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Through a combination 
of limited new supply, 
significant non-market 
rate inventory, and robust 
long-term demand drivers, 
the New York City rental 
market—while volatile and 
complex to navigate—offers 
the potential of outsized 
returns for patient and 
sophisticated investors. 

While institutional capital has chased Sunbelt growth markets, 
sophisticated operators have quietly captured outsized risk-
adjusted returns in America’s most complex real estate market: 
New York City. 

The operating model that best leverages the opportunities at hand 
requires vertical integration, conservative capital structures, and 
a willingness to treat regulatory navigation as a core competency 
rather than an administrative burden.

THE CONSENSUS VIEW IS MISTAKEN

The capital flow to Sunbelt markets follows a well-defined path: 
chase population growth and business-friendly regimes such as 
Phoenix, Dallas, and Austin, while avoiding coastal and Gateway 
market regulatory uncertainty. 

However, this consensus contains a critical flaw: the ease of doing 
business (especially new housing construction) is available to all 
market participants, which creates elastic supply dynamics that 
compress rents, and thus, risk-adjusted returns. These free-markets 
work as intended—with local developers and national players 
heeding the signal to create new supply to meet growing demand.

New York City’s free-market multifamily rental housing operates 
under different dynamics. The regulatory complexity that gives 
investors reasons to pause—Good Cause Eviction caps, Local 
Law compliance escalation, stringent tenant protections—creates 
persistent supply-demand imbalances that function as a durable 
competitive moat for patient operators. 
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PART 1: STRUCTURAL HOUSING SHORTAGE

The largest residential real estate market in the country—the 
New York City MSA—has several factors that combine to create 
secular tailwinds for real estate investors: low new supply addition, 
consistent waves of in-migrants with high willingness to pay, limited 
market-rate inventory, and burdensome regulations

EXHIBIT 1: NYC PERMITS TIMELINE, 2010–24

Source: NYU Furman Center

Well-intentioned regulatory interventions have 
contributed to structural housing scarcity, 
leading to long-term rent inflation in free-
market rental units. As development becomes 
entangled in procedural and legislative hurdles, 
future supply is suppressed, and scarcity drives 
a premium for existing units. The cumulative 
effect of these constraints results in structurally 
higher rents for market-rate units over time. 
Following the 2019 Housing Stability and 
Tenant Protection Act (HSTPA), building permit 
volumes fell by 25% in 2020, according to data 
from the NYU Furman Center. 

The decline continued in subsequent years despite 
renewed demand, with permits dropping by 76% 
in 2023 following the expiration of the 421-a 
tax exemption program in 2022. While 69,077 
permits were issued in 2022 in anticipation of 
the incentive’s end by developers hoping to “get 
in the ground,” permitting volumes plummeted 
to just 16,420 the following year. Changes 
in permit volumes around the 2019 HSTPA 
and 2022 421-program expiration reflect how 
demand-side restrictions resulted in supply-side 
constraints, creating barriers to competition 
from new rental developments.

EXHIBIT 2: SUPPLY CONSTRAINTS, MULTIFAMILY PERMITS  
PER 1,000 RESIDENTS, 2023

Source: Arbor Realty Trust/Chandan Economics; New Geography/Census Building Permits Survey
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During the same period, median asking rents fell 
from $2,897 per month in 2019 to $2,845 in 2020, 
and $2,648 in 2021, according to StreetEasy.com 
data (NYC Median Asking Rent 2010-2025). 
This 8.7% decline reflected a combination of 
pandemic-era disruptions: a temporary collapse 
in leasing activity, a sharp uptick in vacancy rates, 
and a behavioral shift as renters fled high-cost 
urban centers for more affordable and flexible 
living arrangements in “Sunbelt” cities. Yet the 
retreat in rents proved short-lived and as public 
health restrictions eased and urban migration 
patterns normalized, pent-up demand returned to 
the rental market. In 2022, StreetEasy’s median 
asking rents jumped by 28.5%, followed by 
another 6.9% increase in 2023, reaching $3,700 
per month by Q3 2023.

These double-digit gains were not merely a post-
pandemic rebound but rather a reflection of 
deepening supply-demand imbalances: against 
the backdrop of renewed demand and constrained 

new supply, rents surged. Importantly, the 
sharp escalation in rents occurred while the 
city’s total housing stock grew by less than 1% 
annually according to Furman Center data, a 
rate far below what would be required to absorb 
returning demand and maintain affordability 
city-wide. The policy agenda advanced by Mayor 
Zohran Mamdani—particularly its emphasis 
on expanded regulatory oversight—is likely to 
further increase development friction, with the 
full effects on housing supply and market rents 
becoming evident in coming years.

The income gap data reveals a striking pattern: 
NYC renters earn 36% less than the income 
required to afford the median apartment, yet they 
continue to pay. By contrast, renters in Dallas, 
Atlanta, and Phoenix earn more than required, 
signaling price elasticity that doesn’t exist in 
NYC. This willingness to pay despite affordability 
constraints demonstrates the depth of demand for 
NYC housing.

EXHIBIT 3: WILLINGNESS TO PAY (RENTER INCOME VS. REQUIRED INCOME GAP)

Source: Redfin Rental Affordability Report

The Furman Center provides further evidence 
of the structural imbalance, as reflected in the 
change in median price per unit (market-rate and 
affordable 5+ unit residential buildings). From 
2013 to 2018—a period marked by mounting 
policy uncertainty and flatlining permit activity—
the median price per unit rose from $183,000 to 
$318,000, an increase of more than 70%. By 
2019, the year HSTPA was enacted, median price 
per unit remained elevated at $300,000, signaling 
that investors continued to assign long-term 
value to income-generating rental assets despite 
intensifying political headwinds.

The 2020 pandemic brought temporary price 
compression, with values dipping 12.5% to 
$263,000 amid higher vacancies and investor 
uncertainty. Per-unit prices stabilized above 
$220,000 through 2024, suggesting that the 
retreat reflected transient conditions, not 
a fundamental change in asset desirability. 
Valuations never returned to pre-2013 levels. 
In a supply-constrained, policy-restricted 
market, pricing power accrues to incumbents, 
particularly those holding stabilized assets with 
minimal near-term exposure to permitting and 
capital market cycles.
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In this context, the median price per rental unit functions as a proxy 
for expected long-term income durability and capital appreciation. 
As rent regulation becomes more unpredictable and development 
timelines extend, investors focus less on short-term cash flow 
and more on embedded upside from a chronically under-supplied 
demand center. 

The resulting pricing behavior underscores a core feature of  
New York City’s “Complexity Premium” market-rate rents 
rise not only because of cyclical economic forces but because 
regulatory inertia consistently suppresses new supply.

EXHIBIT 4: NYC RENT TIMELINE; MEDIAN ASKING RENT 2010–23

Source: StreetEasy Median Asking Rent

Unlike rent-stabilized units, which are partially insulated from 
market dynamics, free-market units are highly sensitive to shifts 
in available inventory. When development slows and population 
growth resumes, the imbalance between demand and available 
units intensifies, particularly in high-opportunity neighborhoods. 
The result is upward pressure on rents and strengthened pricing 
power for landlords, notwithstanding suppressed rents in the rent-
stabilized segment because of regulatory restrictions. 

The dynamic generates a scarcity premium for existing assets and 
bolsters underwriting assumptions for new construction. Said 
another way, existing market-rate units face less competition from 
new development and benefit from the broader supply-demand 
imbalance as new projects stall under regulatory and procedural 
constraints. Investors developing free-market buildings stand to 
benefit from the market distortion created by policy constraints, 
assuming tight cost budgeting through the initial stages of the 
project and monitoring conditions throughout the investment’s 
time horizon.
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Only 48% of NYC’s rental stock 
consists of market-rate housing, 
compared to upwards of 94% in 
some Sunbelt markets.
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EXHIBIT 5: INVENTORY COMPOSITION (% OF RENTAL STOCK BY STATUS)

Source: NYC Housing & Vacancy Survey; National Low Income Housing Coalition Gap Report

The constrained addressable market is visible 
in Exhibit 5—only 48% of NYC’s rental stock 
consists of market-rate housing, compared to 
upwards of 94% in some Sunbelt markets. 
Against this backdrop of disproportionately 
limited market-rate supply, examining long-run 
housing production patterns becomes essential 
to understanding the persistence of elevated rents 
across municipalities. 

US Census data indicates that the number of 
authorized housing units (by private investors/
developers) in NYC has consistently exceeded 
both the national average and the number 
of units authorized in Sunbelt markets. This 
is not a one-off occurrence. On an absolute 
basis, NYC has authorized more units than 
Austin almost every year over the past fifteen 
years, underscoring NYC’s uniquely strong and 
persistent demand for multifamily housing and 
the size of its addressable market.

Even so, the demand is not matched by sufficient 
supply. Per-capita authorizations of new privately 
owned housing units in NYC have remained 
below the national average for the past 9-years. 
Moreover, over the past fifteen years, NYC’s 
per-capita authorization rate has averaged about 
1/5 of Austin’s. This chronic underproduction 
suggests that NYC’s rental market operates under 
a persistent structural supply deficit, especially 
when compared to Sunbelt markets.

Despite this chronically limited supply, NYC’s 
average rent has remained 1.6x to 2.1x that of 
Austin since 2015 (according to Zillow data). 
Even amid declining new-construction activity, 
NYC’s YoY rent growth has stayed above 2.8% 
every year since 2021. In contrast, Austin 
expanded its housing supply far more rapidly 
during the same period and has now experienced 
two consecutive years of negative rent growth, 
with a projected decline of -3.6% (2024/25).

EXHIBIT 6: RENT GROWTH DIVERGENCE, YEAR-OVER-YEAR RENT CHANGE

Source: Zillow; Observed Rent Index
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Taken together, these diverging trajectories between supply 
expansion and rent outcomes reinforce the conclusion that NYC’s 
high and rising rents are a direct consequence of long-term supply 
constraints, rather than short-run cyclical demand pressures. 

For long-term investors, these patterns suggest that rent appreciation 
in market-rate housing is not merely cyclical but structurally 
supported by persistent underbuilding. NYC’s layered regulatory 
framework—although aimed at tenant protections—contributes 
to a chronic supply-demand mismatch benefiting market-rate 
housing investors. This structural shortfall underlies the pricing 
power of market rate inventory and offers a durable foundation for 
investment strategies oriented around long-term income growth 
and asset appreciation.

PART 2: HOW TO LEVERAGE THE ALPHA OPPORTUNITY

The complexity premium is not universally available to all investors. 
It requires three conditions that filter many investors: 

	 1.	� operational sophisticationoperational sophistication to transform regulatory burden 
into competitive advantages

	 2.	�conservative capital structuresconservative capital structures that survive regulatory 
volatility

	 3.	 �time horizons long enough�time horizons long enough to compound the benefits of 
supply constraints

Consider the case of StuyTown (Stuyvesant Town–Peter Cooper 
Village), one of the most famous and recognizable real estate 
properties in New York’s history. When Tishman Speyer acquired 
the 11,200-unit property in 2006 at 80% leverage, they projected 
NOI reaching $504 million by 2017. Actual NOI was $197 million. 
They defaulted in January 2010. 

When Blackstone and Ivanhoé Cambridge acquired the same 
property in 2015 for more than $5.3 billion, they deployed 50% 
leverage ($2.6 billion of equity vs. $2.7 billion of debt). The 
regulatory thesis failed identically: all units became permanently 
rent-stabilized after court rulings eliminated the decontrol pathway. 
But the capital structure survived. 

Same asset. Different operating model.

THE THREE-PART OPERATING MODEL TEST

Foreign institutional investors evaluating NYC multifamily should 
apply a three-part test to any operating partner. Failure on any 
dimension may limit the premium capture opportunity.

1. Regulatory Velocity

How quickly can the operator respond to compliance events? 
A C-class (“Immediately Hazardous”) violation from HPD—
covering heat, hot water, lead paint, window guards, and rodent 
infestation—must be addressed within 24 hours, including 
weekends and holidays. An operator managing 5,000 units 
without dedicated compliance infrastructure cannot achieve this 
velocity at scale.

“I now have a full-time violations coordinator,” notes Marc Kaplan, 
President at Lisa Management, a property management company 
with 5,000 units affiliated with Hudson Companies, a NYC-
based development group. “It’s already paid dividends because I 
have a regular report and person dedicated to managing violations 
removal.” The role is as distinct to NYC as the doorman. It doesn’t 
exist in Sunbelt operating structures.

The lease renewal notice requirements illustrate the stakes. Under 
Good Cause Eviction, landlords must provide thirty, sixty, or 
ninety days’ notice (depending on tenancy length) for rent increases 
above 5% or non-renewals. Missing the notice doesn’t just delay 
turnover—it locks the operator into below-market rents, and 
because future increases compound from the current base, that 
missed increase permanently lowers the trajectory. As Remy 
Raisner of Raiser Group, an investment firm focusing on 1-5 unit 
properties in emerging submarkets of Brooklyn, explains: “If you 
don’t give them the 90-days’ notice, mid-October, you’re on the 
market in low season. Your lease expiration schedule is off and the 
rent may be locked for years. It can hurt the value creation plan 
from unit renovations.”

“If you get the compliance wrong, if you get the leasing wrong, if 
you get the abatements wrong . . . you could wind up losing 60-
70% of the value of a piece of real estate. You could be rolling 
free-market back to rent stabilization,” warns Robert Morgenstern, 
CEO at Canvas Property Group, a vertically integrated investment 
firm in NYC.

This structural shortfall underlies the 
pricing power of market rate inventory and 
offers a durable foundation for investment 
strategies oriented around long-term income 
growth and asset appreciation.
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2. Capital Structure Discipline

NYC multifamily CMBS distress rates reached 14.4% at year-end 
2024, up from 7% in 2023. The distress concentrates predictably: 
pre-1974 buildings show 25.1% distress rates vs. 2.9% for post-
2000 construction. Pre-1974 is effectively a proxy for rent-stabilized 
status, as the Emergency Tenant Protection Act of 1974 established 
the modern stabilization regime. 

The distress is regulatory, not physical; these loans were 
underwritten on deregulation assumptions that no longer exist. 
Building age is a proxy for leverage discipline as much as regulatory 
exposure. Target 55-60% LTV for positive leverage at current rates. 

Debt yield must be managed carefully. The $930bn CRE debt 
maturity wall in 2026, with 60% of 2021-2022 vintage loans 
reflecting the rate shock from 3-4% origination to 6-7%+ 
refinancing, will create acquisition opportunities for disciplined 
capital—and distress for overleveraged competitors. 

3. Vertical Integration Depth

Third-party management can be challenging for generating 
outsized returns in high-complexity markets for structural reasons. 
The economics are misaligned: third-party managers optimize for 
fee revenue and ease of operation (i.e., their labor cost to perform 
services), not the asset value creation. They cannot make the trade-
offs that capture complexity premiums. 

“When I was a third-party manager, I wasn’t losing money on 
a client,” explains an industry veteran of both the third-party 
and owner-operator management sectors. “Why would I? I’m not  
a nonprofit.” 

But within a vertically integrated structure, operating platforms can 
think holistically about value creation. In the NYC context, that 
means long-term price appreciation—and navigating potentially 
volatile interim cash flows from operations.

“If the development team needs me to make changes to my fees or 
the property staffing model, I can move things around to make it 
work,” explains that same industry veteran. “And the compliance 
portion needs to be tight. We can’t have violations impacting 
financing or relationships with government entities when it comes to 
new developments. Relationships with the City are our lifeblood.”

The vertically integrated operator can accept short-term property 
management losses to secure development deals and gives them an 
entry point to the capital appreciation benefits. Persistent regulatory 
issues can lead to firms being effectively shut out of the market 
and suffer reputational damage that extends beyond the NYC real 
estate market.

THE NEW PLATFORM ECONOMICS

Vertical integration in most industries, including real estate 
operations, requires minimal viable scale for positive unit economics. 
In NYC, 1,000 units could be considered a reasonable estimate of 
this scale. However, technology and distributed workforces have 
altered this threshold. 

Offshore back-office staffing in low-cost countries achieves 50-70% 
cost savings on accounting and assistant property management 
functions. Modern property management software platforms 
such as Yardi, AppFolio and others, streamlines operations that 
previously required more manual coordination. One operator 
reports maintaining a New York City operation of 21 staff supported 
by two offshore back-office employees handling bookkeeping and 
assistant PM functions—a model implemented this year as NYC 
real estate labor costs rose.

As the required platform scale drops, the constraint shifts from 
financial capital to human capital. Technology replaces low value 
tasks and amplifies the returns on judgement. A senior operator with 
integrated data infrastructure can make ten times the high-quality 
decisions of a traditional manager drowning in spreadsheets. This 
creates a “superstar effect”: in complex markets, small differences 
in operator quality produce disproportionate differences in returns. 
The implication for institutional allocators is clear: evaluate talent 
density, not platform size.

“It doesn’t scale as well as a SaaS business,” explains Morgenstern 
of Canvas. “You need human talent and human talent is hard to 
find. But that’s also the secret sauce of why an international or 
domestic partner will always rely on an operating partner.”

The implication for institutional 
allocators is clear: evaluate talent 
density, not platform size.
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THE COMPLIANCE ESCALATOR

Local Law compliance costs have escalated predictably, driven by 
safety incidents that trigger regulatory expansion. Understanding 
this pattern is essential for underwriting. 

Local Law 11 façade inspections illustrate the trajectory.  
In 2010, the requirement was straightforward: hire an engineer, 
pay $10k-$20k, and conduct a visual inspection. The 2019 updates 
to the Facade Inspection and Safety Program (FISP) eliminated 
purely visual inspections, requiring “close-up” inspections every 
sixty feet, mandating scaffolding or boom lifts. After a fatal 
balcony collapse, bolt testing requirements were added. Parapet 
walls were folded into Local Law 126. Today, a typical cycle costs 
$150k-$450k depending on building conditions.

“What drives the amount of money that we need to spend—these 
regulatory ‘goalpost-moving’ operations—happens because of 
an event,” explains an operations director. “A garage collapses. 
We’ve got to fix Local 126. A brick fell off the thirtieth floor and 
caused a fatality. We have to up the ante. Parapet walls are failing.  
Well, we never looked at buildings below seven stories before, so 
let’s just stick it into Local Law 126.”

The strategic response: budget for the next regulatory expansion, 
not just current requirements: “When we go into these projects, we 
don’t look just to get through what the minimum requirements are 
now. We’re looking at the next cycle in case it changes, what else 
needs to be done. And we’re looking at a budget to do it now”.

VIOLATIONS AS ACQUISITION INTELLIGENCE

Sophisticated NYC operators use violation patterns as their first 
due diligence screen—not their last. The HPD and DOB databases 
reveal intelligence that broker pitch decks obscure.

“If I see a C violation that’s been sitting for more than a year, it tells 
me one of two things,” explains Marc Kaplan of Lisa Management. 
“One, they can’t get access and I’m going to be spending a fortune 
on legal fees. Or Two, they just don’t have the available cash to cure 
the violation”.

The corollary insight: certain violations appear severe but cost little 
to cure. Means of egress violations—a back door locked that should 
be unlocked—registers as C-class fire hazards but may only cost 
$100-$500 to resolve. Missing smoke detectors, window guards, 
defective self-closing doors: all easily addressable. What looks 
scary to passive capital becomes a buying signal for operators who 
understand the actual remediation cost.

The information asymmetry is the complexity premium in action. 
The spreadsheet investor sees risk, but the integrated operator sees 
solvable mispricing.

THE PLAYBOOK FOR FOREIGN INSTITUTIONAL CAPITAL

Foreign institutional investors with $100-$500 million allocations 
should structure NYC exposure through programmatic joint 
ventures with experienced local operators. The entry requirements 
are clear: post-2009 construction exempt from Good Cause caps 
(exempt for thirty years from certificate of occupancy); emerging 
submarkets with attractive cap rates; 55-60% LTV maximums; 
and 7-10 year (or perpetual) hold assumptions.

For investors willing to partner with operators who have built the 
infrastructure to transform regulatory burden into competitive 
moat, NYC’s supply-constrained multifamily market offers risk-
adjusted returns over long hold periods. 

The barriers that deter many investors are precisely what protect 
the returns for those who navigate them.

ABOUT THE AUTHORS

Donal Warde is a Real Estate Investment and Operations 
Consultant. Richard Cadena is Vice President, Commercial Real 
Estate Credit, for Bank Hapoalim. Wenpeng Ding is an MS,  
Real Estate Candidate, at the Zicklin School of Business at 
Baruch College.



69

AFIRE 2026

The barriers that deter many 
investors are precisely what 
protect the returns for those 

who navigate them.


