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I  recently attended a real estate
opportunity fund conference in New
York. The conference, attended by most

of the major fund managers, pension fund
advisors and lenders echoed a somber note
as to the current availability of opportunistic
real estate investments in
the U.S., and certainly in
the New York City Metro
Area. At one point, there
were over 600 people in
the main ballroom,
representing perhaps $25
billion of equity capital and say $75 billion
of debt capital.  I jokingly commented to a
fund manager that perhaps everyone should
pool all of this equity and debt and buy a
developing country. After all, $100 billion
probably exceeds the GDP of many of these
emerging countries, many of which come
with oceanfront property. I could tell from
the fund manager’s tentative laugh, that he
was concerned about their current prospects
for investment.
     One might expect, with the economy in
its current lethargic state, the technology and
dot.com bubbles well past bursting,
unemployment at its highest levels since the
mid- nineties, opportunistic real estate buys
would be like low hanging fruit, ready to
pick.  Not so, according to many real estate
professionals.
     Even with an inexplicable confluence of
events, including interest rates at a fifty-year
low, speculative office development next to
nil and vacancy rates approaching ten-year

highs, many real estate investors are finding
it very difficult to find suitable office
investments. The reason, in part, is that
existing potential office property sellers
believe that refinancing their properties with
very low interest rates is a better alternative
than selling in a down market, at depressed
prices.  With the exception of well-leased
properties, under long-term leases to credit
quality tenants, which are selling at premium
prices, many potential sellers have decided
to wait it out.  As many of us learned from
experience during the Great Depression (I
mean the real estate depression of the late
1980’s and early 90’s), the real estate market
recovery lags the general economic
recovery.  With no one really sure as to when
the general economy will turn around (some
say 6 to 12 months), the question is whether
the real estate markets have reached their
bottom yet.  In New York City, the prevailing
feeling among owners and brokers is that
occupancy rates have stabilized, however,
there could be further compression in net
rental rates, with concessions being offered
across the board for Class A and B
properties.  I remember New York was one
of the last office markets to recover in the
U.S. during the last downturn, but emerged
as one of the strongest U.S. markets by the
late 1990’s.
     As for the other real estate asset classes,
I offer my brief assessment.  The industrial
market, which has weathered the economic
downturn better than the office market,
appears ready for a quicker recovery now

that factory orders have picked up.
Multifamily housing in New York City,
which has always been strong from an
occupancy standpoint, is currently being
tested with a plethora of rental rate
concessions. I never knew the term “net
effective rental rate” would become the buzz
phrase in apartment rental ads. The hotel
market, well about all one can say is where
are the all the European visitors to New
York, with the Euro so high against the
Dollar. (Many opportunistic investors are
counting on the lodging industry as their
salvation).
     Last, but certainly not least, is the retail
market. As we all know, the retail consumer
has been the backbone of the entire U.S.
economy. While existing stabilized, well-
located neighborhood and community
centers are selling at exorbitant prices, it is
my opinion that opportunities exist to either
develop new centers, or redevelop existing
tired old centers.  After all, not every one
living in the New York Metro Area does their
food shopping at Wal-Mart.
     While there appears to be some
disconnect between the bid and asking price
of certain real estate assets, lets not forget
that fruit grows on the higher branches of
trees as well.  We sometimes need to climb
a little higher, and be a little more patient to
harvest it.
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