Real Estate Values and Jobs

We have seen some financial recovery in the United States from the stock market and consumer spending but still have a way to  go before the economy recovers to the 2007 level.  To see how long it will take for the economy to recover, we  examine prior recessions.   The accompanying  graph shows that the time to recover the jobs lost in the prior two recessions has taken twice as long as each prior recession. Extending the 2007-2009 recovery curve, it is projected that it will take a minium of four years from December of 2009 for the economy to re-employ those persons laid off in the current recession.  On the contrarian side of this projection, there are economists who conjecture that our economy is entering a long term period of sluggish employment levels similar to that in Europe brought on by a mismatch of job skills and the requirements of employers for more educated personnel to meet the competitive demands of a global economy. 

Real estate is about people and the demand for commercial and residential real estate is about jobs that people have or do not have.  The students in our spring MBA 590 Argus commercial property valuation class evaluated a new Chicago downtown office building which sold in 2006 for $178 million.  Based on current rents, occupancy and a conservative valuation methodology, the building is currently is valued at $105 million or a reduction in value of 41%. 
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In the housing market, values range as a function of location but in such markets as California, Arizona, Nevada and Florida, values have declined as much as fifty percent since the peak of 2007. According to a just released report by Zillow.com, forty percent of the homes sold in the Chicago area sold for less than the purchase price. Zillow further reported that the percentage of homes in the Chicago area with negative equity was 27.5 per cent in December 2009 and has climbed to 31.8 per cent as of March 2010. 

The decline in real estate value and demand is correlated directly to the decline in employment. So the good news is that it is a good time to be a buyer. For sellers, not so good and the recovery time line is a long one.

