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'CONCRETE THOUGHTS

The Fuzzy Unemployment Picture and

Commercial Real Estate
Don’t expect healthier industry without more jobs—what's causing sluggishness

EXECUTIVE SUMMARY:

=» Due to government measurements, the jobs picture is likely mtich worse

than reported.

=» Abig part of the slow jobs recov;ry is general economic uncertainty.
= Alot of the uncertainty is tied to government (in)actions on budgets,

health care and taxes.

jthout a doubt, the most im-
portant economic indicator
for the commercial real es-
tate market is employment. No other
metric more profoundly impacts the
fundamentals of our market than the
number of people who are produc-
tively working. Unfortunately, news
on the jobs front, thus far in 2010,
has been lackluster and well below
most economists’ forecasts. This
is the main
reason why
momentum
has been lost
in what little
traction the
economic re-
covery had
displayed.
The rea-
son that the
real estate
industry re-
lies so helpvi-
ly on job cre-
ation is that
if people have lost a job, or fear they
may lose a job, they do not move out
of Mom and Dad’s house; they donot
move from a one-bedroom apart-
ment to a two-bedroom; they do not
move from a rental unit into a pur-
chased single-family home, a condo
or a co-op; and companies that are
downsizing do not need more office
space, they need less.
For these reasons, participants
in the real estate market should be
watching this metric with a careful

eye.

At the beginning of August, the
Department of Labor came out with
July jobs numbers indicating that the
U.S. economy lost 13000 jobs. The
administration’s interpretation of
this dismal report led them to high-
light two things that appear relative-
ly positive on the employment front.
The first was that the unemployment
rate did not increase as it stayed at
9.5 percent. The second was that July
was the seventh consecutive month
of private-sector job growth. Neither
of these arguments truly creates any
reason for optimism. As we will see,
the official rate of unemployment is
of little value in understanding the
employment picture, and while we
have seen private-sector job growth,
it has been far lower than is typical at

Robert Knakal
_ Columnist _

14 August 24, 2010

this point in a recovery.
Let me explain each of these in
more detail.

th respect to the official 9.5

percent unemployment rate,

by now most of you are prob-
ably aware that this official rate is
nearly irrelevant. During the Clin-
ton administration, the calculation
of our official unemployment rate
was changed such that it does not in-
clude discouraged workers who have
stopped looking for a job for more
than 30 days. It also does not include
workers currently in part-time posi-
tions who would rather be working

full time. To the extent that these un-

employed and underemployed peo-
ple are counted, the true unemploy-
ment rate is somewhere between 16
and 17 percent.

So, you may intuitively ask, how
can the unemployment rate remain
unchanged with the economy losing
131,000 jobs? It is because scores of
people who dropped out of the work-
force are no longer looking for work
and, therefore, are no longer consid-
ered unemployed. Forget about the
official rate—look at net jobs created.

With regard to private-sector job
growth, a closer examination is nec-
essary. According to the Department
of Labor, in July the private sector
created 71,000 new positions, includ-
ing a gain of 36,000 jobs in the manu-
facturing sector. This number, unfor-
tunately, is somewhat misleading, as
a majority of those manufacturing
jobs were in the auto industry, which
is receiving a significant amount of
support from the federal govern-
ment.

Not surprisingly, these figures are
often revised, and when they are,
they are often revised downward.
When the July jobs report was re-
leased, the Labor Department also
stated that the June numbers were
far weaker than previously reported.
Original estimates were that 125,000
jobs were lost. This figure was re-
vised to 221,000. Private-sector ac-
tivity in June was originally reported
as 83,000 new jobs created when, in
actuality, only 31,000 were created.

One of the problems that 1 have
with the figures coming out of the La-
bor Department is the method they
use to estimate job creation. The de-

partment uses a computer program
that estimates new company forma-
tion during each month, including
guesses as to the number of compa-
nies created and the number of jobs
that these hypothetical companies
are creating. The justification for this
is that these new small companies
may not be reachable by the depart
ment during its surveying process. 50
it simply makes the assumption that
these firms are out there.

Thus far in 2010, approximately
600,000 jobs are assumed to have
been created but yet no one can prove
that they actually have been; and only
with subsequent revisions, based
upon real data, will we know wheth-
er they have been created or not. For
instance, the Labor Department esti-
mated that private-sector job growth
in 2009 was very positive; however,
by February of 2010, it admitted that
it overestimated the number of jobs
created by L4 million. This is not an
insignificant revis:ion.

Whenever the government
gives someone something
the government has to take
that something away from
someone else. Employers
and consumers are aware
that they will hear a knock
on their door at some point
in the future.

During the last recession, the U.S.
economy lost about 8.5 million jobs.
Based upon population growth, ap-
proximately L8 million Americansen-
ter the worlforce each year; 600,000
drop out. This means that our econo-
my needs to see 100,000 jobs created
per month before we start regaining
any of the 8.5 million jobs that were
lost.

On a national basis, we have not
come close to seeing job creation at
the rate necessary for real estate fun-
damentalstoimprove, Thisisremark-
able given the massive and unprec-
edented amount of stimulus injected
into the economy by the government.
The U.S. federal balance sheet has
ballooned based upon spending that
has produced very little in the way
of tangible results given the magni-
tude of support. It is remarkable to
see how weak the recovery has been
after this unprecedented fiscal and
monetary stimulus.

Last week, more bad news for
the job market was unveiled as first-

time jobless benefits claims rose by
12,000, to 500,000, representing the
highest total since November of last
year. This presents a clear warning
that official job-creation numbers are

- probably overestimated. The level of

these claims had fallen steadily for
many months, indicating that the job
market may have been tangibly im
proving. Last week’s claims number
indicates that the recovery may not
be coming too quickly. E

Add to this disappointing jobs
data an increased likelihood of a
double dip in the national housing
market, and cause for concern in-
creases. Consumer confidence has
reverted back to prior lows, leading
to a savings rate in excess of 6 per-
cent. This 10 percent swing (the sav-
ings rate was -4 percent three years
ago) causes about $1 trillion of gross
domestic product to evaporate. G.D.E.
estimates, which have been revised
downward for past periods, are being
revised by most economists down to
2.5 percent, or less, for the balance of
2010 and 2011, These growth levels
are far below the 6 to 8 percent lev-
els normally seen when our economy
emerges from a recession.

o why is the jobs market so

sluggish? There are a num-

ber of reasons, not the least of
which is the fact that there is tre-
mendous uncertainty present today.
Markets dislike nothing more than
uncertainty, Economic uncertainty
is extraordinarily high based on fed-
eral, state and local budget deficits.
Very few Americans believe that
their tax obligations are going to be
lower in the future than they are to-
day. Unfortunately, there is no clear
direction in terms of what tax policy
will be. Will the Bush tax cuts sun-
set or will they not sunset? Will they
sunset for some of us, but not for
others? Will they sunset and will ad-
ditional new taxes be cast upon us?

In addition to the tax horizon,
there are other policy issues that
are creating tremendous uncertain-
ty. Most employers believe that the
new health care program will add
significantly to their costs. No one
really knows or can quantify what
this cost increase will be.

Similarly, the economic impact
of financial regulation is something
that has not been quantified either.
Other major policy issues that have
been discussed and are looming in-
clude a value-added tax and cap and
trade. These initiatives, if passed,
will also add significantly to the ex-
pense burdens faced by businesses.

With all this uncertainty, how are
employers going to have the confi-

dence to go out and create the jobs
that are so desperately needed for
our economy and for our real estate
market? Is it any wonder that bal-
ance sheets are bloated with cash
yet, on the hiring front, decision-
making inertia has setin?

The government just can’t keep
spending without having a plan to
reduce budget deficits. These defi-
cits are simply a representation of
bills to taxpayers that are in the
mail. We know they are coming and
we know who has to pay them. What
people in Washington don’t seem to
understand is that if you give some-
one resources, then you are taki
them from someone else. The gov-
ernment doesn’t create resources,
it merely redistributes them. When-
ever the government gives some-
one something, the government has
to take that something away from
someone else. Employers and con-
sumers are aware that they will hear
a knock on their door at some point
in the future.

To help loosen the purse strings
of employers and the all-important
consumer, certainty with regard to
policy should be a priority. Even if
participants disagree with golicy,
knowing what the policy is will pro-
vide an understanding of the rules
of the game. Jobs can’t be created
and the economy can’t tangibly re-
cover until businesses and consum-
ers regain confidence and become
interested in investing and spending

again.

In New York, we have been lucky
that our employment picture has
been somewhat healthier than we
have seen on a national basis. Our lo-
cal unemployment rate has dipped
to 9.4 percent, a 10th of a point be-
low the national average. We need
to see monthly job creation in order
to see our real estate fundamentals
become enhanced. Let’s hope we see
those jobs created consistently, as
they will lead to much better days
ahead for our commercial real estate
marketplace.
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