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EXECUTIVE SUMMARY

Over the next three decades, the Twin Cities metro area will grow from 2.85 million to 3.67 million
residents, or by about 29 percent. This is competitive with the nation’s projected growth of 31 percent
over the same period, and above average among major metros in the Midwest. Put differently, the Twin
Cities metro area will account for 70 percent of Minnesota’s growth to 2040. In all, nearly 400,000
households will be added. More than 700,000 space-occupying jobs will also be added, requiring more
than 300 million square feet of net new enclosed space. With about 1.2 billion square feet of space
requiring replacement, there will be about 1.5 billion square feet of nonresidential development during
this period or about 1.5 times the total enclosed nonresidential space supported in 2010.

Figure A
Counties making up the Twin Cities Metro Area
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For the metro area as a whole and the central and non-central counties, there will be important changes
from 2010 to 2040:
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For the Twin Cities Metro area as a whole, senior citizens (65+) will account for 58 percent of the
share of the population change between 2010 and 2040. In the central counties of Hennepin and
Ramsey, seniors will account for 70 percent of the population change while for all other counties
their share will be 47 percent. The aging of existing residents will be a dominant demographic
change.

The “new majority” demographic, comprising all racial and ethnic minorities, will account for
nearly all net growth in the Metro area, all the growth in the central counties, and 77 percent of
the growth in the non-central counties.

Between 2010 and 2040, for the Metro area as a whole, households with children will account for
23 percent of the total household change while households without children will account for 77
percent. For the central counties the figures are to 21 percent and 79 percent respectively, while
for the non-central counties the figures are 24 percent and 76 percent respectively. One-person
households will account for 38 percent of the total change for the Metro area, 47 percent for the
central counties, and 31 percent for the non-central counties.



As seen in Figure B:

e Between 1990 and 2010, households in their peak housing demand years (with residents between
35 and 64) accounted for about 80 percent of the growth in housing demand. But over a
comparable 20-year period, from 2010 to 2030, that same group will account for just 9 percent of
the growth in housing demand.

e From 1990 to 2010, downsizing households (with residents 65 and older) made up 20 percent of
new housing demand. But over the next 20 years they will account for 85 percent of the demand
share. Market research shows this segment prefers smaller homes on smaller lots or attached
options.

The bottom line is that demographic shifts have been and remain influential drivers of the form, location,
and nature of the region’s development. Understanding these drivers and their implications for the built
environment, and appropriately planning for and shaping the region’s growth in recognition of these
new drivers, are key to assessing the region’s future needs. Consider:

e The number of households in the peak housing demand period of their life cycle (householders
35-64) grew by about 220,000 between 1990 and 2010. These are the households with families,
peak incomes, and the desire for more space on larger lots.

e That same peak housing demand group will grow by only 25,000 households between 2010 and
2030, about one-ninth as many as seen in the previous 20 years.

e The next wave of demand will be households with residents 65 and older. These empty-nest
householders are in the downsizing phase of their life cycle. Between 2010 and 2030, their
number will grow by 230,000 households.

e About half of seniors who own homes become renters after they sell. Between 2010 and 2030,
there may be tens of thousands more seniors trying to sell their homes than there are buyers for
them.

For the past half-century, housing demand in the Twin Cities was driven by baby boomers’ parents who
wanted to raise their children in suburban, single-family, detached homes on larger lots, and then by
boomers themselves as they became parents. Planning throughout the Metro area continues to be based on
the baby boom “time warp.”
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Figure B
Growth share by householder age, 1990-2010 and projected for 2010-2030

1990-2010
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Source: Arthur C. Nelson.

The next generation of demand for homes may be driven by different and emerging preferences. Analysis
of the National Association of Realtors” 2011 and 2013 stated-preference survey indicates that:

e More than half of Minnesota respondents would prefer to live in a mixed-use neighborhood
offering a variety of housing choices, walkable destinations, and other features. No more than one

in five households has this option now.

e About 40 percent of Minnesota respondents would choose to own or rent an apartment or
townhouse if it had an easy walk to shops and restaurants and offered a shorter commute to work.

e About 60 percent of those preferring detached options would choose smaller lots over larger if,
again, these were in walkable, amenity-rich neighborhoods.
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Given these parameters, this report estimates a shifting mix of housing products demand for the
next 30 years:

0 41 percent attached homes (townhouses, condominiums, and apartments);
0 33 percent detached homes on smaller lots; and
0 26 percent detached homes on medium- and large-lots.

Compared to this new demand, detached homes on medium- and large-lots are presently over-
supplied. The reason is the dramatic shift in demographics illustrated in Figure B. Put differently,
to meet housing demand by type in 2040 all new residential units will need to be attached options
(apartment, townhouse, condominium) or small-lot detached homes.

Moreover, the future of nonresidential development (in which jobs are housed) will be the redevelopment
of existing structures and the parking lots on which they sit. The amount of nonresidential development
may be nothing less than staggering.

Nonresidential floor-space will grow by more than 300 million square feet between 2010 and
2040.

Nearly 1.2 billion square feet of nonresidential space will be repurposed, redeveloped, and
otherwise recycled between 2010 and 2040.

Altogether, nearly 1.5 billion square feet will be constructed between 2010 and 2040, nearly
equivalent to 1.5 times the volume of floor-space supported in 2010.

Nearly all the nonresidential recycling will occur on sites with low floor-area ratios — sites that
are mostly parking lots.

In many respects the future of the Twin Cities will be shaped by how policymakers guide the
redevelopment of existing nonresidential spaces.

The built environment of the Twin Cities will be reshaped through a combination of new drivers of
housing demand and recycling of existing nonresidential spaces. To accommodate emerging market needs
efficiently, effectively, and equitably, a series of actions are needed at the local, regional, and state levels.
In summary, they include:
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Updating land use plans and codes to get ahead of the curve, mostly by getting beyond the baby
boom time warp.

Expanding housing choices.
Rethinking infrastructure investments.
Using existing public sector tools and inventing new ones to leverage private redevelopment.

Engaging and educating local decision makers and citizens on the implications of the sweeping
nature of demographic changes.



e Investing in modern regional transit systems that connect key centers and other nodes along
existing commercial corridors.

e Adjusting state policies to address sweeping demographic changes.

e Enabling all communities in the metro area to plan for and implement policies that broaden
housing choices responsive to sweeping demographic changes.

The challenge for the Twin Cities is to create public-private-civil partnerships that can facilitate
approaches to meet future housing needs and simultaneously reshape the massive commercial
redevelopment that will occur. If such an effort is successful, perhaps redevelopment and new
development to 2040 will support changing demographics along with other regional goals around
transportation, public health, and the environment. These partnerships are needed to leverage private
resources that can unlock these opportunities. If successful, the future Twin Cities will be more walkable,
bikable, vital, and responsive to change than is currently the case.
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INTRODUCTION

The Twin Cities Metropolitan Council serves a 3,000 square-mile region comprised of Anoka, Carver,
Dakota, Hennepin, Ramsey, Scott and Washington counties. The Metro area’s population is projected to
grow from 2.85 million in 2010 to about 3.7 million by 2040. To aid local planning and decision-making
processes, this report reviews market trends, emerging housing preferences, and opportunities for the
redevelopment of commercial corridors and nodes to meet future development needs to 2020, 2030 and
then to 2040. The report is made up of four parts.

Part 1 explores how sweeping demographic trends and changing home ownership influences will
reshape choices to 2040. This part will show that the Twin Cities will follow national trends in
becoming more diverse, somewhat older, and dominated by households without children and
households that are downsizing. It will also show how the home ownership rate will fall.

Part 2 synthesizes preference survey data from the National Association of Realtors to show that,
all other factors being equal, the future demand for housing will be for more attached (apartment,
condominium and townhouse) and small-lot options. These emerging preferences are consistent
with demographic trends. This part then projects the broad distribution of future housing needs in
terms of attached, small-lot detached, and conventional-lot options.

Part 3 identifies the kinds of jobs that occupy space, estimates the total number of workers who
will occupy built space, and estimates the space used in 2010, 2030, and 2040. This part also
estimates the volume of work space existing in 2010 that will be replaced and/or repurposed or
“recycled” to 2030 and then to 2040. As will be seen, the future of development in the Twin
Cities is redevelopment.

Part 4 synthesizes analysis and findings of the first three parts to show that much of the demand
for new attached residential and nonresidential development to 2040 could be largely
accommodated through the redevelopment of nonresidential spaces, especially along transit-
supportive commercial corridors and at nodes.

For purposes of this report, the Twin Cities metro area is comprised of Anoka, Carver, Dakota, Hennepin,
Ramsey, Scott and Washington counties. | also differentiate between what the Census Bureau calls the
“central counties” comprised of Hennepin and Ramsey (in which “central cities” of Minneapolis and St.
Paul are situated). Between St. Paul and inner-ring suburban communities, Ramsey County is
substantially built out. On the other hand, because of its very large size, Hennepin County includes the
full range of suburban communities from inner-ring to exurban, and also agricultural areas. The balance
of the Twin Cities metro area is comprised of relatively newer suburbs and exurbs as well as substantial
agricultural areas.

The report includes county-level detailed tables corresponding to selected tables in text.
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Trends will be very different for the period 2010 to 2030. Nationally, peak-housing-demand households
will account for only 14 percent of the growth, with starter households increasing to an 11 percent share
while downsizing households will dominate the market with 75 percent share of growth. While trends for
the state will be comparable, they will be very different for the central and non-central counties of the
Metro area, as shown in Table 1.5. Indeed, in central counties there will be no net new demand for homes
meeting the needs of peak-space demand households. Nearly all (99 percent) of the net new demand in
central counties will be from downsizing households (with householders over 65).

In non-central counties, about a quarter of the new demand for housing from 2010 to 2040 will be
attributable to peak-space demand households (down from three-quarters during 1990-2010) while
downsizing households will account for about two-thirds of the demand (up from a quarter during 1990-
2010).

I will next discuss the implications of other influences on home ownership rates.
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Table 1.5

Households by Age Group, 1990-2010, 2010-2030, and 2010-2040

[Figures in thousands]

United
Metric States
Baseline
HH Change 24,629
HH Change <35 (1,285)
HH Change 35-64 20,457
HH Change 65+ 5,779
HH <35 Share 0%
HH 35-64 Share 78%
HH 65+ Share 22%
HH Change by Age, 2010-2020
HH Change 13,611
HH Change <35 1,511
HH Change 35-64 3,116
HH Change 65+ 8,984
HH <35 Share 11%
HH 35-64 Share 23%
HH 65+ Share 66%
HH Change by Age, 2010-2030
HH Change 26,287
HH Change <35 2,863
HH Change 35-64 3,759
HH Change 65+ 19,665
HH <35 Share 11%
HH 35-64 Share 14%
HH 65+ Share 75%
HH Change by Age, 2010-2040
HH Change 35,226
HH Change <35 5,885
HH Change 35-64 10,041
HH Change 65+ 19,300
HH <35 Share 17%
HH 35-64 Share 29%
HH 65+ Share 55%

Note: Figures reflect only share of net growth (negative growth is zero).

Minnesota

436
-38
388
91
0%
81%
19%

245
16
62

167

7%
25%
68%

476
46
41

389

10%
9%
82%

638
111
169
358
17%
27%
56%

Metro
Council

241
-33
220
57
0%
80%
20%

139
-5
46
98
0%
32%
68%

270
17
25

228

6%
9%
85%

392
36
65

201

9%
17%
74%

Central
Counties

68
-28
85
13
0%
87%
13%

60

11
57
0%
16%
84%

119

-12
130
1%
0%
99%

172

163
5%
1%

94%

Source: Compiled from Twin Cities Metropolitan Council (metro counties).
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Non-
Central
Counties

173
5
135
44
0%
76%
24%

78

3

35
41
3%
45%
45%

151
16
36
98

11%
24%
65%

219
27
64

128

12%
29%
58%

Rest of
Minnesota

195

168
35
0%
83%
17%

106
21
15
69

20%
15%
65%

206
29
16

160

14%
8%
78%

246
75
104
68
30%
42%
27%
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Changing Home Ownership Influences

While home ownership may be a key symbol of the American Dream, it will probably become less
attainable and perhaps even less desirable by 2040 than it has been in the past. From an economic
perspective, there are four main reasons for this: rising energy costs, falling incomes, shifting wealth, and
tighter home finance. The overall effect may be substantially lower home ownership rates in the future.

Rising Energy Costs

Following World War 1l, home ownership in the United States rose steadily, rising from 55 percent in
1950 to a peak of 69 percent in 2004.> One key reason was the opening of a vast supply of inexpensive
land available for home building outside cities, enabled by highway-building in major metros. Another
was cheap gasoline: The cost of driving to work and other destinations from a suburban home was low.

Since the early 1970s, energy prices have been rising steadily. Living far from work, shopping, and other
destinations has become more expensive because of rising vehicle fuel costs and the lack of transit
options. Especially between 2002 and late 2012, the national average price of a gallon of gasoline rose
more than 10 percent per year, compounded, three to four times faster than inflation.’

Steadily increasing gasoline prices may dampen the attractiveness of suburban fringe and exurban areas
for home buying. On the other hand, homes closer to urban areas are usually more expensive to purchase.
The overall effect of rising gasoline prices may be fewer households able to both buy homes and pay for
gasoline. For the nation as a whole, housing costs average about 32 percent of after-tax household
income, while transportation costs account for 18 percent for total housing plus transportation (H+T)
costs of 50 percent. The Twin Cities metro area is 32 percent and 17 percent respectively for total H+T
costs of 49 percent.*

Falling Incomes

Not only are fuel costs rising, but incomes are falling in real terms. Median household incomes for all age
groups in each income category were lower in the beginning of the 2010s than at the end of the 1990s.°
Moreover, the national poverty rate increased from 11.3 percent in 2000 (Dalaker 2001) to 15.1 percent in
2010 (DeNavas-Walt et al. 2011). The rate of this increase appears greatest in the suburbs. Between 2000
and 2008, suburban areas accounted for nearly half the increase in the population in poverty (Kneebone
and Garr 2010). In contrast, primary cities accounted for just over 10 percent of the increase. By the early
2010s, suburbs had become home to most of the nation’s households living in poverty (Kneebone and
Berube 2013). Suburbs may be especially hard-hit because of rising gasoline prices (see above) and
lagging employment (see below). Median household incomes may rise in real terms in the future but there
appears no certainty. Combined, those effects may further alter the demand for owner-occupied homes
over the next several decades (McKeever 2011).

Shifting Wealth
There is another trend: The nation’s wealth has been shifting steadily to more affluent households. In the
1980s, about 80 percent of the nation’s wealth was held by the wealthiest fifth of America’s households.

2 See www.census.gov/housing/hvs/.

® The coefficient of determination (R2) is 0.70, the t-ratio is 35.86, and p > 0.01.

* Adapted from the Consumer Expenditure Survey accessed April 27, 2014 from
http://www.bls.gov/cex/csxgeography.htm#national for the data.

® This assessment is based on analysis of median household income from 1998 through 2012 published by the
Census, accessed May 11, 2014 from https://www.census.gov/hhes/www/income/data/historical/household/ for
Table H-1.
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Table 3.1
Metro area Space-Occupying Employment, 2010-2040
[Figures in thousands]

Forecast
Time Period, Sector & Area 2010 Year Change
2010-2020
Metro Council
Industrial 321 374 53
Office/Services 937 1,110 173
Retail/Lodging/Food 308 336 29
Institutional 345 419 74
Total 1,911 2,239 328
Central Counties
Industrial 215 250 35
Office/Services 776 919 143
Retail/Lodging/Food 209 228 19
Institutional 259 314 55
Total 1,459 1,712 253
Non-Central Counties
Industrial 106 124 17
Office/Services 161 190 30
Retail/Lodging/Food 99 108 9
Institutional 86 104 18
Total 452 527 75
2010-2030
Metro Council
Industrial 321 379 58
Office/Services 937 1,238 301
Retail/Lodging/Food 308 336 28
Institutional 345 469 124
Total 1,911 2,422 512
Central Counties
Industrial 215 254 39
Office/Services 776 1,025 249
Retail/Lodging/Food 209 228 19
Institutional 259 352 93
Total 1,459 1,859 401
Non-Central Counties
Industrial 106 125 19
Office/Services 161 212 52
Retail/Lodging/Food 99 108 9
Institutional 86 117 31
Total 452 563 111
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Percent
Change

16%
18%

9%
21%
17%

16%
18%

9%
21%
17%

16%
18%

9%
21%
17%

18%
32%

9%
36%
27%

18%
32%

9%
36%
27%

18%
32%

9%
36%
25%

Change
Share

16%
53%

9%
22%

14%
57%

8%
22%

23%
40%
12%
25%

11%
59%

6%
24%

10%
62%

5%
23%

17%
47%

8%
28%
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Table 3.1

Metro area Space-Occupying Employment,
2010-2040 — Continued

[Figures in thousands]

Time Period, Sector & Area
2010-2040

Metro Council
Industrial
Office/Services
Retail/Lodging/Food
Institutional

Total

Central Counties
Industrial
Office/Services
Retail/Lodging/Food
Institutional

Total

Non-Central Counties
Industrial
Office/Services
Retail/Lodging/Food
Institutional

Total

2010

321
937
308
345
1,911

215
776
209
259
1,459

106
161
99
86
452

Source: Employment forecast adapted from Metro Council.

I turn next to estimating the amount of space needed to accommodate these jobs.

Nonresidential Space Projections

Forecast

Year Change

367
1,367
348
543
2,625

246
1,132
236
407
2,022

121
234
112
135
603

46
430
41
198
714

31
356
28
148
563

15
74
13
49

151

Percent
Change

14%
46%
13%
57%
37%

14%
46%
13%
57%
39%

14%
46%
13%
57%
33%

Change
Share

6%
60%
6%
28%

5%
63%
5%
26%

10%
49%

9%
33%

Most workers need space within which to work. In most urbanized areas, nonresidential space accounts
for one-third or more of the built environment (excluding rights-of-way and other public spaces), and half

of the taxable value.

Estimating employment-based space needs can be complex and fraught with uncertainties about how
technology will influence the use of space in the future. The requirement for nonresidential space may be
decreasing due to trends including working at home, telecommuting, Internet retailing, even office

“hotelling,” a practice wherein workers have no full-time work area but use space when needed,

according to the task.

It is uncertain whether these factors will result in less space needed in the future. For example, working at
home involves a very small share of workers despite its growing prevalence. In 1990, people working at
home made up 3 percent of the workforce; in 2000 it was just 3.3 percent. Moreover, telecommuting does
not necessarily reduce office space needs. Telecommuters may work from home part of a day or some
days of the week but still have an office. Internet retailing is growing but may plateau because people
tend to prefer the tactile and social aspects of shopping.

Twin Cities Metropolitan Council Area Trends-Preferences-Opportunities
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In fact, a decade of advances in telecommuting, office use, and retailing technologies has not reduced
overall nonresidential space needs. In fact, the trend seems to be an increase in square feet per person.
Total nonindustrial space in the United States averaged 233 square feet per person (based on total
population) in 1992 and 246 square feet per person in 2003.*

While the nonresidential space needs per capita may be increasing over time, the actual need per worker
has not changed much (see Nelson 2004). There seems to be a debate on how small office worker stations
will become, principally because of electronic file keeping and interactions that do not require meeting
spaces, but there is no consensus. For one thing, productive people still need productive space to work in,
and office buildings still need halls, meeting rooms, restrooms, lobbies, and so forth. Office buildings are
also adding exercise space, day care facilities, and space for other activities. On the whole, | do not see
much reduction in office space per worker, though we assume it may go down to some degree, as
discussed next.

To estimate space needs per worker, | used the total square feet of space for each category of activities
reported by the U.S. Department of Energy’s Commercial Buildings Energy Consumption Survey
(CBECS 2003) and the Manufacturing Energy Consumption Survey (MECS 2006), and divided that
space by workers in each activity group for the respective years. The result is the average square feet per
worker for all workers in the industrial and nonindustrial categories. These figures include vacant space
and other space used for ancillary purposes such as building lobbies, restrooms, staircases, exercise
rooms, day care facilities, and so forth. | adapt and apply these figures to the Metro Council’s
employment projections for each major category.

The Future Is Redevelopment

There is another consideration: Nonresidential space is not as durable as residential space. My research
indicates that on average a residential unit built after 1940 may last about 170 years. That is, during any
given year about 0.58 percent of the nation’s housing stock disappears (see Nelson 2013). In contrast, in
any given year about 2.0 percent to 2.5 percent of the nation’s nonresidential stock disappears, indicating
an average life span of 40 to 50 years as illustrated in Figure 3.1. (The concept of life span differs from
depreciation; a building may be fully depreciated for tax and/or accounting purposes but remain used
while life span means the structure is removed after a certain number of years.) Of course not all
buildings disappear during this time period; high-rise towers, institutional structures, historically
significant buildings and others will last hundreds of years. On the other hand, other structures last only
10 to 20 years. Over time, nonresidential spaces will need to be recycled through demolition, rebuilding,
or renovations that renew structures for kinds of uses different from those for which they were originally
built.

The speed with which nonresidential structures are recycled depends on two major factors: the rate of
depreciation of the building and the rate of appreciation of the land on which it sits. Buildings depreciate
at widely varying rates. Depreciation for most kinds of properties ranges from about 30 years to about 60
years (adapted from Marshall & Swift 2010). But this assumes the structure is used until its intended
purpose has run its course. In dynamic metropolitan areas, few nonresidential structures are used for their
original purpose through the life of the building. The reason is that as the structure depreciates, land value

' The Energy Information Administration of the U.S. Department of Energy conducts a periodic stratified, random-
sample Commercial Buildings Energy Consumption Survey of all nonindustrial buildings in the nation. Total space
in 1992 was 69.7 billion square feet, and for 2003 it was 71.7 billion square feet, or an average of 233 and 246
square feet per person for populations of 256.5 million and 290.8 million, respectively. Unfortunately, the DoE
contractor for the 2007 survey did not produce statistically reliable information. The next survey, for 2012, will
become available later in 2014.
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