From Development to Design: How Foreign
Investors are Changing Luxury Real Estate
By Michael Nourmand

In the compstitive Los Angsiec real estate markst, it is not uncommon for properties
In decirabls locations to sall for record braaking prices. But at the higher and of tha luxury
markst, fewer buyers ans purchasing. LA, luxury real ectate is changing. no question. Though
thers has been a sprinkiing of large sales, homs sales in excess of $20 million have cooled
off. So what's causing the markst to cool? Fewsr forsign invaestors are choosing the U.S.
For years, the U.S. has besen sesn a& an attractive investmant, and a safs haven for forsign
investors o park their monsy. But the baginning of 2016 marksa a shift: fewsar forsign inves-
tors are putting money into LA. real estate. The $20 million and up raal ectats markst, which
nas flourished In recent yaars thanks to intemational investmeant, has now started to cool. |
would sstimate that forsign buysrs ars now only making up about 20% of the big purchasss.

The decrsase in forsign investment is Bksly dus to a varisty of factors, inciuding the
dropping oil prices, higher rsal estats prices, an intemational economic slowdown, inter-
national economic slowdown, and iNvestors ars having difficulty getting money out of their
nome countries and into the U.S. Significantly, the dollar has also bacoms stronger, meaning
that real ectats prices have gons up. It's true that L A. still has ons of the most inexpensive
real estate markets when compared to other international cities like London and New York.
But we can't discount the fact that incomsc ara significantly higher in thoss cities. When we
consider real estate prices raiative to incoms, LA is not such a bargain.

Builders Are Monitoring Their Risk
Decreass In forsign investment is trickling down to developmeant. In previous years, thers
was a push to build slaborats homes, with the idea thers would bs bigger profits. Trousaale is
a good exampés. it's a neighborhood of numerous ons-story NOmss, and drew graat intsrast
and largs sales when developers saw a potential for big monsy. But as forsign investment
slows down, buliders wonder if they are taking too much risk by bullding ultra-luxury homss
in a markst with fewsr buyers. Many buliders try to reducs thsir risk by salling plans, permits
and randerings before they begin new projects. This allows them to rstain soms profit ang
move on to other, mors in-demand projects. It's a smart move on developers’ part. Buysrs
who can afford homes in the $20 malion and up rangs will always bs a small markst, and
with the downward shift in forsign investmant, it will likely shrink mors. Expect to see builders
focus Isss on over-ths-top expensive homes. Buyers are looking for homes in the mid-range N\
“swest spot.” In spite of a decrsasing amount of forsign investment, or perhaps becauss of S Michael Nourmand is Presidant of
it. more buysrs want homss in the $5-8$15 million range. This markst is very active among &% Nourmand & Associatss, 8 sacond
“move-up buyers,” psople who ars second-or third-tims homsbuyers salling & I8cs sxpen- ' gsnaration, family-ownsd ana
Sive property and upgrading to a mors expensive ons. One arsa particularly hot is the Flats '8 opserated, luxury real ectate
of Beverly Hls. The biggest chassngs for buysrs is thers A Doutique with offices in Beverly
simply aran't many favorable proparties avaiabils in thair Hills, Brentwood and Hollywood.
prica range. Buyers ars finding that appealing homes ars ,
Ested at exorbitant prices, while reasonably priced proper- FRdl  He can be reached at
tiec do not fit thair nesds. With limited options, move-up 1 mnourmand@nourmand.com or
homebuyars ars somstimes choosing to wait until a better | 310-274-4000.
home becomes available. One of my clients soid his home &
and is renting now, waiting to buy in the futurs. I've had
several sellers negotiats lsasebacks for the sams reason.
Regaraisss, the $5 - $16 million “swest spot” remains very
active in the luxury markst, but it is location-specific.
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Buyers Prioritize Land Over Views And Ultramodern Finishes.

Historicalty, land appreciates mors, and there will always be a demand for land because
of the limited supply. Devalopers can't tum office space or apartmsnts into a singss family
home with a yard—open space will always De valuable. Land is also mors appaaiing to many
of those move-up buysrs looking in the §5 - $15 million range. First-tims homabuyers often
prioritizs views; howsver, onca thay start a famity, couples realize that homes with views often
navs small yards with hardscaps and the strests don’t have sidewalks, which makss them
unaccommodating for chiidren. When they decide to upgrads, land is a bigger factor. In tsrms
of decign trends, the ultramodsr &tyls seems to have reached itz peak. Opan concspt is still
popular, 50 modsrn dasign won't die out complstsly Decauss it's mors conaucive to that floor
plan. But buyers ars starting to gst tired of seeing the same houses over and over again. |
anticipate that we'l 586 modern design mellow out, with warmer finishes ana furniturs rather
than concrete floors and harsh linss.

Forsign investmant transformad the L.A. raal estate markst after the recassion, and it's
about to changs it again. If you'rs watching tha luxury market, whether you'rs a builder or a
buyer, ba on the lookout for thase smerging trends. B
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