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• Economy in decline/trough phase: employment contraction accelerating 
through June (36-to-60 month trough).

• Next 12-to-24 months: Cap Rates up +200 bps, NOIs down 16%-to-20%, 
sales volumes down 75%-to-95%, values down 30%-to-50%, and 
construction down 18%.

• Business-commercial real estate cycle: recovery 2010 – 2013, growth 
2014 – 2015 (rent/value spikes) and peak 2016 – 2018.

• Target markets for commercial investment 2009-2010:

Business-Market Cycle Forecast

Urban Infill/Supply Constrained/Transit Oriented/Diverse 
Economic Base Submarkets   

Downtown San Francisco/San Jose; I-680/880 Corridors-
Walnut Creek/San Ramon (Pleasanton/Fremont);  SF 

Peninsula-Redwood City/Palo Alto (Marin/Santa Cruz)



Personal Savings RatePersonal Savings Rate

Source: Bureau of Economic Analysis. http://www.bea.gov/briefrm/saving.htm

De-leveraging/Savings by Businesses and 
Consumers Contributing to Fall in Aggregate 

Demand (Consumption and Investment)

Major impact on economy if 
goes above 5% to 10%



Real Estate Supply and Demand Analysis
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Retail Sales/Consumer ConfidenceRetail Sales/Consumer Confidence
Trade balance roughly zero from 1960 through 1981, fell to 
-173 billion as of October 2007.

Increasing probability of a 
international financial crisis.

Faster rates of capital accumulation due to 
foreign direct investment in manufacturing 

production, services, and technology sectors.
-11% YOY 

Feb 09’

Avg.
5%

- 3%



World GDP Growth Rates

2004           2005

Wld       3.6%          2.9%

U.S.       4.4%          3.6%

Eur        1.8%          0.9%

Jap        4.0%          2.3%

China    9.2%          8.0%

Gross National Product (GDP)Gross National Product (GDP)

Q4 08Q4 08’’
--6.2%6.2%

http://www.bea.doc.gov/bea/newsrel/gdp_glance.htm. http://www.conference-board.org/economics/ConsumerConfidence.cfm

e e e 

1Q09f = -5.4%, worst in 28 yrs.

= -6.4% 1982

36-to-60 month trough

Significant declines in consumption and 
residential and commercial investment



Balance of TradeBalance of Trade

Sources:  U.S. Department of Commerce: Bureau of Economic Analysis 
http://research.stlouisfed.org/fred2/series/BOPBCA/13

Trade balance roughly zero from 1960 through 1981, fell to 
-173 billion as of October 2007.

Increasing probability of a 
international financial crisis.

Faster rates of capital accumulation due to 
foreign direct investment in manufacturing 

production, services, and technology sectors.

Japanese Exports down 51% to US and 31% to 
China, first merchandise trade deficit in 30 years

In 2010: IMF 1.3% drop global output.                  
In 2009: -5% in U.S. and Germany, 

Port Container Counts YOY: 
LA - 32% and Long Beach - 40%

Dollar up 
15%-to-20% 

against 
foreign 

currencies



NonNon--Farm Payroll EmploymentFarm Payroll Employment

300,000

Source: Bureau of Labor Statistics. 
http://www.bls.gov

Mar 09’ Total = -663,000

YOY Mar 2009 Total = -4,800,000

-3.5% on par with 60s, 70s and 80s:         
-3.6% LA and -3.9% SF Bay Area

Unemployment Rate: California 11.2%, 
SF Bay 8.8%, and LA 11.3%



Venture Capital Flows

Source: Venture Economics. http://www.ventureeconomics.com/vec/us.html. 
https://www.pwcmoneytree.com/MTPublic/ns/index.jsp

Silicon Valley: 35%-to-39% of US

Silicon Valley VC down 33% YOY



Net Change Commercial Mortgage Debt (1980-2008)

http://www.mbaa.org/files/Research/DataBooks/3Q08QuarterlyDataBook.pdf

Next 4 Years: $200 billion per year coming due, 
will need to be refinanced, escalating until 2015.

Falling values/de-leveraging: Equity 
Shortfall $425 billion next 5years.



Yield CurveYield Curve

http://stockcharts.com/charts/YieldCurve.html

-400 bsp from 2005/2006

Although S-T Risk Free 
Rates near Zero (negative 

real) debt/equity credit 
and illiquidity risk 

premiums “too” high

All debt + equity securities price off of the 
yield curve (term structure interest rates)

WACC > IRR
Objective: Steep Rebuild Interest Margin, 
Loan Loss Reserves, Reserve Capital, etc.

- Falling Prices



Lawrence Souza (lsouza@Johnson/SouzaGroup.com) brings to Johnson Souza Group, 
Inc. (Direct: (415-713-0213) over 20 years of experience in real estate economic and 
financial research.  As Managing Director-Index Services, Charles Schwab Investment 
Management (CSIM); Chief Real Estate Economist and Director of Index Services, 
Global Real Analytics (GRA); Director of Research for BRE Properties, Inc. (REIT) in 
San Francisco and holding Senior Market/Research Analyst positions at Metric 
Institutional Realty Advisors and Mellon-McMahan/MacFarlane Realty Advisors, and 
market research positions at Norris, Beggs and Simpson and Grubb & Ellis commercial 
brokerage. Mr. Souza combines traditional fundamental real estate economic and market 
research with fundamental and technical financial and capital market research.  This 
combined approach allows for the tracking and forecasting of economic, real estate and 
financial cycles and efficient portfolio construction, optimization and risk management.

Mr. Souza is also a licensed California Real Estate Broker (Realtor), specializing in 
urban-infill residential, commercial property transactions, and 1031 Exchanges in the 
San Francisco Bay Area and Western Region.

Mr. Souza has undergraduate degrees in Economics (BA) and Business Administration 
(BS) with concentrations in Accounting, Finance, Banking and Real Estate; and holds 
master’s degrees in Applied Economics (MA), Finance/Investments (MS), Public 
Administration (MPA), and Information Systems (MSIS). Mr. Souza has been teaching 
Modern Real Estate Principles and Finance since 1996 with an emphasis on real estate 
in a modern portfolio and capital markets context; and the institutionalization, 
securitization, internationalization and technologization of real estate markets and 
products.  


