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The Anderson Forecast team at UCLA might restore one’s hope that academic economists fulfill a
productive function. Having disparaged the California housing boom through its ascent, a
springtime presentation by one of its economists predicted the swoon that has come to pass.
Alas, he stumbled. Asked if a real estate crash was in store, he reverted to form: Southern
California is in no way comparable to such one-industry towns as Houston, and besides,
California had never suffered a real estate meltdown. On the first point, with 2% of adults in
California now proudly waving real estate licenses to sell, houses to California today may be as
dominant a force as oil to Houston in the 1980s. On the second point, one of the worst real estate
debacles in the history of the United States occurred on the ground where he stood.

More important than the misleading history lesson is the foregone opportunity to profit. The
banking system today is a far more reckless operation than during earlier periods. This offers
investment options.

Maybe the professor's own education is lacking. For all the data spilling forth that quantify current
property trends (e.g., house sales, inventory, borrowing rates), reference to past price changes is
lacking. Unlike historical data on stock and bond market peaks and valleys, the history of housing
swoons lies entombed in the dark. The information is difficult to collect, if it was ever collected at
all. Therefore, such formulations as “the stock market fell an average of x% during past market
breaks” do not exist. Yet, to ignore what we do know leaves us without any reference when
economists make off-the-cuff predictions with no fear of contradiction.

A recent example by America’s most successful mortgage broker was par for the guild and for the
man. On October 26, former Federal Reserve Chairman Alan Greenspan mumbled that the
housing slump is “likely past.” Exactly one week later, this unsubstantiated opinion was expertly
choreographed into a National Association of Realtors $40-million-advertising campaign with full-
page newspaper ads: “It's a Great Time to Buy or Sell a House.” According to the upper-right-
hand quadrant of the newsprint layout, the man who told the nation “a traditional fixed-rate
mortgage might be an expensive method of financing a loan” in February 2004, only to raise rates
two months later, assures us now that the fourth quarter (of 2006) will “certainly be better than the
third quarter.”

Alan Greenspan has always been wrong when it mattered. But that's enough of him. What follows
is a brief, superficial, and arbitrary history of property-price collapses in the United States. It is true
any tenured economist would toss this summary into the dustbin — only data worthy of correlation
and regression analyses are worth knowing. (Charles Kindleberger's Manias, Panics and Crashes
is chock full of property-crash prices, but the late and great economist was his own man.) The
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intention of this exposition is to annotate the broad generality that real estate prices never fall. _
When Houston in the 1980s and Southern California in the 1990s are mentioned, these tempests
are qualified as local market quandaries. This is both selective (only post-World-War Il need
apply) and faulty (the national price level dropped in 1964). And besides, since most local markets
across the country are falling now, parochial dips in the past are worth visiting. Alas, the broad
generality is what most everyone knows and the National Association of Realtors should be
congratulated for succeeding so thoroughly in its marketing campaign.

In one sense, the post-War fixation is proper: the Federal Reserve’s money printing press is
greased and oiled to ward off a collapse in prices today. Yet, to save the housing market by
inflating credit is a remedy for a specific problem that would cause a general epidemic. The Fed
has no control over the direction of credit flows. Should the current rate of credit growth spill into
consumer prices, $50 hamburgers will create a bull market in Ramen Pride. It is doubtful the
unnerving private equity flows today would exist if not for current Fed efforts to resurrect the
moribund housing market. If the authorities accelerate this vain effort, the credit inflation will chase
things and Spam will be served for Thanksgiving dinner.

Should the Fed either resist the temptation to hyperinflate, or find itself incapable of doing so, the
current housing market will fall into a much longer history of bubbles. Here, the most important
recurring characteristic is the propellant for all such bubbles: credit. The recent mania was no
different: it was not a housing feast but an indulgence of mortgages.

A protracted exposition on California is explored for the benefit of haphazardly tutored students at
UCLA. Florida is next in line followed by some quick flybys of other mortgage manias.

The population of Los Angeles rose from 10,000 in 1880 to 50,000 in 1890 and 100,000 in 1900.
Yet, a severe real estate bust wiped out most of the wealth in 1887 and 1888. David Starr Jordan
described the boom and bust in California and the Californians: “[A]lmaost every bluff along the
coast, from Los Angeles to San Diego and beyond was staked out in town lots.” He continued:
“Every resident bought lots, all the lots he could hold. The tourist took his hand in speculation.
Corner lots in San Diego, Del Mar, Azusa, Redlands, Riverside, Pasadena, anywhere brought
fabulous prices. A village was laid out in the uninhabited bed of a mountain torrent, and men
stood in the streets in Los Angeles... all night long, to wait their turn in buying lots. Land,
worthless and inaccessible, barren cliffs' river-wash, sand hills, cactus deserts' sinks of alkali,
everything met with ready sale. The belief that Southern California would be one great city was
universal. The desire to buy became a mania. ‘Millionaires of a day,’ even the shrewdest lost their
heads, and the boom ended, as such booms always end in utter collapse.”

Of course, those “Visionaries” who believed Southern California would be “one great city” were
correct. This was an impressive long-sighted prediction (and, we can be sure, also promoters’
attempts to entice more fish to the lure), yet, “even the shrewdest” lost their shirts. Those today
who harp on “housing shortages” and the demographic needs of a growing population should
consider a city that went broke during a decade of 500% incremental growth.

In 20086, “utter collapse” looks remote. It is difficult to imagine. It is drummed in to us that the Fed
would never permit another mass default such as occurred in the 1930s. So we turn to the 1890
account of T. S. Van Dyke, author of Millionaires for a Day, who writes in terms a Californian
might find enriching today, given the loan markdowns — and tight credit — sure to beset the more
aggressive local lenders: "The money market tightened almost on the instant. From every quarter
of the land the drain of money outward had been enormous, and had been balanced only by the
immense amount constantly coming in. Almost from the day this inflow ceased money seemed
scarce everywhere, for the outgo still continued. Not only were vast sums going out every day for
water-pipe, railroad iron, cement, lumber, and other material for the great improvements going on
in every direction, most of which material had already been ordered, but thousands more were still
going out for diamonds and a host of other things already bought — things that only increase the












