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Pit Boss

By Jason Schwartz

September 2011

Steve Roth: The Pit Boss Behind the Filene's Crater

New York real estate mogul Steven Roth wowed Boston in 2006 with plans for a gleaming skyscraper that would replace the old Filene’s and spark a renaissance of Downtown Crossing. Five years later the project is on indefinite hold, and the only thing Roth has delivered is a mammoth crater in the heart of the city.

By Jason Schwartz 

THE MOST ABSURD thing about the absurd, city-block-size hole in the ground in Downtown Crossing isn’t actually the hole. 

It’s not the century-old building with its backside ripped off that stands next to it. It’s not even the tattered white tarps that, in an effort to make downtown Boston look slightly less like downtown Sarajevo, have been pinned onto that building and another bombed-out-looking structure to hide their crumbling guts. 

No, the most absurd part of the now three-year-old hole in the heart of our city is the signage that still adorns it. Plastered on the walls and wire fences surrounding the site from Summer to Washington to Franklin streets, the signs announce the coming of something great. “One Franklin,” they proclaim, referring to the name of the $700 million, 39-story development that was planned for the spot where Filene’s used to stand. “Exceptional Offices, Stylish Residences, Fashionable Shopping, Luxury Hotel.” The seal of the City of Boston and Mayor Tom Menino’s imprimatur are hung up all around, too. 

If you didn’t know better, you’d think a luxury building was going to sprout up any minute. But, of course, it’s not. Construction on One Franklin officially stopped in June 2008. [This was not long after the Global Financial Crisis became obvious. –FNC] James Michael Curley has a better chance of rising from the ground than does that particular building with that particular design, dreamed up, as it was, at the peak of America’s real estate wave. You know this for sure when you walk all the way around to Hawley Street, where the banners covering the wire fence run out. There you can peer through the fence directly into the hole, big enough to host at least three swim meets at once. It’s not pretty: twisted metal, wood scraps, empty bottles, and not a construction worker in sight. 

When New York developer Steven Roth and his Vornado Realty Trust announced the project five years ago, the news was met with universal acclaim. The classic though dated buildings that used to be Filene’s would be replaced by an awesome tower, the linchpin of a reborn Downtown Crossing. But long after the department store came down, nothing has gone up to replace it. Instead, there’s a hole that projects a kind of shadow across the neighborhood, casting everything nearby in its squalor. 

'“It’s right outside my window,” says Dean Stratouly, a developer who works on the 11th floor of 33 Arch Street, a high-rise he built. “I call it Beirut.” He says traffic at his Arch Street garage has been off since Filene’s closed, a fact that’s rippled through businesses in the rest of Downtown Crossing. “The neighborhood without that retail isn’t as vibrant,” he says.

The damage hasn’t been limited to just that section of Boston, either. John Fish, the chairman and CEO of Suffolk Construction, the firm contracted to knock down the Filene’s buildings and put up the new one, tells me that the hole has turned all of Boston into a national joke. “We hear about that in every city we go to,” he says. “People in California, people in Virginia, people down in other parts of the country — Florida — will ask, ‘What about that big hole in the ground?’”

Menino has been asking that same question — very loudly. Powerless to force Roth and his company to do anything, he has taken to trying to browbeat them into action, alternately calling them “arrogant,” “stubborn,” and, most damningly, “those New Yorkers.” But the famously unyielding Roth has not budged. After all, he’s more used to playing the bully himself. A person forced to negotiate against him once put it this way to the New York Times: “Steve liked to begin by saying, ‘Your worst nightmare just walked into the room.’”

Now our worst nightmare sits in the middle of Downtown Crossing. Plodding through there not too long ago, I couldn’t stop asking myself, How could this have happened? The Central Artery has come down, green space is up, the Seaport is booming. Boston has never looked better. How could the most important project in the city have become such a disaster?
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ONE FRANKLIN does actually exist somewhere. A roughly four-foot version of it sits on a platform in the center of the lobby at developer John Hynes’s Post Office Square headquarters. When Hynes hits a button, it lights up. Unfortunately, there’s no button for making it grow. 

In his office down the hall, Hynes explains how we came to have a pit as our centerpiece of urban renewal. It all began in 2005, when Federated Department Stores acquired the Filene’s chain. Federated announced that all Filene’s locations would be folded into the Macy’s line it already owned. And since there was a Macy’s right across the street from the Downtown Crossing Filene’s, the flagship Boston location (which was spread across four adjacent buildings) would be closed. Shortly after, Federated put the whole thing up for sale.

Though Vornado Realty Trust’s properties are for the most part concentrated in New York and Washington, Steven Roth saw value in the Downtown Crossing location and offered Federated $100 million for it. When that offer was preliminarily accepted, Hynes saw an opportunity for his company, Gale International. (He now heads Boston Global Investors.) A tall, athletic guy who played goalie for Harvard’s hockey team, Hynes shifts forward in his chair as he explains how he called up Vornado to sell the company on his local connections. His One Lincoln development in Chinatown had been a huge success, and with the 21-story high-rise at 101 Arch Street, he’d already shown he could build in Downtown Crossing. He should be the New Yorkers’ point man in Boston, “play quarterback” for them, he argued.

Hynes wanted in badly. There were some challenges to Downtown Crossing, with its empty storefronts and crumbling sidewalks, but Filene’s sat at the nexus of the T and the center of Boston itself. Hynes had built successful developments in town, but nothing as important as this. The grandson of the former Boston mayor of the same name, he would help jolt a neighborhood back to life and reshape the city. 

Vornado said Hynes could join the deal if he could come up with half the money for the purchase. Gale wasn’t the type of business to invest big dollars itself, so Hynes, in turn, went out and recruited J. P. Morgan and the real estate firm Mack-Cali to get in, at 35 and 15 percent stakes, respectively. In other words, Hynes wouldn’t be putting any money into the deal or have any ownership. Instead, he’d work for a fee, earning a bonus if the new building made a certain amount of money. “Our job was to assemble the team,” he tells me. “To bring in the best architects, engineers, lawyers. Shepherd this thing through the process with the state and the city.” 

Once the deal was finalized, Hynes and his partners wasted little time making decisions: the building’s height, use, architecture — all were determined by the end of 2006. Next it was time to seek approval from the Boston Redevelopment Authority. Navigating that process, as anyone who’s ever tried to build anything in this city knows, is a lot like getting anywhere in Boston at all: There are one-way streets, pothole-ridden roads, and dead ends everywhere. Mayor Menino keeps a tight grip on the BRA, basically using it as a mechanism for deciding what gets built and what doesn’t. The Globe once described a particularly memorable scene in which the developer of 111 Huntington, that crowned building near the Pru, let the mayor choose the design of the structure’s trademark cap as a way to win favor. It’s a questionable enough arrangement for any mayor, let alone for one famous for his scorekeeping and nursing of grudges. “A partner of mine from New York refers to Boston as a banana republic,” says one local real estate insider. 
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As it turned out, though, the permits for One Franklin flew: The BRA board approved the project unanimously in August 2007. Things in Boston just don’t happen that fast, but this was an instance where the developers’ interests lined up with the mayor’s. Resuscitating Downtown Crossing has been a pet project of Menino’s for years. That may explain why, as the Globe would later report, the BRA let Vornado slide on certain zoning laws and skirt some requirements in order to get the project moving quickly. The developers were even given approval to start work before they’d locked down their financing. “That’s not really normal,” says one longtime member of the Boston real estate scene. “It’s been done before. Not very often.” (BRA officials declined to comment, other than a statement saying everything was done by the book.)

“Probably the most exciting 90 days of my career” is how Hynes describes the beginning of 2008. [Also the beginning of the long March – Nov. slide that marked the coming out of the GFC. –FNC] The law firm Fish & Richardson signed on as an anchor tenant for the office space, and other tenants, including Le Méridien Hotel, followed suit. Vornado and its two money partners figured the cost of the building would be $700 million. Hynes says they planned to put up $250 million in cash combined and borrow the rest. With banks clamoring to get onboard, nobody doubted the loan would be easy to come by. Demolition began in April 2008, and as spring became summer, there was no turning back. 

Then “something happened,” Hynes says. That something was Bear Stearns and Lehman Brothers going down, and the rest of the economy looking like it was headed off a cliff. “Now the banks aren’t calling us back. We’ve got a problem,” Hynes recalls. That financing that had never been locked down had vanished. Suddenly, Vornado and its partners didn’t have the money to rebuild the site they’d just spent millions tearing apart.

STEVEN ROTH IS A STONE-COLD business killer, plain and simple. “You can’t get every last ounce of blood,” an exasperated executive once told the New York Times after negotiating with the Vornado Realty Trust head. “It’s very hard to live that way.” But Roth has. While other big real estate firms keep it simple by focusing on one type of property, Roth is known for going after anything he thinks will make him a profit. One of the largest commercial landlords in New York, he’s earned a reputation as not just an outside-the-box thinker, but also as a nail-spitting back-alley brawler, loath to ever leave a penny on the table. 

Roth looks the part: He is bald, with gray hair on the sides and eyes that squint just narrowly enough to give him the appearance of the quintessential movie-villain financier. In private, he’s known for his salty and entertaining speech. But in public, he hardly ever says a word. He refuses to talk to the press. (He declined repeated requests for comment for this story — nobody from his company would talk.)

Such is Roth’s veil of mystery that Vornado, a publicly traded real estate investment trust, doesn’t even bother with routine matters of communication, like, say, quarterly earnings calls. “It’s very unusual for a company of their size,” says one analyst who follows the firm. Instead, Vornado releases information to its investors in an end-of-year letter — allowing Roth to control the flow of information. “Most of the sector would get punished for holding that as an operating standard,” the analyst says. In other words, investors would balk at such unresponsive management. But because Vornado puts up the numbers — its first-quarter profit this year was $412.7 million, up from $214.6 million last year — its opaqueness simply adds to the Roth mystique. It’s an advantage. He gets away with it. 

Roth has long pressed every advantage he could. A native New Yorker, he graduated from Dartmouth [So did Paulson.] in 1962, earned an MBA from the same university a year later, and soon cofounded Interstate Properties, an outfit that bought and ran strip malls. As he rose from New Jersey real estate obscurity, Roth’s business model was essentially to see a vulnerable animal, shoot it, and then sell the fur for more than the thing was ever worth alive. 



His first such hunting expedition came in 1979, with a company called Vornado Inc., which operated the struggling New Jersey discount department store chain Two Guys. Because of its prime locations, Roth figured Two Guys’ true value was in its real estate, not its retail business. So Interstate bought a 16.37 percent stake in Vornado and proceeded to wage a proxy battle against incumbent board members. Roth wanted to shut down Two Guys and rent the land. Vornado’s board members wanted to try to save the chain. Roth eventually got his way and quickly moved to liquidate the 60 Two Guys department stores. Now in control of Vornado, Roth turned the company’s focus primarily to real estate. 

Even before he’d finished shutting down all of the Two Guys stores, he set out to repeat his triumph, this time eyeing a bigger prize: Alexander’s, the storied New York department store chain. Its flagship midtown Manhattan location, at 59th and Lexington, sat on particularly valuable land, and clearing out the six-story store and replacing it with a 60-story tower could make someone a fortune. So in September 1980, Roth’s Interstate Properties bought 7.1 percent of the publicly traded Alexander’s, increasing its stake to 9.3 percent over a few months. Roth was primed for another proxy battle.

Standing in his way was Sandy Farkas, the eldest of Alexander’s founder George Farkas’s four boys. Of the three sons still involved in the business, Sandy was the most committed to Alexander’s as a retail operation. He wanted no part in bringing in an outsider, let alone a real estate speculator. Sandy’s brothers Robin and Bruce, though, were more open to change. They were intrigued by the value of the real estate, and Roth ultimately convinced them to see things his way, which earned him influence with the board. Over the next decade, Roth slowly built up his holding in Alexander’s to 28 percent. Then in May 1992, after outmaneuvering Donald Trump — who owned 27 percent of the chain but was forced to give up his shares to cover debts — Roth pushed Alexander’s into bankruptcy and shut down its 11 New York–area stores. Five thousand Alexander’s employees were suddenly out of work.

The Chapter 11 filing struck Newsday business columnist Allan Sloan as strange: “Alexander’s cash and the proceeds of its going-out-of-business sale were enough to pay its suppliers in full and close its stores without resorting to Chapter 11,” Sloan wrote at the time. “So why file? That way, no one can blame Alexander’s board of directors for closing the stores and putting 5,000 employees on the street. No blame attaches to Alexander’s dominant shareholder, a low-profile real estate developer named Steven Roth.”

Alexander’s was a struggling business that very well may have died anyway, but someone familiar with how the closings went down says there were members of the leadership team who wanted to try to turn the chain around. More notable, at least to this person, was Roth’s attitude about the employees who lost their jobs. “Bottom line: I don’t think it bothered him a whit,” says the source, who, because he still deals with Roth, requested anonymity. “There were people who had been with the company for 20, 30 years.”

It was a classic Steven Roth move: calculated, stealthy, and brilliant. “He will do anything for a profit. He is very, very effective,” the source says. “Don’t get in his way.”

After the Alexander’s takeover, Roth continued to grow his business. In 1993, he took the private Vornado Inc. public, renaming the firm Vornado Realty Trust. Then, in a major coup three years later, he brought on Michael Fascitelli, head of the Goldman Sachs real estate investment banking group, as his second in command. In 1997, Roth made his biggest move yet: the $656 million acquisition of seven midtown Manhattan office buildings — totaling 4 million square feet — from the Mendik Company. Today Roth serves as Vornado’s chairman — he was CEO until he handed that position over to Fascitelli in 2009 — and very much remains the firm’s guiding light. 



Roth has never been interested in hitting singles, says Dan Fasulo, the managing director of Real Capital Analytics, a New York City–based real estate research firm. Instead, he likes to load up and swing for the downs. And in the steroid era of real estate, few have hit more out of the park. His success has been due in no small part to his willingness to wait for the perfect deal. 

Consider, for example, Alexander’s. Roth spent more than a decade trying to get his hands on that 59th and Lexington location, and a funny thing happened once he did: nothing. Roth shut down the department store in 1992 and let the building sit…and sit…and sit. A high-rise office project with retail on the bottom floors seemed like the obvious choice, and Roth considered all sorts of potential tenants, always rejecting them. There were meetings with everyone from Barnes & Noble to Planet Hollywood to Sotheby’s and Christie’s to the Ritz-Carlton. Nothing happened. 

Then, in 1999, New York announced it was going to change its zoning laws. The Alexander’s site had previously been zoned for a tower of up to 800 feet, but would now be limited to 495 feet. Rushing to grandfather his land, Roth demolished the Alexander’s store. With the foundation cleared before the new laws took effect, Roth kept the right to go tall. Midtown Manhattan, meanwhile, now had — and stop me if you’ve heard this one before — a giant hole in the ground. It sat there for a very long time. Roth was called the “Hamlet of Lexington Avenue” for his inability to make a decision about what to do with his pit.

Finally, in May 2001, nine years after Alexander’s closed, he got the deal he wanted when Bloomberg agreed to build its headquarters on the site. The result was a $630 million, 55-story shimmering glass tower, complete with retail at street level and condos on the top floors. The Bloomberg Tower has been a home run. 

In March 2010, with Vornado sitting pretty as one of the largest real estate trusts in the country, and the Filene’s hole in Boston simply sitting, Roth reflected on the Alexander’s affair while delivering a lecture at Columbia University. As originally reported by the New York Observer, the real estate tycoon scoffed at his depictions in the New York press. “I couldn’t make a decision; I didn’t know what I wanted to do. Bullshit. I knew exactly what I wanted to do. I wanted the price to go up. A lot. And I was willing to wait because I had almost no basis in the land.

 “My mother called me and said [of the site], ‘It’s dirty. There are bums sleeping in the sidewalks of this now closed, decrepit building. They’re urinating in the corners. It’s terrible. You have to fix it.’

“And what did I do? Nothing. 

“Why did I do nothing? Because I was thinking in my own awkward way, that the more the building was a blight, the more the governments would want this to be redeveloped; the more help they would give us when the time came.

“And they did.”



I WAS NOT THERE WHEN MAYOR MENINO learned of those Roth comments. But I like to imagine that they made him spit his cereal out onto his newspaper and run in circles around his kitchen with steam gushing out of his ears. His public reaction was about that subtle, anyway. The parallels between the Alexander’s and Filene’s situations were obvious. “Inflicting pain on people, businesses and communities to inflate the return to your enormously profitable company is reprehensible,” Menino immediately wrote in a letter to Roth. The fuming mayor threatened to take the Filene’s site by eminent domain (though most believe this isn’t a realistic option), and by November the BRA had revoked Vornado’s building permits. 

Even though John Hynes has no ownership in the Filene’s site and, as he says, no say in what Vornado does with it, he has also felt Menino’s wrath. “The mayor’s made it pretty clear what he thinks about me,” the Boston developer says. “He’s got me painted with this Filene’s brush. I got him into this mess.” Hynes says the hard feelings have hindered his Seaport Square project on the South Boston waterfront, as well. “We don’t have the relationship we had,” he says. “He’d prefer not to talk to me, because he’s upset.”

For all his fulminating, though, Menino — who declined to comment for this piece — also has himself to blame. After all, his BRA did allow the project to speed through the approval process. In any case, we find ourselves at a stalemate today. But what Menino — and all of us — should fear is not that Roth and Vornado are in some way encouraging blight to win more government dollars. They’d have to be delusional at this point to expect any handouts from the city. What we should very much fear is just how damn patient Vornado is willing to be — how long Roth is willing to wait for that perfect deal. 

When Vornado and its partners bought the Filene’s site back in 2006, they imagined that the return on investment would come from lucrative office-space rentals and condo sales. Today, the consensus in Boston real estate circles is that while there’s a market to build apartments in the city (rental prices have never been higher here), office and condo demand is still soft. Since apartment buildings aren’t as profitable as those other alternatives, there’s little incentive for Roth and Fascitelli to build now.

Vornado and friends paid cash for the site and have no debt obligations on it. Waiting doesn’t cost them much. Roth’s firm has written off $36 million in costs on the project, but that’s a drop in the bucket to Vornado, which has some 250 properties, more than 100 million square feet of space, and assets worth over $20.5 billion. “They can hold this thing indefinitely,” the analyst Fasulo says. In the grand scheme of Vornado, it’s just not a big deal. Tellingly, not one of the several analysts I talked to for this piece — people whose job is explicitly to follow Vornado — were intimately familiar with the Filene’s project. 

But what’s nothing to Vornado means everything to Boston. That’s why Menino has demanded that the company take whatever it can get for the property and unload it to someone who’s willing to build now. Vornado’s allegiance, however, is to its shareholders, not our city. Though it put the site up for sale in the fall of 2010, it has yet to find a buyer to its liking. Vornado is apparently only interested in moving the property at its price: roughly $100 million, according to Hynes. That is, of course, the same price Vornado and its partners bought the Filene’s block for at the height of the real estate market. Though, as Hynes notes, the partnership has put another $90 million of work into it.

Local insiders regard that asking price as laughably high. “We all have our dreams,” says developer Dean Stratouly. “I don’t see how you get to it.” George Fantini, a Boston real estate veteran and the chairman and principal at real estate financing firm Fantini & Gorga, says $100 million would be “very difficult to support.” Others around town had a similar reaction, especially since recent rounds of bidding reportedly brought back offers in the $40- to $60-million range.


But Hynes insists that three bidders recently approached Vornado’s asking price. “There have been a few that have gotten close and have been accepted, only to fall out of bed before they closed,” he says. Someone else familiar with the sale process confirms that in May, “two or three” bidders, all from out of town, came in above $90 million. [Why not.  With ZIRP, anything is possible.] Hynes says that one prospective buyer, an investor group led by the Hanover Company out of Houston, all but had a deal, only to have it fall apart at the last minute. Another source close to the negotiations indicated that talks for a deal in the $90- to $95-million range were in “advanced stages,” but broke down when a member of Hanover’s investor group backed out. Both Hynes and the source say that Hanover intended to build apartments on the site.


As of right now, Hynes contends that including Hanover, there are six potential buyers — all from outside Boston — engaged in the sale process. Each of them, he says, is well aware of Vornado’s asking price. He adds that there could also be a scenario in which Vornado forms some sort of partnership with other investors to get the project going. (That there are six groups from outside Boston was corroborated by another source close to the process.) 

In one form or another, though, Hynes insists that action is imminent. “Is it going to happen?” he says. “Yes. Is it going to happen soon? Yes.” He believes that Vornado will announce a decision by the beginning of October. If you find that hard to believe, then, Hynes says, you’re probably from around here. There’s a reason, he asserts, that all of the bidders are from out of town: “There isn’t a local player that has that kind of money.” But it’s not just an issue of finances, he adds. “The local players are, I find, they’re a little tainted. You know, they’re too close to the trees. They don’t see the location like out-of-towners do.”

Hynes concedes that mistakes have been made. “The building probably should not have been demolished,” he says. “It was done with the best of intentions, and everyone’s getting slaughtered for it. But it took some balls to go buy that building and get it going.”

That said, it’s also more than possible that Vornado has absolutely no intention of selling right now and is just weighing offers in order to stall for time. On the same day I spoke with Hynes, Menino got up at a conference and launched yet another attack on Vornado. “They are a scurrilous group that should not be in the real estate business,” he reportedly said. It’s hard to believe the mayor would have been in such a bellicose mood if he thought a deal was in the works.

Economically, the smartest play for Vornado seems to be to wait and develop the project itself. That would be consistent with its track record, too. Why voluntarily take a loss? Then again, Vornado does have some interest in appeasing local politicians. Despite owning only one other building here (the Boston Design Center), Vornado has a 20 percent stake in Suffolk Downs, one of the sites clamoring for a casino if the state legalizes gambling. Menino could well thwart the East Boston track’s expansion plans. That alone could be incentive for Vornado to move on from Filene’s. 

The reality, though, is that there is only one thing of which we can be certain: Whatever Roth, Fascitelli, and Vornado choose to do with the hole at the Filene’s site, it will not be motivated by even the smallest bit of caring about the city of Boston. Even if Vornado does give in to Menino’s demands, it will almost surely be because Roth sees a bigger score down the road. Steven Roth doesn’t leave a penny on the table for anyone.  
Web Extra
What was it like covering this story? Find out here. 

From the Archives 
Why Menino keeps blocking a Harbor Garage revamp
Nov 2010 

Event Timeline:
July 2005: Federated Department Stores acquires Filene’s and announces the chain’s flagship Downtown Crossing location will be closed.

July 2006: Vornado Realty Trust and its business partners buy the block of buildings for $100 million, planning to raze and rebuild.

Sept. 2006: Vornado and Hynes announce plans for One Franklin, a $700 million, 39-story tower to replace Filene’s.

Aug. 2007: The BRA unanimously approves the plan.

April 2008: Demolition begins. 

June 2008: Work stops as the economy teeters. Two partially torn-down buildings and a giant hole are left behind.

Oct. 2010: Vornado puts the Filene’s site up for sale.
 

