At the Center

benchmarks

nes the stock marker have an im-

pact on real estate in the United

States? Should real estace inves.
tors be concerned if stock prices are
gomng upor down?

The short answer is ves, Stock market
price trends affece three major STOUpS
whose decisions have significant re-
percussions for commercial real estace:
E{]'l'.lﬁ'll.ﬂ'.l.(.'rS, ﬁ{]rp”rﬂl’lﬂ managers ami
investors,

CONSUMERS

American consumers are the ungine
that drives the L8, economy. The money
Americans spend on goods and services
tuels businesses not just in America hue
all vver the worlll, When Americans are
confident their jobs are sceure, they tend
to spend freely, When they are uncertain
abour employment prospects, they spend
less and save maore,

Trends in stock prices impact Ameri-
Can consumers in two key ways, Firse,
when stock prices are Fising, compan fes
are likely to expand and hire more em-
ployees, giving consumers confidence
in the future. Federal Reserve studies
have shown that when consumers are
canfident, the U8, ceonomy thrives and
Lrows,

The second way trends in stock prices
alfect consumers is th rough what econo-
mists call the “wealth effect.” When
stock prices rise, Americans leel richer,
Fheir TR As and 401k plans steadily
inerease in value, With their invest.
ment partfolios plumping up, they feel
wealthier and are comfartahle spending
moncy mare freely. They buy bigger
houses, more expensive cars, travel more
and buy vacation homes. Some plan to
retire carly,

The wealth effect also wuorks in re.
verse, When the stocl market declines
regularly for a prolonged period of time,
anegative wealth effect can aecur, As
retirement portfolios contract, consume-
ers may decide o postpone recirement,
spend less and pue more income into
their retirement accounts,

When consumers spend, the real ex.
tate marlet prospers, too, Demand for
retail and industrial space increases.
Likewise, demand for real estare de-

E-ll nes 'L'r"h'ﬂ].l CONBMITICIS AF¢ more CONSeT-
vative in their spending.

CORPORATE MANAGERS

Corporate CEOs are paid large salarics
for one reason: to ensure e COMpny s
stock price inereases sufficiently each
vear to provide an attractive return o
the company owners |the sharehnlders),
When their stoclk price increases, CEOs
get generous bonuses and sharchalders
are happy. Conversely, when share prices
fall for a sustained period, shareholders
may consider replacing the CEO. Conse.
quently, stock price trends impact deci-
s10ms of corporate managers.,

tack prices tend to fall when corpo-

tate profits fall. When profits fall,

managers look for ways to gener-
atemore revenue and cut costs, When
stocls prices Lall for a suscained period,
companies begin cutting costs in a big
way. They reduce travel to attend trade
shows, eliminate jobs, close facilities
and postpone expansion plans.

Onee the company gets “right gized,”
profivs usually stare to rise and share
prices generally rise, too. Onee the ©EO
feels confident that the company can
generite sustainable and growing profits,
hiring begins again, boosting demand
for new office and industrial ARl

INVESTORS

It is no surprise that stock price trends
impact investors in the United Stares
and arcund the world. When che stock
market is rabust, gencrar ng A0 e 30
PETCENOL TELUITS PET YeaT, INVEStors pour
funds into the market. Bur when stocks
are on g relentless and exrended decling,
alternative investmenes such gy bonds,
real estace and annuities scare to look
IMOFe ALeraclive,

This has been the case in the United
Stares during the past two years as the
stock marlet has swooned. Real escate in
VOSLINCNE truses are onee again drawing
investors who appreciate the tangibility
of real estate, Direct investment in real
estate is also popular with investors,

Increased investar appetite for real
Estale wis apparent in the Austin office
market, which has suffered from a slow

fHenchmarks contineed o page 28,



mold-and atHEi’ conditions that pose
a hazard to ﬂm [EOperty or a rislk

to the tenant’s health or *qaﬂ,q,f In-
dicate that failure o do smguhlacw
the tenant to possible lease termina-
tion, eviction and ]m’hﬂn:y for the
CNSUIng property. damage regardless
of the cause.

= Give the tenant an alternate person

and. phone number to contact in

‘the event the prg;(pf:ri}r MANAgET i
una?_a‘r_ll,_-;iﬂ_l: when i moisture lealk
oeeurs. Ideally, this would be a 24
hour repair service. B
In the lease or in some other docu-

ment, gn:-n dﬂm;led 1n5|'.-l"|.ll:t1’3]'15' o1
how to turn off the water or uthe,:r

utilities, Permit the tenant to turn
off equipment and interrupt utilities
o avoid property damage or to per-

form repairs.

- Malee sure someone checks all
rental units prermdmall}r gspenfaﬂ}r
if the tenants are away for pmluugaﬂ
pe_'vuds Ca’llcge students may he

_gone as lan,g, g mumh durin '_11011-
day breaks, Pipes may freeze and.

burst, windaws may break or storms

“may damage the roof. Mﬂ,ke sure the
lea - prants _I:he p&‘r}perw manager

t right to enter on a tegular basis
o pﬁrfnrm *Z-rate*r-lﬁak m:hps;-_.ctmm
ﬁnnd Gt pravantive mainte-

“who gppeieu' unwillir _g 0 report
Watax' Ieak.;s '

FANLIARY S0

» [nform tenants
about mold,
what causes
it and how to
eliminace it,
Make clean:
i kits with
the appropri-
ate tovls and
chemicals to
eradicate mold
aroweh readily
avallahit‘,
Aceording

ta Miermanm,

LdULatlllg lEnants

is “the l:tggs:st

weapon you have
in the waragalnst

mold.# i
To help meet

this ohjective, the National Apartment

Ahssociation pn':pan:d A Ueld Action
Tt that is-available to all TAA mem-
Bers, TAA also drafted a mold addendum

for use with its ].Lﬁ*‘w; form. The Mald
Inmrmuv.um and Prevention Addendum
requites tenants to keep (helr dwellings

clean and to promptly report any leals

t)r water*acculnulatmn [t instrners resi-

dents on how to clean and apply biocides

llprodu::t‘s that can kill mold| to nonpo-

rous surfaces coversd with miold,
Eimann t_urr_h_Lr recommends that
PIOpErty managers maintain 4 pos-
itive attitude and respond promptly

when tenants tepurt moisture leaks.

P How vou handle mold eomplaints has

a significant bearing on whether law-
suits are filed,” he says, Consequently,

-'pro]:nertgr managers should do the follosy-

ing.

» Take all mald complaints seriously.
Do nat act indifferently or callously,
Empathlzﬂ with the resident,

= Expressa w 1lll1agan"-1 tor oy what-
LVLL 15 NECESEATY. under ﬂ'lL cirewm-
'atan::e.s At is aeldum Tecessary to
test fnr modd, It is mare important
to detect and remev:’[y the source
“of the moisture to thmmau tmold

-.gmwth
« Treat e each moisture complaint as
d pate I'I.i?:l.ﬂu}f ,?@r;f;u&_.m*t_tt:‘-:r.and
tespond. promptly.

» L unsure about the hest course of
at‘:-tmn consult knowledgcahle
p_arstma #

Fambringh (udon@recanter amicednd iva mem-
by af the Stats Bue of Taxas -Emd it feever with the
R.em'. Estire Ci-.'ﬂ'tﬁ‘i’ﬂt Toxas AE*"M Unisersiey,

feaivtinoed from poge 1/
local economy and high vacancy levels.
Irespite the soft market, Class A olfice
Luildings have sold for sizzling prices in
excess of $200 per square foot,
hat drowve the sales? Investment
opportunity, Cualicy proper-
ties leased to AAA-credit-raced
tenants are in great demand in any cype
al market, atcracting investors (rom all
ower the world.

Weale stocle marlet performance has
increased interest in direct ownership
ol ather properey typesas well. Far ex
ample, despite poor crop prices and che
weale coomomy, Texas rural land prices
have appreciated invalue consistently
since 1993, While agriculiural nse is
deelining, recreational use is burgeon-
ing. Investment funds clearly are being
[unneled in this direction,

Dircer ownership ol real eacate has
inereased in popularvicy among small
investors too, many of whom are realiz-
ing that, in these tumultious cconomic
times, their homes may be the best per-
forming assets in their portfolios. Some
simall investors, noting chis, are buving
rental properties or second homes fur
inyestment purposes.

The housing marker has been exeep-
tionally robust in the past two vears,
despite negative job growth in many
citics, Low morigage interest rates are
one teasaon for this, However, record
heusing sales are also partially driven
by the investment pocential in baying a
home.

Acalemics note that homebuyers get
pwo sources of return on their invest-
ment when they buy a home. First, they
no lomger have to pay rent. Sccond, some
homebuyers get an additional recurn
when hoewses appreciace inovalue, The
housing marker in many ULS. cities has
seen significant price appreciacion in che
past Bve vears,

Unguestionally, stock marlet trends
influence the real esvate indusery, Dur-
imz the 19902, investors were infatuated
with stoclks and the alluring promise of
200t 30 percent returns per year, Now
it is becoming clear that those unchar-
acteristically prosperous yoars worg an
anomaly and not likely to be repeated
soon, Real estate 15 turning investors'
heads again, reestablishing itsclf as o
solid investment and an important tool
for building wealth. %
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