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Pop Goes the Bubble!

The Great Housing Crash of '07

By MIKE WHITNEY

This month's figures prove that the so-called "housing bubble" 
is not only real, but that its cratering faster than anyone had 
realized. As the UK Guardian reported just yesterday, "the 
orderly housing slowdown predicted by the Federal Reserve will 
(soon) become a full-blown crash".

All the indicators are now pointing in the wrong direction. 
Consumer confidence is down, inventory is at a 10 year high, 
and the number of homes sold in July was 22% lower than last 
year. As Paul Ashworth, chief economist at Capital Economics 
said, "Things seem to be getting worse very quickly. Freefall is 
a strong word, but I think it's the right one to use here." (UK 
Guardian)

The housing bubble is a $10 trillion equity balloon that will 
explode sometime in 2007 when more than $1 trillion in no-
interest, no down payment, adjustable-rate mortgages (ARMs) 
reset; setting the stage for massive home devaluation, 
foreclosures and unemployment. ("By some estimates housing 
activity has accounted for 40% of all the jobs created since 
2001". Times Online) July's plunging sales are just the first 
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sign of a major slowdown. The worst is yet to come.

The blame for this rapidly-approaching meltdown lies entirely 
with the Federal Reserve, the privately-owned collection of 10 
central banks who cooked up a way to shift wealth from one 
class to another through low interest rates.

Sound crazy?

Well, just as high interest rates cause the economy to slow 
down; low interest rates have the exact opposite effect by 
stimulating the economy through increased spending. It's all 
pretty clear-cut.

When the stock market nose-dived in 2000 the Fed lowered 
rates 17 times to an unbelievable 1% to keep the economy 
sputtering-along while the Bush administration dragged the 
country to war, gave away $450 billion a year in tax cuts, and 
awarded zillions in no bid contracts to their friends in big 
business. All tolled, the Bush-handouts amounted to roughly 
$3 trillion dollars, the largest heist in history, and it was 
carried out under the nose of the snoozing American public.

At the same time, America's debts and deficits have continued 
to mushroom behind the smokescreen of low interest rates.

Rather than face the recession which should have followed 
stock market crash, the Fed chose to increase the money 
supply (which doubled in the last 7 years) and lower the 
qualifications for getting mortgages. (I read recently that 90% 
of first time home buyers not only lie on their mortgage 
applications, but that 50% of them say that they earn TWICE 
as much as they really do. The applications are not cross-
checked with IRS statements) Now, tens of thousands of 
Americans live in $400,000 and $500,000 homes without a 
penny of equity in them and with loans that are timed to 
increase dramatically in 2007. (Many of the monthly payments 
will double)

So, how can we blame the Fed for the reckless and 
irresponsible behavior of the average homeowner?

Well, because they knew the effects of their "cheap money" 
policy every step of the way.

First of all, the Fed knew exactly where the money was going. 
Greenspan endorsed the shabby new lending-regime which put 
hundreds of billions of dollars in the hands of people who never 
should have qualified for mortgages. They were set up to fail 
just like the victims in the stock market scam who kept 
dumping their life savings in the NASDAQ when PE's were 
shooting through the stratosphere. 

Secondly, the Fed knew that wages had actually regressed 
(2.3%) since Bush took office, so they knew that the soaring 
value of real estate was entirely predicated on debt not real 
wealth. In other words, home values increased because of the 
availability of cheap money which inevitably creates a buying-
frenzy. It had nothing to do with real demand or growth in 
wages.

And, thirdly, according to the Fed's own figures, "the total 
amount of residential housing wealth in the US just about 
doubled between 1999 and 2006"up from $10.4 trillion to 
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$20.4 trillion". Times Online.

UP $10 TRILLION IN 7 YEARS! That is the very definition of a 
humongous, economy-killing equity monster. In other words, 
the Fed knew the ACTUAL SIZE OF THE BUBBLE and chose to 
steer it towards the nearest iceberg without warning the public.

This is what Greenspan called "a little froth".

There is no real growth in the American economy. Figure it 
out. Last year Americans saved less than 0% of their net 
earnings while they borrowed a whopping $600 billion from 
their home equity to piss-away on a consumer spending-spree. 
Once home prices begin to retreat, that $600 billion will 
evaporate, real GDP will shrivel, and the economy will begin 
flat-lining. (Consumer spending is 70% of GDP)

The Federal Reserve's plan is so simple; we shouldn't dignify it 
by calling it a conspiracy. It's merely a matter of hypnotizing 
the masses with low interest rates while trillions of dollars of 
real wealth is diverted to corporate big-wigs and American 
plutocrats.

It might not be rocket science, but it worked like a charm.

Now, the trap-door has been sprung; the country is dead-
broke and all the levers are in place for a police state. As the 
housing-balloon slowly limps towards earth, the new 
Halliburton detention centers are up and running, the National 
Guard is in Rummy's control, the Feds are able to listen-in on 
every phone call we make.

The noose is beginning to tighten.

New Orleans was just a dress rehearsal for the new world 
order; 300,000 million Americans reduced to grinding poverty 
while the economy explodes into sheets of flames.

Mike Whitney lives in Washington state. He can be reached 
at: fergiewhitney@msn.com 
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What is to be Said?: War on 
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Reporters Without Borders 
and Washington's Coups
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Scenes from the Spanish 
Civil War

Ross Eisenbrey 
When is a Raise Not a 
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Dave Lindorff 
Making the World Safe ... 
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John Chuckman 
Canada's Harper Blames the 
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Prosecuting Israel: a War 
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War
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and Torture
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Uri Avnery 
Syria in the Gunsight

Robert Fisk 
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The Struggle for Somalia: 
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Report from a Red Alert: 
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Why Howard Dean 
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Days of Darkness: the 
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Punishment of Lebanon
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July 29 / 30, 2006 
Weekend Edition

Michael Neuman 
Humanitarian Intervention: 
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http://www.counterpunch.org/whitney08302006.html (23 of 31)9/1/2006 2:32:28 AM

http://www.counterpunch.org/jacobs07312006.html
http://www.counterpunch.org/ridgeway07312006.html
http://www.counterpunch.org/ridgeway07312006.html
http://www.counterpunch.org/tokar07312006.html
http://www.counterpunch.org/tokar07312006.html
http://www.counterpunch.org/cockburn07312006.html
http://www.counterpunch.org/cockburn07312006.html
http://www.ridgewayng.com/03spevideo.htm
http://www.counterpunch.org/neumann07292006.html
http://www.counterpunch.org/neumann07292006.html
http://www.counterpunch.org/prashad07292006.html
http://www.counterpunch.org/prashad07292006.html
http://www.counterpunch.org/prashad07292006.html
http://www.counterpunch.org/kysia07292006.html
http://www.counterpunch.org/kysia07292006.html
http://www.counterpunch.org/werther07292006.html
http://www.counterpunch.org/werther07292006.html
http://www.counterpunch.org/fisk07292006.html
http://www.counterpunch.org/fisk07292006.html
http://www.counterpunch.org/patrick07292006.html
http://www.counterpunch.org/nader07292006.html
http://www.counterpunch.org/nader07292006.html
http://www.counterpunch.org/nader07292006.html
http://www.counterpunch.org/itani07292006.html


Mike Whitney: The Great Housing Crash of '07

the Lies of Alan Dershowitz

Eduardo Galeano 
One Country Bombed Two 
Countries

Gary Leupp 
Cowboys Still in the Saddle: 
Neocon Plans in the MIddle 
East
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The Power of Evil
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Collateral Damage from the 
War on Drugs
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Imperial Overreach: Suez 
1956 to Lebanon 2006
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"People Gonna Talk"
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Where Were the Warnings 
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Storm?

Elaine Cassel 
The Second Andrea Yates 
Verdict: Why the Jury Did 
the Right Thing

David Price 
Much Ado About Landis: 
What Kind of Tour de 
France Was It?
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Bull's Eye: Israel's Targeted 
Assassination of UN 
Peacekeepers
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Power (Outage) to the 
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Niranjan Ramakrishnan 
The Power of Arrogance in a 
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Operation "Save Israel's 
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Israel's New Middle East

Saul Landau 
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John Bolton: Israel's Man at 
the UN

Joseph Grosso 
Israel and Iraq: Hillary's 
White House Ticket
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Lebanon and the Future of 
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9/11 Nablus: First, Destroy 
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Hirohito's Ghost: Japan's 
New Militarists
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Hoosier Hooey: Is Terre 
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Yusuf Mansur 
Can the Crime Justify the 
Act?

Richard Harth 
Squeezing the Last Drops 
from Palestine
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The Detention of Ghazi 
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Five Myths That Sanction 
Israel's War Crimes
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Bearing Good News
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They Simply Can't Stop 
Lying, Can They?

Joshua Frank 
Israel's Invasion Pretext 
Under Fire
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How the Irish Invented 
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Uri Avnery 
Is Beirut Burning?
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Ploughshares Case
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Willful Blindness: Bush 
Greenlights War Crimes

Robert Bryce 
Israel and the Irony of UN 
Resolutions

Sharat G. Lin 
Chronology of the Latest 
Chrisis in the Middle East

George Bisharat 
Most Lebanese Now Know 
Who Their Real Tormentor Is

CounterPunch News Desk  
Class War in the 
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Zena El-Khalil  
"Tell Them That I'm Not 
Leaving. We Love Lebanon"
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The Bottled Water Madness

Mike Mejia 
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Secrets"
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Why Israel Is Losing
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of PTSD

Robert Fisk 
Israelis Bomb Fleeing 
Villagers
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Paul Craig Roberts  
Israel's Criminal Accomplice

Patrick Cockburn 
More Than 100 Iraqis Being 
Killed Each Day
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The Double Standard on 
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Bush's Fecal World
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Uri Avnery  
"Stop that Shit"
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John Cornford and the Fight 
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The Iraq War is a Huge 
Success

Alexander Cockburn  
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Israel: Everything You Need 
to Know
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Patrick Cockburn 
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Iraq: Maliki Government 
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