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Sizeable inventories of office space and slow job growth will continue to influence the commercial
real estate market in 2013. But signs of the end of these trends, which dealt tenants a substantial
amount of clout last year in Connecticut and New York markets, may begin to appear on the horizon
toward the latter half of 2013. Consequently, as the months pass, both landlords and tenants will
likely begin taking steps to position themselves for a commercial real estate market where supply
and demand are in a better - not perfect - state of balance.
Overall, economists have painted a pretty rosy picture for commercial real estate in 2013. A recent
PricewaterhouseCoopers LLC and Urban Land Institute report has predicted U.S. property sectors
and markets to "register noticeably better prospects as compared with last year." Investors,
frustrated with low yields from bonds and other financial instruments, will be especially drawn to the
handsome income produced by commercial real estate, and they will allocate "substantial sums of
capital to the real estate asset class."
The National Association of Realtors echoed this upbeat forecast, saying most of the major U.S.
commercial real estate sectors "show gradually improving fundamentals." According to NAR, office
vacancy rates should drop to 15.7% by the fourth quarter of 2013 from 16.7% in the fourth quarter of
2012. During the same period, retail vacancy rates should drop to 10.6% from 10.8%. Fairfield
County, Connecticut and Long Island, New York had some of the nation's lowest retail vacancy
rates as of last November at 3.9% and 5.1%, respectively.
Tenants, along with their real estate law attorneys, will have to factor these trends into negotiations
for lease agreements. For example, when it comes to negotiating the term of the lease - long-term
vs. short-term - tenants will have to consider that if their lease expires in late 2014 or afterward, they
may end up shopping for space in a far different leasing environment. Rents will likely be
incrementally higher, quality space may be harder to come by, and landlords may have lost some of
their motivation to do whatever it takes to secure a tenant.
With a more robust economy on the distant horizon, tenants negotiating leases should anticipate
their potential for growth. What are their renewal options? Can the space they currently rent or are
inquiring about sustain expansion? Is it more attractive to have the landlord build out space for an
expanding tenant instead of relocating? Is the landlord willing to freeze the rent for the first few
years of the lease, with annual increases not scheduled to go into effect until the commercial real
estate market is well into a turnaround? These will be important questions for tenants and their
lawyers in 2013. Even with a brighter forecast ahead of them, landlords still want to land - and keep
- good tenants, and many will likely continue to have positive answers to these questions.
In some areas, commercial developers are aggressively adding existing buildings to diversify their
portfolios. As such, it is important for tenants and their lawyers to make sure lease agreements



shield them from any adverse impact if a party acquires the building in which their space is located.
Commercial tenants will want to make sure their lease covers this scenario and has the new owner
honoring the lease for an extended period of time, if not the entire lease term. A longer period may
be worth considering. If the new owner pushes them out or proposes untenable rent increases, it
may take tenants more time to find adequate space in the anticipated and more competitive
commercial real estate market.
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