This publication is made possible through the support of:

LIA Monthly Economic Report
A Research Report for Directors and Members of the Long Island Association, Inc.

September, 2017

Prepared by Dr. John A. Rizzo, LIA Chief Economist
The good news is that second quarter GDP was revised upward to 3.0
percent, driven by strong consumer spending. The labor market remains
quite solid as well. But evidence from the business and real estate sectors
was more mixed.
On Long Island, the labor market continued its strong run. And there is
some evidence that wage growth is on the rise. Consumer spending was
strong as well. But, similar to the pattern observed at the national level,
the real estate sector did not perform as well.

The National Economy
The labor market continued to show vigor, adding 209,000 jobs in July. The unemployment rate declined by
one tenth of a percent to 4.3 percent overall. Jobless claims remained near historic lows with just 234,000
claims filed during the week of August 19.
Consumers remained confident. The Conference Board’s Index of Consumer Confidence rose to its highest
level since March of this year. And, with the exception of the March reading, this was the highest level for the
Index since December of 2000. Moreover, greater confidence is translating into more spending. July retail
sales grew by 0.6 percent compared to the previous month. Sales growth was broad-based, with sharp gains for
vehicle dealers, building materials and non-store retailers.
Evidence from the business sector was mixed. While indices of manufacturing and the service sector pointed to
solid gains, the Federal Reserve’s report concerning industrial production for July revealed more modest growth
overall and a slight contraction in manufacturing.
The real estate sector showed weakness. New and existing home sales missed expectations. Moreover, home
supply was low, limiting consumer choice. Inflation remains quite low, rising by just a tenth of a percent in
July and by 1.7 percent year-over-year.

The Long Island Economy
Labor Market
Long Island’s unemployment rate was
4.5 percent in July, slightly above the
4.3 percent rate from one year ago.
However, except for last year, this was
the lowest unemployment rate for July
since 2007. The uptick in the
unemployment rate largely reflected
more people entering the labor force as prospects for gaining jobs
continue to improve.
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Overall, private sector jobs declined by 1,600 between June and July, compared to an average loss of 4,600
during this time period. But some sectors gained jobs. The construction industry rebounded, adding some 2,800
jobs compared to the usual addition of 600 jobs. The financial services sector showed continued growth as
well, adding 1,200 jobs.
Year-over-year jobs growth was largest in




Education and health services (+9,200)
Leisure and hospitality (+3,000)
Professional and business services (+2,500)

Hourly wages for New York State increased by 3.7 percent year-over-year in July. Growth rates were
particularly high in information services (+10.1%) and professional and business services (+5.1%). Wage
growth was sluggish in construction (+0.2%) and in education and health services (+1.5%).

Business Conditions
The manufacturing sector remained strong in August. The Empire State Manufacturing Index attained its
highest level since September of 2014. New orders were up sharply and the economic outlook component of
the survey was strongly positive. The survey also indicated that input prices were rising but selling prices
moderated. Thus, it appears that manufacturers are reluctant to pass on cost increases to cost-conscious
customers. This also suggests that the rapid growth in new orders may reflect discount pricing by
manufacturers.

The service sector also showed marked improvement in August according to firms responding to the Federal
Reserve Bank of New York’s August 2017 Business Leaders Survey. The business activity component of the
index grew by 12 points to its highest level in more than a year. And, as with the manufacturing survey, service
sector firms expressed optimism about future economic conditions.
With small business comprising nearly 90 percent of business establishments on Long Island, the outlook for
small business is a key indicator for Long Island’s economy. The small business optimism index rose in July to
its highest level since last February, and approached its 12-year high attained in January 2017. This strong
performance far exceeded expectations. According to the National Federation of Independent Business (NFIB),
this optimism stemmed from a strong increase in consumer demand. So, business owners are feeling more
optimistic about the economy because consumers are feeling better about it.

.

Consumer Sector
Consumer spending as indicated by sales tax collections continued to show
strength in July. Year-over-year sales tax collections grew by 3.96 percent
in Nassau County and by 7.01 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—4.94
percent in Nassau County, and by 8.01 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
Home sales prices continued to grow in
Home sales prices
July. Home sales prices increased by 9.8
continued to grow in July.
percent year-over-year in Nassau County,
Home sales prices increased
from $478,000 to $525,000. Prices rose
by 9.8 percent year-overby 5.8 percent in Suffolk, from $345,000
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to $365,000. As the charts below indicate,
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home sales prices have been trending
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upward for the past several years and more
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continued their decline, falling by 4.8 percent in Nassau County, from 1,264
units to 1,203 sold. And sales fell by 4.6 percent in Suffolk County, from
1,547 to 1,476 units sold. Inventories also fell year-over-year, so that the available supply of homes remains
tight.
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Commercial Real Estate: Office Space
The Long Island office market is comprised of 43.4 million square feet in five geographic submarkets in
Nassau and Suffolk Counties. In the ten-year period beginning with the third quarter of 2007, the
Northwest Nassau submarket experienced the greatest introduction of new inventory, 434,000 square feet,
amounting to 41.4% of all new competitive stock added to the market.
The mean asking rent for office space as of July 2017 was $27.48 per square foot. As the chart below
indicates, asking rents vary substantially, from a low of $16.94 to a high of $38.37 per square foot.
Asking Rent Distribution
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$16.94
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$27.48
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$27.61

75%
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High
$38.37

As of July 2017. Source: Reis Reports

Vacancy rates for office space are among the twenty lowest for metropolitan areas in the country. But
vacancy rates also vary quite widely, with a mean of 13.9 percent and a range of 0 to 70.2 percent.
Vacancy Rate Distribution
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25%
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As of July 2017. Source: Reis Reports
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Vacancy rates have been lower compared to the Northeast Census Region and nationally for a number of
years as indicated in the chart below.
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Despite having relatively low vacancy rates, average growth in rental prices has trended below averages for
the Northeast Census Region and nationally.
Trends in Asking Rent Growth Rates
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Long Island’s Economic Outlook
Strong consumer spending bodes well for Long Island’s economy, as does continued
strength in the labor market. Importantly, wages appear to be gaining some traction
which should be critical for sustained spending going forward. Business conditions
look solid overall as well. But, as in some previous reports, the real estate sector
continues its uneven performance.
.

FOCUS On… Education on Long Island: Quality-Driven Economic Growth
As the school season commences, it is relevant to reflect on the important role education plays as a driver
of economic growth. Compared to national averages, Long Islanders are highly educated. In Nassau and
Suffolk Counties, almost 40 percent of persons aged 25 and older have college degrees, compared to under
30 percent nationally. And a college degree increases real (e.g. cost-of-living-adjusted) average earnings
by about $25,000 compared to persons with high school educations.
Future job opportunities and economic growth depend critically on a better-educated workforce. On Long
Island, projected job growth opportunities throughout the next decade are greatest in business and
professional services and in science and technology-related fields. Thus, preparation for higher education
and a strong college and university presence will remain important drivers of the Long Island economy.
The quality of secondary education on Long Island is high. Indeed, according to Niche, Inc. - a company
that ranks school districts across the nation - three of the top five rated school districts in New York State
are on Long Island. And while there is variation across school districts, Long Island performs well
regarding dimensions of college preparatory measures. The strong majority of school districts on Long
Island report average SAT scores greater than the state average, for example. Higher education is another
asset of Long Island’s educational system. Long Island’s colleges and universities score well in both
national and regional rankings.
The overall economic impact of high quality education for Long Island’s GDP is undoubtedly quite large.
Good school systems benefit the real estate sector as well. With a dynamic, technology-driven economy,
the importance of education will only increase over time. Beyond these purely financial considerations,
extensive literature demonstrates that education confers other individual and societal benefits, including
better health and a reduction in crime. Upon reflection, the far-reaching benefits of education should not
be surprising. Investment in education is really an investment in human capital - probably the greatest asset
for any society.

