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|Il eal estate market research is a broad term by

!{ d"finition. To the appraiser market research is
I I to identify appropriate comparables for valua-
tion purposes. To the real estate counselor, real es-
tate market research is to be concerned with
demand, supply and price or rental rates. To the
academic researcher real estate market research is
quantitative analysis of demand and supply factors
which culminate in an econometric model of the
market being studied.

Because of the numerous connotations of the
term real estate market research, for purposes of
this article it is defined as the study of the economic
structure and performance of real estate markets,
including the development of theoretical and empiri-
cal frameworks or models that facilitate the under-
standing of how markets work as total systems. To
accomplish this, one must understand demand and
supply fluctuations and how they jointly determine
price and rental rates and the driving forces behind
demand and supply and how these forces have be-
haved historically.

To this definition, we can add that the goals of
real estate market research are to understand how
markets react to changes in exogenous variables and
to forecast market movements v/ith a reasonable de-
gree of success. Understanding market reactions
and forecasting likely future movements are the rai-
son d'etre of real estate market research.

Tlpes of Models
We can classify empirical models of real estate mar-
kets into two basic types: econometric and judgmen-
tal. Real estate market research requires the
development and application of both types of models.

Econometric Models
Econometric models can be powerful analytical
tools, but they are extremely data hungry. To de-
velop a properly specified econometric model, one
must have a sulficient amount of high-quality data.
However, the availability of data is a primary bind-
ing constraint to the real estate market researcher.
Since most real estate is privately owned, informa-
tion about its performance is dilficult to obtain. In
research oriented toward evaluating the perfor-
mance of properties for investment purposes, a clas-
sic data problem is that of appraisal-based versus
market transaction measures of performance. Prob-
lems such as this often are compounded by limited
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How Long Is a Long-Tbrm
Lease?
by Roy P. Drachman, CRE

If a man doesn't learn anything during nearly 50
years of experience in the real estate business, he
was either extremely knowledgeable at the begin-
ning or too dumb to recognize the important facts
he encountered along his lengthy journey.

I fall into the latter group. I have learned many,
many things as I wended my way through a
melange of real estate deals that included shop-
ping centers of all sizes, office buildings, residen-
tial developments and industrial projects.

One thing I learned early on was that if you had
no capital but a good idea, for a shopping center,
for example, about the only way to put the pack-
age together was to find a property that could be
Ieased with the right of first mortgage to provide
funds for construction.

Another thing I learned was that it was not diffi-
cult to find such properties and owners who would
permit that kind of arrangement for financing a
project. I will not bore you with the techniques
used to make such deals. That story has been told
many times by many people.

The most important thing I have learned about
Ieasing the land on which a development will be
placed concerns the length of the lease term. I,
and many other developers, have long believed
that a 50- or 60-year lease was long enough to
accomplish almost any kind of development.

"Why not?," the thinking has been. "I'll be 85 or
90 years old by the time the lease runs out, and I
won't care after that. Furthermore, all the build-
ings will be worn out by then anyway," the dia-
Iogue continued.

Well, let me tell you how wrong we who have
thought and acted that way were. I am one of
those 8S-year-old guys who is now aware of hav-
ing made a gross error.

A partner and I Ieased a parcel of land on which
we built a neighborhood strip center of 100,000
square feet. We had the right to encumber the
land on a first mortgage which provided all the
money needed to cover development costs.

The length of the land lease was 60 years, which
certainly seemed long enough to us at the time.
The length of the mortgage was 20 years. The
shopping center opened in March of 1957. My age
at that time was 50. I believe that almost anyone
consulted at that time would have agreed that my
partner and I had made a good deal.

The shopping center was a success from the time
it opened. We paid off the mortgage in 20 years
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and held the property free and clear. The income
from the development has been acceptable and
steady. We remodeled the center a few years ago
and have been attentive regarding the mainte-
nance of the property. As a result, it has been
quite productive.

Competition has emerged in the form of other
shopping centers in the trading area, but it has
not seriously affected the volumes that our ten-
ants enjoy, and there has been practically no de-
crease in the amount of rent we collect.

So, one might say: "What problem do you have?
What is wrong with what has happened to that
property?" Obviously, the answer is: "Nothing se-
riously is wrong with the property; but the prob-
Iem is with the ground lease that was negotiated
in 1956 and will terminate in 2016." We have only
24 years left on the ground lease. At that time,
the ownership of the buildings will revert to the
owner of the land.

Our key tenant, one ofthe large food chains, occu-
pies a store of approximately 25,000 square feet
in our shopping center and wants us to increase
the size of the store to 40,000 or 50,000 square
feet to make it more competitive with the other
new supermarkets in this area that have 40,000
to 50,000 square feet.

We can either ignore the request of our present
tenant, whose lease has just a few years before it
expires, or face the prospect of increasing the size
of the store to suit the tenant for the relatively
short period of 24 years.

Financing today, under the best of conditions, is
not easy to obtain. Even under what might be
called normal conditions, would it be wise to build
a new building knowing that we will have to give
it away in 24 years? Furthermore, our tenant may
not accept a lease with such a short term.

I have had some experience with other ground
leases that ran 50 or 60 years. While I sold my
position in these properties, I continue to think
about what must be happening to the present
owners. I must come to the conclusion that a 50-
or even 60-year lease is hardly long enough; the
lessee must have some option to extend the lease
to somewhere around 90 to 100 years.

The years slip by very quickly, and when you
reach my age, you can look back and see very
clearly that a long-term investment that pays
good returns is a very valuable asset. It is one
that you do not wish to give up but may be forced



to because the title of the buildings will flow to
another owner when the lease term for the ground
is not long enough.

As for the buildings wearing out, that can hap-
pen, of course. But, on the other hand, a going
business can operate in a very old building for a
very long time, as many of us can attest.

So, a bit of free advice from someone who has
made the journey over the hills and through the
valleys: If you must make a lease that has no
more than 50 or 60 years for its term, be sure to
have the option to extend the actual term of con-
trol of the land to 90 or 100 years.

I have been told that in England it is not unusual
for lease terms to be for 1000 years; I heard of one
lease for 2000 years. I do not think anyone would
have the temerity to project a value for property
that many years ahead. But at least the developer
of the property will own something he can pass on
to his grandchildren, and they to theirs.

The Impact of Supply Changes on
Real Net Operating Income: The
Multi-Family Perspective
Richard T. Garrigan, CRE and
Joseph L. Pagliari, Jr.

Against the backdrop of historical debt and equity
capital market flows, this article examines the
impact of additions to the supply of multi-family
dwellings on real (i.e., inflation-adjusted ) net
operating income. It offers suppositions regarding
future capital market flows and their Iikely impact
on apartment projects'real net operating income
and suggests when apartment investments may
generate above-average returns.
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Macro-Determinants of Time on
the Market
Paul K. Asabere and Forrest E. Huffman

Time on the market ITOM t is a function of supply
and demand in real estate markets and a measure
of real estate mark€t activity. A data set of 337
urban, suburban and rural residential sales was
used to examine the effect of macro-economic
variables on TOM. The study controlled for housing
attributes, neighborhood condition, location and
broker pricing.
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Commercial Real Estate Loan
Evaluation in the Insurance
Industry
Daniel M. Norris

Recent increases in the rate of default for
commercial real estate mortgages held by life
insurance companies have raised concerns about
the health of the U.S. life insurance industry.
Thirty-six real estate loan underwriters at a large
insurance company participated in a study,
described in this article. to determine the
importance of 19 variables in the approval of
commercial real estate mortgages.
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Developer's Disease Can be
Hazardous to Your Health
David C. Bamberger

A real estate developer who suppresses negative
information about a proposed development project
to protect himself from losing the project has what
is called "developer's diseasel' This term is a form
of defensive reasoning, and it is the underlying
cause of failure for many real estate development
projects.

Appraisal Thoughts from a
Non-Appraiser
Bruce P Hayden, CRE

The tasks of the appraiser, as described in this
article, demonstrate that real estate appraisal is
art as well as science. Appraisers should be paid
properly for their services-and not considered
"for sale" at any price.
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How Long is a Long-Tbrm Lease?
Roy P Drachman, CRE

Ground leases of 50 or 60 years are too short from
a developer's or an investor's point of view. The
leases should be much longer if an important
development is going to be constructed on the Iand
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