The Real Estate Paradigm:

We Can All Sleep or Change
 I was trying to sleep the other night and my mind was racing. I was thinking about the financial turn of events that have changed our country forever. I thought about the big Wall Street businesses, I thought about the national and regional property owners and developers. As I continued to try to fall asleep, I thought about the local guys who had accumulated a nice portfolio of property after a life time of investing. Then I thought about the local business person that either owns or leases a place to do the business that they have created out of a dream. Then finally, I remembered that I am a commercial real estate broker who depends on the trading of properties to make a living. It all was circling in my mind as I could plainly see that all these people are connected and play a vital role in all our financial well being.
Wall Street

The only reason it is hard to feel sorry for the Wall Street crowd is because of the perception that they play with other people’s money (OPM). People also believe that the Wall Street financiers have made hundreds of millions of dollars running their businesses over the years. That is true, but only for the senior executives and directors who are flush with cash because of their success. Still, that does leave room for sympathy for the thousands of worker bees who are suffering and losing employment because of the conditions we now face. When the bankers go under, as in Merrill Lynch, Colonial Bank, Riverside Bank, Commerce Bank, Orion Bank and others, it does affect us locally. The stockholders are generally local people who lose their total investment. Many jobs are lost and the circulation of money dips a little on every single job loss. As the numbers of job losses mount, (14 million nationally) the drop in money circulation (The Multiplier Effect) begins to be felt by everyone.
State Street
It is a fact that government policy in the housing market loan process and the financing of commercial properties led to the decline in the value of real estate globally. All of the professionals in the real estate business in Lee County understand that this is a cyclical business. We have seen downturns before. This time, no one predicted the magnitude of the fall. When housing prices across the board are less than one-third their value of only three years ago, this is a catastrophe. Most people move every 3-5 years. This means that many people are in their homes owing more money than they are worth. The latest statistic I saw in The Wall Street Journal a couple of weeks ago said 28% of all homes nationally are under water. This in turn keeps commercial property demand down due to the loss of construction jobs and business failures.
The national and regional property owners and developers are hanging on by their fingernails. When the second largest mall owner in the country, General Growth Properties, files for bankruptcy, we have problems. Is their bankruptcy due to mismanagement? I don’t think so. When you are tied to the thousands of big box retailers that have just left the face of the earth, i.e. Linens and Things, Ann Taylor, Levitz Furniture and Steve and Barry’s to name a few, it cannot be all your fault. There were 4,603 retail store closings in 2007, 5,770 retail stores closed in 2008 and thousands more in 2009 as the final figures are not yet available. When a company liquidates, the landlord’s usually get nothing more than a legal bill from their attorney for trying to protect themselves in the bankruptcy proceedings

.
Main Street
How does a local person who bought properties over the years hold on? Let’s look at a hypothetical case study of  a local person with a portfolio of real estate worth $20 million dollars in 2005. The properties are a couple of retail centers, several small office buildings plus a couple of good lots for future development. Business is good in 2005, then occupancy rates of the entire community decreases by 38% with no end in sight, There is very little traffic from people looking to lease, and the majority of those people are looking to cut their lease rate and upgrade their facilities. The tenants that you have demand rent decreases because all are aware of the drastic drop in rental rates. Competition from other building owners is fierce. What do you do?  If the owner had an enviable 60% loan to value (LTV) of his entire portfolio when all this started, and a cash balance of $3 million dollars in the bank at the end of 2005, most would have admired this savvy business person. Now fast forward to 2009. The property owner owes the bank more than the properties are worth. He is bleeding money to support the properties, how long can a person hold on?  The investor is out of money and the properties are in trouble with the bank. The banker is giving a lot of pressure because of the banking regulator’s pressure on him. The only place to go is to sell the properties as a short sale, meaning the bank takes less money than it is owed on the property. Nobody wants the property even at 30% of the 2005 value. Bankruptcy may be looming in this investor’s future. It really is a crying shame, almost criminal. Was this investor dumb? Is he a bad person trying to scam the banks? The answer is emphatically no!!! This person is a victim like millions of other Americans.
My Street

How does the Commercial Real Estate Broker stay in business? Believe me, many are gone! Sales are few and far between. The value of leases has declined to a point where the amount of work necessary to do a professional job is not worth the effort. What do you do? There are only a few options. You can keep on the traditional road and hope your client base is adequate to cover your expenses. You can do more mundane aspects of real estate which are less sales oriented and more fee based such as property management or giving Opinions of Value to cater to the foreclosure market. Or you can change completely to a new set of skills.
The Next Street Over
There is an emerging market that is here for the next several years. Because of all the problems in the real estate chain there are billions of dollars of bank owned or distressed assets. The banks must reserve big dollars in cash when they are sitting on non-performing or under performing loans. Many times they are in the same boat with the owner in that the loan amount is still much more than the value of the property. This scenario is what brought down the entire system globally. Many people, such as my self, who have pipelines to the bankers are selling first mortgage notes to investors. The problem is not that there is no money, the problem is the values. If you can buy an asset at 30%-50% of the original loan value, the chances are that you will make a profit when all this mess is cleaned up. Banks are selling portfolios of loans in amounts from 2-3 properties to 100’s of properties. Values are $1 million dollars up to, “How big is your wallet?” Most deals must be cash except in some of the larger portfolios. People who eventually end up with these properties will either try to do workout solutions with the property owner or foreclose and sale or use the property. The opportunities are great if you are willing to enter this crazy whirlwind that has few rules. There is some risks to obtaining your commission. The Banks are losing so much money they are trying hard to make the buyers pay any acquisition fees. So, get your relationship and agreements in writing and locked down before you send the banking information to your client. You trust them but it is just good business.
A New Street Soon to Be Built

As with any crisis, it will take time to adjust and sort out the real estate crisis. Certainly, we will eventually get back to a normal, traditional market. It is very clear how much our overall economy is dependant on the real estate and construction industries. What is unclear is how long it will take to get back to “Normal?” Is this the new “normal”? After the Great Depression and after the savings and loan debacle of the 80’s we returned to “Normal”. The question is how long will it take? What will banking be like when all is said and done? It took 15 years for the economy to settle after the Great Depression of the 1930’s and 5 years after the savings and loan crisis. We will not see the low down payment with interest only scenario again in commercial real estate anytime soon. Regulations will make it harder for all to live and get funding. It is important that all have access to money, but sadly, the good times are over for the foreseeable future. But, if we live long enough, we might just see it again because history repeats itself.
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