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Lecture #1

Urban Land 550

Introduction
A. Format of the course

. Heavy reading

. Field application to an investment case
. Exams plus 3 problem sheets

. b credits worth of work

Lol VI ot B

B. introduce teaching assistants

1. Don Weiss - administrator - Rn 91 Bascom
2. Lynn Woodward
3. Mike Robbins

C. Textbook and materials available from Rm 9l
D. Real Estate Club program, book bargains, and constructive criticism

This fall marks a redefinition and restructuring of the course from
previous periods. The real estate business is evolving so fast, this
represents the third time since 1962 | have thought it desirable to
shift concepts and emphasis of the course. Thus the readings and
lectures will be substantially different in form and content from
precious semesters and we will value the student critiques which you
can provide at the end of the semester.

A. Speaking style is fast so we will try to provide a brief lecture
outline each day to structure your lecture notes. We will try to
use slides and overhead transparencies to emphasize major points
or provide examples,

B. Many of you are not business students and will have some trouble
with present value concepts and cash flow, Pon't hesitate to ask
one of the T.A.'s or myself for assistance because you will have
to learn it to survive the course.

C. We must insist that you attend your regular assigned quiz section
rather than one that is more convenient to keep class sizes in
balance so you can ask questions and we conform to the T.A. contract.

Traditionally real estate and urban land economics have treatedland as
a commodity and value as the central issue. In essence highest and
best use of any particular piece of ground was that use which was
legal, technically feasible, in demand and produced the highest present
value of future benefits measured in dolliars.

A. The theory began as an economic concept to allocate land use ala
Marshall,



1. Such a premise depends on the assumption that one can measure
all costs and benefits, external as well as internal, and convert
to a dellar figure.

2, Such a premise assumes land to be a commodity and that rational
objectives are always to maximize present worth.

3. Such a premise assumes perfect competition, a knowledgeable
market, and sufficient liquidity that capital can move in and
out in response to marginal demand and level of profitability.

4. Such a premise implicitly assumes that what is good for one
parcel is collectively desirable in the aggregate. Highest and
best Is pompous. E

The viewpoinaggﬁ this lecture Is somewhat at odds with this simplistic
approach eve is traditional approach will be represented by
vour textbook.

1. The issues we hope to present and discuss as a premise of
urban land economics and real estate are those of the instructor
and may at times be a little abstract or complex.

2. Those who advance highest and best use theory or are unhappy
with the complexities of a systems approach such as we will
advance might consider Pat Moynihan relative to housing

policy: ... we have never learned to be sufficiently
thoughtful about the tasks of running a complex society...
the essence of tyranny is the denial of complexity. It is the

great corrupter and must be resisted with purpose and with
energy...What we need are great complexiflers..."

Absolutely basic to the theme and organization of this course are a
number of definitions of distinctions in terminology. |It's necessary

to distinguish real estate from the real estate process. Moreover,

the business of real estate is only one segment of the system of factors
which comprise the real estate process,

A.

Real estate is artifically differentiated space over time with a
fixed reference point to earth. Somebody invented real estate by
rolling a rock In front of a cave to provide the natural vold with
an artificial attribute of warmth, privacy, defensibility or
exclusiveness. The space delineated was intended to house some
activity, domestic or whatever.

1. Caves may seem far-fetched but if a lifetime of man fs 60
years the history of man is accounted for by 800 lifetimes.
0f that, man llved in caves for 600 lifetimes and thus the
cave analogy explains 75% of real estate!

2. The utility of the cave--the economic good was its space for
housing an activity and not the physical elements of the cave
wall or the rock. All our improvements from survey monument
to skyscraper, from condominium plat to a skylab hovering
over a single point, are simply means of delineating space
over time for a purpose.



3. Obviously, far the cave to have value, It depends on where it
Is and what activity is to be housed. These issues are derived
from the cultural area.

B. Since the cave as a natural void apparentiy did not suit the cultural
needs some Improvements and services were reguired to smooth the
Interfacing of people and the land, Thus we have three elements to
the real estate process, the cultural preferences, physical land resources,
and the management of capital and services to reduce the harsh
irritations of adapting culture to land,

€. The real estate business is essentially a service industry which
utilizes some very dramatic and large scale pieces of hardware.
It is concerned with the improvement, management, marketing,
financing, of space-time at a given location to house any manner
of activity.

1. While a business school shaould be primarily concerned with the
business of a real estate enterprise, it is first necessary to
understand the context in which that enterprise functions.

2. To judge the success of an artistic effort, one must first
define those elements which could not be changed by the artist,
the form giver. In making a pot to boil water over a fire,
one must take into account the nature of clay as a material,
lts welght, elasticity, coefficient of expansion reaction to
a flame as well as the purpose for boiling the water and the
users needs to lift the pot, pour the water, conserve fuel,
etc. it is then possible to compare a given pot and see how
well it fits the context. Only in fitting the ensemble of
form and context can one understand the success achieved by
the potter.

3. in the same way the real estate enterprise is responding to
the limitations imposed by the land, the cultural preference,
and its own Inherent limitations in terms of money, talent,
and objectives.

4, For example, how does one supply housing to the low income
family at a place they need to live at a price that they can
afford while observing the ecoclogical limitations of the land
and the solvency of the enterprise providing housing services?

5. This three cornered system could also be abstracted in economic
terms to a space user, base supplier and public reserve of
space resources. The wouldbe planner Is caught in the middle
as an arbitrator of these three differing viewpoints:
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The three elements of the real estate process can be further
subdivided into additional subsets of factors which all define
the context to which the real estate enterprise must adapt, must

fit.
treil

The real estate business falls when a substantial misfit or
tant remains and succeeds to the degree that it has adapted

to each subset of factors in the context. For example, cultural
preferences and land resources might be further reduced to
subsets of Influences or forces shaping the real estate enterprise.

I.

Cultural congensus on values and objectives operates thraugh:

a. Institutions
b. Government
c. Peer group

2. Individual consumer behavior operates through the marketplace -
our cheapest regulation machinery, subject to:
a. Rational limitations and objectives
b. lrrational ltimitations and objectives
Definition of the land resource will require an examination of its:
I. Physical static attributes
2, Organic ecological attributes
3. Legal attributes
h. Dynamic social atrributes
The interfacing of cultural preferences and the resource called

land is brought about by some form of enterprise.

I.

The systems englineer sees the eventual form of an enterprise,

in terms of both its configuration and behavior, as representing

a negotiated conbensus between two general sources of power -

the power of the environment to dictate form and behavior of

the organization on the one hand and the power of the organization
to decide for itself what its characteristics and behavior will

be on the other.

All the subsets of factors must eventually be reconciled into

a project, a synthesis of subsets, and this configuration or
behavior is finally reduced to a flow of cash outlays and
receipts over time, Just to survive the cash flows must balance,
that is the enterprise must be solvent and that is the basic
determinant for both and private enterprises. Thus public and
private solvency is the central issue in urban land economics

and not value.

As a result this course will be somewhat schizophrenic - the
textbook will pursue the traditional party line while the
supplementary readings will emphasize my viewpoint of cash flow.



k. We will begin teaching cash flow early in the course to put
across the basic concept in terms of the dynamic interraction
of various financial components, assumptions, and measures
of yield and risk for any enterprise. Then we will begin to
examine the current issues within our culture and inherent in
tand resource attributes as they would affect cash flow and
ultimately cash solvency of the consumer, the suppller, and
the society. Gavernment policy in social reforms depend on
the finesse with which cash flow can be manipulated to avoid
the inexorable logic of cash solvency and survival in a free
market,

Any organized undertaking is an enterprise. Some enterprises involve

cash expenditures and receipts. The classic cash cycle Is a manufacturing
firm which goes cash~raw materlal-goods in process-finished inventory-
accounts receivable-cash.

A. Enterprise management does not require any particular theory of
capital, scale, nor cash to be appropriate. Indeed the majority
of enterprises may not involve cash at all.

B. The traditional functions of management imply a sequence of planning,
organizing, directing, and controlling - but this Is somewhat circular
as it defines management as doing management tasks.

C. More recently John Beckett in a little book called Management Dynamics:
The New Synthesis (McGraw Hill 1971) indicated the element of functions
in a systems approach of any organization or undertaking might be
described as:

Goal-setting

Forming policies

Searching for opportunities which are consistent with policies
Selecting opportunities which are consistent with policies
Designing systems for capturing selected opportunities
Installing systems for capturing selected opportunities
Operating the systems that have been installed

Maintaining and continuously pr@fecting the operating systems

0O O W) B e

D. The list above suggests a flow of events, the presen@e of feedback,
and expresses very clearly the need to convert value judgments in
the form of goals to policies or standards or criterfa with which
te screenh alternatives and select courses of action.

1. One function of the course would be to identify various subsystems
in the real estate process such as finance, marketing, development,
requlatory.

2. Secondly we want to suggest some of the values, objectives, and
criteria by which these systems select and pursue their oppor-
tunities.

3. During the semester we wish to trace the feedback occuring between
the various subsystems and the larger categories of land, culture,
and enterprise.



E.

If it sounds complex, it is. However, | know no other area of
business enterprise which has more high drama, more opportunity for
the generalist and universal curiosity, and more opportunity for
impact than real estate. The real estate process sconer or later
represents the final battle ground of all the conflicting virtues
and weaknesses of our society.

1. We are an urban society which will perish unless we solve our
urban problems.

2. Even if you are not intending to be in real estate, we hope to
make you a knowledgeable critic of the ensemble of real estate
forms and context so as consumers and voters you can encourage
the successful and avold the charlatans without being so paranoid
about real estate you can‘t tell your true friends from your
enemies.



THE REAL ESTATE PROCESS
Business 550/705

ADMINISTRATIVE GUIDELINES

OFFICE HOURS

* Feel free to consult any of the Bus 550/705 teaching assistants
during their posted office hours,

= Please arrive at the T.A.'s Office well-prepared {(i.e., with all
relevant class notes, worksheets, etc. and after having carefully
read all assigned readings to date).

* Students who arrive in person at the office will be given priority
over students calling by telephone. .

+If other students are waiting to see the T.A. after you, please
limit your time with the T.A., to ten minutes. If additional time
is necessary, arrange an appointment with the T.A. outsmide of
office hours,

«* Phone calls to the teaching assistants outside of office hours
should be for administrative purposes only (e.g., "I'm in the
hospital recuperating. Can I arrange to take a make-up exam?")
and not for consultation purposes,

ATTENDANCE

* Prompt and regular attendance of all lectures and discussion
section se=zsions is an essential part of this course.

* If you miss a lecture, try to get a copy of a classmate's notes
and promptly stop by the T.A.'s Office during office hours and
pick up a copy of any lecture handouts for the missed day (the
T.A.s do not bring past handouts to subsequent lectures). In
any case, lecture notes are a poor substitute for attendance.
Professor Graaskamp's lectures are full of tshought-provoking
illustrations of the concepts presented in the course -- such
examples rarely show up in detail in your classmates' notes.

* I1f some week you can't attend your regular discussion section,
attend one of the other four discussion sections that week.

GRADING

* Grading will usually focus on the "4 C's" (clarity, conciseness,
completeness, and correctness) and at times will be very detailed,
Superficial knowledge or awareness will be given little, if any,
credit in this course., Students should strive for (and be able
to express in written essay form) a thorough understanding of all
material presented in the course -- including all assigned readings.

¢ All relevant supporting calculations neces=ary to arrive at a
correct solution manually must be shown in clear, step-by-step
form -- with all equations, variables, input values, and para-

mefers being clearly-labeled and well-organized -- regardless of

whether or not a caleculator or computer was used to facilitate
the analyasis.



GRADING (Continued)

*While you are encouraged to work with your classmates when neces-
sary to figure out how toc solve a problem set, the write-up of
the solution to each part of each problem set should be entirely
your own work and in your own words. When "discuss/explain”
answers appear to be substantially the same (i.e., exactly the
same or virtually the same except for superficial re-wording),
311l of the similar papers will be subject to s severe penalst
(i-e., will lose mos% of the possible points on that section
proportional to the number of similar papers. Who wrote the
anawer originally will be irrelevant. :

* Any cheating on an exam will result in an "F" for the course and
the instigation of formal procedurea for the expulsion of the
student from the University (pursuant to University policy).

PROBLEM SETS

¢ Read "GRADING" saction first.

* Preparation for solving the problem sets inecludes reading all of
the assigned readings to date —— so don't fall behind.

* Always try to work through the problem set before the next discus-
sion section session so that you can ask guestions in class and/or
benefit from the questions asked in class by others,

* If stumped by part of a problem set, sese a T.A. during office hours
ag soon as possible ~- don't put offsolving the problem set.

* Problem sets will be due by the beginning of lecture (11 AM) on
the days indicated in the syllabus {unless due date is changed
by the T.A.s). A large box will be provided near the entrance
to the lecture hall in which to depozit your problem set. The
box will he removed promptly at the beginning of the lecture and
all papers fturned in subseguently will be considered late,

*Penalties for late papers will be

O to 24 hours late ....iieenensnccnnans .. lose 10 points
24 to 48 hours 1ate ,...vvveireancvarennns lose 20 points
More than 48 hours late ,....v00200000..... lOBe 211 pointas,

*Problen. sets can be turned in early to a Bus 550/705 T.A. during

office hours, at discusaion section sessions, or at the 550/705
lectures.

* Do not turn in problem sets by putting them in the T.A.'a mailbox
or by sliding them under the T.A.'s Office door (such papers are
occasionally lost and, hence, no responsibility for them will be
accepted by the T.A.ss. .

EXAMS
* Read "GRADING" section first.

®* Please arrive at least five minutes early and sit in front-to-back
rows with no one next to you. All study materials should be com-
pletely out-of-sight upon the proctor's request. Do not write any-
thing on anything until instructed to do so by the proctor. And do
not talk once the =xams begin to be distributed. Thank yq? for your
T cooperation.



Lecture #1
INTRODUCTION TO THE REAL ESTATE PROCESS

Pefinitions:

Real estate ~- gpace delineated by man, relative to a fixed geography,
intended to house an acéivity for a specific period of
time,

The real estate process == the dynamic interaction of three major
gEroups -~ gpace consumers, space producers, and the
public infrastructure group -- regarding the production,
ownership, and use of real estate.

Space consumer group -- consists of all entities which use (or consume)
real estate. Three subgroups cen be identified:

Individual space users =~ attempt to rent or buy real estate
to house their specific needs.

Collective space consumers -- generally pursue their interests
in real estate activity through the political systemg
which regulate land use and space production.

Future space consumers -- are typically represented by proxy,
either by developers who anticipate the need to change
the use of a bullding in the future or by the judiciary
or speclal interest groups who perceive some trusteeship
of the land for future generations,

Space production group -- includes all forms of expertise necessary
to convert from space-time requirements to money-time
(e.g., developer, lender, general contractor).

Public infrastructure group -- includes all enterprises that provide
2 network of tangible and intangible off-site systems

for the benefit of individual space users. (Examples
include: street, water, and sewer systems; school system

end judicial system,)

Highest & best use (HBU) -~ that use which would maximize the owner's
wealth (i,e,, the use which is the most profitable over

a specific period of time -- taking risk and the time
value of money into account),

Most fitting use == isg that use which is the optimal reconciliation
of effective consumer demand, the cost of space producti
the cost of providing public infrastructure services
and the fiscal and environmental impact on third par%ies

Most probable use == is that alternative course of action which is
closest to being the most fitting use while recognizing
the strong constraints imposed by current political
factors, the state of real estate technology, the
personalities and talents responsible, the money market,
and short-term solvency pressures on space consumers,
space producers, and the public infrastructure,

Categories of site attributes: (1) Physical (static) attributes
(2) Legal-political attributes
{a} Llnkage attributes
¢

Dynamic (perceptual) attributes
(5) Environmental attributes



Disc, Sn, #2: Legal Deseriptions gacording of Data / Land Use Controls

I. Legal Description of Real Estate

A. Governizent Survey System B, Mates & Bounds
Meridian - how it works:
Parallel
Principal - wrt rural land:
Meridian
- wrt urban land:
Base Line
C. Plate
Tier
- how orsated:
Range
Township
- size
, « numbering
Township Tier , Bange
Jeotion
- 1“:3
- numbering
- how used:
D. 8treet Addressa
- 0K to use for:
SBsction _ __ of Township Tier ’
Range - problems with:

Fractional Parts
= desoriptien
- Bize E, Refasrence to Quiside Facta

- v&lld only if:




n.*nacor.ng of Data 2. Subdivision Regulations

A, Register of Deseds when apply:

- intent:
B, Constructive Notigce

- extra-tarritorial:
c., Actual Notice - reguirements:

3. Official Map

111, Land Use Controls
-~ shows:

- intent:
- guarantess:

~ how used:
4, Safety Codes
A. Private Sector
- intent:
1. Reatrictive Covenant
- periodic imspections:;
« graated by:
5, Highway Acoess Restricticns

- BCCesB!
- must be recordsd
= venswal in Wi: 6. Shoreland Zoning
- common restrictions: - intent:
2. Easemant - provisions:
- dafinition: 7. FMlocdplain Zoning
-~ intent:
- how used: ~ DNR:
B. Public Sactor 8, Interstate Sales of Subdivided Land
i1, Zoning - when apply:
- concept: - intent:

- requiremnents:
- avolutiong

- wurt tamainnloav®



THE REAL ESTATE PROCESS 550 and 705

Lecture f1 Outline
2/26/76

I. & Il. Introductory Comments

te .

I11. Traditional viewpoint - Land is a commodity and value the basic allocation
device.

A. Highest and best use of a real estate interest Is that use which Is legal,
feasible, in demand, and produces the highest present value of future
benefits in dollars over a specific time.

B. This course sees land as a public utllity resource, cultural values deter-
mining what's ‘best', and the real estate business has the enterprise of
fitting money to the context of land and culture as an interfacing
catalyst.

1v. Some basic definitions

A. Real estate is artificially differentiated space over time with a fixed
reference point to earth,

B. The real estate process is the interfacing of cultural preferences,
physical land resources, and enterprise management of capital and services.

€. Real estate enterprise is concerned with the production, management, mar-
keting, and financing of space-time to house any activity. It is essen-
tially a service industry.

D. Cultural 1\Space
reference t“QPnsumers
N
Space
Time Land Sp?é
- Product - esource Ey pliers Planners . Public
Enterpgise ;rsgijnitions s Spage
Modifications Resource
Reserve
Context of Real Estate Process Real Estate Declision Makers

E. Cultural consensus on values and objectives operates through:

1. Institutions
2. Government
3. Peer group
L,

Consumer behavior in market place



Lecture ! Qutline ( Continued)

Urban Land 550

F. Definition of land resource must include:
1. Physical static attributes
2. Organic ecological attributes
3. Legal attributes
k., Dynamic social attributes

G. Interfacing of cultural references and land resources is brought about
by some form of enterprise. An enterprise is any organized undertaking.

1. The systems engineer sees the eventual form of an enterprise, In
terms of both its configuration and behavior, as representing a
negotiated consensus between two general sources of power - the
power of the environment to dictate form and behavlior of the organi-
zation on the one hand, and the power of the organization to decide
for itself what its characteristics and behavior will be on the other.

2. Real estate enterprise is a cash cycle enterprise. A real estate
project is a synthests of attribute subsets converted from space-time
to money-over-time. Cash flows must balance. Thus, public and
private solvency of an enterprise is the gentral issue in urban land
economics, and not value,

The systems approach to any level of organization or enterprise may be
described as requiring the following functions:

Goal-setting (value judgments)

Forming policles (standards)

Searching for opportunities which are consistent with policies
Selecting opportunities which are consistent with policies
Designing systems for capturing selected opportunities
Installing systems for capturing selected opportunities
Operating the systems that have been installed

Maintaining and continuously perfecting the operating systems

-

L)

OO~ VAN B B~



The Rea! Estate Process - S50 & 705
Lecture Outline #|

Traditional real estate and land sconomics has always treated land us

a commodity and value as a cenmtral Tssue, That's what your textbook
says. IN sysence highest and best usa of any particular parcel of greund
was that use which would maximize the owner's wealth in a specified
period of time, !,s., the highest present value of a stream of futurs
benafits mansured in dollars.

A. The theory had its economic roots in Marshallian economics as a
mathod o allgcate uses to the land. Presumably those who eould
pay the most were those that anticipated the gqreatest producars
surplus and society was served by maximizing economic surpius.

8. MHNighest and best use replaced secial histery where there was a ¢onSansus
of land use prevailing over long spans of time where culture, technelogy,
and population was static. Development of new world lacked all of these
conditions for social consensys on 1and use allocstions.

G. The concept of highest and best usea, even wnen qualified as that use
which is lagal, technically passible, and in denand has some simplistice
and questicnable prenise:

1. Such a premise depends on the assumption that gne can measurs
all costs and benefits, external as well as internal, and convert
to a dollar figure. .

2. Such a premise assumes land to be 3 commodity and that rational

" cbjectives are always to maximize present worth,

3. Such & premiss assumes perfect competition, a knowledgeable
market, and sufficient liquidity that capital can move in and
out in response to marginal demand and leve! of profitability.

b, Such a premise {mplicitly assumes that what Is good for ane
parcel is coallectively desirable in the aggregate.

5. The semantics of highest and best is vaque at the very least
and arrogant in the extreme, 8ut it is simpie,

D. This course will be built around 2 concept of most fitting use and
most probable usa.

1. Before defining these terms some other basic definitions are
required to suggest the complexity.

2. Those who advance highest and best use thesry or are unhapoy
with the complexities of a3 systems approach suych as we will
advance might consider Pat Maynihan relative to hausing salicy:
", ..we have never learned 1o be sufficiently thoughtful about
the tasks of running a complex society... the essenca of tyranny
is the denifal of complexity. It is the great corrupter and must
be resisted with purpose and with energy... What we nesd are
great complexifiers..."

Real estate is artificial delineated space with 3 fourth dimensicn in
time referenced to & fixed piont on the face of the earth s enclcse
or house some activity. [t is a spacs/time unit of enclosure.

A. Real estate invented by rolling a rock in front of a cave to separats
the natural void with an artificial attribute such as warmch, orivacy,
defensibility, or exclusiveness. '



c.

K.

1. 1f the history of man I3 1,000 l{fecines at 40 vears esach,
then man lived In caveis for 750 1ifacimes and wa have explainegd
75% of resl estats.

2. Tha utility of tha cave, tha ecinomic good was itz scaca fer
hous lng and aczivity, not the 30lid elemancs of rcof, walls, and
cailing. Indeed the tachimalogy of bullding has moved staadlly
toward reducing the waight and mass of our structuraes, at laast
untll wa have put a priarity on halding passive energy.

3. Spaca/ctims unizs are deflned as rocen per night. apartment per month,
canni{s SOurt Murs, sguars foat par ywar, cave par mocn, of wildarneis
for coming genarations.

Man sada lmorovemantcs regrasant an avaluticn of artifacts o reduca

the [rritacions ar wisfics bacwawn man and the cave, becwesn the farm of
any artificial salution andthe concaxt in whilch it Is o cparate.

Real estate i3 intandad to interfaca {adividuali and their :acu:-y
£0.the Tlmicatiens of the land.

Ieprovenents from survey mark to city layouts to individual Suildings
defines spaca.

The law through legislatisgn, soncrags, and pracedent dilocatss ana
dafines time, benafig, privileges and rlspcnsb-'(.:nu of usa,

The law Is a raflectian of tha pollitical uc.“uncﬁf By whigh saciaty
axpresses its valuad, objectives and pricricies fngluding bogth &
callestive and individual peefarencs for land usa.

Privece rights to uvie and bGwnefit are those wiics remain aftar Toa
pubil ic has exercised its rignets to centrol througn the pollca scwar,
Its share of bSenefics cthrough the power 0 fax, and i3 arierity aver
the arivaze pasition chrougn che powar o candemn or exprogriarce.

A real estace project i1 cash cycle Susiness snzersrise witich combises
& space/time sraduc? with caresin t7pes oF manacamens services 30 mext
the nesds of 3 speeific user. !t i3 the procaas of converting space/
tine nesds co money/time dimersions im 3 cash aczncmy.

1. A real astata business Is any bhusiness which asrovides exper=iza
Aedessary & ralate soaca/time nesd to monay/time reguiretents
and includes arehitects, brokers, city slanners, morigage tankers.,
and 4ll other special 1kills.

2. The grue 3rofic canters in real estate are In tha delivery of
sarvicas and cash €asital. Monuy i3 &n snergy trans¥ar syszem.

1. Eguity ownership s the degres 10 winich gme enterariza controls
ar diverts cash from another real estata encarorise.

b. Public has dirwct ownership cc the degres reaal esate Caxes
taka 3 pcrm:aq- of tamant inccme In excess of sarvig: cosc.

Tha real astate procass i3 the dynam-¢ intgraction of three groups,
space users (consumers), space Dl’Oriu:ei'S. and the various subldic
aguncles {Infrastruczures) which provide servigss and <¢apital o
support the consumar nesds. (Sae dxagr:n)
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THE REAL ESTATE PROCESS



[

1. Usars are further subdivided ameng individual eansumers coeracing '
In tha marketplace, ¢oilective Cansumers ccerating :.hl‘uugh tha
politiecal seructurs and collacsive institutions (like unians,
churches, peer groups), and fugture users cpwrating tﬂ!'ough a
resourca etiic and oollective consensus, .

2- Moce that the spacs oroduction group Tnclydas money. expertise,
and smterial sourcas without soecifyiag whigh is arlvace. pudlie,
or Joing venturs In terms of ownership form. The resl dissinction
is that the spaca productlon group ts concarned with improvement
placed on a specific site while the public Infrastrugsura groue
is concarnad with al! the off-sita improvemants and sarvicas
ragui red. _ .

3. Each of thesa decision groups and suhgroups resresent an
entarprise, an organizad undertaking. In a money sconomy all
eash cyels untarprises ars constrained by 3 newd for cash salvency
both short and leng tearm, I ordsr 20 survive,

h. A dasirsble real estate solutien cccurs whaen cthe process germits
mmxirzm satisfaction to the consumer at a arica that he can afford
within the envirammancal limfcs of land whila permisting zhe
cansumer, producar, and the govermment cash cycle o achieve
solveney = cash Sredk wven 4t 3 Rminimus, after full sayment faor
sarvices rendered.

B« Salvencv of the totzi =2rocess, nat value, s the erizisal issuam.

1. Land is a physical surfaca, a bearing paint for imorgvesancs, 2 lecaticnal
poing whers denand and supply forces find solvency and acs=ss 22 Sysiness
opportunicy. Excast as 4 -aineral or far che sale o tao sail, ic is
not geherally a coowodicy but rather & soint of aczass s control of
ecuncmic eventiy. [t is mot a profic censer in icsal® Sut rataer Ig
desirable becauza chosa wine cantrol the land co2nt=cl 3 cactive markes
for their sarvicas, thair capital, and their coinien as to lane usa
allocacgion.

The concant of highest and best usa of land was 3 commodity esncast which
did mot consider axtamaliclas adequataly. It is Seing resjaces av
concents of mast fit2ing use and tHe concesnt of mosT 2rscanle use.

A. The mast ficsing use is that use which is the cotimai resanciliacion
of erfeciive consumer gemand, the ¢ost of oroduczian, ana the fiscal
and snvironmancal . impact on third parties., Reconciliatlon mvalives
flnangial impact analysis on "eno pays’ and "whno bhemefics.'

B. Tha me3t orobable use will ba somathing lesx than the mest figting
usSe depanding on Lopical esmstraiats imaased By cusrent sollzical
factory, the state of real etz technolegy, ang short tarm 3clvency
prassures on <onsumer, producsr, or puslic agengy.

€. 'In sesking the aos3t figting and most probable usae, the plancer ang
privats proparty appraiser must incteract 5o determinmg how e=menuni &y
objectives and consumer -~ production sactor 1olvency can be acniaves
sieul tanevusly.

T« A resl estate decision has only Owo basic foems, Eisher @ size
is in search of 3 yse and consumer with the ability =n zay, or
a consumar, need or usa with & defined ability to pay is sasking
sama combination of spaca/time actributss he can aftfardg.

2. Tha individual consumer witht nesds and a bSudcar is the drive whesl



3. The public sector represents the collective consumer service
delivery system, sseking to minimize marginal cost to the consumer
and average cost to the community at large.

k., The production sector responds to & derivative demand for engineering
and management expertise.

Critiquing the form and adegquacy of & real sstate solution s snalogous
to the artisitc concept of judging the success of an art object by
reiating form of the solution %o the context to which It was created,

1. Centext includes those elements which are fixed, given, or cbjectives
and to which any solution must adape.

2. From giving elements are those variables within the artlsts control,
i.a, options or alternatives at a particular time,

3. A solution is judged far its correctness or success in terms af
the degree of fit of the form proposed to the context.,

4, Feasibilicy analysis is concerned with the degree of flt ar the
axtent of misfit between a proposed course of action and the
context within which it must operate ar fit.

£. Success therefore depends on how appropriately the problem is
defined; testing feasibility depends primarily upon aczurate and
comprehens ive definitign of the context.

An enterprise Is any organized under.aking, and a rsal estatge problem
ar project always beglns from the V|ewpoln: of some enterprise
relative tc its environment,

1. The systems engineer seess the eeentual form af an enterprise, in
terms of both its coafiguration and behavior, as repressnting a
negotiated consensus between two generai scurces of power-==the
power of the environment to dietate form and behavior af the
organization on cne hand and the power of the organization to
decide for Ttself what iTs characteristics and behavicr will be
on the other.

2. The system engineer uses ‘power of the environment’ 3s a3 dynamig
alternative to the static implications of context and adds dynamic
element of behavior o the elective responses of the form giver,

If the real estate process sounds complex, it is! Many times during
the course it will be necessary to simplify, exaggerate, or arbitrarily
ignore variocus factors for educational purposes. Nonetheless, Tt is

a2 rich and valuable subject aras:

1. Thare are few other aress of business enterprise which offar more
high drama, more colorful actors, more opportunities for those
with generalist curiosity and those of entreprereurial risk taking

. ability.

2. Real astate skills have made Americarn millionaires more often
than any ather enterprise but there is no area of entarprise rore
parcchial, obsolete and in need of scientifi¢ management than
resl estate. Expertise is a competitive adge.

3. Real estate requires attention tQ repetitive, mundane, and often
boring details but it is an area where the average individual
can succesd through patience and persistence racher than brilliance.

L. The real estate process is the uitimaste battle ground of all
the conflicting virtues and weaknesses of our society. We hope to
make you 8 knowiedgeable critic of the ensemble of rzal estate forms
and context so as eonsumers and voters you can ancourage the
successful and avoid the charlatans without being so parancid
about real estate you can't tell yvour true friends from your enemies.
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Given Information

Site size: 3 acres at $30,000/zcre
Building size: 100,000 gross sg. ft. @ $38/sq.T%.
Soft costs: 15% of construction budget
ICR: 80%: B/T equity ROR: 14%; Loan terms: 12%, 30 years, monthly py
Qperating expenses: §3 Per gross sq. ft, per year
LOAN TO COST RATIO ARPPROACH

el SITH ARSUIETIGN SOET
Also given : s

Real estate taxes:
assume cost equals |
market value initially
equalization rate=.6Q;!
mill rate = $0.044

Cash replacement reservg
= $20,000 per year

Vacancy rate: 5%

Building efficiency
factor = ,90
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Given Information
Defauls ratie = .70

Markat rent: $11 per net sq. ft.
Other info: same as before as far as is apalicable

DEEAULT RATIC ARPPROACH
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Construction costi

100,000 gross sg. ft.

=

$28.,00 per gross sa. f£t.
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The Real Estate Process - 550
Qutline - Lecture #2

First lecture defined the real estate process as a dynamic synthesis

{n which three parties, space users, space producers and the public
infrastructure, seek real estate solutions which allow each of them to
remain solvent as cash cycle enterprises while pursuing other objectives.

A. Any decision requires organization of infaormation intoe alternative
courses of action and their consequences. Simultaneously the facts
generate values, obJectives, and specific criterla for judging
which consequences are good or bad. Given a ranking of criteria,
ane selects the most favorable course of action to pursue.

B. Thus we need a system for ogganizing the facts to be discussed In
real estate; a system which permits comparative analysis of alternatives
and their consequences.

€. The first step toward that system is in Diagram A.

The sequence of money flows and service flows historically began with
the space producer.

A. Step | indicates the space producer provides financial capﬁtalbénd
services in the form of management expertise to control a site
and provide attributes in the form of improvements.

1. Site attributes could be physical, linkage or dynamic
2. Site improvements range from survey monument to a fully integrated
and operational environment (Disney World).

B. Step 2 Involves provisional services to the real estate from public
systems for sewer, water utilities, etc. Generally compensated by
the real estate tax and user charges metered to the site.

C. In Step 3 the combination of attributes and services will be perceived
by the space user differently and subjectively no matter how well
engineered the site Improvements may be., This perception will
rmotivate a rent or purchase price which hopefully will compensate
the space producer for his capital and services.

D. The space users choice of location will also enablie him to pay
income, sales, and other personal taxes to be eligible for other
services which he may or may not want. Obviously the space user
wants to maximize net benefits from the real estate (#3) and services
(#5) while reducing to a minimum rents or purchases and taxes.

E. Since each of these three baslc enterprises must make decisions which
affect land and the space-time product and since each is a cash
cycle enterprise which must remain solvent, it is useful to begin
explanation of the cash cycle constraint on their real choices.

1. Hence we begin with a simple cash flow model of the space
producer and the sub-systems which affect his (their) cash cycle.

a. Prioity based on Instruction sequence
b. Space producer is a synthesis of many sub-system enterprises



2. Real estate Is a multi-disciplinary field and in a beginning
course, as we unravel the various sub-systems, we can only
suggest how you might pursue the input further from the other
disciplines. Thus we will stop short of exploring in full
many interesting subject areas.

3. The quiz sections will detall cash flow for the producer
of rental property. Some lectures will be devoted specifically
to detajiling the cash flow problems of users of residential
space, retail space and industrial space.

L, Lectures will also sketch the public infrastructure cash cycle
as represented, by real estate taxes and other revenues and
the cost of services and public capital in streets, schools,
public transit, environmental quality, etc.

F. Financlial behavior is only one small part of the decision system
affecting real estate so that lectures will be devoted to suggesting
the sociological dimension and historical significance as well.
Indeed, If the baslc elements In the context of the real estate
decision system are classified, financial elements must come last.

G. Baslc elements of context for judging feasibility or fit of a real
estate proposal:

Goals and objectives of decision maker
General areas of opportunity

Specific micro-market targats

. Legal-political constraints

. Ethical compatibility constraints

. Physical-technical constraints

. Financial constraints

~] DA O N —

111, By way of introduction of the mechanical front foor and back door
approaches to be analyzed In detail in quiz sections, it will be useful
to examine Dlagram B.

A. The traditional sequence i{s to begin with a space producer as in
Diagram A, which may be called a front door feasibility approach
or capital structure approach.

B. It may be more useful, however, to first define the maximum the
consumer can pay and the priorities the consumer or space user
may place on various attributes in order to derive the maximum
capital budget which may be appropriate.

C. In fact, the real estate process is a continuous iteration between
capital budgeting and consumer budgeting constraints.

D. The front door and back door flow charts are a simplified schematic
way of looking at the space producers cash flow cycle. Ve will
provide similar schematics for space users and the public infra-
structure as we move through the course. First, a graphic flow chart,
then a detailed budgeting process, and then an actual numerical
illustration, the computation of which you will have to be able to
execute.
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Outliine - Lecture #2

1. The form and pattern of urban construction will reflect a consensus
between value judgments of the society and its objectives and the physlical
and financlal limitations of available alternatives. The degree of
influence of social value judgments in the decision process might be
reviewed in three phases - pre-1800, 1800-1950 in the United States,
and 1950 to the present.

A. Lecture is an introductory look at the first two elements of the
management process for an undertaking - goal setting and forming
policies.

B. A schematic iilustration of the decision process might be:

Systems for ldentification
of Alternative Courses

|

!

! Criteria
! Value System Expressed by

|

Strategic Objectives and
Tactical Standards

|
;ﬂr// of Action }
Data a \\\‘\\\\ihk“~\h Decision I Recommendation
/ '
|
l
|

I
U ———

2, Values are moralistic generalization which must be explicit
to be operational os objectives. O0bjectives must be detailed
with a series of if/then statements or criteria to provide a
logic for accepting or rejecting an alternative.
C. Shoreline conservation example.
D. Financial analysis pattern example,

E. A systems flow chart of any decision process: AMEND
A
(NPUT 0P;g§¥ﬁ;f¥y} J COMPARE I= ?gkggéiia)kp INPUT
lpo

REJECT ES ) ARE POLICIES MO
OPPORTUNITY APPROPRIATE?
SELECT
OPPORTURITY i, YES




2 {outline)

1l. Cities of the past often have physical clarity in land forms, layout
and architect as a result of static population, static technology, and
cultural continuity.

A. Specific purposcs produce a desirable order so that social need
was reflected in urban forms.

B. Interraction was simplistic in priority, defense, commerce, religion, etc.

C. Form builders made changes in traditional procedures only in response
to significant and obvious irritation, misfits in the form fit to
the context such as the London fire, the cannon, or disease from
polluted water.

D-1 Defensive town - Naarden

D-2 Roman military taown - Aosta

D=3 Inca store town = Pikillacta

P-4 Peking - Tartar City - Imperial City - Forbidden City
P-5 Canal structure of Amsterdam

it1. Settlement of the new world meanst conditions of cohesive development
in other civilizations were gone.

A. Population explosion

B. Cultural restructure from outer directed to inner directed

C. Technological explosion in communication, transportation, and building
structures

D. Property rights were a populous emotional experience

1. Ploneer ethic of development favored those who could pay the
mostest and build the biggest.

2. Thus highest and best use concept - that use which had the highest

' present value of dollar benefit over a specific period of time -
does describe the land use allocation system form 1800 to 1950.

E. Cities grew like a reef ~ a process of accretion, with each building
a skeleton built to house a particular actlvity. A process of accretion
tending to cluster around transportation systems leading to the center
of commerce, government, and industry.

F. A Greek city planner - Doxiadus.

1. Dynapolis - a city plan designed to grow in one direction
2. Ekistics = the science of city building as a multi disciplinary
art form.

G. The conditional constraints on highest and best use through which
society has begun to operate.

. Legal constraints aon the use of the land
. Market need for particular kinds of space at a given point in time
Engineering feasibility

1
2
3.
4, Financial prudence



Iy,

3 (outline)

Since 1954 federal subsidies of urban planning are leading to drastic
redefinition of land as a public utility and resource rather than a
private commodity. Thus the land use allocation process is no longer
a bidding process in the marketplace and we make a distinction between
land use pattern and decisions and the present value of improvements
to land by private enterprise,

A.

B.

The old semantics of private property remains but substance of those
rights have been drastically altered. Government had retalned In
the original constitution the power to tax, the right to regulate
or to lease, and the right of eminent domain.

Recent Rockefeller commissiom recommendation calls for judicial
reinterpretation of property rights so that '"when the protection of
natural, cultural or asethetic resources or the assurance of orderly
deveiopment are involved, a mere loss in land value should never

be justification for invalidating the regulation of land use."

This course is concerned with the mechanisms and the real estate
process by which value judgments are restated as objectives and
objectives are made operational by creating decision screens or
criteria with which to select one of several of alternative rourses
of action in the creatfon of space time units to house an activity.
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Business 550

LECTURE #3
Social lmpact of Real Estate

The decision process Involves both Identification of alternative outcemes
Including flnancial consequences, and conversion of value judgments to
selection criteria as In the following diagram A:

Diagram A

Soclal content or Ilmpact of real esaste is found In:

1. Decision procedures of users, producers, and public agencies,

2. Impact of past real estate decisions on future behavior of Indlviduals

and social groups.
3. Whdston Churchill - "We first shape our buildings and then ocur
bul tdings shape us.™

The space user can express his values...

1. As a market transaction.

2. As a do-nothing declision.

3. As expllclit collective social or political action.

The space producer can express his values...

1. As an Individual selective response to user stimull.
2. As a collective response to external forces.

Political Infrastructure reflacts values...

. Of the constituency through laws and ordinances.

. 0Of the pollitical administration through discretionary prodedure.
. Through devices for public hearings and appeals.

. By weans of the threat of future politfcal action.

A N

Thus to examine social values In decislon maMisgchad social impact of
real estate solutions on soclety Involves the real estate process jn an

almost infinite varlety of beshavioral models of the political and social

1. Some simplistic historlcal surveys may be useful

proces



Urban Land 550
Lecture #3

In earlier definition of the land resource, we suggested it would be
necessary to examine four sets of attributes to determine its suitability
for any specific purpose or improvement. Today's lecture is concerned
with detailing the type of data input and discision criteria appropriate
for these attributes. We will try to note in passing other courses

at the university outside the Sch. of Bus. which are useful tools for

the real estate major.

A. The four, somewhat arbitrary subsystems of attributes relative to

land are:

. Physical static attributes

2. OQOrganic eco-system attributes

3. Dynamic social attributes

., Public and private legal attributes (the lecture will limited to

the first three)

B. Each of these sets of attributes will affect the cash flow characteristics
of any enterprise located on a particular site in different ways
and therefore it will be useful to briefly sketch the elements of
cash cycle forecasting so that we may simply suggest where site
attributes are synthesized into the eventual solution.

C. The elements of financial planning for the cash cycle include:

. Definition of profit center viewpoint
2, Definition of time line for the enterprise cash cycle
3. A schedule of capital outlays

a. Direct capital cost
b. Indirect capital cost

Schedule of revenue and expenses

Assumptions of a finmancing plan

Assumptions of income tax strategy

Heasures of risk (potantial variance between plan and realization)
. Measures of yield

Co~ ONT B

. Static physical attributes ultimatley define the cubage available to

contain an activity.

A. Size and shape of parcel

Frontage - filling station versus movie theater
Width - cicculation versus us able area - double loading corridor + office
Depth -~ need for access - frontage or apartment
Effective building area - setback zoning, deed restrictions, ground

cover area, FAR density
5. Shape-structure relationship

LS D -
- .

B. Topography

1. Degree of slope - zero to 12% buildablie - cut and fill cost
2, Elevation from access point
3. Drainage



1.

C. Seil and sub-soil conditions

. Bearlng qualities
2. Expansion and stability characteristics
3. Permeability - drainage and septic percolation

D. Utility infrastructure

Municlipal or private sewer and avallability of hook-up permits

Cost and capacity of electrical service

Availability and cost of water (Madison has metropolitan sewer

but clty water)

Availability of gas and gas service permits

Availability of telephone service (definition of districts-Westowne)
Availability of fire service and rate classification

Availability of muncipal services such as police, garbage disposal
cable TV, etc.

-

N U R —

E. Existing improvements

. Survey monuments, etc.
2. Underground utility easements
3. Abandoned foundations, mining shafts, quarries, etc.

Organic eco system attributes are concerned with the relationship of the
site to the general ecofolgy of its environments and the impact that

any alteration of the site on the natural systems of which it is a

part.

A. Water conditians

1. Ground water contamination or recharge

2. Surface water run-off and erosion

3. Siltation of lakeshores and streambeds

L, Alteration of storm water absorption and run-off patterns

B. Plant life conditions

1. Destruction of rare plant resources

2. Reduction of prime agricultural reserve

3. Damage to natural food chains

L. Damage to significant animal or insect habitat

C. Alteration of micra climate
D,

The dynamic social attributes of a site have to do with its spatial
relationships to other related sites and the way in which people perceive
the specific site. Real estate, remember, is intended to house an
activity and these activities are generally interdependent with persons
and activities at other locations.

A. The urban land economist deflines any single activity as an establishment.
A family 1s an establishment, a church, Oscar Mayers, or a store
at Westowne.



The relationship between any one site or establishment

and another establishment/termed a linkage. The linkages of

the site are a major determinant of its economic value. For
example, a car rental company may want a direct linkage to the
air traffic terminal or a student book store may find it critical
to be tied directly to a major student pedestrian thoroughfare.

1. Many linkages may be physical such as pedestrian bridges or
the truck stop at the interchange dowmramp.

2. Most linkages are more mental in terms of convenience and time
or street intelligence or “amenities''.

3. Amenities are the esthetic satisfactions and comforts which
individually cannot be priced, such as the tone of the neigh-
borhoad created by parks, and trees, etc.

The single family home has a variety of linkages which each
househald gives different weight. It has a linkage to school,

to shopping, to job, to recreation, to social circles, etc.
(a short crawl home).

Site linkages are a key to feasibility. The West Allis Inn exaogle.

Linkages are related to the spatial distribution of land uses
which are town builders or primary employment centers and land
uses which are town fillers or ansilary services.

A set of linkages, physical or mental,of any particular parcel

is called the situs pattern. A situs pattern suggests a use and a
use defines the deserved situs pattern.

The relationship of establishment activities is not only rational
in terms of obvious motivation of convenience, economy, etc.,

but is also subtie and to some degree irrational conditioning of
the mind.

1. ldentification with or of a building or an area depends on
repeated exposure and subtle delineation of areas or visual
cues.

a. The Hidden Dimension by Hall
b. Defensible Space by Oscar Newman

2. Anxiety is a significant factor = security, privacy, driving
or pedestrian safety ( the secret to defensible space is to
increase the anxiety of the interloper or stranger to increase
the security of the resident).

3. One writer sees the phychology of linkages as a degree of
public-private character, The major streets are community at
large while your own street and sidewalk are neighbarhood.

Your front entrance is a transition zone from public to

family while the bedroom is a transition from family to private
At each point there is need for different levels of audio-visual
privacy and reinforcement of the appropriate degree of scale.
Community plazas are large scale, but neighborhood is expansive
but low key, The entry walk and foyer reduce the scale and
texture at first and the home pattern itself is small pattern
and texture.

L. The shopping center design is intended to reduce the anxiety of

the driver approaching the site, his confusion and anxiety in
parking and walking to the store of his choice, and his

dijscopfort while in the store itself. Thus the approach zone to
the site is an important !inkage.



Urban Land 550 Lecture #3
. Site attributes affect the fit of an activity to the land.
A, For somewhat arbitrary and related subsystems of site attributes are:

Physical static attributes

Organic eco-system attributes

Dynamic soclal attributes

Public and private legal attributes (the lecture will be limited
to the first three)

Bl WU L
P

B. All these attributes each affect the cash flow c¢ycle characteristic
of any enterprise or establishment located on a particular site.

L. Elements of financial planning for a real estate enterprise cash
cyele include:

1. Definition of profit center viewpoint
2. Definition of time line for the enterprise cash cycle
3. A schedule of capital outlays

a. Direct capital cost

b, indlrect capital cost

. Schedule of revenue and expenses

. Assumptions of a financing plan

. Assumptions of income tax strategy

. Measures of risk (potential variance between plan and realizatlon)
. Measures of yield

oo~ Chun -

Il. Static physical attributes define cubage available to contain an activity
and are inherent within the boundaries of the site.

A. Size and shape of parcel

1. Frontage - filling station versus movie theater
Width - circulation versus usable area - double loading
corridor + office or apartment

3. Depth - need for access - frontage

L., Effective building area - setback zoning, deed restrictions,
ground cover area, FAR density

5. Shape-structure relationship

B. Tapography

1. Degree of slope - zera to 12% buildable - cut and fill cost
2. Elevation from access point
3. Drainage

C. Sail and sub-soil conditions
1. Bearing qualities
2. Expansion and stability characteristics
3. Permeability - drainage and septic percolation

D. Utility infrastructure

1. Municipal or private sewer and availability of hook-up permits



Cost and capacity of electrical service

Availability and cost of water

Availability of gas and gas service permits

Availability of telephone service

Availability of fire service and rate classification

Availability of muncipal services such as police, garbage disposal,
cable TV, etc.

. *
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E. Existing improvements

1. Survey monuments, ete.
2. Underground utility easements
3. Abandoned foundations, mining shafts, quarries, etc.

Organic eco system attributes are concerned with the relationship of
the site to the general ecology of its environments and the impact
that any alteration of the site on the natural systems of which It is a part.

A, Water conditions

1. Ground water contamination or recharge
2. Surface water runoff and erosion

3. Siltatioh of lakeshores and streambeds

4. Alteration of storm water absorption and runoff patterns

B. Plant life conditions

1. Destruction of rare plant resources

2. Reudction of prime agricultural reserve

3. Damage to natural food chalns.

L. Damage to significant animal or insect hatitat

C. Alteration of micro climate

The dynamic social attelbutes of a site refer to its interaction of
its other sites and the perception of people of the specific site.

A. To an urban land economist any single enterprise on a site is an establ ishment
B. The relationship between one site or an establishment and another

site or establishment Is termed a linkage.

1. Linkages may be physical, such as a pedestrian bridge

2. Linkages may be mental in terms of convenience, time, economy, etc.

3. Linkages may be cumulative In terms of esthetic satisfactions

and comforts which are called amenitles.

C. A single family home has a set of linkages to schools, shopping,

jabs, recreation, or social structure.

D. Site linkages are a key to feasibility of a store or motel.

E. A set of linkages for a particular parcel is called the situs pattern
for an establishment.

F. Perception of a site is a product of both motivation and subtle
conditioning of the mind.
1. Visual cues. Interesting reading on psychology of space
a. The Hidden Dimension by Horman Hall and Defensible Space by Oscar
2. Anxiety-security-privacy Newman
3. Community-neighborhood-family-individual "zoning' by means of
audio visual conirols and patterns

k. The conditioning of the approach zone linkage for a site relative
to its use.




BUSINESS 550
Linkage, Dynamic¢, Environmental Attributes
Lecture #3

Linkage Attributes

The marketing of a permitted use depends in large part on the location of a
property. The banal phrase in real estate is that there are three critical
factors in real estate - location, location, and location. Those who Tove
to quote it seldom can define systematically the elements of location.

A. Linkage attributes are the ties of the subject property teo networks of
supporting infrastructure which improve convenience and access and to
activity centers which may interact with the subject property. The
convenience and cost of this interaction is measured in terms of friction.
(Ex. when congestion downtown meant too many wasted truck driver hours,
wholesale centers moved to the outer rim of the community along beltline
roads; lack of parking on the Square is one element of friction which
motivates people towards suburban shopping centers).

B. Analysis maoves bhest from the borders of the subject property otutward
to expanding zones containing potential demand sources or competitive
supplies of space. Analysis moves best from physical networks to
intangible ties and relationships which may be visual or perceptual
(dynamic attributes, as well).

C. Physical networks typically involve utilities and transportation.
Utility linkages need to be considered in terms of availability or

dependency on:

1. Sewage processing, storm water retention, and storm run-off provisions.
(I1BM Building)

2. Water capacity for use and fire, and water chemistry if applicable.

3. Energy sources Including electrical, gas, steam, solar, and capacity
of suppliers.

L., Public service zoning for fire and police, rail switching zones, etc.

5. Access networks include street, sidewalk, rail, gallerias, under-

ground pedestrian networks, overhead bridges, and public transit systems

including access points, traffic department controls, capacity for
additional volume and possible shared cost formulas.

D. Relationship of subject site to immediately contiguous property (adjacent
parcels), balance of city block or track, and neighborhood layout patterns.

E. Possible dependency on availabhle resources of underutilized labor and
potential employees, timber and other natural resources, water {lows
in streams or underground, ctc.

F. Relationship of subject site to generators of potential needs and uses
for the subject site, such as:

. Employment centers

Schaol system alternatives

Retail services

Complimentary existing nearby uses

N -



. Recreational services
Health care systems
Security systems

Waste disposal services

Co~J Ch N

G. Neighborhood demographics (population, age, employment, income, etc.)
H. Relationship to competitive alternative and estimate of supply of
available space, competitive ranking, and exposure of subject site to
competitive interception of potential demand.
Dynamic attributes are those attributes which exist in the minds of the beholder
which are mental or emotional responses which a site or project stimulate
and which affect decision making behavior.

A. Image conditioning of the approach zone

B. Visual factors in terms of prominence of the site, views from the site,
potential for contreolled sight lines, etc.

C. Prestige and status
D. Anxiety factors of access and security
E. Noise as a function of traffic count (FHA noise pollution manual)

F. Prevailing air currents and airborne pollution (phosphate plants
or sulphite paper mills, for example).

G. Political images established for a site by the public positions of
local politicians or vested interest groups.

H. Historical community reputation and values attached to the project
site and structures.

Compatibility of Alternative Uses With 0ff-Site Factors
Individual user needs are reflected in the first four attributes while the
collected community of consumers is considered under the broadest definition
of environmental attributes. The collective community is generally represented
by political administrators so a land use must be sold to''two markets'!,
the buyer or tenant user and the community political administrator.
A. Physical and environmental impacts off-site

1. Storm water and ground water run-off

2. Contamination of air and water

3. Impact of sun shadows on neighboring property

4. Encroachments of flora and fauna supplies

5. Encroachment on historical or cultural resources

B. Silhouette of social impact in terms of public perceptions of:

1. Displacement of existing residents and neighborhood units
2. Contribution to social integration or mobility barriers



3. Contribution to land use heterogeneity

L4, Contribution to regional and community master plans
Fiscal impact on the community where apptropriate:

1. Direct impact on real estate tax revenues

2. Direct impact on other governemental revenue

3. Direct impact on incremental government

L, Secondary contributions to local government revenues
L. Secondary cost burdens created for local communities
Social factors in the ethical environment:

1. lmpact on supply/demand equilibrium

2. Stamina of project sponsor in the face of public pressure

3. Vulnerability of potential project buyers to secondary political
pressures and counter attach

L. Potntial uses requiring unique political resources or private/public
conseriiums

Alternative Use Scenarios Require Further Testing

The site in search of a use is first inventoried for its apparent attributes
in each of the five sets above In order to identify technically possible
alternatives. These alternatives must be further screened Tor financial
viability.

A,

Reference to Exhibit | sketches the flow of analysis. |t is a repetitive
cycle in which surviving uses are further refined relative to market,
salvency, infrastructure and investing.

The critical element of financial viability (i.e., solvency and perhaps
profit) is effective market demand. Market attributes include macro-
markets inherent in general population data, micro-market data discovered
from consumer research of people and competitive peoducts, and collective
markets as related to neighborhood expectations, and perhaps future
unknown re-uses.

Use scenarios for which there is effective demand lead to preliminary
solvency tests which indicate the relationship of justified investment
to required capital costs for the individual investor, just to achieve
breakeven.

The uses which survive solvency tests for the individual investor then
must be related to the financial and physical infrastructure of community
needs and priorities as well as financial capacities, At this point

the ideal use may be modified by short term political consideration

and a number of not so perfect private alternatives will survive to

be tested in terms of appropriate mini-max criteria related to spendable
cash, future networth, acceptable risk, and portfolio fit,
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I11.

Physical (Static) Attributes of the Site and Its lmprovements

A, The analysis of static site attributes which begin to narrow
the potential gslternative uses of the site should include
both the facts and their implications for productive use of
the site in such topical areas as:

1. Size, shape, and lot area

2, Topography, solls, geology, slope stabllity, bearing
capacity, septic tank suitability, potential for subsidence,

3. Weter table, wellg, streams, ponds, storm water swales,
shoreland edges, bulkhead lines, flood plain desigmations, et

i4, Flore and fauna which enhance marketabdbility or which might
ceuse environmental impact litigation

5. Concealed utility eesements, o0ld foundations| etc,

€. Existing on-site utility services and capacity

7« Access points to public thoroughfares or private rightecf=-
WAYE,

8. Site improvements such as paving, retaining walls,
pedestrian peths, culverts, etc,

9. Lanimark attributesz or historical site features

10, Define physical system subsyetems

a. foundation systerx k., horizontal circulation syste
b, structural system i, vertical circuletion systenm
¢, Tloor system Jo 1life safety sycstem

d. ceiling systen k. electricsel Bystem

e, roof system 1. plurbing syster

f. exterior wall sycstem n, HVAC system

g. interior wall sgysten n. site circulation system

0. 80cial corntrol system

B. Numerous courses are offered at the UW-Madison which touch upcn
thege topical ereas {see course listirngs for the following
departments, amonz others: lendscape architecture, civil engineer
ing, land rescurces, and real eestzte), All personc active in
tre field of resl egtate should heve gt least er introluctery
knowleigse of these topical aress to better sppreciete anz to
unzerstans the raxificationes of the physicel rnsture of the
recl estate profuct. Experts shoull be ¢ensultel whenever
appropriste.

legal-Political Attributes

A, In Anglo-American law, resl estate ownershir is usuelly viewed
as consisting of a '"bundle of righte.®* The bunile includes!

1. Right of possession
2. Bight of eccntrol
a. Right of enjoyment

« BRight of disposition

B. These rights are not absolute, however. The law througch
legislation, contract, and precedent allocates and defines
time, benefit, privileges, and responsibilities of use,

C. The law i8 a reflection of the political machinery by which
gociety expresses its values, objectives, and priorities,

including both a collective and individusl preference for
land use,



D.

E.

e

The actual private rights to use and benefit are those which
remain after the public has exercised its right to control
through the police power, its share of benefits through the
power to tax, and its priority over the private positicn
through the power to condemn or expropriate,

The analysis of legal attributes should move from specific
limitationse on the site ilmposed by the righte of others to
restrictive oconvenantsg, private controle, etec, to public
sector controle and regulations, It is important to recog-
nize not only the black letter law but the composition of
thoee suthoritlies who have discreticnary responsibility

for interpretation, enforcement, or amendzment of these
controles relative to future uses of the site,

1,

3.

9.

Preehold estates

a, fee simple absolute

b, defeesible feesg
¢. 1life estate

Leasehold estates

e. ectate for yvears

b. estete from pericd to period
c. estate at will

d, estate mt sufferance

Konpossessory intereste

8. easements

b. profit

C. l1llcense

d. security intereste

-
1

Lersl cescrivtion and mezsurement
8. govermment survey mwethod

b. metes & bource

¢. FieTiins

d., Sstreet address

e, reference tc outsice fects

Bestrictive ccvenzntis limiting use, re-use, or modificaticn
of the prcperty,

Aorlicatle zoning ordiinances and building code limitations

on use (type and extent), including: alternative setback lirne
reight liritations, floor aree ratio (PAR), parking reguire-
ments, dwelling unit (DU) density limitations, etc.

Special zoning options which may be available at owner's
option such as rezoning, down-zoning, PUD zoning, etc,

Special controls imposed by other communities through
extraterritoriael zoning, tax conservancy commitments,
urnan renewal districts, tax increment districts, county
regulation of subdivision, and overlapping jurisdiction.

Special state constraints on uses affecting shorelends,
state highways, state airperts, etc., including state

industriael building code.



F.

G.

H,

10.

11,

12.

Special federal constraints such as airport approach
zone districts, harbor and river commissions, office

of environmental protection, Department of Housing and
Urban Development, provisions for the handicapped (HEW),
and many more.

Since the building process takes time, impending
legislation is important and regulastions require
interpretation or public hearings so that publlc
attitudes and expectations may modify black letter law.

A hidden source of regulatiocn are the rules which
control the lending institutions which lend the money,
For example, they cannot lend on any properties located
in 8 desigrated flood plain except under certain condi-
tions which include commnunity participation in flood
prevention programs.

Sites that border rivers or bodies of water may have water rights

1. Riparian rights

2 Prior appropriation

3. Littoral rights

L, Accretion

5. Avulsion

Conceptually, real estate is often divided intc three physical
levels:

1. Ezarth's surface and attachments

2.
3.

4Lir spzace
Subsurface space

Forms of ownership include:

ST i B o e
« » w @ B & @

Single ownershic

Tenancy in commen

Joint terancy with right of survivorship
Tensnevy by the entirety

Comrunity propercy

Condominiuis

Ccocperatives

Lecal Entities for Owring Eesl Estzte Interects

1.
2.
5
5.
6l

7

General partnershipo
Lirited partoership
Corporstion

Lend trust

BREIT

Syndicate

Joint venture

Transfering title to real estate

Purchese and sale
Inheritance

Gift

Foreclosure or tax sale
Adverse possession
Escheat

Eminent domain
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K. Examining and Insurlng Title

1. Good and marketable title

2. Abvstract of title

E. Restrictions, security intereste, liens
. Title insurance

L. Elements of Sales Contracte:

1. tual agreement

2, BRemlity of assent

z. Legal capacity to contract
« Congideration

£, Legality of the transaction

é. Contract in writing

M. Purchese options
N. Types of Deeds:
1, General warrenty deed

&, covenrant of seisin

b. ccvenant of the right to convey
c. ececvensnt sgsinst encumbrances
d. covenant of gquiet enjoyment

2, Special warranty deed
a. Quitclainm deed
« Sheriff's deed
5. Executor's deed
6. Tax deed

0. Eeccrding deeds
Actuzl nctice

L ]
« Ccrmsiructive notice
. Hereetvpe gr2tutes VeE. notlice-ty¥pe gtlatutes

L) -

Areivels cf the Pnysicel and lezel-Politicel Attributes ¢f the Site

L. & Treliminsry arzlvelie of These gtiributes permits the experiernce:
aralvst to disceré the mejicrity of alternstive user and to select
a set ¢f pieucitle gliternztive uvees which we wilil cgll scensrics
~~ courses of action whicr erould be anslyzei further in terme of
marketiprs, pricine, cogtirg, and aecceptablility.

E. Trese initisl screens for elimination need to be refined by
reference to the dyrexic attributes, linkege &sttributes, and
environmental constraints which cherscterize the property.

C. Sometimes legal-political sttributes and physical attributes
are related. PFor exsmple, if physical attributes preclude
development of the site as it is currently zoned, thean the

landowner may have a case for the rezonling of his site or for
a varilance,

D. ©Some static attributee may help identify most probeble user types
while other attributes will make certain uses unlikely,

E., Some static or legel-political attributes can provide monopoly
advantages 1f they make the site unigue relative to other sites.



BUILDING ERVELOPE mna‘.ocr + P.S.fL

1) Let Size - the area of the 1ot {(in sq. ft.).

2) Area Lest to Set-backs =~ the area around the
lot’s perimeter which mist be laft vacant
(dus to zoning regulation and/or deed re-
strietion).

3) Budldadle Area = Lot Size = Area Lost to
Set-backs

Mani
4) Floor Area Ratis (FAR) - the maximum total
floor area allowed as a ratio te lot sixe,

PMaxt
£) Maximum Allowable Floor Area = Lot Sige X FAR

6) Standard Allecatien Unit (SAU) < an areal unmnit

of measurement incorporating the proportiemal

mix of lot usea® required by the zoning code
for a proposed use of a given silte,

*e.g., OpPen space, parking space, & the bulld-~

ing itself
7) Number of SAUs on Lot = Builda®le Area / SAU
'8) Lot Area Regquirementas

Type of Ninimum Let Area
Dwalling Unit Per Dwelling Unkt
Efficlency 700 sq. ft,
One bedroom 1,000 * "
Twoe bedroom 1,300 = *
plus an additiomal 300 sq. ft. of lot

area for each additional bedroom in ex-
oess of 2 in a dwelllng unit,

9) Perking Reculremenits - By typs of usei
1 ror aparimeni
1 per 300 8q. f't. of net rentable area of
office mpace
5 per bowling lane
etes

10) Useakle Open Space Requirements - at least
140 om  F+. af nmaatrla anen anace Tor each

/207

700" - »
7 4 7/ 0°
L/ /}
/]
*ﬂm ya+- /5’
) Y
20 //f
Lot Sises Area iout te BRrildavle
12,000 sqefts Set-backs Areas 6,800

$9200 mq.fts

Total Floor Areass
é x 50' x 80* = 28,0000

Pleer Ares Ratie:
24,000/12,000 = 2

sol + 05

efficiency unit or one-bedroom unit, plus
an additiomal 160 sq. ft. for each addi-
tiemal bedroom in excess of one in a dwelle
ing unit :

- ="up to 50% of this open space can ba on the
roof or btmleonies,

11) Buildimg Rfficiency Factors = percentage
of net rentable area te gress building
arsa; decreases with increasing height
of tuillding (i.e., # of stories),



ONE-STORY BETAIL BUILDING
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1. Lot Size: 1801x120'=21,600~

2. Area Lost to Setbacks:
a. Bestrictive Covenant:
BFront yard: 10!'x180'=1,8007
Side yard: 10'x110'=1,100
b. Zoning:
Front yard: 3'x 10'= 30
Total =2,530~

3. Buildable Area:
21,600% - 2,930% = 18,670

4, Maximum Allowable Floor Area:
3 x 21,6007 = 64,8007

5. Calculation of SAU:
Net BEF Gross
Bullding 3002+, 90 = 333, 33°
Parking 375% =
SAU = 708.,33%°

6. Number of SAUs within Buildzble
Arez:

18,670% + 708,337 = 26,36 SAUs

Given Information:

7-

8.

G

10.

11.

Assune that there exists a restridc
covenant which requires a 10' setbhaclt
from all streetr and which forbids ar
*use! of the setback area,

Assume that the building efficiency
factor for this one-story retail
building will be .90.

Total Building Area: Gross Net

26.36 x 333.33 x 1=8,737% 7,908 %
26.36 x jgg 331 = e 208

Parking Area: Gross
26.36 x 375 = 9,885 %
Bzse Area Check:

e @
arsl:
Total 1'3‘,'675‘2

Is there a difference between #3
and #9? Only 2¥ due to rounding.

Jllustrate below how you might
allocate the required building

and parking areas to the site,

Be sure to indicate setback lines,
draw to scale, and show dimensions.
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TWO=STORY BUILDING
FIRST FLOOR RETAYL & SECOND FLOOR 500 NET $Q. FT. EFFICIENCIES
(Assume that the building efficiancy factor is .85.)

1. Lot Size: 180'x120'm21,600% 11, Parking Area: Gross
Apartments 3,334 « 11.86x281,25*
2, Area Lost to Setbacks: Retall 7,413 «—11,86x625"
a, Restrictive Covenants: Total 10,7497
Pront yard: 10'x180'=1,800%
Side yard: 10'x110'=1,100 12. Open Space: Gross
b. Zoning: On ground OhL3%—11.86x 80
Pront yard: 3'x 10'=___ 30 On roof 49 «— (ditto)
Total =2,930% _3‘31, 8% |
3. Buildable Area: - 13, Base Area Check: Gross
21,6007 - 2,930% = 18,670 ,
Building 6,977
4. Maximum Allowable Floor Area: Parking 10,749
3 x 21,600% =« 64,8007 Open Space 4y
Total 18,

5, Maximum Number of Apartments
Allowgg by Lot Ares Requirements: 14, Is there a difference between #3
21,6007+ 700z~ 30,86 »30 apts. and #137% 1If so, how much? Why?
Only ¥ due to_rounding.

&, Calculation of SAU: Net BEF Gross

Building 500%, 85568, 2415, Illustrate below how you might
Apt. Parking (.75)375 =281.25 allocate the required building,
U. Open Space {.50)160 = BO parking, and open space areas to

Retail Pkg, (300/300)375 =62 the site. Be sure to indicate
SAU = 1,57&.59’ setback lines, draw to scale, and
include dimensions.
7. Number of SAUs within ildable

Area: 18,670%=1,574.49,= 11.865AUs 180 ,
8. Number of Apartments on Lot Based e 4
on No., of SAUs w/in Buildable Area: - if;i ¥ '17
11.86 SAUs x 1 floor of apts. 54U v Bulding saif | 1 |
= 11.86 apts. Lo

AV

largest number of apartments that
can be built is: 11.86& apts.

iéjégpékﬁ( &fﬁﬁtm

N
%

10, Total Building Area: QGross Net

Apartments 6,9?7n 5,933’“I
Retail 977 5,%%
Kj)n,%u 11,8607
11.86 x 58B.24

=
i
| .
9. Given constraints #5 and #8, the | e
!
}
{
|
;
I
11,86 x 500F L

|
|
L

N N DS

Sca\z: l¢'|| = ‘»‘a‘
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SELECTED SAU FORMULAS (FOR MADISON €2 ZONING DISTRICT)

CASE 1: Firat floor retail¥*, upper floor(s) apartments

NET B,E.F, OROSS

Net alze .
Bullding (of apt, ins) + -

of floors, # of pkg. spaces
. Apartment Parking (#of apta, )(requigeg peg apt.) 3754 + 1,00 =
]
Open Space ( " )(ﬁeﬁraﬁﬁ,)(.5) 1607 + 1,00 =
Net siz
Retail* Parking [Cor :pt:? he,rf) < 3007] 3787+ 1,00 =

AU =

CASE 2: 1If only apartments are present, then omit the "Retall Parking” line,

CASE 3: If only retail* gpace, then use this format:

NET B,E,F,  GROSS
Bullding | 3008 + -
Retall* Parking (# of floors) 3758 -+ 1,00 =
SAU =

* YOffige" can be substituted for “Retail” in these formulas for Madison's 2 District,



Dioc. Sn. #2: Lepal Descriptions /‘lznording of Data / Land Use Controls

I. Legal Description of Real Estate

A. Government Survey Systen B, Metes & Bounds
Meridian - how 1t works:
Parallel
Principal - wrt rural land:
Meridian :

= Wrt urban land:
Base Line

Ca Plats

Tier

- how created:
Range
Township
-~ 8ize

= numbering

Township Tler , Range

Section
~ glze
« numbering

= how used:

D, Streat Addrass

~ OK to use fort
Section of Township Tier ,
Range - problems with:

Fractional Parls
- description
- 8ize ' E. Reference to Outside Facta

~ valid only if:




I11. Recording of Data

111,

A, Reglater of Deeds
B, Constructive Notige
C., Actual Notice

Land Use Controls
- intent:
- how used:
A, Private Secotor
1. Restrictive Covenant

- created by:

- must be racordad
= renawal in WI:

- common restrictions:
2, Eagement

- definition:

- how used:
B, Public Sector
1, Zoning

- concapt:

- evolutiont

. LR Y LT QUL Ry

3.

Te

8.

Subdivision Regulationg
- when apply:

- intent:

- extra-territorial:

= requirements:
Official Map

- shows:

- guarantees:

Safety Codes

- intent:

= periodic inspections:
Highway Aocess Restrictions
- access!

Shoreland Zoning

- intent:

-~ provisions:
Floodplain Zoning

= intent:

- DNR:

Interstate Sales of Subdivided Land
-~ when apply:

~ intent:

-~ requirements:



Discussion Section Income Taxes & vepreclation

Tax Law - understand the ramifications: 2) useful life = the number of years ovar which
the asset will be depreciated for tax purposes
. pevenue source 3) method of depreciation - straight-line,
» is the tax burdewn eguitable? declining balance, ete.
. a tool to conduct soeial policy
«continually evolving *» Example of Straight-Line Depreciations
Economic Recovery Tax Act of 1981 Givens Cost of improvements = $75,000
Useful life = 15 years
Accelerated Cost Recovery System 1 _
Recovery Deprec'n Annual dep. % Ggaful 1ife * Original Jeprecmue.
Property Type Period (¥rs.,) _Method Recapture* basis
1
Residential 15 - 8L No Annual dep.== TEygaps X $75,000 = $5,000/year
175% DB Execess Dep. 15 years
35 SL No
L5 SL No *Example of 175% Declining Balance Method of Dep.
. ' 1 . .
Nonresidential 15 SL No Dep. in ¥r. § = 1.75 ¥ gaful 13 ::Rema}nlyg Bal,
175% DB All Deprec, (beginning of
25 SL No Notes Remaining balance = year)
5 SL No Original depreciable basis minug
lated d iati
Subsidized 15 sL, No aceumulated depreciation
] 44
Housing 35 20§§ DB Excggs Dep¥™  Givens Cost = $74,000; Useful life = 15 yrs.
1 _
k5 SL No Dep. in ¥r. 1 = 1.75%T% yraX$75,000x$8750
# Residential and nonresidential real estate is " - o g
subject to 100% recapture if held less than 12 mths. z = ¥ o xbes2so =$7729

Subsidized housing is subject to recapture of excess %
depreciation if held less than 12 months. " "t 3= " x$5825/ =$6827
#* This excess deprec'n is phased out gradually(wrt
being recaptured)

ete,

¥ Long-term Capital Gain Treatment on the Sale of

#¥¢ Depreciations Froperty

+« the deduction of a noncash expense from income
before arriving at taxable inecome

» recognizes the dimunition of value over time (i.e.,
losses from wearing out)

+«+this has not been the case historically with real

s Necessary conditionss
1) the property must be considered a “capital
asset” or a "Section 1231* property under
the tax code definition
2) the properiy must be owned for a period

estate greater than 12 months
' 3) the investor cannot be considered a
*Needs dealer in real astate

. ""4—) the S-L dep. method was used (for full C.&.

. . - tal

1) depreciable basis = the amount of capita * Long Form c }hiz?";‘ﬁiai‘fa treatment)
ﬂ;;i ]

expenditures allocated to_improvements, ' egial 1 ividual® fax b or 8% if a curperdﬁqn




Taxation of Total Gair¥ upon Sale of Property

Dollars
(000s)

A
140,000 +

120,000 -

3 Capital gain,

100,000

B
3

.} Capital gain if residentisl or if
D S-1 was used on nonresidential;

80,000 4+ ordinary income otherwise.
Ordinary income (recapture of
' excess depreciation) regard-
60,000 4 I less of property type.
40,000 4 l
l
20,000 + ]
[
o} $ } $ » fear
3

H O a w >

i 2
25% 75%

Purchase price of property (land & improvements) = $100,0‘

Net sales price (after selling expenses) = $112,000

Original basis of property = $100,000

Adjusted basis using S-L depreciation = $85,000

Adjusted basis using 175% DB depreciation = 76,694

Suppose that the above information applies to a nonresidential
property that we'we depreciated at 175% DB. If the property
is sold at the end of year 3 for $112,000, then:

Total gain = B = E = $112,000 - $76,694 = $35,306
Capital gain = B = C = $112,000 -~ $100,000 = $12,000
Ordinary income = C - E = $100,000 - $76,694 = $23,306

Sum = $35,306

# The "total gain™ recognized on the sale of the real estate equals

the difference between ™ adjusted basis" and "net selling price."

t Assume 4% .-.n'mrlc 3"’0"1""1 in Pr‘QJec‘l‘ value,
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FORHAT
ANNUAL CASH FLOUW STATEMENT

YEAR--~~ 1
GROSS FOTENTIAL INCONE

LESS VACANCY ALLOWANCE
ABD OTHER INCONE FRON SERVICE SALES
EFFECTIVE GRDSS INCOME
LESS REAL ESTATE TAXES
LESS OPERATING EXPENSES
HET OPERATIHG INCONE
LESS DEPRECIATION
LESS INTEREST
TAXAKLE INCOHE
PLUS DEPRECIATION
LESS FRINCIPAL PAYHENTS
CASH THROW-OFF
LESS IHCOME TAXES
LESS RESERVES
CASH FROK OPERATIONS
WORKING CAPITAL LOAN(CUNULATIVE BALANCE)
DISTRIBUTABLE CASK AFTER TAXES
PLUS TAX SAVINGS ON OTHER INCONE
PLUS SURPLUS FROK REFINANCING

SPENDABLE CASH AFTER TAXES
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Business 550
Physical and Legal Attributes of Real Estate
Lecture #2 Outline

Application of Most Fitting use and Probable Use Concepts

A,

An

The most fitting use is that use which is the optimal reconciliation
of effective consumer demand, the cost of production, and the fiscal
and environmental impact on third parties, given the limitations on
constraints of a specific parcel and existing improvements. Ultimately
reconeciliation Involves financial Impact analysis on "who pays' and
"who benefits."

The most probable use will be something less than the normative and
idealistic 'most fitting use', depending on short term constraints

imposed by the stats of real estate technclogy, short term market
shortages and surpluses, current palitical factors and short term solvency
pressures on consumer, producers or public agancies,

Fit implies that we can first define the context or elements in a
design problem which are flixed, given, or objectives to which any solution
must adapt.

I. Note that financial arrangements, marketing programs, as well as
property management are all part of the design process in real estate.
Des ign means the socftware of any enterprise as well as the hardware.

2, Form giving elements are those variables within the control of
the artist, the entrepreneur, or the decision maker - i.e. options
or alternatives available at a particular time.

The next several lectures are concerneéd with the probiem with identifying
limitations on use andviable alternatives of use that could be discovered
in a given parcel of ground as the first step toward real estate analysis.

Inductive Approach ta Analysis

Before identiflcation of a specific consumer target, producar group, or
public infrastructure involvement it is necessary to begin with a given -
a specific property. Analysis moves from the attributes of the property
outward toward ever hroader areas of concern.

A.

Far all real astate problem soglving there are basically only three
situations:

. Site in search of a use

2. A use in search of a site

3. An investor seeking a real estate opportunity to improve his
spendable cash or net worth position

A physical analysis of a real estate parcel in the search for Iimltations
and opportunities should include:

Physical attributes of the site and improvements

- Legal-palitical attributes controlling use and reuse

Linkage attributes which in combination create that illusive
slement of location.

Dymanic attributes

. Environmental attributes of the site in relation to off-site natural
syatems

B vk —
. 1 .



C. Statlc site attributes which begin to narrow the potential market
alternative uses should include both the facts and thelr Implications
for productive use in such topic areas as:

1. Size, shape, and lot area

2. Topography, soils, geology, slope stability, bearing capacity,
septic suitability, potential for subsidance, etc.

3. Water table, wells, streams, ponds, storm water swales, shoreland
edges, and bulkhead lines, flood plain designations, etc.

4. Flora and fauna which enhance marketability or which might cause
environmental Impact litigation.

5. Concealed utility easements, old foundations, etc.

6. Existing on-site utility services and capacity.

7. Access points to public thoroughfares or private r{ght-of-ways
3

. Site improvements such as paving, retaining walls, pedestrian
paths, culverts, etc.

9, Landmark attributes or historical site features.

10. Define physical system sub-systems

a. Faoundation system X j#zﬂd%#
b. Structural system Al

c.. Floor system J ek !Mgtz:w
d. Ceillng system jr P M! ol
e. Roof system Feed
f. Exterior wall system

g- Interior wall system

h. Horizontal circulation system
i. Vertical circulation system

D. Legal Attributes should move from specific limitations on the site
imposed by rights of others to private covenants, private controls, etc.
It is Important to recognize not only the biack letter law but the
composition of those authorities who have discretionary responsibility
for Interpretatlion, enforcement, or amendment of these controls
relative to future uses of the site.

1. Legal interests, vested or continued of other persons in the site,
2. Legal deseription, its accuracy, and implied transfers.

3. All local ordinances defining alternative setback Tines and height
limitations in order to identify alternative building envelopes
permissible on. the site.

4, Private convenants limiting use, re-use, or medification of the
property (urban renewal covenants, landmark building facade bequests,
etc.

5. Applicable zoning and building code limitations on use and the critical
constraints of each relative to floor area ratio (FAR) bulk, parking
requirements, dwelling unit (DU), etc.
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6. Special zoning options which may be available at owners option
such as rezoning, down-zoning, PUD zoning, atc.

7. Special controls imposed by other communities through extra
territorial zoning, tax conservancy commitments, urban renewal
districts, tax increment districts, county regulation of subdivision,
and overlapping jurisdiction.

8. Special state constraints on uses affecting shorelands, state high-
ways, state airports, etc. Tncluding state industrial building code.

9. Special fedaral constraints such as airport approach zane districts,
harbaor and river commissions, office of environmental protection,
Department of Housing and Development (HUD), provisions for the
handicapped (HEW) and many more.

10. Since the bullding process takes time, impeanding legislation is
important and regulations require interpretation or public hearings
so that public attitudes and expectations may modify black letter
law.

11. A hidden sourceof regulation are the rules which control the lending
institutions which Tend the money. For example they cannot lend
on any properties laocated in a designated flood plain except under
caertain conditions which include community participation in flood
prevention programs.

Analysis of the Physical, Legal, and Political Attributes of the Site

A.preliminary analysis of these attributes permits the experienced analyst
to discard themajority of majority of alternative uses and to select a set
of plausible alternative uses which we call scenarios, courses of action
which should be analyzed further in terms of marketing, pricing, costing,
and acceptability.

A.

These initfal screens for elimination need to be refined by referenca to
the dynamic, and Iinkage attributes and environmental constraints which
characterize the property. Sometimes legal and physical are related.

Consider the site of the Camelot Apartments. The solls are very bad

and were capable of supporting only light weight industrial buildings.
There was a side track and nolse from the railyard. Hence It was

zoned M«i. A developer thought he could afford to take advantage of

a park by putting in extensive foundatlon improvements and siting the
bullding to minimize window openings facing the railvard. Excessive
costs were anly possible by finance by a Timited partnership. Eventually
a legal issue ensued as to whether best use of the site was commercial

or residential.

Some static attribues may help identify most probable user types

(Ex. special display window sizes may be suitable for antique ar art
display) while attributes will make certain uses unlikely (Ex. floor
load limitatlions of fire proofing weights required of places of public
assembly).

Some static or legal attributes can provide monopoly advantages

because suitability is unique relative to lands all around it, because

of exemption from certain regulations, or existing approvals of develop-
ment plans, including licenses for dredging, building code variances, etc.



Spatial Distributions Within & Among Clusters

|, Aside from a certain need for social interaction, an ordered dense
of cluster of people creates certain economies for any exchange system.
A, Clustering permits internal econonies of scale due to increased specialization
of labor and enterprise and reduced distribution costs.

B. External ecconomies may be the result of increcased logistical support
made possible by agglomeration. For example, sewer line in place
of septic tank is only possible where there are only short runs
of pipe between collection points. Responsibility for disposal
Is shifted from the individual space user to a external community
systen.

C. Communication is an essential byproduct of clustering because it
fosters innovation and reduces the cost of mistakes or duplication
of effort.

D. Jevertheless, the arginal and most dominant cost affecting location
of each cluster relative to one another and internal ordering of
priorities within a cluster was transportation costs. The greater
the effort, the more product allocated to transportation, the less
net output any enterprise can enjoy (the appetite of the horse for
oats reduces the net surplus from the farm).

1. The trade-off between transportation economics and urban 1land

economics is suggested by the simple tradeoff diagram A.

ALSERNATIVE
FPRodreT/on AerHons

Use€u (Effectr of
Ovt pul tmproiemenT

o (rn 7TransparT
Trang por. Techmnoulogy )
Tatiey

(—> #oaore "Useful OvIpvl™
pr Lewey Deps/tTiex)

TFeocal Ol peT
Peiairbhitil ies

High<—— Dens.Zy o Develop?rewnT — Louiv

2, The arrows labeled 1,2,3,4 show progressive reduction in
transportation costs (below the arrows) and successive Increases
in useful output given AR/TREFESETIRG/dbhrEés/ ot/ L1ddLérIng

despite declining degrees of clustering:

3. VWhen transportation becomes cheaper the economic payoff of
clustering is less necessary and therefore people may choose to
have lower densities, less spatial order or some combination of
aesthetic satisfactions.



There are many different theaories by economic geography as to what is
an efficient location for different types of enterprises. Urban
Geography 1s a useful course areca for real estate majors. A few
demonstrative theories follow:

A. A welght-gaining process - product gets heavier as it reaches the
market ~ that is an increase in cost per mile of transportation
the more complete the product.

1. The more significant the weight-gaining process the closer the
enterprise to its market, assuming the other costs of preduction
are Tdentical. Transportation cost not only reflects weight and
distance but bulk (modular homes}, perishability and fragility
(bread) and this assumes all other costs are equal.

2. In general, we are talking about the costs borne by the firm and
not the real cost to the economy so if suppliers conceal costs
with discriminatory rating, delivered pricing, etc. eventually
the pattern of business locatlen is less than efficient for the
econony as a whole.

3. It is also assumed that the firm is free to locate anywhere
along the line between raw material and market when, In fact,
locations with the desired logistics are limited and there
are irrational goals, too.

B. Multiple sources and multiple markets involve location vectors as
in the second diagram. There is a point at which the aggregate
transportation cost per ton of steel is least.

C. Urban areas are generally invelved in exchange processes one of which
is a transportation break point ~ i.e. a change in the mode of
transportation from barge to rail or rail to truck.

D. There are foot-loose enterprises in which transportation and convenience

cast are minimal in relation to value added, suchas diamond cutting
or the manufacture of transistor diodes.

E. The way station of accommodating translients.

Assuming that urban clusters make sense and are spaced out with some
logic, the question remains what goes where within a single urban center
(ordered cluster) - i.e., pattern of urban land uses. Such pattern is
relatlve and not absolute. For the moment, pattern is considering a
"featureless plain'' so the topography, water, and subsurface conditions,
and political boundaries have no significance. With those assumptions
pattern can have a number of dimensions.

A. Relative direction of various uses - such as ofl refineries should
be at the opposite end of towns from homes, or factories should be
outside the green belt buffer.

B. Another dimension is density expressed as number of dwelling units
per acre, or workers per square foot of floor area, or ratio of
building/floor area to land area.

1. Density should be a frequency distribution and leads to many
different sociological topography maps.



2. Frequency distribution modes influence values, pattern of retail
and public facilities, and particularly the transportation system.

3. High density office buildings as compared to low density of
employees in factory buildings will influence their relative
locatlons and transportation linkages.

Definition of land use categories will influence our ability to study
spatial arrangements In terms of diversity of land uses and locational
tendencies of these uses. Diagram B of the average distribution of
land by forty-eight (48) large cities shows the relative significance
by 5 broad categorlies and 1t should be noted that while residential
is the largest single class, it Is far less than 1/2 all the land use.

The urban land economist has traditionally assumed that the separation
of land uses, often through zoning and city planning, will create a
land pattern. Some criteria of maximum beneflit:

1. Efficiency is aggregate expenditure for internal transportation.
ldeal is to reduce rent differentials to zero,

2. Fiscal profit where the real property tax is the primary source
of revenue.

3. Social Integration to achieve neighborhoods of reiative homogeniety.
L, Control of external cost such as traffic or noise nuisance.

5. Flexibility to absorlb new elements without becoming dysfunctional,
6. Prescriptive order - how people will live and behave.

7. A pattern which suggests a certain ethos or life style.

This is not an exhaustive list of criteria for urban land use patterns
but 1t might suggest that with proper definition one could select a
land use pattern which was best although that itself has some
unattractive implications.,

0f course, we are not often given clean slate options as to overall
land use patterns as we must begin with an urban area as we Tind it
and we must adapt to physical limitations of the land. levertheless
your textbook will explore certain basic interaction patterns such
as Hoyt, multiple nuclear patterns, star patterns, etc.

Vithin a certain laosely structured pattern Imposed by society or
physical constraints of an area individuals will be fine tuning

their linkage patterns to optimize their particular goals and
obJectives, some of which are rational and predictable and others
which are highly subjective. Planners cannot anticipate these
patterns and thus the marketplace is a very useful allocation and
ratloning device which determines the texture of land uses In the city.
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LECTURE #3
Social Impact of Real Estate

The decision process involves both identification of alternative outcomes
including financial consequences, and conversion of value judgments to
selection criteria as in the fellowing diagram A:

e v . pvelie e ML O RS | — A  ——

i Systems for ldentification
of Alternative Courses
of Action

Decision Recommendatiaon

Criteria

Data

Value System Expressed by
Strategic Objectives and
SelectionStandards

L—-—--q-—- “”-———l
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Diagram A

A. Social content or impact of real estate is found in:

1. Decision procedures cf users, producers, and public agencies.

2, |Impact of past real estate decisions on future behavior of individuals

and soclial groups.
3. Winston Churchill - "We first shape our buildings and then our
bulldings shape us.”

B. The space user can express his values...

1. As a market transaction.
2. As a do-nothing decision.
3. As explicit collective social or political action.

€. The space producer can express his values...

1. As an individual selective response to user stimuli.
2. As a collective response to external forces.

D. Political Infrastructure reflects values...

1. Of the constituency through laws and ordinances.

2. Of the political administration through discretionary procedure.
3. Through devices for public hearings and appeals.

4. By means of the threat of future political action.

E. Thus to examine social values in decision making-and soclal impact of
real estate solutions on society involves the real estate process in an
almost infinite variety of behavioral models of the political and social
process. Thus land economics grew out of the school of instituticnal
economics which saw economics as a by-product of soclal organization.



Citles of the past often have physical clarity in land forms, layout and

architect as a result of static population, static technology, and cultural

continuity. A value consensus leads to simplistic purposes with momentum

over time.

A, Specific purposes produce a desirahle order so that social need was
reflected in urban forms.

B. Interaction was slwplistic In priaority, defense, commerce, religion, etc.

C. Form builders made changes in traditional procedures only in response
to significant and obvious irritation, misflts.in the form fit to
the context such as the London fire, the cannon, or disease from
palluted water.

D~1 Pefenslve town - Naarden

D-2 Roman military town - Aosta

D=3 Inca store town - Pikillacta

D-4 Peking - Tartar City - Imperial City - Forbidden City
D-5 Canal structure of Amsterdam

Settlement of the new world meant conditions of cohesive development In
other civilizations were gone.

A. Population explosion
B. Cultural restructure from outer directed to inner directed

€. Technolegical explosion in communication, transportation, and building
structures

D. Property rights were a populous emotional experience

1. Pioneer ethic of development favored those who could pay the most
and build the biggest.

2. Thus highest and best use concept - that use which had the highest
present value of dollar benefit over a specific period of time -
does describe the land use allocation system from 1800 to 1950.

E. Citles grew llke a reef - a process of accretion, with each building
a skeleton bullt to house a particular activity. A process of accretion
tending to cluster around transportation systems leading to the center
of commerce, government, and industry.

Over the years, many men of intellectual stature have expressed a fear or
disgust for urbanization with historian Arnold Toynbee anticipating that
the increase in world population willl Ysilt up in urban slums,' and
Thomas Jefferson believed cities would he the ruination of American
democracy. He advocated that manufacturing remain in Europe and that the
loss in transportation and trade over the Atlantic would ke offset by

the happiness of life in America.



If there was a consensus as to form of the city beautiful it was
essentially an twa romantic images - to the central plaza as the
focus of the city for gavernment and business and to extensive lawns
as the mark of an estate owner.

1. The rich sought a palace on a hilltop surrounded by grass and
the middle class copied this conspicuous assumption with the
modern suburb.

2. The focus of each city Is growing feeble. The Capital Square
no longet 1s the hub of Madison; the harbor and the three
rivers in Milwaukee are no longer the focus of industrial
expansion, and so on. Instead of prescribing a form of order
to serve a purpose we are tending to simply describe Tnductively
what has taken place as the community '"growed 1ike Topsy."

3. It should be noted that most American towns originally had
a plan - Philadelphia, the courthouse square of Georgia, the
grid plans aof the Midwest, etc. but the last 25 years of the
19th century and the first 25 years of this the 20th century
overwhelmed the pattern because the pattern was essentially
static rather than dynamic in its approach to growth,

A Greek clty planner by the name of Doxiadus points out that the
traditional concentric expension of the city eventually strangles
the city center and its functions. As a result the community
develops multiple centers and the loss In community identity. If
a city is dynamic there is a fourth dimension, sepcifically time,
so that the city should be designed to expand logically in time as
well as height, width, and length.

1. He proposed that a city of the future be designed to expand
in only one direction at a time so that the city could accept
populatlion pressure and changing technology without having te
tear down or desert its historlcal bulldings and past. He
calls his concept a Dynapolis.

2. Compare that concept to the radial, sectar, and multiple-nucleili
in vour textbook.
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Parception of City Structure and Socirl Organization

I. When man settled down from the nomad's existence of hunter and food gatherexy

to

oultivate the solil and ralsc livestock, he developed the first forms of man

oriented spacial layouts: the village, rural town, and ciltadel.

In

its formative stagcs, this determination to provide ertificial shelter,

gpace, heat, light, and protection,as wWell as security for his clan and his
goods, regquired living in a selected environment in which the most advantag-
ecus leocation was chosen to bring nature under the centrol of man.,

A.

II.No
if
to

A,

The Neolithic Age is generally considered the Deginning of the village
soclety. From 8000 B.C. to the present, the agriculturalists have maintained
their settlements on the recurrent cycles of cuttivating, sowing, harvest-
Ing, and astering. Even the penent introduction of machanical assistonoce

to the process has deone little to change the spatial and functional relation-
ship of a kabbutz.of Israesl or Sudenesevillage zbng the iiiie {rem their
prehistoric predacsssors,

Bural towns must be as anclent ag the congept of berter exchange-~ the true
purpoese for their exlstance. The village cycle of hervest now has added to

1t the elements of market transfer, and dispersal. 1In sorth America, the
Germans and tne Dutsh knsw how to build uniform market towas, tut the

English and Scots adnerred to dispersed village planning, Zven ir towns

with foundatlions of purely urban character this 1ls true- resulting in ra.:sed
subdlvision lets of medern tilmes.

In addition te wvillage and market town, the thlird achlevement of men's sense
for spatiel layout was Lhe fortiliecd settlement or eitodel. It's origin

1s an Inextricably connected with sedentary living and Uhe mecunulablon of
wealth as the village or the market tovm, The mountain eor hilltep citaaels
far outnumber the fortified conbrol poinis on uwabterways and roads, tut in
every case, the common characteristics remalins the full exploltation of net-
ural advantages, The purest example of "high town" settlements were achieved
neither in Burope nor in Asia, but rether with the pre-ccolumbian cultures

of South and Central asmerica. The search lor high ground as the ultinate
form of natural defense was abandoned with the lntreduction of gun powger
and firvearms in the l4th, 15th, century,

concept of man-made environment ever dies and none ever becomes obsolete
sgelety has the peotential for maintalning 1ts statwquoe in terms of man-
-man interaction,

The drlive toward urhasnization has gripped nenkind since the third willernnioa
B.C.-observed by some experts as the longest substained lrratlonal impulse
in human history,. '

1, City life meant separation form natural resources, denfenses, and escaps
routes.

2. 1t meant passive exposure to faminejepldemic; conflasration; earthquake ;
and assault by sword, cannon, and ultimately by warplanes.

3. The conspicious desplay of urban wealth, the concentraticno of administra-
tive power in monwsental bulldings, had =z magic attraction for the have-
nots who attacked with monotoncus regularity the cities, "because this
1s where the money & goods sye.,”

4. As the cities rebulli, redeveloped, or renovated after each overt ov
covert onslaught, their spatial organizatlon changed and modlified
and thus doating older man-made environments ohsolete te contemporary
threats and fears.

5. The gains and curses of the first urban zge might have avaporated in the
inferno of incessant warfare 1f they had net proved so persuasive to
those who come to destroy them,

B.Man has bullt znd loved ciltles Lecauwse in the urban form he consbructs Lhe

superimage of his ideal self,

l. In the city man has been able Lo awplifly, beyond the Limits zllcowed by
the natural envircnment, the elements of human intellect: worship, power
over nature, consolidstion of human resources, knowledge, and weslth.

2, As urban cultures multiply by either self generation or assimnlation,
the variations on urban spatial laycut become more indiwvidualistiec,
Their orlegins, however, trace back to common wotivatlons and objectiws.
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3. All plenned cities are the interpreters of social myths
a, Nineteenth century cities were called upon to visualize the
myth of
-unlimited free interprise
=sucecessful colonialisnm
~regeneration ¢of splendors of past ages through ececlectic arch-
itecture
b. The twentieth centruy is in breathless pursult of the adequate
statement of the technological city as well as the image personal
freedom and unliuoited cholce.
L, Some erchitectural concepts take many generation to achieve perfection
Just as the social values that stand behind the spatial layout took
generations to become Lnstltutionzlized.

IIX,/The arohiteoctural sesthetics of the "heritage nf Greece and Romehave their
most inpact tLhrough the emphasis Ly renalssance scholaps to revive the

Homan architecture and planning axioms of Vitruvius' ten books on classical

architecture,

A, These nestalgle attempts to keep allve the Hellenistic traditions and
principles feel far short of theoretical objectives. Tnere was a obvlous
misfit between the social systems that develoned the spatial pattern of
third century B.C. Rome and the dense old quarters of medievel oities
of Flarence and Venice,

B. The best{ examvle trylng to lmpese the Hellenistice principles over
medleval reallty is the efforts of Peope 3izxtus V and hils architeect,

Fontana between 1585-390.

1, After the council of Trent (15%5-63), Pope Sixtus V decided to construch
cgngectins avenues between the seven mogt fanous pllgrimege churches
Q OME &

2. There is no evidence that Sixtus had intended a city wide renewal project

by changing sections of Rome from a maze of medieval slums into a
somprehensively plenned c¢ity with itts broad linear preccssional routcs

"with reclprecal vistas.

3. It 4= olear that Sixtus was concerned only with mobility and ease of
acoess for the religilous pilgrin thronss and was totally unconcerned
with the worldly Homans whe had strongly objected to the increased
pressurass from the church during the Counter Refermation.

L, Althoush Sixtus dod not live long cnough to see the fruits of his labors,
the resulis far exceeded the orlgianl expectalions,

a. The linear redevelopment was a triggering mechanlsms that would have
its effcets on continued redevelopment of Home Tor faur centuries.

b, The absclutist monarchs and their plammers who dominated the =rch-
ltectural activities of the sevenbeenbh & eilghtecnth centuries wers
greatly impressed by the popes brutal,mt effectlve approach. Thils
had thc obvious additlonal advantage of self-glorification and dis-
placemnt of dlazadvantaged populations from selected areas of medievel
¢ity slums. (not much different [rom the present interstate highway
displacement in our urkan areas.)

C. The attempts of Sixtus to alter the spatial vatitern of Bone sand later by
LtBnfant's propesed plan for the cllby of Washlnston set the stage for the
replanning of' the city of Paris.

1. Beron Haussmann was commissioned by Napoleon IIT in 1853 to redesign Paris
with the dual purnose of:

a. enhancing its real estate value by constructing modern boulevapds

b, sUppressing rilots by cutting through the mediev=l meze of a city whose
population was kriown Teor republicism and vielence.

2. Hausmann's concept is an expression of nineteenth-century commerolalism
daspotism vs. democracy, Just as 3ixtus' plen was an ecxpression of cleric
ves. secular urben political forcey,

3. Haussmann's achlevement was agaln only partially succezsfully because it
neglected the comnnective tissue of the nminor streets and completely ignored

any majeor road connections with the rural areas heyond the city. Thiz oroblem
st111 plagues the city today,

D. Modern pelitically oriented eity planning projects are still rather simple-
minded when 1t cozmes to develeplng a new variation on an old thenme.

1. Costa and Niemeyer planned and built Erasilie with 1200 foot wide avenues
that isolate completely segments of the city into manageable single use
units or super blocks as well as providing for a sense of monumentalltiy
and visual impact.

2. le Corbusier's plan for Chandigard, capital of the Punjob State in India,
atiempled and intercsting and sophistacted comnrise between the past and
present theories of space allecation thru the use of complete sub clty
seolord related to more formal commercial and governmental superblocks.
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1V, Up to this point we have been dicussing the issue ¢f major urban spaces wWnhich
are the domaln fo the public at large, but an even more important element of
oity structhure is the arrangemcnt of individual functlonal space users,

A,

There are a number of basic concepts of human settlement as presented Dy

S1bgl Moholy~Nagy in the Matrix af Man.

1, the geomorphlc approach is organic, characterized by interrelated growth
betwWeen landscape and bullding.

2. the concentric aporeach is edeolaglecal which hed as its focal peoint a
citadel of religious or military inmportance.

3. the orthogonal concepl 1g preguatic where the clty is constantly
changing requirements of communicatlions and expansioll.

The geomorphic and the concentric concents are static, because they are

predicated on gssummed absglutes- nature and faith or powar.

The orthogonal concept, based on man-made reallty and change, is fluld

permitting a greater variety of approaches.

In the Romels givilization, wealth and independence of its ruling class

were expressed exiravagantly free-form public tuildings and villas, the

discrimination and contempt for hirelings and serfs was expressed in the
modular grid towms Tailt for them.

1, This orthogonal concept has been transferred through the centuries,
interrupted only by the concenbric approach o the wecdleval ages, to
the colonization of the Americas.

2, Buch cities as Savannah, Philadelvhia, Indianapolis, and Gary and even
Jeffersont's Land Ordinance adepted by the Congress 1785 a1l go back fta
the orlginal Roman colonlalism plang.,

The opposite of the grld city is the merchant town. The merchant town layout

gained ascendancy over all the other planning concepts because it offered

participation in the drive for power to the majority. rrom the middie ol

the eleventh century te the present this meghod of planming has dominated.,

1. The theories that best explain the growth of the market town arc best
presented by the use of economic varizbles.

a, Hoytts concentric ring theory and Burgessts sector theory begin te explain

the relaticn of soclal to physical structure of the city by the factor
of site rent.

b, To the highest bldder goes the cholsoe losations for residentlal devel-
opuwant which includes high ground, view oriented slopes, and windward
sides of the eity.

¢, The working class took what was left and was 2llowed tohope for betier.

2, Studies of meny citles such as Manchsster, Ldinburgh, Pelfast, Londen,

New York, Chilcago, and otlhers have confirmed the hypothcsls of sectional

patterns of socio-sconamic status in which:

a, Addrcszss counts

b, Quarter acre ovaer-occupled plots are strongly cntreanched in all
western Eurcpean cultures.

¢, There is a noint of entry for recent imuigrants into all urban cenlers

d.

and these settlement vatterns have different locations for social groups.

The international unskilled and semi-gkilled imaipgrante Jocate in differant

housing sectors from the relatlvely well educated naiive young adulss on

the threshold of their preductlve years.

Mast cities have cleay sectional patbterning of soclo-economic stztus

attributes of populztion &s & result of

~ in the pre-industrial city, the upper stalus groups had strong
residence to worknlace ties with the C.E.D. while the remealnder of
the residents lived in small neighborhoods alsewhera

-~ improvements in transportatlon freed the upper class from their
Workplace ties

- & small number of high-status "rural retreats" tended to develop on
the Iringe of the urban center

- increased real income and changes of socletal stiructure created an
upper-niddie e¢lass that fellowed the rich to the frinze of the city

- changes in dwelling location hecame associated wlth the climb in
the status and soclal structure (filtering is one result)

- the upper class have the status and don't have tnhe pressure to relocate
to mark phases in their social ecyecle tut to the middle class there
is only one alternative , move up and out or laterally

- the majority of the middle class are now also freed from their work
place ties and ean afford the move away from the central c¢ity leaving
in the C.B.D. only those that do not have the resources to make the .
move - the urban poox



550 Lecture Qutline
Lessons to be Learned From llew Towns

The city is a comblnation of various enterprise systems

A.

B,

A residential system includes retail, recreational, and educational
facilities and financing.

The residentia} system must include a great variety of styles,
prices, tenures, and lecational patterns.

The retail system includes convenience shopping, neighborhood
services, downtown comparison shopping.

The recreational system includes open space, water systems, golf
courses, big structures like music pavillions and ice skating rinks
as well as very small personal tot lots, patios, private gardens,
and teenage hangouts.

The educational system and recreatlonail system are related from
tot lot to elementary school to high school to callege courses
and technical college courses. Education is a form of recreation.

The transportation system also has a hierarchy from intarnational
airport and interstate to bike paths to school and shopping. All

of these must Interface but avold intersection and conflict. Like
Columbia many cities have solved the problem of linking internaticnally
and the mini-systems in the neighborhood but have failed to solve

the intermediate transportation probiem between village and village

or between village neighborhcod and downtown core.

Utility systems today include water, sewer, storm water, environmental
qual ity control, cable TV, central heat and air conditioning as
well as fire and poilice security. Each has a cash flow problem.

More recently town planners can design for health maintenance systems,
various levels of hospitals and clinic care and house calls,

The land use plan also contemplates social and political interaction
on systems. Columbia recognizes the need for appropriate scales of
political decision making and budgeting at the point of impact, the
neighborhood, the village, the city, and even the county.

l. Social systems include churches, organized welcome committees
for new neighborhoods as well as subtle design controls for
security and vandalism.

2. Columbia failed to anticipate the teenage soclal culture and
has had more than its share of delinquency.

3. The social hierarchy stresses longevity - the family there three
years is established and carries more influence than the
Johnny-come-lately.

4, Both the price range and sophistication of the Columbian experiment
has skewed its population toward higher education, higher income
professionally so that the sophistication of city government is
very high and with only 20-25,000 people in place, much of the
talent is volunteer because everybody knows somebody else with a
special talent.



New town experiments have to strike a very delicate balance between
three major factors.

A,

B.

To buy cheap land in sufflicient quantity they must choose a site
some distance from established urban areas, but the farther they go...

...the more amenitles and infrastructure must be built at the beginning
before anyone is attracted to live there for its residential quality.
But to support these systems it is necessary to have a rapid increase
in popuiation density which can only come if...

...an economic base industry can provide employment opportunity and
jobs providing income sufficient to qualify for purchase of a new
home or apartment in the new town. But employers need resldents in
place looking for work so it is easler to begin where economic base
is already causing growth.

A close~in location or a big investment in infrastructure means high
front-end costs which are only justified by creating an early cash
flow from land sales, requiring a very competitive marketing package
or a location in the middle of a natural growth area (Irvine, Reston,
Elk Grove, Park Forest South).

The time horizon is too long and the risks too great - Columbia may
not be duplicated for lack of land, capital at 6%, or another Rouse,
Others have suggested government build new towns,

The federal government has tried new towns before, building Greendale in
Milwaukee as well Greenbelt, Maryland.

A.

B.

These were later sold piecemeal to private developers to complete
following World War L1,

Hore recently it launched a program of insuring locans for the developers
for new towns. The federal government insured loans for the developers,
making some of the loans from GNMA and guaranteeing others for up to
$100,000,000 per town. About 13 were approved and put into construction,
but 8 are out of cash including:

Jonathon, Minnesota
Flowermound, Dallas, Texas
Park Forest South in Chicago
Riverton, New York
Cedar-Riversite - Minneapolis
Gananda - Buffalc, N.Y.

5t. Charles - Maryland

Soul City - 5, CArolina

O~d UL W B e

All of these are now In distress and the government may lose several
hundred mitlion dollars on these projects. The same factors seem to
have contributed to their failures in each case:

1. All began with a site in search of a market, an assemblage so
large so as to require a new town rather than the Rouse example
of locating a need first and fitting the site to it.

2. None of them established the capital budget and then the plan
and disciplined the planners according to pre~set cost allowances.



3. The government guarantee required compliance with a host of
government regulations and the government bureaucracy was unable
to make decisions with the speed required of a business enterprise.
A $20,000,000 loan at 6% interest is $§1,200,000 a year or
100,000 a month or 53,300 a day. The government would delay
saveral months at a time on cpritical decisions or would refuse
te include interest costs in allowable capital budgets.

L, Environmental impact studies were done only after the site had
been selected so that large amounts of capital were required
to correct oF aveoid environmental impact. Flowermound was
discovered to have sarious underground water pollution potential;
Riverton had large acreages in a flood plain, etc.

5. Original capital budgets had not anticipated the inflation in
construction costs, particularly in utility infrastructure.

iV. The success of Columbia and the failure of other programs ultimately can
be traced to one pattern:

Al

Government planners and developers treat each other as adversaries
rather than respecting the contributions of each viewpoint.

1. Planners refuse to acknowledge the discipline of cash flow
solvency and the time value of money which imposes a dictatorship
of adherence to scheduling.

2. Business oversimplifies the need for simultaneous integration
of public infrastructure, social software required by the consumer,
and the conventional hardware of real estate.

No good real estate has ever come from a committee. Ultimacely
there 7s only one entrepreneurial ego with an obsession which fits
land use to his viewpoint and objective.

1. When it works we remember William Penn, Oglethorpe, or James
Rouse as great humanitarians.

2. Sometimes the designer of public buildings; sometimes it is
the develaper of private buildings.

3. Nobody remembers the committee who designed Rockefeller Caenter
4. The difference between succass and failure is often the under-
standing between the old concept of 'highest and best use"
i.e., maximization of value for the parcal, and the concept

in this course of '‘most fitting use'' adaptaticn to the
linitations of the environment wishes of the consumer, and
solvency of those involved Tn the process.

An example of highest and best use is Water Tower Place on Michigan
Avanue in Chicago.

1. The site had been private park for the family of Edgar Bronfman,
founder of Seagram's Distillers until he scld it in 1969 to
Phillip Klutznick who operated Urban Investment and Development
Company, which he had sold to Aetna Life. Urban Investment
entered into a 50-50 joint venture with Marsahll Field & Co.
to develop the site.

2. Total land cost was $20 million and that meant intensive development.
The desiqn was a response to the pattern cf available market
in the area in 1970.



a. Office supply was In excess of demand; the site was surrounded
by millionaires and had the image of & high income area
but it was necassary to attract middle Income people to
the area to shop to generate the volume.

b. Two floors of affice space praovided for the lawyers and
physicians.

c. Parking and delivery areas occupy four levels below grade,

d. The Ritz Carlton Hotel occupies 22 floors with rooms at
575-100 per night,

e. Lo floors of condominium apartments costing $100,00-200,000
each are stacked above the hotel which is stacked above
the shopping center.

f. The anchor stores, Marsahll Field, and Lord & Taylor occupy
300,000 sq. ft. Depending on location retail rents range
from $15 per sq. ft. to as high as $45 a sq. ft. plus
assessments. A specialty shop paying $30/sq. ft. for 2000
sg. ft. would have to gross $600,000 a year,

g. First years volume was $65 million, slightly more than $100
per sg. ft. which is the national average for shopping
centers.

The critics have blasted it:

a. Paul Goldberger, critic for The New York Times, labeled
the marbie facade '"dreary and pretenticus.''

b, Critic M. W. Newman, writing in the Chicago-based inland
Architect, called Water Tower Place ''the 'everything'
building that provides Michigan Avenue with everything
but architectural or urban grace.!

c. 'What can you say,' he wrote, ''about a slender vertical
slab more than 70 stories high, wedded uncomfortably to
a horizontal box housing shops and atrium? A slab slapped
on a box, that's about Tt..."

d. '"You have to go back to words like vulgar,' said one Chicaga
architect -~ who, like other architects quoted here, was
reluctant to be identifled. ‘Mater Tower Place goes

beyond the point where vulgarity on a grand scale can be
called a style."

People find the exterior marble mausoleum ugly but if one builds
a suburban shopping cneter of 600,000 sq. ft. on land of 60,000
sq. ft. there is no room for setbacks; retailers don't want
windows; meeting rooms in hotels are better as one story structures
to eliminate columns; and hotel, apartments, and the retail

mall each demand separate entrances, elevator systems and other
environmental systems and as a result form follows function.
Water Tower has been defined as a machine for making money

and it may fit the neighborhood as it is; the trouble is it
doesn't fit the American dream of what the city might be and
American nostalgis or the history of what was. |n short,

the values of the egotistic city builder are out of synk

with the values and criteria of the critics.



Real Estate is applied sclience subject to the discipline of cash solvency

and sparked by an ego which has good radar for the dreams of the middle

class.

Such a talent is Mr. Rouse who responded to the dreams of better

suburhs like Columbia and now to the dreams of restoration of the inner
city with a project called Faneuil Hall Marketplace in downtown Baston.

A.

William FPenn and Walt Disney were both great city builders.
Disney Warld proves that ther is a huge middle class market for
entertainment flavored with history a la mode.

1. 0ld cities which have lost their retail trade to suburban malls
are intrigued by Disney World's magnetism. |If the cities can
create downtown entertainment centers, neat, bright and laced

with nostalgia, they might attract suburban customers back in town.
2. Boston has learned well, The recycling of the Downtown Waterfront

and the Quincy markets is an awesom success. These projects
represent a skillful blending of the principles of (Oglethorpe
and Disney.

Faneuil Hall Marketplace, in downtown Boston, is adjacent to
Faneull Hall and s bordered by Government Center, Haymarket, the
Waterfront, and the Financial District.

Faneuil Hall Marketplace consists of three 19th century market
buildings: Quincy Market, the copper-domed center building; North
and South Market buildings; and North and South Market Streets.
The project is being restored for new retall and office use, all
designed to create a contemporary urban marketplace in downtown
Boston, Massachusetts.

Same of the statistics are:

1. Faneuil Hall Marketplace occupies 6.5 acres. Each building is
535' long and 50-65' wide.

2. The Quincy Market has three floors and contains 85,000 sq., ft.
of retail space.

3. The South Market building has six floors, including the cellar
and contains 160,000 sq. ft.: 80,000 sq. ft. for retail use;
80,000 sq. ft. for office use.

L. The North Market building has six floors, including the cellar
and contains 120,000 sq. ft.: 60,000 sq. ft. for retail use;
60,000 sq. ft. for office use.

5. More than 200 retail merchants will occupy space in the three
buildings when completed.

Faneuil Hall Markets, the original name of the three buijldings,
were built in 1826 by Mayor Josiah Quincy from the design of
architect Alexander Parris. The granite, Greek Revival buildings
are listed on the National Register or Historic Places hecause
they formed one of the most architecturally impressive and large-
scale urban developments in the U.5. during the 19th century.

Faneuil Hall Marketplace is being redeveloped into a contemporary
downtown commercial center.



1. First Phase - The Quincy Market is restored to resume {ts
historic use as a food market. It features a variety of
restaurants, delicatessens, sidewalk cafes; meat, poultry,
fish, chesse, vegetable, and fruit stands; gourmet food stores;
and food~related specialty shops. (opened August 26, 1976)

2. The Bull Market is a group of merchants and artisans selling
select wares from small carts and stands under Quincy Market's
glass canopies.

3. South Market Stree is landscaped and furnished with benches.

Paved with brick, cobblestone, and granite, it provides space
for informal gathering and promotional attractions.

L. Second Phase - South Market building is revitalized and leased
for mixed retall and office use. The cellars, first, and second
floors feature quality specialty shops (fashion apparel, home
furnishings, accessories, and imports) and restaurants with
nighttime activity. (Aqusut 26, 1977)

5. South Market bullding has over 50 retail stores. The Arcade
and The Gallery are two separate groups of small shops within
the building. The Arcade consists of jewelry, gift, and accessory
shops; The Gallery considts of fashion clothing and home furnishing
shops.

6. The third, fourth, and loft floors are being leased for modern
office use. Offices range in size from 600 to 15,000 sq. ft.

7. Third Phase -~ North Market bullding is being revitalized and leased
for mixed retail and office use. The cellars, first, and second
flaars feature quality apparel and accessaries, home furnishings,
and restaurants with nighttime activities, The third, fourth,

and loft floors are being leased for modern office use. (Aug.26,1978)

8. North Market Street will be transformed into a lively pedestrian
way, with brick and cobblestone pavings, kiosks, pushcart
vendors and changing promotional attractions.

LEASE: The City of Boston is the owner. The Boston Redevelopment
Authority has leased the building for 99 vears to the developer

for 25% of tenant rentals in lieu of real estate taxes. This year
the ity will make $225,000 but the state will gain $2 millien in
sales tax and meal tax. The money flows to the state even though the
rehab costs were those of the city and the federal government.

In its first year of operation Disney World attracted 14 million
visitors; Quincy Market did about 13 million. Unlike Disney World

it cannot screen out known criminals so that it has a bigger security
problem.

ARCHITECT: Benjamin Thompson and Associates, {ambridge, Massachusetts.
CONTRACTOR: George B.H. Macomber Company, Boston, Massachusetts.

THE MERCHANTS: 63 permanent merchants occupy the Quincy Market;

53 are local merchants, & represent regicnal chain stores; &
represent regicnal chain stores; 4 represent national chain stores.
The Bull Market consists of 30 changing artisans and craftsmen,

THE SHOPPERS, ACCORDING TO A MARKET SURVEY NOVEMBER, 1976:
1. the average age is 37 ‘

2. 65% live and wark within the Boston Metropolitan Region
3. G54% come by private car and travel 20 miles

4, 30,000 people visit Quincy Market on an average day



K. SALES:

1. Quincy Market in its first year of operation has achieved an
outstanding performance, Sales per sq. ft. are projected
to be $300 on an annual basis.

2. The Bull Market sales per square foot are projected to be $500
on an annual basis.

L. ECONOMIC IMPACT:
1. Quincy Market provides 700 jobs for full and part-time workers.

2. New ventures: 12 merchants started business in Quincy Market.
48 merchants started new types of business.



SLIDE SCRIPT ~ COLUMBIA |
1 (titte)

2 Planners anticipate the Eastern seaborad will become a single megalopolis
by the year 2000. It would consist of a continuous series of urban centers
and suburbs linked together by interstate highways, airports, and public
transit. Regional planners for Washington D.C, anticipate that the capltal
will be the center of a string of satellite new towns.

3 A good example of urban centers gradualily growing together is the Washington -
-Baltimore corridor. 1970 pepulation spill-over is indicated by the red
dots.

b By 1985 the population will increase by another 1 million pecple, Some

new towns like Reston begin by seeking a large picce .of property for

-single ownership and hope to draw people to their location. Columbia
started by identification of current population trends and then choosing

a site to harness the momentum of expected growth patterns. Columbia

needs to capture only 10 - 15% of the anticipated growth on the Washington -
Baltimore corridor.

5 The best way to capture a market is to give the customer access and so
Columbia's builder, James Rouse, located astride two super highways,
a rail spur, and conpectors to Baltimore - VWashington beltline highways
(in blue). These highways reach 3 major airports (Dulles, Hational, and
Friendship). It is at the center of a regional market which is fourth in
size to metropolitan Hew York, Los Angeles, and Chicago.

The skyline of downtown Columbia, a new city between Baltimore and Wash-
Ington planned for 110,000 people by 1881. The present population is
aver 21,000, The new city was five years old in 1972,

Columbia is being built with the idea that cities can work for people--

that a city can be a comfortable and efficient place to live-- and that

only a city can provide the full range of services, institutions, recreation,
and cultural attractions that people need for growth.

Columbia's planners believe that even in the busiest of urban places there
. should be trees and water, paths to walk on, and places to relax.

Kittamaqundi, the new city's 32 acre man-made downtown lake, borders the
downtown plaza--where residents gather in winter or sumwer for a variety
of activities.

10 This schematic layout of Columbia suggests planning for each level of
community life--a city center, 7-10 villages, and each village divided into
I or 5 neighborhoods. Each village and neighborhood has its own center.
The dotted line indicates a bus route, closed to autos, which connects

each village with one another and the town center.

A schematic plan of the city center shows the relationships of each
component. These components are designed to provide a sense of place,

a focal point for community life. Both business and civic enterprises
which require a large marketpiace or a linkage to the Interstate are
located here. Notice that in addition to office areas, a major shopping
center, a hospital, theater, and hotel, provision is made for some downtown
residential areas.
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OQver one million visitors have seen the Columbia Exhibit since it opened,

Displays change with the seasons. These are school kintergarten inter-
pretations of the good life at Columbia.

The visitor's center indicates the ability of Rouse designers to design Lt fex

at a low budget. This is a steel industrial building and was the first “e Vo

building in downtown Columbia. Some day it may be replaced with a highrise. ,;r-
jLobash

In the center of the visitor’s building is an information counter and photo snap

shots displays to help prompt questions. Space is at a premium but the

skylight and sunshine avoids a tunnel like feellng. To the left is a

theater providing a slide show on the Columbia process and concept. . « ¢

To the right of the entry is a pavillion-type space in which each builder
and apartment project has its own display of photos and plans. Note the
steel roof and wooden boards of this industrial buifding. T7The end of

the room looks out on the lake through floor to gable glass.

To the right of the exhibition bullding are the terraces of the downtown
lake front.

The first investment Rouse made was creating a central place around this
manmade 1ake,

Here are the fountains before there were people to enjoy them in 1967.
We will return to this view later.

A gazcbo on the shoreline on the plaza of the teacher's building.

A view of the Teacher's building and downtown parking. This became the

home office of the Rouse company until completion of the American'}er Lo R

buflding. ) £ty 4o g
LTy " . h

The American Life bullding under construction was pre-fabricated of

concrete panels and standard steel conponants.

Across from town plaza is The Mall in Columbia--a completely enclosed
shopping area with two major department stores and over 100 smaller shops
and services. The Mall is designed to serve as the retail core of the
new clty and its surrounding region,

The Mall's central court features a fountain whose water rises to a height
of 25 feet.

Trees, an old street clock, two additional fountains and a glass roof
convey an outdoor atmosphere, indoors.

Restaurants and snack shops featuring specialty food items, plus the
Iiberal distribution of tables, chairs and benches throughout The Mall
invite shoppers to pause and relax. Expansion plans call for 200 shops
and an additional t ree department stores.

Rouse plays for taste and smell as well as sight and sound in The Mall.
Here is a raw oyster bar where they shell oysters and clams to order

in season or provide shrimp and scallops deep-fried. Imported beer on tap.
One kiosk serves fresh baked cinnamon rolls and bread while the aromas
float free in The Mall, These were used to balance pedestrian flows

between first and second levels of the center.



(éé;i&g?ice the fountains are designed to perm:t people to get close and enjoy
@ﬁ§ quiet zopes, or...

29/ To peek over the second leval rail and remind people of activity down
below as well as to provide an auditory gauze to muffie background
conversations.

30 Notice the light space-frame ceiling which floats over the gaps between
individual store buildings. This type of construction can be easily
extended for future addition to the center. It is easy to maintain, to
hang with displays, or to punch with windows. It reverses the current
trend toward dramatically high sculptured white plaster ceiling with
indirect lighting as found at Woodfield or Southridge.

31 In this aerial view the interstate connecting Baltimore and Washington
moves diagonally at the top left corner along side Lake Kittamaqundi.
The boulevard system is Columbia's own major traffic system., Notice the
pedestrian bridge spanning the boulevard between the American Life
Building left of center and the shopping center. {n the woods beyond
the center is a music pavillion. Separating Columbia's central downtown
from the 7 villages that will eventually surround it are open spaces—-
woods, lakes, stream valleys, playgrounds, parks, golf courses, and other
recreational arcas. Hore than 20% of the new city's land area is designated
Hopen space''.

32 Located in Columbia's 40 acre central park, Symphony Woods, is the
Merriweather Post Paviilion--host to concerts, ballet, musical theater
and popular singing stars every summer.

33 Here Is a view of the Merriweather Post Pavillion for which Rouse has
made a Z0 year contract with the Wash:nghon Symphony eorchestra for summer
concerts., — 'f(' N

.

Tl Ve ‘,.3‘(‘i f

3% The Washington summer climate gives a longer season to open-air pavillions.

35 The grassy banks and limited number of columns doubles the sudience
capacity to see and hear. :

36 The Garland Dinner Theater is open the year-round with light comedy
and a sumptuous buffet.

37 Howard County is responsible for education, public safety, sewers, water,
road maintenance, etc. As with most Maryland cities, Columbia is
unincorporated. An elected county government provides city services.
Shown is the Howard County Fire Department's Columbia statlon.

38 The grouping of villages around the downtown core (in red) and the highway
network is indicated by the raised portions of the map. While Rouse controls
23,000 acres, there are a few areas and subdivisions interspreced in this
territory or absorbed into Columbia and governed by it. Contours of villages
reflect both the terrain and the need to aveid existing developments.

39 This more detailed plan Indicates the village centers and neighborhood
divisions more accurately than the relief map.

0 Here is a schematic of functions to be served by the village center.
Notice that cars are excluded to roads at the edge of the center.

Shopping and schools and recreation areas may share the same parking
capaclty at different days and hours.
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The heart of the Columbia plan Is the village--like a small town of

10,000 to 15,000 pecple. Shown is an aerial of Wilde Lake Village Center.
Wilde Lake High School, the circular building is separated by common
playing flelds from the Wilde Lake Middle School. Tennis courts, the
village's major recreational facillty--a year round swim center, community
buildings, stores and offices ring the Viilage Green.

The car is left at the entrance to the community center in landscaped
parking areas.

In the Village Center, cars are parked outside, and there are safe places
for children to play while their parents shop, stroll or visit with frlends.

Good design brings the pedestrian through an entrance portal which does
not reveal the entire view but only hints at the plaza within. Hotice
the total absence of signs and neon tubes. The building on the right has
doctor's offlces, etc., on the second floor,

A close-up of Wilde Lake Village Green shows some of the stores and
services that are typical of a village center. A bank, a pharmacy,

a supermarket, barber and beauty shops, a cleaners--the kind of stores
and services most people use during an ordinary week--plus secondary .
schools, a library branch, professicnal offices, and a community hall
bring villagers in frequent contact.

Notice that the domestic scale of the sheltered walk ways and a stairway
which tells the pedestrian how to find the second floor without a sign
or fear of enclosed stairwell. The snow problem here is minimal,

Not only is the plaza fun but the colonnade reduces the visual bulk of
the supermarket building to the right.

The pylon provides a reminder of the front entrance and a reference point
for directions.

Notice plenty of benches for the elderly or the kids In a village park

setting. All that is missing is a civil war cannon., Residents of 4 years
are regarded as elder statesman.

Note the small office bullding on another side of a supermarket.

The shingle mansard roof, the wood casement windows and the small
textured pattern of whlite painted brick are domestic materials rather
than conmercial surfaces.

Across the road from the plaza is a high rise apartment building, the Concord.

An outdoor art show Is typlical of the kind of community activities that
take place in the open space common to every Columbia village center.

Book fairs, bake sales, craft shows, political gatherings, bring residents
to the village center.

Plans call for a fast food service, in each village--like this Jack in
the Box at the Village Green.

Joseph Square In the Village of Harper's Choice is the newest of Columbia's
village centers. Like many small towns of old, it features studio
apartments above the viilage stores. Seven villages are now planned for

Columbia, four of which are in various stages of development .



55 Oakland Mills has a mini-mall for its basic stores and services. Beyond
the enclosed mall Is a landscaped courtyard, surrounded by offices and
the two barns which serve as community buildings.

- 56 Oakland Mills was the second village center and Rouse decided to economize
by using an existing dairy barn complex.

57 Barns have been remodeled as community meeting rooms and a teen age club,

58 The wood beam construction barns becomes a design motif for the wooden
playground sculpture and the closed mall. HNotice the shed roof provides
clerestory lighting.

59 Here is the inside lighted pedestrian mail,

60 Truck loading docks are still screened with fences at the back of the
structure.

61 Trash disposal is handled by an auger system which moves trash below the
floor of the building and out to this completely enclosed portable bin,

62 HNo 2 villages will look alike. Each will have a flavor of its own.

lakland Mills makes use of 2 refurbished old barns for its community
buildings.

63 This schematic neighborhood center reveals the close tie between the

elementary school the open space area and the neighborhood recreation
center.

8% 3 or & neighborhuods compose a villzge. This serial of Bryant boods
neighborhood shows how a neighborhood is planhed around an elementary
school, so that even small children can walk or ride a bike,

65 There are 5 elementary schools now open in Columbia., Plans call for one
in every neighborhood. .-, 1.4, 1 14 o v A At ,,,¢;:2ﬁ‘ 2

66 Columbia schools feature open space areas, team teaching, ungraded
classrooms and other innovations from the traditional approach to public
education,

67 in the summer, the pool replaces the school as a focal point for neigh-
borhood life. The pool and other Columbia recreational facilities and
programs, are built, maintained and operated by the Coclumbia Association.

68 Every neighborhood center has a pool, as well as a park, and community
buildings. Many also have a small late-hours store and snack bar.

69 The school playground and neighborhood park are designed to function
together, freeing more land for recreational uses.

70  Pathways for walking or biking are designed to lessen dependence on the
automobile. Many paths meander through open  space and alongside stream
beds. Columbia's pathway system has underpasses or cverpasses--so that
children can get where they need to go, in many instances, without crossing
a major street.

71 Even in the small neighborhoods the residential clusters are tied in to
pedestrian green strips and underpasses made of giant concrete culverts,
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Many pre-school programs are offered, ranging from day-care for children
of working mothers, to cooperative nursery schools, Montessori classes,
and the privately-owned Singer Learning Center,

The Columbia Association is a private, non-private corporation supported
by all Columbia residents and businesses. An annual assessment on all
property owners--residential, business, industrial and commercial--

pays for maintenance of parks and open space. Shown is Wilde Lake Park.

The Columbia Association {CA) sponsors many classes and recreational
activities. A sailing class on Kittamaqundi, the 32 acre downtown
lake, is offered to residents every summer,

In winter, when Columbia's lakes freeze, many townspeople come down-
town to skate., In the foreground is the city’s symbol, called People Tree.
CA also builds and operates the major recreational facility planned for

every village, The Columbia Swim Center is a year-round pool located
in the Village of Wilde Lake.

Oakland Hills lce Rink is open from Qctober through June, In addition
to general skating, there are figure skating classes, hockey games and
exhibitions.

The Village of Harper's Choice has a health club as its major recreational
facility. Residents receive sizeable dliscounts for use of facilities
that charge a fee.

CA also owns and malntains the Hobbits Blen golf course--one of two golf
courses located in Columbia,

There are public courts located in each village center and a privately-
owned Tennis Barn open from October to May. Shown is the Wilde Lake
Tennis Club, open day and night all summer long.
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NOTES ON CURRENT STATUS OF COLUMB!AI} MD

Shorthly after the project started, Robert Gladstone had developed an economic
model called "The Green Book' and in working paper 16, a chilling projection
showed profits of $10,000,000 on an investment of $100,000,000. Everyone was

in love with the Tdea and modified their assumptions with some creative accounting

and selective amnesia., And in Novemeber of 196k the first shovels of dirt were
turned.

A. By 1976, Connecticut General had written of f losses of $21 million.

B. Another 53 million was apparently written off by the original bankers,
Morgan Guarantee and Manufacturers Hanover.

C. %27 million in losses has been capitalized by Howard County Development
Corporation.

D. Rouse Controls only 15% of the stock, having assigned the balance to
Connecticul General to compensate for their write-down of debt.

E. Nevertheless, new communities has a ring of high purpose, great publicity,
access to other people's money and an unlimited supply of other's to blame
when things go wrong. This is just the stuff for architects, planners,
and congressmen.

1. By the end of 1976, HUD had guaranteed debt for 13 projects, six
of which had gone bankrupt, six were unable to pay Interest on their
bonds, and one loaked like a viable entity, The Woodlands, near Houston.
Viable only hecause ig,sponsorad, George Mitchell of Mitchell Energy
Corporationtdidn't much care whether he made money or not,



Lecture #4
Spatial Distributions Within £ Among Clusters

I. Aside from a certain need for social [nteraction, an ordered dense
cluster of people creates certain economies for any exchange system.

AI

useful
Tutput
trl
Transpar-
tatian

Clustaring permits internal economies of scale due to increased
specialization of labor and enterprise and reducad distribution costs.

External economies may be the result of increased logistical support
made possible by agglomeration. For example, sewer line in place

of septic tank s only passible where there are only short runs

of pipe between callection points. Responsibility for disposal

is shifted from the individual space user to a external community
system.

Communication is an essential byproduct of clustering because it
fosters innovation and reduces the cost of mistakes or duplicgation
of affort.

Hevertheless, the original and most dominant cost affecting location
of each cluster relactive to one another and internal ordering of
priorities within a cluster was transportation costs. The greaater
the effort, the more product allocated to transportation, the less
net output any enterpriss can enjoy (the appetite of the horse for
ovats reduces the net surplus from the farm).

1. The trade-off batween transportation economics and urban land
mconomics is suggested by the simple tradeoff Jiagram A.

Alternative
Production i‘ethods

Improvement
in Trnasport
3 Technology)

l (Effect of

4 (~=tore "Lsaful Jdutpuz
- ar Lowver Densities)

Tatal Cutput
. Possibilities

liigh === Density of Develepment --- Low

2. The arrows labeled 1, 2, 2, 4 show progressive reducticn in
transportation costs (below the arrows) and successive fncra2asas
in usaful outpur given despite declining deareas of clustarine.

3. Vhen transpartaticn becomes cheaper the cenomic payoff of

clustering is less necessarv and therafere pecple may checse o

Have lcuer dersities, less spatial order or sore corbination of

aesthetic satisfactions.
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The third concept is that of dense cluster and here the economics recognize
that space is not a free good. Comparing two communities with the same
number of households but one town has quarter-acre lots and the other

has one acre lots, it is obvious that the lower dansity community will

have a much greater occupied area and therefore the average household

is farther from the center of town than his high density countarpart.

The result is that all costs of travelling ta the center of town or to

any other household are increased depending on technology.

1. Aggregate transportation costs for commadities, messages, and persons
will rise as the density of the city falls. The marginal cost of
lower density Is represented by the MC line in the diagram next to
dense cluster.

2. The marginal cost intersects with the marginal utility function for
more space establishing the optimum density for the community, This
optimum is necessarily greater than the density based on zero marginal
utility. Consequently, cluster gives way to dense cluster in which
the group of squares are smaller for housing each actlivity,

3. There is a surrender of isolation and space control in the interest
aof econcmy in interaction and the savings that result occur because
space is not a frees good. It is a form of wealth which individuals
simply pocket in a form of spending less on transportation. These
benefits come at a cost which is social and economic which society
has difficulty funding since it is so difficult to tax the benefit.

The fourth stage of clustering Smith calls the '"'ordered dense cluster''.

I¥ an urban community includes saveral categories of land users - retailers
manufacturers, apartment dwellers, and single family homecwrers. Thers

are further aggregate economies to ba achieved by arranging these uses

In a specific pattern which tends to put high density uses at the center
surrounded by rings of decreasing density of people who need tc travel
greater distances to the center,

1. In the dlagram the center is labeled C and the horizontal axis measures
the radial distance from the center . The vertical axis measures
the vaiue of land resulting from savings in transportation costs as
an alternative to residing on the fringe where land would be free,

2. Just as four students can cutbid one working man for an apartment,
four apartment dwellers can outbid the single family homeowner for
a building site.

3. Thus location translates itself into 2 structure of land prices and
these prices allocate land among competing users ,

L, The problem is to maintain an efficient spatial order despite con-
stantly changing circumstances - population growth, change in trans-
partation, or a change in the linkages which people value most
in their list of preferences.

— e — —

G.

The four clustaring concepts are brought together in a simple-minded
tradecff diagram in Slide #2. Given all economic resources of a commu-
nity, the greater amount of transportation output, the less useful
output it will enjoy.
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1. The arrows labeled 1, 2, 3, and 4, shaw how total cutpuf will be
divided hetwesn transportation and useful output given increasing
degress af clustering.

2. |If transportation itself becomes cheaper, all the arrows would |
slide upward and closer together. The economic payoff of clustering
would be reduced and we might therefore, choose to have less spatial
order in our cities or lower densities, or bath.

H. Clustaring also psrmics internal and external economies of scale.

1., Internal economies are realized by increased specialization and
reduced distribution casts.

2. External economies are the rasudt of the Tncreased logistical support
from agglameration.

3. Not only are the costs of production and delivery reduced, but the
diversity of services in a city may provide the consumer more col-
lective satisfaction. Theare i5s more utility when you have a large
nunbar of choices and choices reguire that ane is gware of the
alternatives which is more feasible in urban areas where diversity of
exparienca is a form of educatien,

|. Communication is an essential by-product of clustering because it fosters
innovatian and reduces the costs of mistakas to many pecpile ,

Assuming that the aconomic and social benefits of clustaering are positive

in the abstract, there remains the next question of winich placas are besct

for a gluster as this will further refine special relationships among varicus
communities. There are many differant theories by economic geographers as

to what is an efficient locatien for diffarent types of entarprises. Hare
there are a variety af usaful answers because there ara many passible
situations, -

A. A weighgt-gaining procass wouild be one in which the product gets heavier
as it reaches the market - that is an incresase in cost per miie of
transportation the more completes the product. A bottle of pop or a
hause for example.

1. The more significant the waight-gaining prodass the closar the
enterprise to ics markat, assuming the other costs of production
are identical. Transportaticn cost not only reflects weaight and
distance but bulk (modular homes), perishability and fragility
(bread) and this assumes all othar costs are egual.

2. In general, we are talking about the costs barne by the firm and
not the real cost to the economy so i f suppliers conceal coscs
with discriminatory rating, delivered pgricing, etc. eventually
the pattern aof business location is less than afficient for the
economy as a whole,

3. It is also assumed by the ghart that the firm is free to locara
anywhere along the line between raw material and market when,
in fact, locations with the desired logistics are limited
and thera are irraticnal goals soo. (Miehigan City)
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Hultiple sources and multiple markets involve location vectors as In
the second diagram., There is a point™ atr which the aggregate trans-
portation cost per ton of steel Is least.

1. This point s modified when new industrial facilities need an
environment in which labor is avallable, urban services are available,
etc, As a result new facilities are not often set down in the
wilderness and the resuit is existing communities grow.

Urban areas are generally involved in exchange processes one of which is
a transportation break point - i.e. a change in the mode of transportation
from barge to rail or rail to truck.

There are foot-loose enterprises in which transportation and convenience
cost are minimal in relation to value added, such as diamend cutting or
the manufacture of transistor diodes.

The wvay station function of accommodating transients is a major function
and many California towns are bullt around a system of 21 missions
started by the Franciscan order , one days journey from one another

to provide overnight accommodations. Missions were replaced by hotels
near the railroad station, and then motels at the interchanges, and
more recently motels at the airport so that transportation advantages
changed the way station function quickly and drastically.

In any event, there is a rough economic logic concerned with transpor-
tation linkages that determines where urban clusters locate and continus
to grow once they reach a certain critical mass of population and
services.

Assuming that urban clusters make sense and are spacad out with some logic,
the question remains what goes where within a single urban center - i.e.
pattern of urban land uses. Such pattern is relative and not absoclute.

For the mement , pattern is considering a''featureless plain'' so tha topo-
graphy, water, and subsurface conditions, and political boundaries have

no significance. With those assumptions pattern can have a number of
dimensions,

A.

Relative direction of various uses - such as oil refineries should
be at the opposite end aof towns from homes, or factories should be
autside the gresn belt buffar,

Another dimension is density expressed as number of dwelling units
per acre, ar workers per square foot of floor area, or ratio of
building/fleoor area to land area.

. Density should be a freguency distribution and leads to many
different sociological topography maps.

2. Ffrequency distributicon modes influance vaiuas, pattern of retail
and public facilities, and particularly the transportation system.

3. High density office buildings as compared to low density of employees
in factory buildings will influence their relative locations and

transportation. linkages.
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Definition of land use categories will influence our abiiity to study
spatial arrangements in terms of diversity of land uses and locational
tendencies af these uses. The slide of the average distribution of

‘land by forty-eight {43) large cities shows the relative significance

by 5 broad categories and it should be noted that while residentiai
Is the largest single class, it is far less than 1/2 all the land use.

The urban land economist has traditionally assumed that the separation
af land uses, often through 2zoning and city planning, will creace

a land pactern . which is intrinsically desirabie because it is advancing
some of the follewing criteria in pursuit of the goal of maximum benefit
from cur rescurces:

1. Efficiency which is normally taken to mean that the aggregate expen=-
diture by the community for internal transportaticn is minimized.
Rateliff said the ideal is to reduce rent differentials to zero.
Without attaching some gonditions, however, this implies that the
best city is one where sveryons and everything is crowded together
in one big room.

2. Fiscal prafit where the real property tax is the primary source
of revenue and thersfare planning should promote those land uses
which creates a surplus of tax revenues relative to servicing costs.
0f course the result is political fragmentation or land use ghettos.

3. Sociai integration to achieve neighborhosds of ralative homogeniety
and thearefare presumably tranquility whien may lead however to
considerable social friction and antagonism and unaccaptable cost.

4. Control of external cost such as traffic or noise auisanca is
possible by segregating land uses but there is much prociem in
making this pringiple operate specifically . What about the guy
wite makes widgets in his garage or his wife is retailing pots ang
pans in an area that is residentgial.

5. Flexibility so that a city can absorb new eslements as the scale
and pace aof lifa style change without becoming unfunctional.

6. Prmseriptive grdar.in tarms of.how people will live and benave.
wa couid plan for no salcons so that peoole would learn to waik
in the park or in Madison discourage parking for hign=rise buildings
$a that people would learn to use publiie transportation,

7. A desire to create a pattern which suggests a cartain ethos or life
style might lead to a basic physical pattern such as San Frapcisco
ar Geargetown, Yasningten D.C. = a physical collective discgigline
ar cantral of individual taste to achieve a certain overal! impressi:

This is not an exhaustive list of criteria for urban land use pattarns
but it might suggest that with proper definicion one could selact a

land use pattern which was best although that itself has same unatirac:ti
implications.

Qf course, we are not often given clean slate options as to overall land
use patterns as we must begin with an urban area as we find it and we
must adapt to physical limitations of the land. Hevertheless your
textbook will explare certain basic interaction pattarns suca as Hoyt,

multiole nuclear patterns, star patterns, ets.
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Withim a cartain leasely structurad pattern imposed by socliety or
pnysical constraints of an area individuals will be fine tuning

their linkage patterns to qptimize cheir particular goals and cbjegnives,
some of which are rational and predictable and others which are

highly subjective. Planners cannot anticipate these patterns and

thus the markstplace is a very useful allocation and rationing

deviee which decermines the texture of land uses in the city.
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Expansion
of the city
In the past

Expansion of
the center

the center

The concentric expansion
strangles the center and its
functions

In the future

The city

" e er

The center

The expansion in one direction
allows the center to grow
without difficulty



Real Estate 550 -~ 705
Lecture Qutline #k

ENVIRONMENTAL ATTRIBUTES OF REAL ESTATE

{. The term environmental is used broadly to describe off-site physical
and institutional systems with which real estate must be compatible.
#Most real estate decisions have some measurable impact on a varity of
soft systems.

A. Soft systems include:

The micro-climate

Off-site egological systems
Historical continuity

Social organization

Social disorganization

. Cultural decision procedures

Gy Bt N —

IT. The decisicon process

A decision requires identification alternative courses of action,
possible alternative outcomes and then defintion of selection screens
by reducing values to objectives and objectives to criteria

A. Many decisions are unconsciously made by cultural traditions or
indirectly made by the institutional mechanics of society.

B. People are social animals and it is doubtful that If land were a
free gocd that they would scatter to points equidistant from one
another. People have tended to cluster, and as the cost of friction
inherent in clustering became too great the clusters became denser
and eventually wall organized in some form of ordered dense cluster.
Lost of friction means space is no longer a free good and eventually
dense clusters become specialized into multiple land use areas.

. An historical survey of famous cities like Peking, Naarden, Venis,
Rotterdam all reflected simple cultural priority.

1. Slave toc merchantile economies
2. Slingshot to gun powder warfare

D. These cities had a physical clarizy in land use layouts and archi-
techtural style and construction that depended on cultural factors

of:

1. Static technalogy
2. Static populatien
3. Cultural continuity
b,

Mon) ithic and futile governmental structure of the city-state
o

E. Conditions for cohesive development by the new world cutlure were
gone due to:

1. Population explosion

2. A culture restructurad from outer directed to inner directed
behavior

3. Technolegical explosion

L. Reform of property rights concepts
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Long~tarm cultural trends may be difficult to perceive in terms of
rural to city migration, sophistication and decision making, etc.
but even short-term cultural changes affect real estate form.

Look at the impact on Madison of earlier independence for young
people, political instabi Tity or shifting priortities relative
to social groups like the elderiy, disabled, public transit users,
etc.

Highly structured density depends on an ethic of interdependence
which was fostered by a generation of depression and world war,
A growing consensus to accept planning priorities bagins to appear

.in federal legislation, influential task force reports, and local

court decisions.

1. First significant federal assistance to individual cities with
city physical planning integrated with capital budgeting,
priorities on areas likely to have a high percentage of disad-
vantaged people, and on minimum standards of housing for health
and comfort was in 19541 25 vears ago!

2. Since 1964 we have seen significant advances in regional planning
units for coordination of self-serving city plans and the urban
interface with water rescurces, air resources, farm resources, etc.
as recently as 1972 a twelve member task force appointed by Richard
Nixon and chaired by Lawrence Rockerfeller, reported on
the public consensus on fand:

'"When the protection of natural, cultural, or aesthetic resources
or the assurance of orderly development are inveolved, a mere

loss in land value should never be a justification for invali-
dating the regulation of land use."

Cultural institutions such as labor unions, political lobbies,
architectural schools and business schocis all contribute to the
environment within which real estate decisicons are made and sites
are valued.

Physical improvements to land form the walls and 1id of man's own terrarium=-
a manufactured environment. The cliche by Winston Churchifl is 'We first
shape our bulldings and then they shape us."

A,

While the whole civilizatien process in an industrial society
contributes to social Instability, real estate has some direct
impacts on social disorganization as it is reflected by:

1. Individual mental illness and isolation

2. The strength of the family unit

3. Social stratificarion and conflict

L. Crime rate, particularly personal and bodily injury

Real estate development cannot be hlamed for providing the consumer
with what he wants in a market aconomy but the public must begin

to dimension public controls of land use and building codes to
reduce the unwanted byproducts of alwavs doing what the cansumer
wants.
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The automobile design has followed the path of least resistance
by serving the individual consumer and eventually modifying
Ris behavior with 1ittle regard to the aggregate impact.

2. The suburban flock of indivdual homes on individual lost
compartmented by price and therefore family income has also
produced an undesirable social stratification by econemic
segregation,

3. Only recently have the social psychologist begun to make their

point about manufactured space and soclety as in the Hidden

Dimension by Hall, Defensible Space by Newman, or Community

and Privacy by Chermayeff & Alexander.

k. This Tecture cannot prsume the planners of real estate can
control all of the random social interacticn of an active society,
but real estate can recognize some basic constraints on its
product in arder to avoid some obviously undesirable manif-
estations of social breakdown.

In looking at the series of spaces which are physicaltly defined to
¢create a city we might use the convenient classifications of
Alexander & Shermayoff--what they call & domains of urbanity a
hiararchy of spaces for community and privacy for its residents:

1. Urban-Public. The places and facilities in public ownership:
Highways, reads, paths, civic parks.

2. Urban-Semi-Public. The special areas of public use under
governmnet and institutional controls: city halls, courts of
justice, public schools, post offices, hospitals, transporation
exchanges, parking lots, garages, serivce stat ions, stadia,
theaters.

3. Group-Public. The meeting ground between public serivces and
Utilities and private property requiring joint access and
responsiblity: Places requiring mail deliver, garbage collection,
utilities contorl, access to fire-fighting equipment or other
emergency rescoge devices.

L, Group-Private. Residential components under contrel of management
acting on behalf of private or pubiic interest for the benefit
of tenants or other legal occupants: reception, circulation,
and service spaces, community gardens , playgrounds, laundries,
storage, etc.

5. Familv-Private. The spaces within the private domain controlled
by a single family that are devoted to communal family activities
such as eating, entertainment, hygiene, and maintenance.

6. Individual-Private. The ''room of one's own,'' the innermcst
sanctum to which individuals may withdraw from their family.

Examples of conscious social organization efforts in land use:

—
.

Urban-Public -~ for municipal Squares of downtown Philadelphia

2. Urban and Semi Public -- library layout for control or corridors
visible from street or parking ramp stairwells

3. Group-Public interface such as truck loading areas at a shopping
center or shopping canter periphiry road

L. Group-Private -~ study of book called Defensible Space -- design
of apartment projects to discourage strangers by reducing
ananimity and increasing proprietary zone of residen ce

5. Family-Private areas as It is affected by circulation patterns

in home plans or emphaisis on family kitchens or formal entertain-

menta areas or color and texture of approach zones at front doar

6. Individual-Private Space -- sound privacy of inmermost sanctium
-- family probems and personality disorder



URBAN LAND 550 LECTURE #5 - Outline
Site and Situs Theory - Origin of Demand for Improvements

Within the general ecomonic base activity, each enterprise searches for
a real estate parcel to serve its special needs.

AI

Any glven real estate parcel has three sets of attributes

1. static or physical attributes - physical characteristics inherent
within the property lines

2. situs characteristics or linkages of the site to other parcels
and activities. A linkage can be any kind of relationship
between one site and another or one activity and another,

3. dynamic attributes - behavioral responses of people to site
attributes,

These attributes play a large part in determining the pattern of usage
in the urban cluster and influence space users, space producers, and
public regulators in reasonably consistent and predictable ways.

These three sets aof attributes permit us to examine the common sense
natfon of lacatlan and the dynamic cycele of success and failure of
activities at specific locations.

Static attributes or physical elements of a parcel involve an almost infinite
list of variables, many of which relate to improvements intended for

the site.

A. Definition of shape of a parcel
1. Jlength and width of parcel
2. rights below grade
3. rights above grade
L, set-back lines for side yards, front yards, waterfront, dock lines,

flood plane elevatlons etc.

B. The building envelope - spatial limit of permitted improvements. {Foot
of capitol dome, air rights, view lines, private covenants, etc.)

C. Topography, geolagy, and sails

D. Flora and fauna inventory

£, Seif-contained eco-systems

F. Access to transportation elements of read, water, rail, or pedestrian
route on premises

G. Inventory of exlsting improvements to the site such as farm terracing,
road embankments, tile drainage field systems, structures

H. Check 1ist of required or acceptable attributes for each use



. One cannot conceive of location in the abstract without relating to a
place and without reference to some kind of an activity conducted at

that place.

A.

Land economists begin with the terms:

1. establishment - the basic unit of land use consisting of indi-
viduals or groups or enterprises occupylng recognizable places
of business, residence, government, or other attraction

2. Each establishment represents a cluster or packet of functions
and each may require a different location but may compromise
because of other economies.

3. Relationships between a function at one site and another which
influence the movement of persons or goods are termed linkages.

k. The movement of persons or goods creates certain costs which are
called cost of frictlon. Each establishment seeks a location
which will minimize these costs in time, money, and stress.

Specification of site linkages leads to identification of its
micromarket of users and eventually to value of the site.

Useful classifications of linked establishments by land economists
Robert Mitchell and Chester Rapkin (Urban Traffic, 1954). .

l. Dominant Use-Subordinate Use. The subordinate use serves the
dominant establishment or group of similar establishments. An
example is a machine repair shop and the industrial plant ar
plants which it serves,

2. Dominant Use-Ancillary Use. The ancillary establishment serves
the employees of the domimant use, Examples are a restaurant
near a large factory or a cigar stand in an office building.

3. Co-dominant Uses and DominaatUse-Satellite Use. These establish-
ments serve common customers. A large department store and an
adjacent ladies' shoe store serve the same clients.

Proximity may be historlcal accident, similar specs or type of
building, type of site, or rent level., Proximity does not imply
linkage.

Establishment as packet of fiunctions suggests a land use Is at the
focus of its own special complex of linkages. The location of these
linkages establish boundaries of a tributary area,

1. Elementary school district

2. Retail establishments subdivide tributary area into primary,
secondary, etc, trade areas

3. Primary trade area might be source of 65% of business or area
within five-minutes driving time etc.

I, linkages may be discovered from internal data such as address list



V.

F. Highly specialized linkages can mean cantrol of a unique site provide
some degree of monopoly.

Dynamic attributes of a site are concerned with psycholgical perception

of space users about a site. Unlike linkages they do not directly inviove
movement of persons or goods but have to do with mental satisfaction of
orestlige, aesthetics, peace of mind, etc.

A. Prestige of residential area, address, or building image

B. Aesthetics may stimulate peaople to more productive labor or anti-
social behavior

€. Community percption affecting group behavior

D, Attributes may be In the eye of the beholder rather than in the reality
of physical or functional attributes

The static, linkage, and dynamic attributes of location have a synergistic
impact In combination which relate to analogies of magnetic or electrical
force flelds or energy flows,

A. Energy flows may reflect movements of people and goods which draw
activity within the field.

B. The draw can be reduced hy insulators such as the cost of friction or
mental stress or the inertia of people.

€. There are essentially only two real estate problems:

1. a market need in search of a site with very specific attributes
2. a specific site in search of a market need

D. The real estate market is the endiess matching of slites and users
within a tributary area to bring off the most efficient pattern of
uses within each cluster. The question of how to measure efficiency
is the subject matter of this course.
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Lecture #6
Fitting A Use Into the Pattern

I, Within the general ecomonic base activity, each enterprise searches for
a real estate parcel to serve its special needs.

A. Any given real estate parcel! has three sets of attributes

1. static or physical attributes - physical characteristics inherent
within the property lines

2. slitus characteristics or linkages of the site to other parcels
and activities. A linkage can be any kind of relationship
between one site and another or one activity and another.

3. dynamic attributes - behavioral responses of people to site
attributes.

B. These attributes ptay a large part in determining the pattern of usage
In the urban cluster and Influence space users, space producers, and
public regulators in reasonably consistent and predictable wvays.

C. These three sets of attributes permit us te examine the common sense
notion of location and the dynamic cycle of success and failure of
activities at specific locations,

f1. Static attributes or physical elements of a parcel Involve an almost infinite .
list of variables, many of which relate to improvements intended for
the site.

A. Definitlon of shape of a parcel

length and width of parcel

rights below grade

rights above grade

. set-back lines for side yards, front yards, waterfront, dock lines,
flood plane elevations etc.

B B —

B. The building envelope - spatial limit of permitted improvements. {Foot
of capitol dome, alr rights, view lines, private covenants, etc.)

€. Topography, geology, and soils
D. Flora and fauna inventory
E. Self-contained eco-systems

F. Access to transportation elements of road, water, rall, or pedestrian
route on premises

G. Inventory of existing improvements to the site such as farm terracing,
road embankments, tlle drainage field systems, structures

H. Check list of required or acceptable attributes for each use



11Y. One cannot conceive of location In the abstract without relating to a
place and wlthout reference to some kind of an activity conducted at
that place.

A.

b.

E.

Land economists begin with the terms:

1. establishment - the basic unit of land use consisting of indi~
viduals or groups or enterprises occupying recognizable places
of business, residence, government, or other attraction

2. Each establishment represents a cluster or packet of functions
and each may require a different location but may compromise
because of other economies.

3. Relationships between a function at one site and another which
Influence the movement of persons or goods are termed !inkages.

4. The movement of persaons or goods creates certain costs which are
called cost of friction. Each establishment seeks a location
which will minimlze these costs in time, money, and stress.

Specification of site linkages leads to identification of its
micromarket of users and eventually to value of the site.

Useful classificatians of linked estabhlishments by land economlists
Robert Mitchell and Chester Rapkin (Urban Traffic, 1954).

1. Dominant Use-Subordinate Use. The subordinate use serves the
dominant establishment or group of similar establishments, An
example is a machine repair shop and the industrial plant or
plants which it serves.

2, Dominant Use-Ancillary Use, The ancillary establishment serves
the employees of the domlnant use. Examples are a restaurant
near a large factory or a cigar stand in an office building.

3. Co-dominant Uses and DominamtUse-Satellite Use, These establish-
ments serve common customers. A large department stare and an
adjacent ladies' shoe store serve the same clients.

Proximity may be historical accldent, similar spécs or type of
building, type of site, or rent level. Proximity does not imply
1inkage.

Establishment as packet of functions suggqests a land use is at the
focus of its own special complex of Tinkages. The location of these
linkages establish boundaries of a tributary area.

1. Elementary school district

2. Retall establishments subdivide tributary area into primary,
secondary, etc, trade areas

3. Primary trade area might be source of 65% of business or area
within five-minutes driving time etc.

L. linkages may be discovered from internal data such as address list



Iv.

F. Highly speciallized linkages can mean control of a unique site provlide
some degree of monopoly.

Dynamic attributes of a site are concerned with psycholgical perception
of space users about a site. Unlike linkages they do not directly invlove
movement of persons or goods but have to do wlth mental satisfaction of
prestige, aesthetics, peace of mind, etc.

A.. Prestige of residentlal area, address, or building Image

B. Aesthatics may stimulate people to more productive labor ar anti-
social behavior

C. Community percption affecting group behavior

D. Attributes may be in the eye of the beholder rather than In the reality
of physical or functional attributes

The static, linkage, and dynamic attributes of location have a synergistic
Impact in combination which relate to analogies of magnetic or electrical
force fields or energy flows.

A. Energy flows may reflect movements of people and goods which draw
activity within the field.

B. The draw can be reduced by Insulators such as the cost of friction or
mental stress or the inertia of people.

C. There are essentlally anly two real estate problems:

1. a market need in search of a site with very specific attributes
2, a specific site In search of a market need

D. The real estate market is the endless matching of sites and users
within a tributary area to bring off the most efficlent pattern of
uses within each cluster. The question of how to measure efficiency
is the subject matter of this course,
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CHART 4 AMEND

INPUT IDENTIFY , COMPAREIE POLICIES INPUT
OPPORTUNITY - x (critaria) [

I-

REJECT le YES I ARE POLICIES NO

OPPORTUNITY APPROPRIATE?

SELECT
OPPORTUNITY [, YES

This whole process is more complex than a simple flaw chart rep-
resentation can depict, but the essence of the process can be dis-
cerned from such characterization as that shown in Chart &4; it

is the beginning of a systems description of the management process.

This amended model, general though it is, recognizes the inputs to
the system from other exogenous systems; characterizes the (circum-
scribed} whole as an integrated system; points out levels of states
{policies, standards) within the system; identifies action points
(decisions) within the system;
documents the interrelationships between actions and information
storage points;
traces the flow of information
from outside the system
within the system
depicts the process as dynamic.

This model, supported by the explanations, is helpful in providing

a basis for assessing the validity of common presumptions; it should
provide fair warning that policy-making/opportunity-selecting cannot
be adequately understood by simply viewing it as ''a process that

man performs through the act of decislion-making."

Information plays the critical role In the process. To construct
acceptable operating systems or madels one must draw on information
sources both inside and outside the decision making organization---
a real estate enterprise.

Qutside: Information about alternative kinds of operating systems
that can be constructed to supplement

Inside: Existing knowledge and skills relating to the construction
of aperating systems;

inside: Inside information about existing standards for constructing
operating systems, which in turn, are the product of infor-
mation flows that come in part from within the grganization,
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Leocturs #¢
Urbanization Today
' Part I: Spatial Clustering

I, Sprtial clustering is the principal physical attribute of
urbanization and the basis for agglomeration economies.
Wallace Smith describes four abstract levels of gpatial
clustering in his texthook on urban land econcmics entitled

Urban Development (1975). The four abstract levels of cluster-
ng are lustrated in Figure 1.

A. The firset level of spatial clustering is called "“scatter.”

1. Individuals are as far apart as possible (suppose
individuals have a strong preference for isclation).
2, This maximizes the aggregate cost or pctential cost of
an exchange of visits, messages, or commodities,
= Think of the co8t of delivering the mail in Northern
Wisconsin.

B, The next level is called a "cluster.”

1, Space i5s a free good = a person can have as nmuch as he
wants - its just that all holdings are consolidated within
the minimum eonvenient perimeter.

2, More efficient than scatter:

a. The ¢cogt of getting together is less as less time is
spent goling back and forth.

b. Think of the cost of delivering the mzil in Dane County
as compared to Northern Wisconsin.

3. The savings are considerable, but they cannot be attributed
to any specific individual or piece of land,

C. The third concept is that of “dense cluster™ and here the
econcmics recognizes that space is not a free good. Com=-
paring two communities with the same nmumher of nouseholds
but one town has quarter-acre lois and the other has one
acre lots, it is obvious that the lower density community
will have a much greater occupled area and, therefore,the
average household is farther from the center of town than
his high density counterpart. Tne result is that all costs
of travelling to the center cf town or %o any other house=-
hold are increased (depending on the availahle technology).

1. As space is no longer a free good, aggregate transportation
¢costs for commodities, messages, and persons will rise zs
the density of the elty falls. The marginal eost of
lower density is represemted by the MC line ir the diagram
next to 'dense cluster.®
The intersection or the marginal cost line with the marginal
utility funetion for more space establishes the optimum
density for the community. This optimum is necessarily
greater than the density based on zerec marginal utility.
Consegquently, cluster gives way to denge cluster in which
the group of squares are smaller for housing each activity.

2. There is a surrender of isolation and space control in the
interest o1 economy in interaction. The savings that
result ocecur Wecause space is not a free good., It is a
form of wealth which individuals simply pocket in the form
of spending less on transportation.



Reprinted with permission of Wallace Smith, author of Urban Development, 1975.
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The Economic Imperative for Density
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Page 3

3. A dense cluater is more efficlent thanm a cluster.

a. The savings are attributable to the process - to
recognige that space in a community is not a free good.

be The savings are still not attritutable to the individual
users or pieces of land.

¢, Think ot the cost of delivering the mail in s development
like Eagle Heights or Parkwood Hills as compared to Dane Co.

d. These benefits come at a cost which is socizl and economic
which society has difficulty funding since it is so
difficult to tax the benefit,

The fourth stage of clustering Smith calls the “ordered dense
clustert

1+ The urban community now includes several categories of land
users - e,g., retallers, manufacturers, apartment dwellers,
and single-family homeowners. ‘

2, Economy in aggregate transportation is achieved by arranging
uses in specific patterns, These patterns tend tTo put high
density uses at the center surrounded by rings of decreasing
density of people who will have to travel greater distances
to the center.

3. Within the city the transportation saving characteristic
of a particular piece of land is translated into a structure
of land prices. These prices allocate land among competing
categories of users,

a., In the diagram the center is labeled.C and the hori-
gontal axis measures the radial distance from the center.
The vertical axis measures the vazlue of land resulting
from savings in transportation cogsts as an alternative
1o residing on the fringe where land would he free.

b, Just as four students can outbid one working man for an
apartment, four apartment dwellers can outbid the single-
family homeowner for a building site,

¢, The problem is to maintain an efficient spatial crder
despite constantiy changing circumstances - population
growth, change in transportation, or a change in the
linkages which people value mest in their list of
preferences,

The four concepts are brought together in a simpie-minded
trade-off diagram shown in Figure 2., Given z2ll econonic
resources of a community, the greazter the amount of trans-
portation output, the less ‘"useful' cutput it will enjoy.

1. The arrows labeled 1, 2, 3, and 4 show how output will
be divided between transportatior and useful outpusz
given increasing degrees of clustering.

2. If transportation itself becomes cheaper, all of the
arrows would slide upward and closer together, The
economic payoff of clustering would be reduced and we
might, therefore, choose to have less spatial order in
our cities or lower densities, or both,
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Pigure 2.

P, Clustering also permita internal and external economies
of scale,

1. Internal economies of scale are realized by increased
specialization and reduced distribution costs.

2. External economies are the result of the increased
logistical support from agglomeration.

3. Not only are the costs of production and delivery
reduced, but the diversity of services available in
2 city may provide the consumer more collective satisw
faction, There is more utility when you have a large
nunber of choices, In addition, choices reguire that
one 1s aware of the alternatives, This is more feasible
in urban areas where diversity of-experience is a form
of education,

L4, Communication is an essential by-product of clustering
beczuse it fosters innovation ang reduces the costs of
mistakes to many people,

5+ Nevertheless, +the criginal and most dominant cost
affecting the location of each cluster relative to
one another and the internzal ordering of land use
priorities within a cluster was transporiation coeEts.
The grezter the effort, the more product allocated
to transportation, the less net output any entercrise
carn. enjoy (the appetite of the horse for ocats reduces
the net surplus from the farm).

II. Today the social consensus reflects a preference for hignly
structured density.

A, Modified Pioneer Etzhic
= Land 18 no longer a free and unlimited good,

B, Ethic of Interdepenrdence

- 1954 - First significant federal assistance to the art
of ¢ity planning

- 1960 - Begimnning of significant and combrehensive effort
to organize urban development

= 12 member task force headed by Lawrence Rockefeller—-
"Whern the protection of natural, cultural, or aesthetic
resources or the assurance ol orderly development are
involved, a mere loss in land value should never be
Justification for invalidating the regulation of land use.”



Lecture #7
Urbanization Today
Part II: Locational Concepts

I. Assuming that the economic and social ternefits of clustering
are positive in the abstract, there remains the next question
of which places are best for a cluster as this will further
refine spatial relationships among various ccmmuaities. There
are many c¢ifferent thecries by economic geographers as to what
is an efficlent location for different types of enterprises.
There are several useful answers here as there are many possi-
ble situations.

A. A weight-gaining process would be one in which the product
gets heavier as it reaches the market - that is, there is
an increase in the cost per mile of transportation as the
product beccomes more complete. A bottle of pop is an exam-
ple, so is a house,

1+ The more significant the weight-gaining process, the
closer the enterprise shculd be located to 1ts market,
assuming the other costs of production zre identical
{see Figure l.a.). Transportation cost not only reflects
weight and distance but also bulk {e.g., modular hcmes),
perishability (e.g.; bread), and fragility (e.g., g£lass).

2. In general, we are talking about the costs borne by the
firm ard not the real cost to the eccnomy, so it suppliers
conceal costs with discriminatory rating, delivered
pricing, etc., eventually the pattern of business location
is less than efficient for the economy as a whole,

3. It is also assumed by the chart in Figure 1,a, that the
firm is free to locate anywhere along the line between
raw material and market when, in faet, locations with
the desired logistics are limited and there are irrational
goals as well,

B. A location diagram for a weight-losing process is shown in
Figure 1.%. Examples of weight-losing procesgses include
steelmaking and the use of water power to generate elec-
tricity. In both cases major inputs - ¢oal and water power,
respectively - disappear in the process of production and
are very difficult or expensive to trarsport. Hence, in
general, the more significant the weight-losing process,
the closer the enterprise should be located to the source
of raw materials, again assuming the other ccsts of produc-
tion are identical.

C. Multiple sources and multiple markets involve location
vectors as shown in Figure l.c., There ic a poirnt P at
which the aggregate transportation cost per unit of finished
produet is least (e.g., Gary, Indiana). This point is
modified when new industrial facilities need an ernvirorment
in which labor is avalilable, urban services are available,
etc. As a result new facilities are not aoften set down in
the wilderness and the result is that existirng communities
EI'OW.

D. Urban areas are generally inveolved in exchange processes,
one of which is that of being a transportatlon break point -
i.e.y, 2 change in the mecde of transportation occcurs (e.g.,
trom barge to rail or from rail to truck). The ecoromic
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advantage of locating at a transportation break point is
shown in Figure 1l.d.

E. Therz are foot-loose enterprises in which transportation
and ccnvenience costs are minimal in relation to value added,
such as diamond cutting or the manufacture of transistor
diodes. Many fooct-loose enterprises chocse to locate in
high amenity areas,

F. The way statlion function of accommodating transients is g
major function and many California towns are built around
a system of 21 missions started by the Franciscan order,
one day's Jjourney from one another to prowvide overnight
accommodations. Missions were replaced by hotels near the
railroad station, then by motels at the highway interchanges,
and more recently by motels at the airport. Hence, trans-
portation advantages changed the way station function
quickly and drastically.

G. In aay event, there 1s a rough economic logic concerned
with transportation linkages that determines where urban
c¢lusters locate and continue to grow once they reach a3
certain critical mass of population and services,

Assuming that urban clusters make sense and are spaced oputy

with some logic, the question remains as to what goes where
within a single urban center - i.e., what will or should be

the pattern of urban land uses. Such a pattern is relative

and not absolute. For the moment, our consideration of patterr
will assume a "featureless plain" so that topography, water,
subsurface conditions, and political boundaries have no signifi-
cance. Even with this assumption, pattern can have a number cof
dimensions.

A. The first dimension to consider igs the relative direction
of various uses - such as 0il refineries should be located
at the opposite end of town from homes, or factories should
be located outside the green belt buffer.

B, Another dimension is density expressed as the number of
dwelling units per acre, workers per suare foot of floor
area, or perhaps the ratio of building/floor area to land
areqa.

1. Density should be expressed as a frequency distribution
over sections of the clty rather than as a city-wide
average, Density measures lead to many different socio-
logical topography maps.

2. Frequency distribution medes influence values, patterns
of retail and public facllities, and particularly the
transportation system.

3. The high density of employees in office buildings as
compaired to the low density or employees in factory
buildings will influence %their relative locations and
transportation linkages.

C. A third dimension is the definition of land use categories
which will influence our ability to study spatial arrange-
ments in terms of diversity of land uses and locational .
tendencies of these uses, Figure 2 shows the average distiri-



Reprinted with permission of Wallace Smith, author of Urban Development, 1975.
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Filgure 1.
Location of Frocessing Activities
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Lecture #7 Outlipe
The Real Estate Process
Busineas 550 & 705

Economic Base - Town Builders & Town Filllers

Key Proposition: The rate and direction of growth (employment, income,
population, establishments) of a region or a city is determined by its
function as an exporter to the rest of the world.

A. Proof: The level of Aggregate Demand (or income, output, employment)
called Y is the sum of household consumption, Cy (food, etc.); house-
hold investment, Iy (housing); business investment, Iy (machines);
governzent consumptiou,vcc (typewriters, etc.); government investment,

I; (schools); plus net spending by people living outside the city (city

exports minus jmports) X-M. Thus,
Y =Cy+Ig+Ig+Cq+ Ig+ XM

But if households, businesses and government buy everything they
consume or invest from non-residents then,
Cu+Ig+Ip+Co+Igm=M

and therefore
y =X

or a city's level of income, of output and of employment is totally
dependent on it's ability to sell outside the city!

B. Basjic sector activities (town builders) are sales to the rest of the
world in the form of goods, services, and labor that flow out of the
region (also expenditures by "foreigners.")

C. Non-Basic Sector Activities (town fillers) are the numerous supporting

activities necessary to service workers in basic industries and the
basic industries themselves.

D. Both sectors are related to exogenous demand. If outside demand for
the product of the region increases the basic sector expands (direct

effect) which generates expansion in the non-basic sector (indirect
effect).

E. Result of all this: Basic employment {(or income) plus non-basic
employment (or income) equals total employment (or income).

Yor every community there i1s a  xelationship between basic employment
(or income) and non-basic employment {or income) called the BASE RATIQ =
Basic employment ( Basic Income

Non-basic employment Nonbasic Income

A, Eg. This means that if for every basic worker there are 2 non-basic
workers, the base ratio would be 1:2.

B, Implications: For every new job (or dellar of income created) in the
basic sector, two new jobs ( or dollars of income) will be created in
the supporting activities of the non-basic sector.

For every base ratio there is a BASE MULTIPLIER.

A. Eg. 1f the base ratio is 1:2, the base multiplier is 3, i.e., when
basic employment increases by one, a total of three new jobs (basic
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and non-basic) will be created.

Implications = Allows an estimate of the total impact on the regional
economy that results from a change in demand for basic goods.

Useful relationships:

l. Base multipler = totsl emplovment
basic employment

2. Total employment = (base multiplier)(basic employment)

3. Change in total employmesnt = (base multiplier) (change in basic
employment.)

Implications and Uses

A.

Projections

Given: B:LM = 1:1.5 B = Basic employment
B:TE = 132 1/2 LM = Local market or nonbasic employment
TE:TP = 1:2 TE » Total Employment
B:TP = 1:5 TP = Total Populatiom

Suppose basic employment for Madison increases 500 employees at Oscar
Mayer as a result of increased sausage demand in Chicago. You can
calculate the resulting increased population, income, level of services
demanded, locational preferences. (All are long-run effects.)

Implications

1. Fill gaps in historical data.

2. Aids in understanding past & current developments.

3. Evaluate & estimate impact of expanding or new industry.
4

- Estimacte future demand for types of land use (housing, retail,
industrial, etc.).

5. Provide insight into pature of regional economy through interareal
and intertemporal comparison.

6. Formulate growth strategy to stabilize base.
a. Attract enterprises with stable production.
b. Emphasize diversity with many small export firms.
c. Continuing promotion of export firms.

Applications

1., Housing market demand and value.
a. The one employer town - Seattle and Cape Canaveral.
b. Population effects - hold or sell decisions.

2. Feasibility analysis and appraisal.
a. Skill mix changes: impact on ceonsumptien patterns:
ratio between real and personal property holdings.
b. Base ratio changes alter the market basis of appraisal and
value,
¢. Disposable Income and savings levels with employment
level, employment type, skill level, and age of work force.



Lecture #5 OUtline
Urban Land 550

Economic Base - Town Builders & Town Fillers

Growth of employment, population, and number of establishments ls referred
to as urban economics which In turn leads to measures of demand for space-
time products to house activity and is reffered to as Urban Economics.

A.

B.

Economic base activities {townbuilders) and service or local market
activities (town Fillers).

An economic base activity is one with exports goods and services or
imports investment capltal or outslde Income.

Export activities may be pure or mixed.

Base activities pay for jobs withbut51de money or finance local consumers
with income earned elsewhere.

The export function not the size of the enterprise is critical to
community economics.

Local market activities are those which provide goods and services
within the urban district.

1. Each enterprise Is export or service to a different degree.

2. They may be a seedbed for future base activity, improve external
economy or base industries and may employ twice as many peoplie as
the base. industries.

For every community there is a relationship between employment and total

employment and population which can be measured as the economic base

multiplier.

A. Measurement of the multipiier is a critical planning input.

B. Oversimplified it is a pattern of ratio:

1. Assume pattern of employment ratios:

B: LM : :1 :2- 1,000 : 2,000 persons

B: TE : 1 : 3 -1 000 : 3,000
TE: TP+ + V2 2 - 3,000 : 6,000 H

B: TP : :1 :6-1,000 : 6,000 "

LAND
Local Market

BASE"C ---------------- 2‘-Act|v:t|es
Labor
Force &

Families



€. Economic base multiplier graph:

T=L=E
T=1L+M
L
T=9
| =g+ E

T
T({1 ~-g) =E
T=E. (1 - g)']
But: g=,‘|-_.._.. (1 .,[11__)

Increases as T grows because M

can be replaced with local production (L)

D. Suppose g = 1/2; then 1/(1 = g) = 2 which the total employment is
twice the number of jobs in the base.

E. A fraction of 3/4 means multiplier of 4,

F. At the outset a primary industry like gold mining means all employment
is based and all income spent outside community - growth Is positive
until opportunities for substituting L for M are exhausted.

G. Growth strategy to stabilize base:

Enterprises with stable revenue sources

Great diversity of many small export firms.

Diversity through size,

Continuous promotion to replace one unstable export firm with
another.

B RO e
P

H., Cventually size of city Infrastructure reaches a critical mass
50 that the L to M equation cannot be reversed.

I. Population mix in terms of age groups, skills, flexibility, mobility,
politics, favoritism, etc.

111l Practical application of economic base theory is subject of Urban Land 557
but some techniques can be identified.

A. Techniques relate to SIC classification of department of Commerce
B. The whole industry method

C. The value added method

D. The minimum requl rement method

E. [Input-output analysis



v,

Economic base theory Is recognized in many different levels of reports
and analysis.

A. Appraisal reports may simply list time series data to infer growth
and demand.

B. Planners may use body count for public facilities, utility budgeting,
or retall location.

C. Regional economic models are limited only by data available,

B. Some growth medels become self fulfilling prophecies as land use
decisions ar#made as a result of the forecast.

E. Economic base can be g means of reducing the risk for a long term
real estate project.
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Economic Base - Export and Service Industries

The ordered city density cluster has a tendency to grow or contract as a result of
something called its economic base. |t Is possible to forecast thls growth

and project the land and real estate requirements which are the consequence

of this growth. The growth of employment population and economics i5 often
referred to as urban Economics and this in turn leads to the inputs for space-
time products tc house urban activities which Is the subject of urban Land
economics.,

A. Urban economic activity is composed of economic base activities called
town builders and service activities which might be called town fillers.

B, Economlc hase activities represent a minority of total employment but
are the most significant relative to community help. An economic base
activity in any community is one which exports goods and services or
imfports capital for local investment or income for local consumption.

C. Thase export activities which bring money into the local cash cycle can
be classed as pure or mixed export activities.

1, Oscar Mayer sells virtually all its products outside of Madison
and so would be virtually a pure export industry.

2. Professional services offered by Unlversity Hosfpital serve both
local residents and people from far beyond the city limits.

D. Economic base activities can take many subtle forms.

1. Government is a major economic base activity because it brings tax
dallars from all over.the nation or all over the state to support
employees and buildings in Madison.

2. PRetlred people are spending their savings from the north while they
live in St. Petersburg.

3. The University is a prime activity not only because of it attracts
students who earned their income jp other parts of the state during
the summer but because it brings out-of-state students and their
expenditures to Madison and various reserach grants which are spend
in part In the Madlson community.

4, An insurance company collecting premiums at its home office in
Madison only provides economic base to the degree that its revenues
are spent on Madison employees and services. An insurance agency
working within the local market would only be a service industry.

E. An export firm with 10 employees is more importatn to a community in
many ways than a non-export firm with 50 employees. 1t is the export
function, not the size, which is c¢ritical because it is bringing dollars
back into the community that leaked away from citlzen consumption patterns
otherwise,

1. When the export dollar is spent locally it creates non-expert dollars
in the community and eventually these dollars are used to pay for
imports.

2. Bur first the export income circulates in town and it is the circulation
that does the trick. Obviously it is important to maintain the



circulation despite the need to pay for imported goods so continual
injections of export income is necessary.

F. Local market activities are those which sell the principle portion of
their goods, services and capital within the confines of the urban
district. The urban district may be defined many ways - metropolitan
area within a toll free phone call, standard market statistical area,
or political boundary.

l. Wwhiie local service may pﬁﬁaninate each may have some degree of
economic base activity. The barber shop at a hotel is different than
one in the neighborhood and a department store like Marshall Fields
may draw in part from the nation as a whole.

2. Local market activities are basically urban service enterprises -
town fillers,

3. They are significant because they can be a seed bed for base activity,
improve the external economies available to base industries and
may employ twice as many people as economic base.

G. However, the urban economist attempting to measure the urban economy
may tned to overlook these activities in detail because:

1. Their response lags changes in economic base,

2. They are more stabie in the long run as they may increase their
services without necessarily incresing their need in land and bulldings.,

3. They have less economic Impact because they are small acale,
neighborhood oriented, and often marginal activities.

Because consumer spending habits are impossible to project how a given
number of new jobs in export industries will affect employment in non-
export industries, residential construction, and land consumption. For
every community there 1s an economic base multiplier. For the average city
there are two Jobs among local market services for each job in the exnort
base, the ratio being lower for younger communities and higher for large
cities regardless of age.

A. LCach clty at its own point in time has its own economic base multiplier
with which banks, stores, and city hall can forecast changes in their
volumes of deposits, their sales, their need for city services and all
the rest.

B. One way of illustrating this pattern of ratios between base (B}
empioyment and local market employment and total population would be
as follows:

l. Assume pattern of employment ratios:

B: M1 ¢+ 2-1,000 : 2,000 persons

B: TE : :+ 1 : 3 -1,000 : 3,000 "
TE: TP : :L : 2~ 3,000 : 6,000 "

B: TP : :1 :6~-1,000 : 6,000 "

LAND
i“—ﬂ’,f——"———? ﬁL‘h‘”““wq_ﬁ_‘__‘Loca] Market
Y] e e E—— -
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Disequi librium short run B : LM :: 1 : &
loses 500 B:TE ::1:58
BYUTP 501 ¢ 12
Equilibrium - long run B : LM :: 500 : 1,000 (1:2)

B : TE :: 500 : 1,500 (1:3)
B : TP :: 500 : 3,000 (1:6)

C. In economic terms the economic base multiplier is quite similar with
the Keynesian investment multipiier which is defined with the
realtionshiﬁ?increase investment spending and the consequent increase
in AYY natiaonal income.

a) Economic Base b) Keyneslan Investment
Multiplier Multiplier
7/ 'ad +'I
s
L <, Y }5‘
E I p &
/ 5 p
M /
/
/
/
/
L/ - ' .
o Te }/
Y=C+ |,a8Y =40 +a|
Y=C+5,AY =AC +55
AL -k
ay
=k+_4_!_
dY(l—k{-Al

aY =41, (1 - k)1

But: g = %_s (- #J
Increases as T grows because M can be replaced with local production (L)

1. Horizontal axis measure total number of jobs in a community.

2. The vertical axis measures, alternatively, the mumber of jobs
in export businesses (E) or in local non-export businesses (L)

3. The vertical axis also measures the job loss because of imports
(M) which is just equal numerically to the number of export jobs
since savings and Investment must egual unity in Keynes.

L. In the agebraic summary T = tatal employment and since E and M
are numberically equal in equilibrium then total employment can
be expressed as the sum of local employment in employment created
elsewhere by community Imports,.

5. The critical assumptions is that people in a community spend their
money so that the relation between total number of jobs in a community
and non-export jobs (L) is a constant (g) so long as there is a
range of variation it Is reasonable to assume that L/T is constant






