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Snow on the foothills in Guadalupe 
Mountains National Park on the Texas
New Mexico border. Rock outcroppings 
in the park are part of a 25-million-year
old fossil reef that draws geologists 
from around the world. Photographer 
Laurence Parent

If you don't 
think again.  
mined based

think it matters whether you respond to the 2000 Census, 
Federal funds and congressional representation are deter
on Census figures.

23 
Letter of the LaW by Judon Fambrough 
This issue is the first in which Letter of the Law, our legal issues 
newsletter, has been incorporated into Tierra Grande.
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Texas Economy: Strengths, Weaknesses by Jack C. Harris 
and the Research Staff 
While experts predict continuation of a slowing trend, there is room 
for optimism. The state no longer depends on oil to keep the economy 
stable. Technological changes are spurring growth, and with prudent 
management, resources such as water, clean air and labor will be plentiful.  

5 
Will the Housing Bubble Burst? 
Homes are selling like hotcakes and building is booming, but can it 
last? If the state's population growth continues and mortgage rates stay 
reasonable, the good times may roll for another year or so.  

9 
Rising Rates 
While forecasting interest rates can be dangerous, it's smart to keep an 
eye on Federal Reserve policies and demand for loans, two items that 
affect rates.  

11 
Peaked Performance? 
While markets for income-producing properties in metropolitan areas 
continue to be strong, markets for apartment and retailing properties 
have reached a plateau. The commercial real estate credit crunch and 
the slowing of acquisitions by real estate investment trusts are behind 
this stalling trend.  

12 
Development Tug-of-War 
No growth, "smart" growth or urban sprawl: cities and satellite commu
nities alike are taking stands. New development and the social costs of 
unrestricted expansion have become the hot topics in the controversial 
battle over land use.  

14 
Got Water? by Charles E. Gilliland 
Texas has plenty of water but not in all the right places. In the 
future, metropolitan areas may rely on water purchased from private 
landowners. Learn how one group of ranchers worked together to 
negotiate the best deal for their collective water resources.  

18 
Ozone Options by Harold D. Hunt 
More stringent federal air quality regulations combined with higher levels 
of air pollution will force-Texas cities to comply or face consequences.  

22 
Count Me In! by Steve H. Murdock
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Ebby Halliday of Dallas and George Mitchell of Galvestcn have been named recipients of the first ever 
Real Estate Lifetime Achievement Awards presented by the Real Estate Center at Texas A&M University.  

Winners were selected from a group of nominees comprising a who's who of distinguished Texans. To be 
eligible for the award, nominees had to have at least 20 years service to the real estate industry. Halliday 
was nominated by Mary Frances Burleson, president of Ebby Halliday, Realtors. Gordon Robinson, president 
of the Galveston Association of Realtors, nominated Mitehell. Halliday and Mitchell will receive their awards 
in ceremonies later this year.

Ebby Halliday: From Hats to Houses 
Halliday began her career as a youngster selling Cloverine 

salve to her neighbors in Abilene, Kansas. She rode her pony 
from farm to farm. During the Great Depression, she helped.  
support her family as a millinery saleswoman working for The 
Jones Store in Kansas City.  

After moving to Dallas, she opened her own hat shop.  
Halliday abandoned hats f:)r houses and founded a one-office 
real estate company in 1945.  

That modest beginning has grown into a world-renowned 
26-office operation. Ebby Halliday Realtors is one of the 
world's largest independently owned residential real estate 
firms.  

Halliday is well known and respected on local, state, na
tional and international levels. She has won virtually every 
honor possible that her fellow Realtors, community, state and 
country can bestow.  

"One of her greatest achievements has been her encourage
ment and support to women in their pursuit of entrepreneurial 
goals in our free enterprise system," said Burleson. "She is the 
ultimate role model and mentor of women in real estate."

Haiday is past president of the Women's Council of the 
National Association of Realtors (NAR). She holds the CRB, 
CRS, DSA anc LTG professional designations. She was the first 
woman to be named Realtor of the Year by the Texas Asso
eCiation of Realtors.  

Sh was recipient of the Greater Dallas Association of 
I! ealtors (GDAR) Easterwood Cup as GDAR's Realtor of the 
Year. Halliday was a founding member of RELO Inter-City 
Relocation Netwcrk. She has served on both the TAR and 
GDAR Boards of Realtors.  

George Mitchell: Building the New, 
Saving the Old 

George Mitliell, chairman and CEO of Mitchell Energy and 
Development Corporation, is a native Galvestonian. He is a 
1940 graduate of Texas A&M University.  

Following service as a Army Corps of Engineers captain 
durin: World Waf II, Mitchell joined a newly formed oil 
wildcatting company. He was named president in 1959.  

"He has guided the evolution and growth of the company 
to its present status as one of the largest independent gas and 

(ccntinued on p. 27)
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ccording to the Texas Comptroller of Public Accounts, 
Texas ranks number one in the naticn in crude oil and 
natural gas production and exports to Mexico.  

The Lone Star State is second in population, third in gross 
state product, fourth in Fortune 530 companies, fifth in fer
tility rate, sixth in percent of population of sch:ol-age children, 
seventh in average household size, ninth in per-capita ex
port-related jobs, tenth in civilian unemployment rate and 
thirteenth in percent of population living in metropolitan 
areas.  

Also, we are 3 3 d in median household income ,391" in percent 
of persons 25 or older who are high-school graduates, 4 Lth in 

percent of households owning their own hcme and 481 iv 
median age.  

These rankings portray the strengths and challenges facing 
Texas. The state is big, young and well tied intD international 
trade. It is not highly affluent ncr well educated.  

What does this mean for real estate markets and tkose wlc 
make a living from them? This special Ouciook and Review 
issue of Tierra Grande addresses tnat question. In the articles 
that follow, the research staff at the Real Estate Center discuss 
key trends in real estate markets, including: 

2

* The Economy. General prosperity supports the vitality 
of most real estate markets. What mus: happen to keeP 
the state's growth on crack? 

* Housing. Will thie markets cool? Wha: are the early 
signals ol a slowdown 

* Mortgage finance. Does the Federal Reserve's dtermi
nation to prevent inflation mean :he end of affordable 
mortgages? 

e Commercial properties. With skittish bond markets and 
backpedaling REITs, is it time for a cyclical downturn 
fo nvestment properties? 

e land. Hcw can rural land prices rise if farmers ace hurt
ing? Will Texas cities be able to grow relatively unfet
tered in the future? 

These articles do not offer forecasts, in the strict sense of 
the word. They present key trends and indicators rather than 
educated guesses as to what might hafpen. Accordingly, the 
articles offer explanations of current trends and what might 
affect the markets in the near future. As that future unfolds, 
it will be worthwhile to keep in mind the important factors 
that dete-mine what direction the markets will take.  

TiERRAGRANDE



The '90s have been kind to the 
Texas economy. Though 

employment growth has surged 
and slowed, it remained positive 

throughout the decade, and, 
furthermore, it consistently 

outperformed the nation. The 
last time this occurred, 

everyone wanted to move to 
Texas and wear a cowboy hat 

and a big belt buckle, especially 
the unemployed rust belt 

factory worker. Today, while 
the state's economy prospers, 

it's not the type of counter
cyclical performance typical of 

the oil boom. The economic 
makeup of Texas largely mirrors 

the United States as a whole 
and, as a consequence, the 

things that threaten to further 
slow the national economy 

also will affect Texas.  

Long-term and Recent Employment Growth 
in Selected Sectors of the Texas Economy 

Percentage Perceni 
change chanj 

Sector Employees (000) 1980-98 1999

Mining 
oil and gas 

Construction 
Manufacturing 
non-durable 
Durable 

Transportation
communication 

Wholesale trade 
Retail trade 
Finance 
real estate 

Services 
business services 
health services 

Government 
local government 

*My 1998 to May 1999 
Source: Texas Comptroller

153.4 
144.9 
522.9 

1097.7 
424.8 
672.9 

560.6 
532.0 

1615.8 
512.0 
220.7 

2621.8 
1048.4 
694.3 

1559.9 
1050.5

-33.4 
-30.4 
16.1 

3.8 
-0.1 
6.4 

46.3 
20.3 
52.2 
42.6 
48.7 

141.2 
266.8 
139.2 
44.4 
51.9

-8.5 
-8.9 
5.6 

-0.8 
-1.8 
-0.2 

4.0 
2.8 
1.8 
3.9 
5.2 
4.6 
7.0 
1.9 
2.4 
3.8

The Comptroller of Public Accounts forecasts the slowing 
that began in 1998 to continue through 2000. A number of 
culprits are to blame.  

e Growth in recent years has been the result of irrepress
ible consumer spending, fueled in large part by affordable 
credit and the "wealth effect" of soaring stock and 
housing values. This linkage places prosperity at risk 
from rising interest rates and falling asset prices. Further
more, many worry about the continuing heavy debt load 
that consumers carry.  

* With Asian economies on the rebound, the trend of falling 
commodity prices and cheap imports may be ending.  
This could raise prices in this country, which would not 
only hamper consumers but could goad the Federal 
Reserve into raising interest rates further. The resulting 
higher interest rates would be expected to slow the 
economy.  

- Fears and uncertainty over the "Y2K" problem have 
caused disruptions. If nothing else, the cost of debugging 
and redesigning computer systems has been a dead-weight 
loss on the economy.  

* Much of Texas' growth is concentrated in the construc
tion and financial (which includes real estate) sectors. In 
fact, each is coming off of cyclical peaks. Both of these 
industries require growth to maintain their current level 
and scale back as growth rates slide.  

With such dire outlook on the fundamentals, why is a 
recession not in the forecast? Because there are some positive 
trends as well.  

* Exports are an important component of the Texas 
economy. In the first quarter of 1999, the state's exports 
to Asia, Europe and South America declined by 7 percent.  
Much of this decline was caused by weaker demand for 
oil and the equipment used to produce petroleum prod
ucts. Improved global economies should boost demand 
and reinstate exports as a positive growth force.  

* Fluctuations in the oil market no longer have the ability 
to roil the Texas economy the way they did years ago.  

Although still important to some regions, oil no 
longer holds a dominant position in the state-wide 
economy. Production of crude oil in 1998 was 459 
million barrels, compared to 872 million barrels in 
1982. In fact, in recent years, the Texas economy 

age has performed best when oil prices were weakest.  
Y eBreaking the link to oil means less future volatility.  

Texas-U.S. Employment Distribution 
(Percent of Total Employment in Each Industry) 

Texas Texas U.S.  
Industry 1980 1998 1998 

Mining 4.2 1.9 0.5 
Construction 7.1 5.5 4.8 
Manufacturing 17.7 12.4 14.9 
Transportation
communication 6.1 6.1 5.2 

Trade 24.5 23.6 23.1 
Finance 5.8 5.5 5.4 
Services 17.3 28.1 29.8 
Government 17.4 16.9 15.8 

Source: Bureau of Labor Economics

of Public Accounts
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* Much growth in recent years has been spurred by wide
spread technological change. One ongoing event is the 
expansion of the fiber optic network within the state 
and the improvement in communication speed it will 
provide.  

* Similarly, the coming deregulation of public utilities will 
change the operation of utilities in the state and already 
has stimulated construction of power generating facili
ties, especially in rural areas where there are few envi
ronmental constraints.  

The long-term fate of the state's economy will depend on 
several key resources: 

* Water supplies. Some areas face limitations and heavy 
cross-basin importing of water may run into political 
impediments. As supplies become more restricted and 
demand grows, expect water to become a more expensive

commodity in many areas. Regions with ample clean 
water will have a clear advantage.  

* Clean air. Growth and sprawl are blamed for the poor 
air quality in several of Texas' large cities. Implica
tions include impact on the ability to expand and 
recruit new industries and the ability to build new 
highways. Either could crimp growth in several 
regions.  

* Labor. While labor is in short supply, it is the educated 
and skilled employees that are in demand. Texas has a 
young, ethnically diverse population and will need to 
find ways to provide the skills sought by the desirable 
growth industries.4 

Dr. Harris is a research economist with the Real Estate Center at Texas 
A&M University.

4,P 7 
q7 

a 
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hat a year for Austin. Bolstered by the fast-growing 
computer industry, the city also is getting positive 
vibes from its traditional base of state government 

and the University of Texas. In 1998, Austin was named the 
number one boomtown in the nation by Fortune magazine.  

Fastest Growing Texas Economies 

Employment Percentage Change 
Metro Area July 1999 (000) Past Year 

1. Austin-San Marcos 696.1 4.1 
2. Tyler 89.3 4.0 
3. Fort Worth-Arlington 893.7 3.4 
4. Laredo 68.9 3.3 
5. Texarkana 54.3 3.2 
6. Dallas 1895.7 2.9 
7. Waco 99.6 2.6 
8. Bryan-College Station 72.5 2.5 
9. San Antonio 759.1 2.4 

10. El Paso 266.3 2.3 

Source: U.S. Bureau of Labor Statistics 

Note the prominent placement of large metros in the top 
ten list. Most have diversified economies that may benefit 
from growth in a number of industries. Somewhat notable is 
the appearance of El Paso, which has done well to counter the 
well publicized shut down of a major Levi Strauss plant.

The smaller cities on the list have benefited from their 
location and function as regional service and trade centers.  
Employment has been boosted as well by both residential and 
industrial construction.  

Slowest Growing Texas Economies 

Employment Percentage Change 
Metro Area July 1999 (000) Past Year 

1. Odessa-Midland 117.8 -3.7 
2. Brazoria 100.1 -0.7 
3. Galveston-Texas City 117.6 -0.3 
4. Corpus Christi 168.9 0.4 
5. Lubbock 120.5 0.7 
5. Victoria 42.1 0.7 
7. Brownsville-Harlingen

San Benito 114.1 0.8 
8. Houston 2103.6 1.0 
8. San Angelo 51.5 1.0 

10. Amarillo 111.8 1.2 
Source: U.S. Bureau of Labor Statistics 

The slow-growth economies (see table) suffered job losses in 
the manufacturing sector. In addition, those with significant 
numbers in the oil and gas extraction business lost ground.  
These metros suffered from plant shutdowns, declining oil 
drilling activity and dwindling trade and service demand in 
their regional markets.4

4 TIERRA GRANDE



Current-market activity has surpassed the housing "boom" 
years of the early 1980s and with significantly higher 
prices. The 172,000 sales completed through Texas 

Multiple Listing Services (MLS) ir 1998 was a record. Based 
on estimates from the first half, 1999 likely broke that record 
with 180,000 home sales.  

The hot markets are setting price records as well. Homes 
are se ling so well, they are depleting inventories of homes for 
sale. Tn ot- er words, more homes a-e selling than new listings

SALE Texas MLS Sales POPULATION 
(IN THOUSANDS) (IN THOUSANDS) 
$20) 415 

184) 365 

160 
315 

140 

120 265 

100 215

80 

60 

40 

20 

0

YEAR 
Source: U.S. Bureau of the Census anc Real Estate Ce--r at Texas A&M University

Annual home sales 
-- Population growth

165 

115 

65 

15

are being created. The shortage cf listings is pushing up prices 
and creating a strong sellers' market.  

Builders are kee :ng busy. In 1999, state-wide permits for 
single-family homes exceeded 100,000 units for the first time 
since 1983. Multif family permits have followed this trend 
upward but showed signs of peaking in 1999.  

The reasons for the market's vitality are no mystery. The 
economy is strong and steady. Mortgage interest rates, al
though higher than in recent periods, remain in the affordable 
7 to 8 percent range. Furthermore, lenders are in an expansive 
mood. offering special loan programs aimed at first-time
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Texas Residential Building Permits

Projected State Population 
and Home Construction

Population - 17,044,605 
Housing stock - 4.6 million single-family 

1.8 million multifamily 
550,000 manufactured homes 

105: 
Population - 22,286,000
Housing stock - 5.65 million single-family 

2 million multifamily
850,000 manufactured homes 

1990-97 permits issued - 430,800 single-family 
(54,000 per year) 
146,000 multifamily 
(18,000 per year) 

1998-04 permits needed - 785,000 single-family 
(98,000 per year) 
205,000 multifamily 
(26,000 per year)
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homebuyers. The barriers of a high cash down payment and 
solid credit rating requirement are being whittled down in a 
mortgage market geared to providing financing for almost 
every situation.  

How long can the market be expected to perform at this 
level? If the ride ends, will the market crash like it did in the 
mid-1980s? 

Look at some of the reasons why the party might last at least 
one more year.  

* The outlook for continued strong population growth is 
good. If the projections published by the State Data 
Center (using the scenario most closely in line with the 
latest population estimates: 1998) come true, the pace 
of single-family building would have to increase by 50 
percent for 1999 through 2004, compared to the number 
built in 1990-98.  

* Even with recent increases, mortgage interest rates are 
low in light of recent history, making housing afford
able-even at the higher prices.  

* Availability of adjustable rate mortgages at lower interest 
rates and income tax deductions tend to blunt the effect 
of interest rate increases on affordability. Homebuyers

TIERRA GRANDE
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Most and Least Frequent Turnover 

Most Frequent Turnover 
(Home Sales per 1,000 Population) 

1 Austin 9.28 
2 Houston 7.61 
3 Dallas 7.60 
4 Tyler 7.13 
5 Bryan-College Station 6.57 
6 San Angelo 6.42 
7 Wichita Falls 6.40 
8 Lubbock 6.31 
8 Fort Worth 6.31 

10 Amarillo 6.28 

Least Frequent Turnover 
(Home Sales per 1,000 Population) 

1 McAllen-Edinburg-Mission 1.23 
2 Brownsville-Harlingen 1.58 
3 Galveston 2.10 
4 Brazoria 2.64 
5 Beaumont-Port Arthur 3.22 
6 Longview 4.50 
7 Waco 4.84 
8 El Paso 4.88 
9 Odessa-Midland 4.94 

10 Killeen-Temple 5.01

Biggest and Smallest Price Gains 

Fastest Rising Prices 
Percentage change in median sales price (through July) 

1 Sherman-Denison 9 
2 Austin 7 
2 Bryan-College Station 7 
2 Houston 7 
5 Dallas 5 
5 Longview 5 
7 Fort Worth 4.5 
8 San Angelo 4 
9 Corpus Christi 3 
9 Victoria 3

Slowest Price Changes 
Percentage change in median sales price (through July)

MARKET ACTIVITY indicates the strength of demand that supports 
higher prices. But supply is just as important, and many markets with 
little price change have an ample supply of homes on the market 
despite a large sales volume.

tend to opt for the adjustable loans when fixed rates 
spike.  

* Current sales may be even stronger than the charts show.  
The figures do not include sales outside the MLS. Yet, 
as the demand for homes strengthens, the percentage of 
sales from FSBOs (for sale by owner) and builders may 
increase to a sizable portion of the market.  

* Homeownership in Texas has not increased as rapidly 
during the 1990s as it has in most other states. If mort
gage markets remain receptive to young and minority 
homebuyers, the state should enter a catch-up phase that 
could stimulate housing markets. There could be almost 
unlimited opportunities in the sale of affordable homes.  

Factors leading to reduced home sales volume include: 
e The combination of higher interest rates and slowing 

employment growth may erode consumer confidence 
and drag on the move-up market. The ranks of first-time 
homebuyers could be cut as well by the need for higher 
qualifying income. If prices flatten as increased supply 
comes into the market, the urgency to buy will be 
diminished further.

JANUARY Y2000

* Heavy debt burdens may begin to sap the ability of many 
Texans to afford more expensive homes.  

* The 1997 tax law change effectively made selling a home 
tax-free. There no longer is a need to re-invest all of the 
proceeds from a previous home sale. This might impact 
the market for higher priced homes as relocatees from 
states with more expensive housing settle in Texas.  

As far as a replay of the 1980s debacle, consider the major 
trends of that extraordinary time: 

* High inflation rates led to high rates of appreciation in 
house prices which, in turn, encouraged speculative buying 
in housing markets. The Fed's switch to a tighter mon
etary policy in 1979, removed the basis for high inflation 
and consequently collapsed the housing boom.  

* High marginal tax rates provided a strong case for owning 
a home as a tax shelter. The rates were reduced markedly 
during the early 1980s, and the 1986 reform raised the 
standard deduction and killed most non-housing deduc
tions. While homeowners retained favored tax status, the 
savings were not spectacular enough to be a primary 
motivation to buy, especially for lower income households.  

I , : I 7

1 Brazoria -4 
2 Abilene -1 
2 McAllen -1 
2 Tyler -1 
5 Odessa-Midland 0 
5 Wichita Falls 0 
7 Amarillo 1 
7 El Paso 1 
7 Galveston 1 
7 San Antonio 1
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Most and Least Active Construction Markets 

Most Active Homebuilding Markets 
Single-family Building Permits per 1,000 Population 

1 McAllen 5.50 
2 Austin 4.67 
3 Brazoria 4.61 

4 Dallas 4.39 
5 Galveston 4.14 

6 Laredo 4.08 

7 Fort Worth 3.82 
8 Bryan-College Station 3.52 
9 Houston 3.44 

10 San Antonio 3.42 

Least Active Homebuilding Markets 
Single-family Building Permits per 1,000 Population 

1 Longview 0.41 

1 Sherman-Denison 0.41 

3 Texarkana 0.54 

4 Odessa-Midland 0.61 
5 Beaumont-Port Arthur 0.80 
6 Abilene 0.84 
7 Wichita Falls 0.89 
8 Corpus Christi 1.08 
9 Tyler 1.16 

10 Waco 1.33

* The rise of the Organization of Petroleum Exporting 
Countries (OPEC) added value to Texas' prime natural 
resource-oil. The outlook in the late 1970s was for a 
continuing upward spiral in oil prices, and, with it, a 
transfer of wealth into the state. Instead, prices collapsed 
under a world-wide glut. The housing market was caught 
with tremendous overstock.  

* Higher costs of funds and deregulation induced savings 
and loan associations to take on riskier ventures. Money 
for construction became abundant with little regard for 
risk. When loans soured and associations began to fail, 
the money was cut off, eventually leading to a credit 
crunch for real estate ventures.  

In short, there was a remarkable combination of factors 
that led to the most drastic boom and bust cycle in the 
annals of Texas housing markets. It is not likely that such 
a combination will be repeated. Contrast that situation to 
today's market: 

e Annual increase in median home prices is running around 
6 percent, compared to 10-16 percent in the early 1980s.  
Inflation is a minor concern compared to that period.

)~ j~' J

Smallest and Largest Supply 

Cities with Smallest Inventory (mid-1 999) 

1 Austin 3.0 
2 Houston 3.8 
3 Dallas 4.2 
4 Fort Worth 4.3 
5 Bryan-College Station 4.4 
6 Amarillo 4.7 
6 Victoria 4.7 
8 Lubbock 4.8 
9 Wichita Falls 5.0 

10 San Antonio 5.6 

Cities with Largest Inventory (in months) 

1 McAllen 12.8 
2 Brownsville-Harlingen 11.3 
3 Tyler 10.5 
4 Galveston 10.0 
5 Corpus Christi 9.7 
6 Longview 8.6 
7 Odessa-Midland 8.3 
8 Brazoria 7.1 
9 Abilene 6.7 

10 Sherman-Denison 6.3 

THE HIGHER THE NUMBER OF MONTHS inventory, the larger 
the current inventory is compared to sales and, therefore, the 
more sellers competing for available buyers.  

The other portion of supply is the number of new homes 
produced. The best indication of current building activity is the 
number of permits issued.  

Furthermore, today's price gains are caused by short 
supplies rather than speculative demand.  

e Few buyers appear to be motivated by a desire to access 
tax deductions.  

* Houses are viewed more as a consumer good than an 
investment.  

* The Texas economy is not running counter-cyclical to the 
national economy. Therefore, while people are moving into 
the state, Texas is not a Mecca for the nation's unemployed.  

* Builders appear to be more cautious and, even if they 
were not, shortages of labor and materials are hampering 
their ability to get ahead of demand.

*0 

*0

Texas is less dependent on oil.  
Lenders are taking on more risk. This is the one area 
where similarities to the earlier era exist. Adding people 
with less reserve wealth to the rolls of homeowners 
increases the probability of significant foreclosures if the 
economy and market stumble. However, this segment is 
too small to cause major disruptions in the market on 
the order of the mid-1980s experience.*

8 TIERRA GRANDE
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Inflation 
is one of 

the things 
that affects 

interest rates.  
At the inflation 

rates that have 
prevailed in recent 

years, mortgage rates 
should be in the 6-7 percent 

range. Of course, the inflation 
rate that is built into interest 

rates is the rate expected to occur 
ove the term of the loan. When the 

nominal rate turns like it did in 1999, it 
could indicate that financial markets expect 

a bit more inflation in the next several years.

After sliding through much 
of 1998, mortgage interest 
rates bottomed out in th 

fall and headed upward 
during 1999. And, whil 

rates are still quite low b, 
historic standards, they ar 

hitting levels not seei 
since 1995. Any sustaine' 

upward turn raises the 
specter of a return to rates 

that would put an end to 
the housing market rally.  
Examining what has been 

making rates rise gives 
some perspective on what 

to expect in the near 
future.  
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Rates have fallen this far because of the confidence the 
capital markets have in Federal Reserve (Fed) policies. How
ever, Fed Chairman Alan Greenspan's frequent warnings of 
over-exuberant markets may have sensitized investors to see 
inflation threats at every turn. While they are reassured by the 
Fed's willingness to tighten, they worry about a series of 
interest rate hikes.  

The Fed can affect mortgage markets with such a prolonged 
series of rate increases. The most recent evidence is 1994, when 
successive rate hikes provided an interruption in the generally 
upward trend of home sales (the chart shows how dramatic the 
market response was to that rate increase).  

Increased demand for loans is another factor that can raise 
interest rates. With home sales booming, there is great pressure
on the supply of funds avail
able for lending. Not to be 
discounted is the wide-spread 
use of home equity loans and 
cash-out refinancings (total 
refinancings have been mak
ing up about half of all mort
gage loans nationally, ac
cording to the Mortgage 
Bankers Association; even 
with the higher interest rates 
in mid-1999, the rate fell 
only to 38 percent).  

The effect of increased de
mand on interest rates was 
demonstrated during the past 
year. From about 125 basis 
points (1.25 percent) two 
years ago, the spread of 
mortgage rates over ten-year 
treasury bond constant maturity 
by mid-1999. Some point to big 
Freddie Mac securities as a 
major reason for the spread
ing yield gap. These issues 
indicate the extraordinary 
demand for mortgage debt 
and suggest that rates may 
have risen even had the Fed 
not tightened.  

By and large, interest rate 
forecasts are not worth much 
and actually could be dan
gerous if someone were to 
take them seriously. How
ever, it can be instructive to 
look at what might happen 
to the fundamentals that 
determine mortgage interest 
rates.  

Fed policy. Will the Fed 
tighten further? When the 
discount rate is raised, all 
interest rates tend to follow.  
As seen in the rate pattern of 
1994, mortgage rates cer
tainly respond to these hikes.  
But the mortgage market 
also wants to see a Fed policy 
of low inflation. So tighten
ing can be important in keepir

strength of the housing market. Continuation of booming 
sales may induce rate hikes.  

* Budget surplus. If surpluses materialize as projected (the 
Congressional Budget Office predicts a $161 billion sur
plus for this fiscal year), the Fed would feel more leeway 
to raise rates.  

* Good news on loan defaults and bankruptcies. It would 
be difficult to raise rates if signs of financial distress are 
evident.  

* Rising prices. Jumps in the Consumer Price Index would 
demand response.

Although the Fed increased 
were boosted by a perception

By and large, interest rate 
forecasts are not worth 

much and actually could 
be dangerous if someone 

were to take the7n 
seriously.

yields rose to 180 basis points 
new issues of Fannie Mae and

inflation expectations low.
The Fed seems to be leaning toward more increases. Here are 
some things that might affect whether this bias becomes 
action: 

* Evidence of too rapid growth. If employment growth gets 
too high, the Fed will have to do something to retain its 
credibility. There also seems to be concern about the 

10

in taking on more risky loar 
ties to the federal government

any reduction brought about

rates in 1999, market rates also 
f greater risk, largely because 

of foreign financial crises. As 
these fears die down, rates 
should ease a bit.  

Demand. The demand for 
mortgage credit has been 
soaring in recent years. Al
though refinancing might be 
considered recycled money, 
the new loans often exceed 
the old ones, and thereby 
represent new demand (re
financing also acts to 
lengthen the maturity of the 
debt in most cases).  

The growth in housing 
markets and home equity 
lending in recent years has 
boosted demand for mort
gage credit. Also, mortgage 
lenders have been aggressive 
All mortgage entities with 

it have been urged to make 
special loans available to 
those who might not other
wise qualify. Forty-two per
cent of Fannie Mae's 1998 
loan purchases were in "af
fordable housing" programs 
featuring low down pay
ment requirements and lib
eralized qualifying criteria.  
The Federal Trade Commis
sion reported that 10 per
cent of mortgage loan hold
ings are of the "sub-prime" 
variety (loans to borrowers 
with flawed credit histories).  
These trends not only ex
pand the demand for credit, 
they increase risk premiums 
as well.  

Expect demand to con
tinue to climb as long as the 
economy prospers. If it fal
ters, there may not be a lot 
of relief because of the risk 
taken on by mortgage lend
ers. Should delinquencies 
become a problem, risk pre
miums will rise to counter 

by lower demand. Further-
more, any reduction in interest rates based on poorer eco
nomic conditions will have little simulative effect on real 
estate markets.  

Possibly the best scenario for this year is a moderate increase 
in rates. Some increase could cool the rise in home prices 
without doing much to slow down sales. 4 
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Commercial market recovery reaches plateau
Event one: credit crunch hits commercial real estate. In 

recent years, de-t financing of rea_ estate proper-ies has 
become more securitized. In effect, commerz:al mortgage 
credit has been following residential credit's conversion 
from private to public sources, resulting in the market's 
vitality being tied closely tc national capital markets. While 
this development frees 
real estate markets 
from regional and peri- Vacancy Rates for 
odic disruptions. t ex- atesofor 
poses them to factors (Second q 
influencing capita_ sup
ply and price, many o Market Area CBD Offi 
which have little :o do Austin 4.8 with real estate cr lo- Asn 4.8 
cal economies. Dallas-For: Worth 32.0 

So when Asian eccno- Houston 10.0 
mies faltered and the U.S. average 9.1 
Russians looked like 
they might default on Source: CO Richard ElFs Global Research 

international loans, the 
bond markets got def en
sive. As a consequence, risk premiums grew rapidly, adding to 
the cost of everything more risky than U.S. treasuries. Fortu
nately, the federal budget surplus allowed the Treasury to 
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avoid entering the market with a lot of new issues, or the 
problem might have been worse. As it was, some well publi
cized failures occurred in the commercial real estate loan 
pipeline.  

In mid-1999, -he problem was more basic. Demand for 
credit continued to r se, bVt new supplies Af funds de

clined. On the demand 
side, real estate invest

cted Texas Markets ment trusts (REITs) be
came larger de'tors as 

ter,1999) share prizes dropped.  
There were some reports 

Suburban Office Industrial of corporations pre-fund

7.9 3.8 ing short-term credit 
.9 7.- needs early in 1999 to 

11.3 -- avoid potential disrup
11.3 - tions from the Y2K prob
10.1 6.8 lem. On the supply side, 

expectatIons of higher 
Consulting interest ra-es increas

ingly caused investors to 
be unwiling t0 commit 

to long-term assets As a result, some investors may have 
found it difficult to finance property acquisitions Juring 
1999.
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Event two: REITs retreat. While the debt markets were 
becoming more skittish, the supply of equity capital also 
suffered a setback as REITs slowed their acquisition programs.  
The REITs have been the major buyers of real property for 
many years. Their ability to pay dividends at attractive yields 
made them stars in the booming stock market of the mid
1990s. As the money poured in, managers had to add more 
properties to their portfolios (REITs have to invest a high 
proportion of their portfolio in real estate to retain favorable 
tax status). Not only did the REITs have ambitious acquisition 
programs, they also tended to out-bid everyone else for invest
ment-grade properties.  Several years have passed since the REIT boom in the stock 

market, and the inflow of funds has greatly diminished.  
Today, acquisition programs primarily are dependent on 

debt financing, and there are reports of REITs selling off their 
poorer performing assets.  

So far, Texas markets have shown minimal effect, suggesting 
a plateau rather than a cyclical peak followed by a sharp 
decline. The loss of public debt and equity infusions has not 
left the markets without recourse. Life insurance companies 
and pension funds largely filled in the credit void left by the 
conduits (although pension fund acquisitions slumped in mid
1999). Private investors will return to the equity markets when 
prices readjust. In the short term, there are key factors to 
monitor.  

* Interest rate spreads. This is the difference between 
mortgage and corporate bond rates over mid-term trea
sury yields. If this spread returns to its historical mean 
of 125 basis points, it could signal that the bond markets 
have calmed down and realize that Russian loans have 
no effect on Houston office buildings.  

* REIT returns. News of outstanding values in REIT stocks 
would signal a return to expansion mode for these 
important property buyers. While this could help prop
erty valuations improve, it might be beneficial for the 
markets to take some time for the fundamentals to catch 
up before embarking on another expansion.  

Some reading these comments might wonder about the role 
of fundamental value in these markets. True, prices can be 
affected in the short term by institutional changes in supply 
of debt and equity funds. Eventually, the properties have to 
perform to justify these valuations. In other words, the basic 
demand for improved space underlies the behavior of rents and 
prices. And, in this regard, there have been significant changes 
in the way real property is used.  

* The technological revolution running through the busi
ness world will affect the need for office, industrial and 
warehouse space. Businesses are reassessing old assump
tions about the amount and design of the office space they 
use. Advances in communications will change the appear
ance and location of business property, as well as the 
amount demanded.  

* Success of low inventory strategies by manufacturers and 
distributors will determine how retail and wholesale 
facilities are used. These strategies continue to be experi
mental as the Internet influences how products are 
marketed and sold.  

* Continuing prosperity and aging of the population will 
affect the demand for rental housing. Older households 
are willing to scale down their space needs for more 
convenience and less maintenance responsibilities, but 
may not opt out of homeownership, even though federal 
tax law allows them to sell without reinvesting. Unlike 
previous times, it is not so much investment and tax 
considerations that attach people to ownership, but the 
greater sense of control over their environment afforded 
by homeownership (see housing markets article). Look for 
the return of the luxury condominium.4 
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Urban issues versus rural values

might change 
these trends? Whle 

there is ample land ava-
able forurban expansion, ccn

ce:n is rising over the quality of 
new development: and the social costs 

of unlimited suburban spreaC. There is a real 
possibility of tougher restrictions on where de

velopment can take lace. The firstpart cf the article 
looks at this movement and how last year's legislative 

session affected land markets.  
While these are rot the bes: times for agricultural and oil 

markets, land prices have held up. This is rot irraticna pricing 
but reflects facts that are no: always well publicized. The 
second half of the article provides some details.  

Urban Land Markets 
With real estate markets strong and construction going full 

blast, it is understandable that concern cver grow-h manage
ment should increase as well Texas cities have few natural 
boundaries. So when they grow, they tend :o spread. Loss of 
open space and air-quality-depleting autoricoile traffic are :he 
price of such growth. Often, the government tries to place 
limits on the cost and the resulting tougher land-use policies 
limit the supply of developatle land.  

The issue of urban sprawl may even be intrcduced into the 
presidential contest this year. Certainly, Vice-Pr-esident Al 
Gore feels this is his strong suit, and he will try to raise public 
awareness of unlimited growth threats. However, mcst of the 
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struggle 
is at the 

local level, and 
0 6 S S the battle cry this 

time around is "smart 
growth." 

Austin appears to be in the fore
front of the smart growth movement, at 

least as far as Texas cities are concerned. The 
city has identified a broad area over the Edwards 

Aquifer Recharge Zone in which growth is to be lim
ited. While development in the area is not prohibited, 

developers willing to place projects elsewhere will find a 
ineasure of cooperaticn and assistance from the city in acquir
ing the needed permits and infrastructure extensions. If the 
plan proves effective, expect other large cities to emulate and 
adapt this approach, particularly if Texas continues to grow 
as it has in recent years.  

or landowners, smart growth could mean a substantial 
divergence in land values in urban areas. Within growth 
priority areas, land values could soar as one objective of 

smart growth is to encourage high-density and in-fill devel
opment within the central city. Low-density expansion is 
discouraged. Landowners who thought they were in the "path 
of growth" may be d-sappointed, and the potential value of 
their property may -e stunted. In another development, the 
federal government appears to be getting tougher in enforc
ing air quality standards and this could have serious effects 
on larger metropolitan areas (see related article in this issue.) 

While large cities try to channel and accommodate growth, 
scme of the small, satellite towns surrounding them seem bent 
on shutting growth off altogether. Many residents of these 
arcas do not want to be swallowed by urban sprawl and are 
trying to erect barriers to new residents. Of course, increas
ing numbers of people moving out of the central city feel 
the same way, causing smaller communities to attract a lot 
of growth.  

The most recent legislative session appeared to be more 
concerned with perceived "abuses" of municipal powers than 
in equipping cities with stronger controls. One of the more 
significant bills becoming law was HB 89 which requires cities 
to have annexation plans if they want to expand their ter
ritory. There have been zases where cities have used annex
ation merely to stop nearby development. Among the pro
visions of the new law is a prohibition on annexing territory 
unless it has been ir the city's annexation plan for three 
years.

I

House 
Bill 2045 

sought to restrict 
cities' use of impact 

fees - the charges they place 
on new development to compen

sate for the cost of building and ex
tending public infrastructure. The bill asked 

cities to estimate how much property tax the 
development would pay in the future and credit 

those taxes against the fee, or cut the fee by 50 percent 
in lieu of such analysis (earlier studies conducted in Tyler and 
San Antonio by the Center documented the positive net fiscal 
impact of new subdivisions). Although vetoed by the governor, 
expect to see continued effort to modify cities' powers to exact 
impact fees.  

There are new laws restricting municipal powers to regulate 
amateur radio antennas and anything that might restrict 
someone's rights to religious practices. On the other hand, a 
number of new laws were passed that strengthen counties' 
exercise of subdivision regulations (counties do not have zoning 
powers).  

The drought of recent years elevated water supply and 
quality as a major issue. A system for groundwater regulation 
for the Edwards Aquifer was created in a previous session and 
is being implemented. This session avoided extension of those 
controls but did adopt a few minor measures, despite vigorous 
local opposition. Availability of fresh water may well become 
an important determinant of regional growth potential in the 
coming years.  

Rural Land Markets 
Despite falling crop prices and persistent drought, Texas 

rural land prices continue to rise, a trend that has endured 
through most of the last decade.  

While farm income is important in supporting land valua
tions, there are several reasons why lower crop prices have not 
pushed land prices downward: 

* Federal farm program payments and special drought 
relief programs helped keep farmers in operation, pre
venting a glut of forced farm land sales.  

* Many areas of the state had adequate rains, resulting in 
ample harvests.  

* In many areas, land values are supported by recreational 
uses, primarily hunting leases. Good game habitat can be 
equally or more lucrative than good crop land.  

hese factors do not necessarily mean that a continuation 
of agricultural difficulties will not affect land prices in 
the future. Farm land prices have been sliding a bit in 

the mid-west according to some observers. Similar declines 
have historically preceded national trends. However, a repeat 
of the precipitous drop in Texas land prices, as occurred from 
1985 to 1992 is not likely, as farmers are much less debt-laden 
and better capitalized than they were at that time. Also, there 
is not as much in land prices reflecting the value of oil and gas 
leases as during the big run-up in land prices of the late 1970s.  

So while Texas farmers may have problems to contend with, 
dealing with declining land markets should not be one of them, 
at least not in the near future.V
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W ter marketing appears to offer an effective solution 
to water shortages in Texas cities and towns. The idea 
of marketing water to erase urban shortages produces 

varied v-sions among those most likely to be affected.  
Some view the prospect with trepidation, fearing strangers 

from politically powerful cities will drain communities of this 
precious resource. Others see the opportunity to profit from 
selling water to the highest bidder.  

Presently, many landowners have begun to contemplate 
selling their water. Without a functioning marketing system, 
however, they have no idea where to begin. Who will buy? 
What steps are needed to conclude a sale? What price should 
water command? Most of the recent activity focuses on sales 
of groundwater from rural areas to cities.  

A recent transaction provides some insight into water 
marketing from a seller's viewpoint. The sale of the rights to 
groundwater under approximately 72,000 acres in western 
Roberts County by a group of landowners led by Salem Abraham 
of the Moody Land and Cattle Company of Canadian, Texas, 
provides insight into the elements of a successful marketing 
strategy. It is probably the first sale in Texas of sizable acreage, 
with multiple owners, initiated by the seller.  
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The City of Amarillo purchased these groundwater rights 
to ensure ample water supplies well into the next century. The 
sellers, operating as ranchers, ioresaw no current nor future 
agricultural needs for the water under their land. Given these 
circumstances, the landowners preferred to convert their water 
rights into cash.  

The path to a successful wa:er sale depends first on the 
kind of water rights an owner possesses. Two different sets 
of laws and regulations apply to surface water an ground
water (see "Before the Well Runs Dry," Tierra Grande, 
January 1999). Once it reaches a water course, surface water 
belongs to the state. All of the surface water -n Texas has 
been allocated.  

surface water generally contains many mn-re contaminants 
than groundwater, making it more expensive to process 
and usually less iesircble than good quality groundwater.  

Transfer of surface water rights requires a hearing process a: 
the Texas Natural Resour ces Conservation Commission. In 
addition, current water laws make water rights taat would 
transfer water out of its natural basin inferior to other water 
rights in that basin. Thus, cities, the primary bodies demandin, 
water rights, generally prefer to acquire groundwater.  
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Currently, use of Texas groundwater depends on the rule 
of capture doctrine from common law adopted by the Texas 
Supreme Court in 1904. The rule of capture allows owners to 
withdraw a virtually unlimited amount of water from under 
their land. Recently, the Texas Supreme Court refused to 
overturn the rule of capture for the time being. However, 
writing about die case of Sipriano v. Great Spring Waaers of 
America, Inc., one supreme court justice observed: 

What really hampers groundwater management is 
the established alternative, the common law rule of 
capture, whrch entitles a landowner to withdraw an 
unlimited amount of groundwater for any purpose 
other than willful waste or malice, and as long as he 
is not negligent in causing subsidence of nearby prop
erty. When this Court adopted the rule of capture as a 
common-law rule ninety-five years ago in Eouston & 
Texas Central Railway. Co. v. East, we believed i: to 
have been aaop ted in England and by the court of last 
resort in every state in this country except New Hamp
shire. Thirty-five years later only eleven cf rhc eigh
teen western states still followed the rulb of capture, 
after two more decades, only three western states still 
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followed the rule. Now there is but one lone hcldout: 
Texas.  

herefore, excoot for the Edwards Aquifer, where a 
special authority presides over groundwater use, the 
rule of capture continues to apply. Thus, sales of 

groundwater in the areas outside the Edwards Aquifer de
pend on the rule of capture, and the Moody transaction 
transferred this kinC. of water right, as modified by regula
tions imposed by the Panhandle Groundwater Conservation 
District No. 3 (water district). Successful completion o- the 
Moody transaction required skillful management of both 
local and stare-level political matters to ensure cooperation 
among the principals and obtain a water district permit to 
?umpwater.  

Beginning with core acreage owned by the Moody Land & 
Cattle Company, Abraham added water rights acreage from 
neighbcring ranches to provide an accumulated package that 
would prove attractive to mur-icipalities requiring a substan
tial quantity of gcod cuality water. Knowing that too httle 
water would fail to motivate the cities to act, the first task 
was to assemble enough water to attract the attention of 
potential purchasers.  
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Guiding the deal to fruition also meant keeping the neigh
boring ranchers on board and gaining a permit from the water 
district. To secure cooperation from other ranchers, Moody 
bought half the water rights from many neighboring ranchers.  
Along with that sale, those ranchers agreed for Moody to 
market the half of the water rights the ranchers had retained, 
with all parties receiving the same price. This ensured that no 
one would enjoy an advantage over a neighbor and bound them 
in a common effort to complete the sale. In the end, Moody 
could offer a potential buyer water rights to more than 70,000 
acres.  

hese water rights represent the right to pump under the 
rule of capture. The land consists mostly of rugged 
rangeland, never developed for irrigation because it is 

too rough for cultivation. Potential buyers could rely on 
general hydrology maps indicating the presence of substantial 
volumes of good quality water. Prior to making a commitment, 
however, any buyer surely would require a more exhaustive 
and recent analysis than the existing aquifer maps that were 
available.  

To assure potential buyers of the quality of its water, Moody 
commissioned an extensive hydrology study to estimate the 
volume and quality of water under the land. The results 
established the Moody package as the land with the thickest 
known freshwater-bearing sands in the Ogallalla Aquifer in 
Texas. The package contained some sands that were 600 feet 
thick, with an average thickness of 325 feet. In addition, the 
water was found to be of extremely good quality.  

With proven quantities of good quality water available, 
Moody identified the most likely buyers for this package of 
water rights. Canadian River Municipal Water Authority and 
Amarillo seemed to be likely candidates. However, to broaden 
the market and take advantage of all potential purchasers,

Moody also commissioned engineering estimates of delivery 
cost to Fort Worth, the Brazos River Authority and San Antonio.  

Mostly because of its location, approximately 70 miles to 
the west of Roberts County, Amarillo began to negotiate to 
acquire these water rights. Even with its nearby location, 
Amarillo faces pipeline construction costs estimated to run 
more than $70 million in today's dollars when it eventually 
uses the water in 25 to 50 years.  

In addition, the infrastructure for the gathering network will 
add another $50 million in today's dollars to the project cost.  
This substantial investment in required transportation infra
structure materially limits the geographic extent of final 
demand for water rights. The pipeline for this project would 
not have to cross the Canadian River or any other major 
geographic impediment to reach the city. Thus, Amarillo 
enjoyed an advantage over communities lying at greater dis
tances in bidding for the water.  

Completion of the sale awaited resolution of one remaining 
obstacle. Amarillo officials nervously anticipated difficulties 
in obtaining a water district permit to withdraw water.  
However, when the group of ranchers approached the water 
district and requested a permit matching other residents in the 
water district, they obtained the coveted permit. This permit 
allowed Amarillo to obtain the right to withdraw one acre foot 
of water per surface acre of water right. The permit also 
guaranteed the city's right to a specific water quantity.  

egotiations produced an agreement that transferred 
landowner water rights to the City of Amarillo with 
specific exceptions and production provisions. First, 

landowners retained the right to use water for livestock and 
homes on their ranches. Homes were restricted to one resi
dence per 160 acres. Second, the city agreed to postpone 
withdrawals for 25 years. When production begins, Amarillo

SURFACE WATER 
generally contains many 
more contaminants than 
groundwater, making it 

more expensive to 
process and usually less 

desirable than good 
quality groundwater.
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PANHANDLE RANCHERS POOLED their water rights, and Amarillo could not resist taking the plunge. The large-scale sale of water 
rights may serve as a model to others as Texas cities seek to secure future needs.

will pay landowners for surface damages, including improving 
existing wells that provide water to livestock. This provision 
protects landowners from loss of domestic water as depletion 
lowers the water table. Moody and Amarillo closed the trans
action in July 1999.  

This large-scale sale of undergroundwater rights marks a 
significant event that may serve as a model for future water 
marketers dealing with cities scrambling to acquire supplies 
for their future needs. Besides the uncertainties caused by 
developments in water rights legislation, landowners may 
view a potential sale as a 
daunting task. However, the 
Moody-Amarillo sale pro_ Banding together 
vides owners with an average 
$275 per acre for water rights effot alowec to land that routinely sells for
approximately $200 per acre, 
including both surface and ranchers to esc 
water rights. These ranchers 
used the market to guide water disadvantages 
to its highest valued use and 
provide them a tidy windfall faced in negotiate 
in the process. Studying this 
transaction provides useful in
sights into the difficulties presented in the water marketing 
problem.  

As revealed in this transaction, the key issues that are 
considered in selling water rights are: 

* location, 
* total quantity of water, 
* a permit to withdraw water or other legal guarantee to 

a specific amount of water each year, 
* quality of the water and 
* timing of the sale.  
Every sale of water rights must address these issues.  
Location dictates the most likely buyers for water rights.  

However, no one seemed interested in acquiring water rights 
from the ranches in question individually. Single owners 
reportedly had approached potential buyers, but the quantity 
of water that they could provide did not spark interest among 
the municipalities they approached. Only after Moody had 
assembled a large acreage, with proven reserves of water, did 
Amarillo become interested. Thus, the first step consisted of 
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assembling a critical mass or quantity of water to become 
visible to potential users.  

The quantity issue also involved local political bodies that 
might influence the amount of water available. Specifically, 
the locally controlled water district could seek to curtail 
extraction if they were threatened by withdrawals. However, 
by aligning sufficient numbers of ranchers in the transaction, 
many local owners had a stake in making the deal work.  
Further, the permit obtained by the ranchers assured Amarillo 
of acceptable quantities of water.  

The hydrology study pro
vided a measure of quality 

in a cooperative assurance for a city searching 
for a reliable water supply.  

he individual The agreement further pro
vided upgrades to ranchers' 
wells, effectively eliminating e many of the potential problems posed by 
livestock and humans using ?y wOuld have the same water systems. Qual

. .ity was assured.  
g as individuals. Timing also played an im

portant role in this transac
tion. The turmoil unleashed 

as Texas began to cast about to find solutions to its water 
supply problems ensured that various entities would seek to 
secure water supplies. By binding so much acreage together, 
the group promised to deliver a critical mass, but they also 
ensured that other potential sellers would have difficulty 
putting together a quantity sufficient to become real competi
tors. Banding together in a cooperative effort allowed the 
individual ranchers to escape many of the disadvantages they 
would have faced in negotiating as individuals. The structure 
of this venture transformed bargaining positions to allow the 
sellers to negotiate from a much firmer footing than could be 
enjoyed by each individual separately. Structuring the sale in 
this fashion enabled the landowners to gain a more favorable 
price than they could have by bargaining as individuals. Thus, 
individual owners may find cooperation among potential sellers 
to be the most effective way to accomplish a mutually satis
factory sale of their water rights.4 

Gilliland is a research economist with the Real Estate Center at Texas 
A&M University.  
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our Texas regions are in "non-attaiamen" for ozone, a 
classification implying failure to meet national ambient 
air quality standards under the fec ral C ean Air Act. The 

four regions are Houston-Galveston-Brazoria eight counties), 
Beaumont-Port Arthur three counties', El Paso (one county 
and Dallas-Fort Worth (four counties 

Five other metropolitan areas ate designrted "near non
attainment" by -NRCC. Austin, San Antonio, Corpus Christi, 
Victoria and Tyler-Longview-Marshall are classified near non
attainment for several reasons. They may briefly have ex
ceeded air pollution standards. They also might have been in 
non-attainmen: but since have come intc compliance, or 
they may have a future potential for air quality attainment 
problems.  

Ozone is one of six air pollutants for which federal standards 
have been estal-ished. The other five are carbon monoxide, 
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sulfur dioxide, nitrogen oxides. particulate master and lead.  
Under current standards the ozone level cannot equal or 
exceed 125 parts per billion (ppb) for one hour at the same 
monitoring station during more than three days If three years.  
As of this writ-_ng, the Houston-Galveston-Brazoria region had 
registered 43 days where the one-hour standard was exteedec 
in 199) alone.  

Czone high above the earth is helpful, blocking out harmful 
ultra-violet radiation. However, ground-level ozone, a compo
nent of smog, is unhealthy. High concentraticns of ground
level ozone may burn eyes, irritate throats and aggravate 
respiratory problems such as asthma. The mest favoraIle 
zondi-ions for ozone formation occur on days with no cloud 
cover, low win] and high temperatures. Ozone is produced y 
a chemical reaction between volatile organic compounds IVOCs' 
and mtrogen oxides (NO.) in the presence of sunlight.  
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Five classifications of ozone severity were established under 
the federal Clean Air Act Amendments of 1990. In order of 
severity, they are Marginal, Moderate, Serious, Severe and 
Extreme. The Clean Air Act mandates a host of different 
pollution control requirements and deadlines for each classi
fication. The Houston-Galveston-Brazoria region is designated 
Severe. Dallas-Fort Worth and El Paso are designated Serious 
non-attainment areas, and Beaumont-Port Arthur currently is 
designated Moderate.  

A new and more stringent eight-hour ozone standard is 
scheduled to take effect in July 2000. All four Texas regions 
now in non-attainment under the one-hour standard would be 
in non-attainment under the eight-hour standard as well.  
However, the five additional areas currently classified as near 
non-attainment also may be reclassified as non-attainment 
areas under the new standard.  

The eight-hour standard may not be implemented in its 
present form. The EPA is currently appealing an appeals-court 
decision striking down the new standard as unconstitutional.  
In the decision, a three-judge panel stated that "the EPA failed 
to state intelligibly how much pollution is too much." 

Sources of VOC and NOx, 
the elements in ozone forma
tion, typically are lumped into' 
five source categories to track -exas cities 
their origins. They are biogenic 
or plant sources, stationary 
point sources, area sources, off- h 
road mobile sources and on- fe~ ral hig 
road mobile sources. The SIPs 
being developed by the 
TNRCC to reduce the level of for 
ozone will most likely require 
reductions of VOC and NO 
from all but the biogeni a 
sources.  

No one source is capable of 
bearing the total burden neces- Lard 
sary to reach attainment sta
tus. TNRCC and the metro
politan planning organizations in the non-attainment regions 
have struggled with how to proportion the necessary reduc
tions from each source while minimizing their impact. Com
puter modeling is used to simulate ozone reduction through 
the implementation of more than 100 possible pollution
control strategies.  Stationary-point sources include industrial or commercial 

operations, such as refineries, power plants or bakeries, 
that emit enough VOCs and NO to be tracked individu

ally. The thresholds for classification as a stationary point 
source are lowered for each level of severity. For example, 
Dallas-Fort Worth's bump up to Serious non-attainment status 
in 1998 required that stationary point sources emitting 50 tons 
or more per year of VOCs be regulated by the TNRCC. Under 
Moderate status, Dallas-Fort Worth businesses were regulated 
only when they emitted 100 tons or more per year.  

Each increase in non-attainment severity subjects more 
businesses within the region to regulation. According to Howard 
Gilberg, an environmental attorney with Dallas-based Thomp
son & Knight P.C., the number of small- and medium-sized 
businesses that must bear the cost of air quality regulations 
recently increased tenfold when Dallas moved from Moderate 
to Serious non-attainment. Gilberg also says that most of these 
businesses were surprised to find that they must be regulated 
by the TNRCC.  

A number of the stationary point sources were 
"grandfathered" in 1971 when the Texas Clean Air Act was 
revised. Facilities that were already in existence or under 
construction at that time and have not made any modifications 
that significantly increase air emissions still can legally release 
air pollutants, including VOCs and NO,, without a permit.  
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Grandfathered facilities account for about one-third of the air 
pollution from Texas industrial plants.  

ower plants represent a large share of the grandfathered 
Texas stationary point sources, with some plants produc
ing thousands of tons of VOCs and NO each year. Recent 

state legislation has put pressure on these facilities to reduce 
their emissions voluntarily during the next several years.  
TNRCC also launched an emission credit program in 1995 to 
allow companies to buy and sell pollution credits within each 
non-attainment region. Among its many benefits, the program 
offers grandfathered facilities a way to immediately contribute 
to improving overall air quality while new pollution-control 
technology is installed.  

Area sources are stationary facilities that are too insignifi
cant to be identified individually. Examples of area sources 
include dry cleaners, restaurants, paint shops and gasoline 
stations. Their emissions are estimated from local data and 
currently operate under an exemption from the TNRCC.  

Many area sources, including auto paint and body shops, 
manufacturers of wood products, dry cleaners and gas stations,
are at risk of being moved into 

fac lto ss 0/, 

way fl~1 

L

the stationary point class when 
non-attainment regions are re
classified into the more strin
gent non-attainment catego
ries. Commercial real estate 
markets in non-attainment ar
eas may suffer if businesses 
choose to relocate to avoid 
air quality regulations. For ex
ample, the Dallas Business four
nal reports that a McKinney 
kitchen-cabinet manufacturing 
plant recently chose to relo
cate to Tennessee rather than 
face investments in expensive 
equipment to meet stricter 
EPA requirements on its VOC 
emissions. Businesses also 
may choose to remain in the 
state but relocate outside of

non-attainment areas to avoid regulation.  
Off-road mobile sources consist of aircraft emissions, marine 

vessels, recreational boats, trains and almost any other engines, 
including lawn mowers and construction equipment. National 
Association of Home Builders officials argue that restrictions 
on these emission sources will affect home building dramati
cally, especially if a controversial proposal to limit construc
tion hours from noon to midnight is implemented. Equipment 
used to load and unload port cargo also would fall under this 
category. Houston port officials argue that any restriction in 
the number of hours equipment can be operated could severely 
restrict port activity.  

n-road mobile sources include autos, trucks and other 
vehicles that primarily use roadways. Emission levels 
from these sources are estimated by the EPA through 

computer modeling. The non-profit Texas Environmental 
Center reports that vehicles account for 24 percent of the 
state's air pollution. Some of the strategies proposed for re
ducing emissions from this source include reduced speed lim
its, cleaner gasoline and diesel fuels, accelerated retirement of 
older vehicles and tougher inspection and maintenance pro
grams. Such strategies are designed to promote the use of 
vehicles that produce lower emissions, reduce the number of 
vehicle miles traveled and advance the use of cleaner or 
alternate fuels.  

On-road mobile emissions may well have the greatest effect 
on Texas real estate markets but not for the reasons just stated.  
If non-attainment areas fail to meet any of the many EPA 
criteria for future attainment, federal sanctions-including 
loss of federal highway funds-can be imposed. This scenario 
is known as a "conformity lapse." The funds still are authorized, 
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but they cannot be spent on projects that further increased 
road capacity.  

Furthermore, any roach project within the region is subject 
to approval by the Federal Highway Administration and the 
EPA. The Houston-Galves ton-Brazoria non-attainment region 
now faces a conformity lapse because they have not been able 
to reduce emissions at :he rate stated in a previous plan of 
action to the EPA. Dallas-Fort Worth may experience a con
formity lapse in July 2000 as well. The length of time to 
remove a conformity lapse varies widely. Non-attainment 
areas must submit a transportation plan to the Federal 
Highway Administraticn, as well as a new conforming SIP 
that reduces emissions enough to satisfy the EPA, to get a 
lapse removed.

Three of the state's near non-attainment areas also may fall 
into a conformity lapse in July 2000. San Antonio, Austin and 
Tyler-Longview-Marshall may have their federal highway funds 
frozen, depending on whether the eight-hour ozone standard 
is accepted or rejected by the courts. In the past, regions were 
allowed a one-year grace period to produce a conformity plan 
if they fell into non-attainment; however, a 1997 court ruling 
removed this provision. Under the new law, a region imme
diately falls into a conformity lapse if the ozone standard in 
effect (either the one-year or eight-year, depending on the 
courts) is not met based on the last three years of data.,V 

Hunt is an assistant research scientist with the Real Estate Center at Texas 
A&M University.
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Atlanta's Air Quandary 
Texas is not the only state with regions facing the loss of 

funds for new road construction. Atlanta, Georgia, is in a 13
county non-attainment area that has been under a conformity 
lapse since January 1998. Until the area complies with the 
Clean Air Act, it cannot draw on federal highway funds that 
make up 80 percent a- the region's new road budget.  

tlanta's air quality problem stems primarily from a 
large volume of vehicular traffic. The traffic is a result 
of the metro area's phenomenal job growth, more than 

twice the national average since 1994. Job growth has, in turn, 
produced an explosion in new suburban development. Atlanta's 
suburban population increased almost 40 percent outside the 
urban core from 1990 to 1996, while growing only 2 percent 
inside the city limits. Commuters in the metro area drive more 
miles each day to wcrk than in any other city in the nation, 
averaging about 36 miles round-trip.  

The Georgia legislature has taken a regional approach to the 
air quality issue by creating the 15-member Georgia Regional 
Transportation Authority (GRTA) headed by the governor.  
The agency has been given total control over all transportation 
and land-use decisions. Any "uncooperative" counties in the 
non-attainment region face the loss of state grants and rev
enues. GRTA can stop any new development inside the region.  
It also can choose to build and operate a mass transit system 
and force the myriad of surrounding jurisdictions to pay for 
it.  

Although many short- and long-term solutions to Atlanta's 
air quality problem are being discussed, the debate over the 
merits of mass transit versus new highway construction has 
been especially contentious. One view is that a mass transit 
system connecting a few high-density employment "nodes" is 
the solution to long-term air quality attainment. More road 
construction would bring longer commutes, as well as contin
ued congestion and smog. New housing also should be high
density projects located in urban Atlanta and around employ
ment nodes.  
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Urban infill is encouraged partly because it would increase 
the viability of mass transit and offer many homeowners the 
option to walk or bicycle to work. Proponents of this solution 
also note that urban home values are increasing at twice the 
rate of suburban values. Several urban mixed-use develop
ments currently are under construction in Atlanta that will 
allow people to work, shop and live in the same area.  

Opponents argue that congestion and smog are a result of 
not enough roads. They further argue that many of the roads 
currently in place are set up to move traffic from the suburbs 
to the inner city. A different highway structure is needed to 
move suburbanites across perimeter counties to emerging 
employment centers outside the urban area. Mass transit, 
opponents argue, is a poor transportation choice that almost 
never pays its own way and requires heavy subsidization to 
survive.  

Forcing potential homeowners to live in higher-density 
housing would limit housing choices, distorting the market.  
A strong demand for suburban homes on larger lots still exists, 
especially for families with children. The market should de
termine the location of new housing development.  

pponents of the high-density, mass transit argument 
agree that home values will increase substantially in 
urban areas if cheaper suburban land is not developed.  

However, higher home values are not always a desirable 
outcome. Although higher values are beneficial to existing 
homeowners, first-time homebuyers would suffer. Low-income 
families especially would be hit hard, putting the possibility 
of homeownership farther out of their reach.  

Atlanta appears to be moving toward the high-density al
ternative. Some federal funds are being diverted from road 
projects to mass transit systems, an option that is allowed, 
under certain conditions, during a conformity lapse. More 
Atlanta developers are being convinced that urban infill de
velopment is the right approach to cure the ills of poor air 
quality and congestion. Several Texas cities shortly will face 
the same choices as Atlanta, and it remains to be seen which 
path they will choose.4 

TIERRA GRANDE
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arely does Texas yield so much influence among real
estate related organizations at the national level.  
Texans are, or recently have been, leading three of the 

most prominent organizations - the Society of Industrial and 
Office Realtors (SIOR), the National Realtor Land Institute 
(RLI) and the Commercial Investment Real Estate Institute 
(CIREI).  

Michael Boyd was the 1999 chairman of the board of SIOR.  
The society is an affiliate of the National Association of 
Realtors and has about 2,150 members. Boyd is president of 
Boyd-Page of Houston and has been active in commercial real 
estate since 1972.  

D.L. 'Gooley' Orr is president of RLI for 2000. He is owner 
of Orr & Orr Real Estate in Kerens and has been a Texas real 
estate broker since 1980.  

Allen M. Feltman was the 1999 president of CIREI, the 
organization that confers the Cer
tified Commercial Investment 
Member (CCIM) designation.  
He is owner-broker of Allen 
M. Feltman Real Estate in n t 
Dallas.  

Real Estate Center Chief 
Economist Mark Dotzour 
posed questions to the W 

three national leaders, 
especially regarding 
their outlook for the 
coming year. Here is 
what they said.  

Michael Boyd 
"Most cities around 

the country are enjoy
ing strong growth with 
positive absorption of 
both office and industrial 
space. In Texas, the Aus
tin market has been hot 
with the expansion of high
tech firms. Over the past five 
years, in both Dallas and Hous
ton, we have seen a quantum 
leap in the number of large, re
gional distribution centers. By Mark 

"The office arena has seen the intro.M 
duction of large-floor-plate, low-rise build
ings with very high parking ratios to accommo
date back office operations and call centers. This growth 
for the most part is because of the continued expansion of the 
U.S. economy. If the economy continues to grow through 
January 2000, this will be the longest running economic ex
pansion in U.S. history.  

"From the domestic economy perspective, almost all indi
cators show growth continuing, although perhaps slower than 
in the recent past. However, we are in a global economy, and 
events overseas can have a major impact on our domestic 
economy. The unsettled situation in Russia and the Far East 
could have a negative impact affecting our economy. Also, if 
interest rates were to rise significantly, there would be a 
negative impact on consumer confidence as well as the stock 
market.  

"If there isn't a national recession anytime soon and devel
opers don't get too carried away with spec construction, I 
believe when we look back on this time, we will see that the 
growth during 1997-98 will have exceeded the growth of 
1999-00.  

"For today's office and industrial brokers, I see more com
petition in the future - competition that stems from new 
people entering the traditional brokerage field as well as from 
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non-traditional firms, such as accounting firms and developers.  
Training in the use of technology, the Internet and computer 
databases will be crucial. Most importantly, licensees need to 
maintain and strengthen their client relationships." 

D.L. 'Gooley' Orr 
"Being a land broker since 1980 has given me the experience 

of the good times and the bad. My outlook opinion for the 
Texas land market is simple. As long as we can maintain a good 
economy in our state, the demand for land will be positive.  
National statistics indicate that Texas is one of the top three 
growing states in -he United States. This should keep the 
demand for land positive.  

"A word of caution is noted, however. In a recent urban land 
meeting in Chicago (Transact '99), it was indicated that the 

'grass tops' and the 'grass roots' need 
to get together under the 'tent.' 

The reference made to the con
cerns of cities toward 'smart v iew growth.' I believe this also 

will affect our rural areas. If 
county and city officials are 
not willing to meet in the 
tent with the local resi
dents to talk and solve 
problems on local issues, 
then the community 
will suffer.  

"A division among 
these key elements can 
affect the progress of 
any area. Land values 
will be influenced 
by these situations 
whether they produce 

positive or negative re
sults. Property owners 

will always want protec
z tion from efforts to take 

away their private property 
rights. Any direction away 

from those rights will affect 
the value of the land.  
"The world in which we live has 

Dotzour changed considerably in the past 20 
years. Today, licensees in the rural land 

business need to be experienced on the com
puter and comfortable surfing the net. They should 

also continue their education to stay in touch with tax 
law changes and government regulations. Of course, a smile, 
handshake, friendly personality and good professional service 
always go a long way." 

Allen Feltman 
"Texas should continue to grow in various ways. The busi

ness market has become increasingly diversified and many 
have relocated within the state.  

"The ensuing population growth and real estate demand also 
has changed. I foresee continued job growth. Office space 
demand will lessen because of the demographic makeup of the 
population. E-commerce will affect the retail industry, while 
strengthening industrial demand.  

"In the future, licensees will need to know how to use 
information quickly. Analyzing markets and reacting also will 
be required for success. Networking and relationships will 
become more important because of the flow of information 
and its availability to many clients."V 

Dr. Dotzour is chief economist with the Real Estate Center at Texas A&M 
University.
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n less than 
two months 
Texans will 

receive their 2000 i m 
Cnu forms

Previously in this I 
column, it was 
noted the 2000 Census likely will show 
a Texas population of more than 20.3 
million persons, making the 1990s the 
decade with the largest numerical 
growth of any decade in Texas history.  
It is critical to recognize, however, 
that such a count will not happen 
automatically.  

It will happen only if Texans answer 
the Census.  

Although there is legislation requir
ing that residents of the United States 
respond to the Census, failure to respond 
has never been prosecuted and, thus, 
response largely is voluntary. Why is 
responding to the Census important? 
Why is obtaining a complete count so 
difficult? 

Redistricting is the major constitu
tional purpose for the Census. This in
volves not only deciding how many 
congressional representatives each state 
will have but also where state senate and 
house districts will be located and where 
county commissioner, city council, 
school district and numerous other juris
dictional lines will be drawn.  

If Texans fail to answer in sufficient 
numbers, Texas' representation at the 
federal level could be reduced, and the 
distribution of representation relative 
to the population could be inaccurate.  
With Texas appearing likely to obtain 
two new U.S. representatives and with 
Texas' 254 counties, nearly 1,200 towns 
and cities, more than 1,000 school dis
tricts and many other jurisdictions po
tentially changing their voting areas, it 
is evident that responding to the Census 
is important to Texas.  

Responding to the Census also is 
important if Texas is to receive its fair 
share of federal funds. The Government 
Accounting Office (GAO), in a report 
released in February 1999, indicated the 
likely loss of funds for various states as 
a result of undercount (the failure to 
count all of the people who should be 
counted). The Census Bureau estimates 
that Texas' undercount in 1990 was more 
than 482,000 persons.  

ccording to the GAO, Texas lost 
roughly $1 billion in federal fund
ing during the 1990s as a result 

of the undercount. In fact, Texas' 
undercount rate of 2.76 percent was the 
second highest in the nation. If that 
undercount rate were to prevail with the 
expected population of more than 20.3 
million, the number of persons missed in 
the 2000 Census would total more than 
560,000. This would be roughly equiva
lent to missing the population of El Paso 
in 1990. It would also clearly mean a 
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loss cf more than $1 billion in federal 
funds during the first decade of the 
next century.  

Accurate data from the Census also is 
importan: for business planning, mar
keting and other efforts. Although peri
odic estimates and projections of the 
population are completed between Cen
suses, the Census provides the one pe
riod to which demographic and economic 
models can be matched to actual data.  

The Census is the most complete 
source of information on home owner
ship and rental patterns. It provides data 
on value of owner-occupied and rented 
occupied units, the age and condition of 
units anc Dther factors of importance for 
real estate development. Data on in
come, education, poverty and numerous 
oher fLctors that are needed to plan 
etec:ive-y for business expansions, ad
vertisin,7 and other business activities 
ccme frcm the Census. There is no ad
equete substitute for Census data, and 
su1ch data are more valuable if they are 
complete and accurate.  

Why is obtaining an accurate count 
difficult? The answer lies in the com
plexity involved in completing a 
Census and the size and diversity of the 
pop-ilati on. The 2000 Census is an enor
rnous enterprise. Census-related expen
ditures. through the end of calendar 
year 2000, are expected to exceed $6.2

billion, with 
processing and 
dissemination 
to require ad
ditional expen
ditures through
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2003. During 
the 2000 Census, more than 500 local 
Census offices will be opened to collect 
data, and more than 800,000 persons 
will be employed nationwide.  

In Texas, 32 local Census offices will 
operate with nearly 45,000 employees 
during the most intense part of the work.  
More than 118 million nation-wide 
questionnaires will be mailed (with an 
estimated 7.4 million in Texas) to 
households during the first part of 
March 2000 with followup and other 
efforts continuing through fall 2000.  
By law, the first of the Census data, the 
apportionment data, must be delivered 
to the President by January 1, 2001.  
Counting a national population expected 
to be nearly 275 million is obviously a 
complex task.  

Accentuating the difficulties is the 
fact that American society is highly 
mobile, with numerous language and 
cultural differences in sub-populations 
of the overall population. There is a 
growing cynicism related to responding 
to questionnaires, and busy schedules 
are likely to mitigate against responding 
to the Census. Undercount rates vary 
substantially by population characteris
tics, with undercount rates for minority 
populations, the fasting growing part of 
U.S. and Texas populations, being sev
eral times those for Anglos. Mail re
sponse rates have declined during each 
of the last several Censuses. There is 
substantial concern about the response 
rate for 2000.  

ontroversies about the best pro
cedures for completing the Cen
sus and about the appropriate role 

of sampling in collecting Census data 
also have arisen. There is disagreement 
on whether Census data should be ad
justed for undercount before being used 
for redistricting (the U.S. Supreme 
Court has ruled that unadjusted Census 
values must be used for federal appor
tionment in 2000). Concern over the 
allocation of federal funds have been 
highlighted in the press and is likely to 
continue.  

What is often not said is that most of 
this controversy is irrelevant if Texans 
all complete and return the Census 
forms. Support Texas by taking the time 
to complete and return the Census forms 
and encourage others to do so. Now is 
the time for Texans to stand up and be 
counted. 4 

Murdock is a research fellow with the Real Estate 
Center and chief demographer of the Texas State 
Data Center, Department of Rural Sociology, 
at Texas A&M University.
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BY JUDON FAMBROUGH 

Aqo-USE EXEMpTION: FACT oR FicTioN?

Prospective buyers of rural or fringe 
property generally inquire about 
the tax status of the land. They 

want to know if the property qualifies 
and receives the agricultural use (ag use) 
exemption. A substantial tax saving may 
be achieved if it does.  

While the question is valid, any an
swer is suspect. The Texas Tax Code (the 
code) affords no land a tax reduction 
known as an ag use exemption. The 
confusion stems from the misuse of 
terms.  

Some land in Texas receives tax re
ductions known as exemptions. All ex
emptions are found in Chapter 11 of the 
code. The rural homestead exemption 
(Section 11.13) is a good example. How
ever, rural land as a whole receives 
substantial tax saving by qualifying for 
one of two types of special appraisal 
methods.  

The first type is called "Assessments 
of Lands Designated for Agricultural 
Use" authorized by Texas Constitution 
Article VIII, Section 1-d and described 
in Sections 23.41 through 23.47 of the 
code. The other is called "Open-Space 
Land" authorized by Texas Constitution 
Article VIII, Section 1-d-1 and further 
described in Sections 23.51 through 
23.59 of the code.  

Generally, when people speak of re
ceiving an ag-use exemption, they are 
actually referring to the open-space 
appraisal method found in Section l-d
1, not the agricultural-use appraisal 
method found in Section 1-d.  

With more and more rural land being 
converted to subdivisions or into smaller 
tracts, the question of which, if either, 
rural appraisal method the property 
qualifies for becomes important. Like
wise, because of the stiff penalties for tax 
rollbacks when the land no longer quali
fies for either appraisal, buyers and sell
ers must consider this factor when ne
gotiating the price of land.  

This article discusses both types of 
appraisals, the qualifications for each 
and the tax rollback consequences.  
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AqRICUITURAl-USE AppRAiSAl 

(SEcTioN 1-d) 
The Section l-d appraisal method is 

reserved for landowners whose primary 
occupation and source of income are 
agriculture. Under this section, both the 
landowner and the land must qualify.  

According to the statutes, the land
owner and the land must meet four 
requirements as of January 1 of each 
year.  

* The land must have been devoted 
exclusively to or developed con
tinuously for agriculture during the 
past three years.  

* The owner's primary occupation 
and source of income are agricul
ture.  

* The owner intends to use the land 
for agriculture and as an occupation 
or business for profit during the 
coming year.  

* The owner files an application by 
sworn statement with the chief ap
praiser before May 1 of each year 
with all the documentation required 
to determine the validity of the 
claim. For good cause, the chief 
appraiser may extend the filing 
deadline 60 days.  

After reviewing the application and 
all the relevant information, the chief 
appraiser must: 

* approve the application and allow 
the appraisal as agricultural use,

* disapprove the application and re
quest additional information or 

e deny the application.  

Except for six limited circumstances, 
all the information filed in support of 
the application (primarily, the sources 
and amounts of the applicant's income) 
must be kept confidential.  

The statute defines two important 
terms for this appraisal method. Agricul
ture means the use of land to produce 
plant or animal products, including fish 
or poultry products, under natural con
ditions but does not include the process
ing of harvesting or the production of 
timber or forest products.  

The term occupation includes em
ployment and a business venture that 
requires continual supervision or man
agement.  

If the chief appraiser approves the 
application, the property is valued on 
its capacity to produce agricultural 
products, not its market value. This is 
determined by capitalizing the average 
net income that the land would have 
been earned during the past five years 
using prudent agricultural management 
practices.  

Also, the chief appraiser appraises the 
land at its market value and places this 
figure in the appraisal records. If the land 
is sold or diverted to a non-agricultural 
use, the difference between the two 
appraisals for the preceding three years, 
plus interest, must be recaptured. The 
additional taxes and interest are due by

TA 

Effective September 10, 1999, new federal guidelines require appraisals for 
federally insured loans to be in much greater detail. Congress wants all homes 
receiving federally backed guarantees be given a clean bill of health.  

The new rules may cause delays in closings and confusion with regard to 
inspections. Closing delays may occur because of the shortage of appraisers 
qualified or willing to undertake the extra work and face greater liability.  
Potential buyers, real estate agents and lenders may be confused about the need 
to an inspection following a FHA appraisal. On November 8, 1999, the Texas 
Real Estate Commission asked HUD for clarification on this issue.  
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the next February 1 occurring 20 days 
after the bill for the additional taxes is 
delivered to the present owner of the land.  

To secure payment, a tax lien attaches 
to the land whenever the sale or change 
of use occurs. This is commonly referred 
to as the three-year ag-use tax rollback 
even though the term "rollback" is never 
used in the statutes and even though the 
reversion covers four years, the present 
plus the past three.  

OPEN-SPACE AppRAiSAl 

(SECTiON 1-d-) 
The other appraisal method, better 

known as Open-Space or Section l-d-l 
land, requires the land, not the land
owner, to qualify. The owner's occupa
tion, business and sources of income are 
irrelevant.  

According to the statutes, there are 
three primary requirements for receiv
ing the exemption.  

* The land must be currently devoted 
principally to agricultural use to 
the degree of intensity generally 
accepted in the area.  

* The land has been devoted princi
pally to agricultural use or produc
tion of timber or forest products for 
five of the preceding seven years.  

* The owner files a prescribed form 
provided by the appraisal office with 
the chief appraiser before May 1 
with all the necessary information 
to determine the validity of the 
claim. For good cause, the chief 
appraiser may extend the filing 
deadline 60 days.  

To assist the chief appraiser, the stat
ute contains an extensive definition of 
agricultural uses that qualify for open
space appraisal. Without going into 
detail, the definition contains the 
following: 

* planting and producing crops, 
* raising or keeping livestock or ex

otic animals, 
e devoting the land to floriculture, 

viticulture and horticulture, 
* producing or harvesting logs and 

posts for agricultural improvements 
and 

* wildlife management.  
After the application is received and 

all relevant information reviewed, the 
chief appraiser must: 

* approve the application and permit 
the appraisal as open space, 

* disapprove the application and re
quest additional information or 

* deny the application.  
None of the information accompany

ing the application must be kept confi
dential.  

If the application is approved, the chief 
appraiser places the land in the category 
to which it is principally devoted. The 
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categories include, but are not limited 
to, irrigated and dry croplands, native 
and improved pastures, orchards and 
wastelands. The categories may be fur
ther divided according to soil type and 
capability, general topography, geo
graphic features and other factors influ
encing productivity.  

The chief appraiser then appraises the 
categorized land using an income capi
talization approach. This involves a two
part process. First, the net average an
nual income for the preceding five years 
must be determined based on what the 
land category would have earned had 
ordinary, prudent management practices 
been employed. The calculation includes 
income from hunting and recreational 
activities.  

Second, the five-year net average 
annual income is then divided by a capi
talization rate for the appraised tax value.  
The capitalization rate is the greater of 
10 percent or the Farm and Credit Bank 
of Texas interest rate on December 31 
of the preceding year plus 2.5 percentage 
points.  

Also, the chief appraiser appraises the 
land at its market value and places this 
figure in the appraisal records. If the land 
use changes, an additional tax equal to 
the difference in the two appraisals will 
be assessed on the current owner for the 
five years preceding the land-use change.  

In addition, interest at an annual rate 
of 7 percent will be imposed on the 
additional taxes due on a year-by-year 
basis. Consequently, the additional tax 
due five years ago will be subject to the 
7 percent interest five times but without 
compounding. The taxes and interest are 
payable by the next February 1 occurring 
20 days after the bill for the additional 
taxes is delivered to the present owner.  

To secure the payment, a tax lien 
attaches to the land on the date the land
use changes. This is commonly referred 
to as the five-year open-space tax roll
back even though the statute never uses 
the term "rollback" and even though 
reversion covers six years, the present 
plus the past five.  

WhAT'S ThE DiffERENCE? Other than the use of confusing 
terminology, significant differ
ences exist between the ag-use 

appraisal (1-d) and the open-space ap
praisal (1-d-1) that have not been ad
dressed. Here is a list of several.  

* The purpose for ag use is to assist 
legitimate, full-time farmers and 
ranchers, while open space is to 
promote the preservation of open
space land.  

* Landowners must make annual 
applications to receive ag use, while 
an approved application for open 
space lasts until a change of use or 
shift within a category occurs.

* Landowners are not penalized for 
failing to tell the chief appraiser 
of a change of ownership or a 
change of use under ag use while 
the landowners must notify the 
chief appraiser immediately of 
either a change of use or a shift to 
another category under open space 
or be assessed a 10 percent pen
alty in addition to the rollback 
and interest.  

* The rollback consequences when 
part of the land no longer qualifies 
for ag use is not addressed in the 
statutes, while, in the same circum
stances, the rollback applies only 
to the portion of the property 
where the change occurs under 
open space.  

* No mention is made for a change 
of use that avoids a rollback under 
ag use while several changes of use 
avoid the rollback for open space.  
These include changes resulting 
from a sale of land for rights-of
way, condemnation, transfers of 
land to the state and eight others 
listed in Section 23.55 of the code.  

e To qualify for ag use, the land must 
be devoted exclusively to or devel
oped continuously for agriculture, 
while open space requires the land 
to be devoted principally to agri
cultural use.  

* The ag-use rollback is limited to 
three years in addition to the 
present one, while the open-space 
rollback may go back five years 
with a possible five additional years 
plus the present one. Section 23.54(j) 
of the code allows the chief ap
praiser to assess a rollback for land 
erroneously allowed open-space 
valuation in any of the past five 
years. In addition, Section 23.55(a) 
allows the chief appraiser to im
pose an additional tax for each of 
the five years preceding the year in 
which the change of use occurs. The 
additional tax is the difference 
between the two appraisals plus 7 
percent annual interest. Thus, a 
literal reading of the statutes re
sults in a possible ten-year roll
back, not five, depending on when 
the change of use occurs. The 7 
percent annual interest, though, 
would apply only to the last five of 
the ten years.  

LiAbiliTy fOR TAx RollbAck, INTEREST 

ANd PENAlTIES 

According to the statutes, the party 
responsible for triggering the rollback is 
not necessarily the one liable for the 
additional taxes, interest and penalties.  
A lien attaches to the land when the 
rollback is triggered to secure the pay
ments. Thus, the burden may fall on a
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buyer following a sale even if the buyer 
is innocent of causing the rollback.  

To remedy the problem, Texas Prop
erty Code Section 5.010 was added ef
fective September 1, 1997. The new law 
makes the seller personally liable for any 
additional taxes and interest (but not 
penalties) triggered because of the sale 
of land or a prior change of use occurring 
five years before the sale unless: 

* a prescribed statutory provision 
entitled "Notice Regarding Pos
sible Liability for Additional Taxes" 
is included in the sales contract in 
bold-faced type or 

e a separate paragraph in the sales 
contract expressly provides for 
the payment of any additional ad

valorem taxes and interest triggered 
by a sale of the land or a subsequent 
change in the use of the land.  

Unfortunately, the new law does not 
extinguish the lien against the property 
to secure repayment. Instead, the statute 
permits the present owner to personally 
pursue the prior owner (seller) for the 
amount without stating whether attorney's 
fees and court costs are recoverable.  

The Texas Property Code contains 
other exceptions when the seller is not 
liable for the rollback regardless of 
whether the notice or special provision 
are included in the sales contract. These 
transactions parallel the instances in 
which a property disclosure statement is 
not required.,4

CASE NOTES ANd COMMENTS
BoUNdARiES MARkEd by 
STREAMs-ThEN NoT Practitioners who deal with rural 

property encounter land where the 
boundaries are marked by streams.  

The following case may sound familiar 
to those who have had problems with 
these legal descriptions.  

The property in question lay along 
Crabapple Creek in Gillespie County. A 
large tract on either side of the creek was 
granted to Samuel Maverick from the 
State of Texas in 1872. The tract was 
divided later using "the middle of the 
creek" as the boundary. A fence was 
erected on the east side of and parallel 
to the creek on the high bank sometime 
before 1930.  

No one questioned title until 1941 
when a grantor conveyed the land on the 
east side of the creek. Instead of using 
the middle of the creek in the legal 
description, the grantor used the eastern 
bank of the creek as the boundary line.  

In 1979, the owners of the western 
side of the creek ordered a survey of the 
property "under fence." The survey 
picked up an additional 2.2 acres from 
the middle of the creek to the fence 
erected on the eastern bank.  

In 1986, the owners of the eastern side 
of the creek, the Terrills, cut the fence 
and installed a gate so they could reach 
the water. When the owners of the 
western bank, the Tuckness', discov
ered the gate, they boarded it and 
erected "No Trespassing" signs. The 
Terrills then sued to establish title to 
the 2.2 acres. The Tuckness' claimed 
title by adverse possession.  

The trial court found the owners of 
the western side, the Tuckness', owned 
the creek by adverse possession. The 
Terrills appealed. The appellate court 
reversed the trial court in a 22-page 
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decision. Some noteworthy rules prof
fered by the appellate court include 
the following: 

* A call (a boundary description) to 
the creek in a deed takes prece
dence over a course and distance 
call along a fence line.  

* A call to the bank of a creek in a 
deed means to the middle of the 
creek.  

* A call that goes "along a bank" of 
a creek actually sets the middle of 
the creek as the property boundary.  

* Where no testimony exists as to 
who built a fence or for what pur
pose, the fence is a "casual fence" 
and cannot establish adverse 
possession.  

* The test for hostile possession for 
adverse possession is whether the 
acts and use of the land by the 
claimant reasonably notified the 
owner that an adverse claim was 
being asserted to the property.  

Although the case adds nothing new 
to the issue, it contains excellent refer
ences for anyone contemplating a claim 
for adverse possession for property 
marked by a stream (Terril] v. Tuckness, 
985 S.W.2d 97, San Antonio Court of 
Appeals, 1998).  

DRiouqhT CoNdiTioNs, FiRES 
ANd Wood ShiNq[ES 

No rain has fallen in parts of Texas 
since June and July. This sets the stage 
for many counties implementing burn
ing bans. But what happens if an act of 
God starts a fire on your property and 
spreads to your neighbor? Are you liable? 
If the drought continues, the question may 
be raised by a number of landowners.  

According to Texas case law, the 
answer depends on the property owner's

negligence. If the owner negligently 
leaves or allows unguarded combustible 
materials where they can easily start a 
fire and spread, the owner is liable even 
though the fire starts purely by accident 
or an act of God. Likewise, if the owner 
starts a fire in an area where it can easily 
spread onto a neighbor's land, the owner 
may be held liable in negligence for the 
resulting damages.  

But what about building a new home 
using wood shingles? If lightning strikes 
the roof causing a fire to spread through
out the neighborhood, could the 
homeowner be held liable for negligence? 

Although this may be a far-fetched 
question, Texas legislators attempted to 
prohibit the use of wood shingles in 
1984 with the addition of Section 5.025 
to the Texas Property Code. It states, 
"To the extent that a deed restriction 
applicable to a structure on residential 
property requires the use of a wood 
shingle roof, the restriction is void." 

With such strong language in a stat
ute, why do wood shingle requirements 
still appear in deed restrictions? After 
analyzing the three related appellate 
Texas cases since 1984, the only conclu
sions are that attorneys are not aware of 
Section 5.025 or the developers have 
found a way to avoid the statutory 
prohibition.  

In two of the Texas appellate cases 
addressing wood shingles, the Section 
5.025 prohibition was not raised by the 
attorneys. One of the two went all the 
way to the Texas Supreme Court. The 
following is a summary of the third case, 
Hoye v. Shepards Glen Land Co., Inc.  
753 S.W. 2d 226, where the issue was 
raised.  

The Hoyes built a new home in a 
subdivision using a composite roof. The 
deed restrictions read "All roofs shall be 
wood shingle, slate or other permanent 
type." Fifty-one of the 55 houses in the 
subdivision had wood shingle roofs. The 
developers sued the homeowners for 
breach of the deed restriction. The trial 
court granted the developer a sum
mary judgment. This was upheld on 
appeal.  

The homeowners cited Section 5.025 
concerning deed restrictions that require 
wood shingle roofs. The court held that 
"Even if this court were to strike out the 
portion of the covenant dealing with 
wood shingles, the Hoyes can still use 
slate or other permanent type of mate
rials." The practical disadvantages (the 
costs of slate and other permanent 
materials) do not establish that the re
striction is void, although it is the most 
economic alternative.  

Furthermore, the court held that a 
composite roof is not a roof of "perma
nent type material." Thus, developers 
may force homeowners to use wood 
shingles simply by structuring the lan
guage in the deed restrictions so that it 
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is the most cost effective of the given 
alternatives.  

There is another catch, though. Insur
ance companies may discourage wood 
shingle roofs through surcharges or by 
limiting coverage. Therefore, before pur
chasing a house with wood shingles, 
buyers should ask an insurance agent 
about potential insurance problems.  

LEAkiN q LANdfilLS 
Do leaking landfills decrease surround

ing land values and cause death? The 
answers are yes and no, according to 
jurors in San Patricio County. Lawyers 
for the plaintiffs (surrounding landown
ers) asked for $34 million after toxic 
materials contaminated private drink
ing-water wells near Sinton, Texas.  

The jury awarded $27,500 for reduced 
property values, $25,000 for mental 
anguish and $1.5 million in punitive dam
ages. However, the jury rejected claims 
for wrongful death and personal injury.  

REAL ESTATE AppRAiSAL METhod 
Can an appraiser use hypothetical 

sales to determine the highest and best 
use of property for purposes of condem
nation? The Corpus Christi Court of 
Appeals approved the method in City of 
Harlingen v. Estate of Sharboneau, No.  
13-97-874-CV, 8/26/99.  

The City of Harlingen sought to con
demn Sharboneau's property. Both parties 
stipulated that the highest and best use 
was for a single-house development.  

Using the "subdivision development" 
method, the appraiser for the landowner 
placed the value at $296,620. This ap
proach projects sales from the developed 
property and deducts estimated devel
opment costs, expenses and the 
developer's profit.  

The city appealed the value because 
the approach was based on hypothetical 
sales. The appellate court affirmed the 
trial court.  

"So long as the value of the land, when 
put to its highest and best use, is reason
ably ascertainable, and therefore not the 
subject of mere speculation, assigning a 
value according to the reasonable poten
tial use is consistent with the concept 
of fair market value." 

The case is unique because the court 
distinguished it from Kaufman N. W., 
Inc. v. Bi-Stone Fuel Co., 529 S.W.2d 
281, where the court ruled that hypo
thetical plans for non-existent subdivi
sions generally are not proper evidence for 
valuation of condemned land. Also, the 
court had to overcome a Texas Supreme 
Court ruling that held the use of compa
rable lots in developed areas does not 
meet the test of similarity.  

OVER IiqI-T EASEMENTS 

The Center's technical report No.  
394 entitled "Understanding the Con
demnation Process" details the items 
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landowners should strive to include in 
any easement negotiated in lieu of con
demnation. For example, state the num
ber of pipelines that can be laid, their 
maximum diameter and pressure and 
what substances they can carry.  

Being specific paid off for a landfill 
operated by the Travis County Landfill 
Company. The predecessor in title to 
the landfill company granted a "Per
petual Overflight Easement for Military 
Aircraft" to Bergstrom Air Force Base in 
Austin. When the city took over opera
tions of the base, it continued to use the 
easement for civilian planes. The landfill 
company sued the city for a "taking" or 
inverse condemnation because of their 
intrusion into the easement.  

The trial court granted the landfill 
company a $2,950,000 judgment for 
the 135-acre tract. The City of Austin 
appealed, arguing, among other things, 
that the overflights did not decrease 
the fair market value of the tract. The 
appellate court affirmed the trial 
court's judgment.  

Appraisers testified that airport op
erations decreased the value because the 
landfill could 
not expand ver
tically. Also, Some legal 
there was an in
creased risk as- is unconsti 
sociated with 
operating a land- to species 
fill near a mu
nicipal airport. state and t 

However, the 
court refused to owned lance 
grant an injunc
tion stopping the 
flights or to award the landfill company 
attorneys' fees.  

City of Austin/Travis Co. Landfill Co.  
LLC v. Travis Co. Landfill Co. L.L.C./ 
City of Austin. Austin Court of Appeals, 
No. 03-98-00455-CV, 8/26/99.  

ENViRONMENTAL UpdATE 
On October 20, 1999, the Devils River 

Minnow, a two-inch fish that once 
thrived in creeks around Del Rio, was 
listed as threatened. A threatened status 
under the Endangered Species Act (ESA) 
occurs when a species is likely to be
come endangered in the foreseeable 
future.  

What is unique about this species and 
several endangered ones, such as the blind 
salamander, fountain darter and riffle 
beetle, is that they are found exclusively 
in Texas and then in only two counties.  
In fact, 80 percent of all species cur
rently listed as endangered exist solely 
within one state. They do not range 
across state lines.  

This fact raises constitutional issues.  
The primary basis for the congressional 
enactment and enforcement of the ESA 
is the Interstate Commerce Clause in the 
U.S. Constitution. This clause gives the

federal government the right to regulate 
matters that have a substantial affect on 
interstate commerce. In contrast, the Tenth 
Amendment to the U.S. Constitution 
grants to the states the power to regulate 
intrastate matters. Some legal scholars 
feel that the ESA is unconstitutional when 
applied to species located solely in one 
state and then on privately owned land.  

This argument recently found favor 
with the United States Supreme Court 
in U.S. v. Lopez, 514 U.S. 549 (1995). In 
a 5-4 decision, the high court struck 
down the Federal Gun Free School Zone 
Act as unconstitutional because it did 
not substantially affect interstate com
merce. This was a matter left to the 
states under the Tenth Amendment.  

The Texas Justice Foundation, a non
profit organization in San Antonio, 
played a major role in formulating and 
preparing the arguments in Lopez before 
the Fifth Circuit in New Orleans and 
then before the U.S. Supreme Court. The 
foundation currently represents a Texas 
rancher and water-well pumper, Hunter 
Schuehle, who is threatened with civil 
and criminal prosecution for violating 

scholars feel the ESA 
tutional when applied 
located solely in one 
hen on privately 

the ESA by the U.S. Fish and Wildlife 
Service should salamanders die 200 miles 
downstream.  

The case is pending before Federal 
Judge Lucius Bunton in the Midland 
Western Division of Texas. The founda
tion feels the judge will rule favorably 
for the government and the Sierra Club 
and against Schuehle. That will provide 
an opportunity to appeal the question to 
the U.S. Fifth Circuit Court of Appeals 
in New Orleans, where Judge Bunton has 
been overturned several times based on 
federal intrusion into traditional state 
matters.  

The foundation anticipates that the 
U.S. Supreme Court will ultimately take 
and decide the issue regarding the con
stitutionality of the ESA when applied 
solely to intrastate species as is being 
raised in the Schuehle case. The founda
tion thinks it has a good chance to re
ceive the same 5-4 decision achieved in 
Lopez, assuming the same justices are 
still on the court.  

To learn more about the Texas Justice 
Foundation and its mission to defend 
property rights in Texas through the 
courts call 210-614-7157 or visit their 
website at www.TxJF.org.4 
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oil producers in the nation and one of 
the largest real estate developers in the 
Houston-Galveston region," said 
Robinson.  

During the 1960s, Mitchell envi
sioned a large-scale, master-planned 
community north of downtown Hous
ton. The Woodlands, comprising some 
25,000 acres, opened in 1974. It has 
received international acclaim for its 
planning, particularly for the attention 
to ecological concerns and recreational 
amenities.  

When fully developed, The Woodlands 
will provide homes to about 150,000 
and an employment base for 80,000. In
vestment in The Woodlands today is $3.5 
billion; a total of $12 billion is expected 
to be spent over the next 30 years.  

Over the past two decades, Mitchell 
and his wife Cynthia have revived much 
of The Strand Historic District in 
Galveston. In 1976, the Mitchells pur
chased and restored the 1871 Thomas 
Jefferson League Building, now the site 
of a restaurant.  

In 1982, the Mitchells bought the 1873 
Washington Hotel. While being stabi
lized, the building was gutted by fire, 
and only one wall remained standing.  
Rebuilt using restoration drawings, the 
building now houses offices of Texas' 
oldest law firm, a retail shop and a bakery.  

The Mitchells converted the 1879-80 
Leon H. Blum Building into The Tremont 
House, a 117-room luxury hotel in 1985.  
To commemorate the opening, they 
revived Galveston's Mardi Gras celebra
tion, an event that now draws 800,000 
tourists annually.  

As part of their overall plan to link 
The Strand area to Galveston's 
harborfront, the Mitchells developed a 
$10 million, 7.3-acre complex in 1993.  
Pier 21 features the 42-room Harbour 
House Inn, restaurants and shops, a 
nine-slip marina and a theater showing 
a documentary about the 1900 hurri
cane, which claimed more than 6,000 
lives.  

The Mitchells have restored other 
Galveston landmarks, including several 
buildings on Mechanic Street. Three 
others on The Strand were restored in 
1994 and are adjacent to Saengerfest 
Park with an outdoor stage. They re
cently completed a $25 million restora
tion of the 1911 Hotel Galvez on Sea
wall Boulevard.  

Other Galveston projects by the 
Mitchells include construction of the 
San Luis Hotel and Condominiums and 
development of the resort communities, 
Pirates' Beach & Cove, Indian Beach and 
Lafitte's Cove.  

When someone said, "George Mitchell 
puts his money where his mouth is," 
Mitchell replied, "No, I put my money 
where my heart is." 

"The contributions of George and 
Cynthia Mitchell to the restoration of 
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the architectural heritage of Galveston 
and the revival of the island's economy 
are unparalleled," said Robinson.  

Two Join Center Advisory 
Committee 

Two new members to the Real Estate 
Center Advisory Committee have been 
named by Gov. George Bush. They are 
Nick Nicholas, president of Nicholas 
Company in Dallas and Douglas A.  
Schwartz of El Paso.  

Nicholas replaces John Schneider of 
Austin, whose term as the commercial 
property representative on the commit
tee expired. Schwartz replaces Marjory 
Kay Moore of Big Spring, whose term as 
a residential property representative also 
expired.  

The new members will serve six-year 
terms on the nine-member panel. The 
Advisory Committee provides valuable 
industry insight into the research

agenda and programs of the Real Estate 
Center.  

Letter of the Law Merges 
with Tierra Grande 

Why publish two periodicals for all 
105,000 Texas real estate licensees when 
the same information can be sent in one? 
After pondering that question for sev
eral months, the editors have combined 
Letter of the Law newsletter and Tierra 
Grande magazine. This is their debut as 
a single periodical.  

The legal information formerly pub
lished separately can be found as a four
page section beginning on page 24.  

Combining the two publications will 
save more than $66,000 per year. Chang
ing Tierra Grande's covers to a lighter 
weight stock beginning last October will 
save the Center another $20,000 a year, 
even after four pages are added to ac
commodate Letter of the Law.

Niiiennium Quiz 
By David S. Jones 

1. What has had the most influence on American cities in the past 50 years? 
A. De-industrialization C. FHA mortgage financing 
B. Interstate highway system 

2. What will most influence American cities in the next 50 years? 
A. Growing disparities of wealth C. Aging of baby boomers 
B. Suburban political majority 

3. Housing starts in 1999 totaled about 1.65 million. How many are pre
dicted for 2000? 
A. 1.23 million B. 1.72 million C. 1.56 million 

4. By 2009, how much of the mortgage banking industry will be controlled 
by the top 25 lenders? 
A. 56 percent B. 78 percent C. 91 percent 

5. What is the median existing home price expected nationwide this year? 
A. $158,500 B. $143,200 C. $134,500 

6. Nationwide new home sales in 1998 and 1999 were around 890,000. How 
many are expected for 2000? 
A. 910,000 B. 893,000 C. 831,000 

7. What Texas city has the most number of Internet users? 
A. Houston B. Dallas C. Austin 

8. During the next decade, how many households headed by a person age 65 
or older will be added to the population each year? 
A. 300,000 B. 250,000 C. 189,000 

9. How high do experts think the U.S. homeownership rate might be in 2010? 
A. 65 percent B. 70 percent C. 90 percent 

10. Currently about 650,000 U.S. homes have some form of computer 
networking installed. How many will have networking by 2003? 
A. 3 million B. 5 million C. 10 million 

The answers to these questions are found on page 28.  

Jones is senior editor with the Real Estate Center at Texas A&M University.  
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Publications Order Form 
CALL TOLL-FREE FOR FASTEST DELIVERY 800-244-2144

Publications Room 
Real Estate Center 
Texas A&M University 
College Station, Texas 77843-2115 
Voice: 409-845-2031 
FAX: 409-845-0460 
E-mail: info@recenter.tamu.edu 
Web site: recenter.tamu.edu

Method Check/Money Order 
of Payment Payable to Real Estate Center 

D MasterCard D Visa D Discover E Americ 

Account no.  

Expiration date Signature 

Telephone Print name

can Express

Quantity Title No.

Economic Survey of the Brazoria Metropolitan 
Statistical Area-NEW 

Economic Survey of the Austin-San Marcos Metropolitan 
Statistical Area 

Economic Survey of the Dallas Metropolitan Statistical Area 

F__ Manufactured Home Buyer's Guide 

F__ A Citizen's Guide to Zoning 

D "The Duties of Representation" Video 

___ "How to Use Paragraph 7(D)1-'Option Fee"' Video 

D Development Impact Fees in Texas-NEW

TG-1338 

TG-1336 

TG-1337 

TG-1300 

TG- 1294 

TG-1330 

TG- 1248 

TG-1349

L "Selling Homes in the Melting Pot: Cross-Cultural Marketing 
in a Changing America" Video TG-1331 

Profiling Texas Real Estate Licensees: Determining Income TG- 1221 

El The Texas Property Tax System-REVISED TG-1192 

_1 One-of-Everything* TG-533 
*(Includes one copy of every active publication in Center inventory: technical Texas license 
reports, special publications, references and directories. Quarterlies and 
reprints are not included.) 

Give us your e-mail address, and we will send you free real estate news weekly: 
In a hurry? Use your credit card, and FAX your order to 409-845-0460.

Price 

$5 

$5 

$5 

$3 

$5 

$10 

$10 

$5

$19.95 

$10 

$5 

$500 

es deduct 20% 

Total

Affix corrected label here. FAX or mail this sheet to 
address given on right.

WRONG ADDRESS? Please correct your mailing 
label and send it to Circulation Manager, Real Estate 
Center, Texas A&M University, 2115 TAMUS, 
College Station, TX 77843-2115.  
Or, fax it to: 409-845-0460.  
Attention licensees. Remember to notify the Texas 
Real Estate Commission of any address changes.

Grade This Issue 
The editors are responsive to Tierra Grande readers when you tell us what you like best and least about an issue.  
Grade this issue, and we will do what we can to make future magazines even better. Fax this report card to: 
Editor, Tierra Grande, 409-845-0460.  

What I liked best about this issue was 

What I disliked most about this issue was 

I wish you had told me more about 

In a future issue, I would like to see an article on 
I give this issue a grade of (circle one): A (outstanding) B (excellent) C (average) D (below average) F (failing) 

Other comments: 

D Check here if we may publish your comments. Your name and city:
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