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Housing Prices, Other Real Estate Factors
and the Location Choice of Firms

A s real estate prices, and espe-
cially housing prices, esca-
lated in California in the 1980s,
the increases raised questions as
to the effects of high real estate
prices on economic competitive-
ness. Would the state’s metropoli-
tan areas lose jobs to less expen-
sive parts of the country? As part
of a study to examine the effects
of high housing prices on metro-
politan economies, the Center for
Real Estate and Urban Economics
surveyed firms throughout the
United States on the factors under-
lying their location choices. The
responses suggest that real estate
factors may be significant influ-
ences on the location choices of
firms, but that the availability and
cost of space for the firm may far
outweigh housing costs in the lo-
cation decision.

Three Types of
Location Factors

Firms already in business may
affect future economic growth in
aregion by leaving a current site,
by moving into a new site in the

region, or by expanding or shrink-
ing the labor force at existing loca-
tions. To identify influences on
each of these types of growth or ex-
pansion, the survey distinguishes
between three types of location

factors—pull factors, push factors
and recruitment factors. Pull fac-
tors are the characteristics of an
area that led a firm to select its

(Continued on page 2)

Location Factor

FIGURE 1
Top 10 Pull Factors for All Firms and
Firms in New Metropolitan Areas
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current location. Push factors are
the problems that led a firm to
leave a previous site. Recruitment
factors are the qualities of an area

that make it easy or difficult to
attract new employees.

Nationwide Sample

Surveys were sent to 2,000

firms in selected U.S. metropolitan

areas in March and April 1990.

Using a Dun and Bradstreet data
base, a random sample was drawn

from firms with 50 or more em-

TABLE 1
Pull Factors—Why Firms are Located at Their Present Site
Percent Reporting Factor:

Not a Not Very Somewhat Very
Location Factor Rank* Factor Important Important Important
Land/Lease Costs 1 10.1 5.5 36.3 48.1
Proximity to Markets 2 21.7 12.4 20.3 456
Land/Space Availability 3 12.9 9.2 38.4 39.5
Available Skilled Labor 4 21.5 13.5 375 275
Transport Network 5 258.5 18.9 34.1 21.6
Commute Distance 6 243 10.6 45.5 19.6
Available Unskilled Labor 7 305 18.4 323 18.8
Construction Costs 8 36.7 16.8 28.4 18.1
Cost of Labor 9 32,0 17.8 32.2 18.0
Traffic Conditions 10 20.8 18.6 452 15.4
Community Attitude 11 37.2 23.8 23.8 15.3
Proximity to Suppliers 12 40.1 274 19.2 13.2
Image/Prestige of Location 13 34.1 24.0 28.8 13.0
Low Crime Rate 14 314 25.1 323 11.2
Higher Education Facilities. 15 454 233 20.0 1.2
Local Taxes 16 32.1 275 29.7 10.7
Local Government Policies 17 36.2 279 25.7 10.2
Environmental Regulations 18 452 242 20.8 10.0
Quality of Public Schools 19 456 241 20.6 9.8
Corporate Consolidation 20 66.5 13.6 11.2 8.7
Utility Services 21 30.1 30.8 30.6 85
Local Housing Availability 22 49.4 183 255 6.8
Local Housing Costs 23 51.0 19.4 244 5.2
Proximity to Similar Firms 24 59.2 23.1 125 52
Proximity to Govt Agencies 25 77.4 15.7 4.6 2.2
* Ranked by percent reporting the factor very important.
Source: CREUE survey of firms, Spring 1990.

ployees, in specified manufactur-
ing, distributive, financial/insur-
ance, and business support ser-
vice categories. The sample was
drawn from a selection of low-,
medium-, and high-pr:ced metro-
politan areas in Arizona, Califor-
nia, Georgia, Massachussetts,
Minnesota, New Jersey, North
Carolina, Oregon, - 2xas, and
Washington. In to::i, 575, or 29%
of surveys were returned and
analyzed.

Firm Movements—
Frequent but Not Far

Of the firms responding to the
survey, over one-third had moved
to their current site from a previ-
ous location within the past five
years. Most of these moves were
short distance moves. Of firms
that had moved, 85% remained
within the same county after the
move. Only 5% of all firms in the
sample had moved from one
county to another over the past
five years, and only seven firms
(just over 1% of the sample) had
relocated to a different state.
Thus, the phenomenon of a firm
being chased out of an expensive
region and lured to an inexpen-
sive reason appears to be quite

infrequent.

Of equal concern may be the
decisions made on the location of
branch plants. One-third of firms
responding to the questionnaire
were branch facilities. Of these,
over 70% were “distant” plants,
located in a different state from
company headquarters. California
metropolitan areas tended to have
far fewer branches with headquar-
ters out-of-state than did other
parts of the nation.




Pull Factors—Why
Firms Selected Their
Current Sites

Many firms select or remain at
their current site because of land
and space availability and the cost
of land or space. These were
among the factors most frequently
mentioned as very important by
all firms, as shown in Table 1.
Housing costs and housing availa-
bility, in contrast, were very im-
portant to a much smaller propor-
tion of respondents. Transporta-
tion-related factors (the transporta-
tion network, commute distance,
and traffic conditions) and labor
force factors (cost and availabil-
ity) far outranked housing prices
and availability in importance to
most respondents. These factors,
however, are not independent of
housing prices.

For some types of firms, hous-
ing cost and availability were
more important than the sample
averages suggest. Firms that had
relocated to a new county were
about twice as likely as the aver-
age firm to state that housing
availabilty and costs were very im-
portant (see Figure 1). Branch
plants in distant locations found
housing factors somewhat or very
important in almost three times
the proportion for local branch
plants.

Firms in California’s more ex-
pensive housing locations (the
San Francisco Bay Area and
coastal Southern California) were
more sensitive than other firms to
housing costs and availability.
Housing cost and availability
were very important to 14% of
firms with 500 or more employees
compared to only 5 - 7% of all

Location Factor

FIGURE 2
Top 10 Push Factors for Firms in New Locations
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firms. High tech manufacturing
firms were also more sensitive to
housing factors, as were firms
with large proportions of the labor
force in executive and profes-
sional occupations.

Firms that were concerned
about housing factors in their
location choice often were seek-
ing factors that are most readily
available in high cost areas. Large
firms and firms with executive/
professional labor forces, for ex-
ample, also tended to be sensitive
to the quality of public schools, to
the presence of higher education
facilities, and to the image and
prestige of the location.

Push Factors—Problems
at the Former Site

What problems did firms face
at their former site? By far the
most frequently mentioned factor
was land availability, a “major
problem” to half of all relocating
firms. No other factor was listed
as a major problem by even one-
fifth of all firms. Land and lease
costs were a major problem to
14% of firms, traffic conditions
for 13% of firms, and commute
distance for 9.5% of firms. Hous-
ing factors were a major problem
for very few relocating firms.
Only 4.5% of all firms that had
relocated from another site had
faced major problems in housing
cost or availability at the former
location.

Housing factors at the former
site were of particular importance
to firms relocating to a distant
site. While the availability of
space was of equal importance to

(Continued on page 4)
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firms moving within or among
counties, housing prices and avail-
ability were a major problem to a
greater share of firms making
inter-county moves (Figure 2).

Of firms moving between coun-
ties, 24% reported housing prices
as more than a minor problem,
compared to only 9% of firms
moving within counties. Firms
moving to new counties also
tended to be far more concerned
than other firms with the availabil-
ity of skilled and unskilled labor
and with traffic conditions and
commute distances (concerns that
often arise in high-housing-cost

areas). In contrast to pull factors,
responses did not tend to vary by
firm characteristics. Thus, high
tech firms and larger firms were
no more likely to find housing
factors a problem at their old site
than were other types of firms.

Geographic Factors in
Employee Recruitment

With many firms remaining
at the same location for five years
or longer, the ability to expand
the labor force becomes an import-
ant factor in local employment
growth. Geographic factors play a
role in the firm’s ability to attract
new employees.

The ranking of factors import-
ant in attracting new employees
was quite different from those in-
fluencing the original location

Location Factor

FIGURE 3
Top 10 Recruitment Factors for All Firms
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decision. Housing prices were the
factor most frequently cited by
firms as very important in recruit-
ing new employees (by over one-
third of firms, as shown in Figure
3). A close second was the gen-
eral cost of living, mentioned by
just under one-third of firms. The
quality of public schools was the
third most frequently mentioned
factor, listed as very important by
almost one-fourth of all firms.

Housing prices and the cost of
living were particularly important
recruitment factors for high tech
firms and for large firms (see
Table 2). Almost half of high tech
firms and more than half of firms
with 250 or more employees
stated that housing prices were
very important in the recruitment
of employees. Cost of living was
very important to 41% of high-
tech firms and to more than half
of the firms with 250 or more em-
ployees.

The importance of housing
prices in recruitment also varied
by geographic area. Housing
prices were very important to a
particularly large number of
California firms—>50% of Inland
California firms and 47% of
Coastal California firms.

As with pull factors, firms
concerned with housing prices
also mentioned as important other
community characteristics that
often coincide with high housing
prices. For example, the quality
of public schools was very import-
ant to 61% of firms with 500 or
more employees, while 53% of
these firms mentioned housing
prices as very important.




Real Estate Prices
and Firm Location—
An Evaluation

Real estate factors play a signif-
icant role in firm location deci-
sions, but this does not imply that
high real estate prices will cause
a major outmigration of firms. In
making the decision to move
away from one site and to select
a new site, most firms appear to
look within their own metropoli-
tan area, rather than to other parts

of the state or nation. The availa-
bility of facilities for plant opera-
tions and the cost of facilities or
land appear to be far more import-
ant than housing cost and availa-
bility when a firm makes the deci-
sion to move.

However, firms which are con-
cerned with housing factors ap-
pear to make longer distance
moves than firms which find hous-
ing factors less important. Branch
facilities in industries sensitive to

TABLE 2
Variations in Housing Price and Cost of Living Responses
by Industry Type, Size, and Location

Firm Housing Prices General Cost of Living

Characteristic NF NI Sl Vi NF NI | Vi

Industry Type 205 113 320 36.2|18.6 107 36.4 344
Business Services 386 127 254 254 347 83 3343 236
Finance/Insurance/R.E. 11.7 10.0 450 333 |10.0 67 450 383
High Tech Manufacturing | 11.5 124 283 47.8 | 104 148 33.9 40.9
Other Manufacturing 157 102 352 389|348 93 417 843
Retail Trade/Service 238 63 365 333|208 7.8 344 375
Tranport/Commun/Util 293 98 244 386|275 50 30/00 375
Wholesale 247 158 294 306|212 165 341 282

Number of Employees 20.7 110 319 364|187 104 365 343
Less than 50 273 111 354 263 253 91 894 263
50 to 99 238 117 332 318 [/20.f 122 376 296
100 to 249 20.7 124 248 421 ]19.0 122 320 36.7
250 to 499 48 71 357 524)| B 23 386 523
500 or More 28 56 389 528| 28 56 389 528

Geographic Area 200 114 321 364 (18.0 108 36.6 346
Coastal California 149 112 270 470|115 124 336 424
Inland California 147 147 206 50.0| 147 88 412 353
Midwest 31.8 205 364 114|295 159 318 227
North East 283 167 333 217 |'288 117 383 21.7
Pacific Northwest 288 B34 373 305|271 34 424 271
Southeast 205 5.1 308 436|179 77 208 436
Southwest 16.7 10.7 440 286 | 165 106 424 306

NF: Not a Factor NI: Not Important

Sl: Somewhat Important VI: Very Important

Source: CREUE survey of firms, Spring 1990.

housing prices are more likely to
be located in sites distant from the
headquarters. In addition, firms
that form the core of many of the
larger, more expensive metropoli-
tan areas—high tech firms, larger
firms, firms with a high share of
executive and professional
labor—are also the firms that ap-
pear to be most sensitive to hous-
ing price issues. This may tend to
dampen growth prospects in more
expensive metropolitan areas.

Finally, housing prices ap-
pear to have a significant effect
on the recruitment of new em-
ployees and thus on the ability
of a business to expand at its
current location. Nevertheless,
housing price and cost of living
effects may be compensated for
by other advantages of expen-
sive urban areas, allowing
some economic expansion to
continue.

In conclusion, firm behavior
suggests that the high housing
prices observed in some health-
ily expanding economies are
not likely to lead to a reversal
of that growth trend. They may,
however, affect the amount of
new growth that occurs. More
critical to growth prospects, es-
pecially at the local level, is the
potential for expanding office
and industrial space. At the met-
ropolitan level, however, most
firms appear able to find a loca-
tion that suits their needs. Cali-
fornia metropolitan areas, then,
can expect firms to seek out the
less expensive locations within
the region before looking to ex-
pand beyond the region.

(Continued on page 6)
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The research reported in this
article is part of a larger study
funded by the Urban Land Insti-
tute. The larger study also directly
examines changes in competitive-
ness among high-housing-cost
places and other areas and com-
pares the housing choices made
by households in high-, mid-, and
low-priced areas. Working papers
and other publications from this
study will be announced in forth-
coming Quarterly Reports as they
become available.

Cynthia A. Kroll
John D. Landis

The Center for Real Estate and Urban
Economics, founded in 1950, pro-
motes research in real estate finance
and construction, land use, and urban
and regional development. It serves as
a practical forum for academics, gov-
emment officials, and business lead-
ers and sponsors creative and thought-
ful academic research and executive
education programs with the goal of
promoting understanding and encou-
raging innovation in the field of real
estate.

The Quarterly Report is prepared as
part of support from the Department
of Real Estate, State of California, un-
der contract ER900001 entered into
with the Regents of the University of
California. There were no other con-
tractors or sub-contractors used in the
preparation of this publication.

Kenneth T. Rosen
Chairman
Robert H. Edelstein
Co-Chairman
Jo Magaraci
Editor
Cynthia Kroll
Contributing Editor
Debbe O’Brien
Editorial Assistant

Correction On Contra
Costa County

An attentive reader has brought
to our attention an error in the
office vacancy figure reported
for Contra Costa County in our
Quarterly Report Volume 90:2,
Table 4. Total square footage va-
cant in December 1989, for the
Contra Costa County/680 Corri-
dor area was 4.8 million square
feet (rather than the 5.8 million
reported). Total square footage
was 31.3 million square feet, of
which 5.3 million is owner-occu-
pied (belonging to Bank of Amer-
ica, Chevron, Pac Bell and AT&T).
This transcription error did not
come from our careful and reli-
able source, the Coldwell Banker
office in Walnut Creek.

Cynthia A. Kroll
Dina Tamura

13th Annual Real Estate and Economics Symposium

The Center is proud to announce the
extraordinary line-up of speakers at our
13th Annual Real Estate and Econom-
ics Symposium. Heralded as the West
Coast Real Estate Event of the Year,
this year’'s Symposium will be returning
to the Fairmont Hotel in San Francisco
on Tuesday, November 27, 1990. This is
the event you want to attend.

Some of the finest business minds in
the nation will provide you with expert
and comprehensive information on
today’s markets and insights into
tomorrow’s.

Current trends and critical issues these
dynamic speakers will address include:
The Real Estate and Economic Outlook,

Prospects for Real Estate Development
in the Bay Area and California, The Real
Estate “Credit Crunch,” and New Oppor-
tunities for Real Estate Investment.

Speakers this year include: Robert
Adelizzi, HomeFed Bank; Peter Bed-
ford, Bedford Properties, Inc.; Willie L.
Brown Jr., Speaker of the California
State Assembly; James Didion, Cold-
well Banker Commercial Group; Robert
Edelstein, Center for Real Estate and Ur-
ban Economics; Anthony Frank, U.S.
Postmaster General; Leanne Lachman,
Schroder Real Estate Associates; John
McMahan, Mellon/McMahan Real Es-
tate Advisors; Vernon Schwartz, Catel-
lus Development Corporation; Melvin

Simon, Melvin Simon & Associates; and
Samuel Zell, Equity Financial and Man-
agement Company.

Past attendees know how valuable
our Annual Symposium is and continue
to remrn year after year. We anticipate
another sold-out event, so register soon
and ensure that you’ll be able to attend.

You will receive the Advance Rate
Discount of $195 - a $30 savings off the
full price - if you register by November
15. Fee for the all-day event includes re-
freshments and lunch. You can reserve
your seat now by calling UC Extension
at (415) 642-4111 and registering for the
Real Estate and Economics Symposium,
EDP 108027.





