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Third quarter GDP was revised upward to 3.3 percent. Most other
economic news was positive as well, both at the national level and on
Long Island. Consumer confidence is very high, bolstered by a strong
labor market and rising stocks. The real estate sector showed
improvement and the business sector looks strong as well. The one
negative was wage growth, which showed only a modest rise of 2.4
percent. But the overall impression is of an economy that is hitting on
most if not all cylinders.

The National Economy
The labor market continued its strong run, with nonfarm payrolls rising by 261,000 in October and the
unemployment rate falling to a 17-year low at 4.1 percent. And jobless claims were quite low for the week
of November 25. But wage growth remained modest, with a year-over-year increase of 2.4 percent.
Nevertheless, low unemployment, together with a soaring stock market appears to have raised consumer
confidence to new heights. The Conference Board’s Index of Consumer Confidence reached a 17-year high
in October. Consumers are strongly optimistic about prospects for the labor market and for stocks to
continue to rise.
Retail sales growth was moderate but in line with expectations; online sales growth was more robust. The
manufacturing component of the Index of Industrial Production showed strong growth in October, which is
good news for the business sector.
Sales of new and existing homes grew at higher than expected rates in October. Sales growth was especially
strong for new homes, which rose by 6.2 percent in October compared to the previous month.

The Long Island Economy
Labor Market
Long Island’s October unemployment rate remained near full
employment levels at 4.1 percent. Labor force participation and the
number of persons employed were the highest for October since 2008.

Private sector jobs declined by 600 between
September and October, compared to an average gain of 3,400. The largest
declines occurred in the administrative support and waste management
industries.
Nevertheless, in terms of year-over-year changes, substantial jobs growth was
seen in education and health services (+9,900) and leisure and hospitality
(+1,500).
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Hourly earnings rose in October by 3.2 percent year-over-year in New York
State.
Earnings rose relatively faster for:
•
•
•

Information Services (+9.4%)
Manufacturing (+3.9%)
Professional and Business Services (+4.7%)

In contrast, earnings growth was sluggish in construction, rising by just 0.1 percent over the year.

Business Conditions
The small business optimism index rose by 0.8 points in October to 103.8, bouncing back from its small
decline in September. And as may be seen from the chart below, this index has been high relative to
historical standards for the past year. Survey respondents expressed optimism regarding sales expectations
and indicated that now is a good time for further expansion.

The Empire State Manufacturing Survey declined in October but remained in
strongly positive territory. Both shipments of goods and new orders were very
robust. And there was evidence that sales prices are accelerating, which is
another indication of strength in this sector.
The service sector in the region also continued to perform well, according to
the November Business Leaders Survey. That survey’s index of business
activity attained a multi-year high. Firms were particularly optimistic about
future economic conditions.
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Consumer Sector
Consumer spending as indicated by sales tax collections grew at a solid
pace in October. Year-over-year sales tax collections increased by 4.88
percent in Nassau County and by 3.89 percent in Suffolk. Given the
increase in Internet sales over time, these year-over-year sales tax
revenue comparisons may understate actual consumer spending,
because proportionately fewer purchases incur local sales taxes in later
years. Adjusting for this change, estimated year-over-year spending
may have risen by even more— 5.87 percent in Nassau County, and by
4.87 percent in Suffolk. Internet sales trends, and the methodology used
to adjust for increasing Internet sales over time, are discussed in the Focus section of the February, 2016
newsletter.

The Real Estate Market
Recent growth in real estate prices has been favorable. October home
sales prices rose by 6.2 percent year-over-year in Suffolk County, from
$339,000 to $360,000. Prices increased by 6.4 percent over the year in
Nassau County, from $470,000 to $500,000.
October home sales were brisk in Suffolk County, increasing by 5.7
percent over the year, for 1,345 to 1,421 units sold. Sales were more
modest in Nassau, rising by just 1.5 percent, from 1,121 to 1,138 units
sold.
Inventories remained tight and declined from last year, falling by 9.1 percent.1 There is currently a 4.5
month supply of inventory, down from 5.4 percent last October. A 6 month supply of inventory is
considered a balance between supply and demand.

Commercial Real Estate: Retail Space
The largest concentration of retail space on Long Island is located in the Brookhaven/East Suffolk
submarket, representing 7.8 million square feet and 32.3% of the metropolitan inventory, followed by
Hempstead, with a 20.1% share, and Huntington/Babylon (18.0%). Since the beginning of the fourth quarter
of 2007, the fastest growing area has been the Brookhaven/East Suffolk submarket, adding 316,000 square
feet over that period, or 49.3% of total metropolitan retail completions.
Vacancy rates for retail space are among the 20th lowest in metropolitan areas nationally. The median
vacancy rate is 3.7 percent for neighborhood shopping centers and 2.2 percent for the larger community
shopping centers.

1

These data include inventory for Nassau, Suffolk, and Queens Counties as separate data for Nassau and Suffolk are unavailable.
However, Nassau and Suffolk Counties account for more than 75 percent of these inventories, so the patterns described herein
should be generally representative of inventory patterns in Nassau and Suffolk Counties.
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* Neighborhood Shopping Center: A shopping complex constructed around a supermarket and/or drug store as the only anchor
tenant(s). It provides for the sale of convenience goods and personal services for the day-to-day living needs of the immediate
neighborhood. The gross leaseable area typically ranges from 30,000 square feet to 150,000 square feet.

Vacancy Rate Distribution-- Community Shopping Centers*
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* Community Shopping Center: A retail property offering a wider range of apparel and general merchandise than a neighborhood
center. Discount department stores (e.g., Wal-Mart, Kmart and Target). The gross leaseable area generally runs from 100,000
square feet to 350,000.

The median asking rent for neighborhood shopping center retail space is $30.00 per square foot. But, as the
chart below indicates, this varies widely, from a low of $15.71 to a high of $52.52.
Asking Rent Distribution—Neighborhood Shopping Centers
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For community shopping centers, the median asking rent is $30.46 per square foot, with a range of $14.07
to $53.54.
Asking Rent Distribution—Community Shopping Centers
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Reflecting their relatively low vacancy rates, asking rent growth has been higher on Long Island relative to
the Northeast and nationally for a number of years. This is true of both neighborhood and community
shopping centers.

Asking Rent Growth Comparisons—Neighborhood Shopping Centers
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Asking Rent Growth Comparisons—Community Shopping Centers
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Long Island’s Economic Outlook
With a strong labor market, solid consumer spending, and favorable business
conditions, the outlook for the Long Island economy looks favorable. And the real
estate sector, which has been lagging of late, is showing some renewed strength. But
current tax reform proposals pose a threat to the real estate sector and consumer
spending. These issues are discussed in more detail in the Focus section below.

Focus On… A Merry Holiday Shopping Season?
The holiday shopping season is critical for the retail sector, accounting for upwards of 20 percent of annual
sales. National forecasts paint a fairly rosy picture for the upcoming season. Bain & Company, a leading
management consulting firm, projects annual growth of 3.5 to 3.9 percent. The National Retail Federation
(NRF) as a similar though slightly rosier forecast of 3.6 to 4.0 percent growth compared to 2016. This is
slightly better than last year’s growth of 3.5 percent, and well above the average growth rate of 2.6 percent over
the past 10 years. The chart below shows historical trends in holiday spending and the NRF forecast for 2017.
Low unemployment, confident consumers, and a soaring stock market all contribute to the favorable outlook.
One can also anticipate a strong spending season here on Long Island, where the unemployment rate has been at
or near full employment levels for many months and income levels are high relative to national averages.

HISTORICAL HOLIDAY SALES (IN BILLIONS)
Source: National Retail Federation

But spending growth will differ substantially for brick-and-mortar retail versus Internet sales. While in-store
sales are expected to grow at a fairly modest pace of about 2 percent, e-commerce sales may grow by 15
percent or more.
And growth in spending patterns may differ across socioeconomic groups. Market research indicates that
spending by these groups responds to different economic factors. Wage growth is the most important factor
affecting spending among low income individuals, while spending among middle persons is most affected by
home values. And financial assets are the most important determinant of spending among high income groups.
Given the relatively high average income levels on Long Island, home values and financial assets may be more
important in determining holiday spending than wage growth. And that is good news, because both real estate
prices and financial assets have outperformed wage growth in recent years.
Tempering this optimistic outlook, however, is uncertainty surrounding federal tax reform. The proposed
changes, which may limit property tax and mortgage interest deductions and may eliminate state and local
income tax deductions, will have a chilling effect on the real estate sector and be especially harmful to states
like New York and California, where property values and income taxes are relatively high. If such changes are
imposed, this could have an immediate impact on consumer spending patterns on Long Island, as forwardlooking consumers anticipate adverse effects on real estate (an important factor affecting spending) and
potentially higher taxes.

