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May You Buy and Sell Manhattan Buildings in Interesting Times

In the second quarter of 2022, the dollar
volume of investment sales in the Manhattan
submarket dropped from first-quarter totals.
However, the number of properties sold
increased in the second quarter from the first.
This divergence within these two metrics is
very indicative of the uncertainty that we are
seeing in the market.

This week we will look at the first-half
performance within Manhattan along with
factors that are likely to impact the market
moving forward. It's important to begin with
a historical perspective.

If we look at the Manhattan investment
sales market as a proxy for the broader New
York City market, we see that, for investment
sales transactions over $10 million, the mar-
ket peak was clearly 2015. There were $57.5 bil-
lioninsales and 484 transactions that closed.

Since that peak year, the market has been
correcting. This correction started in earnest
in the fourth quarter of 2015, and from October
of 2015 through February of 2020 the volume
of sales fell by approximately 56 percent with
values falling only between 1o percent and 12
percent on a blended basis. When COVID hit
in March 2020, it converted the mostly volume

correction into a value correction, and several
property sectors in Manhattan were hit very
hard.

In the first quarter of 2021, things started
to turn around. When reports for that quarter
came out, it was clear that there was upward
pressure on residential rents for
the first time in manv vears and
condo absorption was trending
very positively. This optimism got
market participants off the side-
lines and back onto the field.

Given that the deals cycle in sales
is si¥ to nine months, this new opti-
mism did not tangibly reflect itself
until the fourth quarter of zoz21. In
fact, if we look at dollar volume,
2015's $57.5 billion in sales dropped
to $11.1 billion in 2020, It would have been a
reasonable assumption to think that, during
the first COVID year, volume would be its
lowest. However, annualizing the first three
quarters of 2021 would have resulted in an
annual total of about $g billion for the year.
Fortunately, we saw $8.6 billion in the fourth
quarter of 2021, which saved the vear, resulting
in an annual total of $15.7 billion.

This robust quarter was followed by
another strong quarter in the first three
months of 2022. The adjusted first-quarter
number was $6.1 billion. In the second quar-
ter, that number dropped by about a third to
$4.1 billion.

Annualizing the first half of
2022 puts the current Manhattan
investment sales market on pace
for about $20.25 billion for the
year, which would be up 28.6 per-
cent from last yvear's $15.75 billion
and 81.6 percent above 2020's bot-
tom — but still 64.8 percent below
peak levels in 2015.

With regard to the number of
properties sold above $10 million
in Manhattan, there were 38 trans-
actions closed in the first quarter of 2022 and
5o that were closed in the second quarter, a
quarterly increase of 31.6 percent. This puts
the market on pace for 176 sales for the year,
which would be down 7.8 percent from last
year's 191 transactions but up 69.2 percent
from the 104 transactions that closed in zozo.
Again, for historical perspective, there were
484 transactions closed in 2015. This year's

pace is about 63.6 percent below that histor-
ical peak.

The number of properties sold is typi-
cally more indicative of market activity than
dollar volume as very large transactions in
Manhattan can skew the dollar volume total
significantly.

However, the explanation for dollar vol-
ume going down and the number of proper-
ties sold going up in the second quarter can
be explained by the lack of large office trans-
actions closing in the second quarter and the
fact that smaller properties are more liguid in
today’'s environment than larger ones. This is
due, in large part, to interest rate increases that
are disproportionately impacting larger trans-
actions and office transactions in particular.

Historically, inflationary environments have
exerted more upward pressure on revenue than
onexpenses and we hope that this cycle plays out
as it has in the past. Clearly, we are in extraordi-
narily interestingtimes, and, in the nextthree to
four quarters, we'll see lots of opportunities for
those brave enough to make moves.
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