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CONCRETE THOUGHTS

After the Bottom

Invéstment sales were flat in 1Q, but signs of increased activity are there—
here’s what to look for

vestment property sales activity
in New York City during the first
quarter of 2010 (1Q10) remained es-
sentially flat from 2009 levels.
There certainly has been a shift in
the psychology of the market, and it
appears that we may be approach-
ing a bottom, if we have not already
landed there. However, the addi-
tional “activity” the market has ex-
perienced and the uplifted
spirits of participants in
the marketplace has not
yet translated into addi-
tional sales transaction
activity.
During 1Q10, citywide
. investment sales activ-
ity was $2.03 billion, a 0.7
percent reduction from
the $2.05 billion in 1Q09.
When we analyze the sales
activity during 2009, it
° becomes clear that 2Q09
was the obvious low point
in activity. Therefore, we
are expecting 2Q10 activity to sig-
nificantly outpace activity in 2Q09
as our 2010 sales pace continues to
increase. -

If welook at sales volume in differ-
ent marketplaces, we see that north-
ern Manhattan and Manhattan have
performed the best thus far in 2010.
In northern Manhattan, sales vol-
ume was $116.9 million, up 197 per-
cent from the $39.3 million in 1Q09.
The 1010 figure is also up 51 percent

In what was a surprising result, in-

from the $776 million in 4Q09. The
Manhattan market remained rela-
- tively unchanged, with $1.539 bil-
lion of volume in 1Q10 versus $1.536
billion in 1Q09. This represents only
a 0.2 percent increase in activity.
However, in Manhattan, 1Q10 sales
volume increased by 51 percent from
the $1.01 billion in 4Q09.
When we look at the boroughs, we
see a different story. In the Bronx,
there were $69.8 million
in sales volume in 1Q10,
down 13 percent from the
$79.7 million in 1Q09 and
down 7 percent from the
* $74.7 million in 4Q09. In
Queens, volume dropped
to $143.4 million in 1Q10
versus $181.3 million in
1Q09, a 20.9 percent drop.
Additionally, 1010 volume
dropped 32 percent from
the $210.7 million of sales
in 4Q09.
The
performed the weakest
was Brooklyn, where we saw only
$161.9 million in sales in 1Q10; this
represented a reduction of 23 per-
cent from the $209.2 in sales in 1009
and a 41 percent reduction from the
$273.9 million in 4Q09. ¥
For the city as a whole, the $2.031
billion of sales represented a 0.7 per-
cent reduction from the $2.046 bil-
lion in 1Q09. However, if annualized,
first quarter activity will represent
nearly a 30 percent increase over

borough which
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nalyzing only the dollar vol-

ume of sales, as we have just

one, can be somewhat mis-
leading, as large transactions can
distort these figures significantly,
For instance, in 1Q10, there were 373
properties sold; however, the top
six sales represented nearly half (48
percent) of the total dollar volume of
sales. This is why, at Massey Knakal,
we focus more on the number of

volume of sales. It is more indicative
of activity in the marketplace.

As we discussed, there were 373
properties sold citywide in 1QIO.
This figure represented a 2.8 percent
increase from the 363 sales in 1Q09,
and a decrease of 6.3 percent from
the 398 sales in 4Q09.

- If we annualize the 373 proper-
ties sold, the market is on pace for
1,492 sales in 2010, which represents
a turnover rate of 0.9 percent of the

This statistical sample consists of
approximately 165,000 properties,
The 0.90 percent turnover is a mod-
est increase over the 0.87 percent
turnover the market experienced
in 2009. To provide a frame of ref-
erence, in 2006 and 2007, turnover
in New York City was 2.96 and 3.04
percent, respectively.

Once again, Manhattan and north-
ern Manhattan led the way in terms
of volume of buildings sold (the
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Manhattan market normally leads us out of
recessionary periods). In the Manhattan mar-
ket, there were 99 sales in 1010, an increase of
98 percent from the 50 sales in 1009. In north-
ern Manhattan, there were 35 properties sold,
a 944 percent increase from the 18 sales in
1Q09.

Similar to the reductions we saw in dol-
lar volume of sales in the boroughs, the num-
ber of buildings sold was also down outside
of Manhattan. In Queens, there were 9] sales,
representing a 13.3 percent reduction from the
105 sales in 1Q09. In the Bronx, there were 41
properties sold, representing a 14.6 percent

On a citywide basis, we expect vol-
ume in 2010, in terms of number of
properties sold, to hit 1.2 percent of
the total stock of buildings, which
would represent approximately a 40
percent increase in activity over last
year.

decrease from the 48 sales in 1Q09. In Brook-
lyn, there were 107 sales, representing a 24.6
percent reduction (the largest reduction in all
submarkets) from the 142 sales in 1Q09.

We are expecting significant increases in
sales volume as 2010 progresses. Ona citywide
basis, we expect volume, in terms of number of
properties sold, to hit 1.2 percent of the total
stock of buildings, which would represent ap-
proximately a 40 percent increase in activity
over last year.

In the Manhattan market, we expect this
volume to rise into the 1.6-to-L.7 range, rep-
resenting an increase of activity of approxi-
mately 40 to 45 percent. While these volume
increases seem large on a percentage basis,
we must remember that we are coming off ex-

traordinary lows, so we believe these increas-

es are very achievable.

On amarket-wide basis, if we achieve the 1.2
percent turnover that we are expecting, this
would represent just slightly fewer than 2,000
properties sold for the year. For reference, in
2007, there were 5,018 properties sold.

ithin New York City’s investment-sales

market, we have seen some clear and

notable trends emerging. Some have
been positive, and some have been negative,
leading to significantly different perspectives
among patticipants in the marketplace.

On the positive side, we have clearly seen
more optimistic attitudes from market partic-
ipants. Whether it is because our new reality is
feeling more and more like a comfortable old
shoe or because people believe that things are
tangibly getting better, there is a brighter out-
look among many people in the industry.

Another positive trend is that activity is in-
creasing, as tangibly represented by contract ex-
ecutions. For example, in 1010, Massey Knakal's
contract-signing activity has increased 11 per-
cent over 4009 and 87 percent over 1009, We
believe this activity is representative of macro
trends in the entire marketplace.
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From what we hear, our clients, on both the
residential and commercial fronts, are see-
ing rents plateau. This would intuitively make
sense, given that unemployment appears to
have bottomed out and job creation is starting
to rise. As you know, [ believe one of the most
important metrics determining the health of
real estate fundamentals is unemployment,
and it appears that the trend in job losses has
reversed.

you have noticed, we have not ad-

s
. A‘dressed pricing trends in this analysis;

it is very difficult to draw conclusions on
pricing based on gquarterly information. We
compare pricing trends on a half-year basis,
which is more statistically significant as the
sample size becomes larger. I will, however,
touch on it here.

As we look at pricing in 1010, we see that in
some markets, and in some product-type sec-
tors, values are up; in others, they are down.
This signifies to us that the market is reaching
a bottom and valuation declines could be sta-
bilizing.

Another positive trend in the marketplace
has been the acute imbalance between supply
and demand. Demand in the market signifi-
cantly outpaces supply, leading to sales prices
that are probably higher than economic fun-
damentals would dictate they should be, This
is encouraging discretionary sellers who have
adopted a wait-and-see attitude.

Some of the negative trends we are seeing
in the marketplace are obvious. We have al-
ready seen the Federal Reserve begin its exit
from the marketplace, as its asset-buying
program was halted at the end of March. We
saw an immediate impact on interest rates,
as the 10-year treasury rose from the mid-3s
to over 4 percent. This increase has not im-
pacted mortgage lending rates yet, but some
participants in the marketplace believe that
it will shortly,

Lending is still tight, with much more strict
underwriting than the market is accustomed
to. The demand for refinancing proceeds is
tremendous and, unfortunately, even if the
banking and insurance industries were op-

erating at full capacity relative to real estate |

lending, they cannot accommodate the de-
mand for refinancing.

The shadow banking system provided as
much as 40 percent of commercial real es-
tate debt during the bubble-inflating years of
2005 to 2007 There has been some resusci-
tation within this sector, but it has not even
scratched the surface in terms of a meaning-
ful comeback. The CMBS market in particu-
lar, which was a $320 billion marketplace in
2007, has produced only a few transactions
since the summer of 2008, and those have
occurred, primarily, at extraordinarily con-
servative loan-to-value ratios. This type of
lending will assist only a very narrow slice of
the market.

While the supply-demand imbalance has
helped value, we anticipate the supply of
properties coming to market to increase over
the next year or two as distressed sellers final-
ly start to deal with properties that are funda-
mentally insolvent. We have seen a significant
increase in the flow of these assets as we move
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further into 2010.

Massey Knakal’s Special Assets Group has
completed more than 1,100 valuations for
banks and special servicers, giving them an
idea of the value of the underlying collateral
for their loans, From September of 2008 to
September of 2009, we obtained onty 12 ex-
clusive listings from these efforts. From Oct. 1
through the present, we have received 66 ex-
clusive listings, demonstrating a significant
shift in the flow of distressed assets coming
to market.

Additionally, we expect discretionary sell-
ers to continue to feed the available supply of
properties, and as supply rises, it will lower
value moving forward.

So while 1Q10 results were disappointing,
we believe the market is poised for significant
increases in activity throughout the balance of
the year, as supply increases and the massive
amount of capital waiting on the sidelines for
buying opportunities will have the ability to act.

If things continue as we expect, 2Q09
through 1Q10 could very weli be viewed as the
bottom of the investment property sales mar-
ket during this cycle. We hope this is‘the case.

rknakal@masseyknakal.corn

Robert Knakal is the chairman and founding
partner of Massey Knakal Realty Services and
has brokered the sale of more than 1,050 proper-
ties int his career.
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$106,000,000

RECENT TRANSACTIONS

$68,000,000

Institutional note sale
collateralized by multi-family apartment buildings.

$30,000,000
PERMANENT MORTGAGE
Shopping Center
NEW JERSEY

$8,000,000
PERMANENT MORTGAGE
Three New York City apartment buildings.
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