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An Interview With Sam Zell:

Samuel Zell is well known, especially in
bis bometown of Chicago, as an innov-
ative thinker, astute businessman, and
one of the most successful leaders in

the business world. He has been re-
Jerred to as the Michael Jordan of ibe
real estate industry. In the

December 2000 issue of REALTOR
Magazine, Zell was named as one of

WWW CAR-BEALTOR

the 25 most influential people in the
real estate industry. Conducted by CAR
member Dr. Margot Weinstein (see
biography, page 5), this series of
articles exclusive to the Chicago
REALTOR?® magazine is where Zell
shares bis views on the future of
commercial real estate in the 21st
century. o '

In part two of Zell’s interview that
will be featured in an upcoming

edition, a few of the subjects to be

discussed will be the impact of the new
law.on REITS, changes in supply and
demand and customer service, ad-

vances in technology, and much more.

Weinistein: Real estate has al-
ways had radical cycles. Mr. Zell,
what do you envision the
economic climate will be in the

" real estate business in the next 1-2

years? e, ‘
Zell: I think that the radical

cycles of the past are in fact, they

are in the past. The real estate in-
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the beginning of the 21st century,

‘compared to what it was like for

the last 50 years. This is the first
time since the end of World War II

- that we will have a peak economic

cycle and not have real estate in
over supply.
I think that the creation of large

* public companies, with a lot of

transparency and a lot of focus by

- the analytical community has

dramatically extended the level of
knowledge in real estate, and

therefore has resulted in

modification of the historic cycles.
~ The other key element to that is
the fact, that up to the 1990’s, real

estate had dedicated key lenders,

(continued on page 5)
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lenders who provided money to the
real estate industry almost
exclusively and tended to be
contributors to previous

oversupply since their funds were
targeted to real estate. And often
times, they didn’t reduce their
activities, despite the fact that
conditions had changed. Today, real
estate has to compete for capital
with everybody else, and therefore,
with no dedicated real estate lenders,
the ability to shut off the pump and
limit the capital to the industry, is
much easier, and I think will have a
governing effect on the industry.

‘Weinstein: What do you predict
as one of the two major changes
within the next five years in real
estate?

Zell: 1 think that what we will see
in the next few years, is the
continuation of the consolidation of
the real estate industry. If you look
at the economic playing field, you
will discover that real estate is the
only capital intensive industry that is
not an oligopoly. We have been in
oligopolistic trend since the begin-
ning of the ‘90s, and I think this will
continue. The result will be that a
greater percent of commercial real
estate assets will be owned by fewer
and fewer players.

‘Weinstein: Discuss the challenges
and benefits of real estate develop-
ments outside the United States?

Zell: 1 think that goes back down
to that phrase we use called supply
and demand. But this time, the ’
definition of supply and demand is
capital, and we are investing in
various parts of the world. I think
that our number one objective is to
find areas where our capital is dear
and therefore, we are able to get
very high returns for our endeavors.
I don’t necessarily believe in going
offshore to make an investment that
has similar characteristics to those
that we can make in the States. So, 1
think that, on the international level,
there are areas of the world where
our capital is very dear, where

Development.

growth is very sxgmﬁcant and where
there is stability, and those are the
criteria necessary for whether or not
it makes sense or not, and whether
or not you can get the kind of
returns necessary. Whenever you
seek returns, the returns have to be
appropriate to the risk.

 Weinstein: Today, the Web
provides information on many
propetties throughout the world. In
the past, rea] estate professionals did
not have statistics to use as compari-
son, but today wherever you invest,
you must be aware that this data is
available?

Zell: But, you have to remember
that once you get outside of the
United States and in Western Europe,
the amount of information that is
available is dramatically less. For
example, we were stunned that
when we were in Buenos Aires for
the first time, there is a city with
twelve or fifteen million people and
millions and millions of square feet
of office space, and there are no
statistics. There is nobody that you
could call who says that the market

is 10% vacant or 20% vacant, or what

average rates are, or rent per square
foot is.

Weinstein: What is the impact of
lack of this information?

Zell: It’s indicative of a market
that is very difficult for the investor.
It creates inefficient markets.
Inefficient markets create
opportunities. As those markets
mature, they will in fact, have the
characteristics of the rest of the
world. You will be able to go to
Buenos Aires, and say, what is the
occupancy rate; what is the square
footage rate, what’s the tenant al-
lowance rate, etc.? You can now get
that information anywhere in the
United States.

Weinstein: What do you think
companies will need to survive?

Zell: Discipline, focus. The same
things they needed to survive in the
20th century.
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‘Weinstein: What about access to
all the technology and intelligent
people?

Zell: 1 don’t think the millennium
represents any unique time for us.
Successful businessmen and success-
ful businesses survive because they
are focused. Because they under-
stand their markets, because they un-
derstand the challenges, and they are
adequately capitalized. All those are
the characteristics of success, and I
don't think there’s anything new in
this world. And I promise you, this
time it is not different.

‘Weinstein: Will advances in
technology require that people in-
volved in the business develop
different types of skills?

Zell: The skill base required of
business is constantly changing. I
mean think about it, and forget
about technology. Think about
finance, think about finance four
years ago, and think about finance

today, and over that four year period

it has become more and more and
more sophisticated.

Weinstein: But, with advances in
technology, changes in the skill base
must have on impact on the
business?

Zell: Well, but that’s not
technology; that's everything. As our
knowledge level increases, we have
a greater ability to expand into and
create markets like interest rate swap
markets. By better quantifying and
assessing risk, we are more likely to
be successful. So the answer is,
we're getting more and more
sophisticated.

Weinstein: In the future, will
success in the business require
professionals to obtain more formal
education and advanced degrees?

Zell: Sure. It’s a very sophisticated
business. This is not your old father’s
business, where the father was the
developer and the brother-in-law
was the manager. The business is be-
coming more sophisticated, requiring
higher and higher levels of
intelligence and discipline.

‘Weinstein: Some universities are
beginning to offer a practicum as
well as a mentoring program for real
estate professionals. Can these for-
mal programs provide the basic
knowledge professionals will need
starting out in the business?

Zell: Only in a small way.

‘Weinstein: Based on your an-
swers, what advice would your give
to new people entering the
commercial real estate business?

Zell: The only advise that I would
give is if I were starting out today, I
think I would seek a interim position
that would like give me a real
grounding in the elements of the
business. Education is wonderful,
but it’s really limiting in terms.of
understanding how businesses; and
how real estate in particular, .~
functions. And so, if I would give .
someone advice, I would say that the
best thing to do is pick a bank or an
insurance company, or pick ‘some-
body where you can really get-a -
ground floor education. Because
there are an awful lot of people " -
wandering around this industry that
don’t have it and:suffer greatly. -
[Editor’s Note: Watch the Chicago:
REALTOR?® for part two of our exclusive
interview with Samuel Zell) " .



