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Is This House Worth $1.2 Million? 
No, we don't have a housing bubble yet. But if the frenzy doesn't end soon, 
we will. Then, watch out. 
FORTUNE 
Sunday, October 13, 2002 
By Shawn Tully 

In these turbulent times, it's a relief to ponder the things you really can 
count on. The recently departed, love-'em-or-hate-'em New York Yankees 
will roll into the playoffs again next season. Our foreign policy will drive 
the French to distraction. The new Harry Potter book will rule the 
bestseller list. Sunday night's big guy, Tony Soprano, will keep trudging 
through therapy. And your house will keep rising in value. 

That last point is no trifling matter. Like everyone else, you watched your 
401(k) shrink dramatically and cursed the bleeping broker who swore your 
tech stocks would soon roar back. But your five-bedroom colonial on half 
an acre doubled in price in just five years, and you're expecting it'll double 
again in the next five years, sure as Yankee pinstripes in October or Gallic 
pique. 

It probably won't happen. And that's a damn good thing. Put simply, U.S. 
housing prices are stretching the outer limits of what's reasonable and 
sustainable. Instead of cooling down, prices keep hurtling upward, defying 
the laws of economic gravity just as grievously as those unmentionable dot-
coms once did. 

In other words, what looks like a gift to homeowners today is potentially a 
recipe for disaster later on: If the boom persists, housing will become so 
overheated it'll pull the entire economy into dangerous, fragile territory. In 
a year or two, prices will fall with a thud, unleashing a double-dip 
recession that will pummel home prices even more. "Every day prices rise, 
the risk gets greater that a bubble will form--and unwind in an ugly way," 
says Mark Zandi, an economist with consulting firm Economy.com. 

From these heights, it's hard to look down. Since the boom began in 1995, 
housing prices have jumped 51%, or 32 points above inflation. The run-up 
has added $50,000 in wealth, on average, for every one of the nation's 72 
million homeowners. In many markets the gains are even more 
extraordinary. In Boston, home prices have risen more than 110% since 
1996, to an average of $398,000. In San Francisco and San Jose, a three-
bedroom ranch will run you about $500,000, almost twice what it fetched 
seven years ago. Even in post-Sept. 11 New York City, housing galloped 
11% in the year ended June 2002. And amazingly, at those nosebleed 
levels, prices keep climbing. 
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