
It’s All About the Price: Washington-Wall 
Street - Real Estate and the Economy

Ted C. Jones Chief Economist Stewart Title Guaranty  Co.



LETTER TO THE BANK

Dear Banker,

In view of current developments in the 
banking market, if one of my checks is 
returned marked ‘insufficient funds', 
does that refer to me or to you?

Sincerely Yours,



Recession Recovery

The recovery in every 
recession since 1949 

has been led by a 
recovery in the 
housing market



US Civilian Employment
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Millions of Jobs

263 Thousand Jobs Lost in September 2009
7.2 Million Jobs Lost Since January 2008

5.4 Million Job Losses Since Nov 2008 Elections



US Civilian Employment Job Loss
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U.S. Civilian Unemployment Rate
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Austin-Round Rock Jobs
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Austin-Round Rock Job Growth

7,200 Net Lost Jobs in the Past 12 Months

Not Seasonally Adjusted August
Austin  -0.93%
USA    -4.38%



Austin MSA Civilian Unemployment Rate
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US Car Sales
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Cash For Clunkers

• $2.9 Billion
• $3,500 to $4,500 Per Car
• 690,114 Sales 
• 38.6 Percent US Made Models

1. Toyota Corolla
2. Honda Civic                  
3. Toyota Camry              
4. Ford Focus                  
5. Hyundai Elantra          

Trade deficit increase was biggest since Feb 1999



Analysis: Tax Credit Adds 
357,000 Buyers

A study estimates that 357,000 
buyers have been motivated so 

far by the $8,000 First-Time 
Homebuyer Tax Credit.

Campbell Surveys, a division of Campbell Communications



Obama Stimulus Plan

$787 Billion Cost
Save or Create 3.5 Million Jobs

Spending 787,000,000,000$  
Jobs 3,500,000             

Cost Per Job 224,857$              



Ted’s No-Tax Solution Stimulus

Allow every homeowner that is current
on their loan to refinance at 5 
percent

Include all jumbos -- No cash out

Make Fannie and Freddie buy all
and guaranty repayment of principal 
after three years



Federal Budget Surplus (Deficit)
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Federal Budget Surplus (Deficit)
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Federal Deficit Projections

• 2009 -- $1.7 to $1.8 Trillion

• 2010 -- $1.30 Trillion

• $9 Trillion Minimum for Next 10 Years
2010-2019 –Without Passing
Health Care or Cap and Trade
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$3.5 Trillion in Total
Commercial Loans

$400 Billion to 
Refinance

Per Year for Next
10 Years



Q4 2008 vs. Q4 2007

Overall -80%
Hotel -99%
Office -72%
Retail -82%
Industrial -76%
MultiFamily -62%
Health -42%

Down
11 Percent

Q3 2008
To

Q4 2008

Commercial Lending



Prior Year 2007

Q4 2008 -80% -80%
Q1 2009 -70% -86%
Q2 2009 -54% -83%

Mortgage Bankers Association

Percent Change

Commercial Lending Activity



Commercial Real Estate

“….only $8 billion in significant apartment, industri al,
office and retail had traded. The quarter-over-quar ter
pace of decline in volume actually accelerated to 5 9
percent during the first three months of 2009 from the
already depressed level of transactions at year-end  2008.”

Deutsche Bank analysts said that tougher 
underwriting standards and an eventual 50% drop in 
property values would prevent a " vast swath" of 
commercial real estate borrowers from refinancing 
their loans as they come due over the next four yea rs . 



“The continuing rapid accumulation 
of troubled assets remained the 
dominant theme in August, with $7.6 
billion of assets falling into default, 
foreclosure or bankruptcy during the 
month, easily outpacing total 
commercial property sales volume 
of $4.3 billion.” October 1 2009



Cost
Approach

Disconnect



9-10%



Capitalization Rate Impact
Percent Change in Property Value
As Cap Rates Increase

New Original Rate

Rate 5.0% 5.5% 6.0% 6.5% 7.0% 7.5% 8.0% 8.5% 9.0% 9.5% 10.0% 10.5% 11.0% 11.5%

5.0%

5.5% -9.1%

6.0% -16.7% -8.3%

6.5% -23.1% -15.4% -7.7%

7.0% -28.6% -21.4% -14.3% -7.1%

7.5% -33.3% -26.7% -20.0% -13.3% -6.7%

8.0% -37.5% -31.3% -25.0% -18.8% -12.5% -6.3%

8.5% -41.2% -35.3% -29.4% -23.5% -17.6% -11.8% -5.9%

9.0% -44.4% -38.9% -33.3% -27.8% -22.2% -16.7% -11.1% -5.6%

9.5% -47.4% -42.1% -36.8% -31.6% -26.3% -21.1% -15.8% -10.5% -5.3%

10.0% -50.0% -45.0% -40.0% -35.0% -30.0% -25.0% -20.0% -15.0% -10.0% -5.0%

10.5% -52.4% -47.6% -42.9% -38.1% -33.3% -28.6% -23.8% -19.0% -14.3% -9.5% -4.8%

11.0% -54.5% -50.0% -45.5% -40.9% -36.4% -31.8% -27.3% -22.7% -18.2% -13.6% -9.1% -4.5%

11.5% -56.5% -52.2% -47.8% -43.5% -39.1% -34.8% -30.4% -26.1% -21.7% -17.4% -13.0% -8.7% -4.3%

12.0% -58.3% -54.2% -50.0% -45.8% -41.7% -37.5% -33.3% -29.2% -25.0% -20.8% -16.7% -12.5% -8.3% -4.2%



Capitalization Rate Impact
Percent Change in Property Value
As Cap Rates Increase

New Original Rate

Rate 5.0% 5.5% 6.0% 6.5% 7.0% 7.5% 8.0% 8.5%

5.0%

5.5% -9.1%

6.0% -16.7% -8.3%

6.5% -23.1% -15.4% -7.7%

7.0% -28.6% -21.4% -14.3% -7.1%

7.5% -33.3% -26.7% -20.0% -13.3% -6.7%

8.0% -37.5% -31.3% -25.0% -18.8% -12.5% -6.3%

8.5% -41.2% -35.3% -29.4% -23.5% -17.6% -11.8% -5.9%

9.0% -44.4% -38.9% -33.3% -27.8% -22.2% -16.7% -11.1% -5.6%

9.5% -47.4% -42.1% -36.8% -31.6% -26.3% -21.1% -15.8% -10.5%



Opportunities

• Tenant renegotiations
• Property taxes
• Expense mitigation
• Buying at lowest in decades (cash)
• Life-Long Low Capital Gains Rates
• Brokerage Services Have Never Been 

More Valuable



Ted’s Solution

• Investors purchase bank-held 
commercial loans at book value

• Reset rate to current levels
• Hold 10 years
• Guaranteed repayment of debt
• Charge 1 percent mortgage insurance 

premium (will offset guarantees)  











Austin Existing Home Sales
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Austin Residential Closings
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Austin Existing Home Sales

1,000

1,500

2,000

2,500

'02 '03 '04 '05 '06 '07 '08 '09
Average Number Per Month For Prior 12 Months



Austin Home Prices

$130,000

$140,000

$150,000

$160,000

$170,000

$180,000

$190,000

$200,000

'05 '06 '07 '08 '09

Median Price



Austin-Round Rock Building 
Permits
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Austin MSA 
Single Multi

Year Family Family Total
98 10,805 5,618 16,423
99 11,704 8,193 19,897
00 13,045 8,844 21,889
01 9,115 8,699 17,814
02 11,072 6,160 17,232
03 12,116 3,214 15,330
04 14,309 3,706 18,015
05 17,346 5,895 23,241
06 17,615 8,481 26,096
07 12,120 7,783 19,903
08 7,710 4,082 11,792

09p 6,461 2,032 8,493

Residential Building Permits



2009-2010 Economic Concerns

• Wall Street—Washington--Liquidity
• Time Bomb Loans
• Cold War II—Terrorists
• Pandemic (bird flu…..) 2 years ago forecast

• Inflation (and Cap Rates)-- Recession

• Tax Cut Clock Ticking…………….
• Energy: US Imports 63 Percent of Oil
• Real Estate-Autos-Credit Cards-Banks


