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ECONOMY 
The Manhattan office market continued to tighten during the first half of 2007, extending 
strengths exhibited during the second half of 2006. Steady employment growth contributed 
to positive absorption of available space and rapidly escalating asking rents. 

The New York City economy expanded at a healthy pace during the first six months of the 
year, led by strong gains in office-using employment. Data available through the end of 
May show that the City has added nearly 16,800 jobs in industries that are key to the 
commercial office market, with financial services and professional business services adding 
7,400 and 5,500 jobs, respectively. This resulted in increased demand for office space in a 
market that was already the tightest it had been since the first quarter of 2001. 

The year began with 26.1 million square feet available throughout Manhattan. By the end 
of June, available space had fallen precipitously to 20.8, a decline of 20.5%.  This 
diminishing availability of space has been the story of the market; April 2007 was the only 
month in the past year that did not record a month-to-month decline of at least 122,000 
square feet.  As a result, Manhattan’s overall vacancy rate has tumbled to a six-year low, 
closing the mid-year at 5.3%. For the third consecutive quarter, the vacancy rate closed 

below equilibrium, defined as a vacancy rate range of 7.0% - 9.0%. 

OVERVIEW 
In this environment, it is no surprise that asking rates have skyrocketed. Up 36.2% from a 
year ago, Manhattan’s overall total average asking rent closed the first half of 2007 at 
another record-high: $59.17 per square foot. Thus far this year, rents have increased by an 
average of $1.44 each month since January, breaking the old record set back during the 
second and third quarters of 2000. The rapid pace of rental rate growth has extended 
throughout Manhattan. In every submarket but one, overall rents have registered double-
digit percentage increases from a year ago. Chelsea, up 4.2%, was the only exception. 

On a cautionary note, however, leasing activity throughout Manhattan was slower during 
the first two quarters, partially attributable to both significantly higher rents and lack of 
available space. With 11.8 leased year-to-date, 2007 activity trails last year’s total through 
June by 5.4%, with Midtown trailing by nearly 20.0%. This suggests that tenants are 
possibly beginning to search for lower-priced space in response to landlords hiking up 
rents throughout market inventory. 

OUTLOOK 
This year’s leasing has been dominated by Manhattan’s leading industries. Financial 
services firms (36.4%) and legal services firms (11.7%) accounted for nearly one of every 
two square feet leased from January through June. In April, Lehman Brothers Holdings, 
Inc. signed Manhattan’s largest new lease in 2007, a 414,575-sf sublease at 1271 Avenue of 
the Americas. The frequency of transactions with taking rents starting at or above $125.00 
continued to climb: 18 such transactions year-to-date versus 21 signed in the four previous 
years combined.

HAMPTON ROADS, VA OFFICE REPORT 

3Q08

BEAT ON THE STREET 

"Despite existing market conditions and future 
uncertainty given the disruption of the capital 
markets, there is a very limited supply of big 
block office space 40,000 sq ft or larger.  
Those properties will likely be able to keep 
rents stabilized despite economic conditions 
since large tenants have so few choices." 

Katherine Campbell, Office Sales and Leasing 

 

ECONOMIC INDICATORS 
National 2006 2007 2008F 

GDP Growth  2.8% 2.0% 1.9% 

CPI Growth 3.2% 2.9% 4.4% 

Regional    
Unemployment 4.3% 3.2% 3.7% 

Employment 
Growth  

0.8% 1.6% 1.5% 

Source: Moody’s | Economy.com, U.S. Bureau of Labor Statistics 

MARKET FORECAST 

SUBLEASE listings will inevitably rise 
as tenants respond to the economy by 
pulling back and relinquishing space. 

 
 

LEASING ACTIVITY should remain 
steady, but attention will shift to the 
less-costly suburbs and retention efforts 
may persuade tenants to stay put.  

 
 

INCENTIVES such as rent abatements 
and large improvement allowances will  
increase as landlords look to attract 
tenants while maintaning future returns. 

 
 

 

AVAILABLE SPACE TRENDS 
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ECONOMY 
Economic troubles have hit Hampton Roads, but the area remains less affected than 
the nation as a whole. The not seasonally adjusted unemployment rate rose to 4.8% in 
August, one-tenth of a percentage point higher than the 10-year peak of June 2003 but 
still considerably lower than the national rate of 6.1%. Year-over-year employment 
growth of 2.1% was third-highest among areas with a labor force of 750,000 or more, 
more than respectable for a period when national employment declined by 0.2% and 
exceeding the 0.8% increase projected for 2008 by the Economic Forecasting Project 
of Norfolk’s Old Dominion University. 

The quarter’s most visible recent local economic casualty was Gateway Bank. At the 
end of March the bank’s parent company signed a 10-year lease for a 50,000-square-
foot (sf) headquarters on two full floors of a proposed 22-story, class A office tower in 
the Town Center of Virginia Beach slated for a fourth-quarter groundbreaking that 
would carry the bank’s name. But Fannie Mae and Freddie Mac holdings worth $40 
million at the end of June lost over 90% of their value by September, and by years’ end 
the company is set to be acquired by smaller rival Hampton Roads Bankshares, which 
has begun new negotiations with the tower’s developer. 

OVERVIEW 
Vacancy rates rose modestly to 7.8% direct and 8.1% overall, which is unsurprising 
given current conditions. The conventional wisdom that sublease listings should 
increase in such circumstances is contradicted by current data, however. Subleases 
comprised 9.3% of vacant available inventory in the third quarter of 2006, 6.5% in the 
third quarter of 2007, and only 3.6% in the third quarter of this year, and total sublease 
inventory is 34,000 sf below 2007 levels and 91,000 sf less than in 2006. Regardless, 
brokers report noticeably more sublease flyers crossing their desks, so statistics may 
not yet reflect recent listings. 

The Downtown Norfolk CBD has outperformed the suburbs since the second quarter 
of 2007, but negative absorption there has shrunk the gap between overall vacancy 
rates to 0.2 percentage points, and the 2010 delivery of 250,000 sf of class A space at 
what is now known as Wachovia Center, about 70% of which is pre-leased to large 
tenants now in other CBD buildings, will test the market further. But this did not deter 
Norfolk’s Harbor Group International from purchasing the 131,000-sf Town Point 
Center for nearly $12.8 million and the 366,775-sf World Trade Center for $54.0 
million this quarter, and their plans for the large contiguous blocks of available space, 
now scarce in both the CBD and the suburbs, will be interesting to see. 

FORECAST 
With the future dependent on the success of efforts to restore liquidity and some 
measure of certainty to capital markets, forecasters now agree that recovery will not 
commence until the latter part of 2009. Therefore, our expectations are the same as in 
previous reports, only more so – more pressure on effective rents, more uncertain 
tenants, and more emphasis on retention and stability. The local economy will temper 
the downturn’s worst effects and even see some growth, but there will be little appetite 
here or anywhere for high risks, wild strategies, or grand initiatives for some time.  



 

   
    

 

This report contains information available to the public and has been relied upon by Thalhimer 
on the basis that it is accurate and complete. Thalhimer accepts no responsibility if this should 
prove not to be the case. No warranty or representation, express or implied, is made to the 
accuracy or completeness of the information contained herein, and same is submitted subject 
to errors, omissions, change of price, rental or other conditions, withdrawal without notice, and 
to any special listing conditions imposed by our principals. 
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For further information, please 
contact one of our Brokerage 
Services Professionals: 
 
Thalhimer 
5700 Cleveland Street, Suite 400 
Virginia Beach, VA 23462 
(757) 499-2900 
www.thalhimer.com 

MARKET/SUBMARKET STATISTICS 

* Rental rates reflect $psf/year 

MARKET HIGHLIGHTS 
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O V ER A LL D IR E C T YTD YTD YTD  D IR EC T W TD . A V G .

N O . O F V A C A N C Y V A C AN C Y LEA S IN G U N D E R C O N STR U C TIO N O V E R A LL C LA SS  A  G R O S S

M AR K E T/ S U B M AR K E T IN VE N TO R Y B LD G S . R A TE R ATE AC TIV ITY C O N S TR U C TIO N C O M P LE TIO N S AB S O R P TIO N R EN TAL R A TE *

D owntown N orfo lk 5 ,031,462 102 7.9% 7.7% 60,231 250,000 0 (46,794) $21.45

C B D 5,031,462 102 7.9% 7.7% 60,231 250,000 0 (46,794) $21.45

C oliseum  C entra l 1 ,172,919 66 5.9% 5.9% 36,137 0 0 21,185 $18.32

D owntown H am pton 419,360 35 9.2% 9.2% 3,893 0 0 (2,343) $19.00

D owntown N ewport N ews 1,539,675 50 3.5% 3.5% 4,271 0 0 5,107 $0.00

Fox H ill 138,102 35 8.3% 8.3% 250 0 0 (4,766) $0.00

G louces ter 49,302 10 12.4% 12.4% 1,000 0 0 (500) $0.00

H am pton R oads C enter 1 ,103,763 24 7.7% 6.8% 14,758 0 0 31,013 $20.42

O yster P oin t 4 ,295,747 344 6.9% 6.6% 92,004 107,075 7,454 (22,302) $21.59

P oquoson 70,705 16 2.3% 2.3% 11,233 0 0 2,350 $0.00

S uburban N ewport N ews 877,680 92 6.0% 6.0% 21,917 0 0 (4,610) $22.00

W illiam sburg/Jam es C ity C ounty 1,493,514 192 12.6% 12.4% 83,218 30,000 0 25,505 $22.11

Y ork 719,777 103 15.1% 15.1% 17,703 0 20,000 (19,245) $20.38

P eninsula 11,880,544 967 7.7% 7.5% 286,384 137,075 27,454 31,394 $20.93

A irport/N ortham pton 506,341 49 12.9% 12.9% 27,004 0 0 68,423 $0.00

B attle fie ld 1 ,180,406 43 22.4% 22.4% 28,419 0 73,845 (37,893) $20.82

C entra l N orfo lk 2 ,683,426 92 5.5% 5.4% 74,330 100,000 0 56,218 $19.05

C hurch land 280,920 47 2.0% 2.0% 5,810 0 0 (1,896) $0.00

D owntown P ortsm outh 778,320 75 5.9% 5.9% 7,075 0 0 (1,304) $14.00

Frank lin  C ity 209,877 13 1.6% 1.6% 0 0 0 (394) $0.00

G reenbrier 2 ,408,174 102 6.3% 6.2% 94,558 10,000 0 (41,747) $19.94

H arbourview/N orthern  S uffo lk 1 ,746,717 31 8.0% 8.0% 46,373 21,000 122,170 128,674 $21.84

H aygood/B ays ide 500,868 48 5.6% 5.6% 1,800 0 0 (5,319) $0.00

H illtop /G reat N eck 1,037,648 102 9.0% 9.0% 7,841 0 9,800 (29,633) $20.00

Is le o f W ight 229,043 29 7.6% 7.6% 0 0 0 (8,222) $16.00

K em psville 450,816 46 9.3% 9.3% 3,334 0 0 (12,642) $16.50

L ittle  N eck 954,769 78 5.5% 5.3% 17,048 0 0 (13,330) $0.00

Lynnhaven 1,835,292 62 13.0% 10.5% 91,810 0 0 (11,314) $18.81

N ewtown/W itchduck 2,931,689 152 8.7% 8.1% 90,998 0 0 (26,142) $20.08

N orfo lk  O D U /G hent 836,622 59 4.6% 4.6% 6,580 0 10,000 12,607 $22.50

O ceanfront 527,694 53 3.0% 3.0% 2,664 83,811 0 2,421 $25.95

P ortsm outh 365,701 88 1.4% 1.4% 3,200 20,000 0 24,375 $0.00

P rincess A nne 855,974 36 18.8% 18.7% 7,242 0 92,347 42,872 $21.87

S . Independence/H olland R d. 837,674 56 4.0% 3.8% 19,903 0 0 15,164 $20.37

S outh  N orfo lk 411,000 54 11.5% 11.5% 2,978 0 0 (14,492) $0.00

S outh  S uffo lk 836,094 113 4.1% 4.1% 2,739 0 0 (3,051) $17.50

S outhern  C hesapeake 455,565 75 11.8% 11.8% 7,581 0 20,000 (5,238) $0.00

V irg in ia B each C B D /P em broke 1,756,511 32 5.8% 5.0% 52,547 201,000 58,897 14,997 $23.54

W estern B ranch 220,278 28 12.6% 12.6% 8,463 0 0 3,181 $0.00

S ouths ide N on-C B D 24,837,419 1,563 8.3% 8.0% 610,297 435,811 387,059 156,315 $20.90

A LL N O N -C B D 36,717,963 2,530 8.1% 7.8% 896,681 572,886 414,513 187,709 $20.90

H A M P TO N  R O A D S  TO TA L 41,749,425 2,632 8.1% 7.8% 956,912 822,886 414,513 140,915 $20.96

B U IL D IN G S U B M A R K E T T E N A N T S Q U A R E   F E E T B L D G  C L A S S

In te rs ta te  C o rp o ra te  C e n te r  -  M a u ry  
B u ild in g

N e w to w n /W itc h d u c k E d u c a t io n  A f f i l ia te s ,  In c . 2 6 ,1 1 1 B

B U IL D IN G S U B M A R K E T B u y e r S Q U A R E   F E E T P U R C H A S E  P R IC E

W o r ld  T ra d e  C e n te r D o w n to w n  N o r fo lk  C B D H a rb o r  G ro u p  In te rn a t io n a l 3 6 6 ,7 7 5 $ 5 4 ,0 0 0 ,0 0 0  

T o w n  P o in t  C e n te r D o w n to w n  N o r fo lk  C B D H a rb o r  G ro u p  In te rn a t io n a l 1 3 1 ,0 0 0 $ 1 2 ,7 5 0 ,0 0 0  

1  S y m a n te c  W a y O y s te r  P o in t M u n ic ip a l P a r tn e rs ,  L L C 9 8 ,5 0 6 $ 1 1 ,1 7 0 ,0 0 0  

B U IL D IN G S U B M A R K E T M A J O R  T E N A N T S Q U A R E   F E E T C O M P L E T IO N  D A T E

S e n ta ra  B e lle H a rb o u r  M e d ic a l 
C a m p u s ,  B u ild in g  1

H a rb o u rv ie w /N o r th e rn  S u f fo lk S e n ta ra  H e a lth c a re 7 6 ,1 7 0 7 /0 8

C o rp o ra te  C e n te r  V I V a .  B e a c h  C B D /P e m b ro k e S o u th e rn  T ru s t  M o r tg a g e 5 8 ,8 9 7 9 /0 8

B U IL D IN G S U B M A R K E T M A J O R  T E N A N T S Q U A R E   F E E T C O M P L E T IO N  D A T E

W a c h o v ia  C e n te r D o w n to w n  N o r fo lk  C B D W a c h o v ia  B a n k 2 5 0 ,0 0 0 6 /1 0

T w o  C o lu m b u s  C e n te r V a .  B e a c h  C B D /P e m b ro k e N /A 1 0 9 ,0 0 0 1 2 /0 8

C o n v e rg e n c e  C e n te r  IV V a .  B e a c h  C B D /P e m b ro k e N /A 8 9 ,0 0 0 4 /0 9

T o w n e  P a v il io n  C e n te r  I I O c e a n f ro n t T o w n e B a n k 8 3 ,8 1 1 1 2 /0 8

S IG N IF IC A N T  3 Q 0 8  N E W  L E A S E  T R A N S A C T IO N S

S IG N IF IC A N T  3 Q 0 8  S A L E  T R A N S A C T IO N S

S IG N IF IC A N T  3 Q 0 8  C O N S T R U C T IO N  C O M P L E T IO N S

S IG N IF IC A N T  P R O J E C T S  U N D E R  C O N S T R U C T IO N /R E N O V A T IO N


