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May 2, 2009

Towering Ambition Pays
Silverstein's supreme confidence allows him to wait out markets and get top dollar

By Steve Garmhausen

Attorney and longtime downtowner Luigi Rosabianca waxes eloquent on the neighborhood's newest tower, 7 World Trade Center. He lauds its looks, environmental friendliness and promise of anchoring a downtown revival.

But it wasn't long ago that Mr. Rosabianca and many others—from brokers to Mayor Michael Bloomberg—were convinced that as good as the building was, its developer was overplaying his hand by holding out for Class A rents in a physical and psychological wreck of a market.

“I did think he was a bit ambitious,” says Mr. Rosabianca, referring to owner/developer Larry Silverstein. “But I guess he proved us wrong.”

Indeed, he has. Today, the tower is 83% occupied, with a diverse group of high-quality tenants, including Moody's Investors Service, Mansueto Ventures and law firm Darby & Darby, at prices that ultimately ranged as high as $80 a square foot.

“[Some] thought I was hurting the World Trade Center site,” Mr. Silverstein says. “I said to myself, "It's my building and my risk.' “

Firm target 
Mr. Silverstein originally sought $60 per square foot, far above top downtown rates at the time. Under pressure, he lowered his target to $50, but refused to budge beyond that as a long line of would-be tenants turned up their noses—and as critics warned that the empty building was a millstone around downtown's neck. Asking premium rents for space overlooking a major disaster site cum long-running construction project seemed absurd.

No wonder that a year before it opened in May 2006, the tower still didn't have a single committed tenant. In the end, soaring midtown office rents forced many tenants to look elsewhere for affordable space. In 2006, with average midtown prices for Class A space headed toward $100 per foot, rents of half that sum made sense.

Suddenly, small leases started to get inked: In January 2006, Ameriprise Financial Inc. took 20,000 square feet. But the big breakthrough didn't come until September, when Moody's agreed to lease 15 floors, more than a third of the tower's office space.

That marquee tenant set the stage for additional leases, at steadily rising prices. By the summer of 2007, the tower was two-thirds leased. The most recent agreement signed had a rate “with an eight in front of it,” Mr. Silverstein boasts.

In hindsight, the success of 7 World Trade had much to do with Mr. Silverstein's confidence in his building and the direction of the real estate market, as well as a dollop of luck that his tower was largely leased before the market melted down.

“Larry is a numbers guy and a details guy, and he knows exactly what he's got competitively,” says Simon Wasserberger, senior vice president with the building's leasing agent, CB Richard Ellis Inc.

FILLING UP
Each year's vacancy rate; asking rent

2005 98%; $53.85
2006 44%; $64.80
2007 28%; $74.48
2008 16%; $75.00

