CONCRETE THOUGHTS

Manhattan’s Building-Sales Market in 2009

Stats tell tale: Sales plunged; multifamily prices held up; office prices hit hardest

sented an overview of the entire

New York City building sales mar-
ket. This week, we will lock at how
Manhattan in particular performed.
(Next week, we’ll cover the outer
boroughs.)

In 2009, there was $4.2 billion in
building-sales activity in
the Manhattan submarket.
This total was down 79
percent from the $19.8 bil-
lion in 2008 and down 92
percent from the $52.5 bil-
lion record level achieved
in 2007. Of this total, ap-
proximately 47 percent,
or just under $2 billion,
were office building sales
and about 12 percent, or

In last week’s column, we pre-

line, as the only people selling in
1992 and 2003 were people who ab-
solutely had to. This assumption was
shattered in 2009, as the 322 prop-
erties sold represented a mere 117
percent of the total stock of proper-
ties in the submarket.

The average sale price of a Man-
hattan property in 2009 was $12.9
million. This figure was
down 75 percent from the
remarkable average of
$52.5 million attained in
2007, Interestingly, if we
look at activity in individu-
al quarters, the biggest de-
viation is seen when com-
paring the first quarter of
2007, in which the average
building sold had a price
of $63.7 million, to the sec-

about a half-billion, was  Robert Knakal ond guarter of 2009, when
in the multifamily sector. Columnist the average price was $4.6
The $4.2 billion in sales ".‘I'.“ million. This is a 93 per-
represented 67 percent of cent reduction.

total New York City sales,

_which registered just $6.3 billion
last year. The Manhattan percentage
reached a record 84 percent of the
entire market in 2007,

The number of buildings sold in
Manhattan in 2009 was 322, down
49 percent from the 636 buildings
sold in 2008 and down 67 percent
from the 999 sold in 2007. To give
perspective to this activity, we look
at the overall turnover rate by.di-
viding the number of properties
sold by the total number of build-
ings in the submarket. In the Man-
hattan submarket (south of 96th
street on the East Side and south
of 110th street on the West Side),
there are 27,649 buildings. Of this
total stock, over the past 25 vears,
the average turnover rate has been
2.6 percent.

The lowest we had ever seen was
1.6 percent in 1992 and 2003. Both of
these years were at the end of reces-
sionary periods, and both saw peaks
in cyclical unemployment. We had
always presumed that the 1.6 per-
cent turnover represenfed a base-

With regard to pricing
trends, it is not surprising to note
that multifamily property values
held up best while office buildings
were hit the hardest. In the multi-
family sector, rent regulation keeps
rents artificially low, which minimiz-
es downside risks in the operation of
these buildings, provided, of course,
that reasonable debt levels are em-
ployed. In 2009, the average capi-
talization rate for walk-up buildings
was 5.05 percent, up just 65 basis
points from its low in 2007. The av-
erage capitalization rate on elevator
buildings rose to 4.52 percent, up
142 basis points from its low.

In terms of average price per
square foot, elevator buildings av-
eraged $452 per foot, a 134 per-
cent reduction from the peak; walk-
up buildings averaged a swrprising
$482 per square foot, down 20.1
percent from the peak. This was the
first time that we saw walk-up pric-
ing per square foot higher than ele-
vator prices. We believe this is due,
in part, to the fact that tenancy turn-
over in walk-up buildings is signifi-
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cantly higher than in elevator build-
ings. This causes rents per square
foot in walk-ups to grow at a much
faster rate than those in elevator
buildings.

Mixed-use properties, those with
at least 20 percent of the square
footage containing retail space with
apartments above it, had a 2009 av-
erage capitalization rate of 5.58 per-
cent, up 88 basis points from its low.
The average price per square foot
for mixed-use properties was $599,
down 45.6 percent from its peak.

Retail properties had average cap
rates of 707 percent, up significantly
from the low of 5.39 percent in 2007.
The average price per square foot of
a retail property was $1,071, down
46 percent from a peak of $1,987.

There were 11 office buildings
sold in Manhattan in 2009, which
traded at an average price of $397
dollars per square foot. This figure
was down 55 percent from the $886
peak in 2007, It is interesting to note
that of these sales, the properties

-that were well leased, with modest

lease rollover inthe short term, had
little market exposure, and prices
were down only 25 percent for these
buildings. Properties with substan-
tial vacancy or significant lease roll-
over in the short term saw prices
drop almost 70 percent.

The office condo market was very
active, with 41 sales in 2009. These

sales consisted of approximately .

175,000 square feet and had a sur-
prising average sale price of $805
per square foot.

There were two hotels sold in
Manhattan in 2009, but the pricing,
at $997 per square foot, was not in-
dicative of the current market, as
both of these hotels were bought
pursuant to forward contracts that
were executed in 2007,

The development site market
in 2009 was very slow in Manhat-
tan, with only 14 sales for the year.
The total size of the building stock
added to the skyline due to these 14

_sites was a mere 475,000 buildable

square feet (less than in the Bronx,
Brooklyn and Queens), and the av-
erage price per buildable square
foot was a surprising $339. Many of
these properties were sold to user
groups that were building for their
OWD QCccupancy.

Specialty-use properties, those
acquired by nonprofit organizations,
foreign governments, religious orga-
nizations or schools, saw a surpris-

Retail properties had aver-
age cap rates of 7.07 percent,
up significantly from a low
of 5.39 percent in 2007. The
average price per square
foot of retail property was
$1,071 dollars, down 46 per-
cent from a peak of $1,987.

ingly high average price per square
foot in 2009 of $951. Ten of these
properties were sold last year.

uring 2009, the northern Man-

hattan building sales submar-

ket was the most adversely af-
fected. There were just $279 million
in sales in 2009, down 55 percent
from the $670 million sold in 2008,
and down 80 percent from the $1.47
billion sold in 2007. Nearly 70 per-
cent of this dollar volume was in the
multifamily sector.

In 2009, there were 92 buildings
sold, down 37 percent from the 145
sold in 2008 and down 72 percent
from the peak of 327 that sold in
2007. The 92 sales represent a turn
over rate of 1.33 percent of the total
of 6,967 properties in the submar-
ket. This represents the most acute
drop in activity across the city.
Northern Manhattan had been the
most active submarket from 2005

to 2007, as the turnover rate, dur-
ing those years, was a remarkable
4.52 percent, 4.23 percent and 4.69
percent, respectively.

The average price of a buiiding
sold in northern Manhattan in 2009
was $3.2 million. This was down 30
percent from the $4.6 million aver-
age in 2008 and down 33 percent
from the peak of $4.8 million at-
tained in 2006.

The average capitalization rate

for.a walk-up property in northern

Manhattan was 7.73 percent, up 213
basis points from its low. Gross rent
multiples for walk-ups averaged
8.03, which was down 3.07 multiples
from the peak. Elevator properties
had average cap rates of 5.53 per-
cent, up 93 basis points from its low,
and a gross rent multiple average
of 8.47 down almost four multiples
from the peak.

On a price-per-square-foot basis,
northern Manhattan was the most
adversely affected submarket in the
city. Walk-up properties averaged
$138 per square foot, down 55.1 per-
cent from the peak. Elevator proper-
ties averaged $103 per square foot,
down 394 percent from the peak.
Mixed-use properties had an aver-
age price per square foot of $221,
down 48.6 percent from the peak.

In northern Manhattan, there
were three industrial properties
sold in 2009, for an average of $203
per square foot.

The development market in 2009
evaporated in northern Manhattan,
as there was only one development
site sold. This site had a buildable
size of approximately 20,000 square
feet and so0ld for $40 per buildable
square foot. Specialty-use prop-
erties in northern Manhattan had
seven sales for an average price per
square foot of $394.
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founding partner of Massey Knakal
and has brokered the sale of more
than 1,050 properties in his career.
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