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Catch some whopping statistics for Texas metropolitan areas 
Net the latest on state and national economic trends

Set a course for these ports of call 

Texas Association of Realtors Expo, Galveston, September 9 
Austin Realty Roundup, September 19 
Houston Association of Realtors Convention, October 11
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It's summer-ime, and the moving is easy. Okay i:'s 
not easy, bLt there is a h-ight side: moving may 
provide an ncome tax deduction.  
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6 The Price Is Right 
Soaring land prices - from $1,483 per acre in 2005 
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Growing Texas communities are increasingly 
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governments n-ust create an impact fee o-dinance.  
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Houston, ycu have competition. A few private 
companies have plans to offer regular filks a chance 
to ride a rocket into space. And their spaceports will 
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18 The Value of Subprimes 
Widespread use o high-risk mortgage I:ans has put 
many low-income families into their first homes.  
Foreclosure rates are higher for subprirres, but 
despite the much-iyped negatives, these loans serve 
a purpose.  
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Foreign Investors Buy Big 
Texas ranks second in the nation in amount cf 
foreign-owned land. Foreign holdings of timberland in 
particular have climbed steeply over tie past couple 
of years. Take a look behind this trend.  
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There's a heck of a lot of real estate in Texas - over 
a trillion dollars warth. Population increases and the 
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higher.  
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Home prices ave been appreciating at unbe ievab le 
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then see how your promotional strategy measures up.  
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NOT IN MY

IG SEND 
BACKYARD By Harold D. Hunt

A showdown is taking place in West Texas over the devel
opment of a trade corridor known as La Entrada al Pacifico 
("Gateway to the Pacific").  

On one side, residents primarily from the Alpine and Marfa 
areas are fighting to stop what they consider a threat to their 
pristine Big Bend environment and serene quality of life. On 
the other side is MOTRAN, the Midland-Odessa Transporta
tion Alliance. Together with a number of other communities 
in the region, MOTRAN is attempting to diversify and expand 
the West Texas economic base beyond agriculture and oil and 
gas into trade and transportation.  

Caught in the crossfire is the Texas Department of Transpor
tation (TxDOT), which wants to craft a win-win scenario for 
both parties.  

As more people purchase rural getaways in Texas, attempts 
to curtail new economic development and preserve the beauty 
and atmosphere of areas may become more common. How
ever, focusing so heavily on ambiance may lead to significant 
cultural shifts and decreased housing affordability.  

Longtime low- and middle-income residents in the Big Bend 
region could be adversely affected by what many newer, more 
affluent residents view as protecting "quality of life." This pos
sibility should be among others considered when calculating 
the merits of blocking development of La Entrada.  

CORRIDOR PLANS 

The La Entrada al Pacifico corridor runs from Mexico's 
Pacific coast through the border town of Presidio to Lamesa, 
Texas. Governor George W. Bush designated the Texas por
tion of the corridor when he signed House Bill 2115 into law 
in 1997. The bill's intent was to promote and develop a new 
NAFTA trade route that could boost economic development 
throughout West Texas.  

In the ten years since the corridor's designation, much has 
changed. Along with phenomenal growth in the Mexican ma
quiladoras, Asia has begun to look to Mexico as one alternative 
to relieve busy California ports and move freight to the highly 
populated northeastern United States.  

At the same time, the Big Bend region has been discovered 
by outsiders. The "artsy" crowd, the moneyed class and an 
ever-increasing number of retirees continue to move into the 
area stretching from the tiny towns of Lajitas and Terlingua 
along the Rio Grande north to Marfa, Alpine and Fort Davis.  

TxDOT has teamed up with HDR Engineering to conduct a 
formal corridor study to determine the best location for the La 
Entrada trade route through West Texas. The study was initi
ated in December 2006, and the first public hearings were held 
in four cities along the corridor in March 2007.  
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The team's mission is to identify a broad range of concep
tual alternatives for the trade route, balancing infrastructure 
and freight movement data with environmental concerns and 
input from local citizens who may be affected by the corridor.  
Results of the study, which will culminate in a highway alter
native, rail alternative or no-build alternative, should be ready 
for public consideration sometime during summer 2007.  

The final corridor development plan is scheduled to be 
completed in 2008. More information about the study can be 
obtained on TxDOT's website (http://www.dot.state.tx.us, 
then type "La Entrada" in the search box).  

DEFINING QUALITY OF LIFE 
The first round of public hearings drew large crowds from 

Marfa and Alpine. Many argued that development of a highway 
along the La Entrada route would increase crime in the area, 
stifle the emerging tourist trade and harm the environment.  

Their concerns can be distilled to a fear that their quality of 
life will suffer. But individuals define quality of life in different 
ways. No one definition works for all. This inevitably leads to 
conflicting goals.  

Academics who studied the effect of such conflicts provide 
insight into the problem. A 1999 study conducted by Mark 
Somma, Scott Nikolai and Tracy Skopek (California State Uni
versity-Fresno, Texas Tech University and Western Carolina 
University, respectively) compared attitudes toward economic 
development and environmental issues in Lubbock and Amarillo.  

The authors discovered that Lubbock's economy was insu
lated by the large proportion of people employed by Texas Tech 
University and the University Medical Center. By contrast, 
Amarillo's economy had a less stable economic base, increas
ing citizens' desire for new economic development. The divi
sion between Alpine and Marfa residents and people from the 
Midland-Odessa region is similar - the two groups have differ
ing visions of how their communities should develop.  

Somma, Nikolai and Skopek also found that support for 
environmental controls is more likely to come from urban
ized, affluent, educated people whose basic economic needs 
are satisfied. Many newcomers to the Big Bend region fit this 
demographic.  

WINNERS AND LOSERS 

nfortunately, not everyone wins when the level of 

affluence in a small town increases. William Falk, a 
University of Maryland professor, published a 1996 

article showing that the cultural environment considered 
desirable by one group of residents can be perceived as entirely 
undesirable by another.
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Falk argued that wealthy residents moving into a small, rela
tively isolated community often increase demand for housing 
and property, driving up property values, which in turn drives 
up property taxes. These taxes are disproportionately felt by 
the original residents, who find it increasingly difficult to live 
in what used to be "their" community. As a result, these resi
dents are sometimes forced to move to more affordable - and 
often less attractive - areas with a lower cost of living.  

Santa Fe, New Mexico, and Bozeman, Montana, are two 
examples of the long-term negative effect on housing afford
ability in such areas. According to the U.S. Census Bureau, 
median household income increased by 54 percent in Santa Fe 
County from 1990 to 2005, while the median home value went 
up by 155 percent.  
More spectacularly, 
the median house
hold income of1.....  
Gallatin County,
Montana, increased 
97 percent while the 
median home value 
skyrocketed 210 per
cent during the same 
15-year time frame.  

In Jackson, Wyo
ming, and Aspen, 
Colorado, housing 
costs have been 
driven so high that 
many longtime
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SMALL COMMUNITIES that morph into "tourist 
towns" may experience steeply rising property values 
and property taxes, driving out original residents.

residents were forced 
to relocate to distant bedroom communities and commute to 
work each day. Local housing for service sector employees is so 
scarce in Aspen that lotteries must be held for the few housing 
units that become available.  

TAx BITE NOT EQUAL Property tax rates in all four of these resort communities 

are only one-third of those in Texas. At Texas' higher 
rates, a run-up in property values in the Big Bend area 

could be significantly damaging for lower-income residents.  
Even with fixed principal and interest payments, large increases 
in property taxes would be an onerous burden for some.  

In such an environment, service-sector residents will become 
harder to replace. Policemen, firemen, nurses and school teach
ers who live in the community before a run-up in property 
values can obtain mortgages based on lower home values. But 
the next wave of service-sector employees would find it more 
difficult to secure the same quality of housing.  

For example, residents report that some homes in the Alpine 
area have sold for more than 300 percent of what they would 
have sold for five years ago. Prices paid in Marfa have risen 
even more dramatically, with some homes selling for more 
than 800 percent more than they could have five years ago.  

Wealthy individuals buying or building homes are able to 
absorb increased property taxes much more easily than less 
affluent residents. Meanwhile, retirees moving to the area will 
be shielded from long-term property value increases because 
school tax payments on homesteads in Texas are frozen after 
age 65.  

The median price per acre for rural land in the Trans-Pecos 
region increased 71 percent during 2006 alone. Those buying 

4

tracts of land generally benefit from open space valuation, 
allowing them protection from high property taxes.  

TOURISM VERSUS TRADE 

ourism accounts for a significant part of the economy 
of the four resort communities previously mentioned.  
Bozeman, with a population of about 27,000, and Jack

son, with a population of about 9,000, each hosts about three 
million tourists per year.  

While tourists seek out vacation spots with beautiful vistas 
and peaceful environments, the sheer volume of visitors may 
change the community. Anyone visiting Santa Fe or Aspen 
at the peak of tourist season knows that traffic snarls have 

become a part of life in those locales.  
The National Park Service reported that about 

398,000 people visited Big Bend National Park in 
2005, a 30 percent increase from 1997. Using the 
park service's rule-of-thumb of 2.8 persons per 
vehicle, that 30 percent increase represents an 

ALE additional 33,000 vehicles per year, or about 91 

BY more per day. Residents may consider hundreds 
of trucks passing through downtown Marfa 
and Alpine each day to be unacceptably disrup

1 \ tive, but large volumes of tourist traffic can be 

724 unpleasant and frustrating as well.

CHANGE IS INEVITABLE 

The loss of the familiar for long-time residents 
living in increasingly popular communities is 
worrisome. Sense of place will be altered forever 
once sufficient outside economic activity occurs, 

of what that economic activity is.  
shows that individuals tend to cluster around others 

lar attitudes and lifestyles, fearing change in their 
x. Unfortunately, fragmented governments coupled 
riety of economies and lifestyles have created a 
vironment in West Texas. Residents wish to see La 

either fail or succeed. Little middle ground exists.  
s have spent years studying the "before and after" 
rrounding public actions that affect individuals' pri
erty rights. Harvey Jacobs of the department of urban 
at the University of Wisconsin-Madison sums up the 
succinctly.  
oblem," he says, "is that Americans want both pri
erty and limits on private property. We want freedom 
:perty and restrictions on other people's property." 
ng is certain. A cultural change is going to occur in 
nd region whether the La Entrada corridor is con

>r not. 4

Dr. Hunt (hhunt@recenter.tamu.edu) is a research economist with the Real 

Estate Center at Texas A&M University.

Debate over the La Entrada al Pacifico project has centered 
on the pros and cons of trade versus tourism. Tourism is 
typically more appealing than transportation and trade
related industries, but a closer look reveals that tourism can 
negatively impact lower- and middle-income residents of 
resort towns.
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Ta ers who I le mov
ing expenses receive deductions for 
adjusted gross income (AGI). Deduc
tions for AG >preferable to itemized 
deductions, lch are deductible from 
AGI, becaus t all taxpayers are able 
to itemize.  

Deductible, i ing expenses include 
the cost of household items, 
transportatio d lodging during the 
period of travel from the former resi
dence tc the new residence. Brokerage 
commissions are deductible when com
puting the gain or loss on the sale of the 
residence.  

The minimum distance of a deductible 
move is 50 miles. Employer reimburse
ments of allowable moving expenses are 
excluded from gross income, but excess 
reimbursements increase gross income 
and are taxable.  

For example, assume the cost of mov
ing household items and transportation 
during an employee's move is $5,000.  
The entire $5,000 is deductible. Now 
assume pre-move house-hunting trips 
and the real estate commission paid for 
selling the house (both are nondeductible 
moving expenses) total $10,000.  

If the employer reimburses the 
employee $15,000, $5,000 is excluded for 
tax purposes because it offsets $5,000 of 
deductible expenses. Neither the $5,000 
reimbursement nor the $5,000 moving 
expenses are reported on the tax return.  
However, $10,000 ($15,003 less $5,000) 
is added to the employee's gross income.  
If he or she is in the 25 percent tax 
bracket, this results in a tax increase of 
$2,500 (25 percent of $10,000).

Deductible Expenses 
Taxpayers may deduct the costs of 

packing, crating, insuring and trans
porting household goods and personal 
effects from the old residence to the new 
residence (for example, the cost of rent
ing a truck or hiring a moving company) 
In-transit storage and insurance costs 
are deductible if incurred within any 
consecutive 30-day period after the items 
are moved from the taxpayer's former 
residence and before they are delivered to 
the new residence.  

The costs of connecting or discon
necting utilities required because of 
moving household goods, appliances or 
personal effects are deductible, as are 
expenses of moving a pet and shipping 
an automobile.  

Deductible Transportation Costs 
The 2007 mileage deduction for each 

auto used in connection with a qualified 
move is 20 cents per mile, up from 18 
cents in 2006. Alternatively, the tax
payer can elect to compute transporta
tion costs based on the actual costs of 
gasoline, oil, tolls and parking (but not 
repair or maintenance costs).  

Lodging costs incurred while en route 
to the new home as well as those on the 
day of arrival are deductible. Any addi
tional costs incurred because the family 
chooses a scenic route o- stopovers for 
personal enjoyment are not deductible.  

Nondeductible Expenses 
The cost of meals associated with the 

move are not deductible. Other nornde
ductible costs include losses from selling

e~cor pas, I C.  
For Calston 

Large C r.  
how..Eb ~cst

MOVES ~"BASEMENT R 
MOVERS Z' WLING ROOM [ 

KITCHEN AND 
SAVERS[

Taxpayers who have qualified mov
ing expenses receive a deduction 
for adjusted gross income. The new 
mileage deduction for each auto used 
in connection with a qualified move 
is 20 cents per mile in 2007, up from 
18 cents in 2006.

JULY 2007

household and personal items, penalties 
for breaking leases, mortgage penal
ties and expenses for refitting draperies 
or rugs. Costs for moving nonfamily 
members such as governesses, nurses, 
servants and chauffeurs are not deduct
ible. Losses sustained on club member
ships, tuition fees, and similar items are 
not deductible.  

Distance Test 
The IRS applies a distance test to 

ensure that the taxpayer's new job loca
tion requires him or her to relocate. This 
test requires the taxpayer's commute 
to the new job without the move to 
increase by at least 50 miles. That is, the 
test is satisfied if the distance between 
the old residence and the new job is at 
least 50 miles greater than the distance 
between the old residence and the old 
job.  

For example, assume Lauren is a real 
estate salesperson in College Station.  
She moves 90 miles to Houston in 2007 
to work for a different real estate broker.  
Lauren's old commute to her office was 
four miles. The 90-mile move satisfies 
the distance test because it exceeds 54 
miles (four-mile old commute plus 50
mile minimum). Lauren's transportation 
deduction is $18 (90 miles x 20 cents).  

If, instead, Lauren is a full-time stu
dent graduating from Texas A&M and 
moving to Houston to accept full-time 
employment, the commute to the old 
job is considered zero for purposes of the 
distance test. Again, because the 90-mile 
move to Houston exceeds the 50-mile 
minimum, the distance test is satisfied.  

As demonstrated here, the benefits 
of deducting moving expenses can be 
sizable. But the rules and calculations 
can be complicated. For specific advice, 
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 professor of accounting in the Kelley 
School of Business at Indiana University.

5

f~i OLO . %fi~tg



I I

/ 1/ 

I 

'I-K' 

9, 

( 
/

SE S

I I

ina 
QVn iI



he 2006 price represented appreciation at a 
14 percent annual compound rate since 2001 
and a more than 93 percent total increase 

over the five-year period. This was the fourth straight 
year annual price growth exceeded 10 percent.  

The real or inflation-adjusted price of $365 per 
acre in 1966 dollars pushed past the previous record 
high set in 2005 by $59 per acre. Nominal prices 
shown in Figure 1 reflect the actual prices paid while 
real prices represent nominal prices adjusted for 
inflation. The real price change, in terms of purchas
ing power, shows prices rose 20 percent above infla
tion in 2006.  

Sales volume remained strong (Figure 2). Fueled 
by high demand, Texas recorded 8,215 sales, slightly 
below 2005's record volume of 8,368. The explosion 
in land-buying activity that began in 2002 continues 
unabated.  

Property Size 
At 98 acres, the typical transaction Numbe 

remained at the low end of the size spec- 8,5 
trum. Tract size has fallen below 100 
acres and remains substantially less than 7,5 
the 140-acre levels posted in 1997-98 6,5 
(Figure 3).  

The drop in tract size roughly coin- 5,5 
cided with the increase in sales volume 4,5 
as a growing number of buyers scoured 
the countryside for properties that met 3,5 
their land purchase budgets. The rush to 
subdivide larger holdings has resulted in ', 
a shortage of larger properties.  

Buyers clamoring for larger holdings 
no longer choose among properties sell
ers have placed on the market. Instead, a buyer's 
representative now frequently locates a property 
matching a seller's specified search criteria and 
approaches the owner, making repeated offers until 
he or she decides to sell. The prevalence of these bid
ding transactions may be partially responsible for the 
sizable increases in market prices.  

Specifically, these buyer-initiated transactions 
normally focus on highly desirable properties.  
Therefore, they could alter the market's composi
tion by including a higher percentage of superior
quality properties than in the normal historical 
setting in which buyers choose from listed proper
ties. If current sales consist heavily of the highest 
quality land, the measured appreciation rate may be 
higher than the actual appreciation rate for the state 
as a whole.

Figure 1. Texas Rural Land Prices 
in Dollars Per Acre 
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Figure 4. Texas Rural Land Prices 
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Source: Real Estate Center at Texas A&M University 

As Texas evolved from an agricultural to an 
urban-based society, nonfarm buyers flocked to 
the countryside, buying acreage for recreation 
and investment. In the past decade, these buyers 
have come to dominate market activity.  

Many land market participants note that 1031 
exchanges, often involving buyers from outside 
Texas, are motivating a substantial number of 
transactions in Texas land markets. And rising 
corn prices, in response to an expected increase 
in demand for ethanol, have prompted farmers 
to return to the land market. All three of the 
traditional pools of prospective buyers - con- Change 
sumers, investors and producers - should be 
active in Texas' land market in the next year.  

Regional Developments Nu In 2006, the geographic distribution of land Source: Real E 

prices (Figure 4) continued to reflect both 
population density and the draw of scenic 

properties. Most of the higher prices occurred in the heavily 
populated eastern portion of the state.  

The highest prices surrounded Dallas-Fort Worth, Houston, 
El Paso, Austin and the Lower Rio Grande Valley. The Hill 
Country's high prices stretched westward from Austin through 
Fredericksburg to Kerrville. The lowest-priced land ran through 
West Texas from Amarillo to the Trans-Pecos area to the Rio 
Grande.  

The highest percentage price gains were geographically 
dispersed (Figure 5). Urban areas near Houston, Dallas and 
San Antonio all increased more than 30 percent, fueled by 
demand from homebuilders, developers and private equity 
firms. The Wichita Falls area continued to grow rapidly, as did 
San Antonio and Fredericksburg. The largest percentage price 
jump was in the Trans-Pecos region, where small properties 
sold in larger-than-normal numbers, substantially driving up 
the median price for the area. None of the regions posted lower 
prices.  

8

What Next? Market developments in 2006 reflected an increasingly 
intense contest for control of the Texas countryside.  
Investment-minded buyers continued to pour funds 

into land purchases, and recreational buyers rushed to get in 
before prices climbed even higher.  

In 2007, forces propelling prices upward have accelerated and 
expanded. Markets appear poised to reach even higher levels.  
Some investors seem to sense inflation ahead and are searching 
out tangible assets, including land. Tax considerations con
tinue to spark demand for land as well. Meanwhile, institu
tional and foreign investors have developed an appetite for 

Texas forest 
land. These 

ire 5. Change in Rural Land Prices circum
2005 to 2006 stances have 

prompted 
5 market 

participants 
to repeatedly 

3 - note a dearth 
of quality 

4 7 3 4 listings.  
- Brokers are 

4 maintaining 

8 9 long lists 

of potential 

119 buyers.  
1 ' A number 

E- 0%-14% I of potential 
S15%-21% pitfalls are on 

S22%-29% the horizon.  
* Up more than 29% High energy 

ibers represent Land Market Areas 

prices could 

state Center at Texas A&M University adversely 
impact the 
demand for 

recreational and development land. Further interest rate hikes 
may take a toll. Farm policy is in complete disarray, so no one 
can realistically predict operating conditions for farmers in the 
near future.  

Despite these potential problems, current activity suggests 
that by the end of 2007, Texas land prices will post another 
sizable gain. 4 

Dr. Gilliland (c-gilliland@tamu.edu) is a research economist and Klassen and 
Pachchigar are research assistants with the Real Estate Center at Texas A&M 
University.  

Texas rural land prices increased 23 percent in 2006. The 
current statewide price is $1,825 per acre. Volume of sales 
remained strong with 8,202 sales in 2006. Markets in 2007 
remain robust.  

TIERRA GRANDE
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PAYING FOR PROGRESS 
By James P. Gaines and Judon Fambrough

ublic infrastructure investment decisions made by local 
governments often control the timing, location, inten
sity and quality of community growth. If growth occurs 

at a relatively slow, even pace, most communities can absorb 
the new demand through increased property and sales tax rev
enues and service fees generated by new development.  

But if growth surges, communities may be hard-pressed to 
provide services and pay for new or expanded high-cost capi
tal improvements. In such cases, local governments require 
developers to pay for capital infrastructure supporting their 
new developments. One way this is dones is through impact 
fees.  

Debate over whether new development pays for itself has 
continued for decades. Expecting developers to pay for expan
sion of existing facilities or construction of new facilities, 
especially in areas of substantial and rapid growth, appears 
justifiable and equitable if properly implemented. Developers 
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in high-growth areas not only expect but may actually encour
age and promote impact fees to finance capital improvements 
to ensure that their developments are built.  

Texas law permits impact fees, and more and more commu
nities are using them to finance local infrastructure enhance
ments. Impact fees may only be imposed for and spent on 
capital improvement costs "necessitated by and attributable 
to" projected new development within a defined area and 
specifically identified in the local capital improvements plan.  
Builders, developers and other real estate industry participants 
need to understand these procedures and play an active role in 
the implementation process.  

State Enabling Legislation 
Although charging development fees for public services dates 

back decades in fast-growing areas like California and Florida, 
Texas was the first state to enact legislation specifically autho
rizing local governments to levy impact fees on new develop
ment (1987). Impact fees are governed by Chapter 395 of the 
Texas Local Government Code, which authorizes impact fees 
to fund required capital costs for locally provided roadways and 
water and wastewater facilities as well as storm water, flood 
control and drainage facilities. All other fees, costs or exactions 
levied by a local jurisdiction on new developments technically 
are not impact fees.  

The code contains definitions, requirements, processes, 
procedures and required computations an eligible local jurisdic
tion must adhere to when enacting or updating a local impact

fee ordinance. The ordinance establishes the administrative pro
cedures and financial details by which the impact fee program 
will be implemented. It also mandates when fees are assessed, 
when they are paid, what they are imposed for, how they will 
be spent, the actual fee to be assessed for each land-use type, the 
process for appeals and other administrative details.  

Enacting the Ordinance 
tate-authorized political subdivisions must follow the 
procedures and requirements specified in Subchapter 
C. Procedures for Adoption of Impact Fee, Chapter 395 

of the Texas Local Government Code, to enact impact fee 
ordinances (see figure). The first phase of this process requires 
public hearings to secure approval of the land-use assumptions 
(LUA) and comprehensive capital improvements plan (CIP).  

The second phase requires approval of the specific impact fee 
ordinance. Most communities perform these functions as part of 
a comprehensive planning process to forecast future service and 
capital facility needs whether they enact an impact fee or not.  

Advisory Committee Role 
On or before the date of the first public hearing on the CIP 

for an impact fee ordinance, the political subdivision must 
appoint an advisory committee made up of at least five mem
bers. At least 40 percent of these must represent the real estate, 
development or building industries and must not be affiliated 
with the jurisdiction. If the service area includes all or part of 
the political subdivision's extraterritorial jurisdiction, at least

one Establish a local 

capital improvements 

plan (CIP).  

Section 395.0411

CIP must be developed by 

qualified professionals using 

generally accepted engineering 

and planning practices, which 

include establishing service area 

boundaries and land-use 

assumptions (LUA).

Set date for public hearing to 

consider the LUA and CIP for the 

designated service area.J 

tw o Section 395.042 

th ree

Land-use, CIP and time 

assumptions must be made 

publicly available before 

publication of the first 

public hearing date.

Section 395.043
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one member of the committee must represent that area. If the 
local planning and zoning commission acts as the advisory 
committee, only one member is required to represent the real 
estate, development or building industries.  

The committee's charge is to review the proposed 
CIP and "advise and assist the political subdivi
sion" in adopting the LUA. Although the
committee is required to submit a written 
report reviewing the LUA, CIP and the 
proposed impact fee ordinance, it has 
no authority to approve, disapprove 
or to take any other direct action 
with regard to the data, conclu
sions or recommendations. It has 
the ongoing responsibility to moni
tor and evaluate the implementa
tion of the CIP. Despite its lack of 
direct authority, the advisory com
mittee can be influential in imple
menting a local fee through its role as 
technical advisor to the decision
making body of the local jurisdiction.  

Updating LUA and CIP

notification requirements to inform the public of that fact 
(Section 395.0575).  

If any citizen files a written request to update the LUA, the 
CIP or the impact fee ordinance, the jurisdiction must follow 

the prescribed steps of notice, hearings and adop
tion detailed in Subchapter C of the Texas 

Local Government Code. The jurisdiction

impact fees 
may be assessed 

anytime during the 
land platting or 

building approval 
stagres of a prc6 

project.
Any jurisdiction imposing an impact fee must 

update the LUA, capital improvements plan and 
impact fee ordinance every five years (Section 395.052). If no 
update is necessary, the jurisdiction must meet specific

must follow essentially the same process 
to update or change the impact fees 

as was required to enact the impact 
fee ordinance originally (Section 
395.0575[d]).  

Assessing Fees 
n general, impact fees may 
be assessed anytime during 
the land platting or building 

approval stages of a project. Once 
the fees are assessed, additional fees 

cannot be assessed and fees cannot be 
increased unless the number of units 

to be developed on the tract increases 
(Section 395.017).  

The political subdivision may collect
impact fees when the subdivision plat or con

nection to the jurisdiction's water or sewer system is 
recorded or when the jurisdiction issues the building permit 
or certificate of occupancy. If new developments are platted

Publish and send notice of public 

hearing on LUA and CIP at least 30 

days before hearing.  

H r Section 395.044

Notice of hearing must be sent by 

certified mail to anyone who has 

requested in writing within the 

previous two years that notice be 

provided.

Conduct public hearing

On or before date of hearing, 

five-person advisory commit

tee must be appointed.  

Section 395.058

I Adopt or reject LUA 

and CIP. No emergency 

adoption permissible.  

five Section 395.045

Political subdivision 

must approve or 

disapprove the LUA 

and CIP within 30 

days after date of 

public hearing.

U
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before the adoption of an impact fee, fees cannot be collected 
on any building for which a building permit is issued within 
one year after the impact fee is adopted (Section 395.016[c]).  

The code mandates that impact fees may not be 
collected in areas where services are not avail
able unless: 

" the collection is made to pay for a Shoul 
capital improvement or facility 
expansion identified in the CIP s 
and the jurisdiction commits fees e 
to begin construction within 
two years and have services 
available in no more than 
five years; on exist 

* the jurisdiction has an 
agreement with the owner 
of a new development that and YOrJ 
the owner may construct or 
finance capital improvements in dem 
or facility expansions and that 
costs incurred will be credited 
against the impact fees due from the a 
new development; or 

. an owner asks the political subdivision to 
reserve capacity to serve future development, and the 
jurisdiction and the owner have a written agreement to 
that effect (Section 395.019).

I ( 
as 
a' 

eC 
n 
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Texas code prohibits political subdivisions from placing a 
moratorium on new development while waiting for LUA, a 

CIP, or an impact fee to be developed, adopted or updated 
(Section 395.076).  

Refunds and Exemptions 
Impact fees not spent are eligible to be ifferent refunded if service is denied or construc

tion is not begun on a facility within 

messed in two years, if service is not available 
within a reasonable time (not more 

ra than ive years), or if impact fees 
reasbase arenot spent for allowable pur

poses within ten years.  

capacity All refunds bear interest calcu
lated from the date of collection ed gooth to the date of refund at the statu

tory rate. Property owners must 
request refunds and prove that they 

I in these are owed. Eligibility to request or 
sue for a refund belongs to the cur

l rent owner of record, who most often is 
not the person who paid the fee (Section 

395.025).  
Rather than expecting future property owners to 

know that a fee was paid and then trying to initiate separate 
or even class-action suits for recovery, developers might attach 
deed restrictions transferring the right to seek impact fee

six 
May adopt LUA for systemwide water 

supply, treatment and distribution 

facilities or wastewater collection and 

treatment facilities that cover the 

entire political subdivision.  

Section 395.0455

May not adopt systemwide 

assumptions for storm water, 

drainage,flood control or 

roadway facilities.

seven Set date for public 
hearing for adopting 

impact fee ordinance.  

Section 395.047 i Publish and send notice of public 

hearing on impact fees at least 30 

days before hearing.  

Section 395.049

Notice of hearing must be sent by 
certified mail to anyone who has 

requested in writing within the 

previous two years that notice be 

provided.
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refunds to the local homeowners association. The association 
could then initiate the refund process if the fees paid were not 
spent in an appropriate or timely fashion.  

The Texas code allows impact fees to be reduced or waived 
on qualified affordable housing projects for low- and moderate
income households. No other specific land uses or purposes are 
eligible for exemption.  

Issues to be Decided Impact fee procedures and administration are complex 
because impact fees have requirements that traditional 
local tax revenue sources do not. While Texas legislation 

spells out procedural requirements to enact impact fees, sig
nificant policy and operational issues are being raised around 
the country and will no doubt come to the forefront in Texas.  
For example: 

* Should different fees be assessed in different areas based 
on existing capacity and projected growth in demand in 
these areas? 

" Should residential impact fees be indexed by home size, 
value or some other criteria? Impact fees on residential 
properties typically are based on the number of lots or 
multifamily units, projected at the same rate. Conse
quently, the effective rate is substantially lower for 
higher-priced properties than for lower-priced properties.  

" Should some development projects be exempted from 
impact fees to boost economic development?

. Should fees be indexed or phased over time? Projected 
development over a ten-year period probably will not 
occur at an even pace over the period, so should the fees 
be phased based on actual development? 

" Are fees justified if existing capacity exceeds the projected 
increase in demand or if the proposed capital improve
ments create even greater excess capacity over time? 
For example, if existing excess capacity on a roadway, 
is 50,000 vehicle-miles and projections indicate 40,000 
vehicle-miles of new demand, is a fee justified? 

. Should differential impact fees be used to promote some 
types of development and discourage others? 

Information on computing impact fees will be included in 
the next issue of Tierra Grande. 4 
Dr. Gaines (jpgaines@tamu.edu) is a research economist and 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.

Many communities, especially those in high-growth areas, 
are assessing impact fees to finance infrastructure construc

tion. Creating a local ordinance is the first step in the pro

cess, which is governed by Texas Local Government Code.  

Chapter 395 provides specific requirements for enacting a 

local impact fee.

Advisory committee must file written 

comments on proposed impact fee at least 

nine five business days prior to public hearing.  

Section 395.050

An impact fee cannot be held invalid because 

public notice requirements were not 

complied with if compliance was substantial 

and in good faith.  

Section 395.078 

Conduct public hearing

ten Adopt or reject the 

impact fee ordinance.  

No emergency adoption 

permissible.  

Section 395.051

Political subdivision must 

approve or disapprove the 

impact fee plan within 30 days 

after date of public hearing.  

Appeal of impact fee 

ordinance must begin 

within 90 days.  

Section 395.077

I
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All Systems Go E lusive Amazon.com founder Jeff Bezos raised eyebrows 
when he snatched up the 165,000-acre Corn Ranch near 
Van Horn in Culberson County in 2004. But it wasn't 

until later, when he announced plans to use the land - mostly 
desert - to build a private spaceport project that the entrepre
neur really grabbed headlines.  

Through Blue Origin, Bezos plans to develop New Shepard, 
a vertical-takeoff, vertical-landing vehicle capable of carrying a 
small number of astronauts on suborbital, ballistic trajectories 
as high as 325,000 feet. The Federal Aviation Administration 
(FAA) issued Blue Origin the first experimental permit for a 
reusable suborbital rocket in September 2006. Two months 
later, on a clear, crisp November morning, against the back
drop of the majestic Guadalupe Mountains, Blue Origin suc
cessfully test-launched its first reusable launch vehicle (RLV).  

The cone-shaped Goddard - picture a big, white gumdrop on 
four legs - blasted 285 feet into the air and returned safely to 
the launch site. The exercise, attended only by a small group of 
Bezos' friends and their families, lasted all of 25 seconds.  

Bezos and Blue Origin have been notoriously tight-lipped 
about the project, but, according to the final environmental

new heights and test new technology.  
Larry D. Simpson, editor and publisher of the Van Horn 

Advocate, says the community's response to Blue Origin has 
been overwhelmingly positive.  

"During the construction phase of the infrastructure, which 
lasted a year, the economic impact was significant," said Simp
son, who is also president of the town's chamber of commerce 
and its economic development corporation. "There were crews 
in town for the entire period staying in rooms or RVs, eating 
meals and purchasing goods and services. As time goes on, we 
anticipate that he [Bezos] will have more people staying here 

16

instead of in Washington. In fact, our economic development 
corporation is seeking funding to construct a 20-unit apart
ment complex." 

Blue Origin may be the most high-profile project in the 
works, but it's not the only one. About 18 miles southwest 
of Fort Stockton in Pecos County, a project is under develop
ment by the Pecos County/West Texas Spaceport Development 
Corporation.  

According to a report released earlier this year by the FAA, 
the West Texas Spaceport (also known as Las Escaleras a las 
Estrellas, or the Stairs to the Stars) has access to more than 
4,500 square miles of unpopulated land and more than 10,000 
square miles of underused national airspace. The spaceport is 
primarily a research-and-development site for unmanned aerial 
vehicles (UAVs) and suborbital rockets.  

Finally, Willacy County is home to the South Texas Space
port, owned by the Willacy County Development Corporation 
for Spaceport Facilities.  

The .16-square-mile site is in Port Mansfield, about 40 miles 
north of Brownsville. According to the FAA, the site may ini
tially support suborbital and small orbital launch systems and 
later switch its focus to RLVs. Vehicles will launch from spoil 
islands (land masses created when a ship channel is dredged) or

barges in the Mansfield ship chan
nel, Laguna Madre or the Gulf.  

Dr. Michael Bomba, a consultant 
for Alliance Transportation Group 
Inc., a transportation planning 
and data collection company, says 
spaceports have the potential to 
make a significant impact on the 
state's economy.  

"Through launch fees alone, 
launch events can generate a lot of 
income for spaceports. Spaceports 
can also create technical employ
ment and possibly increase demand 
for industrial and communications 
services," said Bomba, who began 
researching spaceports as a research 
associate with the Center for Trans
portation Research at the Univer
sity of Texas.  

From hosting launch events 
and space camps to serving as a 
resource for school science projects, 
Bomba says there's also no telling 
how many tangential educational 
benefits a spaceport could offer.

lthough a series of successful test launches and a grow
ing number of potential launch sites around the United 
States suggest that spaceports are beginning to take 

flight, it hasn't been smooth sailing across the board.  
One site - the Gulf Coast Regional Spaceport in Brazoria 

County, 50 miles south of Houston - was jettisoned last Feb
ruary when county commissioners voted to dissolve the Gulf 
Coast Regional Spaceport Development Corp., the corporation 
charged with creating the facility.  

According to Clute's newspaper, The Facts, County Judge E.J.  
King said too much money had been spent on the project with 
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WEST TEXAS' VAST DESERT is home to more than one spaceport project. Amazon.com founder 
Jeff Bezos bought a 165,000-acre ranch near Van Horn to be the site of his Blue Origin launch 
facility. Another entity is developing the West Texas Spaceport near Fort Stockton.

assessment issued by the FAA, they plan to continue test 
launches through 2009. Each test launch will presumably reach Houston, We Have a Problem



no known benefit. County Auditor Connie Garner said tIiec 
county had put $50,000 into the project, while the state had 
appropriated about $700,000.  

"Spaceport infrastructure can be very expensive, the rrar
ket and many of the companies are small, and the payoff may 
take years," Bomba said.  
"For these reasons, small 
amounts of 'seed' money 
are not adequate to sustain 
the effort." 

Bomba says it is difficult 
for spaceports to build up 
enough revenue to reach 
financial stability because 
they have high operating 
costs and must adhere to 
stringent FAA regulations.  
Not to mention that they 
are often started by com
panies that have limited 
financial backing and 
are pursuing untested or 
unproven technology. 

On top of that, space-I 
port projects are located i n r 
remote rural counties with 
limited resources, making * 
it even more difficult to -
succeed without outside 
subsidies. Bomba says this ~2 ' -

is why it is important that 
the state provide financial assistance to local spaceports.  

"While the Texas legislature and the governor's office pro
vided some funding to the three spaceports, the funding needs 
to be much higher," he said.  

Bomba said the state provided a total of $2 million for space
port development. By contrast, the state of New Mexico appro
priated approximately $250 million for Spaceport Ameri2a, 
which will host Virgin Galactic, while the state of Alaska gave 
about $60 million toward the Kodiak launch site.  

Texas spaceports are in rural areas, so bringing in outside 
consultants to provide the expertise necessary to make the 
concept work can be expensive. And then there's the matter of 
insurance.  

"Launch insurance is very expensive and mus: be paid up 
front," Bomba said. "If launches are scrubbed or if customers 
don't materialize, the spaceport is left holding the bill." 

The FAA permits required to operate such a facility are also 
expensive. Commercial space vehicles carry inherent risks, and 
operating them in the safest possible manner creates a high 
regulatory burden on commercial space companies and the 
spaceports.  

Risks related to spaceports go beyond economics. There's 
also the potential for noise pollution and the spilling of hazard
ous materials, not to mention the risk of, say, a stray rocket 
engine crashing through one's dining room ceiling.  

"The risks are primarily during the preparation and the 
actual launch event," Bomba said. "Outside of this activity, the 
site is likely to be relatively undisturbed. The risks from falling 
debris, while small, can be serious if a vehicle is destroyed in 
the air. "
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Simpson, meanwhile, says he has so far seen no adverse envi
ronmental impact on Van Horn from Blue Origin.  

"Jeff's people seem to be very careful not to disrupt or dis
turb anything that might be environmentally sensitive," he 
said. "The mainstream news media always seem to suggest a
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fear of one of the rockets falling into town, and that is further 
from the truth than anything." 

One Small Step 
lue Origin hopes to launch manned space flights some
time in 2010, and more and more companies are begin
ning to reach for the stars.  

PayPal founder Elon Musk's company, SpaceX, is close to 
building a reliable launch vehicle that will be significantly less 
expensive than existing expendable rockets. The company has 
a test facility in McGregor, near Waco.  

Other startup commercial space companies that are based 
in Texas or have offices here include Armadillo Aerospace, 
Starcraft Boosters (which boasts astronaut Buzz Aldrin among 
its founders), Excalibur Ltd., and Bigelow Aerospace, which 
Bomba says has plans for a "manned orbital space complex." 

Development and testing may seem like just another small 
step for man, but give it time. Within a few years, Texas could 
be a state rich in both ranches and rockets. 

Pope (b-pope@tamu.edu) is an associate editor with the Real Estate Center at 
Texas A&M University.

Several privately funded facilities designed to someday 
launch civilians into space are under development in Texas.  
These spaceports have the potential to offer economi: and 
educational benefits, but they are expensive and could have 
environmental drawbacks.  
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the Value of Sub primes 
By James P. Gaines Unprecedented growth in U.S. homeownership, from 64 percent in 1995 to more than 

69 percent in 2006, resulted from substantially lower mortgage interest rates and dras
tically relaxed, "easy credit, easy terms" mortgage lending practices (Figure 1). The 

widespread availability jf nontraditional, higher-risk mortgage products spurred previously 
excluded homebuyers to enter the market despite poor credit histories, irregular employment 
or lack of a down payment.  

High-risk mortgage instruments are estimated to make up 25 percent or more of all mort
gage loans originated since 2001. An estimated 10 million to 12 million subprime loans have 
been originated since 2C03, and at least two-thirds of those carry adjustable rates. Subprime 
mortgages are designed for lower-income households with low credit scores and feature higher 
loan-to-value ratio loans with significant prepayment penalties (Table 1).

Sector

Prime Fixed 
Prime ARM 

Subprime Fixed 
Suborime ARM

Average 
Loan 

Amount ($K)

$499 

$453 

$128 
$200

Average 
FICO Credit 

Score

742 

732 
636 
624

Loan-to
Value Ratio

70.6 
73.9 
81.2 
85.9

Percent Full 
Doc

54.7 

44.3 

70.2 
56.9

Percent 
Prepayment 

Penalty

1.7 

15.4 

76.6 
72.4
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Residential lending practices during the 
past five years ventured beyond merely 
aggressive into predatory and illegal.  
Numerous lawsuits have been filed and 
more are expected against companies 
accused of predatory lending, fraud and 
misrepresentation.  

Some originators steered borrowers into 
loans that were more expensive and had 
a higher risk than necessary. Preclosing 
"good faith" cost estimates often proved 
to be either misleading or so complicated . I 
that borrowers could not understand 
them. Borrowers were sometimes told - _____ 

not to worry about individual costs and 
fees because they would be rolled into the 
loan.  

Millions of people bought homes who 
might not otherwise have done so. Some 
were victimized by illegal practices; many 
were unprepared and ill-equipped for the 
financial responsibilities of homeownership. Some believed 
these alternative loans were their only chance to own a home 
and wanted to take the risk.  

Essentially, subprime loans replaced government loans for 
many low-income, first-time buyers. Since 1998, FHA and VA 
loans have declined from 30 percent to less than 10 percent of 
the residential market; subprime loans have increased from 
less than 2 percent to more than 14 percent of the total market 
(Figure 2). Major home builders relied on the expanded afford
ability created in the market. The National Association of 
Home Builders (NAHB) estimates that two-thirds of the top 
200 home builders had mortgage finance subsidiaries making 
subprime loans, and the rest had relationships with lenders in 
the subprime market.  

By definition, subprime and other non
traditional mortgage products are high-risk 
loans. Adjustable rate mortgages, which 
have been available for decades, typically 
carry more risk as borrowers must pay 9 
higher mortgage payments if interest rates 
go up. Inevitably, market realities catch up U 
and high-risk investments fail at consider
ably greater rates than moderate- or low-risk a; i| 
investments. Increased delinquency and 
foreclosure rates reflect this reality. 4 

Foreclosure Activity 
ccording to the Mortgage Bankers 
Association (MBA), by the end of 
2006 the subprime mortgage fore

closure rate was nine times greater than 
prime loan foreclosures - 4.5 percent versus 
0.5 percent. About 14.3 percent of subprimerime 
loans were between 30 and 90 days delinquent

compared with 2.8 percent of all prime loans. An estimated 1.2 
percent of all mortgages in the United States were in foreclo
sure by the end of 2006; 5.3 percent were between 30 and 90 
days delinquent.  

exas' foreclosures and delinquencies ran slightly higher 
than the U.S. figures. An estimated 1.2 percent of all 
Texas mortgages were in foreclosure and 7.4 percent 

were 30 to 90 days delinquent. About 4.3 percent of all Texas 
subprime loans were in foreclosure by the end of fourth quarter 
2006, approximately 8.5 times more than the 0.5 percent of 
prime loans.  

Another 15.8 percent of all Texas subprime loans were 30 
to 90 days delinquent at the end of 2006 compared with 3.4
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percent of prime loans. Current foreclosure and delinquency 
rates at both the state and national levels are not significantly 
different than the respective nine-year average rate (Figures 3 
and 4).  

Although the MBA did not separate prime and subprime 
loans until 1998, the data clearly reveal the greater risk of 
subprime compared with prime loans. Since 1998, U.S. foreclo
sures on subprime loans averaged 5.7 percent compared with 
0.5 percent for prime loans (Figure 3). Subprime delinquencies 
and defaults averaged 12.1 percent compared to 2.4 percent for 
prime loans.  

The current national subprime foreclosure rate of 4.5 percent 
is less than half the peak rate reported in fourth quarter 2001 
and 21 percent less than the eight-year average. Texas foreclo
sure and delinquency rates are running about equal to their 
eight-year averages. The current 4.3 percent foreclosure rate is 
nearly 40 percent less than the peak foreclosure rate reported 
in fourth quarter 2002. The real difference in the peak and
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current foreclosure rates, though, is the substantially greater 
number of subprime loans today versus 2001 and 2002.  

Assuming a total of 12 million subprime loans, the eight
year average level of delinquencies and foreclosures suggests 
that about 1.45 million loans will go into delinquency and 
about 684,000 into foreclosure. If the subprime foreclosure rate 
climbs to 10 percent or 15 percent, 1.2 million to 1.8 million 
loans will be vulnerable to foreclosure.  

Even at these high rates, however, between 10.2 million and 
11.3 million loans would not be foreclosed, and those home
owners would continue living in the homes they might never 
have been able to purchase if not for subprime loans.  

Foreclosure Causes 
The relatively high level of current foreclosures can be traced 

primarily to a few major, interrelated financial and residential 
market factors.  

* Relaxed credit underwriting in general and, specifically, 
the spurt of subprime loans expanded home affordability, 
making home loans available to higher-risk borrowers.  

* Attractive loan terms and new home-loan products 
allowed borrowers to buy homes with little or no down 
payment, often with monthly mortgage payments equal 
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to a much higher percentage of monthly income than in 
the past.  

* Level or falling home prices in many markets reduced 
or eliminated homeowners' ability to refinance or sell 
their properties on delinquency or default, resulting in 
increased foreclosure actions.  

" Overextension of credit at attractive terms to nonresident 
investor buyers who sought short-term price increases but 
lacked carrying capacity over time.  

" A significant portion of adjustable rate mortgages, both 
prime and subprime, with interest rate resets occurring 
this year (and next). Some loans had initial "teaser" rates 
as low as 1 percent, so in some cases the rate after adjust
ment increased by 4, 5, 6 or more percentage points.  

" Spikes in other housing costs, especially property taxes 
and utilities, raised total monthly housing costs and 
stretched borrowers' capacity to make monthly mortgage 

payments.

* Layoffs in the auto industry dramatically 
affected housing markets in the upper 
midwest, leading to falling home values 
and higher foreclosure rates.  

First American CoreLogic Inc., in its 
2007 report, "Mortgage Payment Reset: The 
Issue and the Impact," analyzed the poten
tial effects of interest rate reset changes on 
residential adjustable rate mortgages and 
concluded that 32 percent of teaser loans 
(those with initial interest rates significantly 
below the prevailing market rate), 7 percent of 
market-rate adjustable loans, and 12 percent 
of subprime loans will default because of 
resetting interest rates.  

The study further concluded that each 1 

percent rise in national prices causes 70,000 
fewer loans to be lost to reset-driven fore
closure, and each 1 percent fall in national 

an additional 70,000 loans to enter reset-drivenprices causes 
foreclosure.

What Should Be Done? 

espite the fact that the current subprime foreclosure 
rate is less than half the peak rate reported during the 
2001 recession, media coverage devoted to expected 

foreclosure levels in 2007 and 2008 has garnered considerable 
attention. Responses by numerous organizations and gov
ernment officials range from advocating a complete federal 
bailout of subprime borrowers and lenders to calls for greater 
aid to delinquent borrowers to lender forbearance. One state 
official seriously suggested a six-month moratorium on all 
foreclosures.  

A recent NAHB survey found that among the larger home 
builders (companies in the Builder 200), current tighter mort
gage lending standards, not only for subprime but also for other 
specialty loans and prime loans, have led to a significant decline 
in sales volume. The reported median sales volume impact was 
an estimated 10 percent decline in sales volume so far.  

So, what should be done about subprime lending? 
First, there is no reason to overreact and kill something that 

has served, and could continue to serve, a useful purpose. For
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at least 30 years, housing advocacy groups, organizations and 
government agencies at all levels called on the private sector 
to be more active and aggressive in fostering homeownership

Almost all government housing assistance efforts mandate 
borrower education, but the effectiveness of these programs 
is questionable. Better education for homebuyers is essential.

by, among other things, making mortgage 
credit available to lower-income, higher-risk 
buyers.  

A plethora of state, local and federal hous
ing programs and initiatives were created to 
increase homeownership through subsidized 
payments, below-market interest rates, tax 
credits, down payment assistance and a 
host of other schemes. Most of these efforts 
never reached the numbers of potential 
homeowners that the subprime market 
reached.  

The private sector found a way to make 
loans to low-credit, previously unfinanceable 
households so that they could own homes.  
While this effort was spurred by profit, not 
altruism, the effect on homeownership 
throughout the country was nevertheless 
profound.  

The fraud, predatory lending practices, pur
poseful misrepresentations and other illegal 
practices employed by unscrupulous lenders
must be stopped. This may not be easy because many of the 
practices are hard to clearly categorize as proper or improper, 
much less legal versus illegal.  

It is imperative 
that the residential A new standard b mortgage market 
operate efficiently l t a 
and with clear, lenders to make 
defined limits. The 
penalty for exceed- homebuyers, meanir 
ing or disregarding 
the limits should a reasonable eXpec 
be severe. The 
market itself has loans without und the means to do w 
this as well as or 
better than regulatory or legal enactments. It can curtail the 
money flow to those who do not conduct business properly to 
avoid potential significant financial losses.  

Capital providers must believe in the price-risk relationship 
relied on in the securitized mortgage pools. Activity during the 
past several months suggests that this is exactly what is hap
pening in the market.  

The Federal Home Loan Mortgage Corporation (FHLMC) 
and the Federal National Mortgage Association (FNMA) have 
earmarked billions of dollars in new financing to help sub
prime borrowers. Guidelines for federally regulated financial 
institutions to make nontraditional loans were issued jointly 
by the major government oversight agencies and organizations 
late last year.  

A new standard being advanced is for lenders to make "suit
able" loans to homebuyers, meaning that borrowers have a 
reasonable expectation of paying back loans without undue 
financial hardship. This standard may place lenders in a more 
fiduciary relationship with homebuyers, requiring them to 
inform borrowers about the terms, conditions and risks of the 
loans.  
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Many homebuyers have little or no understanding of the com
plexities involved in purchasing a home (mortgage debt financ
ing, interest rates, mortgage terms and the consequences of 

-_nterest rate resets, 

ing a~dn~ d IS/Or-or example). Many Mng advanced is for ar intimidated 
l to by the process.  Sul lu loans to creign-born 

buyers may have 
that borrowers have difficulty with the 

language, espe

tion of paying back cially the "legal
ese" in mortgage 

financial hardship contracts and other 
closing documents, 
and may also have 

no similar experience in their cultural heritage to equate to the 
homebuying process.  

Given time, and with better-informed ho-euyers, the 
market will correct the excesses and illegal practices under 
so much scrutiny today. That should open the door for new 
programs to expand homeownership to millions of people in 
the future. 4 

Dr. Gaines (jpgaines@tamu.edu) is a research economist with the Real Estate 
Center at Texas A&M University.

Subprime loans are high-risk loans and consequently have 
much higher delinquency and foreclosure rates. But they 
are useful to buyers with low, bad or no credit, many of 
whom would not be able to purchase a home without 
them. Much of the negative media attention related to sub
primes has focused on predatory lending and other illegal 
practices, which must be stopped.  
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international 

appeal 
Foreign Investors 

Buy Big 
By Charles E. Gilliland and David Holland 

he decline in the value of the U.S. dollar over the past 
few years has motivated foreign investors to buy signifi
cant amounts of land in the United States. Land market 

professionals suggest that foreign purchases have contributed 
to the strength of land markets on a broad base. But only part 
of that premise is accurate.  

Foreign buyers of agricultural land in this country must 
register their purchases with the United States Department of 
Agriculture (USDA). USDA publishes an annual report, Foreign 
Holdings of U.S. Agricultural Land, which contains informa
tion about the geographic distribution of foreign holdings and 
the types of land foreigners have acquired.  

Analysis of the report reveals that foreign ownership of 
U.S. land did indeed increase by more than 1.3 million acres 
in 2006, to a total of 16.4 million acres, about an 8.6 percent 

Table 1. States with Most Foreign-Held Land 
Through February 2006 

Rank State Acres 
1 Maine 3,603,682 
2 Texas 1,698,057 
3 California 1,052,237 
4 Florida 929,336 
5 New Mexico 841,904 

Source: United States Department of Agriculture Farm Service Agency 
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Table 2. Foreign-Held U.S. Land by Use 
Through February 2006 

Type of Land Percent Acres 

Tirrberland-Forest 49.7 8,168,772 
Pas-ure 26.7 4,380,860 
Crcpland 14.6 2,400,325 
Other Agricultural 5.6 926,515 
Nonagricultural* 3.4 558,820 
Total Land 100 16,435,292 
Total Agricultural Land 1 5,876,472 

Source: United States Department of Agriculture Farm Service Agency 
*Nonagricultural includes acreage such as homesteads, roads commonly 
reported as part of agricultural landholding or land that is idle now but was 
used for agriculture within the previous five years.  

Table 3. States with Most Foreign-Held Forest Land 
Through February 2006 

Rank State Acres in Forest 

1 Maine 3,541,772 
2 Georgia 625,150 
3 Alabama 472,832 
4 Florida 444,485 
5 Texas 424,096 

Source United States Department of Agriculture Farm Service Agency 

increase rom 2005. Of that, 15.9 million acres were classified 
as agricultural.  

Maine and Texas lead all states in foreign-owned land (Table 
1). Foreign ownership in Maine stands at 3.6 million acres, 22.6 
percent of all foreign-owned U.S. agricultural land. Texas is in 
second place with 1.7 million acres, 10.4 percent of all foreign
owned land.  

Foreign-owned agricultural holdings are divided into forest, 
cropland, pasture and other land categories (Table 2). For the 
most part, foreign holdings by type of land have changed little 
over the last ten years (see figure).  Clearly, much of the increase in foreign ownership of 

U.S. land through early 2006 occurred in forest hold
ings, which grew by 1.1 million acres, 34.5 percent of 

which were in Texas. In 2005, foreign investors owned roughly 
308,000 a-res of Texas cropland, 830,000 of pasture, and a mea
ger 29,000 acres of forest land. By 2006, foreign-owned timber 
holdings in Texas increased 1,357 percent to over 424,000 acres.  

The USDA reports eight companies, all of which are subsid
iaries of the same Canadian parent company, were primarily 
responsible for this significant increase in forest ownership in 
Texas, Pennsylvania and Washington. According to the USDA, 
John Hancock Life Insurance and its subsidiaries are respon
sible for the majority of this activity.  
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ohn Hancock is indirectly owned by Manulife Financial, 
a leading Canadian-based financial services company. The 
main buyer of timberlands under this umbrella is the Han

cock Timber Resource Group, one of the largest timber invest
ment management organizations (TIMOs) in the United States.  

TIMOs' investors are primarily institutional and high-net
w:rth individuals or families. TIMOs are not publicly traded 

Foreign Holdings 
of U.S. Agricultural Land by Type 
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and are essentially specialized timber private equity organiza
tions. For TIMOs, timberland is a specialized real estate invest
ment that happens to grow trees.  

The recent increase in "foreign" ownership is actually at
tributable to TIMOs buying timberland from industrial own
ers. This activity vaulted Texas into the top five states with 
foreign-held timberland (Table 3).  

Much East Texas timberland has changed hands in recent 
years as the major timber companies continue to sell their land 
holdings. In February 2007, the lone holdout, Temple-Inland, 
announced plans to sell 1.8 million acres of timberland in 
Texas, Louisiana, Alabama and Georgia.  

With this additional acreage slated for the market, East Texas 
will see a lot of sales activity. While integrated timber compa
nies seem to have lost interest in owning Texas timberland, a 
new segment of investors is coming in right behind them 
TIMOs. 4 
Dr. 3illiland (c-gilliland@tamu.edu) is a research economist and Holland is a 

research assistant with the Real Estate Center at Texas A&M University.

Foreign buyers dramatically increased their holdings of 
Texas timberland in 2006. Temple-Inland plans to sell more 
than a million acres of Texas timberland in 2007.  
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Measure 
Texas RE 
Wealth 

By Ali Anari

eal estate properties constitute the biggest slice of the 
American pie. In 2005, these properties comprised more 
than 84 percent of the value of U.S. households' total 

tangible assets, which include real estate, equipment and soft
ware, and consumer durable goods.  

Real estate also is the largest segment of the tangible assets 
of corporate and noncorporate organizations. Shares of the total 
value of real estate properties owned by corporate and non
corporate organizations, which include single proprietorships, 

Figure 1. Texas Per Capita Real Estate Wealth, 1997
$56,000 
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48,000 
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40,000 

36,000 
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Source: Texas Comptroller of Public Accounts and Real Estate Center at Texas A&Mv

partnerships and residential rental entities, in 2005 were 56.7 
percent and 92.3 percent, respectively, according to the Federal 
Reserve Bank.  

Thanks to an increasing population, an abundant supply of 
land and other natural resources, and a robust economy, Texas' 
wealth in real estate properties is burgeoning. Real estate 
wealth includes single-family and multifamily residential 
units, commercial and industrial properties, land and struc
tures used for extracting oil and natural gas, and utility produc

tion, rural lands and vacant lots.  

.2005 Total Value, Per Capita Wealth 
The total value of Texas real estate wealth in 

e 2005 was more than $1.2 trillion, up 8.3 percent 
from 2004 and 74.6 percent from 1997 (Tables 
1 and 2). The largest increase in the state's real 
estate wealth since 1997 occurred in 2001 when 
it increased 11.6 percent (Table 1).  

Per capita wealth is an important indicator 
of national wealth. Texas per capita real estate 
wealth rose from $35,059 in 1997 to $52,874 in 
2005, a 50 percent increase (Figure 1).  

2005 Residential Wealth 
i University The total value of Texas single-family residences 

in 2005 stood at $688.2 billion, accounting for 56.9

Table 1. Texas Real Estate Wealth, Taxable Value in $Billions and Percent of Total 

1997 1998 1999 2000 2001 2002 2003 2004 2005 
Property % of % of % of % of % of % of % of % of % of 

Type Value Total Value Total Value Total Value Total Value Total Value Total Value Total Value Total Value Total 

Single-family $338.3 48.9 $362.2 50.1 $394.7 51.4 $444.7 52.7 $497.9 52.9 $548.0 54.8 $593.7 56.5 $638.1 57.2 $688.2 56.9 
Multifamily 34.1 4.9 37.0 5.1 41.6 5.4 46.2 5.5 50.9 5.4 53.6 5.4 55.3 5.3 56.6 5.1 61.6 5.1 
Commercial 110.3 15.9 122.7 17.0 136.9 17.8 152.2 18.0 164.8 17.5 169.0 16.9 174.8 16.6 178.6 16.0 193.5 16.0 
Industrial 54.2 7.18 56.2 7.8 56.6 7.4 62.4 7.4 70.4 7.5 70.4 7.0 67.4 6.4 67.1 6.0 68.4 5.7 
Oil, gas, 37.1 5.4 35.0 4.8 24.8 3.2 28.3 3.4 44.2 4.7 40.9 4.1 39.5 3.8 51.9 4.6 67.4 5.6 minerals 
Utilities 48.5 7.0 48.3 0.7 47.8 6.2 40.6 4.8 39.1 4.2 41.1 4.1 38.9 3.7 39.8 3.6 39.9 13 
Vacant lots 19.8 2.9 20.4 2.8 21.5 2.8 22.9 2.7 24.9 2.6 25.8 2.6 27.4 2.6 28.3 2.5 30.5 2.5 
Rural 49.7 7.2 41.8 5.8 44.3 5.8 46.1 5.5 49.0 5.2 51.8 5.2 53.8 5.1 56.1 5.0 59.2 4.9 

Total $692.1 100.0 $723.5 100.0 $768.1 100.0 $843.3 100.0 $941.1 100.0 $1,000.6 100.0 $1,050.7 100.0 $1,116.5 100.0 $1,208.7 100.0 

Source: Texas Comptroller of Public Accounts and Real Estate Center at Texas A&M University
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percent of the aggregate value of the state's real estate wealth 
(Table 1). The aggregate value of multifamily residences in 
2005 stood at $61.6 billion or 5.1 percent of the state's aggre
gate real estate wealth. From a national perspective, the total 
value of Texas residential units (single-family and multifamily) 
in 2005 was 5.4 percent of the aggregate value of residential 
fixed assets in the United States.  

The total value of Texas single-family properties increased 
by 7.8 percent from 2004 to 2005 and by 103.4 percent from 
1997 to 2005 (Table 2). The state's single-family residential 
market posted its largest value growth rate in 2001 when 
total value of the state's single-family residential units rose 
12 percent.  

The aggregate value of Texas multifamily properties rose 8.8 
percent from 2004 to 2005 and 80.7 percent from 1997 to 2005

Utilities 

he total value of Texas real estate in utilities, the only 
component of the state's real estate wealth to contract 
in the last ten years, was $39.9 billion in 2005, down 

17.7 percent from 1997 (Tables 1 and 2). The share of the state's 
properties used for utilities fell from 7 percent in 1997 to 3.3 
percent in 2005 (Table 1).  

Rural Properties 
The value of the state's rural properties rose from $49.7 bil

lion in 1997 to $59.2 billion in 2005, a 19.1 percent increase 
(Tables 1 and 2). Rural properties' share of total Texas real 
estate decreased from 7.2 percent in 1997 to 4.9 percent in 
2005 (Table 1). The highest growth rate of rural real estate

Table 2. Annual Growth Rates of Taxable Values of Texas Real Estate Properties and 1997-2005 Growth (Percent) 

Property Type 1997-98 1998-99 1999-2000 2000-01 2001-02 2002-03 2003-04 2004-05 1997-2005 

Single-family 7.0 9.0 12.7 12.0 10.1 8.3 7.5 7.8 103.4 
Multifamily 8.5 12.3 11.1 10.3 5.2 3.1 2.5 8.8 80.7 
Commercial 11.2 11.5 11.2 8.3 2.6 3.4 2.2 8.4 75.4 
Industrial 3.7 0.6 10.3 12.9 -0.1 -4.2 -0.5 1.9 26.1 

Oinerals -5.6 -29.1 13.9 56.3 -7.4 -3.6 31.5 29.9 81.6 

Utilities -0.6 -0.9 -15.0 -3.9 5.1 -5.3 2.3 0.4 -17.7 
Vacant lots 2.9 5.6 6.6 8.5 3.9 6.0 3.4 7.6 54.1 
Rural -15.9 6.0 4.0 6.3 5.7 4.0 4.2 5.5 19.1 

Total Real Estate Wealth 4.5 6.2 9.8 11.6 6.3 5.0 6.3 8.3 74.6 

Source: Texas Comptroller of Public Accounts and Real Estate Center at Texas A&M University

(Table 2). From 1998 to 1999, the state's multifamily residential 
market value grew at its highest rate - 12.3 percent (Table 2).  

Commercial Properties 
ommercial properties are the second most important 

segment of Texas real estate wealth. The total value of 
the state's commercial properties in 2005 was $193.5 

billion, accounting for 16 percent of the total value of Texas 
real estate properties that year (Table 1). The total value of 
Texas commercial properties rose 8.4 percent from 2004 to 
2005 and 75.4 percent from 1997 to 2005 (Table 2).  

Industrial Properties 
Valued at more than $68 billion, industrial properties made 

up 5.7 percent of the aggregate value of Texas real estate 
wealth in 2005 (Table 1). This value rose 1.9 percent from 2004 
to 2005 and 26.1 percent from 1997 to 2005 (Table 2).  

Mining Properties 
The value of real estate wealth in oil, gas and other miner

als in 2005 was $67.4 billion, 5.6 percent of the total value 
of Texas real estate wealth (Table 1). The value of Texas 
real estate in oil and gas extraction activities is volatile and 
depends on international oil prices. The aggregate value of 
Texas mining real estate has increased by 81.6 percent since 
1997, mainly the result of oil price hikes over the past two 
years (Table 2).  
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occurred from 2000 to 2001, when the 
increased by 6.3 percent (Table 2).

value of rural properties

Vacant Lots 
Real estate categorized as vacant lots grew in value from 

$19.8 billion in 1997 to $30.5 billion in 2005, a 54.1 percent 
increase (Tables 1 and 2). Vacant lands' share in total Texas real 
estate wealth has been relatively stable at around 2.5 percent 
(Table 1). The largest growth rate of vacant lots occurred 
between 2000 and 2001, when the value increased by 8.5 per
cent (Table 2).  

Real estate professionals no doubt are aware that their industry 
has a major impact on the Texas economy. These data shed light 
on the magnitude of each of the state's real estate segments. 4 

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

Center at Texas A&M University.

The total taxable value of Texas real estate wealth in
creased 74.6 percent from 1997 to 2005. Texas per capita 
real estate wealth rose from $35,059 in 1997 to $52,874 in 
2005, a 50 percent increase. The value of single-family resi
dences made up more than 56 percent of total Texas real 
estate wealth in 2005.  
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High Tide 
for Housin 

By Mark G. Dotzour

The national price appreciation rate of an average house 

pierced the 10 percent level in third quarter 2004 and did not 
drop below 10 percent until third quarter 2006.  

The last time Americans enjoyed such a fairy-tale residen
tial market was in the late 1970s. Presidents Nixon, Ford and 
Carter were unable or unwilling to administer the necessary 
economic medicine to reduce inflation. Housing prices were 
climbing at a remarkable clip.  

Like their counterparts in the 1980s, many Americans today 
are facing a painful return to "real world" appreciation rates.  
But before things can return to normal, they may have to get a 
little bit worse. Here's why.  

The Setup 
When inflation erodes the value of financial assets, people 

historically turn to real estate and gold to protect their assets.  
As inflation soars, home prices rise rapidly. Homebuyers sud
denly view their new homes as investments, not just shelter.  

For most of the 1990s, homebuyers were buying shelter 
without considering investment returns. That changed in 2002 
when the flagging stock market, weakened by revelations of 
fraudulent accounting to shareholders, continued to lose value.  

The signs were sobering. Hairstylists stopped giving stock 
tips. No one was bragging about IPO - initial public offering 
- successes. Real estate once again became the investment of 
choice. Homebuyers seeking shelter morphed into homebuyers 
seeking both shelter and investment returns.  

As prices rose, homebuyers were joined by investors and 
speculators, further driving up demand. At the same time, Wall 
Street was deluged with investors seeking the high yield and 
relatively low risk of mortgage-backed securities. New capital 
pipelines tapped into a global tsunami of investor capital des
perately seeking yield.  

Remember the old caveat that buyers needed to meet Fannie 
Mae and Freddie Mac underwriting guidelines? Global inves
tors demanded higher yields. To respond to this insatiable 
demand, financial firms have dramatically increased the risk 
tolerance for homebuyers.  
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Traditional barriers to homeownership were razed. "Don't 
worry," prospective homebuyers were told. "If you don't have 
a down payment, your credit is bad and you are a little short 
on income, there is still a loan for you." Some lenders did not 
even require documentation.  

So here we are, awakening from the fairy-tale housing mar
ket. The real world is staring us in the face. Everything is back 
to normal, right? Not quite. Seven waves are washing away the 
foundation of the national housing market. The residential 
housing market will have to absorb the blows from these 
waves before it can hope to be normal again.  

Wave 1. Investors Withdrawing 
Investors and speculators who were flipping houses looking 

to make a quick profit have largely exited the market, with
drawing demand. To make matters worse, some of these play
ers have put their acquired properties back into the market to 
dispose of them, simultaneously lowering demand and increas
ing supply. Others are losing their investments to foreclosure.  

Wave 2. Sinking Second-Home Sales 
econd-home and vacation-home buyers buy properties 
largely for leisure and entertainment. When the housing 
market heads for the clouds, a second motive enters the 

calculus. That lakefront house would be fun, but it also could 
be a great investment.  

When prices for these luxuries start to decline or flatline, the 
investment motive disappears as it did in the 1980s and early 
1990s. There still will be some people with sufficient wealth to 
buy second homes and recreational properties, but demand will 
be reduced as investors leave the arena.  

Wave 3. Higher-Risk Loans 
We are in the early years of a grand financial experiment 

in the U.S. housing market. Over the past 40 years, Fannie 
Mae and Freddie Mac guidelines ensured that most homebuy
ers would be able to successfully make their payments and 
experience the many benefits of homeownership. That's why 
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foreclosure rates in the United States have been low other than 
during a severe recession, such as the one in 1982.  

But in recent years, Fannie and Freddie have ceded a large 
portion of the home mortgage business to other entities that 
have been more than willing to extend credit to high-risk 
homebuyers. Now, Wall Street firms and other mortgage 
specialists originate mortgages and sell them to investors.  
These companies look at the business from a different per
spective than Fannie and Freddie. To them, the more loans 
they originate, the more fees they earn. If the foreclosure rate 
increases, that's just a cost of making loans. No one seems to 
care whether foreclosures 
increase, because they are so 
low to begin with.  

Wave 4. Exotic Loans 
xotic loans are one 

of the manifestations 
of higher-risk loans.  

When houses were no longer 
affordable in some areas of 
the country, borrowers were 
offered loans with 1 percent 
teaser rates, when the actual 
rate was much higher. This 
results in "negative am"" 
(negative amortization), 
in which the loan balance 
increases each month. When 
the loan balance rises above 
the "negative am cap," the 
payments increase immedi
ately to the market rate.  

Many buyers, particularly 
in California, have purchased 
homes with these loans, 
which are basically sticks 
of dynamite. The fuses have been lit. It's just a matter of time 
before these bombs explode.  

Wave 5. No-Doc Loans 
Because of investor thirst for higher yields, bond investors 

have been accepting securitized mortgages from homebuy
ers who did not have to verify their incomes or employment.  
These so-called "no-doc" loans picked up a new nickname 
- "liar's loans" - after research showed that many borrowers 
overstated income and understated debts.  

Wave 6. Subprime Loans 
Subprime lending has been a major growth area for lenders 

in the past five years. These loans generate significant fees for 
both the mortgage industry and the mortgage-backed securities 
industry and provide high-yield bond investment opportuni
ties. When home prices are appreciating, everyone wins.  

Recent stories of "2-28" loans illustrate how much risk is 
inherent in these loans. Sometimes referred to as "exploding 
ARMs," the low teaser rate on these loans lasts two years. For 
the remaining 28 years of the loan term, the rate adjusts every 
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six months, often causing dramatic increases in the payments.  
If house prices are escalating, the homeowner can usually 
afford to either refinance or sell the home when the ARM 
explodes. But in the post-fairyland marketplace, more of these 
homeowners will face foreclosure.  

The aggressive way that lenders are seeking out credit-weak
ened borrowers for subprime loans harkens back to a similar 
scenario in the manufactured home business in the late 1990s.  
Then, hyperaggressive lenders took on much higher levels of 
credit risk in return for high sales. Many of these loans became 
delinquent and were foreclosed on. Since then, shipments of 

manufactured homes have 
been cut by half. Some of 
these same lending practices 
have migrated into the sin
gle-family housing market.  

Wave 7. Mortgage 
Fraud 

ortgage fraud is 
now rampant in the 
United States. Some 

lenders are cheating borrowers 
and some borrowers are cheat
ing lenders. The FBI has been 
monitoring reports of fraud in 
recent years. The number of 
cases they are investigating 
has increased dramatically.  

The combination of virtu
ally free money (thanks to 
the Fed lowering interest 
rates) and a glut of global 
capital seeking higher yield 
investments has fueled 
aggressive mortgage lending.  
Now the cost of money has 

risen and federal regulators are eyeing the mortgage market to 
see if federal regulations need to be created to crack down on 
unsuitable mortgage lending practices.  

Look for the unbridled supply of cheap mortgage money 
available to virtually anyone :o become harder to get in the 
second half of 2007. As the ccst of mortgage funds increases 
and the availability of funds for high-risk borrowers gets 
squeezed, expect home sales volume to decrease in Texas for 
the first time in more than a decade. 4 
Dr. Dotzour (dotzour@tamu.edu) is chief economist with the Real Estate 
Center at Texas A&M University.

Double-digit home price appreciation over the past two 
years has created a "fantasy-and" residential market in 
many parts of the country. But now, withdrawing investors, 
sinking second-home sales, high-risk loans, and mortgage 
fraud are forcing a return to the real world.  
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ADVERTISING 
By James H. Leigh

dvertising is any form of paid 
communication directed to a par
ticular audience.  

The challenge of advertising is to 
deliver your message to the audience in a 
cost-effective manner. Here are some of 
the important questions you should ask 
as you craft an advertising plan.  

Who is Your Target 
Market? 

Who are your current and desired 
customers? What are their interests and 
media usage patterns? The definition of 
your target market should guide your 
advertising effort. When you place an 
ad in the local newspaper, the amount 
charged is based on the total readership 
of the paper, not the number of read
ers in your target market. The key is 
to minimize the cost of advertising to 
consumers who are not likely to use 
your services.  

How Much Should You 
Budget for Advertising? 

There's an old saying in advertising: 
"We know half of the money spent on 
advertising works; we just don't know 
which half." Clearly, the right amount 
of advertising produces results, but 
too much is wasteful and too little 
doesn't penetrate the myriad competing 
demands on a customer's attention.  

First, decide how much to spend annu
ally. This is commonly expressed as a 
percentage of last year's revenues, with 
any necessary adjustment for unusual 
circumstances. If the real estate market 
was soft last year but is expected to pick 
up this year, you might opt to increase 
the percentage a couple of points.  

Next, apportion the advertising money 
among the various media alternatives.  
Make sure you have a solid presence in 
the commonly used media, such as the 
telephone directory and outdoor signage 
at your place of business. If those need to 
be improved, direct money there first.  

With the remaining budget, consider 
running freestanding ads in the local 
newspaper and sponsoring signage at 
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local sports parks. Radio is another pos
sibility, but it generally requires multiple 
exposures on multiple stations to cover 
the market effectively. If the budget allows, 
consider spot TV ads.  

Advertising budgeting and allocation 
is not an exact science. It is best deter
mined through trial and error. Insight can 
be gained by asking your new custom
ers how they learned about you. At the 
same time, providing your customers 
incentives for recommending you to their 
friends and neighbors is a great way of 
generating referrals.  

What Should Your 
Advertising Contain? 

The content of your advertising can 
vary, but one thing is critical: keep it 
simple. Get across the key elements, 
such as your name, address, phone num
ber, e-mail and web address, and services 
provided. Brokers and salespersons must 
include other information as required by 
Texas Real Estate Commission rules.  
Aim to convey ideas that catch the 

audience's attention and are easily 
remembered. More detailed content can 
be provided on your website. If you don't 
have a website yet, that should be one of 
your top priorities.  

Where and When Should 
You Advertise? 

se media outlets your audience 
reads or views. Local newspapers 
and short (usually ten-second) 

spot television commercials during 
local and cable news shows make the 
most sense. The cost of producing and 
airing television commercials may be 
prohibitive, but keep in mind that once 
a commercial is produced, it can be aired 
many times.  

Unpaid publicity and word-of-mouth 
communication among consumers 
should not be overlooked. Both are effec
tive means of enhancing your advertising 
without increasing your budget.  

Print ads and commercials should be 
placed to run at times when the target 
audience is most likely to be part of

the medium's audience. In most cases 
that boils down to Friday, Saturday and 
Sunday newspapers and the evening local 
TV news. To advertise on other cable 
TV channels, you will need to be able to 
match the characteristics of those chan
nels' audiences at particular times to 
your target market.  

How Much and How Often 
Should You Advertise? 

Advertising pioneer Herb Krugman 
maintains that three exposures are 
needed for an advertisement to have an 
impact. Running an ad once won't cut it.  

But if you run the same ad too fre
quently, the audience will suffer from 
advertising wearout and will lose inter
est. A "pulsing" strategy, in which an ad 
is aired in a variety of time slots, makes 
good sense and generally provides a good 
return for your costs. This strategy is 
particularly effective for continually 
familiarizing newcomers to the commu
nity with your products and services.  

Why Bother To Advertise? 
The goal of advertising is to build an 

awareness of your business. It's a stretch 
to think that advertising alone will 
persuade consumers to use your services 
and increase your business. The bot
tom line is that the results you achieve 
will be partly based on what you do and 
partly on what your competitors do.  

One thing is certain. If consumers are 
not aware of you when they are con
templating buying a home or a piece of 
property, your phone won't ring. 

Dr. Leigh (j-leigh@tamu.edu) is an associate pro
fessor of marketing at Texas A&M University.

The keys to effective advertising are 
accurately identifying your target 
audience, keeping the message simple 
and running the ad often enough to 
make an impact but not so often that 
viewers lose interest.

TIERRA GRANDE
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