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CONCRETE THOUGHTS

Manhattan Investment Sales at Midyear

Market'’s past activity bottom;
clues in different sectors

. EXECUTIVE SUMMARY:

-iManhattan's past its bottom in transaction activity. 1 i i

=»Pricing trends are harder to gauge.

=»But! As financing for larger deals hecomes more avaiiable. that should

change.

| =dForeign investment is up; 2010, generally, is expected to finish busily.

en participants in the com-

mercial real estate market

talk about investment sales

activity, most focus on the Manhat-

tan marketplace, as this submarket

represents the leading indicators of
New York City.

During the first half of 2010
(1H10), investment sales activity
was up significantly from _
2009. Granted, we are
coming off an extraordi-
narily low levei, but these
days, any positive signs
are very welcome.

In1H10, there were $5.2
billion in investment sale
fransactions in the Man-
hattan submarket (we de-
fine the Manhattan sub-
market as south of 96th
street on the East Side
and south of 110th Street
on the West Side). This
$5.2 billion represents a
170 percent increase over the $1.9
billion in sales that occurred in
1H09. More importantly, the $5.2
billion already significantly exceeds
the $4.2 billion in sale transactions
that occurred in all of 2009, In 2Q10
alone, there were $3.3 billion in sale
transactions, the highest quarterly

total going back to 3Q08.

While these totals seem like sub-
stantial increases, we must remem-
ber that volume remains 83 per-
cent below the peak of the market in
1HO7.-Then, $30.8 billion in invest-
ment sale transactions closed.

Interestingly, the $5.2 billion in
sales represented 80 percent of the
$6.5 billicn in total New
YorkCitysaleseventhough
the number of buildings in
the Manhattan submarket
make up only 17 percent of
all buildings citywide.

As Massey Knakal has
always done, we focus on
the number of properties
sold, as a few very large
transactions can skew dol-
lar volume metrics signifi-
cantly. In Manhattan, 230
properties were sold in
1H10. This represents an
87 percent increase from
the 123 properties sold in 1H09. It
was, however, 61 percent below the
597 properties that were sold at the
peak of the market in 1HO7Z.

In addition to tracking the num-

ber of properties sold, we also look .

closely at the percentage of the total
stock of properties that has trans-

ferred. The statistical sample we use
for Manhattan contains 27,649 build-
ings. Of this stock, the 230 sales oc-
curring in 1H10 represent a turnover
ratio of 1.66 percent of the stock on
an annualized basis.

In the Manhattan submarket, we
have been tracking this percentage
since 1984, The average turnover,
during the 26 years of our study, has
been 2.6 percent. This means that
the average holding period for an as-
set in this market has been approxi
mately 40 years.

Prior to 2009, the lowest turnover
we had ever seen occurred in 1992
and 2003, when the turnover rate
dropped to 1.6 percent. These were
both years at the end of recession-
ary periods and years in which we
reached a peak in cyclical unemploy-
ment. In 2009, the extraordinarily
low supply of available properties
helped push the marketplace into
new territory, with only 1.17 percent
of the total stock selling.

Interestingly, however, through-
out 2009 in Manhattan, the volume
of sales increased on a quarter-over-
quarter basis. Including 1Q10 and
2Q10, we have now seen six consec-
utive quarters of positive transac-
tion volume, indicating that we are
clearly passed the bottom in terms
of transaction activity.

Pricing trends are less transpar-
ent.

Thus far, in 2010, the average
price of a property sold in Manhat-
tan achieved a level of $22.6 million,
up significantly from 2009’s average
of $12.9 million. This figure is still,
however, well below the 2007 aver-

pricing too soon to tell;

age of $52.5 million. Citywide, the
average price of a building sold in
1H10 hit $7.9 million, up from $4.4
million in 2009, and very close to
the 2008 average of $8 million. As
financing for larger transactions be-
comes more readily available, we ex-
pect the average price for Manhattan
buildings to increase substantially
as we move forward.

Clearly, the evidence indicates
that we are past the bottom in terms
of alow point in transaction activity.
As mentioned above, pricing trends
are much more difficult to read. As
was the case of the end 0f1Q10, some
property segments, in some mar-
kets, have seen increases in value
while others continue to find value

dropping.

In the hotel sector, six ho-

tels have traded as opposed
to just two in all of 2009.

We will take a look at some of
these product sectors below.

In the elevator apartment
building sector, there were 13
properties sold for a total of about
$670 million. Buildings in this sec-
tor saw their value fall in 1H10
versus 2009 levels on a price-per-
square-foot basis. In 2009, the av-
erage elevator apartment building
sold for $438 per square foot. This
figure dropped to $406 in 1H10, a
7.3 percent reduction in value. Cap
rates in this sector showed a mod-

est decline of 6 basis points, 'going
from an average of 4.71 percent in
2009 to 4.65 percent in 1H10. Gross
rent muitiples also dropped from
a 2009 average of 13.3, down 0.8
multiples to 12.51.

Given that price per square foot
was down and cap rates were as
well, it leads us to conclude that
properties with a higher percent-
age of rent-regulated units were
selling in 2010 versus those that
were sold in 2009.

In the walk-up apartment
building sector, there were 29
properties sold for a total of about
$120 million. In this sector, we saw
a 9.25 percent increase in value as
price per square foot increased,
from a 2009faverage of $530 per
square foot, to $579. Cap rates here
expanded sighificantly, going from
a 2009 average of 5.19 percent, up
to 5.98 percent, an expansion of 79
basis points. Inar opposite trend to
elevator properties, here we have
seen a greater number of walk-ups
with free market apartments sell-
ing. This has driven the price per
square foot up, in opposition to
what cap rate expansion would dic-
tate. Gross rent multiples have also
dropped, going from a 2009 aver-
age of 12.48, down to 11.34.

A trend that we saw emerge in
2009, in all submarkets, that has
continued thas far in 2010, is that
walk-up apartment buildings con-
tinue to sell for higher prices per
square foot than elevator proper-
ties.

There are two reasons for this
dynamic. The first is that the ten-
ancy turnover in walk-up buildings
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tends to be much higher than in elevator
properties, giving owners the ability to ac-
cess upside potential more easily. The sec-
ond reason is that apartments in walk-up
buildings tend to be smaller in size than in
elevator properties. In an elevator build-
ing, a one-bedroom apartment may be
700 square feet as opposed to a one-bed-
room in a walk-up, which might only be
350 square feet. While a tenant writes a
higher monthly check to live in an elevator
building rather than a walk-up, the tenant
in the walk-up is actually paying a higher
rent per square foot. This translates into a
higher value per square foot.

In the mixed-use sector (where retail
space makes up at least 20 percent of the

_square footage of a property), there were
34 properties sold in 1H10 having a total
value of about $190 million. The average
price per square foot has increased by 6.5
percent, moving to $732 per square foot in
1H10, versus $687 in 2009. The average cap
rate on a mixed-use property increased by
83 basis points, growing from a 2009 aver-
ageof 5.7 percent, to 6.53 percent.

In the retail sector, there were 35 prop-
erties sold in 1H10 having a market value
of about $180 million. Average prices per
square foot dropped by 6.4 percent, falling
from a 2009 average of $1,185 per square
foot, down to $1,019. We have seen cap rates
on retail properties stabilize, remaining es-
sentially unchanged from a 2009 average of
6.6 percent, up to 6,73 percent. We expect
cap rates on retail to drop in 2HI0 based
upon contracts that we have signed recent-
ly and that we expect to sign in the next
month or two. I

The office building sector always dom-
inates the Manhattan market in terms of
dollar volume. In 1H10, there were 21 office
properties sold for a total of about $2.7 bil-
lion. We have seen average prices per square
foot increase by 21.6 percent, the largest in-
crease of all property types. Here, the mar-
ket has increased from a 2009 average of
$402 per square foot to $489. This has been
a function of properties with less market
exposure selling as opposed to those with
high vacancy and a high percentage of leas-
es rolling in the short term.

The difference between properties with
market exposure versus those without mar-
ket exposure was very significant in 2009.
Those with market exposure had fallen
70 percent from the peak of $883 in 2007,
while those without market exposure had
dropped only 25 percent. Observing this
large percentage increase in the office build-
ing sector was,.accordingly, not surprising.

The office condominium market re-
mained healthy as 29 units were sold for a
total value of about $66 million. Average
prices per square foot remained essentially
unchanged, increasing by just $1, from $833
in 2009, to $834 in 1H10. :

The development site market showed
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positive momentum, as 10 sites were sold
for a total of about $425 million, Value in
this market segment transited from a $381
per buildable square foot average in 2009,
down to $345. This represents a 9.5 percent
drop. In 2009, sellers were holding out for
their price, and nine of the 14 development
transactions, which occurred in 2009, were
purchased by users who were buying the
land to construct buildings for their own
occupancy. :

The 10 development sites that have sold
in 1H10 consist of more than 1.1 million
buildable square feet. This compares favor-
ably to the 2009 total of only 455,000 build-
able square feet.

In the hotel sector, six hotels have trad-
ed as opposed to just two in all of 2009. The
total value of these six sales has been nearly
$400 million. On face value, the hotel sec-
tor has experienced a significant reduction
in value in 1H10 versus 2009. The average

price per square foot has dropped from

$997 to $668; however, the statistical sig-
nificance of this data falls into guestion, as
there were only two sales in 2009, skewing
that average up significantly.

Specialty-use properties—those pur-
chased by schools, nonprofit organizations,
medical facilities or religious organiza-
tions—have seen prices per square foot in-
crease by 14.3 percent, rising from a 2009
average of $835 per square foot, up to $954
in 1H10.

e fact that some pricing is increasing
while some is still dropping is an indica-
tion that the market is seeking its bot-

tom. The supply-demand imbalance, where
demand significantly outpaces supply, con-
tinues to exert upward pressure on pricing.

Foreign buyers are in the market in num-
bers not seen since the mid-1980s. As James
Nelson, one of my partners at Massey Knakal,
says, “I've experienced an uptick in foreign
investment as of late in Manhattan. My last
three sales have gone to two Asian investors
and one Italian. We also have a development
site under contract to ancther Asian inves-
tor. Based upon the number of inquiries we
are receiving from overseas (our Web site re-
ceives hits from 131 countries), I expect this
trend to continue.”

Properties are continuing to come to the
market in increasing numbers, as distressed
sellers attempt to clean up balance sheets
prior to year’s end, and discretionary sellers
seek to beat the anticipated capital gains tax
increases next year. We expect the balance
of 2010 will be extremely solid and robuast in
the Manhattan investment sales arena.

rknakal@masseyknakal.com

Robert Knakal is the chairman and found-
ing partner of Massey Knakal Realty servic-
es and in his career has brokered the sale of
more than 1075 properties, having a market
value in excess of $6.5 billion.
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Il I National Realty Club, Inc.

The National Realty Club is a venerable real estate organization

of bullding owners, developers, lenders, bankers, lawyers,
building managers, architects and other real estate professionals,
established over 60 years ago in 1947 as a forum for the exchange
of ideas and making deals.

NRC programs are held twice a month. Special events are planned
throughout the year with luncheons held at the Friars Club,
57 East 55th Street,

Membership Is on a calendar basis and Is $599 for a one year
membership and $850 for a two year membership.

Membership benefits indude:

*A savings on each of the 19 real estate speaker luncheons
and events offered by thé club each year

*Invitations to MEMBERS' ONLY events

*Great networking opportunities at NRC luncheons and events
*NRC member directory of the entire membership by email
upon request

For event & membership information:
Tamara and Burt Beck -NRC Administrators - tbeck@nationalrealtyclub.com

Visit us on the web at: www.nationalrealtyclub.com

July27 2010 21



	Concrete Thoughts - Manhattan Investment Sales at Midyear - July 27 2010 - Page 1
	Concrete Thoughts - Manhattan Investment Sales at Midyear - July 27 2010 - Page 2

