rgf:’_‘v

A MARKET ANALYSIS PROCESS
FOR LAND DEVELOPMENT

by

WILLIAM EDWARD SMALL

B. S., Kansas State University, 1976

A MASTER'S THESIS
gubmitted in partial fulfillment of the
requirements for the degree
MASTER OF LANDSCAPE ARCHITECTURE
Depa::tmént of Landscape Architecture

KANSAS STATE UNIVERSITY
Manhattan, Kansas

1380

Axproved hy:

Rolut Lfagp

‘Majox Professor



Spre. 1)}

2667

T
1950
302

€. 4

Copyright (g) 1980 by William E. Smail



ACKNOWLEDGEMENTS

The author wishes to thank Professors Dennis J. Day,
Alton A. Barnes, Jr. and Robert L. Pzage for their tiwms and
assictance in reviewing the study manuscript. Gratitude is also
extended to Professoxr Robert P. Ealy for his guidance thvough

the program.

I wonld also like to thank my wife, Kathy, for her devetion,
patience and understanding through the many menths involwvsd in the

generation of the project,

Last, but not least, my work on this project is dedicated to
my parents. Their guidance, teaching and love provided me with

the ability to zccept challenges and succeed.



Chapter

TABLE OF CONTENTS

Page

1. AN INTRODUCTION TO MARKET ANALYSIS....eeeeeescseeeseasl

2. CHARACTERISTICS OF THE REAL ESTATE MARKET...veseesesss.8

3. GENERAL FORMAT FOR THE MARKET ANALYSIS STUDY.........30

1} Project IntroductioN.......sseessecsrsasearan=sas33
2) Project HBEEEHEE S ¢ 5 & sowkie ¥ & 5 NEVS 3§ 5 FREY § 8 Snwa s g5 34
3) Market Area Determination. ..eessersoneeens P 1.
4) Area Economic Conditions Analysis.... .....;.....41
5) Demand AnalysiS....essaassrcccess S ¥ 6 S E 6 S W 66
6) Supply AnalysSisS..ieecsccaracasassraas RN E R RS i s L0%
7) Current Market ConditionsS......ccavesrananarene. 128
8) Effective Market Demand............ e % 3 g o s sl
9) Statistical Abstract......... §EARATET VY 5 SR ¥ 5 % 9D
4. SAMPLE MARKET AWALYSIS PROJECT...c:raunrvaesosanse ve e LD

BIBLIOGRAPHY « e v vawes teanaans sisemas = 0 a8 ¥ 4 crarvsarnaasana <276,



THIS BOOK 1S OF
POOR LEGIBILITY
DUE TO LIGHT
PRINTING
THROUGH OUT IT’S
ENTIRETY.

THIS IS AS
- RECEIVED FROM
THE CUSTOMER.



3-4.

3-5.

3-6.

3-7.

LIST OF TABLES

Page

Local Emplovment Analysis, 1960-1967....cccecsesscssesessadB
National Employment Analysis, 1960 t0 1967....ccccceana.47

Comparative Employment Analysis and Locational
Quotient Development....eosecesssosrccssssesasdB

Basic/Non-basic Analysis of Individual Industries.......52
Determination of Urban Base Multiplers.......ceeeeeesee.53
Determination of Base-Service Ratio........eceveevessn..55

o

Determination of Employment Multiplier.......... ¥ & gy DO

Basic Emplovment Projections............................57

Non-basic Employment ProjectionS.....:ceivecerccacsns .
Total Frnployment ProjectionS......ceeceeceas S R AR A R S ¥ 58
Population ProjectionS......ecvavsecnascas sessaases eeve.80

Growth in Median Family Income, United States
1955, 1965, 1975 .cicussrsancoscssnanssarassessbd

Family Income Distribution, United States, 1973, e ceen . B4

Growth in Income, Sales Price and Other Housing
Cost related to Mortgage COStS..eveessenrasas.83

Population Trend Formab...caceeeeresasaanann. ¢ % wwEREee @ 9§ wihd
Family Distribution of Housing TYPeS.......cueeerencaes?8
Home Ownership Distribution......ceeeseccivsceraccea. cesd9
Extrapolation #1, Population Projection.................85
Extrapolation #2, Population Projection..... vescenas--=.86
Ratioc Method, Population Projection...ceoisasscssrasasas87
IL.abor Force Method, Population Projection........eesoven 83
School Enrollment Method, Population Projection.........B9

Housing Unit Method, Population ProjectioN.iesescessrases90



Table

3—24.

3-28,

3-29;,
3-30.

3-31.

3-34.

3=35.

3-40.
3-41.
3-42.

3-43.

Page

Summary of Current Year EStimateS...eecscsccccccscscnsaadl

Distribution of Family Households and Other
Households, United States, 1940-1980..........94

Distribution of Households by Number of Persons,
United States, Selected Years 1790-1976,

Percent DistributioN....eeececececssaasavanessd?

United States Household Numbers, Average
Kousehold Size and Population, 1890-1977......98

Family Units by Type, United States,
1940, 1950, 1960, and 1970....cc0esvessensess101

Marriages and Divorces, United States, 1940-1978.......103
Characteristics of Housing.....eevnveve-- T —— 5 -

Tenure Characteristics of the Housing Inventory,
United States, 1960-19%74,........ ersesnaneessellO

Estimates of Current Tenure, 1970-1979........... AR £

Housing Units by Type of Ownership and Structure,
1960-19T4, vonnunuinimns P — S s e PR 1 I

Housing Units by Value and Gross Rent Distribution,
1970, 1973, 1974...... o wcmmemunen ¥ & RS0 § 3 AR 1 B # 116

Housing Inadequacies in the United States,
1940-1976.caevsns AienEE 4 B R R R R PR R R 118

Substandard Housing Numbers, 1960, 1970, present.......120

Housing Supply Trend Analysis.....-ceeoeaeess. & om0 n v hOG
Changes in Housing INvVentory..ecieevsssserarsrsancans ..126
Types of New Housing Required.......eeveeesvanannns essal27

Cost Components, Typical, New Single Family House......135
Recordad Plats, 1975-1979. . .ceeessanssssensnssssnanessal3B
For-Sale Units Approved, 1975=1979, ss s siesssvrswassssaaldd

Competitive SUEVEY ¢ easasensssssssansnnsssvessnassssssnsldd



2-3.
2-4,

3-1,

LIST OF FIGURES

Page

Bid/Rent to Distance CUIVe.....cscecesccacesvesacensssld
Short Run Supply/Demand RelationshipS....ciieeeesses..18
Long Run Supply/Demaﬁd RelationshipS..ceeevrersensrsee2l
The Housing Cyéle.....................................25
Market Afed DeLermination. s ssssawed ¢ s swaes s s swawedd
Racial Distribution within Suburban Housing...........81

Household and Population Relationships in Housing
Unit Demand..seceesnserarna 3 SR b § SEREd 5 ¥ w93



CHAPTER 1
AN INTRODUCTION TO MARKET ANALYSIS

Urban growth in a physical sense can generally be viewed as
a signal indicating a strong economic base within a community.
Industrial plant expansi&n, shopping center development, retail -
business openings and, most importantly to this study, a growth
in housing related fields represent a positive movement in a local
or regional economy.

Development and investment firms, contractors and builders
interested in getting their' share of the rising ecoromic action
must make critical decisions in determining the type, qﬁality
and quantity of saleable or rentable space necessary for market
absorption. Most likely many highly successful subdivisions or
commercial facilities have developed over the years by a mere
. guess or a hunch of consumer needs. These guesses, based primarily
upon the visible market (the sold signs in yards, moving vans
transporting fazmilies in and out of the community. or the classified
section of the newspaper) generally involved very little
analytical data from which a solid foundation for these business
predictions could be made.

Today's developers can rarely afford to make guesses as past
generationsrof devalopers have, Muéh greater monetary risks
hover cver these firms caused by increased governmental regulation
(building codes, planning and zoning actions, and others), the
rising ceost of money, energy shortages, snvironmental concerns,

and inflation, to name a few. The wWali Street Journal, in an




article describing the relationship between the construction
business and the cost of money, states, "The problem is the rising
cost of money, which has driven up construction costs to the point
where builders are concerned whether they can recover their
investment in new office bhuildings, shopping centers, warehouses
and other developments."1 With all major cost components in
housing rising over 600 percent in the past thirty yearsz,
monetary risks to the builder have increased similarly. Although
the kuilder will pass these costs on to the final consumer, he

is continually faced with many marketing ques£ions pertaining

to such items as selling price, flocor design, amenities, type

of upit -- townhouse, patio home, single family and locational
aspects. A poorly researched decision can spell certain disaster
for the improperly informed developer or investor,

The landsrape architect, architect or planner involved in the
design of subdivisions may well be called upon to aid in establishing
the market mix for a subject site., To aid in the development of
such & program of forecasting and projecting the future needs of
the consumer, cconomisis, realtors and builders have developed
{and continue o develop) the concept of the market analysis.

The market analysis is a process which evaluates demand determinants
{inceme, population, employment, retail sales, etc.) which affect
the needs and requirements for space or spatial activities. The.
analysis is concerned with the existing economic health of a
specified market zreza (region, city, community, neighborhoed, etc.},
its future and the potential for new, rehabilitated or converted

; ; . 3
spatial units (uses) within that area.



At the outset, market analysis is somewhat demand-oriented
with primary emphasis upon the elements which cause demand for
space. For instance, anleconomy undergoing stepped up production
in goods and in related service professions will create a need
for new employees. The necessary supply of employees will come
from two sources: the existing-population or from an in-migrating
population. With new jobs available, the aggregate earning power
of the population will rise with individual households gaining
in available income. The total amount of income received by these
individual households and the share afforded to housing will
determine the class of housing necessary -- rental or sales.

These demand details may provide an idea to the analyst of the
potential for housing in a particular area.

Some provision, however, must be made to match these demand
projections with the available supply of space within the area
under consideration. To get a true picture of the market supply,
the analyst must enumerate all supply sources, including the
existing inventory, that segment currently under construction
and that which is in the planning stage. In addition, any building
demnlitions and ceonversions which would alter the market supply
must be noted to develop an adjusted market supply figure.

In evaluating market demand for residential land uses,
judgmental evaluations related to a particular site eor hcusing
concept must 'balance' with the overali econemics of housing
demand in a particular area.4 The market analyst who develops
a sufficient data base and updates to meintain currency should
be well aware of the nverall growth trends of a community or region

and should be quite well-przpared in making 'solid’ Judgrents.



However, W. 0. Bowes notes "that market analyses and feasibility
studies are costly and usually they are not ordered by prcperty
owners who expect negative recommendaticons irrespective of what
the facts may be. Neither are such assignments accepted by people
or companies who expect to develop a negative answer.“5 In this
instance, the market analyst must interpret the market factors on
one hand gaining the greatest insights into consumer needs while
on the other hand shaping a recommendation to satisfy the client.
These 'modified' judgmental evaluations may, in fact, prove tc be
as risky to the professional analyst as they are to the property
owner.

Many writers of real estate articles and books support the
concept of market analysis in the real estate development process.
Messner, Boyce, Trimble and Ward write, "It is the bzsic tenet of
this book that a market and/or feasibility study is a first step
in the development/investment process and often in the design of
marketing strategies and plans for existing properties."6 Prior
knowledge that a deveiopment project has good chances of success
may well aid in convincing potential investors or banking firms
to suéport the construction project. If, on the other hand, the
preliminary market evaluation provides negative results, the only
monay lost would be the cost of the market analysis thus saving the
property developer a tremendous amount in fime, expense and worry.

Ring and Dasso expand this thesis by including the managerial
importance of market analysis; "A real estate market analysis is
a management tool for decision making as well as planning and
bt:;.c‘lgetingr."'7 The development of a managerial process necessary for

successful project completion should estabklish a goal of total



control over the project rather than the opposite occurrence.

If the market analysis data can provi&e +he general direction for
housing and cconsumer preference, some guesswork can be eliminated
from the decision making process. This could have an advantage
in simplifving the allocation of available resources and could
help create a more predictable planning segquence.

Bowes points out, "Market analysis is a study of the reasons
why prices are being paid. It has far mere to do with the future
than with either the present of the past."8 With this firmly in
mind, one could clearly state that market analysis is not an
exacting science, but a process by which logical and patterned
trends are studied and evaluated along with collected market data
to develop a series of conclusions concerning the relatiornships
between people and property. These conclusions are in the end,
judgment, backed by data which is as accurate and up to date
as is econcmically and feasibly possible.

Market analysis may also provide a means by which a developer
can 'read' the happenings of the market place. An overbuilt and
high inventory market would indicate to an analyst that a slonOWn
in construction mav be necessary to allow a decrease in the
production inventory. Because of the highly fragmentedrand
decentralized construction trade, an individual builder will most
likely not be able to reduce the inventcry alone yet he can lessen
his financial risk during times of low sales and the subsequent
property holding period.

Ideally, when long-term demand reappears, the builder wants

to be ahead of the crowd with availabkle housing. The element



of timing is a primary goal of market analysis. Once a market
segment in need of housing appears and all building firms are
aware of the needs, the market will be inundated by a large supply
of housing in a very narrow time frame. The builder who has kept
tabs on the existing inventory and economic factors and can
reasonably forecast the needs before they surface will have a
Letter shot at successful development of his property.

This study attempts to outline a format for market analysis
which may serve as an aid in the land development process. It is
presented with the layperson in mind, and will not, therefore,
include major mathematical equations-commonly used in more advanced
economic studies.

To evaluate the market analysis process, one must first
understand the housing market itself. Chapter 2 has been
written to previde a general overview of this market. Elements
discussed in this section include characteristics of the real
estate market, the effects of the economy upon the supply and
demand for housing, tﬁe cycles of the market and urban growth
policies and their effect upon the real estate market.

Chapter 3 delineates the determinants of supply and demand which
must be noted in market analysis projects. Elements causing the
demand cr need for housing include population and income patterns,
numbers of households and family size. Supply -determinants,
those factors which provide the products necessary for parket
satisfaction, include constructicn activity, housing inventory --
both present and projected, conversions and demolitions. Charts
and tables necessary for the documentation of this supply and

demand data have alsc been completed within this section.



Chapter 4 involves the development of a sample market
analysis format for a specific site in the Wichita, Kansas
metropolitan area. The format follows a systematic approach
to analyze the housing needs including an evaluation of the local
econcmy and trends in business, employment and industry, a
description of the primary housing market area, a review of the
demand (demographic) and supply factors and a final judgment as

to the housing demand in the area.
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CHAPTER 2
CHARACTERISTICS OF THE REAL ESTATE MARKET
The residential market analysis, as a process, evaluates
existing local supply and demand conditions to determine the
anticipatory housing needs within a particular real estate
market. The analysis itself can provide extremely valuabhle
information as a means of predicting or forecasting future stock

requirements. Full understanding of the contents of such a study

. is impossible without some comprehension of the many unigue

characteristics or qualities of the real estate market place.
This chapter provides basic information relative to the
performance and function of the real estate sub-market within
the total market forum. Certain characteristics are common to
all market secments including such traits as supply/demand
relationships and population, income status and so on. Others,
however, are common, if not exclusive, characteristics to the

real estate market.

ECONOMIC FACTORS OF THE MARKET PLACE.

Marketing experts and researchers possess numerous definiticns

and explanations for market activity. Most, however, summarize

to a basic point of consideraticon; wusually two or more parties

are involved as exchangers of a good or service for some form of
cash or other desirable commodity offered as a means of exchange.
"a fundamental assumpticn of economics is that man is mocivated
primarily by those things which will produce the most benefits

to 'nim.“1 In most cases this benefit may be translated o mean

8



a money profit, however, it is not limited as such. Economic
goods as opposed to free goods (the air we breathé, for example)
come into being when someone expresses a dasire to obtain that
good. The early settlers in the United States discovered vast
quantities of raw resources and land, yet conly that land which
was accessible to them presented a true economic value. 2Antici-
patory values may well have been within their minds for the lands
and resources beyond, however, the access and availability
limited their effective values.

A person contemplating the purchase of an economic good
within a market place must balance its price against the prices
for alternative goods, the efforts inveolved in the acguisition
of his wealth and the potential benefits which he may receive
from the variocus products available. Some correlation between
the cost (price) of the econonic good and the decision making
time can be established; in most cases, the higher the cost of
the good, the greater the time period involved in the process.
This is an especiallyitrue and critical factor in the real
estate market.

A fundamental concept of econcmics is that man is basically
a rational being who seeks to maximize what he recéives as compared
to wvhat he pays.2 Many implications may, however, be involved
in altering this concept. Certainly the income level or the
general sense of values may play important roles in the decision
making process.

These assumpticns provide a basic framework by which the
private, free enterprise system is designed. The so-called perfect

market will accomplish many tasks; tasks that in theory sound



10
basic enough yvet in reality are difficult if not impossible to
meet. For example, Knight has suggested several such traits of
of a successful economic system:

1) Fix standards of successful performance levels for
measuring efficient market performance. Standard-
ization of ecconomic goods provides for some means

of comparison in terms of saleability, preference
and desirability;

2) Organize production for coordinated allocation of
productive forces and materials. The establishment
of an organized and programmed means of production
allows for a prescribed lavel of output, a proper
allocation or segmenting of resources available
and greater efficiency in the market place;

3) Distribute economic products so that each person has
an opportunity to acquire what he needs from the
production of others. To establish a strong and
competitive market structure, products must be avail-
able to the consumer for their acquisition and
utilization;

4) Protect and maximize the value of goods already
acquired. Over time, technology, consumer wants and
resource supplies will changz. The economic system
must keep this assumption in mind, however, the major
problem faced is the utilization of existing resources
and technology to satisfy wants in the short run; and

5) Adjust consumption to procduction over short periods
of time, in order that production may adjust to
consumption as quickly as possible. To eliminate over-
stocking or excess inventory of a product, producers
nust analyze the trends in consumer purchases or indices.
The interaction of many forces such as population trends,
income and employment levels, competition, changing
tastes and preferences, can all have significant
impacts upon the consumption of particular goods and
services.

& totally perfect market is extremely difficult to perceive
if based upon the above characteristics. With advanced market
research techniques, the imperfecticns may gradually lessen,
however, no one can fully and substantially predict what will
happen in the market place,.

The real estate market place is, undoubtedly, one of the most

imperfect forums for trade and exchange of the land and associated
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improvements. In view of the above traits of an idealized syst
of trade, real estate transactions rank &s one of.the lowest in
terms of effectiveness and efficiency. (And the situation will
most likely not change a greak amourt in the future). Real
estate is, as most desired goods and physical entities are, an
economic good desired by a population for various reasons and
purposes.
Real estate has five characteristics which cause each and
ievery market transaction to be a unigque hargaining situation
which, in terms of the perfect market concept, creates & considersbly
different market reaction.4 The characteristics of 1) immokility,
2) lengevity, 3) high ccst, 4) dependensy and 5) unigueness
influence real estate values and have sionificant affects upen
their availability to potential consumers.
Immobility is a most distinguishing characteristic of real
estate because it influences property values and uses most
directly. All land is a commodity with absolute fixity -- it
is physically impossible to move a parcel of real estate. Some
alteration such as earthwork, excavation, blasting and other such
processes nay be performed on the larnd, however, the recorded
location cannot be adjusted at the whim of the market place. The
valuation of a property and the potential development of said
parcel is directly related to the immobility cencept. If, perchance,
a city was established a hnndred years age near a river or harbor
and your land {recently purchased or passed aloung within the family)
was locaoted within a mile of the urban growth center, the fixity
factor is definitely a fortunate occurrence especially if growth

is in your directicn. If, on the other hand, urban develcpment



was miles away, your development possibilities may have little
opportunity to succeed. Proximity to prime expansion zones in the
context of urban growth plays a primary role in the valuation and
exploitation of land for real estate development.

The fixity of location or situs assoclated with real estate
plays a role in the bidding of land prices for future development.
Acguisition of developable land, i.e. land possessing physical
and locational gqualities for residential, industrial or commercial
use, are often times scarce within an urban area. This scarcity
combined with growth pressures may cause stimulated bidding and
higher valuations pushing land prices tec new levels, Similar
sites possessing equally desirable physical characteristics may
loose out due to a fixed location which is out of the prime line of
urban growth. In addition, convenience in location, that is,
nearness to work or to other things that the family wants will
cause the family to want to pay more for such conveniently lacated
housing.s The nature of such a relationship is reflected in
Figure 2-1 which reflects bid/rent price to distance. The
assumption of such a curve explains to some extent the way in
which the housing market sets price, but also the way in which a
city is formed. The market values of parcels cannot escape the
limitations imposed by their immediate location because the properties
are immobile.

Longevity is a quality which relates to the permanaence of
land and semi-permanence of related improvements. Land will
always have value, especially when transportation systems provide
direct linkages to econcmic centers. Improvements upon the land

will, however, vary in their economic life. Urban growth affects
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Figure 2-1. Bid/Rent to Distance Curve.

the overall longevity of real estate properties. For example,
residential properties, if located in areas of strong commercial
expansion, may be converted or, if feas%ble, torn down to make

way for commercial interests. In addition, economic longevity

of the housing supply means that a very large percentage of
properties available on the market are used properties and,

thusly, the prices offered and paid for these will tend to influence
the market prices for new structures.

Improved real estate possesses a very high cost as an
economic ceommodity when compared to the normal day-to-day
purchase of goods and services. Higher prices for these parceis
tend to limit the market transactions to those with sufficient
capital or financing ability. Price relationships are especially

critical when evaluating the supply versus demand factors of the
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real estate market. For example, markets which are flooded with
a surplus housing supply tend to cater to the buyer in lower
price and greater selection. Once the cycle shifts, this supply
dwindles, greater demand pressure develops within the market
place and prices will rise due to greater competition for
resources. Several other factors involved in the pricing or the
cost mechanism of real estate must also be considered including
interest rates, the cost of developable lands, the cost of
financing and others.

Real estate values fluctuate due to their dependency upon
the available public services (utilities, roads, parks, schools
and others) within the area of development. Often many of such
services are provided by the private developer who has created the
area of demand. The market place will generally, however, create
demand for public services and determine general directions of the
major development, howevér, the success and marketability of such
developments are dependent upon the decisions made by planning
and zoning officials,_utility companies, city commissions and
financing organizations. Generally, areas which have developed
with adequate public services designed and built within proximity
of a site present stronger growth areas aé comparad with areas of
limited governmental invclvement. Especially critical to the
development of an area is the transportation system which prpvides
access to employment and commercial centers or other off-site
services.

All real estate -- the land and the asscciated improvements --
is unique; no duplicates exist within the market. Although

identical physical properties may be available on the market,
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each individual parcel maintains some advantage or disadvantage
over another. Site locaticn, accessibility, proximity to schoels,
employment or commercial centers, terrain, rhysical improvements,
vegetative characteristics and many others have a tremendous
effect upon the identity of each and every parcel of real estate
available on the market. The characteristic of uniqueness is
important to the real estate market; with every individual within
the market presenting a completely different line of qualities, no
product standardization is possible. With this non-standardizaticn
;involved in the market place, few zssumptions as teo the quality of
the product can be made which, in turn, means a new fact gathering
process for every available parcel. The availability of such
information may, in fact, be an extremaly time-consuming and
difficult venture for the average consumer of realty.

Associated with the above economic gualities of the real
estate market are several which, although, limited in terms of
their economic substance, contiribute greatly to the imperfections
of the market system.- As mentioned earlier, the perfect market
assumes full consumer knowledge of all market variables. OQOuality,
guantity, type, color and a variety of other items are well-known
rhus establishing a solid and unquestionable product. The nature
of real estate markets is such that the acquisition of relisbls
information common to other goods is extremely difficuli. The
lack of objective statistics creates a blind market -- one in
which the buyer is at a distinct disadvantage in comparing properties.
Reasons for the lack of information include the rature of private
individual sales transacticns and the competizion between sales

organizations within a community.
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Secondly, the location of a property may limit the potential
number of buyers, thus conflicting with the adequate and complete
distribution concept associated with the free market. Associated
with this thought is the imbalance between buyers and sellers
within the market. As will be discussed a bit later, the supply/
demand market relationship of a free market system would provide
a balance between buyers and sellers. The real estate market,
however, due toc location, price, tradition, taste and inumerable
other factors, seldom achieves a true balance. The constantly
evolving and emerging growth of the urban area provides a somewhat
natural and cveclical pattern of supply and demand. Determination
of this cycle by time periods is a primary objective of the real

estate market analyst.

REAL, ESTATE MARKET FUNCTIONS.

All markets perform the basic task of allocating resources
among various uses in the economy.7 Those uses which command
the greatest demand for space due to changing economic conditions
will, from the economist's highest and best use thecry, be most
ecohomicaliy acceptable for land develcpment. As an example,
strong residential development will eventually bring about demand
for commercial development space to satisf& the growing consumer
needs. The market place will accepf this fact and allocate
areas for such purposes. With the development of these new
facilities, market emphasis will switch back to residential uses
or possibly to industrial plant exgansion. The market, then, is
in a continnal state of flux attempting to establish an equilibrium

point between ail clements of spatial demand.

The allocation process involves the accomplishment of several
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functions by a market. Weimer, Hoyt and Bloom identify three
such functions: 1) apporticning existing quarters among those
who need them (short-run), 2) contracting or expanding the space
available in order to meet changed conditions (long-run), and,
3) determining land use.8 A fourth market function, price
establishment, has been theorizéd by Ratcliff and will be included
within the framework of the first two functions.

Short Run Adjustments. Often times within a community,

adjustment within the real estate market place must be made due

to sudden changes in housing requirements. The establishment

of new industrial facilities, the mining of important natural
resources (coal and oil) in close proximity to a city or the
sudden closing of a major source of employment can have profound
effect upon the housing market. When such changes occur on short
notice, it is usually difficult to make immediate adjustments

in the supply of housing units to accomodate such market reactions.
To the real estate developer such short .term changes must be
studied carefully.

Function One suggests that during short-run periods with high
demands, the market place may be better coff to apportion the
existing housing in as satisfactory manner as possible. If demand
suddenly increases, additional supply cannot ke provided on short
nocice. If demand suddenlf declines, the excess supply cannot
quickly be resmoved from the market area.lo Figure 2-2 provides
a graphical relationchip between supply, demand and price during
this short run period.ll

At an established equilibrium point, the demand schedule Do

intersects the fixed supply curve S at Price PO for X number of
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Figure 2-2. Short Run Supply/Demand Relatiohships

housing units., The available housing has been allocated at a.

price which current market conditions will allow. Now, assume
demand suddenly increases due to the introduction of the previously
mentioned emplovment stimuli. With the expectation of greater

job opportunities, large numbers of people will enter a community
to bid on the available housing supply. In this short-run time
period when new properties cannot be erected gquickly, the distribution
of the available space is accomplished by raising price levels.12

In this case, the supply $ (being somewhat constant) meets demand
curve Di with an increase in the price per unit, Pi’ and a very
small corresponding increase in the number of housing units, Y.

This increase in the number of units is a direct result of the newly
raised price/rent levels; those unable to afford such price levels

may double up (children may move back in with parents cor couples
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may live together) providirg the increase (¥ to Y). The supply of
new housing duxing this short-run period is limited due to:

a) a lag time built into the construction industry (acquisition
of financing, location of suppliers, platting/zoning procedures
and actual on-site construction activity), and, b) the cautious
position of investors who must be convinced of the long range
character of the increased demand patterns.13 The market will,
therefore, allocate the available space to those who can zfford
the newly established rent/price levels.

Now, if the employment numbers suddenly shift due to poor
product sales, increased cil imports (reducing the need for locally
mined minerals), poor management or seasonal business nature;
out-migration will most likely occur. This reduction in population
will cause the demand curve to shift from Di to Dd with the results
being a lower cost for housing, Pd’ and a slight reduction in
available housing (Y to 2). The reduction in housing numbers is
a direct result of the lower price -- some of those doubling may

return te affordable housing units.

' Long Run Adjustments. LA communiity enjeving sustained and

stable economic growth may well be in the market for a continuous
supply of new housing stock to supplement £he long run demand.
The observant real estate developer will undoubtedly ascertain the
status of the existing stock and, with optimistic signals guiding
the way proceed with new projects to Jget his share of the coming
demand.

A long run demand as outlined in Function Two contracts or

1 . . _— 14
expands the available space to meet changiug conditions. The

-
oL,

geimili for such changes =-- industrial expansion or new comnrercia
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facilities over a period of years, aids in the establishment of a
continuously growing economy. Increased employment opportunities
along with greater wage and salary compensation support the
expansion of the housing supplies within the community.

Figure 2-3 illustrates the price, supply, demand and cost
relationships during favorable long run residential market
conditions.15 Prior to the introduction of external economic stimuli,
an equilibrium point has been established within the market placa --
the intersection of SO—Do creates an equilibrium price PO for X
units. The introduction of new demand within the real estate
market will cause an immediate shift in the demand schedule Dl'
Existing supply at the ouvtset of a period of economic growth iz
limited due to skepticism on the part of both the builders and
investors. Once, howevar, the level of economic growth is such
that it convinces these key people to initiate residential
development projects, the housing Suppl¥ will expand to Sl' The
new equilibrium point established at the Sl-D1 intersection will
provide the necessary housing supply at this particular point
in time.

The established price at this Sl—Dl intersection will equal
the cost of precduction of the housing units. Under conditions of
steadily increasing demand, costs cf lard, labor and building
materials all tend to increase rapidly.16 Owners and workers
can hold out for higher prices and wages, and due to the
tremendous demand, generally get these increases. This

increasing cost trend is reflected by the upward sloping long-

run cost curve.
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Where demand shifts from D, to D_ with Supply S the

1 2 1’

intersection of D, and S

5 1 indicates a point well above the cost

curve —-- a signal to owners and workers that there are excellent
possibilities of gaining profits in the construction of housing
1 to 52,
, while the number of

to meet demand. With a shift in supply over time from S
equilibrium is at the new price level, P2
housing units has increased to X2. At this point, the developer
will generally slow construction as demand equals supply. Little
or no new construction would occur if demand decreased -- that
is, if the demand curve shifted to the left. The price would be

below the cost curve with limited profit incentive to Jjustify

construction starts.

2
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Figure 2-3. Lopg Run 3Supply/Demand Relationships
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Determination of Land Use. Real estate Function Three

relates to the actual growth of an urban area, that is, the
determination of land use. This function is viewed over a
longer run period of market activity and involves many external
factors entering the true theoretical view of the market place.
-Political pressures may well act in a manner which directs the
movement of urban growth rather than direct market reactions.
Financing availability (or lack of it), city ccmprehensive
planning and growth policies will have a direct effect upon
settlement patterrs. In addition, the extension of service
vtilities and roads to areas of proposed development are

critical keys fcr growth.

Consideration of all of these exterral elements is critical
in the analysis of potential real estate development zones.
Market development within a community develops around upturns
in emplovment patterns, income levels, population growth and so on.
Whenever there is price inducement for builders or developers,
additional properties will be built. This inducement is caused
by a segment of the community demanding a particular type of land
use; once demanded within a market system, the use may be obtained
by offering a price high enough to offset the other competing
form of land use. Within an actively growing community, there is
always @ bidding tendency against other land uses with the highest
bidder achieving their land use obijectives. (Compatibility, of

course, dependent upon external forces within the market area).
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HOUSING CYCLES WITHIN THE REAL ESTATE MARKET.

Over time, variations in population, income levels, govern-
mental fiscal policy and other factors cause housing cycles to
become evident. This cycle may be defined as an alternating
upward and downward sweep of sales or starts and is caused by
the overall instability of the housing market eccnomy.l7
As mentioned in a previous section, the imperfections common to
the real estate market do not allow for quick decision making.
Such a limitation can, th?n, cause ineffective demand analysis
with a lag period between general economic reacticn and the
subsequent real estate market action.

Real estate cycles run in a countercyclical manner when
compared to the general business cycle.l8 During periods of
business expansion (industrial plant and equipment needs, working
capital needs and others) demand for investment capital increases
which, in turn, drives up interest rates making real estate
an unattractive investment purchase. With rising interest rates,
the individual may bermore inclined to invest money in savings
to gain high returns which will allow institutions the use of
these monies. If, however, short-term interest rates rise to
a high enough level, the individual may withdraw these savings
from institutions and invest directly in government Treasury
bilis or other short-term, high interest instruments. This
process, known as "disintermediation", causes the loss of available
funds to instituiions which means less available money for
real estate loans. The resulting credit crunch will cause the
beginning of a downturn in the real estate cycle.

The opposite cycle direction will occur during periods of an
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economic recession. A reduction in the demand for funds for
business expansion will result in a decline in the short-term
interest rates causing a flow of funds back into fipancial
institutions. With a decrease in business activity, individuals
will generally decrease consumption while increasing their savings.
(With emphasis upon saving for future needs rather than for
investment purposes). With an increase of money available for
mortgage loans, the interest rates will tend to decline. Such
- a reaction may result in a period of real estate expansion during _'
a period of economic recession.

The business cycie and the related flow of money into the
real estate sector is the most impcrtant factor in the development
of housing cycles. A second factor which is also important in
the understanding of cycles is the construction trade itself.

The construction industry has a direct relationship to rezl

estate sales activity. As demand rises in the market place,
builders will begin to supply stock to alleviate shortages
genefated dus to highér than normal sales activity. Conversely,
as demand slacks off, sales will decrease causing a high inventory
tc remain in the mar¥et and a reduction in residential building
activity.

The relationship between real estate activity, demand and
the construction industry is reflected in Figure 2—4.19 All
housing cycles are comprised of six distinct stages. Three of
these stages occur during periods cf overbuilding with the
remaining stages during periods of underbuilding. All market
reactions will pass through each stage, one at a time and in

consecutive order. 'The tenure within each stage is dependent
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Figure 2-4. The Housing Cycle

upon the local market characteristics. For rapidly growing
communities the period may be in terms of months. More stable
areas may have a time period in terms of years.

Each of the six stages from Figure 2-4 are discussed
below with demand, real estate and construction characteristics
outlined. For purposes of this study the key conditions are
briefly summarized.- In reality, each stage contains dynamic
economic situations which could be expanded into great detail

if desired.

STAGE I. CONSTRUCTION RISING ABOVE NORMAL/DEMAND PEAKS. In

the stage, construction starts are beginning to rise above the
normal level of demand. Early portions of this stage generaily
cannot be viewed as overbuilding; rather, it is a rpericd of
correction overcoming shortages due to a lack of construction.
Once the shortages are removed, continued construction begins
to show signs of overbuilding. Within the market place (at the
beginning of the stage) there is a high demand for housing.
Everything available sells with the asking prices gradually

rising to new levels due tc demand pressures. Eventually, however,
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the demand will begin to level off. Households looking for new
housing become concerned with high asking prices and withdraw
from the market place.

STAGE II. CONSTRUCTION PEAKS/DEMAND BEGINE TO FALL.

During this stage, the constructicn starts from Stage I begin
hitting the market. Home-buying may continue, however, the
majority of the pctential buyers have backed away from the new
home market due to the excessive prices. At this point some
builders are still optimistic toward the market and continue
to add more stock to the supply. Others, more skeptical, will
begin to reduce construction activity to allow for market
absorption of existing stock.

STAGE III. CONSTRUCTION FALLS/DEMAND BELOW NORMAL.

General construction activity begins to slow at a sudden rate.
High inventory and lack of sales begin to cause some caution
on the part of lending institutions. To attempt to reduce
inventory on the market, builders will begin to decrease prices
to attract those houséholds originally within the market place.

STAGE IV, CONSTRUCTION BELOW NORMAL/DEMAND UPTURNM.

2lwmost all cons=ructicn activity has come to a complete

standstill at this point. Developexs struggling with lot inventories
will often establish stronger marketing programs or offer lots to
builders with special concessions to reduce their inventory.

The sales activity gradually begins an upturn with high demand
housing categories selling well. Realtors may, in fact, begin

to call for the construction of new units to fulfill high demand

needs.
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STAGE V. CONSTRUCTION LEVELS OUT/DEMAND INCREASES.

At this point, prices are low due to the oversupply within the
market., Hecusehonldes that withdrew from the market in Stage I
bagin tc re-enter the market inspired by these lower prices,

With demand on the upturn, sales increase,; however, the unsold
stocks still within the market place 1limit builder participation
in new nousing. Real estate people observe that the well—planneé
housiﬁg units are in great demand while inventory that was

rushed into the market in Stage II sells poorly. Builders
eventually observe the need and begin planning procedures for

additional units.

STAGE VI. CONSTRUCTION RISES/DEMAND STRENGTHENS.

This stage generally signals an optimistic view from the stand-
point of builders, developers and real estate people. Most

buyers that are interested in the purchase of housing will

enter the market by this time., With demand increasing, construction

starts rise again and more builders enter the market as suppliers.

At the completion of Stage VI, the housing cycle will begin
another circuit dependent upon the local economy and demand
factors for the duration and severity of éach stage. Regardless
of the stage the market analyst uses as his commencement point,
some concept of cycle direction and intensity is required for

preliminary analysis of housing needs within a community.
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CHAPTER 3
GENERAL FORMAT FOR THE MARKET ANALYSIS STUDY

Often times within the home building trade, conversation turns
to discussion of examples of subdivisions failing to make the grade
in terms of sales and absorption into the market place. The
discussion generally leads to mixed opinions as to the cause of
such problems, In some cases, the problems are due to improper
-marketing, poor floor planning, outdated exterior features, or
improper utility and street layout -- problems which could possibly
have been prevented with a bit more study of the site and the
market situation. Certain decisions relating to the development
of housing are based upon a common sense approach to present and
future technological changes and innovations as well as recognition
of the 'fad' ideas in the building industfy.

As the market scene begins to warm up due to an upturning
economic situaticon, sales of real estate begin to turnover more
rapidly. Those houses featuring the most modern and efficient
features for the moneyiwill naturally sell first followed by
thoée with a bit fewer amenities to offer and so on. It stands
to reason that a developer can ill-afford to invest money in
prime development land and then introduce a housing unit which
is twenty years behind the times. The progressive builder should
have a feel for the design features which will have the createst
market appeal -- color, style, floor plan, appliances and many

others. His primary goal should be to introduce the most

desirable structure at the time at which that structure is in the

30



greatest demand.

Discuscion contained within earlier chapters devoted
considerable time to the description of the market analysis study,
the purpose of performing such a study and general trends and
theories of real estate economics and market applications cf the
market analysis. We can, then, theorize that the prospective
developer with land available for some economic usage should first
analyze the community setting to identify the factors that make
it tick. The employment patterns, the populatién fluctuations,
the availability of financing for mortgages, prospective corporate
employers entering the community scene and other considerations
must be evaluated as a whole uvnit to determine the net effect,
namely, an increasc or decrease of housing demand.

While developing an economic feel for the market area, the
zcnalyst must also observe social factors which will influence
home buying or renting. Household formation characteristics,
houschold sizes, income levels, age distributions and mobility
patterns all provide valuable inforwation into the needs of the
populations within a community.

The interfacing of the economic and spcial factors (supply
and demand) in a market analysis study can provide a ground floor
for decision-makina. With an overall view of the components that
rake up a city's economic base, predictions can be established
wtilizing an information bank that, although not totally perfect,
is close enough to the actual picture tco make legitimate estimates
of the real housing needs. Some caution must be exhibited in the
collection of base d#ta; information which is too optimistic

can create false impressions which could materialize into one of



32

the previously mentioned real estate disasters. The analyst may

be a bit safer if the information collected is more on the pessimistic
side, that is, depicting an economic situation which is a bit slower
in reaction. Yet, such an input may create a view point which

is too conservative causing delayed response to economic changes

thus driving this analyst out of business. Like it or not,

market analysis maintains a degree of gambler's luck at all times,

This Chapter has been developed to provide a breakdown of
the essential segments of the market analysis study. Each
information area will be presented individually with remarks
pertaining to critical factors which must be identified and
disected in the evaluation of each.

At this point, it must be stressed that each subject area
described may, in itself, be developed into a substantial thesis
with greater depth of study analyzing more theoretical applications
and economic implications. The intention in the body of this
study is to merely present an overview of the market analysis
process with an exercise in the application of said process in
Chaﬁter 4. Therefore, many technical and procedural details have
been left out ailowing for a more simplistic approach to the
subject area.

In general, residential analysts agree that the basic purpose
of the market analysis study is to evaluate existing conditions as
well as projections of future economic conditions to determine
effective demand for housing units. Sumichrast and Seldinl, Case ,
Beyer3, Smith and others4, and the FHAS have developed processes for
the conception of market analysis projections. Where all possess

some differences in their individual study outlines, similar
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material is covered to some degree in all. From these sources a
logical tool can be established for simple market analysis
projects., This outline is as follows:

1) Project Introduction
2) Project Abstract
3) Market Area Determination
4) Area Economic Conditions Analysis
5) Demand (Demographic) Analysis
6) Supply Analysis
7) Current Market Conditions
8) Effective Market Demand
and, 9} Statistical Abstract.

DISCUSSION OF MARKET ANALYSIS COMPONENTS.

1) Project Introduction. 2As a means of presentina the project

topic, the introduction establishes 1) the objectives vf the shtady,
and 2) the scope of the research. The okjectives are devaloped

to present the primary goals and intentions of the study. Included
goals may be a) Determination of housing potential for a subject
site, b) Types of facilities needed to match existing market
conditions, c¢) Development of in-depth qarket data pertaining

to economic conditions, and/or, d) Recommendaticns as to the

best use for the subject site.

The project scope may provide the reader some idea of the
included components of the study. Items which msy be mentioned
within the scope include: market area definition, analysis of
population, income and household characteristics, construction
trends and/or a survey of representative developments.

Project scope and objective requirements must be developed
in accordance with the client's needs. & prospective builder
will most likely want market analysis results which provide

Fus

specific spatiazl reguirements, i.e. 200 single-family homes, 40
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duplexes or 60 quadplexes. Thea clieni may be interested more in
alternative choices for the sit iusluqing residential, commercial
or industrial options. Such dacisions may often be conditioned
upon local pianning requirements including zoning ordinances,
comprehensive planning or public service availability.

Often times a feasibility study is provided as a followup to
the market analysis study. Such a study can "forecast whether a
particular course of action regarding a parcel of real cstate
fulfills the objectives of an owner-investor and mects ariernally
or internallv imposed conditions or requirernents."6 One of the
most important objectives of an owner-investor is the production
of a specified or desired rate of return. The feasibility study
can provide some estimates of the cash flow potentizl of a vroject.

2) Project Abstract. The project abstract provides a buoief

sunmary of the key elements determined from the data collection
and enalysis. Summary notes may relate not only to projectcd
effective housing demand but also market expansion Lo jections,
employment and housenold trends and income levels.

As the purpose of the abstract is to present a capsulated
view of the total project results, it must ke written in brief,
concise and clear terminelogy with referonce to tne generalized
results of the study rather than in-depth snalysiz of the sroject
statistice.

3) Market Area Determination., OF primacy importance in tho

The

market analysis study is the determimaticn of the market ar=a.
purpese of the study mey be to develop a datea base for the community
as a whole for citv-uide projection purzpeses or For a specific

site anziysis. Regardless of the pnrpose
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must be established as a 'boundary' for data collection.

The market area may be defined as “that geogiaphic area
within which dwelling units are competitive with one another."?
The buyer of real estate compares several properties to determine
that which best suits his needs. In the end, though, the ideal
house may hinge between two or three comparable units. The
competitiveness of one unit over another may be due to several
factors including location to employment centers, schools, shopping
.lcenters or transportation systems. Buyers with similar needs
create competition by bidding on like units within the marke®
place.

Market area definition is based upon several factors including
physical, social, legal and economic elements with individual
importance dependent upon the geographic location of a subject
site in relation to the pattern of urban development.8 For
instance, with increasing commuting distances from employment
centers, the economic effects upon fixed income emplovees are
significant. Physical barriers -- lakes, rivers, mountains cr
marshlands -- may create very evident boundaries which may limit
mobility. In addition, legal restrictions placed upon land within
a community including zoning, annexation policies, or agricultural
land preservation programs may influence or restrict market
development opportunities within a community.

Competition for housing is basically of local concern except
possibly in larger metropolitan areas where several sub-market
regions may be observed.9 Within the communiity the pattern of
urban growth could greatly influence the heusing development area.

The last twenty yezars have seen the deveiccment of large arsas
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of suburban housing with the residential market area moving
further and further from the Central Business District of the city
(once the prime employment center). A prime reason for such
growth, besides the desire to get away from the dirty, and
crowded center city, was the expansion of employment centers to
facilities in the outskirts. The key factor of market area
determination is, then, the location of the major ecmployment

centers which will provide jobs to the potential owners/renters

~ of housing units.

Urban development systems must also be studied as they
also provide direct keys to the housing market area. Where
strong transportation systems (expressways, subways, metropolitan
bus systems and others) have developed, there may be greater
opportunities to live further from prime employment centazs.
With these rapid and efficient systems of transportation, the
limited commuting time involved may allow for lower density,
single-family housing to supply the demand patterns. If, on the
other hand, circulatién systems are not sufficient for economical
and efficient movement, there may be greater need of developing
high density units on the limited land area nearer these
employment centers. In many ways, pressures exerted by housing
and industrial developers, Realtors, and land investors for new
and improved transportation systems cause considerable development
of the urban fringe areas.

Employees of downtown businesses may be influenced to live
in downtown apartments or townhcuses due to poor transportation
systems or, in present day situations, increasingly expensive

fuels. The recent energy prchlems ray well provide a key factor in
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the reduction of fringe area, low density housincg types. Greater
utilization of 'close-in' land may in fact dictate higher density
residential unit devélopment. The market analyst must, then, weigh
many factors other than typical physical ones including social,
philosophical and economical considerations.

McMahan in his book Property Develcopment, establishes a process

for the development of the market area for a subject site.10 The
four part process includes: A) Establish the general market area,
B) Establish the competitive area, C) Fit to available data
sources, and D) Determine site specific market and competitive
areas.

A) Establish the market area. The first step in utilizing

this approach is to establish the geographic area which is
within 'reach' of the suhjéct site. This area, the market area,
provides the analyst with a tentative zone in which demand will
be generated for housing. The analyst may need Lo assume maximum
times that the majority of people would devote to commuting. In
an interview with a market researcher, thivty {30) minutes was
estimated as the maximum commuting time for individual automobile
drjvers_ll Such a time limit may ke appropriate for cities of
similar size with similar transportation systems, however, larger
metropolitan areas may warrant greater time limits. For cities
with highly developed public transportation systems, the analyst
must consider departure times and connection transfers. Such
systems may involve a lesser awount of commuiing time due to these
inconveniences.

Based upon commuting times generated through interviews and

observations, the market area can be mapped indicating a rough
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geographic region within range of the site. See Figure 2-1, a.12

B) Establish the competitive area. Of primary concern in

this phase of market delineation is the identification of employment
centers within the previously mentioned market area. These areas
should represent the primary employment base for potential bhuyers/
renters of housing units located on the subject site. Once these
arcas have been determined, the analyst must consider the
delineation of the competitive area =- those geographic areas from
which employment competition may draw away opportunities for
market area residents. The determination of this competitive area
may be determined in the like manner described above utilizing
commuting times. See Figure 3-1, b.

The analyst must remember to consider the competitive
area; failure to do so may, in fact, mean considerably less
market demand (for the market area) due to fewer availablie
job opportunities. The result may be a higher vacancy level
and eventual oversupply within the housing market.

¢) Fit to Available Data Sources. The analyst must now

make judgmental adjustments to reflect future changes that may
affect the market area. The greatest of these changes would be
the addivion of new transportation systems located near the
subject site which could alter the configuration of a housing
market area. See Figure 3-1, c.
in addition to new transportation systems, the analyst must
be aware of certain social and economic issues which may arffect
the market area. A key ccnsideration which must be viewed at
the present time is the energy situation. The doubling and tripling

of fuel prices will most 1ikely cause a reduction in the acceptable
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commuting time and distance by employees. Unless employers move
to compensate for the increasing costs involved in commuting, the
market area will shrink to geographic limits acceptable to area
employees.

The preliminary market and competitive areas may require
alteration to adapt to physical limitations which may influence
transportation systems and thereby limit mobility. Features such
as rivers, lakes, mountzins or other barriers must be considered

in this determination.

Tronsit~_
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Figure 3-1. Market Area Determination
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D) Determine site specific market and competitive areas. The

primary market area is that area in which like units will be in
greatest competition with one another. The associated competitive
area may be considered a secondary market area or a sub-market
region. Within larger metropolitan areas there may ke several
sub-markets, each with specific geographical advantages and
disadvantages relative to the employment base centers.

To determine the primary market area, the market researcher
must examine the market and competitive areas in regards to
available statistical data for project analysis. The availability
of such data can greatly simplify the process as well as aid in a
reduction of project expenditures. Larger metropolitan areas are
usually divided into census tracts with applicable information in
regard to housing, population and other relative socioeconomi.
data. With boundaries adjusted to allow for the utilization of
these materials, the analyst can reduce primary research time and
client expenses. In most cases, some primary research will be
required for updating-the data base, however, certain items such
as population projection and housing inventory and condition
data are much more easily accessible through existing data sources.

Market areca determination is accomplished by utilizing
existing hard data (maps, census figures, physical limitations)
as well as judgment -- a key ingredient in the market analysis
process. The ncundaries established must maintain a degree of
flexibility ac nrban policy changes may create new growth influences

which expand cr contract the market area. See Figure 3-1, 4.
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4) Area Economic Conditions Analysis. When analyzing an

area for potential growth in housing, the analyst must constantly
be aware of the major economic factors within the market area
under consideration. There exists a direct relationship between
the economic activity within a community and the housing market
itself.13 This relationship is based upon the contention that
expanding markets which cause increased job opportunities generate
income necessary for the acquisition of rental/owner housing units,
Several factors are involved in the types and numbers of units
necessary to satisfy these needs including earning power, local
taxation systems which further reduce the income levels, the
construction trade's responsive time between housing need and unit
introduction, types of jobs available, unemployment levels and others.

Within a given community, the employment sector varies in
makeup with such classifications as manufacturing, transportation,
construction, finance, government and other standard industrial
classifications (SIC) codes. T The analyst must attempt to
determine the makeup of the present labor market to aid in the
detérmination of future labor projections. Such an employment
profile can provide several indicators of the employment situation.

First, and most importantly, the analysis can provide
considerable information pertaining to the diversification of the
economic base. Economic stability of a community is best accomplished
by a mix which includes several types of employment situations --
industrial, government, finance and others. With such a blend, a
downturn in the economic cycles which affect one employment area
may be offset by one of the other economic strongpoipts within

a community. In general, "A housing market dependent upon a single
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industry may experience severe economic disruption (strikes,
material shortages, shipping prokiems) which can have a negative
impact upon housing demand.“ls The balancing guality of the
diverse economic system provides for much better protectiocn from
the effects of severe recessionary pressures,

There are some exceptions to this single industry concept.
A prime example would be cities where govermment provides an
extremely high percentage of the available job opportunities.
Washington, D.C. along with state capital cities (especially
smaller ones) may exhibit fairly good stability'even with this
single industry emphasis. As most preseni-day governmehtal
policies tend to provide for the perpetuation of governmental
services, these cities are in somewhat unique situations.

The analysis of employment activity will eventually provide
individual employment sector strengths and weaknesses. Where
the point of prior discussion aids in signalling trends of the
economy as a whole, the breakdown into individual industry analyses
can provide evidence df those segments which may, in themselves,
act as overall economic indicators of a community. Individual
sectors which may be more stable in terms of economic activity
include: finance, insurance, transportat{on, public administration
and service related industry.16 On the opposite side, those areas
which will reflect more instable tendencies {and, as a result,
indicate cyclical ups and downs) include: manufacturing, mining,
forestry, fishing, agriculture, constructicn and wholesale and
retail trades. From these breakdowns it may be observed that the
instable sectors tend to be more closely related to tangible,

consumer oriented goods and services such as homes, retail goods,
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building supplies and manufactured items (all of which are dependent
upon active consumer spending).

The market analyst must collect data and make judgments as to
the overall status of the ecconomic system within the study
communtiy. "Economic base analysis" is the process for the intensive
analysis of a community's economic support.l? Originally a
system designed for the projection of population figures, this theory
assures that for every economic system within a community, you
have basic and non-basic {service) sectors.l8 Such a digtinction
between employment classes is extremely important especially in
the study of future employment and population trends.

Employment figures constitute the most useful measure of
local economic base analysis.l9 Utilizing such figures, the
analyst can reasonably predict several factors. Changes in job
numbers can be converted to reasonably accurate changes in
population. With knowledge of the industrial groups providing
jobs, local income levels can be determined as well as the stability
of the local econcmy.  Population and income levels can then be
combined to determine purchasing power or effective demand within
a community. In addition, predictions of future employment can be
utilized to project future population and income levels and the
future real estate needs within a community.

Dasso has established a process for local economic base analysis
utilizing readily available labor statistics.20 The process is as
follows:

A) Local Employment Analyeis

B) Comparative Employment Analysis
C) ILocation Quotient Development
D) Employment Projection

E) Population Projection
and, F) Income Analysis.
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The above procedures will be utilized in the development of an

explanatory econcmic base analysis.

a) ILocal Employmeni Analysis. An analysis of the local

economy generally commences with a detexrmination of its employment
base using the categories of the standard industrial classification
(SIC) codes. These codes inciude the fellowing categories:

Agriculture

Contract Contracting

Manufacturing

Transportation, Communicaticns and Utilities

Wholesale Trade

Retail Trade

Finance, Insurance, and Realty

Services and Miscellaneous

Government

and, Self-employed.
The analysis of all employment is performed at this point, however,
eventual demand analysis in residential housing performance will
utilize the non-agricultural sectors, those being the sectors which
usually foretell a strong housing market,21
Generally base informaticn may be obtained through local and

state employment services. With such information, the analyst can
determine the distribution and percentage (over specified time
periods) of the base force. An excerpt from Dasso's study of the
Portland, Oregon market illustrates the procedures for determining
the manufacturing and wholesale trade employment status.22 Table
3-1 shows an example of local emplovment analysis.

Local employment analysis will reveal key growth areas within
the community. Generally those employment sectors which dominate
the activity of the area will represent the primary forces acting
upon the overall economy.

Selection of the time periods for employment comparison should

reflect durations sufficient for the occurrence of economic cycles
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within the locale. The seven vear time period used in the example
(1960-1967) may well be the maximum period for purposes of housing
market analysis.

B) Comparative Employment Analysis. The comparative employment

analysis establishes relationships between the local economy and
the national economy. Such a comparison provides the analyst an
6pportunity to view local economic strengths as well as weaknesses
when compared to the nationwide statistics. Where, for example, the
local manufacturing sector employs 20.00% of the total local
_gmployment and the nationwide average is 15.00%, the manufacturing
industries within the study area are a definite strong point to the
econcmy. The first step in the comparative employment analysis
is to breakdown national employment statistics into employment
_change and distribution categories as done in Table 3-1., Again
utilizing an excerpt from Dasso's study, the process is illustrated
in Table 3—2l23

At this point, the analyst has determined percentage
and distribution breakdowns for all economic sectors within the
local and national eccnomies. For comparative purposes, a swwnary
chart must be compiled which relates the information from Tables
3-1 and 3-2. Table 3-3 presents this summary information. Such
a chart allows for comparison of employment rate change as well
as percentage distribution of employment populatioas. Most
importantly to the analyst, however, is the development of location
guotients which indicate relative strength of the local economy.

C) Locational Quotient Development. The locational quotient

represents a ratio for testing whether a certain industry can be
considered basic economic activity or ron-basic.44 Sumichrast

and Seldin describe basic employment as that portion which "generates
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its payroll through products or services sold outside the community"
and non-basic employment as that which "produces goods or services
for local consumption."25 The locational quotient (L.Q.) equals
the percent of local employment in a given industry divided by
the percent of national employment in the same industry.26 Utilization
of locational guotients is based upon an assumption that the
allocation of basic and non-basic sectors within the study community
is accurate on the basis of location quotients for similar industrial
employment patterns and consumer tastes throughout the Uu.s..27
If consumption or employment patterns differ among rzgions, the use
of locational quotients in any particular area may te inaccavate. For
purposes of this study, the assumption that the study area economy
resembles that of the national economy provides reasoning Tor the use
of locational quotients in the analysis of cconormic condicions.

Table 3-3 indicates the comparative data (obtained from previous
charts) necessary for the development of locational gquotients and
illustrates the development procedure?8 An LO of 1.00 for an industrial
group in a community indicates that the ihdustry has the same
proportion of employment locally as nationally.29 -The implicatiaon
is tﬁat the area has established a balance between local productibﬁ
and local consumption =- no importing or exgorting of goods or services
is necessary. An LQ of less than one means the industry within
the region mects less than the requirements and had to supplement
its stocks through imports (as indicated by the .78 IQ for the
manufacturing sector in Table 3-3). This segment would be classed
as a non-basic industry for purposes of base analysis. An LQ in
excess of 1.00 (such as the 1.52 for Wholesale Trade) indicates the
region produces over and above its own needs thus providing

considerable amounts of export goods -- a true bkasic industry.
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Where an L{ is near 1.00 such as .97 or 1.04, the analvst must
study local economic conditions to make judoments as tc the final
classifications. Such observations may incliude piant expansion,
increasing capital outlays or proposed employment increases.

The breakdocwn of the SIC code areas into basic versus
non-basic segments varies considerably between study areas. Individual
industries become established and grow in particular areas in response
to a wide variety of forces. The "competitive advantage® which one
area possesses over another may be due to an abundance of raw

‘materials necessary for the development of base industries.30 3such
raw materials may include natural resources, large sources cf
skilled labor or proximity tc transportation systems. Ths
combination of unigue resource categories provides incentives for
the development of base (export) industries within a comwmunity.

The basic industries are, according to research economists, the
key to the city's economic growth. Gobar emphasizes that the
potential for housing growth is greatest where there is a 20-25
percent manufacturing sector (of the totai non-agricultural ‘jobs)
remembering that manufacturing supports a number of related job
activities.3l At the same time, an extremely high percentage of
construction employees (10 percent and over) can signal future
supply problems as their product may create surplus units within

a marketplace.

b)‘ Employmant Projection. A key projection which must be
_/determined by the analvst is employment; such a figure, when
multiplied by the estimated earning power of individual sector
employees, can provide overall estimates of purchasing power within
the economy. When such estimates are compared to the spending

habits of the individual household on essentials (food, clothing,
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housing, and others), the analyst can estimate the amount of income
available for housing.

With such importance plzced upon the basic sector, the analyst
must attempt to determine the actual numbers of basic employees within
the SIC areas.32 This may be accomplished by utilizing the
employment figures from Table 3-1 and the location gquotients from
Table 3-3. The process is illustrated in Table 3-4. The manu-
facturing segment, with and LQ of .78, is a non-basic industry;
all employment is therefore placed within the nen-basic market category.
Wholesale trade with an LQ in excess of 1.00 is a strong basic
industry, therefore, the employment figures may be divided among
the two categories. The larger the LQ for a particular industry,
the greater the proportion will be of basic emplovees comprising the
work force.33

The analysis of the individual industry is critical to the
analyst. With such figures, the analyst can make predictions based
upon the prior performance of the area econciy. Once all SIC codes
have been divided into proper employmentlcategories, the total area
employment numbers, total basic industry and non-basic industry
figures may be utilized to establish the urban base multiplier,
base-service ratios and the employment multiplier —- all necessary

for employment projection.

The urban base multiplier is calculated as the ratio aof the

total employment to the basic sector employment for the tine period
under study.34 The determination of multipliers is illustrated in
Table 3-5 (with the assumption that the calculated basic employment
figures are accurate). The value of 7.50 indicates that an anticipated

level of basic employment in the future Portland eccnomy
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is multipiied 7.5 times to derive future total employment for a
specific year.

The base-service ratio indicates the specific relationship

between basic and non-basic emplcyment?s The base-service ratio
establiished indicates that increases in the basic sector employment
will increase the non-basic employment by 6.3 times in a given year.
Anticipated increases in the basic sector employment will stimulate
the local nor-basic emplcyment by over six times the initial
increase as reflected by Table 3-6.

The final factor in employment projection analysis is the

determination of the employment multiplier?6 This multipler is

calculated as a ratio between non-basic and basic employmeﬁt

change between the study time period. Table 3-7 indicates the
employment for the Portland study would equal 12.1. This multiplier
illustrates that increases in basic sector employment in the next
saven yvear time period will add twelve times the initial increase

L

to the non-basic employment.

Having calculated the employment multiplier, predictions of
future basic, non-bésic and total employment in the Portland
study area can be figured. If basic employment increased in Portland
for the period 1967 to 1974 at the same rate as 1960 to 1967,
basic sector employment would reach approximately 53700. This
is illustrated on Table 2-8.

Once the basic employment projection has been developed, the
non-basic can be determined by multiplying the basic figure by the
employment multiplier. With this projected increase, the analyst
may develcp an estimate cf total non-basic employment by adding

to the existing 1967 non-baszic force. Table 3-9 illustrates this process.
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Table 3-8

Basic Employment Projections

1560 1967 Projected
Basic Basic Change: Basic Employment
Employment Employment 1960-1967 1974
48500 54086 5586 59700

Sources: Table 3-5
Calculations by Author

CALCULATIONS: Determination of Basic Employment Projecfions:

1967 Basic Employmant - 1960 Basic Emplovment
5408% - 43500 = E586

1974 Projecticn
56700 (rounded)

il

1967 Basic Employment + 5588
54086 5588

+

Table 3-9

Non-basic Employment Projections

Basic Projected 1967 Projected
Change: Employment Non-basic Non-basic Mon-basic
1950-1967 Multiplier Change Employment Emplov,--1274
5586 12.0 67032 346514 413546

Sources: allman
Dasso
Tables 3-~5, 3-7 and 3-8
Calculations by Author

CALCULATIONS: Determination of Mon-basic Employment Proiecticn:

Basic Change x Employaent Multiplier = Non-basic
Projection
2
5586 X 12.0 - 7032

Non-basic Changs + 1967 Non-basic Employment =
Projected Emplcyment 1974

67032 + 346514 += 413546
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On the basis of non-basic and basic projection calculations,
the Portland employment projection in 1974 could be estimated.

The procedures are illustrated on Table 3-1C.

Such projections are estimates based upon economic trends.
Where the analyst is . on a limited budget and may not have the resources
necessary to perform primary data collection, such procedures
will generate informaticn which can be utilized as a basis for
decision making. A most important observation, in regard to economic
base analysis, is the importance of basic industry; where future
growth in basic industry is €xpected, growth in non-basic and

total area employment is a certainty.

Table 3-10

Total Emplovment Projections

Projected : Projected Projected
Basic Non-basic Total
59700 413546 468246

Source: Allman
Dasso
Tables 3-8 and 3-9
Calculations by Author

CALCULATIONS: Determination of Total Employment Projections

Total
468246

Projected Basic + Projected Non-basic

58700 + , 413546
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E)} Pcpulation Projection. Once an analyst has determined

employment projections for the market area, it is possible to
project total population for the study area. Out of the total
population of a community there is a split between those that are
embioyed and those that afe unemployed. Using this fact, the
analyst can establish trends in the emplcyment participation rate,
that is, the total employed divided by the total population.37
When such percentage rates are established over seaveral time periods,
the analyst may rote trends into future employment patterns.

The utilizaticn of such figures again establish the ne=d
for judgmental evaluation on the part of the analyst. Where, for
example, an area experiences an increase in available jobs, there
may be a tendency for wives and mothers to join the labor force
to capture available salaries. With such an occurrence, the
percentage will increase indicating the expanding employment
market. _The analyst must be aware of the current conditions
within the study area. Table 3-11 illustrates the utilization
of the employment par£icipation rate for populaticn projection.3

F) Income Analysis. Analysis of purchasing power of the

households and individuals within the market area is an extremely
critical component especially when developing a data base for
housing analysis.39 The analyst must determine approximations for
the average level of income, the distribuﬁion of incomes of various
sizes and the trends relating to the proportion of incomes likely
to be spent for housing.

The first inccme characteristic that must be reviewed is the
average level of income for the study area. Some trend analysis

should be utilized to gain background knowledge in terms of the
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growth rate of income levels within the study area. Table 3-12
provides an example of income trend analysis for fhe United States
population between 1555 and 1975.40 The rate of average income
growth provides the analyst with an immediate indication of market
sﬁfeﬁgth. Decreasing incomes in a study area during periods of
price escalation will signal limited housing market potential for
an area. On the other hand, strong inccme growth will indicate
money availability for housing purchases.

The analyst may gain valuable income information from the
fcllowing sources: stzte and local employment offices, Department
of Labor - Bureau of Lakor Statistics, state taxation authorities
and other public data collection agencies. General income data from
these sources provides the best available information for the market
study. State employment offices compile monthly payroll data
according to major industry groups repcrted by employers covered
by State unemployment insurance laws.41 The Stéte of Kansas provides
data with high and low income ranges for major employment sectors.
Such data, when associated with employment growth estimates within
a community, can grovide an approximaticn of future earning power.
In addition, household income data published by Sazles Management
magazine is easily available and widely used throughout the industry.

The most critical concern with respect to income analysis is
its distribution among the househecld population.42 As will be
indicated throughout this report. income, employment and housing
are interrelated elements; as employment needs increase, incomes rise
with resulting shifts from rental housing to home ownership. The
income distribution of the market families, both recent past and

current patterns, can provide some measure of the rental versus
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Table 3-12

Growth in Median Family Income
United States
1955, 1965, 1975

Dollars Percent Change
Median Family 1955 1965 1975 1955 1965 1975
Income $4418.00 $6957.00 $13931.00 216.7% 57.5% 101.1%

Source: National Association of Home Builders, Economics Department
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sales housing potential especially when such figures are compared
to area housing costs.

To illustrate the importance of income distribution, Table 3-13
provides a summary chart indicating the family income distribution
fﬁ? the United States in 1973.43 The median income level of
$12051. indicates that 5C percent of all U. S. families earn less
than this amount. The right side of the chart ihdicates the eligible
sales price range {utilizing the standard mortgage company figure
of 2.5 times imcome) for esach of the groups. At the median income,
the family would be eligible tc purchase up to a $30128 {($12051 times
2.5) house. If the existing inventory has a number cof houses in
this price range, and finance conditions are aéceptable, this family
will most likely choose home ownership. Where available sales homes
are extremely high priced, rental housiné will most likely be the
forced choice.

For &n analysis of future housing market potential, the behavior
of each income group ;n relation to thé proposed price of homes is
of prime importance. Once the analyst determines future income
estimates for the various income distribution categories and applies
the 2.5 times income ratio, some estimate_of future home pricing ran
be determined. Such a process may indicate the future need for
less expensive homes in an area with lower income groups. It is
also important to note that those families in the lcwest part of
the distribution pattern have almost no potential for changing housing
type while the potential for a shift in housing type improves
directly with increasing income amounts.

The final component of income analysis relates tc the percentage

aistribution of personal expenditures for housing. The type of



Table 3~13

Family Income Distribution
United States

1973

64

Families by Income

Eligible Price Range

Income Range . Pe;cen? Hum??% of (2.5 times inc?me}
Distribution Families Low High
VUnder $1000 1.1% 605583 $§ - $ 2500
$1000 - 1499 0.7 385371 2500 3748
$1500 - 1999 1.1 605583 3750 4998
$2000 - 2499 1.4 770742 5000 5248
$2500 - 2299 1.7 935901 6250 7498
$3000 - 3499 2.0 1101060 7500 8748
$3500 - 3999 2.1 1156113 8750 9998
$4000 - 4993 4.5 2477385 10000 12498
$5000 - 5999 4.6 2532438 12500 14998
$6000 - 6999 4.8 2642544 15000 174598
$7000 - 7999 4.9 2697597 17500 19998
$8000 ~ 8999 5.1 2807703 20000 22498
$9000 - 9995 4.9 2697597 22500 24998
$10000 - 11999 10.7 5890671 25000 29998
$12000 - 14999 14.8 8147844 30000 37498
$15000 ~ 24999 26.2 14423886 37500 62498
$25000 -~ 49999 8.3 4569399 62500 124998
$50000 and over 1.0 550530 $125000 plus
Total Families 100.0 55053000 - -
Median Income: $12051; Median Price: $30128
Mean Income: $12622; Mean Price: $340E5
Source: U.S. Department of Commerce, Burgau of the Census
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accomodation chosen and the price a family will set aside for
paﬁment of rent are determined by family income, the price level,
the desirability of other goods, and the amount a family will be
able to borrow.44 Table 3-14 shows that monthly mortgage payments
have increased more than income, sales price and other housing
costs. Interest rate fluctuations-determined by monetary policy and
competing demand sectors within the economy have been a major cause
for the increase.

A family can, in most median income situations, advance to
larger housing. To do so may require a reduction in other material
gocds previously anticipated. If increase housing is a primary
goal, a familv may be willing tc accept 14-15 percent mortgage
rates to fulfill the goal. Such a decision will cause a considerably
larger proportion of the total income to go toward housing costs.

The analyst may utilize decennial Census reports to establish
some data pertaining to the proportion of total income spent on
housing. In addition, some general data may be availakle through
mortgage institutionérand real estate firms.

Table 3-14

Growth in Income,
Sales Price and Other Housing Cost related to Mortgage Costs

Factor 1955-1965 1965-1975 1955-1975
Median Family Income 60% S0% 210%
Median Salz Price 50% o7% 190%

Monthliy Mortgage
Payment 75% 165% 330%

Heat, utilities,
Repair, etc. 55% 125% 230%

Scurce: National Asscciation of Home Builders, Ecconomics Department
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5) Demand Analysis. Demand or Demographic Analysis is concerned
45

primarily with the population and households within the study area.
Such analysis is of vital importance to the successfulness of real
astate research projects. In-depth research into area economic
conditions can provide a base from which the analysis process can
begin, yet such procedures provide only a partial view of the actual
situation. Tﬁa analysis must concentrate considerable effort into the
characteristics of the population within the study area including
family size, family make-up, age and so on, for these factors provide
information which is the basis necessary to substantiate research
findings and insure reliability. The population and household charac-
teristics are principal factors in analyzing the quantitative demand
for housing. The determination of demand levels is difficult; the
.reliability of such determination must be based upon the most
available and accurate data for the market area.

Demand Data Sources. In most cases, cost factors eliminate the

possibilities of primary population or household research. For this
reason, the demographer must have access to available population and
household data to base future projections. One principle exists
when collecting such data for utilization within a professional
; 46 . .

study -—- consistency. The consistency factor pertains to the
qafinitions used to ulassify persons during the collection process.
Two terme are used by demographic data collection agencies to
classify perscns:
De Tacto: Persons are counted where they are found

on census day, and,
De jure: Persons are counted at their usual place

of residence.

For the market analvst, the most readily and most widely used
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data source is the Department of Commerce, Bureau of the Census
publications. The information derived by the Bureau is collected
on April 1 every ten years utilizing the de facto classification.

The only exception to this technique occurs if persons were
traveling on census day and were out of their usual place of residence;
these persons were allocated to their usual place of residente. The
Federal Census has maintained excellent consistency in the use of
definitions from census to census.

The one disadvantage to the utilization of Census data is it's
decennial collection peried. The Bureau of the Census providess
yearly population estimates based upon projection techniques rather
than in-field cbservation. The analyst may utilize these figures
or develop population and household projections in-house. Such
techniques will be presented later in this Chapter.

A second source of census information in Kansas is from the
Board of Agriculture yearly county census.48 This information is
gathered by county assessors on Januarxy 1 every year except during
Federal Census years. The Agricultural census classifies residents
on a de jure basis and collects name, address, sex and age information,
of which only the total population count is published. This limitation
somewhat lessens the value of the Census, however, the analyst may
choose to utilize such information rather than project population from
the Federal Census.

The third source of demographic data in Kansas is the Department
of Health, Division of Vital Statisties in Topeka.49 The state
office records the number of births, deaths, marriages and divorces
which occurred te residents of counties and cities throughout the

state. Data is collected on a de jure basis. This definition is the
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only reasonable one since most births and deaths occur in hospitals.
If different criteria were used, cities with hospitals would have
a much higher birth and death rate as compared cities without such
facilities,

2 vearly summary of wvital statistics is published for the
State. More detailed information may be obtained by contacting
the Department of Health. For detailed market studies, the death
and birth rate information gained from this source is extremely

useful.

ANALYSIS OF PCPULATION.

Components of Populatién Change. The analysis of population

within a study area establishes the initial data necessary for the
proiection of potenitial household formation. General population
estimates alone are not sufficient to provide accurate estimates
of demand; the additional necessary step must include the study
of household characteristics. Information pertaining to the analysis
of household characteristics will follow in later discussion.
Population analysis is, at this point, the most critical step in
the study of demand.

Population change in an area over a given time is of interqal
and external origin.5o Internal growth is due to the natural growth
cycle, that being birth and death changes of the area. The difference
between birth and death rates determines the rate of net natural
increase. Birth and death rates may be influenced by a number of
factors including =ducational, econcmic and social status. Generally
the more industrialized areas maintain lower birth and death-rates
with higher nei natural increase than do more agrarian oriented

1
areas.s‘ Such tendencies may be due, in part, to the availability of
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health care facilities, desires tc maintain higher standards of family
living and differences in the reliance upon manual labor and automated
delivery systems in the production processes.

Internal growth statistics are generally well-documented and
available to market analyst through state and local vital statistics
departments. The analyst may quite easily study past trending within
the study area in terms of birth and death rates. ©n the whole, the
United States has experienced a decline in the number of births due
partly to the changing sex structure of the population.52 This
tendency is expected to be maintained in the future as the marriage
structure, economic conditions and zero population growth programs
continue. At the same time, the death rate continues to display
a declining nature due to increased medical knowledge (prolonging
life expectancy) and improved sanitation systems.53

The second component of population change is composed of
two external elements: migration and political boundary
alteration.54 With economic conditions exhibiting increasing job
opportunities, growth and in-migration will be present. At the
same time, the lack of opportunity may create decline, out-migration
and stagnation. For communities Where economic conditions vary little
in upward or downward opportunity, in-migration will generally be
offset by patterns of cut-migration. Areas of sudden economic
improvement such as the coal and oil cities of Wyoming and Alaska
may experience a tremendous period of in-migration with resulting
increases in demand for housing units.

The determination of net migratory change within a community is
difficult to pinpoint. The analyst may be able to establish general

trends within the community by canvassing Realtors, bankers and
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city utility offices. Such procedures may provide a portion of the
in-migration numbers, however, data gathering would require constant
day~by-day updating to record overall gross change. Census data
provides some estimates of migration within localities and may be
particularly useful in instances where used in conjunction with the
analysis of the economic tendencies cf an area.

Another means of estimating the migration numbers utilizes a
combination of two data collection sources. The analyst may obtain
yearly total population counts (Federal Census or Board of Agriculture
census) for the area of concern, then subtract the net natural change
as determined by the Division of Vital Statistics. This will provide
an estimated count of the in/out-migration for the area. Such figures
will, of course, be dependént upon the quality and accuracy of the
collection techniques.

The second area of external sector population changye occurs
where municipalities extend political boundaries thrcugh annexaticn.
Such change is generally quite easy for the analyst to record
through city records and prior census tract figures.

Population Trends. There exists a strong correlation between

economic growth within a city and the corresponding population
numbers. As observed in earlier discussion, opportunity for employ-
ment is of utmost importance in the attraction of people to a
community. With positive economic stimulation within a locale,

the chance of population growth is extremely streng even if some of
the new population is forced to live in inadequate or doubled

up quarters. The alteraticn of population due to such an ecdnomic
change will cause change within the housing market -- with such

change dependent upcn the quantities and pricing of housing
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available.

To the analyst, population trends serve to indicate the changes
in numbers over a specific time frame. When these changes are-
studied with the related economic history of the area, the analyst
may develop some theories as to the effetts of certain economic
stimulants/depressants upon the economy. To illustrate, in the early
1970's, the Wichita area suffered population losses exceeding 14000.56
A market analyst reviewing population trends for the area must:
associate the area economic conditions with the corresponding
population loss. Historical data would indicate that the economy of
Wichita was primarily baseé upon a single force =-- the aircraft
industry. Due to reductions in governmmental spending on military
aircraft and in commercial airline expansion, employment layoffs
‘were widespredd. Because the strength of the single industry effected
all segments of the local economy —-- housing, finance, real estate,
and so on -- large numbers of people left the area in search of
new employment opportunities. The preceding discussion iilustrates
the importance of background research into the reasons for population
trend differences.

Population trend analysis provides the market researcher with
an oppcrtunity to review the area's growth history. The identi-
fication of key economic introductions =-- new industry, plant
expansion, available energy supplies and others -- through trend
analysis may provide an indication of the sequences to be expected
if such occurrences are eminent in the future. The analyst may
utilize such cause-effect relationships in the development of
employment and populaticn estimates for the future.

Historical population growth trends may be reviewed by the
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analyst to associate related economic factors causing such changes. -
Such population studies are utilized more for their background
information provided to the analyst. When past trends are utilized
for projection purposes, th% time periocd will vary with the type

of study. For housing anal&sis studies, the analyst should consider
a periéd since the last decennial census and, if that occurred
within the past four or five years, the preceding census.sl7 Such

a time period will allow the analyst an opportunity to review cycles
within the economic system noting overall reaction tendencies.
Certain situations may require shorter interval analyses such as
impact related housing studies where population is known to have
changed dramatically due ts ‘the introduction cf the previously
mentioned oil and coal related economic stimulants.

Population change during the trend period is analyzed in terms
of numerical change and percentage change. For purposes of housing
market studies, all such data should be prepared on an annual basis.
See Table 3-15.

The analyst may desire general averages for the study period.

In this case, annual average change and percentage change may be

calculated as followsss:

Total Numerical Change = 423

Number of Years 5 84.6 persons/yr.

]

Annual Average Change =

Annual Average Change 84.6
1 1 = ry = = . % -
Annual Percent Change Year 1 Population S 6AD B.46%/yr

The preceding calculations are generally included within the fe#t of
the market analysis study. The analyst may include additional
population breakdowns in the statistical abstract. Such information
may include natural population increase and migration for each

trend year.
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Table 3-15

Pcpulation Trend Format

: Numerical Percentage
Year Population Change . Chariga
1974 (Year 1) 1000
194 19.4%
1975 (Year 2) 1194
79 ' 6.6%
1976 (Year 3) 1273
109 8.6%
1577 (Year 4) 1382
: 41 3.0%
1978 (Year 5) 1423
CALCULATIONS::
Numerical Change: Year 2 - Year 1 = Change

Percentage Change: ((Year 2 - Year 1) f Year 1) x 100 = Percentage

Source: Author
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Population Characteristics. The preceding discussion dealt

primarily with quantitative aspects of population, that is, present
and past numbers of people which may create a need and demand for
housing. There are also manay qualitative characteristics of this
same population which may cause a dramatic impact upon these demands.
The characteristics of aée, race, family mobility and household
relationship may all create significant effects upon the marketibility
of developed real estate. Advance research on the part of the
marketing staff can provide considerable information as to the proper
market mix for a given market locale.

The best scurce of data pertaining to such aspects is the

decennial Federal Census. In the publication, General Population

Characteristics, information is cutlined for age distribution, race

classification, mobility and marital status -- all at considerable
'depth.59 Unfortunately, due to the infrequency of such data, the
market analyst may find ths material outdated especially later in
the decade after the Census. In this case, the analyst may draw
upon other sources such as locally prepared reports, the Department
of Vital Statistics or the Department of Human Resources (both in
Topeka). These alternative sources generally base their intercensal
figures upon yearly census reports and the general population
proportions developed during the Federal Census year.

Age. The age structure of the-population plays an important
role, not only in demand for housing, but also in the type of real
estate demanded. Distribution between young and old age categories
have strong effects upon the occupancy tenure, that is, home -
cwnership or rental housing. In addition, the financial position of

the younger and older populations clearly dictate the types of housing



75

required.

The age composition of the United States during the last twenty
years shifted to a lower average age.60 This shift was created due
to considerably larger propertions of the population within the
younger age categories caused by post war baby booms and improving
economic conditions. The age composition of the U. S. will continue
to maintain a lower average age relative to years prior to the
1950s, however, the long-term prospect is for an increasing average
age of the population.el The following paragraph provides statistical
data to support this thesis within the adult sector of the populationﬁzz

During the 1960s, the édult population of the United States

{as measured by people over age 15) grew at a rate of 2.0

million per year. By the 1970s, the annual rate increased

to 3.0 million. For the 1979-1985 span, however, adult

population gains are projected to drop glgnlflcantly,

averaging 1.8 million annually.

Not only will the tetal adult numbers change, but the distributicn
within age categories will shift considerably. Of the projected
1.8 million for period 1579-1985, more than 900,000 are expected
in the 35-45 year-old category, while people in the 15-25 age
group will decline in number during the period.63

Another factor which is critical to age distribution is the
rate of population growth. During the past twenty years, economic
stability was taken for granted -- low inflation rates, cheap
gas, fi\.re percent mortgage rates and so on. Recently, however, greater
economic pressures upon the pocketbooks of newly formed families have
caused not only fewer of the aforementioned luxuries, but also
tendencies toward fewer children or, in the case of professiocnal

couples, no children at all. These changes, caused in part due to

economic pressures and in part to changing social views, have
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caused the rate of porulation growth to decrease. Over the past
five years, school systems around the country have projected
continually decreasing numbers in enrollment especidlly in_the
lower grade levels.

As the rate of increase of the population slows, the average age
of the population will increase.64 The effects of this age shift
can already be noted in the real estate market, especially in
targer cities. The figures mentioned previously in regard to the
shift in the adult population are important for two reascnses:

First, by age 25, one out of every four pecple owns a

single-family dwelling -unit. This ratio improves to

3 out of 8 by age 35. The incidence of purchase grows

rapidly between ages 15 to 35, thereafter, the growth
in the rate of ownership starts to decline; and,

Second, people aged 35 to 45 tend to be the prime buyers

of newly constructed housing, but they are unable to make

purchases unless they can find buyers for their existiag

units. If, in fact, vounger sectors of the population are

declining in éither size or growth rate, the support that

this age group gives to a strong market in new housing

is eroded.

The built-in phenomenon of filterinyg, that is, the shift of adequate

: i ; 66 .
housing from one income group to lower income groups , has in the
past been an inherent quality of the real estate trade. This
‘moving up' assumpticn may require new thinking in the next decade
of housing development.

Age also determines the type of housing that will be required
within a market area. As noted before, an area with families - -
mostly in the twenty-five to forty-five group is more apt to prefer
single-family detached housing. An area with large numbers of
elderlyv people and/or singles cor couples may be ideal for apartment,

townhouse or condominium develcpment. The increasing numbers of

apartmencs built in larger cities in the late 1960s/early 19708
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clearly indicated the growing numbers of young people entering the
housing market. The reasons for apartment living are quite clear
for the younger age group -- easy mobility, limited financing
available for home purchase, the 'social 1life' as advertised by
marketing or%anizations, low maintenance requirements and limited
space needs.

Recently there has been considerable attention turned to elderly
housing (rental and owned) especially in sun-belt states across
the country. The reasons for this change are numerous -- lesser
space requirements, higher energy costs for maintaining the larger
family home and decréasing.inccmes. The emphasis upon housing for
the elderly will most likely increase a great deal in the future
as older populations make up a larger proportion of the population.

A survey of occupancy tenure conducted in 1971-72, indicated
that home ownership is considerably higher at older ages than the
younger ages.67 See Table 3-16., Unmarrieds under age 45 showed a
much greater tendency toward multifamily housing than did the
married couples under 45 with children. This survey indicates a
minor number of multifamily dwellings within the over 45 group,
however, the great emphasis upon retirement living in recent years has
added additional points to this area of housing. Overall, this
survey indicated that sixty-six percent of all non-farm families
owned their dwelling unit.68 See Takle 3-17.

The age factor is a critical component in population analysis.
Later discussion will indicate that other factors associated with
the age factor -- race, mortgage financing conditions, migration --
all create an interrelated structure which must be analyzed for a

complete view of the market conditions.



78

Table 3-16

Family Distribution of Housing Types

Single- 2-4 Apartment,
Family Characteristics Family Family 5 or Trailer
House Structure More Units

Under Age 45

Unmarried, no children 33 24 36 7
Married, no children 45 19 23 13
Married, youngest child

under 6 70 19 4 7
Married, Ycungest child

6 or older 86 8 4 2

Age 45 and Qider

Married, has children 87 9 3 1
Married, no children,
head of labor force 80 10 7 3
Married, no children,
head retired 82 8 5 5
Unmarried, no children,
head in labor force 65 17 14 4
Unmarried, no children,
head retired 65 10 21 4
All Famiiies 71 14 11 4

Source: Mandell and others



Table 3-17

Home Ownership Distribution
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. - ; . - Percentage
Age and Family Characteristics Distributicn
Under Age 45
Unmarried, no children 15
Marxied, no children 42
Married, youngest child under 6 62
Married, youngest child & or older 76
Age 45 and Older
Married, with children 79
Married, no children, head in labor force 87
Married, nc children, head retired 78
Unmarried, no children, head in labor force 6l
Unmarried, no children, head retired ‘ 67
All Families 6€

Source: Mandell and others
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Color and Race. Considerable progress has been made in lessening

racial discrimination in the housing industry. Racially restrictive
covenants, racial zoning and steering (the practice of showing certain
homes to people in minority croups) have been declared unenforceable
by various courts across the country. In addition, practices such

as red-lining (where certain neighborhoods are refused mortgage

loans because of high risk or lack of profit potentialeg) have been
reduced considerably due to certain mortgage disclosure requirements.

Despite these fairly recent actions, race and ethnic background
are still major factors in some market areas. This is especially
true in larger cities where concentrations of people from a particular
ethnic background indicate highly selective housing preferences based
upon traditional customs and practices. Real estate develoﬁers that
are involved in areas of rapid integration must be aware of potential
tensions during the integration process.

To some degree, sSegregation within an area, may be a result of
differences in preference or ability to pay rather than actual
discriminaticn.7o Research has found that preferences for housing §o
not differ significantly among racial groups, however, racial distri-
bution within suburbs by education level shows that blacks of equal
education to whites and thus with somewhat comparable incomes are
less likely to live in the suburbs.-j1 See Figure 3-2.

In general, the effects c¢f race on the housing market place cannot
be attributed to ability to pay, housing need or housing preference.
Rather the history of the real estate market coupled with the overall
nature of the population in terms of prejudices and restrictions
continue to limit the opportunities for minorities within the market.

The developer must be aware that even the presence of a particular
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race or ethnic background does nct necessarily mean that there is
weak demand, rather it means that a ccnsiderable amount of research
is required to grasp the racial conditions and attitudes of the area.

Mobility. As mentioned earlier, migration tends to be movement
from one housing markét area to another. The term 'mobility' refers
to the movement of a population within a single market area. This
movement is indicative of occupant turnover and, in comparison with
other areas, it is a guide to the dynamics and relative degree of
fluidity in the market.72 In addition, it is alsc a factor which
provides an insight into the filtering process -- the rate at which
housing units shift from one income category to the next lower group.
Where mobility is relatively slow, the population may be characterized
as an older population with very little shift in housing needs. Rapid
mobility is indicative of a younger population group with increasing
income and social status as well as increasing space needs for
family development,

The decennial census provides some information regarding
mobility, however, the limitation as teo time period is a considerable
disadvantage. This data relates to the change of place of residence
during a five year period (1975 to 1980, as an example). Available
data indicaltes that cwners are less mobile than renters and elderly
persons are less mobile than the population as a whole.73 In
addition, past trends indicate that the overall characteristics do
not change significantly, however, dynamic change may occur in some
localities as a result of increasing job opportunities and incomes or
younger average age populations.

The market analyst must be aware of this change as it plays a

critical role in identifving housing needs and types required. Very
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little local data is recorded for such change, however, consultation
with Realtors and loan officers may provide considerable information
to assist in making market decisions.

Marital Status. When analyzing the population within a market

érea, it is critical that some figures be developed that indicate
a breakdown into marital status groups. As will be indicated in the
forthcoming discussion on Households, marital status is a key factor
in the identification of household numbers. The household, rather
than the family, is the unit of housing demand.74 A population
may consist of large numbers of divorced individuals, married couples,
unmarried couples, each of-which represents a household and a unit
of demand.

Considerable information is available in the decennial census as
.to the makeup of the population. In addition, county-wide statistics
are available in most states indicating divorces and annulments during
the annual period. Utilizing such data, trends can be established
which when coupled with population figures may aid in developing
estimates as to future divorce numbers and increases/decreases in
units of housing demanded.

Current Population Surveys and Estimates. When preparing to project

the populaticn within a market area, some estimates of the current
population are essential to establish a benchimark figure f£rom which
to base projections. Rarely are decennial census tabulations available
close enough to the census date to permit usage without some error
due to shifting population numbers.

There are several sources of current population estimateé which
the analyst may use. Two states conduct population count surveys,

In Kansas, an annual enumeration is conducted by county assessors for
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the Kansas State Board of Agriculture and available by county and
city. Massachusetts also conducts a State census in years ending in
'5' with figures developed by city and county also. No other states
develop intercensal estimates of population.

A second source of intercensal data is the Bureau of the Census.

Current Pdpulation Reports, Series P-25 provides estimates of resident

population for all States and the largest SMSA's. Estimates
developed through this report are some of the most reliable available
for study.

Population estimates are also developed by many regional and
local planning agencies for counties, cities and townships. A list
of State and local agencies which prepare current population estimates
and projections is available in "Inventory cf State and Local Agencies

Preparing Population Estimates, Survey of 1975," Current Population

Reports, Series P-25, No. 328, Bureau of the Census.

Finally, the analyst may develop estimates based upon the
previously mentioned sources plus his own knowledge of current
market developments and trends in the area. Cross examination of
the various sources may aid in establishing some statistical
reliakility.

Techniques for Estimating Current Population. There are several

tachniques the analyst may utilize when estimating population for
an area. Most of these techniques of estimating current population
are also useful for making estimates or projections of future
population.76 Four of the less ccmplicated methods in use are:
extrapolation, ratic, school enrollment and housing unit methbds.
Each has advantages and disadvantages which will be mentioned

below. Additional methods utilizing computer assisted programs provide
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considerably greater detail, are morz costly and involved and,
consequently, yield more accurate results.

Extrapoclation. The extrapolation method utilizes past

population trends in the estimation or projection of population.
This method is performed under the assumption that the economic,
demographic and sociological factors between the previcus
i w7 i
census date and the present have cortinued. Changes in persons per
household, migration, marriages and other factors can cause
adjustments which may render such estimates/projections useless or
subject to considerable error.
; ; 78
There are two possible uses of the extrapolation process. The
first involves the development of number of percentage change
between the most recent census dates, reducing this to an annual

rate and converting to the year in guestion. The conversion added

to the last census figure is the population estimate. See Table 3-18.

Table 3-18

Extrapolation #1

B . Number * Annual Percentage Annual
Tegar opulation Change No. Change Change Percent. Change
1960 200000
38000 3800 19.0% 1.9%
1970 238000

Source: Author
CALCULATIONS: 1979 POPULATION ESTIMATE

I

9 years x 3800 Annual Change = 34200 + 238000
or, 9 years x (1.9% x 200000} = 34200 + 238000

272200
272200
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The second use of the extrapolation technique is to determine
percentage changes for a number of decades from census data, average
them, reduce to an annual rate and again add to the last available

census date for the population estimate. See Tabhle 3-19,

Table 3-19

Extrapolation #2

Vi Census Number Percent Decade Annual
Population Change Change Average % Change

1940 172000

12000 6.98%
1950 184000 o

16000 8.70% 11.56% 1.16%
1960 200000

38000 19.00%
1970 238000

Source: Author
CALCULATIONS: 1979 POPULATION ESTIMATE
9 Years x (1.16 x 238000) = 24849 + 238000 = 262849

As can be noted, significant differences are created utilizing
the different extrapolation methods. The analyst must be familiar
with the overall population trends of the city and must be aware of
favorable conditions which may accelerate growth at a greater
rate in the near future.

Ratio. The ratio method of estimation utilizes the past
relationships of the market area under study and the state, nation
or economic area as a whole for which a current population estimate
is avai].able?9 The proportions developed are based upon the

assumption that the population growth rates are constant for both

the state/nation and the study area. Any major change in growth
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relationships will cause considerable error in the population
estimates.

The ratio method may be utilized in two possible applications?0
The first utilizes census data from state or national sources to

create proportions. See Table 3-20.

Table 3-20

Ratio Method

—— Market Area State Nation
Population Population Population

1970 238000 2400000 201000000

1979 (Estimate) X 2600000 210000000

Source: Author

CALCULATIONS: 1979 POPULATION ESTIMATE

Market Area/State Proportion:

238000  _ % _
2400000 ~ 2600000 , X 220822
Market Area/National Proportion:
238000 X
—m = = 248029
201000000 210000000, X L

The second methed utilizes a proportion between the most recent
market area census data and the civilian labor force for the same
area. This proportion, the labor participation rate, indicates the
approximate percentage of the total population making up the
civilian labor force. With a fairly accurate estimate of the labor
force for the estimate year, the analyst may apply the labor partic-
ipation rate to the civilian labor force to create an estimate of the

population for the market area. See Table 3-21.
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Table 3-21

Labor Force Method

Year Civilian Market Area
Labor Force Population

1970 120000 238000

1979 (Estimate) 135000 X

Source: Author

CALCULATIONS: 1979 POPULATION ESTIMATE

1970 Labor Participation Rate:

120000
o dm———— = 5

238000 i
1979 Estimated Market Area Population:

135000 135000
S = 4% = b = 26785
X 50.4 , X 504, X 7857

The assumption that the labor participation rate will remain constant
may create error in the projection figures. Generally, however, this
rate will shift slowly and will do so as the local economy turns
upward. The participation rate in recent years has shown a continual
increase due laraely to the 'two wage earner' concept common to our
present day society. With continued inflation, the rate may be
expected to maintain this upward shift. Thusly, the market analyst
must be aware of the make-up of the local econcmy when utilizing

this estimation/projection method.

School Enrollment. The school enrcllment method is another

form of the ratic method. This method utilizes the ratio of

schocl children to total population as the basis for estimating
current popu.latione.;l Most school enrollment data is fairly reliable
as such data is utilized as the basis for the apportionment of
state funding. In addition, school statistics tend to be fairly

acourata nationwide due to compulsory attendance requirements.
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The data utilized for the projection method must be consistent;
the same census date and the same grade coverage.are key elements?2
Generally grades one through six or one through eight are preferable
and, where possible, both public and private schools should be
included in the count.

The school enrollment technique is based upon 1) the ratio of
school population in specific age groups to the total population
in the most recent census to 2) the school population in the same
age groups in the current year?3 An additional implication indicates
uniformity in birth and death rates and in family composition,

Fairly accurate results are gained when utilizing data within a

few years of the last census date. See Table 3-22.

Table 3-22

School Enrollment Method

Year Market Area School
Population Enrollment

1970 238000 23000.

1979 (Estimate) X 21000

Socurce: Author

CALCULATIONS: 1979 POPULATION ESTIMATE

Market Area Population/School Enrollment Proportion:

23000  _ 21000

238000 X, ¥ = 217304

Housing Unit. This method involves a current estimate of

. ; : .. B
occupied housing units and an average number of persons per unit.
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The assumption in utilizing this method is that as the number of
occupied units changes the population will reflect similar change
in population. This may be a somewhat false assumption as the national
trend in household size has been decreasing for the past twenty
years. Decennial census data provides estimates of both the
household size and the number cof occcupied units. This data, in turn,
may be used by the analyst with projections/estimates close to the
census date being more reliable than later in the decade.

The reliability of this method also depends upon the estimate
of new number of housing ugits added since tﬁe last census date
less the total number of vacant units and demolitions within the

market area?5

Once this figure is added to the last census figure

a current housing unit figure is obtained. The analyst must now
estimate the average household size for the estimate year in question.
Utilizing historical trends of the state and nation, the analyst

may predict slight decreases in household size. Such estimates must

be based upon good judgment with some study of the local family structure

and the school enrollment characteristics. See Table 3-23.

Tablie 3-23

Housing Unit Method

v Cccupied Average Market Area
ea Heusing Units Persons/Unit Population _
1970 70000 x 3.40 = 238000
15979 (Zstimate) 81C00 x 3.20 = 259200

Source: Author
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Population Summary. Utilizing the above methods, several

population figures may be developed. Assuming that all data
utilized for such methods is of a consistent and reliable nature,
the analyst may develop an average figure based upon past population
trends, employment force} housing and household characteristics

and school figures. Table 3-24 indicates the development of the
population averages for the current year.

The broad scope of demographic data reviewed by the process
will reveal high and low population extremes for the period. The
analyst may also be required to provide subjéctive input into the
final projection figure based upon present patterns of
employment within the market area. Judgment is, then, the final

ingredient to the estimation process.

Tahle 3-24

Summary of Current Year Estimates

Method of Estimation Estimate
Extrapolation #1 272200
Extrapolation #2 262849
Ratio: State 257833
Ratio: National 248029
Ratio: Labor Force 267857
Schoel Enrollment : 217304
Housing Unit 255200
Average 1979 Population 255039

Source: Author
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ANALYSIS OrF [OUSEHCLDS

Over the past ten to fifteen years, population growth has in-
creased in Kansas by approximately five percent. During the same
time period, the number of households has increased by over fifteen
. 86 : ; Ty, i y .
percent. This change is extremely significant; It is the formation
of households rather than changes in populaticon per se which

)
s This statement should

directly influences the housing market.
act serve to léssen the importance of population data and analysis,
however, in a relative sense the key demand unit in the housing
market is the household. Figure 3-3 provides an illustration

e The

reflecting the significance'of households and pepulation.
rnumber of housing units needed is dependent on the number of
houscholds. Populaticn affects the number of housing units

needed only in terms of the manner in which the population is divided
ints households.

By census definition, the househcld inciudes all persons who
occupy a house, apartment or a room which constitutes a housing
unit.89 The household mav contain a single individual, a group of
unrelatad individuals, a single family or two or more families
1iving together. MNational household trends as recorded by census

data indicate a consistent drop in the number of family households

with an inverse relationship in the number of non-family units.90 See

Table 3-25.

Types of Households. The number of households is equal to

the number cf household heads.gm Generally, households may be

grouped according to the following classifications:



Households: 2
Population: 6

i} Households: 3
Population: 6

Fouseholds: 3
Populaticn: 9

Bouseholds: 6
Population: 9

3]] 4%

Source: Lindamood and Hanna

Figure 3-3. Household and Populaticn Relationships in Housing
Unit Demand



94

sazodey uoTjeIndod 3uUaIInND ‘20I2umo) jo uswaredsd ‘st :@0INOS

uotiostoxg x

6°1C 1°8L 00T SBTLT ¥L609 6518L *096T
5°12 v 8L 00T 6TVST $6095 PISTL GL6T
£°02 L6l 001 3LOET €LEVS 15289 €L6T
1°02 6°6L 00T 08EET 967€S 9£999 ZL6T
v6T 9°08 00T TSS2T Lzzes 8LLY9 TL6T
5°8T 7-18 00T ST8TT 985 TS TOPE9 0L6T
6 91 g €8 00T 0876 956LY 9EVLS S96T
9°pT 758 00T 889L TTISY 66125 096T
§°0T z 68 00T 9TLY 8£88¢ YSSED 0S6T
%6°6 $T7°06 $00T 85¥¢€ 16718 6v62E 0P6T
9430 ATTweg TPI0L, SPTOUSSTOH 15U30 SPTOUSSHOH ATTWed SPTOUSSUOH [e30L  _ o

UOTINGTIISTY =2HvzuUddIRg (spuesnoyl UuT) Jaquny

086T-076T

$93e35 pa3TUn
SPTOUSSNOH I9UlQ PUER SPIOYUSSTOH ATTIWEF
3O UOTINQTAISTQ

SZ-€ 919EL



95

1 - The huskband-wife houszhold. All married couples
living together, with ¢r without children, in
their own housiiig aciomodations.

2 - Other households with male head. Men living alone
or with relatives other than a wife and classified
as houszhold heads.

3 - Other houscholds with female head. Similar to the
male head household with a female in the head role.

All of the above household categories contain either “primary

92

families" or "primary individuals”. Such distinction is dependent

upon the relationship of those living together and, if studied for
an entire market area, can indicate considerable information on house-

hold formation characteristics. The following definitions clarify

these groups:

Primary family. A group of two or more related
individuals that includes among its members, the

head of the household, i.e. all husband-wife house-
holds and all other households which include relatives
of female or male heads. These groups may also
contain sub-families (related), secondary families
(norn-related) or secondary individuals (non-related).
The predominant type of household is the primary
family.

Primary individual. A household head living alone
or with non~relatives only. The non-relative
category may be either secondary individuals or a

secondary family.

A family, in census terms, is a group of two or more persons
residing together and related by blocd, marriage or adoption. The
sub-family is a married couple with or without children, related
to, but not including, the head of the household. The secondary

family is a family group not related to the head of the household.

Household Trends. Primary emphasis in the analysis of households

is placed on the trends of growth.94 This analysis is concerned with

household formation, that is, the rate of household growth during specific
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past periods and the expected rate of growth during the forecast
period covered by the market study. The household numbers aﬁalysis
is directly dependent upon the trends in household size. With
population continuing to increase, a decreasing size per household will
create an increase in the total number of households. In the opposite
situation, increasing population and increasing size per household,
the numbers of households will be reduced. Historical trends in the
United States have indicated not only a continual increase in
population but a lower size per household, thus an overall increase in
the number of houscholds. See Tables 3-26957ané 3—2796. This
phencmenon has been a major contributor in the demand for housing
units in the United States during the past fifteen to twenty years.
Presentation of trend analysis data should be made in a format
similar tc the previously discussed population data. The analyst
soon discovers that household statistics are much more scarce than
general population data. The decennial census provides data from
which household trends can be established. Intercensal household
figures may be determined for years other than these census years
by the following processg7:

1 - Obtain yvearly population estimates for the market area
for the years required.

2 = Subtract any non-household pcpulation, that is, any
institutional population, students in dormitories or
military personnel. f included, such data may create
improper statistics. This data is available through
the appropriate offices of universities or military bases.

3 - Divide these adjusted population figures by the estimated
average household size for the market area. The analyst
should study past household size trends to establish
this figqure.

4 - The calculaied household size for the current year must
reflect general trend characteristics as well as good
judgment.
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Distribution of Households

by Number of Persons

United States

Selected Years 1790-1976

Percent Distribution

97

Three

Year One Two Four Five Six or More
1790 4.9 748 11.7 13.8 13.9 49,0%
1890 3.6 13.2 16.7 16.8 151 34.6%
1900 Sud. LD 17.6 16.9 14.2 31.3%
1930 7.9 23.4 29,8% 17.5 12.0 18.5
1940 7.1 24.8%  22.4  18.1  11.5 16.1
1950 10.9  28.8" 22.6 17.8 10.0 10.0
1960 13.1  27.8% 18.9 116 1145 .1
1970 17.0 28.8% 17.3 15.8 10.4 10.7
1976 20.6  30.6% 17.2 15.7 8.6 7.3
1977 20.7 30.3% 174 15.6 8.4 5 4
* Indicates highest percentacge group of total

Source:

Siegel & Associates
Historical Statistics of the U.S.



Table 3-27

United Stat

es

Household Numbers, Average Household Size

98

and
Population
1890 - 1977
Number Average .

A of Households Household Size Fopulataoy
1290 12,690,000 4.93 62,561,700
1930 29,905,000 4.11 122,909,550
1940 34,949,000 3.67 128,262,283
1950 43,554,000 3.37 146,776,980
1960 52,799,000 3.33 175,820,067
1970 63,401,000 3.14 199,072,140
1977 74,142,000 2.86 212,046,120
Source: Lindamood and Hanna

U.S. Department of Commerce, Current Population Reports

Historical Statistics of the U

-5.
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Growth trends may also be determined by utilizing the

following methodggr

1 -~ Obtain base year decennial census fiqures for
household numbers.

2 - Bring this figure to a current date by estimating the
housing stock increase between the decennial data and
the current date. These figures may be obtained from
city permit departments, developers or, in smaller
cities, by windshield surveys.

3 - Deduct the estimated number of vacant housing units
from the total current housing inventory {1 plus 2).

Adjustments in the data and estimates of household numbers
should be made consistent with any adjustments made in population
data. This is especially critical when utilizing several decennial
census reports as data colléction and analysis may vary in some
categories. It may, then, be required that the analyst make minor
adjustments in these census statistics to establish consistent
data for project analysis;

The analyst should attempt to associate major change in
household size averages with the corresponding cause in such
alteration. It is especially important to reflect possible
economic and real estate developments which prompted change in
household formation. The analyst should attempt to provide some
discussion of trends of growth which may be utilized or referenced
to when making household formaticon projections for the forecast
period.

The second method of trend estimation indicated that vacancies
mus+ be subtracted to determine net households for an area. It
must be noted that "Every market must provide a certain number of
vacant units, to allow for the movement of houselolds frcm one
vacant unit to another."loo The amount of vacancy required for an

area varies, liowever, the 1970 Census indicated that 7.6% of all
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housing was vacant. Just as household numbers increase in an
area, the number of vacant units will also increase to maintain a
proportionate share of total housing., Additional information

pertaining to vacancies will be mentioned in the Supply Analysis

section.

Household Formation. As mentioned eariier, there are several

classifications of households. Basically, these groups are 1) families
of different types or 2) individuals.102 The status of these households
is dependent upon the manner in which they live (alone or in some
combination). In terms of the U.S. population as a whole, there have
been changes in the formaticn patterns since the 1940 Census period.lf
See Table 3-28. Censiderable change has been shown in the number of
houscholds with female heads with possible reasons for this change
being more favorable survival rates for women, increased independence

and participation of women in the lahor force.

Marriage and Divorce. Household deavelopment is generally

assoclated with a number of life cycle states referring to the
y ; oy 104

changes that occur over the years in family cemposition. As
such, these cycles provide some value in predicting the probable
changes in housing patterns and preferences of families. The
basic 1ife cycle stages and reclated characteristics are
indicated below:

1) -~ The single person., This stage may last from the time

a person lzaves the family home until marriage. Housing

is generally restricted to apartment accomodations dus
to low cost and high mobility.

2) - The couple. This stage consists of the husband and wife.
As career orientation is important, the couple maintains
a mobile lifestyle with less emphasis upon home ownership
than in later years. Ag2in apartment or small house
living will tend to be ~t& most prevalent housing dependent
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upon cost and location to the employment centers.

The expanding family. This stage lasts from the time of
the first child until one or more of the children

reach adolescence. Housing needs must be flexible to
allow for the age variance of children. Home ownership
is typically a goal with emphasis upon single family
structures with adequate activity space.

The launching family. The stage beygins as children
reach adolescence until the last one leaves home. Single
family home ownership is well established with consider-
able emphasis upon storage, private family spaces and
entertainment or recreation areas.

Thae empty nest. This stage takes place after the children
have left home, with the couple still active in employment.
Greater economic freedom allows more money for entertain-
ment and travel with housing needs consisting of storage
of family momentos, and visitation from children. In

most cases, the cou@le will remain in the family home

for the above reasons.

Active retirement. Retirement while the couple (or
surviving spouse) is still active is the basis for this
stage. Activities will tend to be limited to hobbies
and some travel with the home used as the base. Some
change in housing space may occur with smaller hcmes or
apartments the most widely accepted units.

Restricted retiremzant. Health conditions cause limited
activity that may hinder independent living. Considerable
emphasis is placed upon smaller houses or apartments that
allow some supervisory assistance.

ha ahove stages indicate, the predominant form of household

05

i . ; ; : ; 1 ; g v
formation kegins with the married couple. This characteristic

will most likely be continued in tha future, however, increasing

nunmbers of diverces and annulwents are providing additional household

106 : ;
formation numbers. See Table 3-29. Trends of the United States

poralation indicate the marriage rate has been fairly constant

over the last forty years. A major factor in household formation

is the divorce rate; the number of divorces has nearly doubled in

the last thirty years with nearly one cut of three present marriages

ending in divorce.
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Table 3-29
Marriagec and Divorces

Inited States

1940-1978

o | Marriages - Divorces

Hurber (000] .Rate# Number (000) Rate?*
1949 1596 12.1 264 2.0
1957 1657 11.1 385 2.9
15 1531 9.3 377 2.3
1560 ibid 8.5 393 2.2
1565 1eng 9.3 479 2:5
i 3] ZL59 10.86 708 3.5
1973 Ai0e 10.6 768 3.7
1972 L2269 11.0 839 4.1
1973 2234 13,9 213 4.4
1274 2223 10.5 970 4.6
1975 2126 10.1 1026 4.9
1376 2133 9.4 1077 5.0
[E2E 2176 16.1 1097 5.L
1578 2190 12.1 1160 5.1

¥ Por J00C zepulation

Source: Siegel & Asscciates



104

Current Housshcld Data 2nd Estimates. Current household

a7

data and estimates on a local basis are practically nonexistent,
in some cases, local studies performed by academic sources or
goevernmental agencies provide éstimated current data. Such
information should be thorcughly scrutinized to determine the
adequacy cf techniques utilized in the statistical development.

Processes indicated under the prior secticon Household Trends,

may ke utilized to develop current estimates for household numbers.
In addition, local health departments, university scociology
departments and city planning offices can often provide intercensal

household data pertaining to the study area.

Estimating Household Size. The analyst must exercise good

iudgment in the determination of an approximate bousehold size

for the current time period. Technically, average household

size is the population in households divided by the number of
occupied housing units.lo8 Ponulation data is readily available
throngh cernsus publications or may be estimated as indicated under
the Population section. The housing unit number may be approximated
by adding the total new construction {from the census date to

the current date) to the latest census figure for housing units

less any demeclitions or unit vacancies. Utilizing these figures,

an estimate of the current housechold number may be developed.

The analvst may also develop an estimate of average household
size by reviewing past statistics available through prior census
dates. If trends have indicated a Qecline in household size,
+he number of househsolds would increase (total population divided

hy decreasing household size). Conversely, a projected increase

in householid size will tend to decrease household numbers.
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6) Supply Analysis.

Purpose of Supply Analysis. Supply Analysis is concerned

primarily with the review of a number of factors including residential
construction activity, housing inventory, conversions and demolitions.
within the market.l09 The analysis involves finding out what commitments
have been made to development, what constraints there are on future
commitments, and what the current market situation is.llo When
analyzing the supply of housiﬁq within an area, the major determinant
of new supply is the expectation that suppliers have of demand. If
optimism about future demand is high, newly created real estate
will be developed. If, however, the outlock is pessimistic, levels
of construction activity will generally be low.

The existing housing supply must be assessed in terms of
certain housing characteristics including tenure, types of
structures available within the market area, rent and price ranges
of the existing supply and an overall analysis of the conditions
of area housing. These key characteristics provide considerable
information '‘as to present spaces utilization, spending habits of the
population (in tarms of housing), housing preferences and the
overall quality of the available supply.

The market =hould develop considerable information pertaining
to the growth of the housing inventory in the market area. Trend
analysis provides short-term historical data reflecting annual
construction starts, types of units built, market vacancies and,
most importantly, strengths and weaknesses in market activity.
Through trend analysis, the market researcher can establish

relationships between overall market conditions and the growth in
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housing stock. With these cause-effeqt relationships, the analyst
may be in a better position to predict growth patterns over the
next few years.

Sources of information for supply analysis are limited. Some
statistics may be obtained through the decennial census and,
where reports are available, some intercensal studies provide
updated information for study utilization. One point must be
emphasized when developing a data base for the analysis of housing.
The supply of real estate, onran overall basis, is highly
inflexible.lll Change in inventory is slow, and the location, size,
age, type and material used are generally known. Sumichrast and
Seldin estimate that the relationship of new units to total standing
inventory is about 2 or 2.5 new units to each 100 standing units}l?
Once an analyst develops an accurate data base for housing supply,
the update is a fairly simple matter. With slowly reacting market
and housing conditions coupled with a strong network of professional
contacts within a community, an established analyst can predict
housing movements with fairly good accuracy.

There are, however, several factors which the analyst must
estimate. Migration patterns, changing household characteristics,
and shifts in income buying power may regquire professional judgment.
As this judgment is often critical in developing final conclusions,
the analyst may utilize national, state or local trend patterns to

substantiate his projection decisions. With such statistics

available, risks involved with opinions may be lessened considerably.

Characteristics of the Housing Supply. There are considerable

variations in'the supply of housing. Some is of extremely high quality,
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while in other areas it is of poor quality. The Census cf Housing
is the primary source of information on the housing stock on a
national scale. The housing census includes data on the number
of dwelling units, the value of the units, the number of persons
living in each unit, the number of rental and owner-occupied units,
the conditions of structures and the location of units within the
state. These characteristics provide considerable information as
to the types of housing stock required by the market area population.

A great deal of research may be spent accumulating information
which relates to housing characteristics. Sumichrast and Seldin
emphasize the need for this research, "It is not sufficient to
understand the local character of the housing demand, since the
geographical housing market is further segregated into various

113 Table 3-30 indicates a detailed list of housing

subgroupings."”
characferistics according to these subgroupings. Few analysts have
the time or money to develop this data through primary research,
thusly, considerable amounts of information must be accumulated
through indirect sources including local planning reports, savings
and loan newsletters, investment house publications and local builder
and Realtor associations.

A majority of the Sumichrast and Seldin characteristics are
self-explanatory. For purposes of this study, the following key

characteristics will be discussed: tenure, structure type, price

or rental range and conditiocn.

Tenure; Tenure refers to the occupancy characteristics of

the housing unit and is the most important individual housing

114

characteristic. There are three occupancy categories which

must be addressed: owner-occupied, renter-occupied and vacant units
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Table 3-30

Characteristics of Housing

1. BY

a.
b.

2. BY

a.
b.
o
d.
e.
E

g.

TENURE

For-sale housing
For rent {lease) housing

PRICE RANGE OR RENTAL RANGE

Under $30,000
$30,000 - $39,999

$40,000 - $49,999
$50,000 - $59,999
$60.000 - $69,999
$70,000 - $74,999

575,000 and over

3. CONVENTIONALLY BUILT OR GCOVERNMENT FINANCED

a.
b.

No sdbsidy

Subsidized units

FHA insured

VA insured

Farm Home Administration programs

Combination of private and government funding

4., BY CONSTRUCTION TYPE AND OWNERSHIP

Hh® Lo b

g.
5. BY
a.

B
C.

6. BY

.
b.
c.
d.

2.

7. BY

a.
b.

Single-family detached
Duplexes

Three teo four unit structures
Townhouses

Condominiums

High-rise construction
Combination of some of these

TYPE OF INVESTOR

For owners
For investors
Both

CONSTRUCTION

Brick

Brick veneer
Wood

Aluminum siding
Combinations

SIZE

Number of bedrooms
Kumber of bathrocoms

Source: Sumichrast and Seldin
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(vear-round and seasonal units). Table 3-31 provides, in summary
format, an example of tenure data as would be reguired by the market
115 2 Y ; ; "
analyst. This Table provides national characteristics
pertaining to the housing inventory.
The analyst will find considerable data provided in the
decennial census. In addition, the U.S. Department of Commerce,

Bureau of the Census, conducts an Annual Housing Survey in which

informational updates are provided for the nation -~ and individual
states. Some larger cities also have planning departments which
conduct yearly housing counts., In smaller cities or those without
any data collecting department, the analyst may be required to
perform windshield surveys to develop a data base.

Owner- and renter-occupied housing may be estimated according
to building type ({(discussed later). The vacancy rate may be defined
as the number of vacant units divided by the total number of year-

; ; 115 X
round housing units. The vacancy rate provides an excellent
signal of market conditions. When, for instance, large numbers of
vacancies exist in particular rental units, the problem may be in
rent prices rather than overall economic conditions. Accumulations
of wvacant single-family housing are generally indicative of an
overbnilt market caused hy tight money situations or just too many
houses for the area demand. The real estate market reguires that
"gufficisht numbers of units remain vacant" because at any given
time some people will desire to move and find suitable accommodations
. B I ’ ;
in a vacant unit. In a nationwide survey, the average vacancy
rates for 'for sale' and 'for rent' housing were approximately

. ; 118 ; :

1.5% and 6,0%, respectively. These figures vary geographically

and are also altered by the prevalent economic conditions within an
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Table 3-31

Tenure Characteristies of the Housing Inventory
United States
1960-1974 (selected years)
{thousands of units)

Year

Characteristic 1960 1970 1973 1974

All housing units 58326 68672 75969 77602

Vacant-seasonal/migratory 1742 973 7 676 1715

All year-round units 56584 67699 75293 75886

Owner occupied 26172 39886 44653 45785

Median Value $ 11200 17100 24100 27200

Median income 5900 9700 11500 12800

Value/income ratio 2.02 1.76 2.10 2513

Renter occupied 19294 23560 24684 25046

Median gross rent $ 71 108 133 143

Median income 4200 6300 7200 7700

Rent-% of income 20.3 20.6 22.2 22.3

Vacant year round 5302 4254 5956 5056

For sale only 522 501 502 547
Homeowner '

Vacancy Rate 1.6 1.2 1.1 1.2

For rent 1453 1666 1545 1630

Rental
Vacancy Rate 6.7 6.6 5.8 6.0
Owner occupied 57.6 62.8 64.4 64.6

Source: U.S. Department of Commerce, Bureau of the Census, Annual
Housing Surveys.




area. Tight money situations may, for instance, cause a
tremendous decrease in the number of vacant rental units in a
market. The inverse reaction, reddy mortgage money funds, way
cause a corresponding increase in the overall vacancy rates.
The tenure classification of the housing inventory can be
estimated with a reasonable degree of accuracy when allowance is made

for the following factors: vacancies, units authorized, units under

. vopsli s .3 119
construction, demolitions, conversions and other changes.

The estimated current tenure is derived as follows:

1) The number of wvacant units for sale and for rent in the
Census vear are added to the number of owner- and renter-
occupied units during the same Census year;

2} Units authorized by permit for permanent occupancy are
added to the totals obtained in the preceding step,
with one-unit structures in the owner category and two-
or more-unit structures in the rental group;

3) Allowance is made for demolition (subtract), conversion
(add), by tenure; and,

4) The current estimate of vacancies, by tenure, bs subtracted
from the results in step 3.

See Table 2-32 for an example of this process.

Type of Structure. The supply of housing within a market area

may be divided according to the type of structural unit. The strong
corralation between housing tenure and the type of structure utilized
was indicated earlier, that is, single-family housing is generally
tied to owner-occupancy and multi-family housing is tied to tenant-
occupancy. Because of this correlation, the analyst may develop
tenure relationships according to the type of structure found within
the marketplace. (This relationship may be utilized when adegquate
tenure data is lacking). Table 3-33 reflects figures for national
120

housing inventory by occupancy and structure. In most cases,

the analyst will attempt tc identify structural types by the common
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Table 3-32

Estimates of Current Tenure

1970-1979
Numbers

Characteristic Renter-Occupied Owner-Occupied
1970 Census Estimate of Units 20000 55000
1970 Census Estimate of Unit

Vacancies +2400 +3700
Total Units Authorized,

1970-1979 +1.2800 +25500
Total Units Demolished,

1970-1979 -600 =800
Total Units Converted,

1970-197¢2 +3G0 +400
1579 Current Estimate of

Vacancies -1500 -1800
Total - 1979 Unit Estimate 33400 82000

Source: Author
U.S. Department of Housing and Urban Development, FHA
Technigues of Housing Market Analysis.
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description - duplex, single-family, townhouse, etc.

The market mix, in terms of structural type, undergoes
continual change in response to occupant preference, cost of
land, availability of finance money, and income levels. The
analyst should attemp£ to develop an up-to-date estimate of the
current market segments along with a general picture of vacancies
by group. One check on additions to the inventory is the number
of authorized permits provided by the governmental unit. Once
this information has been accumulated, some spot-checking in the
field should be done to establish the lag time between the permit
authorization and delivery of a completed housing unit. Every effort
should ke made to detect significant changes in local housing
customs or preferences during the recent past and the causal

factors or developments.l21

Rent and Value. Distribution of the housing inventory by

rent and value are used primarily in providing an understanding

of the guality of the housing units, the price ranges commanded for
housing and general market conditions. The analyst should compile
information on the pattern of rents and prices of new and older
units at the current time and during the recent past, the

absorption levels of units of these various prices and rents and the
relative pricing strength or weakness in the various types of

units.

Very few private market analysts are provided the unlimited
financial backing required to perform an independent survey of
housing prices. For this reason, moét data utilized for market
analysis studies is Based upon public sources such as census

agencies and local planniny organizations, trade groups such as
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local associations of builders and Realtors, or through commercial
organizations including savings and loans, abstract offices and
investment houses. Regardless of the source, the factor of change
must be recognized and, as such, the analyst should be acquainted
with study area pricing trends and the reactant forces which may
alter the pricing mechanism. An example of a'force which has
altered pricing systems in recent months is the increasing mortgage
rate. As the percentages increased, fewer people could purchase
homes causing greater emphasis upon existing rental unit occupancy.
Because additions to the housing inventory are limited due to
zoning policies, acquisiticnlof financing, plan development and

so on, the supply of new rental units is extremely limited. Supply-
demand factors, then, have resulted in a gradual increase in rental
price ranges with such increases continuing until landlords begin
to note vacancy tendencies among rental units, At this point,
market price allowances have reached their maximum with the given
conditions and landlords may rely upon rental price reductions

to offset unit vacancies.

Table 3-34 provides an example format for owner- and renter-—
occupied housing units by valus and gross rent distributions for
the United States as a whole}22 Such a breakdown allows the
analyst to observe total numbers of each category of housing within
various price ranges and, when compared to average annual income
figures, some determination of a value to income ratio for
owner-occupied housing and rent to income percentage for tenant-

occupied housing can be developed.

Conditions. The chief usefulness of the distribution of housing
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Table 3-34
Housing Units by Value and Gross ERent Distribution

1970, 1973, 1974
(thousands of units)

1970 1973 1974
Characteristic Units % Units % Units %
Value of Ownexr-
occupied units
Total Units 31727 100.0% 35108 100.0% 36151 100.0%
$5000 or 1less 1824 5.7 787 2.2 652 1.8
5000 - 7499 2253 7.1 1119 3.2 956 2.6
7500 - 9999 2654 8.4 1487 4.2 1225 3.4
10000 -12499 3303 10.4 2176 6.2 1868 5.2
12500 =14999 3089 9.7 2111 6.0 1752 4.8
15000 -17499 3317 10.5 2780 7.9 2384 6.6
17500 -19999 3116 9.8 2910 8.3 2359 6.5
20000 -24999 4680 14.8 5102 14.5 4904 13.6
25000 -3499%99 4444 14.0 8237 23.5 8886 24.6
35000 -42999 2050 6.5 5545 15.8 6994 19.3
50000 -more 997 3.1 2854 8.1 4171 11.5
Median value $17100. $24100. $27200.
Value/income ratio
Tetal units 31426 100.0% 34755 100.0% 36051 100,0%
Less than 1.5 12083 38.4 9765 28.1 10350 28.7
1.5 - 1.9 6237 19.8 6802 19.6 6960 19.3
2.0 - 2.4 4056 12.9 5025 14.5 5341 14.8
2.0 = 2.9 2401 7.6 3431 9.9 3677 10.2
3.0 - 3.9 2434 7.7 3815 11.0 3834 10.6
4.0 or more 4215 13.4 5917 17.0 5889 16.3
Gross rent
Total units 22334 100.0% 24349 100.0% 24363 100.0%
Less than $50 1422 6.4 1259 5 2 1122 4.6
550-69 2395 10.7 1590 6.5 l466 6.0
570-79 1649 7.4 962 4.0 915 3,8
$80-99 3701 16.6 2742 11.3 2232 9,2
$100-119 3332 14.9 2997 12.3 2643 10.8
$120-149 3772 16.9 4090 16.8 4093 16.8
$150-199 3304 14.8 5561 22.8 6063 24.9
$200-299 11924 5.3 2922 12.0 3756 15.4
5300 or more 265 1.2 598 2.5 830 3.4
No cash rent 1300 5.8 1628 6.7 1243 B.d
Median gross rent $108 : $133 $143
Gross rent as a
percent of income
Total units 20579 100.0% 22438 100.0% 22990 100.0%
Less than 10% 2012 9.8 1855 8.3 1945 8.5
10-14% 3979 19.3 3849 17.2 3801 16.5
15-19% 3786 18.4 4238 18.9 4241 18.4
20-24% 2657 12.9 3322 14.8 3339 14.5
25-34% 2936 14.3 3706 16.5 3884 16.9
35% or more ) 5209 25.3 5468 24.4 5780 25.1

Source: U.S. Department cof Commerce, Bureau of the Census, Annual
Housing Survey, 1974, -
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stock by condition and age is to reveal in the analysis a guide
to the number of units in need of replacement.123 Thare is
really no good way of defining the condition of the houéing
inventory. The Bureau of the Census utilizes such factors of
plumbing conditicns and dilapidated conditions (sagging rooflines,
failing foundations and similar features.

Table 3--35 provides an example format of general conditions
characteristics for the U.S. housing inventory.124 This table
provides considerable information related tc not cnly dilapidation
and plumbing conditions but also to crowding problems. The
overall quality of the houﬁing inventory has improved greatly
over the past thirty or forty years as noted by decreasin
percentage figures. Social and political actions expressed in
such programs a5 Model Cities, Community Development Block
Grant prourams and others have targeted conzidarable amounts of
money and assistance to improve or remove poorer quality
housing stock within cities. Eventually the need for reviewing
and analyzing housing coaditions may be eliminated as overall
qualities have gradually imprcved to accepted standards. The
individual analyst must make the final judgment as to the need
Ffor reviewing such ccnﬁitions within his study area.

The analyst must consider conditions analysis when a number
of pocr quality units exist within nis market area. These
dilspidated units will generally not maintain high competitiveness
with sound housing and, in an active market, are potential
candidates for demelition. A suggested approach for estimating
th2 number of dilapidated units for a given market area is outlined

helow.lzJ See Table 3-36 for an example cof this process.



Housing Inadequacies in the United States

Table 3-35

1940-1976

By Percentage
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Condition 1240

1950

Year
1260

1970

1976

Lacking Complete
plumbing 44 ,6%

Dilapidated or
needing major
repair 17.8

Dilapidated or
lacking complete
plumbing 49.2

Overcrowdead
(1.01 persons
per room) 20.3

Severely Over-
crowded (1.51

oY more persons

per room) 2.0

34.0%

36.9

15.8

6.2

14.7%

18.2

11.5

3.6

5.5%

4.6

9.0

8.0

2.0

N/A

Source: Lindamood and Hanna
U.S. Department of Commerce, Bureau of the Census,
Currant Housing Reports, Annual Housing Survey, 1976.
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1) From the last two censuses, derive differences in numbers
of dilapidated units and those lacking plumbing facilities,
and convert these to an annual average. (These differences
represent net change in the two categories of substandard
housing).

2) Adjust the 1960-1970 average annual changes to reflect
variations in these categories due to post censal change.
Judgment, based upon opinion supplied by local persons
involved in housing, may provide an estimate by which
the annual figure may be altered. Such judgmental evaluation
will reflect relative economic conditions, vacancy levels,
construction activity, community improvement programs
and social attitudes which may alter the rate of change in
substandard segments of the housing stock.

3) Convert the adjusted annual rate of change into aggregates
for the number of years since the last census date, and
subtract these aggregates from the respective hcusing
stock in each category. These results represent the
estimated current number in each category.

4) Apportion the estimated number of units in each substandard
category between occupancy and vacancy status. These
figures represent potential units to be removed from
the market due to limited competitiveness and provide the
analyst a quantitative figure which may indicate subtractions
from the overall housing supply.

Housing Supply.

Trend Analysis. Housing supply must be analyzed in terms of

the overall inventory available within the market place. The
analyst may first develop growth trernds in the housing supply over
a number of years. This trend analysis can indicate the strong
and weak market vears and with background research, the analyst
may identify reasons for these high and low production pericds.

Trend analysis is useful in indicating the aggregate {total)
inventory during a given time frame, however, the value of historical
trends in rent and value, tenure and age have little significance
beyond the short-term past.' These cﬁaracteristics tend to fluctuate
considerably over time due to varying economic conditions, employment

patterns and shifting population numbers. For this reascn, comparison
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Table 3-36

Substandard Housing Numbers
1960, 1970, present
{thousands cf units)

Dilapidated Lacking Plumbing
Units © Facilities
1260 Census Estimate 15275 8765
1970 Census Estimate 12350 6275
1960-1970 Total Change 2925 2490
1960~1970 Average Annual
Change 292.5 249.0

Post Censal Adjusted

Average Annual Change 345.0 290.0
1970-1979 RAggregate

Change (times 9) 3105 2610
Current Estimate of 1979

Substandard Units

still in Marketplace 9245 3665
Apportionment of Units

a. Occupancy Units 1850 2100

b. Vacancy Units 7395 1565

Scurce: Authon
Department of Housing and Urban Development, FHA Techniques

of Housing Market Analysis.,
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of more than the last.census report and the current estimate is
genefally unnecessary.126

Utilizing decennial census data, the analyst can develop
a benchmark for housing supply within the market area. Intercensal
housing unit change (including conversions, demolitions and new
stock) acquired from city permit departments provide an adequate
measure of housing stock change. . For cities lacking this unit
of measure,; the analyst may be required to make windshield surveys
to ascertain new supply additions or inventory changes along with
the locations of new subdivision activity. With this data, the
analyst may develop yearly numerical and percentage change by
means of trend analysis charts. Table 3-37 provides an example
of such an analysis.

Trend analysis provides some reflection of the change in
magnitude of the total housing stock over the reviewing pericd.
Periods of major inventory change - either increase or decrease -
should be reviewed to determine reasons for the observed market
reaction.

Current Residential Building Activity. Construction activity

within the marketplace must be continually monitored by the analyst
to note increasing or decEeasinq numbers of new introductions to the
market. Long periods of strong building activity may indicate the
possibility of a weakening market especially if vacancies are

rising and new houses remain on the market for long periods of

time bhefore being 5016}27 Construction trends over the past
decade as well as monthly additions over the past year can provide
an essential data hase for the analyst to develop projections.

As mentiored previously, the analyst may rely upon construction



Table 3-37

Housing Supply Trend Analysis

122

Year Housing Numerical Percentage

Numbers Change * Change

(Total)

1970 54000
3500 6.50

1971 57500
1700 2.96

1972 59200
800 1.35

1973 60400
2100 3.48

1974 62500
500 0.08

1975 63000
200 0.03

1976 63200
800 1.27

1977 64000
100 0.02

1978 64100
1100 1.72

1979 65200

Scurce: Author

Total Numerical Change _ 11200

Annual Average Change = Number of Years -9

Annual Average Change _ 1244

Annual Percent Change = Yoar 1 Numbers = 54000

*Numerical Change including conversions, new housing.

i

]

1244 Units

2.30%
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permits to estimate new housing activity. The key to the utilization
of this information is knowledge of the number of units actually
completed during the period under construction. The time lag to
assure completion anéd availability for occupancy may be an average
of three months for single-family structures and six to eighteen
months for multifamily structures.128 Such time figures would
represent average construction scheduling with variances figured

for over or under—active markets. The analyst may estimate, on the
basis of these time lag periods, numbers of new single family and
multifamily structures built during a time period with final analysis
based upon the prevalent local conditions.

When viewing housing from the standpoint of the gualitative
characteristics, the analyst may be required to rely upon field
survey and observation of new subdivisions within his study area.
Little true value information may be gained from building permits
as such estimates are of general construction values for these new
units. Field surveys may yield estimates of unsold inventory, future
intentions of builders and approximations of rent and price levels.

The analyst must also be aware of conversions and demolitions
within the market area. Generally, ccnversions represent alteration
of present space from one use to some form of residential usage.
A great deal of conversion from apartments to condominiums has occurred
in recent years all across the country. ©On a local level, such
changes would shift units from the renter- to the owner-occupancy
category and, if done on a grand scale, could cause considerable
market change.

Demolitions can be the result of highway construction, urban

. . ; i 129
renewal or increases in housing density needs. The rate of
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demolition will vary from one market to the next, depending upon
the age of housing structures, public policy in regard to public
transportation system improvement and the amount of redevelopment
activity.

Demclitions represent subtractions from the total housing
supply. Conversions, on the other hand, generally represent
additions to the supply. The analyst must evaluate conversions
to check for quantitative changé. If, for instance, a single
housing unit is subdivided into three units (as in the case of
many college units), the change to the housing supply may yield
a net of two. If, on the other hand, apartments are converted
to condominiums on a one to one basis, the new change will be
Zero.

Some review of local policies must be done by the analyst
when projecting potential demolitions and conversions within a
marketplace. Removal of certain numbers of units due to projected
highway construction, estimates of loss due to fire or other
such catastrophies and conversion trends must be studiéd to gain
estimates of future action. These estimates, more than any, will
be based upon somewhat subjective data; historical trend data
may be analyzed, as a basis, however, natural catastrophies and the
secretiveness of the conversion process will considerably limit

objectivity.

Housing Projections. After the review of housing demand and

supply data, the analyst may be required to develop short-term
projections of housing need. There are, of course, many variables
which must studied prior to making such projections. Economic

conditions, employment patterns and growth, market conditions and
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many others must be examined for final analysis. With these
variables in mind, the development of projections is a blend of
solid, objective data (renter/cwner percentage trends, permit
data, household formation trends, etc.) as well as somewhat
subjective, judgmental information (demolitions, financing availability,
future building activity, etc.).
Tables 3-38 and 3-39 provide example formats for the projection

s Table 3-38 provides summary data

of housing within a community.
in terms of trends, actual housing figures and projected figures,
This summary combines all housing units under a single heading
(instead of owner- and rente¥~occupied categories). Total inventory
figures at the end of the pericd are carried forward to the beginning
of the next study period whereupon estimates of denolition, conversions
and new construction are applied.

mable 3-39 provides support information for the summary chart
with detailed data pertaining to types of units required, percentage
distributions and a breakdown of average annual new constructions
by type.

Data provided by the summary tables must be judgmentally
weighed regarding any major changes occurring in the market area.
As the figures are projections based upon a blend of objective and
subjective data, the analyst must maintain considerable flexibility
in final calculations. Often times the analyst may develop a
statistical range with high, low and middle projection figures,
however, a decision must eventually be made as to which numerical

values should be utilized in the fimal analysis.



Table 3-38

Changes in Housiny Inventory
(in thousands)
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Actual

Components

Projected
1960-1970 1971-1979 1980-1985 1985-1990

Inventory-Beginning

of Period ] 11.2
Less: Demolitions 0.4
Add: New Construction 10.6
Add: Conversions 0.2

Total Inventory-
End of Period 21.6

Average New Construction
Annual Basis 1.1

36.6

1.7

1.1

42.0

1.6

48.0

Source: Author
McMahan



Table 3-39

Types of New Housing Required
(in thousands)

Actual Projected Total

Compatent 1960-1970 1971-1979 1980-1985 1985-1990 1960-1990

Percentace
Distribution of
New Construction

Single-Family 63.2 57.3 5348 51l.1 56.4
Multifamily 36.8 42.7 46,2 48.9 43.6

Total 100.0 100.0 100.0 100.0 100.,0

New Construction
by Type of Unit

Single-Family 6.7 8.7 3.0 3.2 21.6
Multifamily 3.9 6.5 N 3.1 18,1
Total 10.6 15.2 5.6 £.3 27.7
Averages Znnpual_
New Ceonstruction
by Tyrpe of Unit
Single Family 0.7 1.0 0.6 0.7 0.8
Multifamily 0.4 0.7 0.5 0.6 0.5
Total 1.1 1.7 1.1 1.3 1.3

Source: ARuthor
McMahan
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7) Current Market Conditions. Previous sub-sections outlined

various demographic, economic and social factors which are important
in the determination of housing demand within a community. As

noted throughout the discussion, considerable emphasis is placed

upon the interwoven relationships of these factors. Where one

factor, such as employment, is altered, there will, in all probability,
be related changed in family income, housing needs or long term

family size structure determination.

There is continual change within the housing market. Finance
rates, housing materials and construction costs, land availability,
public zoning tendencies, housing prices and rents and vacancy
levels are all key elements of the housing market. Changes in these
factors may not be discernible inmediately, however, long-range
observation provides considerable evidence as to the fluctuation
of these components.

The study and analysis of current market conditions provides
the final step in the prognosis of prospective housing demand. There
are a number of key elements which must be reviewed, each of which
could be discussed in considerable detail. The following indicators
will be discussed briefly:

1) Mortgage market,
2) Construction costs,
3} Land Availability and Subdivision activity,

4} Sales Market, and
5) Rental market.

Mortgage Market.

The availability of mortgage funds to the prospective buyer

plave a key role affécting new construction and the subsequent size

131
of the vacancy inventory. An active housing market area which

#
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has a readily available supply of mortgage money provides a fairly
optimistic stage for new housing construction. Likewise, situations
in which money is extremely tight and expensive cause undue hardship
upon all segments of the real estate market.

Construction - and residential construction in particular -

132

has the distinction of being the most cyclical sector of the economy.
The primary reason for this pattern is a well-known key - the supply
of mortgage credit. The most predominant source of capital for
mortgages is household savings with additions to this supply made
on a voluntary basis (savings or checking accounts) or through forced
sévings (retirement and pension funds or insurance premiums).l33

The mortgage market tends to be interest-rate sensitive; that
is, as demand for the limited supply of available capital increases,
the cost of that capital simultaneocusly increases. As long as
interest rates are low and the savings rate is high, and the demand
for funds by other sectors of the economy is low, the supply of
mortgage funds will be great. The late 1979-early 1980 situation has
been quite the opposite. With money becoming extremely tight due to
monetary policy aimed at curbing inflation, considerably greater
demand has been placed upon the capital supply. The result has
been an emptying of 6 percent passbook accounts with the proceeds
going to higher return investments - government bonds, gold, money
market accounts and others.

The resulting outflow of funds from savings accounts, called
disintermediation, has an immediate impact upon 1enders.l34 The
fear of further outflows of funds generally causes a tremendous

reduction in the commitments for future mortgage or construction

loans. Besides lessening future home building activity, the home
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buying and selling industry is curtailed considerably.

The majority of mortgage funds are available through _

institutional lenders as indicated below with percentage figuresl35:

Lending Organization Percentage of Funds
Savings and Loans 38%

Commercial banks 18

Life insurance companies 12

Federal agencies 12

Savings banks 10

Others ' 10

All of these lending institutions are subject to rules and

regulations that govern the use of their funds for mortgage loan
purposes. Savings and loan companies are in particular trouble when

it comes to interest rates énd regulatory agencies. Uith extremely
high demand for money, many people have withdrawn from © percent
requlated passbook accounts and reinvested in recently established

§ & L. six-month, market level certificates paying a yield of

more than twice asﬂmuch. So S & Ls are losing funds that cost them

6 percent a year and gaining funds that cost more than twice as much.136
With such an occurence, lenders are locked into paying higher rates

to savers and are pressured to keep their mortgage rates up as long

as possible so as to produce a marginal profit.

Sources and Availability of Funds. The analyst can best determine

mortgage money conditions in consideration of the sources of mortgage

money available, its relative adequacy for current and potential

production, and the suitability of financing requirements to prospective
137 . . . o :

borrowers. During stable economic times, this information may be

readily obtained through local institutional lenders, brokers or

builders. As each represents a different segment of the market with

different financing viewpoints, the analyst may be regquired to sort
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the available information into & useable study format.

During periods of escalating interest rates, caused by
additional tightening of the money supply, local mortgage money
suppliers may hesitate to provide clear estimates of avilable funds.
The analyst must develop some judgmental opinions of the future money
supply based upon bits and pieces of current market knowledge.

Trend analysis will do little good during periods of increasing
interest ratés due to time peribd variations.

In some market areas, low interest mortgage bonds passed under
county jurisdiction provide large amoﬁnts of mortgage money for
home purchase. Such programs should be evaluated in terms of interest
rates, down payment requirements and income and purchase price
limitations. This housing bond program introduces a major economic
stimulant which creates an artificial set of market conditicns within
an otherwise sluggish and inactive market area. Such programs are
_often introduced in areas of extremely high housing demand during

very tight monetary policy times.

Interest Rates and Terms of Mortgages. The price of money -

the interest rate - varies directly with demand in the free money
market.138 In basic terms, if the money supply is cut back or tightened,
interest rates will go up. If the mcney supply is increased due'
to high unemployment oxr recession, the availability of money
supplies increase with a resultant drop in interest rates.
National monetary policy decisions can have direct effects
upon local lending availability and interest rates. The Federal
Feserve Banking System to a large exﬁent, manages the naticn's money

supply which affects private financial institutions}39 Recent

increases in the discount rate charged by the Fed to its member
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banks has caused a corresponding increase in the prime interest
rate =- all in an attempt to curb spending a slow down the
economy. .

The market reaction in the early 1980's has shown a steafly
increase in the interest rates charged for new mortgages with the
outlock for fairly high lévels. Interest increases point to an
increase in builders' costs (to 18-22 percent for short-term
financing), with the higher financing costs passed on to the
buyers.140 The effect of such an increase in interest rates is
quite evident; a greater proportion of the hqusing cost is
associated with financing, thus reducing the actual home size and,
in some cases, the overall quality.

High interest rates will also pressure builders to try to
hold down prices. Merrill Butler, president of the National
Association of Home Builders, predicts a growing tendency toward

_higher-density subdivisions, more attached housing and smaller
units.lél Trends to eliminate high-cost options and use cheaper
materials will be apparent in the coming months and probably the
coming years. The high cost of money may well be a major factor
in the determination of future housing types.

Besides the interest rate figures, the analyst should have
some knowledge of current down-payment requirements and the
term {period of time} of the mortgaée. Tight money situations
may require the home buyer to provide considerably more for the
down payment. With an 80/20 mortgage to down payment ratio instead
of a 90/10 ratio, the lender is reguired to expose less money to
fiuctuating interest rates. In addition, if the borrowers have
a greater amount of fheir own monay invested in the homes, they

arz less likely to default on the loan.
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In additicn to wvariatious in down-payment regquirements, the
length of time over which the mortgage is to be repaid, the tezrm,
may vary according toc the currént economic situations. If money is
tight or if the future is uncertain, lenders may no% be willing to
lend for such a long time and may establish 25 or even 20 years

142 If market interest

instead of 30-40 years as the maximum term.
rates increase over the long term, the lender may be faced with

a lower yield on outstanding loans, however, a shorter term associated

with these loans may lessen the exposure.

Construction Costs, Material prices and wages of construction

labor vary considerably from region to region and between localities.143

Even within large metropclitan areas, housing is so diverse in
construction character, material and technique that composite
construction cost indexes are often difficult to develop. Coupling
this with rapidly rising material and land costs, the analyst
faces a major task. Due to the variables which must be investigated,
he cost analysis of individual labor and material components is
usually beyond the cavability of the individual analyst..144
Construction cost trends are not directly applicable in the
estimation of housing demand. This information is, however,
important in assessing the housing market conditions of an area.
Selling prices for housing must exceed total construction costs
for new construction to be justified.l45 If new houses sell for $30
per square foot and costs are $27 per square foot, contractors will
continue to build new units. If, however, an inventory of unsold
units develops, the selling price will eventually turn downward and,
as the cost and selling price range narrow, the construction of new

housing will slow due to the lack of profit incentive. Increasing
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construction costs due to materials price increases, finance rate
increases and land costs may begin to signal a weakening in the
demand vitality of an area. Vhen these conditions occur, the money
supply will lessen impacting mortgage opportunities as well as
construction loans.

Trend analysis of cost components in the housing market reveal
considerable information as to the fluctuating pattern of these

cost factors. Carberry, in a Wall Street Journal article, indicated

that while all costs associated with construction have increased on
a dollar basis in the past thirty years, the proportions of the

6 Table 3-40 provides an illustration

total have shifted significantly.l4
of the shift in cost component trends for selected years between years
1949 and 1978.147 The cost of land for development has increased
dramatically while the cost of labor and materials has decreased in
proportion. Shifts in finance costs from five to eleven percent will
most likely continue to an even higher proportion during tighter
money situations.

The analyst may obtain information regarding construction costs
_and trends from a number of local sources including builders,
materials, suppliers, loan institutions and Realtor-developers. For
the ana;yst, these construction cost figures provide general
conditions regarding the local economy and do not play a direct role

in demand analysis. In an indirect sense, however, price and rent

levels are a function of construction costs. Increases 1in

construction costs will tend to slow construction activity within
a community when coupled with tight money and decreasing demand. As

these costs are passed along in the way of increased price or rent

levels, some households are forced to double-up or pass-up their

home purchase plans thus causing shifts in space requirements and



Table 3-40

Cost Components
Typical, New Single-Family House
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Component 1949 1969 1975 1978
Labor and Materials 69% ~ 55% . 49% 47%
Land 11 21 24 25
Finance 5 7 10 11
Builder's Overhead
and Profit 15 17 17 17
Total Cost 100% 100% 100% 100%

Source: MNational Association of Home Builders
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and ultimately in overall demand.

Land Availability and Subdivision Activity. As indicated

earlier, land is fast becoming a greater and more important
component in new housing development. In active areas where
home building booms there is generally always an accompanying
inerease in land prices., The increasing demand for developable
land close to city services places a premium price upon a continually
decreasing land area. Major concern has been voiced in the past
ten to fifteen years pertaining to the loss of forest and
agricultural lands to subdividers and real estate developers. Such
concern will most certainlylbe a source of major controversy in the
future especially where growth pressures risk complete development
of available agricultural lands.

Several generalized concepts dealing with land availability and
prices provide considerable market information which must be
understood by the analyst. Pricing of developable land is in direct

relationship to market demand. The following points confirm this

148
fact ¥

1) High land prices caused by speculation and excessive land
improvements tend to price land 'out of the market' for
immediate improvements,

2) A general prevalence of overpriced land inflates sale
prices and rents, thus tending to reduce demand,

3) An oversupply of subdivided land ultimately depresses
prices and causes financial difficulties for developers,

4) The depressed lot prices succeeding subdivision excesses
contribute to an eventual resumption of an upward trend in
building activity, and,

5) Lot prices are more representative of free market action and
more sensitive to demand fluctuations than are other housing
production costs.

The pattern of development in an area pretty well indicates

which locations are suitable for a desired project.149 Many cities
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have established patterns of growth to eliminate 'leap~frog'
tendencies which can cause additional tax burden due to the extension
of municipal services including streets, sewer, water, fire and
police protection and school service. Land located within the
existing city boundaries or in the immediate fringe may be in a
favored position for land development and may also command higher
sales prices.

Tha analyst must be aware of local governmental policies
toward growth and development especially in regard to utility
expansicn. With such knowledge, the aggregate amount of potential
residential land and the number of available lots in existing
subdivisions can be determined to ascertain future shortages or
surpluses.

The analyst way have some difficulty procuring current and pracise
data in regard to subdivision recordings and available lots. Planning
conmissions, real estate boards, local builders organizations,
county deead offices and tax authorities can provide the best
available information for charting developable land. The analyst
may chart recorded plats as illustrated by Tabhles 3-41 and 3-42, thus‘
providing some idea of potential subdivision activity.150

Prevailing price level information for these land parcels may
bé obtainad from builders, appraisers, financing companies or others
acquaintéd with local land and lot prices. The degree of detail
in the land price and availability analysis is dependent upon the
project requirements. Where extremely detailed data is required
for wery marginal demand markets, the analyst may rely more upoin
personal interviews with key characters. Otherwise indirect sources

may provide a sufficient data base for analysis.



Table 3-41

Recorded Plats
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1975-1979
swbarvision o G ¥
Village Green 42 SFD 2/75
Beechwood 46 SFD 5/75
Runnymeade 29 SFD 9/75
Willow Green 32 SFD 3/76
Irongate 15 SFD 7776
ockhill 156 SFD 9/76
Jamestown 26 TH a/771
Windsor East 35 SFD 6/77
Park Place 43 TH 7/77
Hickory Point 22 SFD 8/77
Park South 18 SFD 5/78
Innsgate 29 TH 7/78
Park North 32 SFD 2/78
Port Henry 42 SFD 3/79
Walden 18 TH 5/79
Indian Hills 32 SFD 9/79

Source: Sumichrast and Seldin
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Table 3-42
For-sale Units Approved

1975-1979

Summary
Cecmponent 1975 1976 1977 1978 1979

Single-family,

detached units 117 63 57 50 74
Townhouses 0 0 69 29 18
Totals 117 63 126 79 92

Source: Sumichrast @ad Seldin
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The analyst should be knowledgeable as to the current conditions
within both the sales and rental market sectors of the study area.
Each of these should be studied in terms of the following character-
istics:

1) Price (Rent) Determinants,
2) Scope of the Sales (Rental) Market,
3) Quality of Units, and,

4) Competitiveness of Existing Houses (Rentals]).

Sales Market.

Price Determinants. Price levels for single-family structures

are dominated by current land and construction costs and the prevailing
level of builders' profits.ls1 New housing introducted on‘the market
will be priced according to current demand and associated costs

while existing properties run at varying prices in accordance

with quality distinctions.. In times of excess housing supply,

product quality may be discounted while in long pericds of excess
demand quality may be sold at premium prices. -

During periods of high unemployment and job scarcity, housing
vacancies generally are at a peak with few purchases. Newly construgted
housing appears high priced in relation to existing housing as the '
latter may be price discounted tc make sales. Prospective buyers
will generally prefer existing house bargains causing new construction
volumes to remain low. With the introduction of economic
stimulants within a community, the market surplus gradually disappears
with reduced vacancies, more new home purchasers and gradually
increasing prices in existing homes thus improving the new home
competitiveness.

Once market surplus disappears, the demand for housing (new

or existing) exceads the availability causing price rises which
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are generally followed by increasing costs of materials, wages

and land. As construction volume catches up to demand, prices for
new homes tend to be maintained at fairly stable levels in hopes

of maintaining market competitiveness. The builder may reduce
profit margins and introduce new marketing tools in an effort to
maintain construction volume during gradually declining demand
periods. Finally, after vacancy rates begin to appear, or nsw homes
are rented to gain some return on investment, construction activity
declines at a rapid rate. The term of this cycle varies with
location and conditions, however, a general time period for this
peak-valley-peak cycle is seven years.152 Awareness of this cycle
and the approximate phase of this cycle may provide tips as to

the present and future pricing strategies of builders, Realtors and

investors.

Scope of the Sales Market. A current investigation of the new

and existing house market is essential to all reports leading to

conclusions pertaining to the demand for sales type housinq.153 The
analyst must obtain most of this information in the field from
brokers, builders, mortgage landers and other informed sources. In
most cases, hoth FHA and conventionally financed construction should
be reviewed with not only single-family sales structures cbhserved
but also two-, three- ox four-family sales structures such

2s condominiums or townhouses which may comprise significant market

segments.

Quality of Units. Volumes and trends of new ccnstruction may be

cbtained by the analyst from sources mentioned earlier. The qualitative

aspects of new housing with respect to sales prices, location, number
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of rooms, amenities and overall market appeal may be determined by
spot checking recently completed homes., Table 3-43 provides a sample
format indicating,in summary fashion, characteristics of current

154 ’ i i y ;
Such a competitive survey 1is an essential

subdivision activity.
part of the market analysis process and provides a tremendous data
base from which future decisions may be generated.

Established market analysts with good contacts in the building
industry, may gain valuable kncwledge from builders in respect to
public response to thelr offerings as well as their general feelings
on marketability and competitiveness within the study area. In
addition, scme data should be generated pertaining to speculative
versus custom built housing. Roughly sixty percent of single-family
homes built each year are 'spec' homes, built speculatively on the
builder's land and put up for sale.lS5 Another twenty percent are
custom-built by a contractor on land already owned by the potential
ownc:;.r—occupant with the remaining twenty percent of homes classified
as owner-built.

It is important to be aware of the proportions of 'spec'
housing to 'custom'built' housing within the market area. Custom
built housing is built with a specific buyer in mind, thus, the
risks involved in the turnover of the property are extremely limited.
Speculative housing is built more in response to market demand; for
instance, if new industry is introduced to an area, builders may
gear up with large numbers of 'spec' houses to meet the anticipafed
demand. Home buyers may have the opportunity to make some choices of
carpet and paint colors, but for the most part, buyers must simply
choose the house ﬁhat best fits their needs.

Some speculative construction trends should be established

within the analyst's miné by comparing the current proportion
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with that of the previous year and with builders' plans for the
future year. Some measure of comnleted and unsold, speculatively-
built houses should be cbtained with price class information and
and the length of time the houses have remained unscld. The
total number of houses under construction and the number unsold are
important elements in evaluating the unsold inventory and in

; ; . ; . 1
estimating the gquantitative demand for sales housing. =%

Competitiveness of Existing Housing. A portion of the existing

inventory will always be offered for sale or for rent (A vacancy
characteristic common to the real estate industry). Pricing of
existing housing is dependeﬁt upon the current market conditions and
the amount of new construction available. Characteristics of pricing

were discussed in the previous Price Determinant section.

The character of existing housing sales and pricing activity
may be determined through interviews with Realtors and brokers. The
analyst should attempt to ascertain the competitive strength or
woakness of the existing house market along with general
characteristics of the available supplies. The competition between .
new and existing housing varies from city to city. Some cities
maintain an extremely strong market in older, more exclusive
sections with premium prices paid for these properties. If the analyst
has access to multiple listing services, considerable information
may be generated to pinpoint neighborhoods according to market

strengths and qualities.

Rental Market.

Rent Determinants. The levels of rents in the rental market

157
is dominated by maximized profit considerations. Apartment
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managers seek to maximize rental income by offering their dwelling
units at the highest price the market will allow. At low levels
of demand with high wvacancy rates, high unemployment and low
incomes and a minimum volume of new construction, rents will
be low. If, in the process of adjusting rental rates, management
overprices units, an increase in vacancy will generally occur.
Such an cccurrence will justify a reduction in rents to attain
an improved level of occupancy.

New rental accomodations will not increase in volume, except
through conversions, until obtainable rents are sufficient to
offer a considerable 'risk' profit above fixed and operating

o Apartment construction requires a greater investment of

charges.
money as well as a greater length of time for construction.

These two factors strengthen the concept of limiting construction
until targeted profits are certain and have endurable potential.
With high employment and income levels, household formation rates
are likely to place considerable demand pressure on the existing
rental facilities. Rental rates will generally rise and stay at
this high level until new production becomes available on the
market. At this point, rents will begin to drop gradually as
managers attempt to maintain high occupancy in their units.
Eventually the market will gain vacéncies due to oversupply, and
if associated with reductions in employment and income levels,

new construction will decline at an accelerated rate with

accompanying rental reduciions aimed at maximizing returns.

Scope of the Rental Market. Investigation of the rental

market should cover both new and existing rental housing to ascertain
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the type, quality and abscrption of new units and the competitiveness
of existing units.159 Information may again be obtained from real
estate boards, builders, management firms, mortgage companies or
local housing authorities.

Some areas have considerable amounts of both FHA-insured
and conventionally financed rental properties. The analyst should
investigate these properties in terms of competitiveness in respect
to the income groups served. Where pertinent to the objectives of
the market analysis, special purpose rental housing such as elderly,
subsidized housing, nursing homes or college housing may requiré
special investigation. In most cases, howevef, these types of

facilities will require considerably less attention.

OQuality and Absorption of New Rental Units. As in the case

of sales housing, the gqualitative character and absorption of new
rental units is ascertained primarily by spot checking a reprecsentative
sample of projects recently completed. Additional detailed
information may be acquired from the above mentioned sources.

The marketability of rental projects is of prime importance
especially when viewing the absorption of units into the market.
It is often difficult to obtain specific information on projects
within the market area, however, acquisition of suchldata provides a
considerably better base for market analysis. The analyst may also
develop a competitive survey similar to the sales format for

summarizing area housing.

Competitive Position of Existing Rental Housing. The majox

portion of the ocoupants of new rental housing are drawn from existing
160 . ” . X .
structures. The units vacated along with others in the existing

housing stock are available to other occupants in the marketplace.
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The competitive status of existing housing reflects a composite

of elements including rent, location. condition, design, unit size,
management and environment. The analyst should determine the status
of available rental units in the determination of estimates of

demand for rental housing.

8) Effective Market Demand. The final step in the analysis

of a local housing market involves the synthesis of conclusions
regarding the demand for additional new housing. These conclusions
will include estimates of overall demand for market sales and rental
housing. At this point, the market analyst must make considerable
use of judgment especially where making future estimates of household
formation and population, income, employment and £inally, actual

housing needs.

The analyst must develop decisions which reinforce the
objective of the market study, that is, seeking ouk projects that
anticipate the future market. The market is continually shifting;
as the market for single-family housing is overbuilt due to rising
interest rates, new rental housing markets develop to satisfty the
need. If the analyst can develop well-based decisions pertaining
to potential markets, his client may be able to acquire land in
strategic market areas at reduced rates and may also be able to
initiate plan developwment and zoning processes to bring the land
into a ready state for actual site development.

There are two basic gquestions the analyst must answer in
determining the effective market demand in an area. First, where
are the markets located within the city and second, what are the

2 16 :
characteristics of the markets. . These questions may be answered
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by evaluating demand forces, supplv conditions and buyer preferences.
The discussion in this section will prévide a brief overview of
the analysis process with considerably greater detail shown in

the text of Chapter 4.

Demand Analysis.

The most obvious means of identifying demand conditions within

the market place is by observing what seems to be selling well.162
Many developers make land commitments based upon the strength of
certain housing types in the market. Such observations may actually
provide false impressions of future conditions, that is, the
closer the downturn in the demand cycle, the greater the risk.
Housing trends and markets may be changed significantly after the
recessionary cycle.

The market analyst must review the underlying demand forces
and estimate future demand forces to develop future housing projectiocus.
These forces include the following: Population characteristics,

Household Formation and size, Income analysis and employment pattexrns.

Population Characteristics. The analyst must identify probable

population change within the mérket area for the study period. Trend
analysis can provide growth patterns and the utilizatien of various
projection technigues can develop a range of population probabilities.
The analyst must then adjust these population projections to local
economic conditions.

Household Formation and Size. The household is the basic unit

of housing demand. The analyst must determine which household types
are increasing and decreasing in number and the characteristics
associated with these groups (income, tenure, unit size requirements
and unit cost}. Imﬁortant components to be reviewed include: marriage

and divorce data and doubling-up tendencies.
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In addition, the analyst must project average household siz2

figures for the study period. Some estimate of total numbers of
households may be determined by associating this figure with the
projected population figures.

Income Analysis. An important component of the household

analysis is the determination of purchasing power. Recent pastrand
current estimations of average income levels, income distribution
and proportion of gross income spent on housing should be developed
from local and state data sources. Based upon local economic
conditions, income growth trends and employment demand, some
estimation of future income levels may be generated.

InCOmé patterns influerice demand through their effect upon
the rate of growth in the number of households.163 If incomes
rise and a general feeling of well-being persists, individuals
and sub-families may break off from existing households and form
ﬁouseholds of their own. Existing households will seek higher
quality accommodations. The reverse tendencies will be effective
should inccmes fall.

Employment Patterns. The growth of employment opportunities

within the study area is a signal of economic viability. A strong
economy based upon diverse manufacturing, trade and service industries
provides a considerably better setting for housing development than
one based upon a single industry.

Increasing and decreasing employment trends have tendencies
similar to those experienced in income fluctuations. The analyst
must evaluate past employment trends as well as recent statistics
to determine the status of employment opportunity. Patterns of
strong growth provide an encouraging sianal for the introduction

of new housing.
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The net output of these demand analyses is.the critical judgment
what the demand will be when the houses are ready to markat.ls4
The demand analysis must be conducted at variocus times during the
planning process. It is first undertaken when the decisions is
made to develop in a particular market area. An update is then

required when selecting the development property and again when the

final development and planning process is near corpletion, prior to building.

Supply Analysis.

A strong market may, in fact, signal a potential downturn
in housing sales. As more developers enter the market to capture
a piece of the action, the aggregate may sooner or later destroy
the market due to overbuilding. The result may be a few financially
successful individuals {(who entered the market at the correct time)
and a number of less fortunates with a considerable amount of land
committed to development at an inopportune time.

Overbuilding is a typical characteristic of the housing
industry dne, in part, to the lack of exact market statistics. The
observant developer/analyst utilizes the best information on
available supply and atteﬁpts to slow or step his censtruction prior
to the declining activity. Ascertaining what is needed can be
achieved by determining what units are in the production process and
comparing it with demand factors. The key supply factors which
must be observed and recorded include the number of unsold houses

and the number of new housing starts.

Unsold Housing Inventory. A large inventory of unsocld new

homes will take a considerable amount of time to reduce. Builders
who foresee this large unsold inventory may be able to time their

production to come on the market after this excess has teen abscrbed.
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In most market areas, some vacant units are a regquirement
to allow for movewent of the population from cne job area to
another. A verv small percentage of completed, unsold houses may
signal latent unfilled housing demand.165 Builders may miss sales
in this situation by not having enough units available for delivery.

Current estimatss of unsold inventory - new and existing -
are difficult to predict in exact numbers. Units available through
real estate brokers or development companies are fairly easy to
chart (with adeguate professional contacts), however, those sold by
individuals or small scale construction companies may be more
difficult to account for. Many of these private individuals must
advertise in newspapers to gain a large marketing audience, therefore,
the analyst may obtain scme estimates from this source.

Housing Starts. The second supply indicator which should be
reviewed i3 housing starts. If the local government maintains
scre record of the actual number of starts, there will be good
data for the supply znalvsis. Building permits may be utilized
as an alterative source, however, in some cases permits do not
lead to & start and in some areas there are starts without permits.
Analysts may, however, utilize permits to know what is planned
for »roduction.

The analyst must be concerned not only with numbers of unsoid
units but aiso the tenure classification of the units. For example,
if all indicaticns point toward a growth in the requirements for
rental housing, the buildexr/analyst may ke inspired to begin
production of new apartments immediately. With a minimal market
study he determines that there are currently nine hundred near
completed/vacant units - six hundred of which are apartments.

Such a determinatior way provide reasoning encugh to delay new
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introductions into the market. The analyst should continue watching
the absorption rate of these so that, with continued demand, he
can begin his new construction when the existing supplies begin
to dwindle in number.

The analyst may also maintain contacts with local planning
and zoning boards and municipal utility divisions. Planning
and zoning boards, being public bodies, can provide accessible
information in terms of subdivision planning or residential zoning
changes. In addition, city utility branches may provide some idea
of sewer tap requests or water expansion plans. City officials may
also provide some informatiqn on utility bonding issues in the works

which may lead to future development activity.

Once the analyst has developed some measurement of production
activity, the key objective is to determine the gap between housing
demand and supply. Filling that gap makes money; building an

166
excess loses money.

Buyer Profile Analysis.

To determine the gap between demand and supply means identifyiné'
a desired price range and type of unit, sale or rental. The analyst
would benefit considerably by conducting a survey of buyer preference
similar to the competitive survey indicated in an earlier sub-section.
The buyer analysis catagorizes buyers by the types of units and
architecture they would absorb most easily and surveys buyer's
preferences as to product amenities.167 Observing what the
competition produces and how well it is absorbed into the market
is'an important pért of the process; limited attention to this
element will considerably lessen the ability to predict future

housing needs.
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As the analyst views the competition, he should note special
design features within housing units that may help make the sale
or improve tentant occupance. Design features vary with the primary
target class. Large populations of two-income families during
foreseeable high interest. periods, may yield high rent, luxury
apartments with special time saving appliances. At the same time,
the buyer profile can provide information on room layout. Population
and household information developed in the demand analysis may
indicate potential growth in family sizes, thus greater emphasis
should be placed upon the development of houses with adequate
room for children's activities. Growth in thé elderly population
may signal the need for smaller housing units and smaller lot
requirements or extablished grounds maintenance programs.

Nowadays progressive builder/analysts view the national
market for new developments which may provide competitive edge
in their developments. Many developers have observed the California
market for housing innovations establishing the trends that will
follow in the remainder of the country.l68 The condominium,
garden apartment and zero lot line development introduced new
concepts in the real estate industry. Some of these new ideas
may face skeptical acceptance if introduced in other market areas.
If adequate advance demographic, social and economic review is
completed, and the results indicate possible acceptance of these
new concepts, the develcper may have consideraﬁle success marketing
them.

In general, the best market segment to serve is the one
which is most profitable and which best fits the builders®
capabilities.l69 With market research, the builder should have some

idea of potential market targets. The builder should then review
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each of these areas ascertaining the products required, the ability
to deliver these products and, the availability of adequate development
land.

The purchase of land must be carefully considered because it
influences what the product will be and what market will be served.
In most cases, market analysis should be conducted prior to the
purchase of land; subsequent knowledge of the market requirements
will provide a guide to land requirements. Buving land first because
it is offered, then developingrit may prove to be gquite profitable,
however, the success may be much less than without advance analysis.

Land decisions are based upon specificatiens related to the
type of land needed to serve the selected market. High-priced housing
may require larger lot sizes, more isolated locations and special
amenity features such as golf courses, stables or recreation centers.
Lower price range housing may be better suited closer to the employment
éenters on smaller lot sizes or in apartment developments. The
simplest approach to land selection is to build where similar
products are being built, however, this may result in higher
land prices for those entering the development scene later.

Some emphasis must also be placed on the developability of
land, that is, the availability of utilities, zoning status, and
accaessibility to transportation routes. 1In addition, the impact
upon schools and other public facilities must be considered when

nlan approval is required by local government,

Overall, conclusions pertaining to new housing requirements
include: 1) Demand Analysis, 2) Supply Analysis, 3) Buyer
Profile Analysis, and, if development land has not been purchased,

4) Land Selection.
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9) Statistical Abstract.

The statistical abstract is intended to contain detailed
tables of only key data used in the analysis. Much of the
data used in the analysis can be included in the body of the text
along with tables, charts and maps. Text tables should be ccondensed
and minimized; detailed data may be provided in the abstract.

The analyst must avoid ovsrloading the text with statistics
thus reducing the readibility and distracting from key findings and

market observations.
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CHAPTER 4
SAMPLE MARKET ANALYSIS PROJECT

As a means of illustrating the usage of the market analysis,
a2 sample format has been devaloped. In this example, the market
study shall be directed toward a specific 160 acre site in
northeast Wichita, Kansas. The data provided in the analysis
has been collected from Faderal, State and local units of
government along with contributions from private individuals
and organizations within the Wichita, Kansas business community.
where data availability is limited or non-existent, the author
has developed approximations based upon indirect sources, 1l.e.
local econemic reporits, newspaper coverage, personal interviews,
institutional analyses or, in some ¢ases, performances of genaral

trzand analyses.
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CHAPTER

Proiject Introduction

Growth in the Wichita, Fansas area ig inevitable:; the
availibiliry of energy supplies, proximity to the sunbalt
states, accessibility to major shipping routes (truck, train

and air) across the ﬁountry and favorable public develovpment

policies prove this point. Because of this optimistic view intco

T

-hé: friure, the following market analysis has been developed

SN

or a 1690 acre site at 2ist and Webk Boad in Wichita, Kansas.

i the recearch have boen:

1. e Fekerning tne hovsing market votential available to
e cubiject site:
2. e dderitLfy the marbec comnoonents that could be most
” .

sucoescTu Ly attreated to the development with recommendaticons
units and price

A e mhe lype of Jdevalopment, mix of

PFOTa G
3. To develop ia~dspth data celated To the market, including
peatacion, housenanld, incole, curiment honsing and vacanay

Beone of Tha Re

The scope of “he research eovers the Jfollowing arzas

1, pefinivion of the morket awady
2. Analveie of repulation trends and characteristics, income

tevels, and houschold characteristics;

subdivisions, their
ranJes, amenities
have the bhest market
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CHAPTER 2

Project Abstract

The following conclusions have been developed for the
subject site:

1) bDuring the late 1270s, the demand for multifamily
housing expanded rapidly with single family housing purchases
dashed due Lo mortgage market conditions.

?)  Employment, hcuseholds and income grew during the
1970-1972 pericd and are expected to show continued increases
during the next four years. liousehold inccme has shown
continued growth with over 70 parcent of the households earning
over the $10000 level. Tin 510000 to $25000 income group will be
the primary turget group for houses in the $25000 to £62500
price range.

3) In analyzing the potential for high density developments
on the site, it was found the site has all necessary factors
{navural envircument, location, azcass) to compete successfully

with other comparable projects. The current housing activity in

1

garden apartments and townhouses is extremaly strong, based on
houses currently under construction, recently cccupled, or in
tne planning stages

4) The analvsis corntained in this study shows that the
subject property can readily absork a total of 2,75, 15.0 ard
17.7 units per month during the 1981, 1982 and 1983 periods.
Tha completion of this projent should be approximacely fourteen

months for the apartment. units and six months for single family

heousing.
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5) Based upon all aspects of the market analysis.as
presented in this study, as well as additional data and information
available to the consultant, the summary of the development

recommendations are as follows:

A. A clustering of fourplex units with mixed.
townhouse and garden apartments at a density of 8.0
units to the acre, which is concistent with other
units in the area. A total of 365 units for the

46 acres in scattered clusters would facilitate

marketing over the three year pericd.
There shall be two types of units:

a. 1 bedrocm/1 bath, $295.00/mconth rent
125 units or 34 percent of the total multifamily
mix.

bh. 2 bedroom/1l bath, $340.00/month rent
240 units or 66 percent of the total multifamily

mix.

The multifamily units shall include centrally

located site amenities as indicated bhelow:

a. Pool
. Clubhouse

c. Carports

B. The plarnned development shall also include
133 single family detached units with the

following characteristics:

a. 2 bedroom/1 bath, 1400 square foot at a
sales price of $42C00.
48 units or 36 percent of the total single

family unite.

b. 3 bedroom/2 bath, 1650 square foot at a
sales price of §$51000.

85 units or 64 percent of the total single
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family units.
Single family houses shall be at a density of 3.4
units to the acre utilizing 39 acres of the site.
6) Because of the location and access, twenty acres of
the site should be considered for future commercial development
area. The ideal location would be at the intersection of
Webb Road and 2lst Street.
7) The remaining forty three acres of the site shall be
reserved for the following uses: 1) twenty (20) acres drainage

reserve, and 2) twenty three (23) acres for future development.
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CHAPTER 3

larket Area Determination

This stud,; is targeied toward a specific site, thusiv,
soma determinaticn of the market area must be developed to

ng the reguired statistical data basa. As

n

the market area is the geograpihic arsa within whick uniiz compete
against one anocher, it is important to realize the axteat ot these

boundaries. Figures 3-1 and 3-2 provide political boundaries

1,2
for the Wichita SMSA orze and Wichita City limits, respectively. '

Besides the political boond: iransportation systens must

-

bz revliecwed o ascarbain commiting Jistances to employment and

comaercial centers.  Figores J-3 ard 34 illustrate enisting

and Fraasportalb lon systems wizhia the #ichita SMSA and

<

-

- i i - W & . Co e
the Wichita City viciulty. Azsociatoed with bthese systems

4

are exisiing vublic trvenzit lines {Figure 3-3] , employment:

)

"

. . ; o
ard commercial  centers (Figura 3-7) .

¢

centers (Figuro 3-%

The identification of the market arca shall be based upon a

four phése process: A)  Establish the general market area
(Figure 3-3), PR} Establish the competitive area utilizing the
major employmeni genters as the target of competition with a
twenty winute cummicing time in all directions from these

centers (Vigure 3-3), () 1

L3

it ths competitive area to the physical

charactelr of the area, that is, the existing and prcpesad

rransportation systems, any physical bcundaries or rivers (Figure 3-10), and
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D) Derermine the specific market and competitive areas. The
specific market will be the basis for the data collection; some
flexibllity must, however, be allowed for potential craosscver

from adjacent competitive areas (Figure 3-11).

CHAPTER 4

-Egea%qunomig_Coﬁditicns Analysis
The Wichlita, Kansaslmeﬁ;opolitan area economy has had a
varied history an@,'ilke nost cltizs of it=s size, nas had its
share of ups and downs. Tfade was the basis of the city's founding.
Tn 1864, the lMead Traaing Post was established at the junction of

s s e . I . .
the Arkansas and Litile Arkansas fivers, The geographlic area

was ideal as th=s vich zoils, moderate climate and adequate

=
tad
i
-
—t

rainfall encouseged agriculture and the raising of cattle. n =
the cibty was incorperated serving as a major cattle snipping

station on the Chisholm Trail and, in subsequent vears, as a
2
maicr canter for grain milling.

Tha turn of the century brought about new growlh within the
city including the introduction of industrialization. Tae
discovery of oil in 1895 provided a major stimulant and the
economic boom created lncreasing population and employment..

By 1910, oil and agriculture had caused the population to

4 R 3 ”
exceed 53,330 nerscns. The development of the moderate scale
aircraft industry near the end of World War I resulted in Wichita
experiencing a doubling of population to 111,100 rersons,.

The 1920s and 1830z fostered the beginning of Wichita's nickname

"The Air Capital of the World,' with the introduction of Cessna
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Aircraft Company, Besch Rirplane Company and Boeing's Wichita
division.

The W.W. II pericd signaled a major boom for these industries
with around the clock production of war planes and support materials.
The population swelled with workers arriving from Oklahoma, Texas,
Arkansas and rural parts of Kansas. A mild recession was experienced
in the aircraft industry following W.W. II, however, the Korean
conflict caused new expansion with a concurring increase in
population.

The almost single industry reliance which Wichita
experienced with aircraft manufacturing proved a major dektriment
to the economy in 1$57. A large scale recession developad with

; : : 5]
large numbers of people leaving the city.

Fertunately, American
‘and international cormanies vegan ucilizing more light plaunss

for business purposes in the ecarly 1960s raviving the industry
fer the entire decade until ancther recession in the early

1970s caused layoffs, high unemployment and major econouic

chaos.

The econcomy of the Wichita, Kansas area has, then degended
considerably on the aircraft industry. In 1957, nearly 34 percent
of Wichita's wage and salary employment was directly attributable
to the aircraft industry.7 Strong sales efforts on the part of
iocal bankers, civic leaders and businessmen have attracted new,
diverse trade and service related businesses to the community thus
reducing the total aircraft employment in 1979 to 20 percent of

Wichita's total non-farm wage and salary employment. Table 4-1

provides a comparison of Wichkita's total non-farm wage and
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Table 4-1

Employment Comparisons
Annual Averagas

Year 'Waqzozfg;?ary Manufacturing Aircraft & Parts Nonmanufacturing
1970 140000 29450 (28%) 20850 (15%) 100550 (72%)
1971 134400 34000 (25%) 15200 (1ls) 1004b0 (75%)
1972 143900 41050 (29%) 20150 (14%) 102850 (69%)
1973 iBe350 48550 (31%) 24750 (16%) 107800 (69%)
1974 166050 51500 (31%) 27800 (17%) 11415G (69%)
1975 170100 52450 (31%) 30100 (18%) 117650 (69%)
1976 175200 51200 (29%) 27500 (16%) 124006 (71%)
1977 178400 51300 (29%) 26900 (15%) 127100 (71%)
1978 191200 53100 (31%) 33700 (18%) 132100 (69%)
1979 204800 7400 (33%) 4G200 (20%) 137400 (67%)

Source: Kansas Depariment of Human Resources
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salary manufacturing, aircraft and parts and trade and services
empleyment for the vears 18970 threough 1979, The figures indicate
fairly steadv employment since 1270 with much less dependence upcn
the 'one industryv' concept of the 195Cs and 1960s.

Araa unenployment rates have also fluctuated in response
to the area's economy. Table 4-2 provides a pattern of average

annual unemployment rates.

The local economic conditions may be analyzed by means of
an economic base analysis. This process includes the following
steps:

A) Local Employment Analysis,

B) Comparative Employment Analysis,

Iy Tocation Quotient Development,

D) Erployment Projection,

%) Population Projection, and

F) Tncomws Analysis.

A) Local Emplowviient Analysis.

The local emnlovient analysis provides a comparative view
of the various ssotors of the loczal sconomy and reveals key growth
arzas within the ccumunitr., Table 4-3 provides such an analysis
for the Wichita SHMSA area,

The findingz of the analysis area as folilow:

0]

1) Manufacturiag, =specially in durable goods (metal product
fabrication, macninery and aircraft equipment), showed
extremely high 2mployment increases. The rapid rise in
purchase of pusiness planes and in defense spanding during
the latter parts of the 70s fueled this increase.

2) Construction employment yielded the highest percentage
change of all the industry groups. As the aircraft
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Unemployment Rates
Wichita SMSA
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Year Unemployment Rate
1970 8.1%
1971 9.1%
15872 5.1%
1973 3.6%
1974 3.7%
1975 5.7%
1976 5.4%
1977 A.T75%
1978 3.3%
1979 1.6%

Source:

Kansas Department of Human Resources
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industry goes, so goes the housing and supply trades.

3) Trade and Service related business showed good employ-

ment increases, again, due to the improvement of the
manufacturing sector.

B) Comparative Employment Analysis.

The purpose for the comparative employment analysis is to
establish relationships between the local economy and the national
economy. Such a comparision provides the analyst an opportunity
to review the local economic strengths as well as weaknessas
when compared to nationwide employment statistics. National
employment statistics are illustrated in Table 4-4.1 Taple
4-5 provides the summary information comparing national and
Wichita rate and percentage change in the various employment

sectors.

C) Location Quotient Development.

The locational guotient represents a ratio for testing whether
a certain industry can be considered as an export or basic
economic activity to the community. Besides providing comparative
employment analysis, Table 4-5 provides a summarcy of locational
quotient (LO) development. An LQ of less than one means an
industry withia the area meets less than the reguirements and
had to supplement its stock through imports. An LO in excess
of 1.00 indicates the ragion produces above its own needs thus
providing export goods.

The kev points from this Table are:

1) Manufacturina, especially of durable goods, is a

strong basie industry within the City. Major

grewth in the aircraft sector in the late 1970s
was the key factor for maxket strength.
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Retail trade is an extremely important basic industry.
Wichita cerves as the primary regional marketing center
for most of southern and socuthwestern Kansas thus the
importance of the trade.

Mcst of the employment sectors in the Wichifa economy
react similarly to the national economy.

D) Employment Projection.

The development of employment projections are essential for

subsequent Bstimates of earning power within the economy {which

may lead to home purchasing). The procedures for developing

these projections are as follow:

1)

2)

L
.

2)

5)

iy
-

7)
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PBasic/Non-kasic Andlysis of Individual Industries. (Table

4-6). This Table providez a numerical breakdown of
emnloyment based upon the basic or non-basic strengths
of the industrial group.

Determination of Urban Base Multiplier. {Tzble 4~7).
The Urpan Base Multiplier of 3.60 indicates that an
anticipatad level of basic ewploymentc in the future
Wichiis eccnowy is multiplied 3.60 Limes to derive
the fuiurs +otal employment for a specific vear.

Geterminacicn of Base-Service Ratic. (Table 4-8).

1 base-goivics ratio indi s that increase in

s basio sector employment will increase the non-basic
sloyment by 2,60 times in a given year,

ination of Fmplovment Meltiplier. (Table 4-9).
splovment wultiplier indicztes that increases
ivi the naxt four vear pericd will add 2.00 times the
initial increase to the non-basic employment.

Rasic Employment Projections. (Table 4-10).
Assuming the 1975-1979 economic growhii continues for
the 1979-1983 period, the basic sector growth would
reach 62177,

:ic Employment Projections. (Table 4-11).
Utilizing the projected basic employment figure times

the 2.00 expicyment multiplier, the projected 1983
non-basic employment will be 170,738,

Total Fmplovment Projections. (Table 4-12).

The sum of the projected basic and non-basic figures
provides a 1983 employment vrojection of 239,915, On
an annual basis, che employment projection in the
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Table 4-7
Determination of Urban Base Multipliers
Total Basic Urban Base Future Estimate
Employment Employmnent Multipler of Urban
1975 1979 1275 1979 1975 1979 Base Multiplier
170100 204800 45757 57472 3.89 356 3.60

Source: Tables 4-2 and 4-6

Table 4--8

Determination of Base-Service Ratio

Basic Jon-basic llase-Service

: Rati

Emnloyment Employment Ratio quim;ie
1975 1979 1975 1979 1975 1972 R
45767 57472 124333 147328 2l 2.56 2.60

Source: Table 4-6

Table 4-9

Determination of Employment Multiplier

Basic Emplovment Non-basic Fmployment fmployment Ratio
1875 1979 Change 1975 1979 Change Multiplier Estimate
45767 57472 11705 1243233 147328 22995 1.96 2.00
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Table 4-10
Basic Employment Projecticns
1975 1979 Chanage Projected
Basic Employment Basic Employment 1975-1979 Basic Employment
1983
45767 57472 11705 69177
Source: Table 4-6 7
Table 4-11
Ncen-basi¢ Employment Projections
Basic Change: ruployment Projected 197¢ Projected
1975-1979 Multiplier WWen-basic Change Non-basic Mon-hasic
Employment 1983
11705 2.00 23410 147328 170738

Source: Tables 4-9 and 4-10

Table 4-12

Total Employment Projections

Projected Projected Projected
Basic Non-basic Total: 1983
69177 170738 239915

Source: Tables 4-10 and 4-11
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Wichita SMSA will be approximately 8778 (Table 4-13).

8) Projected Employment Distribution. (Table 4-14).
Employment distribution parcentages for 1983 have
been developed from a 19275 and 1979 trend analysis for
all major industrial groups. These percentage figures
have been translated to an annual numerical increase
as indicated in Tabie 4-15.

E) Population Projection.

Utilizing the average annual emplovment projection data
and an average annual participation rate (the total emploved
divided by the total population, in this case, based upcn

past trends), zn 2stimation of veariy ctrojected populaticn

-
i : L R
may be determined, Teble 4-16 provides this analysis.
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Table 4-14
Projected Percentage Employment Distributicn
Wichita SMSA
1975, 1872, 1933
Major Industry . 1975 1979 1983
Group % Distribution % Distribution % Distribution
Manufacturing 30.83% 32.91% 31.37%
Durable Gocds 24,51 27.44 26.37
Nondurable Gds 6.32 5.47 5.00
Mining 0.94 1.07 1.35
Construction 5.32 5.71 5.48
Transportation,
Communications,
Utilities 5.29 S.22 5.15
Trade 22.08 21.58 21.30
Wholesale : 5.91 5.76 5.60
Retail 16.17 15.82 15.70
Finance 4,85 4.54 4.45
Services 17.93 18.08 20,10
Government 12.76 10.89 10.80
TOTAT, 100.00% 100.00% 100.00%

"

Source: Table 4-3
Ruthor



Table 4-15

Numerical Employment Distribution

Wichita SMSA

2nnual Basis
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1979-1983
Major Industry Percent Annual
Group Distribution Numerical Increase
Manufacturing 31.37% 2754
Durable Goods 26.37 2315
londurable Gds 5.00 439
Mining 1.35 118
Construction 5.48 481
Transportation,
Communications,
Utilities 5.15 452
. Trade 21.30 1870
Wholesale 5.60 492
Retail 15.70 1378
Finance 4.45 391
Services 20.10 1764
Government 10.80 948
TOTAL 100.00% 8778

Source: Tables 4-13 and 4-14
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Table 4-16
Population Projections
Wichita SMSA
Participation Rate Development:
1970----Total Employment 140000
Total Population 389352
Participation Rate 35.96%
1975~---Total Employment 170100
Total Population 378745
Participation Rate 44 .,91%
1979----Total Employment 204800
Total Population 396400
Participation Rate 51.67%
Annual Population Projection:
Projected Projected Frojected
Year Employment {(8778/Yr) Participation (1.08/Yr) Population
19830 213578 52.75% 404887
1981 222356 53.84% 412994
1982 231134 54.92% 420856
1983 239912 56.00% 428414

Source:

¥ansas Department of Human Resources (Employment)
Sadgwick County Assessor's Office (Population)
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F} Income Analysis.

Between 1975 and 1979, the median income per capita and per
household increased from $6253 to $9400 and $i4100 to $21770,
respectively. (See Tables 4—1713 and 4—1814 for the statistics).
This rapid growth is evident in the increasing number of
households which have cash incomes of greater than $10000.

In 1970, 37.5 percent of all families had cash incomas of

$10000 or more; in 1979 the percentage had risen to 70.6 percent
of the total households. (See Table 4-19)%5 This Table

z130 illustrates the eligible sales price range for each income
category; it may be noted that with the average Saleé price

of new housing in excess of the sixty thousand dollar range,

anly about one in five of the population is eligible for

' purchase. Such a factor may be critical when developing

£3inazl housing analvses,

) General Fconomic Conditions.

an ohvious sicnal of growth within the economy is

. - . ; 15
s receipt data for the area. (See Table 4-20). 2

iz gal

beH
&

In the paskt ten years, gross sales receipts for the
Sedgwick Coualy portion of the Wichita SMSA have increased

by over 170 percent: or at a 17 percent basis per year.
¥ P
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Table 4-17
Per Capita Personal Income
Wichita SMSA

Actual % Chanage Annual Projected

Area Per Capita Income 1975-1979 Percentage Per Capita

1975 1979 Actual Change Income-1983
Wichita

SMSA  $6253. $9400, 50.33% 12.58% $13630.

Source: Department cf Commerce, Bureau of Economic Analysis

Table 4-18

Household Income
Wichita SMSA

Actual % Chanae Annual Projected
Area Household Income 1975-1979 1979-1983 Household Income
1575 1979 Actual Estimated 1983
Wichita
SMSA $14100. $21770. 54.40% 13.60% $32220.

Source: Sales Management, 1975 and 1979 Survey of
Buyina Power




Table 4-19
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Household Income Breakdown

Wichita SMSA

Author ~ 1979 Estimate

Year Eligible Price Range

Income Range 1970 1975 1979 (2.5 Times Income)

~ Low High

$0-2999 13.9% 8.5% 7.5% - $ 7498.

$3000-4999 11.0 6.9 7.2 7500. 12498.

$5000-7999 20.9 8.8 8.6 12500. 19998.

$8000-9999 16.7 7.6 6.1 20000. 22498,

$10C20-15000 24.7 23.5 22.3 25000. 37500.

$15000-25000 9.9 31.5 27.1 37500. 62500.
$25000 plus 2.9 13.2 21.2 $62500 Plus

TOTAL 100.0% 1C0.0% 100.0%

Source: Sales Management, July issues for years cited
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Economic Viability of Wichita

Sedgwick County

Year

Retail Sales

Percentage Increase

(Dellars)
1970 $ 753,550,158 + 7.2
1971 842,116,656 11.7
1972 948,094,000 12.6
1973 1,130,367,411 19.2
1974 1,263,744,972 11.7
1975 1,401,000,000 10.8
1976 1,565,764,827 11.8
1977 1,668,865,000 6.6
1978 1,932,549,000 15.8
1979 2,036,213,800 5.4
Snurce: Kansas Department of Revenue, Planning and

Pesearch Bureau
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Chapter 5

Demand Analysis

Population and household trends ai‘e essential indicators
of the structure and performance of the region's housing
markets. The prevailing economic conditions of the market
area represent the primary stimulant tc popu ulation growth
and household development and, in turn, to overall demand
for housing units. These factoré have been viewed in depth

to aid in trhe ultimate quantitative determination.

Fopulation Aralysis.

“he poptlation analysis will include the folleowino steps:
1}  Trend Analysis, 2) Age Analysis, and 3) Color and Race

Anzlyasis.

Trond Acalvysis.  The Wichita SMSA has shown considerable

porulation flochuotions based upon the overall conditions of
vha area econcmy. {(See Table 5—1}.1’2 At the becinning of
the 1970’s, a mator reduction in aircraft hiring caused a large

1as just recently been

T
&)
¢}
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recoversd, The overall trend in the #Wichita SMSA area has

been ioward slow and steady orowth.

Age Analvsis. The ace structure is important in

the determination of types of veal estate demanded in

the market place. Tahle 5-2 provides distributicn patterns
5 : y , 3 ;

for the population in the study aresa. Over the past nine

vears, the ace of the vopulaticn has increased with slightly

more of the populatien falling in the 20-44 year categeory.
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Table 5-1
Population Trends
1970, 1975, 1979
Area 1370* 1975%%* 1979%%
Wichita SMSA 389352 378745 396400
Butler County 38658 39522 42342
Sedgwick County 350694 339223 354058
Wichita City 276554 264669 278578
Population Trends
Wichita SHsSA
. Numerical Percent Increase
Year Population
Increase Per Year
* 2
1560 3nleR0 7995 2.02%
* 2
1970 38935 -10607 272
* *k i
1375 378745 4567 1.01
1976%% 383312
76 . 488 0.13
1977** 3338
1971 33800 3000 0.78
1978%** 386
8 386800 9600 2.48
1979%%* 396400
Source: * 0,5. Department of Commerce, Census of Population
** FKansas 5tate Board of Agriculture
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Table 5-2
Age Distributions
Wichita SMSA

A s 1970 Percent 1979 Percent
g up Numbers Distribution Numbers Distribution
0-9 65489 16.823% 58826 14.84%
10-14 34769 8.93 32306 8.15
15-19 40648 10.44 38253 9.65
20=24 39402 10.12 41186 10.39
25=34 59883 15.38 66000 16.65
35-44 38156 9.80 42573 10.74
45-54 42829 11.00 43525 10.98
55-64 35237 9.05 37817 9.54
65 + 32939 8.46 35914 2.06

TOTAL 388352 100.00% 396400 100.00%

Source: Estimaves, based on Wichita City Percentages



213

(42)

This indicates some increased need for both rental and sales
hcusing with the final quantitative decision based upon the
income levels for each grcup.

The school age population has also dropped drastically
during the past nine years. Table 5-3 illustrates enrollment
for the Wichita City school system, with such an analysis
indicating trends toward fewer children and smaller family
sizesﬁ This indicates the need for reduced housing size,
greater emphasis on design for the couple and less dependence

upon school proximity for marketing.

Color and Race Analysis. Table 5-4 [llustrates sex and

o s . 3,6
race characteristics of the area population.”’

The Wichita
market area is composed primarily of whites with about

11 percent of the current population belonging to minority
racial groups. Statistics as to the income breakdown of the
racial classes is not readily available, however, deneral
knowledge indicates larger numbers of lower income families
among thase minority populations. The effect of these

racial elassifications on the immediate market is limited,

due to: 1) liower incomes available for new housing purchases
or apartment rentals, and 2) few private developers are willing

to build new structures for these groups at a reduced return

on investment (not including FmHA 515 low income housing ).

Population Prciection.

Population in the primary market area increased from
378,745 persons in 1975 to 396,400 persens in 1972, a gain

of 17,655 or 4.7 percent. This slow and steady growth has



Table 5-3

School Enrollment
Wichita City
1960, 1970, 1979
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Total
Year School Enrollment
1960 55788
1970 63811
1971 59686
1972 56585
1973 55030
1974 52601
1975 50948
1976 49347
1977 47236
1978 45793
1979 44886

Source: Unified Schoel District No. 259
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Takle 5-4
Sex and Race Characteristics
Wichita SMSA
1370-1979
Year
Characteristic 1970%* 1979%%*
Number Percent Number Parcent
Total Population 389352 100.00% 396400 100.00%
SEX
Male 189305 48,60% 194632 . 49,.10%
Female 200047 7 51.40% 201768 50.9
RACE
White 357836 51.50% 352400 88.90%
Black 28017 7.20% 36865 9.30%
Other 3499 0.90% 7135 1.80%
Source: * U.S. Department of Comuzrce, Census of Population, 1870

*% Kansas State Board of Agriculture, 1979
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been a common characteristic of the Wichita market area.
Population growth in the Wichita SMSA results from major
factors which should provide a continual influenée on population
increases in the near future:

1} The military aircraft industry, especially at Boeing,
should continue stable growth, and,

2) Employment has increased within the primary market
area during the last seven years.

As depicted in Table 5-5, a total of 422,682 persons is
projected for the Wichita SMSA primary hcusing market area by
1983. The anticipated avefaée increass of 6570 persons annually
during the 1980-1983 period is subkstantially greater than the
increase of 4414 persons per year experienced in the 1975 to 1879

period. {(See Table 5-6).

Household Analysis,

The household is the key unit of housing demand, therefore,
some analysis of trends and the development of projections is
requl red.

Household Trends., The total number of households in the

Wichita SMSA increased from 125,051 in 1970 to 145,442 in 1879,
a gain of 20,391 households or 22656 annually, over the nine year

period. (See Table 5—7).7'3

The amount of change was greatest in the
Sedgwick County as a large number of people moved to homes built in

county land surrounding the city limits. This also indicates a

general mcvement from the city to suburban lifestyles.

Household Size. The average household sizes for the Wichita

9
SMSA in 196G and 19270 were 3.2 and 2.1 respectively (See Table 5-8).



Table 5-5

Population Projection
Wichita SMSA
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Year

Method 1980 1981 1982 1983
Extrapolation 1 4€0814 405228 409642 414056
Extrapolation 2 403694 410988 418282 425576
Labor Force 404887 412994 420856 428414
PROJECTED

POPULATION 403132 409737 416260 422682

Source: Estimates by Author
Table 5-6
Population Growth
Wichita SMSA
1975, 1979 and estimated 1980-1983
Numerical Percent Increase
L Population Increase Per Year
1975 378745 17655 1.17%
1979 396400 6732 1.70%
3132
e 403132 6605 1.64%
1981 409737 6523 1.59%
1l
1982 416260 6422 1.54%
19833 422682
Source: Estimates by Author
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Table 5-7
Househnld Trends
1970, 1979
Year Total Percent Annual
Area 1970 1979 Numerical Ch:n " Numerical
Change g Change
Wichita SMSA 125051 145442 20391 16.3% 2266
Butler County 12625 14272 1647 13.0 133
Sedgwick County 112426 131170 18744 16.7 2083
Wichita City 92751 104622 12172 13.1 1352

Source: U.S. Department of Commerce, Census of Population, 1970
Wichita-Sedgwick County Annual Intergovernmental
Enumeration

Table 5-8

Household Size
Wichita SMSA, Sedgwick and Butler County
1960, 1970, 1979

Area 1960%* 197G* 1979** 1983**

Wichita SMSA 3.2 3.1 2.8 2.75

Sedgwick County 3.2 3.0 . 2.8 2.7

Butler County 3.2 3.0 © 2.8 2.7

Source: * 1J.S. Department of Commerce, Census of Housing, 1960, 1970

** Fstimates by Author



By 1979, the size had dropped to an estimated 3.0 persons per
household. Both the Butler and Sedgwick County areas also

noted slight reductions in the household size.

Household Size and Numerical Projections. During the

1979-1983 period, the average household size is likely to
decrease to about 2.8 persons per household. The reasons for
this projection include:

1) The growing tendency to have small families (fewer
children), ;

2) The iﬂcreasing number of divorces and annulments (Table

5-9) thus forming more single head households, and,

219

(48)

3) Fairly static marriage numbers creating a lesser proportion
of the total population, thus more individual households.

In the same period, total households are projected to increase

to about 157585 by 1983 in the Wichita SMSA. This figure

represents an average annual addition of 3036 new households

between 1979 and 1983. Larger numbers of divorces, fewer marriages

and tendencies toward smaller families are supporting reasons for

such a projection. (See Table 5-10)}.

Chapter &
Supply Analysis

Supply Analysis is concerned primarily with the review of a

number of Factors including the existing housing inventory, residential

construction activity, residential demolishments and property

" conversions.



Table 5-9

Marriage and Divorce Statistics

Sedgwick County
1960, 1270, 1979
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Year Marriagés Pivorces
19879 4158 3322
1978 4261 3007
1977 4102 2869
1976 4184 3007
1975 4323 2865
1974 4324 2425
1973 4304 2192
1972 4001 2163
1971 3652 2019
1970 3651 2047
1960 2326 1033

Sources:

Kansas Department of Health and Environment



Table

Household Projection

5-10

Wichita SMSA
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Year Households Numerical Percent Increase
Increase Per Year

1970 125051

20391 1.81%
1979 14E442

2763 1.90
1980 148205

3038 2.05
1981 151243

3176 2.10
1982 154419
7 3166 2.05
1983 157585 P

Sources: Estimates by Author
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The existing housing inventory must be assessed in terms of
certain housing characteristics including tenure, types of structures
available within the market area, rent and price ranges and conditions,
Tenure. The types of housing available on the market are
reflected in Table 6-1.1 As shown, owner occupied unit distributién
has increased slightly from 1970 to 1979 while the vacancy rates
have been stable for sale units (1.6 to 1.8 percent) and have
decreased considerably for the rental units (12.4 to 1.2 percent).
In addition, the median vaiue of owner occupied units has increased
by over 213 percent in the last nine years while price levels
charged for rental units has increased by 75 percent. This
major difference in housing costs may partially explain the
rige in renter occupied units.
Table 6-2 illustrates the means by which the current estimate
(1979) was determined utilizing 1970 Census data as the
base vear.

Type of Structure. Table 5-3 provides a numerical and

percentage breakdown, by tenure group, of the structure types

; 3 X : g
utilized between 1970 and 1979. Minor changes in all housing
areas were evident.

Rent and Value. Distribution of the housing inventory by

rent and value are used primarily in providing an understanding
of housing quality and the general price ranges commanded on
+he free market. Table 6-4 indicates distribution characteristics

for sale and rental housing for years 1970 and 1970.4 Sale values
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Table 6-1

Tenure Characteristics
Wichita SMSA

1270, 1979
TRRL Change: 1970-1979
Character 1970 1979 g
Numerical Percentage
All housing units 134490 147300 22950 17.1%
Vacant-Seascnal/ )
migratory 119 250 131 110.0%
All year rcound units 134371 147050 22819 16.9%
Owner occupied 230939 89489 8550 10.6%
Median Value $13400 $42000 $32600 213.4%
Renter occupied 44112 58512 14400 32.6%
Median Rent $80 $140 $60 75.0%
Vacant year round 8801 2313 -4488 -65.0%
For sale only 1338 15611 273 20.4%
Vacancy Rate 1.6% 1.8%
For rent 5463 702 -4761 -87.1%
Vacancy Rate 12.4% 1.2%
Ownexr occupied 64.7% 69.0%

Source: U.S. Department of Cormerce, General Housing
Characteristics
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Table 6-2

Estimates of Current Tenure
Wichita SMSA

1970, 1979
Numbers
A

Characteristic Renter Occupied . Owner-occupied
1970 Census Estimate. -

of Units ) 44112 80939
1970 Census Estimate :

of Unit Vacancies 5463 1338
Total Units Authorized

1970-1979 14400 8550
Total Units Demolished

1970-1979 -5161 =227
Total Units Converted

1970-1979 +400 +500
1979 Current Estimate

of Vacancies =702 -1611
Total 1979 Unit

Estimate 58512 89489

Source: U.S. Department of Commerce, General Housing
Characteristics
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Table 6-3
Housing Units by Type of Structure
Wichita SMSA
1970, 1979
T Number Percentage
Charastarlatic 1970 1979 1970 1979
All yvear round units 134371 157440 100.0% 100.0%
1 unit detached 104495 114800 77.8 72.9
2 unit or more 25378 27164 18.9 17.3
Mobile home 4498 6037 - 3.3 3.8
Owner occupied 80939 89489 100.0%  100.0%
1 unit detached 74292 81400 91.8 91.0
2 unit or more 2697 3414 3.3 3.8
Mobile home 3950 4675 4.9 5.2
Renter occupied 44112 58512 100.0% 100.0%
1 unit detached 24955 33400 56.6 57.1
2 unit or more 18609 23750 42.2 40.6
Mcobile hcme 548 1362 1.2 2.3

Source: U.S. Department of Commerce, General Housing
Characteristics
Author
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Table 6-4
Housing Units by Value and Rent Distribution
Wichita SMSA
1970, 1979
Characteristic 1970 1973
Units  Percentage Units Percentage
Value of Ownerxr
occupied units
Total Units 70353 100.0% 86500 100.0%
$ 5000 or less 2884 4.1 952 1.1
5000 to 9999 15158 21.5 2768 3.2
10000 to 14499 24270 34.5 3546 4.1
15000 to 24999 19537 27.8 4066 4.7
25000 to 34999 5602 8.0 15916 18.4
35000 to 49999 1990 2.8 29151 33.7
50000 or more 912 1.3 30101 34.8
Median Value $13400 542000
Contract Rent
Total Units 42663 100.0% 57063 100.0%
5 60 or less 7675 18.0 1427 2.5
60 to 99 21083 49.4 3424 6.0
100 to 149 8864 20.7 10271 18.0
150 to 199 2042 4.8 18260 32.0
200 to 249 581 1.4 14551 25.5
250 or more 382 0.9 7989 14.0
No rent 2036 4.8 1141 2.0
Median Rent $ 80 $140

Source: U.S. Department of Commerce, General Housing

Characteristics
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changed considerably during this time pericd. Imn 1870, over (56)

§7 cercent of the housés were valued under $25000; in 1979,
over 86 percent of all housing was valued over $25000 with
the median walue at $42000. |
Similar change in rental values occurred during the
same period. The majority of rentals (88%) were wvalued underx
$150 in 1970; by 1979 the figure had changed to over 73
percent above the $150 rental value with median rent at $140.
In part, the increase in pricinc was due to higher prices
for land, construction supplies and financiné. Table 6-5
provides a building cost index for the Wichita viecinity
indicating nearly a tripling in overall construction cost
camponents? As is true with most conszumer goods, price increases

. in the housing production cycle have been passed along to the

final consumer.

Housing Supply Trend Analysis. The supply trend analysis

provides some indication of strong and weak housing market
vears within the study area. Table 6-6 indicates that betwsen
3970 and 1979, the housing inventory increased a total of
22550 (Average 2550 annual units cor 1.90% annually).E5 The higﬁ
of 3680 units ver year in 1572-73 was at the height of the
aircraft industry expansion followed by yvears of more average
development. The larce increase in 1978-79 was again due to

growth within the air industry.

current Residential Building Activitv. Table 6-7 indicates

the total residential building permits (by type) between 1970

and 1979 for the Wichita area..7 Variances in the types of permits



Table 6-5
Building Cost Index
1¢65-1979
Wichita SMSA
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Cost Index

(1963 = 100)
1265 115.0
1966 115.0
1967 115.0
1968 122.0
1969 129.0
1970 129.0
1971 145.d
1972 160.0
1873 160.0
1974 180.0
1975 240.0
1976 247.0
1977 260.0
1978 285.0
1979 315.0
Source: Wichita City Permit Department
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\
Table 6-6
Housing Supply Trend Analysis
Wichita SMSA
1270-1979
— Housing Numerical Percentage
Numbers Change Change
1970 134490
1971 135671 1181 0.88%
1972 138051 2380 it
1973 141731 3680 2.6¥
1974 143306 1379 1.11
1975 145726 2420 L8
1976 148426 2700 158
1977 150776 23y 1.58
1578 153151 2373 1428
1979 157440 HagH 280
Source: U.S. Department of Commerce, General Housing

Characteristics

Author
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Table 6-7
Residential Building
Permit Trends
Wichita SMSA
1370-1979
Units Percent
vear ;;ﬁii; nglymgi::ilymtal :mnﬁ; Fa:lflw:i\.jzy Flilamuﬁ; Total
1970 494 238 253 985 50.2% 24.1% 25.7% 100.0%
1971 475 110 548 1133 41.9 9.7 48.4 100.0
1972 460 22 1738 .2290 20.1 4.0 75.9 100.0
1973 495 112 2844 3451 14.3 3.2 82.4 100.0
1974 617 64 781 1462 42.2 4,4 53.4 100.0
1975 794 136 1352 2282 34.8 6.0 59.2 100.0
1976 788 264 1455 2507 31.4 10.5 58.1 100.0
1977 730 281 1295 2306 31.7 12.2 56.1 100.0
1978 820 268 1184 2272 36.1 11.8 52.1 100.0
1979 1080 366 1250 2696 40.1 13.6 46.3 100.0
TOTAL 6753 1621 12700 21384
Source: Wichita City Permit Department
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authorized indicate the general trend within the market place.
The 1972-73 period showed a tremendous increase in the number
of multifamily units provided. During this period, large numbers
of people were laid off their jobs with more of these pecple
occupying rental housing due to lower costs. The latter part of
the 1970s showed a fairly steady growth in two-family attached
housing with more people taking advantage of tax opportunities
available with this type housing.

Total net additions to the housing stock include information
pertaining to total new units (from Table 6—5), demolitions,
and conversions. (See Table 6—8).8 As indicated, building
demolitions reduced considerably the net housing numbers
added at vear end.

Net additions to the housing market varied over the
1970-1979 decade. Generally the direction of variation
was directly dependént upon the state of the economy in the
Wichita area. This will obviously continue to be a major
force upon future housing.

Chapter 7

Current Market Conditions

The current economic situation within the primary market place
must be carefully weighed prior to the introduction of new
housing construction. The introduction of an incorrect product
at an incorrect time will prove to be extremely risky from
the finsncial standpoint.
The kev conditions which must be reviewed include the
mortgage market, subdivision activity and the sales and rental

markets.
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Mortgage Market. The availability of mortgage funds to

the prospective buyer plays a key role affecting new construction
and the size of the vacancy inventory. Fund availability in the
Wichita area was extremely good in the early 1970s with

E-6 percent interest and forty (40) year terms. The later parts
of the 1970s have presented an. entirely different picture. 1In
May, 1279 mortgage rates in Kansas reached 11 perceni;, the maximum
allowed by law and the highest interest charged in the state for

home loans. Despite this high rate, the demand for mortgage
money maintained a high level. These higher interest levels, due

to limited mortgage money,have also curtailed the number of
90/10 and 95/5 1loans, thus limiting the lower income families
-from entering the ownership category.

In March, 1980, the Kansas State legislature removed the
11 percent usury limit allowing home mortgage rates to fluctuate
according to the readings of several consumer price indices.
With this new stipulation, mortgage interest rates in April, 1980
have jumped to in excess of 17 percent further eliminating those
families that had marginal chances of purchasing homes at the
lower rates.

Most Wichita savings and loan associations have made loan
qualifications much more stringent including requirements
limiting total debt (car and personal loans and mortgage
payments) to no more than 30 percent of the applicant's
total income. In addition, only loan applications for cwner-
occupied homes are Eeing accepted; no investment properties

are currently being spounsored.
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Most loan companies are limiting their exposure by reducing
or eliminating their loan commitments altogether. Despite
the high rates of interest charged customers, they are not
accumulating high profits on mortgage loans due to higher rates
paid on money market savings notes (the only way of reducing
the outflow of available ‘mortgage monies).

Some relief in the mortgage squeeze was provided in May of
1979 when over $25 million in money was made available through
the revenue housing bond program. This monef was to last for
an eighteen month period and was to be available for mortgage
and construction financing. The program was designed to provide
loans for moderate income buyers (to $25000 income) to purchase new,
$300001to $50000 homes with an interest rate of 8.2 percent,
nearly three percent lower than the conventional leoan rate.

This first bond program was initiated May 1, 1979. By May 30, 1979,
nearly all of the $25 million in available funds was committed
to over 600 homes.

This initial program provided some breathing room for
lenders, however, the continued demand for housing has forced
the Citv of Wichita to sponsor a second prcgram amounting to
over $60 miliion in mortgage funds. Pending final authorization
the money would be provided at a 12.25 percent interest rate -
with mixed ioan raties (95/5, 90/10, 85/15, 80/20) and a
thirty (30) vear term.

The availability of this lower interest money provides
considerable market stimulation in all sectors of the

construction industry. There are problems with the programs:
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1) The small amount of available funds is minor compared
to the existing demand for housing. (In 1978, Wichita savings
and loan associations made 12,733 mortgage loans worth over
$476.5 million (See Table 7-1 for mortgage trendsl), and, 2)
Pending federal legislation would prohibit revenue bond programs
due to their non-taxable status. It is feared that the spread
of this program may causé a considerable loss in tax collection

within the use area.

The overall mortgage money market may be summarized as
being very tight with conventional loans hovering around 17 percent
with 80/20 loan ratios for thirty (30) year terms. S&me
relief is available for lower income groups by utilizing the
revenue rond programs at 12.25 percent., The availability of
such money will, however, be guite limited (a maximum of 1000

homes may be affected by the $60 million bond issue).

Subdivision Activity. Construction continues at an

antive scale in the market areardue to three facteors: 1}
A large number of committed, low interest construction loans
are maintaining some activity, 2) Builders anticipate
firal approval on up to $60 million in low interest housing
revenue bonds thus they build for the anticipatory market,
and 3) Strong demand for housing even at higher rates is
still prevalent.
Tables 7-2 and 7-3 illustrate recent subdivision recordings
(single family and rental units) in the Wichita area.2
Tighter money will most iikely reduce overall construétion

activity, despite the high demand.
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Table 7-1
Residential
Mcrtgage Money Trends
Wichita SMSA
1270-197%
(millions of dollars)
vear e BT i Percentage Change
Amount Number Dollar Amount
1970 4683 $ 53.5
48.4% 57.0%
1371 6950 84.0
: 22.0 36.9
1972 8480 115.0
2.9 5.2
1973 8726 121.0
-3.3 6.6
1974 8440 129.0
22.1 55.0
1975 10303 200.0
' 21.0 45.0
1976 12467 29¢,0
15.8 26,3
1977 14442 366.4
; -11.8 30.0
1978 12733 476.5
3.7 49.1
1979 13200 525.6
Source: Fidelity Title Company, Inc.

Author
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Recorded Plats
Single Family Housing
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Nam? ?f. Type* Units baee
Subdivision Recorded
Sierra Woods, 1lst SFD 31 1/78
Crestview Country .

Club Estates SFD 330 4/78
Cottonwood Village SFD 105 8/78
Sycamore Village SFD 139 8/78
The Meadows SFD 52 9/78
Westlink Village, 16 SFD 280 9/78
‘Westlink Village, 18 SFD 383 11/78
The Trees SFD 31 12/78
Westlink Village, 17 SFD 269 1/79
Country Place

Estates SFD 63 3/79
Prairie Park, 2nd

Addition SFD 193 4/79
Cottonwood Village SFD 50 5/79
Whispering Pines SFD 89 5/79
Timber Lake Estates SFD 77 6/79
Fantasea SFD a5 6/79
Robbins Farms SFD . 240 7/79
The Park SFD 85 2/79
Arbor Lakes SFD 125 4/79

Source: Wichita--Sedgwick County Metropolitan Area
Planning Commission

* SFD = Single Family Detached
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Table 7-3

Recorded Plats
Rental Units

Nam? ?f. Type* Units Data
Subdivision Recorded
Fox Run TH 172 4/78
Cedarbrooke " TH 183 4)78
High Point East TH 185 - 4/78
Lincoln Meadows GH 140 6/78
Aragon GH 153 7/78
Cherry Hills TH 95 8/78
Sundance TH 85 1/79
The Broadmoor TH 185 4/79
MacArthur Point GH 144 5/79
Stoneybrooke East GH 148 7/79

Source: Wichita--Sedgwick County Metropolitan Area
Planning Commission

* TH

Townhouse

GH

Garden Apartment
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Major growth in the city appears to be concentrated in
the northeast and northwest sections of the city. These
areas also have the highest price and rent values in the city.
Figures 7—13 and 7—24 illustrate the general pattern of
sewer line and water line expansion Within the city along with

city/county fire services (Figure 7—3)5 for the general area.

Current Sales Market. At the present time the sales market

has been slowed due to high mortgage rates. New mortgage bond
money should ease the situation considerably for up to a
six month period. Figure 7-4 and Table 7-4 provide some'

S g y P 6
indication of the subdivision activity in the Wichita area. The

key point to observe is the absorption rate; that is, the number
of homes sold per month. As Table 7-4 indicates, new housing
in the range of $40000 to $60000 has the greatest demand as
judged by the absorption rates.

Site and unit amenities provide some marketing plus, however,
units in greatest demand are those with limited extras (due to the

axtra cost). This may be a strong indicator of future demand patterns.

Current Rental Market. Rentals are in high demand in the

Wichita area as indicated by Table 7—57. This indicates that the
vacancy rates are extremely low for all tyoes of rental units.
The abscrption patterns within the market area indicate that

new rental projects are absorbed into the market at a rate of

68 units per month. Future absorption will surely be greater

due to the tight money situation.
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City Vacancies by Quadrants:

Southeast Quadrant

No. of Vacancies

No.

Northeast Quadrant

Ne.
No.

Horthwest Quadrant -

No.
No.

Southwest Quadrant

No.
No.

of Units

of Vacancies

of Units

of Vacancies

of Units

of Vacancies

of Units

Market Absorption:

May,
May,
May,
May,

1976
1977
1978
1979

7472
8550
@201
9465

units
units
units
units

Average Annual Absorption:

822 units per year

Vacancy
36
3674

"Vacancy
41
1911

Vacancy
28
2809

Vacancy
11
1071

588
658
293
116

68 units

Rate:

Rate:

Rate:

Rate:

Il

vacant
vacant
vacant
vacant =

Il

pei month

1.0%

6884
7892
8903
G349

occepied

occupied, 1008 absorbed
occupied, 1016 absorbed
occupied, 441 absorbed

Source:

Fidelity Investment Company, Wichita Garden

Apartment Survey, May 9, 1979
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Figure 7-5 and Table 7-6 indicate competitive survey data
for rental housing in the Wichita area? As shown, recent
additions to the inventory have been absorbed at extremely fast

rates indicative of the strong demand in the rental market.

Chapter 8

Effective Market Demand

Evaluation of the future housing market.demand for an
area requires examination of the characteristics of the existing
housing supply, the vacancy rates, the rate of new construction,
competitive development, and prospective increase in households,
as well as anticipated trends in the social and economic
composition of the market. The review of these items will

provide a statistical base for analysis and interpretation.

Summary of Pertinent Conditions.

1) Population. The Wichita SMSA has experienced slow

population growth between 1970 and 1979 with an increase of about

7000 people to the primary market area. This growth is expected
to maintain a slow pattern with the projected 1983 population
to be 422682.

21 Households. This population growth will result in a
net addition of over 12000 households during the 1980-1983
peried. It shculd be ncted that, historically, the average
household size of the Wichita SMSA is shrinking. In 1960, the

area had an average household size of 3.2. By 1979, the



-
-
—ll.

nhf o

§9th

¥Kedhi

 53rd

37th

" 2abh_ .

215t

13+h

.
Co

bl .
e v I o
L P A b
— d o \n
e ¥ b wn

SITE

i,

prsom st nee

63Fd
T

— SurgecT

Y/ NOBTH

URYTPUCT

ITIL

;?# re

s oLy
(] -
e B |
m -
] —
(1 I =1 L]
=] N U
-~ @ 05
& [ = w-w o
e =~ 0 ¥
o>y A W o
98 0, 1Y
mm.va -
Q .1_@ [}
Lon o - O,
4 3%
. 7 .0
uy
] 1]
™~ a4
[5]
Q 0 St
orf
Py



259

S*L SL GL, g8 .
o ssnoyqnid Ma‘ov S*¢ sz . S& GZ. 00°0%2 eq&%T/aPdz g 6L/8 uado
= ‘Toog  fadxap 0°s 0s 05 09 0S°66T  eqr/Ipqr ¥ ; souepung L
1°L z6 56 66
sabexen Ma Pee ¥t o G 0T°'0FZ ®'g&4T/IP9T g 6L/€ uado
f*30 *u3 ‘1oog ‘3dad L 8% 0S 0s 00°S0Z  BqL/IPAl ¥ STITH AzxyD 9
sabeaey Ma Tt LZl SET  €ST
‘*30°u3 ‘Tood Jv‘adip G'g 6% 0g 09 00'0€Z  eqT/IPdZ d 6L/2 uado
‘asnoyqniy ‘8t 9 ¢ 8L 58 €6 00'S6T  ®4L/ZIPAL 4 uobeay °g
1°6 9f£T oFT o¥FT
Tood ‘30 ‘u3 B1T4’'OY 6°€ 8% 09 09 0T°0ZZ ®d%T/Ipdz g 6L/T uado
Aytanosg ay gz ‘3dad z°s 8L 08 08 00°68T  ®BAL/FPAT v SMOPESN
UTo2uTIT P
1°6 56T 91 S8T
¥°C of [o}4 S¥ 01°06¢ Bqez/Ipdg o]
sazodxensaTta’ oy Z°€ GS 09 oL 06°0T2 ®Ba%L/ZP9cC g 8L/11 u=ado
‘30 u3 ‘foog ‘3dap G'¢ 09 59 QL 00°0LT  ®dT/ZP4I ¥ 3sed 3uTod ybtH "€
ng 9°8 9%T €GT £ST
sabexen’aaTd’ ov 1€ [ £9 €9 02 "0S¢ Bqz/apde g 8L/T1 uwado
f3o*uz ‘1ood “‘3dip g'g ¥6 00T 00T 0S°06T  ®AT/IP]I ¥ 9)00IqIRPI]) *T
0°6 £GT SST LT
asnoyqnid o "% 69 oL z8 09°08¢  edz/ipdqe g 8L/TT u=do
‘30*u3 ‘Toog “3dxp 6°¥ ¥3 58 06 05°60Cs BAT/IPYT ¥ uny xoJ T
u—UWﬂOH.H u..wﬁ_u #EOH#QHDMQ.«& muwu.ﬂwm.. ..._..m ,._uﬂ.mm @wﬁﬁm.mm_. JUDY u;.nCD ueTd uUwHOH&
saanjea.q uotydriosqy 3usy JoRAJIUCD a2dAg "
AJTUTOTA BRITYDITM

s3TUupn [elusy ‘Aeains satitiedwod

o-L 2T9EL



251

(80)

uotadzosqy o 234 ATUIUOW

Jouyany Aq So1wWIlsH

TooESd pue olbey B3TUDOTM :90INOS
£°9¢ SFT  8¥PT SF1
2ITq g's €2 F ve 00°08¢ BgZ/IPgE D
*30*u3 ‘yood Mg ‘OV 0°8T zZL FL VL 00°0ZZ BA%T/Fpdc d 08/ uadp
‘sebexeny ‘3did A 05 0s 0§ 00°S6T eqr/aIpdy ¥ ayooxqisuols 01
A XA 91T  0CT aTA
esnoygu[d ‘12 °xTJ‘OY 9°6 8% 05 9 00°082 eq%T/Ipdz 4 6L/21T uado
‘ul ‘oxer  ‘3dad 9°€l 89 oL 8 00°0€zZ BqT/IPqT ¥ jutog
INYIIYORH "6
2ITa 0°'0¢ 08T S8BT 58T
esnoyqnry - Ov¥‘Ma 0°€T 8L 08 08 0Z-0LT eqz /Ipds g 6L/1T uadg
‘=30 *u3l ‘T00g f3dxp 0°LT 20T  S0T SOT 01°0ogzs eqi/apdc ¥ JIoowproIg "g
3oaloxg __3Tun yuoTadIOSqYy PO3IUSY 3ITENE PaUURTd Jusyg 3TUn wetq J09L01d
saanjeod uotidicsqy uay piel-kimlilel) 2dAT
bursnong Tejusy ‘Aeaxng saTATI=dWOD

*3,U00 9-4 °TqEl



252
(81)
average size househcld in the primary market area had dropped to
3.0 with a projected 1983 size of 2.8. This continuing reduction
‘will intensify the demand for smaller two- and three-bedroom
housing units by young families and empty nesters.

3) Employment. Between 1975 and 1979, the civilian work
force increased at a faster rate than did the population in the
Wichita SMSA. Manufacturing noted large increases (due to the
aircraft upswing) as did the trade industry. Efforts to
maintain diversity within the economy have established a much
stronger employment base. Continued employment opportunities
are noted, however, some downturn may be expected in aircraft
production due to the cyclical nature of the industry.

45 Income. The priﬁary housing market has exhibited a marked
change in the income structure of the population. In 1970,

37.5 percent of all families had cash income of $10000 or more;
by 1979, the figure had risen to over 70.6 percent. The rise
in income coupled with the smaller household size indicate the
possibility of more available funds for housing purchase,

-

5) Existing Housing Supply. The past tenure trends have

beer towaird ownership with 69 percent of the 1979 households
owning their housing unit. The future may see a stabilization or
2 reduction in this rate due to higher mortgage rates.

For sale housing vacancy rates have been fairly stable for
the 1970-1979 period; this'rate may be expected to rise to
3-4 percent during the projection pericd. The rental housing
vacancy rate has reduced considerably (12.4% to 1.2%)-for the

same period. The future outlock is for a continued low rate,
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possibly 2 percent of the total. Demand is especially high
for units located with good access, site amenities, two-
bedrooms and moderate design features.

6) Housing Costs. In 1970, over 87 percent of the

market inventory were valued under $25000; by 1979, over
B6 percent were priced over $25000. Rental housing also carried

considerably higher contract rents. Very few housing units can be

built for less than $40000 at the present rates of inflation,
and return an adequate profit to the builderl Housing costs

may be expected to stabilize during the early 1980s due to lower
demand for housing materials, however, the costs will surely,
increase by the mid 1980s,

7) Financing. One of the greatest problems is the
availability and cost of mortgage money. This factor will
surely cause a decline in the ownership pattern with more
people searching out rental housing or apariments.

8) Site. The subject site enjoys easy access to all
parts of the Wichita SMSA area via fairly goed highway
systems. The planned northeast bypass will provide an additional
transportation plus. The immediate development environment
is primarily new residential with close proximity to
urban features including: shopping centers, employment centers,
schools, and recreational features. Figure 8-1 provides a

general vicinity map indicating the development pattern to the

west and to the south of the subject site. Figure 8-2 illustrates

surrounding uses (within one and one-half miles) and the general

S ; ; 1
topographical characteristics of the subject site.
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Projected Housing Units. Utilizing established population

and household data, and general vacancy rate information,

housing unit projections may be developed. Table B-1 illustrates
this process. This Table assumes the average household size will
continue to decrease and the overall vacancy rate for all units
will gradually decrease due to 1) Continued demand for housing
units, and 2) Limited construction activity 8ue to the high cost

of construction money.

Changes in Housing Inventory. To determine the amount

of new construction that will be required in the future, reductions
in the present inventory as a result of demolitions must be
forecast alony with any conversions which may create new

hcusing units. See Table 8-2. This Table indicates 1) 3Slowly
decreasing demolitions (due to decreasing public works and highway
construction), 2) New construction will average out to about

2500 units per year, and 3) Residential conversions will increase..

Type of Unit. The type of unit required is a function

of income levels, family size, age, land prices and other
factors. Past trends along with current market conditions
provide considerable information pertaining to the future

unit mix for the total market area. See Table 8-3. It

is projected that there will be a slight increase in multifamily
units during the 1980-81 period (due to continued tight money
conditions). This trend will gradually stabilize at mid-1981
with a slight downward movement in the multifamily numbers as

mortgage money becomes more readily available.
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Competitive Survey. Tables 7-4 and 7-6 provide a survey

of competitive projects in the area. Upon reviewing the

competition, the fellowing points must be mentioned:

1) Single Family Housing:

A.

Greatest absorption was evident in the $35000 to
$45000 housing range indicative of the built-up
demand in these lower income groups.

In general terms, site amenities did not play
a major part in the marketing of the most
successful subdivisions. N

Considerable numbers of new houses are vacant
due to tight money conditions.

Highest absorption rates are among 2 bedroom,
1 bath homes illustrating the smaller household
concept.

2) Multifamily (Rental) Housing:

Unit

Vacancy rates are extremely low for all types
of apartment housing.

Site amenities are a requirement for marketing.

Smaller rental units appeared to be in greatest
demand, especially 1 or 2 bedroom units.

Recent apartment completions have extremely high
absorption into the market.

Price/Contract Rent. The approximate price/rent

range for
analvzing
addition,
indicate

vnits.

incremental dwelling units can be established by
income data for the housing market area. In
data collected through the competitive survey can

general patterns for pricing of both sale and rental
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The most difficult to project is single family housing,
Table 8-4 provides a breakdown of household income for the 1970 and
1979 periods and projectgd annual income distributions for the
1980-1983 period. This Table also illustrates the eligible price
ranges for home purchase. Based upon the review of market
conditions (considerable demana in the $40000 to $55000 range),
the target income groups will be the $10000 to $25000 level
(eligible home purchase: $25000 to $62500). .

Table 8-5 provides projected annual housing demand by
price range. Again the $37500 to $62500 category holdé
the greatest pent-up demand for housing.

The rental market is less dependent upon the income
‘analysis. In most cases, the rent levels, design concepts,

and amenity requirements may be established by reviewing

competitive survey data.

Market Capture. The final step in analyzing a primary

market is to establish £he extent of market capture that can
be anticipated on the subject site.

Market indicators point to two primary housing units
which are in greatest dewand within the market area. These
include:

1) Multifamily Units - 2 bedroom, 1 bath units with
strong site amenities

2) Single Family Units - Homes in the $37500 to $62500
price range erphasizing smaller homes for smaller
households.

Table 8-6 indicates the projected demand for single family

housing on the subject site. The first year, 1980, would be
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Table 8-6
Projected Demand on Subject Site
Single Family Housing
Item Year
1980 1981 1982 1983 Total
Single Family Demand,
$37500 to 62500 range
Total Market Area 312 273 283 302 1170
Market Capture by )
Subject Site - 10-15% 15-20% 15-20%
Market Demand on
Subject Site —— 27-41 42-57 45-60
Average Monthly
Absorption —-—— 2.3-3.4 3.5-4.8 3.8-5.0

Source: Author
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a planning year with actual sales beginning in 198l1. The site,
due to its excellent location, could be expected to capture
approximately 10-15 percent of the single family demand in
1981, 15-20 percent in 1982 and 15-20 percent in 1983. Average
monthly absorption could be expected to range from 2.3 to 3.4
units at the outset to 3;8 to 5.0 units by 1983,

Estimated capture rates are based upon a review of recently
produéed housing subdivisions. Subdivisions were reviewed for:
1) monthly absorption, 2) ' design/amenities included, 3) price/
rent ranges, and 4) size of units. Those subdivisions with
the highest absorption rate captured a larger proportion of the
total market. It is assumed the subject site will compete as
well as or better than these subdivisions due to the improved
data base generated through this study.

Table 8-7 illustrates the potential demand for multifamily
housing on the subject site. Due to extremely high demand,
apartments introduced during these years should command high
absorption ranging from 4.5 to 7.5 units to 11.5 to 14.3 units
per month in 1983.

Table B-8 provides summary data of the annual projected
demand for the subject site along with total monthly absorption

rates.
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Table 8-7
Projected Demand on Subject Site
Multifamily Housing
TEt Year
1980 1981 1982 1983 Total

Multifamily Demand,

Total Market Area 1700 1800 1775 1725 7000
Market Capture by

Subject Site Se— 3.0-5.0% 6.0-8.0% 8.0-10.0%
Market Demand on

Subject Site @ W =-—- 54-90 106-142 138-172
Average Monthly

Absorption —-_—— 4,.5=-7.5 8.8-11.8 11.5-14.3

Source: Author
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Table 8-8
Projected Demand on Subject Site
Summary Chart
Year
Ttem 1930 1981 1982 1983 Total
Single Family
Demand,
$37500-62500 30 50 53 133
Monthly Absorp-
Absorption = 2.5 4.2 4.4
Multifamily Demand 75 130 160 365
Monthly
2Absorption e 6.25 10.8 13.3
Total Units per
per Year ——— 105 180 213 498
Monthly
Absorption-—
All Units il 8.75 15.0 17.7

Source: Author
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Chapter 7

Statistical Abstract

The following charts provide detailed population, 1labor,
unemployment, school enrollment charts and other data te
supplement previous Tables incorporated within the body of

the market study.
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Today's housing developer can rarely afford to make guesses
pertaining to housing demand within a market area. The rising cost
of Jand and construction financing money and inflation reduced
consumer spending abilities create a very complitated housing
market situation.

The market analysis process has been established to aid
landscape architects, architects, real estate developers and
planners in the evaluation of housing demand and supply
determinants so as to provide scme knowledge of market forces and,
ultimately, a more objective base for the decision-making
process. The analysis is concerned with the existing economic
health of a specified market area, its future and the potential
for new rehabilitated or converted housing units within the area.

The market analysis is composed of five key parts: area
econcomic conditions analysis, demand and supply analyses, current
market conditions and the final determination of effective market
demand. The area eccnomic conditions analysis provides a review
of the area economic factors with an objective observation of
the primary employment industries within the market area. This
is important as a direct relationship exists between economic
activity and the housing market itself.

The demand analysis is concerned primarily with the population
and households within the study area. Growth in the area
population as a result of improving ;conomic conditions has a
considerable impackt upon the regquirements for honsing. Charac-

teristics of the population including household size and makeup,



age and race, all influence the type and quantity of housing.

Supply analysis is concerned with the review of factors such
such as residential constructicn activity,.housing inventory,
housing demolitions and property conversions. The analysis
attempts to determine what commitments there are toward immediate
and future development and what.the current market situation is.
Characteristics of the existing supply must be assessed including
tenure, types of structures, rent and price ranges and general
conditions of housing.

The study and analysis of current market conditions is a
key step in the prognosis of prospective housing demand. Mortgage
market cénditions are most critical to the home buyer while the
home builder is most concerned with construction and land costs
{and their availability) and the existing sales and rental markets
within the study area. In addition, current and planned subdivision
activity which may affect the overall supply.is an extremely
critical review factor.

The most criticai component of the marketranalysis study is
the final step, the determination of effective market demand.
Established market data along with projections generated through
the supply and demand subsections, provide an estimate of housing
need during the future study time period. The market researcher
may be required to make adjustments to this total due to
prevailing market conditions.

The market analysis process rszquires the acceptance of
judgment in the final decision. Factual data pertaining to the

current market must be analyzed on the basis of past trends and



and current economic activity and, with this established base,
somewhat educated projections of the future market may be

synthesized.





