REAL ESTATE
MARKET TRENDS

It is important to consider real estate market information and use it to inform the planning
process. It is especially important when considering how a plan will be implemented. Forces that
impact demand, for example, include population growth trends, technological change, economic
restructuring, demographic shifts, and cultural preferences. On the supply side of the equation,
important forces include construction rates, workforce profile, access to capital, condition and
quality of existing building stock, and regulation.

Researching the market can take many forms depending on a community’s need. In developing
communities, for example, market research could include a broad assessment of land use trends
that can help set feasible parameters for the supply of acreage for new development. In fully
developed communities, market research could include a focused feasibility study of redevelopment
in small areas targeted for revitalization.
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Regardless of a community’s size, character, or development pattern, there are a number of best
practices to keep in mind regarding the use of market information:
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R ENTA L HO US I NG M A R K ET
It is important to track the performance of the rental housing market because it provides critical
housing to key segments of the population for whom homeownership is not affordable or
advantageous. This might include younger households unable to qualify for a mortgage, older
households who desire lower-maintenance housing, transplants acclimating to new surroundings
before making a home purchase, or households enduring a divorce or other life status change that
requires an immediate need for new housing.

A healthy rental market has several characteristics: 1) a range of housing options that appeal to
a variety of household types since different households often have different housing needs; 2)
rents that are consistent with prevailing wages; and 3) a vacancy rate that is considered to be in
equilibrium or, in other words, the point at which vacancies are plentiful enough to accommodate
most households in need of housing, but not so high that landlords are unable to maintain their
properties due to low revenues caused by excessive numbers of vacant units.

Faribault currently has a strong mix of rental housing types. Of the roughly 3,000 renter-occupied
housing units, about 40% are located in traditional market rate apartment buildings; 20% are
in income-restricted apartment buildings; and 10% are in age-restricted or senior housing
developments. The remaining 27% of renter-occupied housing units are located in single-family
homes. When demand for housing is high and new construction is unable to meet demand, it is
common for many owner-occupied housing units, especially single-family homes and townhomes,
to convert to rental properties.
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Rents in Faribault have been rising on average 2-3% per year over the last several years due to
a lack of housing supply combined with increased demand from employment growth. The rent
increases, by and large, have exceeded the rate of overall inflation. According to the US Census,
the median household income in Faribault increased 0.8% per year from 2010 to 2016. Rapidly
rising rents that outpace incomes means households with modest incomes must either forgo
other essential needs (e.g., food, clothing, healthcare, transportation, etc.), combine with other
households, or move to another community with lower housing costs.

Based on a study commissioned by the City of Faribault in late 2017/early 2018, the overall vacancy
rate for rental apartments in Faribault is 0.8%. This is an extremely low vacancy rate. (Most
housing experts agree a 5% vacancy rate is considered healthy and at equilibrium. Furthermore,
the vacancy rate has been low for many years. The impact of persistently low vacancy is that many
households that want to relocate to the area are unable to do so due to a lack of availability. It also
means landlords are in a position to raise rents, sometimes excessively. In many cases, this results
in the need to combine households, either because of inability to keep up with rising rents or a
simple lack of housing options. In either case, it can often result in rapid wear and tear on units not
designed for such occupancy conditions.

The rental vacancy rate in Faribault is 0.8%, which is
extremely low and is resulting rapid rent increases,
overcrowding, and an inability to attract workers.
Source: Market Study Commissioned by the City of Faribault in 2018
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FOR SALE HOUSING MARKET
Roughly two-thirds of the housing units in Faribault are owner-occupied. Therefore, trends in the
for-sale housing market will have a direct impact on the majority of Faribault residents.

From the late 1990s until the mid-2000s, the for-sale housing market experienced unprecedented
growth fueled by historically low mortgage interest rates, new mortgage products that reduced
down payments, and favorable demographics. By 2007 and especially 2008, it became evident
that overheated demand had resulted in a housing bubble that once it crashed caused declines in
housing values not seen since the Great Depression 80 years earlier. In Faribault, the median home
sales price peaked at $142,000 in 2006 before falling to $100,000 by 2011, a 30% decline.

Like most communities, the housing bust of the late 2000s had a profound impact on the City
of Faribault. Historic price declines created a very challenging market because as many homes
went into foreclosure and ultimately transitioned from being owner-occupied to renter-occupied. It
also meant many homeowners found themselves owing more than the value of their home, which
prevented them from making critical improvements to their homes or relocating to a home that
better met their needs.

[63]

As Minnesota and the nation recovered from the Great Recession so did the for-sale housing
market. Although it took roughly five years to regain the value lost during the recession, the median
sales price for Faribault in 2018 was $177,400, a 77% increase from the lowest point of the housing
bust.

Figure 33: Median Home Sales Price 2008-2017
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NEW HOME CONSTRUCTION
Even during periods of slow household growth, it is often critical to support even nominal amounts
of new housing development because of the need to replace homes that are obsolete or in poor
condition, meet demand for new product types that may not currently be available in the community,
and to stimulate new investment.

New home construction declined significantly during the housing bust and, unlike housing prices,
has yet to return to a historic pattern. Between 1990 and 2006, the average number of new singlefamily homes built each year was 62. Since 2007, the average annual number of new homes
constructed has been 12.

The slowdown in the construction of new housing has helped the for-sale housing market to recover
in terms of sales prices. However, the lack of construction can also inhibit employment growth as
many employers are dependent on a healthy housing market to attract and retain workers. Without
a healthy stock of housing, employers are more likely to consider other communities in their growth
and/or relocation plans.
Figure 34: Faribault Building Permits – New Dwellings 1990-2018*
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R ETA I L M A R K ET TR EN DS
The availability of a wide range of retail goods and services within a community is often considered
an important factor in why people choose to live or work where they do. Historically, a community’s
“main street” served as the primary location for where retailers, most of which focused on a
particular good or service, tended to congregate.

As the automobile became the primary means of transportation for most households in the post
WWII era, new locations at the intersection of major roadways emerged as an alternative to the
traditional main street. These new shopping districts were defined by an orientation toward the
automobile with plentiful parking and easy vehicular access. Eventually, retailing models adapted to
this new environment and large-format stores, such as Wal-Mart, became the dominant retail form,
which greatly reduced the need for smaller retailers focused on specific goods or services.

Today, retailing is undergoing a major transformation due to advances in digital technology
and logistics. This new technology in some instances is directly replacing entire categories of
certain retail goods (e.g., books, music, videos, etc.). More significantly, though, it is allowing fast
and efficient home-delivery on such a scale that it is eliminating the need for many retail stores
altogether. The more a good is considered a commodity, the more it is at-risk of being marketed by
on-line retailers who can deliver a product at a fraction of its historic cost due to the savings created
by eliminating the expense of a traditional retail store.
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As of 2018, e-Commerce or on-line retailing
accounted for nearly 10% of all US retail sales. In
2009, it accounted for 4% of all US retail sales.
Source: US Census: E-Stats, E-Commerce Multi-sector Report

The short-term effect of this retail transformation is still not entirely clear because many large
retailers (e.g., Target) that prospered under the previous retailing-era are still trying to figure out
how they can use their vast resources to take advantage of this new environment. What is known,
however, is that traditional stores that are thriving in this new retail environment are doing so by
emphasizing the selling of a retail experience instead of a retail good. This approach is proving
successful because an important component to retailing, regardless of the era, is that it is often a
social activity as much as a necessity. Therefore, relationship building through human interaction
appears to be the primary characteristic that will link most traditional retail stores of the future to
one another.

Over the long-term, if these trends persist, the need for retail space will likely shrink but certainly
not go away. Large format retail stores that dominated the retail landscape of the late 20th century
will give way to physical environments that support human interaction and relationship building.
In particular, pedestrian-scaled business districts found in many historic downtowns will be well
positioned to capture the type of retail space demanded in the future.
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R ETA I L D I STR I CTS
Retailers tend to concentrate in one of several districts in Faribault each with different
characteristics and dynamics. Downtown Faribault is the City’s historic retail district. With many
late 19th and early 20th century buildings, the built environment is compact, pedestrian scaled, and
conducive to supporting small independent businesses attracted to more affordable commercial
rents and a plentiful supply of smaller spaces. Due to challenges in accommodating automobiles,
retailers that thrive in the Downtown are more focused on customers seeking specialty goods and
services (e.g., artisan baked goods, art galleries, organic grocers, ethnic markets, etc.) instead of
capturing convenience minded shoppers.
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Highway 60 or 4th Street is a major east-west thoroughfare that connects Downtown Faribault to
Faribault Airport
Interstate 35.
It is a commercial corridor with a concentration of mostly automobile-oriented
retail
3
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properties. Businesses mostly serve local residents and include both small independently owned
stores as well as large national chains. At key intersections, there are often several fast food
restaurants. Grocery and drug stores anchor the corridor and include Hy-Vee, Aldi, Fareway Foods,
and Walgreens.
Figure 35: Major Retail Anchors within Faribault
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At the intersection of Interstate 35 and Highway 60, the Faribo West Mall and Wal-Mart anchor a
retail district. With visibility from Interstate 35, this area not only attracts local shoppers but also
shoppers from nearby small towns and townships. The businesses in these properties also compete
with retailers at other highway interchanges north and south of Faribault. Due in part to increased
competition locally (Wal-Mart) and regionally (other large format retailers within a 20 minute drive)
as well as limited reinvestment and an aging building format, the Faribo West Mall has struggled to
maintain high occupancy in recent years.
Figure 36: Regional Retail Districts
BIG BOX

Target
Walmart
Best Buy

Costco
Kohl’s
At Home
TJ Maxx
Home Depot

REGIONAL MALL

BURNSVILLE (35 miles)

88B

Macy’s
JCPenney
Dicks Sporting Goods

87

GROCERY

Cub Foods

86

BIG BOX

LAKEVILLE

85

Walmart
Target
Marshalls

(30 miles)

84

GROCERY

Cub Foods

81

NORTHFIELD (15 miles)
BIG BOX

76

Target
Menards
GROCERY

Cub Foods
Econofoods

66

FARIBAULT

59

BIG BOX

Walmart

56
55

GROCERY

Hy-Vee
Fareway Grocery
Aldi

48

MEDFORD OUTLET CENTER

45
43

BIG BOX

Kohl’s
Walmart
Lowe’s

Target
Mills Fleet Farm

BIG BOX

Cash Wise Foods
Aldi
Hy-Vee

42
41
40

OWATONNA (30 miles)
N

[69]

North Lyndale Avenue (Highway 21) is a north-south thoroughfare that connects the north side
of Faribault to the southern and eastern portion of the City as well as Interstate 35. Employment
growth in this part of the City, along with access to Interstate 35, has resulted in an emerging retail
district that is automobile-oriented and very much convenience-focused. The buildings in this
district tend to much newer than what is found in other retail districts of the City.

There used to be a small concentration of retailers located along Lyndale Avenue south of 4th Street
that primarily served residential neighborhoods in the southern half of the City. K-Mart was a key
anchor and when it closed many years ago the retail properties in the district converted into other
uses.
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OFFICE MARKET TRENDS
Historically, the demand for traditional office space has been driven by financial and professional
service firms or the administrative needs of large companies and organizations. In Faribault, where
the manufacturing sector has always played such a prominent role in the economy, the demand
for traditional office space has been relatively small and mostly limited to independently owned
professional service firms with a local client base, such as insurance agents, attorneys, real estate
agents, financial planners, etc.

Small professional service firms tend to gravitate to quasi retail locations that are easily accessible
to their clients. The demand for additional office space among these types of businesses is most
often commensurate with overall population growth. Examples of these types of office properties
are concentered near the Downtown along the east side of 1st Avenue NE north of 3rd Street
NE. There is also a concentration of properties along 4th Street NW in the vicinity of 5th Avenue
NW. These types of businesses often do not have strict spatial requirements and therefore can
easily occupy properties that have been retrofitted from a previously different use. Several of the
properties along 4th Street NW, for example, are older homes that have been adapted into small
office buildings.

In recent years, however, with the rapid growth of the healthcare industry, medical office buildings
have emerged as an important office submarket. These properties typically have specialized space
needs due to the equipment often needed for modern medical procedures. The vast majority of
newer office space in Faribault is located in medical office buildings. The Crossroads Professional
Building located at the intersection of Lyndale Avenue North and 20th Avenue NW is an anchor to
an emerging medical office district.
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Another important emerging trend in the evolution of office space has been the proliferation of small
entrepreneurs with advanced technological skills seeking out all manner of business opportunities
in a growing digital economy. Although many of these small entrepreneurs can and often do
work out of a home office, many have come to value non-traditional office environments that
foster collaboration among other entrepreneurs for purposes of networking, problem solving, and
camaraderie. Often times referred to as “co-working” environments, some property owners have
begun creating specialized spaces that cater to these types of entrepreneurs with amenities that
include traditional office benefits (e.g., access to printers, telecommunication network, conference
rooms, etc.) along with features such as unique work spaces, all hours access, flexible leases, and
locations proximate to coffee shops, restaurants, parks, etc.

Other important global trends that are impacting the demand for office space include:
•

Digital technologies are reducing the amount

•

of space needed per worker
•

near neighborhood amenities (e.g., shops,
restaurants, parks, trails) in order to attract
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and retain younger workers

age of laptops, smart phones, and tablets
are demanding vastly different office
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•

Telecommuting is increasing, but
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and where it is appropriate to be “at work”

The average amount of space needed per office
worker has declined from 250 square feet in the
1990s to 150 square feet in the 2010s. This has
dramatically reduced the amount of real estate
needed for traditional office uses.
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INDUSTRIAL MARKET TRENDS
Industrial uses typically involve some type of production, storage, distribution, or repair. Historically,
industrial activities often located near rivers because of their potential for water power and
transportation. Railroads then replaced rivers as the primary driver of where to locate industrial
uses. Eventually, proximity to highways and airports became the preferred location for many
industrial uses.

This historic legacy is still evident today in Faribault. Many of the City’s industrial sites are located
along a river or rail line even though current users may no longer require water power or rail
access. Nevertheless, many of these older industrial sites present challenges for their current users
because they are often surrounded by incompatible uses (e.g., residential), have aging physical
plants, are restricted in their ability to expand or modernize, or cannot easily accommodate truck
traffic. In Faribault, many of these older industrial sites are concentrated along the Cannon River.

Newer industrial development has migrated to the north side of Faribault along the east and
west sides of Interstate 35 north of Highway 21. This area of Faribault has access to Interstate
35, is proximate to the Faribault Airport, has sufficient land available to accommodate modern
industrial needs, and lacks the type of nearby uses that may be incompatible with many industrial
activities. Furthermore, this area is closest to the Twin Cities metro area, which is a benefit for firms
dependent on the Twin Cities market.

The market for industrial land has been very strong in recent years. The business park located in
the newly developing northern portions of Faribault is nearly built out. Several expansions have
occurred in recent years adding many hundreds of new jobs and thousands of square feet of new
space. In the greater Twin Cities market, industrial space has seen average rents rise nearly $1.00
(17%) per square foot in the last five years and overall vacancy has declined from 6.0% in 2011to
3.4%. Much of this demand has been fueled by the economic recovery after the great recession.
However, long term trends have also driven the market, namely the shift from traditional retailing
to on-line retailing, which requires a larger and more decentralized system of distribution and thus
increased demand for sophisticated distribution facilities located throughout the country.
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