
unchanged. Even with unchanged per capita ex-
penditure, if a county's total full value assessment
increases by less than 5%, then the residents' tax
rates must increase to pay for the newcomers.

This study shows that a 5% increase in popula-
tion causes a 5.3% increase in total expenditures,
which results in higher per capita expenses. [n or-
der for the tax rate to remain the same, the countv's
total full value assessment must increase by 5.3%.
If 5% more houses are built, the full value assess-
ment might not increase by the necessary amount
because the vacant land is already on the tax rolls.
Only the additional value added by the new house
increases the appraised value.

Although we may look for economies of scale in
the schools to offset the costs of growth, this may
not be the case. While school expenditures fall, per
capita total school expenditures rise. If the popula-
tion grows by 57c, school expenditures increase by
4.587o. If the full value assessment does not rise by
4.587o, then residents will experience a tax increase
from the school portion as well as from the non-
school portion.

Conclusion
This study makes clear that the preservationists are
correct in terms of governmental expenditures.
Even if governments do experience economies of
scale in schools, this is outweighed by the dis-
economies of scale in other government functions.
Population Browth increases the tax burden on exis-
ting residents, and new residents should expect
their taxes to be higher than current taxes.

Sug8estions For Future Research
These results motivate the consideration of a pay for
savings program. Under such a program, the gov-
ernment purchases undeveloped land and thereby
limits population Browth and preserves open
space. Frequently pay for savhg's schemes do not
appear economically viable, but the savings are for-
ever, therefore the payoff period should be similarly
long-lived. If there are other benefits to the open
land, the purchases are more easily justified. This
study projects the costs of growth and provides a

minimum on what a municipality might pay to
limit development.

NOTES
1. Robert Hanley, "Explosive Growth Jams Schools in a Jers€y

Town," Irr Nao ydrt Tim6, N@. 30, 1987, F.82.
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districts and school districts. Ihe data excludes New York Ciry
,oint activities, librarv systems, community colleges and coog
erati!,e and \ocational education progiams. Oflice of the State
Comptroller, State of New York. Sperul Rcl,oll on Municiryl Af-
fairc lor Ld;al Fival yeats Etde.l in 1990, 1991, p.411. llereinalter
Spcial R4Drl.

3. Special P.f],.tt, Table 8. p.456.
4. Slxcial Wt, Table 8. pp. 45'4.455.
5. Sryial P.fPlft, Table 8. p. .152.

6. ,lecial R4ldtt, Table 8. p. {52.
7. For each t-statistic, we report the probability that ttle dven

co€fficient is si8nificant, that it is not equal to zero and is
correctly signed.

8. Variable List: pop = Fopulation; pops = lbpulation squared;
pden = Fopulation density, population divided by land area;
pdens = Population density squared; inc = Median income.

9. The model establishes population and population density as
important determinants of govemmental expenditures. The
population squared terrn enters into the equation because the
relationship between expenditures and population is not linear;
the squared term imprcves the predictive power of the model
bv taking account of the non-linearit,v

10. Another measure is tlre irrrease in expenditures F€r acre, a5 the
primarv source of rerenues is prcperty taxes and th€ Iand arca
does not change. With a 59. increas€ in population, 8o!em-
mental expenditures insease b), $47.74 per acre.

11. Median incorne data b), count_v is from th€ U.S. Department of
Cornmerce, Bureau of the Census, 19 Census d lbyulalion atd
Housinq: Summory ol Stial, E.ononic, add Housing
Characterisl ics-Ntit' York. p.245.

OFFICE
BUITDINGS
AND THE ROLE
OF DOI,VNTOVVN
IN THE
POLYCENTRIC
CITY

by Wayne Archer and
Marc T. Smith

f T rban form has evolved rapidly in the past two
I I decades from the traditional urban pattem
\rf where economic functions are found predom-
inately in the central business district. Today subur-
bia has more economic activity than downtown by
several measures.(28.23.Io) The emergence of poly-
centric citieso2,r4,18.26) and the continued expansion
of that form suggests the future role of downtown
may simply be as one node among a number in a
metropolitan area without a predominant place in
the metropolitan hierarchy. Some argue that the re-
liance of the suburbs on center cities is lessening
and the suburbs are becoming more indepen-
dent.(28) Others demonstrate that downtowns have
a unique role in key xgfiyi1ig5(o.za) and a special
function in the metropolitan economy.

The rise of edge cities has made the mono-
centric city and the exponential density function
increasingly irrelevant for explaining urban pat-
tems.i2o) There are two explanations for suburba-
nization and the growth of polycentric cities: one
is a natural evolution theory which states that de-
centralization has been driven largely by transpor-
tation advances; the second emphasizes the role of
social and fiscal problems of central cities. It is not
always clear empirically which explanation domi-
nates, and it has been concluded that both are
important.(20)

Firms may move to the suburbs instead of con-
centrating in the CBD for cost savings in land, Iabor
and transportation; if those costs dominate then a
nonmonocentric city will result.(27) CBDs cease to
grow when agglomeration benefits fail to dominate
congestion costs and greater advantage can be ob-
tained in other centers.(r3) The extent of polycentric
development in a metropolitan area is therefore de-
pendent on trade-offs among commuting costs,
congestion benefits of agglomeration and labor
costs,(r8) with these trade-offs benefiting outlying
areas at present. Siting preferences in current mar-
kets are targeted to relatively undeveloped or well-
off fringe communities with good highway access
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Total
Population

187,756
796,574
205,872

Population
Density

$283,141,200
$300,01E,300
$31s,7s5,500

Expenditure
Per Capita

$1,s13
$7,527
$1,534

Land
Area

Average
County
+57
+ 101

227
239
250

823
823
823
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TABLE 4

Simulation of Population Increase on Net Gwernmental Expenditures

County
Expmditure



and sites suitable fff campus envirorunents, rather
than to poorer inner city communities.(e) Those
trends will continue due to a clustering of activities
and favorable property tax and public service bal-
ances. Traditional location theories talk more about
inter city location than about distribution of growth
between rich and poor communities in a metro-
politan area.(e)

The appropriate role of governments in ad-
dressing urban problems varies with which theory
is followed. If natural evolution dominates, then
govemments should accommodate the needs of that
evolution. For example, transport planning should
not be oriented to the CBD and it is inefficient for
economic development efforts to retain downtown
jobs and promote downtown revival.Ga,26) If social
and fiscal factors dominate, and fiscal factors are
causing distortions, then poliry should target those
issues. For example, open housing laws in the sub-
urbs would stirnulate center city housing by ending
downtown concentrations. (2r)

Another line of work examines the gentrification
or reurbanization of cities. While some argue that
the trend is toward the expansion of metropolitan
settlement through an outward movement of popu-
lation,(z2) others debate the importance of a move-
ment back to the ciry Focusing on housing, some
conclude that the extent and impact of gentrification
have been exaggerated, (3.r) while otheis arSue that
reurbanization is an important phenomenon.{2)
World cities may have a special role in which the
core will be a key node of activity in the informa-
tion and financial flows of the evolving economy.(]e)
Advances in telecommunications will have a cen-
tralizing influence in certain nodes because of op-
portunities to hteract with other sources of
information.

Therefore, two general views are advanced: one
advancing the continued growth of polycentric
cities, the other for a rebirth of downtowns. The
rebirth may only occur in world class cities; how-
evet what of the cities that are not so identified?
Have the forces leading to suburbanization, exurba-
nizafion and polycentric cities overwhelmed the tra-
ditional urban core so it no longer has a unique
function? Or does the downtown continue to have a
special role in the economv? Suburbanization of
employment has left central cities dependent on of-
fices as a source of tax revenue and employment.(rs)
The role of downtowns in the office market has
important implications for the design of strategies
to attract economic activity, mitigate the problems
of inner-city residents and address such other met-
ropolitan problems as transportation and land use
pattems.

Thesis: The Role Of Downtown In The Office
Based Economy
New office buildings in downtown Los Angeles
may be a visual symbol, but they are not an indica-
tor of downtown revival.(1a) The past two decades
have seen the suburbs with more office space than
downtowns, although downtowns also have experi-
enced expansions in space particularly in the early
to mid-1980s. Decentralization of manufacturing,
office parks and retail and wholesale activity was
more pronounced than the expansion of downtown
office buildings during the 1980s.izt Because of the
poor amenity packages in CBDs, many new firms
which provide job sources have looked to the sub-
urbs for location and $owth. New entertainment
and shopping complexes may enhance the attrac-
tiveness of CBDs as an office location.(15)

Examination of downtown versus suburban of-
fice space has tended to focus on firms renting of-
fice space.l7.8.rr.r5,16,rt 30) The results of a Toronto
study indicate that downtowns are centers for
higher order functions where face-to-face contact is
important. Based on a study of the New York met-
ropolitan area, suburban firms have a subservient
role and a need for activities found in the down-
town. (28)

Examining the locational choices of office firms
at a point in time can fail to capture the dynamic
element of change in the evolution of the urban
environment. If the current direction of change is
ongoing, it may be only a matter of time for the
demise of downtown. Advances in communication
have enabled more firms in the non-world city to
move out as they overcome the inertia which holds
them in the downtown. Altematively, downtowns
may stabilize and even grow as office centers. An
approach to more dynamic elements of change is to
determine the investment potential of downtown as
indicated by the investment value of downtown
versus suburban office buildings.t3r.i 24.2e) The be-
havior of participants in the office market, as indi-
cated by rental levels, is an indicator of their views
regarding the markett viability. If the future is de-
cline and the recent spurt of downtown office con-
struction was more tax and financing driven than
economically motivated, then this should be re-
flected in rent trends. Likewise, if downtowns have
a unique role in the mekopolitan office market,
then rent levels should reflect that assessment by
participants.

This article first identifies the market factors, as
supported by research, for general purpose office
buildings which have the potential to affect long-
term rental rate growth. Secondly, we test the expe-
rience of the market in Jacksonville, Florida, a

medium-size office market and non-world class
city, to determine the relatire rental growth rates in

TABLE 3

Simulation of Population Increase on School Expenditures

Total
Population

1,87,156
"196,514

205,872

Population
Density

227
239
250

Land
Area

School
Expenditure

$188,s04,500
9797 ,743,700
$20s,904,900

Average
County
+ 5E(

+10%

007
003
000

823
823
823

$1,
$1,
$1,

for this hfluence." The school expenditure regres-
sion results follow:

Regression Equation 2:

sch exP = -124906.7 + 0.55 Pop + 7.1e-07 Pops
-.009 pdens + 5.12 inc

t-stat (-3.6) (s s) (8.4) ( 2 3) (4 8)

Probability 99.9% 99.9% 99.gY" 97 .4vc 99 .9Vc

Adjusted R'? = 0.9834

Here again the population and the population
squared both have positive effects on total school
expenditure. However, as population grows and the
population density increases, there is a negative im-
pact on expenditures. This suggests that as popula-
tion becomes more concentrated some savings
exist, e.g., in transportation. The population's me-
dian income also positively affects school expendi-
tures; counties with higher median incomes spend
more on education.

Thus, which dominates as the population in-
creases, the saving effect or the spending effect?
The results of the simulation below illustrate that
while total school expenditures increase, the per
capita expenses decrease as population 8rows.

A 5% increase in population increases total
school expenditures by 4.58%, while a 10% increase
in population increases school expenditures by
9.23%.

The impact of decreasing expenditures per cap-
ita may not relieve the burden of property taxes.
The impact depends upon the changes in full value
assessment. If total full value assessment for the
county increases by less than 4.58%, then the tax
rate will go up

Increasing Population And Its Effect On Net
Governmental Expenditures
fb complete the analysis, we examined governmen-
tal expenditures excluding schools:

Regression Equation 3:

Net Government : 53207.6 + 1.45 pop + 290.96
pden - 3.54 inc

t-stat (0.82) (18.5) (7 9) (-1.s)
Probabilities 58.57, 99.9% 99.9% 87.1%
Adjusted R: = 0.9748

In this regression, population and population
density both had positive impacts on expenditures.
The median income had a negative effect indicating
that counties with wealthier citizens require fewer
governmental expenditures. As economic assis-
tance and health services comprise 307o of the net
expenditures, this income effect is appropriate.

This simulation illustrates that net governmen-
tal expenditures per capita increased by $14 when
population grew by 5?, . Total expenditures grew by
5.96% and 11.527., respectively, for 5% and 10%
population growth.

Discussion Of Regression Results
For total governmental expenditures, the regression
predicts that a larger population is positively corre-
Iated with an increase in total expenditures. Per
capita expenditures also increase when there is a

Iarger population. When we isolate school expendi-
tures, a maior component of gorzernmental expendi-
tures, per capita expenses decrease and economies
of scale exist. Thus, the increase in expenditure due
to development arises in the non-school categories.
These expenditures include economic assistance,
general government, police and health services.

The simulations provide a sense of the distribu-
tion expenditurcs for a given increase in popula-
tion. For example, if population increases by 5%,
per capita school expenditures decrease by M and
non-school expenditures increase by $11, for a total
change of $7. Clearly, the growing expenditures in
other categories outweigh the per capita savings in
school expenditures.

Property Tax Implications
How does the increase in governmental expendi-
ture resulting from population growth affect prop-
ertv taxes? This depends on changes in full value
assessment for the entire county. If the total full
value assessment of the county does not increase
sufficiently to accommodate the expenditure in-
crease, existing residents will face higher tax rates.

The following example illustrates this point. lf a

5% increase in population results in a 5% increase
in expenditures, then per capita expenditures are
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Expenditure
Per Capita



1. Schools
2. Economic Assistance
3. General Government
4. Police
5. Health Services

Does a larger population require new and/or
expanded services for the broader PoPulation and
thereby increase the per caPita tax burden even as

the number of people sharing the costs increases?

To answer this, we analyzed governmental ex-
penditure data, county-by-county, for New York
State. Segmenting the data allowed for the explicit
analvsis of grow'th on school expenditures and non-
school expenditures; each regression analysis esti-
mated the impact of population growth on expendi-
tures; and lastly, a simulation table illustrated these
results.

Effect Of Increasing Population On
Govemmental Expenditures
The regression analysis illustrates that population
increases have a significant impact on expenditures.
The regression results follow:

Rrjressior Equntion'l :

Government expenditures = 5484.3 + 2.1 pop +
271.3 pden + 6.3e-07 pops

t-statistic (-0.22) (10.4) (6 5) (3 8)

ProbabilityT 17 .4% 99.9E 99.9% 99.9%
Adjusted Rr = 0.9864

pop = population; pops = population squared;
pden = population density divided by land area;
pdens = population density squared; inc. = median
incomeE

property tax revenue, 54.97c ($6.7 billion) is for
schools. Of the schools' revenues/ ProPertv taxes

account for 50.1%, with the balance coming mostlv
from state aid.6

TABLE 1

Maior Categories of Governmental Expenditures.r

$ in billions % of total

All three factors: population size, population
density and population squared, had a positive im-
pact on governmental expenditures.e As population
size and densitv increase so will total governmental
expenditures. The more interesting question is
whether per capita expenses will increase? The pos-
itive coefficient of the population squared variable
indicates that yes, p€r capita expenses $'ill increase.

Based on this regression equation, the following
simulation table illustrates the effect of both a 57c

change in population and a 10% change in popula-
tion on go\€rnmental expenditures. The basis for
comparison is an average county, constructed using
the averages for each variable in the data base.

The simulation illustrates that costs increase by
$7 per person for a 57. increase in population.lo A
10% increase in the county's population results in a
$14 increase in per capita governmental expendi-
tures. Per capita expcnditure increases because a
5% increase h population results in a 5.3% increase
in total governmental expenditures. Similarly, a

10% increase h population results in a "10.6% n-
crease in expenditures.

The Effect Of Increasing Population On School
Expenditures
To better understand the various components driv-
ing the governmental expenditures, school expendi-
tures were analvzed separately. There is
considerable debate on how population growth af-
fects school expenditures. The debate centers on
*'hether or not economies of scale exist.

Economies of scale mav occur because a larger
district can structure optimally-sized classes, fully
utilizing the teachers' time. Additionally, transPor-
tation costs per pupil may fall as the population
becomes denser Houevet, as a school district in-
creases in size, it frequently offers a broader spec-
trum of courses and activities which tend to
decrease the potential economies of scale.

The u'illingness of residents to pav also influ-
ences school expenditures. Willingness to Pay is
associated with ability to pay, therefore the regres-
sion etluation includes median income to account

different locations. By doing this, tentative conclu-
sions are drawn which can be tested in other mar-
kets concerning the viability of downtown
investment and the implications for the future of
downtowns. The hypothesis to be tested is that
downtowns have a function and a fixed location
that will make downtown office buildings outper-
form suburban buildings.

Factors Affecting Long-Ibrm Growth

Location, Location and Location
It is axiomatic to consider location as a factor in
relative growth potential. The body of research in
geography and in land economics attests to the sig-
nificance of access to transportation nodes and eco-
nomic centers as potential factors. Further, office
research specificallv emphasizes access to face-to-
face contact; this may be the most intense form of
location sensitivity. (7.15)

In addition to communication and transporta-
tion as factors determining office location, there ap-
pears to be an image or visual presence factor.
Previous analysis indicates that downtown high-
rise office buildings function as a marketing device
which accords a raluable visual presence for the
primary occupant.tr)

Beyond Location
In addition to the location factors, office buildings
may be distinguishable by their potential to offer
demand economies of scale. That is, there are
market-generated services and amenities that can
be elicited only by the presence of numerous offices
clustered in close proximity. The benefit of these
advantages is enjoyed primarily by offices n,ithin
the cluster. Second, there appears to be a potential
marketing value from being in the "right" suburban
cluster. For complex business and professional ser-
vices (because the product itself is very difficult to
evaluate by a prosp€ctive client), the image of a

firm can be important as a first step to generate
business. Selecting a favorable business environ-
ment or neighborhood appears to be an important
element in establishing a fa'r,orable image. Finallv,
employee retention may be enhanced by cluster
benefits.

Vulnerabilitrl ttt Change
Office markets have at least two special risks. First
is technological change. A cursory review of office
building historv in the 20th century reveals that
office buildings hare gone through several phases
of dramatic technical change. Certainh', during the
last 50 years the office building has experienced the
same change in materials and svstems as residen-
tial properties plus important others, such as eleva-
tor improvements; nert Iighting methods
(florescent); the communication evolution (e.g., fi-
ber optics); neu, uses of glass, steel and synthetic
materials in basic design; and the resultant changes

in size and shape. Furthermore, for office buildings
which are less reskained by tradition and conven-
tion than residential properties, the effect of such
innovations has been more extensive. As a result,
the technical vintage could be a major factor in the
competitiveness of an office building.

A second risk, especially to the suburbs, is the
changing characteristics of a given location. The
completion of new bridges, circumferential free-
ways, tollways, etc., inevitably must have an impact
on the relative accessibility of suburban locations
and downtown as well. Variation in this risk must
cause %riation in the growth potential of rental
rates as the "right" address changes. Similarly,
changes may occur in surrounding land use which
impacts the environment, image and the growth
potential of an office building.

Cortclusiou altout lnfluences on Rental Rnte Growth
The downtown high-rise appears to be the most
enduring type of building in rent and value
growth. With its location the most constant in char-
acter and its image less directly dependent upon
technical vintage (e.9. the Chrysler Building or the
Empire State Buitding), the downtown high-rise
preserves relative durability in market position.
Further, the size of many high-rises provides the
potential to create a cluster effect both in terms of
demand economies of scale and in terms of neigh-
borhood or environment.

Also, regarding market durability, demand
economies of scale and image benefits of a quality
cluster may enable the larger cluster to resist ero-
sil,e effects of changing location and technology.
Least durable are the isolated buildings. Without
the stabilizing benefits of neighborhood image and
demand economies of scale, isolated buildings are
the most vulnerable to change.

Empirical Tests Of Rental Growth
The follou,ing information is the result of examining
data from Jacksonville which tested the growth of
rental rates. The approach is to compute the
growth rate in the quoted rental rate for hdividual
office buildings (or appropriate groups of build-
ings) over the time period available, and then use
multivariate statistical regression to explain varia-
tion in the Browth rate.

Over a long period, the growth in quoted rental
rates should be a good indicator of how the market
perceives a building.r The growth rate is influenced
little over time by differences in initial costs or in
operathg expenses, since the market nill control
the rental rate through the vacancv level. Therefore,
by analvzing rental growth rates, the influence of
market perceptions upon investment returns and
value is isolated.

13.8
3.4
2.3
2.0
1.9

43.0
70.7
7.3
6.3
6.0

TABLE 2

Simulation of Population Increase on Governmental Expenditures

Total
Population

787 ,756
196,514
205,872

Population
Density

County
Expenditure

s17 I ,625 ,7 00

$499,77"1,300
952s,025,500

Expenditure
Per Capita

Land
Area

Average
County
+5%
+ 10%

823
615

823

$2,535
52,543
$2,ss0

312

227
239
250
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For Jacksonville, appropriate data were available
for 27 office buildings or groups of buildings.
Rental rates were available for 1978 and 1988. Al-
though the number of buildings in the sample rep-
resents onlv ab out 107 of the general business
office buildings in the Jacksonville market, they
represent over one-third of all the general business
office space, an even larger percentage of rental
office space and a much larger percentage of the
buildings that existed in 1978.

The 27 buildings excluded any known cases of
major rehabilitation or renovation, and did not in-
clude any with unusually high vacancy in 1988.
With a relatively small sample, it is important they
include the various types of buildings already iden-
tified in this article, e.g., downtown high-rise, iso-
lated suburban, small cluster suburban and large
cluster suburban. The suburban buildings included
buildings from the first major office park in Jack-
sonvillt, as well as buildings from more established
major office parks. They are distributed locationallv
as follou's: downtown, 7; major suburban cluster, 6;
small suburban cluster, 5; suburban non-cluster,9.
They range in size from 10,000 square feet to over
750,000 square feet and h floors from I to 34.

Tb txplain rariation in rental rate growth over
the test period, characteristics of the individual
buildings are used to proxv for the influences al-
ready discussed. These include:

Lttcnted in tltt CBD. The CBD is, at once, the
largest office cluster in most cities, and it may
also be the most stable point in the transporta-
tion matrix. Frequentlv its location nas origi-
nallv selected due to special topographical
features that may have made it attractive for
urban development relative to surrounding
areas. [n addition, it is surrounded bv other
derelopment usually of a different oider of
magnitude than with other office clusters. For
these reasons, we allow for a unique CBD influ-
ence through a binarv (dummy) variable; f - in
the CBD and 0 not in the CBD.

Building Spct nntl Floors. Rental 5;rowth rates
could varv positively with building scale for
two reasons. First, largtr buildings could per-
mit demand economies of scale internally by
having the volume of activity to support food
services, delivery and transportation services,
etc. Second, larger and especiallv taller build-
ings have greater potential image value.

Because scale is related to both space and
height, both are used as explanatory variables.
But one would expect increased scale to have a

diminishing incremental effect on demand for
the structure as scale increases. Therefore, log
forms of the scale variables seem appropriate.

The log of gross square footage of building area
and the log of the number of floors were used.
Year Built. If technological change is a promi-
nent aspect of office buildings, then building
vintage could affect the competitive strength of
the building over time. Newer buildings would
enjoy a stronger market position and a greater
capacitv to raise rental rates.

C/rister Si:c. An office building's attractiveness to
tenants may depend upon the size of the cluster
in which it is located. Through direct inspection,
buildhgs in the study areas were aggregated
into clusters. The size of each cluster was deter-
mined, and the cluster size was associated with
each building as a characteristic. As with scale
variables, it is probable that the effect of cluster
size diminishes as cluster size is larger. There-
fore. ue usr' the log of cluster size.

Beginnitg Rental Ratu. If variation in rental rates
depends strictlv on the investment in the space
offered, then there is no clear reason to expect
initial rental rates to affect rental growth rates.
Howevet this may not be the complete story.
Either temporary windfall rents or mispricing
may be present.

lt is not an uncommon assertion that real
estate markets are less than competitive. This
might be due to unique locational advantage
that provides some measure of monopolistic ad-
lantage, or it might be due to the cost (scarcitv
and complexity) of information in real estate
markets that increases the likelihood of mispric-
ing. Since one would not expect either monopo-
listic adrantage or mispricing to be enduring,
the presence of either phenomenon at any point
would be temporary. The implication of either
phenomenon is that the initial rental rate would
tend to be inverselv related to the long period
rental grovvth rate. As a control for this possi
bility, the initial rental rate was used.

jacksonville Statistical Tests
The growth in rental rates was computed for hdi-
vidual buildings orer a minimum of ten years fol-
lowed by use regression analysis to explain
variation in the growth rate. [n the tests, we con-
trolled locational characteristics indicated for major
building characteristics and basic lease terms. The
small sample of usable buildings howeveL limited
the number of controls we could impose. The vari-
ables were cast in binarv (category) form n,hich
facilitates interpretation of the results.

The explanatory locational characteristics in-
clude:
r Downtown vs. suburban
I Large suburban cluster
r Small suburban cluster
r Suburban, non-cluster

NEW
NEIGHBORS,
NEW TAXES?
THE
ESCALATION
OF PROPERTY
TAXES DUE TO
POPULATION
GROWTH

,rfft hose coming in and making Vast fortunes

"- ! 
'd"u"loping " thi, beautifui countryside

I should pay for it, .rnd they are not. They're
putting the burden on those already here."r So says
Mayor Kapp of Flemington, New Jersev, regarding
property owners paying higher taxes because of
growth in nearby Raritan.

Fortv vears ago the towns of Flemington and
Raritan merged their school districts, and now the
taxpavers of Flemington, whose population is sta-
ble, are helping to pay for Raritan's rapid growth.
The frustration of Flemingtont mayor typifies a

mood found across the country as long-time prop-
ertv oh'ners are being forced to share the costs of
building additional roads and schools to accommo-
date the new residents.

Thxpayers React
Proposition 13, passed by California voters in 1978,
was a response to escalating property taxes. It af-
fectively shielded pregrowth property owners from
the costs of neu, schools, roads and other public
services. Covernments now require the developers
to pay for the new infrastructure, and developers,
in turn, pass the costs on to the new home owners.
The results have been the escalation of new home
prices and often the curtailment of services.

Despite the passage of Proposition 13 in Califor-
nia, intuitive arguments still are heard on both
sides of the issue. Developers sav that additional
residents n'ill share in the costs of government and
thus reduce the per capita costs. Preservahonists
claim that increases in population density create a
demand for a wider range of services and a bur-
geoning bureaucracv This increases the burden on
the pregrowth home owner. The debate centers
around those local governmental expenditures
which have the greatest influence on property
taxes. The critical issue is the effect of population
increases on these expend itures.

Local Governmental Expenditures And Revenues:
Covernmental expenditures in New York State, ex-
cluding Nen, York Citv are $31.8 billion or 52,982
per resident.3 Table I lists school expenditures as
the largest component of governmental
exPenditures.

Governmental expenditures are financed
through a rarietv of sources with propertv taxes
being the single largest component. In New York
State, property taxes constitute 41.4% of govern-
mental revenues, a total of $]2.2 bitlion.i Of the
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and encourage him to bid, and then collect a com-
mission from the auction companv whether or not
the prospect buys. Each auction companv has its
own rules regarding commission payments; realtors
should contact local auction companies for these
rules.

After The Auction
After winning the propertv at auction, the usual
practice is endorsement of the cashier's check
brought to represent the down payment, earnest
money or full strike price. The auction company
will provide instructions regarding when and
where the closing will occur It is prudent to have
your attorney work with the auction house to pre-
pare the closing paperw'ork. Never use the seller's
attornev for this purpose.

When the closing occurs on the day of the auc-
tion, bring your attorney alont to ensure that all the
paperwork is properly concluded. If you cannot
bring your attorney, sign all documents with this
conditional clause: "This document subiect to re-
view by m1'attornev" If the auction house balks at
this clause, do not buv the propert--v

Whatever the terms, expect to complete all the
usual steps for buying any kind of real estate, such
as havir.rg the site surveyed and a title insurance
policy in hand, by the closing date.

Buyers who remain attracted to a property they
did not win at the auction still can hope to e\entu-
ally purchase it. Most auctioneers keep a list of the
unsuccessful bidders for each propertv Unsuccess-
ful bidders often put a request for "Right of First
Refusal" in writing to the auctioneer the day after
the auction. If the winning bidder cannot buy the
property or utilize the buyer's remorse law to
change his mind, the individual with the right of
first refusal r,.'ill be nert in line.

Conclusion
Auctions are no longer used onlv to dispose of
distressed real estate properties. Although auctions
are not suitable for everv real estate transaction,
they have become an increasinglv popular choice
among manv real estate buvers and sellers. As long
as real estate buyers and sellers take precautions to
ensure reasonable, timelv and profitable auctions,
they should continue to gror^, in popularity, sophis-
tication and attendance throughout the coming
years.
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Comparing to the last category of building
(suburban, non-cluster), all of the other categories
should have superior rental rate Browth. Thus, in a

regression using suburban, non-cluster as the de-
fault category, all other categories should exhibit a

positive influence upon rental rate growth. The
clusters were designated after extensive field exam-
ination of the Jacksonville office market.

Basic leasing terms in 1989 (gross vs. net) could
affect rental rate growth in several wavs. First,
gross lease rates should exceed net lease rates, all
else equal. Thus, iI buildings with gross lease
terms in 1989 were net in 1978, the feature should
show a (false) positive effect on growth rates. [f
lease terms were the same in both years, there
should not be anv significant effect on growth rates
over a ten year period. Shce there appears to be no
combination of leasing data characteristics &'hich
would imply a negative effect on rental rate growth
associated with a building having gross lease terms
in 1989, such a finding would indicate that having
gross lease terms is a proxy for some unidentified,
nonJeasing characteristics.

Table I shou's the results of our regression anal-
ysis. The base (default) case is a non-cluster subur-
ban building of 1 or 2 floors, under 50,000 square
feet in size with net lease terms in 1989. For this
case the growth rate in rental rates was the constant
of .0510. For downtown buildings this was in-
creased by .0410 to a total of .0920. The downtor.r'n
effect on the growth rate is not only extremelv sig-
nificant statistically, it was extremely significant
economically. For the sample, the downtown effect
raised the growth rate by 80i/r .

The effect of being in a major suburban cluster
also is statistically signficant (5% level), although
the effect, at .0100, is distinctly smaller than the
effect of being downtown.

The effect of being in a minor suburban cluster
appears to be insignificant. The difference between
small vs. major suburban clusters favors buildings
in major suburban clusters.

Building effects are somewhat different than ex-
pected. ln building floors, only a height exceeding
5 floors had a mildly statistically significant effect
(107o level) but the effect in Jacksonville was nega-
tive, -.0137. Possible reasons for this are not ob-
vious. On the other hand, the effect of being larger
than 50,000 square feet was very significantly posi-
nve (2.5% level) and mildly significant economi-
cally at .0127.

Lease terms have a highly significant effect sta-
tistically (1% level) but in the negative direction.
This result does not appear to be interpretable as a
problem with leasing information in the data.
Rather it appears to result from leasing terms serv-
ing as a proxv for economic differences not ac-
counted for in the data.

Conclusion
The Jacksonville results indicate that downtown
high rise buildings have a greater potential for
rental growth than other buildings in the metro-
politan area. These results should be viewed as
suggestive and need to be verified in other cities.
However, the lacksonville results imply greater ap-
preciation for downtown buildings than for subur-
ban buildings. This superior growth in investment

TABLE 1

Regression Results for Jacksonville

Dependent Variable: Cornpound Growth in Rental Rate, lg78 to 19ql

Regression Output:
Adiusted R Squared: .832
Number of Observations: 27
Mean of Dependent Variable: .0477

Estimated
Variable Coefficimt
CBD
Floors (log form)
Floor Space (log form)
Cluster Size (log form)
Year Built
Rental Rate in 1973
Constant

.01099

.00574

.00183

.00413

.0004s

-.01408
-.80101

95.0%
98.0C

t
Statistic

2.205
2.732
0.911
3.374
2.879
6.326

- 2.597

*Level of
Significance

*one-tail test
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99.91c
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value signals that downtown continues to be a via-
ble location for office space, and the demise of
downtown is not imminent.

To the extent that the Jacksonville results are
representative - and the review here of the relevant
economic factors suggests that they should be-
there are significant implications for raluing office
buildings. Specifically, one should expect the rates
of capitalization appropriate to the various classes
of office buildings to differ significantly; large
downtown buildings would have the lowest rates,
and isolated suburban offices would hare the
highest.

The results have more general implications for
downtown development efforts of cities. Some
office-based firms need or desire a downtown pres-
ence because of either face-to-face contact needs or
as an image to the local market. Efforts to attract
those firms should be a focus of economic develop-
ment programs. To expand the number of firms
choosing downtorvn locations, cities expand the
amenities available to firms and their employees lo-
cated downtown.(rs.7) Given the social and fiscal
problems confronting cities, it is difficult to address
major needs such as improving infrastructure. But
efforts to attract health clubs, child care, restau-
rants, entertainment and shoppint services (lhlan-
feldt and Raper use the example of Underground
Atlanta), some of which are available in suburban
office parks, mav make the downtor.r,n more attrac-
tive as an office location. While further research is
required to detern.rine the potential size of the
downtown office market, it appears that down-
towns continue to have a unique role. Despite the
continuing evolution of urban form, the decisions
made by real estate inr€stors and office tenants
indicate the importance of a center to the metro-
politan area for office activity.

NOTE
I. Any differen e betH'een quoted and effecti\e rental rates should

be dominated bl,gror,\'th in the olerall levcl of rental rates. Note
that onlv lariation in the ratio of effectirc to quoted rental rates
is ol concem here, As the time intenal examined increases, this
variation is increasinglv bounded relati\e to lhe (^crall magni-
tude of change.
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unnecessary will likely be the very people who
need them the most.

Before The Auction - Buye/s Viewpoint
To ensure a successful auction experience, the
buyer must take action before the auction. Using
the psychological tricks, described here, requires
advance planning. Before the auction date the
buyer must complete a property inspection so the
property can be valued correctly and the maximum
bid determined. It is not possible to accurately
choose a maximum amount to bid without seeing
the propert,v

It is prudent to hire a certified property inspec-
tor to accurately value the properties in which you
are interested. Before hiring the property inspector,
inspect the properties yourself. Eliminate properties
which do not meet your needs; this decreases the
number of properties you pay the inspector to
review.

Examine the property at its least advantageous
times of day, e.g" when residents are home from
work. How much parking is available? Does the
neighborhood appear safe?

Observe the exterior of the property. If the exte-
rior does not meet your standards, don't waste vour
time looking at its interior.

r Is the propertv located near a toxic waste dump
polluted river or other undesirable entity?

r Review the overall noise level of the area. Is the
property too close to a freeway or main street?
How much traffic passes by the property?

r How private is the property? What are the neigh-
bors like?

r How is the property situated? Is it at the bottom
of an incline u,here flooding could occur?

Evaluate the property's proximity to local ame-
nities: shopping, public transportation, fire
stations, recreational and cultural facilities, re-
liElious institutions, schools and hospitals.

! Examine the roof. Are the shingles warped? Do
the tutters need repair?

! What is your overall impression of the property?
Would you want to live or work there? Could
reliable tenants be easily found?

Both residential and light industrial properties
should be e\aluated, as described here, but an-
swers to the questions can result in differing
values. For example, extremelv close freewav prox-
imity would be an asset to a li8ht industrial prop-
erty but a deterrent to the purchase of a residential
property. If vour review of the exterior property
produces serious doubts about the propertv Bo to
the next propertv [f the exterior revielv provides
acceptable results, proceed to revieu'the interior.

r Are the floors level? Solid? Carpeted? Carpeting
may be used to hide defects.

r Check the walls and ceilint for stains and peel-
ing. These can indicate water damage and/or
leaks. Don't forget the attic and basement.

r Check the water pressure. Tum on the shower
and sink, then flush the toilet. Does the shower
or sink water flow decrease significantly?

! Look for infestation. Termite infestation can prac-
tically destroy a property's value. Bring a flash-
light to look for signs in corners and other dark
areas.

t Make a list of needed repairs. Calculate what
these repairs will cost.

In addition to the property inspection and cor-
responding valuation, the prudent buyer has addi-
tional responsibilities.
r Find out about the property's legal status. Ten-

ants can be difficult to eiect from the property.
Some sellers are alloh€d to redeem the property
back from the buyer for up to two years after the
sale, depending upon the legal circumstances.
Know the correct dollar amounts of all
encumbrances.

r Check the time, location and date of the sale.
Check the properties that are to be sold. Keep
checking on these items right up to the morning
of the sale. There are often changes and post-
ponements up to the last minute.

r Be prepared with financing. Auctions often ex-
pect the strike price to be paid on auction dav
not weeks later w'hen you have arranged financ-
ing. Before the auction, consult with a profes-
sional regarding the best \^ay to manage auction
financing. On auction day, the high bidder will
sometimes need to pay only a down payment or
earnest money, rather than the full strike price.
Before the auction check on the specific details
regarding payment. There is no standard down
pavment at auctions.

Before The Auction - Selle/s Viewpoint
Having decided to sell a property at auction, the
seller chooses a reliable auction company. The seller
should be aware that the property to be auctioned
will be off the market for approximately six weeks:
three weeks for the auction company to plan and
prepare for the auction and three more weeks for
advertising, promotion, publicitv and inspection.
Closings take place up to eiBht n'eeks after the auc-
tion date.

Before The Auction- Realto/s Role
Auctions are another way for realtors to collect com-
missions. The realtor can register his prospect with
the auction company (only simple paperwork is re-
quired), take his registered prospect to the auction
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