
INDUSTRY PERSPECTIVE

FOCUS ON COMMERCIAL REAL ESTATE

Rrnl EsrarE SecroR Facrs Toucu Cua,llrNcES AHEAD

IrrT Dni' Arlrrt' Rr'iss

fn the aftermatlr of the terrible tragedies that took place in this country on
I Septembcr 11,2001, the issur.s surrounding the commercial real estate
industrv seem exct'edingly small. IJowcver, real estate is a kev drivcr of thc U.S.
and global economies and the economic challenge to this country, in particular,
has been intensifitd as a result of the terrorist attacks. One n'av w,e'can lessen
the economic impact of terrorism is to build and maintain a strong economy.
In this, real estatr-as the house for business-has a critical role to plav.

Prior to Septcmber 11, it was evident that the commercial real estate sector
was coming to the end of an unprecedented run-up in values. The cyclical
nature'of this industry was apparent across almost all sectors from dowrrtown
office buildings to hotels and shopping malls.

Business and leisure'travel was already on the wane before Se'ptember I l,
and hotel operators rvere girding themselves for a tough vear ahead. Sc-ptem-
ber 11 compounded that trend.

The demise of the dot.com sector brought huge amounts of sublease. space
onto office markets across the countrv. Some estimates have the amount of
available sublease space n()w at 87 million square feet nationrvide. Thosc'
numbers resonated throughout the sector, putting further pressure on rents
and the events of September 11 have, for the time being, compoundcd that
trcnd.

Some months before the attack on the World Tratle Cc'nter, there n,as a

whiff of restructure in the air. While we'don't think the clepth of restructuring
u,ill be anything like thc. last cyck', we are already seeing some olvners having
to reposition assets to reflect market changes. Beyond that, market conditions
indicate that the potential for some restructuring exists: money is tight and over
the last 10 years, more and more real estate loans have been securitized and sold
to investment groups rather than held by friendly local lenders. With most of
these securitized loans having specific collection proceclures written into their
documentation, it rr,on't take much to trigger action by the lenders.

IT'S THE PACE OF THE DOWNTURN THAT CAUSES WORRY
The failure of the New Economv b live up to expectations and a slowing

Old Economy has forced dramatic slowdowns in many commercial real estate
markets. The one bright spot in the numbers is that sublease space isn't as bad
as overbuilding, purely by virtue of the fact that most tenants keep paying rent.
Vast amounts of sublease space continue to come onto the market and rents
are in decline. So far, the real estate impact has largely been restricted to so-
called "cool space"-older industrial and warehouse space often on the
fringes of clowntown converted to open-plan office space by start-up technol-
ogv ventures. Market reports are non, showing an impact on more traditional
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.fNTRODUCTION

! Turn,rver in tht, real cstate sales business is reputed to be one of the
I highest in all iob categories. EstimatL.s from inten,iews pe'rformed
with real estate brokers r.rnge from 50 percent within two years to 98
pr,.rcent rvithin five vears.

ABOUT THE AUTHORS

James R. Webb is rr Ttrofcssor of fi-
naucr: and direclor of thc Ccntl for lle
Study of Rcal F,statc Broktrngc and
Markets itr tlrc lames J. Ncrrcc Collr.qe

of Busirltss nt Clt"uelatul Stnla Ufiitr
sity itt Cleuclnnd, OH. 

       

Michael J. Seiler is ar assorrntr
proft'ssor ol fintnce al Hau,nii Pacific
U ittcrsitv itr Hottolulu, Hl. 

While no studies have attempted to accuratelv estimate the turnover of
real estate sales people, all agree that it is very high. The purpose of this
study is to ascertain n,hy people enter real estate sales. Since so many
people exit in a re'latively short pcriod, it would seem that their expec-
tations upon entering are not met and are, perhaps, not realistic. If this
is true and expectations upon entering can be altered, then the high
turnover rate can possibly be reduced.

LITERATURE REVIEW
House(.1977) sugg.'sts that high turnover in real estate sales can be
attributed, in part, to the non-routine, problematic, and irregular work
hours involved. He argues that real estate agents must be ready to see
prospective clients at almost any time. This, coupled i!'ith the commis-
sion-based pay structure, which makes income irregular and uncertain,
Ieads to a low success rate for new agents.

Woiruba(1991) contributes high early failure rates to the "sink or swim"
philosophv followed bv most real estate firms. The mirrginal cost of
providing desk space and secretarial service'for a new salespersrrn is
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Figure 1

judgments. The nation is in mourning. The magni-
tude is unbelievable ancl time is needed for all of us
to return to oconomic activity as normally as .r\,e

can. The terrorist attack of September 11 is unprec-
edented, but thr- economic effects have historical
patterns that can help us analvze current markets
and orrtloclks-

Seconel, we expect both an ongoing militarv
reaction to September 11 by the United States and
ongoing concem of a response by the terrorists.
Further, we are expecting a fiscal stimulus package
(Keynes is back!) by year-end, however, as of press
time, the dt'tails have not vct been defined.

It should be noted that historically, the U.S.
economy entered a recession due to the confluence
of two forces. Our last recession in 1990 occurred as

the Federal Reserve was tightening interest rates due
to inflation fears and financial institutions were
suffering a credit crunch due to real estate failures.
As the economy was weakening, Iracl invaded Ku-
wait, consumer confidence plummeted, and the re-
cession bL'gan in July i990.

The 1990 recession, although traumatic for real
estate professionals, was short-l i vetl-eight
months-and was not as deep as the 1982 recession.
While the 1990 recc,ssion heavilv impacted real es-

tate properW markets, this ivas not the case in 1982.

The difference betrveen the two recessions was the
void of anv building btxrm in 1982 versus a construc-
tion boom of unprect'dt'ntecl size in the late 1980s.

Fortunatelv, the 2001-02 re,cession will affect real
estate in B,avs similar to the 1982 recession (and not
the i990 one). That said, some property types will
suffer more than others due to a mini building boom
curentlv underwav in s()me sectors.

PROPERTY MARKETS
The rece,ssion w,ill impact the property markets,

but real estate in general is in a better position today
than in 1990. Fortunately, real estate has not created
the over capacity found in many other industries.
For every sector except hotels and maybe industrial,
the income strc.rms of mosl eristing property inves-
tors have helcl up well compareci to the alternatives.

Real estate has shown its rlivcrsification benefit
over the last year anti recent events have strongly
endorsed its diversifictrtion rolc for a portfolio. The
properties ofmany investors have occupancies above
90 percent with str()nt rcnts. These investors are in
enviable. positions iI thcir tenants are credit worthv,
rvith Ieases in place longer than two vears. While the
leasing markcts for all propertv tvpes will loosen
signilicantlv over the nL'xt l5 months, the 2001 reces-

sion n,ill not be as severe to re.tl estate as rvas the 1990
recesslon.RU
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low and so too is the time spent screening and
training ne$, agents. If the new agent becomes
successfully established, the company profits. If the
agent fails, the firm can easily and inexpensivelv
hire a neu, recruit to replace him/her. Moore,
Eckrich, and Carlson(l986) suggest that early fail-
ure ratts could be greatlv decreased by implement-
ing basic screening proceclures. They studied the
skills and characteristics needed to be successful in
sales and produce a hierarchy of importance among
82 sales competencies.

Since failure rates arc so high, why then do so many
intlividuals seek to become real estate sales agents?
Barth(1964) explains that many new real estate sales
people are'primarily entrepreneurs that are willing
to work hard for a living, but lack formal education
and financial capital, which are necessary to be
succcssful in other careers. Other explanations for
real estate sales entrv include ease of entry, lon,
screening procedures, and the independent nature
of the work IHouse(1977)].

RESEARCH DESIGN
The research design rvas a questionnaire. Fourteen
questions, (,l3 closecl-ended and one open-ended)
u,ere mailed to 1,500 randomly selected people n ho
recentlv entered tht' real estate sales business in the
state of Ohio. (Entering real estate sales people were
defined as those rvho recently received sales li-
censes in the statt'of Ohio.)

The surveys were accompanied by a self-addressed
return envelop and a cover letter emphasizing the
importancL'of the str.rcly in an attempt to raise the
response rate. A1tytotLlir A contains a copy of the
questionnaire used.

A second group, consisting of 1500 individuals who
recently exited the real estate sales business, was
also nrailed questionnaires. The attemPt was to
learn, ex post, of the relattrnship between expecta-
tions whr.n entering real esLrte sales and the realiza-
tion onct exiting. Unfortunately, a parsimonious
response rate of only 'l 

..1 percent (.17/ 1500) rendered
the comparisons unattainable.

RESULTS
Entering Real Estate Sales

Of the.l500 surveyed,418 people returned
useable questionnaires. This is a response rate of
27.9 percent. E-rlri&ils 1 - 6 show the geographical
location, affiliation, gender, age, education level,
and household income, respectively, of the respon-
dents.

As would be expected, the larger response rates
are from the population centers and the highest
responsc'rate is from the source of the survev (north-
east Ohio). Southeast Ohio is sparselv populated,
when compared to the other parts of Ohio, thus
contributing to its krw frequencv of responses. fscd
Ethibit 1.)

Almost all of the re.spondents (395/.118) rvere
affiliated rvith the IiEALTOR! association (95.0 per-
cent). The ()ther 5 percent r.r,ere Realtists and non-
.rffiliated peoplc. The survey was generic and sent
to ranclomly sele.ctecl real estate sales licensees, so

the high responso rate from REALTORSo was not
expected. ln Ohio only about 65 percent of the real
estate sales liccnsees are affiliated with the REAL-
TOIIG group. I'erhaps beinp; part of the REALTOR@

trade group influenced people to respond, since the
cover letter uscd macle'reference to the National
Asscrr'iatirrn of REALTORSi. (Stt Exhibit 2.)

The study respondents entering real estate sales
u,ere almost evenly divided between male (47.i

percent) and female (52.9 percent). In addition, a

third of the respondents were 26-35 years old and
over 70 percent were 45 vears old or vounger (Erhib-

its 3 &.1). Only two of the respondents did not have
a high school diploma, while 29 (6.9 percent) had
completed an advanced college degree. Nearly 40
percent of the respondents had at least a bachelor's
degree. (Sr'r' Etltibit 5.)

Etltibil ti shows household income from all
sources, not iust real estate sales. Many times real
L.state sales people enter on a part-time basis. As
expecttcl, the. frecluency obscrved in each house-
hold income catcgory increased up to the $30-40,000
per year rangc, thtn dt'creased thereafter.

Expectations
When asked "Why thev entered real estate sales"

(Erltibil 7), almLtst half (45.2 percent) indicated they
did so because of flexible work hours. However, the
two responses which were almost tied for second
were "to earn a little'extra money' " (24.1 percent)
and "chance to earn krts of money" (18.1 percent),
No one thought the u'ork was easy and almost no
one thought that it was easv to get a job or that little
eelucation rvas re.tluired.

Ethibit I sholYs a cross-tabulation of age and
holr' Iong the respontlents expect to be in real
estate sales. Almost l9 percent exPect to be in real
estate sales l0 years or less while 26.8 percent
expect to be in it over 30 years. Undoubtedly, age of
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Exhibits 1- 5
INSIDER'S PERSPECTIVE

Exhibit 1 - Geographic Location t-tltihit 2 - Affiliation
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Northeast"""",,J*_".:*
15%

Non-Reattor/Realtist Reallist

Realtor/Realtor
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E,rlibil 3 - Gender Ethibit I - Age

56-65 Over 65
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lJnder 25
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Female
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47%
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Erhibit 5 - Education
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FOCUS ON THE ECONOMY & REAL ESTATE

Anarntce ArrRcxro: InaplrcnrroNs FoR THE EcoNouy & Rrnl Esr.q.re

br1 Ratlntond C. Tortu, CRE

This ptrslttcfit'c focuscs olt u wt the s,ents of Scytcnfutr 11 imply fur thc ccononry nnd
propL'rty nnrkcts. lt trddresses questiorts srrclr as lroa'lolr.q fur r'.ytccl ll:lr ract'ssiotr tnd lllott,dcclt

lh!: short tffn alfrts tuill be. lt also considers ultich propcrty trlltts it'ill bt' urnsl irrr1wctad.

f [ /c arr in mourning for the many victims and their families. The appalling
Y Y attacks are unconscionable and our country is offering our condolences,

our services, and our money to help in eycry way.
Tragically the world has changed. Fortunately, our colrntry has for.rnd

resolve and unity. The much-needed struggle against terrorism is worldwide,
fought in historically small battles with espionage and securitv being the
preclominant weapons, and where success is defined in unconventional terms.
President Bush and Defense Secretarv Rumsfeld have. stated it will be a long
and difficult struggle. We are optimistic about the outconre and nc firmly
believe our economv u,ill see only temporary, albeit significant, d.rmage.

THE ECONOMY
Torto Wheaton Research's (TWR) currcnt outlook on the ccon()mv is

dramaticallv different than the outlook we had in June 2001, even though that
an.tlysis forecasted significant slowing in the U.S. economv. We are forecast-
ing a recession for the next six quarters, tvhich will be deeper than most other
analysts are expecting and a bit longer. We believe that tht first sign of
positive gron,th will be in the third quarter of 2002 indicating an end to the
recession.

It is our expectation that September's layoff announcements will be re-
flected in the fourth quarter 2001 counts, which started October 

.l. 
The'unem-

ployment effects will ripple through the economy into 2002, before the pace'of
this recession starts to moderate. The weekly unemployment claims release of
Septt.mber 27,2007, is supportive of this view. Weekly claims are up for the
week of September 24, but not signfficantly, compared to earlier periods. We do
e'xpect these numbers to rise considerably over the next several months.

Fictrrr 1 plots our recession outk>ok in contrast to the hiskrrical recessions
of 1982 and 1990. The first data point in the graph is the quarter prior to the
beginning of each recession. For our current forecast, the first period is the
second quarter of 2001. Our forecast expects declining employment to be a

-l .4 percent in the fourth quarter of 2001 anc-l a -2 percent in the first quarter
of 2002. Comparing our forecast to the previous downturns, w€'are expecting
this recession to be Iess severe than that of 1982.

TWO COMMENTS ON THIS OUTLOOK
First, in the short run, u,e stronglv advise against panic reactions and quick
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Exhi bits 6 - 8

Likewise, in September 2001, consumer confidence
and spending, which comprises two-thirds of the
American economy, fell to 97.6 from 114.0 in August
2001, the largest single monthlv drop since the Per-
sian Gulf War. Given the likelihood that economic
growth will continue to decline, we bclieve that
consumer confidence and spending rvill drop fur-
ther as long as unemployment or fear of unemploy-
ment exists, thus negatively affecting retail through-
out the holiday season.

As reported in thc'second quarter 2001 RERC
Rtnl Estatt, Rcpttrt, the consequt'nce of slower growth
in an economy results in une,mployment, and as

people lose jobs or fear losing jobs, growth for
commercial properties slows as well. An increase in
unemployment, spurrcd on by the eve'nts of Sep-
tember 11, indicates that demand for commercial
properties may decline quicker, especiallv in re-
gions with a high concentration of unemployment.
Even apartments are not immune. Looking back kr
1990, apartments were in ecluilibrium with both
vtrcancy and absorption rates arouncl 6 percent.
Apartment absorption fell k) 4 percent in 1991,
however, after the U.S. became, more heavily in-
volved in the Persian Gulf War. [f hishry repeats
itself, apartment absorption and return rtn invest-
ment will decline during the current downturn as

rvell (except for apartment developers in regions
with a high employment in growth industries such
as L'nergv or clefensc).

The n'illingness of the federal go\:ernment to
take a proactivc stance in strenE thening ou r economy
is also expected to help alleviate the fear investors
are feeling. Appropriating billions ofdollars to help
bail out the airlines and rebuild Manhattan; float-
ing money to the banking system immediately after
the' tragedy; relaxing laws so companies can buy
back their oll'n stock; and taking on the rcsponsibil-
ity for airline safety are just a few of the measures
already undcrway. The Federal Reserve is doing
its part to lift the economy as well, bv reducing
inte,rest rates nine times alreacly this year, includ-
ing a 0.5 pe'rcent drop promptly after the Septem-
bc.r 11 tragedy and a seconcl 0.5 percent drop in
early October. Federal Reserve Chairman Al.rn
Creenspan, reminding Americans that while they
struggle to make sense of the attack and its imme-
diate consequences for the economy, they should
not lose sight of America's longer-run prospects,
which havc not been significantly diminished.

Creenspan has expresscd his willingness to furtht.r
reduce rates this year, if needed.

Despite the tragecly of September 11, there is

much room for optimism in thc U.S. economy and in
rcal cstate in particular. For now, commercial real
estate locatL.d in employment centers that are di-
rectlv impacted bv recent lavouts ancl property
sectors that depend on travel are being negatively
af fected. However, investors interviewecl indicated
that properties outside this envelope that are rvell
occupied and are situated in markets with solid
de'mand fundamentals have yet to be negatively
impacted.

Regardless of wht'ther or not there is a recession,
the U.S. economic structure is sound and the real
estate market, with a few exceptions, is resilient and
in a state of near-equilibrium. Uncmplovment, while
increasing, still remains near historical lolvs; interest
rates are thc lowest in 30 yearsi the banking industry
is generally strong, litprid, and responsive; and thcrc
are few, if anv, signs of massive oversupplies in
business inventories or commercial property. Al-
though the economic and financial environment is
evolving each dav ancl investors are faced with a

tremendous amount of uncerLrinty, we believe in-
vestment de,cisions based on rational analysis of
properties and their markets will continue to serve
rvt ll.^.,
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Exhibit 6
Annual Household Income from All Sources
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Exhibits 9 - 11

Erhibit 9
How Many Hours a Week Do You Currently Work?

Less Than
10

10 to 20 21 to 30 31 to 40 41 to 50 51 to 60 More Than
60

Ethibit 10

How Long To Reach Peak Earnings?

Response Frequency Percent
1 to 2 years 36 E.9

3 to 5 vears 225 55.7
6 to l0 vears 111 27.s
I I to 15 years l6 1.0
16 to 20 years 9 2.2
21 to 25 years I 0.2
26 to 30 vears 2 0.5
Over 30 years .+

.1.0

F-xltibit 1'l

How Much Do You Expect To Earn At Peak?

Response Frequency Percent
$10,000 or Less 9 2.2

$10,001 - $20,000 3.1 7.7

$20,001 - $30,000 35 u.6

s30,001 - $40,000 50 12.3

$40,001 - $50,000 .l.l r 0.9

$s0,001 - $60,000 42 10..1

s6o,00l - $7o,ooo 30 7.1

$70,00r - $80,000 36 tt.9
$80,00r - $90,00n t5 3.7

$e0,001 - $r00,000 20 1.9

Over $1(X),U00 93

t0 Rrlr Esrerr IssuEs, fdtl 2007

INSIDER'S PERSPECTIVE

FOCUS ON INVESTMENT CONDITIONS
PnrNcrllEs oF RATToNAL INvESTTNG Srrll Apply

Lrrl Kenrtttlt P. Rrg.qs, /r., CRE

I s America regr()ups .rfter the September l'l attack on the World Tracle
-l-L Center and the Pental;on, investors arc watching how terrorism and its
aftereffects will play out in an economv that was already stagnant. As we go to
press, u'erre seeing reports of huge layoffs in the airline industry, in the autcr
industry, in durable goods manufacturing, and in hotels and restaurants.
Cross domestic product growth, which had dcclined last cluarter, seems likely
to decline'further. A recession, which was onlv speculative previously, non,
seems certain.

Civc'n such an economic situation, many investment opportunities appe.rr
grim. The stock market continues its roller coaster ride w,ith insurance compa-
nies, the airline industrv, hotels, and other travel/tourism industry holdings
now joining tech stocks at the bottom of the hill. Mutual funds,40.lk and 403b
funds, IRAs, and other favored investment vehicles, which had finally begun
to stabilize earlier this vear, are expected to lose ground. Even bond funds,
considered less risky than stocks or other funds, are troubled.

This is the backdrop in which commercial real estate competcs for invcs-
tors. The spatial (supply/ctemand) fundamentals will be negatively impacted
bv recent economic events; however, commc.rcial real estate capital plavers
should view this as a long-run opportunity to seek a stable environment by
investing in well-leased, well-positioned commercial properties. tlegrettably,
the commercial property types that ivill feel the full impact of reccnt events $,ill
be hotel and retail properties.

Temporarily, there was some doubt about the riskiness of commercial rcal
estate investment in such an environment, too. Immediately after the Septem-
ber 11 attacks, some of the bigger real estate investment deals were being
delayed, although many of these are now going forward. In fact, reports from
federal bank regulators now say that few such loan requests are being turned
down, and that monev is available to investors u'ith a rational business plan,
appropriate collateral, and a good track record.

This is good news for investors because it seems that "rational property-
level analysis," which w,e have alwavs recommended over the "bounded
rationality" influenced by emotional factors (like fear), is still the ke.y to sound
investment. By focusing on the empirical data associated with a property and
objectively evaluating a region's economic condition and outlook (due clili-
gence), investors are more likely to be able to reduce emotional influences (such
as fear) in their decision-making.

Comparing the economy leading up to the Persian Gulf War 11 years ago
with the one we are experiencing now, can also provide insight inkl the climate
for real estate investment in the months ahead. For example, the consumer
confidence index inJanuary l99i dropped to halfofwhat it was in August 1990.
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Exhibits 12 & .13

with significant import/e'xport exposure or ties to
manufacturing industries will also see U-shaped
cycles, cities inclutling Detroit, St. [-ouis, Kansas
City, and Miami.

Suburban areas surrounding New York, how-
e,ve'r, have minimal exposure to the national reces-
sfun, though they must be wary of a downdraft if
corporate decisions prompt an exodus of companies
fftrm the Iarger metropolitan region to other parts of
the country. That cloes not appear probable at this
juncture. More likely, New Jersey, Long Island, and
southwestern Connecticut rvill benefit from large
firms such as Merrill Lynch and American Express
moving operations into available office space where
rents arc substantially bekrw Manhattan standarcls.
Some of those moves will prove permanent addi-
tions to the economic base structure of Newark,
Middlesex, Nassau-Suffolk, and Stamford. Likewise,
I expect Orange County, CA, sunbelt markets like
Dallas and Atlanta, and government-based econo-
mies like Washinghn, DC, and Sacramento, to have
minimal effects (or M-rccessions).

One might think that the default scenario $'ould
be the S-recessior, in which the ltral area is cxpected
to follou,the pattern of the nation in its slorvdown
and eventual recovery. But actually the "national
a\.erage" is just that, ancl reflects the range of local
economic expcriences. Local economies "summing
up" produce the national profile much more than
U.S. trends "trickling down." Nevertheless several
MSAs, especially in the Midwest, are anticipated to
mirror nationwide trends: these include Chicago,
Inclianapolis, Cleveland, and Pittsburgh- Seattle
works out to an S-recessiort outkrok as well, because
the Boeing manufacturing effect (a negativt) is off-
set by Microsoft and related technology companies
rebounding n,ithin the forecast horizon.

The most dire outlooks arc' the L-sllaped out-
Iooks for Hartford, New Orleans, and Oklahoma
Citv. These ll'ere in fragile shape prior to September
.11, and will find it difficult to re-establish the'ir
momentum before mid-decadc. Hartford's insur-
ance exposure has yet to be fully quantified, but the
nen s for the property-casr-lalW end of that business
can't be considered good at the present time. New
Orleans, with a combination of energy, tracle, ancl
tourism in its economic base, faces a triple-whammy
in this recession. And Oklahoma Citv, still strug-
gling with the. aftereffects of its own terrorism expe-
rience (of the domestic varietv, let us remember), has

no growth trigger that I can identifv that would
haul it into rl'covery until a real robust national
economic expansion comt's along.

Real estate professionals rvill naturally be keep-
ing up with the basic economic data flowing on a

near daily basis from the federal governme,nt and
from key industry groups. But we need to filter
this information through the screens of our local
markets. From the demancl sidc,, I have found ana-
lytical tools like the Ecorrornic Location Matrir ex-
tremely helpful in measuring distributed effects and
in sorting the range of probable consL'quences. At
minimum, it helps me and my clients think through
th€' circumstances and sharpens our sense of t]re
probabilities and the choices available in the real
estate dr.cision-making process.*.,
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the respondent has a major influence on length of
stay. The cross-tabulation reveals that, on average,
new real estate agents expect to leave the real estat€'

sales industry wlren they near ago 65.

E"rhibits 9 & 10 show how many hours a week
the respondents currentlv work and how manv
years they believe it will take them to reach their
peak earnings, respectivelv. Of respondents, 38.4
percent indicated that they work lcss than 20 hours
per week. This high percentage of part-timt' em-
ployment is not nearly as common in other careers.

Over two-thirds (71.3 percent) indicated that thev
curre.ntly work 40 hours a week or less.

Erhihil 10 shows that almost two-thirds (64.6

perccnt) of the respondents intlicated that they
would reach their peak earnings in five years or
less. This is clearly an optimistic estimate whcn the
respondent's current level of income is compared ttr
the income they expect to earn at tl.reir peak. Only
7.9 percent of the respondents believe it r,',ill take
over 10 vears to reach their peak earnings.

E1:hihit ll shows how much respondents expect
to earn at their peak. As expecte'd, tl,c- frequencv

rates increase kr thc- 930-60,000 rangc and then
decline until thc over $100,000 category. Of respon-
dents, 23 percent expe'ct to earn over $100,00t) per
year at thcir peak. This is an extremely optimistic
and unrealistic expectation.

As shown in Ex/ri|it 12, over a third (39.4 per-
cent) of thc' respondents feel they will nced to work
40 hours a week or less at peak earnings. This clearly
points to a discrepancy between expectations and
reality. However, about 29 percent believe thc-y will
have to work 51 or more hours per rveek. Unlike the
disparity betwecn current income and income at

peak earnings, respondents seem to be. aware that
manv additional work hours will be needed kr
substantiallv increase income. Still, u'hile there is a
high correlation between peak earnings and ex-
pected hours workecl at peak earnings (p=.1971;

p=.m01), the number of hours necessary to eanl
thesr'levels of income seems to be substantially
under-estimated by thc respondents. (Stt Exhibit 13.)

Over half of the respondents (55.5 percent)
earned less than $10,000 in their first vear of real
estate sales and almost all of them (91.4 percent)
earned less than 530,000 during their first vear.

li

f-rhibit 12
How Many Hours a Week Will You Work at Your Peak?
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Exhibit 13
How Much Did You Earn in Your First Year?
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Year 1 income from real estate sales is regressed
against other survey questions based on the fol-
lowing equation:

Y1,=a,+0 LN +D,CR,+p,YP,+p,lP,+p,HI',+p,RG +B,AF +

P,GN,+P,AGE +P,ED +e , (1)

rvlterc,

Y = first-year income for respondent i
= Ien8th of time expected to stay in RE sales for

respondent i,

= current numLer of work hours for respondent i,

= years until respondent i expects to reach peak

earnings,

= expected income at peak for respondent i,

= hours worked at peak for respondent i,

= re8ion of respondent i,

= affiliation of respondent i,

= gender of respondent i,

= a8e of resPondent i,

= education level of respondent i,

= intercept term,

- regression coefficient,

= eror term

l.\

real estate sales due to schedule conflicts with
their spouses and/or children.

4. Real estate agents expect to leave the real estate
sales business, on average, prior to age 65 as
evidenced by a cross-tabulation in E,tiribil S. This
is consistent with the entrepreneurial concept
set forth by Barth(l964).

While the accuracy of expectations concerning what
life w,ill be like as a real estate salesperson are hard
kr quantify, one significant observation does stand
out. Although most new real estate agents have
prior sales experi€'nce, overhalf (55.5 percent) earned
less than $10,000 in thcir first vear of real estate
sales. Further, 81.5 percent earned under $20,000,
and 92.0 percent earncd under $30,000.

In addition to low and uncertain income, high early
failure rates can be attributed to the "sink or swim"
phibsophy adopted by almost all real estate com-
panies. The implied lorv levels of screening, ease of
entry, and low eclucational requirements allow in-
dividuals kr engage in a career that thev may not be
tlualified to perform.

Future research should be directed towards ways in
which new agent expectations can be made more
realistic. Only then can the high turnover rate be
reduced.Rrl
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Rcal Estale Salcsperson Questiorunire
Reql Estatt Research Ccnter

Clepelqfl d S t ate U niaerci t y

a greater or lesser de5;ree in response to macroeco-
nomic cycles is an important aid in assessing de-
mand risk in tlre prcsent circumstances. Still, every
recession has its orvn fingerprints, and therefore, the
Ectlnntic Locstiort Mttrit is not a mechanical tool to
be blindly applied. Thus, in looking at the outlook
for the 2002 - 2004 period, I have overlaid factors of
particular immediate concern in evaluating the fore-
casts. Such factors include the relative exposure of
each MSA to the global economic slowdown that
bt'gan in 1998; the already existing trcnds in place as
a result of the bursting of the NASDAQ bubble; and
truly local effects, such as the dispersal of dorvn-
torvn Manhattan tenants into neighboring markets
such as Long Island, New Jersey, and Connecticut.

lt appears to me that the "shape" of the local
outlooks can be described as following one of five
basic patterns. Those scenarios are termed
"Recessionary Profiles," and are coded by letter: S

for a standard MSA that is expected to mirror na-
tional trends; M for an MSA that is expected to have
a "minimal" response to the recession, outperform-
ing the U.S. trends; V for a local economy expected
to have an immediate and steep contraction into
2002, r,r'ith a sharp rebound in 2003 and good growth
prospects in 2004 (a so-called "v-shaped recession");
U indicating a more lasting contraction, where the
local economy does not recover to its 2001 level of
employment until 2004 (which the economists are
terming a "U-shaped cyclical contraction"); and L
representin8 a sharp dip in employment in 2002, and

a failure to return to 200.1 employment levcls in the
three-year forecast horizon. Salt Lake City is the only
exception to these scenarios, as the 2002 Olympic
Games introduce unique ltral influences into this
MSA's forecast. Erhibit 2lists some representative
cities for each outlook.

As might be expected, many of the boom/br-rst
and moderatelv volatile krcal economies are antici-
pated to have V-shaped cycles, with a steep drop and
sharp rebounds. These include travel and tourism
cities like Las Vegas and Orlando and high-tech
Iocalities including Austin, San Jose, San Diego, and
Portland. Boston, which appears to be holding up
fairly well so far, has some short-te'rm exposure
because of its financial industry cluste'r, as do Char-
lotte and Tampa. But even a few economies that
have had less-than-average exposure to U.S. cycles
in the past 20 years are at risk in 2002. San Francisco
and the Oakland-East Bay areas, the beneficiaries of
the 1990's boom, now face contractions beyond the
bounds for which immediate historical experience
has prepared them.

New York City faces a U-shaped recession,
and will suffer the loss of more than 100,000 office
jobs and perhaps as many jobs lost in the retail,
hotel, air transportation, and certain blue collar
sectors. This will, Irowever, be balanced some-
what by full employment in the construction trades
as infrastructure repair goes forwarcl and dam-
aged buildings in the vicinity 0f the World Trade
Center are prepared to go back into service. MSAs

Exhibit 2

RECISSION
PROIIILE

Standard (S)

Minimal (N'l)

V-Recession
(v)

U-Recession
(u)

Atlanta, Suburban l'eu' York .-rrea, Los Angcles, Dallas, Denver, Washington, DC

Boston, Charlotte, Houston, las Vegas, Oakland, Orlando, Phoenix, San Diego,
San Francisco, San Jose

Neiv York CiW, Miami, Detroit, Kansas Citv, Philadelphia, St. Louis

Hartford, New Orleans, Oklahoma City

Chic.1go, S(,attle, Ft. Laudc,rdale, San Antonio, Cleveland

Lagging
Recovery (L)

REPRESENTATIVE
CITIES

lr

t:

Not surprisingly, a significant relationship ex-
ists rvith current number of work hours and ex-
pected earnings at peak. Further, a negative and
significant relationship is observed betrveen first-
year earnings and length of time ne-cessary to reach
peak earnings. All othtr variables are insignificant.

CONCLUSIONS
It is apparent from these surveys that people of all
ages enter real estate sales and do so for a varietv of
reasons. However, some results do seem worthy of
note. These inclucle the folkrwing.

1. Earnings expectations upon entering seem to be
much too high. Almost one-fourth (23.0 percent)
of those respondents entering real estate sales
expected to earn over $100,000 per vear at their
Peak.

3. While many liked "flexible hours" when entering,
they did not seem to realize that this meant work-
ing weekends and evenings. Many eventually left
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2. The length of time expectcd to reach peak earn-
ings is too low. Over 92.1 percent of the respon-
dents expected to reach their peak earnings in 10

years or less.



Economic Location Matrix

Boom/
Bust

Moderately
Volatile

Avg. Cycle -
High Growth

Avg. Cycle -
Low Crowth Slab Ie

Diversified Los Angeles Kansas Citv
lndianapolis
Middlesex

Minnr,apolis

Chicago Columbrrs
Philadelphia

St. I-ouis

Capital Goods
Production

Seattle
Detroit

Tolcdo Ft. lvorth Clevelantl
Milu,aukt'c
St.rmfortl
Noivark

Pittsburgh

Consumer Goods
Production

Tacoma Rilerside Cin.innati Long Island
Bergen, NJ

Transportation &
Trade

Laredo TX Jacksonvillc Oaklanci

Tourism &
Entcrtainment

Las Vcgas Orl.rndo Iteno

Finance &
Business Services

Tampa Dallas
Atlanta
Boston

Charlotte
Denver
Miami

Salt Lakt, Neu,York S. Fr.rncisco

GovernmenI
Administration &
Education

Charlotteville,VA Washingtoll Sacrnfiento B,rltimorc M,rrlison, WI

Military & Defense Killeen, TX Ncw Lordon San Antonio

High Technology Phoenix
Austin

Orange Co
San Jose

San Diego
Portland

Albuquerque

Energy Houston Baton Rouge Bakersfielcl Nerv Orleans

Exhibit 1

all 40 of the nation's largest MSAs, plus several
(such as Las Vegas, New Orleans, Jacksonville, and
Orlando) with claims on real estate industry atten-
tion beyond their relative city sizes. Finally, a num-
ber of smaller areas (r.S., Bakersfield, Killeen,
Tacoma, and Reno) are displayed to illustrate cells
in the matrix not populated bv the larger metro
areas. Where cells (the boxes in the E-r/ribif) are
emptv, that means that llon. of the MSAs in the

country fall into the statistical groupings defining
the matrix. This illustrates some important rela-
tionships. For instance, there are no diversified or
military/defense-based economies in the boom/
bust category. Neither are there any stable econo-
mies with a high-technology or energy-based eco-
nomic structure.

Understanding the structure of the local eco-
nomic base and the historical propensity to swing to

Appendix A

{,

Real Estate Salesperson Questionnaire
Real Estate Research Center, Cleveland State University

L Erpectations

1. Why did you entcr the rl]al estate sales businr\s?
Easy to get a job
To !'am a little "extra money"
A friend convin('(d mc k) try it
Flexible work hours
Chance to earn k)ts of monev
Work appeared kr be enst
l-ittle education required
Crther {flease e\plain)

2. llor\ long Lio \,olr intenli k) bc in thc rc.)1 rstal! snles burine\!l
I kr 2 yenrs

:l lo 5 venrs

I I k) li vcnrs
lfr k) 2tl v('.1rs
:l k' 25 v(ars
26 k) 3{) ve.1rs

3. How manv hours a h,eek do you work NOW in the real estatc
sales business?

l.'ss than l0 houni per woek
10 to 20 hours per lveek
21 to 30 hours p{:r 'iverk

31 to 40 hours per week
41 to 50 hours per rveek
51 to 6n hours E:r w*k

_ more than 60 hours per week

7. t low mu.h did you earn (or expect to cnrn) in vour first year of
rcnl $tatc r*1lc's?

less thitn 51o,(IX)
$10,000 to $20,(l(X)

520,001 k, S30,(Xx)

$30,001 k) o,()(Xl

9.10,001 k) S50,(X)0

550,001 k) ${),(II)
$60,001 k) $70,000
970,001 k' 580,0U)
!,1t0,001 kr 590,(D0
$90,001 to s100,00r0
o\.er 51tn,000

IL (;eneral Infonnntion

1 What is your g&graphic locati()n?
Northeast Ohio
No.thwl"it Ohn)
CentralOhio
k)uthrvest Ohi()
S)uthe.rst Ohio

4. How many years will
I to 2 vears
3 to 5 yrani
6 to 10 vears
ll to 15 vcars
16 to 20 years
2l to 25 ycars
26 to 30 vears
over 30 years

it t,rke vou to re.l.h yolrr peak earnings?

3. What is your Sender?
Male
Female

4. What is your a8e?

under 25 years old
26-35 ),ears old
3&45 yt'ars old
4&55 years old
5665 years old
over 65 vears old

5- What is the highest education level you have attained?
Do not have a hiSh schlxrl dipkrma
Have a high s(hool dipk)ma, but no college
Some college, but no drjree
Bachelor's degree
Some college kyond the Ba.helo/s degree

_ Have completrd an advanced college degr..e

2. What is your affiliation?
Realbr/Realbr Ass(riite
Realtist
Non-Re.rltor/ Re.lltisl

6. What is vou annual household
l$s than 510,0(X)

$10,000 to $20,m0
$20,001 to t30,ux)
$30,001 to 940,000

_ $40,001 to $50,0u)
_ $.s0,001 to 560,m0
_ $t0,001 to 570,000

$70,001 to $80,U)0
$E0,0ol k, Sql,Ulo

_ $90,001 b $100,000
over 9100,000

5. Ho\a'much do you expect to eam per yeaiat your peak?
less than $10,000
510,000 k, S2o,fiX)
$20,001 b i30,000
$30,00r to $l0,ux)
$40,00r b $50,000
$50,001 to $60,0fi1

_ $60,mr k) $70,mo
$70,001 to S80,ffi0
$80,001 to $90,000

_ $90,00r to $100, 10

_ over $100,U)0

6. How many hours a h'cr:k (on averagd 'lo you exP,j.t to be
working when you achieve your pcak eamings?

-_ l€ss than 10 hours per wcek
l0 to 20 hours per week
2l to 30 hours pcr week

_ 3l to 40 hou-rs per week

_ 4t to 50 houls per week
51 to 60 hours per week
more than 60 hours per week

III. Other
Please usc lhis space to communicate anv and all opinions you
havr atrout vour cxpcctati()ns upon ent('ring the real estate sales
business that havc not k*n adequately covered (or to make anv

incomc from AI-L SOURCES?

comments vou wish).
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