
“Introduction to Real Estate Economics”.

: Introduction To Real Estate Economics

Topic Objective:

Key Points:

1. Participants In Real Estate

The main participants in real estate markets are:

 Owner/User - These people are both owners and tenants. They purchase houses or commercial

property as an investment and also to live in or utilize as a business.

 Owner - These people are pure investors. They do not consume the real estate that they purchase.

Typically they rent out or lease the property to someone else.

 Renter - These people are pure consumers.

 Developers - These people prepare raw land for building which results in new product for the

market.

 Renovators - These people supply refurbished buildings to the market.

 Facilitators - This includes banks, real estate brokers, lawyers, and others that facilitate the

purchase and sale of real estate.

The owner/user, owner, and renter comprise the demand side of the market, while the developers

and renovators comprise the supply side. In order to apply simple supply and demand analysis to

real estate markets a number of modifications need to be made to standard microeconomic

assumptions and procedures. In particular, the unique characteristics of the real estate market

must be accommodated. These characteristics include:

2. Durability

Real estate is durable. A building can last for decades or even centuries, and the land underneath

it is practically indestructible. Because of this, real estate markets are modeled as a stock/flow

market. About 98% of supply consists of the stock of existing houses, while about 2% consists of

the flow of new development. The stock of real estate supply in any period is determined by the

existing stock in the previous period, the rate of deterioration of the existing stock, the rate of
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renovation of the existing stock, and the flow of new development in the current period. The

effect of real estate market adjustments tend to be mitigated by the relatively large stock of

existing buildings.

3. Heterogeneous

Every piece of real estate is unique, in terms of its location, in terms of the building, and in terms

of its financing. This makes pricing difficult, increases search costs, creates information

asymmetry and greatly restricts substitutability. To get around this problem, economists

(beginning with Muth (1960)) define supply in terms of service units, that is, any physical unit

can be deconstructed into the services that it provides. Olsen (1969) describes these units of

housing services as an unobservable theoretical construct. Housing stock depreciates making it

qualitatively different from a new building. The market equilibrating process operates across

multiple quality levels. Further, the real estate market is typically divided into residential,

commercial, and industrial segments. It can also be further divided into subcategories like

recreational, income generating, area, historical/protected, etc.

4. High Transaction costs

Buying and/or moving into a home costs much more than most types of transactions. These costs

include search costs, real estate fees, moving costs, legal fees, land transfer taxes, and deed

registration fees. Transaction costs for the seller typically range between 1.5 - 6% of the

purchase price. In some countries in Continental Europe, transaction costs for both buyer and

seller can range between 15 - 20%.

5. Long time delays

The market adjustment process is subject to time delays due to the length of time it takes to

finance, design, and construct new supply, and also due to the relatively slow rate of change of

demand. Because of these lags there is a great potential for disequilibrium in the short run.

Adjustment mechanisms tend to be slow, relative to more fluid markets.
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6. Investment good and a consumption good

Real estate can be purchased with the expectation of attaining a return (an investment good), or

with the intention of using it (a consumption good), or both. These functions can be separated

(with market participants concentrating on one or the other function) or can be combined (in the

case of the person that lives in a house that they own). This dual nature of the good means that it

is not uncommon for people to over-invest in real estate, that is, to invest more money in an asset

than it is worth on the open market.

7. Immobility

Real estate is locationally immobile (save for mobile homes, but the land underneath them is still

immobile). Consumers come to the good rather than the good going to the consumer. Because of

this, there can be no physical market-place. This spatial fixity means that market adjustment

must occur by people moving to dwelling units, rather than the movement of the goods. For

example, if tastes change and more people demand suburban houses, people must find housing in

the suburbs, because it is impossible to bring their existing house and lot to the suburb (even a

mobile home owner, who could move the house, must still find a new lot). Spatial fixity

combined with the close proximity of housing units in urban areas suggest the potential for

externalities inherent in a given location.

8. Determinants of the demand

The main determinants of the demand for housing are demographic. However other factors like

income, price of housing, cost and availability of credit, consumer preferences, investor

preferences, price of substitutes and price of compliments all play a role. The core demographic

variables are population size and population growth: the more people in the economy, the greater

the demand for housing. But this is an oversimplification. It is necessary to consider family size,

the age composition of the family, the number of first and second children, net migration

(immigration minus emigration), non-family household formation, the number of double family

households, death rates, divorce rates, and marriages.
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In housing economics, the elemental unit of analysis is not the individual as it is in standard

partial equilibrium models. Rather, it is households that demand housing services: typically one

household per house. The size and demographic composition of households is variable and not

entirely exogenous. It is endogenous to the housing market in the sense that as the price of

housing services increase, household size will tend also to increase. Income is also an important

determinant. Empirical measures of the income elasticity of demand in North America range

from 0.5 to 0.9.

If permanent income elasticity is measured, the results are a little higher because transitory

income varies from year-to-year and across individuals so positive transitory income will tend to

cancel out negative transitory income. Many housing economists use permanent income rather

than annual income because of the high cost of purchasing real estate.

: Review Of The Economic Principles Of Capitalism

Topic Objective:

Scarcity means that available resources are insufficient to satisfy all wants and needs. Absent

scarcity and alternative uses of available resources, there is no economic problem. The subject

thus defined involves the study of choices as they are affected by incentives and resources. Areas

of economics may be divided or classified into various types, including: microeconomics and

macroeconomics positive economics ("what is") and normative economics ("what ought to be")

mainstream economics and heterodox economics fields and broader categories within

economics. One of the uses of economics is to explain how economies, as economic systems,

work and what the relations are between economic players (agents) in the larger society.

Methods of economic analysis have been increasingly applied to fields that involve people

(officials included) making choices in a social context, such as crime, education, the family,

health, law, politics, religion, social institutions, and war.
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Key Points:

1. Economic system

An economic system is a particular set of social institutions which deals with the production,

distribution and consumption of goods and services in a particular society. The economic system

is composed of people and institutions, including their relationships to productive resources, such

as through the convention of property. In a given economy, it is the systemic means by which

problems of economics are addressed, such as the economic problem of scarcity through

allocation of finite productive resources. Examples of contemporary economic systems include

capitalist systems, socialist systems, and mixed economies. Economic systems is the economics

category that includes the study of respective systems.

An economic system is a set of methods and standards brought by which a society decides and

organizes the ownership and allocation of economic resources. At one extreme, production is

carried in a private-enterprise system such that all resources are privately owned. It was

described by Adam Smith as frequently promoting a social interest, although only a private

interest was intended. At the other extreme, following Karl Marx and Vladimir Lenin is what is

commonly called a pure-communist system, such that all resources are publicly owned with an

intent of minimizing inequalities of wealth among other social objectives.

Alternatively, 'economic system' refers to the organizational arrangements and process through

which a society makes its production and consumption decisions. In creating and modifying its

economic system, each society chooses among alternative objectives and alternative decision

modes. Many objectives may be seen as desirable, like efficiency, growth, liberty, and equality.

Part of a social system

An economic system can be considered a part of the social system and hierarchically equal to the

law system, political system, cultural system, etc. There is often a strong correlation between a

certain ideologies, political systems and certain economic systems (for example, consider the

meanings of the term "communism"). Many economic systems overlap each other in various
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areas (for example, the term "mixed economy" can be argued to include elements from various

systems). There are also various mutually exclusive hierarchical categorizations.

2. Basic types Economic systems

The basic and general economic systems are:

 Market economy (the basis for several "hands off" systems, such as capitalism).

 Mixed economy (a compromise economic system that incorporates some aspects of the market

approach as well as some aspects of the planned approach). Planned economy (the basis for

several "hands on" systems, such as socialism). Traditional economy (a generic term for the

oldest and traditional economic systems)

Participatory economics (a recent proposal for a new economic system)

There are several basic and unfinished questions that must be answered in order to resolve the

problems of economics satisfactorily. The scarcity problem, for example, requires answers to

basic questions, such as: what to produce, how to produce it, and who gets what is produced. An

economic system is a way of answering these basic questions. Different economic systems

answer them way different.

3. Common Problems among Different Types of Economies Include

Common problems among different types of economies include: what goods to produce and in

what quantities (consumption or investment, private goods or public goods, meat or potatoes,

etc.)how to produce them (coal or nuclear power, how much and what kind of machinery, who

farms or teaches, etc.)for whom to produce them, reflecting the distribution of income from

output.

An analytical tool for addressing these problems is the production-possibility frontier (PPF). In

the simplest case an economy can produce just two goods. Then the PPF is a table or graph that

shows the different quantities of the two goods. Technology and an endowment of productive

inputs (such as land, capital, and prospective labour) are taken as given, which limits feasible

total output. Point A in the diagram for example, shows that FA of food and CA of computers

can be produced when production is run efficiently. So can FB of food and CB of computers

(point B). Each point on the curve shows a maximal potential total output for the economy,
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which is the maximum output of one good, given a feasible output quantity of the other good.

Scarcity is represented in the figure by people being willing but unable in the aggregate to

consume beyond the PPF.

If production of one good increases along the curve, production of the other good decreases, an

inverse relationship. This is because increasing output of one good requires transferring inputs to

it from production of the other good, decreasing the latter. The slope of the curve at a point on it

gives the trade-off between the two goods. It measures what an additional unit of one good cost

in units forgone of the other good, an example of an opportunity cost. Opportunity cost has been

described as expressing "the basic relationship between scarcity and choice." Along the PPF,

scarcity means that choosing more of one good in the aggregate entails doing with less of the

other good. Still, in a market economy, movement along the curve can also be described as the

choice of the increased output being worth the cost to the agents.By construction, each point on

the curve shows productive efficiency in maximizing output for given total inputs. A point inside

the curve, as at U, is feasible but represents production inefficiency (wasteful use of inputs), in

that output of one or both goods could increase by moving in a northeast direction to a point on

the curve. An example of such inefficiency might be from high unemployment during a

business-cycle recession. Being on the curve might still not fully satisfy allocate efficiency if it

did not produce a mix of goods that consumers preferred. Consistent with the common economic

problems listed above, much applied economics in public policy is concerned with determining

how the efficiency of an economy can be improved.

Recognizing the reality of scarcity and then figuring out how to organize society for the most

efficient use of resources has been described as the "essence of economics," where the subject

"makes its unique contribution. "Specialization, division of labor, and gains from trade Main

articles: Division of labor, Comparative advantage, and Gains from trade Specialization in

production is a pervasive feature of economic organization. Its contribution to economic

efficiency and technological progress has long been noted. It includes different types of output

among farms, manufacturers, and service providers, economies, etc. Among each of these

production systems, there may be: a corresponding division of labor with each worker having a

distinct occupation or doing a specialized task as part of the production effort, correspondingly

different types of capital equipment and differentiated land uses.
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4. Marxist Critique of Capitalism

Marxists define capital as "a social, economic relation" between people (rather than between

people and things). In this sense they seek to abolish capital. They believe that private ownership

of the means of production enriches capitalists (owners of capital) at the expense of workers

("the rich get richer, and the poor get poorer"). In brief, they argue that the owners of capital do

not work and therefore steal from or exploit the workers. Gradually, the capitalists will

accumulate more and more capital and make the workers continually poorer, in the end causing a

revolution. The private ownership of the means of production is therefore seen as a restriction on

freedom.

Supporters of capitalism believe that private ownership is essential to preserving personal

freedom as well as enriching society. They also argue that the owners of capital do work, since

they have to make often complex decisions regarding how to allocate their capital - poor

allocation of capital will mean wasted work and resources.

Marx and his followers have proffered various related lines of argument suggesting that

capitalism is a contradiction-laden system characterized by recurring crises having a tendency

towards increasing severity. They have claimed that this tendency of the system to unravel

combined with a socialization process which links workers in a worldwide market are two major

factors that create the objective conditions for revolutionary change. Capitalism is seen as just

one stage in the evolution of the economy of a society. Immanuel Waller stein approaching

matters from a world-systems perspective, cites the intransigence of rising real wages, rising

costs of material inputs, and steadily rising tax rates, along with the rise of popular ant systemic

movements as the most important global secular trends creating unprecedented limiting pressures

on the accumulation of capital. According to Waller stein, "the capitalist world-economy has

now entered its terminal crisis, a crisis that may last up to fifty years. The real question before us

is what will happen during this crisis, this transition from the present world-system to some other

kind of historical system or systems."

Supporters of capitalism argue that ownership of productive capacity provides motivation to

owners to increase productive capacity and so generally increase the average material wealth
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("we all get richer"). Opponents of capitalism counter this by pointing out the unchanged after-

tax income of the poorest quintile of the U.S. population during the last two decades. While at

the same time the average income and especially the income of the rich have increased. .

According to "United for a Fair Economy," in 1982 CEOs of major corporations in the U.S.

earned 42 times the annual wages of the average worker; in 2002 the ratio stood at 282:1.

Supporters of capitalism point out that the percentage of people in developing countries living

below $1 per day have halved in only twenty years, especially in countries like China that have

embraced capitalism . Life expectancy has almost doubled in the developing world since WWII

and the gap to the developed world is starting to close. Some scientists have observed that when

looking at the world as a whole and not only the U.S., income inequality is diminishing, but there

is a general disagreement among scientists about the recent direction of change of global income

inequality.

In mainland China differences in terminology sometimes confuse and complicate discussions of

Chinese economic reform. Under Marxist ideology, capitalism refers to a stage of history in

which there is a class system in which the proletariat is exploited by the bourgeoisie. Officially,

according to the Chinese governments State ideology, China is currently in the primary stage of

socialism with Chinese characteristics. However, because of Deng Xiaoping's and subsequent

leaders Chinese economic reforms, instituting pragmatism within policy, China has undertaken

policies which are commonly considered capitalistic, including employing wage labor,

increasing unemployment to motivate those who are still working, transforming state owned

enterprises into joint stock companies, and encouraging the growth of the joint venture and

private capitalist sectors. A contrary Marxist view would describe China as just another variant

of capitalism (state capitalism), much like the former USSR, which was also claiming to be

operating on principals of socialism. This is echoed by what Mao Tse-Tung termed "capitalist

roaders" who he argued existed within the ruling Party structures and would try to restore the

bourgeoisie and thus their class interests to power reflected in new policies, while only keeping

the outer appearance of socialism for legitimacy purposes. Deng Xiaoping was identified as one

of these "capitalist roaders" during the Chinese Cultural Revolution, when he was placed under

house arrest.
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: Government'S Role In The Economy

Topic Objective:

Classical economists such as Adam Smith, Thomas Malthus and David Ricardo were mainly

concerned with factor income distribution, that is, the distribution of income between the main

factors of production, land, labour and capital.Modern economists have also addressed this issue,

but have been more concerned with the distribution of income across individuals and households.

Important theoretical and policy concerns include the relationship between income inequality

and economic growth. The article economic inequality discusses the social and policy aspects of

income distribution questions.

All of the above measures use income as the basis for evaluating poverty. However, 'income' is

here understood differently from a common understanding: It means the total amount of goods

and services that a person receives, and thus there is not necessarily money or cash involved. If a

poor subsistence farmer in Uganda grows her own grain it will count as income. Services like

public health and education are also counted in. Often expenditure or consumption (which is the

same in an economic sense) is used to measure income. The World Bank uses the so-called

living standard measurement surveys (LSMS) to measure income. These consist of

questionnaires with 200+ questions. Surveys have been completed in most developing countries.

Key Points:

1. Relation to form of government

The mixed economy is most commonly associated with social democratic forms of government.

However, given the broad range of economic systems that can be described by the term, most

forms of government are consistent with some form of mixed economy.

When using income metrics, it has to be made clear how income should be defined. Should it

include capital gains, imputed house rents from home ownership, and gifts? If these income

sources or alleged income sources (in the case of "imputed rent") are ignored (as they often are),

how might this bias the analysis? How should non-paid work (such as parental childcare or doing

ones own cooking instead of hiring a chef for every meal) be handled? Wealth or consumption
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may be more appropriate measures in some situations. Broader metrics of human well-being

might be useful.

The comparison of inequality measures requires, that the segmentation of compared groups

(societies etc.) into quintiles should be similar.

2. Distinguish properly

Distinguish properly, whether the basic unit of measurement is households or individuals. The

Gini value for households is always lower than for individuals because of income pooling and

intra-family transfers. And housholds have a varying amount of members. The metrics will be

influenced either upward or downward depending on which unit of measurement is used.

3. Life cycle effects

Consider life cycle effects. In most Western societies, an individual tends to start life with little

or no income, gradually increase income till about age 50, after which incomes will decline,

eventually becoming negative. This affects the conclusions which can be drawn from a measured

inequality. It has been estimated that 30% of measured income inequality is due to the inequality

an individual experiences as they go through the various stages of life.

Clarify, whether real or nominal income distributions should be used. What effect will inflation

have on absolute measures? Do some groups (eg., pensioners) feel the effect of inflation more

than others?

4. Elements of a mixed economy

The elements of a mixed economy typically include a variety of freedoms:

 to possess means of production (farms, factories, stores, etc.)

 to participate in managerial decisions (cooperative and participatory economics)
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 to travel (needed to transport all the items in commerce, to make deals in person, for workers and

owners to go to where needed)

 to buy (items for personal use, for resale; buy whole enterprises to make the organization that

creates wealth a form of wealth itself)

 to sell (same as buy)

 to hire (to create organizations that create wealth)

 to fire (to maintain organizations that create wealth)

 to organize (private enterprise for profit, labor unions, workers' and professional associations,

non-profit groups, religions, etc.)

 to communicate (free speech, newspapers, books, advertisements, make deals, create business

partners, create markets)

 to protest peacefully (marches, petitions, sue the government, make laws friendly to profit

making and workers alike, remove pointless inefficiencies to maximize wealth creation)

: Money, Credit, And Real Estate

Topic Objective:

Credit: Credit is the provision of resources (such as granting a loan) by one party to another

party where that second party does not reimburse the first party immediately, thereby generating

a debt, and instead arranges either to repay or return those resources (or material(s) of equal

value) at a later date. The first party is called a creditor, also known as a lender, while the second

party is called a debtor, also known as a borrower. Movements of financial capital are normally

dependent on either credit or equity transfers. Credit is in turn dependent on the reputation or

creditworthiness of the entity which takes responsibility for the funds.

Real Estate: Real estate is a legal term (in some jurisdictions, notably in the USA, United

Kingdom, Canada, and Australia) that encompasses land along with anything permanently

affixed to the land, such as buildings, specifically property that is stationary, or fixed in location.

Real estate law is the body of regulations and legal codes which pertain to such matters under a

particular jurisdiction. Real estate is often considered synonymous with real property (also

sometimes called realty), in contrast with personal property (also sometimes called chattel or

personalty under chattel law or personal property law).
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Key Points:

1. The purpose and functions of the Federal Reserve System

 To prevent banking panics

 To serve as the central bank for the United States

 To strike a balance between private interests of banks and the centralized responsibility of

government

o supervising and regulating banking institutions

o protect the credit rights of consumers

 To manage the nation's money supply through monetary policy

o maximum employment

o stable prices

o moderate long-term interest rates

 Maintain the stability of the financial system and containing systemic risk in financial markets

 Providing financial services to depository institutions, the U.S. government, and foreign official

institutions, including playing a major role in operating the nations payments system

o facilitate the exchange of payments among regions

o to be responsive to local liquidity needs

 Strengthen U.S. standing in the world economy

o the Sea of Sardinia, between Sardinia and Balearic Islands, as a part of the Balearic Sea

2. Addressing the problem of bank panics

Bank runs occur because banking systems are usually fractional reserve lending institutions and

do not have enough cash in reserves to give to all of their depositors simultaneously. Bank runs

can lead to a multitude of social and economic problems. The Federal Reserve was designed as

an attempt to prevent this from occurring.
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One way to prevent bank runs is to have a money supply that can expand when money is needed.

The term "elastic currency" in the Federal Reserve Act doesn't just mean the ability to expand

the money supply, but also to contract it. Some economic theories have been developed that

support the idea of expanding or shrinking a money supply as economic conditions warrant.

Elastic currency is defined by the Federal Reserve as:

Currency that can, by the actions of the central monetary authority, expand or contract in amount

warranted by economic conditions.

Monetary policy of the Federal Reserve System is based partially on the theory that it is best

overall to expand or contract the money supply as economic conditions change.

3. Check clearing system

Because some banks refused to clear checks from certain other banks during times of economic

uncertainty, which increased financial problems, a check-clearing system was created in the

Federal Reserve System. It is briefly described in The Federal Reserve System - Purposes and

Functions:

By creating the Federal Reserve System, Congress intended to eliminate the severe financial

crises that had periodically swept the nation, especially the sort of financial panic that occurred

in 1907. During that episode, payments were disrupted throughout the country because many

banks and clearinghouses refused to clear checks drawn on certain other banks, a practice that

contributed to the failure of otherwise solvent banks. To address these problems, Congress gave

the Federal Reserve System the authority to establish a nationwide check-clearing system. The

System, then, was to provide not only an elastic currencythat is, a currency that would expand or

shrink in amount as economic conditions warrantedbut also an efficient and equitable check-

collection system.

4. Lender of last resort

The Federal Reserve has the authority and financial resources to act as lender of last resort by

extending credit to depository institutions or to other entities in unusual circumstances involving

a national or regional emergency, where failure to obtain credit would have a severe adverse

impact on the economy.

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

14
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



Through its discount and credit operations, Reserve Banks provide liquidity to banks to meet

short-term needs stemming from seasonal fluctuations in deposits or unexpected withdrawals.

Longer term liquidity may also be provided in exceptional circumstances. The rate the Fed

charges banks for these loans is the discount rate (officially the primary credit rate).

In making these loans, the Fed serves as a buffer against unexpected day-to-day fluctuations in

reserve demand and supply. This contributes to the effective functioning of the banking system,

alleviates pressure in the reserves market and reduces the extent of unexpected movements in the

interest rates.

5. Central bank

In its role as the central bank of the United States, the Fed serves as a 'banker's bank' and as the

government's bank. As the banker's bank, it helps to assure the safety and efficiency of the

payments system. As the government's bank, or fiscal agent, the Fed processes a variety of

financial transactions involving trillions of dollars. Just as an individual might keep an account

at a bank, the U.S. Treasury keeps a checking account with the Federal Reserve through which

incoming federal tax deposits and outgoing government payments are handled. As part of this

service relationship, the Fed sells and redeems U.S. government securities such as savings bonds

and Treasury bills, notes and bonds. It also issues the nation's coin and paper currency. The U.S.

Treasury, through its Bureau of the Mint and Bureau of Engraving and Printing, actually

produces the nation's cash supply; the Fed Banks then distribute it to financial institutions.

6. Federal funds

Federal funds are the reserve balances that private banks keep at their local Federal

Reserve Bank. These reserve balances are the "reserves" in "federal reserve", hence the

name of the system. The purpose of keeping funds at a Federal Reserve Bank is to have a

mechanism through which private banks can lend funds to one another. This market for

funds plays an important role in the Federal Reserve System as it is what inspired the

name of the system and it is what is used as the basis for monetary policy. Monetary

policy works by influencing how much money the private banks charge each other for the

lending of these funds.
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7. Balance between private banks and responsibility of government

The system was designed out of a compromise between the competing philosophies of

privatization and government regulation. While planning the design of the system, some people

wanted the system to have generally private aspects whereas others wanted more government

involvement. The system that resulted ended up being a compromise between these two

philosophies.

Money is generally considered to have the following characteristics, which are summed up in a

rhyme found in older economics textbooks: "Money is a matter of functions four, a medium, a

measure, a standard, a store." That is, money functions as a medium of exchange, a unit of

account, and a store of value.

There have been many historical arguments regarding the combination of money's functions,

some arguing that they need more separation and that a single unit is insufficient to deal with

them all. One of these arguments is that the role of money as a medium of exchange is in conflict

with its role as a store of value: its role as a store of value requires holding it without spending,

whereas its role as a medium of exchange requires it to circulate.'Financial capital' is a more

general and inclusive term for all liquid instruments, whether or not they are a uniformly

recognized tender.

8. Medium of exchange

Money is used as an intermediary for trade, in order to avoid the inefficiencies of a barter

system, which are sometimes referred to as the 'double coincidence of wants problem'. Such

usage is termed a medium of exchange.

9. Unit of account

A unit of account is a standard numerical unit of measurement of the market value of goods,

services, and other transactions. Also known as a "measure" or "standard" of relative worth and

deferred payment, a unit of account is a necessary prerequisite for the formulation of commercial

agreements that involve debt.

 Divisible into small units without destroying its value; precious metals can be coined from bars,

or melted down into bars again.
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 Fungible: that is, one unit or piece must be perceived as equivalent to any other, which is why

diamonds, works of art or real estate are not suitable as money.

 A specific weight, or measure, or size to be verifiably countable. For instance, coins are often

made with ridges around the edges, so that any removal of material from the coin (lowering its

commodity value) will be easy to detect.

10. Store of value

To act as a store of value, a commodity, a form of money, or financial capital must be able to be

reliably saved, stored, and retrieved and be predictably useful when it is so retrieved. Fiat

currency like paper or electronic currency no longer backed by gold in most countries is not

considered by some economists to be a store of value.

11. Market liquidity

Liquidity describes how easily an item can be traded for another item, or into the common

currency within an economy. Money is the most liquid asset because it is universally recognised

and accepted as the common currency. In this way, money gives consumers the freedom to trade

goods and services easily without having to barter.

Liquid financial instruments are easily tradable and have low transaction costs. There should be

no or minimal spread between the prices to buy and sell the instrument being used as money.

12. Types of money

In economics, money is a broad term that refers to any instrument that can be used in the

resolution of debt. However, different types of money have different economic strengths and

liabilities. Theoretician Ludwig von Mises made that point in his book The Theory of Money and

Credit, and he argued for the importance of distinguishing among three types of money:

commodity money, fiat money, and credit money. Modern monetary theory also distinguishes

among different types of money, using a categorization system that focuses on the liquidity of

money.
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13. Commodity money

Commodity money is any money whose value comes from the commodity out of which it is

made. The commodity itself constitutes the money, and the money is the commodity. Examples

of commodities that have been used as mediums of exchange include gold, silver, copper, rice,

salt, peppercorns, large stones, decorated belts, shells, alcohol, cigarettes, cannabis, candy, etc.

Since payment by commodity generally provides a useful good, commodity money is similar to

barter, but is distinct because commodity money uses a single recognized unit of exchange.

14. Representative money

Representative money is money that consists of token coins, other physical tokens such as

certificates, and even non-physical "digital certificates" (authenticated digital transactions) that

can be reliably exchanged for a fixed quantity of a commodity such as gold, silver or potentially

water, oil or food. Representative money thus stands in direct and fixed relation to the

commodity which backs it, while not itself being composed of that commodity.

In Section 2 of this course you will cover these topics:
Important Economic Features Of Real Estate

Regional And Community Analysis

Community Growth Patterns

Neighborhoods: Clusters Of Land Use And Value

You may take as much time as you want to complete the topic coverd in section 2.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.
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: Important Economic Features Of Real Estate

Topic Objective:

The core demographic variables are population size and population growth: the more people in

the economy, the greater the demand for housing. But this is an oversimplification. It is

necessary to consider family size, the age composition of the family, the number of first and

second children, net migration (immigration minus emigration), non-family household

formation, the number of double family households, death rates, divorce rates, and marriages. In

housing economics, the elemental unit of analysis is not the individual as it is in standard partial

equilibrium models. Rather, it is households that demand housing services: typically one

household per house. The size and demographic composition of households is variable and not

entirely exogenous. It is endogenous to the housing market in the sense that as the price of

housing services increase, household size will tend also to increase.

Income is also an important determinant. Empirical measures of the income elasticity of demand

in North America range from 0.5 to 0.9 . If permanent income elasticity is measured, the results

are a little higher (Kain and Quigley 1975) because transitory income varies from year-to-year

and across individuals so positive transitory income will tend to cancel out negative transitory

income. Many housing economists use permanent income rather than annual income because of

the high cost of purchasing real estate. For many people, real estate will be the most costly item

they will ever buy.

The price of housing is also an important factor. The price elasticity of the demand for housing

services in North America is estimated as negative 0.7 by Polinsky and Ellwood (1979), and as

negative 0.9 by Maisel, Burnham, and Austin (1971).

1. Supply of housing

Housing supply is produced using land, labour, and various inputs such as electricity and

building materials. The quantity of new supply is determined by the cost of these inputs, the

price of the existing stock of houses, and the technology of production. For a typical single
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family dwelling in suburban North America, approximate percentage costs can be broken down

as: acquisition costs 10%, site improvement costs 11%, labour costs 26%, materials costs 31%,

finance costs 3%, administrative costs 15%, and marketing costs 4%. Multi-unit residential

dwellings typically break down as: acquisition costs 7%, site improvement costs 8%, labour

costs 27%, materials costs 33%, finance costs 4%, administrative costs 17%, and marketing costs

5%. Public subdivision requirements can increase development cost by up to 3% depending on

the jurisdiction. Differences in building codes account for about a 2% variation in development

costs. However these subdivision and building code costs typically increase the market value of

the buildings by at least the amount of their cost outlays. A production function such as

Q=f(L,N,M) can be constructed in which Q is the quantity of houses produced, N is the amount

of labour employed, L is the amount of land used, and M is the amount of other materials. This

production function must, however, be adjusted to account for the refurbishing and augmentation

of existing buildings. To do this a second production function is constructed that includes the

stock of existing housing, and their ages, as determinants. The two functions are summed

yielding the total production function. Alternatively an hedonic pricing model can be regressed.

The long-run price elasticity of supply is quite high. George Fallis estimates it as 8.2 but in the

short run supply tends to be very price inelastic. Supply price elasticity depends on the elasticity

of substitution and supply restrictions. There is significant substitutability both between land and

materials, and between labour and materials. In high-value locations, multi-story concrete

buildings are typically built to reduce the amount of expensive land used. As labour costs

increased since the 1950s, new materials and capital intensive techniques have been employed to

reduce the amount of relatively expensive labour used. However supply restrictions can

significantly affect substitutability. In particular the lack of supply of skilled labour (and labour

union requirements), can constrain the substitution from capital to labour. Land availability can

also constrain substitutability if the area of interest is delineated (that is, the larger the area, the

more suppliers of land, and the more substitution that is possible). Land use controls such as

zoning bylaws can also reduce land substitutability.
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2. The adjustment mechanism

The basic adjustment mechanism is a stock/flow model to reflect the fact that about 98% the

market is comprised of existing stock and about 2% consists of the flow of new buildings.

In the diagram to the right, the stock of housing supply is presented in the left panel while the

new flow is in the right panel. There are four steps in the basic adjustment mechanism. First, the

initial equilibrium price (Ro) is determined by the intersection of the supply of existing housing

stock (SH) and the demand for housing (D). This rent is then translated into value (Vo) via

discounting cash flows. Value is calculated by dividing current period rents by the discount rate,

that is, as a perpetuity. Then value is compared to construction costs (CC) in order to determine

whether profitable opportunities exist for developers. The intersection of construction costs and

the value of housing services determine the maximum level of new housing starts (HSo). Finally

the amount of housing starts in the current period is added to the available stock of housing in the

next period. In the next period, supply curve SH will shift to the right by amount HSo.

3. Adjustment with depreciation

The diagram to the right shows the effects of depreciation. If the supply of existing housing

deteriorates due to wear, then the stock of housing supply depreciates. Because of this, the

supply of housing (SHo) will shift to the left (to SH1) resulting in a new equilibrium price of R1.

The increase of prices from Ro to R1 will shift the value function up (from Vo to V1). As a

result, more houses can be produced profitably and housing starts will increase (from HSo to

HS1). Then the supply of housing will shift back to its initial position (SH1 to SHo).

4. Increase in demand

The diagram on the right shows the effects of an increase in demand in the short run. If

there is an increase in the demand for housing, such as the shift from Do to D1 there
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will be either a price or quantity adjustment, or both. For the price to stay the same, the

supply of housing must increase. That is, supply SHo must increase by HS.

5. Increase in costs

The diagram on the left shows the effects of an increase in costs in the short-run. If construction

costs increase (say from CCo to CC1), developers will find their business less profitable and will

be more selective in their ventures. In addition some developers may leave the industry. The

quantity of housing starts will decrease (HSo to HS1). This will eventually reduce the level of

supply (from SHo to SH1) as the existing stock of housing depreciates. Prices will tend to rise

(from Ro to R1).

: Regional And Community Analysis

Topic Objective:

Community Economic Development (CED) is action taken locally by a community to provide

economic opportunities and improve social conditions in a sustainable way. Often CED

initiatives aim to improve the lot of those who are disadvantaged. An aspect of localizing

economics, CED is a community-centred process that blends social and economic development

to foster the economic, social, ecological and cultural well-being of communities. It may form

part of an ESCED initiative. Community economic development is an alternative to conventional

economic development. Its central tenet is that: ... problems facing communitiesunemployment,

poverty, job loss, environmental degradation and loss of community controlneed to be addressed

in a holistic and participatory way. Community Economic Development is often involved in a

process of building Social Enterprises. Sometimes called the Third Sector, a community

enterprise is a partnership between government agencies, small to medium enterprises, large

national or transnational corporations and the not-for-profit sector, and aims for social, economic

and/or environmental outcomes that none of these agencies could achieve for and by themselves.
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Key Points:

1. Community development

Community development, often linked with Community Work or Community Planning, is often

formally conducted by non-government organisations (NGOs), universities or government

agencies to improve the social well-being of local, regional and, sometimes, national

communities. Less formal efforts, called community building or community organizing, seek to

empower individuals and groups of people by providing them with the skills they need to effect

change in their own communities. These skills often assist in building political power through

the formation of large social groups working for a common agenda. Community development

practitioners must understand both how to work with individuals and how to affect communities'

positions within the context of larger social institutions. Formal programs conducted by

universities are often used to build a knowledge base to drive curricula in sociology and

community studies.

The General Social Survey from the National Opinion Research Center at the University of

Chicago and the Saguaro Seminar at the John F. Kennedy School of Government at Harvard

University are examples of national community development in the United States. In The United

Kingdom, Oxford University has led in providing extensive research in the field through its

Community Development Journal, used worldwide by sociologists and community development

practitioners.At the intersection between community development and community building are a

number of programs and organizations with community development tools. One example of this

is the program of the Asset Based Community Development Institute of Northwestern

University. The institute makes available downloadable tools to assess community assets and

make connections between non-profit groups and other organizations that can help in community

building. The Institute focuses on helping communities develop by "mobilizing neighborhood

assets" building from the inside out rather than the outside in.

2. Community building and organizing

In The Different Drum: Community-Making and Peace, Scott Peck argues that the almost

accidental sense of community that exists at times of crisis can be consciously built. Peck

believes that conscious community building is a process of deliberate design based on the
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knowledge and application of certain rules. He states that this process goes through four

stages:Pseudo-community: Where participants are "nice with each other", playing-safe, and

presenting what they feel is the most favourable sides of their personalities.Chaos: When people

move beyond the inauthenticity of pseudo-community and feel safe enough to present their

"shadow" selves.

This stage places great demands upon the facilitator for greater leadership and organization, but

Peck believes that "organizations are not communities", and this pressure should be

resisted.Emptiness: This stage moves beyond the attempts to fix, heal and convert of the chaos

stage, when all people become capable of acknowledging their own woundedness and

brokenness, common to us all as human beings. Out of this emptiness comesTrue community:

the process of deep respect and true listening for the needs of the other people in this community.

This stage Peck believes can only be described as "glory" and reflects a deep yearning in every

human soul for compassionate understanding from one's fellows. More recently Peck remarked

that building a sense of community is easy. It is maintaining this sense of community that is

difficult in the modern world.

Community building can use a wide variety of practices, ranging from simple events such as

potlucks and small book clubs to largerscale efforts such as mass festivals and construction

projects that involve local participants rather than outside contractors. Community building that

is geared toward citizen action is usually termed "community organizing." In these cases,

organized community groups seek accountability from elected officials and increased direct

representation within decision-making bodies. Where good-faith negotiations fail, these

constituency-led organizations seek to pressure the decision-makers through a variety of means,

including picketing, boycotting, sit-ins, petitioning, and electoral politics. The ARISE Detroit!

coalition and the Toronto Public Space Committee are examples of activist networks committed

to shielding local communities from government and corporate domination and inordinate

influence. Community organizing is sometimes focused on more than just resolving specific

issues.
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Organizing often means building a widely accessible power structure, often with the end goal of

distributing power equally throughout the community. Community organizers generally seek to

build groups that are open and democratic in governance. Such groups facilitate and encourage

consensus decision-making with a focus on the general health of the community rather than a

specific interest group. The three basic types of community organizing are grassroots organizing,

coalition building, and faith-based community organizing (also called "institution-based

community organizing," "broad-based community organizing", or "congregation-based

community organizing").

3. Community currencies

Some communities have developed their own "Local Exchange Trading Systems" (LETS) and

local currencies, such as the Ithaca Hours system, to encourage economic growth and an

enhanced sense of community. Community Currencies have recently proven valuable in meeting

the needs of people living in various South American nations, particularly Argentina, that

recently suffered as a result of the collapse of the Argentinian national currency. Conversely, at

least one community, The Los Angeles Skills Pool, is built around the sharing of services

without the use of any currency.

: Community Growth Patterns

Topic Objective:

Key Points:

1. human modification

Land use is the human modification of natural environment or wilderness into built environment

such as fields, pastures, and settlements. The major effect of land use on land cover since 1750

has been deforestation of temperate regions. More recent significant effects of land use include

urban sprawl, soil erosion, soil degradation, salinization, and desertification. Land-use change,

together with use of fossil fuels, are the major anthropogenic sources of carbon dioxide, a

dominant greenhouse gas.
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Villages, cities, towns, boroughs, townships and counties are all governed by a set of

designations assigned to particular parcels of land. Each designation, known as a parcels zoning,

comes with a list of approved uses that can legally operate on the zoned parcel. These are found

in a governments ordinances or zoning regulations.

2. Land use and land management practices

Land use and land management practices have a major impact on natural resources including

water, soil, nutrients, plants and animals. Land use information can be used to develop solutions

for natural resource management issues such as salinity and water quality. For instance, water

bodies in a region that has been deforested or having erosion will have different water quality

than those in areas that are forested.According to a report by the United Nations' Food and

Agriculture Organisation, land degradation has been exacerbated where there has been an

absence of any land use planning, or of its orderly execution, or the existence of financial or

legal incentives that have led to the wrong land use decisions, or one-sided central planning

leading to over-utilization of the land resources - for instance for immediate production at all

costs.

As a consequence the result has often been misery for large segments of the local population and

destruction of valuable ecosystems. Such narrow approaches should be replaced by a technique

for the planning and management of land resources that is integrated and holistic and where land

users are central. This will ensure the long-term quality of the land for human use, the prevention

or resolution of social conflicts related to land use, and the conservation of ecosystems of high

biodiversity value

3. Municipality

In the US, every legal activity must have its place in municipal and county zoning laws. Meaning

if an adult entertainment facility can legally operate in a given jurisdiction, then the zoning laws

must offer a proper and by-right zone for that business to operate within. With this example in

mind, one can guess that choosing zoning wisely can make or break a citys image and inevitably

its ability to attract more favorable business and industry.To regulate what can be built where,

cities create comprehensive plans and zoning ordinances to create an order to the potential uses

of land within their political boundaries.
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A municipality will spend thousands if not hundreds of thousands of dollars to determine where

best to encourage industrial growth, allow residential building and permit commercial activity.

These decisions have dramatic impacts on land values, safety and community interests.

With so much at stake, the process of determining what can be built where has become

extremely politicized. Today active community groups wield much strength in the public land

use approval process. Informed residents know the potential impacts of a large big box coming to

their neighborhood or the opening of a quarry a mile down the road. When involved they shape

the process and are more likely now than ever to actually impact the process. Politics plays a big

part in the approval process.

But the reality is that mostly developers create the rules. In the absence of opposition, a

developer can change the real estate landscape for years to come by successfully rezoning one

large parcel in area. Where there is opposition, todays developers have to take heed and listen to

their demands. With financial stakes so high for developers and residents and the approval

process being susceptible to public pressure and politics, it is no surprise that there is now a

subset of political culture known as land use politics.

Patterns of land use arise naturally in a culture through customs and practices, but land use may

also be formally regulated by land use planning through zoning and planning permission laws, or

by private agreements such as restrictive covenants

4. variance

A variance is a requested deviation from the set of rules a municipality applies to land use known

as a zoning ordinance, building code or municipal code. In todays land use approval environment

a variance request can be a fatal flaw for something as insignificant as a variation from a

municipal sign ordinance.

Essentially, variance is an administrative exception to land use regulations. Generally, it is

applied when the municipality wants to avoid compensating a landowner for making the

landowner render changes to the real property to make it comply with the zoning regulation.

Variances are required in the United States in order to prevent a regulatory taking. To avoid a

taking four factors for a variance include (1) unnecessary hardship, (2) needed for reasonable
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use, (3) not alter essential character of neighborhood, (4) least intrusive solution. An example:

suppose a "low density residential" zone requires that a house have a setback (the distance from

the edge of the property to the edge of the building) of no less than 100 feet (30 m). If a

particular property were only 100 feet (30 m) deep, it would be impossible to build a house on

the property, potentially resulting in an unlawful regulatory taking. A variance exempting the

property from the setback regulation would allow a house to be built.

Variances are typically only granted after undergoing a statutory review process against specified

approval criteria. Although review criteria vary from jurisdiction to jurisdiction, three basic

criteria are common to the vast majority of variance ordinances:

 The variance is required due to specific site conditions (property configuration, topography, soil

conditions, etc.), which causes unnecessary hardship to the landowner,

 Granting the variance will not result in a hazard to public health or safety, and,

 Granting the variance will not result in a grant of special privilege to the property owner (in other

words, any other property owner with similar site conditions could obtain a similar variance: this

criterion is often addressed by citing precedent)

: Neighborhoods: Clusters Of Land Use And Value

Topic Objective:

Most of the earliest cities around the world as excavated by archaeologists have evidence for the

presence of social neighborhoods. Historical documents shed light on neighborhood life in

numerous historical preindustrial or nonwestern cities. Neighborhoods. are typically generated

by social interaction among people living near one another. In this sense they are local social

units not directly under the control of city or state officials. In some preindustrial urban

traditions, basic municipal functions such as protection, social regulation of births and marriages,

cleaning and upkeep are handled informally by neighborhoods. and not by urban governments;

this pattern is well documented for historical Islamic cities.In addition to social neighborhoods. ,

most ancient and historical cities also had administrative districts used by officials for taxation,

record-keeping, and social control.
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Neighborhoods in preindustrial cities often had some degree of social specialization or

differentiation. Ethnic neighborhoods were important in many past cities and remain common in

cities today. Economic specialists, including craft producers, merchants, and others, could be

concentrated in neighborhoods, and in societies with religious pluralism neighborhoods. were

often the specialized by religion. One factor contributing to neighbourhood distinctiveness and

social cohesion in past cities was the role of rural to urban migration. This was a continual

process in preindustrial cities, and migrants tended to move in with relatives and acquaintances

from their rural past.

Key Points:

1. Neighborhood in real estates

The term is commonly invoked in real estate appraisal, since real estate markets are generally

considered both informationally and transactionally inefficient. Also, real estate markets are

subject to prolonged periods of disequibrium, such as in contamination situations or other market

disruptions.

Appraisals are usually performed under some set of assumptions about transactional markets,

and those assumptions are captured in the definition of value used for the appraisal. The most

common definition of value used for real estate appraisals in the U.S. is referred to as market

value, fair market value, or sometimes true market value. Commonly, the definition set forth for

U.S. Federally regulated lending institutions is used, although other definitions may also be used

under some circumstances:

The most probable price (in terms of money) which a property should bring in a competitive and

open market under all conditions requisite to a fair sale, the buyer and seller each acting

prudently and knowledgeably, and assuming the price is not affected by undue stimulus. Implicit

in this definition is the consummation of a sale as of a specified date and the passing of title from

seller to buyer under conditions whereby: the buyer and seller are typically motivated; both

parties are well informed or well advised, and acting in what they consider their best interests; a

reasonable time is allowed for exposure in the open market; payment is made in terms of cash in
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United States dollars or in terms of financial arrangements comparable thereto; and the price

represents the normal consideration for the property sold unaffected by special or creative

financing or sales concessions granted by anyone associated with the sale.

Other definitions are also commonly used. The text, The Appraisal of Real Estate lists over a

dozen different types of value. The Uniform Standards of Professional Appraisal Practice

(USPAP) requires that when market value is the applicable definition, the appraisal must also

contain an analysis of the highest and best use as well as an estimation of exposure time.

It is important to note that USPAP does not require that all real estate appraisals be performed at

market value. Indeed, there are frequent situations when appraisers are called upon to appraise

other values. If a value other than market value is appropriate, USPAP only requires that the

appraiser provide both the definition of value being used and the citation for that definition.

Market value is the most commonly used definition of value in real estate appraisal in the U.S.

because it is required for all Federally regulated mortgage transactions and because the

International Association of Assessing Officials has accepted it for use in property taxation.

However, real estate appraisers use many other definitions of value in other situations.

2. Liquidation Value

Liquidation Value: the most probable price that a specified interest in real property is likely to

bring under all of the following conditions:

Consummation of a sale will occur within a severely limited future marketing period specified by

the client.

 The actual market conditions currently prevailing are those to which the appraise property

interest is subject.

 The buyer is acting prudently and knowledgeably.

 The seller is under extreme compulsion to sell.

 The buyer is typically motivated.

 The buyer is acting in what he or she considered his or her best interest.

 A limited marketing effort and time will be allowed for the completion of the sale.
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 Payment will be made in cash in U.S. dollars or in terms of financial arrangements comparable

thereto.

 The price represents the normal consideration for the property sold, unaffected by special or

creative financing or sales concessions granted by anyone associated with the sale.

3. Orderly Liquidation Value

This value definition differs from the previous one in that it assumes an orderly transition, and

not extreme compulsion.

Orderly Liquidation Value is the gross amount, expressed in terms of money, that could

be typically realized from a liquidation sale, given a reasonable amount of time to find a

purchaser (or purchasers) with the seller being compelled to sell on an as-is, where-is

basis, as of a specified date.

4. Federal Land Acquisition Definition

For land acquisitions by or funded by U.S. Federal Agencies, a slightly different definition

applies:

Fair Market Value is defined as the amount in cash or terms reasonably equivilent to

cash, for which in all probability the property would be sold by a knowledgeable owner

willing but not obligated to sell to a knowledgeable purchaser who desired but is not

obligated to buy. In ascertaining that figure, consideration should be given to all matters

that might be brought forward and reasonably be given substantial weight in bargaining

by persons of ordinary prudence, but no consideration whatever should be given to

matters not affecting market value.

5. Going Concern Value

When an appraiser values the combination of a business and the real estate used for that

business, the set of circumstances surrounding the valuation must be specified. This is known as

the premise of value. A common premise of value is Going Concern Value. It recognizes that the

combined market value may be different from the sum of the separate values: The market value
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of all the tangible and intangible assets of an established operating business with an indefinite

life, as if sold in aggregate.

6. Use Value

Use value takes into account a specific use for the subject property and does not attempt to

ascertain the highest and best use of the real estate. For example, the appraisal may focus on the

contributory value of the real estate to a business enterprise.

Some property tax jurisdictions allow agricultural use appraisals for farmland. Also, current IRS

estate tax regulations allow land under an interim agricultural use to be valued according to its

current use regardless of development potential.

In Section 3 of this course you will cover these topics:
Housing Markets

Commercial And Industrial Markets

Rural And Recreational Real Estate Markets

The Economics Of Real Property Taxation

You may take as much time as you want to complete the topic coverd in section 3.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.
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: Housing Markets

Topic Objective:

Key Points:

1. Housing affordability measures

The price to income ratio is the basic affordability measure for housing in a given area. It is

generally the ratio of median house prices to median familial disposable incomes, expressed as a

percentage or as years of income. It is sometimes compiled separately for first time buyers and

termed attainability. This ratio, applied to individuals, is a basic component of mortgage lending

decisions. According to a back-of-the-envelope calculation by Goldman Sachs, a comparison of

median home prices to median household income suggests that U.S. housing in 2005 is

overvalued by 10%. "However, this estimate is based on an average mortgage rate of about 6%,

and we expect rates to rise," the firm's economics team wrote in a recent report. According to

Goldman's figures, a one-percentage-point rise in mortgage rates would reduce the fair value of

home prices by 8%.

1.1 Income Ratio

The deposit to income ratio is the minimum required downpayment for a typical

mortgage, expressed in months or years of income. It is especially important for first-time

buyers without existing home equity; if the downpayment becomes too high then those

buyers may find themselves "priced out" of the market. For example, as of 2004 this ratio

was equal to one year of income in the UK (Nottingham Trent University paper).

Another variant is what the National Association of Realtors calls the "housing

affordability index" in its publications. (The NAR's methodology was criticized by some

analysts as it does not account for inflation. Other analysts, however, consider the

measure appropriate, because both the income and housing cost data is expressed in terms

that include inflation and, all things being equal, the index implicitly includes inflation. In

either case, the usefulness of this ratio in identifying a bubble is debatable; while

downpayments normally increase with house valuations, bank lending becomes
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increasingly lax during a bubble and mortgages are offered to borrowers who would not

normally qualify for them

1.2 Affordability Index

The Affordability Index measures the ratio of the actual monthly cost of the mortgage to

take-home income. It is used more in the United Kingdom where nearly all mortgages are

variable and pegged to bank lending rates. It offers a much more realistic measure of the

ability of households to afford housing than the crude price to income ratio. However it is

more difficult to calculate, and hence the price to income ratio is still more commonly

used by pundits. In recent years, lending practices have relaxed, allowing greater

multiples of income to be borrowed. Some speculate that this practice in the longterm

cannot be sustained and may ultimately lead to unaffordable mortgage payments, and

repossession for many.

1.3 Median Multiple

The Median Multiple measures the ratio of the median house price to the median annual

household income. This measure has historically hovered around a value of 3.0 or less,

but in recent years has risen dramatically, especially in markets with severe public policy

constraints on land and development. The Demographia International Housing

Affordability Survey uses the Median Multiple in its 6-nation report.

2. Housing debt measures

The housing debt to income ratio or debt-service ratio is the ratio of mortgage payments to

disposable income. When the ratio gets too high, households become increasingly dependent on

rising property values to service their debt. A variant of this indicator measures total home

ownership costs, including mortgage payments, utilities and property taxes, as a percentage of a

typical household's monthly pre-tax income.

The housing debt to equity ratio (not to be confused with the corporate debt to equity ratio), also

called loan to value, is the ratio of the mortgage debt to the value of the underlying property; it
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measures financial leverage. This ratio increases when homeowners refinance and tap into their

home equity through a second mortgage or home equity loan. A ratio of 1 means 100% leverage;

higher than 1 means negative equity.

3. Housing ownership and rent measures

The ownership ratio is the proportion of households who own their homes as opposed to renting.

It tends to rise steadily with incomes. Also, governments often enact measures such as tax cuts or

subsidized financing to encourage and facilitate home ownership. If a rise in ownership is not

supported by a rise in incomes, it can mean either that buyers are taking advantage of low

interest rates (which must eventually rise again as the economy heats up) or that home loans are

awarded more liberally, to borrowers with poor credit. Therefore a high ownership ratio

combined with an increased rate of subprime lending may signal higher debt levels associated

with bubbles.

The price-to-earnings ratio or P/E ratio is the common metric used to assess the relative

valuation of equities. To compute the P/E ratio for the case of a rented house, divide the price of

the house by its potential earnings or net income, which is the market rent of the house minus

expenses, which include maintenance and property taxes.

: Commercial And Industrial Markets

Topic Objective:

Key Points:

1. B2B Business to Business (or "Industrial")

1.1 Typical examples of a B2B selling process

o An organization is seeking to build a new warehouse building. After carefully documenting their

requirements, it obtains three proposals from suitable construction firms and after a long process
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of evaluation and negotiation it places an order with the organization that it believes has offered

the best value for money.

o An organization has significant need for legal services and obtains submissions from two law

firms. Analysis of the proposals and subsequent discussions determines that there is no price

advantage to placing all of the work with one firm and the decision is made to split the work

between the two firms based on an evaluation of each firm's capabilities.

o A sales representative makes an appointment with a small organization that employs 22 people.

He demonstrates a photocopier/fax/printer to the office administrator. After discussing the

proposal with the business owner it is decided to sign a contract to obtain the machine on a fully

maintained rental and consumables basis with an upgrade after 2 years.

1.2 The main features of the B2B selling process

o Marketing is one-to-one in nature. It is relatively easy for the seller to identify a prospective

customer and to build a face-to-face relationship.

o High value considered purchase.

o Purchase decision is typically made by a group of people ("buying team") not one person.

o Often the buying/selling process is complex and includes many stages (for example; request for

expression of interest, request for tender, selection process, awarding of tender, contract

negotiations, and signing of final contract).

o Selling activities involve long processes of prospecting, qualifying, wooing, making

representations, preparing tenders, developing strategies and contract negotiations.

2. B2C Business to Consumer (or "Consumer")

2.1 Examples of the B2C selling/buying process

o A family are at home on a Sunday night and are watching television. An advertisement appears

that advertises home delivered pizza. The family decides to order a pizza.

o Walking down a supermarket aisle, a single man aged in his early 30's sees a hair care product

that claims to reduce dandruff. He pick's the product and adds it to his shopping cart.

o A pensioner visits her local shopping mall. She purchases a number of items including her

favourite brand of tea. She has bought the same brand of tea for the last 18 years.

2.2 The main features of the B2C selling process

o Marketing is one-to-many in nature. It is not practical for sellers to individually identify the

prospective customers nor meet them face-to-face.
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o Lower value of purchase.

o Decision making is quite often impulsive (spur of the moment) in nature.

o Greater reliance on distribution (getting into retail outlets).

o More effort put into mass marketing (One to many).

o More reliance on branding.

o Higher use of main media (television, radio, print media) advertising to build the brand and to

achieve top of mind awareness.

3. Competitive tendering

Industrial marketing often involves competitive tendering (see tender, tendering). This is a

process where a purchasing organisation undertakes to procure goods and services from suitable

suppliers. Due to the high value of some purchases (for example buying a new computer system,

manufacturing machinery, or outsourcing a maintenance contract) and the complexity of such

purchases, the purchasing organisation will seek to obtain a number of bids from competing

suppliers and choose the best offering. An entire profession (strategic procurement) that includes

tertiary training and qualifications has been built around the process of making important

purchases. The key requirement in any competitive tender is to ensure that:

 The business case for the purchase has been completed and approved.

 The purchasing organisation's objectives for the purchase are clearly defined.

 The procurement process is agreed upon and it conforms with fiscal guidelines and

organisational policies.

 The selection criteria have been established.

 A budget has been estimated and the financial resources are available.

 A buying team (or committee) has been assembled.

 A specification has been written.

 A preliminary scan of the market place has determined that enough potential suppliers are

available to make the process viable (this can sometimes be achieved using an expression of

interest process).
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 It has been clearly established that a competitive tendering process is the best method for

meeting the objectives of this purchasing project. If (for example) it was known that there was

only one organisation capable of supplying; best to get on with talking to them and negotiating a

contract.

Because of the significant value of many purchases, issues of probity arise. Organisations seek to

ensure that awarding a contract is based on "best fit" to the agreed criteria, and not bribery,

corruption, or incompetence.

: Rural And Recreational Real Estate Markets

Topic Objective:

The exceptions are the increase in new home sales and the slight increase in housing starts.

Inventories of new and existing homes available for sale continue at very high levels, with

enough houses available to last nearly 8 months. The homeownership rate declined to 68.2

percent in the second quarter of 2007.Programs that are addressing the needs of rural housing can

be seen through the United States Department of Agricultures, Rural Housing Service. Other

assistance is available through the Housing Assistance Council which is a nonprofit organization.

In the United States, the Housing Assistance Council (HAC) has been helping local

organizations build affordable homes in rural America since 1971.

HAC emphasizes local solutions, empowerment of the poor, reduced dependence, and self-help

strategies. HAC assists in the development of both single- and multi-family homes and promotes

homeownership for working low-income rural families through self-help, "sweat equity"

construction method. The Housing Assistance Council offers services to public, nonprofit, and

private organizations throughout the rural United States.

HAC also maintains a special focus on high-need groups and regions: Indian country, the

Mississippi Delta, farmworkers, the Southwest border colonias, and Appalachia.Research and

data sources for rural areas of the United States is addressed by the United States Department of

Agriculture through the Economic Research Service, as seen in their article, One in Four

Nonmetro Households are Housing Stressed, where it indicates that, Of the Nations 2,000-plus

nonmetropolitan (nonmetro) counties, 302 are defined as housing stressed. It also states, The

principal component of housing stress is high housing expenses relative to income...
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The United States Department of Agriculture, National Agricultural Librarys, Rural Information

Centers Housing page also provides additional resources for rural housing within the United

States and works with rural communities and citizens to assist them in housing information

needs.

Key Points:

1. Viability of the rural housing

According to the United States Department of Agriculture, ninety-eight percent of all farms in

the U.S. are family farms. Two percent of farms are not family farms, and those two percent

make up fourteen percent of total agricultural output in the United States, although half of them

have total sales of less than $50,000 per year. Overall, ninety-one percent of farms in the United

States are considered "small family farms" (with sales of less than $250,000 per year), and those

farms produce twenty-seven percent of U.S. agricultural output.

Depending on the type and size of independently-owned operation, some limiting factors are:

Economies of scale: Larger farms are able to bargain more competitively, purchase more

competitively, profit from economic highs, and weather lows more readily through monetary

inertia than smaller farms.

 Cost of inputs: fertilizer and other agrichemicals can fluctuate dramatically from season to

season, partially based on oil prices, a range of 25% to 200% is common over a few year period.

 Oil prices: Directly (for farm machinery) and somewhat less directly (long distance transport;

production cost of agrichemicals), the cost of oil significantly impacts the year-to-year viability

of all mechanized conventional farms.

 Commodity futures: the predicted price of commodity crops, hogs, grain, etc, can determine

ahead of a season what seems economically viable to grow.

 Technology user agreements: a less publicly-known factor, patented GE seed that is widely used

for many crops, like cotton and soy, comes with restrictions on use, which can even include who

the crop can be sold to.

 wholesale infrastructure: A farmer growing larger quantities of a crop than can be sold directly to

consumers has to meet a range of criteria for sale into the wholesale market, which include
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harvest timing and graded quality, and may also include variety, therefore, the market channel

really determines most aspects of the farm decisionmaking.

 Availability of financing: Larger farms today often rely on lines of credit, typically from banks,

to purchase the agrichemicals, and other supplies needed for each growing year. These lines are

heavily affected by almost all of the other constraining factors.

 Government economic intervention: In some countries, notably the US, government subsidies to

farmers, intended to mitigate the impact on domestic farmers of economic and political activities

in other areas of the economy, can be a significant source of farm income. Bailouts, when crises

such as drought or the "mad cow disease" problems hit agricultural sectors, are also relied on. To

some large degree, this situation is a result of the large-scale global markets farms have no

alternative but to participate in.

 Government and industry regulation: A wide range of quotas, marketing boards and legislation

governing agriculture impose complicated limits, and often require significant resources to

navigate. For example, on the small farming end, in many jurisdictions, there are severe limits or

prohibitions on the sale of livestock, dairy and eggs. These have arisen from pressures from all

sides: food safety, environmental, industry marketing.

 Real Estate Prices: The growth of urban centers around the world, and the resulting urban sprawl

have caused the price of centrally located farmland to skyrocket, while reducing the local

infrastructure necessary to support farming, putting effectively intense pressure on many farmers

to sell out.

2. Housing type

It can be measured in terms of the costs for housing, housing type (such as apartments vs. single-

detached homes, or the size and configuration of units, including number of bedrooms) and

location for housing (relative to commercial/employment centers, transportation infrastructure,

schools and other community resources.) A key element in measuring housing demand is

differentiating between the "ability to pay" that some households have, and the "willingness to

pay" of households for certain housing types in certain locations. When a place has attributes that

trigger high degrees of "willingness to pay", prices often rise due to the finite supply, thereby

changing that place's relationship to household "ability to pay". When a place has attributes that

make it undesirable, the willingness to pay is reduced and the price falls.
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This explains why some places within an otherwise unaffordable area (measured in the

aggregate) remain very affordable, such as a distressed inner city neighborhood in an otherwise

expensive city.In the United States, a key element in determining affordable housing is

acceptable commuting time/distance. In Southern California, for example, a household's

inhabitants must decide whether to pay more for housing to keep commuting time and expense

low, or to accept a long and/or expensive commute in order to obtain "better" housing.

3. housing affordability

A primary factor in housing affordability is household income. The most common approach is to

consider the percentage of income that a household is spending on housing costs.Another method

of studying affordability looks at the regular hourly wage of full-time workers who are paid only

the minimum wage (as set by their local, regional, or national government). The hope is that a

full-time worker will be able to afford at least a small apartment in the area that he or she works

in.Other countries look at those living in relative poverty, which is usually defined as making

less than 60% of the median household income. In their policy reports, they consider the

presence or absence of housing for people making 60% of the median income.

The other major factor is the measurement of housing costs. Some organization and agencies

consider the cost of purchasing a single-family home; others look exclusively at the cost of

renting an apartment.Many U.S. studies, for example, focus primarily on the median cost of

renting a two-bedroom apartment in a large apartment complex for a new tenant. These studies

often lump together luxury apartments and slums, as well as desirable and undesirable

neighborhoods. While this practice is known to distort the true costs, it is difficult to provide

accurate information for the wide variety of situations without the report being

unwieldy.Normally, only legal, permitted, separate housing is considered when calculating the

cost of housing.

4. Housing assistance

Housing assistance from the federal government for lower income households can be divided

into three parts:

 Tenant based subsidies given to an individual household, known as the Section 8 program
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 Project based subsidies given to the owner of housing units that must be rented to lower income

households at affordable rates, and

 Public Housing, which is usually owned and operated by the government. (Some public housing

projects are managed by subcontracted private agencies.)

Project based subsidies are also known by their section of the U.S. Housing Act or the Housing

Act of 1949, and include Section 8, Section 236, Section 221(d)(3), Section 202 for elderly

households, Section 515 for rural renters, Section 514/516 for farmworkers and Section 811 for

people with disabilities. There are also housing subsidies through the Section 8 program that are

project based. The United States Department of Housing and Urban Development (HUD) and

USDA Rural Development administer these programs, and have further information on the

particular programs on the agencies' respective web sites: HUD and USDA, Rural Development.

HUD and USDA Rural Development programs have ceased to produce large numbers of units

since the 1980s. Since 1986, the Low-Income Housing Tax Credit program has been the primary

federal program to produce affordable units; however, the housing produced in this program is

less affordable than the former HUD programs.

5. households categorizes

In the U.S., households are commonly defined in terms of the amount of realized income they

earn relative to the Area Median Income or AMI. Localized AMI figures are calculated annually

based on a survey of comparably-sized households within geographic ranges known as

metropolitan statistical areas, as defined by the US Office of Management and Budget. For U.S.

housing subsidies, households are categorized by federal law as follows:

 Moderate income households earn between 80% and 120% of AMI.

 Low income households earn between 50% and 80% of AMI.

 Very low income households earn no more than 50% of AMI.

Some states and cities in the United States operate a variety of affordable housing programs,

including supportive housing programs, transitional housing programs and rent subsidies as part

of public assistance programs. Local and state governments can adapt these income limits when

administering local affordable housing programs; however, U.S. federal programs must adhere to

the definitions above. For the Section 8 voucher program, the maximum household contribution

to rent can be as high as 40% gross income.
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: The Economics Of Real Property Taxation

Topic Objective:

These are two distinct forms of taxation: one (ad valorem tax) relies upon the fair market value

of the property being taxed for justification, and the other (special assessment) relies upon a

special enhancement called a "benefit" for its justification. The property tax rate is often given as

a percentage. It may also be expressed as a permille (amount of tax per thousand currency units

of property value), which is also known as a millage rate or mill levy. (A mill is also one-

thousandth of a dollar.) To calculate the property tax, the authority will multiply the assessed

value of the property by the mill rate and then divide by 1,000. For example, a property with an

assessed value of US$ 500,000 located in a municipality with a mill rate of 20 mills would have

a property tax bill of US$ 10,000.00 per year.

Key Points:

1. The Real Property Tax

The Real Property Use Tax (RPUT) is a tax system with assessment based on the size, level of

development, and time-in-use of real property, and designed for general revenue acquisition. The

tax system is a proposed replacement for the federal income tax in the United States.

2. Sprawl

In the absence of comprehensive urban planning policies, property tax on real estate changes the

incentives for developing land, which in turn affects land use patterns. One of the main concerns

is whether or not it encourages urban sprawl.

The market value of undeveloped real estate reflects a property's current use as well as its

development potential. As a city expands, relatively cheap and undeveloped lands (such as

farms, ranches, private conservation parks, etc.) increase in value as neighboring areas are

developed into retail, industrial, or residential units. This raises the land value, which increases

the property tax that must be paid on agricultural land, but does not increase the amount of

revenue per land area available to the owner. This, along with a higher sale price, increases the
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incentive to rent or sell agricultural land to developers. On the other hand, a property owner who

develops a parcel must thereafter pay a higher tax, based on the value of the improvements. This

makes the development less attractive than it would otherwise be. Overall, these effects result in

lower density development, which tends to increase sprawl.

3. Attempts to reduce the impact of property taxes on sprawl include:

 Land value taxation - This method separates the value of a given property into its actual

components - land value and improvement value. A gradually lower and lower tax is levied on

the improvement value and a higher tax is levied on the land value to insure revenue-neutrality.

This method is also known as two-tiered or split-rate taxation.

 Current-use valuation - This method assesses the value of a given property based only upon its

current use. Much like land value taxation, this reduces the effect of city encroachment.

 Conservation easements - The property owner adds a restriction to the property prohibiting

future development. This effectively removes the development potential as a factor in the

property taxes.

 Exemptions - Exempting favored classes of real estate (such as farms, ranches, cemeteries or

private conservation parks) from the property tax altogether or assesing their value at a very

minimal amount (for example, $1 per acre).

 Forcing higher density housing - In the Portland, Oregon area (for example), local municipalities

are often forced to accept higher density housing with small lot sizes. This is governed by a

multi-county development control board, in Portland's case Metro.

 Urban growth boundary or Green belt - Government declares some land undevelopable until a

date in the future. This forces regional development back into the urban core, increasing density

but also land and housing prices. It may also cause development to skip over the restricted-use

zone, to occur in more distant areas, or to move to other cities.

4. Distributional

Property tax has been thought, by some, to be regressive (that is, to fall disproportionately on

those of lower income) when not correctly implemented because of its impact on particular low-

income/high-asset groups such as pensioners and farmers in drought years. Because these

persons have high-assets accumulated over time, they have a high property tax liability, although
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their realized income is low. Therefore, a larger proportion of their income goes to paying the

tax. In areas with speculative land appreciation (such as California in the 1970s and 2000s), there

may be little or no relationship between property taxes and a homeowner's ability to pay them

short of selling the property. This issue was a common argument used by supporters of such

measures as California Proposition 13 or Oregon Ballot Measure 5; some economists have even

called for the abolition of property taxes altogether, to be replaced by income taxes, consumption

taxes such as Europe's VAT, or a combination of both. Others, however, have argued that

property taxes are broadly progressive, since people of higher incomes are disproportionately

likely to own more valuable property. In addition, while nearly all households have some

income, nearly a third of households own no real estate. Moreover, the most valuable properties

are owned by corporations not individuals. Hence, property is more maldistributed than income.

It has been suggested that these two beliefs are not incompatible - it is possible for a tax to be

progressive in general but to be regressive in relation to minority groups. However, although not

direct, and not likely one-to-one, property renters can be subject to property taxes as well. If the

tax reduces the supply of housing units, then it will increase the rental price. In this way, the

owner's cost of taxation is passed on to the renter (occupant).

5. Progressive policies

As property increases in value the possibility exists that new buyers might pay taxes on outdated

values thus placing an unfair burden on the rest of the property owners. To correct this imbalance

municipalities periodically revalue property. Revaluation produces an up to date value to be used

in determination of the tax rate necessary to produce the required tax levy.

A consequence of this is that existing owners are reassessed as well as new owners and thus are

required to pay taxes on property the value of which is determined by market forces, such as

gentrification in low income areas of a city. In an effort to relieve the frequently large tax

burdens on existing owners, particularly those with fixed incomes such as the elderly and those

who have lost their jobs, communities have introduced exemptions.
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In some states, laws provide for exemptions (typically called homestead exemptions) and/or

limits on the percentage increase in tax, which limit the yearly increase in property tax so that

owner-occupants are not "taxed out of their homes". Generally, these exemptions and ceilings are

available only to property owners who use their property as their principal residence. Homestead

exemptions generally cannot be claimed on investment properties and second homes. When a

homesteaded property changes ownership, the property tax often rises sharply and the property's

sale price may become the basis for new exemptions and limits available to the new owner-

occupant.

Homestead exemptions increase the complexity of property tax collection and sometimes

provide an easy opportunity for people who own several properties to benefit from tax credits to

which they are not entitled. Since there is no national database that links home ownership with

Social Security numbers, landlords sometimes gain homestead tax credits by claiming multiple

properties in different states, and even their own state, as their "principal residence", while only

one property is truly their residence. In 2005, several US Senators and Congressmen were found

to have erroneously claimed "second homes" in the greater Washington, D.C. area as their

"principal residences", giving them property tax credits to which they were not entitled.

Undeserved homestead exemption credits became so ubiquitous in the state of Maryland that a

law was passed in the 2007 legislative session to require validation of principal residence status

through the use of a social security number matching system. The bill passed unanimously in the

Maryland House of Delegates and Senate and was signed into law by the Governor.

The fairness of property tax collection and distribution is a hotly-debated topic. Some people feel

school systems would be more uniform if the taxes were collected and distributed at a state level,

thereby equalising the funding of school districts. Others are reluctant to have a higher level of

government determine the rates and allocations, preferring to leave the decisions to government

levels "closer to the people."

In Rhode Island efforts are being made to modify revaluation practices to preserve the major

benefit of property taxation, the reliability of tax revenue, while providing for what some view as

a correction of the unfair distribution of tax burdens on existing owners of property.
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In Section 4 of this course you will cover these topics:
Land-Use Controls

Real Estate Development

Required Government Reports

Summary Of Real Estate Investment Principles

You may take as much time as you want to complete the topic coverd in section 4.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.

: Land-Use Controls

Topic Objective:

Key Points:

1. Sustainable development and sustainability

Sustainable development and sustainability have become important concepts in today's urban

planning field, with the recognition that current consumption and living habits may be leading to

problems such as the overuse of natural resources, ecosystem destruction, urban heat islands,

pollution, growing social inequality and large-scale climate change. Many urban planners have,

as a result, begun to advocate for the development of sustainable cities.

However, the notion of sustainable development is a fairly recent concept and somewhat

controversial. Stephen Wheeler, in his 1998 article, suggests a definition for sustainable urban

development to be as "development that improves the long-term social and ecological health of

cities and towns." He goes on to suggest a framework that might help all to better understand

what a 'sustainable' city might look like. These include compact, efficient land use; less
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automobile use yet with better access; efficient resource use, less pollution and waste; the

restoration of natural systems; good housing and living environments; a healthy social ecology;

sustainable economics; community participation and involvement; and preservation of local

culture and wisdom. The challenge facing today's urban planners lies in the implementation of

targeted policies and programs, and the need to modify existing urban and regional institutions to

achieve the goals of sustainability.

In developed countries, there has been a backlash against excessive man-made clutter in the

visual environment, such as signposts, signs, and hoardings. Other issues that generate strong

debate amongst urban designers are tensions between peripheral growth, increased housing

density and planned new settlements. There are also unending debates about the benefits of

mixing tenures and land uses, versus the benefits of distinguishing geographic zones where

different uses predominate. Regardless, all successful urban planning considers urban character,

local identity, respect for heritage, pedestrians, traffic, utilities and natural hazards.Planners are

important in managing the growth of cities, applying tools like zoning to manage the uses of

land, and growth management to manage the pace of development.

When examined historically, many of the cities now thought to be most beautiful are the result of

dense, long lasting systems of prohibitions and guidance about building sizes, uses and features.

These allowed substantial freedoms, yet enforce styles, safety, and often materials in practical

ways. Many conventional planning techniques are being repackaged using the contemporary

term smart growth.There are some cities that have been planned from conception, and while the

results often don't turn out quite as planned, evidence of the initial plan often remains.

Urban decay is a process by which a city, or a part of a city, falls into a state of disrepair and

neglect. It is characterized by depopulation, economic restructuring, property abandonment, high

unemployment, fragmented families, political disenfranchisement, crime, and desolate urban

landscapes.During the 1970s and 1980s, urban decay was often associated with central areas of

cities in North America and parts of Europe. During this time period, major changes in global

economies, demographics, transportation, and government policies created conditions that

fostered urban decay.
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Many planners spoke of "white flight" during this time. This pattern was different than the

pattern of "outlying slums" and "suburban ghettos" found in many cities outside of North

America and Western Europe, where central urban areas actually had higher real estate vales.

Starting in the 1990s, many of the central urban areas in North America have been experiencing

a reversal of the urban decay of previous decades, with rising real estate values, smarter

development, demolition of obsolete social housing areas and a wider variety of housing choices.

2. Municipal land use

Each designation, known as a parcels zoning, comes with a list of approved uses that can legally

operate on the zoned parcel. These are found in a governments ordinances or zoning regulations.

3. Land use and the environment

Land use and land management practices have a major impact on natural resources including

water, soil, nutrients, plants and animals. Land use information can be used to develop solutions

for natural resource management issues such as salinity and water quality. For instance, water

bodies in a region that has been deforested or having erosion will have different water quality

than those in areas that are forested.

Multiple examples of suburban land use.

According to a report by the United Nations' Food and Agriculture Organisation, land

degradation has been exacerbated where there has been an absence of any land use planning, or

of its orderly execution, or the existence of financial or legal incentives that have led to the

wrong land use decisions, or one-sided central planning leading to over-utilization of the land

resources - for instance for immediate production at all costs. As a consequence the result has

often been misery for large segments of the local population and destruction of valuable

ecosystems. Such narrow approaches should be replaced by a technique for the planning and

management of land resources that is integrated and holistic and where land users are central.

This will ensure the long-term quality of the land for human use, the prevention or resolution of
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social conflicts related to land use, and the conservation of ecosystems of high biodiversity

value.

: Real Estate Development

Topic Objective:

A real estate developer makes improvements of some kind to real property, thereby increasing its

value. In legal form the developer may be an individual, but is more often a partnership, limited

liability company or corporation. However anyone involved as a principal in such transactions is

a property developer by occupation. A real estate developer may choose to develop a business

model usually by specific building typology (residential, commercial office, industrial, retail) or

by geographic preference. Structured education for real estate development has not truly existed

until the last decade as many developers have historically came from career paths as architecture,

finance, city planning, engineering or construction. Many development companies are also

family owned and operated.

Key Points:

1. Land developers

Land developers typically acquire natural or "unimproved" land (often referred to as englobo

land, raw land, real property with no improvements or infrastructure) and "improve" or alter it

with utility connections, roads, earth grading, covenants, and entitlements. Infrastructure

improvement provides a base for further development of built improvements. Covenants define

the context in which future development of built improvements may take place (often in the form

of deed restrictions on particular parcels: a sort of "private zoning code" limited only to those

properties). Entitlements are secured legal permissions from regulatory bodies (typically in the

form of permits, but sometimes in the form of re-zoning or planned unit developments). Once

these improvements have been made to the raw land, it is typically subdivided and sold

piecemeal at a profit to individuals or building developers.
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2. Building developers

Building developers acquire raw land, improved land, and/or redevelopable property in order to

construct building projects. The buildings are then sold entirely or in part to others, or retained as

assets to produce cash flow via rents and other means. Some building developers have their own

internal departments for designing and constructing buildings (more common among larger

developers), while others subcontract these parts of the work to third parties (typical of small

developers).

3. Specializations of land developers

Developers also usually specialize within a geographic area, or a specific product typology.

These typologies include:

 Residential, single-family

 Residential, multi-family

 Urban mixed-use

 Retail

 Commercial office

 Industrial

4. Real estate development is first and foremost a cash flow business.

Real estate is, by its nature, an expensive non-liquid asset. This means that it costs a lot of money

to own it, and it can be difficult to sell. In development activity, there are also the added costs of

improvements themselves (typically called "hard costs") and the fees of various and sundry

consultants necessary to get the work done properly (typically called "soft costs"). Because

expense is high, sale is difficult, and return on investment is delayed, real estate investment is

inherently risky. A large part of the work of developers is the management of risk.

Since there are significant initial investment requirements, a majority of real estate development

projects are financed with a large amount of debt leverage. While more leverage increases

potential profit, it also magnifies risks and builds in a periodic negative cash flow (regular

payments on the debt). Projects will generally be profitable if the upfront commitment of cash is
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kept to a minimum and the project can quickly start generating a positive cash flow sufficient to

cover debt service.

5. Ways to finance a real estate development

There are almost as many ways to finance a real estate development project as there are

development projects. However, most financing arrangements fall into a few broad categories:

 Private investors (pension funds, insurance funds, wealthy individuals, joint ventures, etc.)

 Public investors (REITs, share offerings, public-private partnerships, etc.)

 Private debt (individual loans, bank mortgages, construction loans, etc.)

 Public debt (redevelopment loans, etc.)

 Private grants (non-profit target grants, etc.)

 Public grants (anti-blight subsidies, affordable housing credits, tax incentives, historic

preservation grants, etc.)

 Equity financing (use of cash flows from other projects owned by the developer)

 Subordination

Successful real estate developers can become enormously wealthy due to the large sums of

money being transacted and the value of the assets they control. However, because of the non-

liquidity of their assets, they also are very often cash poor. Inability to remain cash solvent is the

primary cause of business failure for real estate developers.

6. Land management

Land management can be defined as the process of managing the use and development (in both

urban and suburban settings) of land resources in a sustainable way. Land resources are used for

a variety of purposes which interact and may compete with one another; therefore, it is desirable

to plan and manage all uses in an integrated manner.

Subdivision of land is the principal mechanism by which communities are developed.

Technically, subdivision describes the legal and physical steps a developer must take to convert

raw land into developed land. Subdivision is a vital part of a community's growth, determining

its appearance, the mix of its land uses, and its infrastructure, including roads, drainage systems,

water, sewerage, and public utilities. In general, land development is the riskiest but most

profitable technique as it is so dependent on the public sector for approvals and infrastructure
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and because it involves a long investment period with no positive cash flow. After subdivision is

complete, the developer usually markets the land to

: Required Government Reports

Topic Objective:

Definition/Overview:

Government financial reports are an important part of democracy (or a constitutionally limited

republic) but, often not widely read or discussed. Online reporting by governments makes these

government financial reports more accessible, but not necessarily more understood by the

general citizenry. Governmental financial reports can include not only the budget or "Budget

Book" or "general fund" as often referred to, but also several other types of government financial

reports, financial statements, performance reports, Comprehensive Annual Financial

Reports(CAFR), and audits. Many governmental financial reports are online and opened to

critical review by constituents (expert or not), taxpayer groups, bond rating firms and creditors.

Online sources for state (and local financial reports, down to local entities like the water board,

school board and government corporations including Comprehensive Annual Financial Reports

or CAFRs) can be found using Internet search engines or through professional organizations like

Governmental Accounting Standards Board (GASB), as one example. Ratio analysis is one of

the ways to examine the financial conditions of a government from a revenue potential for

generating bond ratings, for instance.

The CAFR shows more comprehensive accounting entries that budget reports do not. However,

the budget book or genneral fund as oft referred to by politicos, typically includes performance

measures, goals, objectives, discussion of initiatives, and other non-financial data. The CAFR

draws a clear line of distinction between "restricted" and "unrestricted" reserves, while the

budget book tends to group all reserves together or not mention them at all. (In general, reserves

should not be confused with "rainy day funds" or required pension surplus holdings that are

generally included in many government budgetary reports, process and media reports.)
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The CAFR is prepared in accordance with GAAP, as defined by the Government Accounting

Standards Board (GASB). The budget books typically look more toward the Government

Finance Officers Association (GFOA) for guidance.A budget is typically prepared for each fund

operated by the government. Special purpose funds might include business-type funds (called

"Enterprise Funds") or dedicated purpose funds (Called "Special Revenue Funds"). All activities

that do not belong in any special purpose funds are budgeted and accounted for in the "General

Fund". Every government is required to have one, and one, general fund. There are a number of

older local governments that persist in calling this the "Corporate Fund", which dates back to the

British corporate form of county government. This term can be confusing, since technically, only

Enterprise Funds are "corporate" in nature, meaning that their accounting is similar to corporate

accounting whether or not a government entity is incorporated or in operation as a corporation

non-profit or for profit.

The CAFR includes a comparison of budget to actual, which usually will show how well the

budget was followed during the year. Since the budget is the authoritative document in most

states, it is not legally permitted for any government to over-spend their budget. (The Federal

Government, of course, has their own accounting systems and rules.) The comparison of budget

to actual is a good place to find out the differences between government accounting and

government budgeting. In general, budgets are prepared using "cash-flow" type assumptions, and

the CAFR is prepared using assumptions that are similar to full accrual accounting. One of the

obvious differences is that few governments bother to budget for asset balances (other than

cash). The other differences are reconciled in the CAFR.

Key Points:

1. Comprehensive Annual Financial Report

A "Comprehensive Annual Financial Report" or "CAFR" is a government book keeping practice

which started in the post WWII economic boom and replaced what was regularly an "off-the-

books" practice called the "general fixed asset account group". The various levels of government;

"general government" or the federal United States, individual state governments and government

agencies each began producing a CAFR in the late 1940s to early 1950s to catalog an accurate
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picture of institutional funds, or financial holdings, assets and total investment incomes for those

government and non-governmental entities using the report, which is above and beyond the

budget process.

In 1945, the Government Corporation Control Act, began the auditing of wholly owned

government corporations and mixed ownership corporations, (those that government may have

controlling holdings in but operate as private corporations) all of which may come under the

term "enterprise funds".While a budget might indicate that the government or agency has

financial trouble and debt, (because of excess spending within the select grouping of "general

fund" accounts presented), the CAFR will normally indicate that government possesses large

holdings considerably over what is shown in a budget report or "general fund" alone. Examples

from recent history include, Jesse Ventura's career, punctuated by his returning some of the

government surpluses to voters as governor of Minnesota. Other rare news events have

highlighted the off-the-budget holdings and "enterprise funds" of government.

2. Licensing

2.1 United States

Most states require property management companies to be licensed real estate brokers if

they are collecting rent, listing properties for rent or helping negotiate leases. A property

manager may be a licensed real estate salesperson but generally they must be working

under a licensed real estate broker. Most states have a public license check system on-line

for anyone holding a real estate salesperson or real estate broker's license. A few states,

such aa Idaho and Maine, do not require property managers to have real estate licenses.

Washington State requires Property Managers to have a State Real Estate License if they

do not own the property. Owners who manage their own property are not required to have

a real estate license, See the State Laws however they must at least have a business

license to even rent out their own home.

Generally, property managers who engage in only association management need not be

licensed real estate brokers. In Connecticut, however, a broker's license is required. Some
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states, while not requiring a real estate license, do require association managers to

register with the state.

2.2 Australia

Every state of Australia has different licensing requirements. To be able to trade as

property management company the company has to be licensed with a principal or

licensee in charge. Each staff member of the company has to have a certificate of

registration.

2.3 Republic of Ireland

In the Republic of Ireland, there is no legal obligation to form a property management

company. However, management companies are generally formed to manage multi-unit

developments, and must then follow the general rules of company law in terms of

ownership and administration.

No specific qualifications or licences are required to operate as a managing agent in

Ireland. This is likely to change once the National Property Services Regulatory

Authority is established on a statutory basis.

A Bill providing for the statutory establishment of this body is expected to be published

by the Irish Government in 2008. The new authority will license and regulate managing

agent services, but is not expected to have legislative power to investigate individual

complaints against managing agents.

The National consumer agency (NCA) has campaigned in this area, and in September

2008 it launched a website explaining consumer rights. The NCA does not have a
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legislative or regulatory function in the area, unless a consumer complaint is in relation to

a breach of consumer law.

: Summary Of Real Estate Investment Principles

Topic Objective:

In economics, investment is the production per unit time of goods which are not consumed but

are to be used for future production. Examples include tangibles (such as building a railroad or

factory) and intangibles (such as a year of schooling or on-the-job training). In measures of

national income and output, gross investment I is also a component of Gross domestic product

(GDP), given in the formula GDP = C + I + G + NX, where C is consumption, G is government

spending, and NX is net exports. Thus investment is everything that remains of production after

consumption, government spending, and exports are subtracted.

It is divided into non-residential investment (such as factories) and residential investment (new

houses). Net investment deducts depreciation from gross investment. It is the value of the net

increase in the capital stock per year. Investment, as production over a period of time ("per

year"), is not capital. The time dimension of investment makes it a flow. By contrast, capital is a

stock, that is, an accumulation measurable at a point in time (say December 31st).Investment is

often modeled as a function of Income and Interest rates, given by the relation I = f(Y, r). An

increase in income encourages higher investment, whereas a higher interest rate may discourage

investment as it becomes more costly to borrow money. Even if a firm chooses to use its own

funds in an investment, the interest rate represents an opportunity cost of investing those funds

rather than loaning them out for interest.

In finance, investment=cost of capital, like buying securities or other monetary or paper

(financial) assets in the money markets or capital markets, or in fairly liquid real assets, such as

gold, real estate, or collectibles. Valuation is the method for assessing whether a potential

investment is worth its price. Returns on investments will follow the risk-return spectrum. Types

of financial investments include shares, other equity investment, and bonds (including bonds
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denominated in foreign currencies). These financial assets are then expected to provide income

or positive future cash flows, and may increase or decrease in value giving the investor capital

gains or losses. Trades in contingent claims or derivative securities do not necessarily have

future positive expected cash flows, and so are not considered assets, or strictly speaking,

securities or investments. Nevertheless, since their cash flows are closely related to (or derived

from) those of specific securities, they are often studied as or treated as investments. Investments

are often made indirectly through intermediaries, such as banks, mutual funds, pension funds,

insurance companies, collective investment schemes, and investment clubs. Though their legal

and procedural details differ, an intermediary generally makes an investment using money from

many individuals, each of whom receives a claim on the intermediary.

Key Points:

1. Personal finance

Within personal finance, money used to purchase shares, put in a collective investment scheme

or used to buy any asset where there is an element of capital risk is deemed an investment.

Saving within personal finance refers to money put aside, normally on a regular basis. This

distinction is important, as investment risk can cause a capital loss when an investment is

realized, unlike saving(s) where the more limited risk is cash devaluing due to inflation.

In many instances the terms saving and investment are used interchangeably, which confuses this

distinction. For example many deposit accounts are labeled as investment accounts by banks for

marketing purposes. Whether an asset is a saving(s) or an investment depends on where the

money is invested: if it is cash then it is savings, if its value can fluctuate then it is investment.

2. Real estate

In real estate, investment is money used to purchase property for the sole purpose of holding or

leasing for income and where there is an element of capital risk. Unlike other economic or

financial investment, real estate is purchased. The seller is also called a Vendor and normally the

purchaser is called a Buyer.
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3. Residential real estate

The most common form of real estate investment as it includes the property purchased as other

people's houses. In many cases the Buyer does not have the full purchase price for a property and

must engage a lender such as a Bank, Finance company or Private Lender. Herein the lender is

the investor as only the lender stands to gain returns from it. Different countries have their

individual normal lending levels, but usually they will fall into the range of 70-90% of the

purchase price. Against other types of real estate, residential real estate is the least risky.

4. Commercial real estate

Commercial real estate is the owning of a small building or large warehouse a company rents

from so that it can conduct its business. Due to the higher risk of Commercial real estate, lending

rates of banks and other lenders are lower and often fall in the range of 50-70%.

In Section 5 of this course you will cover these topics:
Income Tax Aspects Of Investment Real Estate

Applied Real Estate Economics

Anticipating Change

You may take as much time as you want to complete the topic coverd in section 5.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.

: Income Tax Aspects Of Investment Real Estate

Topic Objective:

Investment is the choice by the individual to risk his savings with the hope of gain. Rather than

store the good produced, or its money equivalent, the investor chooses to use that good either to
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create a durable consumer or producer good, or to lend the original saved good to another in

exchange for either interest or a share of the profits.

In the first case, the individual creates durable consumer goods, hoping the services from the

good will make his life better. In the second, the individual becomes an entrepreneur using the

resource to produce goods and services for others in the hope of a profitable sale. The third case

describes a lender, and the fourth describes an investor in a share of the business.

In each case, the consumer obtains a durable asset or investment, and accounts for that asset by

recording an equivalent liability. As time passes, and both prices and interest rates change, the

value of the asset and liability also change.

An asset is usually purchased, or equivalently a deposit is made in a bank, in hopes of getting a

future return or interest from it. The word originates in the Latin "vestis", meaning garment, and

refers to the act of putting things (money or other claims to resources) into others' pockets. See

Invest. The basic meaning of the term being an asset held to have some recurring or capital

gains. It is an asset that is expected to give returns without any work on the asset per se.

For historical cost purposes, assets are recorded on the balance sheet at their original cost; this is

called the historical cost. Historical cost minus all depreciation expenses recognized on the asset

since purchase is called the book value. Depreciation is not taken out of these assets directly. It is

instead recorded in a contra asset account: an asset account with a normal credit balance,

typically called "accumulated depreciation". Balancing an asset account with its corresponding

accumulated depreciation account will result in the net book value. The net book value will never

fall below the salvage value, meaning that once an asset is fully depreciated, no further expenses

will be taken during its life. Salvage value is the estimated value of the asset at the end of its

useful life. In this way, total depreciation for an asset will never exceed the estimated total cash

outlay (depreciable basis) for the asset.

The exception to this is in many price-regulated industries (public utilities) where salvage is

estimated net of the cost of physically removing the asset from service. If the expected cost of
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removal exceeds the expected raw (or gross) salvage, then the net of the two (called net salvage)

may be negative. In this case, the depreciation recorded on the regulated books may exceed the

depreciable basis. Companies have no obligation to dispose of depreciated assets, of course, and

many fully depreciated assets continue to generate income.Recording a depreciation expense will

involve a credit to an accumulated depreciation account.So the corresponding debit will involve

either an expense account or an asset account which represents a future expense, such as work in

process. Depreciation is recorded as an adjusting journal entry.

A write-down is a form of depreciation that involves a partial write off. Part of the value of the

asset is removed from the balance sheet. The reason may be that the book value (accounted

value) of the fixed asset has diverged from the market value and causes the company a loss. An

example of this would be a revaluation of goodwill on an acquisition that went bad.

Key Points:

1. Bird-Dogging

"Bird dogs" get paid a referral fee for finding good deals for other investors. This is often where

people begin their investing career as there is only time at stake. They are typically paid when

the deal closes. Some birddogs will structure companies and partnership arrangements as they're

frequently not real estate agents and may not be able to collect a "referral fee" for their services.

2. Seller finance or "subject to"

Seller financing can refer to one of two things:

 The seller can act as a bank and rather than receiving all or a portion of their equity at close, they

can "lend" it to the buyer and receive a regular payment as agreed. They may receive no

payments, interest only payments, principal only payments, or a combination. It could be an

interest only loan, or an amortized loan. Additionally it could carry either a fixed rate interest

payment or a variable rate. These will vary depending on the agreed upon terms of the contract

between the buyer and the seller.

 The seller can allow the buyer to "take over" the loan that he or she has in place. This can be

done in two ways. The first way is called an "assumption", wherein the lender formally allows

the buyer to assume the loan. This entails approval of the buyer's credit, and often a modification
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of existing loan terms. The other method is called a "subject to" where the lender is not

contacted, and the buyer purchases the property "subject to" the existing financing. This can be

financially risky in many ways, since many loans have acceleration clauses which permit the

lender to call the loan due if the property is transferred. However, more often than not the lender

will not exercise the "due on sale clause" if the payments are being made on the underlying

mortgage(s).

3. Finance Options

An option is defined as the right to buy a property for a specified price (strike price) during a

specified period of time. An owner of a property may sell an option for someone to buy it on or

before a future date at a predetermined price. The buyer of the option hopes the value of the

property will either go up or is already low. The seller receives a premium called "option

consideration". The buyer may then either exercise the option by buying the property or sell the

option to someone else to exercise (or sell). This is often done to obtain control over a property

without much cash. Option premiums are typically non-refundable. The option represents an

equitable interest in the property and may be recorded at the county recorders office.

4. Lease option

This is made up of two parts: A lease, or rental agreement, and an option. They may be written

together as one contract or as two. The Lease is simply a rental agreement between the owner

and the potential lessee (tenant). Often these leases will be "triple net lease" leases (NNN) in

which the lessee is responsible for paying for the taxes, insurance, maintenance, and upkeep of

the property. The lease payment is typically 5-15% higher than rent might be for the same

property. This type of lease can be structured so that the lessee can take the tax benefits as if he

were the home owner.

5. Sandwich lease option

A sandwich lease is a lease created by a tenant wishing to exit his/her unit as a tenant while not

having a "exit option" written into their lease by the landlord. To provide a mitigation option

[way to reduce one's risk or cost], one may find a replacement tenant for a unit. This tenant

becomes the tenant of the exiting tenant and NOT a tenant of the current, legal landlord. The new

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

62
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



lessor, [the legal tenant] creates whatever policies and rent and deposits he wishes with the new

tenant. The new landlord should inform the tenant that their tenancy lasts only

until.......[whenever the landlord's lease expires.]

If the new tenant seeks maintenance or has any problems whatever with the unit, the "new

tenant" must contact her landlord who will then contact the legal landlord for maintenance or

repairs. The new tenant makes all her payments to her temporary landlord who then makes her

rent payment and everyone is kept legal and paid up.

When the "proper tenant's" lease is about to expire, the proper tenant submits her 30 day notice

of intent to not renew the lease to the landlord--unless the lease is a fixed duration lease--which

makes the notice unnecessary. The sandwich lease is ONLY used when the landlord's lease does

not provide a pre-expiration date exit from the lease option.

6. Short sale or preforeclosure

When a property owner fails to make their mortgage payments for a number of months they are

in default. The first step of the foreclosure process (which typically takes a number of months)

that the lender will take is to file the notice of default. This is a public document that is recorded.

The property owner will contract to sell the home conditioned upon the lender accepting a lesser

amount than what is owed on the mortgage. Note that there are no similarities between a real

estate short sale and selling a stock short.

In many jurisdictions, including the United States, the seller is responsible for taxes on the

amount of the mortgage left unpaid after the sale as ordinary income.

7. Wholesaling

Wholesalers typically make smaller profits but buy and sell properties in large quantities. They

may buy 50 homes at a time from a bank and then sell them for a small markup to move them

quickly and do it again.
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A more common wholesale approach among creative real estate investors is to secure properties

with no money down and do a "quick flip". Typically the property, or owner must be distressed

in some way for the deal to make sense.

Wholesalers work on some sort of distress either by the owner or the property. Distress can come

in many way such a s divorce, job relocation, unemployment, severe damage to the property

etc... Once a propery is gained at a significant discount the buyer quickly sells at markup of the

buying price. Typical amounts range from $5,000-$15,000

8. Hard money lenders

These are often used to finance projects that are unconventional, great deals, or where money is

needed quickly. Typically hard money lenders will lend 50-70% of the value of the property

regardless of the sales price (unlike banks). They will typically close loans in 2-7 days. Credit

scores and income are often overlooked by hard money lenders, however they may ask to see a

business plan or exit strategy for the project. They may get paid via points (e.g. 1 point equals

one percent of the total amount borrowed), interest rate (10-20% per year is common), and an

equitable interest. These will vary based on the size of the project and the agreed upon contract.

Hard money lenders are collateral based and typically require first position on the property. True

hard money lenders do not charge any front fees whatever; nothing for appraisals, app fees,

credit fees or anything else. ONE of the unique secrets of many hard money lenders is that they

want the property and thus, do not care at all if the borrower is unable to continue with their

payments. After one or two missed payments, the hard money lender will file foreclosure

proceedings and usually add the reclaimed property to their portfolio. They also do not care

about exit strategies.

: Applied Real Estate Economics

Topic Objective:

It is important to distinguish between Market Value and Price. A price obtained for a specific

property under a specific transaction may or may not represent that property's market value:
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special considerations may have been present, such as a special relationship between the buyer

and the seller, or else the transaction may have been part of a larger set of transactions in which

the parties had engaged. Another possibility is that a special buyer may have been willing to pay

a premium over and above the market value, if his subjective valuation of the property (its

investment value for him) was higher than the Market Value.

Key Points:

1. Real estate financing

There are different ways of real estate financing: governmental and commercial sources and

institutions. A home buyer or builder can obtain financial aid from savings and loan associations,

commercial banks, savings banks, mortgage bankers and brokers, life insurance companies,

credit unions, federal agencies, individual investors, and builders.

2. Savings and loan associations

The most important purpose of these institutions is to make mortgage loans on residential

property. These organizations, which also are known as savings associations, building

and loan associations, cooperative banks (in New England), and homestead associations

(in Louisiana), are the primary source of financial assistance to a large segment of

American homeowners. As home-financing institutions, they give primary attention to

single-family residences and are equipped to make loans in this area.

Some of the most important characteristics of a savings and loan association are:

 It is generally a locally owned and privately managed home-financing institution.

 It receives individuals' savings and uses these funds to make long-term amortized loans to home

purchasers.

 It makes loans for the construction, purchase, repair, or refinancing of houses.

 It is state or federally chartered.

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

65
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



3. Commercial banks

Due to changes in banking laws and policies, commercial banks are increasingly active in

home financing. In acquiring mortgages on real estate, these institutions follow two main

practices:

o First, some of the banks maintain active and well-organized departments whose primary function

is to compete actively for real estate loans. In areas lacking specialized real estate financial

institutions, these banks become the source for residential and farm mortgage loans.

o Second, the banks acquire mortgages by simply purchasing them from mortgage bankers or

dealers.

o In addition, dealer service companies, which were originally used to obtain car loans for

permanent lenders such as commercial banks, wanted to broaden their activity beyond their local

area. In recent years, however, such companies have concentrated on acquiring mobile home

loans in volume for both commercial banks and savings and loan associations. Service

companies obtain these loans from retail dealers, usually on a nonrecourse basis. Almost all

bank/service company agreements contain a credit insurance policy that protects the lender if the

consumer defaults.

4. Savings banks

These depository financial institutions are federally chartered, primarily accept consumer

deposits, and make home mortgage loans.

5. Mortgage bankers and brokers

Mortgage bankers are companies or individuals, who originate mortgage loans, sell them

to other investors, service the monthly payments, and may act as agents to dispense funds

for taxes and insurance. Mortgage brokers basically present the consumer home buyer

with their attempts to find the best loan from a variety of loan sources. Their income

comes from the lender making the loan plus an extra fee, percent of the mortgage.

6. Life insurance companies

Life insurance companies are another source of financial assistance. These companies

lend on real estate as one form of investment and adjust their portfolios from time to time
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to reflect changing economic conditions. Individuals seeking a loan from an insurance

company can deal directly with a local branch office or with a local real estate broker

who acts as loan correspondent for one or more insurance companies.

7. Credit unions

These cooperative financial institutions are organized by people who share a common bond for

example, employees of a company, a labor union, or a religious group. Some credit unions offer

home loans in addition to other financial services.

8. Federally supported agencies

Under certain conditions and fund limitations the Veterans Administration makes direct loans to

creditworthy veterans in housing credit shortage areas designated by the VA's administrator.

Such areas are generally rural areas and small cities and towns not near the metropolitan or

commuting areas of large cities areas where GI loans from private institutions are not available.

The federally supported agencies referred to here do not include the so-called second-layer

lenders who enter the scene after the mortgage is arranged between the lending institution and

the individual home buyer.

9. Real estate investment trusts

Real estate investment trusts (REITs), which began when the Real Estate Investment Trust Act

became effective January 1, 1961, are available. REITs, like savings and loan associations, are

committed to real estate lending and can and do serve the national real estate market, although

some specialization has occurred in their activities. In the U.S., REITs generally pay little or no

federal income tax, but are subject to a number of special requirements set forth in the Internal

Revenue Code, one of which is the requirement to annually distribute at least 90% of their

taxable income in the form of dividends to shareholders.

10. Types of Value

There are several types of value sought by a real estate appraisal. Some of the most common are:
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10.1 Market Value The price at which an asset would trade in a competitive Walrasian

auction setting. Market Value is usually interchangeable with Open Market Value or Fair

Value.

Market Value is the estimated amount for which a property should exchange on the date

of valuation between a willing buyer and a willing seller in an arms-length transaction

after proper marketing wherein the parties had each acted knowledgably, prudently, and

without compulsion.

10.2 Value-in-use: The net present value (NPV) of a cash flow that an asset generates for

a specific owner under a specific use. Value-in-use is the value to one particular user, and

is usually below the market value of a property.

10.3 Investment value: is the value to one particular investor, and is usually higher than

the market value of a property.

10.4 Insurable value - is the value of real property covered by an insurance policy.

Generally it does not include the site value.

10.5 Liquidation value: may be analyzed as either a forced liquidation or an orderly

liquidation and is a commonly sought standard of value in bankruptcy proceedings. It

assumes a seller who is compelled to sell after an exposure period which is less than the

market-normal timeframe.
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: Anticipating Change

Topic Objective:

Definition/Overview:

A real estate trend is the catalyst for the change, and it is usually a concept, a belief, a

philosophy, or an event. Sometimes a real estate trend evolves to meet a specific need, while

others evolve when new products or solutions are launched. For example, when more lenders

began offering creative financing products, more borrowers were able to afford a mortgage (at

least on paper). At other times, a trend from another industry spills over into the real estate

industry and is adopted.

Therefore, a trend must have substance and be based on fact. Over time, it will cause pattern of

change. Monitoring changes and tracking trends is a not an exact science and can be very hard to

predict.The residential real estate brokerage industry is approximately half way through a 1015

year industry transition. This major shift is creating a fundamental change in the way homes are

being bought and sold and the role the real estate agents are playing therein.

Key Points:

1. U.S. Government Involvement

The United States of America (U.S.) Department of Justice Antitrust Division announced the

launch of a new web site in October 2007 to "educate consumers and policymakers about the

potential benefits that competition can bring to consumers of real estate brokerage services and

the barriers that inhibit that competition." Among other findings, they report that certain new

sales models can reduce consumer home sales costs "by thousands of dollars. For example, in

states that allow open competition, some buyer's brokers rebate up to two-thirds of their

commission to the customer, and some seller's brokers offer limited-service packages that let

sellers list their homes on the local multiple listing service (MLS) for as little as a few hundred

dollars."
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The DOJ web site, Competition and Real Estate, includes a link to the real estate laws of each

U.S. state and how they support or inhibit real estate brokerage competition.

2. Trends in FSBO sector

For Sale By Owner is a real estate term which describes the situation in which a property is

offered for sale directly by its owner and without that owner having solicited the help of a real

estate broker, implying that no real estate commission is associated with the sale.

More and more owners selling their own property are using online marketing companies to

advertise their properties. FSBO web sites are now a real part of the real estate market, as the

Internet becomes vital in the home-selling process. According to a NY Times article from

December 2007, "Nationally...real estate companies are spending 26 percent more on online

advertising this year, even as total real estate ad spending declined 3 percent, according to

Borrell Associates, a research company."

According to a press release by the National Association of Realtors (NAR) regarding their most

current annual survey of real estate consumers, 2005 Profile of Home Buyers and Sellers :

 12% of 2006 US real estate transactions were FSBO.

 13% of 2005 US real estate transactions took place via FSBO (down from 14% in 2004).

 The record percentage of 20% of US real estate transactions (since tracking started in 1981) took

place in 1987.

According to the Canadian Real Estate Association, which claims that 75% to 80% of homes in

Canada were sold through brokers, it would appear that "Sale by Owner" accounts for some 20%

or 25% of the remainder.
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