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A Reprint from Tierra Grande

Housing Markets

aying that 2008 was a tumultuous year for U.S.  
and Texas housing markets would be a monumental 
understatement. Nationwide, new and existing homes 
sales and prices declined significantly, especially in the 
dozen or so states that dominated the national trends. 
However, the Texas economy and housing market 
performed far better than the nation’s, especially in 
terms of job growth and home price stability. 

Not surprisingly, the global economic recession and capital market collapse ensure that 
2009 will not be as good a year for the Texas housing market. Texas is not immune 
to overall conditions, especially as far reaching and deep as these are. How far down 
the market goes and how long it takes for significant recovery remains uncertain.



Factors Influencing Texas Home Sales, Prices and Construction

Category What to Expect
Financing

Interest rates Rates not likely to change much or be overly influential in near future.
Credit scores Higher minimum scores required to qualify, restricting purchases.

Down payment Major hurdle for most buyers; FHA only high loan-to-value loans available; conventional loans 
require 10 to 20 percent down.

General credit underwriting Conforming loans and FHA only real options.
Second loans (home equity) Limited to nonexistent, especially for down payment assistance.

Market Conditions

Actual home prices Slight increase possible, but neutral effect on buyers. Texas housing remains highly affordable. 
National declines dominate housing news adding to negative market perception.

Second homes, resort homes     Demand lagging, no Alt-A loans, lingering hurricane effects on coastal properties.
Housing unit replacement Excess inventory of new homes more than offsets current need for replacements.
“Buyers’ market”   More properties for sale; sellers have to price properties realistically.

Foreclosure units available    No major impact statewide to sell so far except in local, hard-hit subdivisions and neighbor-
hoods. Substantial share of “for sale” housing in many MLSs.

Construction

New homes Construction down significantly; will keep inventory from ballooning and hopefully mitigate 
price declines.

Builder price concessions  Localized impacts, generally not excessive statewide. Until they are gone, all houses under 
price pressure.

Excess inventory of units Relatively small effect statewide; locally a major factor where prevalent at subdivision level.

Construction costs Some declines as commodity prices fall, should help builder margins. Cost increases borne by 
builders.

Land development No financing for new lot development; not a major current issue but could become significant 
once recovery and expansion begin.

Demographics

New households Continued rapid growth in population and households. Strong growth in households moving 
to Texas from other states.

Economy
Employment State now leads nation in job growth; downturn in energy sector could significantly slow market.
Household income Slower growth than expected; has not contributed to higher home prices.

Local rents Rent increases will be moderate because of abundant new construction in past two years, es-
pecially multifamily and foreclosures converted to rentals.

Home utility and insurance costs      Higher total monthly housing costs detract from affordability; significant increases in both utility 
and insurance costs expected in 2009.

Overall inflation                      Lower gasoline prices help, but most other prices higher. General recession should keep overall 
Consumer Price Index moderate in 2009.

Regulatory-Legal

2008 Housing & Economic Recovery Act Expect help via FHA problem-loan refinancing and increased new loan capacity; builders hurt 
by down payment assistance restrictions.

Emergency Economic Stabilization Act
Created to stimulate financial markets to loosen credit, stabilize credit pricing in secondary 
mortgage market to facilitate capital availability and cost; not clear how programs will work or 
how effective they will be.

Government foreclosure relief Possible adoption of FDIC-IndyMac mortgage mitigation program could substantially reduce 
current foreclosure level; future levels unclear.

Other government actions Federal takeover of Fannie Mae, Freddie Mac and banks may provide stability, efficiency to 
mortgage market with major thrust to provide low-cost, stable mortgage credit to buyers.

Conforming loan limits No help in Texas; some help in high-priced areas elsewhere in country; theoretically, higher 
limits available in submetropolitan areas, but actual practices have not helped.

Down payment assistance Home builders most affected, limiting new home sales; confusion in market about nonseller 
assistance that is still available and legal.

Local regulatory controls Texas typically not overregulated, little immediate impact expected but could become more 
serious limitation in future.

Local taxes Property tax increases inevitable in many communities, reducing housing affordability; recent 
reappraisals make many commercial properties less profitable, less valuable.
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Figure 1. Monthly Price of West Texas
Intermediate Crude Oil

2000–2002 stable price, overall 8% increase over period;
2003–2006 strong 88% increase overall;
2007 to peak in june 2008, meteoric increase of 147%
Total increase January 2000 to peak of 391%
By December 2008, 66% decline from peak

One of the most important factors in a healthy hous-
ing market is reliable, accessible, low-cost mortgage 
credit. Uncertainty is the worst thing financial mar-

kets face. Normal risks can be handled and priced. Uncertainty 
undermines everything.

Projecting the Texas residential market for 2009 with the 
uncertainties surrounding the financial markets is challenging. 
The factors that most affect supply and demand for housing 
can be categorized as financing, market conditions, construc-
tion, demographics, the economy and regulatory-legal. Most 
of the major factors have turned negative for the coming 
year. Changes in these factors during the year should 
provide early signs for improvement or any further 
deterioration. 

Most of the key factors will negatively affect the na-
tional and state markets causing home sales and new con-
struction in Texas to fall further in 2009. A key impact 
not specifically listed is the prevailing and increasingly 
negative outlook of people and businesses about the com-
ing year. The banking crisis and falling economy have 
created uncertainty for buyers, sellers, business people, 
lenders, builders and other market participants. When 
people take a “wait and see” attitude, results are easy to 
project — nothing happens. Expect the uncertainty and 
negativism at the national level to clear up no earlier 
than late spring or early summer, at best. 

But what about Texas? Will Texas defy the national 
trend and add jobs and population sufficient to outper-
form the rest of the country? Probably not to the degree 
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Figure 2. Projected Annual Texas Home Sales

PROJECTED

it has for the past couple of years. Texas’ recent 
growth and prosperity have been attributable to the 
economic expansion created by the energy industry 
and the diversification of the state’s economy into 
other fast-growing areas, such as health care. 

The price of crude oil has fallen nearly 66 percent 
from its peak (Figure 1) and continues to decline. 
Natural gas prices have followed the same pattern. 
What will lower oil and natural gas prices mean 
to the statewide and local economies that rely on 
the energy sector? The high-powered growth fueled 
by record high crude oil and natural gas prices, the 
Barnett Shale mining, development of alternative 
energy sources, extraordinary levels of residential 
and nonresidential construction throughout the 

state and the general economic boom peaked in 2006. Texas, 
like the rest of the country, will be affected by the general 
economic recession, but it should fare better than a lot of other 
areas, especially in the housing market. The fall in oil prices 
this time is not expected to have the same devastating effect 
on Texas as in the mid-1980s.

Home Sales
Total 2008 home sales reported through state Multiple List-

ing Services stood at roughly 240,000, down about 12 percent 
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Figure 4. Texas Median Home Price
12-Month Moving Average
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Figure 3. Texas Home Sales
12-Month Moving Average

2003

Trend Line

from 2007 and approximately equivalent to the 2004 total. 
Sales in 2009 could fall another 10 to 15 percent to between  
216,000 and 205,000 units or approximately equal to the 
2002–2003 sales levels. The lower projected figure reflects a 29 
percent decline in total sales from the 2006 peak (Figure 2). 

The continued fall in sales volume is expected to result from 
the tightened underwriting for making new purchase mort-
gage loans, the slowdown in new job growth limiting demand, 
sellers’ reluctance to reduce prices to match what buyers are 
willing or able to pay and the overall psychological malaise 
affecting the market. Graphically, it looks like the 
stair-step increases experienced between 2002 and 
2006 are being mirrored downward.

Markets with significant periods of above-norm 
sales generally tend to overcompensate during 
corrections and dip below norm before level-
ing out. This process is evident in Texas where 
the 12-month moving average of home sales has 
dipped significantly below the long-term trend line 
(Figure 3).

Home Prices

Home prices are more difficult to project 
than sales volumes. Fortunately, Texas 
did not experience the financially induced 

home price bubble experienced in other states 
between 2002 and 2006. Texas’ median price has 
maintained a sustained upward trend since 2000, 
although it has flattened during the past year. Tex-

as’ median home price had two pronounced spurts during the 
decade, from January 2000 through April 2001 and again from 
August 2004 through July 2006. Since mid-2006, the median 
price has increased but at a significantly slower rate (Figure 4).

The statewide median price during 2009 should be essential-
ly flat with perhaps a small percentage increase. The year-end 
2007 median price was $147,500, and the 2008 figure is around 
$150,000, a 1.7 percent gain. The 2009 median price will prob-
ably stay around $150,000 with possibly a slight increase to 
$152,250, roughly 1.5 percent higher. If the national recession 
is more severe or has a more pronounced effect on the Texas 
housing market, the median home price could fall by 1.5 to 
2 percent, taking it back to the 2007 level of $147,500. These 
projections are far more optimistic than those for the national 
median price and especially for median prices in California, 
Florida, Arizona and several other states, which may continue 
to record significant percentage price declines.

New Home Construction
New home construction in Texas, as for the rest of the 

country, will continue to fall and stay well below normal for at 
least the next two years. Some national economists project a 
construction turnaround by the second half of the year, but any 
improvement would be slight. 



THE TAKEAWAY

This year will not be as good as the past few for Texas hous-
ing markets thanks to the global economic recession and 
capital market collapse. Home sales will continue to dip, as 
will new home construction, which is expected to fall for 
at least the next two years. Recovery depends on the home 
mortgage credit market and the financial sector at large 
regaining stability.
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Figure 5. Texas Single-Family Building Permits

2009
PROJECTED

The overhang of unsold new homes in Texas has 
not been nearly as critical a problem as in many 
other states and communities, especially the 

high-growth states of Florida, California, Nevada and 
Arizona. Nevertheless, Texas home builders did experi-
ence several years of record new home production. 

The combination of the general falloff in demand 
along with the tighter, uncertain mortgage market will 
prevent a return to normal building levels. Compound-
ing the problem is the virtual disappearance of financing 
for new land development. 

The 2008 Housing and Economic Recovery Act also 
eliminated seller-assisted down payments, a practice 
that many builders used to help new home buyers, espe-
cially entry-level buyers. It is possible the new Congress 
will reinstate builder-assisted down payments.

Prior to 2002, single-family permits in Texas gener-
ally experienced pronounced upward adjustment every two 
years. From 2002 to 2005, though, Texas builders significantly 
expanded new home production annually, in essence creating 
a housing construction “bubble” that lasted until mid-2006 
(Figure 5). 

The volume of new home permits issued in 2007 dropped 27 
percent from 2006, and 2008 permits dropped another 27 per-
cent. New home permits in 2009 are expected to fall about 19 
percent to the 1994–95 levels of about 70,000 permits. Cumu-
latively, the fall from the 2006 peak to the estimated 2009 level 
reflects a 58 percent decline in the overall number of single-
family permits issued.

Outlook for Recovery
As 2009 dawns, a national recession is well underway. This 

recession is more severe and longer lasting than the past two 
recessions. This cycle will be more like the 1980–81 recession 
in terms of severity, length and its overall wealth effect on the 
country. 

For the past half century or more, Texas’ economy has been 
contracyclical, especially when the primary cause of a national 
downturn was higher energy prices. It would appear the nation 
fell into recession despite falling energy (gas and oil) prices, 
which might suggest that Texas will react more like the na-
tional economy rather than contrary to it.

Texas’ housing sector will recover as stability is added to the 
financial sector, especially the home mortgage credit market. 

The nationalization of Fannie Mae and Freddie Mac along with 
much of the private banking sector should provide constancy 
to the financial market — an essential requirement for housing 
recovery. 

Working out the problems in the residential market, such 
as stable credit flows, high foreclosures, high mortgage delin-
quency rates and falling home prices, will take a year or longer. 
The extent to which the economy stagnates or falls will further 
delay any meaningful improvement or recovery in the housing 
market. 

Interestingly, it may be the housing market that will have 
to recover to provide support for a general economic recovery, 
something policy makers seem to be fully aware of but not 
sure how to achieve. 

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