Third generetion meiro cores were the big real estate |
story af the 12705 and 1980s, tuk only these that are
urbanizing, fike Buckhead in Atlanta, will continue to enjoy

a compelitive edge in metropolitan office markets. Shown
here, in a computer-enhanced photo, is the Aflants Finan--
cia! Canter in Buckhead. Tunneling undermeath are Georgia
400 ard 1 soen-to-he-cpened MARTA connection.

The geographic expansion and decentralization of metropolitan areas
in the 1990s seem to he a continuation of growth and development
trends that hegan in the 1370s. But, in fact, future opportunities
will be in different locations from those of the 1970s and 1980s.

The Ghanging Location of
Development and Investment
Opportunities

Reprinted trom Urhn Laned. published by UL=the Urban
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ctropolitan development appears 1o be areas) that contiin many fuirly new buildings ure
Back on track with trends of the past two nuturing and even declining (see feature box on
decades, alter having been abruptly de- page 320 Investors should heed the warning signs
ratled by the real estate depression of the and recognize some new trends in development.
carly 1990s. Conunuing to push the mer- What have the development wends of the past
ropolitan fringe further from downtown, new devel- owo decades wrought® Metrapolitun areas have grown
cpment is dranwtically increasing the size of metro- i size much more than in population. For instanee,
pohtan arcas. Av the same time. some “metro cores” metropolitan Chicage’s population grew only + per-
(centers of ceonomie activity within metropolitan cent berween 1970 and 1990, buc its land area graw
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Many fourth genera-
tion office-oriented
metro cores like

Fair Lakes west of
Washington, D.C.,
are emerging as
nearly self-contained
low-density “new
towns.”

A Brief History of the Metro Gore Explosion

The typical U.S. metropolitan area has seen,
over the past 30 years, the emergence of mul-
tipie centers of regional economic activity.
Robert Charles Lesser & Co. has come to call
these centers “metre cores,” an umbretla term
that includes downtowns, edge cities, and in-
dustrial activity centers that are loca! aggrega-
fions of export and regien-serving jobs and
businesses.

Growth in the number of metro cores has
occurred roughly in tangem with real estate
hooms. With the exceplion of original down-
towns, mpst metro cores were established
turing major real estate upturns, grew expio-
sively during the next real estate upturn, ma-
tured, and then stabilized or dectined.

First Generation. Until 1960, export and
region-serving jobs were concentrated primarily
in or near downtowns, as were high-end
housing and major regional retailing. As is well
known, after 1950, downtowns began losing
populatson, retailing, and finally jobs to the sub-
urbs. Today, most downiowns attract only three
types of office users: professional services, fi-
nancial services, and government, Employment
in these sectors is stable or shrinking. Mast
manufacturers and other industrial space users
that remain dewntown do sa because their oc-
cupancy costs are below the replacement value
of their faciiities or because they have access 1o
rail, a service that has lost its relevance to most
companies today. Region-serving retailing may
retain a downtown presence, but an a much re-
duced scale. High-ead housing exists in or near
only 4 few downtowns. Obviously, the density
of most downtowns is urban with Roor-to-area
ratios well above (.5, and generally over 2.0.

Second Generation. I the 1960s, new of-
fice and industrial space began te locate two to
six miles from downtown in metro cores that
provided the first alternative to downtown for
office and industnial users.

Those metro cores that are office-oriented
have fargely failed, victims of the decline of
nearby neighborhoods. Their 1960s, 1870z, and
a few of their 1980s office buildings look seedy
and compete only in price. Office space gener-
ally reats for under $30 per square foot (neb.
well below replacement costs. Mosl region-
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serving retaiting has
left and most high-
density housing, parti-
cutarly rental, has de-
clined in value, Sub-
urban in character,
these ceres have a
floor-to-area ratic be-
tween 0.2 and 0.5.
The few second gen-
= eration office-oriented

metro cores that are
successful are urbanizing and also continue to
have good access 10 executive housing ang
superior retailing.

Industrially eriented second generation
metro cores—iike City of Commerce in Los
Angeles, Kent Valiey south of downtown
Seattle, and Houston's Shipyard area—guietly
established the concept of the industrial park.
They generaly continue to maintain their value
to this day. As work centers only, these metre
cores are generally immune to lecal deme-
graphic shifts. Their key concem is the mainte-
nance of the transportation infrastructure.

Third Generation. The explosive growth of
office-oriented third generation metro cores was
the hig real estate story of the 1870s and 1980s.
Every U.S. metropolitan area, regardless of size,
sprouted at least one in the 1970s, Even Tyler,
Texas, population 77.000, has one on the south
side of town, named Broadway Square for the
regional mall it surrounds. Tyler's high-end
housing district encircles the metro core. Most
third generation metro cores are anchored by a
regional mall and located next to a major lim-
ited access highway.

Many third generation office-oriented metro
cores contained more occupied office space By
the end of the 1980s than did the region's
downtown, even though they had been in exis-
tence for barely two decades. More recently,
their growth in regional market share of new
office space has slowed. The chief factors

causing this slowdown are traffic congestion
resulting from insufficient highway capacity for
the metro core, local neighborhood opposition
to more growth in the metro core (because of
its traffic implications), and lack of land for low-
density, build-to-own development. Their den-
sity is usually suburban in nature with floor-to-
area ratios between 0.2 and 0.5, though some
are urbanizing and have new projects with
fluor-to-area ratios of 1.0 and higher,

In the 1870s and 1980s, industrially orient-
ed third generation metro cores grew up along
interstates or other limited access highways.
Like their predecessors, these fend to be prag-
matic concentrations of industrial and ware-
house buildings strung together with acres of
surface parking iots with no regional retait or
high-density residential elements nearby.

Fourth Generation. In the 1980s, fourth
generation office-oriented metro cores emerged
four to 12 miles farther out from their predeces-
sors and in the same direction from the center
¢ity. They were inrovative in their semirural
character. For example, Fair Lakes on |-66 west
of Washington, B.C., and Plano on the Dallas
Tollway north of the city are very low-density,
keavily landscaped campuses. Floor-to-area
ratios generally are under 0.2,

Overbuilt in the 1980s, these newest melro
cores appear to be recovering faster than other
overbuitt office submarkets. Nearly all of the
substantial build-to-own office activity that took
place in the eardy 1990s was in these “new
towns.”

In the 1980s, industrial-oriented metro
cores also sprang up beyond their predeces-
sars, four to ten miles beyond, aiong irterstate
highways on the fianks of fourth generation
office-oriented metro cores. Examples include
the Vallwood area in northwest Dallas, White
Marsh (a combined office/industrial metro core)
in northeast Baltimore, and the Carlsbad/
Palomar Airport area in San Diego County.

TYPES OF METRO CORES . o :

Generation

(Beginning Decade]
1st (Pre-1960}
2nd (1960s)

3rd (19703)
4th (1980s}

5th {1890s)

"Floor/area ratio of 0.5 or more.
Sourre: Robert Charles Lesser & Cao.

_ Character R
Urhan or Urbanizing! Suburban? Semirural®

All Downtowns
Baia Cynwyd/Philadelphia  Northeast Expressway/

Alanta
Buckhead/Atlanta Tysons Corner/

Washingten, 0.C.

Schaumburg/Chicago  Fair Lakes/

Washington, D.C.

Hoffman Estates/
Chicago

®Flpor/ares ratio of 0.2 (o 0.5, Fioorfarea ratio of under 07



46 pereent. During the same period, the size of the
Los Angeles metropolitan area wripled while its pop-
ulstion grew 45 pereent. Greater Los Angeles has
become as large as the state of Connecucut.

In general, growth has heen oceurring in only
one dircetnion from downtown. Only the five lar-
gest regrons—New York, Los Angeles, Chicago, San
Francisce, and Philadelphia—have been growing in
multiple directions. Washingron, D.CLexemplifies
the tendeney for growth t go in one direcuon: the
region extends approximately 12 10 13 miles from
downtown to the east and southeast. but 35 10 40
miles to the northwest,

Trurthermore, housing for upper-middle-income
and upper-income residents has tended to concen-
trate in one area—with the exception, again, of the
five largest metropolitan areas that have muhiple
concentrations and of some regions with special
georraphic features like Tampa/Se Petershurg,
which has an extensive waterfront.

The location of upper-end housing, the contiru-
raton of the Timted access highway svstem, and the
concentration of lower-income, predommately mi-
nority housing provides the strongest clues o where
most L‘”]i)]f)_\’]‘ﬂclll g]‘(l\\'l]l }]I](l rL“‘dE estate ()pp(ll‘ﬂlﬂi—
des have and will continue 1o wke place. In short, em-
ployment and investment opportumities have clus-
tered near upper-end hmlaing adjpacent to imited-
access highwavs and on the opposite side of the re-
cion from most lower-income, mmoriny honsing dis-
tricts over the past 20 vears. These tactors are still
crucial but will plav out slighty dittferently over the
neat five to o vears.

The quarter cirele drawn from the downtown as
center can be called the favored quarter. It encom-
passes most of the region’s high-end housing and s
where upwards of 80 pereent of commercial real
estate wctivity and job growth ok place over the
past twe decades, Jtalso s where the mujor share of
new housing—hoth igh end and entev levels -has
been developed.

The resule of the predominant growths rrends
of the Tast 30 vears ave shown in the map at right,
which represeats an model of e tepical metropolitan
area i 1993,

The Example of Atlanta

Atdanta provides one of the best examples of these
metropotitan developmoent trends. Adama’s favored
quarter is north of downiown, where more than 90
pureent of the revion’s housing priced vver $300,000

s bocaed, When builv in the carly 19705, the 1-283
1.,

Ty Jefined the recion’s northern houndary and

analb builom 1973 adjacent to the beloway was named
Pormmerer Center Mall vo reflect this edoe location.

Stnee then, the contmumg push ro the north has

been dramane. {See graph on the fallowimng page.)
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Source: Robert Charles Lesser & Co.

[ 1983, downtown Atlanta contamed nearly
anc-third of all occupied office space; a decade later,
its market share was only one-quarter. Similarly but
cven mare starkly, the second generation Northeast
Expressway metro core saw its share of vceupied
office space fall from nearly 12 pereentin 1983 o
only 7 percent in 1993,

In contrast, the third generaton Perimerer North
metro core gained market share, from 14 percent of
the region’s occupied office space in 1083 to almost
20 pereent in 19930 All rold, the favored quarter had
caprured more than 80 pereent of net emplovment
growth since 1983, Nearly all relocating businesses
from within the region went into this quarter.

['he three fourth g'cncr;nirm metro cores i the
favored quarter—Georgia 200, Maricena Town Cen-
rer, and Oukwood/Gwineu Place-- eontainad almost
no oceupicd office space in 1983, By 1993, they had
nearty 4 million square feet, which represents 12
pereent of the otal inetropolitan areas speculative
office space. These cores also atrracted most of the
owner-occupied buildings constructed in Atlanta
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PREDOMINANT METROPOLITAN GROWTH PATTERN, 1995

Miles frem
Downtown [|I ],u 115

MNewer

Middle-Income Miiddie-Income
Minority Housing
Housing

hqw-lpcnme
inarity .
Housin tUpper-Income Semirural
’ Housing Executive
Housing

Metro Core

Fourth
Generation
Office Metro

Lower- and
Middie-Income
Minority Housing

downtown via a convenient and
safe walk for pedestrians, Only a
handful of US. downtowns—
including Washington, T.CL,
Seartle. Porthind (Oregon), San
Franctsco, and midtown New
York——mect these eriteria for sta-
ble downtowns.

Most ULS. metropolitan down-
towns witl continue to expenence
cmplovment and office space
growth atr only half the rate of
their regrions as a whole and are
therefore in moderate decline.
While many of these downtowns
contain seme upper-cnd housing,
1t is not sizable nor is it growing.
Some also have a vibrant retail
sector supported by a convennon

Source: Robert Charies Lesser & Co.

during the decade. like the regional headquarters of
ATET, Honda, and Siemans.,

The growth of emploviment in these three outly-
ing metro cores has had two consequences. "The Girse
15 the develapment of new housing projects even far-
ther north, continuing the expansion of the metro-
politan area. The second is a heated political debate
over whether an outer beltway should he built con-
necting the three metro cores and eventually encir-
cling the mermropolitan area. This new belrway would
be 12 miles from the “inner” belrway, the fronder of
the metropalitan area only two decades ago.

Opportunities and Pitfalls

True, the underlying trends of decentralization of
ceconomic acavity and geographic expansion of motre-
politan areas appear to be conunuing and may even
be aceelerating. Bur the location of opportunites is
changing.

Downtowns (First-Generation Metro Cores).
With emploviment bases that are generally shrinking
relative te emplovment in suburban areas, most cen-
tral city downtowns face limited futares: stabilitg,
maoderate decline. or severe decline.

One mark of stable downtowns 1s the presence
m or near the downtown of a significant amount of
high-vnd housimg, generally well-manmuained hous-
ing huilt 60 1o 100 vears ago. Exceurives Iiving close
to downtown are inclined to focate their businesses
downtown. A second kev to stability is a vibrane
retadl element that serves both lecal workers and
residents and tourists. Successful conventon facili-
tics, prolessional sports facilities, and tourist atrrac-
tions hiclp retailing, particularly if they conneer o
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ficlity, professional sports facili-
ties, and tourist attractions. Some
of these retail-rich downrowns,
like Denver, are becoming health-
ier and may eventually heeome
stable. A few like Baldmore and San Dicgo are in
moderate decline but are unlikely o decline further.
Orthers, like Atlanta (pardcularly after the sumulus
from the Olmpics has died down), Philadelphia, and
Los Angeles, are in danger of slipping into severe de-
cline in the absence of further remedial action.

A typical, moderately declining downtown Loy
Angeless CBIY in 1960 contamed 60 percent of all
occupied office space in southern California: in 1985,
this figure had dropped 1o 22 percent. Beoween 1985
amd 1992, however, downtown absorbed only 11
pereent of net new office space, thus, in cHect, suf-
fering further decline. A gleanung new skyline thar
replaced millions of square feer of obsolete space
masked this decline in market share and soaring
vagancy rates.

Aanv other downtowns are m severe decline in
rerms of employment and office growth. They lack
vircually any upper-end housing or any retail except
for a small amount serving office enaplovees. Any
convention or professional sporrs facilities exert
little impact because visitors drive to the event and
then immediately leave when it ends. Although De-
roit’s 1s probably the most severely declinmg down-
town, other metropolitan areas with a sinalar situa-
non include St Lows, Tampa, Phoen, Drallas,
Housion, and jacksonville.

Stable downtowns oftfer investment and develop-
ment opportunities in nearly all product types—-
office. industrial, hotel, residential, and retail. The
best opportunities in downtowns that are in moder-
ate decline are tourist-related hotel and retl prod-
ucts and, possibly, residential products. Justitying
new office construction in downtowns that are in



moderate or severe decline will be next to impossi-
ble, excepr for the occasional government-sponsored
build-to-own building. which is of dubious merit.

Denver is an outstanding example of a moder-
ately declining downtown in which some real estaw
sectors have revived: high-end residential, entertain-
ment, retall, and restaurants. The revival of the horel
scctor 1s sure 1o [ollow when the new Coors baseball
stadium, housing the Rockies, npens in 1995 But
the revival is not spilling over imo office and indus-
trial markets, because even in the midst of a regional
j6h boom, downtown job growth Is relatively weal

Second Generation Metro Cores. Sceond gen-
eration metro cores that are office-oriented—the
Northeast Fxpressway arca in Atlanra, for example,
or the Stemmons Freeway area in Dallas—offer
fitte in the way of invesunent grade opportunitics,
They are losing emploviment and few boast either a
retatl base or high-end housing,

There are exceptions to this rule. Bala Cynwad.
licerally over the Philadelphia ety Tine, continyes
mantain high office lease rates active retailing, and
healthy, nearby high-end housing. Fear that erime
will cross Philadelphia’s boundaries is the higgest
threat to this core, In the Washingron, 1.0, arca,
the suceess of the subway svstem has helped revive
second generanion metrs cores. Areas around many
mner suburban subway stagons, such as Courthouse,
Ballston, Friendship Heighes, and Bethesda, have
attracted enmployment, which has spurred retail and
high-density residenual developinent,

Second (and third) generaton induserially ori-
ented metro cores should continue to maintain their
underlying value, assuming ransportation is ade-
quate and local erime, if a problem, can be prevent-
ed from spilling into them. Most second generation
arcas, however, are huilt ont and the opportunity o
redevelop at higher densities is limited by the fact
that most industries demand space that is single-
story with plenry of surface parking, It demograph-
1cs, access, and visthiline are favorable, some indus-
trial facilities in these areas conld be comverted to
retail power centers. Third generation industrial
cores, such as NE/Peachiree Corners in Atlanta and
the area along Route 1 northeast of Philadelphia,
still offer Tand avaslable for new development.

Third Generation Metro Cores (Office-
Oriented). Some of these cores ure in the process
of urbanizing: connecting to mass transit systems,
adding high-densiy housing, expanding the reil
base, and generallv developing a more urban, pedes-
trian-oriented character. These urbanizing areas—
examples include Buckhead/T enox and Perimerer
North in Addanta, Costa Mesa/Newport Beach/Irvine

m Los Angeles, Cherry Creek in Denvers and Country

Club Plaza in Kansas Cin—will experience faster
emploviient and office space growth than their met-
ropolitan areas as a whole. (A few fourth generation

cores, such as Reston in the Washingron, 1000 re-
grom, are also urbanizing.)

These metro cores are appealing beeause they
offer safe urban experiences. To continue to be sue-
cessful, they must be actively managed via a business
improvement district organization. & property own-
ers OTEANIZALION, A FANSPOrtton Management isso-
ciation, or the like that can, for example, provide
SCCUTITY, IMAINTIN COMMON areas, Progran Cyents,
develop programs to manage traffic conguestion, and
lobby for infrastructure improvements. One of the
best examples of such an orgunization is the Buck-
head Coalinon 1n Atlanta, which focuses on the
Buckhead/Lenox core.

These “new downtowns™ offer invesonent and
development opportunities for nearly every product
tvpe. Many have recently seen dramatic dechines in
office vacancies and they tend to lead their metro-
politan arcas in eftective office rents.

A different funire may be in store for third gen-
eration metro cores that retain a suburban character.
Faaployment and office growth in these areas, as a
general rule, will cither just match or fall slighdy
helow growth for their metropolitan arcas as a whole.
Fffeetive office rents are Likely ro stay below replace-
ment levels, meaning that little new space can be de-
veloped. Similarly, rerail and rental housing values
nuy expericnce a weaker recovery than these sectors
are experiencing nationally.

Some of these suburban cores are showing signs
of decline, usually as a result of an influx of lower-
mcome residents. Change can oceur rapidly as fears
of erime and the deterioration of school systems flour-
ish. The Greenspoint area in northwest Houston
serves as an example. Afrer 6,000 renral apartments
near the Cireenspoint Mall completely turned over
to low-income familics, area residents, shoppers, and
office workers perceived that erite was sharply on
the rise, a pereeption fed by a murder ouwside the mail
{even though those invelved had ne connection with
the mall or the corel. Office tenants are not leaving n
a panic, but certainly the fourth generation metro
corcs in the region are henefiung. Metro cores ke
Southticld in the Detroit region and Cummberland/
Powers Foerry in Atlanta face similar prospeets i the
absence of actions to aveld fear-hased demographic
changes.

The majority of suburban-oriented metro cores
are not hikely ro experience dramatic demographic
changes over the next five to ten years, but will sall
grow slowly relative 1o the growth of their metro-
politan arcas. Examples include Tisons Corner in
the Washingren, 12.C. arca, King of Prussia in the
Philadelphia area, and Incino/Venmara Beulevard in
Los Anpeles.

Fourth Generation Metro Cores. Metropoki-
mn area emplovment growth is shifting o fourth
veneration mietra cores, where the bulk of new and

May 1995 & Uiban Lad

35



Urhanizing third gen-
eration office cores
like Atlanta’s Peri-
meter North are
attracting new office
development such
as Faison's 63-acre
Concourse complex
because they offer
safe, atiractive
pedestrian-griented
urban experences.

relocated emplovment will occur in the late 19905,

These cores are still relatively elose o high-end
housine, They contain an abundance of land. They
have virteally no social probtems, like enme or wel-
fare needs. They are in communitics that are gener-
allv progrowth and impose a tax burden that is -
low the average for their metropolitan arcas. (In
ceneral, these high-income arcas actually are subsi-
dized by the rest of the metropohtan area taxpavers,
particularly tor the building of ther roads, sewer
extensions. and schools)}

In the carly 19905 when very lirtle specalative
space was being developed, the vast majoriy of buaild-
to-own relocations amd expansions took place w these
areas. [C Penney moved sts headquarters 1o Plano
on Dallasy fringe; Sears moved sts headgquarters 1o
[offnman Estates 45 miles northwest of its former
downtown Chicage location; a number of pharma-
ceutical R& D facilities moved ro Rouvte 422, eight
miles northwest of Philadelphia’s King of Prossi
metra core: and 108, Borax relocared s headguarters
1o Valencta, 30 niles from downtown Les Angeles,
its former base.

Purchases of office hmldings in fourth generation
cores represent one of the best real estate mvestient
opportunities avadable. Development opportuni-
tics spanning every product tvpe will grow stronger
as middle- and upper-level housing s hailt near-
by, Repional- and neighborhood-serving retail
will be in demand, Emplovment growth will gen-
erate a necd for horels. Fotertainment Gacilities
also will be needed, Located in semirural areas,
fourth peneration oifice-orienred metro cores
will emerge as nearly self-contained, extremely
fow-dersity “new towns.” They will developin
response to market forees with lictde or ne direct
covernment interference.
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A word of cautren s om order, With almost no
harrers 1o entry, 0o conmunity oppesition 16 new
‘\ir\'u]npmmn, amd ]\}L.‘I‘l[:\' of avinlable bind, overbuild-
g could casily accur. Investors here will not be
protected by the Larrier 1o entry provided by the
vrowth namagement policies pursued o some third
ZUTICEALION COTes,

Fitth Generation Mertro Cores. Because exist-
ing fourth generation metro cores soll offer consid-
erable capaciny for developent, fifth generation
metro cores probably will not emeree very rapidly
in the Jate 19905 SH11 some have come min being
with 2 tocus on owner-occupied warchouses. Fxam-
ples inctude warchouse concentrations northwest of
Atlanta on 1-75 and northeast of Balimore on 1-93,
Warchouse development can rake place on relatively
cheap highway-nceessible land well beyvond the fringe
of the metropolitan area becanse warehouses em-
plov few workers and thus need not be located near
cuncentrations ol employvees” housing,

What 1t All Means
The wavs in which metropolitan areas are develop-
ing have important national social and policy impli-
cations. Residents of central cities and inner subnirbs
will be increasingly isolated from new employiment
opportunitics, especially gven the lack of transit
connections to the new and relocating jobs in fourth
guneration cores. Some inner suburbs will dechne
rapidly. because they fack a strong job base and have
few existing cultural or civie mstitutons that are
regionally supporred. Declines in properte values
and educationa! stundards and an merease m crime
are sure o follow,

The declining tax base of the central anv and
inner suburbs will exacerbate social problems. Mu-
nicipal costs will increase, which will probably lead
to more state takeon ers of financiall bankrupr juris-
dictions. These financial difficulties mav also lead 1o
more regional tax sharing, such as the current vigor-
ous debate over this issue m Minneapolis/St. Paul.

As regions continue to grow toward the fringe
without huilding enough lmited aceess highway ca-
pacity, which often seenss to be the case due 1o antitax
and ant-road-bulding senoments, rathe CONEESHON
will inercase and ar and water pollution il worsen.

Current growth trends offer many myestinent
and development opportunites people who un-
derstand the onderlving determinants of growth and
decline. Sonte markets that were the most overbuilt
in the 19805 may viekl some of the best Ivesanent
bets for the Tate 1990 On the other hand, paving as
licde as 60 cents on the dollar for a five-vear-old
Class A office huilding m the wrong meuro core may
be an mvesunent that never pavs offo <
(Ihriii»phcr B. l,ci11_|-)_t-:rg(:7rﬂu antinrging durector of Redest
Charies Losser & G, o wzsonal read estiate consddang floom
dnesved tir Loy Angedes
mawa b
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