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Building in a bad economy can provide a variety of benefits

By MICHAEL REGINA
Special to the Business Journal

here is no doubt these are extraordi-

nary times. Highly volatile market
conditions and ongoing uncertainty
have made it duly challenging for the
commercial construction industry and
its trade partners.

Comparative analysis on new
commercial interests in
certain markets shows that,
today, it is cheaper to own a
building than to rent.

Amid the current economic downturn,
now may not seem like a good time to
build — especially in the commercial
sector. However, while perspectives may
differ, there are many benefits of build-
ing in a bad economy, which can pres-
ent unique opportunities. The key is
knowing what to look for and maintain-
ing a forward-thinking visionary men-
rality.

In any tumultuous period of change,
the doom and gloom set will always find
reasons to postpone building projects,
but those who actively seek the silver
lining and closely assess timing-based
opportunities can gain significant advan-
tages. Here are four favorable reasons to
pull the trigger on a commercial con-
struction initiative during an economic
downturn:

1. Deeply discounted real estate.

The U.S. has seen property values for
commercial real estate drop 20 percent
to 45 percent across the hoard. In the
western states the decrease has been
even deeper. A good example is a recent
deal on a piece of land that was under
contract in 2007 for $1.5 million. Even-
tually, that deal fell apart in the develop-
ment process for the previous buyer.
Now, the current price being paid for
that same parcel is $800,000.

The same goes for new office buildings
that sold for $2.4 million in 2008 that
are now selling for $1.6 million in 2011.
Even landlords are doing everything pos-
sible to protect their portfolios — from
giving away free rent for a year to drop-
ping rental rates to 2001 levels. Owners
are looking to reduce their losses. Conse-
quently, this puts more power and con-
trol in the hands of the buyer. Addition-
ally, given the fact that real estate owners
are cash poor and looking to convert
their assets, there is a large supply of land
and existing buildings on the market.

2. Rock-bottom interest rates.

It may be difficult to remember the
last time commercial interest rates
were this low. [t ws, in fact, approxi-
mately 20 years ago, dating back to the
early 1990s. Comparative analysis on
new commercial interests in certain
markets shows that, today, it is cheaper
to own a building than to rent, opting
to forego paying someone else’s mort-
gage when rates are so low. Like own-
ing a house, commercial real estate
should also be viewed as a long-term
investment where it doesn't make
sense to just throw money at a landlord
each month. In today’s market, it’s a
great time to buy and build,

3. Streamlined processes.

Despite downturns, one thing that is
full steam ahead is streamlined process-
es. Even five years ago, it seemed to
take a lifetime to get any new project
approved through various local, county
and state governing agencies. This is
definitely not the case today. Now, it
appears that these same agencies are
starving for fees and are desperate for
new projects, when one bears in mind
that the fees new development brings
support many of these agencies.

It’s not uncommon for townships to
call construction firms inquiring about
new submissions. These agencies need
to support the departmental staff who
process project paperwork and are
eager to know what’s in the minimized

pipeline. The combination of techno-
logical efficiencies and eager reporting
agencies have swung the pendulum
back in the favor of construction com-
panies who used to be at the mercy of
the paperwork bottleneck. In a slow
economy, there is a greater ability to
control more parts of the process in
relation to agencies, which makes it a
great time to build."

4. Reduced cost of labor, materials
and services.

The law of economics states that
when there is an excess supply of any
good or service, the cost of that good or
service will drop. This is the case with
the cost of labor, goods and profession-
al services. Various trades are constant-
ly seeking work from any projects that
can be generated during this downturn.
This was quite different in 2006 when
these same companies were turning
down work just as fast as they were
growing business with the surplus work
they already had. Today, companies are
willing to cut their prices in order to
keep their employees, resulting in
decreased labor and services costs.

Michael Regina is the co-founder and
owner of Big Sky Enterprises, a commer-
cial real estate developer, designfbuilder
and finance firm based in Voorhees, N.J.
The URL of the company’s website is
waw.bigskyllc.com



