
million houses per year threshold, 

inevitably a correction takes place in 

subsequent years. As the chart shows, the 

market has never corrected below the 1 

million threshold. Over the past 46 years, 

whenever it approached the 1 million level, 

the market has rebounded and entered 

into a prolonged period of growth.

In every decade since 1960 we have seen 

the residential market go through a boom 

and a bust cycle. In the 1960s and the 1970s 

the market went through two such cycles 

in each of the decades, with the boom 

markets being considerably longer than 

the bust cycles.

In the 1980s the market started soft 

and gradually built momentum for four 

years. Then it corrected itself again and 

entered into a prolonged period of market 

corrections.

In 1991 the U.S. economy entered into 

the most recent and longest building 

boom this country has experienced. For 

the next 14 years, from 1991 to 2005, the 

construction market continued to build 

momentum. In 1998 and 1999 the market 

gave first indications of overheating and 

a minor correction took place in the year 

2000. From 2001 until 2005 we were living 

in the period of “Greed Estate,” where it 

appeared the market could only go up. 

The market peaked mid-year of 2005 

and started softening in 2006. Ultimately 

it corrected in 2007.

In the making of the perfect storm, a few 

things were happening that strongly influ-

enced the U.S. economy. While inflation 

was kept in check during this boom, the 

prime rate was experiencing a wide fluc-

tuation. In 1991 at the start of the building 

boom, the prime rate was cut to 8.46%. In 

1992 the rate was further cut to 6.25% and 

in 1992 the rates were lowered again to 6%. 

Rates actually started climbing again in 

1994 and by the year 2000, the year of the 

minor housing market correction, interest 

rates had climbed back to 9.23%. 

In order to fuel the economy, the Fed-

eral Reserve cut rates in 2001 to 6.92%. 

In 2002 the rates continued to fall and by 

2003 the prime rate was at 4.12%, the low-

est it had ever been for the last 46 years. 

On June 30, 2004, amid signs of a strength-

ening economy and lessening worries of 

def lation, the Federal 

Reserve raised inter-

est rates. Over a two-

year period, interest 

rates continued to inch 

upward. By mid-year 2006 interest rates 

had almost doubled to 8.05%.

The rising prime rate should have 

sounded alarm bells. The market was 

being staged for a correction. But with sale 

prices going through the roof, the sound of 

the cash register was more alluring than 

the warnings.

Another indicator of a market correc-

tion was the rising price of oil. In 1998 the 

cost of a barrel of oil hovered around $15. 

As the U.S. economy was heating up, the 

Chinese economy was going through an 

industrial revolution and experi-

encing explosive growth. Today, 

the Chinese economy is the sec-

ond largest in the world with a 

GDP of $10.2 trillion.

The two largest world econ-

omies were showing robust 

growth at the same time for an 

extended period. Both econo-

mies are oil dependent and both 

are large-scale importers of oil. 

With the Middle East in a pro-

longed period of instability, and 

Venezuela under the rule of a new 

dictator, the oil supply became 

constrained and consequently 

prices rose.

Today the price of crude oil is 

close to $100 per barrel. As the price of oil 

rose, warning bells went unheeded. 

With several years of new construc-

tion exceeding the sustainable level of 

1.57 million new homes per year, with 

prime rate interest rates doubling in two 

years and the cost of crude oil skyrocket-

ing, the making of the perfect storm was 

complete. In 2007 these forces collided 

and the market crashed. Over-leveraged 

consumers suddenly found themselves 

strapped for cash. Adjustable mortgages 

started adjusting upward, increasing the 

pressure on the American consumer. 

With oil prices rising to levels not seen 

since the 1973 OPEC oil embargo, basic 

necessities started to get more expensive. 

With money tight and too many bills to 

pay, homeowners began to delay or miss 

mortgage payments. 

As the market started to retract, many 

homeowners found their debt on the home 

was greater than the actual value of the 

property. Foreclosures became more prev-

alent around the country. Builders were 

awash with properties that would not sell, 

and were forced to auction off or fire sale 

their inventory. With a surplus of unoc-

cupied houses on the market, builders put 

future developments on hold, until the 

oversupply had been weaned.
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“Greed Estate” is not a sustainable 
economic achievement.
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Chart 1: U.S. Housing Starts Since 1960
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