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benchmarks

Gaines Joins Center 
Dr. James P. Gaines has joined the staff 

of the Real Estate Center as a research 

economist specializing in residential 

real estate. Gaines brings more than 30 

years experience tc the Center, includ

ing real estate development, construc

tion and property management. He has 

conducted broad-based regional and local 

analyses on the economic, market and 

financial aspects of offices, shopping 

centers, mixed-use commercial 

properties, industrial, residential 

developments and master-planned 

communities.  

Gaines comes to the Center 
from KPMG LLP where he was 
senior manager and director of 

Federal Government Practice-Real 

Estate and Construction Advisory 

Services in Houston. At KPMG, 
he was responsible for business 

development, maintaining client 

relationships and managing and 

executing individual projects. f 
In the 1980s, Gaines worked for 

the Rice Center in Houston. From 

director of real estate research, 
he moved up to vice president of 

real estate and urban economic 

research and then to president and 

chief operating officer.  

Gaines' academic career took 

him to the University of South 

Carolina where he was a tenured

faculty member teaching graduate and 
undergraduate real estate courses.  

Veteran Researcher Retires 
Dr. Jack C. Harris, a research econo

mist, has retired after 25 years with the 

Center. He was the Center's authority 

on residential real estate issues and 

wrote more than 120 research reports, 
magazine articles and other publications 

during his career.  
Harris co-authored the Real Estate 

Center's English-Spanish Real Estate

Land ... the economy ... rural America's 

challenges ... development rights ... emerg

ng legal issues and conflicts ... structur

ng 1031 exchange deals ... food safety .. .  
environmental issues .. . agricultural policy 

. the future.  

These and other land-related topics are 

on the agenda for the 1 5 th Annual Outlook 
or Texas Land Markets coming April 28-29 
to the Annenberg Presidential Conference 

Center at the George Bush Presidential 

Library and Museum.  

Dr. Mark Drabenstott, vice president of 

he Federal Reserve Bank of Kansas City 

and director of the Center for the Study 

of Rural America, will discuss "Rural 
America: Challenges and Opportunities." 
Attorney Joe B. Allen will give his take on 
egal conflicts between landowners and

Glossary, which has sold more than 

45,000 copies. He tracked affordabil
ity of Texas homes and kept licensees 

informed about residential real estate 

issues and trends through articles in 

Tierra Grande.  

He authored the Center's Homebuy

ers' Guide, Homeowner's Guide, Manu
factured Home Buyer's Guide, Residen
tial Mortgage Guide and Consumer's 
Guide to Mortgage Finance.  

Gann Elected Chairman 
Tom H. Gann of Gann Medford Real 

Estate Inc. in Lufkin is the new chair

man of the Real Estate Center Advisory 

Committee. Gann replaces Nick Nicho
las of Dallas. Douglas A. Schwartz of 

Southwest Land Development Services 

Inc. in El Paso was elected vice chairman.  

Gann was appointed by Gov. Rick 
Perry, also a former chairman of the 

committee, in 2001. Committee mem

bers serve six-year terms and represent 

various segments of the real estate indus

try and public. Gann is the representa
tive for ownership or construction of 

real estate. He previously served as vice 

chairman of the committee.  

Schwartz also was appointed in 2001.  

He represents the public.  

The advisory body has nine members 

appointed by the governor and one ex
officio member appointed by the Texas 
Real Estate Commission.

suppliers of water and other utilities, 
particularly in areas where city meets 

country. Dr. Mark Dotzour will set the 

stage with his "State of the Texas Real 
Estate Economy." 

To see a brochure with all topics listed 

or to register, go to www.recenter.tamu.  

edu and click on the outlook conference 

logo.

Texas Land Markets Take Center Stage
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he year 2004 ended 
on a disastrous note 

when a tsunami 

struck Southeast 

Asia, killing hundreds of thou
sands. The scale of devastation 

may never be known. An earth

quake on the ocean floor caused 
the catastrophe.  

Could a tsunami hit the Texas 

Coast? If it did, would a conven
tional Texas insurance policy 

cover the resulting property 

damage to homes and busi

nesses? 

Earthquakes, landslides, vol
canic activity and even meteors 

can trigger tsunamis, which are 

better known as tidal waves.  
The probability of an earth uake-related tsunami in the Gulf of 
Mexico on a scale similar to the one in Southeast Asia is slim 

to none. according to Dr. Dale Sawyer of Rice University. Tsu

namis may occur in the Atlantic, but they are more common 

in the Pacific because of a higher level of seismic activity.  
Although the chances of a meteor hitting the Gulf are slim, 

many scientists believe one crashed into the northern Yucatan 

peninsula 64 million years ago, wiping out the dinosaurs and 
triggering a giant tsunami that slammed ashore along the Gulf 

Coast. Some argue that the Gulf region is due for another.  

If a home or business were destroyed or damaged by a 
tsunami, an unexpected trocDical depression like Allison that 
inundated Houston several years ago or any other type of flood 

water, would the homeown ers or business insurance cover the 
loss? This may be a good time to find out.  

Floods are the most common and deadliest disasters in the 

United States. In 2003, the National Weather Service estimated 
flood damage at $2.5 billicn, but only about a third of that 
damage was covered by insurance. Property owners bore two
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thirds of the loss. Misconceptions concerning coverage may 
have contributed to some of the uninsured losses.  

An examination of the exclusions section of a standard Texas 
homeowners insurance policy, whether residential or com
mercial, reveals that losses caused by or resulting from flood, 
surface water, waves, tidal water or tidal waves, overflow of 
streams or other bodies of water or spray from any of these, 
whether or not driven by wind, are excluded. Likewise, losses 
caused by earthquake, landslide or earth movement are not 

covered.  

Property owners may purchase flood insurance through a 
separate policy issued by National Flood Insurance Programs 
(NFIP) administered by the Federal Emergency Manage
ment Agency (FEMA). Property owners with federally backed 
mortgages on property have no choice but to purchase this 
insurance for buildings located within the 100-year flood plain.  
At minimum, the law requires them to carry sufficient flood 
insurance to cover the lesser of the amount of the loan or the 
largest amount of insurance the borrower can get on the build
ing, which is $250,000.  

nder NFIP, property owners in high-risk areas may 
insure the building but not its contents. Property 

owners in low-to-medium risk areas may insure both 

the building and its contents. Insurance on contents 
may not exceed $100,000.  

Assuming the property owner has federal flood insurance, 
does the policy cover damage from a tsunami? The answer 
depends on the wording of the policy. The federal flood policy 
specifically covers damage from tidal waters. Tidal waves are 
not mentioned.  

The NFIP policy defines a flood as a general and temporary 

condition of partial or complete inundation of two or more 
acres of normally dry land or two or more properties (at least 
one of which is the insured property) from the overflow of 
inland or tidal waters, unusual and rapid accumulation of 
runoff of surface waters from any source, or mudflow. The 
definition does not include the collapse or subsidence of land 
along the shore of a lake or similar body of water as a result of 
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erosion or undermining caused by waves or currents of water 
exceeding anticipated cyclical levels that result in a flood as 
defined by the policy.  

The NFIP policy does not define tidal waters nor tidal 
waves. There may be an important distinction. The diction
ary defines tide as the periodic rise and fall of the waters of the 
ocean produced by the attraction of the moon and sun. Tide is 
created by the gravitational pull of the moon and sun; high and 
low tides occur about every 12 hours. Black's Law Dictionary 

defines tidal as water (generally saltwater) that, in the regular 
course of things, flows and reflows. Tidewater is defined as 
water that falls and rises with the ebb and flow of the tide.  

The dictionary defines a tidal wave as a large, destructive 
ocean wave produced by an earthquake, hurricane or strong 
wind. The definition of a tidal wave includes a tsunami, but 
the definition of tidal waters does not. Consequently, the 
question becomes 

whether the NFIP 
policy covers both 
tidal waves and tidal 

water. There is no 
answer to this ques

tion in the NFIP 
policy.  

Assuming the 

NFIP policy covers 

tidal waves (because 
they are not explic

itly excluded), prop
erty owners face ' 

yet another possible 

exclusion related to 

earth movement.  

The NFIP policy 
excludes coverage 
for a loss caused 

directly by earth 

movement even if 

the earth movement is caused by a flood. Examples of earth 

movement include earthquakes, landslides, land subsidence, 
sinkholes, destabilization or movement of land resulting from 
the accumulation of water in the subsurface or gradual erosion.  

while the NFIP policy excludes earth movement 

caused by a flood, does it cover floods caused by 

earth movement (earthquakes)? The Southeast 

Asia tsunami is a prime example of what can hap

pen. The answer depends on the use of the word direct, which 

is not defined in the policy.  
If an earthquake shakes the foundation of a building, the 

resulting damage would be excluded under the NFIP policy 

because of the direct contact between the earth movement and 

the foundation. But, if an earthquake hundreds of miles away 

in the Gulf of Mexico causes a tsunami to damage the same 

foundation, is the damage direct enough to be excluded or indi

rect enough to be included? Again, the answer cannot be found 

by reading the policy.  
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Property owners may wish to investigate these and other 
issues with an insurance agent before purchasing the NFIP 
policy. The issues may be resolved by purchasing an endorse
ment, if one exists, for clarification or by getting a written 
interpretation from the agent and attaching it to the policy.  

NFIP flood policies are not limited to property lying within 
the 100-year flood plain. With exceptions, flood policies are 
available to all property owners across the United States. The 

only differences are the premiums, which are based on the 

amount of coverage, deductibles and risk of flooding.  
lood risks depend on the elevation of the property.  

Property outside the 100-year flood plain receives Zone 

X designation. Property owners in Zone X with feder
ally backed mortgages are not required to purchase 

flood insurance. However, being in Zone X does not guarantee 

a flood-free existence. Fifty percent of the Houston area dam

aged by Tropical 
Depression Allison 

lay in Zone X.  

All property 
within the 100-year 

flood plain does not 
receive the same 

risk assessment.  

The exact height of 

the property must 

be ascertained from 

an elevation certifi
cate issued by a sur

veyor. Flood risks 

(and premiums) are 
based on the certifi

cate (or elevation) of 

the property.  

Flood risks for a 
particular area can 

be estimated by 

going to FEMA's 
website at www.floodsmart.gov. Click on "What's your flood 

risk?" and type in an address, city, state and zip code. Once you 

know the risk, go back to the homepage and click on "Estimate 

your Premium." The average annual premium is about $432. In 

low-to-medium risk areas, premiums are less.  

A local insurance agent may be helpful in securing a policy.  

FEMA lists local insurance agents on its homepage. Regardless 

of the agent, the policy will be issued by NFIP.  
Homeowners with a NFIP policy who experience an insured 

loss must submit a signed and sworn proof of loss statement 

within 60 days as a condition to receive compensation.  

Even if the property lies outside the 100-year flood plain, 
purchasing NFIP flood insurance may make sense. After all, in 

2003, about 25 percent of all flood insurance claims came from 

areas rated low-to-medium risk. 4 

Fambrough (judon@recenter.tamu.edu) is a member of the State Bar of Texas 

and a lawyer with the Real Estate Center at Texas A&M University.
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Nothing stays the sarie forever. Not even rural Texas. Across 
the state, expansive rurallands are being sliced and diced into 
smaller tracts. Some places that were rural have become sub

urbs almost overnight.  

Dr. Charles E. Gilliland, rural land expert with the Real Estate 
Center at Texas A&M University, says that no part of the state 

is immune to the trend. Statewide, the size of property trans
ferred in the typical transaction was 140 acres in 1993. In 2003, 
the typical size was 100 acres.  

"Today's market is telling large landowners that it wants 

smaller properties," Gilliland says. "Landowners dividing their 

acreage into smaller tracts for sale is a natural response to the 
marketplace." 

In the Rio Grande plains, a land market area that includes 

Laredo, the average-size tract shrank from 700 acres in 1999 to 

442 acres in 2003. In the land market area surrounding Hous

ton, the average tract size dropped from 51 to 30 acres during 

those years.  
Although on a much different scale, even the wide open 

spaces of West Texas are becoming fragmented. In 2002, oil

man T. Boone Pickens and Dallas business partner Jim Parks 
bought a 65,000-acre ranch north of Abilene and subdivided it 
into ten smaller ranches to sell to recreational buyers. It was 
the sixth working ranch Pickens converted to recreational use 
since 1991.  

Gilliland, who has been tracking land prices and values 

based on sales data since 1984, says that the strong desire for 

recreational land has been pushing up rural land prices all over 
the state. From 1993 to 2003, the median price per acre swelled 
from $503 to $1,100. As prices rise, smaller tracts become 

more attractive to buyers.  
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The median price of a rep
resentative tract in the land 
market area surrounding San 
Antonio rose 34 percent in 
2001. It was up 14 percent 
the next year, and from 2002 
to 2003, the price went up 
another 19 percent.  

Troubles Ahead 
Fragmentation does not 

just affect rural landscapes 

and rural lifestyles. Clear

ing land and covering it with 

buildings or concrete means 

less land for growing food, 
possible problems with water 

runoff and water resources, 
greater demand for public 
services in rural areas and 

loss of wildlife habitat.  
Dr. Neal Wilkins, a wildlife biologist with the Wildlife

and Fisheries Sciences Department at Texas A&M University, 
says rural real estate agents he speaks to about fragmentation 
recognize this as a problem. He says they know that wildlife 
and recreational resources are where their money is coming 
from now and in the future.  

Since 1994, the dominant motive for buying tracts of ten 

acres or more has been for recreation, including hunting and 
fishing, according to Real Estate Center data. In 2003, by far 

the greatest percentage of buyers (68 percent) listed hunting 

Tie T 
One year ago, Jimmy Weimer could 

stand in his driveway and as far as he 

could see stretched an expanse of flat 

farmland and vast sky. Now, just beyond 

the field that Weimer plows, rooftops 

and privacy fences stand in long lines 

like sentries. The houses are built five 

to the acre - just a few paces apart.

deer hunter is practically looking into his neighbor's property 
while sitting in a deer stand.  

Population, Prosperity Fuel Trend 
Residential developers are not the only ones divvying up 

land. Rural landowners and developers are selling ranchettes 
- tracts too small to be working ranches - to urban dwell
ers. This trend has become so common that Texas Cooperative 
Extension has developed several educational programs to help 
"newbie" ranchette owners manage their resources.  

Weimer lives and works on 135 acres, a portion of the land 
his grandfather bought in 1893. He wears Red Wing boots with 
the steel toes showing through the leather. In his chest pocket 
he packs a thin screwdriver, a screw starter and a magnet for 
finding small tractor parts when they fall in the dirt. When 
Weimer is not repairing tractors he is riding one, growing fields 
of Hay Grazer alfalfa or oats to feed his cattle.  

Weimer's ties to the land are intertwined with its past.  
When his grandparents came to Helotes Creek, they faced 
Indians and rattlesnakes. The family managed without 
electricity, running water, indoor plumbing or screens on the 
windows.  

In 1910, Weimer's grandparents poured and molded concrete 

blocks one at a time and from them built one half of a house 
up on a hill. For the other half, they used block and tackle, 
man and mule power, to move a small frame house. The two 
parts became one home, in which Weimer and his wife, Jackie, 
and two of their sons live today.  

On the Weimers' gate hangs a Family Land Heritage Program 
plaque, which commemorates the family's history of agricul
tural production on the land.  

The noise of hammer guns is fading now that the first phase 
of 900 homes immediately behind the Weimers' property line 
is almost completed. A second phase is underway a little far

ther away.  

"When my grandparents came here, this was so far removed 
from anything, this area here, they could have never envi
sioned anything like this," Weimer says.

TIERRA GRANDE

A TEXAS 
CENTURY FARM 
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JIMMY AND JACKIE WEIMER (previous page) are the third 
generation to work the family farm in Bexar County. San Antonio's 
expanding suburbs have turned their rural land into suhurhan 
property in high demand hy developers.
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and fishing as a "very impor
tant" motive. The second 
most important motive was 
"other recreation." 

When land becomes too 

fragmented it can lose value.  
Gilliland says, "There is a 
point of diminishing returns, 
which is sometimes reached 

by mistake. It is when 

the character of the land 

changes." 
For example, sometimes 

a large tract is subdivided 

into tracts that are too small, 
creating an unattractive 

rural subdivision. How small 

is too small varies. Twenty
five-acre tracts are not big 

enough for deer hunting.  
When tracts are that small, a



The Texas Department of Agriculture's Family Land Heri

tage program is one of the ways the department is encouraging 

families to hold on to their land. Each year, the department 

honors farms and ranches that have been in continuous agri

cultural production by the same family for a century or more.  

Yet the department's registries, which list these farms and 

ranches, also document the gradual 

fragmentation of the Texas country- "Fragme 
side. As land is passed from generation 

to generation, tracts often become reflection of 
smaller and smaller.  

Gilliland says, "Fragmentation as popuation 
we are seeing it happen in Texas is a 

reflection of prosperity and popula- you wai 
tion growth. So if you want to stop 

fragmentation, which of these would fragmentati 
you stop?" 

"Foreverland" these would 
Some environmental groups encour

age landowners to commit to conser

vation easements. These freeze current land uses, usually forever.  

Gilliland says that these arrangements create new problems.  

"Some control of land use decisions is granted to a trustee 

who assumes a legal obligation to ensure that landowners com

ply with restrictions in the easement. In other words," Gilliland 

says, "owners give some control of their land to the trustee." 

The federal government rewards landowners who put their 

land into perpetual conservation easements with an income 

tax deduction. However, the deduction is only valuable to 

landowners with large incomes.  

It is hard for Weimer to imagine it too. For three generations, 
the family lived in a tight-knit community, where everyone 
knew everyone and almost everyone was related. Now the 

neighbors are strangers.  
"I never felt like I could ever really belong anywhere else, 

the way we do here. But I hardly 
recognize anything anymore when 
I drive out the front gate." 

The Weimers feel they have 

become victims of a common 
type of land fragmentation, urban -.  

sprawl.  

"You've got to realize that where 

we are, we are under a lot of pres

sure," says Jimmy, who is 60.  
The Weimers have had devel

opers knocking on their door, 
wanting to buy their land, which 
lies south of the Hill Country and 
west of San Antonio, for the past 
several years. Developers covet 
the flat farm land because it is well-suited for building. The 
cost of land preparation is low; utilities are easy to install, 
and there are no rocks to contend with.  

But it is not just pressure from potential buyers that the 

Weimers are facing. Although their family has owned the land 
for three generations, they have begun to feel that the City 
of San Antonio and Bexar County would prefer they go away.
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"In practice, the loss of their decision-making authority may 

be more than landowners wish to tolerate," Gilliland says (see 

"Land Locked: Controversial Conservation Easements Last 

Forever" at http://recenter.tamu.edu/pdf/1545.pdf).  

The American Farmland Trust is lobbying for a state Pur-

chase of Development 

station is a 

prosperity and 

TOwth. So if 
~t to s top 
on, which of 
dyou stop?"

Rights (PDR) program. With a PDR, 
landowners are compensated for 

their development rights. At present, 
there is no statewide PDR program, 
but private and public groups, such 

as conservation groups or water 

authorities, sometimes join forces to 
buy development rights.  

No doubt, many landowners will 

not want to make a decision that 
will limit choices for all future gen

erations that own the land.  

"Other ways to prevent fragmenta
tion could involve reducing the hold-

- Charles E. Gilliland ing costs [property taxes] for land
owners or giving tangible incentives 

to landowners that would make it easier to hold onto land," 

Gilliland says.  
"At some point," he says, "land may become so fragmented 

in Texas that it will be hard to find large contiguous tracts.  

Then the economic pressure may be reversed. If there is more 

money chasing large properties, large tracts could bring more 

per acre than the small tracts." 4 

Brewster (ebrewster@recenter.tamu.edu) is an assistant editor with the Real 

Estate Center at Texas A&M University.

They have battled both entities over rules and regulations, 
annexation and property taxes.  

They wonder what will be next. Will they be prohibited 
from burning brush, applying fertilizer or spraying for weeds or 
insects? What penalties will they face if their cattle get out of 

the pasture? 
The Weimers are feeling shell

shocked by the dramatic changes 
happening around them.  

People tell Weimer he should 
sell. Maybe he could get a million 
dollars or more for the place, they 

say, but he says that does not mean 
much to him. What would he do? 
Where would he go? He says at 
his age, he already has just about 

- everything he wants.  

Weimer thinks about his grandfa
ther's struggle to come to 
Texas from Germany, and the hard

ships his grandparents endured.  
"Now we're the third generation that has been on this place.  

I feel like I can't be the one to throw it all away. But I fully 

expect that if Jackie and I manage to live here until we die, the 
kids are going to sell it." 

One of his married sons who lives on the place has bought 

land elsewhere and is moving away. He says he just cannot live 
the way he wants to here. 4 
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-his just in. Prices are falling at Wal-Mart - and so is its 
popularity with some city officials. One of the many raps lev
eled against the retailing grant is that it behaves like a prospec
tor who mines a patch of dirt for all it is worth, then moves on 
to new terrlrory. When Wal-Mart pulls up stakes and leaves, 
communities are left with what they consider eyesores - big, 
ugly cDncrete boxes nobody wants.  

But is it true that nobody wants those boxes? Specifically, 
what f ate has befallen the i any Wal-Marts that have "gone 
dark" in Texas? The Real Estate Center surveyed Texas cities 
to find out.  

Dur ng the last four months of 2004, the Center telephoned 
local economic development departments, chambers of com
merce and other city officials in more than 500 Texas cities.  
The survey revealed that 107 Wal-Mart stores had closed in 
103 different cities between 1987 and 
the end of 2304. Although the survey O ther ret may not account for every closure in 
Texas during this time, -he sample H obby Lobb yielded interesting results.  

Supersize that Wal-Mart, Supply mo 
Please 

nt th s By ar, the most common motive into the sp 
for closing a Wal-Mart in Texas by 7c 
has been the chain's steady transi

tion to the newer and larger super

center format. Of the 107 Texas closures, 92 were because of a 
supercenter upgrade in the same city.  

Supercenters being built today range from 98,000 to more 
than 200,000 square feet with the average being about 180,000.  
Because supiercenters require approximately 20 acres, many older 
stcre sites are too small to allow expansion of the existing stores.  

Of the remaining 15 closures, 12 involved a corporate deci
sien to relocate and build a supercenter in a different town; 
three were same-city relocations necessitated by highway 
upgrades tiat negatively affected the existing store location.  

ight of the 12 cities Wal-Mart relocated to were less than 
ten miles from the city where a store had closed; none of the 
12 were more than 20 miles away.  
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Whose Priorities Get Priority? 
Thirty of the 107 closures were completely vacant at the end 

of 2004. Five of the 30 had been vacant more than five years, 
while 13 of the 30 had been dark for six months or less. The 
average vacancy period was just under three years for all 30 
properties.  

Survey respondents familiar with the five properties that 
have been vacant for more than five years cited several reasons 
for their extended vacancy. Two properties had been rendered 
inferior sites because of highway upgrades. One property would 
be too costly to retrofit for any tenants showing an interest 
thus far. Respondents indicate the last two properties are ham
pered by a combination of Wal-Mart's ability to block compet
ing retailers from occupying the vacant space and the cost to 
retrofit the property for noncorrpeting tenants.  

Wal-Mart officials have stated that they do not attempt to 
hinder competing retailers from occu-

oilers such as 
y and Tractor 

it often move 

>ace vacated 

l'-art.

pying space in their abandoned prop
erties. However, survey respondents 

from four cities maintained that Wal
Mart _s currently preventing or has in 

the past prevented competing retail 
from occupying their dark space.  

Wal-Mart's perceived aversion to 

competitors occupying its vacant 
buildings may stem from overlapping 
market areas. The chain has little
incentive to turn over its dark prop

erties to a retailer in direct competition with its new stores.  
Data from this phone survey were insufficient to determine 
the frequency or degree of overlap between the market areas of 
Wal-Mart's abandoned stores and its new locations.  

Top-level Wal-Mart executives are not unlike those of many 
other large American corporate entities. Based in a city distant 
from mo-t of their stores, they are charged with maximizing 
stock price and shareholder wealth. Unfortunately, this goal 
can conflict with the more focused concerns of local residents 
and elected officials living in communities where Wal-Mart 
stores are located.  

One example of conflicting priorities involves the archi
tectural style of Wal-Mart stores. Several survey respondents 
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commented that the unattractive, boring looks of the vacant 

buildings hurt their marketability and contribute to neighborhood 

blight. However, it has been to Wal-Mart's advantage to con

struct fairly basic facilities that minimize construction costs.  

Single-Tenant Occupants 
Sixty-five of the 107 closed Wal-Mart stores were fully occu

pied at the end of 2004. Of these, just over half (33 stores) were 
occupied by single tenants. Ten of these single-tenant occu

pants were nonretail-related entities, primarily call centers, 
schools or local government offices. Although call centers can 
continue to contribute to the local property tax base, big boxes 
converted to educational or government use do not. Addition

ally, nonretail uses do not generate sales tax revenue.  

The retail tenants most often occupying 100 percent of a 

former Wal-Mart were Hobby 
Lobby (six stores) followed by 
Tractor Supply (three stores). -- ,.  

Four dark stores were purchased 

by single-tenant retail users 

for the land alone. These sites 

were bulldozed and developed .  

into a car dealership, two big
box home improvement stores 

and a grocery store. Respondents 

for the four cities said the sites 

were in excellent locations, and 
there was a lack of alternative , 
vacant tracts of sufficient size in 

the same market area.  

A recent trend in some U.S. WHEN WAL-MARTS CLOSE, 

cities has been to require big-box open nearby. The larger stores 
citis hs ben t reuirebigbox acres, making new sites neces 

retailers to take out a "demo

lition bond" or set up some other similar mechanism to ensure 

that funds are available to scrape a site if a dark store remains 

vacant for a designated period. Although this would help reduce 
blight and enhance the neighborhood's appearance, in some 
cases, it could reduce the taxable value of the property. None of 

the Texas cities surveyed had implemented such a policy.  

Multitenant Occupants 
Forty-four of the closed stores were retrofitted to handle 

multiple tenants. Just under three-fourths of these properties 

(32 stores) were fully occupied at the end of 2004. Respondents

reported only six multitenant properties contained nonretail 

tenants.  

Buildings retrofitted for multitenant use were configured to 

handle from two to eight tenants. Two-tenant configurations 

were the most popular (19 properties), followed closely by 
three-tenant properties (13).  

The most prevalent tenant in multitenant properties was 

Tractor Supply, which occupied space in 16 different proper
ties. Bealls occupied 11 properties and all brands of "dollar 
stores" had space in ten. Nonretail space was primarily occu

pied by medical offices, government offices or call centers.
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Small Cities Dominate Statistics 
The population of cities that have experienced a Wal-Mart 

closure varies widely, ranging from 2,000 residents to more 

than one million. However, about two-thirds of the cities (68) 

had a 2004 population of less than 30,000 based on recent 

Texas State Data Center esti
mates. The five cities with 

stores that have been vacant 

for at least five years have 

populations less than 30,000.  

Population decline in a city 

did not appear to be a major 
factor in store closings. Only 

12 of the 103 cities experienc
ing closures have declined 
in population during the 

last five years. Only ten lost 

population during the last 

15 years. Surprisingly, since 

1990, population declined in 
al-Mart Supercenters usually js w fte1 iista 
quire tracts of at least 20 just two of the 12 cities that 
y. Wal-Mart left.  

About 100 of the older, 
smaller Wal-Mart discount stores are still in operation across 

the state. At some point, these stores will become ripe for 

the switch to a supercenter. When that happens, more Texas 

cities will face the challenge of putting empty concrete boxes 
back into productive use. Conflicts between affected parties 

are bound to occur. Ideally, the outcome will benefit both 

Wal-Mart and the community. 4 

Dr. Hunt (hhunt@recenter.tamu.edu) is an associate research scientist and 

Ginder a research graduate student with the Real Estate Center at Texas 

A&M University.
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Like a shattered love affair, major retailers leave an empty 

feeling when they abandon a community they once courted.  

Also left behind are empty "big boxes" stand-alone stores of 

50,000 or more square feet made of corrugated metal, concrete 

block or brick-faced walls. Filling the vacated space is usually 

difficult, but across the nation, creative new uses are being found 

for these buildings.  

Big boxes have been converted into call centers, offices and 

smaller retail stores. One Wal-Mart was converted to a go-cart 

track; others have become county courtrooms and churches. In 

some cases, communities are offering economic development 

incentives to businesses that fill the space.  
TIERRA GRANDE
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HORMEL'S CORPORATE HEADQUARTERS and Spam Museum (below), 
an MCI call center (bottom left) and Thomas Medical Center are proof 
that big boxes can be both attractive and productive after initial 
tenants vacate the properties.

Spam Museum, 
Corporate Offices 

When Kmart closed a 77,000-square

foot store in Austin, Minnesota, the 

community found it difficult to attract 

another retailer to the space. Now, how

ever, the once-vacant store is home to Hormel Foods Corpora

tion's 60,500-square-foot headquarters ard a 16,500-square-foot 

Spam Museum celebrating the highly recognized and popular 

meat product.  

Hormel chose the former Kmart because it was close to its 

existing corporate offices, had interstate highway access and 

abundant parking. Hormel's investment -ransformed an unat

tractive, empty big box into productive office space and a tour

ist draw for the community.  

Auto Dealership 
Four big-box retailers have closed in Prince William County, 

Virginia. One of these sites, a 108,000-square-foot former nurs

ery, was vacant for seven years, becoming a dumping ground 

for trash.  

Donald Hopper, CFO of Cowles Ford, says the dealership 
purchased the 13.7-acre site in 2003. Cowles spent $5 million 

to convert the building for use as a service facility, car wash 

and vehicle display area. The project was completed in the fall 

of 2004 and has brought the property back to productive use.  

Call Center 
In 1998, MCI Telecommunications opened a call center in 

a former Wal-Mart in Winchester, Kentucky. The call center 

provides technical support and help desk functions for hard

ware and software companies. MCI functions as an outsourc

ing operator, providing services for other companies. The call 

center created 500 jobs for the community.  

Big box stores are easy to convert for call center use, but 

reuse is driven by labor availability. Most stores converted to 

call centers are for inbound purposes such as customer service, 
which requires a labor pool with specific skills.  

Call centers typically cost $25 to $40 per square foot for ten

ant improvements, including the addition of UPC panels and 

generators, according to Larry Patrick, manager of economic 

development for Wal-Mart Realty.  

APRIL 2005

Wal-Mart works with national firms such as Pricewater

houseCoopers to identify potential call center locations. They 

obtain basic labor information and work with Wal-Mart to 

identify available buildings across the nation.  

Medical Center 
Officials at Thomas Medical Center in Daphne, Alabama, 

were looking for a flexible space with plenty of parking. They 
transformed an 81,000-square-foot Wal-Mart into a facility for 

outpatient services, radiation therapy and other medical uses.  

This type of conversion is expensive, costing approximately 

$100 per square foot to renovate according to Larry Patrick 

with Wal-Mart Realty. Even so, it was easy to divide the build

ing into the spaces needed for medical use.  

Wal-Mart representatives notify the mayor and economic 

development officials in a community approximately two years 

in advance of a store closure. Wal-Mart Realty then works 

with community officials to identify potential tenants. When a 

tenant is identified, Wal-Mart collaborates with local and state 

economic development officials to put together an incentive 

package.  

Retailers on the Prowl 
Empty big boxes can also be used by other retailers. Several 

national retailers look for closed big box sites to locate their 

stores. These retailers are able to save costs on rent, while 

the community benefits from a new retailer. Craft stores such 

as Jo-Ann Fabrics and Hobby Lobby and discount retailers 

such as Burlington Coat Factory and Big Lots have used this 

strategy.  

Flexible space and abundant parking make big boxes easy to 

convert in many cases. Creative marketing may be the key to 

finding new users for these nonproductive properties. 4 

Dr. Cowley (cowley. 11@osu.edu) is an assistant professor with the Austin E.  

Knowlton School of Architecture at Ohio State University.
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MR. SMITH GOES TO MEXICO

By Harold D. Hunt

I. -

Q: What are some of the major challenges residential 
real estate practitioners face in Mexico today? 

One important challenge has been educating Americans 
interested in buying a residence in Mexico about the Mexi
can system of property ownership. Many Americans still 
think they can't actually own a home in Mexico, and that's 
not true. So an educational process often has to take place 
with foreign buyers before a sale can be made.  

Another challenge of operating in Mexico has been the 
lack of a multiple listing service (MLS) comparable to the

Richard Smith has been in the real 
estate business since 1966. With a 
total of 51 offices in Texas, North 

Carolina and South Carolina, his 
company is the largest Coldwell 

Banker affiliate in the nation in 
number of deals closed and was 
ranked the 1 2 th largest real estate 
firm in the United States by Realtor® 
magazine in 2003.  

In 1998, Smith became the master 
franchiser for 20 Coldwell Banker 

franchises operating in Mexico. All 
are primarily involved in buying 
and selling residential real estate.  
This interview explores Smith's 
experiences in Mexico thus far.  

one we have here in the United States. Without a viable MLS 
system, there is often a lack of information about the proper
ties available for sale as well as properties that have already 
been sold.  

High-quality information drives so many real estate activi
ties that we take for granted here in the states. Take mortgage 
lending, for example. Without a good MLS system, comparable 
sales data are more difficult to obtain. That difficulty affects 
lenders' ability to make mortgage loans, and fewer mortgages 
mean less housing sold.  
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Q: Speaking of lending, the big drop in inflation since 
the 1994 peso devaluation has brought down mortgage 
rates fairly dramatically in Mexico. Are many homes 
in Mexico being purchased with a mortgage today? 

Mortgage lending is marginal in Mexico. It's better than it 
was when Coldwell Banker first arrived but still not nearly 
as common as in the United States. Mexico's middle class 
continues to develop.  

We still see a lot of cash deals. That's partly due to the 
Mexican culture. Mexicans traditionally don't like to take 
on the same level of debt as Americans do. It's also partly 
because of a less efficient mortgage system. But that will 

improve over time.
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Q: A lot of real estate business occurs through refer
rals. How is the referral process developing in Mexico? 

First, let me say that part of that education process I spoke 
of earlier is making sure that American clients understand 
the relationship we have with our franchises in Mexico.  

Each Coldwell Banker franchise in Mexico is independently 
owned. No representation can be made by a U.S. referring 
broker about the quality of service clients will receive in 

Mexico. Although I hold the master franchise in Mexico, in 
the final analysis I'm just a shareholder.  

Having said that, although the number of American bro
kers benefiting from referrals to Mexico is probably pretty 
small, I believe cross-border relationships will continue to 
increase in importance over time. We believe in referrals 
here in the United States and word-of-mouth continues to 
be the most popular way to choose a real estate professional.  
I also believe the vast majority of American clients looking 
to buy or sell property in Mexico would value a referral from 
an American broker they trust to a Mexican broker who 
could also be trusted.  

As far as referrals received in Mexico, within the last 

year Cendant Mobility chose Coldwell Banker to be their 
principal broker for all Mexican relocation referrals. We're 
currently handling all of that business out of our Mexico 

City office.  
When an American wants to buy or sell property in 

Mexico, U.S. brokers will refer the lead to our office where 
it will then be referred out to a Cendant-approved broker 
in the appropriate Mexican city. We're primarily acting as a 
clearinghouse" for leads, and the actual receiving broker 
in Mexico will not necessarily be working for a Coldwell 
Banker franchise. It's mainly a service we're providing to 
brokers and not a big moneymaker; however, I do think it 
has the potential to be profitable in the future.

Q: What do you think of the general level of service 
being offered by Mexican real estate brokers? 

It's probably going to be different from what one would 
experience here in the United States. But we have to remem
ber that wien it comes to buying and selling real estate, no 
country in the world has the level of service we have here in 
America.  

I do think the potential to develop a viable, efficient real 
estate market in Mexico is within reach, but it's going to 
take a lot of work by a lot of people in Mexico. They'll be 
the ones establishing their own real estate licensing laws 
and their own code of ethics to improve their level of service 
over time. It will happen.  

Q: What have you learned from your experience operat
ing in Mexico? 

Operating in Mexico has made me realize how important 
the real estate industry is to the U.S. economy. We really 
do provide a vital service by making the real estate markets 
more effici ent, and that makes our economy more efficient.  

I think many Mexican real estate professionals are working 
toward that same goal for their country. 4

D. Hunt (hunt@recenter.tamu.edu) is an associate research scientist with 

the Real Estcte Center at Texas A&M University.
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Q: Are commission rates in Mexico similar to rates in 
the United States? 

Commission rates tend to be. a bit higher in some parts 
of Mexico. However, rates vary from market to market, and 

rates are not a fixed percentage of the transaction. So, just as 
in the United States, commission rates are negotiable.
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"PROJECT OF A LIFETIME" might not sufficiently convey 
the focus and effort developer Mark Mahaffey (left) and 
builder Bill Mahaffey had to devote to the Dream Home 
2005 to complete the undertaking within HGTV's short 
timeline. Below, Bill (left) works with a surveyor in the early 
stages of the project while a television camera records the 
action. The network's camera crews filmed progress at 
intervals, culminating in the filming of the HGTV Dream 
Home 2005 special (bottom).

'. 4

worth of donated materials, including the $65,000 swimming 
pool and the $85,000 appliance package.  

According to Mahaffey, there would have been more dona
tions if the construction timeline had been longer.  

"A lot of the disappointments that Bill and I and the partners 
experienced on a day-to-day basis stemmed from not always 
having the right supplier to donate something to the home," 
says Mahaffey. "If I'd had a year to build this house, I think 
we probably could have cut the cost to the partnership in half, 
because we would have had time to visit with manufacturers 
of certain products and given them time to research HGTV,

do business with many of the subcontractors he had come to 
trust and respect during his 20-plus years as a developer in 
Tyler.  

"We pretty much came as a team," Mahaffey says. "I think 
that surprised Jack Thomasson and HGTV." 

Flamenco, Thomasson and the Mahaffeys toured Tyler to get 
a sense of local architecture before sitting down to toss around 
ideas of how to imbue the house with a Texas spirit and make 
it unique. At the end of the evening, Flamenco came up with a 
preliminary sketch of the house that closely resembles the final 
structure. The final architectural plans were drawn up in less 
than a month; engineering plans were not completed until April.

Climbing the Precipice 
Site clearing began in May. From this point on, crews were 

working full time six and a half days a week, taking 
Sunday mornings off. The only other time they stopped 
work was when HGTV 
crews arrived to film the 
progress.  

That was when having a 

good working relationship 
with the subcontractors 

made a big difference.  
The filming "was a 

big inconvenience for 

us, because our guys 
would have to take a 
break, sometimes for 
three or four hours," says 

Mahaffey. "Most subcon

tractors would just say, 
'Hey, we won't come out 
that day,' but I had to say, 
'No, I need you to come 
out anyway.'"

While some specialty subcontractors came out of the Dallas 
area, "most of the guys live within 15 miles of the house," says 
Mahaffey. "So many wonderful guys and gals concentrated so 
much time and effort on this one home in a short period of time." 

Not surprisingly, there was no shortage of suppliers wanting 
to donate fixtures and materials to the house in exchange for 
the national publicity. The house includes roughly $500,000 
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come here with their 

own people, negotiate, 
and do a little planning 
to put their products in 
the house." 

Mahaffey notes that 

the house was finished 

on schedule, thanks to 

the extraordinary efforts 
of his son Bill and the 

other 620 people who 
"touched" the house.  

HGTV crews filmed the 
television special in late 

October as planned.  

Interestingly, the final 
contract transferring 
ownership of the home 

from The Reserve to
HGTV was not signed until November.  

Digging Down Deep 
Without question, developing the Dream Home was more 

challenging than most projects.  
"Risk is a fascinating, exciting element of life," Mahaffey 

says. "On this project, I have to compliment my partners again

TIERRA GRANDE
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and again. When tze dream home became a reality, it was a 

huge budget item. It was actually a larger budget item than the 
phasing of our whole project.  

"All of a sudden, we were doubling the amount of money 

we were putting in," he says, "because we thought this could 

increase the velocity of the project and move the benchmark 

up on all the properties." 

Did the risk pay off? 
"Yes," Mahaffey reports. "HGTV has allowed us to get our 

message out a lot quicker." 

Within the first week after the Dream Home special aired in 

January, The Reserve received a rush of e-mail and telephone 

inquiries from 40 states, including Hawaii, as well as from 

London and Tokyo. A few resulted in lots being purchased 

sight unseen, for cash. A handful of prospective buyers asked if 

they could buy the Dream Home.  
"When we talk with folks from outside this region, we know 

that Texas is still a good bargain," Mahaffey remarks.  
Lot sales have been brisk, with 80 tracts sold in one three

week period. While an estimated 40 percent of buyers are from 

the Dallas area, 2C percent are from California and 15 percent 

from New York.  

View From the Peak 
So how is the mountain climber feeling now? Pretty good, it 

seems.  

"This is the first development I've ever done where I felt 

semiphilanthropic," says Mahaffey. "This is really going to 
impact our community. The whole marketplace has been 

affected.  

"I have four other developments in town. I've tracked eight 

to ten sales in those developments that were generated by

HGTV inquiries. Other builders have called me to say the 

same thing." 
Comfortably seated in the great room of the dream home he 

created: the developer muses, "I never get tired of coming to 

this house. I was tired when we built it, though.  

"It wculd be a pleasant home to own, if I could afford it. I'm 
no: quite sure I could afford to own the rascal." 4 

McQuistion (mcq@tamu.edu) is associate editor with the Real Estate Center 

at exas A&M Universky.

APRIL 2005 1 7



c ASA

Es S U
CA S 
UNDERSTANDING 

LATINO HOMEBUYERS 

BY JACK C. HARRIS 
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here is no more dynamic demographic trend than the 
growing prominence of the U.S. Latino population. In 
1990, they were just 5.6 percent of the population. Ten 

years later, they were 12.5 percent of the total.  
In Texas, people of Hispanic origin make up 32 percent of the 

total population and 38 percent of Texans ages 20 to 34. They 
will be the majority by 2040.  

Despite their growing numbers, Latinos have yet to become 
a major presence in the homebuying market. While the overall 
U.S. homeownership rate is more than two-thirds, fewer than 
half of Latino households own their homes.  

Latino households represent a vast, untapped source of 
homebuyers. But are Latino buyers different from those of 
other ethnic groups? Do brokers need to design marketing 
strategies, services and business dealings that specifically 

appeal to Latinos? 
To answer these and other questions regarding homebuying 

among various ethnic groups, the Real Estate Center con
tracted with Harris Interactive to survey current homeowners 
and prospective Texas hcmebuyers. Of the more than 4,000 
Texans telephoned, 1,870 were Latino.  

The survey provides insight into how buyers from different 
ethnic groups search for a home and their perceptions of real 
estate professionals. The survey results are not a blueprint for 
agents to use to stereotype customers according to ethnic char
acteristics. Rather, survey responses can help agents under
stand the real estate related behaviors of clients of different 
cultural backgrounds. By better meeting these clients' needs, 
they may also increase sales.

TIERRA GRANDE



TESTING PREVIOUS STUDIES 
The survey was designed to ensure that the proportion of 

responses from Anglos, Latinos, African-Americans and Asians 

matched those groups' representation in the general popula

tion. This allows for better data analysis.  

For example, survey data indicate that Latino respondents 

have less experience with homebuying and using real estate 

agents and are younger and less affluent than the group of 

respondents as a whole (Tacle 1). The mean value of homes 
owned by all respondents was $114,300; for Latinos, it was 

S85.500.  
These differences can be neutralized by comparing the ethnic 

groups within subgroups of similar demographics. For example, 
the homebuying decision may vary by age. To see if the deci

sion also depends on ethnic background, each group can be 

compared within the same age bracket.  

Frevious studies conducted by other organizations have 
yielded a number of assum-ctions about the financial dealings 

of Latinos.  

*Latinos tend to be more conservative with credit and are 

concerned about high monthly payments.  

* Latinos are slower to make decisions and must be made 

to feel that they are important to the person providing the

APRI 2005

service. They generally do not like a straightforward, no
noasense business approach.  

* Latincs consider the homebuying process difficult.  
Finar::ing a home purchase is perceived as difficult, 
largely because of lack of knowledge or misconceptions 

abcut how much cash is required.  

" La-ino' often znd housing through personal contact 

wlth cquarntances rather than through an agent, 
though they often buy with the assistance of government 

programs.  

. Latinos fear being taken advantage of or being discriminated 

against, largely because they lack experience in financial 
matters. Therefore, they are wary of professionals, such as 
rea estate b-okers and lenders.  

FINANCIAL CONSERVATISM 
rspondents who said they likely would buy a home in 

the near f-ture indicated how much more than their 

urrnt rent they would be willing to pay to buy a 
home. Wary of getting into financial difficulties, 44 percent of 
Latnos sail they would pay no more than current rent, com

pared with 3S percent of all respondents.  

This difference may merely reflect the fact tha: more Latinos 

earr less. People with lower incomes are more 
likely to be paying as much as they can afford 

in rent already and therefore may be reluctant 

to obligate themselves to 

higher payments. When 
responses were split by 

Total Percent of income as well as ethnicity, 
Latino Sample however, only Latinos with 

4 incomes below $50,000 

displayed greater reluctance 
to pay more.  

Eighty percent of Latino 
33 respondents agreed that it 
74 is important to pay off a 

29 home loan early compared 

9 with 77 percent of all 
46 respondents. Thirty-five 

51 percent say they are will

46 ing to wait until they can 

32 save enough cash to buy 

34 a home, compared with 

8 only 23 percent overall.  
While more Latinos in all 

62 income brackets say it is 

29 good to pay off a loan early 
24 or to wait and pay cash, the 
33 differences are statistically 

7 significant for only some

income levels.  
On the other hand, only 

17 percent of Latinos say 
.hey would be uncomfortable making a very small 
down payment on a home, while 27 percent of the 
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overall sample would. The tendency for Latinos to feel com
:crtable with low down payments is significant at most income 
levels. It is poss-ble that many Latinos do not see a low down 

payment as increasing their financial responsibility and risk.  
Instead, they may consider it the only way to make homeown

ership possible.  
The Center's survey results suggest that financial conserva

tisri is not an inherent characteristic of Latino homebuyers.  

Rather, it is -ela:ed to income, with lower-income households 

less likely to be willing to pay more for a house than they cur
ren y pay in rent.  

DELIBERATE DECISION-MAKING When asked how many homes they toured 

before buying, Latino 
homeowners reported 

loo-<-ng at fewer homes: 61 

percent visited fewer than 
fi ve homes compared 
with 54 percent of all 
respondents.  

Nearly 50 pe-cent 
c: Lainos working 

with an agent viewed 

fewer than five Deciding on neighborhood 

homes compared Selecting specific home 

with 41.4 percent Knowing if you got a good deal 

or con-Latinos. The Knowing how much home you can affo 

differential is even Knowing how much mortgage you can 

wider for those not Gathering necessary paperwork 

using agents - 77.5 Finding an agent you feel comfortable v 
to 66.4 percent. Knowing you made good investment 

Forty-fourpercent understanding home inspections 
of Latinos agreed 

wit:1 :he statement 

real estate agents 
dn't :ake the time to understand your 

reei:s " Another 17 percent strongly 

:greed compared with 38 and 13 percent, 
respectively, for all respondents. When 

responses of those with cr without expe

rience with an agent were compared, the 

di=ferences remained. Alm-ost 45 percent of 

Latinos who had used an agent agreed with the statement (19 

percent strong-y agreed) versus 40 percent of non-Latinos (10 

percent strong-y agreed).  

Survey results indicate that Latinos desire more communi

:ation with the agent than respondents as a whole, whether 

buyrn or selling. Daily communication was preferred by 16 
percent of Latino buyers and 19 percent of sellers compared 

w-t- 13 percent of all buyers and sellers.  

When these results were compared by income as well as 

ethnicity, the bras toward more communication persisted.  

On-y Latino buyers in the $25,000-$50,000 income brackets 
did no: prefer daily communication more than non-Latinos in 

the same brackets.

Latino respondents used agents less often than other buyers.  
This may have made it inconvenient for them to arrange to 
view homes, and thus may account for Latinos visiting fewer 
homes before buying. Unquesticnably, Latino respondents 
prefer agents who take the time to understand what they want.  
They also prefer more frequent contact during the buying and 
selling process.  

DIFFICULTY WITH HOMEBUYING 
Latino respondents found homebuying more difficult than 

did other respondents (Table 2).  
What made these tasks more formidable to Latino respon

dents? When responses are compared within comparable 
age brackets, the answer is 

unclear. However, the dif

ferences are significant and 

pervasive across age brackets 

on four tasks: knowing how 
much house they 

can afford, know

ig ing how much 

mortgage they 

Total Sample Latino Sample can get, finding a 
real estate agent 

19 25 and understanding 
26 31 inspections. This 
20 26 could be because 
20 31 understanding 

t 20 33 mortgage quali

29 37 fying formulas, 
h 18 28 what makes a 

13 18 good agent and 

7 I house construction
methods comes 

through buying 
homes-~ nt- just

getting older.  

While 45 percent of the overall 

sample either strongly or some

what agreed that qualifying for 
a mortgage loan is difficult, 60 
percent of Latinos felt that way.  

When compared across income 

brackets, the difference between Latino and non-Latino respon

dents persisted, except for those Latino respondents with 

incomes above $125,000.  
Latino respondents' perceptions of the difficulties of buying 

a home may reflect inexperience with this type of decision

making or a legacy of past discrimination. In either case, the 
perception should diminish as more Latinos participate in the 
housing market.  

PERSONAL REFERRAL 
Survey results verify a tendency for Latinos to rely on per

sonal contacts for important decisions, but only within certain 

age groups.
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When choosing a neighborhood, 43 percent of Latino respon
dents said they rely on friends, family and work associates 
compared with 38 percent of all respondents. Only 30 percent 

preferred to drive through the areas, while 34 percent of the 

total sample did. When compared by age, these preferences 

remained but were statistically significant only for Latino 
respondents 30 to 50 years old.  For help with the buying decision, 30 percent of Latinos 

said they relied on their parents; 26 percent 

consulted real estate agents. Over

all, respondents preferred agents to 

parents, 30 percent to 23 percent.

As might be expected, reliance on 

parents' advice falls off quickly with 
age, but this drop-off is not as rapid 

for Latinos. Even respondents 50 to 

59 years old rely on parents almost 

as much as they do on agents (20 per
cent to 25 percent) while non-Lati

nos of similar age prefer agents four 

to one.  

When it came to finding a real 

estate agent, differences among eth

nic groups were slight. However, 49 

percent of Latinos mentioned a refer

ral from a friend or relative compared 

with 46 percent of the total sample.  

This tendency was most pronounced 
for respondents over age 50 and was 

mostly confined to referrals to a firm 

rather than to a specific agent.  

Survey results confirmed that 
Latinos use personal networks 

acquaintances and relatives - to 

gather information and advice when 

making important decisions.  

WARY OF 
PROFESSIONALS 

omeowners and likely buy-

used an agent were significantly more likely to say that using 
an <gert was valuable.  

La:no respondents prefer using agents when buying property 
rather than when selling. Seventy-one percent of the overall 

sample said they would use an agent when buying their next 

home, and 72 percent of Latinos agreed. Yet when asked if

SURVEY RESULTS 

INDICATE THAT 

LATINOS DESIRE MORE 

COMMUNICATION 
WITH THE AGENT 

THAN RESPONDENTS 

AS A WHOLE, 

WHETHER BUYING 

OR SELLING.

ers were asked now much they 
agreed with a series of statements about real estate 

agents. For most of the statements, the percentage of Latinos 
who agreed approximated the entire sample. However, there 
were exceptions.  

While 67 percent of the overall sample agreed that "real 
estate agents are trustworthy," only 64 percent of Latinos 
concurred. However, 78 percent of Latinos said it is a good 
idea to use a real estate agent compared with 76 percent of 
total respondents. This seemingly contradictory result is more 
understandable when the responses are divided into those who 
have used agents and those who have not.  
Latinos who have never used an agent are much more likely 
than non-Latinos to say that agents are untrustworthy. There 
was no significant difference between Latinos and non-Latinos 
who had experience with ar agent. Likewise, Latinos who had

they would use an agent to 

sell their home, 46 percent 
of Latinos said they would, 

compared with 51 percent 

of all respondents. Thirty
eight percent of Latinos 
said they would try to sell 
their own house, with 34 
percent of all respondents 
agreeing.  

While the percentages 
of those who would try to 
sell their home decline as 
income rises for non-Latinos, 

it does not change much at 

all for Latinos. Fully 40 per
cent of Latinos making more 

than $125,000 say they would 
sell their homes without an 

agent.  Latinos' intention to use 
an agent when buying a 

home falls off with age.  
Eighty-nine percent of those 

under age 20 said they would 
use an agent, while only 68 

percent of those 60 and older 

would do so.  
Among those who already 

had used an agent to buy, more 

Latinos (73 percent) than non

Latinos (66 percent) said they 
would recommend their agent 

to others. This difference was 

nor statistically significant when 

ccmpared based on age.
Survey results suggest that Latinos' attitudes toward agents 

improve as they gain experience working with agents. How
ever, many Latinos do -arbor a bias against using an agent to 
sell a hcme.  

Based on survey findings, agents serving Latino buyers 
should recognize that :heir clients will tend to be younger, 
less affluent and have less experience with buying homes and 
working with agents. Awareness of how many of these buy
ers approach the homebuying process and what type of service 
they want from real estate professionals may lead to better 
service and more successful transactions. 4 

Dr. Harris (j-harris@tamu.edu) is a research economist with the Real Estate 

Center at Texas A&M University.
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A real estate agent and a buyer 

have located a property ideal for the 

buyer's needs. The property is not for 

sale, however, so the agent contacts 

the property owner to ask if he might 

be interested in selling. The owner 

explains that although he has little cur

rent use for the property, the sizeable 

capital gain tax liability the sale would 

generate is keeping him from market

ing it.  

So that's that, right? The deal is dead.  
Maybe not. A knowledgeable agent 

might be able to break the log jam 

and bring the property to the market 

for the eager buyer by suggesting the 

owner consider a charitable remainder 

unitrust. This Internal Revenue Code 

(IRC) provision allows a property owner 

to avoid a tax on capital gain at the time of the sale, offers an 

income tax deduction and lets the owner convert the unneeded 

property into a steady income stream.  

Here's hcw it works. The property owner transfers a real 

property to a qualified charitable remainder unitrust, specify

ing the trust period and a percentage of the market value of 

:ie trust principal he or she will receive as income from the 

usr each year. A qualified charity is designated to receive the 

elmainder of funds when the trust ends.  

The owner receives a deduction from taxable income equal 

tne present value of the remainder of the trust. That value 

is ca culated under IRS guidelines and represents the amount 

r-maining :or the charity when the trust terminates.  
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The trustee of the charitable remainder unitrust markets the 

property and invests the net proceeds. From that investment, 
the trustee distributes payments as directed in the trust. At 

the end of the specified trust period, the trustee transfers the 

remainder of the proceeds to the charity specified in the trust 

agreement.  

Real estate professionals stand to gain both directly and 
indirectly when property owners create charitable remainder 

unitrusts. First, the newly available property means a sales 
transaction can proceed. Second, trustees often list donated 

properties with an agent when they market them. An agent 

who informed a donor about the unitrust may have an advan

tage in the competition for that listing.  

Third, people financially able to donate through a chari

table remainder unitrust frequently have other holdings and 

may need the services of a real estate agent from time to 

time. Having assisted in converting a surplus asset into an 

income stream and tax deductions may create goodwill in 

the donor's mind. Finally, by encouraging charitable remain

der unitrusts, the agent establishes a reputation for commu

nity service.  

Interested agents should 

become familiar with the 

basics of trust operations.  

They can identify charities 

and trusts that accept real 

estate donations and contact 

those entities to learn about a'~ n /w ik / 
their donation policies. Typi

cal requirements include 

an appraisal that meets IRS O4 U S 
requirements and a Phase 1 

environmental assessment 

of the real estate. An agent 

could help provide required 

documentation and assist in securing an agreement to accept 

the gift.  

Vua/ eTc/ wti s, ZW&W& 

A qualified charity is an organization operated for "reli

gious, charitable, educational, scientific, literary, educational 

purposes or to foster national or international amateur sports 

competition (but only if no part of its activities involve the 

provision of athletic facilities or equipment), or for the preven
tion of cruelty to animals" (IRC Section 170[c]).  

The organization may be a corporation, community chest, 
fund or foundation that exclusively pursues one or more of the 

exempt purposes prescribed. This includes organizations as 

diverse as The Nature Conservancy, The American Red Cross, 
the Texas A&M Foundation and the UT Foundation Inc. Many 

of these organizations will also serve as trustee of unitrusts 

funded with real estate.  

Administration of trusts is a complicated endeavor that 

involves compliance with IRS rules and regulations. Donors 

should use care in selecting a trustee to ensure competent 

administration and continuity over the life of the trust.  

Acceptable trustees may include commercial institutions such 

as the trust department of a bank or trust company, charities, 
individuals or a combination of these. The trustee sells the real 

estate, invests the proceeds, files reports and forms and distrib

utes income and proceeds.  
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Consider a hypothetical, typical charitable unitrust adminis

tered by the Texas A&M Foundation Trust Company. A donor 
aged 70 transfers a property valued at $1 million with a tax basis 

of $250,000 to a qualified charitable remainder unitrust. The 
donor opts to receive payments amounting to 7 percent of the 

unitrust principal for the remainder of his life. When the donor 

dies, the unitrust remainder will go to the Texas A&M Foundation.  

The donor initially avoids capital gains tax of 15 percent on 
$750,000, saving $112,500. The IRS allows a deduction from 
current income for the charitable gift of the remainder even 

though the charity will not receive the proceeds for an esti

mated 17 years, the life expectancy of the donor.  

The donor's ability to use the full deduction in a single year 
is limited by IRS rules, but the excess may be carried forward 

for up to five years. The amount of the allowed deduction is the 

result of a complex calculation following IRS instructions. It 

amounts to a percentage of the property value adjusted accord

ing to the age of the donor and the percentage payout selected by 

the donor.  

In this case, the estimated 

charitable deduction is 

$436,220, which translates to 

-, savings of $143,953 on current 

income taxes, assuming a33 
percent marginal tax rate.  

If the donor had specified 
a lower percentage payout, 
the income tax deduction 

would have been greater. For 

example, a 5 percent rate 

would produce a deduction of 

$540,970 with projected tax 

savings of $178,520 at a 33 
percent marginal tax rate. Given the 7 percent unitrust rate and 

the charitable income tax deduction, the benefits are comparable 

to an investment providing an 8.18 percent return.  

Assuming that the trust earns 7 percent on the invested 

proceeds from the property sale and pays the donor 7 percent, 
the Texas A&M Foundation will realize a $1 million donation 

when the donor dies. If the donor had selected a 5 percent pay

out rate, the donation would have increased to $1,400,241 as 

the added 2 percent return accrued to the trust balance through 

the years. Whether the donor was single or married, those 

proceeds would transfer to the charity without probate expense 
or estate taxes.  

Calculated deductions and benefits in these examples reflect 

provisions in Section 664 of the Internal Revenue Code as speci

fied in the IRS publication 1458. Each situation has unique fea

tures that yield different results. Many charitable organizations 

have websites with computer programs that calculate projected 

benefits for specific circumstances.  

Because of the financial and legal complexities involved in 

charitable remainder unitrusts, agents and prospective donors 

should consult with trust companies, charitable organiza

tions and tax professionals. Nevertheless, agents who are well 

informed about available trust options may find this knowl

edge a valuable tool in expanding their businesses. 4 

Dr. Gilliland (c-gilliland@tamu.edu) is a research economist with the Real 

Estate Center at Texas A&M University.  
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Texas is big and getting bigger. The state's population grew 
by 3.9 million residents from 1990 to 2000, ranking eighth 
nationally in population growth (Table 1). Between 1987 and 
2003, the state's per capita income more than doubled, from 
$14,479 to $29,372.  

A growing population coupled with growing income means 
increasing demand for new housing units. Fortunately for 
Texans, the state's building industry has been able to meet the 
growing demand for housing units at affordable prices. The 
number of housing units (all types) in Texas increased 23.5 per
cent from 1990 to 2003 to stay on pace with the 30.2 percent 
increase in the Texas population during that period (Table 2).  

Builders Come Through 
The building industry's ability to meet the growing demand 

for housing units resulted in Texas housing units that were 
on average about 30 percent less expensive than the national 
average. The median value of owner-occupied housing units 
in Texas in 2003 was $99,139 compared with the nationwide 
average of $147,275.

Future Texas population growth is expected to significantly 
impact demand for residential housing units. To investigate 
the relationships between the state's population growth and 
housing demand, the Real Estate Center conducted an econo
metric study of the relationship between population and 
housing stock using the latest data from the U.S. Bureau of 
the Census and projections based on Texas State Data Center 
(TSDC) scenarios (see Projecting Texas Population Growth).  

The research project considered three scenarios: the one
half 1990-2000 migration rate (0.5 percent per year) and the 
1990-2000 migration rate (1.0 percent per year) scenarios

24

0~~ IS-ss -a

TIE R RA GR ANDE



projected by the TSDC and the 2000-2003 Texas population 
growth rate (Figure 1). Based on similar sets of assumptions, 
population projections for Austin, Dallas and Houston met

ropolitan areas prepared by the TSDC were used to model the 

relationship between housing stock and population in the three 

metro areas.  

The estimated models were used to forecast demand for new 

residential units for the period 2005-2015 using population 
projections. The Texas model simulations suggest that the 

average annual demand for new single-family housing units 

in Texas from 2005 to 2015 will exceed 90,000 units. Average 

annual demand for multifamily units (including manufactured 

homes) during this period is expected to exceed 44,800 using 

the 0.5 scenario migration rate.  

How Will the State Grow? 
If the state's population continues to grow at the rate that 

prevailed from 2000-2003, average annual demand for single

family and multifamily units is expected to exceed 131,000 and 

65,000 units, respectively, from 2005-2015. Texas population 

projections based on a 1.0 scenario migration rate indicate that 

the demand for single family and multifamily units is expected 

to exceed 158,000 and 78,000, respectively (Table 3).  
Simulation of Austin's housing market suggests that aver

age annual demand for residential housing units would exceed 

12,000 units in the case of the 0.5 scenario migration rate. That 
number is expected to double if the metro area experiences a 

migration rate following the 1.0 scenario. If the area contin

ues its 2000-2003 population growth rate, the average annual 

demand for new housing units is expected to exceed 22,000 

(Table 3).  
Depending on the various population growth rate scenarios, 

average annual demand for single-family housing units in 

Dallas from 2005 to 2015 is expected to range from 18,000 to 

31,000 units. Demand for multifamily units is projected to be 
between 11,000 and 19,000 units. Similar ranges are expected 

for average annual demand for housing units in the Houston 

metro areas (Table 3).  

There is a caveat. Projected demand for housing units is 

based on the assumption that mortgage interest rates will 
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remain at 2004 levels (that is, 6 percent). Higher mortgage 
interest rates would dampen demand for housing units and 

decrease estimated projections. For more about the impact 

of interest rates on demand for new homes, see "What Goes 

Down Must Come Up: How Fed Funds Rate Affects Housing 
Market," http://recenter.tamu.edu/pdf/1705.pdf. 4 

Dr. Anari (m-anari@tamu.edu) is a research scientist with the Real Estate 

Center at Texas A&M University.  

The Texas State Data Center's (TSDC; http://txsdc.tamu.  
edu) State Population Estimates and Projections Program 

prepares population projections for the state and for its 
metropolitan areas and counties. Given uncertainties in net 
migration (immigration minus outmigration), the TSDC has 
created four scenarios for estimating population projections.  

Projected Texas 
Scenario Population in 2015 

Zero migration (0.0) 23.6 million 
One-half 1990-2000 (0.5) migration 26.2 million 
1990-2000 migration (1.0) 29.2 million 
2000-2002 population growth 28.0 million 

According to the TSDC, the 1990s is seen as the high 
growth alternative because the decade's pattern of rapid, 
substantial growth is unlikely to be sustained over time.  

The center offers scenario four to accommodate users who 
believe that the 2000-2002 period has produced fundamental 
long-term changes in population patterns.  

The latest estimate of Texas' population shows an increase 

to 22.1 million in 2003, close to the 22.8 million projected 
for 2010 based on a zero percent migration rate (the first 

scenario). Thus it is more likely that the growth rate of the 
state's population will be similar to either 0.5 or 1.0 migra

tion rate scenario.
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Agency
ow do consumers and real estate agents perceive buyer agency? Has buyer agency had any impact 
on home prices or time on the market? Research sponsored by the Real Estate Center found that 
the perceptions of Texas licensees and consumers differ, and their perceptions do not always 
correspond with statistical evidence.

Buyer's Agent Bandwagon 
The increasing use of buyer agency grew out of a 1980's reform effort that sought to 

clarify the agency relationship between real estate professionals and consumers. Tradi

tionally, residential real estate agents established a fiduciary agency relationship with 
the sellers and then proceeded to list the property on the market.  

Cooperating agents working with buyers were technically subagents of the listing 

broker and owed a fiduciary duty to the seller. However, buyers generally assumed erro
neously that agents who showed them properties to purchase represented their interests.  

Adding to the confusion, some agents incorrectly gave the impression that they were 

representing the buyer when legally they were not.  

To correct this, many state licensing agencies strengthened agency disclosure rules.  

The Texas Real Estate Commission (TREC) issued its first agency disclosure rules in 

1989. Several revisions to TREC rules and regulations followed requiring written 

disclosures about agency representations and consumer choices about who a broker repre

sented. The Texas Real Estate Licensing Act (TRELA) was amended in 1995 and mandated 

that real estate licensees make it clear to all parties whose interests they represent. Since 

TRELA was amended, most selling agents (rather than listing agents) have represented the 

buyer as a buyer's agent, thus removing the fiduciary duties to the seller.
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Agency Understanding Limited 
Survey results reveal that real estate professionals think 

consumers are confused about how agency works. Less than 

a third of agents (27.8 percent) believe buyers understand this 

concept "even moderately." Similarly, brokers and agents 

think that consumers in general do not understand the concept 

of designated intermediaries, with 71.3 percent responding 

that consumers understand it "very little or not at all." 

Brokers and agents believe that consumers support buyer 

agency over the traditional model of seller subagency. More 

than nine out of ten (93 percent) believe that their buyer 

clients prefer the buyer agency model; less than a fifth (18.8 
percent) indicate that their seller clients prefer the seller sub

agency role for selling agents who bring prospective buyers.  
By law, licensed real estate agents are required to provide 

information to clients explaining the difference between buyer 
agency representation and seller agency representation. TREC
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form "Information About Brokerage Services" may be used 
for this purpose. Its use is not mandatory, and licensees may 
use any format they wish to convey the information, but they 
must use the exact language, type size and so forth required by 
the statute.  

Information Overload W hile 44.6 percent of homebuyers surveyed stated 
they had received the "Information About Bro

kerage Services" statement, 13 percent did not 
remember receiving a copy. The remainder (42.4 

percent) were uncertain if they received it or not, suggesting 
consumers may experience information overload during the 
homebuying process.  

A small portion of recent buyers, however, admit their 
understanding of agency is limited. Only 24.7 percent said they 
do not understand (or understand "very little") the difference 

between the terms buyers' agent and sellers' subagent.  

Interestingly, survey 
results indicate a 

diversity of thought 
regarding written 

buyer-agency agree

ments with 34.6 

percent of licensees 
responding they "only 

12.4 18.9 8.5 work with clients who 
sign the agreements." 

Another 18.6 percent 

11.2 15.4 4.6 said that most clients 
"do not want to sign;" 

10 percent are "not 

using the agreements," 
10.4 33.1 38.8 and the balance say 

that "some sign and 

some do not." 
21.1 18.3 7.2 Among consum

ers, the majority (61.9 

percent) say they 

13.0 31.6 47.0 signed a buyer agency 
agreement with their 

buyer's agent. Only 
22.6 percent did not 

19.4 28.5 40.7 sign, and 15.5 percent 
could not recall if they 

had signed or not. Of 

52 respondents who 
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did sign, 47 (90.4 percent) would still sign if they had to do it 
over again.  

Power to Buyers Consumers were asked whether the issue of represen
tation is less confusing now than it was before the 

1995 TRELA amendment. Of those buyers who had 
purchased a Texas home prior to January 1, 1996, 

the responses were evenly split between those who said that 

the issue is less confusing and those who felt it is "not less 

confusing" (37.8 percent each); 24.3 percent were not sure.  

Texas brokers and agents licensed before the TRELA amend
ment regarding agency took effect generally believe the 1995 

amendment somewhat reduced consumer confusion while 

improving the market power of buyers. The improvement in 

market power is not, however, 
perceived to be to the detri

ment of the seller.  
Responses reveal that agents Un ve 

feel the amendment had no recent homeb 
impact on selling price or time Worth Mro 
on the market (see table). How
ever, these perceptions are 

not consistent with research 

findings. The results pro- randomly 
vide evidence that sale prices acted by telei 
actually fell after the TRELA issues. The y 
amendment by approximately college degre 
1.8 percent and that time on range.  
the market decreased by 18.7 At the same 
percent.Metroplex 

Better responses 
Matchmakers p error w.  

The research confirms Responden i 
agents' perceptions that - * n T 

the market power of buyers d c 

improved but does not confirm of $3 
agents' perceptions regarding 

selling price and time on the 

market. Results suggest agents completed si 
are better matchmakers under for Jan. 1, 19 
buyer agency, resulting in less 
time on the market. Buyers market n " 

were able to negotiate better amendment.  
prices once buyer agency was sales e w 
implemented.  
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Various agency issues may have significant effects on the 

single-family residential housing market. Additional research 
may be warranted to analyze these effects on specific submar

kets, such as the low-cost versus luxury housing segments.  

This study shows that the 1995 TRELA amendment has 

been a modest success in terms of clarifying agency representa

tion for Texas agents and brokers and in transferring some mar

ket power to buyers, thus making the market more efficient. A 

follow-up study examining how current buyer agency impacts 

the selling price and time on the market would help to clarify 

these issues. 4 

Ford (info@marketstat.com) is co-founder of the marketing research firm 

MarketStat and is a lecturer in the College of Business at the University of 

Texas at San Antonio.
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