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Just in case you haven’t been
paying attention, there do
appear to be some signs of

weakening in the economy on the
horizon. Consumer debt service
payments as a percent of dispos-
able personal income have risen
from a low of 6 percent in 1992 to
well above 7.5 percent since 1997,
and continue to rise. Consumer
spending, while robust, has moved
almost in lockstep since 1972 with
the movements in
the Nasdaq.

A p p a r e n t l y
s p e n d i n g
increases today
only when people
feel wealthier.
And despite occa-
sional recoveries
in what has
proven to be an
almost frighten-
ingly volatile mar-
ket, Nasdaq has
been more down
than up since the
middle of 2000,
which means consumers haven’t
felt wealthier for a while. 

Meanwhile, profits of non-
financial corporations as a share of
output have fallen since they
peaked in late 1997, diminished in
part by slowing sales growth but
also by rising wages and by rising
costs of facilities, energy, trans-
portation, lodging and occupancy.
(After all, real estate’s good news
of continually rising rents spells
bad news for tenants.)

These rising costs are not yet
fully reflected in the inflation
indices, but they’re beginning to
be. They’re certainly beginning to
be felt in the credit markets, where
defaults on “B” and “BB” paper are
at 1991 levels. Most economists
expect those default rates to rise.

Yet hope springs eternal in
investor land, where, despite over-
funded allocations to venture capi-
tal and private equity, money
continues to flow. More than $57
billion was raised by venture capi-
talists in 1999 on the strength of
posting a whopping 149 percent
IRR for the year. That’s an unprece-
dented amount of capital; billion
dollar funds — now common —
were all but unheard of when we

entered the previ-
ous decade.

The mode of
investing has
changed dramati-
cally too. In the
early part of 
the decade, and
throughout most
of the history of
venture capital,
venture capitalists
made relatively
small early- or
late-stage invest-
ments in fairly
tiny but promising

growth companies. With few
exceptions, the expectation was
that capitalists would work side by
side with entrepreneurs for six to
seven years to create an enterprise
of lasting value that would be wor-
thy of spinning out to the public
markets at high multiples.

Ever since Netscape went pub-
lic in 1995, however, the model
has changed to one of funding
startups as pure financial plays,
with the expectation of unloading
far from profitable companies onto
the hot, hot technology and 
Internet-focused IPO markets of
the mid- to late-1990s. Unfortu-
nately, the IPO window slammed
shut in 2000, dropping from a peak
of 150 IPOs completed in May to

EDITORIAL by Geoffrey Dohrmann

Hope Springs Eternal,
Despite Economy

THE 
INSTITUTIONAL
REAL ESTATE LETTER

ISSN 1044-1662
Institutional Real Estate, Inc.

Volume 13, No. 1 January 2001

PURPOSE
To provide tax-exempt investors with
decision-making tools and information
on the people, issues, ideas and events
driving the institutionalization and glob-
alization of real estate.

The Institutional Real Estate Letter 
(ISSN 1044-1662) is published monthly for
$1,495 per year, $125 per issue, by
Institutional Real Estate, Inc., 1475 North
Broadway, Suite 300, Walnut Creek, CA
94596. Tel (925) 933-4040; Fax (925) 934-
4099. Periodicals postage paid at Walnut
Creek, California and at additional offices.
Postmaster: Send address changes to The
Institutional Real Estate Letter, 1475 North
Broadway, Suite 300, Walnut Creek, CA
94596.

Copyright © 2001 by Institutional
Real Estate, Inc. Material may not be re-
produced in whole or in part without the
express written permission of the
publisher.

Copyright or Reprint Inquiries: Nyia
Dohrmann, Tel (925) 933-4040; Fax (925)
934-4099; n.dohrmann@irei.com.

Postmaster: Send address changes to Insti-
tutional Real Estate, Inc., 1475 North Broad-
way, Suite 300, Walnut Creek, CA 94596.

Circulation or Subscription Inquiries:
Direct all subscription inquiries, pay-
ments and changes of address to Sandy
Terranova, Tel (925) 933-4420 or (925)
933-4815; s.terranova@irei.com. Sub-
scribers have 30 days to claim issues lost
in the mail.

Editorial Inquiries: Nancy Gordon, Tel
(925) 933-4040; Fax (925) 934-4099;
n.gordon@irei.com.

Advertising Inquiries: Barry Naman, Tel
(925) 933-4040; Fax (925) 933-1149;
b.naman@irei.com.

The publisher of The Institutional Real
Estate Letter is not engaged in rendering
tax, accounting, or other professional
advice through this publication. No
statement in this issue is to be con-
strued as a recommendation to buy or
sell any security or other investment.

Some information presented in this
publication has been obtained from third-
party sources considered to be reliable.
Sources are not required to make repre-
sentations as to the accuracy of the infor-
mation, however, and consequently, the
publisher cannot guarantee its accuracy.

Printed in the United States of America
Recycled Paper

Continued on page 24

Billion dollar funds —
now common — were 
all but unheard of when
we entered the previous
decade.  The mode of
investing has changed
dramatically too.

http://www.irei.com
mailto:n.dohrmann@irei.com
mailto:s.terranova@irei.com
mailto:n.gordon@irei.com
mailto:b.naman@irei.com


24 January 2001 ■ THE LETTER ■ www.irei.com

THE INSTITUTIONAL 
REAL ESTATE LETTER

fewer than 20 completed in Sep-
tember — an 86 percent decline in
activity. And with the IPO window
shut, the promise of many of these 
new high-tech companies is prov-
ing to be as false as that of a gen-
der illusionist.

Even if the “tech wreck” cur-
rently under way has no impact on
the economy, the four largest costs
of running a business are all mov-
ing up — real wages and benefits,
facilities, energy/transportation and
technology. 

Real interest rates also are rela-
tively high, and if the economy
doesn’t cool down, they almost
certainly will continue to move up
for a while.

There is a bright spot, how-
ever. The Asian fusion reactor
appears to be humming again, and
if the growth rates of the past
should reappear, it just might be
enough to keep the engine in our
own economy spinning.

Meanwhile, however, U.S.
lenders are tightening — nearly 35
percent of large bank lenders are
demanding tougher terms for large
borrowers; nearly 25 percent
report tougher terms for smaller
borrowers. FDIC reports are send-

ing up red flags about potential
trouble brewing in several targeted
real estate markets, where regula-
tors believe pipelines could drive
property markets into an overbuilt
state if the flow of funds to new

development is not stemmed 
by lenders.

All of this boils down to a
cooling off of our red-hot econ-
omy. According to the National
Association of Realtors (NAR),
while real GDP growth was more
than 4 percent in 2000, this is
expected to moderate to 3.3 per-
cent in 2001, eventually creeping
back up to 3.5 percent by 2002.
Nothing catastrophic here, unless
investors panic.

But NAR also is concerned
about several potential threats that
have wormed their way into the
economy — higher oil prices, a
possible stock market correction,
unforeseen international problems,
a potential credit crunch should
the Fed tighten too quickly or too
severely, and tight labor markets.

So be careful. Be very, very
careful out there. As always, it’s a
whacky world. ❖

Geoffrey Dohrmann is publisher and
editor-in-chief of Institutional Real
Estate, Inc.
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With the IPO window 
shut, the promise of 
many of these new 
high-tech companies 
is proving to be as 
false as that of a 
gender illusionist.
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