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A Reprint from Tierra Grande

HOW HIGH GAN
LAND PRIGES GO?2

BY CHARLES E. GILLILAND

r reliminary analysis of land sales reported
Pin first-half 2006 reveals that intense de-
- mand for acreage continues to drive Texas
markets, raising prices to record levels. ~m
Recreation- and investment-minded buyers -
boosted the median price of an acre of Texas land
to $1,681, 18 percent more than the 2005 first- =
half medlan of $1,423 per acre (Figure 1). Final
2006 figures will hkely show Téxas markets
posted morethan a 10 percent increase for the
fourth straight year. .
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'ﬁi & - For years; 1nﬂat1on adjusted land prices were

less tham thé market prices of the 1960s. Figure

. 2-shows p: past.*pnces adjusted to 2006 levels and ©
_ the ten’year retlirn for land purchasedover four ...

decades. Land pl_llgehaee_cl 13-‘196‘6 traded at $775



per acre in 2006 dollars; it sold in 1976 for $1,169 $1,500
per acre. That investment resulted in a 4.2 percent
annual yield over the ten years.
(: omparing investment yields with prices
paid indicates that prices paid for land from
1976 to 1988 resulted in negative returns
for the ten-year holding period. During that time,
Texas land prices approached or exceeded $1,200
per acre in 2006 dollars. The market peaked in
1984 at $1,419 per acre. History suggests that pay-
ing more than $1,200 per acre will earn investors
meager, if not negative, ten-year returns. 0
Currently, Texas land prices greatly exceed
$1,200 per acre, the approximate maximum
amount paid by investors earning a positive return
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Figure 1. Texas Rural Land
Prices in Dollars per Acre, 2006
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in the 40 years ending in 2006. Conventional
wisdom suggests that the current price of $1,681 per acre has
surpassed

the price

prudent

investors

should pay

if they expect

to see a positive

return on landown-

ership in ten years.

That wisdom implic-

itly assumes the next

ten years will unfold much

like the previous 40.

For investors who believe
the past four decades provide
a reliable guide to future
market performance, the
land investment traffic
light is flashing yellow if
not red. For those investors,
current buyers are poised to
become victims of the “greater
fool theory” of investing. Meanwhile, the land market contin-
ues to thrive.

Current buyers may not be as foolish as the historically
focused analysis might suggest. Several factors cast serious
doubts on the assumption that past market trends accurately
portend future investment trends.

First, the negative returns on a ten-year land investment
in the past 40 years largely resulted from the meltdown of a
leverage-driven land market in 1986. Remember, land purchased
in 1976 would sell in 1986 for the ten-year investment. That
retreat in the state’s land prices is the only documented period
of price decline in the history of Texas land market research.
United States Department of Agriculture statistics indicate
Texas land prices remained flat even during the Depression.

Second, a convergence of negative influences struck the
Texas market in 1986. Specifically, the Tax Reform Act of 1986
eliminated much of the tax-shelter motive for land ownership,

and oil prices plummeted, sending the Texas economy into
a tailspin that resulted in declines in population growth and
numerous job losses.
In this environment, many land sales supported by bor-
rowed funds collapsed. Lenders found themselves owning
unwanted properties as available market supply grew,
and many financial institutions sank into insolvency.
Faced with an excess of properties, land markets lan-
guished from 1986 through 1993. Eventually, lenders and
government agencies transferred most of the surplus prop-
erty to private hands at vastly reduced prices. By 1994, the land
glut had ended, and markets began a recovery that continues
today.

New Realities

From the tax environment to energy prices to
market leverage, 2006 conditions were a
world away from the 1980s milieu.
When oil prices exploded
last year, costs
increased

across
the
economy
and fueled
a boom in the
energy sector.
Increased royalty
payments and energy
industry profits continue
to funnel income to would-
be land buyers. Today, many
buyers insist on paying cash for
land, eliminating the high degree
of debt that made the 1980s market
so vulnerable to foreclosures.
Texas’ population will increase by 16
percent between 2006 and 2016, according to
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some investors anticipating inflation. Those con-
cerns drive purchases of tangible assets, such as real property.

In 1966, Texas per-acre land cost was $73.43 (in 2006 dollars)
per million Texans (Figure 3). By 1974, the price was $99.12,
an all-time high. In 2006, the cost of an acre of Texas land per
million Texans was $73.39, a return to the 1966 level. This
suggests that rather than being overheated, Texas land markets
have simply returned to sustainable levels.

Market observers worry that eliminating agriculturally
based property tax appraisals would hit land owners hard. And
altering 1031 exchange tax policy could eliminate an increas-
ingly significant source of funds for land markets. However, no
policy changes appear imminent.

The world political and economic climates spur demand for
secure investments. From continuing corporate accounting
scandals to escalating wars, the daily news convinces investors
that acquiring assets like land can preserve their wealth.

Stop! Go! Caution?

Many potential buyers and current owners view the rapid
run-up in land prices with uncertainty, reasoning that such

Out-of-state buyers with cash to invest may propel markets to
a permanently higher price level. Adjusting for demographic
estimates seems to hint that Texas markets overall may still
have some upside potential.

For many investors, these developments signal a need for
caution. For others, they signal an opportunity for investment
gain. ¥

Dr. Gilliland (c-gilliland@tamu.edu) is a research economist with the Real
Estate Center at Texas AGM University.

THE TAKEAWAY

Texas land prices adjusted for inflation have soared to a
record high of $1,681 per acre. Past market dynamics sug-
gest that investors should pay a maximum of $1,200 per
acre to avoid negative returns. However, current statistics
suggest an upside potential for Texas land markets despite
historically high prices.
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