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Where is the best location to buy a house after finishing the MBA Program?

Dan Bartholomae

Chris Georgevich

Overview
In recent months, economists, journalists and real estate agents have been able to agree on one obvious fact:  If you have even the slightest interest in purchasing a home, and you have the funds to supplement your desire, the time to buy is now!  The market for sellers has slumped in the past year due to rising interest rates on adjustable mortgage rates and the record number of foreclosures occurring in the Unites States.  There has never been a better time to purchase a respectable and comfortable piece of residential real estate at an affordable price.

As soon to be MBA graduates, the thought of purchasing real estate is a tempting one, as the market is in the buyer’s favor, and soon we will have the finances to support such a decision.  Once the decision to begin the search for a new home has been made several factors have to be taken into account in terms of which house to purchase.  The factor that is the most important and has the greatest effect on all other considerations is the location of the house.  Due to our interest in the housing market, we have attempted to build a model that would give a soon to be MBA graduate the best idea of which location would be best based on a variety of factors and their personal preferences in regard to those.  In doing so, we constructed a BOCR model.
Alternatives

When considering the alternatives in regard to location, we both considered several different local neighborhoods, their characteristic, and the benefits, costs, opportunities and risks associated with living in them.  A limit we noticed while evaluating these alternatives was that the neighborhoods were restricted to the Pittsburgh area.  Both Chris and I realize that the possibility exists that we may move elsewhere at the conclusion of our study.  A model that told us the best neighborhood to live within the Pittsburgh area would certainly limit our outcomes.  Therefore, we decided to generalize our alternatives so that any MBA grad could utilize the model.  The alternatives to be considered are:

· City

· Suburbs

· Rural Area

The alternatives offer a diverse set of contrasting benefits, costs, opportunities and risks and would be relevant to anyone searching for a home.

Strategic Criteria and Ratings

The strategic criteria relevant to the model are all considered to be related to social, economic, and educational concerns.  Clearly, all three are relevant to the criteria inherent in making a decision on the purchase of a home.  The ratings used to determine the priorities of the criteria within the BOCR model are outlined in the figure below as well as the priorities for ratings:
[image: image1.png]Ratings for Super Decisions Main Window: Final Draft 1 formatted.mod: formul..
Ble Edt

Vew  Caculatons

Priities

Help

Super Decisions Ratings

[Carest Prospects
0116500

[Communty
0032074

[Financial
0517313

Liestle
027403

Benefts

0265143

High

Mary

Moderate

High Satistaction

Opportrites

0168288

High

Many

Moderate

oderate Satsfact

Costs

0254887

Moderate

Fow

High

oderate Sastact

Risks

(ST

Moderate

Few

High

High Satistaction





The benefits, costs, opportunities and risks fluctuate depending upon the category.  Ultimately, the decision criteria involve a high amount of Risks, a similar amount of Costs and Benefits, and a lower amount of Opportunities.  All will weigh into the final decision as none have a value lower than .10.  Your decision could highly benefit your career prospects, could offer many community oriented benefits, offers a moderate financial benefit and a benefit of high satisfaction.  The opportunities associates with your career prospects would be high, there are many community opportunities available, there are moderate financial opportunities, and moderate lifestyle satisfaction opportunities.  There are moderate costs associated with your career prospects, few community costs, high financial costs, and moderate lifestyle costs.  Finally, risk is moderate in regards to your career prospects, few related to your community, high related to your finances, and high related to your lifestyle.
BOCR Criteria and Sub-Criteria

The alternatives were evaluated based on the BOCR Criteria and the relevant Sub-Criteria.  Listed below are the Criteria and Sub-criteria, their priority levels, and a brief description of each model.  Note that within the descriptions, any key assumptions made that impact the results of the model are explained.
Benefits:

· Social (.14286)
· Community

· Family and Friends

· Personal Considerations
Community included the different events/aspects of a community that one would enjoy (i.e. Arts/Sports/Parks).  The city, for example, offers more of a benefit of the arts and professional sports as those things are close by and a part of the community.  A rural area would realize less of a benefit in this area but more of a benefit in terms of Parks and Recreation.  The suburbs offer the benefit of a nice mix of both.  Family and Friends analyzes factors that would benefit the relationship with your family and friends.  A key assumption within this model is that our family lives in the suburbs and our friends are in the city.  Therefore the benefit of being with them is greater for those two areas and less for rural areas as it would lessen your time with them due to proximity.  Personal considerations included other factors that affect the benefit you get out of your neighborhood.  Close proximity to your neighbors is not seen as a benefit.  A rural area would be most beneficial in this area because the homes are much more spread out.  Stress level plays into all factors.  A rural area would be less stressful for a family due to the simplicity of the area while living in a busy city would produce more stress.   
· Economic (.57143)
· Commercial

· Neighborhood

· Transportation Costs

· Taxes

Economic benefits are of high priority in the model.  Commercial activity such as restaurants, malls and supermarkets are more beneficial in the city due to the diversity of offerings within a city.  Neighborhood considerations such as population growth and population density are greater in a city than in a rural area.  The suburbs offer the highest amount of population growth as more people are sprawling out to them.  Tax benefits are higher in a rural area and suburb than the city as city taxes seem to be higher.  Tax revenues, however would be more beneficial to a city due to the high tax.  Transportation benefits are higher in a city due to the amount of public transportation and the close proximity of everything.  A key assumption in this model is that both work and common destinations are considered to be close to the city, therefore the benefit is higher the close you get to the city.
· Education (.28571)
· Taxes

· School Districts

Education benefits analyzes the School Districts and Taxes associated with education.  The quality and quantity of public and private schools differs in each area.  We assume that the quality of education is best in the suburbs, yet the quantity of schools increases in the city.  The benefit of lower taxes is best in a rural area where there are less school and less tax associated with them.

Costs:
· Social (.12202)
· Family and Friends
· Personal Considerations
Social costs associated with family and friends deal with the costs of spending time with family and friends and family happiness.  Being further from family and friends is a greater cost than living within close proximity.  Again, the model assumes that family lives in the suburbs and friends in the city.  Personal considerations include the costs associated with stress level, proximity to neighbors and safety/crime.

· Economic (.64833)
· Housing Costs

· Transportation Costs

· Personal Considerations
Economic Costs are of great importance to the model.  Housing costs include taxes, insurance, utilities and the cost of the house in comparison to the size.  All are very high in the city where things usually cost more.  In a rural area is the least costly alternative, where taxes and utilities are low and one can buy a large house for a smaller amount of money.  Transportation costs again assume that common destinations and work are closer to the city.  Therefore, the further away from the city you get the more costly they become.  Personal considerations include the costs associated with your stress level and safety/crime.  Assuming a rural area to be the safest and most stress free, this is the least costly alternative.
· Education (.22965)
· Public Schools

· Private Schools

Education analyzes the costs associated with Public and Private Schools.  A common theme within this model, the costs increase the closer one gets to the city.

Opportunities:
· Social (.12196)
· Political Involvement

· Community

· Family and Friends

There is a greatest opportunity for political involvement in the city and the lowest opportunity in the rural area.  There is a greatest opportunity to spend time with family and friends in the city followed closely by the suburbs.  The rural area offers the best opportunity to visit parks and other recreational areas.  The city offers the greatest opportunity for arts and culture and sporting events.
· Economic (.55842)
· Neighborhood

· Industry

· Taxes

· Transportation Costs

The population density and growth are key indicators of a neighborhood’s economic state.  The more densely populated an area is, the more important an individual’s property value is worth when compared to the neighborhood’s growth in value.  The wage tax rate affects the population growth more than the population density and also is more important in the city than in the suburbs and rural areas.   Blue Collar and White Collar industries also have an impact on the homeowner tax rate.  Blue Collar workers typically have a lower income than white collar workers and are affected more by the homeowner tax rate than the wage tax rate.  Living in the city provides the greatest opportunity for public transportation when compared to the other alternatives.  The city’s close proximity to common destinations such as shopping areas and work is another opportunity that the city rates the best.  Rural areas are rated the lowest in this area.  
· Education (.31962)
· School Districts

· Family

· Extracurricular Activities

The proximity of schools in the city results in the highest opportunity and the lowest in rural areas.  The quality of public schools seems to be the best in the city and the quality of private schools are slightly better in the suburban areas.  The city contains the highest quantity of schools because of the higher population.  The city offers the greatest opportunity for extracurricular activities and the rural area offers the lowest opportunity.  The suburbs seem to offer the greatest opportunity for family happiness and a higher level of education.  City rated slightly lower in the family cluster.
Risks:

· Social (.09140)
· Family and Friends
· Personal Considerations
Spending time with family and friends in the city is most risky because of the likelihood of many of them living in either the suburbs or rural area.  The safety and crime of living in the city is the most risky too.  The stress level of living in the city is also the highest when compared to living in the suburbs and rural area.  
· Economic (.69096)
· Housing Costs
· Transportation Costs
· Personal Considerations
Housing Costs are the most significant risk in the model.  A high insurance cost is most risky in the city and least risky in the rural area.  The size of house relative to the cost is the least risky if in the rural area.  Living in the rural area or suburbs result in a higher risk of a longer commute time to work and a longer drive to common destinations such as shopping areas.  The safety of living in the city along with the stress level is riskiest in the city and least risky in the rural area.
· Education (.21764)
· School Districts
The rural area is the most risky when comparing the proximity of schools, quality of private schools, and quality of public schools.  The city is the least risky followed closely by the suburbs.

Results

The table below explains the results for each network and the top level:
	Alternatives
	Top Level
	Benefits
	Opportunities
	Costs
	Risks

	City
	.305999
	.395890
	.390730
	.239049
	.527533

	Rural Area
	.340717
	.307992
	.099472
	.401676
	.343769

	Suburbs
	.353284
	.296118
	.509797
	.359275
	.128699


As the table above details, the best choice of location of buying a house is in the suburbs.  It is important to note, however, that the three choices all had very close top levels.  This was due to the differences they displayed within their Benefits, Opportunities, Costs and Risks.  The city provided the most benefits.  This is not a surprise when you think of the close proximity the city is to our workplace, and to the types of activities that we enjoy doing in our free time.   Again it is important note the assumption made that our workplace and common destinations are found in the city.  It is important to note here that the final levels within benefits are the closest of the four criteria.  We believe that is due to the existence of diverse pros and cons in terms of benefits within each area.  While the city has more social benefits, the economic benefits inherent in the rural area and suburbs are a sharp contrast that keep these levels similar.
In terms of cost it is clear that the city is the least desirable option.  High taxes and home prices, as well as the higher cost of education plays a significant role in this.   It is important to note that the possible need for private schooling within a city lead to higher education costs. The rural area and suburbs’ costs are mainly associated with their far proximity from the workplace and common destinations.  Usually prices for similar homes are cheaper in both areas, as are the taxes and education costs.  As we find out, this plays a significant role in the final decision.

The opportunities of living in the city and suburbs are close with living in the rural area not far behind.  Living in the city provides the greatest opportunity for lower transportation cost because of the likliehood of a shorter commute to work and school.  Living in the suburbs, however, often results in a greater opportunity to live in a flourishing neighborhood.  Living in the city is the riskiest both socially and economically.  The suburbs and rural area both offer quieter living and cheaper, less volatile housing costs when compared to the city.  Transportation costs are less risky if living in a city because of the closer proximity of work and other common destinations.
In the end, we are not surprised that the top decision within this model is to purchase a house in the suburbs.  Within the criteria used to make the decision, the suburbs seems to be the perfect mix of what we are looking for in an area to purchase a home.  The suburbs seem to perfectly blend the benefits inherent in the city and a rural area.  You are close to the action of the city, yet far enough away to enjoy the peace and tranquility of local parks.  Costs are lower than the city as are the taxes.  Opportunities are high, as the suburbs continue to grow and the communities are strong.

Sensitivity Analysis

Attached below are the sensitivity analysis graphs for the four strategic criteria:
CAREER PROSPECTS:
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COMMUNITY:
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FINANCIAL:
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LIFESTYLE:
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Appendix I:  Top Level Network
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Appendix II:  BOCR Sub-Networks:
Benefits:
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Opportunities:
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Costs:
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Risks:
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Appendix III:  Benefits-Economic Sub-Network:
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Appendix IV:  Benefits Education Sub-Network:
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Appendix V: Benefits Social Sub-Network:
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Appendix VI: Opportunities Economic Sub Network:
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Appendix VII: Opportunities Education Sub Network:
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Appendix VIII: Opportunities Social Sub Network:
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Appendix IX: Costs Economic Sub Network:
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Appendix X:  Costs Education Sub Network:
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Appendix XI: Costs Social Sub Network:
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Appendix XII:  Risks Economic Sub Network
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Appendix XIII:  Risks Education Sub Network
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Appendix XIV:  Risks Social Sub Network
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