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Although Etter is an 
is a pragmatist too. He is 

students succeed and foci 

l7 Jordan is now a vice the students want to lear 
president with North- cal knowledge they will n 
Marq Capital Inc. in That means adapting te 

U Austin. ods to keep up with the l 
- - - Etter took over the ogy. When Etter started t 

LERE program when problems were worked ou 
it was in transition. with the aid of tables.  

Originally the pro- Today's students learn] 

gram focused on farm geographic information s 
and ranch appraisal, ARGUS®, a software prog 
but by the 1990s asset valuation and cash

n his quiet, unobtrusive way, 
Dr. Wayne Etter has helped 
shape the futures of his real 

estate and finance students for 

37 years. Etter is retiring from 

Texas A&M University this summer, but 

his legacy will continue.  

Etter is the Julio S. Laguarta Real 

Estate Professor in the finance depart

ment at Texas A&M, and since 1995, he 

has been the advisor for the Land Eco

nomics and Real Estate (LERE) program.  

For many years, he was associated 

with the Real Estate Center and was a 

regular columnist for Tierra Grande. His 

column, "The Instructor's Notebook," 

explained various topics related to 

financial analysis of commercial real 

estate. In 1995, the Center published 

a collection of these columns in a 

small book, Investment by Design: 
A Primer in Real Estate Analysis 
(http://recenter.tamu.edu/pdf/1055.  
pdf).  

Holland Smith, a former LERE stu
dent who is vice president of acquisi

tions for Fowler Property Acquisitions 

in Dallas, says the book was the 
smallest and the best textbook he ever 

had. He keeps one on his desk and 
gives copies to the new analysts.  

Another former student, Robert 

Jordan, expresses a sentiment that many 

of Etter's students share.  

"The things I learned in Dr. Etter's 

classes I use on a daily basis and have 

used since I graduated. What he taught 

was practical, and he made it plain and 

simple so anyone could understand it." 

2

students wanted to 

know more about 

commercial real estate

and urban environments, where opportu

nities were developing.  

Real estate markets had changed, and 

the commercial real estate industry espe

cially needed employees knowledgeable 
in finance.  

The LERE program was transferred 

from the agricultural economics depart

ment to the finance department in what 

is now Mays Business School.  

"The program needed to evolve, and 

Dr. Etter was the perfect person to make 

that happen," Smith said.  

In 1995, the program admitted five 

students. Today it has about 80. Under

Etter's leadership, the program grew in 

prestige, and soon big-name employers 
such as USAA, GE Capital and Morgan 
Stanley started recruiting LERE graduates.  

"Dr. Etter did fantastic things for the 

LERE program. He opened up employment 
opportunities for students that just did 
not exist before," Jordan said.

academic, he 

driven to see 
uses on what 

n - the practi

eed.  

aching meth

atest technol

eaching, finance 
t longhand 

how to use 
systems and 
ram used for 

flow projection.
Etter points with pleasure to the pho

tos of former students and smiles when 

he explains how rewarding it is to see his 

students develop successful careers.  

He has made an effort to keep in touch 

with them and has forged a powerful 

network of contacts, partially through 

the Society of Texas A&M Real Estate 

Professionals (STAMREP), a former stu

dent organization.  

Each Friday, Etter's class featured a 

guest speaker from the industry. Many of 

these guests were former students who 

related stories about their careers and 

problems encountered in the field.  

"The more I have dealt with young 

people over the years, the more opti

mistic about the future I have become," 

Etter says.  

"They are ready to go into a world 
that you can hardly keep up with.  

Technology is changing rapidly, as is 
the nature of the workplace - how 

you work, where you work.  
"Yet when I see students three years 

later, they are just doing wonderfully 
well; they have blossomed and have 

families. I could not have imagined 
that so many of them would be doing 

so very well." 

The LERE program, which Etter 
helped shape, will continue to prepare 

ambitious young people for successful 

real estate careers. Meanwhile, he will 

be shaping something entirely different 
during his retirement years.  

He plans to dabble in the creative arts 

and is likely to be seen in a studio, pursu

ing his newest passion, pottery making. 4 

Brewster is an assistant editor with the Real Estate 

Center at Texas A&M University.
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for federal, state and local governments. When these expendi
tures are made locally, the local economy benefits; if purchased 
materials and services come from other areas of the state or 
from out of state, the economic impact is expanded.  

What are Economic Impact Studies? Economic impact studies fall into several categories. One 

class measures the comprehensive economic effects of 
already established industries, such as the Texas chemi

cal industry. Other types of studies analyze the economic con
sequences of new laws or proposed changes to existing laws.  
For example, a study might focus on the effects of a proposed 
tax on imported crude oil. Impact analyses sometimes include 
estimates of potential changes in the volume of future develop
ment, public services or other similar activities, such as road 
construction.  

The economic impacts of some activities may be temporary, 
spurred by a one-time event, such as a Super Bowl game. Other 
projects, such as construction 

of a shopping center or a large 
sports stadium, have economic 
impacts that last for years.  

Economic impacts are not 

always positive. Some activities 
result in diminished economic 

outcomes. If a military base 

is closed or loses troops, for 
example, the lower base opera

tions expenditures result in loss 

of local employment and earn-5 

ings along with reduced local r 
retail sales and sales taxes. The 
same is true when an industrial 

plant closes.  
Projected economic impacts are most often used to pro

mote or defend projects or activities. In real estate, economic 

impact studies may be used to obtain local government sup

port and possibly financing for infrastructure or other neces

sary improvements. Studies may be used to obtain regulatory 

variances for development or a particular type of construction.  

In other situations, economic impact studies may be used to 

direct public policy or obtain support for industries, economic 
development or even public developments, such as transporta

tion improvements or public facilities.  
Estimating the economic impacts of any action is a complex 

process. One person's expenditure is another person's revenue, 
which when spent becomes yet another person's revenue.  

When a house is sold, expenditures on property appraisals, 
sales commissions, legal fees, mortgage loan fees, moving 

expenses and other costs generate revenues for licensees, lend

ers, attorneys and other service providers.  

These people, in turn, spend part of these revenues to pur

chase other goods and services, generating revenues for still 

others. This is referred to as the multiplier effect. Economists 

identify and measure economic impacts in an orderly and 

methodical process based on the nature of the activity under 

investigation, data availability, geography of the impact area 
and timing of events.  

Impacts Classified 
Economic impacts typically are divided into two groups: 

initial impacts and ongoing impacts. In most cases, initial

impacts occur in the "action" period of the motivating activity, 
such as during development and construction of a real estate 
project.  

Initial impacts occur only one time, and they disappear once 
the action phase is completed. Ongoing impacts begin after the 
action phase is completed, are repetitive in nature and may 
continue year after year. Retail and local property taxes are 

examples.  

Economic impacts, whether initial or ongoing, can be further 
classified by four broad categories: direct, indirect, induced 
and total impacts. Direct impacts are new business sales, 
earnings, employment and taxes originating from the initial 
project expenditures, such as construction material purchases, 
construction employment and wages paid during the construc
tion of a house.  

Indirect effects, also called secondary, ripple or spillover 

effects, consist of additional business sales, employment and 

taxes generated from the 

original primary expendi

tures. When builders buy 

' 'goods and services to con

struct a house, the suppliers 

of the goods and services 
Purchase goods and services 

from other suppliers, gener

I I ' 
ating additional earnings and 
employment.  

Induced impacts result 

.' . . as direct earnings are spent 
on subsequent goods and 
services. For instance, as con

struction workers spend their 

wages, they stimulate further 

spending. The total impact is the sum of the direct, indirect 

and induced impacts.  
Economists use the concept of a multiplier to express the 

quantitative relationships between initial, direct expenditures 

and additional, future expenditures stemming from the initial 

expenditures. An individual multiplier is associated with each 

of the indirect, induced and total impacts.  

or instance, a Real Estate Center input-output model 

estimated that one dollar spent to construct a single

family house in Texas in 2002 generated 51 cents in 
indirect expenditures and a further 18 cents in induced expen

ditures, resulting in $1.69 in total expenditures. The employ
ment multiplier was an estimated 0.47; that is, every construc

tion job created to build a house generated an additional 0.47 

jobs in the state.  

Area of Analysis 
Economic impacts are identified and measured relative to 

a defined geographical area. Depending on the purpose of the 

impact study, the analysis area might be a state, county, city, 
local community, nation or even the world. The analysis area 

encompasses the place where the original activity takes place 

and any other areas that might be impacted by the activity.  

For the purposes of the study, the defined analysis area is 

treated as an economic "country," and goods and services 

purchased from and sold to other areas are treated as "imports" 

and "exports." The choice of the analysis area has important 

implications for quantifying the economic impacts. Purchasing

TIERRA GRANDE4



bricks for a house from a brick manufacturer located within 

the area creates more local jobs than if the bricks are "imported" 

(purchased from a manufacturer outside the area).  

A construction project may have little local economic 

impact if most of the initial expenditures go outside the area.  

This is why many jurisdictions have a local content require

ment for major construction projects.  

Direct Spending Critical Correctly specifying an activity's initial, direct cost and 

any ongoing expenditures is the key to estimating total 

potential impacts. All other economic impacts derive 

from the direct and ongoing expenditures. But measuring the 

amounts and types of expenditures of projects often presents 

interesting challenges. Construction project costs, for example, 
are divided into hard and soft costs. Interest payments on con

struction loans often go outside the region, labor or materials 

may come from outside the area, and the costs may be spread 

out over time for large, multiyear projects.  

Economists use an analytical framework called an input

output model for estimating total economic impact generated 

from initial expenditures. An input-output model is a table of 

purchases and sales by all industries to and from each other 

in the area of analysis. The input-output model is an essential

tool of economic analysis in economic impact studies, so much 

so that its inventor, Harvard professor Wassily Leontief, was 

awarded a Noble Prize in economics in 1973.  

The model computes new business sales, employment, value 

added and taxes for all industries resulting from the direct 

initial and ongoing project expenditures. Input-output models 

are extremely complex and expensive, requiring substantial 

data and skill to build. Most economic impact studies, there

fore, rely on existing multiplier estimates developed by known 

research organizations that specialize in developing the mod

els. One model used quite often is the table of regional multi

pliers developed by the Bureau of Economic Analysis. 4 

Dr. Anari (m-anari@tamu.edu) and Dr. Gaines (jpgaines@tamu.edu) are 

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

Economic impact studies measure the expected economic 

consequences of economic or legal activities, including 

direct, indirect, induced and total impact of initial activi

ties. Results are used for project selection and public 

policy design, such as taxes and subsidies.
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Chasing 
Change 

By Ali Anari and Harold D. Hunt 

Ben Franklin once commented, "When you're finished 
changing, you're finished." 

Change is inevitable in economies today, and the different 
sectors within a modern economy must function efficiently 
in an environment of constant change to produce the optimal 
amount of goods and services. As the relative importance of 
each sector changes and local economies evolve, demand for 
various types of commercial and industrial real estate also 
changes.  

Higher growth rates in the service and financial sectors 
result in greater demand for office space, while a decline in 
manufacturing employment often translates into reduced 
demand for industrial buildings. Demand for warehouse space 
can be significantly affected by growth in the wholesale indus
try, while retail property demand is closely tied to retail sales.  

Modern economies are becoming more knowledge-based, 
transforming continuously in response to changes in technol
ogy and consumer preference. Technological innovations allow 
new industries to emerge while obsolete ones are simultane
ously eliminated. Consumer preferences change, leading to 
changes in output rates and employment rates in U.S. industries.  

Continuous change in demand for and supply of goods 
and services eventually results in structural changes in local 

6
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economies, reallocating the importance of different economic 
sectors over time. These structural changes have important 
implications for real property, and real estate professionals 
can benefit greatly by monitoring these changes for long-range 
investment planning purposes.  

Real Estate Demand 
Purchases of real estate services by other Texas industries 

exceeded $34 billion during 2002, accounting for about half 
the revenue generated from real estate activities. The Financial 
Activities sector has been the state's largest consumer of real 
estate services, accounting for more than 26 percent of rev
enues (Table 1).  

Demand within the Financial Activities sector primarily 
consists of demand for office space. Firms providing real estate 
services are included in the Financial Activities sector, and an 
important part of that sector's demand is for office space occu
pied by the real estate industry itself.  

The Education and Health Services sector and the Trade 
sector ranked second and third, respectively, in their use of 
Texas real estate services (Table 1). Education and Health Ser
vices accounted for 16.4 percent of the demand for real estate 
services, with doctors, dentists and other health professionals

TIERRA GRANDE
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primarily consuming office space. The Trade sector accounted 

for 14.2 percent of Texas real estate revenues, mainly for space 

leased by the retail industry.  

Employment's Effects on Real Estate Services 
The Texas economy has expanded by more than 2.6 mil

lion jobs since 1990, an increase of 37.2 percent (Table 2). The 
state's Professional and Business Services sector added 524,100 

Table 1. Texas Real Estate Services Demand by Indust 

Industry Value of Services Percen 
__ndustry _______ $ Million 

Financial Activities 9,135.3 
Education & Health Services 5,652.4 
Trade 4,877.3 
Professional & Business Services 3,519.0 
Other Services 2,694.4 
Leisure & Hospitality 2,617.7 
Transportation, Warehousing & Utilities 1,468.3 
Agriculture, Natural Resources & Mining 1,342.6 
Manufacturing 1,259.6 
Information 908.4 
Construction 697.0 
Government Enterprises 272.0 

Total Industrial Demand 34,444.0 1 

Sources: Texas Workforce Commission and Real Estate Center at Texas A&M Univ 

jobs, an impressive 83.2 percent gain, increasing its employment 

share from 8.9 percent in 1990 to 11.9 percent in 2005 (Table 
3). Job creation within this sector primarily centers around 

office employment, including legal services, accounting, tax 

preparation, bookkeeping, payroll, architectural, engineering 

and computer systems design, management, and scientific and 

technical consulting. Growth in this sector positively affects

office occupancy rates.  

The state's Education and Health 

Services sector gained 507,400 

jobs, up 75 percent (Table 2). This 
sector's share of the state's total 

nonfarm employment rose from 

9.5 percent in 1990 to 12.2 percent 

in 2005 (Table 3). This sector uses 

a mix of property types including 

buildings for colleges, professional 
schools, health-care facilities, phy
sicians' offices, hospitals and day
care facilities. Demand for these 

properties should increase.  

The Financial Activities and 

Information sectors generate a 
significant number of office jobs as 

well. Financial activities involve 

firms that deal with credit inter

mediation, securities, commodity

contracts, insurance carriers, agencies, brokerage, fund man

agement and real estate sales and leasing. Firms within the 

Information sector include newspaper, periodical, book and 

directory publishers, telecommunications and Internet service 

providers, web search portals and data processing services.  

The state's Financial Activities sector grew by 150,600 

jobs between 1990 and 2005 (Table 2). During the period, the 
Information sector was taking a roller-coaster ride, going from 

173,600 jobs in January 1990 to a peak of 280,700 
by December 2001. The sector suffered signifi

cant job losses in the aftermath of the Internet 

meltdown, however. By December 2005 employ
t of Total ment stood at 223,600, with jobs still being lost.  

26.5 From 1990 to 2005, Trade sector employment 
16.4 in Texas grew by 24.4 percent while employment 
14.2 in Transportation, Warehousing and Utilities 
10.2 increased by 34.6 percent (Table 2). Commercial 

7.8 property affected by changes in these two sectors 

7.6 includes shops, stores, showrooms, gas stations 

3.9 and warehouses. Demand for commercial space 

3.6 is more heavily impacted by economic activ
2.6 ity in the Trade sector than by Transportation, 
2.0 Warehousing and Utilities activity.  

0.9 Real property affected by the Leisure and 

00.0 Hospitality sector includes hotels, motels, enter

tainment properties, restaurants, food services 
ersity and drinking establishments. The state's Leisure 

and Hospitality sector has experienced signifi

cant growth, gaining 313,800 jobs since 1990, a 52.8 percent 
increase (Table 2).  

The Natural Resources and Mining sector and the Manufac

turing sector are important generators of industrial real estate 

demand. The state's Manufacturing sector has shed 49,100 

jobs since 1990 (Table 2), decreasing its share of total nonfarm 

employment from 13.4 percent in 1990 to 9.2 percent in 2005 

(Table 3).

Table 2. Texas Employment by Industry, 1990-2005 

I Employment Change 

2005 1990 Number Percent 

Total Nonfarm 9,735,000 7,096,800 2,638,200 37.2 
Natural Resources and Mining 165,900 163,200 2,700 1.7 
Construction 566,500 346,100 220,400 63.7 
Manufacturing 898,600 947,700 -49,100 -5.2 
Trade 1,585,800 1,274,700 311,100 24.4 
Transportation, Warehousing, and Utilities 406,400 302,000 104,400 34.6 
Information 223,600 177,000 46,600 26.3 
Financial Activities 609,500 458,900 150,600 32.8 
Professional and Business Services 1,154,300 630,200 524,100 83.2 
Educational and Health Services 1,184,000 676,600 507,400 75.0 
Leisure and Hospitality 908,000 594,200 313,800 52.8 
Other Services 349,400 262,900 86,500 32.9 
Government 1,683,100 1,263,400 419,700 33.2 

Sources: Texas Workforce eal Estate Center at Texas A&M University
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Employment in the Natural Resources and Mining sector is 
closely associated with changes in crude oil prices. Since 1990, 
the sector has gone through several periods of job gains and job 
losses. Overall, it managed to gain 2,700 jobs by 2005 (Table 
2), but its employment share dropped from 2.3 percent to 1.7 
percent of nonfarm employment (Table 3).  

Employment by MSAs 

The employment mix varies significantly between the state's 
metropolitan statistical areas (MSAs). Table 4 displays the 
share of jobs represented by each employment sector for Texas 
MSAs measured as a percentage of total nonfarm employment.  
A brief discussion of meaningful statistics within each employ
ment sector follows.  

Natural Resources, Mining & Construction 
Natural Resources, Mining & Construction employment 

accounts for 19.9 percent of nonfarm employment in Mid
land, the metro area with the largest percentage of mining 
employment in Texas. Second and third place are occupied 
by the Odessa and Victoria MSAs at 14.6 percent and 13.1
percent, respectively.  
The Brownsville
Harlingen MSA has 
the smallest share of 
Natural Resources, 
Mining & Construc

tion employment.  

Manufacturing 

Employment in the 

Manufacturing sector 

ranges from a low of 

2.1 percent in Laredo to 

a high of 15.2 percent 
in Waco. Other MSAs 
with Manufacturing 

employment above 

10 percent are Ama

rillo, Beaumont-Port 
Arthur, Dallas-Plano-

Baytown-Sugar Land records the smallest percentage share 

(10.4 percent).  

Transportation, Utilities & Warehousing 
Transportation, Utilities & Warehousing employment 

accounts for 14.9 percent of nonfarm employment in Laredo, 
the highest percentage recorded by any Texas MSA. Fort 
Worth-Arlington is second (7.4 percent) followed by El Paso 
(5.1 percent). The Transportation, Utilities & Warehousing 
sector is a major consumer of warehouses and industrial real 
estate.  

Information 
The Information sector is made up of telecommunications 

companies, Internet service providers, web search portals and 
publishing firms. Information accounts for only 4.9 percent of 
total employment in Lubbock at the top end followed by 4.3 
percent in San Angelo, 3.9 percent in Dallas-Plano-Irving and 
3.1 percent in Austin-Round Rock.  

Financial Activities 

The Financial Activities industry consists of credit inter
mediation, securities and

Table 3. Shares of Texas Employment by Industry, 1990-2005 

Percent of Total Employment 

sy 2005 1990 
Natural Resources and Mining 1.7 2.3 
Construction 5.8 4.9 
Manufacturing 9.2 13.4 
Wholesale Trade 4.9 5.2 

! Retail Trade 11.4 12.7 
Transportation, Warehousing, and Utilities 4.2 4.3 
Information 2.3 2.5 
Financial Activities 6.3 6.5 

r Professional and Business Services 11.9 8.9 
Educational and Health Services 12.2 9.5 
Leisure and Hospitality 9.3 8.4 
Other Services 3.6 3.7 
Government 17.3 17.8 

Sources: Texas Workforce Commission and Real Estate Center at Texas A&M University

Irving, Fort Worth-Arlington, Longview, Sherman
Denison, Texarkana, Tyler, Victoria and Wichita Falls.  

Wholesale Trade 

The Odessa MSA records the largest percentage of Whole
sale Trade employment (7.9 percent), followed by Dal
las-Plano-Irving (6.3 percent) and Austin-Round Rock (5.4 
percent). College Station-Bryan has the smallest percentage 
at 1.7 percent.  

Retail Trade 
The McAllen-Edinburg-Pharr and Sherman-Denison MSAs 

capture the largest percentage of Retail Trade employment 
(14.4 percent), followed by Laredo (14.1 percent). Houston-

commodities contracts, 
insurance carriers and 

real property leasing. The 

Dallas-Plano-Irving MSA 
has the largest percent

age of Financial Activities 
employment (8.9 percent) 
followed by San Antonio 

(7.9 percent) and Sherman
Denison (6.2 percent).  

Professional and 
Business Services 

The Professional and 
Business Services sec

tor includes professional, 
scientific and technical 

services, management of 

companies, administrative
support, waste management and remediation services. Large 
metropolitan areas typically have high proportions of total 
employment in professional services.  

Professional and Business Services employment accounts 
for 15.1 percent of total nonfarm employment in Dallas-Plano
Irving, 14.2 percent in Houston-Baytown-Sugar Land, 13.5 
percent in Austin-Round Rock, 12.4 percent in San Antonio, 
11 percent in Fort Worth-Arlington, 10.9 percent in Midland 
and 10.2 percent in El Paso.  

Education and Health Services 

Only privately owned facilities that provide education or 
health services are included in the Education and Health 
Services sector. Publicly owned facilities are included in the
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Table 4. Shares of Employment by Industry for Texas Metropolitan Areas, 2005 

Natural Whole- Transport., Prof. Educ. Leisure 
Res., Retail Infor- Financial Other 

Metro Area Mfg. sale Util. & & Bus. & Hlth. & Hos- Govt.  
Mining & Mfg.Trade saleUi. mation Activities . Svcs.  

Trade Warehous. Svcs. Svcs. pitality 
Constr.  

Abilene 7.1 4.9 3.4 12.9 2.5 1.9 5.0 6.4 21.6 10.2 4.7 19.4 

Amarillo 6.1 11.2 5.1 12.9 3.4 1.7 5.5 8.4 13.8 10.1 4.6 17.5 

Austin-Round Rock 5.8 8.3 5.4 10.5 1.7 3.1 5.9 13.5 10.3 10.0 3.9 21.6 

Beaumont-Port Arthur 9.2 12.4 2.8 12.7 4.3 1.8 3.6 8.5 14.9 8.8 3.8 17.3 

Brownsville-Harlingen 3.7 6.3 2.8 13.3 3.5 1.0 4.0 6.6 23.1 9.9 2.9 23.0 

College Station-Bryan 6.6 7.1 1.7 10.8 1.2 1.2 3.9 6.2 10.3 10.6 3.0 37.2 

Corpus Christi 10.4 6.2 3.2 11.7 3.0 1.5 4.6 9.4 15.5 11.6 3.8 19.0 

Dallas-Plano-Irving 5.7 10.1 6.3 10.7 3.8 3.9 8.9 15.1 10.1 9.1 3.8 12.5 

El Paso 4.7 8.8 3.9 12.5 5.1 1.8 4.4 10.2 12.7 9.7 3.0 23.2 

Fort Worth-Arlington 6.6 11.7 4.7 12.0 7.4 2.1 5.8 11.0 10.8 9.9 4.0 13.9 

Houston-Baytown
Sugar Land 10.2 9.0 5.2 10.4 4.9 1.5 5.9 14.2 11.1 8.8 4.0 14.5 

Killeen-Temple
Ft. Hood 4.9 7.3 3.0 11.9 3.4 2.1 5.4 7.5 13.6 8.7 4.5 27.6 

Laredo . 5.0 2.1 3.1 14.1 14.9 0.9 4.3 5.0 14.2 10.0 2.1 24.4 

Longview 12.1 14.9 4.0 12.2 3.1 2.1 3.9 7.4 15.9 8.1 3.6 12.8 

Lubbock 4.2 4.1 4.6 12.1 3.0 4.9 5.4 8.3 14.7 11.6 4.2 22.9 

McAllen-Edinburg
Pharr 5.4 4.3 3.4 14.4 3.0 1.5 4.2 6.6 20.8 8.6 2.5 24.5 

Midland 19.9 3.9 4.4 12.1 2.5 3.0 5.4 10.9 10.3 9.9 3.7 13.8 

Odessa 14.6 6.7 7.9 12.5 3.0 1.3 4.3 7.1 10.1 10.3 5.2 17.0 

San Angelo 6.8 8.2 3.4 12.3 1.8 4.3 4.3 8.4 16.7 9.6 3.9 20.1 

San Antonio 6.2 5.9 3.4 11.8 2.7 2.6 7.9 12.4 13.6 10.2 3.5 18.4 

Sherman-Denison 6.6 14.4 2.3 14.4 2.7 1.4 6.2 6.2 18.9 9.6 3.4 14.2 

Texarkana 4.4 10.1 4.4 13.0 4.4 0.9 4.4 5.9 16.5 9.3 3.8 22.7 

Tyler 5.5 10.5 4.1 13.7 3.4 2.3 4.6 8.2 20.0 9.5 4.2 13.8 

Victoria 13.1 11.7 3.5 13.3 3.1 1.2 4.3 7.0 13.5 8.6 3.1 17.8 

Waco 5.3 15.2 3.9 10.7 2.9 1.7 5.9 7.3 17.5 9.2 4.0 16.5 

W ichita Falls 5.7 12.5 2.9 12.5 2.4 2.4 3.7 5.2 16.4 9.1 5.0 22.0 

Sources: Texas Workforce Commission and Real Estate Center at Texas A&M University

Government sector. Education and Health Services employ

ment accounts for 23.1 percent of total employment in 

Brownsville-Harlingen, 21.6 percent in Abilene, 20.8 percent 

in McAllen-Edinburg, 20.0 in Tyler and 18.9 percent in 

Sherman-Denison. Corpus Christi, Longview, San Angelo, 
Texarkana, Waco and Wichita Falls all have more than 15 

percent of their total employment in Education and Health 

Services.  

Leisure and Hospitality 

The Leisure and Hospitality sector includes firms involved 

in the arts, entertainment and recreation as well as accommo

dations and food services. Leisure and Hospitality employment 

ranges from a high of 11.6 percent in Corpus Christi and Lub

bock to a low of 8.1 percent in Longview.  

Other Services 
The Other Services sector includes repair and maintenance, 

personal and laundry services as well as religious, civic and 

professional organizations. Wichita Falls has the largest share 

of Other Services employment at a mere 5 percent.
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Government 
Government employment represents a relatively large share 

of total nonfarm employment in all Texas metro areas. Gov

ernment records a 37.2 percent share in College Station-Bryan, 
primarily because of the scope of Texas A&M University 

employment relative to the area's total population. Govern

ment exceeds 20 percent of total nonfarm employment in the 

Austin-Round Rock, Brownsville-Harlingen, El Paso, Killeen

Temple-Fort Hood, Laredo, Lubbock, McAllen-Edinburg-Pharr, 
San Angelo, Texarkana and Wichita Falls MSAs. 4 

Dr. Anari (m-anari@tamu.edu) and Dr. Hunt (hhunt@recenter.tamu.edu) are 

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

As economic sectors change and local economies evolve, 
demand for commercial and industrial real estate also 

changes. Real estate professionals can benefit greatly by 

monitoring these changes for long-range investment plan

ning purposes.  
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G[LATION TACKLES INCONVENIENT
By Charles E. Gilliland

A11 across the state an increas
ing number of Texas land

owners who planned to develop 

their properties have encountered 

roadblocks in the form of Certificates 

of Convenience and Necessity (CCN).  

The CCN, issued by the Texas Com

mission on Environmental Quality 

(TCEQ), confers on its holder the 

exclusive right to supply specified 

utility services to an identified geo

graphic area. That right can cover 

water or wastewater service for all 

land in the CCN territory.  
The CCN also obligates its holder to provide continuous and 

adequate service for every consumer in the area. If the holder 
fails to provide service, a decertification process through TCEQ 
can revoke the CCN. If the utility has outstanding debt with 
an entity of the federal government, however, decertification 
cannot occur because federal law prohibits changes in the CCN 
boundaries.  

CCNs are designed to ensure that utility services are sup
plied efficiently. Rather than having areas where fragmented 
development efforts produce an array of inferior utility sys
tems, the CCN process seeks to consolidate scattered develop
ments under a single service provider.  

Because of the substantial costs required to install infra
structure, the single provider could arguably be expected to 
provide better service at a lower cost through economies of scale 
that result from spreading fixed costs over a larger number of 
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customers. In addition, landowners would know which entity 
is required to supply utility service to their properties.  

THE REALITY 
In practice, many CCNs were issued without the knowledge 

of affected landowners or without a demand for service. Some 
utilities obtained the certificates but lacked the resources 
needed to provide service. Further, the boundaries of CCNs 
sometimes were unclear from official documents.  

Because the Texas Water Code did not require notification of 
affected landowners in the past, many landowners did not dis
cover the CCNs until they prepared to develop their properties.  
Some found that dealing with a CCN holder to secure service 
complicated or even blocked the subdivision process.  

In the worst case scenario, an owner who did not know the 
CCN existed would develop a subdivision and install a private 
water system to supply the new neighborhood. After building 
the system, the developer would discover the existence of a 
CCN for water service in that area. The CCN holder could be 
a city, water supply district, investor-owned utility or other 
special district. In that situation, the developer would be pro
hibited from operating the private utility and would have no 
choice but to transfer the water system to the CCN holder.  

In other cases, owners assumed that a nearby city could sup
ply their subdivisions only to discover that a rural water supply 
utility held a CCN covering their property. Frequently, such 
CCN holders are not financially prepared to serve a develop
ment's needs.  W hen the utility cannot provide service and an alter

native source is available, developers can move to 
have the CCN holder decertified. Landowners have 

reported this process to be lengthy and fraught with uncer
tainty. Many find it necessary to negotiate an agreement with 
the CCN holder before they can transfer the subdivision to 
another utility system.  

Negotiations typically involve paying CCN holders fees for 
infrastructure transferred plus damages to the CCN holder's 
plans for future service to the remaining CCN area. Some 
landowners find CCN holder demands so onerous that they 
abandon their development plans.  

Nearly half of Texas cities have CCNs. An estimated 100 cit
ies have obtained CCNs beyond their extraterritorial jurisdic
tion (ETJ), effectively projecting city controls into rural areas.

TIERRA GRANDE
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For example, the City of Alvord (population 1,000) presides 
over a large CCN territory despite having limited capacity to 

provide water and wastewater services. The city, which occu

pies approximately 600 acres, obtained a CCN covering 14,000 

acres. Obviously, the CCN allows Alvord to exercise control 

over development well outside its legal boundaries.  

In some areas, one entity holds a CCN for water service 

while another holds the CCN for wastewater service. Land

owners may find themselves caught between entities feuding 

over conflicting policies.  

The resurgence of development in Texas has prompted a 

growing number of rancorous confrontations between land

owners and CCN holders. Landowners tend to be disgruntled 

when they learn their property was included in a CCN without 

their knowledge. The delays and difficulties inherent in the 
decertification process also prove a source of contention.  

TAMING THE PROCESS 
These kinds of conflicts prompted a crusade for changes 

in the CCN process. Those efforts resulted in adop

tion of House Bill 2876 in the 79i Legislature. The bill 
became effective in September 2005. Rules designed to imple

ment the bill were adopted by TCEQ in December 2005 and 

became effective in January 2006. Under the new law, land

owners must be notified when 

a CCN is created or amended.  

CCN applicants must define 
proposed service areas and 

sources of funding, and land- n 

owners may become a part of 

the certification process. The 
bill also shortens and simpli- provide S 
files the decertification process 

to 180 days, and it limits cities' alternative S 

ability to extend CCNs beyond deve opers 
their ETJs.  

These provisions apply to all the CCN I 
CCN holders with the excep
tion of cities with populations 

exceeding 500,000, where special rules apply. The text of the 

TCEQ rules is available at http://www.tceq.state.tx.us/assets/ 

public/legal/rules/rules/pdflib/291 g.pdf.  
CCN Creation and Amendment (Section 12.244[d]). The new 

regulations recognize landowners as affected persons who must 

receive notice of applications to create or amend CCNs (Chapter 

13 of the Texas Water Code is available at http://www.capitol.  

state.tx.us/statutes/wa.toc.htm). This change gives the landown

ers standing to intervene in the hearing process. Further, the 

code now requires CCN applicants to provide a specific descrip

tion of the area along with requests for service in the area.  

CCN applicants must submit a capital improvements plan 

with identified sources of funding and a current financial 

statement as well as a list of owners of tracts 50 acres or larger 

in the CCN area. Landowners now may opt out of the CCN 

before the 3 0 th day after receiving notice of an application.  
The opt-out provision does not apply to proposed service areas
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within cities of 500,000 or more population or within such 

cities' ETJs.  

xpedited Decertification (Section 13.254). Owners of 50 
acres or more who do not receive service from the CCN 

holder may petition TCEQ for decertification and release 

from the CCN area. The petitioner must submit a written 

request for service to the CCN holder. The CCN holder has 90 
days to respond to the landowner's written request for service 

and to address other required elements of the petition.  

After that 90-day period, a petition satisfying all require

ments is considered administratively complete. TCEQ must 

grant the petition within 90 days unless required elements 

were not satisfied.  

When decertification is granted, TCEQ may also require an 

award of compensation to the CCN holder for the proportion 

of its facilities designed to serve the landowner's property. The 

code and rules specify how that compensation is calculated.  

ETJ Controversy (Section 13.2451). Under the new law, a 

city can no longer extend its CCN outside the ETJ without 

the written consent of landowners in the affected area. Pro

posed TCEQ rules that would have voided virtually all of the 

CCNs outside of cities' ETJs met with spirited opposition from 

many city officials. Consequently, the amended adopted rule 

stipulates that any landowner outside the ETJ who regularly 

receives and pays for service from a municipality has con

sented to the CCN unless that 

landowner specifically objects 

in writing. The rules are silent 6 \J. with respect to landowners 

not receiving services from the 

municipality.  

House Bill 2876 and TCEQ's 
a a e implementing rules have done 

much to address the grievances 
of affected landowners.  

ca t i a The law and the rules seek 

to preserve the concept of 

regionalization of utility service 

while allowing the flexibility of efficient land development in 
Texas. The rules and Chapter 13 of the water code are complex 

documents that govern a vital process. Because utilities and 

land developments are as variable as the Texas weather, CCNs 

likely will face further scrutiny as all parties strive to make 

them more effective in providing needed services to Texans.  

For more information on CCNs, see "Rural Water: Plan 

Before You Plat," at recenter.tamu.edu/pdf/1499.pdf. 4 

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

Estate Center at Texas A&M University.

Landowners and developers must deal with CCN holders 

to secure utility service. New regulations and legislation 

make the CCN process more friendly to landowners.  
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TH S TO COME 
By Mark G. Dotzour

At the beginning of 2006, Dr. Alan Greenspan departed 
as chairman of the Federal Reserve. Referred to as 
"Maestro" by one author, Greenspan directed the U.S.  

economy through 18 years that included the 1987 stock market 
crash, the Russian ruble crisis in 1998, the much anticipated 
Y2K crisis in 1999, the 9-11 attacks and the subsequent 2001 
recession. Despite all this, the U.S. economy posted one of the 
least volatile periods in American economic history.  

After much speculation over who would replace the central 
banking legend, the job was turned over to Dr. Ben Bernanke.  

Bernanke will now be like a physician in charge of the health 
and treatment of the U.S. economy, which is being 

weaned from the powerful stimulus of low interest 
rates. Are rates still too low? Does the flat yield 

curve suggest a recession is ahead? The 
consequences of this delicate situ

ation could have a strong 

influence on

both commercial and residential real estate markets in the 
coming years.  

In the summer of 2000, the stock market imploded. This was 
followed by the terrorist attacks and the recession that began 
in November 2001. The economy was losing jobs.  

Suddenly a new word entered the mainstream economic 
vocabulary. The word was deflation, which is the opposite of 
inflation, and causes a general decline in prices. The repercus
sions of deflation are higher foreclosure rates for homeowners 
and declining profits for businesses.  

So the Fed treated the ailing economy with a potent dose of 
lower interest rates, dropping the Fed funds rate to 1.25 percent 
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to encourage Americans to buy cars, houses, furniture and 
anything else that would stimulate job growth.  

Empirical research has shown there is a lag between the 
time the Fed starts to treat an ailing economy and the time the 
"patient" starts to respond. In this case, the "medicine" - low 
interest rates - began to take effect in 2004. Jobs were created, 
and employers started to hire again. The "jobless recovery" 
was over. Job growth continued through 2005 and into early 
2006.  

In June 2004, the Fed began slowly reducing the flow of the 
interest rate stimulant, raising rates 15 times to 4.75 percent as 
of April 2006. The question now is whether the patient is fully 
recovered and healthy or overstimulated by excessive medication.  

At the outset of 2006, deflation was no longer an issue. The 
principal question became whether the Fed had left interest 
rates too low for too long. Would the economy overheat? Would 
interest rates turn upward? The present spike in 

the price of oil, gold, silver and

other 

commodi

ties seems 

to signal higher 
inflation on the 

horizon.  

In response to these con

cerns, the Fed has continued to 
increase interest rates to reduce the 

stimulus to the economy. At the close of 
first quarter 2006, however, it appeared the higher 

interest rate regime had not impacted the economy 
adversely. Cars and houses were still selling, as were comput

ers, cell phones, iPods and televisions. Second quarter 2006 began 
with prospects of more Fed rate hikes.  

So what's the big deal here? Why should business people 
care? 

The answer is that the Fed has raised short-term inter
est rates 15 times, but long-term interest rates (such as the 
ten-year U.S. Treasury bond and mortgage rates) have barely 
budged. This has created a situation known as a "flat yield 
curve" that could be approaching an "inverted yield curve." 

What is a yield curve? It is a snapshot of interest rates on 
U.S. government notes and bonds on any given day. Intuition 
tells us that as a note or bond gets longer in term, the interest 
rate gets higher. That is, interest on a ten-year Treasury note 
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should be higher than that on a five-year note. Similarly, inter

est on a five-year should be higher than on a two-year note, 

which should be higher than a one-year note.  
Under normal conditions, the yield curve should be upward 

sloping. An upward sloping yield curve usually means the U.S.  

economy is expanding rapidly because borrowing costs are 

low. When Americans can borrow money cheaply, they spend 

money freely.  

Business decision-makers have to be concerned about a 
flat yield curve that may become inverted because a flat or 
inverted yield curve often is followed by a recession and job 

losses. In an October 2005 report for the Fed, Arturo Estrella, 
senior vice president of the Federal Reserve Bank of New York, 
explains, "The yield curve has predicted essentially every U.S.  

recession since 1950 with only one false signal, which preceded 
the credit crunch and slowdown in production in 1967." 

In a Fed report issued in February 2006, Fed economist Jona

than H. Wright stated, "The shape of the yield curve that has 

historically been the strongest predictor of recessions involves 

an inverted yield curve

with a high level of 
the federal funds rate." 

One Fed model 

currently puts the odds 

of a recession at about 

50 percent. However, 
three other models put 

the likelihood at 20 
percent.

the rate for the five-year and ten-year notes, the yield curve is 

basically flat.  
So the big question for American business and investors is 

whether the flat yield curve will induce a recession in the next 

12 to 18 months. Unfortunately, the answer is not obvious. In 

a March 2006 speech, Fed Chairman Bernanke said, "Clearly 

bond prices . . . incorporate a great deal of information that 

is potentially very relevant to policymakers. However, the 

information is not always easy to extract and, as in the current 

situation, the bottom line for policy appears ambiguous." 
This is an impressive way of saying that the bond market 

has a lot to say, but we don't know how to interpret what it is 

telling us.  
Whenever the yield curve turns flat or inverts, the possibility 

of a recession is greatly increased. However, Fed econo
mists are convinced that extraordinary circum

stances may be causing the flat yield 

curve and that a Fed
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Figure 1 shows what 

the yield curve looked like in April 1993. The U.S. 5 

economy was laboring under the effects of the 1991 
recession, and the Fed had created an upward sloping 4 
yield curve to stimulate job growth. In this case, the 

medicine worked. 3 
By April 2000, the economy was charging ahead, the 

stock market was booming and speculative fever was 2 

in the air. In the midst of the euphoria, the Fed raised 
interest rates sufficiently to flatten the yield curve. 

Eighteen months later, a recession began. 0
Figure 2 shows what the yield curve looked like in Fed 

June 2003, when the U.S. economy was sluggishly R 

trying to recover from the 2001 recession and the 9-11 Sour 

attacks. The yield curve was upward sloping. The Fed 
stimulus was flowing into the economy.  

As job growth expanded in 2004, the Fed started to gradu

ally withdraw the low-interest-rate stimulus with a long string 

of quarter-point interest rate increases. During this period, 
however, the interest rate on ten-year U.S. Treasury bonds 

changed little. And because mortgage rates on homes are based 

on ten-year Treasury rates, Americans continued to buy houses 

in record numbers.  

Figure 2 also shows the yield curve for April 2006. The 
Fed rate has been increased to 4.75 percent, yet the ten-year 

Treasury has not increased by the same magnitude. Because 

the interest rate on the two-year Treasury is about the same as 
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10-Year 
Treasuries

funds rate of 

4.75 percent is too low 
to cause a recession.  

In the March speech, Bernanke 

went on to say, "Although macroeco

nomic forecasting is fraught with hazards, I 

would not interpret the currently very flat yield 

curve as indica

tion of a sig

2 " nificant economic 

slowdown to 
come..." 

Economist 

Wright also 
commented that 

I-p Australia and the 

United Kingdom 
A- have had down

ward sloping yield 

curves for some 
ear 5-Year 10-Year time, yet, "Both 

uries Treasuries Treasuries economies have 
e Bank of St. Louis continued to

expand robustly." 

Let's hope Bernanke and Wright are correct. * 

Dr. Dotzour (dotzour@tamu.edu) is chief economist with the Real Estate 

Center at Texas A&M University.  

The Fed is using its most powerful tool - interest rates 
to cool down the U.S. economy. But history shows when 

rates increase enough and the yield curve inverts, recession 

is likely.
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or most people, time spent commuting between home 

and the workplace is an important factor when buying 
or renting their residences. Real estate professionals 

who market residential units, developers planning residential 
projects and community planners would do well to keep this in 
mind.  

People prefer to spend less time commuting and want their 

homes to be as close to their workplaces as they can afford.  

According to the 2004 American Community Survey (ACS) 

sponsored by the National Association of Realtors and Smart 

Growth America, a commute of less than 45 minutes is the 

most important factor in deciding where to live for 79 percent 

of Americans.  

The survey found that 87 percent of those planning to buy a 
house in the next three years place a high priority on a shorter 

commute time. Sixty percent of prospective buyers prefer 

neighborhoods that offer shorter commute times.  

ACS findings have important implications for developers.  

Half of respondents consider improving public transporta

tion and changes in patterns of housing development the best 

options for reducing commute time and solving traffic prob

lems. Only 20 percent believe that building new roads is the 

answer to long-term traffic problems.  

Texas Versus U.S. Commuters 
In 2004, 95.4 percent of Texas workers older than 16 years 

used a car, truck or van for commuting compared with 91.3 

percent for the nation (Table 1). Only 1.5 percent of commut

ers in Texas compared with 4.8 percent for the United States 

used public transportation (excluding taxicabs) for commut

ing. Pedestrians accounted for 1.4 percent of Texas commuters 

compared with 2.5 percent for the United States. Texans who 

used taxicabs, motorcycles or bicycles comprised 1.6 percent of 

commuters, slightly more than the 1.5 percent of U.S. com

muters (Table 1).  

Buses or trolley buses are the main form of public transporta

tion for travel between home and work in Texas, accounting 

for 1.4 percent of commuters. This compares with 2.6 percent 

for the United States (Table 1).  

Despite living in a big state, Texans have succeeded in choos

ing the location of their residences to minimize commute 

time. Average commute times in Texas are close to national 

averages (Table 2). However, commuters who spend more than 

an hour traveling account for 7.6 percent of Texans compared 

with 5.8 percent for the nation.  

About 60.7 percent of Texans who use cars and trucks spend 

less than 24 minutes commuting (Table 3). Only 5.3 percent 

of Texas motorists spend more than 60 minutes commuting 

(Table 3).  
Texans prefer to drive alone from home to work with 83.5 

percent of them doing so compared with 80.8 percent for the 

nation. Two-person and three-or-more-person carpools account 

for 9 and 2.9 percent of Texas commuters, respectively (Table 1).  

More than 70 percent of Texas commuters who drive alone 

are employees of private companies (Table 4). Self-employed 

workers in incorporated and nonincorporated businesses 

account for 2.5 percent and 6 percent of drive-alone commuters, 
respectively. Employees of private, not-for-profit organizations

t
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and government account for 6.2 percent and 15.9 percent of commut
ers, respectively.  

Employees in education and the health industry represent 19.7 per
cent of Texans who commute alone (Table 5). The retail trade indus
try has the second most drive-alone commuters, followed by manu
facturing. Professional and business services and financial activities, 
two industries dominated by office workers, account for 9.3 percent 
and 7.4 percent of drive-alone commuters, respectively.

Transportation
United States

Persons Percent of Total
Car, truck or van 114,818,789 91.3 

Drove alone 101,635,318 80.8 
Carpooled 13,183,471 10.5 1 
Two-person carpool 10,327,693 8.2 
Three-or-more-person carpool 2,855,778 2.3 

Public transportation (excluding taxicab) 5,978,055 4.8 
Bus or trolley bus 3,241,183 2.6 
Streetcar, trolley car, subway or elevated 2,005,451 1.6 
Railroad or ferryboat 731,421 0.6 

Walked 3,115,757 2.5 
Taxicab, motorcycle, bicycle or other means 1,895,142 1.5

Total

Travel Time

1 ?8O7 741t

United States

Persons Percent of Total

inn n

Persons

Texas 

I Percent

Less than 10 minutes 18,757,605 14.8 1,,396,910 14 
10 to 14 minutes 18,312,619 14.7 1,387,333 14 
15 to 19 minutes 19,532,359 16.1 1,512,018 15 
20 to 24 minutes 18,423,821 14.9 1,401,808 14 
25 to 29 minutes 7,631,404 6.2 587,080 
30 to 34 minutes 16,377,676 14.0 1,317,832 13 
35 to 44 minutes 7,849,662 5.9 551,279 6 
45 to 59 minutes 9,386,067 7.6 711,499 7 
60 or more minutes 9,536,530 5.8 550,737 7 

Total 125,807,743 100.0 9,416,496 100

p

16

Ii 

i 

, 
r 

J

1.f'' 

13849 

1t 5Y1- 
h 

-A 

Texas 

Persons Percent of Totala 

8,983,400 95.4

7,862,418 83.5 

,120,982 11.9 r 

849,910 9.0 

271,072 2.9 

144,959 1.5' 

130,546 1.4's 

8,388 0.1 
6,025 0.1 

138,496 1.5 -A 

149,641 1.6 MII 

9,416,496 100.0 " 

of Total 

.6 4 

.5 

.6 

.0 
6.2 
7.5 

7.6 

.  

.0

9



Priv 

d( Emp 
*" ; ;, 'M "Self

b = . 11 4 Priv 

Loc 
- 111111 State 

- gg_ Fede 

j ~ p 'p_ .s~r. ,Self
lguuu Unp 

-' 111133 Car, 

Educational services, health 
- -Retail trade 

\ Agriculture, forestry, fishing 
O Construction 

Manufacturing 
Wholesale trade 
Transportation and wareho 

- Information 
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care, and social assistance 

and hunting, and mining 

using, and utilities 

ate, rental and leasing 
inistrative, waste management services 

ion, and accommodation and food services 
ic administration)

Persons

1,551,101 
1,014,440 

191,927 
558,002 
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Accidents by Occupation 
San Francisco-based Quality Planning Corp. looked at more than 

one million vehicle accidents. Real estate agents were found to be 
among the top five occupations most often involved in car accidents.  
The number of accidents per 1,000 insured drivers was 102 for real 
estate agents compared with 152 for students, 109 for medical doc
tors, 106 for attorneys and 105 for architects.  

Growing evidence suggests that cellphones have made drivers 
more accident prone. A study by the Harvard Center for Risk Analy

sis found that drivers talking on cellphones account for 6 percent of 
U.S. car accidents each year.  

These accidents are expensive for employers. The investment firm 
Smith Barney paid $500,000 in 2002 to settle a lawsuit filed against 
one of its brokers who killed a motorcyclist while talking on a cell 
phone.  

Developers and real estate agents, take note. When selling proper
ties and planning communities, minimizing commute time is a good 
way to maximize customer satisfaction. 4 
Dr. Anari (m-anari@tamu.edu) is a research economist with the Real Estate Center 
at Texas A&M University.  

Commute time between home and work is a key factor when 

people shop for homes. Most people want a commute time less 
than 45 minutes.  
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JUMPIN' 
ON THE 

LAND 
WAGON 

By Charles E. Gifli nd cnd avid Ccrcier.e

T exas land markets are exceptionally robust. The accel
erating market of the past five years has driven returns 

to levels approaching the historic highs of the 1970s.  
Average returns for short- and medium-term investments from 

2000-05 increased a full percentage point or more compared 

with averages from 1995-2005. The increase in returns on 
2000-05 long-term investments exceeded 3.25 percent.  

Market participants and observers increasingly speculate 

that the Texas land market cannot sustain the lofty prices 

posted in the past several years. Pointing to the past 35 years, 
they note first the moderation and then collapse of returns that 

followed the heady 1970s. Some fret that markets will break 

like they did in the mid-1980s.  
Pundits are being urged to predict when prices will recede 

and prosperity vanish. To understand today's land market, it 

helps to have a historical perspective.  

Past Drives Present Market 
The end of the 1960s saw inflation ratchet up. Investors dis

covered the power of leveraging to magnify returns in an infla
tionary environment. Early in the 1970s, agricultural prices 

and exports soared while an oil embargo escalated energy 

prices. Farmers, landowners and those in the energy industry 

found their pockets bulging with profits.  
In mid-decade, inflation allowed borrowers to repay loans 

with cheaper dollars. Buyers who acquired land pre-inflation 

reaped the greatest returns. After the initial spurt, net-of

inflation returns settled to moderate levels that continued into 

the 1980s.
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Government officials took action to end the high rate of 
inflation, and energy prices came under pressure. Inflation 

abated, and the strengthening dollar priced farmers out of the 

world market. Oil price growth slowed and then collapsed in 

mid-decade.  

At the same time, changes in income-tax policy reduced 

returns on real estate investment. Financial leverage began to 

work against borrowers. The recession following the oil price 

collapse in 1986 led investments financed with borrowed funds 

to default.  

This financial storm caused demand for land to evaporate 

dramatically, dropping prices and swelling lenders' inventories 

of properties. Those who purchased land in the 1980s would 

not see positive returns again until the end of the decade.  

The impetus for both the run-up in the early 1970s and the 

collapse in the 1980s came from shocks outside normal market 

forces. Changes in oil pricing policy, tax policy, monetary 

policy and agricultural policy induced shifts in market profit

ability. Extensive borrowing first 

fueled prosperity and then deep-

ened declines following defaults.  

This suggests that clues to future 

economic changes lie in societal 

conditions and changes, not in 

analysis of the market's track 

record.  

Market trends reflect recent 

social and economic events.  

Many of today's buyers lived 
through the 1980s real estate bust 

and subsequently viewed land 

as a dangerous investment. The 

9-11 attacks and the continuing 

securities fraud scandals have 

biased many investors in favor of 

tangible property. Money remains 

relatively cheap, and lucrative 

investments are scarce.  

In this environment, demand 

has become an investment-based

driving force for a market teem

ing with buyers. Tax advantages 19 
gained from reinvestment in a 1966 1970 19 
1031 exchange reduces effec
tive prices for those cashing out Source: Real Estate Center 
investments in other properties.  

High energy prices are proving 

lucrative for royalty owners and others in the industry. The 

result is a land market with assets held in strong hands and 

few attractive properties for sale.  

The current market is characterized by a prevalence of 

cash investments, which was not the case in the 1980s. Most 

landowners will not face the prospect of loan default in the 

event of an economic downturn. Unlike the 1970s, inflation
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remains low today, and, although interest rates have risen, 
alternative investments have failed to gain appeal by becoming 

more rewarding.  B oth the war and corporate scandals continue. Energy 
prices have risen to disquieting but not unprecedented 

levels. The energy price run-up may have taken its toll in 
the final quarter of 2005 as economic growth slowed. However, 
the economy appears to be coping without serious disruption, 
leading most forecasters to look for a modestly prosperous 
2006 with possible slowing growth near year's end.  

Without a cataclysmic shock to the economy, continued 
income growth along with reduced federal taxation point to 
a ready supply of cash seeking an investment home. Nothing 

currently on the horizon signals a 1980s style crash or even a 
marked slowdown in land price appreciation. Prospects in the 
near future seem to favor strong performance.  

Many market observers anticipate an eventual easing of buy
ing pressures seen in the current market. However, landowners

74 1978 1982 1986 1990 1994 1998 2002 
Year Acquired 

at Texas A&M University 

in today's market enjoy a strong financial position, suggesting 

that they could avoid another foreclosure-inspired meltdown.  

Even though market activity may eventually slow from today's 
torrid pace, prices will likely continue to rise. In such an envi

ronment, investment returns on landownership would prob

ably moderate in the long run. However, those conditions do 
not appear to be on the horizon.  
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Updated Returns 

n Texas Rural Land Prices, 2001 (see recenter.tamu.edu/ 

pdf/1562.pdf), researchers explored returns on investments 
in the Texas land market from 1966 through 2001. Returns 

were calculated for short-term (three years), medium-term (five 
years) and long-term (ten years) investments.  

Results revealed that land acquired in 1966 for $157 per acre 
could have been sold in 1969 for $190 per acre for a 6.57 percent 
compound annual return. During that interval, inflation aver
aged 4.11 percent, resulting in a 2.46 percent net real return.  
Investments in risk-free three-year Treasuries during the same 

Figure 2. Capital Gain Returns on T 
Over Investment Alternative 
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time returned 5.86 percent. Compared with this yield, the nomi

nal return on the three-year land investment provided a return 

of 0.71 percent above the safe alternative (Figures 1 and 2).  

Graphic analysis showed that markets in the 1990s recov

ered from the negative returns posted on land purchased in the 
mid-1980s. Land acquired in 1998 and sold in 2001 produced a 
7.32 percent annual real return, net of inflation. After inflation, 
the medium-term investment purchased in 1996 returned 6.4 

percent, and the long-term investment acquired in 1991 man
aged 4.46 percent.  

Since 2001, Texas land markets have provided increasingly 

generous returns. A brief bout of weak price growth imme
diately after the 9-11 attack was followed by a pronounced 
rebound that continues today. Price growth has ranged sharply 

higher than in the previous five years, with returns consis
tently outpacing both inflation and the performance of Trea

sury securities.  

For land sold in 2005, returns net of inflation escalated 

to 11.45 percent for the short-term investment (acquired 
in 2002). Net returns for the medium-term investment 

(acquired in 2000) were 9.02 percent while the long-term 
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investment (acquired in 1995) posted a 7.42 percent return 
over inflation.  

Unusually tame levels of inflation that averaged approxi
mately 2 percent during the past ten years have substantially 
increased the value of land market investments. Net-of
inflation returns for the three investment scenarios averaged 
6.88 percent, 6.02 percent and 2.73 percent, respectively, 
between 1995 and 2005. In the 2001-05 era, land markets 
posted strong returns of 7.89 percent, 7.92 percent and 6.02 per
cent above inflation. Short-term and medium-term investors 
benefited from price weakness following 9-11 while long-term 
investment returns reflected the relatively low prices paid in 

the mid-1990s.  

exas Land For the 1966-2005 period, 
net-of-inflation returns 
averaged 1.41 percent for 

short-term investments, 1.18 

percent for medium-term 
investments and 0.37 percent 

for long-term investments.  

Obviously, the 1980s real 
estate nightmare, when 
markets posted persistent 

negative results, severely 

impacted these averages.  
Recent markets represent a 

completely different envi

ronment from conditions 

producing these historical 

averages.  

Returns for land acquired 

from 1969 to 1971 reached 
1991 1996 2001 historic peaks. Specifically, 

short-term returns topped 
out for land sold in 1974 

with a net of inflation return 
of 14.13 percent, 2.68 percent greater than the 2005 result.  
Medium-term investments sold in 1974 returned 8.55 percent 
while long-term investments reached a maximum of 5.35 per
cent for land sold in 1981.  

Moderated market price increases from 1975 to 1977 muted 
investment returns in the face of an inflation rate in excess of 

7 percent. Surging land prices in 1978 overcame high inflation 
to post modest gains. That prosperity continued until 1981 
when price gains slowed. The ensuing real estate bust com
pounded by recession led to the market collapse in 1986.4 

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

Texas land markets have returned increasingly generous 
yields since 2001. Capital gains for land investors during 
the 1990-2005 period have consistently outpaced both 
inflation and returns on Treasury securities.  
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"It was the best of times, it was the worst of times." 

Dickens' famous opening phrase characterizes the modern-day divide over 

whether organized labor's decline during the last few decades has been good for 

the American economy.  

If there is any question about whether organized labor is still relevant in the 

2 1St century, consider the campaign to unionize Houston's office janitors. The 

outcome of the campaign will affect labor's ability to extend the movement 

into other areas and occupations affecting commercial real estate in Texas.  
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ifty years ago, one out of every three private sector jobs in 
America was a union job, with the bulk of union employ
ment being industrial based. Today the ratio is closer 

to one in 12. Public sector government workers, who repre
sent about one-sixth of total U.S. employment, now make up 
almost half of the 15.7 million union members nationwide.  

The drop in union labor within the private sector can be 
attributed to a number of factors, including technological 
advancement and global labor competition. The U.S. is transi
tioning from an industrial-based economy, which traditionally 
supported union labor, to one based on information and services.  

In an attempt to revive private-sector membership, a number 
of labor unions are setting their sights on America's service 
sector employees. The Service Employees International Union 
(SEIU) was one of seven unions that broke away from the AFL

CIO in 2005 to form the Change to Win (CTW) labor federa
tion. The two organizations have different ideas regarding the 
most effective way to reverse the decline in union membership 

and reestablish organized labor as a force in today's workplace.  

The seven CTW unions primarily represent women, immi

grants and people of color working in the service sector.  

Met®T* o eesentato®1 
More than 225,000 janitors already belong to SEIU, which 

first began its "Justice for Janitors" campaign in 1985. Since 

that time, SEIU has negotiated labor contracts for janitors in 

27 markets across the United States, including Washington 

D.C., Chicago, Los Angeles and New York. SEIU membership 
is about 1.8 million nationwide.  

SEIU is targeting five national firms that provide janitorial 

services to about 75 percent of Houston's office buildings. They 

are ABM Janitorial Services, GCA Services Group Inc., One

Source Facility Services Inc., Pritchard Industries Southwest 

Inc. and Sanitors Services of Texas LP.  

In August 2005, the five contractors entered into a "neutral

ity agreement" with SEIU. Under the agreement, nonsuper

visory janitorial employees in Houston were given the option 

to choose SEIU as their bargaining representative. This was 

done through a card-check procedure in which janitors could 

sign membership 

authorization 

cards indicating 

they favored union 

representation. The 

janitorial firms, 
having already 

negotiated union 

contracts with 

SEIU in other cit
ies, agreed to take 

a neutral position 

on unionization 

with their Houston 

employees.  

By the end of 

November 2005, 

about 3,000 of a 

total of 5,300 con
tract janitors had 

signed authorization

American Arbitration Association then verified 
ures were legitimate and represented a majority, 
way for SEIU to represent the janitors in labor 

negotiations.  

one of 22 "right-to-work" states where employees 
forced to join a union or pay union dues as a condi
iployment. Nonunion employees must receive the 
fits SEIU negotiates for union workers.  

he neutrality agreement, contractors are obligated to 
the union even if the original employees who chose 
resentation quit and new employees replace them.  

uston janitors employed by the five contractors cur

n about $5.30 an hour with no benefits. Most janitors 

yed part-time, and weekly pay averages about $106 
to the SEIU.  

ly office properties 100,000 square feet or larger and 
ithin a defined Houston market area will be bound 

y union agreements.  

ed description of the Houston market area is included 

itrality agreement. The area roughly includes all 

>ffice submarkets designated in the Black's Guide 
)ntents, excluding the Gulf Freeway, FM1960/Tech

>rridor, the Northeast/East submarkets and 12 speci
ngs in the southwest Houston and NASA-Clear Lake 

;oal is to minimize disparities between union and 

janitorial costs by eventually enrolling all janitors 

ce buildings in the defined market area. SEIU has 

t to begin collective bargaining until 60 percent of 

footage of affected buildings in the market area is 

y union janitors.  

uston chapter of the Institute of Real Estate Manage

M) reports that janitorial expenses are about 75 cents 

square foot annually for both Class A and B office 

Total operating expenses are approximately $10 per 

t for Class-A buildings and $8 to $8.50 per square 

lass-B buildings. This means janitorial expenses range 

12 percent of total operating expenses for A and B 

buildings in the 
Houston market.  

SEIU officials 
stated it would be 

a victory to obtain 

a $1 an hour raise 

and health benefits 

for the Houston 

janitors. The wage 

increase alone 

would escalate 

janitorial costs by 

about 20 percent 

annually.  

The Houston 

Building Owners 

and Managers Asso

ciation estimates 

that if fully paid 
health benefits are 
included, janitorial
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costs could increase by as 4 

much as 50 percent. A 20 to 

50 percent increase in janito
rial expenses translates into a 

2 to 5 percent increase in total 

operating expenses for Hous

ton office buildings.  
During the past ten years, 

total building operating 
expenses have increased 2 to 

4 percent annually in Hous

ton. Recent pressure on other" 

expense categories such as 

electricity and insurance 

have prompted speculation 

that 2006 increases will be 

in the 10 to 15 percent range.  

Specific expense pass-through 
provisions negotiated in each 

lease will determine whether 

building owners or tenants 

shoulder the brunt of the 

increases.  

SEIU estimates that the 

turnover rate for Houston 

janitors is 200 to 300 percent 
annually. Assuming signifi
cant improvements in wages 

and benefits are secured 
through union negotiations, 
turnover rates would be 

expected to decline.  
The efficiency of the work

force should improve, and the 

contractor's cost to train new employees should be reduced, 
creating a more stable and productive wcrkforce. A gradual 
transition from part-time to full-time employees in such a 

high-turnover industry should limit the need for layoffs.  
Janitors who move up to full-time status would become 

eligible for medical benefits. From a social perspective, a union 

contract including medical benefits should reduce the burden 

on the city's public health system and lower healthcare costs 

for taxpayers and businesses.  
SEIU reports that the three Harris County public hospitals 

spent nearly $500 million in 2003 to cover health care services 

for the uninsured. The CTW federation maintains that 92 

percent of union workers nationwide receive job-related health 

coverage versus only 68 percent of nonunion workers.  

[ 30 hM(19=W® \[ 7ow 

union skeptics argue that organized labor distorts the 

labor markets. They assert that companies should be 

able to offer employment at a specified wage, allowing 

individuals to choose to work for that rate or look elsewhere.  

They maintain that individuals could further develop their 

skill sets or get additional education, which would increase 

their value in the labor market, to receive a higher wage.  

As janitorial staffs transition from part-time to full-time, 

the total number of janitors needed in Houston will decrease.  

The city's high turnover rate demonstrates that a significant 

JULY 2006

number of janitorial workers 
likely consider their jobs as 
interim employment, to be 

kept only until a better job 
can be secured. Reduction in 

the number of janitorial posi
tions could therefore lessen 

workers' chances to secure 

temporary employment while 

they upgrade their skills or 
education.  

It is possible that many 
Houston janitors may forego 

union membership after 

weighing the cost of health
care coverage and union dues 

against their negotiated wage 

increase. The result could be 

"free-riders" - employees 
who work for the unionized 

contractors and benefit from 

higher union wages but who 

choose not to join the union.  

Some janitors may prefer 

to continue qualifying for free 
health care programs rather 

than pay for medical coverage 

out of pocket.  

SEIU may initially choose 
to negotiate relatively small 

increases in wages and bene

fits to gain a union foothold in 

Houston's private sector. The 

average annual raise for union 

contracts is about 3 percent nationwide, according to Bill Bux, 
head of the labor and employment law section for Locke Lid

dell & Sapp. SEIU may also forego collecting union dues early 
on to build membership.  

If SEIU does successfully negotiate a labor contract, the 

long-term success of unionizing the Houston janitors still is 

not assured. However, if the movement is successful, look for 

union interest to extend to other areas of the state and other 

service personnel affecting commercial real estate, such as 

security guards and landscaping crews. Janitorial firms servic
ing other commercial property types will also be potential 

targets for unionization. 4 

Dr. Hunt (hhunt@tamu.edu) is a research economist and Isilay Civan is 

a graduate research assistant with the Real Estate Center at Texas A&M 

University.  

THE TAKEAWAY 
The Service Employees International Union is entering the 

traditionally nonunion Houston janitorial services market.  

The union maintains that higher salaries will increase 

worker productivity, while skeptics argue that businesses 

should be able to offer wages that prospective employees 
can choose to accept or seek employment elsewhere.  
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Texas' population has grown rap
idly in the last five years. From 

2000 to 2005, the state added 
more than two million, or 9.6 percent. In 
that half-decade, Texas had the second 
largest numerical increase (after Cali
fornia) and the seventh fastest rate of 

percentage growth. Texas is now home 
to 22.9 million.  

Many of the population patterns of the 
1990s (when Texas had the second larg
est numerical increase, the eighth fastest 
percentage increase and growth in all but 
68 of its 254 counties) appear to be con
tinuing. But important changes merit the 
attention of real estate professionals.  

Recently released county census 
estimates as of July 1, 2005, suggest that 
Texas' urban and suburban counties 
continue to dominate the state's growth 
while many rural counties are declining.  

Such data also suggest that the rela
tive role of the three sources of growth 
- natural increase, domestic migration 
and international immigration - varies 
substantially among counties.  

Between the April 2000 census date 
and the July 2005 county census esti
mate date, Harris County's population 
increased by more than 292,000, the 
fifth largest county-level increase in the 
nation. Only Maricopa County (Phoenix), 
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Los Angeles County, Riverside County 

(Riverside, Calif.), and Clark County (Las 
Vegas) grew more.  

Two other Texas counties, Tarrant 

(more than 174,000) and Collin (nearly 
168,000) had increases of more than 
150,000. Four Texas counties increased 

by more than 100,000 - Bexar (more 
than 125,000); Denton (nearly 122,000); 
Fort Bend (more than 109,000); and 
Hidalgo (nearly 109,000).  

ther Texas counties with more 
than 40,000 new residents were 
Dallas (nearly 86,000); Mont

gomery (more than 84,000); William
son (more than 83,000); Travis (nearly 

76,000); Cameron (more than 43,000); 
and El Paso (nearly 42,000). Eighteen 
Texas counties increased by more than 
20,000 and 28 by more than 10,000.  

The ten counties with the largest 
numerical increases accounted for more 
than 67 percent of all Texas 2000-05 
population growth, while 20 counties 
accounted for 85 percent of the state's 

net population growth.  

Meanwhile, 101 counties (nearly all 
of them rural) lost population. The 
largest urban-county declines were 
in Wichita County, which lost nearly 
5,800, and Jefferson County, which lost 
nearly 4,500.

With a population of nearly 3.7 mil

lion, Harris continues to be the state's 

largest county. Dallas follows at 2.3 mil
lion. Tarrant has 1.6 million and Bexar 

1.5 million. Travis County residents 

number more than 888,000, and El Paso 
has nearly 722,000. The least populated 
counties continue to be Loving, with 
62 residents, and King, with 307. Eight 
counties had fewer than 1,000 residents 

in 2005.  
Texas' suburban counties are showing 

particularly rapid percentage increases.  
Of the nation's 30 fastest growing coun
ties from 2000-05, six were in Texas.  
Rockwall was the third fastest grow
ing at 46.1 percent, and Collin 1 4 t at 
34.1 percent. Williamson was 1 6 th with 
an increase of 33.4 percent and Fort 
Bend 2 3 rd with a jump of 30.8 percent.  

Montgomery's 28.7 percent increase was 

2 7 th highest, and Denton was 2 9 11 at 28.1 
percent.  A11 of Texas' 14 fastest growing 

counties (in percentage terms) 
were suburban, and all increased 

by 20 percent or more.  

At the other end of the growth chart, 
the ten counties with 2000-05 declines 
of more than 10 percent were all rural, 
with many in the Panhandle and West 
Texas (Stonewall, King, Throckmorton, 
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Cochran, Culberson, Reeves, Knox, Bor

den, Upton and Reagan).  

The source of population growth 

continues to be important to under

standing patterns of change across the 

state. In many counties, the 2000-05 

period, like the 1990s, saw high levels 
of domestic migration (persons moving 

to or from a county from other Texas 

counties or other parts of the United 

States). In 19 of the 20 counties with the 

largest numerical increases, domestic 

migration accounted for 

more than 50 percent of 

population growth while Popula 
in all eight counties with 
population decreases of 

more than 1,000, net 

domestic outmigration 

accounted for a majority 

of the decline.  Counties with the 

largest population 
increases attribut

able to domestic migra

tion were Collins (nearly 

168,000 including 110,000 
domestic migrants), 
Denton (nearly 122,000 

including more than 

78,000 domestic migrants) 

and Fort Bend (109,000 
including nearly 78,000 Pe 
domestic migrants). Of 

the central-city counties,t[
the largest recipients of 

domestic migrants were 

Tarrant County, which 

gained nearly 34,000; Source: U.S 

Bexar County, with more Un 

than 23,000; Hidalgo 
County, with more than 14,000 and 

Smith County, which welcomed more 

than 7,000.  
For several large central-city counties 

and many rural ones, however, the domi

nant pattern was one of net domestic 

outmigration. Dallas County lost more 

than 210,000 domestic migrants. Harris 

County lost more than 183,000, and 

nearly 37,000 left El Paso County. Travis 

dropped nearly 20,000, Jefferson lost 

nearly 12,000, and Nueces and Wichita 

Counties each lost more than 10,000.  

Patterns of net outmigration of domes

tic migrants were extensive. Of Texas' 

254 counties, 103 had net domestic 
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inmigration while 151 recorded domes

tic outmigration in 2000-05. Domestic 

inmigration was the largest source of 

growth in 76 of the 153 counties with 

population growth, while net domestic 

outmigration was evident in 97 of the 

101 counties with declining populations.  
Immigration's increased role in Texas 

population growth was evident in these 

estimates. Harris County received more 

than 183,000 immigrants from other 

countries; Dallas County had nearly 

tion Change in Texas Counties, 2000 

rcent Change 

<0.0 (n=101) 
] 0.0-1.9 (n=33) 
2.0-5.4 (n=48) 
5.5-46.1 (n=72) 

. Census Bureau, 2005. County estimates by Texas State Data C 
versity of Texas at San Antonio 

146,000. Tarrant County posted nearly 

50,000 and Travis County more than 

41,000.  
Overall, 241 Texas counties showed at 

least some growth resulting from immi

gration. The biggest impact of immi

gration was to reduce population loss.  

Immigration was the major source of 

population growth in only 15 of the 153

Texas counties posting 2000-05 popula
tion growth but added people in 90 of 
the 101 counties with population decline 

(while other factors such as domestic 

outmigration subtracted people).  N atural increase continues to 

play a major role in population 

change. In 62 of the 153 Texas 
counties with population increases, 
natural increase was the largest con

tributor to growth. Natural increase 

was negative (more deaths than births) 

in 30 counties. Of the 103 
counties with population 

-05 decline, 42 had negative 

rates of natural increase, 
meaning that in these coun

ties the decline was partly 

the result of a decline in 

births relative to deaths.  

Seventy-two Texas coun

ties had more deaths than 

births; a majority of these 

are in the Panhandle and 

West Texas.  

Overall, Texas grew 

rapidly in the first five 
years of this decade. Many 

counties exhibit patterns of 

growth through domestic 

migration often associated 

with expanding real estate 

markets. Suburban and large 

urban counties continue 

to lead such growth, while 

many rural counties in 

Texas struggle to maintain 

growth. Such data suggest 

enter, that while Texas continues 

to be a growing market for 
real estate products, careful 

consideration of local market conditions 

will be essential to success. * 

Dr. Murdock (steve.murdock@utsa.edu) is a 

research fellow with the Real Estate Center; 

Lutcher Brown Distinguished Chair, Department 

of Demography and Organization Studies, College 

of Public Policy at the University of Texas at San 

Antonio; and state demographer of Texas.

The Texas population increased by 9.6 percent since 2000. Growth is concen

trated in urban and suburban areas. The most rapidly expanding real estate 

markets are in areas with extensive domestic migration.  
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R ecently, Texas attorneys received a flyer from the state 

bar advertising The Texas Foreclosure Manual. The 
manual is designed to assist attorneys in understand

ing the foreclosure process with indepth analyses of 

cases and statutes. Apparently, the state bar recognizes the 

growing trend in Texas foreclosures and the need to inform 

attorneys about the process.  

The flyer raises an interesting question. If Texas attorneys 

need assistance, where does that leave the average licensee or 

homeowner? This article attempts to breach that information 

gap.

Rules governing foreclosure originate from three sources.  

Borrowers contractually consent to the first two at the incep

tion of the loan.  

The real estate lien note, also called the promissory note, 
is the first. By signing this document, the borrower pledges to 
pay the amount of the note according to the stated terms and 

provisions. This instrument continues the borrower's personal 

liability to repay the balance of the note when the foreclosure 
sale generates insufficient revenue.  

The deed of trust, also called the mortgage or mortgage 
instrument, is the second source. By signing this document, 
the borrower grants the lender (mortgagee) a security interest 

in the property being purchased or pledged as security (collat

eral) for the loan.  

The deed of trust empowers a person designated as the 

trustee with authority to sell the collateral when a default 

occurs. The trustee conducts the foreclosure sale and conveys 

title to the highest bidder.  

Relevant statutory and case law provide the third source, the 

key statute being Chapter 51 of the Texas Property Code. The 
most recent changes to foreclosure laws occurred after the col

lapse of the real estate market in the 1980s.

Several events result in a default and trigger the foreclosure 

process. The primary cause is the borrower's failure to tender 

a scheduled payment stipulated in the promissory note. Other 
causes include failure to keep the property insured or to pay 
the property taxes.  

Once a default occurs, the lender may declare the full 

amount of the note due and payable under a provision known 

as the acceleration clause. Without this clause, lenders could 

not foreclose on the unpaid balance of the note but only on the 

missed payments.  

For residential loans, lenders may not accelerate the note 

immediately. Instead, they must give the homeowner 20 days' 

written notice to cure the payments in default. The notice 

must be sent by certified mail, return receipt requested. This 

right cannot be waived.  
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After accelerating the note, the mortgagee requests that the 
trustee sell the property. Chapter 51 of the Texas Property Code 
delineates the process. The trustee must strictly comply with 

Chapter 51 and any other requirements set forth both in the deed 

of trust and the promissory note to ensure a valid foreclosure.  

The trustee begins by sending a notice to the debtor, posting 

an identical notice at the courthouse and filing it in the deed 

records. The notice alerts the debtor and all who read it that 

the property will be sold on the first Tuesday of the month 

occurring 21 days after the notice was forwarded, posted and 

filed. It specifies the earliest time the sale will begin. The 
notice must be sent to the debtor's last known address.  

On the appointed date, the trustee conducts a public auc

tion at or near the courthouse. As of September 1, 2005, the 

commissioner's court may designate a public place other than 

the courthouse for the sale as long as the location is in reason

able proximity to the courthouse and accessible to the public.  

The sale may occur anytime between 10 a.m. and 4 p.m. but 

within three hours of the time specified in the notice.  

The sale must take place even if the first Tuesday of the 

month falls on a holiday. If the trustee fails to conduct the sale 
on the designated date, the entire process of sending, posting 

and filing notices must be repeated.  

The trustee begins the sale by reading a copy of the posted 

notice and stating the terms of the sale. Generally, the trustee 

requires cash-only sales. If a bidder requests time to return 

with the cash, the trustee must temporarily adjourn the sale to 

accommodate the request. All parties present may bid, includ

ing the lender, debtor and even the trustee.  

owever, the trustee may not bid on his or her behalf 
or on behalf of a company or corporation owned by 

onwehafofteeotgge.I 
the trustee is not ti nhsrhrbhel 

the trustee. If the trustee is the lender, all bids are 

on behalf of the mortgagee. If the trustee is not the 

lender, the bid must be on behalf of a disinterested third party.  

If the mortgagee enters the highest bid, the lender acquires 

the property without any out-of-pocket costs as long as the bid 

price does not exceed the debt. The lender simply credits the 

bid price against the debt.  

As the final step, the trustee conveys the property to the 

highest bidder by way of a trustee's deed. However, Texas 

statutes impact the purchase and conveyance two ways. First, 
the purchaser acquires the property "as is" without any express 

or implied warranties except warranties of title. Second, the 

purchaser is not a consumer in the eyes of the law and cannot 

sue for a breach of the Deceptive Trade Practices Act.

Once the sale concludes, the trustee divides the proceeds.  

First, expenses relating to the sale are paid. These include 

advertising the sale, sending and filing the required notices, 
trustee's commission and attorneys' fees other than those pro

vided in the real estate lien note.  

Next, the unpaid principal, interest, late fees, attorneys' fees 
and other unpaid charges as provided in the real estate lien 

note are retired. Any remaining funds go to the mortgagor.  
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Any money the lender receives from a private mortgage guar
anty insurer must be credited to the debtor's account before 
seeking a deficiency judgment. However, the private mortgage 
guaranty insurer may then sue the debtor for the amount paid.

If the foreclosure sale generates insufficient revenue to cover 
the first two mentioned items, the debtor remains personally 
liable. The lender may pursue the debtor judicially for this 
amount in what is commonly called a deficiency judgment.  

Because of abuses and unanswered questions that followed 
the real estate collapse in the late 1980s, Texas legislators 
changed the rules for deficiency judgments. Now, lenders must 
seek deficiency judgments within two years after the foreclo
sure sale. Formerly, they had four years.  

The difference in the fair market value of the collateral and 
the unpaid balance of the note determines the amount of the 
deficiency judgment. Previously, the courts tied the fair market 
value of the collateral to the highest bid price generated by 
the sale. Now, debtors may ask the court to determine the 
fair market value independent of the sales price. The statute 
dictates the factors and the manner by which the determina
tion is made.

This article covers only foreclosures under deeds of trust.  
Two other types of residential foreclosures are possible, one 
under a contract for deed and the other under a home equity 
loan. To learn more about foreclosures under contract for 
deeds, see "2005 Update: Rules Govern Contract for Deeds," 
at recenter.tamu.edu/pdf/1754.pdf. For an indepth analysis of 
foreclosures under deeds of trust, see "A Homeowner's Rights 
Under Foreclosure," at recenter.tamu.edu/pdf/825.pdf.  

Foreclosures under home equity loans are conducted judicially 
according to Texas Rules of Civil Procedure 735 and 736. 4 

Fambrough (judon@recenter.tamu.edu) is a member of the State Bar of Texas 
and a lawyer with the Real Estate Center at Texas A&M University.

Lenders reported 27,649 single-family residential fore
closures in 2005, according to Dr. James Gaines, research 
economist with the Real Estate Center. This number 
reflects only the sales in which lenders reacquired proper
ties. The actual number is greater.  

The preliminary figures for 2006 are not encouraging.  
Based on the first four months of the year, Texas lenders 
expect to foreclose and reacquire approximately 30,000 
single-family properties this year.  

In April 2006, Texas led the nation in foreclosures.

Key Terms 
Collateral. Property pledged to the lender in the deed of 

trust as security for the repayment of the loan.  
Deed of Trust. Mortgage instrument that creates a lien 

on the collateral and allows the trustee to sell it to satisfy 
the loan debt in the event of a default.  

Mortgagee. Lender or holder of the security interest in 

the property; the lienholder; the mortgage servicer under 
certain conditions.  

Mortgagor. Debtor, borrower and grantor of the security 
interest in the collateral; owner of the property.  

Mortgage Servicer. Last person to whom the mortgagor 
has been instructed by the current mortgagee to send pay
ments for the debt; the original mortgagee or lender may be 
the mortgage servicer, if it still receives payments from the 
debtor.  

Nonjudicial Foreclosure. Foreclosure process that involves 
no judicial intervention and is free of court involvement.  

Security Instrument. Deed of trust or mortgage; the 
document creating the lender's lien on the collateral and 
giving the trustee the power of sale.  

Substitute Trustee. Person appointed by the current 
mortgagee or mortgage servicer to exercise the power of 
sale in lieu of the original trustee designated in the deed of 
trust.  

Trustee. Person authorized to exercise the power of sale 
under the terms of the deed of trust.  

THE TAKEAWAY 
Publications abound informing prospective buyers how, 
when and where to buy their homes. However, few pub
lications tell them what to expect if they default on their 
loans. Documents signed at closing, Texas statutory law 
and Texas case law outline the process.
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