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CONCRETE THOUGHTS

NYC'’s Multi-family Market, Submarket by Submarket

‘Condo conversion strategy returns to Manhattan’s elevator sector; other sectors remain uneven.

multifamily market on a
citywide basis and observed
that, on the sales volume side, the
number of properties sold and the
number of apartment units sold
were both on pace to be at about
the same levels in 2011 as they
were in 2010. However, the dollar
volume of sales was on pace for a
55 percent increase, to about $3.8
billion from $2.5 billion
last year. In 2009, this
figure was a mere $1.3
billion.

Values in the multi-
family sector are rising
modestly in 2011 from
2010 levels as we have
seen an average price
per square foot of about
$232 this year, up about

I ast week we examined the

the number of buildings sold in
the multifamily sector is projected
to be down slightly in 2011 versus
2010 totals. In the walk-up sector,
there were 74 sales in 2010 and we
are on pace for exactly the same
number within this segment this
year. The number of units sold,
however, 1S projected to drop by
25 percent. In the 74 properties
that sold last year, there were 983
apartments. In the build-
Ings projected to sell this
year, there will be about
735. This indicates that,
in general, smaller prop-
erties are selling so far
this year.

With respect to value,
the average price per
square foot for walk-up
buildings 1s essentially

6 percent from last year’s Robert Knakal unchanged, moving up 1

$218 average. Generally,
capitalization rates are
dropping and gross rent
multiples are staying at about the
same levels, indicating that, even
though rents are increasing, ex-
penses are growing faster than
rents are. Remarkably, price per
unit in the elevator sector is up
85 percent from last year’s total,
indicating that a better quality
“asset, on average, is selling this
year and buyers are once again un-
derwriting these properties for
a condominium conversion exit
strategy.

Last week, we also broke down
the sales activity in the multi-
family market by differentiating
walk-up properties from elevator
buildings. These are two distinct
~ asset classes in New York City.
This week, we will get more gran-
ular in our analysis by comparing
- multifamily activity on a submar-
ket-by-submarket basis.

‘Manhattan

As one would expect, the over-

- whelming share of the activity in

‘the multifamily sector on a dollar-
volume basis has occurred in the
~ Manhattan market. In Manhattan
" (defined as submarket south of
96th Street on the East Side and
south of 110th Street on the West
~ Side), we are on pace for over $2.2
billion of elevator apartment sales,
nearly three quarters of all eleva-
tor sales activity citywide.
- In the Manhattan submarket,

percent from a $541 aver-
age In 2010 to an average
of $547 this year. The
average cap rate this year is, pres-
ently, down 38 basis points from
last year’s average of 5.78 per-
cent, trending toward 5.4 percent.
Average gross rent multiplesinthe
walk-up sector are essentially un-
changed, with an average multiple
last year of 11.8 and a projection
for this year of the same 11.8. Here
again, we observe evidence that
expenses are rising more quickly
than revenue, mainly due to real
estate tax increases.

The elevator sector has respond-
ed much differently. The number
of buildings sold is on pace to be
down 8 percent this year, as the 24
elevator properties sold last year
is expected to drop to just 22 this
year. The number of units, howev-
er, isup a surprising 44 percent, as
the 24 buildings that sold in 2010
contained 2,459 apartment units
and we are on pace for about 3,547
units sold this year. This is indica-
tive of larger assets selling in this
market sector.

The dollar volume, in the eleva-
tor sector, has more than doubled,
as we are on pace for about $2.2
billion in sales this year versus
$1.1 billion last year.

Values inthis sector have shown
some interesting trends. The aver-
age price per unit sold has almost
doubled. The average price per
unit last year was $326,000 and
this year is running at $636,000.
We are clearly seeing a return to
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elevator buildings in Manhattan
being underwritten for condo-
minium conversion once again.
This is very clearly illustrated in
the average price per square foot,
which has increased from $440
per square foot last year to $629
this year.

The average cap rate has
dropped 45 basis points, from a
4.8 percent average to 4.35 this
year, and the GRM is up over 3,
from last year’s average of 12.78
to this year’s 15.86. It is interest-
ing to note that for the first time
in many years, the elevator build-
ing average price per square foot
has exceeded the average walk-up
price per square foot. The counter-
intuitivereality of walk-upsselling
for more per square foot than ele-
vator buildings is due to both the
higher tenancy turnover rates ex-
perienced in walk-ups and the fact
that average unit sizes in walk-ups
tend to be much smaller than simi-
lar type units in elevators.

Northern
Manhattan

Inthe Northern Manhattan sub-
market, the statistic that stands
out most evidently 1s the fact that
the elevator sector has seen a sig-
nificant decrease in activity In
2011. In 2010, there were 34 eleva-
tor properties sold having a total
dollar volume of $315 million.
Annualizing the activity thus far
in 2011, we expect there tobe 12 el-
evator buildings sold, a decrease
of 65 percent. This sector is also
on pace to achieve just $28 million
of sales volume, which would be
down a whopping 91 percent from
last year’s total.

Similar to dollar volume drop,
the sector is on pace for about a
nearly comparable 89 percent re-
duction in the amount of units
sold, from 2,795 in 2010 to just
317 expected for 2011. While the
volume is expected to be down
significantly, it appears that pric-
es are holding, as the average cap
rate is down about 33 basis points
from an average of 6.27 percent in
2010 to an average of 5.94 percent
this year. Consequently, we have
seen the average price per square
foot increase from $179 per square
foot last year to $185 so far this
year. The average GRM has sur-

prisingly dropped by 0.4 from last
year’s 8.75 to 8.35 this year. These
trends indicate that sellers are
holding out for their numbers and
are simply not capitulating if buy-
ers won’t step up.

In the walk-up sector In
Northern Manhattan, we are ex-
pecting to see about the same
number of building sales this year
as last. In 2010, there were 62
walk-up apartment buildings sold
and, by annualizing the activity
through August of this year, we
are on pace for 63 sales, a 2 per-
cent increase. The number of units
sold in these buildings 1s expect-
ed to be down by about 4 percent,
as there were 1,227 units sold last
year and in 2011 we are on pace for
approximately 1,179.

The dollar volume of sales 1s
running at about 6 percent below
last year’s total of $119 million.
Annualizing this year’s activity
thus far, we expect to have about
$112 million of sales volume.

With regard to value, we have
seen cap rates decrease by almost
a full percentage point. Last year’s
average was 7.52 percent and this
year’s average is running at 6.6
percent, a 92 basis point drop. The
average GRM is up by 0.2, from
7.51 last year to 7.71 this year.

The Bronx

In the Bronx submarket, the
walk-up sector 1s on pace to see
the number of buildings sold by
drop by 6 percent compared to last
year’s total. In 2010, there were 65
walk-up buildings sold and we are
on pace for 62 sales this year. The
number of units sold is also ex-
pected to be down by 6 percent,
with 1,464 units sold in 2010 and a
projected 1,373 this year. The dol-
lar volume, however, is expected
to increase by about 7 percent. In
2010, we had $98 million of sales
transactions and they are on pace
for about $104 million this year.

The average capitalization rate
has expanded in the walk-up sec-
tor in the Bronx, going from the
2010 average of 8.08 percent up
to 8.87 percent this year. While
the average cap rate has gone up,
the average GRM is down by more
than 0.5, from a 2010 average
of 6.59 to 6.02 this year. Both of
these trends suggest that value in
this sector is continuing to slide.

However,
the average price per square foot
is up by about 10 percent over last
year’s total, moving from $87
in 2010 to $96 this year. This in-
crease in price per square foot,

in light of cap rate expansion and |

GRM contraction, can only be ex-
plained by a better quality asset
selling in 2011 versus 2010, along
with strong rental growth.

In the elevator sector, we are ex-
pecting the number of buildings

sold to be down by about 5 percent.

from 2010’s total. In 2010, there
were 41 buildings sold and we
are on pace for 39 this year. The
number of units sold, however, is
expected to be down about 26 per-
cent. There were 3,031 in 2010 and
we are on pace for just 2,247 this
year. This is due to the fact that
smaller properties are selling In
the Bronx this year. This is also re-
flected in the total dollar volume
of sales. In 2010, there were $229
million of sales in the Bronx eleva-
tor sector and we are on pace for
$169 million this year, a 26 per-
cent rate drop.

The average cap rate in the ele-
vator sector has dropped 16 basis
points in 2010, from 7.53 percent
down to 7.37 percent. The average
GRM is also down about 0.5, from
a 2010 average of 7.25 to 6.8 so far
this year.

The average price per square
foot has increased versus 2010.
The average was $71 last year and
this year is on pace for $80, a 13
percent increase.

Queens

In the Queens submarket, we
have seen an interesting dichoto-
my and 2011 activity thus far. The
volume of sales in the walk-up sec-
tor has fallen significantly while
the elevator building submarket
has seen remarkable increases.

In Queens, the number of walk-
up buildings sold is on pace to be
down 18 percent from last year’s
total. In 2010, there were 65 build-
ings sold and, annualizing what
hasoccurred through August 2011,
we expect 53 sales in 2011. These
53 sales would equate to $77 mil-
lion of total sales volume, a large
61 percent drop from the $196 mil-
lion of sales volume in 2010.

The number of units sold 1s ex-
pected to be down 36 percent from

interestingly enough,
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the 877 units sold last year, as we are on
pace for 561 units to be sold this year.

With regard to value, the sales that have
occurred in the walk-up sector thus far
this year are at exactly the same $202 per
square foot that the market experienced in
2010. This is surprising given that cap rates
have dropped by 52 basis points, from an av-

minium conversion exit strategy.

Remfzrkably,. price per unit in the elevator sector is up 85 percent from last
year's total, indicating that a better quality asset, on average, is selling this
year and buyers are once again underwriting these properties for a condo-

—————e -—— - e R — — —— ——— e e

erage of 7.45 percent in 2010 to 6.93 percent
this year. Average GRMs are up about 0.66,
from 9.28 last year to 9.57 this year.

While the activity in the walk-up sector
1s off substantially from 2010, the elevator
sector 1s up very significantly. There were
14 elevator building sold in 2010 in the
Queens submarket and we are expecting
19 sales in 2011, a 36 percent increase. The
number of units sold, however, is scheduled

about 14 percent from last year’s average,
from $176 to $201 so far this year. While
there is only a $1 difference, elevator build-
Ings in Queens continue the recent trend of
walk-up buildings selling for a higher price
per square foot than elevator buildings.

Brooklyn

With regard to dollar volume, we antici-
pate a nearly 200 percent increase in the
dollar volume of sales. In 2010, there was
$123 million of sales volume and we are on
pace thus far to see $355 million in 2011, a
189 percent increase. This trend would tend
to indicate that much larger assets are trad-
ing in the borough this year.

The average cap rate is down by 33 basis

cap rate are indicative of a market where in-
come is dropping relative to previous years.
This would lead to the conclusion that a
large percentage of the elevator buildings
sold in Brooklyn this year probably have a
very significant percentage of free-market
units in them.

Perhaps the most notable trend across
all market segments appears in the eleva-
tor sector in the Manhattan submarket.
Here we are clearly seeing a sign of recov-
ery in that elevator buildings are once again
commanding a condominium conversion
premium. Several large transactions have
been purchased to remain rentals but, with
interest rates so low, the cap rates on these
transactions have been microscopic, rival-

| ~In the Brooklyn submarket, we have seen points from last year’s average of 7.17 ingwhat convertors would have paid. ¢
to pe more than dopble the 201.0 potal 0f679 increased volume of sales across both prod- percent,to6.84 percent. Interestingly, how- In other submarkets, the data are uneven
units. If we annualize 2011 activity t.hrough uct sectors but have seen prices dropping ever, the average GRM had dropped by 1.33, with multiples and cap rates often going in
August, we are on pace for 1,485 units sold, simultaneously. In this submarket, the sta- from 10.11 last year to just 8.79 this year. the same direction, which is not indicative

a 119 percent increase. Moreover, the dollar  tistics are the most volatile and the most This drop has led to a reduction in the av- of a -stabilized market. Particularly in the
volume of sales. 1S expected rise a massive  difficult to interpret. erage price per square foot, with last year’s elevator sector in the outer boroughs, the

250 percent this year. In 2010, there was In the walk-up sector, we are expecting a average of $194 dropping 23 percent to $150 statistical sample of transactions is some-

$85 million in sales volume in the elevator 19 percent increase in the number of build-  per square foot this year. what limited, indicating that the numbers
sector and we are presently on pace for $296 ing sold. There*were 149 walk-ups sold in In the elevator sector in Brooklyn, we are  can be skewed significantly by one or two
million in sales in 2011. Brooklyn in 2010 and, by annualizing 2011 expecting a 50 percent increase in the num-  transactions that are anomalies.

In the elevator sector, we have seen very activity through August, we are expecting ber of buildings sold. In 2010, there were We continue to see tremendous demand
positive pricing trends as the average capi- 178 buildings to be sold this year. This ac- 18 elevator buildings sold and, annualiz- for regulated properties and expect that
talization rate has dropped 71 basis points, tivity will lead to a significant increase in  ing activity through August, we expect 27 lenders are still looking favorably on this
from 6.08 percent last year to 5.37 percent the number of units sold, as there were a  buildings to sell this year, an increase of 50  asset class as we move into a period where
this year. Average GRMs are up nearly 1.5, total of 1,551 sold in 2010 and we are on pace percent. The number of units sold will in- we will see slowing sales volume based on
from a 2010 average of 9.66 to 11.1 in 2011.  for 2,455 units sold this year, a 58 percent  crease by an even greater percentage aslast macroeconomic pressures. We therefore
The average price per square foot isalsoup increase. year there were 783 unitssold and thesector  believe that year-end totals are likely to £

1s on pace to see 1,287 this year,a 64 percent  fall short of the extrapolations made in this 3
increase. We also expect a doubling in the analysis as we have already begun to feel a
T .- —, T TR dollar volume of sales. We expect last year’s  tangible slowdown in market activity by the
joolomtege | Prieader | | WieeWer e | ~  total of $105 million to increase to $215mil-  end of the third quarter of the year.
e e S S S - e ;;3“3? *"*““*J;E %’W: e lion this year, a 105 percent increase. Also, for the last sentence, the total of my
T T T T Y T T T T T In terms of value, capitalization rates properties sold is now In excess of 1,175 and
201t | v | as|s sero1e2s0] savesdsa]  asa7 T saow have expanded by 59 basis points, increas- the total dollar volume is over $7.8 billion.
_Nanittannuaiined | ew| asw|  awl 1% % ' gem] ing from a 6.79 percent average last year rknakal@masseyknakal.com
2010 |YEAREND | s % to 7.38 this year. Average GRMs have in-
e fveamewo | vels asasesaoe| wsamase]  een]  ows| wasam]  aww]  ©24  creased by 1.5, from 8.63 last year to 1019  Robert Knakal is the chairman and founding
B T e e e This year. The average price per square foot partner of Massey Knakal Realty services
w}m 2oL has remained relatively unchanged from and in his career has brokered the sale of
age last year’s $171 average, coming in at $169  more than 1,150 properties totaling over $7.4
e ——— — B thisyear. - billion in value.
— e With prices per square foot relatively un-
— “qu __ws changed, the increased GRM and increased &
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