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Market Report
Third Quarter 2016New York City

Attached please find Avison Young’s full 2016 Third Quarter Manhattan Market Overview Report, which includes our insights on 
office leasing, investment sales, debt & equity, valuation & advisory and retail activity. While there are some investor concerns that 
surround what impact the outcome of the Presidential Elections and another Federal Reserve interest rate hike by year-end will have 
on real estate, the general market remains focused on completing transactions, albeit with a more cautionary tone.

For the Manhattan office leasing market, it is the diversity in tenant mix that we are seeing beyond financial services and TAMI 
occupiers, that has contributed to strong leasing volume through the end of September. Growing demand from health services, as 
well as educational tenants, helped drive quarterly and year-to-date volume ahead of the same period in 2015. Although we have 
one more quarter until year-end, time will shortly tell if strong demand seen thus far persists.

On the investment sales front, there has been some domestic caution, but pricing seems to be holding steady.  Foreign capital 
remains primarily attracted to a diverse mix of core assets here in Manhattan, with a few investors taking on minority interests in 
trophy office buildings and some development risk. We saw this at 10 Hudson Yards and 1095 Avenue of the Americas during the 
quarter. Looking ahead, the investment sales pipeline appears strong with $3 billion worth of announced deals already pending to 
close, which bodes well for year-end.  

While some investors remain solely focused on the next Federal Reserve interest rate hike, we note that within the debt and equity 
environment, banks have been raising interest rates already throughout 2016. This is due to regulatory impacts such as Basel III on 
the lending landscape. Accordingly, we are seeing a diverse range of financing structures that include more permanent and fixed 
options.    

For valuations and advisory, our team notices continuous change within the once universal commercial district of Midtown. 
Along the lines of the changing tenant mix previously referenced, the market has become one that is more diversified with 
the introduction of highly profitable residential condominiums in mixed-use buildings. Lastly, with regards to retail, there is the 
increased use of omni-channel that is broadening the landscape in cities such as New York. Many retailers recognize this and are 
diversifying their strategy to capture online spend, given the growth of E-commerce. As a result, more companies and brick and 
mortar stores are quickly learning how to optimize retail and E-commerce to complement each other.     

There are varied positive factors at play that continue to benefit real estate within the Manhattan market, all which make New York 
City a safe bet for tenants and landlords alike. As always, we welcome you to further explore our insights on the aforementioned 
topics, and take note of key indicators and trends to watch.

 
Best,

A. Mitti Liebersohn
President and Managing Director, NYC Operations 

Marisha Clinton
Senior Director of Research, Tri-State 



80%
Annual increase in Midtown leasing 

volume for third quarter

8%
Annual increase in Downtown leasing 

volume for third quarter

The Manhattan office leasing market, which remains more active among FIRE and TAMI 
tenants, is growing more diverse. For the third quarter, the tenant mix shows health services 
occupants accounted for a large amount of the volume among top new leasing activity, with 
two of the top five leases totaling over 800,000 square feet being signed by such office users. 
As a result, this helped drive total leasing volume through the end of the third quarter up 44.0 
percent year-over-year. For the third quarter alone, Midtown and Downtown leasing volume 
has exceeded last year levels with activity across more broad tenant types, while Midtown 
South activity lagged year ago volume and lacked similar diversity. In total the 9.0 percent 
annual rent growth seen across Manhattan overall, comes with vacancy that is at or near 
equilibrium across markets. Demand is strong, as evidenced by the amount of new leasing 
activity, with relocations outpacing renewals for the quarter among both large block and 
smaller categories.   

Large Block Leasing Ahead of the Pack in Midtown

For the third quarter, 12 large block leases (greater than 100K SF) exceeded the nine for the 
year-ago period. Midtown dominated this activity and captured 10 of the 12 across various 
submarkets, including two of the top five signed in Hudson Yards, bringing quarterly leasing 
volume up close to 80.0 percent annually.  Demonstrative of the diverse lessee activity, retailer 
Coach executed a sale-leaseback for nearly 738,000 square feet at 10 Hudson Yards, publisher 
and TAMI tenant Penguin Random House renewed and expanded into 603,650 square feet 
at 1745 Broadway and healthcare tenant New York-Presbyterian rounded out the top largest 
leases with its consolidated relocation to 237 Park Avenue for 500,000 square feet. The overall 

Growing Diverse Tenant Mix Drives Manhattan Office 
Leasing; Health Services Dominates Top New Activity

Third Quarter 2016 / New York City

Office Leasing

Market Facts

800,000+ SF
Quarterly leasing activity executed by 

health services tenants

44%
Annual increase in overall Manhattan 

leasing volume for third quarter
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Midtown vacancy rate of 10.2 percent rose modestly from 10.1 percent in the second 
quarter as over 530,000 square feet of Class A space came on the market within the 
Sixth Avenue/Rockefeller Center submarket at 1155 Avenue of the Americas. Overall 
average asking record rents of $87.89 and $56.35 for respective Class A and Class 
B space, were up from $86.62 and $52.53 in the prior quarter, on top of the strong 
leasing activity. Expect new development in areas such as Hudson Yards, as well as 
renovated space elsewhere in Midtown (particularly in Sixth Avenue/Rockefeller 
Center, Grand Central and the Plaza District) to continue to draw the attention of a 
more diverse mix of tenants who are seeking the best amenities and are also less 
price-sensitive.   

High Demand, Low Supply for Midtown South

Midtown South remains dominated by TAMI tenants, with the majority being smaller 
and occupying 20,000 square feet or less. For the third quarter, the overall vacancy rate 
of 7.0 percent was up from 6.8 percent in the prior quarter and remains tight. Class A and 
Class B asking rent averaged $84.47 and $58.45, respectively. This compares to $76.93 
and $57.58 in the prior quarter. The increase in asking rent for Class A is attributed to only 
one building having available space in Hudson Square (60 Hudson Street) and higher-
priced sublet space at 51 Astor Place (the penthouse is being vacated by hedge fund 
tenant Claren Road Asset Management). Expect limited availabilities to continue to drive 
rent growth in this market, as well as new smaller leases to outpace renewals.

Leasing Strong in Lower Cost Downtown Market, Reversal of Year-Ago Activity

Downtown leasing volume was up 8.0 percent annually for the third quarter, which 
is a significant reversal of the same period last year when activity was down over 
30.0 percent. This year, activity by a more broadened mix of tenants helped drive the 
increase, with new leases outpacing renewals mutually among large and small tenants. 
Both the New York Department of Finance (government/public administration tenant) 
and Zurich North America (financial services) took on new large blocks of space at 
375 Pearl Street (182,750 square feet) and 4 World Trade Center (132,000 square feet), 
respectively. Educational services tenant, Weill Cornell Medical College, rounds out 
the top three largest players in this market for the third quarter as it closed on a 55,000 
square foot lease at 156 William Street. The vacancy rate for the Downtown market 
came in at 10.2 percent, which is down from 10.4 percent from the previous quarter, 
as some space that came on the market prior was absorbed (including over 200K SF 
at 4 World Trade Center). Average Class A and Class B asking rents closed the quarter at 
$61.60 and $47.90, respectively. This represents a decrease from $63.12 for Class A and an 
increase from $45.86 in the prior quarter. The decline in Class A asking rent is attributed 
to lower-priced floors that remain available. Overall, tenants of all types who are more 
price-sensitive continue to be drawn to the newer transit and greater diverse selection 
of restaurants within the Downtown market.

What started out as slower leasing activity through mid-year, volume has improved. Year-
to-date, as of the close of the third quarter, leasing volume has surpassed last year levels 
driven by a great number of new leases being signed by a more broadened tenant mix. 
While fundamentals remain intact and we have one more quarter to go this year, we still 
keep a watchful eye on the economy and the outcome of the  Presidential Election.

Indicator 3Q15 3Q16

Vacancy 9.30% 10.20%

Rent $77.55 $84.79 

Absorption (346,567) SF (232,834) SF

Midtown Overall

Midtown South Overall

Indicator 3Q15 3Q16

Vacancy 6.30% 7.00%

Rent $66.80 $65.85 

Absorption (12,189) SF (128,628) SF

Downtown Overall

Indicator 3Q15 3Q16

Vacancy 10.90% 10.20%

Rent $58.00 $59.72 

Absorption (546,356) SF 117,095 SF

MARKET DATA POINTS

Manhattan Overall

Indicator 3Q15 3Q16

Vacancy 9.20% 9.70%

Rent $70.83 $77.17 

Absorption (905,112) SF (244,367) SF
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Address Square Feet  Market 

180 Maiden Lane 621,771 Financial District 

1155 Avenue of the Americas 538,688
Sixth Avenue/ 
Rockefeller Center 

4 World Trade Center 499,247 World Trade Center 

28 Liberty Street 477,922 Financial District 

1 World Trade Center 474,236 World Trade Center 

Largest Blocks of Contiguous Space Currently Available

Tenant Address
Submarket

Size
Lease Type

Coach 10 Hudson Yards
Penn Plaza/Garment District

738,000 SF
Sale-Leaseback

Penguin Random House 1745 Broadway
Times Square/West Side

603,650 SF
Renewal/Expansion

New York -  
Presbyterian

237 Park Avenue
Plaza District

500,000 SF  
New Lease

Visiting Nurse Service of New York 220 E. 42nd Street 
Grand Central

308,115 SF 
New Lease

Milbank, Tweed, 
Hadley & McCloy

55 Hudson Yards
Penn Plaza/Garment District

250,000 SF
New Lease

Notable Lease Transactions

Trends to Watch
  In an overall market that is at 

equilibrium, more tenants diversified 
in size and type, are not reluctant to 
take on new space currently. Time 
will tell if strong demand seen thus 
far continues to hold up, once the 
election dust settles. 

  Based on price sensitivity, office 
tenants will continue to have 
more access to newer properties 
along with their desired amenities, 
particularly in Midtown and 
Downtown. Expect continued 
competition on concessions in the 
near term, a trend we began to see 
last quarter.
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Submarket Inventory 
(SF)

Direct Vacant
(SF)

Sublet Vacant
(SF)

3Q16 Overall 
Vacancy Rate

3Q16 Net
Absorption (SF)

Year-To-Date 
Absorption

Current Under 
Construction 
(SF)

Overall Asking 
Rent Class A

Overall Asking 
Rent Class B

Midtown

Grand Central  54,252,162  5,147,399  888,792 11.1% 314,682 (449,351) 2,576,710 $69.72 $58.56 

Penn Plaza/Garment  23,858,648  1,907,623  438,921 9.8% (222,989) (627,556) 8,125,500 $77.20 $56.91 

Plaza District  76,166,007  5,654,170  1,693,956 9.6% 251,530 (279,736) 670,000 $106.39 $60.53 

Sixth Ave./Rockefeller 
Center  56,231,791  5,016,500  1,017,748 10.7% (731,421) (605,294) 0 $88.84 $53.08 

Times Square South  24,493,961  2,333,508  667,886 12.3% 115,524 140,165 0 $75.49 $55.26 

Times Square/West Side  36,747,734  2,550,942  510,775 8.3% 39,840 444,799 0 $84.49 $57.99 

Total  271,750,303  22,610,142  5,218,078 10.2% (232,834) (1,376,973) 11,372,210 $87.89 $56.35

Midtown South

Chelsea  22,328,302  792,583  446,910 5.6% (17,565) (88,890) 733,900 $109.92 $49.77 

Hudson Square  13,408,474  827,598  160,530 7.4% (21,601) (212,639) 0 $90.00 $63.93 

Gramercy Park  30,651,251  1,788,056  668,838 8.0% (13,484) (141,667) 0 $72.57 $52.71 

SoHo/NoHo  8,603,359  364,030  180,980 6.3% (75,978) (103,072) 0 $116.69 $70.58 

Total  74,991,386  3,772,267  1,457,258 7.0% (128,628) (546,268) 733,900 $84.47 $58.45

Downtown

TriBeCa/City Hall  19,665,707  1,078,689  107,539 6.0% (508,828) (233,351) 0 $55.00 $48.21 

Financial District  51,658,758  4,200,085  1,207,481 10.5% 355,103 556,219 0 $55.74 $46.88 

World Trade Center  25,890,763  3,015,308  319,808 12.9% 270,820 666,417 2,861,000 $74.26 $48.59 

Total  97,215,228  8,294,082  1,634,828 10.2% 117,095 989,285 2,861,000 $61.60 $47.90

Manhattan Overall Total  443,956,917  34,676,491  8,310,164 9.7% (244,367) (933,956) 14,967,110 $80.93 $55.51

Markets By The Numbers
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Investment Sales

Many Moving Parts Create Investor Caution

Partnership. Performance.  avisonyoung.com

The Manhattan investment sales market has slowed in the 
third quarter of 2016 after a strong second quarter. Falling off 
the pace of 2015’s record year, the market has clearly changed 
and investors are responding to the environment. Gone is the 
high volume and numerous transactions, replaced by investor 
caution. A number of factors are influencing the investor 
sentiment. Interest rates and the Fed’s increase plan, the 2016  
Presidential Election, weak demand for luxury condominiums 
and a frothiness in the market are all considerations. Deals 
are still getting done and at peak pricing, but the source of 
capital and asset preference is comprised more and more of 
foreign capital targeting trophy assets. The low interest rate 
environment is also providing sustainability to the current cycle, 
although a slew of regulatory changes may begin to reign in the 
market. Pricing is holding up through the third quarter, but it 
remains to be seen if a correction is in the winds.

Market Breakdown – Pipeline Remains Strong

The third quarter of 2016 tallied the lowest dollar total volume of 
any quarter since the third quarter of 2013. Historically, the third 
quarter is a slower period as many investors prefer to enjoy their 
summer vacationing rather than deal making. Over half of the 
third quarter total dollar volume of $6.6 billion was made up of 
three deals over a billion dollars each (two of which are foreign 
capital sources), which artificially inflates the already low total. The 
slumping quarter will slow the year-to-date figure well behind 
the 2015 record pace and slightly behind the pace set in 2014. A 
favorable sign for the market, is the $3 billion worth of announced 
deals that are pending to close. This bodes well for the year-end as 
firms focus on closing transactions that will make for a strong fourth 
quarter and will allow the yearly total to be in line with or greater 
than 2014.
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Foreign Capital Remains Drawn to Trophy Office Assets

Foreign investors have continued their pursuit of U.S. real estate 
assets and have helped maintain the investment sales market 
when domestic capital is practicing caution. Nearly half of 
the dollar volume traded in the third quarter involved foreign 
capital. The target for the funds has been minority interests 
in trophy assets which allows for capital preservation in a 
precarious global environment. For example, in two separate 
condominium interest transactions at 10 Hudson Yards, Allianz 
and Kuwait Investment Authority (among other JV partners) 
purchased a combined 44.0 percent interest in the property 
for $1.26 billion. Adding another $1.15 billion of foreign capital 
infusion to the market in the third quarter, HKMA purchased 
a 49.0 percent interest in 1095 Avenue of the Americas. These 
large capital injections are directed toward core assets in prime 
locations. The effect on the market is evident when exploring 
where the highest dollar volume versus where the highest 
number of transactions take place (see chart below). 

Huge sums of foreign investment dollars target primary CBD 
trophy office assets, while local investors bite off smaller, 
but more numerous apartment transactions in the Midtown 
South neighborhood.

3Q 2016 Dollar Volume #Transactions

Type Office
64%

Apartment
38%

 Submarket Midtown West
40% 

Midtown South
22%

Global and Regulatory Environment Continues to Fuel 
Manhattan CRE Investment

As the U.S. markets have recovered well ahead of Europe and 
Asia, foreign investors have opted to direct a bulk of their 
investment dollars to the United States. Manhattan, as a leading 
global city, stands to benefit from the enhanced inbound 
foreign investment. Some factors effecting the CRE landscape 
include the following:

• IMF Downgrade: After remaining flat in 2015, the IMF 
has downgraded the global growth forecast twice since 
January. Lower growth means less capital to invest in CRE, 
but also means any available investment dollars will be 
looking to Manhattan for capital preservation. 

• Brexit: New York is the primary competition for real 
estate investment dollars, which displaces London. The 
vote to leave the EU creates uncertainty in London – an 
undesirable scenario for investors – that will likely lead to 
the further transfer of capital to New York. 

• EB-5: The program, which exchanges $1 million ($500,000 
is high unemployment areas) investments in job creating 
real estate developments or other job creating ventures in 
exchange for permanent resident visas, has been extended 
beyond the September deadline for three additional 
months. This is an affordable source of CRE funding for 
developers and has been used in projects such as Hudson 
Yards. Nearly 90.0 percent of EB-5 recipients are from Asia.

• China: Weakening local markets have Chinese investors 
clamoring to move their wealth to stable assets, and 
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Manhattan real estate is a favored choice. The falling Yuan incentivizes the 
Chinese to convert their investments to dollars.

• FIRPTA: The FIRPTA reform frees up large foreign investors to act more like 
domestic institutions and should incentivize additional investment, particularly 
benefitting REITS.

Stronger global growth will also benefit Manhattan, likely providing additional 
capital flows to one of the most attractive global CRE markets. 

Interest Rates Hold Yields Low

Last year’s December rate hike by the Federal Reserve was intended as the first 

step in a plan to gradually return to a normalized interest rate environment. 

The economy was hitting economic benchmarks at that time, but in 2016 there 

has been a leveling of performance that has forced the Fed to more cautiously 

approach its policy of increasing rates to contain any future inflation. At the 

September meeting, the Fed again elected to keep interest rates unchanged, with 

the market looking to December for a possible 25 or 50 bps hike. Meanwhile, the 

cheap debt markets have allowed cap rates to remain below 4.0 percent for quality 

assets and drive pricing into record territory. Compressed cap rates and record 

pricing have created a market environment where the number of transactions 

has dropped, as many investors see increased risk in the frothiness of the market. 

Transactions that are completed occur at or near record levels as a result of sellers 

holding firm with their pricing. The low interest rates provide a line of sustainability 

to the current cycle, because if borrowing is cheap, some investors will be willing 

to accept the lower yields being offered.

Trends to Watch:

  Lending Environment: The lending 
environment is already undergoing 
change and will continue to do so. 
Changes which have effects that should 
be monitored include the expiration and 
possible reform of the EB-5 program; 
the pace of Fed interest rate hikes; 
Basel III liquidity and risk measurement 
standards, and the pending Dodd-Frank 
CMBS risk retention requirements set to 
kick-in late this year. 

  Foreign Investment Reigns Supreme: 
Foreign investment capital is finding 
a safe haven in New York. Acquisitions 
with billion dollar price tags are buoying 
investment sales dollar volumes. 
The percentage of dollars from 
foreign investors has been increasing 
dramatically and show no sign of 
ceasing in the current economic climate. 

  Election Year: The 2016  Presidential 
Election has created a great deal of 
angst for many investors who are 
concerned about the ultimate outcome.
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Top Third Quarter 2016 Sales

Buyer 
Address 
Seller

Size
Type

Price 
Price/SF

HKMA 
1095 Avenue of the Americas
Ivanhoe Cambridge JV Callahan Capital Partners

1,116,129 SF 
Office

$1,115.0 Billion 
$1,030/SF

PGIM Real Estate 
11 Madison Avenue
SL Green

2,285,043 SF 
Office

$1,040.0 Billion 
$455/SF

Allianz RE of America
10 Hudson Yards 
Related Companies JV Oxford Properties Group JV JP Morgan Chase JV  
Kuwait Investment Authority

1,813,465 SF
Office

$946.0 Million 
$522/SF

Related Companies JV Oxford Properties Group JV JP Morgan Chase JV  
Kuwait Investment Authority JV Allianz RE of America 
10 Hudson Yards 
Coach Inc.

737,774 SF
Office

$311.0 Million 
$423/SF

RPW Group
275 Madison Avenue 
RFR Realty

305,849 SF
Office

$273.0 Million 
$893/SF

With the exception of 275 Madison Avenue, all sales represent partial-interest transactions.
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Debt & Equity

Anybody involved in business, and especially real estate owners, 
has been obsessing about whether or not the Fed raises 
interest rates by a quarter of a point or not this fall. However, we 
contend that they are focusing on the wrong thing. Banks have 
been raising interest rates throughout 2016 for the following 
reasons, which have nothing to do with the Fed:

Basel III (Construction Lending) - This regulation essentially 
causes banks to increase the amount of reserves that they 
retain on any real estate loan. The regulations are especially 
harsh to construction loans if they are considered a high 
volatility (HVCRE) loan. To avoid being designated as a HVCRE 
loan according to NAIOP, the loan-to-value ratio must be less 
than 80.0 percent, and the borrower must contribute capital 
— in the form of cash or unencumbered marketable assets — 
equivalent to 15.0 percent of the “as completed” value of the 
property before any funds are advanced by the bank. Funds 
that are generated by the project — capital generated by 
operations — must be kept in the project until the construction 
loan is converted to permanent financing, the project is sold 
or the loan is paid off in full. The estimates are to offset the 
increased reserves, and most banks have increased their 
short-term interest rates by 50 to 75 basis points to offset the 

increased reserve requirements.

Basel III (CMBS) - Similarly, this regulation requires lenders to 
hold reserves against their loans. While the amount can vary 
depending on the amount of leverage, the net effect is that 
CMBS pricing could rise by 50 basis points across the board 
in 2017. This is occurring at a time when $137 billion of CMBS 
loans are maturing in 2017 (a record year, given increased 
aggressive underwriting during the 2005-2007 vintage years).  

Systematic Risk - The CRE Finance Council estimates that the 
median economic impact of future regulation in totality is 
estimated at $209 billion. More importantly, systemic risk is the 
unknown as the new market structure hasn’t been tested by a 
downturn or a market dislocation.

Impact of rising interest rates on the 10-year Treasury yield -  With 
the 10-year Treasury yield at 1.54 percent on September 7th, 
all seemed to be well in the bond markets. However, mid-
September saw a slight rise in interest rates, which we expect to 
continue. The trend is in serious jeopardy to continue, especially 
after the elections. According to the CRE Finance Council, a 10-
25 bps change in costs could put the insurance company loan 
universe at risk for an additional $3.1 billion to $7.9 billion with 

Interest Rate Risk in the Marketplace

Partnership. Performance.  avisonyoung.com
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Trends to Watch
  Basel III regulations are expected to 

continue to have an impact on interest 
rates. That said, we should see more 
conversions of construction loans into 
permanent financing, as well as more 
refis or work outs related to CMBS 
debt ahead of the upcoming wave of 
scheduled maturities next year.

  Central banks have increased their 
balance sheets by $20 trillion with the 
Federal Reserve, for example, making 
direct purchases of Treasury Securities 
from the US Government. The increased 
money supply that results from these 
actions should eventually lead to higher 
interest rates, sooner or later.

  More investors of real estate are locking 
in long-term interest rates now, a 
trend we expect to continue to see, 
particularly given that the path of least 
resistance to interest rates is upwards.

a base case of $5.5 billion. This is in addition to the capital-at-risk already estimated at 
$92.2 billion. This illustrates how fragile the market is to interest rate spikes.

What’s the bottom line? The sanguine attitude that the majority of real estate owners 
had in 2016 that low interest rates are here to stay for the foreseeable future has to 
change. The reality is that interest rates are going up. Certainly, by the effects of Basel III 
and other newly imposed regulations and quite possibly an additional amount simply 
due to bond market gyrations. With central banks increasing their balance sheets by 
$20 trillion and corporates and consumers adding another $60 trillion worldwide over 
the last several years, the path of least resistance to interest rates is upwards. Property 
owners should be timorous and are urged to lock in long-term interest rates as soon as 
possible and underwrite higher rates on development and acquisition deals that they 
are analyzing.
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Valuation & Advisory

Rent Re-Sets Defined, Protection for Both Tenants and 
Landlords 

What happens when a lease is renewed and it is not just 
a matter of a simple negotiation with the landlord? This is 
particularly true in New York City. Sophisticated lease clauses 
are meant to protect the interests of both tenants and 
landlords. These clauses, which govern the rent to be paid 
upon renewal are generally referred to as “rent re-sets.” The 
clauses that govern rent re-sets are an important feature with 
enormous implications for both tenants and landlords.

Long-term leases containing rent re-set provisions involve 
nearly all types of leases: space leases (10 to 20 years for office, 
retail, medical and industrial, among others), building leases 
(generally less than 49 years), and ground leases (often 75 years 
or more).

 

Lease Renewal Negotiations, Getting it Right

The landscape of rents in New York City has changed significantly 
during the past ten years and the common practice for rent re-set 
clauses has changed. What appears simple on the surface is often 
quite complicated and the implications for getting it wrong are 
significant. Our experience is that a complete understanding of the 
state of common practice and the realities of dispute resolution in 
rent re-sets is the difference between a smooth renewal and a bitter 
fight. These clauses govern every aspect of the renewal process. 
The definition of market rent is the most important and most 
often overlooked. The lease governs the process: timing of notices, 
value dates, negotiation by parties and if necessary resolution by 
mediation or arbitration, permitted experts, type of arbitration, and 
time frame to conclude determination. The ability of the broker and 
legal counsel to negotiate these articles in the lease agreement can 
prevent situations that may favor one party over the other at a rent 
re-set and ensure that both parties fully understand the agreement.

Partnership. Performance.  avisonyoung.com
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Trends to Watch

  With the significant rise in Manhattan’s 
land values, more rent re-sets may be 
on the horizon. Accordingly, current 
“favorable” annual ground rent could 
easy “flip” to “unfavorable” depending 
on the interpretation of the rent “re-set” 
clause.

  As Manhattan properties continue to 
appraise at higher values, we expect 
submissions by parties on each side of 
the arbitration process to become more 
divergent.

Land Values Are Part of the Equation

In recent years, land values throughout Manhattan have been rising at a very 
rapid pace. The timing of a rent re-set can be beneficial to either the tenant or the 
landlord depending on what stage the market cycle is in when the re-set occurs. 
One way both parties have attempted to smooth out the market cycle highs and 
lows is to have the market rent (for space leases) or land values (for ground leases) 
be an average of several years, not just a single point in time.

In ground rent re-sets, the definition of land for the determination of land value 
is extremely critical. Typical definitions of land will specify whether the land is 
considered as vacant, unencumbered, or whether it is to be valued at its highest 
and best use. While the first two characteristics are logically expected, the last one 
can have a tremendous impact on land value. 

Highest and Best Use Considerations

On the issue of highest and best use, over time a land site’s optimal development 
use can change. One example is cooperative apartments. Condominium apartment 
ownership is now the generally preferred form of ownership replacing the long-
standing cooperative apartment structure. Another example is the once universal 
commercial district of Midtown Manhattan, which in the last three decades has 
become more diversified with the introduction of highly profitable residential 
condominiums in mixed-use buildings.

For co-ops and commercial office properties, a clause that requires land to be 
valued at its highest and best use can be devastating to the Ground Lessee. When 
the land in question is located in an area where luxury residential condominiums 
command the highest values, such clauses can now result in a rent re-set of more 
than twice what the existing use supports. 

For some Ground Lessees of commercial buildings where the land value allowed 
consideration of a higher land use different from that for which the property was 
developed, it has created a rent re-set so burdensome, leasehold tenants have been 
known to sell their position at considerable discounts to avoid a multi-year negative 
leasehold cash flow or possible loan defaults and foreclosure. For Ground Lessees 
with financial wherewithal, there are instances where the leasehold tenant has 
successfully negotiated a purchase of the Ground Lessor’s position to eliminate the 
hardship of unfavorable future rent re-sets.

Concluding Comments

These are among the many factors impacting the creation of effective lease 
agreements that AY’s experienced NYC Valuation & Advisory Services group 
professionals are keenly aware of through extensive experience in litigation and 
arbitration matters that has helped clients obtain successful resolution to their rent 
re-sets/re-determinations.  Bill Picoli, MAI, CRE, FRICS and SVP of AY’s NYC Valuation 
& Advisory Services group is a litigation practice leader available for consultation.
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Retail Leasing
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Notable Market Quotes

“It’s no surprise that of all five asset 
classes, retail has been the slowest 
to gain traction coming out of the 
recession”  
 – Champaign Williams, Bisnow

“The era of the traditional shopping 
mall may be coming to an end, 
but that doesn’t mean developers 
are giving up on large-scale retail 
developments”  
 – John Spina, The Real Deal

Trends to Watch

  Some brick and mortar stores 
are unable to justify an actual 
retail expansion. However, more 
of these same companies do 
not object to building an online 
presence to capture a share of the 
growing U.S. E-commerce spend 
and creating an experience for 
consumers as a complementary 
strategy.

  An increase in internet companies 
securing brick and mortar 
stores, first on a pop-up or 
short-term basis and some of 
them converting to long-term 
locations, is another trend to 
watch. 

  As retail rents stabilize or drop, 
more local or mom-and-pop 
tenants will enter or re-enter 
the marketplace in certain 
submarkets. 

Retail Overview
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State of the Retail Market

Retail experts agree that the overall retail market conditions have softened over the last 
quarter, a trend that has been taking shape since the beginning of 2016. While deals are still 
getting done, albeit a longer process for both parties, rents have begun to stabilize while 
many owners have even lowered their asking rents due to the high supply and limited 
demand in today’s market. 

Several factors have contributed to the slowdown, and while it’s true that high rents are a 
barrier of entry for retailers, the sales volume is simply not high enough for many tenants to 
justify a retail expansion. As a result, as we see in the chart shown, an ever increasing amount 
of consumer dollars are spent online.

The Continuing Rise of E-Commerce, Made Easy

E-commerce gave birth to a host of companies able to compete with larger chains. The 
internet companies are able to compete around the world, with significantly lower overhead, 
and the ability to pass along the savings to the customer. Free shipping for returns and 
exchanges eliminated the downside of ordering the wrong size for footwear and apparel. For 
example, many Zappos customers order five to six pairs of the same shoe in different sizes and 
colors, only to ultimately keep one pair. 

Technology Helps to Create the “Experience”

When the basic retail needs are met online, with almost unlimited options, the customer 
looks for more than just product at a brick and mortar location. Often, this is referred to as an 
entertainment element or an experience. Retailers are utilizing the latest technology to create 
this experience for the customer, which cannot be duplicated online. The technology not only 
helps improve the customer experience, but also can streamline processes and lower costs.

The Complementary Option

We have seen several national retailers file for bankruptcy over the last year. Most are the 
“dinosaurs” who realize too late that a change is necessary in order to stay relevant to 
customers. Brands have to fight that much harder to maintain market share. Brick and mortar 
stores are not going anywhere, but the cutting edge companies will learn fastest how to 
optimize retail and E-commerce to complement each other. 

US E-Commerce Sales

Source: US Department of Commerce
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Midtown
Plaza District: Borders East 62nd and West 59th Streets on the North, Seventh Avenue 
on the West, East 48th and West 57th Streets on the South and the East River on the 
East (includes prior Park Avenue submarket)

Grand Central: Borders East 47th Street on the North, Fifth Avenue on the West, East 
36th Street on the South and the East River on the East

Sixth Avenue/Rockefeller Center: Carved out section that borders West 56th Street 
on the North, Seventh Avenue on the West, West 43rd Street on the South and Fifth 
Avenue on the East

Times Square/West Side: Borders West 64th Street on the North, the Hudson River 
on the West, West 42nd Street on the South and Fifth Avenue on the East (includes 
Columbus Circle)

Times Square South: Borders West 41st Street on the North, the Hudson River on the 
West, West 36th Street on the South and Fifth Avenue on the East

Penn Plaza/Garment District: Borders West 35th Street on the North, the Hudson 
River on the West, West 30th Street on the South and Fifth Avenue on the East 
(includes Hudson Yards and Manhattan West)

Midtown South
Chelsea: Borders West 29th Street on the North, the Hudson River on the West, 
West 13th Street on the South and Fifth Avenue on the East (includes prior Flatiron 
submarket)

Gramercy Park: Borders East 34th Street on the North, Fifth Avenue on the West, East 
13th Street on the South and the East River on the East (includes prior Union Square/
Madison Square/Park Ave South submarkets)

Hudson Square: Borders Morton Street on the North, the Hudson River on the West, 
Chambers Street on the South and 6th Avenue/Avenue of the Americas on the East

SoHo/NoHo: Borders East 12th Street on the North, Sixth Avenue/Avenue of the 
Americas on the West, Canal Street/East Broadway on the South and the East River on 
the East (includes Greenwich Village)

Downtown
TriBeCa/City Hall: Borders Canal Street/East Broadway on the North, West Street on 
the West at Warren Street, Ann Street on the South and the East River on the East (all 
of upper-lower Manhattan); (includes prior insurance submarket)

World Trade Center: Borders Vesey Street on the North, the Hudson River on the 
West, Albany Street on the South and Church Street/Trinity Place on the East

Financial District: Borders Albany and Ann Streets on the North, the Hudson River 
on the West, South Street on the South and the East River on the East (rest of lower 
Manhattan)
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