
INSIDER'S PERSPECTIVE

Fnorra Sra. ro SsrNrNc Sre
bt1 Ilttph F. Keltv, C I?.1)

FOCUS ON THE ECONOMY

f f thcre is a canon trf classic texts in our professional literature, Princi;r/rs o/ Real

I Esfntu'by Arthur M. Weimer and Homer Hoyt certainly has a place of honor
on tlre bookshelf. Originally written in1939, Principlcs was published in several
editions over the course of many decades. Todav, manv of its teachings may
appear overly obvious, but they are no less fundamentallv important for all
that. And because of their basic validity, they remain a healthy corrective to
uncritical enthusiasm for the "trend du jour."

On page 414 of the Fourth Edition ('1960), Weimer and Hoyt wrote: "The
real estate market of a locality will be influenced by the trend in local business
conditions. . . Of the manv factors to consider.. ., the most important is the trend
in emplovment and incomes." This observation is well rvorth pondering as the
U.S. economy and real estate markets enter the new millennium.

Spe,ctacular comnrercial property performance on either side of the coun-
try, especially in marke.ts such as San Francisco, Washington, DC, Ne'w York,
and Boston, has had commentators resurrecting a term popular in the '80s: "the
Bi-Coastal economy." Have the states with shorelines on either the Atlantic or
Pacific oceans in fact been better-off than the nation as a whole in recent days?
The evidence seems to make this case nicely. Twenty states have ocean
frontage, five on the Pacific and 15 on the Atlantic. Taken together, the.se states
represent 51.4 percent of the U.S. employment base (about 65.3 million jobs out
of the national tot al of 177.1million). But, over the 12 months ending March 31,
2000, the bi-coastal group of states accounted for 57.7 percent of the nationwide
increase of 2.8 million lobs. This means that these states are growing more
rapidly than the rest of the nation. Thc'Pacific states generated 489,800 new
jobs, while the Atlantic Seaboard added 

.1,128,800 
positions to the payroll. This

goes a Iong way toward explaining the robust supply/demand conditions in
local real estate markets, and the consequent surge of investor interest from
Montauk to Santa Monica.

It is not simply growth that is supporting high real estate values in these
states, though. They also boast substantial concentrations of population and
economic activity, and density contributes to real estate pricing. The national
nornr for population density is about 75 persons per square mile. Seventeen of
the 20 coastal states exceed this standard, sometime spectacularly so. New
Jersey has over 1,000 person per square mile, leading the countrv bv this
measure. Only three of the coastal states have densities below the U.S. average:
Maine (40.2 persons per sq. mile); Orcgon (33.8 persons), and Alaska (1.1

persons). Even including these states, though, the bi-coastal cluster tallies a
population density of 323 persons per square mile.

Won't the coast states soon approach some significant limits to their
economic expansion? In an era of increasing labor shortage, surely localities
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AS WE KruOW IT TODAY?
by Alon R. Winger

l-fl he movement of more and more business activity into the Internet

| ".ononry 
raises concerns about the long-term future of the office

I building market as we know it today. While these concerns have
been pushed under the rug by a booming economy and relatively low
interest costs, they will arise again. The business cycle is not dead and
the movement of more and more economic activitv into the virtual
rvorld is inevitable. If so, doesn't it imply a very bleak future for real
estate that houses office activity today?

This manuscript will address the preceding question. The author will
focus on certain elements in the demand for office space as he sees as

relevant to any evaluation of the impact of the digital/ information
revolution on office markets. He believes the arguments offered, pro-
vide the basis for some reasonable speculations about the long-term
future of the office space market. To preview these, the prospects over
the several decades are by no means bleak. Beyond that time, radical
change becomes a real possibility. While office space will ne'ver rr'hither
away, what we consider to be such space and where we will find it is
Iikely to be changing substantially as we move into the second half of the
21st century.
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SOME HISTORICAL PERSPECTIVE
The activitv housed in office buildings is for the most part head-using
activity.r A basic ingredient in that activity is information. The folks
involved are. concerned with many matters ('.9., planning, monitoring,
researching, controlling, marketing, purchasing, and finding human
resources) that are essential to the success of the enterprise. What they
do usuallv involves using information in wavs that help them deal with
the many practical problems that arise in running most businesses.

That we have so much head-using activity in the economy today has
roots in our technologies. Much of what is out there today is an
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If purchasers know that the units are marketed as

having premier construction quality or that the
units are relatively new, then they expect high
quality materials with modern styling and fixtures.
Furthermore, during the transaction process, the
real estate agent is almost alw.ays considered to be
more knowledgeable, and buver's inspection re-
ports are important.

Aftc'r the. socialbenefits ofcondominium living, thc
ability to rely on construction quality was the most
important factor in motivating the purchase of a

common interest development over a single-family
residence. This conclusion is especially striking,
bt'cause it is readilv knot'n that the construction
qualitv of condominiums is considered to be verv
low, as reflected by considerable publicity in local
Marin papers about problems resulting from deficit
construction quality. The quality of detached hous-
ing was perceived to be meaningfully superior to
that of condominiums and townhouses. The qual-
ity of condominiums, today, is perceived to be
sufficiently superior to that of what it was in the
mid-1980s.

The shortfall in consumers' experience of housing
qua lity rela tive to their expect.rtions is an important
issue that should concern all with involvement in
thc housing sector of the property markets. Diver-
gcnce between consumers' experiences of housing
quality relative to representations of housing qual-
ity inevitably lead to dissatisfaction. Dissatisfaction
can lead k) litigation, which can result in significant
liability. Those with property involvements need to
confirm that housing units possess the requisite
quality, that appropriate professional work is done
to confirm the actual quality of housing, and that
communications of housing quality are accurate
and not misleading.

When you hang out your shingle, increasingly
knowledgeable consumers demand more of your
services and representations. AII involved in real
estate are expected to be competent in what they
represent thev do. Those who sell propertv goods
and services are accountable for the representations
thev make. Propertv professionals are expected to
possess fundamental compete'nce and to be respon-
sible in their representations.Rrr
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Figure I

that are already so densely conccntrated will be
running out of available workers. Such an assump-
tion, while sounding logical enough, has some prob-
Iems n,hen faced with the data. In the first place,
there still seems to be some untapped labor re-
sourcc's in the coastal state. Unemplovment in Alaska
and Hau,aii, in fact, is above 6 percent. And even in
some of the more populous states, the jobless rate
l.ras gre.ater slack than in the nation as a whole. As of
the end of 2000's first quarter, California had a 4.9
percent unenrployment rate, New York 4.6 percent,
and the State of Washington 4.5 percent. These rates
were posted after a 12-month span in which Califor-
nia led the nation lvith 406,500 new jobs; New York
added 174,200 jobs; and Washington gained ,13,200.

InterestinSlv, the argument that local labor con-
straints are stifling growth seems to have shaky
statistical support as the calendar turned to 2000.
The scatter-graph (Figure 1) displays for all states
and the District of Columbia the March 1999 unem-
ployment rate (on the vertical axis) and the subse-
quent job growth rate (on the horizontal axis).
Many might expect that there would be a strong

relationship between sub-4 percent ioblessness at a
point in time, and below-average job growth there-
after. More hopefully, in a strong economy, you
might anticipate a movem€'nt of job opportunities
toward states rvith relatively ar.i.rilable labor.

Unfortunatelv for this hvpothesis, at least in the
past year, the expected relationships haven't
emerged. If we simply divide the data into quad-
rants, above and below the 4 percent unemployment
rate and to the left and right of the 2.3 percent job
growth rate (the U.S. average), we see some interest-
ing results. The upper left quadrant (higher unem-
ployment; slower subsequent growth) is the most
crowded, with 17 observations. In 12 cases, we do
find strong job grorvth generated by states \a,ith
comparatively slack labor markets - sometimes very
strong expansions as in the cases of Arizona and
Idaho, which posted 4.7 percent job gains through
March 2000. But there wcrc also a half-dozen
states with sub-4 percent unemployment that
nevertheless beat the mean U.S. growth rate, led by
Florida (4.1 percent growth) and Colorado (4.2

percent growth). Fifteen states matched the "labor
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Figure 2

constrained" prediction of low unemployment/
low growth. A regression line calculated against
the data has only a modest downward slope,
revealing a "weak" relationship between the vari-
ables, and the closeness-of-fit measure is . .. n,ell,
it isn't close. Up to now, the presumed labor
scarcity constraint has yet to prove a significant
factor in U.S. economic performance at the state
level.

For real estate counselors, what concepts do the
statistics point us to and what should we be focusing
on in the near future? First of all, the economy is
already slowing in many places, even if labor scar-
city is not a strong explanatory variable. As the
histogram in Figure 2 shows, 26 of the 5l employ-
ment observations showed gains of 2 percent or less
in the year ended March 2000. Only six states had
growth of 3 percent or more, and none were above 5

percent.
Second, there are no Berlin Walls in the United

States. Labor is quite migratory, and workers are
ready, willing, and able to pursue economic oppor-
tunity. That was true in hard times, and is appar-
ently also a significant force in this era of prosperity.
Even with low unemployment, the job market is
very dynamic, and real estate investors should be

sensitive to the mobility of workers and of corporate
users in this environment. Here's a hint: it is much
easier for a household to relocate than it is for a

corporation.
Thirdly, density is a positive factor for real estate

r,alue over the long haul and probably should enter
more consciously into our evaluative and counsel-
ing consciousness. Big cities, especially of the 24-
hour variety, have demonstrated marginally supe-
rior investment performance in the last decades of
the 20'h century and have earned the benefit of the
doubt for the future. Not the Ieast of the reasons for
this are the agglomeration features I pointed out in
the Spring 2000 issue of this column. Big cities have
economic critical mass, and can produce tremen-
dous energv. This is manifestly the case at the present
time.

Finally, it is no coincidence that in an era where
age demographics are slowing labor force expan-
sion, both the Atlantic and Pacific coasts are pros-
pering. This is where we find the great Bate'way
cities for immigration. Cities that are population
magnets for new U.S. residents possess a rtmark-
able comparative advantage in the area of human
capital. From 1970 through 1995, the rate of immi-
gration into the U.S. roughly doubled; this helped

Exhibit 8 - Comparison of Average Real Estate Agent to Average Buyer

Suroey of 75 Marin County Real Estate Sales Agents

Does the Agent Have Cumulative
More Knowledge? Response Percent"

Always 3 25%

Most of the time 9 7O0%

Some of the time 0 --

Rarely 0 --

Blank 3 --

' Ot' those rcsponrlirtg 15

Source: Roulac Croup, lnc.

Ethibil 9 - Reliance Upon Representations by Builders & Sellers

Suruey of 15 Main Coutty Real Estste Sales Agutts

Real Estate Agents Rely Upon
Representations by Response
Builders & Sellers

Aln'ays 1

Most of the time

fume of the time

Rarely

Blan-k

Cumulative
Percent*

6

5

't

8%

62E(

92V,

100%

* Of those respondirg

Soutce: Roulac Group, Inc
13

Erhibit 10 - Reasons for New Unit Versus Existing Unit Preferences

Suney of 15 Marir County Real Estate Sales Agetts

Resporrse

Modern styling
Modern fixtures

No major problems in first several years

High quality materials

Low repak incidence

Low maintenance

12

12

5

5

,l

4

Sorrrce: Rtrrrllc Croult, Inc
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Marin agents responding to the survey perceived
the quality of detached housing to be significantly
better than condominium/tow,nhouses, as seen in
Erhibit 7, which compares perception of housing
quality in the 1985-1987 period, for housing and
condominiums, to housing quality in 1999. Al-
though the differences in '1999 are not nearlv as
pronounced as '1985-1987, the differences are still
significant, for a buyer of a single-family home has
.r much greatc.r prospect of living in a residence that
has above average to excellent quality than for a

condominium / townhouse,

CONDOMINIUM ASSOCIATION
A singular clifference in the housing experience of
single-family residences versus condominiums.rnd
townhouses is that the latter has a formal board of
directors to act collectively on behalf of and to
represent the interests of residents. Most single-
family homcorvners, except for those *'ho live in a

subdevelopment u'ith homeowners' associations,
operate autonomouslv and inclependently without
collective representation. The Marin real estate sales
agents were mixed in their assessment of the degroe
to which thr. presence of a condominium board of
directors served as an effective professional repre-
sentative of h0me'buyers' interr-sts, with six r!-spon-
dents asserting that the board did provide represen-
tation and seven asserting that it did not. Of thosc
agents who perceived that the condominium board
of directors provided professional representation
to homebuyer's interests, somewhat fewer than
half reporte,d that the presence of a condominium
board influenced home buyers' motivation k) buv.
The majority of Marin sales agents did not report
that the presence of a condominium association
provided assurance to homebuyers regarding over-
all construction quality in the. assessment of a par-
ticular housing unit that *,as being considered for
purchase. Only three Marin sales agents felt th.rt a

condominium association provided assurance of
construction quality.

REPRESENTATIONS AND KNOWLEDGE
Real estate agents perceive that they have more
knorvledge and expertise than the average buyer
most of the time, if not always. The survey re-
sponses in Erhihit 8 reinforce that real estate sales
agents perceive they contribute knowledge and
expertise to servicing their buyers.

Fundamental to the real estate transaction process
are representations made by builders and sellers,
the reliance placed upon those representations,
and the relativc general knowlL'dge of agents and

buyers. There is no consensus as to how much real
estate agents rely upon representations by builders
and sellers, but builders and sellers are definitely
relic'd upon, as reported in Erliiltit 9. Real estate
agents generally rely upon buildcrs and sellers
somc or most of the time. The primary rt:ason agents
rvould relv upon the representations of builders
and sellcrs is because they have access to informa-
tion not otherwise available. Selectivelv, agents con-
sider that builders and sellers have specialized
knowledge that merits reliance upon their repre-
sentations.

PREFERENCE FOR NEW
All agents responding reported that buvers pre-
ferred new units over existing units. Reasons buy-
ers prefer new units over existing units are reported
in Exhihit 10. When a purchaser has opted for a

condominium, they prefer a newer unit to benefit
from nltrdcnr sf,ylirr.g and frtrrres. These two catego-
ries were chosen by l2 of the 15 respondents (80

percent), whereas the next highest response rate
was "5" for lriglr qunlitrl nnterials and nLt najor prob-
lons in the first set eral r1urs.

CONCLUSION
The concept of qualitv has become integral to busi-
ness and society. With higher property prices, espe-
cially in housing, people reasonably expect that the
standards of quality that apply and their other
expenditures will apply to housing. Yet housing
quality often lags meaningfully behind consumers'
expectations. Survt'y research of real estate agents
active in Marin County, Northern California, indi-
cated that quality embraces multiple output mea-
sures and is achieved by a collection of many in-
puts. Although housing quality has improved, since
the mid-1980s, it still lags meaningfully behind
consumers' expectations.

Household incomes and housing prices are very
diffe,re'nt in Marin than in many other parts of the
country. Although whether these differences alter
consumer expectations as to quality was not exam-
ined in this research, no research has been encoun-
tered that would suggest that households making
substantial financial commitments do not expect
the houses they buy to reflect quality commensu-
rate. with the magnitude of their financial commit-
ment. Consequentlv, lacking any explicit evidence
that prospective honreowners do not place an em-
phasis on quality, the findings of the research con-
cerning Marin County buyer behavior and expecta-
tions are generalizable and applicable to all
homebuyers, irrespective of geography.

keep our economic momentum accelerating in thc
Eighties and Nineties. Those looking to plot the
trajectory of future economic activity will have to
pav careful heecl to the contributions of the newt'st
Americans. Tip O'Neill said that all politics is local,
and real estate professionals unde'rstand that thc.

local market is key to property performance. But in
politics and in real estate, the local scene is inextric;r-
bly linked to the globe. By and large, this is a good
thing, if only it can be understood clearly and with-
out bias.

These attributes of valued human capital, popu-
lation mobility, r'conomic agglomeration, and open
borders are really very traditional American
strengths. They sustained the U.S. economy through
the railroad era of the 19'h century, and the industrial
evolution of the early 20th centurv. I'm confident that
classic authors like Weimer ..rnd Hoyt rvould see
both the continuity of principle' and the novelty of
evolution in the fundamental trends shaping early
21" century real estate markets from sea to shining
sea,REr
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