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f he current RE|T-related news centers on the day-to-day performance of
I REIT stocks, the ercessivc restrictions imposed by the REIT rules, methods

for retaining and compensating REIT executives, and predictions for when the
REITbcar market rvill end. Often forgotten, however, as the REIT industry licks
its bear market wounds, are the lor.q-fsnlr advantages of publicly traded,
corporate real estate operating companies, or REOCs. For all of their shortcom-
ings and maturational problems, publicly-traded REITs represent a new breed
of investment vehicles that have noteworthy virtues and fundamental advan-
tages over many of the older methods of investing in real estate.

Take, for example, the perspective of the individual investor who bought
interests in syntlicated limited partnerships in the 1980's and whose plight is
onceagain making news. Therecarr belittledoubt that thepublic REIToT REOC
offers individual investors more liquidity, better governance and accountabil-
ity of management, and better reporting and transparency than the syndicated
limited partnership structure.

And the same is often true from the perspective of institutional investors.
Take the admittedly crude example of an institutional investor based some'
where in thc Midwest who would like to allocate some funds to office buildings
in the'Southeast. The investor now has a choice between investing in the
publicly-traded stock of any number of REITs which focus on the sector or
utilizing one of the various private market alternatives that has historically
been available. Investing in the public stock will often prove advantageous for
a number of reasons:
r Instant access to information required tt-r make the investment decision -SEC filings on the REIT that provide dctailed information, including au-

dited financials, can bc. pulled off the internet in seconds.
. Speed of execution and liquidity - de'pending on the size of the investment,

the'stock can be purchased and sold almost instantly with a few clicks of a

mouse.

' Assurance of getting future reports on a regular basis - public companies are
required to file with the SEC publicly available quarterly reports, including
financials, and to disclose all material events.

. Tried-and{rue public company corporate governance structure - while
certainly not perfect, the governance structure that has e.volved in corporate
America is relatively rvell-defined, gives the shareholders a clear voice, and
provides mcchanisms for aligning the interests of management with those
of the sharcholders.

' Comfort that the various Wall Street watchdogs (analysts, ratinS agencies,
investment banks and the financial press) will be keeping an eye on the
REIT.

their living environment, they may te.nd to change
residences less frequently. Lower turnover rates
mean increased income that falls directly to the
bottom line.

In addition, potential non-rental income
through advertising, licensing agreements, and
other arrangements with retailers may turn out to
be significant, further enhancing apartments as a

desirable invc'stment opportunity in the new ce'n-
tury.

SUMMARY
Figurc 10 summarizes the anticipated impact of e-
commerce on various real estatL'property types.
Malls and pou,er centers should experience the
most direct negative impact, followed by CBD of-
fice buildings. Industrial and suburban office prop-
erties willexperience a significant impact, but largelv
in terms of a shift in design and location. It is
possible that net aggregate industrial space de-
mand may actually increase.

Neighborhood shopping ct'nters should feel the
least impact of the retail formats, although the
L.mergence of w,ell financed and managed e-
commerce food and beverage business models
mdy pose a problem tei low m.rrgin supermdr-
ket chains. Multifamily residential appears to
be the only propL,rty type that will not experi-
ence a significant negative impact as a result of
the growth of e-commerce and, in fact, may

benefit, as apartment living is made more desir-
able.

In conclusion, real estate does appear to be threat-
ened by e-commerce, although the threat is quite
different for each of the major property types. For
some reaI estate firms and individuals, e-commerce
may mean an end to the way business has been
conducted in the past. For others, e-commerce may
represent an opportunity to grow both profession-
allv and financially in what historv will no doubt
record as a defining moment for the- industry.

The new Millennium is an excellent time to take
stock and challenge traditional ways ofdoing things.
From this re-examination of goals and circum-
stances, new strategies can evolve that will mini-
mize dou,nside risks and perhaps uncover new
opportunities that were previously unknown.*.,

NOTES & REFERENCES
1 . The worldwide use of the Internet doubles everv 100 days.

The web has reached 50 million users in less than five years,
significantly faster than television (13 years), the computtr
(16 years), or radio (38 years).

2. Examplesincludetelephones,faxmachines,computers,bar-
code xanners, credit cards, smart cards, teL{ommunica'
tions Iines, hand-held devices, robots, etc.

3. Theterms "web" and "lnternet" are used interchangeably in
this article.

4. ColdmanSachs
5. Wall Sl/eel lountol, November 22, 1999.
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Efficiency and lower transaction costs - u,hen
buving real estate. through investment in publicly
traded stock, there is no need to negotiate ioint-
ventur(, agrL'ements and othercontracts; hire la\{-
yers and ground-lc.vel consultants; perform costly
groundJevel dtrc diligence; develop nr-.rv busi-
ness relationships; hire a staff; open offices; or
incur frictional costs of entry and exit (transfer
taxes, title insurance premiums, etc.), all potential
aspects of direct investment in real estate. In
addition, in the case of foreign investors, FIRPTA
taxes typically can be avoided.

There' will always be an active private real estate
investment sector (as there is in non-real estate capi-
tal intensive industries that have long been public),
and some investors will continue to shy away from
investments in public REITs and REOCs because of
the view that such investments clo not provide the
sought-after diversification from stock market in-
vestments historically provided by real estate in-
vestments (the lurv will be out for some time as to
this debate). But on balance, despite the recent set-
backs, public REITs'and REOCs' roles as invest-
ment vehicles will continue k) grow as their advan-
tages to investors converge with the inescapable
logic of providing the capital intensive real estate
industrv with access to the public capital markets.REl
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goods between air and ground transit, which, in
the process, substantially reduces inventory turn-
over.

ln summary, tho impact of e-commerce on in-
dustrial properties will br. both positive and nega-
tive. Cenerally, the positive is that many new facili-
tie.s n'ill bc required in ne,w locations- Most of the'se

will be built from scratcl.r due to major changes in
building location and design. Also, they will be
krcated as closely as possiblt'to key modal inte,r-
changes in the path of goods movement, particu-
larly at the nexus of air and ground transit.

Perhaps more far-reaching is the use'of the web
to change the logistic equation, requiring new build-
ings that facilitate air/ground transfer and have
little need for storagc. While this creates demand
for new, specially designed space, it reduces inven-
tory turnover and could shrink the need for pure
storage space. This could have a negative impact on
the demand for existing industrial properti('s, par-
ticularly those in older industrial areas and,/or
se'cond titr cities. Over time, manv of these build-
ings could become functionally obsolete for indus-
trial purposes and may better serve office, residen-
tial, or other uses.

Office Properties
We have noted that many service firrns will

suffer disintermediation as a result of the growth of
e-commerce.r2Since many of the emplovees affected
will not be candidates for "webifying," the odds are
high that this u,ill result in fewer employees per
dollar of revenue and lcss demand for traditional
office space.

Financial, insurance, and real e.state (FIRE) ser-
vices will be one of the major areas impacted. As of
1997, FIRE firms occupied approximately 30 per-
centof office space in the U.S."Any majnr reduction
in FIRE demand will most likely impact office space
in CBDs, particularly in second tier cities and those
lacking a strong higi-tech labor force. ''

Substitution Space: In some cases, Iower de-
mand for office space'may bc. offset by demand for
new space in a new krcation or a nert, configuration.
It is also possible that vacated office space is reused
by non-traditional users, as reflected in the growth
of lnternet firms in downtown San Francisco's "Me-
dia Gulch"'i and New York's "Silicon Alley." For
those firms that can successfully webify all or a

portion of their operations, the new facilities are
more likely to be located in industrial rather than
office areas.

If the web reduces operating margins as
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anticipated, FIRE firms may be forced to seek
Iower operating cost environments.r" In the long
run, this may have even broader implications for
the location of office operations and may further
contribute to the shift k) industrial-type facilities.

Apartffi?nt Properties
Demographics: Multifamily residential prop-

erties are already benefiting from the positive de-
mand impact stemming from two maior traditional
apartment cohorts (boomers over 50 plus echo
boomers in the l8 - 25 year old category) experienc-
ing rapid growth simultaneouslv.

In terms of web impact, few strong arguments
can be made that it rvill be nc'gative. In fact, thc
added convenience of web shopping could further
enhance the attraction of apartment living by deliv-
ering goods and services directlv to the individual
unit or community pickup station. This should be
particularly attractive to time-starved professionals
and older residents.

Web Initiatives: To take advantage of this,
several Iarge multifamily owners, such as BRE Prop-
erties, are experimenting with the development ofa
community home page from which a wide variety
of shopping and other services can be provided
over high capacity lines, without disrupting normal
phone service. The availability of on-site apartment
managers to explain services, expedite deliveries,
and explore rtsident needs creates a por!,erful mer-
chandising combination of considerable value to
retailers and others seeking to expand their pen-
etration of local consumer markets.

The apartment owner also stands to benefit
handsomely. Most owners experience 50 percent
or greater annual tenant turnover. To the exent
that tenants evidence' greater satisfaction from
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