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Notes of London - New York Property Dialogue, 9th July, London
Host:  Michael Spies, Tishman Speyer;  Chair:  Dame Judith Mayhew Jonas 

Attending:

Peter Vernon, Grosvenor

Stephen Hubbard, CBRE

Gerald Parkes, Lehman Brothers

Peter Bennett, City of London

Archie Galloway, City of London

Rosemary Feenan, JLL

Bill Page, JLL

Marc Mogull, Benson Elliott

Richard Powers, Goldman Sachs

Peter Reilly, JP Morgan

Bill Kistler, ULI

Julian Innes-Taylor, Linklaters

Lee Polisano, KPF

Nigel Helpern, Fried Frank

Timon Drakesmith, GPE

Meg Kaufman, ULI

Alex Parr, ULI

Lucy Newsum, ULI

This dialogue of leaders in the property industry on both sides of the Atlantic covered a variety of issues, including the building stock, sustainability, and competitiveness of London and New York.  It was agreed that the discussion would be recorded under Chatham House rules, without specific attribution.   Key points:
· It was agreed that the ‘pie’ for global financial and professional services is growing.  London and NY may see their shares of that pie decrease in favour of cities in emerging markets, but not their absolute business.  One major advantage is the proximity of excellent universities to both cities - something that other world cities will not be able to replicate over the medium term.  

· The example of China, where there is investment in high quality infrastructure in advance of development, suggests that London and New York need to find solutions to their long-term infrastructure investment needs.  This will continue to be a key issue for both cities, as quality of life and connectivity have been a very important part of their offer in the global labour market, and it was felt that ‘ from a national perspective strategically important investments have to be made’.
· Rents are not a major part of the largest firms’ decisions to locate in London and NY centres.  Skills (and therefore quality and cost of living for the labour force) and access to markets (global connectivity) are currently deemed to be paramount.
· The sustainability agenda is evolving in the office market in both cities.  Better incentives are needed to ensure that the retrofitting is to bring existing stock up to optimal efficiency actually occurs.  It was felt that NY has the more efficient building stock; London, however, has greater awareness of the issues.

Office market characteristics
Bill Page of JLL presented comparative statistics on the Central London and Manhattan office markets, as well as the LEED and BREEAM sustainability accreditation systems, and lessons from the pilot of green leases in Australia.
The statistics show that the Manhattan office market is about twice the size of the Central London market.  Rents in NY are about half.  Tenants in both cities who were present said that their square footage per employee ratio is about twice as large in NY as in London – a reflection of the lower cost in New York.

	
	London
	New York

	Total Central Office Market
	208 million sf
	425 million sf

	Rents
	$128 – 200 psf
	$54 – 95 psf

	Size of Average Class A office building 
	100,000 sf
	800,000 sf

	Carbon emissions 
	44 million metric tonnes pa
	58 million metric tonnes pa


The discussion that followed covered the following:

· Overall, the existing office stock in NY is better suited for the current needs of financial and professional services tenants, with larger buildings and larger floor plates (the grid street pattern makes site configuration and party wall building more straightforward).  In New York, therefore, older buildings tend to be refurbished.  In London, where sites are more idiosyncratic with complicated tenure issues, the average building size is much smaller, and new build on larger assembled sites is still very common.

· In New York zoning rules decision-making about issues such as uses and rights to light – so residents near large buildings have less ability to restrict their size, and bulk.  This is ‘a major headache’ in London, where it was felt that residents have more power in the planning system, and there is more conflict between residents and local authorities around building site work, noise, rubbish collection hours, etc.

· The difference in planning, development, and environmental certification systems can be a problem for those making major investments in both cities; recently on a major bank’s development in London, ‘translators’ were needed to explain the difference in the development process in London (including BREEAM).  

· It was felt that the NY office market is currently holding up slightly better than London’s.  Reference was made to recent work by Mitchell Moss suggesting that the largest industry in NY is the internet, which makes the market more robust than the volatility usually associated with financial services.  However, some questioned the relative scale of the industries.  A Dialogue is currently being planned on this topic for the autumn.
Location and competitiveness

· In general, rent as a portion of overall cost profiles for financial services firms has been declining for some time; it used to be about 30%, but now it is more like 10%.  In addition, real rents for central office buildings are less than they were in the 80s. This varies further year on year depending upon the bonus round; – in any event, investment banks (for example) are paying a greater proportion of their budget to securing the world-class skills that they need.  This is why they continue to cluster in London and NY, which is where those with the skills currently want to live. 

· ‘Clustering’ also continues to produce certain efficiencies for their businesses, so while there is continual movement of  lower value-creating processes to cheaper locations, certain aspects of the business continue to need to be in the centre.  It was felt that in London this process of outsourcing to cheaper locations is less advanced than in NY.

· There was strong agreement with the discussion at the financial services breakfast in NY in April about the importance of moving people around the world from bases in London and NY:

· Everyone agreed that the airports in both cities are poor, and investment in this infrastructure continues to be a critical issue; 
· One of London’s major competitive advantages is the flexible business and employment laws compared to the rest of Europe.  It also benefits from its accessibility to emerging markets in the Middle and Far East;

·  NY is further suffering from the visas restrictions imposed by the federal government.  Caps on foreign workers restrict businesses’ ability to recruit from the international labour pool on which they depend for world-class skills;

Sustainability and existing buildings
The two cities face the common problem of delivering more sustainable buildings while continuing to meet the needs of tenants.  This landscape is evolving as technology, policy and awareness advance.
· The carbon footprint of NY is much less per capita than London’s .  It was felt that the greater density of NY
, with larger buildings and floor plates, makes for enhanced efficiency with less heating and cooling required.  More work will be undertaken to better understand the comparative carbon footprints and their elements in advance of the Planning and Sustainability Dialogue in September;

· Tenants look to landlords to lead in introducing more efficient technology into existing buildings.  However, the way that leases are structured currently makes it difficult for landlords to fund these works:

· In London, leases tend to be longer (10 – 20 years, although this is gradually changing), and utility costs are paid directly by the tenant;

· In NY, leases are shorter and more flexible, but mark-ups on utility charges are an important profit centre for the owners;

· This means that there is not a financial incentive in either city for owners to invest in new, more efficient technologies.  More work should be done to find solutions to this dilemma.
· The slowing market will make it more difficult for developers to take on more risk and make investments in efficiency.  The recent reduction of ‘empty rates’ relief in the UK will also likely lead to more short-term refurbishments in place of major retrofits.
· The issues are easier to overcome where a building has one major tenant as opposed to multi-tenants.  The major financial institutions were credited with ‘leading the way’ on better build quality, use of technology, and energy efficiency.
· NY’s building stock is younger, with bigger buildings and greater density, so it starts the sustainability equation from a stronger base.  However, behaviour was considered to be much better in London – there is a much greater awareness of sustainability issues. 
· In London it was felt that green issues are competing with a greater emphasis on heritage conservation – such as the restricted views of St Paul’s.  If buildings coming out of the planning process are not optimal, and do not meet tenant demand, they represent a great waste of resources.  It was felt that this has often been the case in London, where the planning system and land tenure has led to tall, thin towers;
· There is a huge amount of energy involved in new construction (‘embodied energy’) and there is a move in London to factor this in as well.  Westminster Council is adding this to overall sustainability considerations – this tends to favour conservation;
· The example of the recent FT ULI Sustainable Cities Awards which were dominated by US submissions and winners, was raised as evidence that in many areas the US is now leading the way.  It was felt that this is down in part to the strength of local governments there to address local issues, and the environmental policies adopted by many US mayors;

· Other sustainability considerations:

· It was agreed that target-based policy is much more effective at achieving innovative results than prescriptive policies. There is some confusion about the mechanics and relative merits of the LEED and BREEAM certifications. 
· Transport modes have a large impact on carbon output – New Yorkers tend to live closer to their places of work.  A greater proportion of them never drive, compared to Londoners;
· There is also a human factor to consider in sustainability measurement; buildings which aren’t fit for purpose and reduce human performance through inefficiency or illness have a real cost as well;
· Building codes can sometimes have a perverse effect on sustainability: new homes in the UK are now so well-insulated that they need air-conditioning to keep fresh air circulating.
Other points raised :

· Express trains make commuting around Manhattan much faster.  Will Crossrail do the same for London?

· The proximity of wealth and social deprivation is (currently)much more noticeable in London.  The mix is good for sustainability but it has political consequences in the development process.   Manhattan is running out of regeneration opportunities as the whole island gentrifies.  

· Canary Wharf has been an important overflow valve for the London market, and the City has been expanding into the ‘City Fringe’ as well.  Will Stratford be the next Canary Wharf for London?  Does NY have similar new opportunities;-is Brooklyn a potential alternative to Manhattan?  

� According to the London/NY Study in the year 2000, approximately the same populations live in half of the footprint in NY.





