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Employment: a
prerequisite to renting
or owning
After reading this chapter, you will be able to:

real demand

Learning
Objectives

E

• apply employment trends to your local real estate industry; and
• anticipate real estate sales volume and price movement in the
months ahead.

Chapter
1.1

Of all the factors affecting California real estate, employment has the most
impact. This is true in good economic times, and times of economic recession
and financial crisis.
Without jobs, wage earners have insufficient financial ability to make
rent or mortgage payments. Thus, the unemployed are forced to move in
with relatives or friends, negatively impacting the housing market and the
economy.

Key Terms

Income
for the
necessities
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Figure 1
California
Payroll
Employment

ONLINE UPDATE
Visit realtypublications
.com/charts for the
most recent chart data.
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Figure 1 and Figure 2 track the number of people employed in California. These charts
show total employment numbers statewide (Figure 1) and for California’s five most
populous counties (Figure 2). The gray bars indicate periods of recession in the United
States (as tracked by the National Bureau of Economic Research).

real demand
The demand of enduser buyer-occupants
in the real estate
market.
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High unemployment stems from inability of businesses to provide
employment — work. When the economy is slow, businesses have less need
to occupy and use retail space, office suites, warehouses for inventory and
distribution, industrial buildings for production or land for development.
Thus, commercial real estate experiences high vacancy rates, and much
rented space goes unused — a temporary wasting of allocated capital.
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Demand (real demand, as opposed to artificial demand stimulated by hitand-run speculators) rises for all types of real estate when local jobs increase,
as during periods of economic development. Additions to the local labor force
tend to drive up rents and property prices in the vicinity when the point of
optimal occupancy has been reached. On the other hand, a decline in the
number of local jobs reduces the need for all types of real estate, as during a
recession. [For a discussion of artificial speculator demand, see Factor 3: Real
estate speculation]

Jobs set the
trend

The current trend in the number of individuals employed in a region sets the
direction for:
•

the volume of rentals and sales during the following 12 to 18 months;
and

•

the price movement of rents and prices paid for the use and occupancy
of real estate during the following 24 to 30 months.

Job issues which affect the level of rents and prices paid for property include:
•

the quantity of employed individuals;

•

the quality of existing jobs;
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Figure 2
CA Payroll
Employment by
County

ONLINE UPDATE
Visit realtypublications
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most recent chart data.
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• the level of wages paid; and
•

the type of jobs existing and developing in the local market.
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Historically, California jobs create homeowners and tenants on an
approximate 50:50 basis, with half of all households owning the residence
they occupy and the other half renting it. This number leaned toward more
homeowners and fewer tenants during the Millennium Boom. However, the
homeownership rate rapidly declined in recent years. [See Factor 4: Home
equity]

Quantity of
employed
individuals

The appreciation or depreciation of property values is triggered by increases
or decreases in local population density and the economics (numbers and
pay levels) of local jobs.
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Of California’s largest counties, San Francisco has experienced the quickest
job growth since the 2008 recession. San Francisco has far surpassed its
prerecession levels, even accounting for population gain. This is largely
due to the area’s bubble-prone technology industry. California’s populous
counties have also exceeded pre-recession employment levels, while some
northern and far inland counties have yet to recover from the 2008 recession.
However, with the exception of San Francisco, California’s job market has yet
to catch up with population gain, though it is likely to catch up by 2020. [See
Factor 25: Regional housing indicators]
The unemployed and underemployed are of little to no concern to the real
estate market. Unemployment numbers tell us only who cannot participate
in the real estate industry, but are here somewhere. Individuals who work to
earn a living, the 99%, first need a full-time job before they can buy or rent.
See Figures 1 and 2 for historical and current projections of the number of
people employed in California, and in its most populous counties.
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Chapter 1.1
Summary

Employment is the single most important factor in determining the
future vigor of the real estate market.

Chapter 1.1
Key Term

real demand ...................................................................................... pg. 2

The number of employed individuals and the rate of job creation set the
trend for sales and rental volume in the following 12 to 18 months. The
employment numbers set price movement during the following 24 to
30 months.
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