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Introduction 

The housing sector has always been a very important part of the total US economy.  In a nation 
where from the earliest age we are taught that the one true investment, the investment that 
never sours, is your home.  That sage advice is now under attack.  The housing bubble and the 
subprime crisis have damaged the residential housing sector almost beyond recognition.  
Housing prices, once thought to be impregnable to falling, have fallen across the board, and in 
some markets, prices are shockingly low.  While the overall economy has been in recovery 
mode since the end of the recession in the summer of 2009, albeit one recently slowed by 
energy inflation, the housing sector still struggles.  Recent data indicate that housing prices 
nationwide have fallen some 8.2% over the previous 12 months.  This essay will examine the 
historic relationship between the housing sector and the overall economy and attempt to 
answer the question of whether or not the US economy can have a real, sustainable recovery 
without a return of the housing sector to its previous, pre-crisis status. 
 

Housing always a major part of the Economy:  Until Today! 

It is difficult to put an exact number on the percentage housing occupies within the entire 
economy.  Obviously, we can easily measure the actual construction component of the 
economy, but we can only estimate the impact of related sectors.  For example, many 
individuals employed in the financial, retail, and legal sectors derived income from the housing 
sector.  In addition, electrical, plumbing, landscaping, heating and air conditioning firms and 
many other businesses earn income with respect to post-construction enhancement, 
maintenance and remodeling.   It is a challenging to estimate the effect of these sectors on the 
economy.  We suspect the total impact of housing on the jobs market might be somewhere 
between 15-20% of all jobs when construction and its peripheral impacts are weighed. 
 

GDP and Housing 

The chart below shows how over time the percentage of GDP of major expenditure 
components can change over time.  As one can easily see, the production of goods versus 
services has changed dramatically over the last 50 years.  In 1960, goods represented 33.6% of 
GDP and services, 29.4%.  Today, a half of a century later, the dominance of the goods 
producing sector has vanished and the service sector now dominates.  Our most recent GDP 
reports indicate that the goods producing sector accounts for only 24.2% of our economy, while 
the service sector has exploded to 47.0%.  On the other hand, until most recently, housing, and 
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again this measure does not include the housing-related sectors discussed above, has 
maintained a steady share of GDP.  In the last 50 years, housing has varied between 
approximately 4-5 % of our economy.  Obviously, this percentage share spiked during the 
housing boom of the 2004-2006 period, with a 6.1 % share in 2005.  Now, post crisis, housing 
represents a paltry 2.2% of our total economy.  It is difficult to imagine an overall economic 
recovery that can generate sufficient jobs to return the US economy to full employment 
without a return of housing to its historical share of GDP! 

Share of GDP Changes Over Time
Goods

% of GDP
Services
% of GDP

Housing
% of GDP

1960 33.6 29.4 5.0

1970 30.7 31.7 4.0

1980 28.7 34.3 4.9

1990 25.7 40.4 3.5

2000 24.7 43.9 4.5

2005 24.3 45.5 6.1

2010 23.4 47.2 2.3

2011 24.2 47.0 2.2  
Housing Sector Weakness  

The chart below details just how weak the housing sector has become.  Over the past 15 years, 
housing starts and building permits have averaged approximately 1.6 million per year.  
Obviously, this period includes the permits and starts during the so called housing bubble 
period where annual production exceeded 2.0 million units. 

 
 

 

Housing: Yesterday and Today

Housing
Starts (mil)

Building
Permits (mil)

Ave 1996-06 1.558 1.575

March
2011 0.588 0.574

April
2011 0.523 0.551
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The chart also shows, as of this writing, the most recent data releases.  For April, 2011 building 
permits declined 4.0 percent to an annual rate of 551,000 from the 574,000 rate in March.  
Housing starts were even weaker with a 10.6 percent drop in April to an annual rate of 523,000.  
Compared to April 2010, housing starts fell 23.9 percent.  Economists had expected a slight rise 
in building permits and housing starts from March to April.  Other indicators of the health in 
this sector are just as discouraging.  The most recent Housing Market Index, popularly dubbed 
the homebuilders’ index which can be any value from 0 to 100, was unchanged at 16 in May of 
2011.  The index has now remained at the 16 level for six out of the past seven months. Any 
number under 50 indicates that more builders view sales conditions as poor than good. 
 
“Builder confidence has hardly budged over the past six months as persistent concerns 
regarding competition from distressed property sales, lack of production credit, inaccurate 
appraisals, and proposals to reduce government support of housing have continued to cloud 
the outlook,” said Bob Nielsen, a home builder from Reno, NV and chairman of the National 
Association of Home Builders.  He noted that many builders in this month’s survey “cited high 
gas prices as a further contributor to consumer anxiety and reluctance to go forward with a 
home purchase.” 
 
NAHB Chief Economist David Crowe said the survey identified reasons that potential customers 
are “holding back” at this time with 90 percent of all builders who were surveyed saying “clients 
are concerned about being able to sell their existing home at a favorable price”, and 73 percent 
explaining “consumers think it will be difficult for them to get financing.” 
 

Conclusion 

The US economy is in recovery mode.  Since the end of the Recession in the summer of 2009, 
the nation’s GDP has been increasing at a positive rate, albeit a volatile one, for almost two 
years.  The recovery has been similar to all post-war recoveries except for one characteristic.  In 
all of the previous recoveries, housing has led the charge with increasing building permits and 
housing starts stimulating the economy into full blown growth.  Unfortunately, the current 
recovery is vastly different from the previous ones in that the housing sector continues to suffer 
and remains at a recession-like performance level.  It is unlikely that a true, sustainable 
recovery can occur unless this vital sector regains its prior level of activity. 
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