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With all due respect to Mr. Franklin, an investment in rental real 
estate isn’t too far behind.  Investing in buy and hold properties, if 
done correctly, is a great idea any time.  You may not be able to in-
vest locally, but there will always be a market that will be suitable 
if you know how to look for it.

Whether you are considering entering the buy and hold market in 
your own back yard or across the country, evaluating your target 
market first and your target property second is critical.  Yes, this is 
the investing equivalent of having to eat your vegetables before 
you get dessert, but just as your mom was right to make you eat 
your broccoli, knowing your market beforehand makes for healthy investing.  If you choose your food strictly 
based on ‘wow’ factor, you’re probably not going to end up with a very healthy diet; but if you balance ‘wow’ 
with nutritional worth, you will be prepared for whatever life throws your way.  

The same holds true for real estate investing.  It is vital to do your homework and invest in the right markets.  
You may think that you have found the most amazing deal in the history of investing, and want to snap it 
up right away; but if this “deal” is not in a market that is suitable for buy and hold investing, it doesn’t matter 
how “amazing” it is – you will get burned.  In the first section of this lesson, we will show you how to evaluate 
economic market data to make an informed decision about whether a market is suitable for not only buy and 
hold investing in general, but for your specific investment goals as well.

Once you have taken the time to find a market that fits your needs, you can start the fun task of looking for 
appropriate properties.  Some homework is needed here as well, though.  You can’t, at least at first, just trust 
your instinct on what is a good investment rental property and what isn’t.  There are several more factors to 
consider when buying a rental property than there are with a wholesale or flip purchase.  In the second section of 
this system, we will look at some of the rental-specific information you will need to know to properly evaluate 
a property.  These include rental rates, vacancy rates, and availability of good property management services.  
We also point out some of the differences in financing a rental property as opposed to an owner-occupied 
dwelling.

Lastly, we will discuss the importance of knowing your investment goals as you evaluate the buy and hold 
market that you are interested in.  Different markets are suitable to different goals, and you need to keep that 
in mind as you progress.  You need to be able to answer the question of whether you want a property that will 
provide a strong cash flow or whether you are looking for a property that will appreciate.

“An investment in knowledge pays the best interest.”
                              - Benjamin Franklin

Introduction
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Take the time to do some research and become familiar with basic economic terms that look so much like 
alphabet soup to a rookie investor:  GDP, MSA, HAI, NOI, GOI – and the list goes on.  As you put effort into learning 
the economic basics, you will start to develop a better feel for the conditions that make for good buy and hold 
investing.  Take full advantage of all of the free resources out there on the Internet.  You will be able to analyze 
markets more rapidly and even start to recognize or predict trends.  Your diligence will pay off in being able to 
select profitable markets.
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To be a successful buy and hold investor, you have to be able to analyze economic market data.  This is definitely 
not an area where you should go with your gut feeling about whether a potential location has a good economy or 
not.  Your gut may only be looking at one indicator, when in reality there are several indicators that need to be 
examined.  An area may have one unfavorable indicator that would cause you to reject it if that was the only fac-
tor you used to make your decision.  If you look at the big picture, however, you might see that the one negative 
factor is counterbalanced by several positive factors and vice versa.

Economic data is very interconnected.  If one economic indicator shifts, there will be ripples of change throughout 
the market.  For the purposes of investing in buy and hold properties, there are three major indicators that you 
need to be aware of and know how to analyze:  gross domestic product, metropolitan statistical areas, and housing af-
fordability index.  If certain criteria based on these three major indicators are met for an investment location, there 
is a very high likelihood that the location will be a profitable buy and hold market.

Gross Domestic Product
The gross domestic product, or GDP, of an area is one of the greatest markers of the area’s economic health.  It can 
give you an idea of how recession-proof a market is, and is a key component in your evaluation of an area as a po-
tential investment location.  If the GDP in an area is growing, that indicates that the area is healthy economically.  If 
it is shrinking, the area is probably depressed and not an ideal location to buy and hold property.

A growing, healthy GDP means that the area you are looking at has 
a good degree of economic independence.  The area is produc-
ing and selling goods and services instead of having to import them 
from other locations.  Producing goods and services locally means 
that there are more jobs being created in the area.  People move 
into the area to follow the jobs, and they all need to live somewhere.  
Some of them will choose to buy homes, but a large portion of 
them will choose to rent.  Areas that show GDP growth also show an 
increase in the percentage of renters.

For the purposes of your analysis, you want to look for a market with 
a consistently high and growing GDP.  Measuring and calculating 
the GDP is a complicated process, though, so different sources may 
give slightly different numbers for the GDP of an area.  It is import-
ant to look at trends in the GDP over different time periods.  Data 
is typically available that shows the change in GDP for an area per 
month, per quarter, and per year.  Looking at GDP over different time 
intervals will help you to identify useful trends in the market.

Understanding Economic 
Market Data

GDP CRITERIA
• State GDP growth of +2% or higher is 

good. GDP growth of more than +3% is 
outstanding

• National GDP growth is approximately 
3.25%

• Less than half of the states in the country 
had a positive GDP growth in 2011

GROSS DOMESTIC PRODUCT (GDP)
The total market value of all final goods 
and services produced in a particular 
area.  This is equal to amount of total 
spending plus exports minus imports.
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Metropolitan Statistical Area
The second piece of information you need to look for and 
be aware of in your evaluation of a buy and hold market is 
whether or not the area you are looking at is a metropolitan 
statistical area.  An MSA is defined by the United States Of-
fice of Management and Budget and is purely an economic 
and statistical designation.  The MSA can also include 
adjacent areas that have a strong degree of social and 
economic integration with the MSA.

As with GDP, you want to look for an MSA that is growing not 
shrinking.  You need to look at the socio-economic anchors 
that hold the area together.  If an MSA is highly dependent 
on one industry or even one company, the risk of invest-
ing in that market is much higher.  An economically 
diversified MSA is much better able to withstand recession.  
Studying whether an MSA is in a recession or expansion 
phase will give you an idea of what the population of 
renters will be in the market.  People may be forced to rent 
during a recession, but they won’t be able to afford to pay 
rents that will provide a positive cash flow for you.  During 
an expansion, renters will have better income and will be 
more likely to rent at a rate that will be profitable for you.

When the number of jobs in an area is increasing, more people will move into the area to fill the gap in the job 
market.  People moving into the area will need a place to live, and your population of renters will increase.

Understanding Economic Market Data

METROPOLITAN STATISTICAL AREA (MSA)

A region with high population density and 
economic ties and influence throughout 
the area.  The core urban area must have 
a population greater than 50,000.

MSA CRITERIA
• Net job growth should be positive

• Net migration numbers should be 
positive

• Market should be dependent on multi-
ple, diversified industries

• Ideal to have three or more Fortune 500 
companies headquartered in the MSA
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Housing Affordability Index
Not surprisingly, the housing affordability index tells you how afford-
able housing is in a particular market based on the average house-
hold income.  A housing affordability index of 3.9 indicates that the 
median home price is 3.9 times higher than the median household 
income.  As the housing affordability index gets closer to one, medi-
an household income and median home prices get closer together. 
This number is very important to know because it greatly affects the 
number of people who are able to rent homes in the area.

When evaluating a buy and hold market, you should look for a low 
housing affordability index and a high population of renters.  You 
also want to look to see if your target market is more appealing to home-
buyers or home renters.  The costs of owning a home include a month-
ly mortgage payment, insurance, taxes, improvements and repairs.  
These costs are partially offset by mortgage interest and property 
tax deductions as well as appreciation.  The costs for renting a home 
include a monthly rent payment and renter’s insurance, possibly 
offset by investing money renters would otherwise spend on a down 
payment.  Based on tax and insurance rates, one market may be 
much more appealing to renters than another with similar economic 
indicators.  Realtor associations are the most likely sources for this type of data.

Understanding Economic Market Data

0 100 Miles

Note: Metropolitan and micropolitan
statistical areas delineated by the Office of
Management and Budget as of February 2013.
 

Source: U.S. Census Bureau0 100 Miles

Metropolitan and Micropolitan Statistical Areas
of the United States and Puerto Rico

0 50 Miles

0 200 Miles

February 2013

County or equivalent

State

Metro area

Micro area

Number of areas
United States
  381 metro areas
  536 micro areas

Puerto Rico
  7 metro areas
  5 micro areas

Metropolitan and Micropolitan Statistical Areas 
of the United States and Puerto Rico

February 2013

HOUSING AFFORDABILITY INDEX (HAI)

The relationship between median home 
price and median family or household 
income and average mortgage rates.

HAI CRITERIA
• Housing affordability index should 

be under 3x

• Percentage of renters should be 
between 30-45%

• The national average percentage 
of renters is approximately 25-30%
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Memphis, Tennessee
GDP
As you can see from this chart, the GDP of Tennessee has risen consistently since 1996, with a 
slight hiccup during the recession of 2008/2009.

MSA
From 2000-2010, the population of the Memphis MSA grew by 9.2%

As of September 2013, Memphis gained 4200 jobs for the year total, but lost 700 jobs in August, 
according to current employment statistics.  The job market in Memphis has been fluctuating over 
the past six years but overall has seen an increase.

HAI
The HAI for Memphis as of June 2013 was 2.98, up from its 2012 value of 2.57.  It is still under the 
target value of 3.00.  The population of renters in Memphis is 37.61%.

CONCLUSION:  Memphis is still a viable buy and hold market.  With the increased annual GDP and 
job market expanding, the population of renters should stay consistent.  Housing affordability 
just made the cut and should only be a concern if the population of renters percentage declines 
significantly.

Understanding Economic Market Data

Market Comparison
Lets take a look at two popular rental markets in the U.S., Memphis, Tennessee and Dallas, Texas to see how their 
numbers compare to the criteria for choosing a buy and hold market.
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Dallas, Texas
GDP
This chart shows that the GDP in Dallas is growing strongly, even given a slight dip during the 
recession of 2008/2009.
 
MSA

From 2000-2010, the population of the Dallas/Ft. Worth/Arlington MSA grew by 23.5%

As of September 2013, Dallas gained a staggering 116,100 jobs for the year total, and gained 
12,800 jobs in August alone, according to current employment statistics.  The job market in Dallas 
has been growing somewhat steadily over the last six years.  Employment numbers in Dallas for 
2013 are at record highs.

HAI
The HAI for Dallas as of June 2013 was 3.19, up from its 2012 value of 2.80.  The population of rent-
ers in Dallas is 51.99%.

CONCLUSION:  Dallas is a rapidly growing market with plenty of opportunities.  The high 
population of renters, combined with the population and job growth, offset the slightly higher 
than desirable housing affordability index value.

Understanding Economic Market Data
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Where to Find Information
Thanks to the wonders of the Internet, it is easy to find econom-
ic market data for the state or metropolitan area that you are 
interested in.  The sites below are a few reference points to start 
pulling some information of your own, but are by no means a 
comprehensive list of where to find information.  The intent is 
to provide both a starting point and examples of the types of 
free Internet resources you can turn to for market information.  
Each site listed provides information in a very different way.  
Some people will be comfortable analyzing charts and graphs for 
information, whereas other investors will look to analysis articles.  
Whichever way you are most comfortable analyzing the statistics, 
they’re available somewhere on the Internet.  Just remember, it 
is a good idea to have at least two sources that you can check 
against each other.

• J.P. Morgan Chase– J.P. Morgan Chase produces an extremely informative Economic Outlook document for 
each state.  The document compiles data from multiple sources and reports on several key items including 
economic forecast, economic structure, bankruptcies, bank surveys, private business surveys, initial jobless 
claims, economic growth, economic output, employment growth, employment, unemployment, relative 
house prices, real estate markets, new home building, and office markets.  For each item, there is a chart that 
shows the data graphically, a discussion of what the chart shows, and the key message that you can take 
away from the data.  A report like this gives an investor an overall picture of economic activity past, present, 
and predicted in the state.  

        Resource:   https://www.chase.com/commercial-bank/executive-connect/regional-market-update

• Department of Numbers - This group “contextualizes public data so that individuals can form independent 
opinions on everyday social and economic matters.”  In other words, they put all of the information together 
as well as providing limited analysis.  The data they report on includes house asking prices, unemployment, em-
ployment, income, home affordability, federal debt, revenue, and expenditures as a fraction of GDP, and rent

       Resource:   www.deptofnumbers.com

• Forbes - The Forbes website has many interesting analysis articles that will help you interpret data and antic-
ipate trends.  The easiest way to navigate the site is to pick a topic and type it into the search bar.  For exam-
ple, a search for “housing affordability reports” yielded 144 results.  Just looking at the first page of results 
provided a broad range of articles that would be very helpful in evaluating and understanding market data 
for this area. 

       Resource:  www.forbes.com

Understanding Economic Market Data
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Now that you have learned the basics of analyzing market data to find the right area to invest in, you need to learn 
how to evaluate particular properties.  As we mentioned in the introduction, you should beware of buying a prop-
erty just because the price is tempting.  If something looks too good to be true, it usually is.  In addition to price, you 
also need to consider the neighborhood, proximity to amenities, proximity to city center and jobs, crime rate, and 
school districts, just to name a few.  In other words, look at the property as a potential renter.  Are there aspects of 
the property that would entice you?  If you have enough of these, you may be able to charge a premium rent.  If 
there are significant negatives to a property, such as being in a bad neighborhood or poor school district, you may 
not be able to get as much rent as the neighborhood comps would indicate.

Remember that price is only one of many factors to                              
consider when evaluating a rental property!

Evaluating Potential Rental 
Properties

Profit Mechanisms
There are four ways that you can profit from investing in real estate:  cash flow, appreciation, loan amortization, 
and tax shelter.  Each property’s potential in these four areas should be evaluated prior to purchase and the re-
sults integrated into your investment strategy.

Cash Flow
Cash flow in this case is the difference between how much you 
make on a property (rental income) and how much you spend 
on a property (mortgage, taxes, utilities, maintenance).  You have 
positive cash flow when you spend less on a property than you 
receive in rent. A property with positive cash flow is providing pas-
sive income – income that occurs without your active involvement 
– the key to becoming truly wealthy.  In the next section, we will 
talk more about evaluating whether a market or a specific proper-
ty will provide more cash flow or more appreciation.  

Appreciation
Appreciation is the growth in value of a particular property.  You can take active steps to increase the apprecia-
tion of your property or you can passively wait for external factors to work their magic.  Active steps include 
cosmetic rehabilitation, such as new carpets, paint, and landscaping, or structural rehabilitation to modernize 
the property and improve the use of space.  External factors that will cause your property value to appreciate 
include inflation in the general economy or growth in the property’s MSA.
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Loan Amortization
Put more simply, this amounts to leveraging the bank’s money.  To buy a $100,00 house, you don’t need to invest 
$100,000 of your own money.  You only need to invest $20,000 of your money, 20% down, and let the bank float 
the remaining $80,000.  Your tenant’s monthly rent checks are covering your mortgage payments and expenses 
(and if they’re not, you’ve done something wrong) allowing you to collect passive income, i.e. cash flow.

Tax Shelter
Real estate investments offer a variety of tax advantages that can serve both to shelter some portion of the 
passive income generated by the property itself, and the property owner’s other income. Mortgage interest, de-
preciation, and operating expenses are all deductible expenses that can potentially reduce your tax burden and 
shelter your income.

What to Look For
To accurately assess whether or not you want to purchase a particular proper-
ty, you will need to gather enough data to make a complete financial analysis 
of the property.  This will allow you to determine whether the property meets 
your financial goals and how the property compares with other properties on 
the market.  It is absolutely critical that you use accurate data for your analysis.  
You need to be alert for variances in the data for your target property and the 

Evaluating Potential Rental Properties

Here are a few data sources that can help you conduct your analysis: 
• Property related data such as a property tax card
• Past utility bills
• Tax bill
• Past leases
• Comparable lease rates in the area
• Comparable sales in the area
• “Market” cap rates – this is the average cap rate for your area and has  

nothing to do with your subject property

You will need to know what the capitalization, or cap rate is for the property that you are interested in. The cap 
rate estimates the value of your net operating income relative to your purchase price.  Good people to talk to 
for this information are Realtors, rental management companies, and other investors in the area.  A good target 
cap rate for your property is between 8-12%. 

Rental Rates
The rental rate is the amount of money that you can collect each month in rent for your property.  If you are 
looking at a multi-family property, this is the amount you will collect per unit.  It will be easy to find rental rates 
for comparable properties in the area.  One of the first quick comparisons you should make is whether your rental 
rate is higher than your mortgage payment.  If the answer is no, the property can be eliminated right away.  If it 
is yes, then you can proceed to looking at the other factors that will determine the viability of your investment.
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Vacancies
It would be nice to assume that you could buy a property and have 100% occupancy, 100% of the time, but 
that’s not reality, you will have vacancies.  This may sound obvious, but a vacancy is an empty unit that isn’t pay-
ing you rent.  No rent equals less or no income, which eventually leads to negative cash flow.  It is very important 
to look at historic lease data for your particular property if it is available or for the general market if your proper-
ty has not previously been a rental. 

Slightly higher vacancy rates can be offset 
by other local conditions, such as the combination of 

higher rental rates and a lower purchase price. 

Property Management and Maintenance
Whether you are buying a property locally or across the country, the property will need to be managed and 
maintained.  Although you can do the property management yourself if you are buying locally, it’s best to let the 
experts do this so you can focus on acquisitions. A good property management firm will do all of the legwork of 
finding renters, signing contracts, collecting rent, cleaning, potential evictions, and coordinating landscaping and 
maintenance for a percentage of the monthly rent.  Especially if you are investing out of state, the availability of a 
good property management company is one of the key elements in your investment decision.

Helpful Tip!
Choose a property management company that has 
experience managing at least one thousand properties, 
and has a substantial track record of managing and 
renting houses during various economic climates.  

The graphic on the next page shows the marketability statistics for a specific property as provided by an inde-
pendent valuation company.   It gives information about the neighborhood so that a potential investor can get a 
good picture of how a target property fits into the overall pattern of the neighborhood. 

Evaluating Potential Rental Properties
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Evaluating Potential Rental Properties



17

Buy &
 H

old M
arket

Evaluation System

Buy & Hold Market Evaluation System

Funding
Odds are that you have a conventional mortgage on your primary residence, so you’ve been through this 
process already.  Obtaining funding to buy a property that you will not be occupying, however, is different that 
funding an owner-occupied property.  Lenders have more stringent requirements for investment property 
loans.  

When evaluating your loan application, the bank will look at several components including your income, current 
debts and credit history, assets and available funds, and the property itself.  They also will see if you fall within 
their responsible lending guidelines.

• A debt coverage ratio of at least 1.2 is preferable; debt coverage ratio is your NET operating income 
divided by your total debt payments (this is called your debt service).

• A break even ratio of 85% or less is preferable; the break even ratio is your debt service divided by your 
GROSS operating income.

• An operating expense ratio that is as low as possible is preferable; the operating expense ratio is your 
operating expenses divided by your gross operating income.

For whatever reason, you may not qualify for a conventional loan for your investment property.  This does not 
mean, however, that you will not be able to find a non-traditional funding source.  Depending on your age and 
investment strategies, using a self-directed individual retirement account (IRA) to purchase your investment 
property may be a very good option.  There are several strict rules for this type of investing, so you will need to 
consult your accountant and financial advisor to make sure you comply with all of the rules.

Evaluating Potential Rental Properties

Investment Property Loan Requirements

• You need to have demonstrable funds for both the down payment and the closing costs.

• Mortgage insurance is typically not available on investment properties, which means a 
minimum 20% down payment will most likely be required.

• You will need to document a reasonable amount of property management experience to 
be able to use the anticipated rental income from the property to qualify for the loan.

• Interest rates for investment property loans are typically higher than for owner-occupied 
properties.
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The final component in your analysis of a buy and hold market opportunity is the goals you have set for your 
investment.  Are you looking for an immediate return on investment, or do you have the ability to wait for your 
property to appreciate?  Is your time frame for return one year? Five years? Ten years? Twenty?  The answers to 
these questions have a strong impact on the market you will want to invest in.  You also need to understand 
whether you are an aggressive investor or a conservative one.

Cash Flow Markets
If you are looking for an immediate and consistent return on your investment, you need to look for a property 
and a market that are both geared toward cash flow. As we saw in the case study above, Memphis is experienc-
ing slow but not spectacular population growth.  Job growth is fluctuating and housing prices are fairly stable if 
not decreasing.  There is a decently high percentage of renters at 38% and historically, the overall vacancy rate 
in Memphis is approximately 11%.  All of these factors combined indicate that while housing values may not be 
increasing, the rental market is fairly stable and should provide steady cash flow.

Appreciation Markets
If you are looking for a long term investment and want to 
focus on appreciation versus cash flow, you should look 
for a property and a market that are geared toward those 
aspects. The case study showed that Dallas is a booming 
market with a GDP that rivals some countries.  House 
prices are still fairly reasonable, but are definitely going 
up.  This combined with the growth in the area, means 
that you’ll be less likely to be stuck with a depreciated 
asset if you buy a house now and sit on it for 10 years.  
Assuming the market will appreciate, and with the high 
rate of renters in Dallas, you will be able to earn passive 
income while your property increases in value.

Portfolio Diversification
It is always a good idea to have some diversity in your portfolio, especially if you are funding your retirement with 
investment properties.  If you are able to purchase multiple properties, you should buy in both cash flow and 
appreciation markets.  Remember, if you need a consistent source of income, go with a cash flow property first.  If 
appreciation is your primary goal, start with a property that will appreciate at a faster rate.

Aligning Your Goals with 
Your Market



20

Bu
y 

&
 H

ol
d 

M
ar

ke
t 

Ev
al

ua
ti

on
 S

ys
te

m

Buy & Hold Market Evaluation System

Aligning Your Goals with Your Market

Local vs. Long Distance
Your choice to invest locally or out of state is dependent on many factors, some of which are out of your control.  
The suitability of the market for buy and hold investing, not proximity, should be the key factor in your decision.  
You should consider how actively involved you want to be in managing your rental property; your long-term 
investment goals will also play a part. 

Depending on market conditions in your area, you may have the luxury of being able to invest in your own backyard, 
giving you the ability to leverage your local knowledge of neighborhoods and potential renters.  Since your rental 
property is close, you may decide to forgo a property management service and manage the property yourself.  Even 
if you do choose to hire a property manager, you will be close enough to keep an eye on the property to make 
sure all is well.

If the market in your area is not suitable for buy and hold investing, you will need to invest in a market that is 
suitable.  This may be as close as the nearest major city or it may be all the way across the country.  Either way, 
you will not be close enough for easy oversight and will have to hire a property manager.  This will cut into your 
cash flow somewhat, but that can be offset by being in a market that is more aligned for rental investment prop-
erties.
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Wrap Up

When it comes to investing in rental properties it is essential that you don’t run before you learn how to walk.  
Make sure that you perform due diligence on both the market and the property before you make an investment 
decision.

#4
RINSE & REPEAT
Practice makes perfect.  

Leverage the income from 
your first rental to help you 
purchase the second and 

don’t look back. 

#1
ECONOMIC MARKET 

DATA             
Gross Domestic Product,     

Metropolitan Statistical Areas, 
and Housing Affordability Index 
information are all key factors 

in a market’s suitability for 
investing.

BUY & HOLD 
MARKET 

EVALUATION
#2

RENTAL PROPERTY 
BASICS

Buying a rental property is 
different. You need to consider 

important factors such as rental 
and vacancy rates before making 

a final decision. #3
YOUR GOALS

Your investment goals will 
have a strong influence on the 
rental market and property that 

is best for you.
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