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New York City Office Construction Heats Up
By Keiko Morris

Rising pace reflects improving economy and low interest rates, industry group says

TO: MARK LENNIHAN/ASSOICATED
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Construction of new office space in New York City is on track to hit a 25-year high this year and
almost double that built in 2014, reflecting increasing employment and low interest rates,
according to a new report by the New York Building Congress.

Big development sites at Hudson Yards on the West Side and the World Trade Center in lower
Manhattan are helping to boost the pace of office construction, which is expected to reach 4.3
million square feet in 2015, the report said. That is a 79% increase from the 2.4 million square
feet built in 2014 and the highest level since 1990.

Office construction had been a laggard during the economic recovery, but that is changing as
employment in office-using industries picks up, said Richard T. Anderson,president of the
Building Congress, which promotes the construction industry. In 2015 and 2016, the report
projects, 9.7 million square feet of new office space will be constructed in 19 buildings across
Manbhattan. The report’s analysis includes office space in buildings still under construction.
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Office construction in New York City is at its highest level since 1990.

Office buildings constructed in New York, by year
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“Over the last 50 to 60 years, office construction has had some real peaks and valleys,” Mr.
Anderson said. “We are coming out of a valley, and there is plenty of room for growth.”

The Building Congress expects the pace of office construction to pick up in the next two years,
reaching 5.4 million square feet in 2016 and 4.9 million in 2017. The group expects 4 million
square feet to be constructed in 2018. The development community is bullish, Mr. Anderson
said.

The wave of new construction has also prompted office landlords to boost investment in
renovations, the report said. Alteration and renovation projects valued at $1.7 billion were started
in the first half of this year, up from $1.2 billion a year earlier, the report said. Such projects
totaled $2.7 billion for all of 2014, up from $2.2 billion in 2013 and $1.3 billion in 2012.

Business confidence and employment growth are among the main drivers of office construction,
real-estate economists and researchers said. From the city’s low point in August of 2009, the city
has gained 184,000 office jobs, according to Cushman & Wakefield Inc., a major broker of
office space.

Companies are now looking for ways to use space more efficiently and as a way of attracting
employees, said Ken McCarthy, Cushman’s senior managing director of economic analysis and
forecasting.



The new office buildings “are built to handle more people, and that’s attractive to a lot of
tenants,” Mr. McCarthy said. “So where there is new construction, we are seeing tenants commit
to them.”

While the report’s findings reflect the city’s healthy economy and employment picture, some
analysts are cautious about the long-term impact of all the new space on the office market.

Although the employment level for office-using industries in Manhattan is about the same as in
2000, these sectors occupy 9.8% less space, said Heidi Learner, chief economist for real-estate-
services firm Savills Studley. “The type of firms we are seeing grow in Manhattan are a lot of
tech firms with open floor plans, and don’t necessarily allocate 400 square feet of offices to
senior-level employees.”

The stock market’s volatility this week is something to watch but not to overemphasize, Mr.
McCarthy said.

“The one concern is, how does it impact financial services, which is a big employer here and has
been coming back,” Mr. McCarthy said, “which is why I think we need to keep an eye on it but
not put too much weight on it.”

A possible office glut as a result of the anticipated new construction isn’t a major concern,

said Richard Persichetti, vice president of research and marketing at real-estate-services firm
DTZ. The 9.7 million square feet of office space expected to be built in 2015 and 2016 is only a
fraction of Manhattan’s total office inventory of roughly 400 million square feet, he said.

The new construction is necessary to serve tenants’ needs, especially with Manhattan’s aging
office buildings. More than two-thirds of them were built before 1970, Mr. Persichetti said,
making some of them prime candidates for conversion into residential buildings.

“Basically, the older, less-desirable office products now become more desirable for an investor
and developers,” said Mr. Persichetti, “especially with the hot residential market we have.”



