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They're
back

Alook at NY's new investors,
the last bastion of undervalued
nabes, and inflation’s
rolein today's purchases

nvestors have long viewed prime Manhattan residential real estate as
the equivalent of a hlue-chip stock: expensive, but virtually guaranteed
to appreciate over time. That is, until the 2008 Lehman Brothers crash
sent prices plummeting, turning the conventional wisdom on its head.
After Lehman, foreclosures appeared in investor-owned apartments all

over Manhattan as the chasm between monthly costs and rental income wid-
encd. Buying an investment property in Manhattan suddenly seemed like a
terrible idea, and all but a few daring small investors had since avoided Man-
hattan real estate. Instcad, the city's residential sales have been dominated by
buyers looking for a home,

Surprisingly, however, brokers say that is now changing.

While investors still only make up a small share of today’s residential prop-
erty hunters, they are now venturing back into the market, tured by today’s
favorable buying conditions. For starters, prices have stopped falling, mean-
ing investors can snatch up properties for lower amounts than they could a few
vears ago without fearing that their new asset will immediately lose value. At
the same time, rents have stabilized, and concessions — like a month or two of
free rent — are disappearing. Plus, intcrest rates are still low.

The resurgence of interest in real estate investing is part of a nationwide
phenomenon, experts said. Despite the housing debacle of the last few years,
many Americans ironically view real estate — especially income-producing
properties — as a safer alternative to the volatile stock market.

But this time, their investment strategy is different.

With prices shooting upward during the boom, many investors sought to
quickly *flip” Manhaltan propertics for huge profits, Now, buyers want stable,
income-producing investment properties in established neighborhoods like
the West Village and the Upper East Side, rather than making speculative bets
on up-and-coming neighborhoods. o he extra-cautious, many are purchasing
new condo units from developers with tenants already in place.

For those investors willing to take a chance on up-and-coming areas, The
Real Deal alsolooked at arcas in Manhattan where property values are likely to
appreciate in the coming years.

In addition, some savvy investors are using rcal estate purchases as a hedge
against future inflation. With inflation already occurring in many countries,
thereare worries that it will soon spread to the United States, perhaps prompt-
ed by the government’s rccent economy-stimulating interventions.
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SMALL INVESTORS

Banking on returns—again

After two years, investors come back to Manhattan condos

By Canpace Tavior
nthemid-2000s, Manhattan real cstate
prices roared upward, luring a pletho-
ra of small investors aiming to double

ov triple their money in 4 few short years.

When prices tell afiev the financial erisis,

however, those buyers largely vanished from

the market.

Now, after two years of sitting on the
sidelines, would-be investors [
are showing a renewed interest |
in Manhattan condos. Industry |
experts attribute their reentry to \
several factors: Prices have sta- |
bilized while rents are ticking up, !
mortgages are easier to obtain,
and interest rates are low. |

“Investorsarc more confident |
that the housing marketis reach- |
ing a bottom,” noted Ryan Hin- |
richer, founder of Investor Na- |
tion, an investment property fund
and sales company. “They are
willing to take risks they weren’t |
one to two years ago.” .

But today’s investors — es-
pecially first-timers — generally | “
aren’t interested in quickly “flip-
ping” apartments, as so many did \ \h
during the boom. More cautious
than their predecessors, they
view real cstate as a longer-term
asset which they can rent out to
produce income, and hopefully
sell for profit down the road. To
reduce risk, many are purchas-
ing condo units that developers
have already rented out, so the
new owners don't have to worry
about the apartmentsitting emp-
ty. Therc's also demand for fur-

Tronically, many view rcal estate — cspe-
ciallyincome-producing rentals — as a safer
alternative to stocks or other investments,
said Hinricher, who recently cofounded Re-
alYields, a tool to help investors cvaluate
residential properties,

“I'he whole crisis was based on this hy-
per-growth, with prices rising really fast,”
he said. “Now you see people saying, ‘I want

based Home Owners Mortgage.

Shnaydersaid he's now working with two
or three times as many investors as [ast year
at this time, though the majority of his cus-
tomers are still user-owners.

Anthony Lolli, CEO of brokerage Rapid
Realty NYC, owns about a dozen invest-
ment properties in Brooklyn, most of them
three- or four-family houses. Lolli said he

Ty

fall — at least for now — while rents are
climbing, A fourth-quarter market report
from Prudential Douglas Elliman showed
that the median Manhattan rental price in-
creased 1.7 percent to $2,950 froin $2,900
in the same period last year.

Today's investors “believe that the mar-
ketisat one of its lowest points,’said Daniel
Hedaya, an executive vice president at the
brokerage Platinum Propertics.
“They're looking to cash in.”

Low interest rates also play a
role. With many savings accounts
now vielding only around 1 per-
cent interest, wealthy New York-
ers are looking for better returns
on their money, according to Rich-
ard Steinberg, exceutive managing
director at Warburg Realty.

“You put 10 to 20 percent down;
zetamortgage of 3 percent for the
rest — if you'regetting a 6 to 7 per-
cent [return], you're still making
twice as much as you would in a
savings account,” he said. “So if
you do the math, it really works
for these investors.”

The formula works best for
onc- and two-bedroom units,
said Steinberg, who is market-
ing the newly constructed condo
Twenty9th Park Madison at 39
East 29th Street, where one-hed-
rooms rent foraround $4,000 per
month, and two-bedrooms go for
$6,000 to $7,000.

Afteryears of (inancial turmoil,
some would-be investors now view
real estate as a favorable alterna-
tive to the volatile stock market,

With real estate, “in the worst-

nished condo units, which fetch
higher rental prices.

“Investors are back scooping
up condominiums as rental rates
rise,” said Adrienne Albert, CEQ
of The Marketing Directors. “Thereisalarge
appetite for furnished models, sold ‘as is.”

It’s surprising that investors are willing
to take a chance on residential real estate
againso soon after the downturn, when the
buyers of new Manhattan condos took hair-
cuts as prices dropped and the spread be-
tween rental income and monthly carrying
costs widened, As The Real Deal reported,
abevy of foreclosures appeared in investor-
owned units at new buildings, including the
Cipriani Club and 200 Chambers Street.
Not surprisingly, investors have been gun-
shy ever since, and for the past few years,
Manhattan real estate has been dominated
by user-owners,

Butthat is beginning to change, as buy-
ers are tempted by deeply discounted prices.

“If you do the math, it really works for these
investors.” Richard Steinberg, Warburg Realty

to minimize my downside risk; I wantasc-
cured stream of income.” So it's really the
opposite. People arc focused on income and
vield, with security.”

Recognizing solid deals

These attitudes are part of a national trend,
said Hinricher, who personally owns single-
family homes as investments in Tennessee,
Florida and Georgia. Americans feel more
confidentin the market, he said, and inter-
national investors are looking to exploit fa-
vorable exchange rates.

“People are feeling brave again and say-
ing, ‘Hey, prices are down 10, 15 or 20 per-
cent; why don't Ibuy somethingand keep it
asarental?” said Rolan Shnayder, director
of newdevelopment lending at Manhattan-

hasn't made a purchase for the last two or
threcyears, buthas recently started looking
again. “I have my ears to the ground right
now," he said.

Until now, the aftershocks of the finan-
cial erisis made purchases difficult, he said,
especially when foreclosures or shori sales
were involved.

Six months ago, “a lot of people were
looking to short-sell and were not cducat-
edintheprocess,"he said, Asaresult, many
deals fell apart at the last minute.

Now, however, “scllers have come to
terms with what a short sale means,” Lolli
said. So for buyers, “it's alittle easier to rec-
ognize a solid deal.”

Meanwhile, conditions are improving
forinvestors, Prices have stopped their free

case scenario, there’s some value
there at the end of the day — ver-
susastock, [which] can go to zero,”
Hinricher said.

GeaTlika, founder of Elika As-
sociates, said many of his current clients
aresecking investment propertics in estab-
lished neighhorhoods like the West Village
and the Upper Fast Side, rather than up-
and-coming sicas

“People are looking forstability; they're
notlooking tor speculative growth, hesaid.
The Upper East Side, tor examiple, “is ma-
ture but stable — it’s like putting your mon-
oy ina Swiss bank”

Hinricher said part of what's fueling
the surge in real estate investing is the
growing populanty of so-called self-di-
rected retirement acconnts, which allow
people to use their IRAs for any invest-
ment they choose, not just the traditional
stocks and bonds.

Forexample, Hinricher -- who livesand
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works in Manhattan — used funds from
liis IRA account to purchase a single-family
house in Miami, which he then rented out.
The tenant now writes a check to his IRA ac-
counteach month, hesaid, noting that many
New Yorkers are now buying investment
properties in other, cheaper markets.

Llowever, he said, investors need to make
sure they do their rescarch before making a
purchase.

“You have to know what vou're doing,
because some people could iose their IRA
pretty quickly over a couple of bad rcal es-
tate deals,” Hinricher said.

Day-one income

Many of today’s would-be investors want
to buy apartments with tenants alrcady in
place,

Iedaya said he was recently approached
by a client looking to buy four to five oceu-
pied residential units. That’s an attractive
proposition for the new owner because “you
can purchase it, and right from day one
vou’re getting income,” said Hedaya.

Inresponse to this trend, some develop-
ers have started selling unsold condo units
that are currently inhabited by renters, he
said. These arc generally units that the de-
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velopers always intended
to sell, but parked as rent-
als when the downturn hit.
Now that investors are scck-
ingoccupied units, the devel-
opers are selling them with
tenantsin place, Hedayasaid,
adding thathis firm currently
has scveral deals in contract
for occupied units.

At Twenty9th Park Mad-
ison, Steinberg said, 100 of
the 144 condos were sold,
while the remaining units
were rented out last year, As those rented
units come up for sale, many potential buy-
ers prefer the currentoccupant tostay.

“Half of the people we are seeing now
coming into our building want the tenant
to stay in place,” Steinberg said. He noted
that the terms of the lease remain the same
for the tenant regardless of whether or not
the unitis sold.

The current market is also creating de-
mand for furnished rental units, which fetch
higher rents, said Edward Cho, an associate
broker at Nest Seekers International. He
said he is about to put a rental unit on the
market at newly converted Financial Dis-

Warburg's Richaed Steinberg atfwenty
many of the buyers are Investors

Park Madison, whére

trict condo 99 John Street, but is waiting for
an interior decorator to finish furnishingit.
The owners, international buyers who pur-
chased the unit as an investment, are plan-
ning to rent it for six months at a time,

Landlord pains

Of course, investing in real estate isn't as
cusy as it used to be, especially if buyers want
financing.

Mortgages are now casier toobtain than
in 2009 and 2010, but they are still difficult
to secure, especially for international buy-
crs. In order for Fannie Mae and Freddie
Mac to back loans in anew condo building,

it mustbe atleast 50 percent sold and can’t
be too dominated by investors — at least
70 percent of the units have to be owner-
oceupied.

Plus, investors van expect to pay ei-
ther 1 pereent or half a percent more than
owner-occupants on their mortgage rates,
Shnayder said, He added that Fannie Mae
won'tback aloan to aborrower with more
than four mortgages, although he said he
has worked with some lenders who allow
up to 10.

Investing in real estate is challenging
for other reasons. New York real estate is
much more expensive than in other areas
of the courntry, especially now that a hefty
down payment is required by lenders, so
yields tend to be lower. And while stocks
and bonds don’t require maintenance, real
estate investors need to be ready to address
their tenants needs,

“You have to be prepared to go through
the pain of being a landlovd,” Hinricher add-
ed. Most investors use property manage-
mentcompaniesto coliect rents and handle
day-to-day operations, “but you stilthave to
be comfortable with getting that call that
says, ‘An air-conditioning unit is out,” he
said. mo

The inflation situation

Fed actions raise fears, spur NYC real estate purchases, brokers say

By Canvace Tavior

nflation fears are spurring Manhattan

property purchases, real estate brokers

say. The rise of currencies in Asia, Eu-
rope and Australia, coupled with unrest in
the Middle East and a second round of fed-
cral governmentintervention domestically,
is prompting both American and interna-
tional buyers to dive into the Manhattan
real estate market.

“We arc seeing decisions heing made
in conjunction with protection from infta-
tion more than at any other time [in recent
years],” said Julia Toagland, a seniar vice
president at Brown Harris Stevens.

Real estate hasbeen traditionally seen as
ahcdge against inflation, and these days, “it
comes up a lot in conversation,” said Hoa-
gland, a former Wall Streeter with a number
of clients who work in finance.

She noted that some savvy invesiors are
“trying to redeploy monctary assets that are
not earning a great rate of return right now
and are potentially in danger oflosing value
aswe go into an inflationary cycle.”

In November, IFederal Rescrve Chair-
man Ben Bernanke announced a second
round of “quantitative easing” (also known
as QE2), which involves a plan to purchase
large amounts of Treasury bonds in a bid to
support the floundering economy.

Some eritics have warned that the move
is akin to “printing moncy,” and will lead to
in{lation in the U.S., by driving up the cost

ofthe dollar.

Meanwhile, some worry that inflation
will spread to the United States from over-
seas. China, [udia and Australia have re-
cently tightened their monetary policies in
abidto curbinflation, as the global economy
recovers from a punishing recession.

“T'he U.S. so far has not been too infla-
tionary, but around the world inflation is
pickingup,sopeoplcinalotofdifferent sec-

Federal Reserve
Chairman
Ben Bernanke

torsare trying to figure out how best toman-
age for the future,” Hoagland said.

Purchasingreal estateisoften viewedasa
way to protect assets by diminishing the im-
pact of inflation overtime, explained Barba-
ra Byrne Denham, chief cconomist at East-
ern Consolidated.

Asbuyers pay back fixed-rate mortgages
over time, they are using less-valuable dol-
lars than those they initially borrowed. For

example, a homecowner who started mak-
ing $1,000 monthly mortgage payments
in 1970 would find it far less onerous to pay
that bill in today’s dollars.

Since the amount of housing inventory
here is finite, “Manhattan to an even great-
er extent is seen as a value protector,” said
Hoagland.

In the meantime, rents tend to rise dur-
inginflationary periods, so homebuyersand

“We are seeing deci-
sions [to buy real
estate] being made in
conjunction with pro-
tection from inflation
more than at any other
time [in recent years].”
Julia Hoagland,
Brown Harris Stevens

purchasers of multifamily apartment build-
ings benefit.

“You're buying something for a fixed
price, as opposed to renting, where it's go-
ing to go up every year, Denham said.

Buyers looking to purchase real estate
primarily as an investment are particular-
Iy focused on inflation, aceording to Elika
Associates' Gea Elika, who said around 60
percent of his clients are investors, many of

them sophisticated real estate professionals
from the U.S. and other countries.

“Investors are the ones that are looking
at all the cconomic indicators and trying to
makeaplay offthat,” Elika said. “Everyone’s
looking at inflation.”

One client recently bought a one-bed-
room apartment in Superior Ink as an in-
vestment property, Elika said. Another
bought one apartment in New York and one
in Los Angeles to be more diversified.

Investors are also taking into consider-
ation the price of gold, another asset viewed
as a safe haven against inflation. Many in-
vestors buy the precious metal when they
sense instability in the stock market, and
the recent unrest in the Middle East ral-
Hed gold prices. Late last month, gold had
topped $1,400 an ounce on the Comex
division of the New York Mercantile Ex-
change, after rallying 26 percent over the
pastyear.

Meanwhile, home prices are still down
from their 2008 peak, so investors see them
as having “relatively better value” than gold,
Hoagland said.

Ifinflation does come to the U.S,, it could
alsohave negative consequences forreal es-
tatebecause the Fed willlikely raise interest
rates to combat it, That, in turn, could ulti-
mately slow estate sales.

“On the good side, rents would go up, but
the bad side is that interest rates would go
up, so the sales market would have aharder
time,” Byrne Denham said. mo
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