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Introduction

Real estate developers, owners, and operators are under threat
from new types of competitors. Valuations, predicated on
recurring rent and traditional defenses, are undermined by new
business models and revenue channels.

These dynamics are already obvious in retall and hospitality and
are increasingly visible in urban residential and office markets.
Changes to the way we live, work, and travel are transforming
real estate design, usage, funding, and yield management.

This deck provides an overview of emerging consumer
behaviors and business models and examines their potential
impact on the asset class.
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Socio-economic Trends
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https://www.statista.com/chart/2916/americans-living-with-roommates/
http://fortune.com/2012/01/25/solo-nation-american-consumers-stay-single/

More people stay single for longer, iIn many cases
indefinitely. Roommates, coworkers, and online
friends replace spouses as life partners.

How Roomies Replaced Spouses
How Young People Live Now Living arrangments for 28-31-year olds: 1968 to 2012
And how it's changed fram 1968 to 2012 (Y-axis=3%)
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http://www.theatlantic.com/business/archive/2013/09/how-roommates-replaced-spouses-in-the-20th-century/279210/

The average number of people per household is
declining — from 4 people 100 years ago to 2.5
today.

Size of Average Household, USA, 1910 - 2014
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Source: Kleiner Perkins / US Census Bureau
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http://www.kpcb.com/blog/2015-internet-trends

Home ownership is at a historic low, especially for those
under 30. Coupled with high student debt and low
savings, this leads to the emergence of “Generation
Rent”.

1200 36.40%
%0 of those under Total Student Loan
30 owning homes Debt ($ billion)
9S00 33.80%
600 31.20%
300 28.60%
0 26.00%
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Source: New York Federal Reserve / Census.org
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http://financeography.com/millennial-home-ownership-shrinks-as-student-debt-grows/

Rent Is outpaci

people to live with roommates.

Ng Income growth, encouraging

Median rents vs. median household income, 1960 - 2014
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http://www.zillow.com/research/rent-affordability-2013q4-6681/
https://www.apartmentlist.com/rentonomics/rent-growth-since-1960/

In big cities, sharing an apartment can lead to
dramatic savings.

1. New York, NY §7,238 1. Little Rock, AR -$330

2. Pasadena, CA $5,616 2. Wichita, KS $227

3. Irvine, CA $5,425 3. Aurora, CO $327

4. Anaheim, CA $5,163 4. Lubbock, TX S$517

5. Portland, OR $4,730 5. Phoenix, AZ S797

6. Nashville, TN 54,613 6. Glendale, AZ S864

7. Fremont, CA S4,554 7. San Francisco, CA $921

8. Virginia Beach, VA 54,414 8. Tucson, AZ $1,029

9. Atlanta, GA 54,268 9. Louisville, KY $1,274 §

10. Norfolk, VA 54,211 10. Honolulu, Hl $1,293 g
g

Source: Forbes 10


http://www.forbes.com/sites/jonbittner/2013/10/31/the-best-and-worst-cities-for-roommates/#2cb9e6a65db6

The number of 18-35-year-olds living as
roommates had almost doubled over the last 30

years.

Living Arrangements (%)
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http://www.forbes.com/sites/jonbittner/2013/10/31/the-best-and-worst-cities-for-roommates/#2cb9e6a65db6

Jobs are less stable and many knowledge
workers have more than one. Freelancing and
contract work are on the rise.

53 MILLION FREELANCERS On-Demand Worker Age Distribution, USA, 2014
How non-traditional jobs add up in a survey of U.S. workers.
2.7MM Workers, Up >2x Y/Y
Freelance
business 50%
owners 5 14%
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Temporary l Independent 2 32%
workers contractors B e
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§ 20%
N 27% Moonlighters g
m’éﬁ"d—l 14.3M o
9.3M
0% . .
SOURCE EDELMAN BERLAND, AS COMMISSIONED BY THE “'('i";'.‘;‘;?" &'23‘, “‘“’{522‘;',“"” “:2::')’5
FREELANCERS UNION AND ELANCE-ODESK HBR.ORG
Source: Harvard Business Review Source: Kleiner Perkins
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https://hbr.org/2014/09/breaking-down-the-freelance-economy
http://www.kpcb.com/blog/2015-internet-trends

A recent study found that from 2005 to 2015, the
proportion of American workers engaged in
temporary or unsteady work jumped from 10.7% to
15.8%. Nearly all of the 10 million jobs created
between 2005 and 2015 belong to this category.

Percent of Americans in contract and temporary work v
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http://dataspace.princeton.edu/jspui/bitstream/88435/dsp01zs25xb933/3/603.pdf

Tens of millions of people are working away from
the office. Many lead “location-independent” lives
— working anywhere from NYC coffee shops to
the beaches of Bali.
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http://www.wsj.com/articles/SB10001424127887324539404578342503214110478
http://blog.indeed.com/2015/05/19/interest-in-remote-work-growing/

The boundaries between work, play, and travel
are blurring, as freelancers and e
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Coworking on a beautiful catamaran
sailing the seven seas? Yes, it’s real,

You're an adventurous entrepreneur, a digital
nomad or a visionary startup? The endless

Source: Coboat
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http://outsite.co/
http://www.coboat.org/

These litestyle choices are no longer limited to
freelancers and social mavericks: A growing number of
large companies allow their employees to spena
significant periods away from the office as a way to retain
talent and encourage interaction with the “real world”.
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https://www.bloomberg.com/news/articles/2016-11-04/big-companies-start-buying-into-wework-offices
http://www.scmp.com/property/hong-kong-china/article/2021679/hsbc-moves-300-staff-wework-hot-desking-site-causeway-bay

More and more companies are built from day one
as diffuse organizations, employing hundreds of
people without a central oftice.

Karolina Szezur ( Folow ) o aiesotay, @csesetau past Gesecontoat ;
ac gn, eoftwara awd ampatiy SgIiEs } e
O a4 Basecamp
Building remote-first teams - b £f
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Edvision
1

Source: Medium 17

Building remote teams balsamicr
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https://medium.com/@fox/building-remote-first-teams-a98bf8581db#.i1oq7c339

This fluid environment drives young consumers to

prefer “experiences” to “things”™: Sharing
everything on-demand rather than owning
anything outrignt. ®
rough cars, to clothing and work

from housing, th
tools.

OWN THE PARTY, RENT
THE DRESS

y 15 @ membters-only app that letg you

Curtsy App

AirBnB

This logic applies to anythinr

We deliver laundry and
dry cleaning to your door
at the tap of a button.

Sunny Tribeca Loft in
Downtown New York

Cleanly

 ——
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http://curtsyapp.com/
http://www.airbnb.com
https://cleanly.com

The “shared” lifestyle choice Is sustained and reinforced
by new ways of signaling value or virtue — emphasizing
care for the environment, anti-corporatism, personal
freedom, and the search for authenticity.
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http://www.theatlantic.com/business/archive/2014/10/buy-experiences/381132/
http://www.greenenergytimes.net/2014/04/15/car-brain-and-the-slow-transportation-movement/

Meanwhile, the adoption of new technologies and
advances In existing technologies are expected
to continue to diminish the importance of physica
ocation and redefine the meaning of socia
iInteraction.

Projected airline fare Berlin - London (in USD) Projected average internet speed (in gbps)

$240.00

$18C.00

$12G:00
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$C.00
1985 199¢ 2005 2015 2025
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Source: Levels.io Image: Variety 20


https://levels.io/future-of-digital-nomads/
http://variety.com/2016/digital/news/virtual-reality-oculus-rift-consumers-1201735290/

Key Takeaways

End-users are less likely to own or even sign long-term leases for apartments
or SMB offices — can'’t afford it, dont want to commit, and prefer to pay
based on usage

The practical importance of location is diminishing — people can work
anywhere

The symbolic role of location as a way of signaling status or value is changing
— "working in a third-world country is cooler than working in Manhattan”

Private living spaces are increasingly about function — a place to sleep
(alone) between “experiences”

Public spaces (such as shared offices or residential amenities) are
increasingly about meaning — sources of community, platforms for signaling
virtue, and sites for exploration

Physical spaces should aspire to be as modular and as changeable as their
end-users

© Dror Poleg, 2016
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Emerging Business Models



The Crumbling of the Defenses.

Historically, real estate assets enjoyed a set of advantages that
worked to preserve their value and limit competition. Technological
and social developments are undermining each of these defenses by:

1. Diminishing the importance of location by facilitating remote work
and changing the way we socialize and spend our free time;

2. Democratizing access to capital and information;

3. Enabling business models that reduce tenants’ switching costs by
increasing market liquidity, encouraging the sharing of resources, and
facilitating on-demand usage; and

4. Redefining visibility and accessibility by channeling demand
through new (online) distribution and marketing channels.

The following section contains notable examples of these dynamics.

© Dror Poleg, 2016
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OpenDoor.com and Nested.com provide sellers
with cash offers for their homes. This means short
sales cycles, immediate cash payments, and
avoiding dozens of visitors and inspectors.

OOOOOOOO

We believe in a better
home selling end buying
experience.

uncertaint

© Dror Poleg, 2016
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In a similar way, Rentify.com creates instant liquidity
in the rental market, giving landlords an immediate
offer for their property, and then handling all leasing
and property management to produce a stable return.

No arrears. No voids. No repair costs.

Instant net profit for your property.
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Rent your property instantly with Rentify B
and kiss high street hassle goodbye ©

ur progerly with Rentify Kigs high streel hassle goodbye




Aggregation platforms such as AirBnB provide

access to underutilized residential space.

New Tak
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Breather.com provides on-demand access to private spaces
iIn convenient locations across major cities, for 30 minutes or
longer. The company designs and equips spaces to suit
consumer needs — meetings, study sessions, or company off-
sites. In this way, Breather extracts high yield from low-visibility
locations.

C  http://www.breather.com Q| $

& breather

© Dror Poleg, 2016
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Spacious.com allows restaurants to serve as co-working
spaces during their off hours. Users pay a subscription that
guarantees access to one or more spaces each day. The
company equips each space with minimal infrastructure
such as fast internet and coffee machines.

Workspace. Reimagined.

Spdelens gives you access to anetwaork ef czautiful spaces with

o
everytHifg you meedito meet, workiand reciianges:

) - B , ‘ -
g i P ’
” h BT - VP el )
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R ey e
4 Q.' 0 e
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AirBnB recently started aggregating people’s
free time — allowing hosts to share their lives and

nobbies with guests, for a fee.

C  http://www.airbnb.com & 3w i

Naw Tabk

Airbnb
Experiences —

Q| ¢

Book experiences designed and led by some of the most Host an expenence
interesting people out there. You'll get to unleash the sushi Desi sf aglbaicitioci
™ ™ yaur ¢ ,'. 2N 2KTra money nain;

travelers or locals along.

chef or street artist you've always wanted to be.

© Dror Poleg, 2016
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that the co

mpany Is starting to foc

term housin

g solutions, not just on "t

Brian Chesky
< bchesky

If @AIronb could launch anything in 2017, what
would it be”?

T % MELERRAR L

7:08 PM - 25 LCec 2016

& Reply to @bchesky @Aironb

: Martin ARazco amartin - 21m
@bchesky @AIrbnb longer term apartments 5-6 months)
!

Brian Chesky  bchesky - 14m
@amartin @AIrbnb we are werking on this in 2017 for sura. B.g push.

N addition, AirBnB’'s CEO recently announced
Us on longer-
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Social plattorms such as WeWork create communities
around co-working spaces. “lenants’ can Interact
and exchange services on an online social network.

C  hitp://www.wework.com

wework

Find inspiring workspace)
with a glabal community,
fram 100+ services to helgigrow

your business

HOW WE HELP BUSIKESSES »

LOCATIONS

© Dror Poleg, 2016
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WeWork taps into additiona

revenue channels by

offering 3rd party services to I

'S members and leasing

parts of its space for events and promotional activities.

Membership Perks &
Benefits
TrlNet\ % inDinero . 1) Office 365
P . SPOT
@ ?GoDaddy HERO CHASE O
amazon. x"Slélfll'( S atat zipcar

© Dror Poleg, 2016
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Common.com takes the pain out of living with
roommates by providing a layer of value added services.
t charges a subscription (rent) fee, and allows members
to switch between houses with a 24-hour notice.

1
C «

common

@ Private Bedroom
O space ¢ call your own, Jheose
can ‘;“ (’ £ 'il' E A TOn Y es
E Utilities Covered
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s J2Cd 10 at V2 LAlprLcs
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sU wou can Lank abous other ston
rirche Eathecaom, consing an
leameng sJEEhys gre Lagsd nig-om

Chetk QOu. Our Fermes - Cur Comimunity \What Coes Membersivp Entail? | SCHEDUL I

The Common Experience
Flexible Moves
(@) SPEstWE
Community Events

.

? t4 e teget We plza weekly
cod monchly gohermgs ke pot aus
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by anz el the for things.
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---h Fully Furnished
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Weekly Cleanin
""" r>all "

f¢

24/7 Laundry
Make ¢ 2y boeak

HOME. MADE.

B - IRgNORthose vh
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Roam.co provides flexible access to a private bedroom,
co-working desk, and an instant “community of
interesting people” In locations such as Bali, Miami,
London, and Tokyo. Subscribers can switch locations
once a week.

Now Tab

C  http://www.roam.co

Community

© Dror Poleg, 2016
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RemoteYear.com allows its “tenants” to live in 12 different
locations during a single year. Each location has a shared
workspace. The location and their tenants are curated to optimize
everyone’'s experience. 500,000 people have applied so far.

C htth/Amww remotevear com (']s ):{ :

-uuuz
@S- remote HOW IT WORKS ITINERARY FOQLLOW ALONG APPLY NOW
{,,,.,,) year

TRAVEL THE WORLD

WHILE WORKING REMOTELY

APPLICATIONS NOW OPEN-TOR 2017

! \
FOLLOW ALOV‘T'G ' AFPLY NOWI
35
e :
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NewlLab.com is a curated workspace for
hardware entrepreneurs, providing on-demand
N as 3D print

access to specialized tools suc

welding machines, and laser cutt

C  http://www.newlab.com/ Q|

ers.
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New Tech intordsciplinery space. =
- desigeed to sudport —
antrapranaurs vorking

nt
New Hardware. nemegng

robotics, artificial

— . -
New Manufacturing. oo,
]
New York City. ol W8

the former epicenter of
N L b American shipbuildi ng
ew a m is state-of-the-art
once again.
About ua >
3 -
Disciglines —

Source: PSFK

ers,

© Dror Poleg, 2016

36


http://www.psfk.com/2016/10/co-working-space-designed-specifically-for-hardware-entrepreneurs.html

Other curated co-working spaces offer similar
services to musicians, filmmakers, lawyers, scientists,
nardware developers, female entrepreneurs, mental
nealth professionals, and writers.

JOIN FEATURES FHOTOS MEMBERS CONTACT

2 u o X - 7 - = R
- Now Taks x
)/ cla awnl
p—— s TR
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- o oC - - - s - é /e l 3 () d I |Jl| ' ‘ ‘
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Serendipity Labs is offering co-working as a franchise
opportunity, providing owners of physical space with a
brand, client network, know-how, and management tools.

& www.serendipitylabs.com G 3 ;
Q " 200 226 1673 Log L
Sere ndiplty Labs Lozations Decame 2 \Memoer log Atout Cowcrking Franchise Caterprise Salaticns

Irsprater ot Work.

The Franchise Opportunity m_
he Serendipity Labs

What is Corporate Conorking? C OWOrklng Fra nChIS e
Why Serendipity Labe? Opp Ortunl ty'

Hesowces & leam

Capitalize on the huge shift toward worker mobility
Miariets Snder evelopmen with ownership the leading members-only
workplaces.

Gel in Touch o Gel Started.,
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Storefront.com enables makers, designers, and
artists to use un-leased retail and exhibition spaces
for short periods of time.

C http://www.storefront.co aQw :
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Ziferblat is an "anti cafe” — a place where everything
S free, except time. Visitors can walk in to work, chat,
polay the pilano or attend events. The cost Is 5 pence
per minute.

MNow [eb ¥

http://ziferblat.net/en/ aQw
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"Antl cafes” were born in Europe, but larger versions are
now appearing in Asia. CAMP in Chiang Mal, Thailand,
provides 2 hours of wifi access In exchange for a
minimal payment for snacks. The customers are a mix of
tech workers and students doing their homework.

~ AIS

Source: AIS Source: Awesome Wave

© Dror Poleg, 2016
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http://www.ais.co.th/campais/en/
http://awesomewave.net/guide-for-long-term-chiang-mai/

The 9 Hours Hotel is an upscale version of the
Japanese capsule hotel. Visitors enjoy access to plush
amenities, a hot bath, and a special lighting and sound
system designed for peaceful sleep. Access is regulated
by QR codes, and the service is priced per nap, per

bath, or per day — unbundling the standard 24-hour
hotel stay.

gn B9
-
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http://www.uniqhotels.com/9-hours-capsule-hotel
https://ninehours.co.jp/en/kyoto/

Kasita is a prefabricated micro-home fitted with central
heating and cooling, a gueen-sized bed, tull shower,
dual induction cooktop, microwave/oven, washer/dryer,

refrigerator, and the latest loT
on its own, or racked toget

techno
ner wit

ogy. It can stand
N other units —

unbundling traditional apartme

Nt builal

ngs.

Source: Kasita Source: RealSimple

Source: CultureMap
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https://kasita.com/

On the financial front, the value of assets is also being
unbundled. Point.com allows owners to sell a small
percentage of their home equity, effectively bringing in
a preferred shareholder in exchange for cash.

Point is an alternative to traditional home equity loans and HELOCs.
Point buys into a fraction of your property. There are no monthly payments.

Are you a homeowner?
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Fundrise.com and Realtyshares.com unbundle
traditional REITs, allowing very small investors to
access mid-market assets for low fees.

m#H  FUNDRISE

—all |

. _ -

& i u\ ll,l

- -

Introducing online direct real estate investing.

© Dror Poleg, 2016

45



And just when you thought loans couldn't get any more
precarious: Jiedaibao.com, an online lender backed by
one of China’s leading VCs, allows borrowers to use
naked selfies as collateral. Welcome to the “sharing”
economy.

SouthChina Morming Fost  CHINA 4K 2514 VIORLD “OMMENT BUSINESS TECH .IFE CU.TURE SPORT

EEEE =+ studens forced to give & "neked IOV to get a loen spark an outcry in China

Students forced to give a ‘naked 10U’ to get a loan

spark an outcry in China rortiue
b A . ) A murder in Toronto and the dark
Phote Bl .lph.. used to threaten young women if ~_h,-_,}- [r}. to detault on their debts side of the Asian immigrant dream
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http://www.scmp.com/news/china/society/article/1979947/students-forced-give-naked-iou-get-loan-spark-outcry-china

Key Takeaways:

Space is broken down into smaller value units, allowing end-users to pay only for the
specific components they wish to use — as desks, meeting rooms, bathrooms, beds,
etc.

Time is broken down, reducing the minimal commitment required from end-users to as
ittle as 30 minutes — shifting profits to those who can secure large spaces
“wholesale” and lease them out “retail” in smaller sizes for shorter periods of time.

Incremental use (smaller spaces, shorter periods) gives rise to dynamic pricing
models.

Equity is broken down, enabling smaller owners to share their financial burden with
other small and medium investors.

Visibility is no longer just about being seen offline. Accessibility is now partly about the
ability to book space and other amenities within it on demand. Spaces with “good
enough” locations become more valuable through optimized design and innovative
marketing.

New attributes - community, curation (who else is there?), content (events), value
added services, and availability on demand - are eclipsing location and accessibility
as the key drivers of differentiation between assets.

© Dror Poleg, 2016

47



Industry Responses



The 5 Stages of Real Estate Grief

't takes time to come to terms with a new reality. This Is
especially true in the case of real estate, an industry that
operates on the assumption that value lasts forever. The

hotel industry’s response to AirBnB is a case in point.

@ Denial Assuming AirBnB will not damage the hotel industry.
@i Anger Hotel industry hiring lobbyists to crackdown on AirBnB.

| .« . Attempting to level the playing field by imposing taxes and regulations
a'a Bargalnlng on AirBnB. Negotiating AirBnB partnerships.

\'\ Depression

Hotel and lodging REITs valuations plummet.

(22) Acceptance

Hotel chains invest in room sharing apps; launch concepts with more
“at home” feel.
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Some owners and operators are responding by expanding
iInto related Industries — Iinvesting directly in emerging
technologies and services. This dynamic is most advanced
in retail, where operators already have high awareness of the
importance of platforms, curation, and value-added service.

@ westfield labs

ARE A

EAL ESLAIE ACUELZHA DR

<o SIMON VENTURE GRCUFRF

A venture capital fund and tech
accelerator of one of the world’s
largest shopping mall owners and
operators.

Focused on technologies that
“‘remove friction from physical
commerce”.

The world’s leading Real-Estate
tech incubator — investing in
early-stage companies innovating
at the intersection of Real Estate
and Technology.

Founded by David S. Rose, scion
to one of New York’s largest
property developers.

Venture capital arm of the largest
retail real estate company in the
world.

Its mission is to help create the
future of retail by investing in retail
technology that enhances the
shopping experience both online
and offline as well as investing in
rising new brands.
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Swire, one of Asias largest CRE owners and

operators, launched Blueprint, a co-working space

and tech accelerator. The initiative is part of an
effort to rejuvenate and re-position part of the

company's iconic mixed-used project, Talkoo Place.

"“d TF

Source: Blueprint / Swire Properties
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http://blueprint.swireproperties.com/en/

Gaw Capital, a property funds group, invested $15m in
Shanghai’'s Naked Hub co-working space network, with
the aim of expanding to 30 new locations across China.
In the US, real estate giants such as Boston Properties
and Rudin invested an undisclosed amount in WeWork.

© Dror Poleg, 2016
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http://www.forbes.com/sites/russellflannery/2016/11/01/gaw-capital-invests-15m-in-shanghais-naked-hub-co-working-network/#
http://www.nakedhub.cn/en/

Equity Residential, a US REIT, converted® one of its

NYC buildings into a makeshift hotel by offering new

services to tenants and marketing their furnished

unit

Ma

deals using informal channels.

Source: The Real Deal

s for short/medium through an online pla
ny NYC landlords conduct similar shor

form.
-term

apartment
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"

ultra modem extended s

&y apariments

“The REIT is being sued by the building’s long-term tenants for flaunting usage and zoning laws.
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http://therealdeal.com/2016/08/08/equity-residential-flouting-law-by-running-airbnb-style-hotel-in-midtown-lawsuit/

Regus, a traditional operator of furn
IS shifting some of its locations to daily, on-

demand use. It recently launched a mobile app t
’

allow users to manage boo
company split its original offe

sub-brands, each with a different valu

|

ngs directly. 1r

proposition to suit a specific type of end-user.

Regus ‘ S PAC ES Signature Greup o

Ng into 6 different

Ished offices,

O
e

€

office

Source: Requs / Annual Report
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http://assets.regus.com/investors/annual-reports/2015/2016.03.01-regus-plc-consolidated-report-and-accounts-2015.pdf?_ga=1.191233386.1754370246.1481370462

Landlords such as Stonehenge, Rose Associates, and

Kushner are teaming up with sta
create unigue experiences for the
content and activities into reside

rtups such as HO

M to

ir tenants. HOM inj

ntial gyms, roofs,

ects
and

lounges — creating a strong reason for tenants to remain
in the building and for new ones to join.

— e

S
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Source: HOM
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http://www.iamhom.com/about.html

The Ascott, one of the world’s largest owner-operators of
serviced apartments, recently launched Lyf (pronounced
“life”) — a new residential concept combining co-living
and co-working spaces and offering a “community-
based experience”.

(3 ,;‘s}, );
1 ORNEN o
viges' 27
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Source: Ascott Photos: Business Traveller
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http://www.the-ascott.com/about-us/news/ascott-redefines-travel-for-millennials-with-new-brand-lyf-and-targets-10000-units-by-2020.html
https://www.businesstraveller.com/accommodation/2016/11/24/ascott-launches-new-lyf-brand-millennial-travellers/

Accor Hotels (Sofitel, Ibis, Pullman, etc.) is launching a
new co-living concept that brings together local residents
and travelers. The concept is developed in collaboration
with Jo&Joe, a hostel operator, and will include activities to
enhance wellness and nurture community. The group
plans to open 50 properties of this kind by 2020.

© Dror Poleg, 2016
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http://www.psfk.com/2016/11/this-new-hotel-brand-brings-co-living-to-the-next-level.html

Two Roads Hospitality, a merger between Detination
Hotel's and John Pritzker's Commune Hotels, is launching
“tommie”, a new chain of micro hotels — tiny rooms with
access to great shared amenities, in central urban
locations.

[ommie

To the youthful and open-minded, tommie is a lifestyle micro hotel
brand designed to unleash the potential of every interaction, cvery
moment, and every square foot.

tommie hotels are set to become the blueprint for the next evolution
of hotels in gateway cities. Combining form and function, the
experience is atypical, but intuitive—and a new way to look at hotel
living.

© Dror Poleg, 2016
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http://www.tworoadshotels.com/tommie-hotels
http://urbanize.la/post/first-glimpse-hollywoods-tommie-hotel

Arlo Hotels recently launched its own take on micro hotels
in NYC. It features tiny rooms, including bunk beds, at
central NYC locations, with access to upscale amenities
and a promise of a lively community and buzzing events
calendar.
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Source: Arlo Hotels
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http://www.arlohotels.com/

West EIlm, a furniture retailer, recently partnered with real
estate executives to launch a new hotel chain. The
iInteresting angle here is not the co-branding, but the way
iIn which a brand can leverage its existing customer
network, data, and suppliers to crossover into real estate
— Injecting value into assets that in less-ideal locations.

Source: Bloomberg
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https://www.bloomberg.com/news/articles/2016-09-27/will-anyone-want-to-stay-in-a-west-elm-hotel

n Japan, various property owners and operators are
aunching “Share Houses”, a type of managec
shared housing concept, adding common areas anc
facilities to traditional apartment buildings anc
emphasizing “community”. These houses cater to
long-term residents as well as short-term visitors.

Source: Tokyo Share House
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https://tokyosharehouse.com/eng/house/owner/2664/

Broader Implications
(It's a bit wordy, but it’s worth It.)



Is space becoming a commodity?

The crumbling of traditional defenses
puts many real estate assets at the risk of
being commoditized — undifferentiated
and dependent on online aggregators
and tech operators. This brings to mind
the Smiling Curve, originally used to
illustrate how profits (“value”) are
distributed along the supply chain of the
electronics industry.

The curve shows how the
commoditization of physical products
works to shift profits from those who build
and manufacture (the middle of the
supply chain) towards those engaged in
R&D and concept development
(beginning of the chain) and those
engaged in sales and customer support
(the end of the chain).

For example, value in the supply chain
for personal computers is captured by
those who develop proprietary software
and components and those who
specialize in marketing and online sales.
Those who actually “build” the computer
capture a fraction of its value.

A
Vilug
\
Aaded ‘_ Software E<commarca J
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Morios sourdng
Mo:herboard
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Components : Assembly " Distributton

Recognizing that Acer's focus on assembling PCs was keeping the company in the least
profitable seamant of the markst, CEO Stan Shih decided to mova up the valus curve
by developing capabilities in components and distribution. Succzading In componants

required strong technology and enough manufacturing skill to produce economies of
scale Succaeding In distribution raquired a solid brand, astablishad channels, and

eifective logistics, Acer has built both.

Source: Harvard Business Review
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https://hbr.org/2000/03/going-global-lessons-from-late-movers

Added Value

Developers and traditional operators
are at the risk of getting stuck in the
middle of the supply chain,
surrendering profits to ventures that
specialize In developing attractive
concepts, brands, and technologies on
one side and to those who specialize In
aggregating and marketing inventory
on the other.

Concept Development
Design
Data & Recommendation
Smart components

Management software

This means that the overall yield
extracted from real estate assets may
rise, but a growing part of it will come
from non-traditional business models
and captured by new or innovative
players. Ultimately, on-demand “space
as a service” might replace ownership
and long leases altogether in many
segments.

Market Makers & Aggregators

Marketing

Asset Management

Basic Property Management

Construction & Development

Pre-development

Development

Marketing & Inventory Management
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The automobile industry offers some guidance: Ownership and
long-term commitment shifts towards on-demand usage. Software
companies are eating incumbents. “The channel is the product”: It
people book rides through an app, what matters is the experience
on the app; the car itselt becomes a commodity.

“Everyone” owns a car. Technology makes it viable to
provide affordable private rides on
demand.

Car ownership declines, fewer
people learn how to drive.

Self-driving cars become Cars are becoming a service, no
increasingly reliable. longer owned by individuals.

Traditional automakers and sellers
are supplanted by software
companies that own fleets of self-
driving cars.

© Dror Poleg, 2016
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Developers and operators that lack the scale to acquire or
develop new capabilities will be at a disadvantage. Funds that
focus on the value and operation of individual assets will fall
behind.

The abillity to create synergies across a porttolio is no longer just
an advantage, it i1s a necessity. The ability to innovate and
differentiate is no longer an advantage, it is critical.

Traditional players are at risk of being shut out of large parts
of the market by online aggregators or ceding most of their
profits to new types of operators.

© Dror Poleg, 2016
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What can you do?



Don’t think of a building.

Apartment and office landlords need
to start thinking like retail operators,
and like startups.

1. Redefine your customer. It's
anyone who uses your space, not just
the entity that signs the lease.

2. Analyze everything. When do your
customers arrive and leave, how often
to they go to the bathroom, where and
when do they like to have their coffee,
what are their hobbies and interests,
how far do they live, and more.

3. Curate tenants. Filling space is not
enough; bring tenants together to
create synergies — make your tenants
more likely to stay, new tenants more
likely to join, and more.

4. Keep track of indirect
competitors. Your customers’ need
can be satisfied in different ways.
Don’t look just at similar buildings;
look at all available solutions.

5. Don’t cede the customer
relationship. This will help you
understand them better and protect

against disruptive competitors. In
extreme cases, this means investing in
new aggregators and operators while
they are still small.

6. Cannibalize today to grow
tomorrow. Dedicating resources to
develop and experiment with new
models and experiences. For example
— converting a small percentage of
your property into a co-working area,
on-demand meeting rooms, or event
space.

7. Seek deep differentiation. A good
building in a good location is no
longer enough. Consider dimensions
such as community, curation, content
(events), business model (dynamic
pricing, flexible leases).

8. Make the most of your
competitive advantage. Do you have
a large portfolio? Lots of cash?
Unused storage space? Cheap
access to office furniture”? Leverage
everything you've got to serve the
needs of your customers. Innovators
are eager to fill any gap you leave
unfilled.

9. Don’t ignore innovators, even if
they don’t affect your bottom line.
Keep an eye on what's happening in
the industry. Business models that
seem harmless today might grow to
threaten your core business tomorrow
(especially if you cede control of the
customer relationship).

10 Explore unbundling and re-
bundling opportunities. Facebook
used to do everything, but now users
prefer one app for messaging, another
to share photos, and several more to
meet new people, discover events, or
maintain professional relationships.
Consider whether it is worthwhile to
create separate offerings for different
types of customers / locations / times.
Also consider what services could be
bundled into your existing offering to
make it more attractive —
partnerships with nearby vendors,
online groups, and more.

At a deeper level, prepare for a world
where staying relevant is a constant
cycle of gathering feedback and
adjusting yourself to your customers.
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How can | help?



| help real estate funds and asset managers optimize existing
assets; evaluate investments and partnerships; and identify long-
term threats and opportunities.

| also work with architects and developers to understand
tomorrow’s end-users, and help real estate startups reach product-
market fit.

| spent the last two decades developing offline and online
destinations that consumers love. This includes overseeing a $2.5
billion real estate portfolio, negotiating with some of the world’s
largest tenants and institutional investors, and launching an award-
winning mobile app.

To learn more, please visit www.poleg.net
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Questions? Comments? Want to discuss how these
developments apply to your business? Get in touch.

dror@poleg.net
www.poleg.net


mailto:dror@poleg.net?subject=
http://www.poleg.net

