
“Then I’ll Huff, And I’ll Puff, 
And I’ll Blow your House In.” 

What the three little pigs had to worry about 
was a cool summer breeze compared to the 
ill wind that is blowing in the housing mar-
ket.  

I read two interesting articles over the week-
end. The first, “Forget the Mansion: Why 
Buying Bigger Doesn’t Guarantee a Rich Re-
tirement” by Jonathan Clements of The Wall 
Street Journal, reviewed one of “today’s most 
popular retirement-savings strategies: Buy 
the big house, hope the real estate boom con-
tinues and then trade down at retirement, 
thus freeing up home equity that will pay for 
years of early bird-specials.” Most popular? 
What are people thinking!? 

The article points out that the historical real 
return (total return less inflation) on residen-
tial real estate is 2%. However, some folks 
have bought into the bubble and believe that 
they will get double digit returns forever. 
Does this sound like the same rationale that 
we heard during the financial market boom 
of the 90’s? 

These folks also ignore such ongoing costs as 
property taxes, maintenance costs, home-
owner’s insurance, and utilities. Clements 
gives a “lowball” estimate of these expenses 
at 2% per year. It sure looks to me that this 

“strategy” merely keeps up with inflation. 
Oh, well, another great idea exposed. 

The second article, by Nouriel Roubini, Pro-
fessor of Economics at the Stern School of 
Business at New York University, blows that 
strategy out of the water, and more. If you 
have a week stomach, you may just want to 
put this newsletter aside. But, if you believe 
it is better to be forewarned, read on. 

The article is titled “The Biggest Slump in US 
Housing in the Last 40 Years ….or 53 Years.” 
The title is a take-off on comments by Toll 
Brothers CEO, Robert Toll, and Angelo 
Mozilo, the CEO of Countrywide, the na-
tion’s largest independent home mortgage 
lender. Mr. Toll told CNN that in his 40– 
years in the home-building business he had 
“never seen a downturn in housing without 
a downturn in employment or … some mac-
roeconomic nasty condition that took hous-
ing down along with other elements of the 
economy. This time, you’ve got low unem-
ployment, you’ve got job creation, you’ve got 
a stable stock market and relatively low in-
terest rates.” Mr. Mozilo stated that “I’ve 
never seen a soft-landing in 53 years, so we 
have a ways to go before this levels out. I 
have to prepare the company for the worst 
that can happen.” 

Toll Brothers stock is down 50% over the last 
year. Countrywide is down 25%. Clearly the 
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market has paid close atten-
tion to their remarks. 

Dr. Roubini notes that resi-
dential investment fell at an 
annualized rate of 6.4% in 
the second quarter this year. 
He further estimates that 
the contraction will be in the 
12—15% range over the next 
several quarters.  

He then notes three factors 
that could send the econ-
omy into a recession. First, 
he sees a fall in residential 
investment equal to about 
2.2% of GDP over the next 
year. Second, there is the 
link among the increase in 
residential real estate as a 
percentage of household 
wealth, home equity with-
drawals, and the purchase 
of goods. Last year, there 
were $800 billion in home 
equity withdrawals. Of that, 
about $200 billion was spent 
on consumption and over 
$100 billion went into home 
improvement and/or ex-
pansion. There are $1 tril-
lion this year, and $1.8 tril-
lion next year, in ARMs due 
for adjustments. Coupled 
with flat, or falling, home 
values, the increase in debt 
service will cut spending 
going forward. And, third, 
Dr. Roubini notes that “up 
to 30% of the employment 
growth in the last three 

years was due directly and 
indirectly to housing.” 

Further, there is a difference 
in the way the market reacts 
to a glut in housing supply 
versus overvalued financial 
assets. When things look bad 
in the stock market, prices 
adjust rapidly. With houses, 
the price stays the same… 
for a while. Prices don’t start 
falling until homeowners 
and builders give up hope 
that prices will rebound. 
This takes time.  

Dr. Roubini concludes that 
we are now in the biggest 
housing slump in the last 40 
or 50 years. He believes the 
“effects on real residential 
investment, wealth and con-
sumption, and employment 
will be more severe than the 
tech bust that triggered the 
2001 recession…. Expect the 
great recession of 2007 to be 
much nastier, deeper and 
more protracted than the 
2001 recession.” 

Takes your breath, doesn’t 
it?  

But, before you hit the panic 
button, recall that econo-
mists such as Dr. Roubini 
have accurately called 10 out 
of the last 6 recessions. In 
other words, his crystal ball 
is no better than yours.  

Still, it would be foolish to 
ignore the evidence. We are 

due for a slowdown. The 
Fed has been raising rates to 
slow borrowing and con-
sumption. We know that 
monetary policy is an inex-
act science and that the Fed 
usually overshoots its goals.  

If we enter a recession, that 
will not be cause to retreat 
from the market. There will 
still be opportunity. You 
just may not see it until the 
recovery. 

Bonds likely will do well if 
the Fed lowers rates to spur 
the economy. Real estate 
values will become reason-
able. And equities will be-
come lower priced.  

Our methodology takes ad-
vantage of such opportuni-
ties. We take what the mar-
ket gives us, and buy de-
pressed assets through the 
process of rebalancing. All it 
takes is patience, discipline 
and time.      


