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Analyze Infonnatlon

Methods for computing company
profitability are in need of an
overhaul in tavor of accuracy.

By Patrick 5. Duffy

ecanthy, | was talking with a reporter
well-known bloggar in Crangs
County, Califomia who told me a
story of &ninhouse market research
Iyst for & major home baildar
whom be met at & local soocer game during the
tail end of the housing bubble, *1really emvy
what you do for a living” he old the reporier.
"You gat o tell the truth.”
Hawving worled not just for warious real estata
consulting companies but also for a public
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building industry caresr, 1 knew exactly what
this guy meant. With infernal pressuras o hit
certain fargets kor prices and absorption, failing
to help make a division president’s pet projects
se the light of day could ctherwise mean the
end of an interesting and well-paying job.
Whaen [ first started writing market studias
in the late 1980s Aguring out the demand for
new homes inspecific prics ranges based on
growth in employment and households was a
requirement jor a fullfledged analysis. Butby
the late 19808, a5 the markst began to rebiound
and public home builders snapped up kecal
companias, the only data many clients wanted
b see ware the prices and sales welocity of their
bop competibors.

[ndesd, some companies offering consulting
services io developers owe thieir entire growth
stralegies to their reputations for providing
supposedly objective reports — at least from
the unknowing point of view of compliant
construction lenders —that would magicalhy
hit pre-set mrgets for prices and sales welocity:
But dig a little despar and you would often
find a highly suspect analysis obecured by
enpartly formatted axhibits, sunny narrativas

As the market began to rebound
and publc home bulders snapped
up local companies, the only data

many clients wanted to see were

the prices and sales velocity of
their top competitors.
and professionally bound copies on expensive

papar. Today, one coly needs to follow the
trail of bankrupt land development deals and

mathballed projects o see the true consequence

of such financial skight of hand, in which an
enfire industry must pay the price.

One company which soared during tha
boom did so due o itsreliance on ‘sconometric
madeling' (& fancy word for statistics) and some
edmittedly impressve but offthe-shelf software
that allows clients to alter recommendad prices
basad on changes in interast rates, exsting
home prices and other fctors. By charging
several times the typical rate for market studies
and declaring all staff members bo be in the "Top

* Traly objective market studies should
accompany all development projects.

* Determining housing demand should
b required for all market studies.

5% Q) in the country” (with no apparent proof
to back up the claim), the firm would provide
clients with Bible-sized reams of data comparing
proposad projects against not just direct
comipetibors, but also home sales by zip oodes,
submarkats and county regions. Recommendad
prices were ullimataly deermined not by an
enparienced corsultant whio knew why Builder
Aoould command a premiwm over Builder B,
bt by simply averaging sverages: if this is the
evarage price from this zip code and among
these competitors and from this county, then
hera's your price. Nexil

S how do yo knos if wou can trust &
comsultant? ['dsay the willingness bo state the
truth in public, even ifit risks alienating potential
clients who would prefer lisiening to sycophants
Fior Metrolnialligence this ssarch for the truth
led toa partmership with Bearon Economics,
which has emerged as a trusted saume to the
media as well as clients in the private and public
sactors. Ratherthan warning about the bust o
come, we're now alking about how and when o
prepare for the rebound. And finally being able
to el the unvamished truth to chients willing o
listan — apparently with the entire aconomy at
stake — has never been so impaortant. iiﬁl‘i.g
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* Lenders should perform better due
difigence on third-party consultamts,

+ Wishful thinking should never over-
ride the realities of careful analysia.
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* Truly objective market studies should
accompany all development projects.

* Determining housing demand should
be required for all market studies.
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Lenders should perform better due
diligence on third-party consultants.

Wishful thinking should never over-
ride the realities of caretul analysis.
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