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Surge in Leasing Activity —
Rents Decline Further

Pent up demand from tenants who were trolling the market for space over the past two years fi-
nally translated into leasing activity during the third quarter. The increase in leasing brought the
year-to-date transaction volume up to 17.5 million square feet, a 15 percent decline compared to
thefirst three quarters of 2008. Despite the leasing surge over the summer months, the change in
available supply was minimal. More than 52.5 million square feet of available space remain, a mar-
ginal decline of 214,069 square feet. In addition, the overall vacancy rate for Manhattan increased
10 basis points this quarter to 8.6 percent, and will likely move higher with tenant move-outs ex-
pected over the next six months.

In August, the New York City unemployment rate reached 10.3 percent, the highest rate since Janu-
ary 1994. Financial services and professional services firms continue to shed jobs, and account for
80 percent of the 83,000 office sector jobs cut in the last 12 months. Despite their job cuts, these
industries continue to be the two top sectors acquiring space. Although the number of transac-
tions signed surpassed the amount of leases signed in 2008, firms are leasing smaller spaces, with
the average transaction size only 11,500 square feet. This is a 35 percent decrease compared to the
previous 10 year average transaction size of 17,700 square feet.

Average Class A asking rents in Manhattan continue to decline, down $4.53 from the second quar-
terto $71.06 per square foot. A more accurate gauge of market pricing is net effective rents, which
are currently 26 percent off the average Class A asking rents. Landlords continue to offer generous
concessions to tenants, and once the free rent and tenant improvemen allowances are factored
out of the rental structure, transactions are being signed at an average of $52.57 per square foot.

Over the next three years, nearly $1.4 trillion in commercial real estate mortgages nationally are ex-
pected to mature, which will likely keep a storm cloud over the industry. Throughout Manhattan,
more than $7.7 billion in distressed properties were identified across all product types through Au-
gust. All of the distressed assets have not translated into much investment activity, but the office
sector doubled its first half of the year output during the third quarter. More than $1.1 billion in of-
fice investment volume took place this quarter, bringing the year-to-date activity totals to $2.2 bil-
lion. The quarter's most notbale transaction was IDB Group and Midtown Equities’ joint venture
purchase of HSBC Bank's headquarters at 452 Fifth Avenue. The sale/partial leaseback sold for
$330 million, a $382 per square foot average for a Class A building in the heart of Midtown. HSBC
plans to vacate floors 12 through 29 in one year, and the firm signed a 10-year lease for floors 1
through 10.

FORECAST

m Expect more available space to hit the market over the next six to nine months, and
for availability to peak in 2010.

m Asking rents will continue to fall through the next 12 to 18 months, but at a slower
pace.

m A combination of maturing CMBS and commercial mortgage loans will weigh
heavily on the Manhattan office market over the next three years.

Richard Persichetti Client Services Manager
212.326.4752 - richard.persichetti@grubb-ellis.com
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AVAILABILITY % NET ABSORPTION Under ASKING RENT
By Submarket Total SF Available SF Direct Total Current YearToDate  Construction SF Class A Class B
Midtown
Avenue of the Americas 40,268,382 5,031,736 7.7% 12.5% (135,803) (1,477,649) - $73.37 $62.07
Eastside 26,838,767 4,274,097 10.7%  159% (99,912)  (640,500) - $60.47 $55.14
Fifth/Madison 20,385,577 3,332,448 125%  16.3% (124,124)  (208,712) - $100.42 $62.91
Grand Central 41,923,107 6,680,562 104%  159% 43,721 (614,372) - $73.57 $61.62
Midtown West 35,582,719 4,915,060 9.5% 13.8% 36,339 (808,109) 1,155,550 $74.92 $63.55
Park Avenue 20,223,982 3,446,228 9.0%  17.0% 258,421  (928,277) - $81.76 $77.51
Penn/Garment 27,893,290 3,970,015 120%  142% (566,429)  (752,370) - $56.69 $49.45
Midtown Total 213,115,824 31,650,146 101%  14.9% (587,787) (5,429,989) 1,155,550 $75.73 $58.86
Midtown South
Chelsea 5,925,380 534,808 6.2% 9.0% (28,644) (137,487) - $62.14 $60.50
Gramercy/Flatiron 8,137,171 1,526,837 11.7%  18.8% (56,096) (141,851) - - $51.32
Hudson Square/Tribeca 13,534,930 2,856,014 185%  211% 10,262 238,680 - $48.50 $47.60
Madison Square 19,811,834 2,966,890 11.7% 15.0% (92,683)  (302,296) - $75.37 $44.37
Penn Station 22,329,870 2,197,768 6.2% 9.8% 27,809 (84,314) : $57.41 $46.11
SoHo/NoHo 4,278,478 622,397 88%  14.5% 27299  (173,354) - - $54.42
Midtown South Total 74,017,663 10,704,714 10.7%  14.5% (112,053)  (600,622) - $64.77 $47.92
Downtown
Broadway/Battery Park 6,762,344 1,541,145 19.8%  22.8% (149,471) 113216 - $39.25 $34.00
City Hall 5,900,750 1,512,316 247%  25.6% (969)  (22,184) - - $38.47
Insurance 6,610,149 828,852 113%  12.5% 5438 (201,991) - $43.26 $38.95
Wall Street 22,356,499 2,504,885 7.2% 11.2% 55,632 (399,437) - $43.99 $41.94
Waterfront 15,411,734 1,915,321 6.5%  12.4% 80,998  (12,704) - $48.19 $39.41
World Trade Center 19,009,295 1,849,236 6.7% 9.7% 1,485  (162,268) 6,900,000 $67.80 $40.97
Downtown Total 76,050,771 10,151,755 9.7%  13.3% (6,887)  (685,368) 6,900,000 $50.97 $38.16
Manhattan Total 363,184,258 52,506,615 10.1% 14.5% (706,727) (6,715,979) 8,055,550 $71.06 $50.99
AVAILABLE FOR SUBLEASE

By Class CBD
Class A 209,806,032 18,167,497 9.0%  13.5% 69,878 (5,165,873) 8,055,550 9,510,084
Class B 123,312,530 10,722,285 117%  16.0% (582,721) (1,531,784) - 5,301,682
Class C 30,065,696 2,519,857 116%  145% (193,884)  (18,322) - 891,829
Manhattan Totals 363,184,258 52,506,615 101%  14.5% (706,727) (6,715,979) 8,055,550 15,703,595
KEY THIRD QUARTER TRANSACTIONS

Lessee Lessor Property Transaction Type Size (SF)
Gap, Inc. Newmark/Knight Frank 40 Worth Street Direct 265,000
Orrick, Herrington & Sutcliffe LLP CBS 51 West 52nd Street Sublease 210,000
The United Nations TIAA-CREF 730 Third Avenue Direct 119,399
General Motors Boston Properties 767 Fifth Avenue Renewal 114,300
FDIC* Peter L. Malkin 350 Fifth Avenue Direct 102,960
Instinet Corporation The Blackstone Group 1095 Avenue of the Americas  Direct 99,552
Moelis & Company Holdings LLC Boston Properties 399 Park Avenue Direct 96,778
Eli Lily & Company Vornado Realty Trust 400 First Avenue Direct 90,884

“Indicates Transaction Represented by Grubb & Ellis

OFFICE TERMS AND DEFINITIONS

Inventory: Office inventory includes all multitenant and
single tenant buildings at least 150,000 square feet. Owner-
occupied, government and medical buildings are not in-
cluded.

Vacancy and Availability: The vacancy rate is the amount
of physically vacant space divided by the inventory and in-
cludes direct and sublease vacant. The availability rate is the
amount of space available for lease within the next 12

Office Building Classifications: Grubb & Ellis adheres to
the BOMA guidelines. Class A properties are the most presti-
gious buildings competing for premier office users with rents
above average for the area. Class B properties compete for a
wide range of users with rents in the average range for the
area. Class C buildings compete for tenants requiring func-
tional space at rents below the area average.

months divided by the inventory.

Direct Available: This is space that is offered on the market
directly by the landlord within the next 12 months in single
and multitenant buildings. This excludes available space of-
fered for sublease.

Net Absorption: The net change in physically occupied
space over a period of time.

Asking Rent: The dollar amount asked by landlords for avail-
able space expressed in dollars per square foot per year in
most parts of the country and dollars per square foot per
month in areas of California and selected other markets.
Office rents are reported full service where all costs of opera-
tion are paid for by the landlord up to a base year or expense
stop. The asking rent for each building in the market is
weighted by the amount of available space in the building.

*Grubb & Ellis statistics are audited annually and may
result in revisions to previously reported quarterly and
final year-end figures.
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