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In these uncertain economic times, my clients frequently ask “How is the Market?” and 
“When will we see improvement?” As in any economic climate, there are two critical factors
which are used to forecast market conditions in commercial real estate. 

First, we will consider unemployment, which in my opinion, is the single most important 
statistic used to indicate the future of the real estate market. Second, we will consider 
inflation, which could have a twofold effect on real estate. 

Earlier this month The Wall Street Journal reported that unemployment rose to 9.2% in June as 28 states showed 
job losses. As unemployment increases, the supply in the residential sales market shows a surplus of availability. 
This is mainly due to the fact that people have lost their jobs or have a fear of losing their jobs. Similarly, there 
is a surplus of office space as companies downsize to cut costs and the available inventory of office space is 
increased from the new sublease space available. The trickledown effect of unemployment then becomes 
apparent in the other sectors of commercial real estate. When unemployment rises, retail sales suffer, as 
consumers are reluctant to spend money. This creates problems for strip centers as anchor tenants go dark and 
consequently all the ancillary tenants suffer. With diminishing retail sales, the industrial sector also takes a hit. 
The demand for warehouse space decreases as fewer goods are manufactured, and it follows that fewer goods 
will be imported and distributed. It is quite easy to understand the direct effects in periods of high unemployment. 
So the question becomes, have we seen the peak? We don’t know, but it is obvious more job creation is necessary. 

With swirling media coverage over the debt-ceiling and what the right decision is for the nation’s economy, I find 
it difficult to surmise what the actual short and long term effects will be. Many of the “experts” are using this 
decision as a crutch to push their own personal political agenda. I have read conflicting predictions by “experts” 
who anticipate inflation in either scenario of raising or not raising the debt ceiling. I cannot say whether we will 
or will not see inflation, however, if we do see inflation, there likely will be ramifications to real estate values. 
If we see inflation, our cash loses its purchasing power and typically there is a flight to hard assets, i.e., 
commercial real estate. An increase in demand for commercial real estate should increase the values, but the 
Fed will likely raise interest rates in an inflationary environment and subsequently, mortgage rates will rise. 
With the collapse of 2008 still fresh in the minds of lenders, underwriting will remain very disciplined. Couple 
that with the rising mortgage rates, and we will likely see positive leverage. Positive leverage will cause cap 
rates to rise and effectively, property values will decrease. Clearly if this scenario plays out, there will be a 
negative impact on real estate values. 

So, why should a commercial real estate investor buy now as opposed to waiting for another dive and anticipate 
the bottom of the market? Predicting when property values have bottomed out is nearly impossible and 
anticipating when and if inflation will occur is just as difficult. If a buyer is looking to purchase real estate as an 
inflation hedge, the time to buy is now while interest rates are low. This allows the buyer to lock in at a fixed 
low rate, and if we see inflation, it will likely increase the rent roll and the value of the asset over an extended 
period of time. 

Are we setting up for another dip in the market or will we continue to slowly move forward? I cannot predict 
when or if we will see the bottom, I can only hope we see some sustained stability in the slow and arduous 
climb back. There are major headwinds and challenges ahead as the economy tries to recover.


