
The graying of America is impacting many
parti of the U.S. economy including the
home bu i ld i ng i ndu stry.

THE POTENTIAL MARKET FOR HOUSING
AMONG OLDER AMERICANS

on ly 12o1,. ln the second round of compromises, however,
the particip.llion or "kicker" failed to play the same role.
ln this instance, the city agreed to a $'1.05 nrillion tax
abatemenl .rs a way to finance unanticipated rehabilita-
tion costs. But, as shorvn in Part B ofTalrle 3, the increased
kicker resulted in little marginal gain: the proiected.l0-
year return for the final deal was lhe same as th.1t expected
under the terms of the preliminary deal.

ln retrospect, the problerrr was thal nobody knew just how
successiul the marketpl.rce would be. When they negoti-
aled for.i share of proiect gross revenues, city officials
also agreed to cap toLrl payments. When they rene8oti-
.rted the deal, giving three year's tax abatement in return
for a higher degree of participation in the revenues, lhe
cap limited the additional upside of the trade-otJ. A
comparison of the different trade-otls in Table 4 shows
that the cost of the obvious concession the tax abate-
ment- w.ls relatively small because, in the absence of
the cap, the trade was a potential winner. ln hindsiSht, the
cap was <rn error, as the results in Part C of Table l
indicate. Over the 40-year investment period, the cap
cost the city approxim.rtely 200 basis points in yield;
without it, the kicker payment would have been almost
two-and-a-half times as large.

Conclusions

Did the city get a Bood deal? Could it have done better?
Did it give away too nruch? ln retrospect, the tremendous
unexpected success of Faneu il Hall Marketplace prompts
these questions. Although they are iair que5tions, their
answers cannot be iound by applying financial logic but
rather by looking at the political calculus of the negotia-
tions. Actinll.rs a co-investor in the proiect me.rnt rene8o-
tiating thc dea I rvhen there were nlaior problems, and th is

renegotiation involved financial compromises. The con-
cessions were costly, even though at the time they ap-
peared reasonable. ln the early 1970s when city officials
were searching for a plan that would renew lhe deterio-
rated historic buildings, Rouse s proposal for a festival
marketplace was a radical deparlure from the norms of
retailing, notably off track in light of industry's abandon-
ment of the downtown. ln cutlinS a deal for the mar-
ketplace, city otficials were motivated by a broad set of
goals for downtown. They considered the project very
riskyand wanted Rouseto havefinancial incentivestoBet
it done as soon as possible. When they analyzed the deal
based on the most realistic numbers available at the tinre,
the financial trade-otTs appeared to be an equitable way
of sharing risk.

Ihe results of this ex post analysis suggest that cities can
earn competitive returns irom risk taking. As a financial
player, thecitytook many riskstoSettheprojectstarted: it
put up the early investment dollars, leased the property
and renegotiated the deal when the proiect ran into
problems. With its payments linked to project perfor-
mance, the city also took a risk that those payments
would vary-g,o down as well as up-as did happen
twice in nine years. However, the deal gave the city
limited exposure to downside risk with potential for

upside gain. Because the nrarketplace w;ts an overnight
success, the upside startecl florving sooner than anyone
expected. Lag6ing only a short while, the true upside was
the fiscal dividend that flowed into cily coffers from the
nrarketplace's impact on surrounding property values.
Nol yet quantified, these spillover beneiits would be
crilical components of any iuture expanded cost-benefit
analysis.

The city's insistente on a lease{ax payo]ent which tied its
revenues to project profitability was a key tactor contrib-
utinB to the strong financial pertbrmance of the deal.
Unlike conventional property tax revenues, payments
were, in eitect, automatically indexed and thereby not
dependent upon value re.rssessments or city council
approrirls of higlrer tax rdles. As d sourr e oi revenue ior
ongoing city operations, lhe profit-sharing revenue
stream represented a small sum for any big city budget,
but it oifered anothet non-financial advantage: political
protection for city otficials who were investing public
funds up front and taking risks to fu(her public interest
objectives.

Evaluations of public developnrent projects generally do
not use profitability as a measure of success because, as

in this case, cities most often seek a broader set of benefits
when they initiale redevelopment. When public invest-
nrents in private projects involve financial risk, howevec
proiital)ility is a starting point. lf the project earns a

competitive rate of return, presumably it is producing
benefits in excess of costs. Moreover, in an era of public-
private deal making, understanding the financial conse-
quences oi the trade-otts cities make in their nesoliations
with private developers is as importanl as proiectinB lheir
ultinr.lte financial return. ln bargaining with developers,
cities .1re handic.rpped if they do not understand the
financ ial value of the resou rces they l;rinA to the negotiat-
ing table.
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by Karen Martin Cibler

[l he lrond oi int reasing nunrber. of olrlcr < itizen: in
I the U.5. popul.rlion mdy l)c altributed lo qe\er.rl

factors. Low birth krtes in recent years nrean that lewer
young people are in the population. Extended liie expec-
tancies mean more people are in the older age categories
for longer periods of time. Thc grayin6i of Anrerica is

expected to continue as memlxrs of the l.rrgest single
seSment of the U.S. population by th1 lhe Baby Boorr
Seneration, start reacl'ring retirement aBe at the turn ofthe
next cenlu ry.

Traditionally, the new l]ome markct has becn domin.tled
by young, first-time buyers. Howevet with tewer young
families in the popul.rtion, honre builders must look to
other age groups for nrarket expansion. Tlre increasinS
mature and elderly segments of the population nr..ty
provide opportunities for home builders ii they le.rrn
about the Lrstes and pret.erences of older consumers,
develop the housing products they want arrd effectively
market to them.

When planning housing f,or older residenls, builders
should realize thal these consumers cannot be placed
into one generic g,roup. Researchers have identified at
least tour a8e cateSories within the mature and senior
citizen nrarkets: prerelirees aged 55 to 6.1, the active
elderly aged 65 to 7.1, widows and married < ouples ag,ed

75 to 84 with slight health problems and individuals aged
85 and older with nrore serious health problems.

Builders also should recognize that the housing choices
made by members of previous elderly population seg-
ments m.ry not be the best predictors of future housing
demand. Each successive Broup of Americans who reach
retirement age has different ch.]racteristics, and the peo-
ple within these Sroups or cohorts vary tremendously.
With risinS, income and educational levels and differtnt

Karen Mailin Giblet i\ a tltrtoral cancltc!.tte in rerl otr c at Ceor8i.r

litralive ,irislJrl in chargt oi planniog,snrJ zoning, an rconomic dtld
Lrantpo atiott \.\,sLem (ntLth.rnL and an energf and e<onontic devehD-
ment plann('r l6e holdr l)(nh .U.B.A. ,nd Ll.S. degfty\ in planninB.

il
t

lite experiences, the elderly population at the turrr of the
2lsl Century may be substantially different from the
current elderly populalion in ternrs of housing prel-er-

ences. The more builders learn about the elderly retired
and the people who are heading toward retirement, the
lrctter prepared they will be to serve these growinS market
seSments.

The purpose oi this arlicle is to help lrome builders
understand the characteristics and complexities ofthe 55
and older markets and present some ideas that builders
may consider when developing housing, for these market
segments.

Market Size And Composition

The 55 and older population of the United States is

6irou,ing and changing in conrposition, .rnd both oi these
facbrs attect the housing industry. The sheer growth in
size of the older population seSment indicates a need for
additi<-rnal housing services, and the change in conrposi-
tion of this group .rftects the type of housing and location
consunrers will choose.

The greatest growth in total number and proportion of the
U.S. population is currenlly occurring .rmonB the oldest
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the proiect, which was hard to predict. For the city, the
basic need was to make the project politica lly defensible;
for the developer, the need was to ensure a strong bottom
line. A workable deal had to take care of both of these
.onsiderations.

The negotiations over the Faneuil Hall nrarkets' lease
strelched out over l4 n'ronths. For both city and developer,
proiecting periormance of the project was an exercise in
uncertainty lrccause suburban m.rlls provided few reli-
able parallels to the innovative plan the developer and his
architect had conceived for food merchandising and
specialty retailing without department store anchors.
Timing was a tactot too. By the early 1970s, Boston had
added several new otiice buildings to its.rSed inventory,
but its downtown area was still in the doldrums. As a

result, lease negotiations took place in an atmosphere of
economic st.rgnation and financial maneuvering, as both
sides worked to line up the necessary commitments.

Rouse and his negoti.rting teanr, represented by the pro-
jecl manaSer plus t$,o attorneys, saw the Faneuil Hall
markets as h istoric but worthless in econom ic terms. They
b.rrgained hard for economic concessions that would
reduce their risk and enhance the ability lo recoup their
investment. They also pushed for total control over design
and related matters, trelievin!] that the project would
proceed more quickly if the entire job was placed in
private sector hands. The cily team was represented by
the BRA's director, deputy director and two attorneys.
Experienced in real estate malters, the BRA's deputy
director looked critically at Rouse's numlrcrs and, based
on his own financial analysis, questioned Ihe developer's
demands. The city te.ln'r did eventually give some on the
economic terms of the deal because it w.rnted the devel-
oper to have sufficient incentive, but it did not con]pro-
mise on design matters.

The city and Rouse finally settled on a 99-year lease and a
two-tier formula in which rent took the iorm of annual
payments in lieu of property t.rxes. Rouse agreed lo pay
the city 20% of Sross rental income, p/us 20'lo of revenues
in excess of $3 million. According to the agreement, the
gross rental income included any tenant payments made
to the developer ior utilities, taxes and other passthrough
expenses. To share the exceptionally h igh costs of ma inte-
nance and security downtown, however, the city allowed
The Rouse Company to deduct 33.3% oi lhe gross reve-
nues fronr retail subtenants who were assumed to occupy
60'%, of the rentable space.T Total payments in any one
year were capped al 25% oi this adjusted gross rental
income. The deal had two politically desirable features: a
guaranteed income from the property plus a chance to
share in upside gains. At the s.1me time, the deal limited
Rouse's paynrents to llre Buaranteed minimum unless the
project was a big success.

There were olher parts to the tax a8reement. For the first
three years during construction, the guaranteed payment
was abated. Originally, Rouse had agreed to a payment
schedule of $200,000, $400,000 and $600,000 corre-
sponding to the successiye completion of the three

market buildings. Within six months after the company
had been selected to develop the markets, Rouse wanted
to renegotiate the amount of these payments because
restoration workers found the buildings in worse shape
than.rnyone had realized. Water leakage over the years
had rotted manv of the old foLrndation beanrs, and Rouse
estimated that their replacement would add $l million to
construction cosls. To compensate the company for this
unanticipated burden, which the BRA could nol afford to
absorb under the terms of ils iederal renovation 8rant, and
to avoid the problems oi verifying costs, the city reduced
Rouse's guaranteed payments over the three year phase-
in period lo $50,000 per year, for a total abatement of
S1.05 million.

Analyzing Public Deal Making

Measuring the city's ex post financi..rl return from the
lease-tax aSreement raises a number of conceptual issues
and pr..rctical problems. They may be grouped in three
cate8ories: accounting for costs, adjusting for policy
decisions and evaluating negotiated trades. Each entails ..r

kind of probing atypical of traditional financial analysis.
Yet to u nderstand the financial dynanrics of public-private
deal making, a framervork is needed to explain how the
lerm\ ot Jn agreement conlribute lo penorm.rnce out-
comes.

Accounting Fot Developntent Deals

How much public money went into the project? Table 1

preseots .r static analysis of public developmenl costs and
net lease revenues.

Tracking project development costs is difficult because
cities rarely attenrpt to document lhc full expenses of
development, e.8., sofi administrative costs as well as

hard construction expenditures. Typically, cities do not
spend money out of their own budgets but instead rely on
feder..rl grant dollars. tax-exempt revenue bonds and
other off-budget iinancing, techniques. ln addition, costs
often are spread across a number of d ifierent departments
and agencies.

An accounting of the cash outlays for Faneuil Hall Mar-
ketplace reveals that over l4 years, Boston contributed
$12.4 million of public funds, or 2B'1, cf the tolal conr-
bined development cost. These doll.rrs covered the cost
of acquiring the two market buildings that were still in
private hands, renovating the exteriors oi all three build-
ings, relocating the remaining merchants, removing a
poorly placed highway ramp, installing new utility lines
and improving the streets and open spaces surrounding
the market buildings. This figure also includes expenses
t,or consultants and staff time associated rvith managing
the proiect. Boston otticials nrade financial commitments
for these activities early, operating under the belief that
the way to Bet a project done was to put to8ether a

complete package before searching for a developer.
Thus, by the time The Rouse Company was designated as

the developer of the project, nearly two-thirds of the
funds had been committed.

()

Taueber, C. "Older Workers: Force ol lhe [ulure?" in Robinson, PK.,
LivinSston, 1., and Biffen, ).E., eds. AginE and Ie<hnoloqical Advances
(New \brk: Plenum Presi. l98.ll

J. U.S. Congress, ConSressional Bud8et Orli(e. Change\ in the
LivinE Arran$tlmen9 ol the tldetly: 196lDua (W.rshin8ton, DC: U.S.
cP() 1988).

4. "Demo8r.rphic Forec,rslsi HousinE for lhe Elderl)', Ar)6'ri.an
Demo+r aph( s t Aptil, 1987r: 62. U S Congress, Congressional Budget
Office. Changes in the Lirini Ar?n9ements oi tlle tlderly: l9t)0)o30
(Washin8ton, DC: U.S. CP() l98B).

5. Merlz, B. dnd Stephens, N. "MarkelinS to Older Ameri(.ln Con-
sume:s," lntern ional loutt)al oi A9ing incl Humrn Dere/opmenl rvol.
21. 1986): 17 58.

6. AARP Lhderitanding Scniot Housing (\!ashington, DCi AARe
19861. Bogorad, t. "EmerSin8 Trend5 in Rental Reliremenl llousinS,"
burnal oi Real ttlale Derclopmenr (\Vinlet 1987): 7-17. Chev.rn, A.
"Homeortnership in the Older Popul.rlion," Reseat(h on AEing lvol.9,
tqAT): 226 )\\-

7. Data provided by l\.r.1c Megbolougbee, Nalional Asso(i.1lion of
Home Builder5.

8. D$,ight, M.B. 'Ariluenr Elderlv \1'.rnr ro Live lvhere Qualilf Cdre'.s

Readily Avaihble," Modem Heahh< are lAptil26, l9A5): 75'76. "1946
Consumer Audit," Mull,'Hor,slng Ne'l'J (luly, l98rr: 2l 24. ReSnier, V
.rnd Celwicks, L.t. "Preferred Supporlive Services for Middle lo Hi8her

lncome Retirement llousing," Cryortologin (Vol.21, l9Bl): 54-58.
9. Lon8ino, C.F., lr., Bi&ter, I.C., Flvnn, C.B., and Wisem.rn, R.t Ihe

Rettrcment l\ligralion lrroiect: A ftnal Reporl to the.\allor.r/ /r5tilule o,
Aging. (lvashinglon, DC: Nationrl lnstitute on A8ing, 198{1.

10. Kim, l. and H.irlwigsen, C. "The Currenl Population Shift AmonS
Elderly Mi8rants," Rr,5.dr<h on A{iiglvol.5, IcSl): 269 ,182. Pampel.
F.C., Levin, l.P, Lou\'iere, 1.1., N1r'vor. R.J., and Rushton, C "Reliremenl
Migrarion Decisioo MdkinB," r{eJear.h oD Agin8 rVoi. 7. l1)8.1):
ll9-162. Wiseman, R. "Why Oldcr People [love: Theoreli( al lssLros,"

Reiearch on Agln8 (Vol. 2, 19u0): l4l-154-
ll. Bogorad, L. "Emer8inS Trends in Renl.ll Retirenlenl llou!inB,"

lournal oi Real Estale [)ere/opnx'rr 1\\'inler. lt)lt7r: 7'17.
12. tren(h, UiA. and tox, R. "Se8menting lhr Senior Crliren luarkel, '

lournal oi Consumer Nlarketini lvol.2, l9U5): t,l 7.1. M.rson, l.B. and
Bearden, W.O. "Eklerly Shopping Eehavior ind Marketplrce Percep
tions," p/o(eedings oi the southefi ,{,ar(eling As!{x iilion rl97ll):
290-29 3.

tl. tren(h, W.A. .1nd Crask, M.R. "The Credrbilily oi MedLr Adverli\-
ing Ior the Elderly," in CreenberB, B.A. .rnd Bellen8({, D.N., eds.
Contempotat\ l\larl"ting lhou+ht : fducalor! P/o.eeding\ lChiL.igo:
Ameri(in /rlarkeiinH A5so(i.rli()lr. 1977l: 71.77. Schreii)er. E.5. ind
Boyd, D.A. "Ho$ the Elderly PerceiveTelevi5ion Comme( ial5. /ou.rrl
oi Comfilunicalion lVol. 10, 1980)i {rl-70.

THE BALIARD AWARD MANUSCRIPT SUBMISSION INFORMATION
The editorial board of Rea/ Estate /ssue-s /Rf/) is accept-
ing, manuscripts in competitio,r for the 1990 Ballard
Award. The conrpetition is open to members of the
American Society of Real Est.rte Couns€'lors and other
real eslate professionals. The $500 cash award and
plaque is presented in Novenrber during the Societyl

The journal is published twice a year (Spring/Summer
and Fall,^y'y'inter).rnd reaches a lucr.rtive segment of
the real eslale indurlry as well as an impressive t ross

section oi prot-essiorrals in related industries.

Subscribers to Rea/ Estate /ssues are primarily the
owners, chairmen, presidents and vice presidents of
real eslate companies, financial corporations, prop-
erty companies, banks, management companies, li-
braries and Realtor'o boards throuShout the country;
professors and university personnel; and professionals
in S&Ls, insurance companies and law firms.

Rea/ Eitate /ssuer is published tor the benefit oi the CRE
(Counselor of Real Estate) and other real estate prot-es-

sionals, planners, architects, developers, economists,
politicians, scientists and socioloSists. lt focuses on
approaches, both theoretical and empirical, to timely
problems and topics in the field of real estate. Manu-
scripts are invited.rnd should be addressed to:

Rocly Tarantello, Fditor in t hiel
Rea/ Eslale /ssues
American Society of Real Estate Counselors
.130 N. Mich ig,an Avenue
Chicago, lL 6061 I

Review Process
All m.inuscripts arc reviewed by three menrbers of
the editorial board with the author's n.rnre(s) kept

annu.rl convention to the author(s) rvhose manuscript
best exemplifies the high st.rndards of conlent main-
tained in the iournal. Any articles published in RE/

during the 1990 calendar year (Sprinly'Sumnrer and
Fall,AVirrter editions) are eligible ior consideration and
must be submitled by AuEust 1 , 1990.

anonynrous. When acceptecl, the m"rnuscript rvith the
recommended changes are relurned lo the author for
revision. lf the manuscript is not accepted, the author
is notified by letter.

Every etlort will be made to notiiy the author of the
accept.rnce or reiection of the manuscript at the ear-
liest possibledate. Upon publication, copyriSht is held
by the American Society oi Real Estate Cou nselors. The
publisher will nol refuse any reason.rble request by the
author for permission to reproduce any of his contribu-
tions to the journal.

Manuscript Preparation
I Allsubmitted materials, including abstract, text and
notes, are to be typed double-spaced with n ide mar-
gins. No page linril is irrposed. Submit iive copies oi
the nranuscript, accompanied by a 50- to 1o0-word
abstract and a brief biographical statement.

2. All notes, both citations and explanatory, .rre to be
numbered consecutively in the text and placerl at the
end of the manuscript.

f. llluslrations are to be considercd as figures, nunt-
bered consecutively and submitted in a tbrnr suitable
for reproduction. Type figure legends doublt-spaced
on a separate paBe.

.1. Number all tables consecutively and typt, clouble-
spaced on separ.lte pages. Alltables are to have titles.

Contributor lnformation for ReaI Esfate Issues

REAI, ESTATE ISSUES, FALL^r''/INTER 1989 GIBLER: THE POTENIIAL MARKET FOR HOUSINC AMONC OLDER AMERICANS tti




