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BEAR BITES BEAR 
Peter Slatin 
 
Rarely do literal events take such vividly oracular shape, but the deadly collapse of a construction crane in 
Manhattan's East Midtown area on Saturday could hardly have been more indicative of the dangers of a real estate 
and financial marketplace gone haywire. 
 
The fall of Bear Stearns & Co. on Sunday, while it has not yet left anyone for dead, has surely put thousands of 
employees and partners in financial and career limbo or worse, as ESOP wealth vanished into thin air. In the 
commercial real estate world as elsewhere in the capital markets, the speed and depth of Bear's fall left onlookers 
gasping for breath and grasping for comprehension, something that has been in increasingly short supply in recent 
weeks alongside the dollar's value. 
 
Its own real estate has been one of Bear Stearns' few comprehensible assets: as has already been widely noted, the 
value of the bank's 1.1 million square foot trophy headquarters building at 383 Madison Avenue, pegged at about 
$1.1 billion – at last week's prices – dwarfs the $236 million that JP Morgan Chase will pay for Bear's stock. 
 
Late Monday, Chase said it plans to move 7,000 bankers to 383 Madison Avenue, even though the downtown bank 
has announced plans to build a much disliked new building at the site of the benighted former Deutsche Bank 
Building at 130 Liberty Street, which is still being deconstructed after being fatally injured on 9/11. But the prospect of 
occupying a nearly state-of the- art banking building (it was completed in 2001) with its own entrances to Grand 
Central Terminal is certainly seductive. Even with the move, JP Morgan Chase will have a substantial presence 
downtown, where it now occupies more than 1.6 million square feet, according to CB Richard Ellis. That means it 
could move a great number of people uptown and still lay claim to a major presence in the Financial District. 
 
The addition of 383 Madison – a site that Chase looked carefully at acquiring in the mid-199s - will create a true 
campus for the bank that includes 270 and 277 Park Avenue, which sit just east of the Bear building and where 
CBRE notes that Chase occupies some 2.4 million square feet. Even if its deal to buy Bear falls apart, Chase will 
retain an option to acquire 383 Madison for $1.1 billion. 
 
Even as rumors abou8t the next investment bank to blow away, that 383 Madison should play such a visible role in 
the Bear Stearns drama should gives those with a long-term view a little comfort about the essential nature of both 
banking and real estate: they are cyclical. 
 
Bear Stearns tenancy there was originally structured as a so-called synthetic lease, an off-balance-sheet 
maneuver that was the cream of structured real estate finance at the time and that in some ways presaged the 
sleight-of-hand slicing and dicing that has put Bear Stearns and other financial institutions at risk. 
 
Those who think that petrodollars are new on the scene will do well to recall that the valuable ground underneath 383 
Madison is actually owned by the Saudi al-Babtain family, which bought the site for $55 million in the mid-1990s from 
Credit Suisse First Boston, practically stealing it out from under late developer Howard Ronson. Ronson had a two-
year option with CSFB to develop the site, and thought he had just wrapped up enough lease deals to finally nail 
down a firm commitment from a construction lender. (One of the tenants that had pledged to take a few hundred 
thousand feet there: JP Morgan.) 
 
But it was not to be. A week before Ronson’s option expired, Bear Stearns claimed to have the site sown up, 
even though Ronson felt he had a handshake with CSFB. And then the al-Babtain clan surfaced, waving a right of 
first refusal to buy the land, a right they exercised at the $55 million price agreed by Ronson It took the Saudis 
another nine months to sign a deal with Bear Stearns, which desperately wanted out of cramped offices at 245 Park 
Avenue, a building that had migrated from the hands of another overstretched entity, Olympia & York, into those of its 
successor, Brookfield Properties. 
 



If the site was such a prize, why did CSFB want to sell? Because the Manhattan leasing market was at a nadir in the 
early and mid-1990s, where it had plunged following the overbuilding of the 1980s. And it was in 1985, after all, that 
CSFB had acquired the site as a development parcel from Manhattan Savings Bank – for $80 million. And they had a 
tenant lined up: investment bank Dillon Read. The only problem, recalls Bill Hedman, a broker at what was then 
Edward S. Gordon (now CBRE): just as the deal was to be signed, word came that Barings, an investment bank that 
owned a big chunk of Dillon Read, was going to file for bankruptcy – forced out of business by a rogue trader. 
As we’re increasingly learning, not only can’t you make this stuff up, there’s just no need to. 
 
FRAMING THE QUESTIONS 
 
All of this remains fascinating – that JP Morgan almost moved to this site more than a decade ago; that another 
potential lessee had to abort its deal because of outrageous banking practices; that a site that fetched 
$80 million was worth just $55 million ten years after and $`1.1 billion (with improvements) a dozen years on; 
that investment banks and real estate values come and go. 
 
Now, though, we need to look at what has brought Bear Stearns, and the larger economy, to its current state 
and where we are heading. We've spoken with several top investors, deal makers and advisers throughout the 
day, and the major consensus is this: the way forward is really unknown. That admission itself is a huge step in 
the right direction. 
 
The first to say this was also the first person we spoke with. Jacques Gordon, global investment strategist for 
Jones Lang LaSalle, was blunt. Noting that he had just returned from the international MIPIM conference in 
Cannes, he said that he had been canvassing his global managers in advance of an upcoming strategic review 
for LIM, which has direct real estate investments in 32 countries and, through REITs, is invested in 35 
countries. 
 
What did he see taking place in the global capital markets? How would different real estate markets be affected in 
terms of leasing and investment sales?  
"We're asking the same questions for ourselves," he said. "Frankly, we don’t feel we have a good read on 
where things are going." 
 
A key uncertainty: factoring in the "unprecedented fall of the U.S. dollar." Gordon says that his overseas managers 
are starting to see changes in the hitherto upbeat Asia/Pacific markets, which were stable until the start of the year 
but have begun to show "some of the same equity market turmoil" present in the U.S. and Western Europe. "A lot 
of global investors are looking at how the U.K. market is playing out and has gone well on its way to repricing," 
he said. Best-in-class buildings in the City of London have given back up to 25% of their value, he says, and 
those in the West End up to 15%. That repricing "has not shown up on our shores," he added, "because our yields 
never got so far below our risk-free rate" as they did in the U.K. As a result, he believes, "We won't have 
the same kind of hit to value." 
 
Daniel Alpert, a principal of Westwood Capital in New York and a consistent alarm-ringer on the spillover 
effects of out-of-control consumer debt, agrees that repricing, not liquidity, is at the heart of the matter. "The banks 
have positions on their books that are all declining in value to an unknown level at an 
unprecedented rate," he notes. "We're in a universe that has just experienced massive asset inflation."  
 
According to Alpert, housing prices climbed 74% nationally from 2000 to 2006, while consumer debt rose from $5.2 
trillion to $11 trillion in the same period; he expects to see the loss of up to $1 trillion in capital as a 
result of the consumer debt buildup. "You have to allow the assets to reprice," he said simply. “It’s not a complicated 
story.” 
 
Indeed, it is simple enough that the financial devastation now in process seems all out of whack with its 
underpinnings. Dale Anne Reiss, global director of real estate for Ernst & Young, says “it’s incredible that this all 
started with some subprime loans on houses that still have residual value.” Of course, it will be some time before that 
value is arrived at. “One of the hardest consequences is the total shutdown of the lending market, and that's the worst 
thing in terms of the commercial markets,” she says. “Today, most people are holding their breath.” 
 
If that’s the case, there will certainly be a lot of blue faces out there; after all, notes Jacques Gordon, this will be the 
story for at least the rest of 2008. “This is a process of deleveraging and creative destruction,” he explained. “It's what 
open markets need to do, and that very much describes global real estate as right behind the banks.” 


