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Typical Texas Realtor® a Man,
But Women Top Producers
Nationally

Although the typical Texas Realtor® is
male, nationally the typical top producing
sales associate is a female.

The Real Estate Center surveyed 7,000
members of the Texas Association of
Realtors® (TAR). Of the 25 percent who
responded, 56.3 were male, lived in the
suburbs (50.5) and worked in an inde-
pendently-owned single office (52.5
percent).

More than 60 percent of the Texas
Realtors® said they had at least an asso-
ciate degree. Three out of four said they
worked at least part of the time with
sales of existing single-family homes.

On average, the typical respondent
was 50.4 years old, had been a Texas real
estate licensee 13.6 years, worked 46.4
hours per week in real estate and had
been a TAR member 12 years. They
earned an average $47,377 ($35,000
median) in 1995 from activities as a
Realtor®.

The National Association of Realtors®
(N'AR) also conducted a survey, this one
aimed at the highly successful sales as-
sociate. According to NAR, the typical
top producer is a 49-year-old woman
with a broker’s license who has been
active in real estate 13 years. She has
been affiliated with two firms during
that time and has been with her current
firm six years.

The top producer has at least a two-
year degree and at least one designation
from an NAR affiliate organization. In
1995, top sales associates earned a
median of $130,600.

All Texas Licensees Receive
Tierra Grande, Law Letter

Beginning with this issue, all 120,00
active and inactive Texas real estate
licensees receive Tierra Grande maga-
zine at no cost. This increases the
magazine’s circulation by 35,000.

Another major change involves the
Center’s popular quarterly periodical
Law Letter. The newsletter is being
expanded from four to six pages. All
Texas licensees will receive it as well—
some 113,000 more readers.

“The Real Estate Center receives the
same amount of money from an inactive
license as it does from an active one,”
says Center Director R. Malcolm
Richards. “If they pay the same, they
should receive the same benefits.”

Although all Texas licensees will au-
tomatically receive both periodicals,

individuals may have their name re-
moved from either or both lists. Send
requests for changes of address or dele-
tion to: Circulation Manager, Real
Estate Center, Texas A&M University,
College Station, Texas 77843-2115.

Ted C. Jones Leaving Center

Chief Economist Ted C. Jones leaves
the Real Estate Center March 17 after 14
years at Texas A&M University. Jones
is the new chief economist for Stewart
Title in Houston.

“Ted has been one of the most impor-
tant people ever to work at the Center,”
says Malcolm Richards, director. “His
leadership, insight and counsel will be
missed. Ted epitomized the researcher
who could explain real estate in everyday
terms.”

Before coming to Texas A&M, Jones

at the University of Canterbury in New
Zealand. He holds a Ph.D. in finance
with a specialization in statistics from
Texas A&M. His master’s degree, also
from Texas A&M, is in land economics

and real estate.

taughtappraisal and property management

Take the Homestead Test

By Judon Fambrough and Ted C. Jones

Texas is the only state that has the protective benefits and corresponding
financial limitations imposed by homestead laws. A survey mailed this past year
to 7,000 Texas real estate licensees tested their knowledge about this law. More
than 25 percent responded. The results revealed a wide array of knowledge and
opinions about the subject.

The questions are reproduced below. Take the quiz and see how you compare
with the respondents. Answers can be found on page 24.

True False

1. Q Q A Texas homestead may include a business.

2. Q Q The maximum rural Texas homestead for a single person is
200 acres.

3. Q0 a A residence may be claimed as a Texas homestead prior to
actually living on the property.

4. Q Q Texas allows a life-time homestead.

5. 0 Q Proceeds from the sale of a Texas homestead are protected
for nine months from seizure by creditors.

6. Q0 Q A bank can have a valid lien against the homestead if the
purpose of the loan was to pay federal income taxes.

7. Q a A change in the Texas homestead laws requires amending
the Texas Constitution.

8 1 a Texas law prevents a homestead from being taken in
condemnation.

9. Q Q Failure to request a property tax homestead exemption
voids the rights of protection afforded by the Texas home-
stead law.

10. Q u A Texas homestead can be claimed in a federal bankruptcy
filing.
11. QO a Failure to pay an assessment for street improvements can

result in loss of a Texas homestead.

Fambrough is an attorney, member of the State Bar of Texas and senior lecturer with the Real
Estate Center at Texas AGM University. Dr. Jones is chief economist.
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Jobs Fuel Big City Economies:- - -

Employment, Not Construction, Drives Dallas, Houston and San Antonio Growth

By Ted C. Jones and Misti Hill

Dallas

Big D continues to thrive economically, as evidenced by a strong 3.6 percent job growth rate
in the past 12 months. Real estate markets continue growing, but a changing economic base
and technology distribute the positive and negative impact unequally. Sales of existing housing
continue to rise, as do prices, but construction is off from a year ago. Retail, while adding more
than 1.5 million feet, absorbed more than two million—with more under construction. Office
demand, although up overall, recorded net losses in the central business district. The Dallas
economy grows at a healthy pace but so far has avoided the boom characteristics of the 1980s.

ob growth drives the fundamental direction and spzed of

change in an economy. The current Dellas growta rate

exceeds its average 2 3 percent per year for tae previous
ten yzars. This decade-long growth takes on grzatsr signifi-
cance given the city’s recession from late 1386 to 1948 fol-
lawed by flat job growth rom 1991 to 1$93.

While job growth is hezlthv overall, it is not the same in
all industries. The type of job growth reveals the new eccnomic
Lzse forming in Dallas.

Tke good news for Dallas is the 2.1 percent increase in
manufacturing jobs during za€ past year. Even better news is
that menufacturing jobs kave increased in the pzst decade by
4.7 percent, growing from 226,000 (17.1 percent of the work
forze in 1986) to 235,600 today (14 percent of the work “crze).
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While this gain pales in compariscn to Austir and Houston,
with decade-long increases in manufacturing jobs ef 76.5 and
25.3 percent respectively, at _cast it reverses the losses in-
curred in the second half of the 1980s and early 1990s.

Miring employment, which includes oil and zas exploration
and production, remains in a free-fall, plurging from 25,000
jobs in 1982 to just 11,300 today—a minuscule 0.7 percent of
Dalles’ work force. Tatal Dallas mining jobs dipped 5.8 percent
durirg tae _ast 12 months.

Growth perseveres in construction jobs, which increased 8.8
percent _ast year and an additional 7.9 percent in the past 12
monchs. At 75,400 workers, construction employment
represznts caly one ir 22 jobs in Dallas, down from one in 16
ten years ago.

TIERRA GRANDE



Continued development in Dallas’ transportation and util-
ity industries, a’ong with expansion at Dallas-Fort Worth
International Airpcrt (DFW), helped rzise jobs in this sector
by €.1 percent in he past 12 months, w-th a hef-y 51.3 percent
jump in the past decade. Ten years ago, transpcrtation and
util:ty jobs represented 5.5 percent of Dallas’” work force but
novw account for 6.6 percent.

Arrivals anc departurcs at DFW were up 2.22 percent for
the first eigh: monaths of 1996. American Airlines, which
currently has 61.4 percent of tae total pesserger traffic load
thrcugh DFW, gained 5.36 percent. Simmons (American Eagle)
is up 49.4 percen:. When comb:ned, Ancericar and American
Eagle (Simmons) carry seven of every ter: passengers arriving
and departing at DFW. Delta, the second largest carrier at
DFW, recorded a vear-to-date decline of 18.7 percert, dropping
to slightly less than an 18 percent market skare.

After declin-ng by one million passengers ‘rom 1585 through
1987, Love Field continues posting annual ‘ncreases. Through
August 1996, Love Field increased passenger traffic by 2.66
percent. Sout-west, Love’s primary use”, saw year-to-date
traffic rise by 2.79 percent.

Trade employment, increasing by an annual zverage 1.9
percent in the past ten years, swelled to 3.9 percent growth
in -he past 12 months. One out of every -our Dzllas jobs is
now in the wholesalz and retail segments. down from one in
every 3.7 in 1986. This decline mirrors the nation-wide
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structural change in retailing from high-service operations to
power-center and discount units.

Dallas continues to have an international retail and whole-
sale presence. The 1995 decline in the rate of retail sales growth
reflected the peso devaluation. Given, however, a stabilized
peso and continued Dallas employment growth, the last four
quarters summon good news for retailers. Net absorption of
two million square feet of space kept ahead of more than 1.5
million square feet of new construction in the first eight
months of 1996. The Galleria alone added more than 300,000
square feet.

mployment by governmental agencies grew 1.8 percent

last year, while the financial sector (finance, insurance

and real estate) rose only 0.2 percent. Government
employment represents 11.7 percent of the total work force
and the financial sector 7.8 percent.

The foundation of employment growth in Dallas has been
in the service sector, which has added a phenomenal 202,300
jobs in the past ten years. This represents a growth rate of 69.7
percent or nearly 58 percent of new jobs created since 1986.
In the past 12 months alone, the number of service sector jobs
has grown by 4.7 percent.

Perhaps the best news for the United States’ hotel and motel
industry is the continued improvement in operating profit
margins. Although Dallas occupancies rose slightly in the first
ten months of 1996 (up 0.6 percent versus a 1.6 percent decline
statewide), the average daily rate was up 8.4 percent, according
to PKF Consulting of Houston.

The real economic gain to Dallas was in revenues, with
average room costs rising from $82.17 to $89.08. The com-
bination of higher nightly rates and an increasing total number
of rooms rented equates to a 9.4 percent gain in the total dollar
revenues of hotels and motels. The most expensive room costs
were found in the central business district (averaging $106.73),
followed closely by the Market Center area ($104.36). No area
reported declining average daily room rates or lower total
revenues.

Population growth continues at a healthly more than 2
percent per year. This fuels housing demand, while jobs supply
the oxygen to keep the fire burning. Housing demand reflects
the large number of new dwellers moving into the Dallas area
and finding employment. Sales of residential dwellings were
up 14 percent in the past 12 months, with a corresponding
minimal 6.8 months of inventory.

Job growth continues to create substantial added housing
demand. Average prices soared in recent months. This statistic
rose primarily as a result of sales of larger, high-amenity
properties and does not necessarily imply a value increase for
all properties. The average price of houses marketed through
the Multiple Listing Service (MLS) in the past 12 months was
$129,600, up 6 percent from last year. The median price—at
which one-half of all homes sold for more and one-half sold
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for less—was $99,300, up 7 percent from 1995. Interest rates
will play a major role in future house sales and price
movements,

Sales have recovered from the higher interest rates during
early 1995 but, just as the rest of Texas, slumped signiZicantly
in the past month.

As with last year, perhaps the best kept secrct in rea’ estate
today is that, for many renters, the combinec principal and
interest payment for a similar residence is the same as or less
than the monthly cost of renting. Occupancies, thougl antici-
pated to drop in 1996, have actually risen, driven by higher-
than-anticipated job growth, a slowed construction pzce and
accelerated demolition of existing units.

The number of residential dwelling permits issued is 26,400
today (on an annualized basis), a decrease of 4.2 percent from
last year. The question is whether too many homes arz being

built today. The answer is no, given that the growth rate in
the number of jobs exceeds the nearly 2 percent annual rate
of increase in houses by 90 percent. This does not mean,
however, that one p-ice range or location is not being over-
built. Inventories of higher-priced homes are creeping up,
indicating potential prob_ems in some segments of the new and
existing housing market.

Housing, while grawing in overall stock, has fared well this
past year, although wzakening this past month in sales volume.
Given limited inventories, prices should continue to rise. The
structural change in retailing will perpetuate the seemingly
endless cycle of build, bulldoze and remodel. Office absorption
is a function of techno ogical impact on office demand and
location. The service szctor, the prime growth industry of
Dallas, also is likely the most influenced by technology in its
needs for real estate.

The Bayou City’s economic health continues to be excellent for a second straight year, based
on a 2.5 percent job growth rate in the past 12 months. Houston’s residential market has set
records this past year, with limited inventories available for prospective buyers. This, in turn,
has driven construction of the most dwelling units since 1984. Houston continues to expand
its role as a major international wholesale and retail center and is aided by a stabilized Mexican
peso. Net office absorption is approaching one million square feet, with rents rising slowly. Retail
space expanded by nearly four million square feet, although this rate of growth is not anticipated
for the coming year. The good news once again is that Houston’s economy is expanding. The
best news is that it has diversified without using the four-letter word boom.

ouston’s growth rate is good news for an economy tied
tc the minimal growth of the national econcmy. The
tctal number of civilian jobs has grown 28.3 percent
in the past ten years, rising to 1.8 million employed workers.
In contrast, total U.S. employment increased 19.9 percent in
the past decade. Houston endured two major recessions in the

4

carly and mid-1980s but barely experienced job losses during
the early 1990s when toth Texas and the United States rode
out a recession.

The great news for Fouston is the 25.3 percent increase in
manufacturing jobs in the past ten years, with a 2.7 percent
rise measured in jus: the past 12 months. This important sector
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represents 10.6 percent of the total work force,
significantly less than the nation’s rate of 15.4
percent.

Mining employment (including oil and gas)
has plunged from 109,600 jobs in 1982 to just
66,000 today—representing just 3.6 percent of
Houston’s work force.

The number of construction jobs has grown
only 1.8 percent in the past 12 months or 30.9
percent for the decade. Construction workers
represent 6.9 percent of the work force, com-
pared to 4.5 percent in the United States.
Transportation and utility-based employment
currently represents 6.9 percent of Houston's
work force (5.3 percent in the United States.)

Airline arrivals and departures at Houston
International (IAH) are up 7.7 percent. The
growth in traffic is skewed towards interna-
tional travel, up 16.4 percent versus 6.6
percent in domestic passengers. Freight op-
erations are up 6.2 percent. Hobby Airport
continues to sustain a pace of 8 million
passengers annually.

rade employment, increasing by 18.4 percent in the past

ten years, represents 23.5 percent of all jobs, down from

25.7 percent in 1985. This reflects the struczural change
in shopping habits. Houston has long been an international
retail and wholesale center. Reflected in the stabilized peso
are climbing retail sales. While a stabilizing peso is positive
for future retail growth, the four million square feet added in
the past 12 months points to reduced future retail construction
activity.

Employment by governmental agencies grew a miserly 0.6
percent in 1995, representing 13.7 percent of all lccal jobs and
significantly less than the 16.3 per-
cent nationwide. The financial _
sector (finance, insurance and real
estate) was down 1.1 percent com-
pared to a year ago, adding to the
decade-long 9.7 percent decline.
During the same period, financial
jobs nationwide rose 10.8 percent.

The foundation of employment
growth in Houston has been in the
service sector, which added more
than 200,000 jobs in the past ten
years. This represents a phenom-
enal growth rate of 59.1 percent
since 1986. The service sector
posted the largest gain of all job
categories in the past 12 months,
rising 3 percent.

Although Houston’s hotel-motel
occupancies declined in the first
ten months of 1996 (down 0.7 percent versus a 1.6 percent
decline statewide), the average daily rate was up 6 percent,
according to PKF Consulting of Houston. The real gain was
in Houston’s revenues, with average room costs rising from
$68.58 to $72.67. The combination of increased rightly rates
and more rooms rented equates to a 4.8 percent gain in the
total dollar revenues of hotels and motels. The most expensive
room costs were in the central business district (averaging
$102.83), followed closely by the Post Oak-Galleria area
($97.43). Only the Hobby Airport area reported declining
average daily room rates, slipping slightly from $59.95 last
year to $57.88 in October.

Housing demand in Houston reflects the large number of
people moving into the area and successfully finding employ-
ment. Sales of single-family dwellings were up 13.2 percent
for the 12 months ending in November, leaving a correspond-
ing small 7.2 months of inventory.

WINTER 1997

Houston’s
manufacturing jobs
increased by 25.3
percent during the
past ten years.

Job growth has created substantial housing demand. Prelimi-
mary 1996 resider:tia. sales through the Houston Association
cf Realtor’s MLS indicate record aumbers. Since reversing the
declining sales trend zecorded :n the latter half of 1994 through
the summer of 1995, all monrhs except one show increased
sales compared to one year earlier.

Houstcn’s average home price in the last 12 months was
$111,500, an increase of 6 percent. The median price, at which
cne-half of all homes sold for mcre and one-half sold for less,
was $82,20C, alsc up 6 percent. Through November, the 8.6
mcnths of supply was 16 percent less than last year. Given the
increased supply, house prices
should continue a gradual rise.

Sales may be showing effects of
varying interest rates experienced
in recent months. The MLS
' submarkets of Aldine-Westfield,
. Alief ard Bellaire West each had 18
. or more percent of property sales
close in November. Rental rates
are rising approximately 3 per-
cen: annually.

The number of residential dwell-
. ing permits issued rose to 20,500
' (on an annualized basis), the most
| issued since 1984. This rate equates
| to an annual expansion in the total
. number of dwellings in Houston to
approximately 15 percent.

The question is whether too
many homes are being built today.
Thz answer is no, given that the growth rate in the number
of jobs exceeds the 1.5 percent annual rate of increase in houses
by more than couble. That is not to say, however, that one
price range or location is not being over-built. Inventories of
higher-priced homes ($400,000 aad more) are creeping up,
indicating poteatial problems in some new housing market
szgments.

2.5 percert iob growtk rate indicates a healthy Hous-

ton economy. Houston is not, however, without con-

cerns. Job growth makszs addressing these issues much
easier, however. Houston is continuing economic momentum
taat will assist in overcoming many roadblocks placed in its
path. In this age of a global ecoromy, the international con-
nections of Houston bode well for success. The city, however,
carries scars from the 1980’s rezl estate over-building roller
coaster. Houston’s current job growth finally has gained enough
momentum to move ahead—and that’s great news.
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The Alamo City continues to grow in the face of economic uncertainty. The good news in the
past 12 months has been continued economic recavery in Mexico, as noted by the year-to-date 21.5
percent increase in exports from Texas to Mexico. Progress towards privatization at Kelly continues,
although significant uncertainty hovers over the ultimate long-run success. Job growth maintained
a respectable pace of 2.6 percent in the past 12 months, but this is down from nearly 4 percent
last year and a 2.8 percent annual average during the past decade.

hilz San Antenio’s 2.6 percent job growth exceeds
that of the Un:zed S-ates, it is measurakly less than

the nearly 4 percent level posted just a yzar ago. The
total number of civiliza jobs has grown more than 28 percent
in the past decade, rising 0 645,000 jcbs today. Sirce the early
19805, San Antonio has had orly one short period of decliring
employment compared to thz same period one year earlier.
The declinirg job growth rate trend generated by the Decem-
ber 1994 peso crash causes concern
Manufac-uring jobs historically have been the meost impor-
tant sector to the ocal eccnromy and among the highest
multipliers cf dollars smert. Promising news for Saa Antcnio
is the 1 percent increase in manufacturing jobs last year. Even
better news is that Sar Antonio has increasec manafacturing
joks in the rast decade by 2.5 percent, growing from 48,600
in 1¢86 (9.8 percent of the total work force] to 49,600 today
(7.7 percent of the work force). Unfortunately. manufacturing
has declined from 12.7 pzrcent of the work force since 1981.
Mining employmensz, which includes oil and gas exploration
and prcduct-on. plus the limestone quarry business (fcr Port-
lar.d cement producticn), hzs aluaged from 3,400 jods 11 years
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ago to just 1,900 today—representing a scant 0.3 percent of
San An-onio’s work force.

The number of construction jobs jumped an additional 7.1
percent in the past 12 months, after rising 10.4 percent a year
ago. This sector kad the largest 12-month growth rate. Con-
szruction jobs represent 5.4 percens of the local work force in
contrast to 4.5 percert in the United States.

Activity along the I-35 ccrridcr, combined with continued
growth in passengers and freight flying into and out of the
airport :n <he past decads, resulted -n the 2.8 percent increase
in the past year cf transportation and utility jobs. Transpor-
tation-kLased employment currently represents 4.6 percent of
San Antcnio’s wcrk force, slightly less than the 5.3 percent
national rate. Arzivals and dzpartures were up by 13.8 percent
in the first seven months of 1995, Domestic traffic rose 13.2
percent while international travel jumped an impressive 38.6
percent _omest.c passengars outnumber international trav-
elers by a factor of 34 zc ane.

If the latest month is a trend. then even better news lies
ahead in th:s sector, wit~ a recorded 21.4 percent overall
increase in passzager traffic (domestic up 19.9 percent and

TIERRA GRANDE



internaticnzl up 64.9 oercent’. Meil and frzight posted a 5.9
percent vear-to-date gain
Trade employmeatr in-
creased by 30,800 jobs in the
past decade znd represents 24.4
percent of the work force,
slightly greater than the na-
tional average of 23.5 pzrcent.
The more than 26 pzrcent-per-
year gains in retail sales
became regzative or slightly
positive acter the December
1994 peso zzvaluation. Sales
have picked vp, and when com-
binzd with a more stab_z peso
and continued San Aatonio
employme=t growth hope

the past 12 months alone, service sector jobs rose by 4.1
percent—indicating the increasing importance of medical fa-
cilities and tourism trade for San Antonio.

The bad news for San Antonio’s hotel-motel industry was
a 2.3 percent decline in market-wide occupancy, measured in
the first ten months of 1996, according to PKF Consulting of
Houston. The airport area reported the only gain (0.7 percent)
while the northwest recorded the highest decline (-5.7 percent).

In contrast, the average daily room rates rose city-wide by
3.1 percent to $71.79. Highest average tariff was in the central
business district, and the lowest cost rooms were in the
northeast. Total dollar volume is off 0.3 percent year-to-date,
different from the state-wide increase of 3.9 percent. Mexico’s
economic perils continue to permeate San Antonio’s hospital-
ity industry.

ousing demand in San Antonio reflects the large
number of people moving into the area and finding
employment.

Sales of residential dwellings were finally back to the level
reached in 1979. Percentage increases, however, follow a pat-
tern typical across South Texas.

The average price of houses marketed through the San
Antonio Board of Realtor’s MLS in the last 12 months was
$101,300, an increase of 3 percent from last year. The median
price at which one-half of all homes sold for more and one-
half sold for less, was $82,700, up 5 percent from the prior
year. This reflects growing entry-level market activity.

The number of months of inventory has crept back into the
realm that historically has stabilized prices. Prices rise most
when the number of months inventory is lower than 11 months.
This current level of supply may moderate price increases in
the coming year, although nothing indicates falling prices.

The number of residential dwelling permits issued has
climbed back to 9,100 (on an annualized basis). Preliminary
annualized numbers indicate that single-family permit activity
is up 14 percent while the number of multifamily permits are
up 28 percent.

The question is whether too many homes are being built
today. The answer is still no, given that the growth rate in
the number of jobs exceeds the 2.2 percent annual rate of
increase in houses. That is not to say, however, that one price
range or location is not being
overbuilt. Inventories of
higher-priced homes (more
than $135,000) are creepingup,
indicating potential problems
in some segments of the new
housing market. While the
current pace of new dwellings
is less than the overbuilding
level of 1982 through 1984, it
is treble the 1987 and 1991
rates.

The keys to the health of
San Antonio are probably out
of local control. Mexico’s ills

emexges for retailers. During
this period of frustrating sales activity, retail construction has
increased sudstantia_ly, setting thzs stage for older, trade-re-
lated prorecties to come cr the marke: for sale anc lease.

mrloyment by governmeanta’ agenc:es grew 2.4 percent

last year, while the financial sector finance, irsurance

and real estatz) rose by a pa_try 0.% zercent. One out
of every fivz emnlcved San Antonians works for the govern-
ment, contvasted tc 11.7 percent of Dallas’ jobs and 13.7
percent cf Hous-on.

The solid foundation of employment growth in San Antonio
has been in the service sector, whica has seen the phenomenal
addition of 77,200 jcbs :n the past ten years, representing a
growth rate of 67.5 percent, or 55 of every _0C new jobs. In
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continue to haunt the San
Antonio economy, although the more than 21 percent increase
of Texas exports to Mexico is good news. While a 2.6 percent
job growth rate would be welcomed across most of the country,
it is significantly below recent San Antonio performance. On
one hand, residential housing finally has returned to the late
1970’s level; on the other hand, declining sales, rising inven-
tories and substantial housing starts dim the outlook. The
unresolved long-term water issue, a 1997 election in Mexico,
uncertainty created by the federal Endangered Species Act and
successful privatization of Kelly AFB challenge San Antonio. H

Dr. Jones is chief economist and Hill is a student research assistant with
the Real Estate Center at Texas AGM University




Economic Forecast

N
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E Jared E. Hazleton

he nation’s economy just completed its sixth con-
secutive year of growth. The 1997 outlook appears to
be a rerun of the 1996 forecast: on average the U.S.
cconomy will record moderate growth, low unemployment,
~ low inflation and low interest rates. Is it any wonder that
_economists are beginning to fecl like the Maytag repairman?
- With nothing needing fixing, no one ever calls.

Some variation, however, prevented an economic flatline in
1996. Robust growth in the first six months gave way to some
summer doldrums. Economic growth slowed in the third quar-
ter to less than half the 4.7 percent pace of the second quarter.
Consumers apparently wanted a breather after taking on moun-
tains of credit card debt earlier in the year.

Third-quarter growth also was slowed by an increasing trade
| deficit. Exports declined as a result of the sluggish growth of
some of the nation’s leading trading partners, particularly
Mexico and Japan. Imports surged as a strengthening dollar
gave foreign producers an opportunity to gain market share
here by cutting prices.

Mortgage rates jumped in the first six months of 1996 and
began to dampen housing markets in late summer, as starts and
| sales of existing homes both fell. Contrary to the conventional
. wisdom that it is impossible to bring unemployment down
without causing prices to rise, the nation’s unemployment rate
| fell to near 5 percent by late summer, its lowest level in 20
. years, but prices remained stable with the Consumer Price
| Index holding at less than 3 percent. The economy improved
slightly in the final months of 1996 as consumers returned to
the nation’s auto showrooms and shopping malls, bringing
Christmas cheer to retailers.

Growth is expected to continue into 1997, spurred by strong
consumer confidence and rising real incomes, lower long-term
interest rates and increased exports resulting from economic
improvements among major trading partners, especially Mexico,
Japan and Europe. Business fixed investment and residential
investment should continue to slow.

With inflation remaining at about 3 percent, look for the
Fed to hold short-term interest rates at or near current levels
in the first half of 1997. Should signs of impending acceleration
of inflation arise, however, the Fed would not hesitate to nudge
the federal funds rate a couple of times by a quarter of a point.
Long-term interest rates, which fell after the clection, should
stabilize in the first few months of 1997. However, long-term
rates could move upward some later in the year in response
to the Fed’s tightening.

The Texas economy, once so unique, now looks much more
like that of the nation, and the Lone Star State’s economic
prospects are tied more closely to the U.S. outlook. In the
1990s, however, Texas consistently has outpaced the nation
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in economic growth, partly because of a younger and more
dynamic population.

The slowdown south of the border from the peso devalu-
ation and the ensuing austerity program of the Zedillo admin-
istration dampened Texas growth in 1996. In addition, some
arcas of the state were hard hit by the drought. For the year,
nonfarm employment was up an estimated 3.2 percent but still
lower than the 3.6 percent rise in 1995.

Most job gains occurred in services, although construction
recorded a larger percentage gain. The remaining sectors re-
corded below-average job growth. Manufacturing employment,
for example, posted a modest 1 percent or so increase, as job
gains in durable goods industrics (particularly those related to
construction, such as lumber and wood products; furniture and
fixtures; and stone, clay and glass products) offset a slight
decline in nondurable goods manufacturing employment.

Just when it looked as if the oil industry was going to have
to continue indefinitely with $18- to $20-a-barrel oil, the
market suddenly tightened, driving prices to nearly $25 a
barrel. Strengthening demand in both developed and develop-
ing nations is placing stronger pressure on the world’s oil
supply. At the same time, oil companies are managing inven-
tories more closely. The result of these forces is higher and
more volatile oil prices. Nonetheless, mining was the only
sector in the state to record job reduction in 1996, down about
2 percent compared to 1995.

At year-end, the prospects for Iraq returning to world oil
markets began to improve after having been earlier put on hold

by the flare-up over Kurdish problems. Iraq’s presence in the
market in 1997, however, likely will not cause oil prices to
weaken but simply help provide the increased supply needed
to fulfill rising energy demands.

In 1996, 25 of the 27 metropolitan areas in Texas posted
a rise in average nonfarm employment, compared to 1995.
Regional patterns of growth mirrored those of recent years.

e With Austinleading the way, the major metropolitan areas
alongIH 35 from San Antonio to Dallas-Fort Worth continued
to record above-average job growth. While these cities differ
in economic structure, they obviously benefit from being
located along the major growth corridor stretching to Monterrey,
Mexico. On average, their economies are more diversified
than other Texas cities, and they have a stronger presence
in knowledge-based, information-intensive
businesses, such as computers and telecommunications.

® Military redeployments helped Killeen-Temple and
Wichita Falls achieve above-average employment growth in
1996.

¢ Employment growth along the Texas border slowed last
year, as the lower-valued peso virtually halted Mexicans
crossing the border to shop. Among the border cities, those
with more diversified economies, such as Brownsville-
Harlingen and McAllen-Edinburg-Mission, managed to
achieve above-average job gains. El Paso and Laredo, how-
ever, which were much more dependent on Mexico, had a
small decline in nonfarm employment.

® Regions of the state heavily dependent on the

TS S ORI RS production of commodities, such as the Gulf
~ Nonfarm Employme«hf i Texas M etrop,olfitfa,  Areas Coast and East Texas, continued to grow but
- e S at a slower rate. For example, employment
o o Projected ' growth in Houston increased only about 2
*Change Change = 1997 percent in 1996, primarily because the Bayou
, 1995-96 1996-97 = Forecast City economy continues to be dominated by
Metropolitan Area (percent]  (percent] (000 jobs) blue-collar, resource-based industries, such as
— ; oil and gas services, refining and petrochemicals
Abilene 1.2 1.0 53.5 manufacturing.

Amarillo 3.1 2.6 96.0 ° :

; Smaller metropolitan areas—such as Tyler,
Austin-San Marcos 4.7 4.0 562.5 Bryan-College Station, Sherman-Denison, San
Beaumont 1.0 1.0 153.8 Angelo, Texarkana, Odessa-Midland, Amarillo
Brazoria County 1.0 0.1 72.2 and Lubbock—dropped below the state average
Brownsville-Harlingen-San Benito 3.0 3.0 98.1 in employment growth as the recent trend to-
Bryan-College Station 0.8 1.2 65.1 ward regionalization of retail trade and services
Corpus Christi 1.9 1.5 150.5 appeared to be nearing an end. After such cities
Diallss 36 T 5 1,716.9 have develqped Fheir regional hospital and at-
El Pase 0.9 0.5 235.5 tracted major discount stores and entertain-
Fort Worth-Arlington 36 3.4 699.9 ment complexes to serve their multi-county

trade areas, employment growth generally slows
Galveston 0.8 0.8 88.1 .

because a second round of such development is
Houston 25 2D 1,845.2 unlikely.

Ellleen—Temple o o L hen the final numbers are in, they
al'ed() '0.8 1.1 55.7 ].k 1 11 h h . h
Longview-Marshall 1.1 1.0 85.2 LS . IO i BRI e

g . ) state rose about 5.8 percent in 1996.
Lubbock o 2.7 2.0 112.5 The Center for Business and Economic Analysis
McAllen-Edinburg-Mission 3.6 3.6 132.4 at Texas A&M projects that growth in the gross
Odessa-Midland 2.3 2.0 100.0 state product will slow to 5.4 percent in 1997.
San Angelo 1.0 0.7 41.7 Gains in nonfarm employment are expected to
San Antonio 2.6 240 658.8 decline to about 2.4 percent in this year, down
Shernan Denicon 1.2 1.2 415 from 3.2 percent in 1996. Projections for indi-
Ttk 1iia 16 1.4 50.7 vidual cities shgw a continuation of the pattern
of growth experienced in recent years, although
Tyler 0.4 0.4 72.3 : foe Z ; i
: 3 19 10 338 with diminished rates of increase in most cities.
Victoria 1 ) G Bucking the downward trend will be the border
Waco 2.5 2.0 96.5 cities, which should benefit from continuing
Wichita Fall 3.4 2.0 59.8 . : i
1chita Falls . . " improvement in the Mexican economy. H
Texas 3.2 2.4 8,482.4
Dr. Hazleton is a research fellow with the Real Estate
*Preliminary Center and director of the Center for Business and Economic
Source: Center for Business and Economic Analysis at Texas A&M University Analysis at Texas AGM University.
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Marketing

Advertising Where It Counts

By Ted C. Jones and Larry Hart

ith change surging through the brokerage industry,

owners and agents must strive continually to control

costs and reap the maximum benefits from expen-
ditures. According to the National Association of Realtors
(NAR), commissions alone have risen from 50 percent of the
typical residential brokerage firm’s gross income since 1990-
91 to 58 percent last year. Advertising is integral to revenues
and expenses.

Advertising not only communicates availability of proper-
ties to prospective buyers, but it entrenches the firm’s image
with consumers and agents. Given that advertising and mar-
keting expenses are the second greatest expenditure for firms,
they can be a key to profitability and success.

How much does the typical firm spend on advertising? NAR
used two methods for quantifying costs. The first is known as
the company dollar approach. Tt expresses expenditures as a
percentage of the company dollar, which is defined as gross
revenues minus commissions, Multiple Listing Service (MLS)
and board or association fees, and referral and franchise ex-
penses. In company dollar terms, the median expenditure on
advertising was 15.5 percent (14.6 percent average).

Sales-promotion spending totaled another 3.8 percent,
median and average. The significance of these
expenses is magnified given that
before-tax firm
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carnings based on the

company dollar were 11.8 percent

median and 7.2 percent average. Average resi-

dential brokerage firm advertising expense is more than
double average earnings.
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Newspapers accounted for 8.4 percent of the company dollar,
institutional and direct mail brochures for 1.6 percent each,
radio and television 1 percent total, signs and Yellow Pages
for less than 1 percent cach and other 1.5 percent. Responding
firms had a median gross annual revenue of $260,000. The
average gross annual revenue was nearly $1.5 million.

The second method in NAR's study for cost analysis is the
income statement approach. Expenses are expressed as a
percentage of gross revenues. Median advertising cost was 6.6
percent of gross income, with an added 1.6 percent spent on
sales promotion. Average advertising cost was 5.4 percent with
an associated promotion expenditure of 1.4 percent. Earnings
before interest and taxes were a median 5.5 percent (2.9 percent
average).

Thus, in the income statement approach, total advertising
and marketing expenses were almost 1.5 times median firm
earnings and 2.3 times average earnings. In comparison, total
advertising expenditures in the air courier services industry
are 1.2 percent of sales. Drugstores spend 1.6 percent, and
the beverage industry spends 8.6 percent.

Recruiting and retaining top per-
formers is a key facet
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TEXAS
Riv
tributes to the firm’s image be-

yond attracting seller and buyers. NAR

reported that company image in the marketplace was
the single most important firm attribute of top producers,
according to 85 percent of respondents. The next three char-
acteristics, all in the low 50 percent range, included office
support staff, company-provided MLS and company market
share. Fifth on the list was company advertising (37 percent),
followed by firm referral network affiliation (36 percent),
tranchise affiliation (31 percent) and company education and

of ad-
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ELOPED BY THE WOOD

training (30 percent). To be included in this survey, agents had
to have either a minimum of 30 closed transactions or $3
million in commission income in 1994.

Top producers’ best liked characteristic of their current firm
was the firm’s image with consumers, as noted by nearly one
out of five respondents. The least liked characteristic of their
current firm was the firm’s advertising support, which at 18
percent was greater than the firm’s technology support of 15
percent.

The most effective advertising media for these top produc-
ers was word of mouth (66 percent), for-sale signs (21 percent),
farming newsletter (15 percent), home sales magazine (14 per-
cent), newspaper classified (10 percent) and open houses (9
percent). On average, these top producers spend $960 per
month on marketing and advertising expenses, with a $630
median. Given a reported median $130,600 gross annual in-
come for respondents, personal advertising costs
were 5.8 percent of the agents’ median
gross income (8.8 percent
average).

A recent Real Estate Center survey comparing advertising
costs in Texas found a wide-ranging difference in the cost per
contact. The typical cost per 100 readers of a three-line, single-
column classified advertisement run for a period of two weeks
was 4.58 cents per average week-day subscriber (2.35 cents
median).

Radio advertising, a less-used medium for real estate adver-
tising, averaged 14 cents per 100 listeners (12.6 cents median)
for a 30-second spot. The radio ad is based on buying 30 spots
per month on weekdays, with the ad aired from 6 am. to 7
p.m. and includes only those listeners in the 25- to 54-
year-old demographic group—an attractive
target market for prospective
homebuyers and

Denton

DEW Airport

Fort Worth

Dallas

Relocation Specialists For Denton
County & Surrounding
Areas
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Advertising for Selected Industries

Industry

Ad Dollars as
Percent of Sales

Air courier services
Communications services
Drugstores

Computer and office equipment
Scheduled air transport
Business services

Commercial printing

Cable and pay TV services
Dairy products

Educational services

Beverages

Top producing real estate agents
Real estate firms

Total residential brokerage
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sellers. Television costs, based
on a 30-second spot during
the 6:00p.m.local news week-
days, averaged more than 89.9

N —

LANDS CORBOE

Source: Introduction to Advertising and Promotion, Third
Edition, 1993 and National Association of Recaltors

cents per 100 viewers (70
cents median).

Are these costs directly

Are the optimum spending amounts and patterns for firms
and agents as noted in the top producer study? Probably not,
given technological changes ranging from television slide and
video shows to the Internet that are excluded from those cat-
egories. Prior research has shown that initial contact by an
agent through television advertising is one of the most sig-
nificant factors in attracting repeat buyers.

So what is the optimum allocation of advertising? No single
rule works for all firms and agents, but a complete analysis
of advertising avenues for cost and benefit analysis should
include the Internet (a growing, target-rich environment in the
higher price ranges), radio and television (in addition to the
standard newsprint), signage and home sales magazines and
supplements.
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comparable? They are not,
given the range of buyers and sellers actually reached in each
medium. Only a systematic effort to record the benefits—long-
term tracking of leads—will confirm the cost effectiveness for
cither the firm or agent.

Without question, the need to effectively target consumers
in an advertising campaign is critical. Effective advertising
builds the firm’s and agents’ images and, at the same time,
optimally allocates limited promotional dollars. Advertising
quality and costs warrant detailed scrutiny. Given that the
firm and agent are spending a combined 14 percent of gross
income on marketing and advertising, this one expenditure
demands the highest priority. &

Dr. Jones is chief economist and Hart a former research assistant with

the Real Estate Center at Texas AGM University.
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Statutory
Limitations
for Equine

Activities

By Judon Fambrough

ffective September 1, 1995, the Texas Legislature
enacted a new statute that encourages equine
activities by limiting the liability of those who
sponsor or permit such events as parades, trail drives or shows.
More precisely, the statute provides that “any person, includ-
ing an equine sponsor or an equine professional, is not liable
for property damage or damages arising from the personal
injury or death of a participant if the property damage, injury,
or death result from the dangers or conditions that are an
inherent risk of equine activity. . .” (Chapter 87 of the Texas
Civil Practices and Remedies Code). The statute lists inherent
risks as:
® theanimal’stendency tobehave in ways that cause personal
injury or death;
® the animal’s unpredictable reaction to sound, sudden
movement or unfamiliar object, person or other animal;

® certain land conditions and hazards, including surface and
subsurface conditions;

® collision with another animal or object; or

® a participant’s negligent actions that cause injury to

themselves or others when they fail to control the animal
or to act within their ability.

Definitions—which comprise half of the statute—are criti-
cal for understanding the new law. For instance, the term
equine animal includes a horse, pony, mule, donkey or hinny.
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An equine activiry includes:

an equine animal show, fa:r, competition, performance or
parade that involves any brzed of equine animal and any
eqaine discirling, including cressage, hunter and jumper
horse skows, gzande prix jumping, three-day events, com-
b:ned training, driving pulling, cutting, polo, steeplechas-
ing, English and Westzrn per-ormance riding, endurance
trail riding, Western gamzs and hunting;

equire training or teeching activities;

boarding cquine animals;

riding, inspect:ng or evaluasing an equinz animal belong-
ing to another. whether or not with compensation to the
owner;

informal equine activ-ty, including a ride, trip or hunt
that is sponscrec by an equ:ne activity sponsor;
parmitting a praspective purchaser of the equine animal
to ride, inspect or eva uaze the equine animal;
sponscring an :nformal ecuine activity, including a ride,
trip or hunt;

placing or repiacing hcrseshoes on an equine an-mal; or
rodeos and single-event comzetitions, includirg team

roping. calf roping and single stzer roping, whether or not
thz par-icipants are compensated.

An gquine activ!ty sponsor means:

a person or greup who sponsors. organizes or provides the
facil:ties for an equine activity, including equine facilities

TIERRA GRANDE
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fora pony club, 4-H club, hunt club, riding club, therapeutic
riding program, kigh school or college class, program or
activity without regard to whether the person operates
for profit or

¢ an operator of, instructor at, or promoter for equine fa-
cil:ties, including a stable, clubhouse, pony ride string,
faiz or arena where an equine activity is held.

An equine professiorial means a person who for compensation:

® instructs a partic:pant or rents to a participant an equine
animal for the purpose of riding, driving or being a pas-
senger on the equine animal or

® rerts equipment or tack to a participant.

A participant mears a person who engages in an equine
activity regardless of whether the person is an amateur or
professional or whether the person pays for the activity or
participates in the activity for free.

r.gages in an equine activity means riding, handling,

training, driving, assisting in the medical treatment of,

keing a passenger on or assisting a participant or sponsor
with an equine animal. The term includes management of a
show irvolving equine animals. The term does not include
being a spectator at ar equine activity unless the spectator is
in an unauthorized area and in immediate proximity to the
equine activity.

Certain exceptions and limitations apply. Liability for prop-
erty damage continues when it arises from a participant’s
personal injury or ceath when the person, sponsor or professional:
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® provided faulty equipment or tack to the participant, and
they knew or should have known it was faulty;

® did not determine the participant’s abilities to safely
manage an equine animal before providing one;

¢ did not post warning signs or provide written notices or
verbal warnings of dangerous latent conditions of the land
if they knew of the conditions and they owned, leased or
otherwise controlled the property;

® injured a participant by an act or omission with willful
or wanton disregard for the participant’s safety; or

® intentionally injured or killed someone.

Finally, equine professionals who want to claim the statu-
tory limitations must clearly and visibly post and maintain
prescribed warning signs on or near stables, corrals or arenas
that they manage or control. The same warning must be
written clearly into every contract the professionals enter with
participants for professional services, instructions or rental of
equipment, tack or an equine animal regardless of where the
equine activity occurs.

The warning must rcad as follows:

Warning
Under Texas law (Chapter 87, Civil Practice and Remedies
Code), an equine professional is not liable for an injury to or
the death of a participant in equine activities resulting from
the inherent risks of equine activities. [

Fambrough is an attorney, member of the State Bar of Texas and senior
lecturer with the Real Estate Center at Texas A&M University.
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Private Property Rights

Public Access
to Private Land

The New
Range War

By Judon Fambrough

exas population is growing faster than the

national average. With 97 percent of Texas land

in private ownership, the demand for more public
access will grow.

The problem has not gone unnoticed by the Texas Legis-
lature nor by policymakers. The issue was one of five singled
out by the recent Agricultural and Natural Resources Summit
Initiative held in Kerrville.

While many landowners and policymakers are aware of the
problem, they may be unaware of the current incentives
encouraging landowners to allow public access. This article
reviews the status of current laws.

Most initiatives generated by statutes reduce or eliminate
landowner liability in lieu of allowing public access. The
legislature has, in essence, created two new categories of
persons entering property.

Common law (case law) recognizes four categories. These
include invitees, licensees, trespassers and children under the
attractive nuisance doctrine. The landowners’ duties and li-
abilities vary with each group.

Invitees have an express or implied invitation to enter the
premises. This group, composed primarily of business guests,
enters for the economic gain of the landowner. Customers at
a grocery store or restaurant are invitees. Fee-paying hunters
are invitees.

Landowners owe the highest duty to invitees. Landowners
must repair (make safe) or warn invitees of dangerous condi-
tions known to the landowner or those that would be revealed
by a reasonable inspection.
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However, landowners do not guarantee the safety of invitees.
Invitees have a duty to be on the locokout for open and obvious
dangercus conditions. If injuries cccur, judgments against land-
owners are reduced by the percentage that invitees contributed
toward their own injur-es. If invitzes are more than 50 percent
resporsible, Texas Law of Comparative Negligence negates
any recovery.

Licersees have express or implied permission (not an invi-
tationl to enter. This group includes primarily social guests.
They azve the right to enter but are not on the property for
the laadowners’ ecoromic gain.

Landowners have a duty to warn or make safe all known
dangercus conditions. An inspection is not required. Again,
Texas riles of comperative negligence reduce or negate any
recoveries by licensees for injuries caused by open and obvious
conditions.

Trespassers have neither the express nor implied right (in-
vitatior. or permission| to enter. Landowners owe no duty to
trespassers. Landowners may nor injure tresdassers except for
personal or property protection.

Trespassing childrer unaccompanied by adults receive spe-
cial protection because of their inability to perceive a danger-
ous condition. Landowners have a duty to keep areas safec where
childrer a~e apt to trespass accord:-ng to the attractive nuisance
doctrine. For more inZormation on this todic, order reprint
475, “L-abilities for Injuries: Laadowners, Children and Per-
ilous Conditions,” on page 24.

In 1989, the Texas Lzgislature added a fifth category known
as recreational guest by amending Chapter 75 of the Texas
Civil Practices and Remedies Code. Landowners who give
permission to enter for recreaticnal purposes owe the person
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no greater duty of care than is owed a trespasser. The land-
owner is nat liable for any injury to the individual rnor for
property damages caused by the individual. Some restrictions
aprly.
® Permission must be for recrzatioral purposes—i.e., hunt-
ing, fishing, swimming, bozting, camping, picnicking,
hiking, pleasure driving, nazure study, cave exploration,
water-skiing znd other water sports.
® The lancowner is liable when the entrant is :njured Ly
acts that arc grosslv negligeat or inflicted in bad faith or
with malicious intent.
® The landowner may no= charge, in total, more than twice
the amount of ed valorem tzxes imposed cn the property
during the previous year.
® The attractive nuisance doczrine still applies until tke
entrant is older than 16 years.
ntil recently, categorizing social guests who enter the
oroperty for recreational purpcses was confusing. Are
-key classified as licensezs under the common _aw or
recreational guests under the sta-utes? Texas courts rulzd that
they are licensees. Recrzational guests are those who would
not othzrwise have been on the property except for the lim-
ized-liability status
Effective September 1, 1995, the 74th Texas Lzgislature
ameznded Chapter 87 of the Texas Civil Practices and Remedies
Code, essentially creating a sixth category for persons involved
in equine activities. Any person, including sponsors of equire
activities and equine profess:ona_s. is exempt from liability for
injuries, property damage or dcath caused by inherent risks
associated with equine activities. A column in this issue of
Tierra Grande discusses the exemption more fully.
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Another statutory change, effective September 1, 1995, did
not create a new category of guests but capped recoveries when
injuries are caused by acts or omissions related to the premises.
The 74th Texas Legislature capped all recoveries regardless of
the legal classification of the injured party (Texas Civil Prac-
tices and Remedies Code, Section 75.004). However, the land-
owners must have liability insurance coverage in place equal
to or greater than the caps, which are:

$500,000 for each person,

$1 million for each single occurrence of death or injury
and

® $100,000 for each single occurrence for injury or destruc-
tion of property.

exas courts, through case decisions, have granted land

owners some relief. The Texas Supreme Court and the

Civil Courts of Appeal recognize limited use of waivers.

Essentially, the landowners allow third parties to enter the

premises only if the visitors sign a waiver form releasing the
Jandowner from liability.

To be effective, the waivers must meet certain criteria. First,
the agreement must be based on an offer and acceptance
between parties who have equal bargaining power. For this
reason, a recent Texas appellate court ruled that parents can
not release, in advance, a minor’s right to recover for personal
injuries caused by the negligence of another (Munoz v. II Jaz
Inc. d/b/a Physical Whimsical, 836 S.W. 2d 207 [1993]).

Second, the agreement for the release must be based on
consideration, but it need not be monetary. The agreement not
to sue in exchange for the right to enter may be sufficient.

Third, the provision must state that the entrant indemnifies
(releases) the landowner from any acts arising “from the
landowner’s negligence.” This is sometimes referred to as the
Express Negligence Doctrine (Ethyl Corp. v. Daniel Const. Co.,
725 S.W. 2d 705 [Tx. S. Ct., 1987]).

Fourth, the written contract must give the entrant fair
notice of the release provision. The fair-notice principle fo-
cuses on the appearance and placement of the provision, not
its content. However, the fair-notice requirement is not nec-
essary if the landowner can prove the entrant possessed actual
notice or knowledge of the provision (Spense & Howe Constr.
Co. v. Gulf Oil Corp., 365 S.W. 2d 631 [Tx. S. Ct., 1963]).

Fifth, the release provisions must be conspicuous. The el-
ement of “conspicuousness” is tied to the previous “fair-
notice” requirement. Basically, the release provision must be
sufficiently conspicuous to give the entrant fair notice of its
existence (Dresser Industries, Inc. v. Page Petroleum, Inc., 853
S.W. 2d 505 |Tx. S. Ct., 1993]).

How “conspicuous” is conspicuous? No absolute answer
can be given. However, the following suggestions may be
useful.

® Make the written provision noticeable.

® Emphasize the entire paragraph—not just a portion. Better
still, place the waiver statement at the beginning or end
of any agreement on a scparate shect of paper.

® Use headings but not misleading ones.
® [talicize the headings.



An obscure law in
the Texas Parks and
Wildlife Code
prohibits the sale of
freshwater lakes,
rivers, creeks or
bayous on private
land. They must
remain open to

the public.

littered by the public goes uncom-
pensated. Second, any information
gained about the property by the
public is not kept confidential.

ne landowner who allowed

the public to visit a spring on

the property had to pay
$10,000 for the removal of an aban-
doned dump site. A member of the
public saw the site and reported it to
the Texas Natural Resources Conser-
vation Commission.

Landowners felt that the risks out-
weigh the gains under the present
statutes.

A little known statute contained in
the Texas Parks and Wildlife Code also
deals with public access to private prop-
erty. The statute, entitled “Private
Fresh Water” and found in Section
1.012, has never been enforced even
though it has been enacted for more
than 20 years. If enforced, itsimpact on
public access would be extensive.

The statute states that “[a]ny fresh-
water lake, river, creek, or bayou in

® Ask the entrant to inizial the waiver paragrapl- if it is part
of the contract or sign the page if written on a separate
sheet.

side from limiting liability, anothzr statutory approach

lowers property taxes if public access is allowed. Ac-

cording to the Texas Tax Ccde, zn owner of at least
five acres may restrict the use of the proderty to recreational,
park or scenic purposes. To do so, the owner must file with
the county clerk a written instrumens in tke form and manner
of a deed. The restriction must last at least ten years, and this
must be stated in the document.

The phrase recreationai, park or scenic use is defined in
Section 23.81 of the Texas Tax Code as “uses for individual
or group sporting activities; for park or cammping activities; for
development of historicel, zrchacological, or scientific sites;
or for the conservation aad preservation of scenic areas.”

The owner is entitled to have the property valued subject
to the restriction if four conditions are met.

1. The owner devoted tke land exclusively to the restricted
use during the preceding year.
2. The owner files a formal application for zhe special
valuation with the chief appraiser bzfore May 1.
3. The owner intends to use the land in compliance with
the deed restriction for the duration of the current year.
4. The owner does no: generate a finaacial gain in excess
of the reasonable allowances fcr saleries or other com-
pensable services.
Landowners at the ccnference in Kerrville criticized the
statutory incentives. If landowners allow public access, prob-
lems other than liability azise. First, any property damaged or
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this state contained in any survey of private land may not be
sold but shall remain open to the public. If the Parks and
Wildlife Department stocks the water with fish, it is autho-
rized to protcct the fish under rules as it may prescribe.” A
Real Estatc Center publication entitled “Freshwater Lakes and
Streams” (reprint 1009) discusses the statute in detail.

Any legislation such as Section 1.012 of the Texas Parks and
Wildlife Code forcing landowners to allow the general public
on their property faces problems if enacted after September
1, 1995. The 74th Texas Legislature added Chapter 2007 to
the Texas Government Code (better known as the Private Real
Property Rights Preservation). The amendment allows Texas
landowners to recover from the state for any diminution of
at least 25 percent in the market value of land caused by a
rule or regulation. If the state does not pay the judgment, the
rule or regulation becomes invalid.

“Private Property: How Private Is It?” a Real Estate Center
publication (reprint 1034), discusses when a private individual
has the right to enter the property of another without permis-
sion. However, the article does not discuss public access.

This paper summarizes the current status of the Texas
statutes and case law that grant landowners an incentive to
allow public access. So far, the major thrust focuses on reducing
the landowners’ liability in return for allowing specific types
of entry. Only one statute deals with lowering property taxes.

This article is for information only and is not intended as
a substitute for legal counsel. For specific advice, an attorney
should be consulted. B

Fambrough is an attorney, member of the State Bar of Texas and senior
lecturer with the Real Estate Center at Texas A&GM University.
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By Ted C. Jones and Bethény Burnam

ever has a Real Estate Center article

or publication generated such re-

sponse. Readers disagreed or agreed
with”Downsizing America’s Real Estate Industry”
by John Bacn and Randall Guttery in the Fall 1996
Tierra Grande in record numbers. As promised,
responses, concerns, questions and dittos sent by
readers are reported here. Interestingly, most ar-
rived as e-mail, indicating a relatively high use of
technology by Texas real estate licensees.

At least one projection has proven accurate:
“This article, although intended to raise provoca-
tive questions about the future of real estate ser-
vices, also may raise the blood pressure or even
anger of the reader.” It did. One couple stated in
their e-mail, “Boy, I sure felt good after reading
your article. You know, that scenario ain’t going
to play so well around the coffee dispenser. . . .
Seriously, it was an eye-opener and interesting. .
. ." Most respondents signed their names, others
included a complete address and a few merely
resorted to profanity.

Chicken Little Hysteria

Another couple found the article equivalent to
“the sky is falling Chicken Little story.” In noting
that 39 percent of residential Texas real estate
closing documents did not include a real estate
commission paid, while only 51 percent had an
appraisal, they see the glass half full with oppor-
tunities rather than half empty. They responded,
“We think the article’s premise that is based on
the elimination of the majority of these ‘local’ real
estate professionals is the same ‘Chicken Little’
hysteria we have heard before, like when auto-
matic tellers were going to eliminate the human
bank teller. . . .”

Response. While human tellers have not been
eliminated, their involvement in the traditional
banking transaction is greatly diminished. The
lending industry is a good example of the change
taking place in banking. Regardless of any reluc-
tance of the banking industry to participate in that
change, consumers are switching to technology.
USA Today reported on October 1, 1996, that
home banking transactions now represent 40 per-
cent of retail bank transactions, with a projected
60 percent to be completed electronically by
1998—Iless than two years distant. Not only would
a bank not using electronic banking be excluded
from the majority of the market transactions by
then, they also would not be participating in the
current record profits.

While technology is changing the banking indus-
try by reducing significantly the number of tellers
working face to face with customers, it simulta-
neously is facilitating record income levels. The
cost to obtain those profits in the lending industry
via down-sizing, mergers and out-right institu-
tional purchases is identical to the phenomenon
taking place in today’s brokerage industry.

Experience, Judgment, Honesty

Just because the rules have changed on the
appraisal requirement does not imply that elec-
tronically completed valuations are as or more
accurate than human-prepared counterparts. A Gulf
Coast appraiser pointed this out. He wrote, “Those
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who have been trained in the appraisal process know that the
accuracy of the value conclusion is more dependent on the
analysis of the data than on its availability and is directly
related to the appraiser’s experience, judgment and honesty.

“Unless the property is in a very homogeneous neighbor-
hood, ‘cyber appraisals’ will not improve on . . . distortions.”
He argues, “Under the guise of saving the customer $200 in
appraisal fees, that same customer will be forced to pay an
increased interest rate on the total loan for the full term of
the loan” as a result of the conversion of formerly asset-backed
mortgage securities to mere securities.

nother respondent took the Real Estate Center to the

woodshed for “savaging an industry and marketplace

that has: (1) provided more single-family homeown-
ership than any other country in the history of humanity; and
(2) provided worthwhile employment to some of the most able
independent contractors in the free world.”

Response. To the contrary, the article was intended to
provide an arena for conversation and discussion about the
impact of these changes on survivors in this industry. An equal
question arising from this thought process is that, given the
relatively high affordability of housing in Texas, why does
Texas rank 43 out of 50

the technological advances reducing real estate employ-
ment, driving down the transaction cost and moving
us into a lesser role and lower compensation rates?

Thisbroker shared the frustrations of the added costs imposed
by technology without a corresponding increase in overall
market transaction volume and the further impact of any
decline in fees per transaction. When viewed in today’s market
of shrinking profitability for broker-owners, even though agents
are having some of the best years of their careers, grappling
with technology is a constant struggle.

Amarillo’s Tele-mortgage Applications

Several writers discussed the agent’s impact from technol-
ogy, again basing their responses on users’ needs and demand.
From Amarillo came this message, “You better wake up . . .
running.” The writer affirms the authors’ opinion that change
will take place regardless of the real estate professional’s
desires. “The one-size-fits-all commission structure is unde-
niably in question,” he believes. He says:

The public is entitled to receive the top-drawer service
they are paying for. Even in Amarillo, a mortgage com-
pany originator offers tele-mortgage-apps. A live video

conference is set up

states in homeown-
ership rates?

Stockbrokers
Analogy

A Richardson Realtor
vehemently disagreed
with the conclusions of
the authors. He wrote,
“If what you say were
true, wouldn’t stockbro-
kers be out of business?”

Response. While
stockbrokers are not out
of business, their busi-
ness is structurally
changed from just a
decade ago. The advent
of some users of broker-
age services pointed
towards discount bro-
kers, globalization of se-
curities markets, pack-
aging of individual
stocks into mutual funds
(mini-portfolios with
now-altered transactions costs) all combined to sec the merger
mania and literal disappearance of numerous age-old firms.
Sound familiar?

Even within the real estate industry, technology introduces
complexities. The views of broker-manager-owners, individual
agents and related real estate services represent a particular
perspective with its own problems and benefits.

A San Antonio respondent posed several thought-provoking
questions, echoed by several others, for the broker-owner-
manager of residential business.

Although technology and the information highway
are changing the business, are the technological ad-
vances really going to downsize the Realtor’s role into
that of merely a facilitator? Will rapid expansion of the
internet fundamentally change the control over the
information in our MLS? Or, will we find that the
current MLS structure is the only reasonable means of
developing and sharing a substantial, accurate and well-
developed database of real estate marketing informa-
tion? Is it appropriate to completely open the MLS
database to the public for data entry and retrieval? Are
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between the loan ap-
plicant and loan un-
derwriter. The under-
writer videoactively
interviews the pros-
pects and has the au-
thorization to make
loan approval on the
spot.

It’s expensive, and
probably a pilot pro-
gram, butit’s another
example of what
thinking out of the
box can do to in-
crease the efficiency
of our business.

While not agreeing
totally with the authors’
conclusions, this respon-
dent states, “These are
not fighting words . . .
[rather they] ask how
are we going to recon-
cile our current business
practice with the des-
tiny awaiting us?” Finally, he calls a service realignment
what the authors call a transfer of wealth from agents,
lenders, appraisers and attorneys to the buyers and sellers.
For comparison, he used the example of the same home-buying
consumer having the option of an electronically deposited
check or driving in traffic on pay day. The consumer’s selection
speaks loudly.

Response. The only thing certain is that technology will
continue to evolve regardless of personal likes or dislikes.
Demand for these highly competitive services will be market
driven. Regardless of the beliefs of any real estate professional,
researcher or academic, the ultimate users (read that also as
payers) of real estate services will dictate to the real estate
industry the level of technology they are willing to use in their
infrequent transaction processes.

Technology Adds Costs

A chairman of the board of a title company noted his industry’s
place in the real estate transaction process. “Title companies
are the workhorses on checking titles, paying off mortgages,
distributing funds to Realtors and other parties and closing the
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deal. Hopefully, we will not be eliminated and are certainly
pushing hard to be fully automated and speed up real estate
transactions.”

Response. The title industry illustrates increasing burdens
on real estate professionals, having spiraled from just six
documents in a closing process years ago to more than 40
today. Technology has added and continues to add costs to a
highly competitive industry that competes today on service
alone.

A recent major Texas newspaper quoted a highly successful
residential top producer as stating that their current customers
were not using the internet, and thus they felt no need to
participate in that medium of advertising and marketing.
Such a philosophy is a self-fulfilling prophecy. Would a similar
statement that “we do not advertise in the newspaper. Because
none of my buyers or sellers found me in the newspaper, I have
no reason for advertising in that media” be equally embraced?
Probably not.

ne common theme and question was whether the

real estate industry would be down-sized or would

the technology industry grow without animpact, other
than costs, on real estate. Many respondents shared the concern
about the loss of their respective value by merely making the
dataavailable tononlicensees in MLS systems. It they are correct
in assuming that their value arises from the information rather
than other services, then the users’ ability to read data from
on-line databases will dilute revenues. On the other had, if real
estate negotiations truly benefit from the professionals’ hands-
on services, then technology will have a limited impact on the
demands for Texas real estate professionals.

Explosion of New Jobs, Services

A Houston broker disagreed with the conclusion. “Instead
of causing a major downsizing . . . rapid expansion of the
Internet and user-friendly databases are going to cause an
explosion of new services and jobs. Free accessibility to infor-
mation is one thing, but the knowledge of what to do with
it is another. True, a big change is coming; but I believe that
it will be one full of great opportunities. We must realize that
our service and value to the public lies not in some secret
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information but rather in how to use that information for our
clients’ benefit.”

A similar response came from a Denton Realtor. She ac-
knowledges that data dissemination is included in her job but
represents only a small portion of total services. Other skills
she defines include “the ability to listen, flexibility, dedication
to satisfying a client’s needs, patience, skilled negotiator, team
player, superior knowledge of the market area, including any
special factors influencing value, financing and/or marketabil-
ity. How many of these skills does a computer have? I agree
that the process of delivering and disseminating information
will become more effective, efficient and obtainable; the notion
that my service will be worth less in the future epitomized
the phrase ‘garbage in-garbage out’.”

Another respondent concurs with the value beyond infor-
mation, writing,

Buyers and sellers don’t pay us for some secret infor-
mation that we have locked up on MLS computers. I
have found that the more educated a client is, the
smoother the transaction goes. In reality, technology
is not a real estate professional’s foe but a package of
great tools that will increase our productivity . . . down-
sizing of the brokerage segment of the real estate in-
dustry has been driven by a number of changes: (1)
higherlicense fees, (2) Mandatory Continuing Education
and (3) top producers, with technology and personal
assistants, who are taking a larger percentage of the
business.

Top Producers and Technology

A San Antonio agent writes, “Buyers will always want to
see homes. Buyers and sellers will want to negotiate the price.
Who will take the time to prepare the market analysis, sched-
ule the showings, pre-qualify the buyers, distribute the flyers,
develop the advertising, negotiate the sale, assure the home-
owner and share the experience of perhaps hundreds of prior
transactions?”

Response. While this agent may be correct on the people
skills side, technology has already made inroads into the
creation of flyers, the need to distribute as many (electronic

“The ability to listen,
flexibility, dedication,
patience, skilled
negotiation, superior
knowledge of the
market . .. How
many of these skills
does a computer
have?” asks one
Realtor.
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on-line advertising for some purchas-

ers), market analysis (computer-gener-
ated comparative market analysis) and
even assistance from software-assisted
scheduling.

ndustry trends are obvious. Top

producers continue to challenge

the 80-20 rule that 20 percent of
the agents sell 80 percent of the real
estate. Is it now the 90-10 rule or even
greater? A 1996 National Association
of Realtors’ (NAR) report, “Recruiting

People skills will
continue to be high
value-added components
of the transaction.

choices relating to hours worked, re-
tirement and medical benefits and
lurgeoning regulatory changes con-
tinually sweeping the real estate
landscare.

One person wrote, “I agree that the
transaczion process has changed since
I started in business in 1978 and that
that change will drastically acceler-
ate—but nos in the way [the authors]
see it.” He says even more human
involvement may become part of the

and Retaining the Best,” founc that
“one area where [top producers| differ from the typical agent
is in their use of technology. For these agents, the need to
organize and systematize their business activity is so critical
to their success that they are compelled to embrace technology
as a means to an end.” The respondents to this survey reported
a median 1995 gross income of $130,600, sharply contrasted
to a Texas-wide median of all ircome ranges of only $35,000.
In the NAR study of recognized top producers, respondents
were classified as low, average or high users of technology. Low
users (three or fewer forms of office technology), average users
(four to seven forms) and high users (eight or more) reported
respective incomes of $104,400, $131,400 and $178,600.

Technology: Investment or Necessity?

Another trend is declining industry-wide profits for firms in
the shadows of the greatest szles level ever in residential
property. What is the solution to rechnology for profit-squeezed
broker-owner-managers? Should technology be examined as an
investment with an expected return, or has it become akin to
oxygen and water for existence!?

And yet more perplexing to the firm is the indication by
respondents to the NAR study ranking the firm’s technology
support as more valuable than the firm’s advertising or sec-
retarial support or provision cf a transaction coordinator.
Technology support was equal as the firm’s size, which ranked
as the seventh most-liked characteristic. Respondents least-
liked characteristic of their current firm found technology
support only second to advertising support. Thus, technology
becomes a significant factor in both recruiting and retaining
top producers.

Frustrations were obvious in the brokerage business, ranging
from rising technological costs, less-than-attractive lifestyle
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transaczion process. Buyers’ use of in-
spectors (offer more than one), =-wo or more pre-listing apprais-
als in relocation sales, buyers an1c sellers each heavily relying
on their respective agents for guidence and even insurance
companies requirement to send their own agents to document
and photograph properties prior to issuance of a binder.

“The recent fzilure of RIN [Realtor’s Information Net-
work],” says the same respondent, “shows not the failure of
technology but that often real estate executives and others
who are not in direct touch with buyers and sellers day to day
simply are unable tc see the direction or type of change that
is happening. . .. Real cstate professionals who provide a useful,
valuable service will prosper. Pecple who have made a living
by driving people around will be driving taxis.”

Without question, people skills are and will continue to be
high value-added components of the transaction process. A
Stephenville broker notes, “I closed a sale on a nice moderately
[priced] older, larger horme a few months ago, which was
followed by a hcusewarm:rg involving about 75 guests. I
attended, got involved in conducting tours, and wound up with
a prospective buyer wanting e tc find them a similar home.
... Technology can’t completely replace the human element
and human relationships involving thz sale and purchase of real
estate.”

If consumers are willing to find ezl estate professionals via
technology, then only those in tke technological arena will
participate in this growing, but not exclusive, segment. Change,
after all, is the oaly constant in the real estate industry of
Texas. H

Dr. Jones is chief economist with the Real Estate Center at Texas AGM
University. Burnam was 2 student rzsearch assistant.

TIERRA GRANDE



Income Tax

New Rules, Potential Benefits

By Jerrold J. Stern

he chief benefits of S corpora-

tions are that owner share-

holders enjoy limited liability
and do not pay tax at corporate rates on
net earnings. Owner-sharcholders pay
tax on their share of net earnings at
individual tax rates when filing personal
tax returns.

The Small Business Job Protection Act
of 1996 makes S corporations easier to
use for real estate and other businesses.
Thus, real estate brokerage companies,
property management companies and
investment companies could potentially
benefit. All changes from the new law
discussed in this column are effective in
1997 unless stated otherwise.

Number of shareholders increased to
75. The eligible number of

insulate separate activities from
liability.

For example, assume Terry owns all of
the stock in an S corporation that owns
and operates four apartment buildings.
The new law enables Terry to establish
a separate regular or S corporation for
each building (corporations two, three,
four and five). S corporation one owns all
stock of each corporation. If the subsid-
iaries are S corporations, Terry pays tax
on the combined net income, yet each
building is a self-contained legal entity.
No corporation taxes are paid.

Deductible leasehold improvements.
The new law clarifies that, when a lease
expires, lessors can deduct the adjusted
basis (original cost less any depreciation
deductions claimed)of leasehold improve-
ments they made to rental property if
the leasehold is irrevocably disposed of

shareholdersisincreased to
75 from 35, enabling larger
entities to elect S corpora-
tion status. Married
couples still are treated as
one shareholder. As many
as 75 couples now can own
stock in a single S corpo-
ration. Two or more S cor-
porations still are allowed
to form partnerships when
there are more than 75
owners.

Active subsidiaries are
allowed. S corporations
can have active corporate
subsidiaries—100 percent-
owned S corporation sub-
sidiaries or regular corpo-
ration subsidiaries that are
partially or 100 percent
owned. For income tax purposes, S cor-
poration subsidiarics are ignored, and
net income is treated as earned directly
by the S corporation parent.

If the subsidiaries are regular corpo-
rations, the subsidiaries must file their
own tax returns and pay tax at regular
corporate rates. Thus, the S corporation
subsidiary option appears to dominate
the regular corporation subsidiary op-
tion. The ability to use active subsid-
iaries enables entrepreneurs to fully

WINTER 1997

or abandoned. If the entire structure
containing the leasehold is demolished,
however, the cost of demolition and the
adjusted basis of the entire structure is
added to the adjusted basis of the land
(deductible only when the land is sold).
This new rule applies to all leaschold im-
provements, regardless of whether an S
corporation is involved. Leasehold
improvements disposed of or abandoned
after June 12, 1996, arc covered by the new
rules.

Capital gains treatment for certain
subdivided real estate. Typically, tax-
payers who subdivide and then sell par-
cels of real estate pay tax on their profits
at ordinary tax rates (up to 39.6 percent)
rather than at the 28 percent maximum
capital gains tax rate. An exception that
has existed for individual taxpayers now
applies to S corporations as well. Land
that is subdivided and then sold will be
treated as capital gains property if (1) the
land was not previously part of the
taxpayer’s inventory, (2) the taxpayer did
not hold other real property in the year
of sale, (3) no substantial improvements
have been made to the land by the tax-
payer, related parties, lessees or the gov-
ernment and (4) the land was held by the
taxpayer for five years or was inherited
by the taxpayer.

Reelection allowed to previous S cor-
porations. Prior to the new
law, corporations terminat-
ing their S corporation sta-
tus were required to wait
five years before being eli-
gible to reelect S corpora-
tion status. As a result of
the new S corporation
rules, the five-year waiting
period is waived for termi-
nations occurring prior to
1997.

Correctable inadvertent
terminations. The Internal
Revenue Service now has
greater powers to validate
S corporation status result-
ing from unintentional S
corporation termination
caused by events such as
the failure to obtain the
necessary shareholder con-
sents for electing S corporation status.
This change is retroactive to 1983.

The best way for taxpayers to address
the opportunities under the new S cor-
poration rules is to seek the advice of a
tax accountant or attorney. [

Dr. Stern is a research fellow with the Real Estate
Center at Texas A&GM University and a professor
of accounting in the Graduate School of Business
at Indiana University.
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Analyzing
New Property
Development

By Wayne E. Etter

any, but not all, local real es-

tate markets have emerged

rom the effects of overbuild-
ing during the 1980s. Properties pur-
chased by investors during the latter
1980s and early 1990s at prices less than
their original construction cost are now
providing their owners with positive
cash flows and satisfactory rates of re-
turn. In some markets, rising occupancy
and rental rates promise even better fi-
nancial performance.

Until recently, moreover, many in-
vestors believed they had little chance
to be competing with newly constructed
properties at any time soon. Their com-
placency was supported by both eco-
nomic theory and financial feasibility
analysis: market rental rates, while suf-
ficient to provide the owners of older
properties a satisfactory return, were
considered inadequate to support new
construction. A rational investor would
not build a new property unless antici-
pating profit. Yet, construction is occur-
ring in some markets. How can this be
explained?

Relating Rental Rates to Costs
Using economic theory, market rental
rates can be graphically related to costs
as shown in the figure. The market rental
rate (P) is established in the market by
the forces of supply and demand. As long
as the market rental rate received from
supplying an additional unit, i.e., the
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marginal revenue, is larger than the cost
of supplying an additional unit, i.e., the
marginal cost, the unit will be supplied.
The owner’s cost includes all fixed and
variable costs (including management
compensation).

The figure reveals that the market
rental rate is sufficient to provide the
owner of an existing property (purchased,
perhaps, at a price less than its cost of
construction) with a net return. Total
revenue (P x Q) is greater than total cost
(C x Q). But usually a to-be-built prop-
erty will have higher costs than an ex-
isting property; thus, total cost will be
greater than total revenue. Under these
circumstances, the owner of an existing
property expects to be protected from
the competition of new properties.

To Build or Not to Build

Economic theory is helpful in concep-
tualizing these circumstances and in
monitoring market expectations. Finan-
cial feasibility analysis, as used by real
estate professionals, helps to determine
whether or not a proposed property
should be built. Using current land and
construction costs, current market rental
rates and operating expense estimates
and the cost of expected debt and equity
financing, a to-be-built property is ana-
lyzed to determine if it will be finan-
cially feasible. To be financially feasible,
it must produce sufficient income to pay
its operating expenses, support sufficient
debt to finance the property and provide
a satisfactory cash return to the owner.

Obviously, if market rental rates are too
low, costs are too high or both, the prop-
erty willnot be financially feasible. Thus,
a property’s financial feasibility is deter-
mined by its expected income and costs,
the same concepts considered in eco-
nomic theory.

Understanding Market
Rental Rates

But new construction, particularly of
retail and multifamily properties, is
taking place in many markets where new
construction was considered infeasible a
short time ago. Are eager, but naive,
investors who are ignorant of the market
responsible? To the extent that this is
so, the outcome of their development
activities may be unfortunate.

Before dismissing the current devel-
opment activity as the result of igno-
rance, however, it may be wise to con-
sider the assumptions of cconomic theory
and financial feasibility analysis. Both
are dependent on a precise understand-
ing of what the market rental rate rep-
resents in each analysis. Consider, for
example, a multifamily housing market
where current market rental rates were
assumed to be insufficient to support the
construction of new units. The follow-
ing questions might be asked about such
a conclusion:

Were the existing multifamily hous-
ing properties reasonably homogenous?
If not, the derived market rental rate
will not be meaningful for analysis. For
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example, within a particular market area,
different multifamily properties may
serve distinctly different market seg-
ments. Rental rates for the existing high-
end multifamily properties may be much
closer to the necessary rate to support
new construction than the average mar-
ket rental rate. Market research can
reveal the existence of different market
segments; market rental rates can then
be developed for each segment.

Were any market segments unserved?
A market segment may be willing to pay
a higher rental rate for a product that is
currently not offered in the market area.
A new multifamily property will be
viewed as a different product if the
existing multifamily properties are old,
poorly maintained or lacking amenities.
Market research can reveal the existence
of unserved market segments.

Were the linkages between the exist-
ing multifamily housing and employ-
ment centers, educational centers and
shopping centers satisfactory? Have these
linkages improved since the existing
multifamily housing was built? Poorly
located multifamily properties may be
occupied because no other choice is
available. Market research can reveal
whether new, well-located multifamily
properties that take advantage of new
roads and improved public transporta-
tion will find a ready market.

Were any of the new multifamily
properties financed with tax credits? If
so, the developer’s use of tax credits
reduced the project’s cost sufficiently
for it to achieve financial feasibility at
lower market rents than would have
been required without the tax credits.

In some retail markets, additional
development is considered unnecessary
because retail space is vacant. However,
the location of some of this retail space
is poor, and a low rental rate will not
makeitattractive toretail tenants. Unless
a site is expected to be a profitable
business location, the space will remain
vacant while new retail space is devel-
oped. Moreover, a number of national
and regional retailers have a distinctive

A number of national and regional retailers have a distinctive building design as part

of their marketing strategy.

building design as par: of their market-
ing strategy, and, therefore, they usually
are uninterested in vacant retail space
when they move into new market areas.

Evaluating Market Needs

Investors who purclkased multifamily
properties in the late 1980s and early
1990s at prices less than the original cost
of construction did so with the expec-
tation that rising rental rates would
gradually increase their properties’ prof-
itability and value. Investors in retail
properties believed that in time rising
demand for retail space would gradually
increase occupancy rates in partially
vacant retail centers. At the same time,
they did not expect competition from
new properties because rental rates were
too low to support new construction.

Despite this, new multifamily and
retail space development is taking place
in many markets. For both property
types, the analysis corcluding that new

Market Rental Rates Related to Costs
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development would not occur failed to
take into account the needs of various
segments within each market and their
willingness to pay an above-market rental
rate for those other products when they
were offered. In such markets, successful
development can take place while cur-
rently available space remains vacant.

In the case of multifamily properties,
current tenants who desire and can af-
ford higher quality apartments will shift
to the newly developed properties, leav-
ing the older, less well-maintained prop-
erties with larger vacancy rates. In some
cases, the owners of existing properties
will rehabilitate them to compete or to
attract a new market segment unable to
afford the newly developed multifamily
properties. In the case of retail proper-
ties, poorly located retail properties with
high vacancy rates may continue with
high vacancy rates because little can be
done to increase their attractiveness as
a retail location.

Those who are developing new mul-
tifamily and retail properties, however,
should carefully evaluate the size of the
market segments with unmet needs. If
demand exists for 250 upscale apart-
ment units within a market area, devel-
oping 1,000 units will lead to the famil-
iar 1980s scenario once again. And even
if a site appears to meet every criteria
for being an outstanding retail location,
a tenant that sees the same opportunity
is mandatory. No profit comes from
oversupplying the needs of a market
segment or in supplying space for retail
tenants who are not attracted to a par-
ticular market location. B

Dr. Etteris a professor with the Real Estate Center
and of finance at Texas AGM University.
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