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The New York real estate industry is facing challenges in 2020. Major regulatory reforms have been
enacted which have severe negative impacts on values and cash flows for owners of stabilized
multifamily units. Further regulatory reforms are under discussion which could have similar
consequences for free market units as well as retail units. There are a variety of strategies that are
currently being explored by New York operators to address these issues.

One strategy which is taking root in New York is for owners with a long time horizon to buy assets at
the lowest cost per s/f that they can find, or at the highest cap rate. These properties are financed
with long-term, low-cost, fixed-rate debt in the hope that the regulatory environment will experience
a shift in the future and that the latent value in these assets will become accessible. The ability to
make this type of investment is predicated not just on a long-time horizon for holding the assets, but
a willingness to accept very meager returns until there is significant regulatory change. 

Other operators have begun to focus their efforts exclusively on assets with fewer than six units (not
rent-regulated) or with significant retail exposure. These investment thesis behind these strategies is
based on the belief that the regulatory reforms currently under discussion which would impact free
market and/or retail units will not ultimately become law. Not all operators as so confident of their
abilities to predict what has proven to be an unusual legislative environment. 

Many owners have begun to focus their attention on out-of-state properties. Our team has seen
significant anecdotal evidence of a major shift in attention, particularly towards Florida. Philadelphia,
Los Angeles, Austin/San Antonio, Denver, Nashville, Detroit and others have also appeared on our
radar screen. These shifts, though, are predicated on management-free assets (NNN retail), some
ground operations capabilities in the local market, or local operating partners/managers. Not all
owners are comfortable with the requirements for operating at a distance and this sentiment is to
some extent holding back the capital migration. 

While bridge lending came in to vogue over the course of several years as asset prices climbed and
many owners sought ways to generate a return at a lower cost basis exposure, this business is not
in particularly good shape looking forward into 2020. Many of these transactions were executed
based on a short-term value-add strategy. Now that such investment activity has been significantly
curtailed by the change in rent laws, the market for these loans is rapidly drying up. There were
already an overabundance of bridge lenders in the marketplace at 2018 sale volumes—now it will be
increasingly hard for owners pursuing this strategy to find deals. 



An alternative to lending that is the subject of today’s conversation is the purchase of existing
mortgage notes. Because the changes in rent laws have not significantly impacted cash flows in the
short term, but have mostly hurt values, it seems likely that we will learn today that most loans in
NYC are still performing. What this means for this avenue as a means of viable investment going
forward, remains to be discussed. 

Overall the changes which are taking place in New York are forcing real estate investors to think
creatively and seek out new business models, or new locations to practice their existing business
models. We will continue to explore these models going forward as we hope to bring value to our
clients by exposing them to as much information as possible in a time when the flow of new ideas
and exposure to new opportunities is more critical than ever. 
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