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LAND MARKET
Residential & Industrial Users Continue to Dominate Land Market
The land market for industrial and multi-family uses remained strong in the second of half of 2016, although not as scorching
as in the recent past, indicating it’s likely we’re near or at the peak demand in these commercial sectors. Pricing has
also reached peak value in the second half of 2016. Meanwhile, the single-family sector is seeing plenty of demand from
homebuyers, but builders—even though they are well-capitalized—remain unwilling to overspend and are willing to pass on
deals that don’t meet their criteria.
Speculative land investors have scooped up the bargain deals from the fallout of the Great Recession—most bank-owned
sites have already been purchased by opportunists whose goal is to re-sell the undeveloped land at a profit. With those
opportunities now gone, the land market is once again being dominated across all markets by developers looking to build
immediately rather than by speculators.

INTENSE DEMAND
for single-family
residential land

INDUSTRIAL LAND STILL IN HIGH DEMAND
The land market for industrial uses remained strong in the second half of 2016,
although it’s not clear if the cycle is at its end or merely nearing it. Rising labor
costs are now playing a major role in the calculations of industrial users. With the
coming of Amazon.com to Shakopee, a new, higher floor has been established
for employee pay; when added to higher construction costs, users are now
regarding land prices as one of the few remaining areas where project costs can
be contained. As a result, land prices for “as-is” industrial sites have stabilized and
perhaps peaked.
Many of the remaining industrial sites are in areas once envisioned for office uses
that cities have (sometimes reluctantly) re-guided. In such cases, city officials
are seeking to mitigate that compromise by demanding high finishes and other
aesthetic features, thus driving up building costs and exerting downward pressure
on land values

MULTI-FAMILY RESIDENTIAL LAND PRICES STABILIZE
Momentum is still evident in the multi-family land market, both in Minneapolis and the suburbs. With most of the best sites
already taken, the multi-family land market isn’t as explosive as in recent years, which could fairly be described as the hottest
in Twin Cities history. Rather, in the second half it was “chugging along” at a good pace, with stabilization in land prices and
per-unit apartment development costs evident.
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INTENSE DEMAND FOR SINGLE-FAMILY RESIDENTIAL LAND
Well-capitalized local and national homebuilders are actively seeking sites as consumers resume purchasing single-family
homes. But as in the first half of the year, deal flow was limited by buyers’ unwillingness to overpay.
Rising construction costs and regulatory expenses have made profit margins on new homes very tight, and with memories
of overextended land positions during the Great Recession still fresh, builders were cautious and refused to give in to sellers’
price demands. They continued to show a willingness to walk away from deals, rather than buying sites and carrying them on
their books.
Interest rates were on the rise, and while that may spur short-term home sales for those seeking to lock in while they can, in
the long term higher rates could test the limits of the new home market and put downward pressure on land values.
RETAILERS OF ALL SIZES EXPLORING MARKET
Retail land interest was evident from big-box retailers in the second half, including grocery chains such as Meijer and Hy-Vee,
and from home improvement retailer Lowe’s. Meanwhile, smaller retailers were also in the land market, including interest
from service retailers such as Kwik Trip and developers of neighborhood-scale, in-line multi-tenant buildings.
Retailers both large and small are following the rooftops of new suburban single-family neighborhoods, seeking prime corner
locations within those areas. They are also gravitating to mixed-use, in-fill/redevelopment projects in Class A suburban
locations such as CityPlace in Woodbury and Central Park Commons in Eagan.
In specialty land uses, the campaign promises of President-elect Donald Trump to spend billions of dollars on infrastructure
improvements have prompted construction-related companies (such as sand and gravel, asphalt, concrete and pipe
providers) to secure land for anticipated expanded operations. This specialty-use activity helped push up industrial land
prices on the fringes of the Twin Cities metro.
OUTLOOK
• Land prices for industrial and multi-family may have reached their peak in 2016, with an inevitable stabilization to follow in
2017. There may be some room left for them to rise, but probably not at the rates seen when the market reached all-time
highs across all the commercial sectors.
•W
 ith the surprise election of Republican Donald Trump as U.S. president, high-net-worth real estate investors are
entering 2017 with a bullish outlook and seem likely to continue to pour capital into the sector. Builders, developers and
construction trades feel confident they will have “one of their own” in the White House and so are gearing up to buy more
equipment and expand inventories.
•R
 ising interest rates, however, could change the outlook quickly. After spending the post-recessionary period at the lowest
levels possible, sentiment remains that rates will have to rise at some point, and when they do, it will hurt homebuyers and
could ultimately affect land prices.
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