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hose who attended the Texas 
Commercial Real Estate Outlook 
Conference in College Station on 

Dec. 2 heard Sam Zell describe what he 
termed a "revolution" in the commercial 
real estate industry that began with the 
"mother of all recessions" in 1990.  

"Real estate has lost its indepen
dence," said Zell. "Now we must play by 
the rules of other industries." 

Zell, a self-made billionaire and chair
man of Equity Office Properties, gave 
the keynote address. Today's commer
cial real estate environment, he said, is 
a "brave new world" that is changing 
rapidly.  

What's different about it? Zell ex
pounded at length on this topic, offering 
the following examples.  

Real estate can now be a liquid asset.  
Investors can get in and out quickly.

" Real estate investors are learning to 
implement basic business concepts 
such as economy-of-scale and margins.  

" Days of 95 percent debt-to-equity 
ratios are gone. Real estate investors 
must use less leverage than in the past.  

* Commercial real estate is consolidat

ing, with a few companies now own

ing vast amounts of real estate.  

" Property owners are beginning to see 
themselves as service providers.  

" Real estate is no longer routinely 
allocated a piece of a financier's fund

ing pie. It must compete for capital 
against other industries.  

" Commercial real estate is less cycli
cal than in the past and less affected 

by inflation and taxes. The instant 
availability of information, such as 
vacancy rates, reduces the ups and 
downs. #
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In the past, timber companies acquired vast tracts of East 
Texas timterland ard managed them to supply their wood 
and paper mills. However, rising operating costs including 

:axes, labor and energy combined with flat timber prices have 

prcmp:ed many owners of large timberland tracts to sell their 
holdings. In recent Cecades, timber companies have sold ap

prcximately 1.8 million acres, an area more than half the size 

of Connecticut.  
The sell-off began slowly and attracted little notice in 

-he booming real estate markets of the late 1970s and 
early 1980s. Continued sales during the mid-1980s real 
estate crash also went largely unnoticed. During that era, 
many owners of "smaller" properties (tracts from 10,000 to 

100,000 acres) sold much or all of their land. Timberland 

investors liquidated their holdings for various reasons.  
Purchasers subsequently subdivided many of these proper

ties for resale. Entities selling during that time included 

the Baptis: Foundation of Texas, Foster Estate, Mitchell 
Southwest, Exxon-Friendswood, Lowery Brothers, the 

TIERRA GRANDE

Over the past few decades changing business economics, 
expanding population and prosperity have fundamen
tally changed the East Texas land market and the tim

ber industry that once drove it. A market previously dominated 

by timber producers has expanded to include buyers interested 

in hunting, hiking, fishing, camping, conservation uses, second 

homes, retirement property, small farms and investment prop

erties. Maximizing returns on timberland these days calls for 

a flexible marketing strategy - that is, evaluating each tract's 

potential nontzmber uses and targeting the market that would 

bring the highest return.  

The Big Sell-Off 
Understanding how this market change evolved requires 

insight into how large timber companies view land ownership.  
The conventional view taken by these companies has been 

that land is one homogeneous asset like other forms of capital.  

And like other assets, land must provide a return exceeding a 

corporation's required minimum return rate for investments.  
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Carters and Champion Realty Corp. All told, 219,000 acres 
were sold.  

As timber prices declined in the 1990s, companies includ
ing International Paper, Gibbs Bros., Champion International 
Corp. and Louisiana-Pacific sold or announced the sale of an 
additional 1.6 million acres. (See "Timberrrrr! Soft Woods Fall 
on Hard Times," Tierra Grande, July 2003, for details.) Most of 
this acreage is in East Texas, in an area bounded by The Wood
lands and Beaumont on the south, 1-45 on the West, Longview
Tyler to the north, and the Texas-Louisiana border to the east.  
In the past three years, the sell-off pace has quickened.  

New Marketing Strategy 
oday's recreation-driven rural land markets are compel
ling timber companies to reconsider established asset 
management practices. Instead of treating timberlands 

as homogeneous assets, timber companies must manage mul
tiple land tracts like any complex group of real assets, analyz
ing each tract's characteristics and market potential.  

JANUARY 2004

The parcel's shape, size, frontage, access, location, topogra
phy, drainage and utilities must be taken into account along 
wzrh features such as wetlands preserves and flood plains.  
Conservation and environmental factors, timber volume and 
pctential and recreational, residential and commercial devel
oprment possibilities should be factored into the marketing 
analysis.  

Each tract analysis should include a ranking by potential dol
lar value in envisiored uses to identify the most likely market 
for each parcel. Factors driving each market, including compet
ing properties and developments, should also be evaluated.  

Once the most marketable use is established, a management 
and marketing strategy should bc developed to bring the best 
price on the sale -f each parcel. At the same time, the seller 
should develop a strategy to minimize ad valorem taxes. Tim
bei harvest plans for cach tract should be scheduled to coincide 
with the land's proje:red future market or markets. These 
schedules should reflect the relative values of transitional uses, 
timing harvests to contribute to any future, higher valued use.  

3



Typically this would nean inore selective, marked cuts and 
less clear cutting.  

Who's Buying? While timber tracts of 20,000 acres or more have not 

appreciated in recent years, 20- to 100-acre parcels 
have risen sharply in value. The rapidly swelling 

ranks of recreational buyers are behind the change. Further, a 
recent study of Generation X investors (those 22 to 36 years 
old) found that they are buying more real estate and reducing 
investments in mutual funds and stocks. The same trend is 
occurring among older investors, indicating a growing appetite 
for land ownership.  

Much East Texas timberland is located in regions the Census 
Bureau refers to as nonmetro adjacent counties. These rural, 
second-tier counties next to more populated metropolitan 
statistical areas (MSAs) may experience explosive growth as 
Texas' largest cities (Houston, Dallas and San Antonio) expand.  
Land prices in these counties are a good barometer of current 
economic realities. In some instances, buyers can purchase 
15- to 60-acre tracts for the same price as a single developed 
residential lot in the Houston MSA ($45,000 to $150,000.) 

Performance of alternative investments has languished in re
cent years, making rural land investments even more desirable.  
In many areas of Texas, land values have appreciated faster 
than the rate of inflation. And unlike stocks or bonds, land can 
be used for hunting, camping, hiking, wildlife and water con
servation, timber and livestock production and numerous other 
activities. Financing for undeveloped land is readily available, 
thanks to an abundance of well-funded investors seeking reli
able returns.  

According to the U.S. Department of Agriculture, forestlands 
have generated the majority of international investment in 

American agricultural land, accounting for nearly half of all 

holdings in 1995. The falling dollar will enable non-U.S. buyers 

to purchase larger acreages and may, therefore, attract more 
international investors to timberland investments. For the 
next several years, non-U.S. investors may be the best hope for 

timberland owners who want to sell large tracts.  
he specter of inflation appears to have influenced some 
land buyers. Mindful of continuing interest rate cuts 

and the pool of funds seeking viable projects, these 
buyers have turned to land investments for security. Eroding 
capitalization rates have caused observers to fret about the 
prospect of deflation. However, some investors are anticipat
ing that the Federal Reserve will tolerate more inflation in the 
future as part of a strategy to avoid deflation.  

Uncertainty in international affairs has prompted other 
buyers to see land as a safe haven for a portion of their wealth.  
Although evidence of this remains anecdotal, market observ
ers have noted an increasing number of buyers seeking to park 
capital in tangible assets like land. Large timberland tracts may 
be a good option for buyers with sizeable sums to invest.  

Ultimately, the new realities of today's markets will change 
the face of East Texas timber country. As large tracts of timber

land are subdivided and sold, the landscape of the region will 
change. This transfer may be the harbinger of changes in the 
social and economic climate of East Texas. 4 
Dr. (illiland (c-07lliland@tamu.edu) is a research economist with the Real Es

tate Center at Texas A&M University and Dan Daniels (ddaniels@gge.net) 

is president of the Greater Houston Market Services, LLC.  
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By Jack C. Harris 

Tracking local housing market 
appreciation makes good sense 
for real estate professionals.  
Appreciation is a measure of an 
area's housing demand. It shows 
how well homes are performing as 
investments. And it can be a strong 
selling point.  
Go Figur e 

Tracking sales prices gives an indication of value change.  
The percentage change in median market price can be calculat
ed using Multiple Listing Service (MLS) data. However, median 
price per square foot is a better indicator. Larger homes sell for 
more than small homes, but they might not sell for more per 
square foot. The median price per square foot measure is not 
distorted as much by a change in the mix of home sizes sold.  
A price index is a superior base for estimating appreciation, 
compared with average or median prices.  

The easiest way to figure appreciation is to collect a sample 
of home sales in the current period and compare the average 
or median sales price of that sample to a similar sample from 
the previous year. Average and median prices for home sales 
through local MLSs are available on the Real Estate Center's 
website (recenter.tamu.edu).
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The problem with this 
method of figuring appre
ciation is that the sample of 
2003 sales may not be com
parable to the 2002 sample.  
This problem can be reduced 
by enlarging the sample.  
Instead of one month, the 
whole first quarter could be 
used.  

The Texas total sample is 
the sum of all local markets 
that report data to the Real 
Estate Center. If a greater 
number of high-priced sales 
are reported this year com
pared with last year, cal
culating appreciation from 
average or median prices 
will overstate the change in 
value.  

To minimize this distortion,

Table 2. Estimated Hous 
Bryan-College Sta 

Value 
4 th Quarter 4 t 

Data source 2001 
Median price $113,800 $ 

OFH EO index 127.82 
Sources: Real Estate Center at Texas A&M Univ 
Enterprise Oversight

appreciation could be calculated for each individual market 
using samples from each of those markets. Because both this 
year's and last year's sample would then come from the same 
market, one major element of difference would be eliminated.  

But local samples are much smaller, and that is a problem.  
While about 16,000 sales were reported statewide during 
March 2003, some metropolitan markets had as few as 100 
sales. Small samples are more likely to be dominated by one 
type of property in any period and therefore may be less repre
sentative.  

How do appraisers set values? They do not take a random 
sample of sales and use them to estimate the value of a specific 
property. Instead, they adjust each sales price to account for 
differences between the subject property and a comparable 
property. This is usually done with computerized statistical 
analysis that estimates the effect of each characteristic and 
adjusts the price to what it would have been if the comparable 
property was identical to the subject.  

Price Index When the objective is to estimate a representative mar

ket value instead of the market value of a specific 
property, a price index can be used as an indicator of 

the change in value. The price index represents a relative value 
and usually is pegged to a specific period.  

For example, if the index is first estimated in January 1990, 
that value might be set arbitrarily at 100. If the results of the 
calculation in January 2000 are exactly twice what they were 
in 1990, the index has a value of 200. To calculate the rate of 
appreciation using this index, calculate the percentage change 
in the index. Appreciation was 100 percent over the ten-year 
period.  

A widely available housing price index is compiled by the 
Office of Federal Housing Enterprise Oversight (OFHEO), a 
federal agency that monitors Freddie Mac and Fannie Mae. The 
agency has access to massive amounts of loan data from these 
organizations and uses those data to estimate the index.  

Table 1 compares the appreciation rate indicated by the in
dex for Texas homes to the percentage change in median home 
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Table 1. Estimated Texas Housing Appreciation 

Value 
4 h Quarter 4th Quarter Appreciation 

Data source 2001 2002 (in percent) 
Median price $121,000 $125,260 3.52 

OFH EO index 178.06 184.20 3.45 
Sources: Real Estate Center at Texas A&M University and Office of Federal Housing 
Enterprise Oversight

2002 in percent)_ only one that covers jurisdic
122,370 7.53 tions across the United States 

130.70 2.26 with consistent methodology and 

ersity and Office of Federal Housing data. The HPI uses data on house 

prices and characteristics col

lected by Fannie Mae and Freddie 

Mac. These two government-sponsored enterprises buy the 

majority of home mortgages originated in the country and have 

extensive files on the homes that secure those loans.  

The HPI is a "repeat sale" index, meaning that only proper

ties that have sold or been refinanced more than once within 

the time covered by the database are used to compute the 

index. This severely restricts the number of transactions that 

can be used. In the 28-year span covered by the data, however, 

Table 3. Quarterly Index Values 

MSA Earliest Data Available 

Abilene 4"' Quarter 1987 
Amarillo 1 Quarter 1983 
Austin 1' Quarter 1980 
Beaumont-Port Arthur 1 Quarter 1980 
Brazoria 1" Quarter 1980 
Bryan-College Station 1" Quarter 1985 
Corpus Christi 2"' Quarter 1981 
Dallas 1 Quarter 1980 
El Paso 4t' Quarter 1 983 
Fort Worth 1 Quarter 1980 
Galveston 1" Quarter 1985 
Houston 1" Quarter 1980 
Killeen-Temple 2"' Quarter 1986 
Laredo 3rd Quarter 1993 
Longview 3"' Quarter 1983 
Lubbock 2"d Quarter 1983 
McAllen 2"" Quarter 1989 
Odessa-Midland 1 Quarter 1981 
San Angelo 4'1 Quarter 1986 
San Antonio 1" Quarter 1980 
Sherman-Denison 1" Quarter 1987 
Texarkana 4th Quarter 1992 
Tyler 3"d Quarter 1985 
Victoria 4"' Quarter 1992 
Waco 3r' Quarter 1986 
Wichita Falls 2"d Quarter 1989 
Texas 1" Quarter 1975 

Source: Office of Federal Housing Enterprise Oversight

TIERRA GRANDE

price over a one-year interval.  
In this case, the difference is 
minimal.  

Table 2 shows the same 
comparison for Bryan-College 
Station, a much smaller market.  
In such a case, using unadjusted 
prices can provide a misleading 
impression of a market.  

How OFHEO Index 
Is Compiled 

While it is possible to find 
house price indexes compiled in 
some large cities, the OFHEO 
House Price Index (HPI) is the



the database has yielded almost 20 million repeat transactions 
that can be used for the HPI.  

The good thing about the repeat-sale technique is that each 
price change observation is based on a house with the same 
characteristics (unless it has been modified between transac
tions) and location. For example, researchers might find that, 
on average, houses that sold this quarter in area X sold for 25 
percent more than they did three years ago. Therefore, these 
sales might indicate that an index value of 100 three years ago
should have a value of 125 today.  

As more transactions are 
included, bringing in data on a 
variety of time spans, the index 
becomes more statistically cred
itable. OFHEO requires that an 
area have at least 1,000 transac
tions to be included and at least 
ten transactions for a quarterly 
value to be reported.  

espite these constraints, 
an HPI time series is 
available for Texas and 

for all 27 Metropolitan Statisti
cal Areas (MSAs) in the state.  
The length of the series is not 
the same for all areas because of 
the requirement for at least ten 
transactions (see Table 3 for the 
earliest quarter available in each 
MSA). This means that reliable 
appreciation data can be ac
cessed easily and cheaply for ev
ery metro area in Texas. Figures 
are not available for counties or 
individual cities.  

OFHEO's methodology has
some limitations. Mortgages in the database are conventional 
loans, meaning that FHA loans, VA loans and jumbo loans 
(those too large for Fannie Mae or Freddie Mac to purchase) are 
excluded. Consequently, the HPI does not reflect the experience 
of the lowest- and highest-priced homes in the market. It does, 
however, reflect the price range most homebuyers consider.

Use of the repeat-sale method introduces some bias because 
of the dominance of homes that turn over frequently. This bias 
is minimized to some extent because so many home mortgages 
have been refinanced in recent years.  

Data and Market Trends 
The index makes calculating appreciation rates easy. The 

percentage change in index values equals average appreciation 
in that market. To arrive at annual appreciation rates, calculate

the percentage difference between 
the current quarter and the same 
quarter of the previous year.  

Total appreciation over a longer 
period can be calculated. The graph 
shows appreciation rates for the 
entire country, the state and the 
Austin metro area from 1986 to third 
quarter 2002.  

Some have touted the fact that 
houses have never gone down in 
value. The graph shows this is true 
when all U.S. markets are combined.  
However, it is not true for individual 
markets.  

Texas was severely hit by the oil 
glut and savings-and-loan crises of 
the late 1980s. Since then, Texas 
markets as a whole have mimicked 
national averages, until the last few 
years. Recent U.S. averages have 
stayed relatively high because of 
strong appreciation in the North
east and on the West Coast (the 
so-called "bubble" markets). Note 
how much more volatile prices are 
in the Austin market than in the

state as a whole.  
For examples of calculating appreciation rates using the 

OFHEO Price Index, see "Sample Calculations." * 

Dr. Harris (jharris@cgsb.tamu.edu) is a research economist with the Real 

Estate Center at Texas A&M University.

Sample Calculations
OFHEO updates its House Price Index 

quarterly. Reports are accessible on 
the agency's house price index website 
(www.ofheo.gov/HPI.asp) and include 
appreciation rates for the last quarter, last 
year and last five years.  

Annual appreciation rates are available 
for any one-year interval. For example, to 
find out how much houses in Austin-San 
Marcos gained in value during 2001, 
go to the OFHEO website and click on 
"Metropolitan Statistical Areas." Scroll 
down to select "Austin-San Marcos." Click 
"search." Annual appreciation rates for the

entire index series, in this case beginning 
with third quarter 1978, will be displayed.  
Scroll down to fourth quarter 2001 to find 
that the index increased by 6.01 percent 
during that year.  

To determine how much Austin-San 
Marcos homes appreciated from 1990 to 
2000, go to www.ofheo.gov/HPI.asp and 
select "Downloadable HPI Data." From the 
next menu, select "Manipulatable data for 
the MSAs." Data is available as a TXT file or 
as an EXCEL file, which can be downloaded 
to a spreadsheet. This file is large because 
it includes every metro area in the country.

Scroll down to the data for Austin-San 
Marcos for fourth quarter 2000 (144.03), 
then for fourth quarter 1990 (73.55). To 
calculate the percentage change between 
these two appreciation rates, subtract the 
1990 figure from the 2000 figure: 

144.03 - 73.55 = 70.48 

Then divide the difference by the 1990 
index value and express as a percent: 

70.48 / 73.55 = 0.958 or 95.8 percent.  

In other words, homes in the Austin-San 
Marcos area almost doubled in value dur
ing the decade.

JANUARY 2004 
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wning a home is not only a 
sound investment; it's a popular 
one as well. Two-thirds of the 

nation's households own their homes, 
while fewer than half own common 
stock. Home equity constitutes about 
one-third of all household wealth in the 
United States.  

But despite its many benefits, home
ownership is a costly, ongoing process.  
Closing costs on a home purchase, 
which generally range from 5 to 10 per
cent of the home's purchase price, are 
just the beginning. Homeowners make 
monthly payments toward the principal 
and interest on the balance of the mort
gage loan along with hazard insurance 
premiums, property taxes, and repair 
and maintenance costs. When they sell 
their homes, they pay commissions and 
other selling costs.  

The good news for Texas homeown
ers is that, compared with many other 
states, homeownership costs do not 
consume a large proportion of their 
incomes. This was one of many inter
esting findings of the 2002 American 
Community Survey by the U.S Census 
Bureau. The survey provides a wealth 
of information on homeownership in 
Texas.

Texas Survey Highlights 
* More than 4.8 million housing units 

- 56.8 percent of the state's stock 
- were owner-occupied, compared 
with 59.8 percent nationwide.  

" The median monthly ownership cost 
for housing units with a mortgage 
was $1,096 compared with an aver
age of $1,168 nationwide.  

* Units without a mortgage had aver
age monthly costs of $319 compared 
with the $313 national average.  

* In a ranking of states by homeown
ership costs, from least to most ex
pensive, Texas ranked 29th for units 
with a mortgage and 34th for units 
without a mortgage (Tables 1 and 2).  

" Monthly homeownership costs for 
27.3 percent of housing units were 
less than $999.  

" Units with monthly costs between 
$1,000 and $1,249 accounted for 11.7 
percent of owner-occupied housing 
units, compared with 12.3 percent 
nationwide.  

" Only 2.2 percent of housing units 
had monthly costs of more than 
$3,000, compared with 2.8 percent 
for the United States.

40001 te miurveY, 
or purposes of the survey, a housing unit was defined as "a house, an apart

ment, a mobile home or trailer, a group of rooms or a single room occupied 
as separate living quarters. . . ." Homes included in the survey were owner

occupied, one-family houses on fewer than ten acres without a business or medi
cal office on the property.  

Ownership costs included in survey cost calculations were mortgage pay
ments, deeds of trust, contracts to purchase, or similar debts on the property 
(including payments for first and second mortgages and home equity loans); real 
estate taxes; fire, hazard and flood insurance; utilities (electricity, gas, water and 
sewer); and heating fuels (oil, coal, kerosene and wood).  

Where appropriate, costs also included monthly homeowner association fees 
and costs of purchasing and maintaining a manufactured home (installment loan 
payments, personal property taxes, site rent, registration fees and license fees).

9



Rank State Cost
West Virginia 
Arkansas 
Mississippi 
Oklahoma 
North Dakota 
Kentucky 
Iowa 
Louisiana 
Alabama 
South Dakota 
Montana 
Wyoming 
Indiana 
Missouri 
Tennessee 
New Mexico 
Maine 
Idaho 
Nebraska 
Kansas 
South Carolina 
Ohio 
Pennsylvania 
North Carolina 
Vermont 
Michigan 
Wisconsin 
Florida 
Texas 
Arizona 
Georgia 
Delaware 
Utah 
Minnesota 
Oregon 
Virginia 
Nevada 
Illinois 
Rhode Island 
Colorado 
Alaska 
Maryland 
New Hampshire 
Washington 
New York 
Connecticut 
Massachusetts 
District of Columbia 
California 
New Jersey 
H awaii

$ 762 
772 
827 
832 
852 
870 
879 
879 
892 
895 
908 
913 
928 
946 
962 
963 
971 
972 
977 
988 
995 

1,028 
1,062 
1,071 
1,082 
1,085 
1,088 
1,091 
1,096 
1,105 
1,125 
1,149 
1,155 
1,167 
1,217 
1,228 
1,267 
1,284 
1,305 
1,333 
1,363 
1,366 
1,377 
1,405 
1,411 
1,477 
1,486 
1,549 
1,592 
1,672 
1.691

Rank

TIERRA GRANDE

State Cost

" Homeowners without a mort
gage accounted for 36.4 percent 
of housing units, compared with 
30.1 percent nationwide.  

" Units without a mortgage and 
with monthly homeowner costs 
less than $700 accounted for 33.9 
percent of total housing units 
while units with costs more than 
$700 per month made up only 2.5 
percent of total units.  

" Units with a mortgage and with 
monthly costs of less than 30 
percent of household income 
constituted 47 percent of total 
Texas units (Table 3).  

" Units without a mortgage and 
with monthly ownership costs 
of less than 10 percent of house
hold income accounted for 15.8 
percent of total Texas units 
(Table 3).  

" Among the eight largest Texas 
cities, Austin was the most 
expensive in median monthly 
homeownership costs (Table 4).  

" Units with a mortgage and with 
monthly costs between $1,000 
and $1,249 accounted for the 
largest number and percentage 
of housing units in Houston, San 
Antonio, Austin, Fort Worth and 
Corpus Christi.  

* Units without a mortgage and 
with monthly costs between 
$400 and $499 accounted for the 
largest number and percentage 
of housing units in Houston, San 
Antonio and Austin.  

" Dallas has the smallest per
centage of homeowners with 
a mortgage who pay monthly 
homeownership costs of less than 
10 percent of their household 
incomes (Table 5).
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Total Housing Units 

Units With Mortgage 
Less than 10 percent 
10 to 14.9 percent 
15 to 19.9 percent 
20 to 24.9 percent 
25 to 29.9 percent 
30 to 34.9 percent 
35 to 39.9 percent 
40 to 49.9 percent 
50 percent or more 
Not computed* 

Units Without Mortgage 
Less than 10 percent 
10 to 14.9 percent 
15 to 19.9 percent 
20 to 24.9 percent 
25 to 29.9 percent 
30 to 34.9 percent 
35 to 39.9 percent 
40 to 49.9 percent 
50 percent or more 
Not comnutedl*

Number

4,081,406 

2,596,524 
173,470 
451,364 
560,350 
434,183 
297,918 
181,634 
121,243 
118,663 
244,002 

13,697 

1,484,882 
646,875 
319,914 
165,883 
95,073 
68,367 
41,957 
26,131 
29,798 
73,248
17.636

Texas 

Percent of Total

100.0 

63.6 
4.3 

11.1 
13.7 
10.6 

7.3 
4.5 
3.0 
2.9 
6.0 
0.3 

36.4 
15.8 

7.8 
4.1 
2.3 
1.7 
1.0 
0.6 
0.7 
1.8 
0.4

United States

Number

57,637,324 

40,298,685 
2,411,549 
5,990,408 
8,064,521 
7,035,925 
4,976,127 
3,271,580 
2,090,728 
2,347,844 
3,970,859 

139,144 

17,338,639 
7,926,193 
3,470,710 
1,952,585 
1,178,388 

712,536 
476,949 
321,507 
394,794 
753,360 
151.617

Percent of Total

100.0 

69.9 
4.2 

10.4 
14.0 
12.2 
8.6 
5.7 
3.6 
4.1 
6.9 
0.2 

30.1 
13.8 
6.0 
3.4 
2.0 
1.2 
0.8 
0.6 
0.7 
1.3 
0.3

* Units without a mortgage and 
with monthly ownership costs 
of less than 10 percent of the 
household income accounted 
for 17 percent of housing units 
in San Antonio (Table 5).  

For additional information, see 
the online version of this article at 
http://recenter.tamu.edu/. 

Dr. Anari (m-anari@cgsb.tamu.edu) is 
a research scientist with the Real Estate 
Center at Texas A&M University.

Rank 
-1 

2 
3 
4 
5 
6 
7 
8

City 
San Antonio 
El Paso 
Corpus Christi 
Fort Worth 
Houston City 
Dallas 
Arlington 
Austin

Monthly Cost 
$ 697 

702 
739 
772 
835 
847 

1,077 
1.155

Housing Units With Mortgage 
Less than 10 percent 
10 to 14.9 percent 
15 to 19.9 percent 
20 to 24.9 percent 
25 to 29.9 percent 
30 to 34.9 percent 
35 to 39.9 percent 
40 to 49.9 percent 
50 percent or more 
Not computed* 

Housing Units Without Mortgage 
Less than 10 percent 
10 to 14.9 percent 
15 to 19.9 percent 
20 to 24.9 percent 
25 to 29.9 percent 
30 to 34.9 percent 
35 to 39.9 percent 
40 to 49.9 percent 
50 percent or more 
Not COmOulC*
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Houston
66.9 

6.5 
11.5 
12.2 
10.0 
7.2 
4.0 
3.3 
4.3 
7.9 
0.1 

33.1 
14.8 
6.1 
4.1 
2.3 
1.4 
1.2 
0.6 
0.7 
1.6 
0 4

San 
Antonio

64.9 

4.5 
11.3 
13.0 
9.0 
8.1 
5.6 
3.3 
3.5 
6.6 
0.2 

35.1 

17.0 
6.3 
3.2 
1.6 
2.1 
0.8 
0.9 
1.1 
2.0 
0 1

Dallas
63.3 

3.3 
7.7 

12.3 
10.3 
8.1 
4.0 
2.7 
3.5 

10.4 
1.1 

36.7 

13.5 
8.0 
3.7 
2.5 
1.2 
1.8 
0.9 
1.0 
3.8 
0 ')

Austin

74.4 

3.8 
8.8 

16.6 
11.5 
10.1 
6.8 
3.9 
3.6 
9.4 
0.0 

25.6 
12.1 
4.0 
3.8 
0.7 
0.8 
1.0 
0.5 
0.7 
2.0 
0 0

Fort 
Worth

65.0 
4.2 
7.7 

10.2 
11.1 
9.0 
8.4 
2.4 
5.6 
6.3 
0.2 

35.0 

12.7 
8.7 
3.6 
3.1 
2.2 
1.6 
0.3 
1.6 
1.0 
0 1

El Paso
72.5 
4.1 

11.5 
12.4 
9.8 
7.6 
8.0 
6.3 
3.4 
8.3 
1.1 

27.5 

12.7 
5.3 
3.7 
2.3 
0.9 
0.7 
0.2 
0.2 
1.5 
0 0

Corpus 
Christi

63.3 

8.5 
11.1 
10.6 
7.0 
8.9 
1.4 
1.2 
4.9 
9.6 
0.0 

36.7 

16.4 
6.8 
5.6 
3.7 
0.7 
2.2 
0.0 
0.9 
0.3 
0 0
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uyers want Mother Nature at her best: rolling 
hills, lakes, creeks, beautiful sunsets over rock 
outcroppings. They want to hunt and fish.  

They want to watch birds and wildlife. They want 
private weekend retreats.  

So exactly when did agricultural land uses lose 
their dominance? A bit of history sheds light on the 
subject.  

Once Upon a Time 
The United States began as an agrarian culture 

- a nation of farmers. Industrialization altered the 
course of society, moving it gradually toward the 
suburban nation of today.  

After World War II, land markets that historically 
had been dominated by agricultural buyers began 
to draw urban-based investors interested in 
nonagricultural land uses. Inflation, popula
tion growth and generous income tax provi
sions for landowners increased demand for 
agricultural land. Land prices that had fol
lowed trends in agricultural income began 
to be influenced by these new sources of 
demand. Prices went up and continued to do 
so until the recession of the mid-1980s.  

Demand for agricultural land had begun 
to subside early in the 1980s as the Federal 
Reserve took steps to rein in inflation. U.S.  
agricultural products were increasingly be
ing priced out of the market, resulting in 
severe recession throughout the agricultural 
sector.  

Prices for agricultural land began to slip 
earlier than 1986, but other sources of de
mand helped stabilize overall prices. How
ever, the expanding recession and changes in 
income tax provisions made land less attrac
tive to nonagricultural buyers. Farmers and ranchers 
came to dominate the market once more.  

Land Prices Over Time 
Figure 1 illustrates the history of U.S. agricultural 

real estate values as estimated by the U.S. Depart
ment of Agriculture (USDA) and the underlying 
trend in value over time. USDA values are based on 
estimates for agricultural land. The trend line repre
sents underlying patterns in these USDA-estimated 
rural land values over time. The figure shows that 
the rate of increase of systematically rising values 
accelerated beginning in the early 1970s.  

From $65 per acre in 1950, farm real estate values 
rose to $1,210 per acre in 2002. From 1950 through 
1973, values increased gradually. A steep rise ensued 
following Russian wheat purchases and the energy 
crisis in the early 1970s. Land values remained 
above the expected long-term trend until the real 
estate market collapse in 1986. This value decline in 
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the late 1980s brought values back in line with the 
estimated trend. Since then, land values have lagged 
below the long-term trend line.  

The Center's ongoing survey of buyer motives in
dicates that farmers and ranchers were the dominant 
buyers throughout Texas at the time of the 1986 real 
estate market collapse. This remained the case until 
the early 1990s, when recreational buyers and inves
tors reappeared as major market players.  

During the interval when farmers and ranchers 
were primary buyers, agricultural land values and 
rural land prices converged (Figure 2). The USDA 
and Center estimates differed by only $4 in 1992.  
However, as soon as recreational buyers returned to 
the market, the two estimates began to diverge. By 
2002, the Center's reported price for rural land was

4,,
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Figure 1. Farm Real Estate Values 
1950-2002
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33 percent higher than the USDA estimated value 
of agricultural land. This disparity reflects the 
influence of nonagricultural buyers in the market
place.  

While rural land buyers formerly prized level, 
fertile farmland and improved pasture, current 
buyers prefer unimproved native rangeland. Brush 
and other types of wildlife habitat enhance land 
values more than agricultural productivity. High 
fences, established wildlife management plans, 

Figure 2. Rural vs. Agricultural Land Values 
Dollars per Acre 

$1,000, 

800\ 
and 

600 

400 gricu turaT 
Land 2 

200 

01 
1966 1970 1974 1978 1982 1986 1990 1994 1998 2002 

Source: Real Estate Center at Texas A&M University 
Weighted median price based on sales of rural acreage statewide, as reported 
hy the Real Estate Center.  

2 USDA estimates of average value of agricultural land.  

lakes, creeks and ponds - these are the factors 
influencing current market prices.  

High Fences Add to Value 
he effect high fences, which contribute to 

wildlife management plans, have on land 
values varies depending on both fence con

struction costs and property location.  
In the Rio Grande Plain, it costs $10,000 to 

$12,000 per mile to install a quality game fence 
- more if the property has many corners, which 
require additional bracing. This equates to $35 or 
more per acre for a 2,000-acre ranch. In this area, 
an existing fence increases land values by about 
$75 per acre.  

By comparison, construction costs in the Hill 
Country normally amount to $13,000 to $15,000 
per mile for a similar fence. Topography and rocky 
soil substantially increase installation costs. In

14

this market, an existing fence generally adds 
slightly more than $75 per acre to large tract 
values. Because small tract owners are unable to 
establish effective game management programs, 
a fence adds less than $75 per acre to the price of 
small Hill Country properties.  

Wildlife Management Plans 
A wildlife management plan in place long 

enough to produce positive results adds $75 per 
acre to land values in the Rio Grande Plain. An 
established plan adds about the same in the Hill 
Country. Many Hill Country properties have 
exotic animals such as black buck antelope, axis 
deer and sika deer. Exotic game belongs to land
owners, while native species belong to the state.  
Because exotic game is normally sold separately 
from the land, buyers can expect to pay more to 
acquire animals along with the land.  

Good quail hunting territory is becoming more 
valuable. Most ranches with effective plans in 
place have begun to install quail watering sys
tems. The value these systems add to the land 
usually equals the installation cost.  

Ponds and Other Water Sources 
In the Rio Grande Plain, ponds of less than 

three surface acres add little more than their cost, 
less depreciation, to land values. Larger ponds 
enhance land value considerably. Analysis of 
sales in the northern Rio Grande Plain indicates 
that five-to-ten-acre lakes that hold water well 
add $4,000 to $5,000 to the overall value for each 
surface acre the lake covers. Properties above 
the Carrizo-Wilcox or Evangeline aquifers that 
have water sources, such as irrigation wells, to 
maintain water levels during dry periods gener
ally recoup well costs, in added land value, if the 
properties are developed and managed well. This 
is not the case for tracts on the environmentally 
sensitive Edwards Aquifer.  

Sales analysis of several properties with 100
acre ponds with irrigation wells indicates that the 
ponds add about $4,500 in value for each of the 
ponds' surface acres. The ponds must hold water 
and the wells must provide water during dry peri
ods. Few Rio Grande Plain properties have perma
nent creeks, so wells are particularly valued.  

In both the Rio Grande Plain and the Hill 
Country, the presence of ducks does not increase 
land value, but big bass do.  

TIERRA GRANDE



A
Open-Space Treatment 

ew landowners can afford the luxury of leav
ing wildlife potential untapped. Active game 
management plans may now allow rural 

properties to qualify for open-space tax treatment 
under the Texas Property Tax Code. This wildlife 
use provision means recreational investors may 
no longer be required to maintain farm or ranch 
operations to qualify for reduced valuation.  

Some ranches, however, are managed at low lev
els of intensity and must maintain an agricultural 
operation to obtain open-space treatment. On a 
season-long basis, a hunting lease on these proper
ties brings more than $12 per acre to the landlord
after deducting expenses. The 
grazing rentals of $4 to $5 
per acre. Obviously, hunting 
is the dominant activity.  

An 8,000-acre, run-down, 
unfenced, overhunted prop
erty with poor water in La 
Salle County recently sold 
for $550 per acre. Three other 
properties within a five-mile 
radius were roughly 3,000 
acres and brought $725 to 
$800 per acre. All were game 
fenced and had wildlife man
agement activities under 
way. The size differential 
between the run-down ranch 
and the others accounted for 
only about $25 per acre in 
sales price.  

The game fencing and 
wildlife management pro-

same places have

gram were the key factors. Another property that 
was 10 percent improved pasture in irregular 
strips, not game fenced but well managed and well 
maintained, brought $650 during the same period.  
Obviously, game management substantially en
hances land value.  

So far, the Endangered Species Act (ESA) has 
not been a factor in the South Texas market. The 
difficulties landowners experienced in the Hill 
Country a few years ago never migrated far south.  

Because owners have had few problems, few have 

pursued Candidate Conservation Agreements 
(CCAs) to limit exposure to ESA penalties. There 
has been, however, some discussion of CCAs in 
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the Lower Rio Grande Valley, where ocelot habi
tat occurs.  

Returns on Farmland 
Farmland capitalization rates actually appear to 

be up slightly on the dry cropland in the coastal 
bend and Lower Rio Grande Valley. Recent 
studies indicated rates of just over 4 percent on 
properties with a good cotton base. Ranch rates 
in the Rio Grande Plain have increased slightly, 
primarily because hunting lease rate increases 
have outpaced the increase in land prices. Cur
rent rates for ranches, based on a landlord-tenant 
analysis, demonstrate overall capitalization rates 
ranging from 1.2 percent to 1.8 percent with an 
average of 1.6 percent.

Rural land markets, once dominated by farmers 
and ranchers, are now driven by non-agricultural 
buyers. These buyers are best characterized as 
recreational investors primarily influenced by a 
property's recreational potential rather than agri
cultural productivity.  

For more information on USDA land values, 
go to: http://han.mannlib.cornell.edu/data-sets/ 
land/86010/ and http://www.ers.usda.gov/ 
Briefing/LandUse/aglandvaluechapter.htm. 4 

Dr. Gilliland (c-gilliland@tanu.edu) is a research econo
mist with the Real Estate Center at Texas A&M Univer
sity and Vine is president of Vine and Associates in San 
Antonio, Texas.
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international trade growth has played a key role in Hous
ton's remarkable economic recovery from the oil price col
lapse of the mid-1980s. Along with health care and research, 
space exploration and high-tech industries, international 

trade helped diversify the city's formerly energy-centered 
economy.  

This strong trade sector is the impetus for the Bayport expan
sion project, which will expand industrial shipping facilities 
in the Port of Houston. The trickle-down effects of the $1.2 
billion, 15- to 20-year project will no doubt have an impact on 
the Texas real estate industry.  

Growing Trade 
Before oil prices plummeted in the mid-1980s, more than 80 

percent of Houston's economic activity was energy related. By 

16

the znd of the 1990s, less than 5D percent of economic activity 
was in energy.  

International trade through the Port of Houston grew during 
these two decades. From 1997 tc 2000, total cargo tonnage 
handled at the port's private and public terminals increased 
17.8 percent. The Port of Houston ranked second in the United 
States in totJl value of exports and third in total value of im
ports in 2001.  

The Port of Houston Authority (PHA) has been at the fore
fron: of Houston's international trade. According to a study by 
Mar-in Associates, about 27 percent of direct business revenues 
generated by marine cargo and vessel activities at the Port of 
Houston in 2000 were generated by facilities owned by the PHA.  

Prospects for maintaining this competitive advantage in inter
national tradz depend, to a great extent, on the expansion of port 
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facilities. Since 2000, demand for container cargo handling has 
exceeded the port's cargo handling capacity, according to PHA.  

Container traffic is a growing business within the interna
tional trade sector. Houston faces strong competition from 
South Atlantic and Gulf ports to win a greater share of contain
erized cargo business. Bayport expansion proponents maintain 
that construction of the Bayport containerized cargo and cruise 
terminal by the PHA will help meet the growing demand in 
container traffic and may garner additional trade and business 
opportunities.  

Harris County residents acknowledged the expansion 
project's importance to tie area's economic growth when 
they approved, 60 percent to 40 percent, a $387 million bond 
issue for phase one of construction of the Bayport container
ized cargo and cruise ter-minal. The expansion project will be 
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completed ir_ phmses over 15 to 20 years, depending on market 
demand. When cz-rmpleted, it _s expected to double the PHA's 
current container handling capacity.  

Impact on Jobs, Housing Study by t ic PHA indicates that phases one and two of 
the prcjec: will generate more than 2S,000 permanent 
jobs. The construction phase of the project is expected to 
create about 24,000 temporary jobs in Harris County.  

Bayport expansion has important implications for the state's 
real estate industry. Projections suggest that the creation of 
28,000 permanent :Dbs will add demand for 15,000 single-fam
ily housing tmits (which, by de'nition, alsc includes duplexes, 
triplexes and quadiaplexes) and 5,500 multifamily housing 
units to the state's housing stock. The increase in housing 
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stock will have a positive impact on all aspects of the state's 
real estate industry, including sales, construction and property
management.  

B ased on existing relationships between jobs, housing pected to increase home sales by about 1,000 units per 
year. More home sales mean more 

jobs and income for developers, real es
tate agents and title abstract offices.  

A 20,500-unit increase in housing 
stock (single-family and multifamily 
combined) is expected to add more than 
7,000 housing units for rent. More rental 
properties mean more jobs and income 
for real estate lessors and building man
agers.  

The state's commercial and industrial 
real estate sectors also will benefit from A 
job creation associated with the Bayport 
expansion. Office jobs account for ap
proximately 10 percent of nonfarm jobs , 
in Texas, and each office job requires 
about 200 square feet of office space. Pro- LIILL 
jections suggest that creation of three

negative impact on quality of life in the area and on property 
prices in the areas surrounding the facility. A number of oth
ers in area industries, including those in the seafood industry 
and recreational boating, fear their products and services will 
be adversely affected by the expansion. Environmental groups 
have opposed the expansion as well, arguing that it will have

a negative impact on air quality, water 
quality, traffic and other environmental 
factors.  

The PHA addressed public concerns 
over the impact of the Bayport expan
sion on Houston's residential and 
business communities at several public 
meetings and workshops. The Bayport 
master plan has been revised in re
sponse to public input.  

The PHA also created a citizen adviso
ry group with representatives from the 
many diverse Houston groups interested 
in the project. To demonstrate its com
mitment to protecting the environment, 
the PHA has requested that the U.S.  
Corps of Engineers conduct an environ
mental impact study for the project.

'9

jobs in Houston's private and public marine terminals will 
generate one job in the state's retail industry and more demand 
for retail properties.  

Harris County is expected to benefit most from the Bay
port expansion. More than three-fourths of the jobs at marine 
terminals at the Port of Houston are located in Harris County.  
Most sectors of the county's economy, and in particular the 
area's real estate industry, are expected to benefit from the 
expansion. Harris County accounted for 15.9 percent of total 
Texas housing units in 2000. More jobs in the area will result 
in increased housing demand.  

Not all residents and businesses in the area are happy about 
the Bayport expansion project, however. Some neighborhood 
groups have expressed concerns about the project's potential

1z

RECREATIONAL BOATING BUSINESSES, along with the seafood 
industry and environmental groups, have voiced opposition 

to port expansion, citing adverse effects. The Port of Houston is 
competing with South Atlantic and Gulf ports for a bigger piece 

of the growing containerized cargo business.

The Bayport expansion project has the potential to boost 
Houston's economy. If that happens, the real estate industry is 
expected to reap significant benefits. 4 

Dr. Anari (m-anari@cgsh.tamu.edu) is a research scientist with the Real 
Estate Center at Texas A&M University.
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here are times when economists are hard
pressed to explain what is happening with the 
nation's economy. Now is one of those times.  
Of licially, the economy is in recovery and has 
been for over a year. But few are going back to 
work. Signs of business pickup are tentative.  

The federal government is pushing as hard as it can to force 
life into the recovery. And the housing market is booming, 
seemingly oblivious to the stagnation surrounding it.  

The economy is sending mixed signals. During third quarter 
2003, gross domestic product, the most widely cited measure 
of the economy, grew at a 7.2 percent rate. Yet for the year, the 
nation lost 400,000 jobs. On the positive side, these figures 
show that productivity is increasing. More is being produced 
by fewer workers. This is great for people who want to retire.  
The down side is that a lot of young people are looking for jobs 
that are not being created.  

The enigma may in part derive from the trend many U.S.  
companies are following of transferring work to employees 
and subcontractors in other countries. Even white-collar jobs 
like computer programming are leaving the United States as 
employers shave costs.  

Another factor may be the shift of jobs from the formal 
sector, which is covered in the government's nonfarm employ
ment data, to the informal sector, which is covered in the 
much smaller household survey also conducted by the Bureau 
of Labor Statistics. The latter has been growing at a rXte8f 
about 1 percent per year, no doubt because permanent?' 
ees are being replaced by temporary workers and the 5" 
employed. This is not unusual at the start of a recoverJ 
the sun may still rise tomorrow.
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though Texas employment growth trailed 
national trends for much of 2003, by Sep
tember it had produced 33,000 new jobs 

for the year while 
almost a half-mil
lion jobs disappeared 
nationwide. Growth 
was concentrated in Rank Industry 
a few sectors, some 
of which are not ba- 2 Construction 
sic producers - that 3 Government 
is, industries or ser- 4 Financial Activities 
vices that bring in 4 Leisure & Hospitality 
money from outside 6 Other Services 

the state's economy. 7 Professional & Business Services 
8 Trade 

Government depends 9 Natural Resources & Mining 
on tax revenues, and 10 Transportation, Warehousing, Utilities 
taxes represent a 11 Manufacturing 
burden on the local 12 Information 
economy, except for S. - :u-. . ... . .,. .R 

the portion of activi
ties funded by the federal government. To a significant extent, 
education and health services also depend on government

Growth Rate 
Rank Metro Area (Percent) 

1 McAllen-Edinburg-Mission 3.3 
2 Bryan-College Station 1.8 
3 San Antonio 1.4 
4 Waco 1.1 
5 Austin-San Marcos 0.7 
6 Beaumont-Port Arthur 0.6 

Texas 0.3 
7 Brownsville-Harlingen 0.3 
8 Killeen-Temple 0.2 
9 Corpus Christi 0.0 
9 El Paso 0.0 
9 Laredo 0.0 
9 Lubbock 0.0 
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funding.  
Construc
tion can 
only be 
sustained 
by continu
ous growth 
in other 
parts of the 
economy.  
The fi
nancial 
services 
sector has 
benefited 
from low 
interest

rates, a phenomenon that will not continue indefinitely. As 
these sectors revert to the mean, other industries need to 
step up.  

Most of the fast
est growing local 
economies ben

Change efited from govern
October October metsenig 

2003 2002 Absolute Percent ent spending.  
Growing school 

1,140,000 1,102,900 37,100 3.4 systems and tighter 
583,600 568,400 15,200 2.7 system and ig 

1,689,300 1,659,500 29,800 1.8 border patrols in 
588,000 582,800 5,200 0.9 the Valley are fu
848,900 841,000 7,900 0.9 eled by state and 
357,400 355,300 2,100 0.6 federal money.  

1,056,800 1,058,900 -2,100 -0.2 Other fast-growing 
1,570,800 1,575,000 -4,200 -0.3 

143,000 145,800 -2,800 -1.9 areas are homes to 
377,200 390,400 -13,200 -3.4 major universities, 
906,400 939,800 -33,400 -3.6 which are enjoying 
231,300 242,500 -11,200 -4.6 a strong demand for 

- - .- higher education.  
All areas of the 

state are experiencing increasing demand for health care.  
The long slump in employment contrasts with the recovery 

following the 1990 recession. At that time, it took 33 months 
for employment to regain its prerecession level. Thirty months 
after the onset of the 2001 recession, national employment was 
still down 2 percent.  

What will it take to turn growth into more jobs? First, con
sumers must keep buying. More importantly, employers must 
feel confident enough about the future to expand their busi
nesses and hire more employees.  

There are encouraging signs. Indicators of small business 
outlook compiled by the National Federation of Independent 
Business bottomed out in March of last year and are on the re
bound. The Texas Index of Leading Indicators, a product of the 
Dallas Federal Reserve Bank, has shown some improvement 
since 2003's low point. Likewise, the Texas Stock Index (Texas 
Comptroller of Public Accounts) has ridden the rally in stocks 
to a better than 20 percent gain from its low in March 2003.  
And corporate profits are exceeding levels last seen in 1998.

TIERRA GRANDE

]W ~



his recovery may seem odd because a fundamen
tal shift is occurring. The U.S. economy is being 
transformed from one based on manufacturing 
to one grounded in information and manage
ment. It is moving to the next stage of economic 
development.  

Earlier in its history, the United States moved from growing 
things to making things. Now it seems that manufacturing 
is increasingly being done in developing parts of the world, 
leaving more skilled and high-tech jobs here at home. If true, 
this means that most of the manufacturing jobs lost will never 
return, even in the best of economic times. If educational and 
trade institutions and employers provide the training necessary 
to update worker skills, the bottom line should be better jobs 
for the American workforce.  

One of the bright spots in the recent economy has been the 
continuation of low interest rates. Rates often spike just before 
a recession and during early recovery but not this time. They 
have dipped to lows not seen in decades. Housing and consum
er spending have benefited.  

Several factors are keeping rates at bay. Federal Reserve 
policy is to keep rates low to stimulate growth and fight off 
deflation. Deflation is the opposite of inflation and is charac
terized by widely and persistently declining prices. While this 
action primarily affects short-term rates, it also reduces the 
base on which long-term rates are built.  

When the stock market was performing poorly, investment 
moved into the bond markets, creating a glut of funds and de
pressing yields. Today, most mortgage money comes from the 
bond markets through the securitized pools of Freddie Mac and 
Fannie Mae. The most important factor for long-term interest 
rates is inflation expectations. Currently, there seems to be 
more concern in the markets about deflation than inflation, 
resulting in low inflation premiums.  

Given these fundamentals, interest rates are likely to go up.  
With the federal funds rate, the primary monitor of Fed policy, 
at 1 percent, the Fed has almost run out of room to apply more 
stimulation. The base for interest rates will not be declining 
much further and may be raised should the economy show 
more strength. For the first time in four years, 2003 stock mar
kets finished with a gain. Investors chasing higher returns and 
those trying to rebalance their portfolios are redirecting their 
money from bonds toward stocks and stock mutual funds, put
ting upward pressure on interest rates.  

The absence of inflation is enigmatic, given the Fed's aggres
sive monetary policy in recent years. The broad money supply
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he last four years have produced record-breaking 
home sales numbers in Texas multiple listing 
service (MLS) areas. A look at Figure 1 shows 
that growth in sales occurred because of in
creased activity during "off seasons." The past 
year was different - off-season sales did not 

follow the pattern, making it seem likely that overall 2003 
sales would be lower. However, for the first time, peak season 
sales topped 20,000 homes per month. The market jumped to 
yet another new record (projected to exceed 210,000 for the 
year).  

Encouraged by the growth in existing sales, builders have 
continued building. Accordingly, builders' confidence in future 
demand is polling at high levels. Single-family building permits 
statewide in 2002 were at a level equal to 61 percent of total 
MLS sales. Compare that with 1990, when they equaled only 
38 percent of sales.  
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(dubbed "M2") has grown by about 8 percent in the last year, 
while consumer prices have advanced less than 2 percent. The 
answer to this monetary puzzle is that the velocity of money 
(the rate at which the money supply turns over) has been slow
ing dramatically since its peak in 1997.  

The slowing velocity is evidenced in a 15 percent decline 
in loans to business since mid-2001. Lending activity boosts 
velocity. After a significant surge, money velocity is now near 
its long-run trend line, meaning it is likely to stabilize. This 
means that a Fed effort to keep interest rates low will create 
higher inflation rates. Eventually, rising inflation expecta
tions will affect long-term interest rates. The results could be 
significant but probably will be modest, resulting in mortgage 
interest rates close to those of the mid-'90s.  

Economic keys to watch in 2004 include: 

* Performance of the national economy. If the recovery 
remains on track, there should be significant improve
ment in the job market. However, interest rates will rise 
on growing demand for goods and services.  

" Federal Reserve policy. If inflation rates rise, will the Fed 
begin to raise interest rates? 

" Business optimism. The trend of rising profits and the 
feeling that the worst is over needs to continue for em
ployers to create new and permanent jobs. A persistent 
flow of good news and an end to the corporate scandals 
and other shocks that have rippled the economy in the 
last few years are critical.



Figure 1. Texas Housing Market
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The factors that caused home sales to skyrocket the past 
few years are still at work. Buyers consider a home to 
be one of the few lucrative investments around today.  

The rise in peak sales probably was the result of a midyear dip 
in interest rates that took them below already historical lows.  
Even rising rates will stimulate sales for a while, as buyers an
ticipating steadily increasing rates scramble to take advantage 
of the last "low" rates.  

Good times are not the rule in all parts of the housing mar
ket. Home sales are stealing some of the prime target market 
for rental housing. Texas rental vacancy rates are at their high
est levels since 1989.  

Manufactured housing sales are suffering. Sales of new units 
have fallen steadily despite the apparent surge in demand for 
homes. With so many middle-income households able to afford 
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site-built homes, the manufactured home market was left to 
those with poor credit ratings and little cash. The industry is 
struggling to work through the excess inventory of repossessed 
homes competing with new production.  

Remember all the talk about a real estate "bubble"? The 
fear was that prices had risen to such heights that a terrible 
crash was in store, similar to the rise and fall of the NASDAQ.  
Well, that bubble never materialized in the Texas market.  
Home appreciation rates have slowed since the peak in early 
2001. Homes are now increasing in value by a modest 3 
percent per year, not far above the official inflation rate. Ris
ing inventory - both in MLS listings and new construction 
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- almost always slows the growth rate of prices. As a result, 
markets today are more balanced between sellers and buyers.  

Can the housing market continue its stellar performance? 
Three key factors will determine the answer.  

Persistence of a "jobless" recovery. There has never been an 
employment recession that failed to slow housing sales. In fact, 
periods of slow employment growth tend to impact the market 
even when they are not serious enough to be recessions. Yet 
so far, the housing market has suffered no ill effects from the 
recent recession, suggesting that a sales slump is yet to come.  
Sales could weaken just as employment starts to recover.  

Rise in mortgage interest rates. Reasons for expected rate 
increases were discussed in the previous section. The rate 
rise will be modest, in all probability, but could be enough to 
eliminate some potential homebuyers. However, if Freddie

Mac's accounting problems deepen or spread to other mortgage 
conduits, the effect could be more significant.  

Shrinkage of the entry-level market. The cost of homeown
ers insurance soared in recent years. The state has ordered 
companies to roll back rates, but that is only part of the is
sue. Because the cost of insurance is tied to a person's credit 
rating, rising premiums could have the most impact on the 
segment of the market dependent on subprime loans. In ad
dition, the higher risk subprime and first-time homebuyer 
loan markets could shrink severely as lenders try to stem 
rising risk. In mid-2003, the 90-day delinquency rate for FHA 
loans (12.6 percent) was higher than that for subprime loans.  
Active housing markets kept foreclosure rates relatively low 
(slightly over 1 percent at mid-2003) but this could change if 
the market slows.
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half of 2003 and show no sign of turning down.  
The strong performance relied on a combination 
of recreational buyers and investors. Low inter

est rates and meager returns on alternative investments 
prompted the latter group to see rural land as a good place to 
park wealth.  

Recreational buyers, consisting mostly of buyers seeking 
a place to hunt wildlife, have fanned out into areas of the 
Panhandle and West Texas. Those areas have been shielded 
from the price pressures at work in the Hill Country and South 
Texas.

Buyers are having more difficulty finding suitable properties 
at affordable prices in those traditionally popular spots. Buyers 
have begun to migrate to a corridor from Abilene to Amarillo 
and are ferreting out suitable properties in prairie areas passed 
over by hunters in the past (see "Where the Deer and the Ante
lope Pay," page 12).  

Some cities' efforts to control land development through 
"smart growth" schemes apparently are driving developers 
farther out into the countryside. This spread of new housing 
developments further supports land values. Although decline 
in these market pressures can be expected, it should not occur 
overnight. The boom in rural land could go on for some time.
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nlike the homeownership market, com
mercial markets have fully reflected the 
economic difficulties of the past few years.  
Low interest rates do not necessarily aid 
these markets, but the lack of new employ
ees (meaning little need for new space), re

educed consumer spending and fewer new households hurt demand.  
It appears that most property sectors in Texas' large cities 

are at the bottom of the cycle. Some are showing signs of recov
ery as negative employment growth rates lessen.  

Office markets. Some of the state's hardest 
hit industries are those that need office space.  
Through mid-2003, employment in the tele
communications sector had shrunk 9 percent; Area 
accounting, 5 percent; and computer systems de
sign, 8 percent. Surplus space has softened rental Dallas 
rates and reduced the value of existing buildings. El Paso 
Most markets are at the bottom of their cycle (the Houston 
exception appears to be El Paso), with some signs San Anton 
of slight improvement. Recovery awaits a turn
around in employment trends.  

Retail markets. Stores and shopping centers 
have not been hit as hard by the recession. Re- Area 
tail employment is flat rather than shrinking, 
and many markets are showing positive gains Austn 
for property values. El Paso 

Apartment markets. As mentioned previously, Houston 
high demand for homes and easy access to mort- San Anton 
gage financing have decreased the natural market 
for apartments. However, numbers suggest that 
many areas have begun a tentative recovery. Any 
pullback in the subprime and affordable lend
ing markets would assist this recovery, as more 
households would rent apartments rather than Austin 

buy homes. Dallas 
The last few years have been exhilarating for Houston 

much of the real estate community, owing to his- San Anton 
torically high demand for both existing and new -

site-built homes. But the weak economy is readily M 
apparent in most commercial property sectors.  
Rental and manufactured housing industries are 
suffering through hard times, partially because of S - A 
the great appeal of homeownership.  
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How long will this situation last? Most experts are surprised 
it has endured this long, but at the same time are reluctant to 
predict its imminent demise.  

In times like these, the best approach may be to "make hay 
while the sun shines," as the saying goes, but not expect the 
sun to shine forever. Depending on which sector of the indus
try you are in, that prospect can be reason fo- caution or for 
hope.  

For more information, contact info@recenter. tamu.edu. 4
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A nagging question in the 

back of every landlord's 

mind, especially in the 

case of long-term leases, 

concerns potential liability 

for improvements made to 

property by tenants.

or example, 
if hunters 

drill a water 
well on a deer lease -o supply water 
to the cabin or if cormmercial ten

ants install an elevator to make upner 
levels of a building more access7le to 
customers, what happens when the lease 
expires? If the tenant leaves unpaid debt 
on the improvements, is the landlord 
liable? 

Improvements made with the land
lord's knowledge and consent, b-:: at the 
tenant's expense, cannot b2 grounds far 
increasing rent because the tenant owns 
the improvements. The consent mtst 
be definite and certain. Tenants may re
move the improvements when tie lease 
terminates, assuming it can L-e done 
without damaging the property.  

Improvements made without the 
landlord's knowledge and ccns er: cannot 
be removed when the lease termina:es 
and create no personal liab-lity for the
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landlord. But is the land subject to a 
valid mechanics lien for the unpaid debt? 
Only three Texas appellate cases have 
addressed the issue.  

In 1965, the Austin Court of Appeals 
ruled that neither the land nor the land
lord is responsible for the debt. A tenant 
cannot encumber the landlord's title to 
land by making unauthorized repairs or 
improvements.  

In 1955, the El Paso Court of Appeals 
held a tenant may encumber the tenant's 
title with a debt but not the landlord's 
leasehold estate. Without the landlord's 
consent, a contract with the tenant 
to furnish material and labor grants a 
contractor or supplier rights against the 
tenant's estate but not against the land
lord or the owner's title to the land.  

The third case, a 1965 opinion by the 
Austin Court of Appeals, explored the 
possible creation of an agency agree
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ment in the rent contract authorizing the 
tenant to make repairs on the landlord's 
behalf to the Driskill Hotel.  

The tenant contracted for improve
ments to the property and then defaulted 
on the contract. The contractor attempt
ed to place a mechanic's lien on the prop
erty. The owner protested.  

The contractor maintained that the 
tenant had express and implied author
ity to make the improvements based on 
language in the lease. The lease stated 
the tenant had the responsibility to ren
ovate the property "in a satisfying and 
workmanlike manner" that will "main
tain and perpetuate the tradition, histori
cal significance and aesthetic qualities of 
the old Driskill." 

The appellate court disagreed. The 
contract language set standards to be 
applied if improvements were made, the 
court maintained, but did not authorize

the tenant to act as the landlord's agent 
to contract for improvements.  

While landlords may not be liable 
for the costs of improvements, they 
may be liable for delinquent property 
taxes on the improvements. In a 2000 
opinion rendered by the First District 
of the Houston Court of Appeals, the 
landlord (Franz) had a ground lease 
(one including an agreement that the 
lessee build or improve a structure on 
the property) with a tenant to operate a 
restaurant. The landlord had the option 
of terminating the lease and claiming 
all improvements if the tenant did not 
pay the taxes or insure the property.  
During the lease term, property taxes 
were assessed separately on the tenant's 
improvements.  

The tenant defaulted on payment of 
taxes from 1987 until 1995, at which time 
the landlord terminated the lease. Katy 
ISD placed a de
linquent tax lien 
on the landlord's 
real property even e 
though the landlord W hile 
did not own the 
improvements at may no 
the time the taxes f 
became delinquent. for the 
The landlord con
tended that, because improt 
the property taxes th 
had been assessed e TfL4 
separately, a lien on 
the improvements or d 
could not be placed 
on the underlying 
property. The court 
did not address this 
issue.  

"Regardless of whether a lien on im
provements could have attached to the 
underlying real property anyway," the 
court ruled, "we hold Franz (the land
lord) responsible for the delinquent taxes 
assessed on the improvements on his 
land because the two estates merged." 

The ruling went on to say that "the doc
trine of merger is based on six elements:

L

. the existence of a greater and lesser 
estate, 

. both estates must unite in the same 
owner, 

. both estates must be owned in the 
same right, 

* no intervening estate must exist, 
. merger must not be contrary to the 

intention of the owner of the two 
estates and 

. merger must not be disadvanta
geous to the owner of the two 
estates." 

The court did not detail how the six 
elements applied to this case except to 
say "the merger was not disadvantageous 
to him (the landlord), delinquent taxes 
notwithstanding." 

In its conclusion, the court noted that 
the issue of whether the tax lien would 
attach to the underlying property even if 

the improvements 
were demolished 
was not argued 

n lo d on appeal and 
indlordS was waived. The 

question remains be liable unanswered.  
of The case chal

OStS Of lenges those who 
draft leases to 

rents, develop language 
that addresses the 

e la le consequences of 
delinquent tax iquent liens on improve
ments when the 

'taxes. lease terminates.  
One possible 
solution is to 
have title to the 

improvements revert to a corporation 
owned by the landlord when the lease 
terminates. While this avoids merger, 
the corporation may still be liable for the 
delinquent taxes. * 

Fambrough (judon@recenter.tanu.edu) is a mem
ber of the State Bar of Texas and a lawyer with the 
Real Estate Center at Texas A&M University.
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Notation 
te IKe ep s 

Auditor at Bay 
bYjerrold J. Stern 

axpayers are typically advised 

to keep tax-related receipts and 
maintain detailed records to 

document information reported on tax 
returns. A 2003 U.S. Tax Court case 
(Walter L. Medlin v. Commissioner, 
TC Memo 2003-224) underscores the 
importance of good record keeping and 
illustrates the significant negative conse
quences of poor record keeping.  

Deductions Lost 
Medlin, the taxpayer in the case, was 

engaged in buying and selling real estate, 
as well as real estate development. He 
claimed various tax deductions for his 
real estate businesses based on spread
sheets he prepared for deposits and 
disbursements from his personal bank 
accounts.  

The spreadsheets classified disburse
ments as expenditures for automobiles, 
dues and subscriptions, office, telephone, 
utilities, interest, maintenance, repair, 
travel and entertainment, licenses and 
taxes, commissions paid, insurance and 
miscellaneous. However, Medlin had 
no documentation supporting these as 
business expenses. Consequently, the 
IRS "reconstructed" the spreadsheet 
expenses and disallowed many of the 
deductions.  

Proper documentation would have 
consisted of a logbook describing the 
relationship between each expense and 
its corresponding business activity. For 
example, for travel and entertainment, 
logbook entries would have indicated 
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the names of clients, dates of travel and 
detailed descriptions explaining the busi
ness purpose of the trips.  

Loss of Capital Gains Status 
Medlin purchased 1,600 acres of 

pasture that was zoned agricultural. He 
contended that he acquired the parcels 
with the intention of holding them 
as long-term investments. He did not 
develop the parcels, advertise them for 
sale, attempt to change the zoning of the 
property or initiate discussions regarding 
sale of the parcels.  

nfortunately, Medlin also did not 
document how this particular 
real estate investment differed 

from his other real estate sales. Previous
ly, he had sold properties after develop
ing them to varying degrees. But Medlin 
also had several real estate investments 
that he did not develop prior to sale and 
did not sell immediately after purchase.  

He treated all of the properties as hav
ing been sold as part of his real estate 
business, resulting in ordinary income 
rather than capital gains. Thus, the 
tax court concluded that the purchase 
and sale of the 1,600 acres were part of 
Medlin's ordinary course of business.  

Larger Taxable Gain 
Medlin purchased three parcels of 

land for a total of $48,000. He failed to 
document the cost of each parcel, which 
he could have done by identifying the

relative fair market values of each of the 
parcels at the time of purchase. Three 
years later he sold one of the parcels.  
At that time, he could have attempted 
to objectively determine its fair market 
value, but he did not. He nevertheless 
contended that the parcel had a tax basis 
of $24,000 (one-half of the total cost of 
the three parcels).  

The tax court rejected Medlin's claim 
and accepted the IRS valuation of the 
parcels, which was based on values as
sessed for property tax purposes. The 
court decided the tax basis of the parcel 
sold was one-third of the total acquisi
tion price of the three parcels, or $16,000 
(one-third of $48,000). Thus, Medlin's 
taxable gain was increased by $8,000 
($24,000 less $16,000). In rendering its 
decision, the tax court emphasized that 
Medlin presented no records prepared 
at the time of the purchase or sale that 
reflected the allocation described in 
his testimony. To make matters worse, 
he had failed to report the sale on his 
income tax return.  

As this case clearly shows, lack of 
proper documentation to support tax 
treatment can be costly. Consultation 
with a tax accountant or tax attorney is 
recommended. 4 
Dr. Stern (stern@indiana.edu) is a research fellow 
with the Real Estate Center at Texas A&M Uni
versity and a Irofessor of accounting in the Kelley 
School of Business at Indiana University.

TIERRA GRANDE



You 
Gotta 

Tawk the 
Tawk 

By David S. Jones 

Texas appraiser once 

sent a ranch appraisal to 
some New Jersey inves

tors. The report inventoried the 
property's assets right down to the 
cattle guards. Later, the appraiser 
received a letter from a New Eng
land area lender asking, "How 
much are the cattle guards paid?" 

That story points out the role 
of communication in a success
ful real estate deal. If you are new 
to Texas and interested in buying 
some of the Lone Star State, be 
sure you can talk Texan. Better 
yet, consider having a native Texan 
along to translate.  

Staying on the topic of rural prop
erty, there are some other Texas terms 
everyone should have clear in their 
minds before contacting a real estate 
agent. For example, there's the word 
"tank." If your agent says the property 
has three tanks on it, that doesn't 
mean it's protected by the U.S. Army.  
It has three ponds.  

Or, if your agent tells you 
the property has an "all" 
lease, that's good. In Texas 
tawk, "all" translates as oil.  

The road in front of that 
country place probably is 
bordered by what Texans call 
a bar ditch. No tavern has 
to be within sight. Or you 
might hear someone refer 
to their bottom land. That's 
low-lying property that may 
flood. You probably don't want your 
"place" (ranch or farm house) there.  

If you're trying to pass yourself off 
as a Texan, open your mouth with 
care. If you ask, "How many PEE-car_ 
trees does this property have?" the 
answer is likely to be "None. But,

it does have quite a few pecan (pa
KAWN) trees." 

Newcomers should Cc. their home
work before venturing into the wilds 
of Texas real estate. When I lived in 
Dallas, I met a woman from New York.  
She was proud of the new hone she 
had just purchased. She said it ha: one 
of those "rare mesq-Jite trees'- in the 
front yard.

There are other slip-ups you might 
make that would reveal your non
Texan roots. That's especially true in 
the pronunciation of geographical loca
tions, such as those with Spanish ori
gins. San Antonio is :n Bexar County 
- pronounced "bear."

While there's a city spelled 
Waxahachie, Texans call it Walks
a-hatch-ee. Then there's Mexia.  
Don't say MEX-i-ah; Texans say 
Ma-HAY-ah. And Refugio trips up 
lots of non-Texans who usually 
call it Re-FEWGE-e-oh or anything 
but Re-Fury-o.  

Be careful. Just when you think 
you've mastered the Spanish influ
ence in our geography, we throw 
a curve - such as Villa Maria 
Street in Bryan. Locals pronounce 
it just the way it's spelled (Vill-ah 
Mah-ree-ah), and not the Span
ish Vee-ah Ma-REE-ah. I live on 
Angelina, which in Spanish would 
be pronunced as Ahn-hey-lee-na, 
but in College Station, we say 
An-ja-lee-na.  

While in Hollywood, you may 
shop on Ro-DAY-o Drive, but in 
Texas, we always say RO-dee-o.  
Every town in America has roads 
and streets with pronunciations 
that outsiders trip over and reveal 
their newcomer status. For ex
ample, an Austin street is spelled 
Burnet, and nonlocals might be 

:empted to call it Burr-NET. Nope. Say 
-'BURN-it." 

Even native Texans slip up now and 
:hen on their geography. We often refer 
:o the Rio Grande river, which is of 
course redundant. Rio means river in 
Spanish. Rio Grande translates as the 
grand river. So saying Rio Grande river 
s saying river twice.  

It isn't advisable to make fun of how 
a Texan talks. They may be 
proud of it. One of my favor
ite bumper stickers is the one 
that reads, "Foat Wuth, Ah 
luv yew." 

We've only touched on 
some of the real estate aspects 
of talking Texan. There are 
numerous books and Internet 
sites devoted to learning to 
talk Texan. Obviously, Texans 
stand out when they travel 
to other states. While living in 
Baltimore, Maryland, I was told 

_y a native, "Youse sure do talk funny." 
Shore 'nuff. J 

Jones (djones@recenter.tamu .edu) is communfi
cations director with the Real Estate Center at 

Texas A&M University.
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