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Preface: Many claim that housing is currently experiencing a rebound.  Whether or not that ends up being 
verified, the housing crash which started in 2007 was so massive that it is historic in its significance. 

Top economists and economic agencies have recently verified that bubbles cause huge crashes, and are 
thus bad for the economy.  See this (http://www.washingtonsblog.com/2009/10/shiller-look-up-bubble-in-
an-economic-textbook-and-its-not-there-people-are-living-in-a-pretend-and-extend-environment.html), this 
(http://www.washingtonsblog.com/2011/04/excessive-leverage-helped-cause-the-great-depression-and-
the-current-crisis-and-government-responds-by-encouraging-more-leverage.html) and this (http://
www.washingtonsblog.com/2012/09/138-years-of-economic-history-show-that-keen-and-minsky-are-right-
and-all-of-the-mainstream-economists-are-wrong.html). 

We’ve previously noted that the housing bubble which burst in 2007  was bigger than the Great 
Depression (http://www.washingtonsblog.com/2011/06/housing-prices-have-already-fallen-more-than-
during-the-great-depression-how-much-lower-will-they-go.html) … and perhaps bigger than any housing 
bubble in 700 years (http://www.washingtonsblog.com/2011/06/housing-prices-have-already-fallen-more-
than-during-the-great-depression-how-much-lower-will-they-go.html): 

The question is, given the boom we had between 2001-2007, how bad a bust might we have? 
  
Well, in the greatest financial crash of all time – the crash of the 1340s in Italy, which brought on a 
new dark Age – real estate prices fell by 50 percent by 1349 in Florence when boom became bust 
(http://www.lewrockwell.com/rozeff/rozeff203.html). 
  
How does that compare to 2001-2007? The price of Southern California homes is already down 
41% (http://www.latimes.com/business/la-fi-homes19-2008nov19,0,5649769.story), Southern 
California hasn’t fallen as fast as some other areas, and we’re nowhere near the bottom of the 
market. 
  
Moreover, the bubble was not confined to the U.S. There was a worldwide bubble in real estate. 
  
*** 
  
Housing bubbles are now bursting in China (http://www.newsweek.com/id/164626), France (http://
web.archive.org/web/20100115054040/http://www.businessweek.com/globalbiz/blog/
europeinsight/archives/2008/10/pop_goes_the_fr.html), Spain (http://www.nysun.com/opinion/
housing-pain-in-spain/72501/), Ireland (http://www.irishtimes.com/newspaper/finance/
2008/1001/1222724598109.html), the United Kingdom (http://www.telegraph.co.uk/finance/
newsbysector/constructionandproperty/2787692/UK-housing-bubble-is-bursting-and-it%27s-
serious.html), Eastern Europe (http://www.leap2020.eu/European-real-estate-in-2008-Spain-and-
UK-deep-into-the-crisis-Eastern-Europe-near-housing-bubble-burst_a1511.html), and many other 
regions (http://www.nytimes.com/2008/04/13/business/worldbusiness/13iht-housing.
1.11931770.html?_r=2). 

  
And the bubble in commercial real estate is also bursting world-wide. See this (http://
globaleconomicanalysis.blogspot.com/2009/02/14-year-commercial-real-estate-supply.html). 

Jeremy Grantham just said that our recent bubble was the largest in  1,200 years (http://
www.businessinsider.com/jeremy-grantham-us-growth-forecast-2012-11#ixzz2Co8mwHYL): 

Investors should be wary of a Fed [who] is led by a guy [Bernanke] who couldn’t see a 1-in-1200-
year housing bubble! 

2007 – when the housing bubble popped – minus 1,200 years brings us to 807 A.D. 
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To give a sense of how long ago that was, Charlemagne had just  defeated the Saxons – one of the tribes 
forming the famed Anglo-Saxons – and forcibly converted them to Christianity. England didn’t become a 
country until hundreds of years later, during the Norman Conquest of 1066 . 

But the housing bubble which burst in 2007 was arguably the largest in history … ever. 

As we’ve noted (http://www.washingtonsblog.com/2008/12/how-bad-could-it-get.html): 

In “What Goes Up” (http://www.washingtonsblog.com/2008/12/what-goes-up.html), I discussed the 
law of booms and busts. A big boom with easy credit leads to a big bust. 
  
*** 
  
The Economist magazine wrote in 2005 that the worldwide boom in residential real estate prices in 
this decade was “the biggest bubble in history“. The Economist noted that – at that time – the 
total value of residential property in developed countries rose by more than $30 trillion, to $70 
trillion, over the past five years – an increase equal to the combined GDPs of those nations (http://
archive.newsmax.com/archives/articles/2005/6/24/115349.shtml). 
  
*** 

  
The bigger the boom, the bigger the bust. Because we have likely just lived through the greatest 
boom in history, we may see the biggest bust in history. (No wonder the guys who predicted this 
crisis are gloomy about the future (http://www.washingtonsblog.com/2008/12/what-are-the-people-
who-predicted-the-financial-crisis-predicting-now.html). Is this why the big players are selling 
everything that’s not nailed down to raise cash?) 

  
If true, this is saying something dramatic. Because the bubble in 1340 Italy was so big that its bust 
helped precipitate a new dark age. 

Too bad that the government helped to blow the bubble (http://www.washingtonsblog.com/2010/04/
regulators-and-industry-insiders-knew-we-were-in-a-housing-bubble.html), and hasn’t done anything 
(http://www.washingtonsblog.com/2012/08/proof-positive-that-governments-homeowner-relief-programs-
are-really-aid-to-banks-and-not-aimed-at-helping-homeowners.html) meaningful to help homeowners. 

We also noted (http://www.washingtonsblog.com/2008/12/how-bad-could-it-get.html) something that is 
now obvious to all: 

The real estate bubble formed the base upon which a series of bubbles in derivatives were built. 
Specifically, mortgages were packaged in “collateralized debt obligations” (CDOs), which were 
sold in enormous volumes all over the world. Credit default swaps were then bet against the 
companies which bought and sold the CDOs. 
  
Now, with housing prices crashing, the CDO bubble is crashing, as is the CDS bubble. 
  
A series of other derivatives bubbles are also crashing. For example, the “collateralized fund 
obligations” (http://www.washingtonsblog.com/2008/10/hedge-fund-losses-may-lead-to-new-
derivatives-meltdown.html)– sort of like CDOs, but where the assets of a hedge fund are the asset 
being bet on – are getting creamed as hedge funds are forced to sell off many hundreds of billions 
(http://www.moneymorning.com/2008/11/25/hedge-fund-de-leveraging/) in assets to cover margin 
calls. 
  
As everyone knows, the size of the global derivatives bubble was almost 10 times the size of the 
world economy [Update: It was actually 20 times the world economy (http://
www.washingtonsblog.com/2012/05/top-derivatives-expert-finally-gives-a-credible-estimate-of-the-
size-of-the-global-derivatives-market.html)]. And many areas of derivatives are still hidden and 
murky. 
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So the bust of the derivatives bubble could even be bigger than the bust of the housing bubble. 

Too bad the government helped to blow the derivatives bubble (http://www.washingtonsblog.com/
2010/03/greenspan-the-financial-crisis-was-caused-by-a-once-in-a-century-event-%E2%80%A2-taleb-
any-pilot-who-doesnt-know-about-storms-shouldnt-be-in-the-cockpit.html), and isn’t doing anything to rein 
in derivatives now.  See this (http://www.washingtonsblog.com/2012/08/a-cartel-of-big-banks-is-harming-
the-world-economy-by-manipulating-derivatives.html), this (http://www.washingtonsblog.com/2012/07/big-
banks-criminally-conspire-to-rig-800-trillion-dollar-market.html), this (http://www.washingtonsblog.com/
2012/05/as-an-encore-to-bailing-out-the-big-banks-government-to-backstop-derivativees-clearinghouses-
in-the-u-s-and-abroad.html) and this (http://www.washingtonsblog.com/2012/05/top-derivatives-expert-
finally-gives-a-credible-estimate-of-the-size-of-the-global-derivatives-market.html). 
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