
JULY 2011 PUBLICATION 1972

A Reprint from Tierra Grande

Housing Market

During the past decade, 
Americans witnessed a 

home price bubble 
develop and then burst. 
The aftermath showed 

how broadly these 
bubbles impact the U.S. 

economy.



 Housing Data for Texas Metropolitan Areas and United States

                                                                                                                       
Area                                                                                                                     

Median Price 2007–09  
Growth Rate, 

Percent

Housing 
Costs* Percent 

of Income
Annual Rent 

in 2009
Price/Rent 

Ratio2009 2007

U.S. Average $185,200 $194,300 –4.7 25.0 $10,104 18.3
Abilene      85,300 75,000 13.7 22.1 8,544 10.0
Amarillo 107,600 101,900 5.6 22.3 7,884 13.6
Austin-Round Rock 189,300 177,500 6.7 24.0 10,908 17.4
Beaumont-Port Arthur      94,500   83,600            13.0 19.6 7,896 12.0
Brownsville-Harlingen    77,400   74,300 4.2 26.5 7,092 10.9
College Station-Bryan 131,900 126,900 3.9 23.0 9,456 13.9
Corpus Christi   106,400   99,500 6.9 23.8 9,108 11.7
Dallas-Fort Worth-Arlington   149,700 145,400 3.0 24.3          10,152 14.7
El Paso   109,400   98,500 11.1 24.5 7,488 14.6
Houston-Sugar Land-Baytown   139,800 135,800 3.0 23.3          10,176 13.7
Killeen-Temple-Fort Hood   114,900 107,500 6.9 22.5 9,924 11.6
Laredo   109,700 104,800 4.7 28.7 8,628 12.7
Longview 106,400   96,700 10.0 20.6 7,680 13.9
Lubbock 104,000   96,500 7.8 21.6 8,340 12.5
McAllen-Edinburg-Mission      76,100   69,700 9.2 25.7 7,032 10.8
Midland 124,800 111,300 12.1 19.6 9,876 12.6
Odessa 90,200   70,300 28.3 17.7 8,724 10.3
San Angelo 86,600    84,300  2.7 22.0 8,580 10.1
San Antonio 125,800 119,200  5.5 22.6 9,180 13.7
Sherman-Denison 103,400    98,800  4.7 23.3 8,364 12.4
Tyler 118,400 120,200 –1.5 22.6 8,748 13.5
Victoria    92,700    95,600 –3.0 21.3 8,184 11.3
Waco 101,200    98,300   3.0 23.1 8,484 11.9
Wichita Falls    89,300    84,800   5.3 21.6 8,100 11.0

*As percentage of total family income for housing units with a mortgage, 2007. 
Source: U.S. Census Bureau

To monitor real estate price move-
ments leading to price bubbles, 
a Real Estate Center research 

program developed economic indicators that 
help detect bubbles at both the national and 

regional levels.

Detecting Bubbles
Real estate bubbles are rapid rises in real estate 

prices not related to or driven by economic fundamentals, 
followed by rapid price declines. In residential real estate 

markets, property rents, family income and population are eco-
nomic fundamentals for house prices. That is, in the long run, 
home prices are driven mainly by these three economic indica-
tors. In the short run, the availability and costs of residential 
mortgage loans, changes in local job markets and imbalances 
between housing supply and demand can boost home prices, 
though these are not economic fundamentals. 

Economists have developed several economic indicators for 
monitoring and forecasting real estate price movements by 
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Growth Rates of Median Home Prices of Owner-
Occupied Housing Units, 2007–09

and Housing Costs as Percentage
of Household Income, 2007

Source: U.S. Census Bureau

Price-to-rent ratios in real estate mar-
kets resemble stock-price-to-earnings 
ratios in stock markets. Large ratios of 
home prices to annual rents are indica-
tions of potential home price bubbles. 
Estimating price-to-rent ratios for Texas 
metropolitan areas and comparing them 
with national averages, the Center 
asserted in two previous articles that 
the risk of a price bubble in the Texas 
residential markets was low (see Center 
publications 1731, “Bubble Talk” [July 
2005] and 1854, “Bubble Watch 2008” 
[April 2008]). 

Great Recession Housing  
Costs, Prices

The median value of owner-occupied 
housing units in the United States 
fell 4.7 percent from 2007–09, from 
$194,000 to $185,000 (see table). Over 
the period, only two Texas metro areas, 
Tyler and Victoria, recorded home price 
declines. The median value of owner-oc-
cupied housing units in Victoria and Tyler 

fell 3 percent and 1.5 percent, respectively, from 2007 to 2009. 

Odessa had the largest percentage of home price appreci-
ation (28.3 percent) followed by Abilene (13.7 percent), 
Beaumont-Port Arthur (13 percent), Midland (12.1 per-

cent) and El Paso (11.1 percent). Home price appreciation in the 
Odessa and Midland petroplexes likely was influenced by record 
high oil prices in 2008 when the price of West Texas intermedi-
ate crude oil reached an all-time high of $140.20 per barrel. 

The state’s larger metropolitan areas also reported home 
price appreciation during the Great Recession. Austin-Round 
Rock experienced the largest increase (6.7 percent) followed 
by San Antonio (5.5 percent), Dallas-Fort Worth-Arlington (3 
percent), and Houston-Sugar Land-Baytown (3 percent).

Housing costs include property taxes, insurance expenses, 
maintenance costs and mortgage costs. Housing costs as a 
percentage of total income in all Texas metro areas were lower 
than the national average of 25 percent, except in Brownsville-
Harlingen (26.5 percent), Laredo (28.7 percent) and McAllen-
Edinburg-Mission (25.7 percent). The higher than national 
average percentages of housing costs in these three metro areas 
mainly reflect lower total family incomes rather than higher 
housing costs caused by higher home prices. 

Odessa housing costs represented the lowest percentage of 
income (17.7 percent), followed by Midland (19.6 percent), 
Beaumont-Port Arthur (19.6 percent) and Longview (20.6 
percent). 

Among the larger metro areas, Dallas-Fort Worth-Arlington 
had housing costs representing the highest percentage of total 
family incomes (24.3 percent) followed by Austin-Round Rock 
(24 percent), Houston-Sugar Land-Baytown (23.3 percent) and 
San Antonio (22.6), all lower than the national average of 25 
percent. 

investigating the relationships between economic fundamen-
tals and real estate prices. Comparisons of long-term real estate 
price forecasts with their short-term price fluctuations can 
provide insights into the probable directions of prices. 

The Real Estate Center has developed two major economic 
indicators for monitoring residential real estate prices: housing 
costs as percentage of total family income and sales-price-to-
rent ratio. A Center research study (see Center Publication 
1944, “Consumer Spending Survey: Texas Downturn had an 
Upside”) found that the larger the share of housing expendi-
tures in consumers’ budgets in large metro areas, the more 
home prices declined from 2007 to 2009. That study showed 
the importance of monitoring the percentage of family in-
come spent on housing as a leading indicator for future home 
price movements. This indicator offers insights into the likely 
growth rates of home prices in a region. 

Recently released 2009 housing data from the U.S. Cen-
sus Bureau allowed the Center to investigate whether 
changes in home prices in Texas metropolitan areas 

from 2007 to 2009 were related to the share of housing costs in 
family incomes. The research shows that home price apprecia-
tion was lower in Texas cities where housing costs represented 
a larger portion of family income. 

The sales-price-to-rent ratio also can predict real estate price 
bubbles. This idea is borrowed from asset pricing literature and 
the stock market, where the ratio of stock prices to dividends, 
earnings or profits is used to determine whether stock prices 
are overvalued or undervalued. 

Stock prices are the discounted values of expected future 
earnings. The larger the expected future earnings, the higher 
the stock prices. If expectations prove unrealistic, stock prices 
generally fall. 
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THE TAKEAWAY

Housing costs as a percentage of total family income sug-
gest which direction housing prices are headed. So does the 
ratio of sales price to rent. Currently, both suggest the like-
lihood of a major home price decline in Texas is negligible. 

Plotting home price appreciation in the Great Recession 
against the housing costs as a percentage of total income for 
Texas metropolitan areas in 2007 reveals a negative relation-
ship between home price appreciation and share of housing 
costs (see figure). The larger the share of housing costs, the 
smaller the home price appreciation.

Texas, U.S. Sales-Price-to-Rent Ratios

Sales-price-to-rent ratios for all the state’s metro areas in 
2009 were smaller than the national average of 18.3. Aus-
tin-Round Rock has the largest price-to-rent ratio (17.4) 

followed by Dallas-Fort Worth-Arlington (14.7) and El Paso 
(14.6). San Angelo has the smallest price-to-rent ratio (10.1) fol-
lowed by Odessa (10.3) and Brownsville-Harlingen (10.9). 

Comparisons of housing costs as percentages of family in-
come and price-to-rent ratios for the state’s metropolitan areas 

with the corresponding national averages once again show that 
the risk of a major home price decline is low in the foresee-
able future and that Texas has a healthy residential real estate 
market. 

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


