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‘The Straw That Stirs the Market

Positive signs in Manhattan’s building sales market augurs well for city

sponded to a question about his importance

to the New York Yankees by saying that he
was “the straw that stirred the drink.” Simi-
larly, the Manhattan building sales market is
the straw that stirs the New York City building
sales market, and we have been see-
ing many positive signs in the mar-
ket of late. Just as Mr. October led
my beloved Yankees to back-to-back
championships in 1977 and 1978 af-
ter a 15-year drought, Manhattan
is poised to lead the New York City
market out of its malaise.

At face value, the Manhattan num-
bers in first-quarter 2010 (1Q10)
wouldn’t excite anyone, as they
seem to be relatively flat from the

In 1977, basehall slugger Reggie Jackson re-

cal unemployment. (The chart nearby shows
the 26-year history of building sales volume
since 1984.)

We had always assumed that the 1.6 percent
turnover was a base line below which vohume
would never fall. This assumption was based
on the fact that in 1992 and 2003, the
only people who were selling were
those who had no choice. Properties
were sold due to death, divorce, taxes,
insolvency, partmership disputes, ete.
This assumption was obliterated in
2009, as there were only 322 proper-
ties sold in the entire Manhattan mar-
ketplace, These 322 sales represented
a turnover of 117 percent, 27 percent
below the 1.6 percent previous low.

Notwithstanding this new record

first quarter of 2009, However, upon  Robert Knakal 1ow, there was some good news in
deeper inspection, we see positive Columnist the 2009 numbers, as throughout
trends emerging. ————  the year, on a quarter-over-quarter

In 1010, there were $1.539 bil-
tion in investment sales transactions closed in
Manhattan {defined as south of 96th street on
the East Side and south of 110th Street on the
West Side). This level is almost unchanged from
the $1.536 billion in sale transactions closed in
1Q09. This figure, however, represents an in-
crease of 51 percent from the $1.019 billion in
sales in 4Q09.

If we annualize the $1.539 billion in sales in
1Q10, the marketplace is on pace for approxi-
mately $6.16 billion in sales volume this year. If
that occurred, it would represent a 47 percent
increase in activity from the $4,2 billion total in
2009. This significant increase would be due to
the fact that 1Q10 activity significantly exceed-
ed sale volume in 2Q09, 3Q09 and 4Q09, so the
traditional comparison, of quarter to quarter,
shows its flaws.

Sales activity, expressed in terms of aggre-
gate dollar volume, can be a misleading indi-
cator of true market activity because several
large transactions can greatly impact these to-
tals. For example, the $5.4 billion sale of Stuyve-
sant Town-Peter Cooper Village exceeded, in
one transaction, the entire $4.2 billion in sales
in 2009 by a significant margin. In 1Q10, the top
six transactions represented nearly haif (48
percent} of the total dollar volume of sales ac-

- tivity in the quarter. Because of this lopsided

dynamic, we focus greater attention on the to-
tal number of buildings sold than we do cn the
aggregate dollar volume.

ties sold. This represented a 98 percent in-

In Manhattan in 1Q10, there were 99 proper-
crease above the 50 properties sold in 1Q09.

To give some perspective to this activity lev- |

el, we should take a look at how the volume of
sales, in terms of the number of buildings sold,
has performed over the long term.

In the Manhattan marketplace, there are
27,649 buildings in our statistical sample. Over
a 26-year history, the average turnover within
this stock has been 2.6 percent anmually. The
lowest volume of sales we ever saw occurred in
1992 and 2003, both of which were years at the
end of recessionary periods and were also both
years in which New York City hit peaks in cycli-
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basis, we saw an increase in volume.
(The chart nearby shows that if you annualize
the sales that occurred in 1009, turnover runs
at 0.7 percent.) If we annualize the 123 sales in
the first half of last year, turnover rises to 0.9
percent. Annualizing the first three quartersof
sales brought us to a turnover of 1 percent, and
when we incorporate fourth-quarter sales, the
annual volume rises to the 117 percent level,
If we annualize the 99 sales in 1Qi0, sales vol-
ume in Manhattan increases to 1.4 percent. This
quarterly increase was the fifth consecutive

such quarterly increase.

We anticipate turnover for 2010 to finish in
the range of 1.6 to 1.7 percent, which would be
an increase of 40 to 45 percent above 2009 lev-
els. While still at previous historic lows, the 40
to 45 percent increase in activity would certain-
ly be welcomed by participants in the market-
place. -

th regard to pricing, as usual, the mul-

tifamily sector has performed best. In

1Q10, the average capitalization rate on
elevator properties rose just 3 basis points from
the 2009 average, to an average of 4.55 percent.
Walk-lip apartmer$ buildings performed well
also, with cap rates dropping 5 basis points to
an average of 5.0 percent from a 2009 average
of 5.05 percent, Interestingly, the average price
per square foot for walk-ups continued its 2009
frend of remaining higher than the price per
square foot attained for elevator properties.
Walk-ups averaged $540 per square foot; eleva-
tor buildings averaged just $386.

In the mixed-use sector (properties where
the retail component represents at least 20
percent of the building’s square footage), 1Q10
saw cap rates rise 52 basis point, from a 2009
average of 558 percent to 6.1 percent. This
cap-rate expansion moved in tandem with a
reduction in value per square foot, as it fell
from a 2009 average of $599 to a 1Q10 average
of $564, a 5.8 percent reduction.

The retail sector, which we had indicated

Manhattan Investment Property Sales Volume
by Number of Buildings Sold
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had overshot to the downside, with nearly a 50
percent drop in value from the peak of the mar-
ket, saw an increase in the average price per
square foot, moving from the 2009 average of
$1,071 to a 1Q10 average of $1,246. This figure
represents a 16 percent increase in value.

In the office building sector, average prices

If we annualize the $1.539 billion

in Manhattan sales in 1Q10, the
marketplace is on pace for approxi-
mately $6.16 billion in sales volume
this year. If that occurred, it would
represent a 47 percent increase from
the $4.2 billion total in 2009.

per square foot increased about 10 percent,
from the 2009 average of $397 per square foot
to $438. Within the office building sector, how-
ever, it is important to keep in mind that an of-
fice building’s exposure to the marketplace has
a significant impact on its price level. In 2009,
as office building values on a per square foot
basis fell by 55 percent from the peak, those
that were well leased with low vacancy and
little short-term lease rollover had lost only
25 percent of their value. Buildings with very
high vacancy, and significant lease rollover in
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the short term, lost almost 70 percent of their value. Un-

derstanding the composition of the properties being sold is

critically important to determining performance within the |

sector.
Office condominiums showed a similar increase to that 1.60%
seen in the office building sector, withan 11 percent increase |
in price per square foot, from a 2009 average of $805t0 a
1Q10 average of $879.

Robert Knakal is the chairman and founding partner of
Massey Knakal Realty Services and has brokered the sale of

The development-site, or land, market continued its sur-
prising performance, with four 1Q10 sales averaging $341
per buildable square foot.

Specialty-use properties, those acquired by nonprofit or- ,
ganizations, foundations,
organizations or schools, continued an upward trend, witha
7 percent increase over the 2009 average of $951 per square
foot by reaching $1,015 in1Q10.

from many perspectives, and an even stronger 2Q10 is
anticipated based upon the activity we have seen in the
first quarter and, more importantly, based upon the surgein
contract executions in the first three months of the year.

The capital that has been sitting on the sidelines has tran-
sited to the playing field, as the motivation to deploy capital
continues to increase. Fortunately, the supply side is begin-
ning to loosen, creating opportunities for all of that capital. |
We expect the Manhattan market to lead the way, with the

boroughs lagging behind; but they will, eventually, follow

the straw that stirs the drink.

t-quarter sales activity was positive in Manhattan
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more than 1,050 properties in his career.
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INSURANCE NEEDS

BrowN & BROWN

Metro, Inc.
INSURANCE AND BONDING SPECIALISTS

CoNTACT MARTY STATFELD OR MARC WALDOR
BBMETRO.COM'

[ .
‘ rown §

26 COLUMBIA TURNPlKiE . FLORHAM PARK, NJ 07932

Ph. (973) 549-1900 Fax (973)549-1000

THE COMMERCIAL OBSERVER | OBSERVER.COM

\

1T

T A £ ATTEY
A IVEIVAT N

1Y 1
e

q

1.4%

-R".'#p:st::- or |

%]

—————— S e T—— AT |

REBNY brokers are bound by a Code of
Ethics that serves the client’s best interests. |

_ REBNY brokers have exclusive access to
the most comprehensive computerized New |
York City property data file and the largest
reference library of any realty association in
the city. |

_ The Commercial Listing Exchange (CLE) per-
mits REBNY broker and owner members to |
exchange their exclusive New York City com-
mercial space listings weekly. |

. The Retail Report, with the cooperation of
New York City retail brokers and owners of |
store space, is the most authoritative source
of retail information for Manhattan. |

. REBNY brokers are highly knowledgeable

about laws, regulations and other public |
policies affecting real estate because of the
Board’s Government Affairs programs, spe-

cial bulletins and publications. |

ToMHthademMEmmm
New York, and for more inforrnation, visit www.rebny.com or call |
212.532.3100.
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