
the threat sf a "housing bubb8e3*' sta:;tlaj price incjrpases the U,S,  a:ld otkipr jla-11~ ~i i k le  \;jg:jd Tabje 1). 

but does anyos-se reatly know Economist:; ai-rr: concei~ed a33oux riskier mortgage financlnyj and the IncrcasIilg 
what that reaiiy means? incideilce oi speci~lative dei~zand in somi. re~ions. Accordi~jg tc the National 

Assocjatjon of Rpaltors (TJfiLRj!, 23 perccnl: of 311 h:-~mc sales j i l  2i?o;i ~4j t ; r~  f t~r jnvcst 
merits (not ow::er o c e ; ~ p l ~ d j ~  arid another '13 I-ic?rccr!:, ii?j.iirr: I,o?l;-rht 3s second 
hornt:s. In this article. we w-i]! cinai~ze hi;using ijubir:itl.s ---..hsi:q they a!-c. defjned, 

why they happen, how they usualiy end, and their il;:pli~~~~ioria ioi' the ecorlc!my. 
J$(j one kiic>~~;,ru.s for suie ij, are i:u~rentiy tkle rnicjsc (11 a hcjusiny huhjsie (01 
hijol-ilj, biit we will provide you wl1,i-l so::le ~(3015 to a~,alvze tile sitilatjoil. 

at a glance 
.A Twenly-lhree percent of all home saies 

2004 were lor invesln?ents (not owner 
occr!pied) 

A Today, U S ,  interest rates depend as 
rntlch an tile global economy as nat~on- 
a1 condirions. 

J If interest rates rernain lo* hkose prices 
wil l  conticue to appreciate until they 
stirpdss "abii~ty to pay" by prospecttve 
buyers 
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EconomPc EnvtronmemP ... f e d  estate has becorn@ the ma& C' 

Csn"rinued 'from page 20 altira~tive uplion for maaay investors. 
prices in inia-aQs; Bicoastai-l$$Jls recession and the end of 
~112 IPJal leading ti; ~ n a s s i v ~  deferlsa ciow~nsiz!ncj, arid Large hdqet &fiat and huge trade de2cit that are usualiy 
dowctuln in po~illiii;ioli :J- r f r ~ b % d t : Y ~ i  ,A"i . In ocher ~*~rjrds,  regicnal 1nsatior;ary and normajiy lead hlgi:~:; jnterest rates. Tile 
b9:;ts d211'1 ;~~ecc;ssarj~~,: jsllcw boo;xs; tlie;ire are ~ j ' i j c - < , ' * ~  a Fecjexal Pcsex\iir,. has ra:serj short term rates 250 basis poji;.cs 
f.r.,i;;ors rr;ul>lvcd, (fra11-i 1 to 3.5 pe!ceat\! ;n tile pasx I8 mt3nths to Sia\it? off 

Causes of Today" Hause Price inflation 
Man7; ai-ldiqsts believe the eu:rt?r?,t, hcus;::g i ;ool?~ is f:aiiscd 'by 

a wgi]d'i,1jltje saTt;lnys y!ut---tht_. resillt i2j ji;w bils:r;c:;s Invest-. 
rncni, i.e~yilil~lr~f p2tr0 dollars, loose rncneiary policy, low 
interest rates: den:ograpicllcs and siuggish stock nlarkets 
resc;]tiag in excess savir,us .., througklout the world ( B U S ~ ~ ~ ~ S S  
YJeek, 2005). 'This money has to yo sonlewhere, so lei;] estate 
has become the nmst attractive optiijrl for man![ investois. 
Pdfuci.: of the excess 1ni;ney is flowing into real estate located 

potent~ai ~nfiatlc;n as the 11,s. cctmoinji si-~pnqtkefis. Nor- 
mally, we woilid expect lony-;:enn lates to fcji]cw, bli";they 
i;averr's. L:ina-teirli rar,es ila\re 1e~;laincy-j l(jw, ellilel tjec-j~kse 
long-tein: inQat;oil expe~tations are Isw or as a ?:onsecjueI!ce 
cl foreign purchases of U.S. securities, fueiecl by our tiade 
deficit. In addition, cheaper goods from China and other ioiw 
wage countvies have made i[ easier for the FED to , ~ c ~ ~ ~ i ~ ~  
their inflation gisals wlti~our, needing to push up interest sates 
lip (Tlli: Econn~?ust, 7/28). 

In "borrijwing cour?,trie~" sucli as the U.S., Britain, Spaxi What might change the stati:s quoi? N do!lar crisis caiised by 
alld A~~ ,s,,&,: -t re...7 frorrl "bjg sa!iers" like Japan, Germany, Saudi cessaticn of recyciing excess dollars into C.i.S. sec~.~rities, 
Arabia and Swjtzr-;rla:~ci. Excess liqulcilty is pi:sh~ng house politics! tllrrnoii (terrciris~n nrld trade proter:tionis~ri), ox 2 

prices up too fast in the "'borrow~ng" parts ec~f she wilrid (see rc.tur.il of g ~ ~ i ~ r c ) i /  '~nflr~tic';r~, 
Table I). It's noflhappenln~ in xhe saving part of the world. 
The world's twin laryest savers, Japan and Germany: have !@flation In UaSa nous@ Prices: 

seen house pr;ees ar;ti.;ally fall dilr~rlg the past two years. Where Are We Headed? 
~h~ ~ f i j - . . -  :,e oi Federal fic;i_isi!lg Enlervi-ise Qversiqllt (i)F'EgC)) 

i - 
I f '  ; (>day, t.1.S. 1titerc;st rates depend as i::;rch or! the global tracks average llouse price changes ill repeat sales or ieii- 
e::onom\: as ilational i:onditiou!s. iiii;r exairiple, ws Ii:~#e a nancitiy of same single famiw residences, Accoldir:g to 



lndleatsrs to Watch 
Somine goiid rr?casurern~?nr,s of price appieclat'ion arc: h o m ~  price 10 ;: 'ir~~gl!~~ ratio 
(see Fiqrire 1) ;  home prrci3 to rent ratio (see FSgilrc 2); cvldei:ci. of b.ilrdenscmt2 
rnor'tgaye dcbt (mortgage deht ti; ini:ornc ratio); NAHTI's ho~isil;?g affoi.&lbjjity 
~ndox (FiCli), and the i ~ ~ e ~ i l t c ) ~ y  of />omes for ~iije. (See Suppa r t  006s at 
~:gww.shcrnarx.lnio for' rnrlre information on Indicators to Watch.) 

/!a Median Single-family home price to Median farnib income I 

b % 0 % b b 8 0 2 b b 8 0 2 b  & ,@ ,+ ,+ @ ,@ ,@ ,* ,@ ,+ &$? \+ %$+ %$+ $9 

Source: NAR 

Fig~ire 1.  Ratio of home prices to income. (Source: NAR and U.S. Census) 

I House price index to rent index 

House price index =I00 and nnt index = 100 in 1983 

Source: NAR, BLS 

Figure 2. Ratio ~f Home Prices to Rents {Sources: NAR arld Bureau of Labor Statistics) 
I;oi!r!ri!ied on pagc 34 
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Ecoaomic Envlronmsmt 
Continued from page 23 

Gomparlssn with 2000 Teehno%iogy 
Bubble Collapse 
Tkre  ha; IJ~AT: s31-11e ~ I S C ~ ~ S S I ~ C  cijrnps;ics ths iEcenr. i;c- 
iip :n house pxces ~ ; t n  the ;ate-I9$0s ilSt: ar:d szr;iseyueni 
coilapse 111 t~chnoi~glii stock p ~ ~ s  Diiiil;i;. ~ Z I C  CG~CI-1 bi~bb!e 

No questions asked 

Table 2. Corrlparirig "apples and orangess---stocks and homes (Source: FJAR) 

co?iapse; investors saw a 75 percent drop ayerag2 techno 
ogy sti;ck price, frojx rhe %GCiti peak to the :ow 1sojn-i; 2002. 
David Lsreah, chief eco~lomist for KAR, s a d  "ihis wouidn'e 
happen in holislnq for several reasons. Flist; it takes m9re 
r , ; i l i~ and mcmey to seii arm '1)13y ieaj estate. Secor:d, rni>sx r\,i 
I > p  1jr.e in gur i.lorr~e so there a,, adcjltir;rini vaiues 111voiii9cj. 

'Tilild, eiie~e ale Ilyi-lter Iendlng standards real eslate. A1:d 
fiuajiy, *bar L , L , , ~  hasn't beeri a natior.;ai decjizie ln house prices 
since the Great Depression ir! the 1930s (see Tabie 2). 

My Conclusi~ebns 
I offer four coricli~slorls: regl(jnal iloilsirlg bubbles are possi- 
ble; r*!ilth the p\z,-+pi-.s.7 ,. _ c L , ~ J . , L ( , ~ ~  ->- > of the (f reac i5epressio,-,, there has 

never been a national housing price coilapse; housing bub- 
bles are less likely than equity bubbles; and there are usual- 
I-- i y  ?--; iiiitlyati~lg clicumstances. That's vv'by we can have 

nstl~nai Inortyage rates causing booins in some regicjns, but 
no boom Lri slower growth regions. The "ioc:alizec? nature" of 
real estate is the main reason arguing against a national real 
estate bilijbie (KipIj~~ger's., 2005). Corriponent rnar;uiacturers 
shoiild rnonilcx econi:tmic trerlds ior any siyra,s iridicating a 
shift Ira, their local econoinles (see August Suppost 
aaes at for list of iiiseiiil web sites). 

Some econona,ists, incliicilr:g me, believe even with no bubble, 
h o u s i r ~ ~  and tile natio:irs economy corrid be in tor an adjust- 
rzeilt. &lst a flattening ctf housing prlccs corjld trim l1.S. eco- 
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llomic growth by 3s much as one 
iJefit. For exampie, h ~ ~ ~ i ~ ? i g  IS ~ a : d  t l2 b6:; 

ar2nerating ,,..,*-. abou", frliil! percentage pain: 
qf s~jmujus to 'i;hc: eco1:o:n-y "Y-;; i . ~ ~ l ~ i ~ ) ~ r : l n ; j  

a r:i\instruction hiiol?~ and strong tor,- 

sllmptioii (h7i?'ik 2005). i?'i~hol.lyki ri-s;dc;i.; 

I.jal cot-gs"l~u(7tion r-r;&kes uij  ijve per- 
(;eri: ijf  tflc GDP, il arjr:our;tef? 131 12 
per:r;.enT, o! avel-aye yeally growth since 
20;'_32. Cgr!s*;ruction jobs *;ally five percent 
of all pa.jioils, but acccunt~d for 16 per- 
ceilr. of ail new jobs in past two years 
(B~,i . i l ie~~,s V1di?ek, 411 1 2/05). Eo+& ii-le econ-- 
only and hoilsing are expected to pail 
back ir; 2006 117 lfisponse 'Lo rismg interest 
rates. '1'1-11:: will slow the. rate of 110i.lse 
pi.ir:r: a.ppxer:iation and con:;umt?w spend 

Figure 3. Home equiiy cashed out a s  a share o l  U.S. G D P  (Source: TD Bank. 2005) 
ing growti: will be iu~pac te~  via reduced 

Source: TI3 Ecanamks, 2@rQ5 

Inortgage reiiriarlcing activity. Home- 

owners cashed out equity wi;rth percent of' (3DP in 2002 accentuated in those ic-gii:n:; w?l!eri: i?or;si: prices have jnflat- 

and 1.3 percent ir: 2603, biii that is expected pull back ed tile most. SBF 
in 26)05-2035 (see Figure 3). Some 0i these fg-l.ids insed ..- .- .. . - - 

/v > :  c('fi>,ier u;!;~i$:; . .  jy i;?*ci:y - , , , ' J q r  $(; jcf?~e~ :,3h jiy / .>r i f i~~2 /~~/ j .  j.+'{,( , ;""/Fzs~ 
to pay d o w ~  deb:! hilt 25 pe;i:en\ wefit to &:;cretiol;ary c&+e {/;<?f [/j.;; (?{;{])r?Qfjj:c ; ; ; , ! ~ ( [ ~ ~ > ~ / j , . > f j / ( > ~ > j / ? ~ ( ] [ ~ ~  c(,];7fifj/?p!] i!7 a f f j ( ; / p  c*i 2 r 3  t 
spending arid 40 psicent lo home rei:ova~ior;s. Thus, ar;y !7c3i flpcc:;k:,?{j$i !ho:.;? (,;; [-)$/;;,i$ F Q T ~ ; : ; ~  : ; ~ ~ ~ j ~ ~ ~ ,  /,~r , c : j ~ b { t f ~ r  ('a;? j,?e .., t- a .A r >, 

~ l o ~ v d o ~ v ? ~  in ilo~;sing could affict the econolny more than cct2i~ t2f so;i;,.gLlj ar r 2 y ~ ~ j 7 ~ i ~ c c G l ~ f 5  fe(l /.+c ,),, c,i,c;:fcj~!l!L qrnpT..*r3;o ! s c t ~ , f  ; r7 f , r  .- 

l~-I the past duc to the iil-ipact or! overall consume:- spend !T2jjtlt7 (T27/7 cjj!:(2 j3e jQ l i ,~d  (>!?;jfjc ij: ijvi4Jby,s~lc~~v2~l jf7/j3 -- 
ing. More iikeiy than 110t, this slowdown will probably Ise 
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