	Special Report: Economic Forecast
South Florida’s businesses face formidable challenges in 2009
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ax season is upon us, and these are the days when James Kaufman would be beefing up his staff. 
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“Normally, we pick up 10, 15 or 20 new employees [each year],” Kaufman said. “That was in the old days.” 
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Kaufman, managing principal of the Miami-based accounting firm Kaufman Rossin & Co., has no plans to increase the size of his 270-employee staff. 
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These are the days of recession, cost-cutting and prudence when Kaufman’s firm and legions of other companies are restraining their payrolls while reassessing their business options. 
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“Everybody is trying to do strategic planning,” Kaufman said, and the challenges are formidable. The federal government’s bailout of the banking industry may backfire in the form of higher inflation, he said, and “I’m not convinced we’re at the bottom of the stock market ... I think the pain is going to continue.” 
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Indeed, South Florida’s unemployment rate may worsen as business owners struggle to navigate an economic slump of uncertain depth and duration. 
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The unemployment rate in Miami-Dade, Broward and Palm Beach counties could approach 10 percent this year if the rate increases as fast as it did last year. The tri-county unemployment rate shot up in the 12 months ended in November from 3.9 percent to 6.4 percent, or from 112,000 unemployed job-seekers to 181,000. 
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Tax-funded bank bailouts and economic stimulus programs may be substantial enough and prompt enough to prevent South Florida’s unemployment rate from rising to double-digit levels. 
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But the countervailing force of business cutbacks, closures and consolidations could trigger another surge in unemployment, especially if credit constraints limit borrowing ability. 
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Sharp declines in the value of stocks, commodities, real estate and other assets that can be pledged as loan collateral have limited the availability of business credit in the U.S. and abroad, portending a prolonged recession. Consumer credit has become scarcer, too, as home foreclosures and personal bankruptcies mount and jobs vanish. 
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“We’ve already been hearing about a lot of competitors that are downsizing or considering closing their doors altogether,” said Deborah Vazquez, owner of Fort Lauderdale-based Protech Personnel. Her staffing agency places technical workers in jobs with companies that produce information technology. 
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Vazquez recently was recruiting to increase the size of her internal staff from 11 employees to 13. She opened her tech staffing agency in 2000, when many Internet-based companies collapsed after speculative investments in their stocks soured, and doubts that the current economic downturn will be worse. 
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“I don’t think this one is going to be as bad as the dot-com crash,” Vazquez said. 
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One reason for her optimism is strength in the education and health services. “We have worked pretty extensively with companies that make software for hospitals and for schools,” she said. 
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Education and health services are among the strongest industries in the South Florida economy. Hospitals, schools and related types of companies employed 336,300 workers in the tri-county area in November, up 4 percent from a year earlier. 
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Employment also has grown in the consumer services industry, a collection of businesses ranging from auto repair shops and beauty salons to coin-operated laundries, funeral homes and pet care centers. Consumer services employment in South Florida increased 1.1 percent to 102,400 workers during the 12 months ended in November. 
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During the same period, however, every other major industry in South Florida shed jobs. The total number of payroll employees in the tri-county area dropped 2.4 percent to 2.39 million, and in some sectors of the regional economy, unemployment increased at an accelerating rate during the second half of last year. 
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Trade, transportation and utility companies, for example, cut their combined South Florida payroll from 542,600 employees in June (down just 0.7 percent from June 2007) to 533,900 in November, down 3.5 percent from a year earlier. Other major industries with a similar pattern of worsening 12-month declines in South Florida include construction and financial services as well as business and professional services and the information industry. 
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Employment in trade and transportation could shrink further this year if demand for international freight service at airports and seaports remains soft. At Miami International Airport, for example, import-export volume fell from July through October to 143,025 short tons from 157,286 short tons during the same four-month period in 2007, a 10 percent drop, and the weakness apparently continued into November and December. 
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“Air freight has been flat,” said Plantation-based Carlos Gamundi, vice president of airlines at DHL Aviation Americas. A seasonal surge in volume is normal in the fourth quarter, he said, but late last year “there was no surge.” 
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Suppliers and vendors in receding industries have felt the pinch, too. Consider the prospects of Sealock Security Systems, a small business that supplies locking bars, cable seals and other parts for cargo containers that improve their security. Sealock is vulnerable to spending cuts by customers because “security, though important, is actually one of the first things that gets cut out,” said Ramon Fernandez, vice president of sales at the Miami-based Sealock. The business has three employees and no plans to expand. “We have to keep our overhead very close to the bone,” Fernandez said, “so it doesn’t look like we’re going to hire any personnel this year.” 
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Two sectors of the economy have shown relatively stable employment: government and the leisure and hospitality industry. Government in South Florida accounted for 333,500 jobs in November, almost unchanged from a year earlier. Leisure and hospitality companies sustained higher levels of employment from June through October, compared to the same months in 2007, before sliding in November to 255,000 jobs, down 1.2 percent from November 2007. 
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Hospitality employment in South Florida may increase due to the reopening of two revamped Miami Beach landmarks, the Fontainebleau and the Eden Roc hotels, plus a slew of newly built hotels. But heightened competition for guests may hurt hotel profitability, especially if the recession reaches deeper into travel and tourism. 
[image: image30.png]



Atlanta-based PKF Hospitality Research forecasts that revenue per available hotel room will drop this year from the 2008 level by 10.3 percent in Fort Lauderdale and by 12.9 percent in Miami. 
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The hotel business “is probably going to be flat compared to last year,” said Stuart Blumberg of the Greater Miami and the Beaches Hotel Association. “I was encouraged by November bed tax returns. But what December will bring, I don’t know,” he said. “I don’t know if any of us know. We have two things we’ve never had before — an economy that’s being equated to the 1930s and putting close to 3,000 rooms in the inventory.” 
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The broader outlook for retailing is brutal. “We’re not expecting any uptick in the economy until 2010,” said Rick McAllister, president and CEO of the Florida Retail Federation. “We think it’s going to be much the same [as in 2008]. Consumer spending will be considerably moderated from what it has been in the last nine or 10 years.” 
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Many national retailers already have sought court protection from creditors. Companies behind a pack of well-known brand names including Linens ’n Things, KB Toys, Mervyn’s and Sharper Image declared bankruptcy last year, and more expected do so this year. 
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Some restaurant chains have closed South Florida locations as cautious consumers dine at home more frequently to save money. Other operators will open new locations only if the price is right. “We are now looking for locations that will not require an extensive and costly renovation,” Fort Lauderdale-based restaurant operator Flanigan’s Enterprises reported in a regulatory filing Dec. 24. Excluding the results of the company’s newly opened restaurant in Davie, “we expect same-store restaurant food and bar sales to decline over the next 12-month period due primarily to the current domestic and global financial crisis.” 
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That crisis stems from a collapse in housing values that followed peaks in mortgage lending to marginal borrowers and in mortgage securitization. A quick recovery appears unlikely. The Florida Association of Realtors reported that the median single-family home sale price dropped during the 12 months ended in November by 28 percent in the Boca Raton-West Palm Beach corridor, by 34 percent in the Fort Lauderdale area and by 36 percent in greater Miami. Median sale prices of existing condominiums in South Florida showed comparable declines. 
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The number of housing sales in South Florida has been increasing, and sustained reduction in the number of homes and condos listed for sale could stabilize residential property values. “The housing market, in my opinion, bottomed out in the second quarter of 2008,” said Mike Cannon, executive director of commercial property services provider Integra Realty Resource — Miami. “The marketplace won’t realize that until the end of 2009.” 
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But the collapse in housing values already has done considerable damage to lenders. Statewide data for Florida from the Federal Deposit Insurance Corp. show commercial banks had a net loss of $159 million from January through September, compared with net income of $631 million during the same period in 2007. Savings institutions across the state had net losses totaling $568 million in the January-September period, compared to net income of $79 million in prior comparable period. Loans outstanding among FDIC-insured banks and savings institutions in Florida totaled $125.1 billion on Sept. 30, up from $121.7 billion a year earlier. 
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Monetary policy may encourage more lending activity this year. The Federal Reserve Bank last month reduced its target for the federal funds rate, the short-term rate banks charge each other for overnight loans, to the range of 0.25 percent to zero. The Federal Reserve hopes the low overnight rate will lead banks to make fewer loans to each other and more to other borrowers. 
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“The banks are going to have to lend. That’s what they’re forcing us to do,” said Gary D. Moss, president and chief executive officer of Professional Bank, a bank that opened in Coral Gables last year. Moss wants to increase the bank’s loans outstanding by approximately $65 million this year, but he isn’t sure how because lending risks remain high. “That’s our biggest problem today,” he said. “What do we do with our money?” 
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Companies that qualify for bank credit may be easier to find when business conditions improve. But meanwhile, the recession will remain a survival test for some companies — and a treasure hunt for others. 
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Maintaining or gaining market share will be a common priority this year among South Florida companies that face shrinking demand for their products and services. Established companies with experienced management, in particular, can be expected to take prized customers and employees from battered rivals in retreat. 
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“I think I will take more market share, and smaller companies will go out of business,” said Deborah Herman Romano, owner of Miami-based Fabric Innovations. Her company is a contract manufacturer and supplier of sheets, towels, shower curtains and other fabric-based products to such major hotel chains as Fairmont, Hilton and Marriott. 


