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Bye-Bye, Broker Fees

There may not be another rental market in

the country like New York. With high

incomes and a high propensity to rent, the

city leads the rental pack in the United

States. But the rules are different in the Big

Apple. That’s why many major national

players and REITs, with the exception of

Arlington, Va.-based AvalonBay

Communities, Chicago-based Equity

Residential, and Denver-based UDR, stay

out of the market.

For those who have stayed, things have been good. “The demand has been very strong

through the summer and continues up through this week,” said Fred Tuomi, president of

property management at Equity on the company’s third-quarter earning’s call,

transcribed on seekingalpha.com. “And it's particularly encouraging to see that demand is

very strong at the high end. The big apartments, the penthouse, the premium units;

they are all full, and we've got a good strong demand there.”

Daniel Hedaya, president of Platinum Properties, a New York City real estate services

firm that provides residential, commercial, property management and design services.

“Manhattan is strong,” he said on the seekingalpha.com transcript. “The summer was the

best summer in years. Vacancies were tight, prices were driven up, and it was extremely

hard to find apartments.”

On the call, Tuomi said Equity's rent growth from last year is 6 percent with renewals

growing 7 percent. “And with no supply issues locally, in each little neighborhood, we're

not seeing any concessions or deals, except for a few small owners doing that,” Tuomi

said.

Brokerage Fee Go Down

Interestingly, unlike other top markets, where concessions go down or just end altogether

when occupancy tightens, owners in New York see other advantages. Equity said that it

has essentially eliminated the use of brokers in both New York and Boston and has

reduced its paid search by 20 percent (the company is also using fewer and fewer ILSs).

Hedaya says that in the height of recession, apartment owners, not residents, would pay
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the brokers fees. Often, that fee cost the same as a month of rent, and it could get as high

as two months. “It incentivized broker to bring clients,” he says. “That’s cost the building

and owner money."

But Hedaya says business is still strong, in part because renters are now relying on them

in a tight market, and apartment owners no longer have to pay broker commissions. In

fact, a number of landlords in the Big Apple only allow renters to come through brokers,

who have real-time availability, set up appointments, and even do background checks.

And that job of finding and securing the broker is up to the buyer. “In the tighter

markets, those owner-paid commissions disappeared,” Hedaya says. “There wasn’t the

necessity to offer concessions. The vacancy rate was low.”

Some have concerns about those vacancy rates being able to stay low with the specter of

job losses in the banking and financial sectors—stalwarts of New York’s economy. In fact,

Tuomi says non-banking sectors, like entertainment, technology, leisure, and healthcare

are all growing. Ryan Severino, an economist at Reis, agrees: “The labor market in New

York has held up fairly well all things considered,” he says. 
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