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Hotel ownership in New York City, long viewed as key for any major player, is now being scaled back by some
REITs as supply concerns linger.

REPORT FROM THE U.S.—It seems like some of the shine has come off of the Big Apple, at least as far as some
hotel owners are concerned.

New York City, long hailed as the most important, marquee hotel market on the globe, now faces investor skepticism
within the hotel industry fueled by its ever-increasing room supply.

These concerns have led some owners, particularly real estate investment trusts, to sell or bring in joint-venture
partners on properties to help limit their exposure to the market’s issues.

Hersha Hospitality Trust, Pebblebrook Hotel Trust, FelCor Lodging Trust, and even REITs that don’t primarily work in
the hotel space like Lexington Realty Trust, have either announced plans or executed deals to sell off some of their
interests in New York City.

Hersha officials recently announced the company closed a deal to sell a 70% interest in seven Manhattan hotels to
China-based Cindat Capital Management for $571.4 million or $526,000 per key.

During the company’s first quarter earnings call, President and COO Neil Shah said the joint venture could grow to
include more of Hersha’s properties in the future.

“We could contribute additional assets to it,” Shah said. “And there are some assets in our portfolio that would be a
good fit for this existing venture. We’ve also discussed other opportunities that have been brought to them or that
we’ve looked at that may not be a good fit for our balance sheet at this time.”

Pebblebrook officials discussed in their first quarter earnings call plans to sell their 49% interest in the company’s
Manhattan Collection, a joint venture with Denihan Hospitality Group, which also manages the six properties.

Chairman, President and CEO Jon Bortz said during the call he believes the market has generally reached its peak
for occupancy and pushing rate could be easier said than done, at least in a broad sense.

“If you push rates beyond a relatively small amount in (markets like New York, Philadelphia and Washington, D.C.),
the feedback you get is a decline in your pace of bookings,” Bortz said. “And so I know people like to look at a
market and say it’s just psychology in New York because we’re running at 86% (occupancy). But we’ve described in
the past that it’s more than that.”

Bortz said New York has “structural issues” that can be hard to overcome.

“We’ve discussed the cancellation policies, the loyalty program reimbursements that have created certain
challenges for revenue management in the market,” Bortz said. “New York is a market where you can buy
occupancy. You can attract demand into the city with lower rates from outlying suburbs and even other cities when it
comes to travel.”

After buying the Knickerbocker Hotel in 2012, FelCor officials pushed $240 million into a multiyear renovation, at
which point FelCor President and CEO Richard Smith described the hotel as the company’s “flagship property.”
Now, the Knickerbocker is among a set of five New York City properties FelCor officials hope to sell this year to
reinvest in their own stock. In the company’s first quarter earnings call, Smith said plans fell through to sell off two of
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the five properties on the block—Morgans New York and Royalton New York—but he said he remains confident in
the company’s ability to sell the portfolio.

Lexington is currently seeking to sell $700 million in properties, including several in New York City, according to a
report from The Real Deal. After selling the land under a 125-room Holiday Inn Express on West 45th Street for
$37.5 million, the company similarly wants to sell land under DoubleTree, Sheraton and Element properties.

What’s fueling the fear?
When discussing the issues New York City faces, sources pointed to supply growth in the market, which has far
outpaced the larger industry.

April pipeline data from HNN’s parent company STR shows that New York City led the top 26 markets in both rooms
under contract, with 30,320, and rooms in construction, with 15,167.

Steven Angel, principal at Fulcrum Hospitality, said a combination of supply issues and threats from sharing
economy competitors like Airbnb are creating issues for hoteliers.

“The issue is not demand; it’s supply,” Angel said. “There will always be people who want to stay in New York City
hotels. But the question is going to be can you continue to achieve the compression, particularly midweek, that
we’ve seen in the past? The answer in the last 12 months is very clearly ‘no.’”*

Daniel Lesser, president and CEO of LW Hospitality Advisors, said much of the fear around New York’s hotels are
feeding into themselves.

“The lodging space tends to have a manic type of behavior,” Lesser said. “What’s glorious today is hideous
tomorrow. And it seems the flavor du jour is the sky is falling with all this new supply. There’s this perception to stay
away from New York.”

He said he remains optimistic in the long term because the primary issue with supply is that too much came online in
a short period of time, but the demand side of the equation will remain strong indefinitely.

“New York is the capital of the world,” Lesser said. “Everyone wants to come and visit.”

Even as Hersha officials cut back their stake in the market, they said the supply issues might soon disappear.

“The supply picture is getting better,” CFO Ashish Parikh said. “It’s tough, but it’s getting better. And so, our
expectation is that we will start to get some rate in New York as the year goes on.”

Who is buying New York?
Even though it seems some domestic owners are being scared away from the market, foreign investors, particularly
those in China, seem drawn to the long-term promise and stability of New York real estate.

“Foreign capital is coming to the U.S. in droves seeking yield and security,” Lesser said. “The first place they look is
New York. That’s how it’s been for some time.”

Lesser said part of the reason New York remains attractive to overseas capital is those investors often have a
different perspective that promotes holding on to properties longer than some domestic investors. He said that is a
smart move, and he expects the market’s rate growth to bounce back by 2020.

“At the end of the day, hotels are long-term investments,” Lesser said.

Angel said foreign investment could have an impact on domestic investment as well because it acts as a “wild card”
in pricing since they often have different return requirements. That doesn’t mean there won’t be transactions with
domestic buyers, though, as long as they can find “reasonably priced debt.”
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“Clearly, as we’ve seen, foreign buyers continue to be focused on the market,” Angel said. “And you’re starting to
see guys in the private equity space looking for value opportunities.”

Hersha officials said during their first quarter earnings call that they expect to continue working with foreign capital
partners. Shah said their interests tend to be relatively well-defined.

“Generally they are more focused on the gateway markets,” he said.

*Correction, 17 May 2016: An earlier version of the story included an incorrect version of a quote from Steven Angel
of Fulcrum Hospitality.
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