
The relationship between real estate
and jobs is a complicated one. On the one
hand, a lack of affordable housing can
hurt growth, as economist Mark
Schniepp wrote in the UCLA Anderson
Forecast’s 2007 Orange County Outlook.

“Housing poses the largest constraint
to significant job creation and net migra-
tion in Orange County,” Schniepp con-
cluded. “To the extent that affordable
and available housing is present, econom-
ic growth in the form of job creation
would expand.”

But as Anil Puri and Mira Farka of Cal
State Fullerton said in their 2007 eco-
nomic forecast for Orange County, hous-
ing prices take time to show up in the job
picture.

“Higher housing payments require
that more jobs with higher salaries and
value be created,” they wrote. “The sup-
porting jobs, mostly in the population-
serving categories such as restaurants
and recreational activities, building
maintenance and related areas, will also
increase but these tend to be towards the
lower end of skill level and consequently
lower-paying.”

COMMERCIAL
Commercial construction is booming

in Orange County at just the right time.
The boom is injecting money and jobs

into the economy just as other work op-
portunities are being drained by a drop in
homebuilding and other residential real
estate industries.

Forecasters at Chapman University’s
A. Gary Anderson Center for Economic
Research, for example, expect nonresi-
dential construction in the county to out-
pace residential next year – reversing the
norm of the housing boom.

Nonresidential construction should
rise 4 percent in value next year to
$2.4 billion. That compares with an 8.7
percent drop in housing construction to
$2.1 billion.

Even so, Chapman forecasts a drop of
2,000 jobs, or 0.8 percent, in Orange
County’s construction and financial-ac-
tivities sectors next year, mainly due to
the slowdown in the housing market.
Without the commercial construction
boom, the job declines would be worse,
Chapman economist Esmael Adibi says.

The mitigating influence of commer-
cial development on construction and fi-
nancial job declines should help the coun-
ty post positive job growth of 1 percent
next year, down from an estimated 1.4
percent this year and from 2.3 percent
last year, according to Chapman.

In an illustration of how interconnect-
ed the local economy is, job growth in an-
other sector, business and professional
services, is partly fueling the boom in of-
fice construction. This sector, which in-
cludes lawyers, accountants and tempo-
rary-help companies, added 7,100 jobs in
Orange County in the 12 months through
November.

Developers are building 5 million
square feet of larger office properties –
the equivalent of 135 floors – according to
Voit Commercial Brokerage. That’s
enough to increase supply by 5 percent.

It’s also the largest total under con-
struction since developers worked on
5.6 million square feet in late 2000, be-
fore a downturn among technology com-
panies led to big office vacancies.

The county’s low vacancy rate of 7.5
percent for office buildings is enticing de-
velopers, said Jerry Holdner, vice presi-

dent of market research with Voit.
“When the vacancy rate goes below 10

percent, that’s when the cranes come
out,” Holdner said.

Yet the building boom is coming just as
mortgage companies are shrinking and
moving out of some of their big offices.
ACC Capital Holdings, the Orange-
based parent of Ameriquest, is leading
the trend by putting up 600,000 square
feet for sublease after announcing 3,800
layoffs in May.

Holdner said growth in office rent
should slow next year to between 5 per-
cent and 7 percent, down from 8 percent
to 10 percent this year.

Some developers likely won’t achieve
the high rents they forecasted when they
started construction or planning, said
Kurt Strasmann, who leads local oper-
ations for Grubb & Ellis Co.

The first developers to finish building
office towers will have the easiest time
finding tenants at the right price, he said,
adding that demand for office space has
eased a bit this year. A 37-story building
planned for Santa Ana has yet to lure ten-
ants and won’t go ahead until it gets com-
mitments to fill half the tower.

The market is healthy, but, “It’s not the
frenzied market that we once saw,” Stras-
mann said.

RESIDENTIAL
In 2006, strategic stalling by would-be

buyers such as the Palases led home sales
in Orange County to drop to the lowest
level in 11 years.

As of Nov. 30, just 33,000 houses, con-
dos and townhomes traded hands, ac-
cording to DataQuick Information Sys-
tems. That’s down 27 percent from the
same period in 2005 and the lowest since
1995.

But even as homes began to languish
on the market for want of buyers, the
median price of local homes continued
climbing through the first half of the year,
hitting a record $646,000 in June.

Since then, the standoff between
buyers and sellers eroded and the median
price dropped $40,000, retreating to No-
vember 2005 levels.

Some analysts say prices should bot-
tom out in the next three to six months
and stay level through next year, if not
longer.

“The question is: Between now and
then, are things going to come down by 2
percent or 5 percent?” DataQuick ana-
lyst John Karevoll said.

The California Association of Realtors
expects prices for resale houses to fall by
2 percent in 2007. Chapman forecasts
that the drop in Orange County will be
even greater: 6.4 percent. Economists at
Cal State Fullerton predict a 2 percent to
4 percent drop.

Looking at new homes? Builders, who
were caught flat-footed in 2006 by can-
cellation rates of 50 percent or more,
should trim inventory to manageable lev-
els by the second half of 2007, said Jay
Moss, regional general manager for KB
Home.

But competition for buyers will remain
stiff among builders, he said. He predict-
ed that the resale market will be “dor-
mant,” making it tough for homeowners
to unlock their equity and buy a new
move-up home.

Renters, meanwhile, may see a little re-
lief from rising rents, but not much, ac-
cording to two apartment-research ser-
vices.

Occupancy rates hovering around 96
percent will continue, as will rent in-
creases.

Greg Willett, research and analysis
vice president of M/PF YieldStar, fore-
casts that average rents will go up be-
tween 4 percent and 6 percent next year.
Chris Bates of Real Facts believes it will
be around 6 percent.

“It won’t be quite as aggressive on the
rent increases as we’ve seen recently,”
Willett said, citing a slowdown in job
growth next year. But while Los Angeles
and the Inland Empire have seen new
apartment communities built, Orange
County has not.

“So Orange County is going to contin-
ue to be a very tight market,” Willett said.

BUY OR WAIT?
So what does all this mean for the Palas

family of San Clemente? Should they buy
now, or should they wait?

If you believe the economists, there
might not be any harm in waiting.

Robert Kleinhenz, deputy chief econo-
mist for the California Association of
Realtors, said it’s too soon to say that the
market has hit bottom. But he said sales
have been steady for the past three
months.

“It looks like we’re moving toward a
more stable set of market conditions,”
Kleinhenz said. “These things tell me
we’re not seeing a market that’s in free
fall.”

Even Mac Mackenzie, a real estate
agent for Coldwell Banker who was the
county’s top salesman in 2005, worries
there will be more homes than buyers in
the market next year. Mackenzie is wor-
ried about bad debt and poor financial
management by homeowners.

“I really think that the potential of a
downturn is very, very high, and that a lot
of people have overborrowed to the point
of insanity,” he said.

But other real estate agents say they’re
bullish.

Interest rates are relatively low, prices
are down, sellers are conciliatory and
there are lots of homes to choose from.

Bob Chapman of Prudential Califor-
nia Real Estate, a former president of
the Newport Beach Association of Real-
tors, said activity has picked up as buyers
sense that big price drops aren’t happen-
ing. Next year will be more active, he said.

“I don’t see any declines in values,”
Chapman said. “It will continue along like
this for awhile. I don’t think we’ll see a big
decline.”

Thinking a moment, he added, “Maybe
now is a good time to buy.”
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A perfect storm bursts the
bubble.

OR GOLDEN DAYS?
If you buy into my thesis that

a tight consensus is likely
wrong, and the apocalyptic
scenario seems off, there’s an-
other intriguing possibility.

Imagine O.C. real estate en-
joying a very hearty 2007.

That’s right. A “What bub-
ble?” kind of year.

It’s the kind of shocker that
Anil Puri, Cal State Fullerton
business school dean, suggest-
ed when I asked him what sur-
prise we might be discussing a
year from now.

“Median price goes up 10
percent or more,” he said.

Not as truly far-fetched as
you think.

What a quick housing turn-
about requires is a lot of help
from outside the industry. Plus
a bit of luck.

Essentially, economic per-
fection to get nervous shop-
pers off the fence in a meaning-
ful degree.

Bill Plattos at FirstTeam
Real Estate suggests that in
’07, “There will be many
buyers who will see a buyer’s
market as a time to buy, in-
stead of waiting for a seller’s
market.”

For the rosy outlook to
bloom, the local economy has
to get hot. It’s added jobs in 12
of the past 13 years, though re-
cent payroll growth has been
meek. Technically that weak-
ness isn’t fact yet; it’s just a
guess. We’ll find out what real-
ly happened in 2006 when
state job counters revise their
stats in March.

The local economic chal-
lenge will be replacing the em-
ployment and spending oomph

that real estate
kindly added dur-
ing the nine-year
boom.

Finding the
next hot thing will
be a struggle, but
not out of the
question. Have
you noticed a hot
stock market late-
ly? That paper
wealth could
boost consumers,
for example.

Next, assuming
the local business
climate turns tor-
rid, the better-
than-expected
housing ’07 scena-
rio demands that
nothing else go
wrong outside
Orange County.

Nothing.
I’m talking a national econo-

my back in high gear. Peace on
Earth and good will to all men,
and I mean around the globe.
No terror attacks, natural di-
sasters or other hiccups. May-
be even a happy Iraqi solution.

Basically, geopolitical and
commercial nirvana.

Plus, to see O.C. housing
succeed in ’07, one must pray
that the Federal Reserve
doesn’t do anything stupid.

These policy-makers seem
obsessed to worry that some
workers might get a decent
raise and that a few merchants
might be able to raise prices at
will.

Any whiff of economic ener-
gy may spook the Fed into
thinking problematic inflation
is back. Thus, the Fed may
slam on the business brakes by
raising the influential interest
rates it controls. That could
dampen the national economic
revival and derail hopes that
O.C. housing could have a stel-
lar year.

So, an upside surprise for
’07 is a long shot.

But so is a total property
meltdown – though it has bet-
ter odds than a remake of dou-
ble-digit property gains in this
town.

That leaves one to assume
that the consensus view –
small losses in ’07 – is the best
bet.

But how often is the consen-
sus view correct?

Quite often, when the consen-
sus opinion is tightly wrapped
around one possible outcome,
that outcome is proved to be
wrong. And the error can be to
either the upside or downside.

As UCLA economist Ed
Leamer said half-jokingly
about what might stun us all a
year from now: “The surprise
will be that our forecasts are
correct. That is something to
talk about.”

The contrarian in me looks
to this relative widespread
agreement on a modest dip in
home prices and wonders if
common wisdom is way off,
then what?

Could ’07 be a major disas-
ter?

Or an unexpected, pleasant
surprise?

AN UGLY CALL
Clearly, housing’s risks are

high as 2007 starts.
Momentum and shopper

psyche are weak. Some owners
are in trouble, too, placing add-
ed pressure on the market. It
feels like it would not take
much to turn 2006’s skittish
housing market into a full-
fledged 2007 fire sale.

The overall economy, the en-
gine really driving housing,
feels mushy. Local bosses are
hiring, but at a reserved pace.
Consumer spending appears
tepid.

So if the business scene real-
ly weakens, real estate would
lose a key underpinning. And
the housing market needs all
the support it can get. A signif-
icant economic reversal would
doom local housing to probably
double-digit percentage point
losses.

Don’t forget
outside risks, like
a national eco-
nomic tumble – or
war.

As veteran
O.C. real estate
watcher Walter
Hahn put it, when
asked what could
dramatically al-
ter his ’07 out-
look: “Israel
bombs the Ira-
nian nuclear facil-
ities, and oil goes
to $150-a-barrel-
plus, causing seri-
ous national and
local economic
and housing-mar-
ket recession.”

The recent
housing rally was
fueled in part by
new financing tricks that have
– or will – pound local check-
books. Short-lived, discounted
house payments got certain
buyers into homes they other-
wise could not afford. As those
initial loan discounts end, nu-
merous homeowners face
higher monthly costs on an as-
set – their home – that may be
depreciating in value. That’s
not a happy formula.

Cheaper interest rates from
a suddenly helpful Federal Re-
serve, in this kind of meltdown
circumstance, won’t help
much.

The grand question over-
hanging the market is: Did
bankers and borrowers know
what they were doing? 

If the bankers or borrowers
guess wrong, this gloomy out-
look for 2007 – and future
years, too – could prove true.
And it won’t only be the effect
of foreclosed homes dumped
on the market. Lenders and
the investors who buy mort-
gages will back off, further
dousing a chilled housing mar-
ket.

Saumil Parikh at Pimco
bond traders in Newport
Beach thinks wariness will ap-
pear in certain loan niches, at a
minimum: “We believe the sub-
prime mortgage market (for
the diciest borrowers) will re-
price credit risk during 2007,
thereby making it more expen-
sive and onerous for first-time
homebuyers to enter the mar-
ket.”

Housing’s doomsday scena-
rio is a blend of overlapping
and interwoven headaches: the
confluence of dark events com-
bining to scare off market par-
ticipants from shopper to
builder to lender.

LANSNER: Upside
surprise could be 
a real long shot
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For the rosy outlook
to bloom, the local
economy has to get

hot. It’s added jobs in
12 of the past 13

years, though recent
payroll growth has

been meek. Technical-
ly that weakness isn’t

fact yet; it’s just a
guess. We’ll find out
what really happened
in 2006 when state
job counters revise

their stats in March.
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Even Mac Mackenzie, a real estate agent for Coldwell Banker who was the county's top salesman in 2005, worries there will be more homes than buyers in the market next year.  Mackenzie is worried about bad debt and poor financial management by homeowners.
“I really think that the potential of a downturn is very, very high, and that a lot of people have overborrowed to the point of insanity,” he said.
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