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In 2014, the Princeton Area office market saw significant activity and continued growth.

In the US economy, employment recovered to
pre-Recession levels last June. However, we
have not yet achieved a level of growth which
would be considered “escape velocity”. The
caution that economic decision-makers feel
still weighs on economic growth. Hence the
continued accommodative policies of central
banks all over the world. If the US continues
to enjoy employment growth of 250,000 jobs
per month, and if the malaise in the economies
of many of our trading partners does not infect
the US and if the conditions “on the ground” in
New Jersey continue to be favorable, we could
have that “break-out” year here in the Princeton
market. We think the chances of that happening
in 2015 are fair. However, we think the chances
of it happening in the next 3 years are high.

PRIVATE SECTOR PAYROLL EMPLOYMENT

MONTHLY CHANGE, JOB GAIN/LOSS

...the only source for new inventory will be older buildings that will be recycled
when existing tenants move to new space that is being built.
The Princeton office market has experienced
almost no new speculative construction in
the past 7 years. In the near to mid-term, the
only source for new inventory will be older
buildings which will be recycled when existing
tenants move out to new space that is being
built (the average age of a Class A building
in the market is 19 years old). There will be
little or no new modern space for tenants
of 30-70,000 square feet. There is evidence
of selective supply-constrained submarkets
where price spikes reflect tenant’s limited
choices. This will be more commonplace as
the market tightens and will become acute
if and when we encounter a break-out year.
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UNEMPLOYMENT RATE

UNITED STATES: 5.6%
NEW JERSEY: 6.4%
MERCER COUNTY: 4.6%

The economic conditions in Mercer County are different from the rest of New Jersey. As you
can see from the table, the employment conditions in the Princeton Area compare favorably
to the State and the rest of the US. Even with a tight local labor market, the companies that
operate in the Princeton Region draw employees from far beyond the borders of Princeton, so
there is a large pool of talent to fill positions in the growing offices here. Princeton executives
know that the best and brightest are drawn to companies which have an attractive working
environment. Over time this is reflected in the demand for Class A space, which has far
outpaced demand for Class B space.

The recently released survey of over 1,000 corporate executives in New Jersey, prepared by
the NJ Business & Industry Association, shows some interesting figures for 2015. Executives
expect growth in several industries that mostly employ office workers. FIRE, Service and
(as of December 2014) Communication/ Utility industries all expect solid double-digit growth in 2015. Early in the
economic recovery, NJ saw growth in healthcare, retail and education but not much growth
in the service industries. As the expansion matures, more knowledge-industry positions are
TOTAL ABSORPTION LAST being created. This will certainly be reflected by employment growth in the Princeton Region.

CLASS A: 70%

10 YEARS: CLASS A VS
CLASS B

MAJOR INDUSTRY SECTORS 2009

2010

2011

2012

2013

2014

2015

Construction, housing
Construction, other

-44%
-25

0%
-1

-18%
-28

-33%
-27

-15%
-3

25%
28

11%
11

Communications & Utilities
Finance, Insurance & RE
Healthcare
Manufacturing, durables
Manufacturing, nondurables
Retail Trade
Services
Transportation
Wholesale Trade

-23
-14
1
-10
-24
-39
-13
-13
-14

-12
12
-16
8
4
5
4
13
9

32
-8
-15
7
0
-12
-1
-10
2

39
-11
-17
1
-8
-23
-1
-11
-6

6
16
-17
1
-1
2
10
-6
5

-11
22
-33
25
16
2
27
23
20

38
26
-28
23
-3
-4
18
29
3

CLASS B: 30%

ALL INDUSTRIES COMBINED -18%
3%
-6%
-9%
3%
18%
12%
The above chart shows the net % of companies expecting conditions to improve in their industries in the
first six months of the years shown. A negative number denotes a net negative outlook.
Source: NJBMagazine
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VACANCY RATE ROUTE 1, CLASS A

The vacancy rate for Class A space has hovered
in the 10-12% range for the past 7 years. Right
through the Great Recession and its aftermath,
the Princeton office market continued to grow
and absorb space. This is a rare success story
in a suburban market. Over the past 10 years,
the so-called “Millennials” beat a path to urban
centers like New York City and Philadelphia. These
cities hemorrhaged jobs in the 1980’s and 90’s to
places like Princeton. Notwithstanding that trend,
Princeton’s high quality of life and attractive village
centers like Lambertville, New Hope, Newtown,
Yardley, Hightstown, Hopewell and of course,
downtown Princeton, provide a hip alternative to
the big cities. Once the Millennials start having
children, the world-class schools in the Princeton
area will draw them back to the suburbs. The
proverbial “pendulum”, a metaphor for trends in
commercial real estate, swings in both directions.

This is a rare success story in a suburban market.
ABSORPTION

ROUTE 1, CLASS A

THOUSANDS OF SQUARE FEET
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Since 2007, the Princeton office market absorbed 2
million square feet (both Class A & B space), which
amounts to about 10,000 jobs. This statistic does
not capture all the employment growth because
many companies which relocated during that
period moved more people into less space, a trend
towards “densification” that we have seen all over
the US. Princeton has enjoyed a net absorption
rate of 215,000 sf per year right through the Great
Recession. This compares with a rate of 315,000 sf
per year from 2000-2007 and a rate of 335,000 sf
in the prior 7 years. Princeton has matured and a
slower rate of growth is expected from a maturing
market. However, the base of buildings is larger
and when an upsurge of demand hits, we could
return to the days of 1+ million square feet of net
absorption in one year, as happened in 2001.
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COMPANY

SF

BUILDING

CLASS

Sandoz
NRG Energy

154,100
130,000

100 College Rd
804 Carnegie Ctr

A
A

Trac Intermodal
BlackRock
Systech
Philadelphia Insurance
McGraw Hill
J. Knipper Co
Eckert Seamans

82,000
67,500
52,770
30,000
23,000
23,000
23,000

750 College Rd
1 University Sq
1 Research Way
100 PrincetonSouth
104 Windsor Ctr
1009 Lenox Dr
2000 Lenox Dr

A
A
B
A
B
A
A

Aggregate statistics indicate there is a sufficient
supply of space to accommodate a break-out year
of 1 million sf of net absorption. There is 1.2 million
sf of Class A space and almost 1 million sf of Class
B space now available. However, there are only 5
existing buildings that can accommodate a 50,000 sf
tenant and only one that can accommodate a tenant
of more than 100,000 sf. This list is dwindling with
each passing month. 2014 was an active year for the
market. Each of the large lease transactions shown
left chipped away at the existing supply of space in
2014.

The Sandoz deal was completed at an existing building, 100 College Road West. Sandoz needed to make a deal quickly
because their lease was due to expire in June of 2014 and they couldn’t wait for a building to be constructed. NRG had more
time. Their lease was not due to expire until 2016, allowing them sufficient time to complete a build-to-suit. Both companies
attracted significant Grow New Jersey incentive packages, which helped to fund the cost of constructing new facilities.

BUILD-TO-SUIT LEASING: CRITICAL PATH SCHEDULE

100 COLLEGE ROAD WEST

If the client company is to maximize their value in the marketplace, the relocation
process must be intertwined with an increasingly complex negotiation with
both future landlords and the various state agencies that offer incentives.
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For the few sites that are fully entitled to be developed, it can take 18-24 months from the time a tenant signs a lease until a
new office building can be built. If a site is not entitled, it could take several years. There is no financing available currently
for spec construction in suburban markets. Therefore, large tenants who want to relocate but can’t be accommodated in
existing buildings need to plan ahead. NRG’s building is a custom-designed facility with very green elements that reflect
NRG’s corporate philosophy. There are many features that will enhance light, fresh air and the environment where future
NRG employees will work. Many forward-thinking companies have realized that the higher cost of these ultra-modern
building technologies can be justified by an increase in employee productivity.

Build-to-suit is an ideal solution for companies to achieve
their corporate expansion and philosophical aspirations,
but it takes time and needs to be carefully coordinated.

804 CARNEGIE CENTER
Since 1998, net rental rates have been flat. Meanwhile, in that
17 year period, the cost of construction, operating expenses
and property taxes have increased significantly. In 2015, spec
construction can’t be justified at rental rates in the low $30’s per
square foot. Only one new spec building has been constructed
in the Princeton market since 2008. Hilton Realty recently
completed 300 Carnegie Center, an 88,000 sf Class A+ building.
Hilton is asking $36/sf (and getting it). They constructed the
building without bank financing. Almost nobody else could or
would do that. As a very local and sophisticated player in the
market, Hilton knew that “if they built it”, the Class A+ tenants
would come. The building is filling up nicely.

ASKING RENTAL RATES ROUTE 1 CLASS A

Another example of a new Class A+ building is Roszel Square. Almost complete, this is the new home of Hill Wallack. Sab
Russo, President of Mercer Oak, negotiated this lease on behalf of Hill Wallack with Mountain Development/ Gottesman.
The 60,000 sf building was launched with Hill Wallack as the lead tenant and the owners were able to take advantage of
conventional bank financing. The qualitative features of this brand-new building include a complete backup power system
and customized interior. Hill Wallack was able to achieve objectives by leasing at Roszel Square that would not easily be
procured in an existing building.
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There will be new inventory coming in 2016/2017 as Bristol-Myers Squibb and NRG vacate a total of 870,000 sf. The unique
features of these buildings may or may not be attractive to corporate tenants that are in the market. However, with limited
inventory, companies that need to expand in 2016/2017 may have no choice but to accept what the market offers them, and
we are confident that this space eventually will be absorbed.
Investors that have built new buildings or filled-up
existing vacant space have generated significant
value. Today, most investment buyers have a strong
preference for urban core properties over multitenant suburban office buildings. Single-tenant
buildings with long-term corporate leases are readily
salable in the investment market at very low cap
rates (= very high sale prices). Opus’ sale of the
newly built headquarters of Church & Dwight and the
transaction for Sandoz’ new headquarters achieved
record prices ($346 and $412/sf, respectively).
Multi-tenant buildings are trading in the $250/ sf
range. Another fallout from the financial crisis of
2008 is the continued preference for safe, secure
investments. However, strong demand and limited
supply has compressed returns. As investors pursue
higher returns, the market for multi-tenant assets will
become more buoyant and the investors who buy
multi-tenant assets now will eventually be rewarded
CHURCH & DWIGHT HEADQUARTERS
for their foresight.
When the break-out year does come, increasing demand and limited supply of office space will cause rental rates, and
therefore values, to rise sharply. In the last major up-cycle, six years of no spec construction caused Class A vacancy to dip
below 5% for 2 years (1996-98). Spec construction surged, but couldn’t keep up with demand. Ultimately, rental rates
increased by 41%. Rental concessions (free rent and “turnkey” tenant improvement packages) were eliminated by landlords
and effective rental rates increased by over 50%. This kind of market adjustment happens only when there are significant
shocks (like 2008) that shut off construction of new space for an extended period of time. So far, the lack of bank lending to
finance spec construction has not led to a price spike. One break-out year would change that situation very quickly. Landlords
are eagerly anticipating such a break-out year and the return of the elusive “landlord’s market”. Corporate executives need to
prepare for these potential conditions as part of their plan to deal with anticipated inflation for all costs, including office rent.

Having experienced these conditions before, Mercer Oak is monitoring the
situation very closely so we can provide our clients with the best possible advice.
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ARE YOU INTERESTED IN THE

PRINCETON MARKET?
VISIT
WWW.MARKETOUR.INFO
EXPERIENCE THE EASIEST WAY TO FIND YOUR NEW OFFICE
Browse the Princeton Office Market: learn about current rental rates, see property photos,
view availabilities, set up radius searches and keep up to date with the most recent market
statistics- all the from the convenience of your own computer, tablet or phone. Once you
see what’s out there give us a call and let us help you and your company get where you
want to be.

WANT TO KNOW MOR?

MERCER
OAK
.COM

f

in

WE ARE PASSIONATE ABOUT THE PRINCETON MARKET & THE COMPANIES THAT CALL IT HOME
Mercer Oak Realty and our sister company, Princeton Property Partners are comprised of a team of professionals who are
dedicated to aiding our clients in a wide array of real estate transactions & consulting roles.

ABOUT OUR COMPANIES

MERCER OAK REALTY						

200 PRINCETON SOUTH CORPORATE CENTER SUITE 100, EWING, NJ 08628

609.452.0200

WWW.MERCEROAK.COM

Mercer Oak Realty, LLC boasts over 100 years collective commercial real estate knowledge in
the Princeton market. Mercer Oak was formed to provide a sophisticated understanding of the
Princeton commercial real estate market to landlords, tenants and investors. Mercer Oak Realty
currently represents over 1 million square feet of office space and tenant requirements.
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609.493.2210

WWW.PPP-US.COM

Princeton Property Partners (PPP) combines decades of investment and development
expertise to serve its clients and investor partners. Many of our investors are high networth individuals from the US and Europe. The PPP Portfolio team invests in small and
mid-size properties in College towns like Princeton. PPP acts as project developer and
manager to create unique environments that add value and enhance the quality of life
for occupants.

