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CONCRETE THOUGHTS

Investment Sales at Midyear

Past the bottom when it comes to sales, getting there regarding prices

| EXECUTIVE SUMMARY:

| =¥ Sales activity has passed bottom, and is rising. Prices are still in flux.

| =»Manhattan was the best-performi
the worst,

ng sales market in 1H10; the Bronx,

= Sales volume—and the dollar volume of those sales—will continue to

rise.

nvestment sales activity in the

first half of 2010 (1H10) showed

significant improvement over its
performance in 2009. In hindsight,
it is clear that the market has passed
its bottom in terms of a
low point in sales activ-
ity. However, the market
is still struggling to find a
bottom in terms of pric-
ing, as various sectors in
different submarkets are
moving in different direc-
tions. )

In 1H10, there were
$6.488 billion in aggre-
gate sales consideration,
up 131 percent from the
$2.8 billion in sales re-
corded in the first half of
2009 (1H09). More impor-
tantly, this level of activity already
exceeds the $6.26 billion recorded
in all of 2009. In the second quarter
of 2010 alone, sales volume was ap-
proximately $4.1 billion, the highest

_ Columnist

=»Tax changes should spark an increase in sales activity through 10.

was closed.

Although these are extremely
positive occurrences for the market-
place, it is interesting to remember
that total sales volume in 1HI1O re-
mains 82 percent below
the market peak in 1H07,
when $35.8 billion of in-
vestment property trans-
actions closed.

In 1HIO, the average
sales price for a New York
City building reached $7.9
million. This is up signifi-
cantly from the $4.4 mil-
lion average in 2009, and
approaches the 2008 av-
erage of $8 million. At the
peak in 2007, the average
price of a property sold in
New York City attained a
record $12.4 million.

In 1H10, on a percentage basis, the
northern Manhattan submarket had
the largest increase in volume, with
$325.4 million, in sales, up 180 per-

the Manhattan submarket, up 170
percent from 1HOS. (Our Manhattan
and northern Manhattan submar-
kets are delineated by 96th Street on
the East Side and 110th Street on the
West Side.) ;

The activity in the Brooklyn sub-
market showed a large swing, with
$333 million in sales volume in 2Q10
alone. With $495 million in sales,
Brocklyn was up 60 percent from
the 1HO9.

In 1Q10, the Queens market
showed a decrease in sales volume
from 2009 totals; however, a strong
second quarter pushed Queens in a
positive direction as the $272 mil-
lion in sales in 1H10 was up 6 percent
from 2009 totals.

The Bronx was the only submar-
ket that showed aggregate declines
from 2009 levels. The $192 million
in sales volume in 1H10 was down 4
percent from 1H09.

At the end of 1Q10, Manhattan
and northern Manhattan showed
increases in activity over 2009 lev-
els, while Brooklyn, Queens and the
Bronx showed declines. Based on
2Q10 numbers, we have seen arever-
sal in the downward trend in Brook-
Iyn and Queens, which have turned
positive, We fully expect to see sales
volume in the Bronx feverse course
and move in a positive direction
along with all of the other boroughs
throughout the balance of 2010,

ur analysis of all these statis-
ics shows that a clear bottomn
of the activity cycle citywide
occurred in 2Q09, in which only
$762 million in sales volume was re- .
corded. In 2Q10, there were $4.1 bil-
lion in sales. The $762 million total
is light years away from the record
1Q07, when more than $20 billion
in investment sales transactions
closed.

Although the aggregate dollar
consideration is most commonly
discussed, at Massey Knakal we fo-
cus more closely on the number of
properties sold, as a single large
transaction, or two, can significantly
skew aggregate dollar volume.

In 1H10, there were 818 invest-
ment properties sold in New York
City. This total is up 24 percent from
the 662 properties sold in 1H09. It is,
however, down 70 percent from the
2,738 properties sold at the peak in
1HO7. In 2Q10 alone, 449 properties
traded, the highest quarterly total
going back to 4Q08.

The best performing submar-
ket, in terms of number of proper-
ties sold, was Manhattan, in which
the 230 properties sold represented
an 87 percent increase from the 123
sales in the 1H09, This figure was,
however, down 61 percent from the
peak of 1H07, when 597 properties
were sold.

Also showing very positive per-

resented a 73 percent increase over
the 37 properties sold in 1H09. This
was, however, down 60 percent from
the 159 properties sold in 1HO7.

The weakest performing submar-
ket was the Bronx; there, 92 proper-
ties were sold, down 15 percent from
the 108 properties sold in 1H09.

Another metric we track is the
turnover percentage-—the number of
properties sold divided by the total
number of properties in the existing
stock. In the New York City market-
place, we have a statistical sample
of 164,876 properties. Therefore, the
818 properties sold in 1H10 equates
to a 0.99 percent turnover on an an-
nualized basis. This number means
that, based on the activity seen thus
far in 2010, the average holding peri-
od for a property would be approxi-
mately 100 years. This percentage is
up from a low of 0.87 percent in cal-
endar year 2009, At the peak of ac-
tivity in 2007, this turnover citywide
was 3.04 percent.

The best performing submarket
was northern Manhattan, which saw
64 properties trade out of its total of
6,967 properties. On an annualized
basis, this turnover equals 1.84 per-
cent,

The submarket with the second-
highest turnover was Manhattan,
which saw 230 properties sell out of
its total stock of 27,649 properties.
This turnover ratio equals 1.66 per-
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quarterly total seen since the third cent from 1H09. This was followed formance was northern Manhattan, 'cent on an annual basis; 2Q10 was
quarter of 2008, when $8.14 billion closely by the $5.2 billion sales in in which the 64 properties sold rep-  the sixth consecutive quarter for
NEW YORK CITY TOTAL BUILDINGS SOLD AVERAGE PRICE PER PROPERTY SOLD IN MILLIONS

Total Market 2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010
Q1 964 1320 1353 -851 363 369 Manhattan $285 $304  $525 $311 - $129 $226
Q2 1,154 1284 1385 938 299 449 N. Manhattan $4.2 $4.8 $45 $46 332 $58
Q3 1,259 1,149 1,242 680 376 Bronx $2.7 $26 $3.1 $22 $20  $21
Q4 1066 1122 1,038 575 398 Brooklyn $18 $19 $21 $1.8 $17 $1.9
TOTAL 4443 4875 5018 344 1436 818 Queens - 822 $2.2 $20 %23 817 $16

TOTALMARKET  $73 $9.1 $124 $80 $44 ¢$79

PERCENTAGE OF TOTAL STOCK SOLD |

Stock 2005 2006 2007 2008 2009 2010

27,649 Manhattan 3.1 295 361 230 117 166

6,967 N.Manhattan 452 423 469 208 133 184 SOURCE: ALL CHARTS
21,376 Bronx 245 3.07 328 191 094 086

65,119 Brooklyn 263 294 288 170 073 082 MASSEY KNAKAL.

‘43,765 Queens 236 272 255 193 079 0.75

164,876 TOTALMARKET 269 296 304 1091 087 099
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Breakdown of 1H10 Dollar Volume
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sales volume increases on a percentage basis
in Manhattan.

The lowest turnover percentage observed
in IH10 was in Queens, where just 165 proper-
ties sold out of its total stock of 43,765 prop-
erties. This turnover percentage was just 0.75
percent on an annualized basis. .

]

[T]he average f:élding peri'oﬂ fof a
property would be approximately
100 years.

e project that the dollar volume of
WSales will continue to climb through-

out the year and the number of prop-
erties sold will continue to rise as well.

Our projection is based upon seeing a sig-
nificant increase in the supply of properties
available for sale, as distressed sellers are be-
coming more aggressive with their disposition
strategies. Many lenders have been profitable
for several consecutive quarters now, and we
anticipate that many loans will be brought
to market in the fourth quarter, in the hopes
that transactions will close by the end of the
year, effectuating a cleansing of bank balance
sheets and lightening the load of loans weigh-
ing down special servicers.

We are also seeing a significant number of
discretionary sellers putting properties on
the market to beat the expected capital gains
tax increase, Just as economic activity slowed
to a crawl in anticipation of Ronald Reagan’s
1983 tax reductions, we are seeing activity
increasing prior to what are expected to be-
significant increases in capital gains rates in
2011.

There is significant debate about whether
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the Bush tax cuts will be allowed to sunset.
If they do sunset, it will represent the largest
single tax increase in U.S. history.

Many economists are suggesting that they
should not be allowed to sunset and shouild be
kept in place until the economy starts to show
more tangible improvement. There are also
those who believe that the tax cuts will stay in
place for the lower marginal brackets and will
be allowed to sunset for the higher brackets.

This may lead to the administration in-
creasing the capital gains rate well above
the 20 percent it will rise to if the Bush cuts
are allowed to lapse. The capital gains tax is
an easy target for politicians as it is viewed
as a “rich person’s tax.” If this were to oc-
cur, it would significantly slow down volume
of sales in New York just as volume slowed
to a crawl in the 1980s when the state capi-
tal gains tax was significantly increased on
sales over $1 million. This will be particu-
larly impactful if sellers were not interested
in utilizing the 1031 tax-deferred exchange
mechanism.

The first half of 2010 has presented some
very positive trends in the investment sales
market. Granted, we are coming off a very low
bottom, but positive signs are welcome none-
theless. This is particularly true given the lack

of substantial job growth, which usually leads 1

an economy out of recession. From the per-
spective of an intermediary, we need volume,
and the good news is that, with the looming
tax increase visibly on the horizon, we expect
transaction volume to significantly increase
in the second half of this year.
rknakal@masseyvknakal.com

Robert Knakal is the chairman and found-
ing partner of Massey Knakal Realty services
and in his career has brokered the sale of more
than 1075 properties, having a market value
in excess of $6.4 billion.
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