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Where Did Investment Sales Go in First-Quarter 2019?

There is always a level of excitement for me
when quarterly investment sales statistics
come out. It's kind of like finding out the final
score of your favorite team’s game that you
weren't able to watch. You do have a sense of
how things might go but you never really know
until you see those final scores.

At the end of 2018, things in the
investment sales market in New
York City were positive and trend-
ing upward. The dollar volume of
sales had increased for the first
time in three years and the num-
ber of properties sold increased for
the first time in four years. It also
appeared that property values, in
some sectors, were on the rise and,
while others were still lagging, the
trends were generally positive.

These positive trends were understand-
able given that the tangible traction in the
broader economy was helping to stabilize,
and exert upward pressure on, the underly-
ing fundamentals in the marketplace. In the
economy, continued job creation, positive GDP
growth and rising wages for the first time in
many vears were finally starting to help the
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commercial real estate market.

After several years of downward pressure
being exerted on residential rent and resi-
dential rental concession packages inflating
in ways that we had not seen before, we just
started to see positive movement in that mar-
ket. Concession packages became
more modest and, in neighbor-
hoods without an oversupply of
units, face rents started to increase.
Watching residential rents is criti-
cally important because they will
typically move, either up or down,
before commercial rents will.

Simultaneously, we saw positive
movement with office rents and
there were even signs that retail
rents began to stabilize in many
submarkets by the end of 2018.

These healthy movements in underly-
ing fundamentals combined with positive
momentum in the volume of sales resulted in
a positive outlook for 2019. Notwithstanding
this glass half-full perspective, there was a
cloud hanging over the market. That cloud
was the pending renewal of rent regulation
and the profound impact that might have on

the apartment building market. This was par-
ticularly true because of some of the seem-
ingly outrageous proposals that have been
discussed over the last several months.

If we look at the statistics the sales market
produced in 1Q19, one would think that the
sales market has done an about-face and is in
trouble. Let's look at those results.

The dollar volume of sales in New York City,
in the over $10 million market, was approxi-
mately $4.5 billion in the first quarter. On an
annualized basis that total is on pace for just
over $18 billion for the year, a 34 percent drop
from the $27.2 billion that occurred in 2018.
This total, if achieved, would be 69 percent
below the record $57.4 billion of sales that
occurred in 2015.

With regard to the number of transactions
closed in the over $10 million space in 1Q19,
there were 40 transactions, the lowest quar-
terly total since 2Qi3. If the market hits an
annualized total of 160 transactions for the
year, this would result in a 31 percent reduc-
tion from the 231 sales that occurred last year
and a 65 percent reduction in the 458 transac-
tions that closed for over $10 million in 2015.

If we look at how value has performed in

the first quarter, we see that in the office sec-
tor the average price was $914 per square foot,
up to 6 percent from the $8s9 average in 2018.
This average remains 2 percent below the
cyclical peak of $929 which occurred in 2015.
And the values of other property type sectors
are up as well.

So what is the explanation for what appears
to be positive trends in the market burt a sig-
nificant reduction in the volume of sales? The
answer to this question appears to be the stag-
nation within the multifamily sector as inves-
tors, of all types, are concerned about what the
rent laws might look like post-renewal in July.
Because a majority of buildings in New York
City are apartment buildings, fluctuations
in activity in this marketplace has a tangible
impact on the overall market place.

There i1s no doubt that, in July, market par-
ticipants will have to hit a reset button rela-
tive to the multifamily market. However, in
the broader investment sales market, condi-
tions continue to look positive and are very
encouraging.

Robert Knakal is Chairman of New York
Investment Sales for JLL.




