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DISCLAIMER 

The information contained in this report is NOT intended for speculation on any financial market referred to within 

this report. Princeton Economics International makes no such warrantee regarding its opinions or forecasts in 

reference to the markets or economies discussed in this report. Anyone seeking consultation on economic future 

trends in a personal nature must do so under written contract. 

This is neither a solicitation nor an offer to Buy or Sell any cash or derivative (such as futures, options, swaps, etc.) 

financial instrument on any of the described underlying markets. No representation is being made that any 

financial result will or is likely to achieve profits or losses similar to those discussed. The past performance of any 

trading system or methodology discussed here is not necessarily indicative of future results. 

Futures, Options, and Currencies trading all have large potential rewards, but also large potential risk. You must be 

aware of the risks and be willing to accept them in order to invest in these complex markets. Don’t trade with 

money you can’t afford to lose and NEVER trade anything blindly. You must strive to understand the markets and 

to act upon your conviction when well researched.  

Indeed, events can materialize rapidly and thus past performance of any trading system or methodology is not 

necessarily indicative of future results particularly when you understand we are going through an economic 

evolution process and that includes the rise and fall of various governments globally on an economic basis. 

CFTC Rule 4.41 – Any simulated or hypothetical performance results have certain inherent limitations. While prices 

may appear within a given trading range, there is no guarantee that there will be enough liquidity (volume) to 

ensure that such trades could be actually executed. Hypothetical results thus can differ greatly from actual 

performance records, and do not represent actual trading since such trades have not actually been executed, 

these results may have under- or over-compensated for the impact, if any, of certain market factors, such as lack 

of liquidity. Simulated or hypothetical trading programs in general are also subject to the fact that they are 

designed with the benefit of hindsight and back testing. Such representations in theory could be altered by Acts of 

God or Sovereign Debt Defaults. 

 It should not be assumed that the methods, techniques, or indicators presented in this publication will be 

profitable or that they will not result in losses since this cannot be a full representation of all considerations and 

the evolution of economic and market development. Past results of any individual or trading strategy published are 

not indicative of future returns since all things cannot be considered for discussion purposes. In addition, the 

indicators, strategies, columns, articles and discussions (collectively, the “Information”) are provided for 

informational and educational purposes only and should not be construed as investment advice or a solicitation for 

money to manage since money management is not conducted. Therefore, by no means is this publication to be 

construed as a solicitation of any order to buy or sell. Accordingly, you should not rely solely on the Information in 

making any investment. Rather, you should use the Information only as a starting point for doing additional 

independent research in order to allow you to form your own opinion regarding investments. You should always 

check with your licensed financial advisor and tax advisor to determine the suitability of any such investment. 

Copyright 2015 Princeton Economics International and Martin A. Armstrong All Rights Reserved. Protected by 

copyright laws of the United States and international treaties. 

This report may NOT be forwarded to any other party and remains the exclusive property of Princeton 

Economics International and is merely leased to the recipient for educational purposes. 
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Introduction 

Real Estate Outlook 

 
By: Martin Armstrong 

 

eal Estate is a tangible asset. However, it may be too tangible insofar as 
it is non-movable. Therein lies the Achilles Heel for what cannot be 
moved, it far too often has become subject to the intolerable acts of 
government gone wild. There is no question that real estate has been 

one of the five (5) primary sectors within the economy. The peak in real estate 
may have arrived in REAL terms. The downside to real estate has historically 
always been taxes. The bounce in real estate into 2015.75 which our model 
had forecast seems to have unfolded on time. What will make this peak is a 
combination of (1) international capital flight, (2) taxes, and (3) the debt crisis 
on several fronts.  
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We will look in this report at these three factors. While we are headed into a 
serious Sovereign Debt Crisis, simultaneously, thanks to the Clintons, we have a 
global banking crisis as a result of their repeal of Glass-Steagall and other 
banking restrictions that started in 1994 and went into 1999. The Clintons 
opened the door to Transactional Banking closing the door on Relationship 
Banking that has altered the global financial system. Furthermore. The Clintons 
in their greed aligned themselves with the Investment Bankers and made all 
their dreams come true. Not merely did they repeal every restraint upon the 
banks from interstate banking, holding company restrictions, and Glass-Stegall, 
but the Clintons then sold students down the river handing them to the bankers 
for life. The Clintons made student loans for education on an unsecured basis in 
return for the blunt fact that student loans are non-dischargeable in 
bankruptcy. 
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The bounce in real estate into 2015 that our model projected was calling for 
the higher-end of market rather than the over-leveraged low-end created by 
the bankers for the 2007 crisis. So far, everything seems to be on target and on 
a global scale, the high-end has been soaring in London, Toronto, Zurich, and 
most of Asia (Japan excluded), moving into often 26 year highs outside the 
USA.  

The overall long-term decline will be impacted by the reduction in offering 
long-term mortgages for the medium-priced homes combined with insane 
increases in property taxes as governments try to stay afloat. The economy has 
not really recovered fully from the 2007-2009 crash and the youth have 
watched their parents lose their shirt on the American Dream. Consequently, 
there has been a huge decline in marriages as well as birthrates. The Census 
Bureau in the USA found that the number of young Americans living in multi-
generational family households spiked in the last five years and is now at the 
highest level since the 1950s. In 2010, 21.6 percent of 25- to 34-year-olds lived 
with other generations in the same household.  

Then we have the damage caused by the Clintons handing students to the 
bankers. The burden of student loans has reduced the demand for housing as 
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young adults have also watched their parent’s dream of selling their home for 
retirement savings evaporate into wishful thinking. They are in no hurry to start 
families and buy a home.  

 

This crisis among the youth is throughout Europe as unemployment within that 
segment has topped 60% in many areas. In Canada, the Globe and Mail 
reported on November 4th, 2014 that the Bank of Canada Governor Stephen 
Poloz sparked a serious controversy when he said that the youth ought to 
consider unpaid work as a way to gain job experience to solve their 
unemployment debacle since they are living with their parents. 

These are the primary areas we will look at in this review. Real Estate has some 
problems for it has been highly leveraged as part of the solution introduced by 
Franklin D. Roosevelt during the Great Depression to help real estate. 
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Chapter I 

Franklin D. Roosevelt & the 30 

Year Mortgage 

 
 

he 30-year mortgage was the product of the New Deal and this is 
starting to come undone. In the aftermath of the housing market 
collapse of 2007-2009 inspired by leveraged pools created by the 

investment bankers, lawmakers in Washington are starting to debate the future 
of Fannie Mae, Freddie Mac, and government involvement in the housing 
market. The costs have been tremendous and what has taken place is that 
real estate has become addicted to high leverage. What happens if real 
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estate returns to pre-Great Depression markets? The idea of the 30-year fixed-
rate mortgage, a loan U.S. home buyers take for granted, which is unheard-of 
in other countries, is likely to vanish. The trend toward shorter and shorter 
investments is emerging as liquidity declines and confidence in the future is 
starting to be questioned. 

Before the Great Depression, the real estate market was strikingly different. 
Someone taking out a mortgage to buy a home in the USA would get a short-
term balloon type mortgage where they typically put down 50% and had to 
pay off the balance to pay the balance. At the end of the five years, it was 
not unheard-of for people to then refinance into another five-year loan. 

Then came the Great Depression with a bang. Many banks failed, and 
surviving banks didn't want to refinance these balloon mortgages. Cash 
became tight and when people could not pay of the balloon mortgages, the 
banks simply foreclosed. Between 1931 and 1935, a quarter million people lost 
their homes each year. 

Real estate prices collapsed along with massive bank failures. There was no 
credit available, so real 
estate collapsed to about 10 
cents on the dollar. The 
degree of the decline was 
stupendous. Raw land, which 
had sold for $2-$3 during the 
mid-1800s brought 10 to 30 
cents an acre. The Dust Bowl 
did not help for the land 
could not produce crops and 
thus became truly worthless. 
Sales began to take place at 
auctions still at depressed 
prices which were on a 

purely cash and carry basis, which obviously limited the buyers. 
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President Franklin D. Roosevelt (FDR) created Fannie Mae to revitalize the real 
estate market by providing 30-year mortgages to allow people to buy 
property with little money down. FDR explained his reasoning;  

"Even before I was inaugurated, I came to the conclusion that such a 
policy was too much to ask the American people to bear. It involved not 
only a further loss of homes, farms, savings and wages, but also a loss of 
spiritual values -- the loss of that sense of security for the present and the 
future so necessary to the peace and contentment of the individual and 
of his family." 

 

There was such a shortage of money that more than 200 cities began to issue 
their own money known as Depression Scrip. To stabilize the real estate market 
in the aftermath of massive bank failures (over 9000 in all), FDR created federal 
agencies that form the basis of the housing market even into the current time. 
They provided mortgage insurance, established a secondary market for 
mortgage loans, and converted 1 million loans into long-term mortgages. 
Clearly, this effort underscored the real estate market and did have a major 
social benefit. Keep in mind that the crisis was really caused by the massive 
collapse in the banking system.   
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FDR greatly expanded the number of people who could afford to buy a home 
with the creation of the Federal National Mortgage Association (FNMA), now 
commonly known as Fannie Mae, was founded in 1938 during the Great 
Depression as part of the New Deal. It is a government-sponsored enterprise 
(FANNIE/FREDDIE) and has been a publicly traded company since 1968. The 
corporation's purpose is to expand the secondary mortgage market by 
securitizing mortgages in the form of mortgage-backed securities (MBS). Thus, 
this facility allows lenders to reinvest their assets into more lending and in effect 
increasing the number of lenders in the mortgage market by reducing the 
reliance on locally based savings and loan associations.  

Nonetheless, The Federal 
Home Loan Mortgage 
Corporation (FHLMC), 
known as Freddie Mac, was 
created in 1970 to expand 
the secondary market for 
mortgages in the USA. 
Along with Fannie Mae, 
Freddie Mac buys 
mortgages on the 
secondary market, pools 
them, and sells them as a 
mortgage-backed security 
to investors on the open market. This secondary mortgage market increases 
the supply of money available for mortgage lending and increases the money 
available for new home purchases.  

On the surface, mortgages became safer and more stable by increasing the 
leverage out by using an assumed 30 years of future income of the borrower. 
No doubt, this action stimulated the housing market. However, people now 
take this for granted as if this is the historical norm.  

The 30-year fixed-rate mortgage provided protections that did not exist within 
the prior balloon style mortgages that required about 50% down. The benefit 
became the fixed-rate and essentially the mortgages was transferring the risk 
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to the lender with respect to the fluctuation in long-term interest rates. 
Meanwhile, the borrower could refinance without a penalty if rates declined. In 
today’s environment, this type of structure is not a very attractive investment 
for banks and therein lies the problem looking ahead.  

Since bankers are not interested in lending for 30-years at a fixed rate and 
government is run by lawyers, if they decide to ever get out of the business of 
backstopping mortgages to privatize the mortgage market for the bankers, 
then market forces will make the 30-year fixed-rate mortgage far more 
expensive, or extinct. It is more likely than not to take the path of extinction. 
The long-term mortgage is certainly not something a banker wants to hold. As 
the future becomes more and more uncertain, such long mortgages will 
become unsalable as a security even to pension funds as they tend to go 
under in the next financial crisis. 
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Chapter II 

Goldman Sachs’ Takeover of 

World Governments? 

 

Australia’s new Prime Minister Malcolm Bligh Turnbull is an Alumni of Goldman 
Sacks as is Mario Draghi who is the head of the European Central Bank (ECB). 
Draghi has been pushing quantitative easing and negative interest rates with 
no success in turning the European economy around. Now another Goldman 
Alumni takes and actual elected position in Australia – perhaps the first Alumni 
to actually seek an elected office rather than a backdoor appointment. 
Australia’s PM Turnbull was managing director of Goldman Sachs Australia 
(1997–2001) and a partner with Goldman Sachs and Co. (1998–2001). In May 
2002, Turnbull appeared before the Insurance Commission and was questioned 
on Goldman Sachs’s involvement in the possible privatization of one of the 
acquisitions of the collapsed insurance company. 
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So while people make up really wild conspiracy 
scenarios it seems to entertain themselves about 
Bilderbergs, Rockefellers and Rothschilds, they 
seem to be doing that to keep the focus away 
from Goldman Sachs. It was President Clinton's 
tenure that was honestly characterized as 
Christmas time for Investment Bankers. Clinton 
just repealed every possible restriction that had 

been imposed from the Great Depression against bankers from bans on 
interstate banking, Holding Companies, to the repeal of the Glass-Steagall Act. 

 

The strangest events began to unfold illustrating following Salomon Brothers 
scandal when it got caught in 1991 manipulating the US government Treasury 
auctions. Government was independent then and the penalty was to shut 
them down. Warren Buffet comes to the rescue and that I believe alerted 
those at Goldman Sachs manipulating markets might result in shutting down 
the business. I believe Goldman Sachs then began a new strategy – divide and 
conquer from within. All of a sudden, it did not matter what the political party 
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was be it Republican or Democrat, 
somehow staff from Goldman Sachs 
were infiltrating government in all 
departments and on a global scale. The 
basics of this strategy was said to have 
been the brain child of Robert Rubin  

The question that has been asked by so 
many around the world was simple. Did 
Goldman Sachs create a strategy to 
infiltrate World Governments with its 
Alumni? This is certainly not a unique 
conspiracy theory. The Rothschilds did 
not infiltrate governments, they just 

became their bankers – that is true. The power of the Rothschilds was really the 
19th century but it pretty much came to a major end when the bank, which 
failed in Austria that began the 
Contagion of Sovereign Debt 
Defaults, Credit Anstalt in 1931 
was a Rothschilds’ bank since 
they were a key owner with 
others including American 
interests.  

Of course other bankers were 
hated in the day such as J.P. 
Morgan. He helped bail out the 
United States in 1896 when the 
Silver Democrats had overvalued 
silver which led to the depletion of gold reserves. Because J.P. Morgan 
organized a group of banks to buy US government bonds with gold and they 
later sold their holdings for a profit, J.P. Morgan was pictured as a profiteer only 
interested in money when in fact the nation would have defaulted on all its 
debt without him. It was like blaming the bartender for serving you a drink. 
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The real bankers who sought to takeover government were the Medici. They 
did infiltrate government and attempted to control the Papacy. The Medici 
were a powerful and influential Florentine family from the 13th to 17th century. 
They managed to get four popes installed who were related to the Medici 
banking family and each other; Pope Leo X (December 11, 1475 – December 
1, 1521), born Giovanni de' Medici, was pope from 1513 to his death, Pope 
Clement VII (May 26, 1478 – September 25, 1534), born Giulio di Giuliano de' 
Medici, was a cardinal from 1513 to 1523 and was pope from 1523 to 1534, 
Pope Pius IV (31 March 1499 – December 9, 1565), born Giovanni Angelo 
Medici, was pope from 1559 to 1565. However, he was only distantly related to 
the other Medici Popes, and Pope Leo XI (June 2, 1535 – April 27, 1605), born 
Alessandro Ottaviano de' Medici, was pope from April 1, 1605, to April 27 of 
the same year. Controlling the Papacy back then was a critical access to all 
the donations that flowed in from around the world 
and help to keep a check against kings and prices 
of Europe. 

Little doubt exists in the minds of the majority that 
when you look at the sheer scope of the Goldman 
Sachs Alumni around the world in strategic political 
posts, the impression that Goldman Sachs has 
become the new modern day Rothschilds/Medici is 
hard to put out of your mind. Goldman Sachs was 
not the first to send its high ranking CEOs to 
Washington, DC. The first of any note was Averell 
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Harriman (1891-1986) of the world renowned Brown Brothers Harriman. Averrell 
was the first to be appointed to a cabinet post as US Commerce Secretary 
under Harry Truman. He went on to become the Governor of New York State, 
and then served as Ambassador to 
USSR. He then attempted to run for 
President in the 1952 and 1956 
elections with the endorsement of 
President Truman without success 
losing to Adlai Stevenson both 
times. But there was never a 
question of a conflict of interest. 
Those were the days when such 
things were undignified. They 
certainly would detract from one's 
legacy.  

The next in line of the big names 
from Wall Street was Douglas Dillon 
(1909-2003) of Dillon Reed. 
President John F. Kennedy 
appointed Dillon who was a Republican, as the 57th Secretary of the Treasury.  
It was Dillion who argued for the Kennedy Tax cuts and is generally credited 

with helping to create the long and 
dynamic economic expansion of the 1960s.  

Of course, while not strictly from Wall Street, 
President Warren G. Harding had 
appointed Andrew Mellon (1855-1937) as 
the 49th Secretary of the Treasury in 1921 
until 1932. What is very interesting, it was 
FDR's Secretary of the Treasury Henry 
Morgenthau, Jr. (1891 – 1967) who had 
pursued Mellon to get him indicted. This 
was a vendetta for Mellon was even being 
accused of dealing with the communists 
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since he bought the Russian art collection 
from then, constructed the National Gallery 
in Washington, and donated everything to 
the nation. 

Next in line was William Simon (1927-2000), 
who had left the notorious firm of Saloman 
Brothers firm to become the Energy Czar in 
the midst of the Arab Oil Embargo. After 
graduating from Lafayette in 1952, Simon 
got a $75-a-week job trading municipal 
bonds. By 1964, he was working at Salomon 
Brothers, where he was known as a very 
short-tempered and outspoken trader of 
bonds. He was thus well known for his very 

abrasive personality but was well suited for the extremely aggressive culture 
inside Salomon's “Big Swinging Dick” club.  

By the early 1970's, Simon was one of Salomon Brothers’ senior partners making 
more than $2 million a year back then when a million bucks was big money. 
Simon’s jump into government came on the recommendation of then Attorney 
General John Mitchell, who was himself a former Wall Street lawyer, that 
Treasury Secretary George P. Shultz recruited Mr. Simon as his deputy at the 
beginning of Nixon's second term. Perhaps he was drawn to the arrogance of 
power. Nevertheless, when Schultz resigned, Nixon appointed Simon as the 
Secretary of the 
Treasury in 1974-1975 
during that big 
economic downturn. 
As Energy Czar, Simon 
was proud to say ''I'm 
the guy that caused 
the lines at the gas 
stations.'' 

Of course, then there 
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was Robert Rubin who was 
co-chairman of Goldman 
Sachs who then became 
President Bill Clinton's 
Secretary of the Treasury. It 
was clearly his policies that 
allowed the economic 
meltdown, and he has not 
departed from the Wall 
Street environment. Then 
there came Hank Paulson 
who became President Bush's 
Secretary of the Treasury who 
benefited Goldman Sachs in 
spades eliminating their 
hated competitors Lehman 
Brothers and Bear Stearns. On 
September 15th, 2008, Paulson 
claimed he lacked the 
power to bailout Lehman 
Brothers. Then on September 
17th, 2008, the White House 
relieves Paulson of any 
conflict of interest because 
he pleas to say AIG for he 
does not, Goldman Sachs 
collapses. Paulson then 
announces the same day an 
$85 billion injection into AIG 
taking an 80-% stakes so they 
can pay Goldman Sachs. 
Then of September 20th, 
Paulson emailed TARP to 

CLINTON ADMINISTRATION 

Robert Rubin Secretary of Treasury 

(Co-Chairman of Goldman Sachs 1990-1992) 

 

Kenneth D. Brody Chairman Export-Import Bank of US  

(Goldman Sachs head of High-Technology Investment Banking 

Group, and Real-Estate Investment Banking Group) 

 

James Johnson Former CEO Fannie Mae 

(Member of Obama's Vice-President Selection Committee, 

Goldman Sachs Board Member) 

 

BUSH ADMINISTRATION 

Joshua Bolten White House Chief of Staff 

(Former Director Office of Management and Budget Goldman 

Sachs Int'l 1994-99 Executive Director Government & Legal 

Affairs) 

 

Henry Paulson Secretary of Treasury 

(CEO Goldman Sachs 1999-2006) 

 

Neel T. Kashkari Treasury's Office of Financial Stability 

(Goldman Sachs Technology Investment Banker until 2006) 

 

Robert K. Steel Undersecretary of the Treasury 

(Goldman Sachs Former head of equities in Europe & New York) 

 

Dan Jester TARP Adviser 

(Goldman Sachs Former Deputy CFO) 

 

Reuben Jeffrey Undersectretary of State, 

Economic, Energy & Agricultural Affairs) (Magaging Partner 

Goldman Sachs Paris 1997-2001, Managing Partner European 

Financial Institutions Group 1992-1997) 

 

Foryar Shizad Top Economic Aide 

(Global Head ,of Government Affairs Goldman Sachs) 

Cristopher Cox Chairman of Securities & Exchange 

Commission (Former Partner Goldman Sachs) 

Arthur levitt  

Chairman of Securities & Exchange Commission 

1993-2001 (Goldman Sachs Adviser on Public Policy & 

Other Affairs) 
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Congress which they passed 
October 3rd. 

There is something just 
overwhelming very strange 
when we start to catalogue 
the number of people in 
government pouring out of 
Goldman Sachs. There are TWO 
ways to look at this. (1) A 
possible conspiracy walking in 
the footsteps of the Medici 
with the hidden agenda to 
dominate the world, of (2) this 
is a covert effort to control and 
temper the real beast – 
government to protect their 
self-interest. 

In February 22nd, 2010 edition 
of Time Magazine, they 
published on page 4, ten 
Questions that people 
presented to Henry Paulson. Of 
course, one of those ten 
questions was this one that has 
so many people suspicious 
about Goldman Sachs and its 
worldwide web of political 
controlling figures, as has been 
put together running to the left. 

Why Are So Many Government 
Officials From Your Former 
Company Goldman Sachs? 

OBAMA ADMINISTRATION 

Diana Farrell Deputy Director National Economic Council 

(Goldman Sachs Financial Analyst) 

Robert Hormats 

Undersecretary of State, Economic, Energy & Agricultural 

Affairs 

(Goldman Sachs Vice-Chairman until 2009) 

Mark Patterson Chief of Staff to Secretary of Treasury Tim 

Geithner 

(Goldman Sachs Chief Lobbyst until 2008) 

Gary Gensler Chairman Commodity Futures Trading 

Commission (Goldman Sachs Partner & Co-Head of Finance 

until 1997) 

Adam Storch COO Securities & Exchange Commission 

Enforcement Division 

(Goldman Sachs Vice President, Business Intelligence Group 

until 2007) 

William Dudley President NY Federal Reserve 

(Goldman Sachs Chief Economist & Managing Director until 

2007) 

Sonal Shah Director of 

Office of Social Innovation & Civic Participation Advisory 

Board Member .Obama-Biden Transition Project Former 

Treasury Official 

(Goldman Sachs Vice-President 2004-2007) 

 

Robert Zoelick President of World Bank 

Previously Deputy Secretary of State 

(Goldman Sachs Managing Director 2006-2007) 

 

NEW JERSEY 

Jon Corsine Defeated Governor 

(Goldman Sachs Senior Partner until 1998) 

New York Stock Exchange 

Duncan Niederauer Chairman & CEO NYSE 

(Goldman Sachs Managing Director until 2007) 

 

John Thain Former President NYSE 

who Becomes Head of Merrill Lynch in time for Crisis 

(Goldman Sachs President & coo 1999-2004) 

SERIA
L N

o. 
10

45
1



23 

 

Paulson answered stating 
bluntly: 

“When I looked to bring 
people in to work with me, I 
was looking for people who 
had the skills and the 
experience and were willing 
to do the job. I was fortunate 
to work in a firm where 
government service, was 
stressed as a virtue." 

Quite honestly, I must say, I 
have dealt with people from 
Goldman Sachs and they cut 
jokes about the stupidity of 
government just like 
everyone else. I could have 
accepted any rational 
explanation. But this brings up 
Blankfein's statement back in 
2009 to the Times of London 
that he is just a banker 
“doing God’s work.” I'm sorry. 
But I for one just don't buy 
this line of nonsense. You can 
say it’s just a coincidence. 
Tell me that the firm has 
become a stepping stone for 
political careers. Goldman 
Sachs has no public virtue 
that is self-evident from its 
actions. I just do not believe it 
is a monastery for God's work 

OBAMA ADMINISTRATION 

Diana Farrell Deputy Director National Economic Council 

(Goldman Sachs Financial Analyst) 

Robert Hormats 

Undersecretary of State, Economic, Energy & Agricultural 

Affairs 

(Goldman Sachs Vice-Chairman until 2009) 

Mark Patterson Chief of Staff to Secretary of Treasury Tim 

Geithner 

(Goldman Sachs Chief Lobbyst until 2008) 

Gary Gensler Chairman Commodity Futures Trading 

Commission (Goldman Sachs Partner & Co-Head of Finance 

until 1997) 

Adam Storch COO Securities & Exchange Commission 

Enforcement Division 

(Goldman Sachs Vice President, Business Intelligence Group 

until 2007) 

William Dudley President NY Federal Reserve 

(Goldman Sachs Chief Economist & Managing Director until 

2007) 

Sonal Shah Director of 

Office of Social Innovation & Civic Participation Advisory 

Board Member .Obama-Biden Transition Project Former 

Treasury Official 

(Goldman Sachs Vice-President 2004-2007) 

 

Robert Zoelick President of World Bank 

Previously Deputy Secretary of State 

(Goldman Sachs Managing Director 2006-2007) 

 

NEW JERSEY 

Jon Corsine Defeated Governor 

(Goldman Sachs Senior Partner until 1998) 

 

New York Stock Exchange 

Duncan Niederauer Chairman & CEO NYSE 

(Goldman Sachs Managing Director until 2007) 

 

John Thain Former President NYSE 

who Becomes Head of Merrill Lynch in time for Crisis 

(Goldman Sachs President & coo 1999-2004) 
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in financial markets. Just 
don’t give me this 
propaganda for there was 
no such “virtue” in letting 
Lehman or Bear collapse 
when they were major 
competitors of Goldman and 
when AIG was owed 
Goldman, suddenly Paulson 
found the power to takeover 
an insurance company that 
was not a bank. What about 
Iceland, or Greece, and now 
there is Malaysia. This list goes 
on and on besides the 
collapse in real estate. 

I have never heard that there 
are staff meetings at 
Goldman Sachs telling the 
staff it must sacrifice profit 
and give their lives for the 
state good. Then, go short 
the hell out of the housing 
market. I also do not buy into 
the conspiracy theory about 
how it was Goldman Sachs 
trying to control the world 
government for anything 
other than guaranteed 
profits. 

However, once you start to 
catalogue just the 
government appointments 

NEW YORK FEDERAL RESERVE 

 

William Dudley President NY Fed 

(Goldman Sachs Chief Economist & Managing Director until 

2007) 

Stephen Friedman, Chairman of NY Fed 2007-2009  

Former Director of Bush's National Economic Council 

(Goldman Sachs former Chairman) 

 

E. Gerald Corrigan, President NY Fed 1985-1993  

(Goldman Sachs Bank USA Chairman, Partner & Managing 

Director) 

 

CAPITAL HILL 

 

Foryar Shirzad, Republican Counsel. to 

Senate Finance Committee & Former Top Economic Aide 

to Bush 

(Goldman Sachs Global Head Government Affairs) 

 

Michael Paese Chief Staffer to 

Barney Frank House Financial Services Committee 

(Goldman Sachs Director of Government Affairs) 

 

Marti Thomas Executive Floor Assistant to Congressman 

Dick Gephardt 1989-1998 

Deputy Assistant Treasury Secretary, Tax and Budget 

1998-1999 Assistant Secretary of Legal Affairs and Public 

Policy 2000 

(Goldman Sachs Federal Legislative Affairs Leader 

Unitil2009) 

 

ITALY 

Mario Draghi Governor of the Bank of Italy, Head ECB  

(Goldman Sachs European Vice-Chairman 

and Managing Director until 2006) 

 

Romano'Prodi Twice Prime Minister of Italy  

(Former Paid Adviser to Goldman Sachs) 

 

Massimo Tononi Deputy Treasury Chief 2006-2008  

(Former Partner in Goldman Sachs) 
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and officials, something 
again begins to just stink. Why 
would these people leave a 
high paying job for peanuts 
in government where they 
are APPOINTED positions, 
nothing where the people 
actually elect Goldman 
officials? It makes no sense. 
Unlike those who think 
Goldman Sachs is the 
modern Medici, I do not 
believe that they are 
motivated by either public 
service or pubic dominance 
to suppress the people. I see 
it more as gaining inside 
information and controlling 
the reins of power to such an 
extent, they get a Get Out of 
Jail Free Card. 

Notice that both in the Bush 
and Obama Administrations, 
the post of Undersecretary of 
State, Economic, Energy & 
Agricultural Affairs has to do 

with a very key position related to the commodity markets and financial 
markets. I do not see a grand conspiracy theory for world dominance, but 
strategic posts being filled with people from Goldman Sachs that can provide 
inside info, contacts to clients, and protection by the courts.  

All major lawsuits filed against the bankers in New York City’s Southern District 
of New York are routinely dismissed. There will NEVER be a successful lawsuit 
against Goldman Sachs in New York City. New York protects the banks and 

GERMANY  

 

Philip Murphy 

US Ambassador to Germany 

(Former Head of Goldman Sachs Frankfurt) 

 

CANADA 

 

Mark Carney Governor Bank of Canada 

(Goldman Sachs Managing Director of Canada until 2003) 

 

UNITED KINGDOM 

 

Lord Brian Griffiths, Former Director Bank of England 

Special Adviser to Prime Minister Margaret Thatcher 

(Goldman Sachs International Adviser) 

 

Gavyn Davies 

Husband of Sue Nye, Special Adviser to Prime Minister 

Gordon Brown 

(Goldman Sachs Former Chief Economist) 

 

Paul Deighton 

Head of London Olympic Games Committee 

(Goldman Sachs former COO) 

 

AUSTRALIA 

 

Malcolm Turnbull Leader Liberal Party  

(Goldman Sachs Partner 1998-2001)' 
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that is the way it has been. The banks own the courts and all the federal 
judges in New York City. Even lawsuits filed around the country against 
Facebook were usurped by New York City. This is what Goldman Sachs has 
bought – absolute protection. If this was a firm so great to work for, then why 
have so many people leave and take lower paying government jobs? 

This is just the list of official government positions. You can then go to the next 
tier and find former Goldman Sachs CEO Edward Liddy who the government 
installed as the new head of AIG. Even the TARP administer was from the 
Goldman Sachs firm. 

The question that is not being answered here, is anyone from any other firm in 
the world less qualified than those who have been at Goldman? Is it true that 
only those who have worked at this firm are just smarter than any other person 
so government no longer bothers looking for anyone else? 

What is also overlooked is that when people have often worked together, they 
retain those personal contacts. Thus, with so many alumni around the world 
being appointed to non-elected positions and the firm is exempt from criminal 
or civil prosecution by individuals in New York City, there is a serious question of 
a conflict of interest especially when alumni continue to call back to the 
mother-ship. 

Goldman Sachs claimed it 
wanted to pay back TARP 
money because it was its 
"duty" as reported by John 
Gapper at the London 
Financial Times. This sense of 
public duty didn't stop 
Goldman from using the new 
FDIC insurance status to issue 
$28 billion in bonds at a much 
lower interest rates than it 
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could have without the government backing. So the duty to pay back TARP 
included a duty to now exploit the FDIC to raise money at a cheaper rate for 
proprietary trading. 

Now that Hillary plans to be the next President and Bill to be take the role of 
First Lady in men’s drag, the danger of a Hillary presidency is off the charts 
given everything they did for the bankers so far. Hillary Clinton is already 
bought and paid for. She netted $400,000 for giving two speeches for a few 
minutes at Goldman Sachs. This is by no means a speaking fee. This is what I 
believe is outright bribery. A speaking fee will be $35,000 to $50,000 tops. She 
has nothing to offer Wall Street for $400,000. Even the FT recently reported that 
Goldman Sachs returns to political center stage. Even the top five contributors 
to Hillary’s bid for the Senate back in 1999 were: 

1. Citigroup Inc ……..  
 $782,327 

2. Goldman Sachs …..   
 $711,490 

3. DLA Piper ………....  
 $628,030 

4. JPMorgan Chase & Co ….. 
 $620,919 

5. EMILY’s List …………………. 
 $605,174 

Gary Gensler (born 1957) worked at 
Goldman Sachs for 18 years and at 30 
became the youngest partner. He then, like 
most people from that firm, strangely seem to 
suddenly care about how government 
functions and then crosses over into public life after filling their pockets at 
Goldman, 

Yes he was nominated by Obama to be the 11th chairman of the Commodity 
Futures Trading Commission in 2009, which is the most notoriously corrupt 
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regulator perhaps in the world. Lawyers joke about the CFTC saying that they 
hire the lawyers the SEC rejects. 

It was Bill Clinton who opened the door for Gensler to serve in the United States 
Department of the Treasury as Assistant Secretary for Financial Institutions from 
1997-1999, and then as Undersecretary for Domestic Finance from 1999-2001. 
As Assistant Secretary, Gensler served as a senior adviser to the Secretary of 
the Treasury in developing and implementing the federal government’s policies 
for debt management and the sale of U.S. government securities. Keep in mind 
that this is also when Robert Rubin came from Goldman under Clinton to head 
up the Treasury. Some inside sources said that it was Rubin who recruited him 
from Goldman. 

As Undersecretary of the Treasury for Domestic Finance, Gensler participated in 
the repeal of Glass-Steagall in 1999. He generally assisted Treasury Secretaries 
Robert Rubin and Lawrence Summers on all aspects of domestic finance, 
which was the whole deregulation to free up banks making that shift from 
Relationship Banking to Transactional Banking. This certainly included 
formulating policy and legislation 
in the areas of financial 
institutions, public debt 
management, capital markets, 
government financial 
management services, federal 
lending, fiscal affairs, 
government sponsored 
enterprises, and community 
development, all of which were 
altered to set the stage for the 
major financial crisis in 2007-2009 
and now he is on board with 
Hillary as her adviser. Anyone 
surprised? And you really think she stands for the poor?  

Gensler was not done. After leaving the Clinton Administration in 2001, he then 
joined the staff of U.S. Senator Paul Sarbanes, Chairman of the Senate Banking 
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Committee, as a senior adviser writing the Draconian Sarbanes-Oxley law 
which was touted to tighten accounting standards in the wake of the Enron 
and WorldCom scandals. However, this law increased the burdens upon 
corporate management requiring an investment banking adviser expanding 
the business for his old firm.  

Gensler will fully support the tax on money (negative interest rates) that was 
floated by Larry Summers whose claim to fame was simply being a man 
without practical experience functioning as a professor of economics. From 
1991 to 1993 Summers was chief economist of the World Bank and from 1995 
to 1999, he was Deputy Minister of Finance under Robert Rubin at the US 
Treasury and then 1999-2001 he became US Treasury Secretary, of course, 
under Bill Clinton. Summers was the immediate successor of Robert Rubin. Then 
in 2008 Obama announced that Summers would be National Economic 
Advisor to the Government. The position he held under Robert Rubin, was then 
filled by Timothy F. Geithner. Summers retired in 2010 from the National 
Economic Council to return to Harvard. Once in the game, you never leave. 
Summers delivered a balloon speech at the IMF Research Conference on 
November 8th, 2013, which he launched the tax on money idea presenting it 
as NEGATIVE INTEREST RATES. So all those who saved for retirement who have 
watched their savings amount to nothing to live on, should include Larry 
Summers on their Christmas card list or just send him a thank you note for 
wiping out your future to protect his banker buddies, 

So here we go again with more Clinton cronies to wipe out society and 
Western Civilization and they filled their pockets with mints as they leave the 
restaurant where someone else paid the bill. I cannot imagine what these 
people will cook up next with Hillary and Bill back in the White House. 
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Chapter III 

Goldman Sachs & the Clintons 

 

resident Clinton's tenure was characterized as really Christmas time for 
Investment Bankers. Nobody in history did more to destroy the real estate 
market and alter our future than the Clintons. Clinton repealed interstate 

banking restrictions, restrictions on Bank Holding Companies, and his biggest 
gift for Christmas to bankers was the Gramm-Leach-Bliley Act, which repealed 
the Glass-Steagall Act, that had been the entire cornerstone of Depression-era 
regulation to prevent that type of crisis from unfolding again. Then Clinton had 
the bankers the ultimate gift to ensure they could destroy the real estate 
market. Clinton also signed the Commodity Futures Modernization Act, which 
exempted credit-default swaps from any regulation whatsoever.  

P 
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To hand the real estate market 
over to the bankers on a gold 
platter, in 1995 Clinton also 
loosened housing rules by 
rewriting the Community 
Reinvestment Act, which put 
added pressure on banks to lend 
in low-income neighborhoods. 
This was icing on the cake. Each 
of these steps in repealing the 
protections and restraints in real 
estate from the Great Depression 
was removed by the Clintons. 
They were all connected and no doubt orchestrated by Robert Rubin as 
Secretary of the Treasury who came from Goldman Sachs and supported by 
Hillary’s adviser from Goldman Sachs Gary Gensler and cheered by Mr. 
Negative Interest Rate Larry Summers. Take just one of these pieces of 
legislation out and you never would have destroyed the housing market with 
Credit Default Swaps. 

 

The mortgage crisis would NEVER have taken place without the Clintons 
removing all restraints against the bankers. Their repeal of Glass-Steagall has 
gained a lot of criticism although it is not associated with the Clintons 
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mysteriously. Yet the Clintons also then directed banks to make risky loans in 
order to make homeownership more affordable for lower-income Americans 
and those with a poor credit history. Families who pay more than 30 percent of 
their income for housing are considered cost burdened and may have 
difficulty affording necessities 
such as food, clothing, 
transportation and medical care. 
Thanks to Clinton creating 
Transaction Banking, no 
administration in history has so 
single-handedly altered the 
economy from which we have 
yet to recover. 

All of these steps encouraged 
riskier mortgage lending by 
minimizing the role of credit 
histories in lending decisions, 
loosening required debt-to-
equity ratios to allow borrowers to 
make small or even no down 
payments at all, and 
encouraging lenders the use of 
floating or adjustable interest-
rate mortgages, including those 
with low “teasers” rates. An 
estimated 12 million renter and 
homeowner households now pay 
more than 50 percent of their 
annual incomes for housing. A family with one full-time worker earning the 
minimum wage cannot afford the local fair-market rent for a two-bedroom 
apartment anywhere in the United States. On the one hand, they say they 
have to raise the minimum wage. On the other, the free market is more likely to 
correct the imbalance with a further decline in real estate thanks to the 
Clintons. Banks will not lend long-term so without a market to sell long-term 
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debt, housing prices will have to decline as part of the natural course of 
deleveraging. 

Under the Clintons, to meet federal Housing and Urban Development (HUD) 
housing goals, Fannie Mae, Freddie Mac and the Federal Home Loan Banks 
(FHLBanks) had all moved to increase home ownership of low and middle 
income families by increasing the leverage opening the door for bankers to 
then create special affordable methods to obtain a 30-year fixed-rate 
mortgages with a low down payment or even none. Then in 2003–2004, the 
subprime mortgage crisis began after the 2002.85 turn up in the Economic 
Confidence Model. The bankers cleverly would write the loans, then package 
them, and sell these as insured AAA securities. The market shifted away from 
regulated products and radically toward Mortgage Backed Securities (MBS) 
issued by unregulated private-label securitization conduits, typically operated 
by investment banks such as Goldman Sachs. 

 

As mortgage originators began to distribute more and more of their loans 
through these private label MBS's, the government mortgage entities lost the 
ability to even monitor and control mortgage originators thanks to the Clinton 
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through deregulation. Competition between the government agencies and 
these new private securitizes created by investment bankers further 
undermined the government agencies such as Fannie Mae and Freddie Mac 
and allowed the bankers to usurp the real estate market entirely – the largest 
market in the nation. This contributed to a decline in underwriting standards 
and was a major cause of the financial crisis as banking moved from 
Relationship Banking when once upon a time a bank cared about a client to 
Transactional Banking where they could care less because they were 
securitizing the loans and selling them in tranches to willing buyers who 
believed the banks were the financial gods of Wall Street. 

 

Transactional Banking removed all risk from the banks and they created time 
bombs they sold to willing buyers, namely foreign banks and pension funds. 
Retaining minimal risk, they stood in contrast to the government agencies who 
guaranteed the performance of their MBSs. The bankers did not retain any risk 
except when they were in inventory waiting to be sold such as Leman Brothers 
and Bear Stearns. Goldman Sachs used AIG to further offload this risk to 
insurance companies or other counterparties through credit default swaps, 
making their actual risk exposures extremely difficult for investors and creditors 
to even figure out. Attaching AAA rating to the paper, made them highly liquid 
and they would qualify to be posted in the overnight REPO market so you 
could now borrow against then when in a crunch. The rating agencies were 
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complicit and believe the sales job of the bankers and rated these time bombs 
without understanding the risk hidden below the surface. 

The shift toward riskier mortgages and private label MBS distribution occurred 
as financial institutions after the 2002.85 turn in the ECM was driven by greed 
and trying to maintain earnings levels that had been elevated during 2000–
2002 decline in interest rates due to the DOT.COM Bubble they also created 
which materialized into a huge 
unprecedented refinancing boom 
due to historically low interest rates. I 
believe that certain Investment banks 
were feeding Elliot Spitzer info to force 
Maurice “Hank” Greenberg to resign 
from AIG because Greenberg did not 
want to write insurance on the credit 
default swaps created by Goldman 
Sachs among others. On March 15, 
2005 AIG's board forced Greenberg 
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to resign from his posts as chairman and CEO under the shadow of criticism 
from Eliot Spitzer, who was the attorney general of the state of New York at 
that time. On May 26, 2005, as part of a series of actions against the alleged 
criminal activities of large corporations, Spitzer filed a complaint against 
Greenberg, AIG, and Howard I. Smith (ex-CFO of AIG) alleging fraudulent 
business practice. After Greenberg resigns, AIG begins writing insurance for 
Goldman Sachs.  

In 2000, AIG went to the New York State Insurance Department to inquire if the 
default swaps should be exempt from regulation. Neil Levin ran that 
department for NY State, and he was another former VP of Goldman Sachs. He 
gave the all critical blessing to AIG exempting the swaps from regulation. What 
does an ex-Goldman Sachs employee have to offer to run insurance 
regulation? That was not his expertise! The whole housing bubble was set to 
inflate.  

Gretchen Morgenson of the New York traced the Credit Default Swaps to J.P. 
Morgan who took it to AIG. The 
staff at J.P. Morgan was not 
comfortable with the product 
because there was no historical 
model that would in fact reveal 
what is known as a correlation 
failure. In other words, if the 
mortgages go into default, those 
losses then ripple into every other 
sector of the debt markets. This 
was precisely what would unfold 
with time. 

Earnings depended on volume, so they shifted to private Mortgage Backed 
Security (MBS) instruments to expand the borrower pool using lower 
underwriting standards and new products that the FANNIE/FREDDIE's would not 
at first securitize. Thus, the shift away from FANNIE/FREDDIE securitization to 
private-label securitization MBS products also corresponded with a shift in 
mortgage product type. This is where the bankers created products that were 
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legally a nightmare in a default. The shift was from the traditional amortization 
of a fixed-rate mortgage to a non-traditional, structurally riskier, non-amortizing 
adjustable-rate mortgages (ARM's). This placed the risk on the borrower without 
full disclosure and was then merged with a drastic deterioration in mortgage 
underwriting standards so they could create products to sell without any 
regard for the consequences. The growth of these time bombs actually forced 
the FANNIE/FREDDIEs to lower their own underwriting standards to compete for 
lost market share to please their private shareholders. Shareholder pressure 
pushed the FANNIE/FREDDIEs into competition with MBS loosening their 
underwriting standards. To the contrary, the Federal Housing Authority (FHA)/ 
Ginnie Mae did not follow the bankers and maintained their underwriting 
standards losing market share in the process.  
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The growth of MBS (private-label securitization) and the complete lack of 
regulation allowed the bankers to go crazy resulting in the oversupply of 
underpriced housing finance which then resulted in 2006 in the sharp number 
of borrowers. Poor credit did not matter for the bankers needed product to sell. 
This was the real birth of Transactional Banking where they did not care about 
future defaults, they would sell the paper to someone else. If the borrower was 
unable to pay their mortgages, bankers did not care. The toxic time bomb was 
their incorporation of the adjustable rate mortgages (ARM), which caused a 
wholesale increase in home foreclosures further ruining the credit worthiness of 
the borrowers who were clueless as to what the bankers created.  

Consequently, home prices began to collapse as increasing foreclosures 
added to the already large inventory of homes. Then the crisis resulted in 
lending standards flipped to be far more Draconian than they had ever been 
and that in turn reduced the number of people who could now buy a home 
when they were most needed to support the market. This depreciation in home 
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prices led to growing losses for the FANNIE/FREDDIEs, and this became like a 
dog chasing its own tail. FANNIE/FREDDIE backed the majority of US mortgages.  

Then in the midst of crisis during 
July 2008, the government 
attempted to ease market fears 
by reiterating their view that 
Fannie Mae and Freddie Mac 
indeed played a central role in 
the US housing finance system 
that had been a key 
component of the New Deal 
from the Great Depression. 
Some in The government 

argued that to support the housing market that the bankers blew-up, the 
government should guarantee through legislation of $5 trillion of debt owned 
or guaranteed by the two companies. The US Treasury Department and the 
Federal Reserve took steps to bolster confidence in FANNIE/FREDDIE by 
allowing them access to Federal Reserve low-interest loans on par with 
commercial banks and removing the prohibition on the Treasury Department 
to purchase the FANNIE/FREDDIEs' stock. Nevertheless, by August 2008, shares 
of both Fannie Mae and Freddie Mac had collapsed more than 90% from just 
the previous year’s trading levels. Many now worried that Fannie lacked 
capital and might go bankrupt while others assumed a government seizure 
was on the horizon. Much of it was bankers trading on the short side. Hank 
Paulson, Secretary of the Treasury & Goldman Alumni, went of TV with the White 
House went to defend the financial soundness of Fannie Mae, in a last-ditch 
effort to prevent a total financial panic. This was very serious since Fannie and 
Freddie had a huge U.S. mortgage position guaranteeing about half of the 
U.S.'s $12 trillion mortgage market in 2008. 

 Their government directive to purchase bad loans from private banks to 
prevent the banks from failing was politicians again saving bankers. The 
bankers had rigged the rating agencies to falsely classifying these time bombs 
as AAA which ruined even the REPO market as the collapse of Lehman 
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Brothers demonstrated. Paulson's idea was to seize FANNIE/FREDDIEs. That 
seemed suspicious since their stock was plunging on such a rumor. He tried to 
sell the idea to Bush telling him that "the first sound they hear will be their 
heads hitting the floor", in a reference to the French revolution. 

On September 7, 2008, James Lockhart, director of the Federal Housing 
Finance Agency (FHFA), announced that Fannie Mae and Freddie Mac were 
being placed into conservatorship. The action was perhaps the most dramatic 
seizure since Truman took over the railroads. Lockhart also dismissed the firms' 
chief executive officers and boards of directors, and issued preferred and 
common stock warrants amounting to 79.9% to the Treasury. Paulson won. He 
simply refused to lend money as he did with AIG.  

On July 30, 2008, Congress authorized expanded regulatory authority over 
Fannie Mae and Freddie Mac which increased the national debt ceiling 
US$800 billion, to a total of US$10.7 Trillion in anticipation of the potential need 
for the Treasury to have the flexibility to support the federal home loan banks. 
Of course, the debt ceiling never moves lower after a crisis. Then finally on 
October 21st, 2010 FHFA estimates revealed that the bailout of Freddie Mac 
and Fannie Mae would most likely cost taxpayers $224–360 billion in total when 
they had already gone through over $150 billion. 
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It was precisely that sort of CONTAGION which erupted with Long-Term Capital 
Management crisis in late 1998. Everyone had big bucks in Russia. They were 
counting on the International Monetary Fund ("IMF") to be there to guarantee 
those bonds by supporting their funding. However, there was NO developed 
market to buy or sell into with respect the Russia debt. The Russian currency 
was just getting started as a futures contract and there was no correlation 
models to ascertain the risk. As long as bankers paid-off IMF officials, all was 
good and they assumed there would be no risk. 

Once the Russian debt went belly-up, the absence of a Russian market forced 
the need to raise cash to become a CONTAGION whereas they sold whatever 

else they had not based upon the fundamentals. Thus, we saw the entire 
spectrum of markets go crazy from stocks, bonds, all the way into currencies 
like the Japanese yen. Why? They were also funding these debt purchases in 
yen to maximize their profit. They were not satisfied making 10-20 times their 
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money in dollar loans, so they went off into yen to reduce borrowing costs 
down to 0.1 % from 7%. 

The CONTAGION that was unleashed in 1998 created by the inability to get 
out of one market in Russia to raise cash forced liquidation of any other 
position held they could sell across the board. Thus the mortgage debt crisis 
that these idiots created was identical to the SAME mistake they made with 
Russia. This time, these bankers expected the US government to back the 
mortgages eliminating their 
risk just as they expected 
the IMF to back the Russian 
debt. It was these 
unrealistic presumptions 
that will illustrate that they 
are by no means the best 
and the brightest. They 
have just bought off 
government as risk 
management. 

The mortgage back 
security crisis of 2007-2009 
turned into a local 
CONTAGION insofar as the debt in that area was part of a portfolio of fixed 
income and that would cause fund raising to spread to all other areas of debt. 
There was no such organized market for the mortgages. The CDS insurance 
now failed, and this led to the entire system melting down. This is the same 
stupid mistake they have ALWAYS made demonstrating that the greed leads 
them to what they believe is the “riskless” trade which has blown up in their 
face every time. 

Goldman Sachs by 2006 had underwritten at least $76 billion worth of this stuff. 
They began trading against their own clients in the mortgage market. Matt 
Taibbi reported in the Rolling Stone that David Viniar who was the Chief 
Financial Officer at Goldman Sachs "boasted'' in 2007: 
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"As a result, we took significant markdowns on our long inventory 
positions•••• However, our risk bias in that market was to be short and 
that net short position was profitable." 

While Goldman Sachs tried to portray the image of again being the brightest 
bulb on Wall Street, the facts do not add up. What· they were doing I believe 
was outright securities fraud that was criminally prosecuted against Milken and 
was grounds to extinguish Drexel Burnham. But then again, they were a 
Philadelphia firm competing with New York. Clearly, if there was really Equal 
Justice for all, then he SEC & US Attorney should have criminally prosecuted 
bankers. But as every journalist I have ever spoken to has stated bluntly, the US 
government will never prosecute one of the big NY houses, there will be no 
investigation and no prosecution that will EVER show the truth. What is the 
purpose of having so many people in low paying political posts if you cannot 
exempt yourself from the law? 

The Wall Street Journal published in its Saturday/Sunday Money & Investing on 
Dec. 12-13, 2009, "Goldman Fueled AIG Gambles." The Journal reported that 

Goldman "played a bigger role than has 
been publicly disclosed in fueling the 
mortgage bets" at AIG. What really took 
place as always, the bailout of AIG was in 
effect making good on their side of Credit 
Default Swaps owed to Goldman. 

Goldman and other banks would turn to 
AIG to insure the debt they just got involved 
with. So, it was not AIG that was truly being 

bailed out, but the counter-parties. In other words, you went to a casino and 
bet everything of red at the roulette wheel. You can't pay when you lose, so 
you turn to the government to pay your debt. Who benefits? The casino, not 
you! 

Goldman Sachs was one of 16::banks that the US government paid off who 
AIG owed. The Journal reported that "Goldman was a key player in many of 
them, even the ones involving other banks." Id./B1 They went on to report that 
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Goldman Sachs "bought protection from AIG on about $33 billion of the $80 
billion of U.S. mortgage assets that AIG insured..•• That is roughly twice as 
much as Societe Generale and Merrill Lynch, the banks with the biggest 
exposure to AIC after Goldman•••" Ibid. 

It has come to light that Goldman Sachs was actually insuring the housing 
market and then turning to AIG on a wholesale basis thus tacking on a 
premium for itself. This appears to have been done on at least $14 billion in 
deals. 

It is surfacing that Goldman Sachs was making offers to help AIG reduce its risk, 
but its pricing was very high. The Journal had also reported that in February 
2008 at a meeting in ... AIG, they discussed the options being offered to AIG, 
but that Goldman was "unwilling or unable to provide any sources for their 
determination of market prices." Id./B4. 

Goldman Sachs was clearly exposed to AIG for there was no other source to 
lay-off risk in the CDS market. They created their own little world in which they 
believed that the markets would not collapse and that mortgages would be 
secured by the US 
government. They once 
more talked themselves 
into believing they could 
make a fortune with no risk. 
The perfect guaranteed 
trade. They assumed, and 
pitched, that implicitly 
Fannie and Freddie were in 
the mortgage market not 
unlike the IMF was 
supposed to be behind 
Russia. 

The claims of Goldman Sachs would not have suffered a serious loss had AIG 
gone just belly-up, lack any credibility whatsoever. The TARP audit of the AIG 
Collapse shows that the claims of Goldman Sachs were unfounded. It is very 
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clear that Goldman was the largest beneficiaries of the AIG bailout it was like 
finding the golden egg. The Federal Reserve was no doubt prodded by Henry 
Paulson former CEO of Goldman Sachs and successor to Robert Rubin as 
Secretary of the Treasury. In an amazing deal, the Fed agreed to pay $62 
billion of insurance contracts· owed to 16 banks they held IN FULL with no 
discount. That included Goldman Sachs. 

The report pointed out that Goldman had sold insurance repackaging it to 
other banks. That meant if AIG failed, Goldman still had to pay other banks 
while being unable to now collect from AIG. Again, the report rightly casts 
doubt on Goldman's claims it had some collateral. That would not have been 
liquid in such a crisis. 

Goldman Sachs was clearly dead in the water. Without the bailout, they would 
have been history. Their extensive network of alumni in strategic places around 
the globe paid-off. They were able to get all the funds they needed when 
they were not even a bank lending to the public, and effectively had all their 
bad trading decisions underwritten by the US government. 

They amazingly made 
the same mistake as 
they did in Russia. They 
put all the apples in 
one basket and 
assumed the 
government will have 
their back. They are 
dumb and dumber 
combined when it 
comes down to 
getting into these wild 
and crazy positions? 

However, perhaps where they are truly the BRIGHEST BULB in the box since they 
know how to keep all profits and hand the losses to government.  
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We have to be concerned about the results of shutting down these agencies, 
which can result in reduced leverage within the system; if you add to that a 
banking crisis, then we will see a return to the atmosphere of the 1930s. The 
amount of leverage within the entire system based upon real estate is 
astronomical. This has been a major factor in creating the long-depression in 
Japan, for at the top mortgages became 150-years with several generations 
responsible. Everyone was doing it so it became the NORM. As property 
collapsed with banks, everything changed in Japan. 
 
Derivatives and fiat scenarios pale in comparison to the deleveraging of real 
estate for this is also a direct hit upon the people. Many have built their lives 
around the assumption that the value in their home will be there for retirement. 
This is part of the massive DEFLATIONARY wave we are in, and is why we have 
to restructure. The entire future will be lost and there are no political 
candidates willing to tackle a subject they do not understand. They will never 
accept the fact that government is responsible for this economic nightmare. 

On June 16th, 2010, Fannie Mae and Freddie Mac announced their stocks 
would be delisted from the NYSE. The Federal Housing Finance Agency 
directed the delisting after Fannie's stock traded below $1 a share for over 30 
days. Since then the stocks have continued to trade on the Over-the-Counter 
Bulletin Board. By 2014, Fannie Mae paid an accumulative total of $134.5 billion 
in dividends to the US Treasury which was about $18 billion more than Fannie 
Mae had received in support during the crisis. 
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Chapter IV 

Student Loan Crisis Impacting 

Real Estate 
 

 

The Federal Reserve Bank of New York released its latest Report on Household 
Debt and Credit Developments, and the news isn't good for student-borrowers. 
As of June 30th, 2015, students who were 90 or more days past due, increased 
to 11.5% of the $1.19 trillion dollars' worth of education loans, versus 11.1% in the 
first quarter. 

SERIA
L N

o. 
10

45
1



48 

 

The trend is starting to rise and with the turning in the economy from 2015.75, 
this is not a good indication for the future. Student loans make up only 10% of 
all consumer debt. When we analyze the past due debts as a whole within the 
economy, past-due student loan payments total nearly one-third of all seriously 
past-due debt payments. To make things even more interesting, of the total 
sum of $1.19 trillion in outstanding education-related loans, only about half that 
amount has been in repayment at this time with the balance being deferred 
because the borrowers are still in school. Therefore, looking at this crisis 
realistically, that means it is not just 11.5% that are past-due, the actual amount 
that is in default rises to 23% when we factor in those exempt from repayment 
at this time. 

Making this the best perspective is the fact that the official numbers don't 
include problems in the making loans with payments that are currently 
between 30 and 90 days late. This also does not include the value of contracts 
which are in forbearance or those that have already been accommodated in 
some other way or means. This suggests that the number of student loans in 
trouble far exceeds even 23%. Then we have Forbes Magazine reported on 
March 1, 2012 that 60% of graduates in America cannot find a job in the field 
that they paid big bucks for to get that degree. The entire student loan 
program is starting to appear to be a huge waste of money it not consumer 
fraud. 

Of course every presidential candidate always has some "plan" to help 
students finance higher education, 
but never discuss if what they are 
paying for is worth the money. 
Moreover, they also do not want to 
explain that the Clinton Administration 
is the one who burdened students by 
making their loans non-dischargeable 
in bankruptcy. The Clintons did 
everything the bankers wanted who 
claimed these were unsecured loans 
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so they wanted full protection to turn the students into economic slaves. 

What the Clintons did was destroy the free market in education. Formal 
education has become a joke since it is subsidized and has become more of a 
welfare program for academics who teach what they want with no regard for 
the students ever finding a job. As long as the money keeps flowing and 
corporations demand some piece of paper, the educational welfare system is 
secure.  
 
It was the Clinton Administration that aided the bankers for on October 7, 1998, 
when President Clinton signed the Higher Education Amendments of 1998 (the 
1998 HEA), which provided federal funding for education loans at a reduced 
rate of interest. However, Clinton sneaked in the 1998 HEA two specific 
changes regarding the collection of student loans that is a brewing part of the 
Sovereign Debt Crisis today for students cannot discharge student loans in 
bankruptcy and 65% cannot find a job in what they paid for. This has funded 
WORTHLESS education at outrageous prices creating a welfare system for 
academics to propagate stuff like global warming to screw us with even more 
taxes, and then bankers can lend money to students and turn them into 
economic slaves for life. 
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Too many students cannot find jobs that pay enough to fund student loans, so 
Hillary wants to double minimum wages rather than repeal what she did to 
start this mess. Many of the youth cannot get married and start a family 
because they typically cannot afford to buy a home with huge student debt 
on the credit record. The marriage rate per 1000 has dropped from 8.2 in just 
2000 to 6.8 in 2012. (Source: p70-125)  

So what happens? Rentals are soaring as the next generation lost the ability to 
buy a home all because of the Clintons. The only way to deal with a loan 
portfolio that is as distressed as student loans is to restructure it on a wholesale 
basis of default. Personally, I would default for only then will education itself 
reform. Restructuring to extend the duration of all loans in tandem with 
modifying the rate of interest so that the installments become affordable, bails 
out the bankers and continues the educational welfare state. So it become a 
choice between debt amnesty (default) and more welfare with no resolution in 
sight.  
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The impact is a decline in marriage rates, home buying, and a contagion 
throughout the entire economy that boils down to a lower birth rate and the 
inability to keep the pension schemes moving. It’s one giant mess. 
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Chapter V 

The Risk of Taxation 

 
aising taxes has been a national sport of politicians. They look upon us 
as the stupid herd who obeys their commands and has an endless pot 
from which to siphon money whenever they need it. You have Chicago 

looking to raise property taxes by 30%. Even in Texas there are growing protests 
over tax increases everywhere from Dallas, Austin, to San Antonio. Meanwhile 
municipal government will be raising taxes because they are incapable of 
reform. The State of Illinois has been unable to even pay lottery winners.  
 
Overseas, in Germany about 50% of all municipal government are bankrupt. 
We are seeing massive municipal tax increases in Italy reaching up to the 10% 
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level annually with interest and penalties at nearly 4% if you cannot pay 
sending property values crash to 30-year lows. The Conservatives in Britain 
have lost their mind since after doubling the national debt, they now want to 
raise taxes on property targeting foreign capital inflows. The French taxation is 
so complicated many will not even look at France. Look at the chart for Italy. If 
you ever never considered the impact of taxation upon property, it is time to 
wake up and look at what is going on. Italy is a classic example of the 
problem with real estate. Assets other than real estate can be hoarded or 
moved offshore. Labor lacks the same potential without leaving your home 

country. Real estate is 
immovable and cannot 
escape taxation and as such 
is subject to the whims of 
political greed and stupidity. 
 
Taxes on property are the 
great destroyer of real estate 
and wealth accumulation. 
Politicians are destroying our 
future by aligning their 
pockets with investment 
bankers in every aspect and 

then we have hedge funds who have become vulcher funds which buy 
distressed government bonds at a discount on the open market and then take 
them to court to collect 100%. British student loans were sold-off  

We are dangerously headed in the direction of a revolution because the 
media will not hold politicians to reality, bankers are just lining their pockets, 
and academics are on high maintenance welfare filling kid’s heads with 
worthless dreams since 60% of the youth cannot get a job in what they paid 
huge bucks to be taught.  The youth cannot just find jobs in what they have a 
degree, they cannot buy a home with a debt burden that is crazy while 53% 
were unemployed in 2012. They are calling it the over-educated barista 
working at Starbucks. We have a lost generation under socialism and two-thirds 
of the budget is composed of Social Security and Healthcare, both of which 

SERIA
L N

o. 
10

45
1



54 

 

are off the table for negotiation. 
This leaves spending cuts in the 
last one-third and more taxes. 

Society is just not sustainable 
moving in this direction and 
there isn’t a politicians willing to 
stand up and say enough is 
enough. Unfortunately, those in 
the know are lining their pockets 
asking for more and more so 
they will NEVER change 
anything. This is what results in 
civil unrest for there is no 
democratic process to change anything in the United States or certainly in 
Europe where Democracy died with Brussels. 
 

The mainstream media are 
now owned by big 
corporations and preach 
only political agendas that 
suit their particular bias so 
the press has surrendered 
their responsibility to protect 
society from corrupt 
government since they are 
only interested in profits, not 
truth. Meanwhile, protests 
only demand the same 

benefits and argue to tax someone other than themselves. 
 
The negative impact upon real estate will also come from taxation, just as 
Chicago is looking to raise property taxes by 30%. The 2007 peak in real estate 
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was the low-end leveraged out by the banks in their speculative bubble. We 
warned there would then be a bounce back into 2015.75, but this would be 
the higher-end. This was aided by the inflow of foreign capital from both 
Europe and China. As taxation rises, this asset class will be hit dramatically. The 
high-end, which is peaking here in 2015.75, has NOT been financed for much 
of this has been paid for with cash by people trying to get off the grid. These 
are not the same locations or sectors that peaked in 2007, they were the low-
end leveraged pools based upon unsound speculation. That hurt the majority 
of home owners, whereas this peak in 2015.75 has been in completely different 
sectors of the market. 
 
We face tremendous problems in real estate around the world for socialism has 
reduced the youth to a lost generation and taxation is on the rise destroying 
property values as in Italy. With state and local governments going broke and 
property taxes rising sharply, put this in the cauldron and stir it with the decline 
in capital lending for mortgages, and what comes out the other end is the 
collapse in long-term lending (transactional banking), and a lost generation 
unable to move forward. This is becoming a toxic formula for a serious downfall 
in value. 
 
A stock market or commodity 
crash does not create 
depressions, but at best just 
recessions. You have to 
destroy the bond market for 
that is where the bulk of 
capital resides typically at 
least 10:1. Once you take out 
the bond market, that 
deleverages even real estate 
and now you have 
undermined not just the 
investors, but you wipe out the 
savings of the population as a 
whole. People just begin to 
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walk away from property as taxes rise. This is how Rome collapsed; the city of 
Rome fell from its peak of about 1 million inhabitants to just 15,000, and in the 
process, real estate became worthless. 

It is critical for us to understand how civilizations self-destruct. They 
are ALWAYS at the hand of government. The self-interests of governments are 
always at the expense of the people. There have been few exceptions in 6,000 
years of recorded history of a benevolent government, but they have never 
lasted very long. The Paradox of Solution has always been that whatever 
solution we come up with today sets the stage for the next crisis. We live in a 
cycle, so indeed, what comes around goes around. We do not learn from the 
past so we are stuck in a repetitive cycle it appears without end. 
 

 
 
Nothing is ever constant and no solution will create a permanent result of 
perfect Utopia. Whatever we “think” today may not be true tomorrow, which is 
why we need a computer to avoid that human error factor. We are all wrong 
about something at some point. That is how we evolve and learn. No human 
being is perfect because we cannot foresee the future from a personal 
opinion perspective. What I have seen in research is straightforward: if they 
have done it before, they will do it again. Why? Because similar situations 
produce the same series of human responses. History is a map to the future; 
there is nothing new under the sun.  
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We must realize that we are indeed dangerously headed in the direction of a 
totalitarianism if not outright revolution because government simply will ONLY view 
everything from their own perspective. There is not rational thinking nor is there any 
realization that we are destroying the very fabric of society – the bonds that create 
civilization. It is like marriage. Two people join together when it makes sense. When it 
no longer seems beneficial to each other, they divorce. This is human nature.  

We come together and create and economy through our interaction. It is Adam 
Smith’s Invisible Hand where there is no central design, as individuals we merely see 
the opportunities and fill in the blanks. Government tears apart those bonds that give 
rise to civilization. When it no longer is beneficial for people to join together, they 
move toward separatism. This is what we face now. Government cannot see what it is 
doing to destroy the very bonds that hold civilization together. It is all about them and 
how to sustain their lifestyle and power. That is how civilization is destroyed. We come 
together and then like BIG BANG, we move apart abandoning the central core. This is 
unfolding right before our eyes but the self-interest of government blinds them to 
reality. Thus, we are compelled to repeat history over and over again. 
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Chapter VI 

The Repetitive Cycle of Real 

Estate Bubbles 
 
 

eal Estate speculation has been systemic in both ancient times as well 
as modern. Indeed, one of the first recorded Real Estate Panics took 
place in ancient Athens during the year 354BC.  Corruption between 

government and the bankers is nothing new and it existed throughout all time 
R 
SERIA

L N
o. 

10
45

1



59 

 

periods. During the 4th Century BC, money that was donated to the gods 
became the temple treasure. Typically, the government would borrow from this 
hoard of cash and thus temples emerged as bankers. In Athens, there was one 
of the early banking crisis events involving what we would call the Secretary of 
the Treasury so to speak and his banking friends. While there may be some 
parallels to Hank Paulson helping Goldman Sachs during the crisis of 2007-2009, 
the events that took place are different, while the ethics are probably very 
similar. 

The Temple kept its donations in the Opisthodomos. The Temple was not 
earning interest on its hoard of cash. The treasurer agreed to lend the money 
to personal banking friends who would then pay the treasurer interest that he 
could then personally put in his pocket. When the banking crisis hit and there 
was a liquidity problem, the banks could not repay the loans to the Temple. 

Demosthenes (384-322BC) tells us that banking transactions were completely 
confidential in Athens. He tells us that the rich could “conceal [their] wealth .or 
in order that [t]he[y] might obtain secret returns through the bank.” Dem 45.66. 
The banker Aristolochos was said to have taken substantial deposits and owed 
many a significant amount of funds (Dem 46.50). The bankers Sosinomos and 
Timodemos failed with many others and were unable to meet demands for 
withdrawals (Dem 36.50). 

With a banking crisis in full bloom, now the 
treasurer was exposed. To try to cover-up the 
scandal, they set fire to the Opisthodomos. 
Nevertheless, the scheme was detected and the 
Treasurers of Athena were seized and imprisoned, 
about 377-376BC. 

In 1989, government ministers of Crete pulled the 
same scam. They were depositing government 
funds in the Bank of Crete and interest was being 
diverted to themselves. It was the failure of the 
Bank of Crete that exposed the scam (See NY 
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Times, 9/21/89, A14; 9/27/89, A3; Chicago Tribune Friend Of Greek Premier 
Charged In Banking Scandal; February 03, 1989) 

Aristolochos’ bank failed it appears due to real estate prices collapsing, (Dem 
36.50). Then the bankers failed, all of their funds and property were seized. 
What is interesting is that Demosthenes warns his fellow Athenians of the dire 
consequences for all of Attica ~hould the banker Phormion be forced into 
bankruptcy. “Don’t throw [him] away! Don’t allow this piece of filth to bankrupt 
him!” (Dem 57-58). 
 
What Demosthenes sees in the midst of one of the earliest banking crisis in all 
recorded history, is that the lending of money was clearly a leverage that 
indeed had supported the entire economy. The drop in real estate in ancient 
Athens is not unlike that of the 2007 crisis. The deep corruption on the part of 
the Treasurer is something that sets off a public crisis in the collapse of 
confidence in banking. 

Demosthenes does make it clear that the people should be angry at the 
bankers who failed (Dem 49.68). Reading between the lines implies he is trying 
to counsel the people that they should not panic and then withdraw their 
funds from all bankers. They 
should be justly concerned 
and outraged by the 
bankers who have failed, 
yet not everything can be 
attributed to them.  
 
These are words that have 
been repeated countless 
times in the midst of every 
panic throughout every 
century. They are repeated 
once again today, with 
record huge bailouts. 
Demosthenes focuses on 
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the individuals and tries to dispel the CONTAGION that was then spreading 
throughout the entire economy. 
 
There appears to have been a second period of a bank failure about 336BC 
that involved a banker by the name of Herakleides. There is no doubt debates 
over these serious accounts. The 370BC decade was one of a major Athenian 
banking crisis that seems to have involved government officials that should 
come as no surprise. 
 
Aristotle in his “Politics” argued against the idea of supply and demand insofar 
as he saw the problem from the demand side disconnected from supply. 
Aristotle thus saw the problem that demand would rise and fall and sometimes 
exceed the supply without just cause. 
 
Athens was making a transition from a predominant agrarian society to one of 
trade that included manufacture and finance. He called this the “monied 
mode of acquisition” that was driving the economy fed by businessmen 
concerned purely with profit that he described as“making money from one 
another.” The predominant economy was the villa that produced and 
consumed what it planted. Thus, his Politics (1256a-1257b) was describing the 
changing economy as Athens was rising as 
an economic power. 
 
The old “oikos” had been this model of a 
self-sufficient, producing for its private 
consumption was fading. By the time we 
reach the 4th Century BC, agriculture is 
being raised and sold for cash. This, no 
doubt, caused land prices to rise. As people 
could now sell their crops for export, 
suddenly land prices would have now 
increased in value. This was one of the 
earliest bubble events in real estate that 
naturally resulted in a banking crisis no 
different from we have seen today and even 
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in terms of the DOT-COM Bubble. Prices will always rise to 
reflect EXPECTED potential earnings, and then reality sets in. Hence, history 
repeats because the passions of man simply never change. 
 
Xenophon (430-355BC) wrote his major work Oikonomikos (how to regulate the 
household = ECONOMICS) touting the virtue of the estate and a self-sufficient 
system. But by 355BC he had reversed himself in Poroi and now promoted a 
market economy, encouraged immigration for labor, and to increase the 
money supply that was raising the living standards of all Athenians. 
 
There is little doubt the banking crisis is far from over. This is merely the pause 
between storms. Most pension funds and banks rely upon government debt. 

Because we are in the midst of a 
sovereign debt crisis, we are in very 
serious trouble. The banks that 
typically will get hit the worst are in 
fact those engaged in trading. The 
merchant banks throughout history will 
be hit so hard that there will be no 
time to run. They will simply fold in the 
middle of the night. No matter how 
much political clout they may have 
behind the scenes, it will not help. 

Throughout history, those bankers who 
always go down in flames and have 
destroyed the economy to varying 
extents, have always been those who 

are traders. They are also touted as the best, brightest, and richest. However, 
these laurels are often short-lived. Today we have Goldman Sachs who has 
pursued political control no different from all the famous merchant bankers 
before them. The one firm that was on top of the world was indeed Solomon 
Brothers. They were king of the hill and Goldman Sachs yearned for their power 
from the shadows. The downfall of Solomon was linked to the collapse in 
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commodities when gold crashed from $875 to under $300 between 1980 and 
1985. 

 

 

The some 6,000 bank failures of the Great Depression had a common theme. 
They were speculating and trading. That was the entire purpose of the 
regulations that had separated banks, brokers, and insurance. It was former 
Chairman of Goldman Sachs Robert Rubin who worked to repeal that in 1992 
that has enable the economic crisis to unfold by blending trading, banking, 
and insurance causing the bailout of AIG. 

These events are by far nothing new. We have banking crisis after crisis from 
ancient times through medieval, which all have the same root cause – trading 
and corruption of government. 

Of course the famous panics of 1720 in Britain and France were real estate 
related known as the South Sea Bubble in Britain and the Mississippi Bubble in 
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France. Real Estate Bubbles often 
precede serious economic 
declines. The US Great Depression 
of the 1930s Market Correlation 
shows the layout of the various 
sectors. The commodities peaked 
with the Great Bubble of 1919 and 
generally declined into 1932. The 
stock market bubble was brewing 
headed into 1929 shifting from the 
Railroad stocks that peaked in 
1907 to the first Industrial stock 
boom led by the automobile 
industry. However, you will notice 
the biggest bubble was in Real 
Estate (TOP LINE). The most famous 
Real Estate Bubble going straight 
into 1925 was the Florida Land 
Bubble. People were building 
places, selling them to other investors, while there really was nobody actually 
living in a lot of the places. That was no different than the Real Estate Bubbles 
of the 1790s. 

I have written about the Copper Panic of 1789 which was a monetary crisis 
with the collapse in the confidence on tangible coinage. This was followed by 
the Panic of 1792 and the International Panic of 1796-1797, which were real 
estate bubbles just as any emerging market goes through including China in 
recent years. It is always the same pattern. Keep in mind that the origin of the 
famous New York Stock Exchange can be traced to May 17th, 1792, when the 
Buttonwood Agreement was then signed by 24 stock brokers operating on the 
“curb” outside of 68 Wall Street in New York City just under a buttonwood tree 
on Wall Street. This group of stock brokers rented a room in 1792 for $200 a 
month, which was located at 40 Wall Street. It wasn’t until March 8th, 1817 that 
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this group formally became known as the "New 
York Stock & Exchange Board" electing 
Anthony Stockholm to be its first president. So 
these Panics of the 1790s can hardly be 
attributed to being caused by “Wall Street” 
and reflect the nature of ALL investment 
bubbles. 

One of the great real estate speculations from 
the outset has rarely been even looked at. It 
was the Washington, DC land Bubble that 
ended in the Panic of 1796-1797 that 
destroyed more famous men than any other 
and landed more people in prison than any 
other bubble in history. The speculator was 
James Greenleaf (1765-1843) who was a 

legend in his own time, yet whose name is generally lost to history. Greenleaf 
may be very obscure. Nonetheless, he established operations in real estate in 
the District of Columbia. George Washington expressed his disapproval of 
Greenleaf’s methods in a personal letter to Daniel Carroll (1730-1796), who was 
one of the commissioners setting-up the 
District Columbia and whose family founded 
Georgetown University. George Washington 
believed that the price James Greenleaf was 
offering the commissioners for land was far too 
low in his opinion, and that Greenleaf he 
believed was obviously planning to obtain a 
monopoly of the land and make an 
"immense" profit on it to establish the new 
capital.  

James Greenleaf was appointed very early in 
life in 1793 Consul of the United States to 
Amsterdam. He was a cousin (by marriage) of 
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John Adams and a merchant with operations in both New York and 
Amsterdam. The key to riches in those days was always being an international 
merchant for they made good income on import & export, became natural 
bankers with trading in currency, and emerged as the real movers & shakers of 
the 18th Century. Amsterdam was also the center of stock trading where he 
became an avid speculator as well.  

Greenleaf amassed a fortune in his international dealings and no doubt had a 
front row seat on the next emerging market boom – the United States. There is 
documentary evidence showing that Greenleaf understood the emerging 
market boom 
and relied 
upon his 

international contacts to develop that boom. 

Alexander Hamilton and Thomas Jefferson were real adversaries. Nonetheless, 
they struck a deal to move the nation's capital away from what Jefferson 
viewed as the iniquitous New York City to the more virtuous Virginia where the 
economy was still rooted in agriculture. It then became the task of the newly 
elected President George Washington to oversee the construction of the new 
Federal City. Washington appointed Pierre L'Enfant to draw up the 
architectural plan, and named three trusted friends to serve as commissioners 
to supervise the sale and development of land in this new District of Columbia. 
He chose Daniel Carroll, Thomas Johnson and David Stuart.  
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Gree
nleaf 
enter
ed 
into 
a Dutch loan agreement signed on December 15th, 1794 in Rotterdam in the 
amount of one million guilders. But a guilder was 10.32 grams (159.261938 
grains) compared to a US silver dollar at 416 grains. This made the loan really 
valued at $382,000. Greenleaf purchased 3,000 lots and paid with a promise 
that he would give the commissioners $12,000 a year for seven years. He was 
able to back this commitment with this 
million-guilder line of credit from Holland.  

Greenleaf purchased 3,000 lots that included 
some of the prime real estate of present-day 
Washington such as Union Station Plaza, 
Columbus Circle, the land where the Hart 
Senate Office Building stands, and the 
Jefferson Building of the Library of Congress. 
Washington became concerned in 
September 1793 that Greenleaf "has dipped 
deeply in the concerns of the Federal 
City...on very advantageous terms for 
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himself". Yet, there was much hope that Greenleaf was bringing badly needed 
foreign capital.  

In December 1793 Greenleaf bought another 3,000 lots but this time, he took in 
partners.  Greenleaf joined with the famous financier Robert Morris (1734–1806) 
and John Nicholson (1765-1852) who was also a financier, businessman, 
comptroller general of Pennsylvania, anti-Federalist pamphleteer, and 
publisher. These three men became the founders of the celebrated "North 
American Land Company," which became one of the first great real estate 
collapses in US history.  

Robert Morris became a merchant-banker who made a fortune on providing 
supplies for the Revolution and emerged as one of the first American wealthy 
merchant-bankers. Morris became to be known as the Financier of the War of 
Independence (1775-1783). He was also a signer of the Declaration of 
Independence, but only after several weeks following its adoption. Morris was 
really in control of the finances of the Continental Congress. He provided the 
fund for the army and borrowed from the French as well from his own funds.  

Morris established the Bank of North America in 1781. He was even a delegate 
to the Constitutional Convention in 1787. He later served in the Senate of the 
new government 1789-1795. He has disposed of his merchant-banking 
operations after the war and used his wealth to now speculate on land with 
the vision that many would now come to America to join in their new republic. 
Keep in mind that in Britain, land was on the system of "long-lease" meaning 
that it could not be purchased, just as Britain had leased Hong Kong from 
China rather than owning the property. With the prospect of land-ownership, 
the expectation of a land boom ran wild.  
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Morris had even served as chairman of the "Secret Committee of Trade" and 
as a member of the Committee of Correspondence. From 1781 to 1784, he 
served as the powerful Superintendent of Finance, managing the economy of 
the fledgling United States. As the central civilian in the government, Morris was, 
economically the most powerful man in America at that time. He was one of 
Pennsylvania's original pair of US senators, serving from 1789 to 1795.  

In 1778 John Nicholson became clerk to the Board of Treasury of the 
Continental Congress. Congress accepted his resignation on March 12, 1781, 
when he entered the service of Commonwealth as one of the auditors for 
settling the accounts of the Pennsylvania Line. A year later, on April 13, 1782, 
the legislature appointed him to the newly-created Office of Comptroller 
General, which had broad powers to manage the financial affairs of the state. 
These powers were further increased as other duties and offices were 
conferred upon him; in 1785 he was authorized to collect and receive taxes, 
and in 1787 he was also made escheator general, to liquidate the estates of 
those attainted (charged) of treason. 

Under the reopened Federal Loan of 1792, Nicholson exchanged some $60,000 
in "New Loan" certificates for federal 
securities. Not only had the comptroller 
general picked up these certificates for 
next to nothing, but they were not 
regarded as state debt to be 
redeemed. It was this state of affairs 
that caused the State House of 
Representatives to resolve on April 5, 
1793, to impeach John Nicholson, to 
institute a suit against him for the 
recovery of funds which he had 
allegedly diverted, and to appoint a 
committee to examine his accounts 
and make a report. The committee, 
which was made up of Benjamin R. 
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Morgan, Albert Gallatin, and Cadwallader Evans, reported him a public 
defaulter to a large amount. The trial in the State Senate was protracted and 
confusing. The House prosecutors were unable to muster a two-thirds vote 
against him on any of seven counts. In fact, a majority voted in his favor on all 
but two charges. Nicholson was acquitted but in 1794 resigned all his public 
offices. 

It was this time period when he then became the partner of Robert Morris and 
James Greenleaf in land speculation and development of the District of 
Columbia. With Greenleaf and Morris, he entered the first real big real estate 
bubble and collapse in American history. This new venture named in 1795 the 
North American Land Company, also purported to have as its capital six million 
acres of land in Pennsylvania, Virginia, North Carolina, South Carolina, Georgia, 
and Kentucky. Nicholson was also involved in the formation of the 
Pennsylvania Population Land Company, the Pennsylvania Land Company, the 
Territorial Land Company, the North Carolina Land Company, the South 
Carolina Land Company, the "Kentucky" Land Company, and the Georgia 
Land Company.  

The USA was the new emerging market brimming with land deals. Yet it was 
the new District of Columbia where they now owned six thousand lots in the 
city of dreams – Washington. The area became part of the District of Columbia 
in 1791. Congress passed the Residence Act of 1790 to establish a federally-
owned district in which would be built the new national capital. It had been 
George Washington who actually picked the current site for Washington, DC in 
1791, which was ratified by Congress. In 1795, real estate speculator James 
Greenleaf purchased most of what is now the Anacostia Historic District in DC 
from federal government. It was this purchase that Washington believed was 
too low and was being turned into a land speculation by Greenleaf.  

Sea Captain William Mayne Duncanson landed in the United States in August 
1794 in New York at the Battery a very rich man. He was English and served in 
India with friends who all saw the new United States as an emerging market. 
Duncanson landed with his friend Thomas Law and took up residence at 48 
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Broad Street and 47 Broadway respectively. 
They became friends with James Greenleaf 
living at 112 Liberty and James Ray at 134 
Greenwich. Ray was also an adventurer in 
India. It was James Greenleaf, a native of 
Boston, who was perhaps the real driving 
force behind the land speculation in 
Washington. It was Greenleaf whose 
international merchant contacts opened the 
door of opportunity. He was said to have 
been a genius – keen trader of currency and 
stocks. Yet he was in the position to see the 
European desire to invest in the new land free 

of Britain. 

James Ray, his partner in the 
commission business whose 
son James Brown Ray (1794-
1848) became  Governor of 
Indiana and promoted the 
land boom in that state, and 
Thomas Law were all 
Englishmen who had come to 
the United States in 1794 and 
invested heavily in Greenleaf 
's grand design to "promote" 
the District of Columbia. 
Thomas Law was the only investor who was shrewd enough to obtain 
mortgages from the North American Land Company for the purchases which 
he made.  

Captain Duncanson took up his residence in Washington living in fine style 
erecting a house in 1796 that became known as the Maples.  It was 
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completed just in time for 
the second phase of a real 
estate bubble that gripped 
the US economy. 

Perhaps they should have 
seen the bubble coming. 
After all, in 1720, the 
Mississippi Bubble in Paris 
broke in late February and 
about 4.3 months later in 
June 1720 the South Sea 
Bubble reached its climax in 
London. Here we have 

speculation in land that created a real estate bubble everywhere outside of 
Washington, DC, peaking in 1792. This was clearly a leading indicator for the 
Panic of 1796-1797 that blew up the Washington Real Estate Bubble. 

 

Even today, if you pay close attention to real estate, 
you will notice that the bull market tends to begin in 
the main core cities. The financial district in NYC, for 
example, will begin to rise. That will gradually spread 
to other districts within the city and then to the 
suburbs. By the time the first area peaks, there will be 
a lag to the suburbs. This was the case in real estate 
in the 1790s. Everywhere else peaked in 1792 
warning what was to come in Washington. This is a 
very IMPORTANT observation to watch today since 
the Real Estate Bubble of 2007. 

The Panic of 1792 was the first financial bubble to take place in the United 
States market. It was a combination of land speculation and stock speculation 
that resulted in William Duer (1743-1799), a lawyer from New York City who 
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helped to draft the New York State Constitution 
and served as a member of the Continental 
Congress in 1778 and 1779. Duer was 
sentenced to debtor's prison where he died 
after being held indefinitely. Alexander 
Macomb (1782-1841) was an American 
merchant who was one of the richest men in 
New York City whose home was rented to 
George Washington for his Presidency. He 
would write to a friend, William Constable 
(1752-1803) an international merchant trading 
between England and American ports. In his 

letter of April 1792, he lamented that he lost everything in "less than three 
months" and would be sent to debtor's prison and never regain his fortune.  

These were just two prominent men that were wiped out by the Panic of 1792. 
There were many others. However, this Panic of 1792 was important from many 
respects. It was involving real estate, stock speculation, and of course 
international capital flows. The United States was the emerging market. The 
French Revolution also helped to send cash to America after 1789. This helped 
to create the boom in America providing excess cash that fueled the feeling 
of good times.  

It was the first Panic of 1792 that caused 
Benjamin Franklin (1706-1790) to write: "Nothing 
is certain but death and taxes." That was the first 
quote regarding the first financial panic in the 
United States. The collapse in the stock price 
was by no means the only thing affected. It was 
a time of great excitement. As always, those at 
the center of a financial crisis were accused of 
intending to create the fraud as if they had 
some vision of the future. More often than not, 
the accused sees an opportunity and 
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exaggerates within his mind the potential wealth that will flow his way resulting 
in the classic counting of chickens before they hatch. There is never some 
clairvoyance with visions of a financial crisis, but a presumption there will be 
endless wealth. 

The Panic of 1792 was broadly felt and was in many respects not so different 
from the DOT.COM Bubble of 2000 where people can see the future potential, 
but lack an understanding of how long it would be to reach that goal. This was 
a combination of wild speculation both in stocks and in land. It was also 
perhaps the Panic of 1792 that created the first speculative option IPO market 

in American history.  

Illustrating this 
excitement of the times 
as the USA appeared as 
the emerging market to 
the Europeans with 
endless opportunities to 
OWN land, produced 
dreams of wild potential 
for the acquisition of 
wealth. Adding to this 
potential bullishness, we 
also have the birth of a 
new central bank in the 

United States on the general scope as the Bank of England. This time, it would 
be an IPO offering for Bank of the United States where shares prices were sold 
at $400 each with 25,000 shares issued. Realizing that this was a fortune and 
typically several years’ worth of income for the average man, shares were sold 
on a subscription basis and thus the "script" or option (in modern terms) to buy 
a share was sold for $25 payable in gold. The option holder was then required 
to pay $100 ($25 in gold; $75 in US Debt) by January 1st, 1792 and July 1st, 
1792, with the next payment on January 1st, 1793 with the final $75 in debt 
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swaps paid by July 1, 1793, according to David Jack Cowen (The Origins and 
Economic Impact of the First Bank of the United States, 1791-1797 (2000)).  

It was this script that began to trade - options if you will, from July 4th, 1791. 
Within just six weeks of trading was active, the price about doubled by the end 
of July. By August 1791, shares exploded reaching $264 bid - $280 ask in New 
York on August 11th, 1791. The main market was Philadelphia where shares 
soared in price to $300. This meant that the actual share price would have 
been about $700. A panic broke out and the price tumbled in Boston 
collapsing from $230 on August 12th dropping to $112 by the 14th, the script 
rallied reaching $154-159 on the New York market by August 16th, 1791. In 
Philadelphia, the price rose to $125-137 on the same day.  

There was an overwhelming feeling of good times. The victory over England 
created visions of unlimited freedom. Property houses in Philadelphia rose 
sharply giving rise to real estate in Boston and New York as well. The 
speculation on this script (options) on Bank of the United States shares during 
this period was also similar to the emerging market boom that produced a rush 
to invest in Russia upon the fall of communism. That emerging market rush led 
to the collapse of the Russian shares, currency, bonds, and manifested into the 
Long-Term Capital Management Crisis of September 1998. This was the same 
spirit driving capital into America and causing a surge in stock prices as well as 
local land prices.  

There were private banks in America. The Bank of New York was founded in 
1784 after the Revolution and it was chartered in 1791. The Bank of North 
America had been the creation of Robert Morris. There had been a history pre-
~evolution of various schemes to create credit and money. As far back as King 
William's War in 1690, Massachusetts Bay paid for its military expedition into 
Canada by creating paper currency script known as Bills of Credit and to 
encourage their acceptance and circulation, they were acceptable to pay 
taxes at a 5% discount. Much of the early military expenses with Indian wars 
were met by issuing these paper currency scripts known as "Bills of Credit" at 
this time.  
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Prices were volatile in America due to the lack of economic development. In 
1642, the Spanish silver dollars (8 reales) were trading at 4 schillings. By 1645, 
Spanish dollars rose to 6 schillings and then crashed to 5 schillings that year. 
Eventually, British merchants complained of the fluctuations and in 1707 and 
Act of Parliament set the maximum value of Spanish dollars at 6 schillings. 

Much of the wild fluctuations were 
caused by war expenses with the 
lack of precious metals to cover the 
costs that led to the issue of paper 
Bills of Credit. The wars had 
continued for there was the King 
George War (1741-1748) followed by 
the French and Indian War (1754-
1763).  

By 1733, paper money Bills of Credit 
began to be issued also for public 
civil expenditures to construct things 
such as jails, lighthouses, courthouses, 
forts, and harbors. In 1769, 

Philadelphia issued paper money simply to cover welfare payments to the 
poor (illustrated here).The note expressly states: 

 

“Contributors to the Relief and 
Employment of the Poor in the 

City of Philadelphia…” 

 

This form of circulating credit 
gave birth to Colonial Loan 
Offices that became an official 
type of pawn shop where 
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individuals could pledge their land or silver as collateral. The first Loan Office 
was formed in 1712 in South Carolina and by 1737, every colony followed 
except Georgia. In many cases, the loan was repayable in script yet the 
interest was due exclusively in coin. In 1741, the English Parliament required the 
redemption of all such private script for now there were those opening loan 
banks printing their own money. In 1749, England sent sufficient coin to redeem 
state Bills of Credit at the ratio of 7.5 to 1. This Act became effective 
September 29th, 1751. This had the effect of creating deflation driving the 
price of gold & silver higher.  

 

So the American colonists were accustomed to the wild fluctuations in the 
value of silver and gold due to war and quantities being discovered that 
would create temporary periods of excess money. Against this backdrop we 
must see the Panic of 1792 was hardly taking place in a vacuum. There had 
even been Shays' Rebellion in 1785 in Massachusetts during August that year 
which was a uprising by land owners against further foreclosures due to the 
economic decline that lasted between August 1786 and February 1787. It was 
this rebellion that caused Jefferson to write his famous Tree of Liberty comment: 
"The tree of liberty must be refreshed from time to time with the blood of 
patriots and tyrants. It is its natural manure." This rebellion forced changes in 
bankruptcy laws for it was the climax of a series of events emerging from the 
1780s that convinced furthered the idea of federalism. A strong federal 
government was argued to be benevolent imposing uniform economic 
policies and “protect” property owners from local majorities. These ideas sprung 
from a paradox that private liberty, property rights, could be threatened by 
public liberty - unrestrained power in the hands of the people. James Madison 
addressed this concept by stating that "Liberty may be endangered by the 
abuses of liberty as well as the abuses of power." SERIA
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The Panic of 1792 was also an 
international capital flow event 
further demonstrating that 
domestic policy objectives are 
NEVER truly in full isolation. On July 
14th, 1789, the French Revolution 
was born. The people stormed the 
Bastille which became an abusive 
symbol of political imprisonment. 
This world become Bastille Day. At 

first, the government of France fell to a Directory that proved to be excessively 
corrupt aimed first at protecting and increasing the profits of those who were 
then in political and economic power. It also stood against any redistribution of 
property. This led to a loose period of 
morality and good times. It was 
during this period following 1789 that 
marked the French Revolution and 
the formalized birth of the United 
States, that there was an initial 
outflow of capital-from France as a 
matter of security. Indeed; the 
French Revolution fell into the hands 
of Robespierre (1758-1794) who 
began a Reign of Terror (September 
5, 1793-July 27, 1794) that would 
come to an end with his own death. 
The Smart money fled to America. 
This set the stage for the next Bubble – 1796-1797. 

The Panic of 1796–1797 was a series of downturns in Atlantic credit markets 
that led to broader commercial downturns in both Britain and the United 
States. In the U.S., problems first emerged when the Bubble of land speculation 
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burst in 1796. The crisis deepened into a broader 
depression when the Bank of England suspended 
specie payments on February 25th, 1797 under the 
Bank Restriction Act 1797. The Bank's directors feared 
insolvency when English account holders, who were 
nervous about a possible French invasion, began 
withdrawing their deposits. In combination with the 
unfolding collapse of the U.S. real estate market, the 
Bank of England's action had developing 
disinflationary repercussions in the financial and commercial markets of the 
coastal United States and the Caribbean through the turn of the century. 

In September 1795, as the last of the Real Estate Bubbles began to collapse in 
Washington, D.C. The Dutch bankers backing Greenleaf began to trim their 
commitment for capital from about $382,000 to a mere $60,000 mortgage on 
250 lots. The Reign of Terror in France was over and the incentive for capital to 
flee to America was subsiding to some extent. As international capital began 
to withdraw, the reversal in capital flows brought about a reversal in fortune to 
the land speculators in America. 

Greenleaf was bankrupted during the Panic of 1796–1797. The US Emerging 
Market Boom was over in this new land known as the United States. William 
Cranch (1769-1855) was a famous judge who also published the written 
decisions of the Supreme Court. Cranch was James Greenleaf’s lawyer and 
brother-in-law. When James Greenleaf was forced into bankruptcy, Cranch 
was appointed his trustee. Greenleaf's many creditors threw him into debtor's 
prison. The debacle convinced Washington and the commissioners that 
Congress, and not speculators, had to finance the city's construction. 
Greenleaf died in 1842, but the litigation over his holdings long outlived him. 
The last action concerning his tangled deals was not concluded until 1857. 

Nonetheless, Greenleaf was not alone. By 1800, the crisis had resulted in the 
collapse of many prominent merchant firms in Boston, New York, Philadelphia, 
and Baltimore, and the imprisonment of many famous American debtors and 
some died in prison such as William Duer. Today, they are imprisoned under 
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claims they knew the bubble would bust and it did so because that was their 
intended scheme. So while Debtor’s Prison is a barbaric relic of the past, the 
labels are merely changed to achieve the same objective – retribution.  

 The man who financed the American Revolution, the famed financier who 
may have been the richest man in America at the time, Robert Morris, also 
went to Debtor’s Prison as did his partner Nicholson. James Wilson (1742-1798), 
another signor of the Declaration of Independence and appointed as Supreme 
Court Justice in 1789 by President Washington, was forced to spend the rest of 
his life literally fleeing from creditors, To avoid arrest for debt, the distraught 
Wilson moved from Philadelphia to Burlington, New Jersey. The next year, 
apparently while on federal circuit court business, he arrived at Edenton, NC, in 
a state of acute mental stress and was taken into the home of Supreme Court 
Justice James Iredell. He died there within a few months overwhelmed by the 
stress. 

George Meade, the grandfather of the American Civil War general George 
Gordon Meade was ruined by investments in Western land deals and died in 
bankruptcy due to the Panic of 1796-1797. The scandals associated with these 
and many other incidents resulted in the U.S. Congress passing the Bankruptcy 
Act of 1800. The Bankruptcy Act of 1800 would later be repealed after its 
three-year duration expired in 1803. But its design was to eliminate throwing 
people in prison to die as debtors because of market forces they knew nothing 
about. 
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About 2,000 New Yorkers annually by 1816 were thrown into Debtor’s Prison. 
Many simply died there. Henry Lee III, better known as Light-Horse Harry Lee, a 
Revolutionary War general, former governor of Virginia, and father of Robert E. 
Lee, was imprisoned for debt between 1808 and 1809. Sometimes, 
imprisonment would result from less than sixty cents' worth of debt. There was 
no set minimum amount that 
justified losing your life. 

The celebrated historian Charles 
Hibbert, who wrote the Roots of 
Evil, tells how plagues began in 
the jails (gails) for lack of 
cleanliness. When prisoners were 
taken to court, the judges would 
die and even the Lord Mayor of 
England dies of a “Gail Fever” 
as they were known. Today, the 
need to prosecute still outweighs public safety and the US will even kidnap 
people overseas and bring them in when they could not travel directly 
because of quarantines and disease.  Many states are starting once again to 
imprison people for their inability to pay. One must ask if they cannot pay, 
what purpose does imprisonment serve other than retribution? 

However, it was not until the Panic of 1825 that finally in 1833 the United States 
abolished Federal imprisonment for unpaid debts, and most states outlawed 
the practice around the same time. Some states still allow that barbaric 
practice especially when such financial panics will take down often the 
mighty. In Ancient Greece, bankruptcy did not exist. If a man owed and he 
could not pay, he and his wife, children or servants were forced into "debt 
slavery", until the creditor recouped losses via their physical labor. At least that 
was better than the Anglo-Saxon practice of debtor’s prison. Many city-states 
in ancient Greece limited debt slavery to a period of five years and debt 
slaves had protection of life and limb, which regular slaves did not enjoy and in 
Anglo-Saxon courts, life means very little.  
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In the Torah, or Old Testament, every seventh year is decreed by Mosaic Law 
as a Sabbatical year wherein the release of all debts that are owed by 
members of the community is mandated, but not of "foreigners" meaning non-
Jews. The seventh Sabbatical year, or forty-ninth year, is then followed by 
another Sabbatical year known as the Year of Jubilee wherein the release of 
all debts is mandated, for fellow community members and foreigners alike, and 
the release of all debt-slaves is also mandated. There was nothing in the Bible 
allowing death by imprisonment for being unable to pay a loan.  

 

In Islamic teaching, according to the Qur'an, an insolvent person was deemed 
to be allowed time to be able to pay out his debt. This is recorded in the 
Qur'an's second chapter (Sura Al-Baqara), Verse 280, which notes: "And if 
someone is in hardship, then let there be postponement until a time of ease. 
But if you give from your right as charity, then it is better for you, if you only 
knew." 

Bankruptcy is also documented in East Asia. According to al-Maqrizi, the Yassa 
of Genghis Khan contained a provision that mandated the death penalty for 
anyone who became bankrupt three times. There is nowhere in the world other 
than British/American practice where death was inflicted for market conditions 
that forced people into bankruptcy. 

The Statute of Bankrupts of 1542 was the first statute under English law dealing 
with bankruptcy or insolvency. It expressly stated: “Lord Chancellor ... shall have 
power and authority by virtue of this Act to take ... imprisonment of their bodies 
or otherwise, as also with their [real and personal property however held] and 
to make sale of said [real and personal property however held] for true 
satisfaction and payment of the said creditors, that is to say; to every of the 
said creditors a portion, rate and rate like, according to the quantity of their 
debt.” This is why Supreme Court Justice James Wilson died of stress fleeing his 
creditors knowing they had the right to basically kill him slowly as a debtor. 
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Of course, there have been national defaults as well. The failure of a nation to 
meet bond repayments has been seen on many occasions. Philip II of Spain 
had to declare four state bankruptcies in 1557, 1560, 1575 and 1596. Naturally, 
governments do not die in prison nor do their politicians go to jail for their fiscal 
mismanagement of public funds.  

Misfortune even overtook Captain William Mayne Duncanson, and his property 
became encumbered by creditors. Before his death in 1812 he had to move 
to a more humble abode, the mansion with other property becoming subject 
to the courts. When Greenleaf failed, all the other investors were in the 
hopeless position of "general unsecured creditors.' Lawsuits over Greenleaf’s 
operations went on for fifteen years, including an appeal to the United States 
Supreme Court.  

Early in the winter of 1799-1800, Nicholson was imprisoned for debt. He died on 
December 5th, 1800, leaving a wife, eight children, and more than four million 
dollars in debts. The attempt to settle his estate resulted in the creation of a 
series of special state commissions, the sequestering of his private and business 
papers, and the creation in 1843 of a special Nicholson Court of Pleas. 
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The Panic of 1796-1797 bankrupted many. Morris too was sent to Debtor's 
Prison where he remained for 3 years until he was released in 1801. No role one 
plays for government will ever satisfy a court. Retribution is always inflicted. 
Thus, the man who funded the birth of a nation, faired with little grace under 
the law. Nevertheless, it marked the END of a 26 Year Real Estate Boom much 
as did 1725 mark the end of the first emerging market real estate boom into 
1720 that was the collapse of the Mississippi Bubble in Paris and the South Sea 
Bubble in London. 

 

The Real Estate Wave pictured above actually peaked in 1773. The American 
Revolution naturally ended a wave of investing into the New World. There were 
various attempts to revive the Real Estate market as was the case with the 
Panic of 1792. However, this euphoria was rather short lived predicated upon a 
new American government and a fresh start clean of Britain. Nonetheless, that 
wave of foreign capital inflows was tenuous at best for on the horizon came 
the French Revolution that was followed by a new wave of French Imperialism. 

The Panic of 1796-1797 bankrupted some of the most famous men among the 
first generation of Americans. As always, the market to the widest degree of 
economic damage is always real estate. It tends to be the longest economic 
decline of the group for it often requires lending and mortgages. Economic 
declines involving real estate tend to produce significant contractions for two 
reasons. Real Estate tends to be the number one sector that consumes capital, 
is not movable, and forms the majority of wealth among the population. 
Consequently, even the average person will tend to spend more immediate 
cash provided he “believes” his net worth is greater based upon unrealized 
profits in real estate. Consequently, a decline in real estate produces the 
longest economic contraction for the decline in the speculative value of 
property tends to suppress ALL real estate within that market putting a greater 
amount of supply on the market at the same time. This makes the recovery 
much longer also due to the great diversity in trends from one region to 
another not to mention commercial v housing. 
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The second most serious sector to create an economic correction is debt. A 
debt crisis outside of real estate tends to wipe out capital formation. This is 
where “cash” tends to park itself, most often in government bonds. Yet all 
governments have eventually defaulted on their debts. Nevertheless, investors 
confuse power with honesty. They buy the government debt because of 
power, yet the paradox is that government debt is the worst of all for it is not 
secured. You cannot run down to the government art museum and start to 
grab art work to recover your money as can be done in private lending. Real 
Estate was the first real American Bubble. Sovereign Debt is usually the second. 
Post 2007, we still face both. SERIA
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Greenleaf Sources: 

1) Title: City of Boston containing Boston births A.D. 1700 to A.D. 1800 (CD-ROM: 1997 Search & ReSearch Publishing 

Corp.), Volume: Document 43, Volume 24  

 Abbrev: City of Boston containing Boston births 

 Author: Compiler: Record Commissioners 

 Publication: Record Commissioners, Boston, Massachusetts, 1894 

 Page: 310 

2) Title: Genealogy of the Greenleaf Family 

 Abbrev: Genealogy of the Greenleaf Family 

 Author: Greenleaf, James Edward 

 Publication: Frank Wood, Printer, Boston, Massachusetts, 1896 

 Page: 217 

3) Title: Genealogy of the Greenleaf Family 

 Abbrev: Genealogy of the Greenleaf Family 

 Author: Greenleaf, James Edward 

 Publication: Frank Wood, Printer, Boston, Massachusetts, 1896 

 Page: 101 
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Chapter VII 

Real Estate – A global view 

 

ncreasingly, the Sovereign Debt Crisis is leading to Governments becoming 
very aggressive when it comes to their citizens’ assets as a source for 
taxation. The agreement of the G20 to share information to increase 

taxation is alarming to say the least. Governments are looking especially at 
assets located overseas and virtually anything outside their jurisdiction they look 
at as a scheme to hide money. Americans in particular and increasingly also 
Europeans have been subjected to more and more restrictions, regulations and 
reporting requirements. Overseas real estate has been the last type of offshore 
asset that doesn’t have to be reported. That no doubt is within their target to 
correct. Consequently, buying real estate in certain well-chosen markets makes 
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sense at present, but one must consider the eventual risk of global sharing of 
information and local taxation. It’s likely that further restrictions regarding 
overseas assets including currency controls may lie ahead as we enter the 
2015.75 to 2020.05 economic decline. 

Tracking the performance of 
housing in 26 markets 
around the world, reveals 
that they have been rising in 
21 of these markets with 
Israel at the top of the list 
and China where the 
housing market is one of 
only five countries where 
prices are falling, along with 
Singapore, France, Greece 
and Italy.  

One factor in determining if 
a market rise is mostly sustainable is loan leverage combined with affordability, 
which can only be measured with a ratio of prices to income per person after 
tax. Then there is also the investment criteria based on the ratio of house prices 
to rents, and then the third factor is the international capital flight trying to get 
money off the grid and out of the banks. This final criteria has been pushing up 
property prices in key cities such as London, Toronto, New York, and Los 
Angeles. If these gauges are higher than their historical averages then property 
is deemed overvalued and caution is advised. Based on this formula, property 
is more than 30% overvalued in six of the markets overall but most focused in 
Australia, Britain and Canada in the select urban centers. SERIA
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With Larry Summers’ dreamland of negative real interest rates effectively being 
a tax on savings, the elderly and savers are being heavily penalized, and this is 
likely to foster rising civil unrest as this becomes economically unbearable in the 
midst of a Sovereign Debt Crisis. It therefore makes sense to allocate funds to 
income producing investments, be it higher dividend paying equities or high 
yielding real estate. The question is where and to determine that, one should 
stay away from places that have had historic revolutions and never ending tax 
increases. 

Since 2001, IASB has been an independent accounting standard-setting body, 
based in London. It consists of 15 members from nine countries, including the 
United States. It succeeded the International Accounting Standards 
Committee. It is funded by contributions from major accounting firms, private 
financial institutions and industrial companies, central and development banks, 
national funding regimes, and other international and professional 
organizations throughout the world. IASB is not connected to its predecessor 
organization AICPA. 
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Indeed, for many years, the US Securities & Exchange Commission (SEC) has 
been expressing its support for a core set of accounting standards that could 
serve as a framework for financial reporting in cross-border offerings. The SEC 
has support the goal of achieving a Convergence and Global Accounting 

Standards with a single set of 
high-quality globally 
accepted accounting 
standards. True, this would 
investors, but it would also 
benefit government tax 
authorities. The SEC has been 

encouraging the convergence of U.S. GAAP and IFRS. The SEC made clear that 
it envisions 2015 as the earliest possible date for the required use of IFRS by U.S. 
public companies.  

Therefore, diversification on a global scale has always been a good idea in 
terms of investment strategy but it is becoming rather essential in these 
turbulent times of a Sovereign Debt Crisis and the hunt for loose change by 
governments. Obviously, protecting yourself with an investment strategy that is 
myopic is rather idiotic. Diversity is a good strategy, but real estate must be 
look at with a different perspective given it is not a movable asset in times of 
international turmoil. Political risks are now becoming greater than market risks 
internationally, so the benefits of spreading one’s assets across various 
jurisdictions should not be overlooked but must be addressed on a practical 
basis. 

In terms of real estate, political risk is paramount so investors should look for 
price anomalies but with a view to political risk as well. Owning property in an 
area prone to war or revolution is obviously greater risk so cheap prices may 
be highly correlated to the political risks. 

Real estate markets with low relative prices and/or low per-square-meter 
prices, properties priced at less than the replacement cost (i.e. less than what it 
would cost to build), etc., are always attractive. One must keep in mind how 
real estate price movement functions.  
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Chapter VII 

The Core v Peripheral 

Economies 

 

nderstanding how real estate markets function is critical to successful 
investing. What you must observe is the core v the peripheral price 
movement. This same aspect that applies to economies on a global 

scale is fractal in nature and thus applies to real estate within an isolated 
economy. Therefore, just as interest rates are higher the move away from the 
core economy where capital is abundant, real estate is opposite following the 
money – cheapest outside the core and most expensive within. 
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No matter what period we look at in terms of interest rates and capital flow, 
the same core-peripheral pattern emerges. Here is 1500AD when the Venetian 
Empire was the core economy. Interest rates are 
the lowest in the core where capital 
concentrates and they rise the further you move 
away from the core. Hence real estate is the 
most expensive where there is excess capital 
and opportunity to do business and it diminishes 
the further you move away from the core. 

Consequently, real estate begins to rise in the 
core FIRST, like Manhattan. As prices rise in the 
core, people begin to move away from the 
core where property values are less. Here is a 
picture I took of Goldman Sachs. Their building is 
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in New Jersey not Manhattan. The moved across the river out of Manhattan 
the core. 

 

There aren’t many places today offering true bargain basement prices the 
further you move away from the core, though some good values can still be 
found, especially in countries that have suffered from political turmoil, civil 
unrest, financial crises, bad economic policies, and so on, yet we must realize 
that such places are cheap for a reason. Political risk is going to be one of the 
greatest risks between 2015.75 and 2020.05.  

Observing real estate trends is important for they tend to correlate closely to 
the business cycle. You will typically see great expansion at the top of a 
business cycle and distressed prices at the bottom. In the case of real estate, 
pay attention to the core where prices rise FIRST and then the bull cycle 
expands outwardly into the suburbs or peripheral markets surrounding the core. 
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When the core peaks, likewise there will be a delayed action but it will then 
spread out to the peripherals. When the core becomes cheap once again, the 
cycle returns. 

Most importantly, look for markets offering high rental yields (or low price/rent 
ratios). High yield means the cost of buying is low compared to the cost of 
renting. Of course such a situation could, under certain circumstances, persist 
for a long time. Eventually, however, low price/rent ratios tend to put upward 
pressure on property prices. Generally gross yields of 4% or less warn of 
overvaluation, while yields of 10%+ signal opportunity. Potential capital 
appreciation may be considered a plus; a real estate investment should be 
evaluated based on the income it generates.    

NOTES:  

1. Prices quoted in this article refer to residential prices of good quality/Western 
style properties in higher-end locations (the sort that is typically of interest to 
foreign buyers and tenants and local higher-middle class). Average prices 
across the respective cities and countries can be considerably lower than 
quoted herein, especially in emerging markets with high poverty rates. A small 
number of properties at the very top-end of the market is also excluded due 
to lesser appeal to income oriented investors.  

2. $ refers to the US dollar. 

3. Yields throughout this text refer to gross rental yields (before expenses and 
taxes) unless otherwise stated.   

4. Transaction costs in each of the markets are beyond the scope of this short 
text, but need to be taken into account when considering an investment; in 
some countries roundtrip transaction costs (total costs of buying and selling a 
property) can be as high as 20% or more.  
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DISCLAIMER 

The information contained in this report is NOT intended for speculation on any financial market referred to within 

this report. Princeton Economics Research Institute AG makes no such warrantee regarding its opinions or forecasts 

in reference to the markets or economies discussed in this report. Anyone seeking consultation on economic future 

trends in a personal nature must do so under written contract. 

This is neither a solicitation nor an offer to Buy or Sell any cash or derivative (such as futures, options, swaps, etc.) 

financial instrument on any of the described underlying markets. No representation is being made that any financial 

result will or is likely to achieve profits or losses similar to those discussed. The past performance of any trading 

system or methodology discussed here is not necessarily indicative of future results. 

Futures, Options, and Currencies trading all have large potential rewards, but also large potential risk. You must be 

aware of the risks and be willing to accept them in order to invest in these complex markets. Don’t trade with money 

you can’t afford to lose and NEVER trade anything blindly. You must strive to understand the markets and to act 

upon your conviction when well researched.  

Indeed, events can materialize rapidly and thus past performance of any trading system or methodology is not 

necessarily indicative of future results particularly when you understand we are going through an economic 

evolution process and that includes the rise and fall of various governments globally on an economic basis. 

CFTC Rule 4.41 – Any simulated or hypothetical performance results have certain inherent limitations. While prices 

may appear within a given trading range, there is no guarantee that there will be enough liquidity (volume) to ensure 

that such trades could be actually executed. Hypothetical results thus can differ greatly from actual performance 

records, and do not represent actual trading since such trades have not actually been executed, these results may 

have under- or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity. Simulated 

or hypothetical trading programs in general are also subject to the fact that they are designed with the benefit of 

hindsight and back testing. Such representations in theory could be altered by Acts of God or Sovereign Debt 

Defaults. 

 It should not be assumed that the methods, techniques, or indicators presented in this publication will be profitable 

or that they will not result in losses since this cannot be a full representation of all considerations and the evolution 

of economic and market development. Past results of any individual or trading strategy published are not indicative 

of future returns since all things cannot be considered for discussion purposes. In addition, the indicators, strategies, 

columns, articles and discussions (collectively, the “Information”) are provided for informational and educational 

purposes only and should not be construed as investment advice or a solicitation for money to manage since money 

management is not conducted. Therefore, by no means is this publication to be construed as a solicitation of any 

order to buy or sell. Accordingly, you should not rely solely on the Information in making any investment. Rather, 

you should use the Information only as a starting point for doing additional independent research in order to allow 

you to form your own opinion regarding investments. You should always check with your licensed financial advisor 

and tax advisor to determine the suitability of any such investment. 

Copyright 2013 Princeton Economics Research Institute AG and Martin A. Armstrong All Rights Reserved. Protected 

by copyright laws of the United States and international treaties. 

This report may NOT be forwarded to any other party and remains the exclusive property of Princeton 

Economics Research Institute AG and is merely leased to the recipient for educational purposes. 
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The Realization of International 

Value 

 

here has always been a driving force behind investment, which has 
expanded the global economy and made the world function since 
ancient times. The Minoans of ancient Crete created the globalization of 

the Bronze Age in the West by exploiting trade. To create bronze, they needed 
copper, which was plentiful, and tin, which was much rarer. The sources of tin 
were few but there was a concentration of tin in England. The Minoans were 

seafarers and thus they sailed into the 
Atlantic and up the coast of Europe to 
Britain. There they traded goods for tin 
and thus created the Bronze Age in the 
Mediterranean. It was the (1) seafaring 
ability, and (2) the development of 
international trade which reshaped the 
world at that time. Money became 
international and was bronze ingots 
replacing sheep-skins. The bronze ingots 
nonetheless retained the familiar shape 
of a sheep-skin with the 4 points 
representing the legs. 

T 
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In Roman times there were Romans offering loans in Asia Minor (modern Turkey) 
to the Greek cities there which were to them an emerging market. Cicero (106-
43BC) wrote that anytime there was news of a disaster in Asia, a financial panic 
would be unleashed in the Roman Forum down the Via Sacra, which was the 
ancient Wall Street at that time, because of this investment in Asia was their 
emerging market.  

A history of interest rates illustrates this tendency of capital to migrate. Interest 
rates are at the lowest point where 
capital concentrates. The further 
you move away from the core 
economy, the greater the rise in 
rates. This has always led to the 
attraction of capital to migrate out 
of the core and into the peripheral 
regions we often call emerging 
markets. 
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There is abundant evidence that capital has always flowed from one place to 
another seeking an arbitrage for investment. This trend has been typically called 
investing in the "emerging market" whatever that might be at the moment. After 
the rise of capitalism began from the Dark Ages in Europe, the earliest 
speculative bubbles were all attracting capital migration. The Tulip Bubble in 
Amsterdam attracted capital from all over Europe during the 17th century. This 
was followed by the famous South Sea Bubble in Britain during 1720 and the 
Mississippi Bubble in France that same year.  

Capital has constantly flowed from one 
nation to another throughout history. 
Even during ancient times, Cicero (106-
43 BC)) tells us of Brutus (85-42BC) was 
actually a notorious moneylender. 
While the maximum interest rate in 
Rome by law was 12% and the 

prevailing rate was about 4%, Brutus had 
lent money to the King Ariobarzanes I, 
Philoromaios (96-63BC) of Cappadocia 
(in modern Turkey) and to the city of 
Salamis money at the staggering rate of 
48%.  

International Value is both tangible yet 
intangible simultaneously. It is tangible in 
the mind of each nation, yet lacks a solid mass in the form of a global currency 
per se, making it simultaneously intangible since it is a relative concept. This 
paradox is caused by the fact that “money” is not tangible relegated to a 
commodity such as gold, but it is truly an economic language of value we craft 
in our mind. It is a unit of account. St Patrick upon traveling to Ireland reported 
that the unit of account was a slave girl. One did not go shopping dragging a 
string of girls to pay bills. It was a mental concept of value to which everything 
else was then related. Even those who argue money is fiat insist that gold must 
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rise but express that still in paper 
money which they cannot escape is 
the unit of account. 

Consequently, the value of an 
object is relative to the observer and 
they will view that value on an 
arbitrage basis compared to the 
value in their homeland. If an 
average house in your home city is 
say $10,000 and in another region of 
country it is $5,000, we perceive this 
to be good value. This is the foundation of International Value - the mental 
measurement among nations for similar asset classes. 

Everything has an International Value be it a manufactured product, real estate, 
shares, commodities, or labour. International Value collectively combines through 
human perception into a purely conceptual object that is as real as a tangible 
currency expressed in domestic terms. In truth, this International Value is a 
collective virtual language of world of finance. Each of us think in terms of the 
dominant currency of our nation. The German will look at real estate in New York 
City and convert the dollar value into his own currency to make that judgment 
call regarding the value being too high, too low, or fairly priced. Therefore, 
whether we grasp this concept fully or unknowingly engage in this process of 
value judgment, we are embarking on a journey into the much more complex 
world of International Arbitrage. It is this Arbitrage that describes the act of 
exploiting a price discrepancy of an identical good or service in two different 
locations. For example: if I can purchase a container of jeans in Bangladesh 
(delivered to Rotterdam) for €30,000, and a wholesaler in Europe is willing to pay 
€36,000, I can exploit that price difference thanks to my connections to both 
trading partners and pocket a profit of €6,000. 

In truth, this murky field of International Value was the origin of our global 
economy. It is the very heart and soul of everything around us. It gave rise to 
mercantilism, where people travelled among nations searching for a product 
that possessed an International Value in one country that could be transported 
and sold in another at a higher value (profit). Banking thus began after the Dark 
Ages, with merchants engaging in international trade. This led to moneychangers 
who were aware of how to conduct foreign exchange. This is in fact the source 
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of what we conceptualize to be money and it is how International Trade flows. 
Without differences in value, trade would cease, because all international trade 
is effectively arbitrage. It is essential to understand this, as it even supports David 

Ricardo’s observations of Comparative Advantage 
among nations, where a nation should not squander its 
resources producing something (e.g. jeans in Europe) 
that can be purchased in international trade (e.g. in 
Bangladesh) at a price far less than its domestic cost of 
production. Unions fought against that simple principle 
and lost. The more inflexible they became, the more jobs 
they lost. The Marxists pointed to the greed of the 
employer who was unwilling to pay a higher wage, but 
ignored the role and decision power of the consumer, 

who has the ultimate vote to buy or not to buy their products. Maintaining 
excessively high and uncompetitive wages imposes higher prices on consumers 
and reduces their living standards. If consumers have a choice between two 
products of equal quality, they will take the best price.   

In reality, there is this composite Virtual International Currency based upon value 
that is equated to local currency in each country. If there is a benefit (profit) 
causing capital to migrate, that will take place, amounting to the process of 
International Arbitrage. A currency is merely an element within the global 
context that is like a language. It is not a store of wealth, for money in its official 
form always depreciates with time. If you hid $50,000 in a drawer in 1980 when 
it would buy a Porsche 911 sports car, today it will not pay for half of that same 
car. Clearly, money is not and never has been a store of value. It is only a 
medium of exchange.   

This Virtual International Currency exists, regardless of what political states try to 
do. It is the foundation of international investment. Capital will flow globally like 
water, seeking the lowest point of cost for the same quality of product. Everything 
is converted in the mind of a buyer to their host currency to make that decision 
in the global economy. If the product in question is cheaper for the same quality 
when converted back to their currency, then a transaction will take place. In this 
manner, everything is effectively arbitraged. This is why there is emerging market 
investment and the migration with time of the financial capital of the world. 
Everything is simply relative to the value expressed in your home currency. Keep 
this in mind as we explore the world property markets.  
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The World Real Estate Markets 
 

 

 

he world real estate market is beginning to turn with the target 2015.75 
on the Economic Confidence Model. In the United States, the high-end 
real estate market has turned with 2015.75 whereas the low-end of the 

market turned with 2007.15 even to the day. The top end has peaked with luxury 
homes in the top 5% have declined now off by 2% according to data from 
RedFin covering about 600 markets inside the United States. In my personal 
search in Florida, I looked around for the past year. Some of the high-end homes 
they showed me right on the beach were still on the market one year later. One 
home that I looked at which just came on the market at $4.5 million actually 
cost $7.5 million to build. It was a divorce. This end of the market the agent told 
me had been selling for cash deals, rarely a mortgage. This reflects the top end 
where money has been trying to get off the grid and out of banks. 

T 
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In London where the property market exploded in Europe, here too we have 
seen the first month of October turn into a one-way exit thanks to George 
Osborne MP in the British Conservative Party who has been Chancellor of the 
Exchequer since 2010 and Member of Parliament for Tatton since 2001. It is 
always interesting how “conservatives” often tend to do far more damage than 
socialists to the economy. Prices have crashed nearly 12% in the first month. 

British politicians made the same stupid mistake as the American Democrats who 
created the S&L Crisis of the 1980s. In the United States, the Democrats, forever 
greedy for taxes, changed the tax status on real estate to increase taxes. They 
created a one-way market of all sellers in real estate by altering the entire 
purpose of investing in real estate as a tax shelter. 

It was the Tax Reform Act of 1986 which was to reduce the top tax bracket of 
50% to 28% insisting that this would be a detailed tax-simplification proposal from 
President Reagan's Treasury Department. Reagan stated that he would veto any 
bill that was not revenue neutral for he was lowering the top tax rate, but 
eliminating $30 billion annually in loopholes, while increasing corporate taxes, 
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capital gains taxes, and 
miscellaneous excises. 
The act actually 
resulted in an overall tax 
revenue increase by 
some $54.9 billion during 
the very first fiscal year 
after enactment. To 
listen to the Democrats, 
they claimed Regan 
made the rich richer, 
which was not true. He 
actually made capital 

investment more efficient whereby the economy grew because capital was not 
parking in dead assets like real estate simply to hide from taxes.  

The number demonstrates that the Tax Reform Act of 1986 many called “trickle 
down” was in fact a major simplification of the tax code, which drastically 
reduced the number of deductions and the number of tax brackets (for the 
individual income tax) to just three. It was the elimination of the tax loopholes 
that inspired capital to be employed efficiently which lead to job creation. 

By enacting 26 U.S.C. § 469 which 
reduced deductions for passive activity 
losses and limitations on passive activity 
credits eliminating many tax shelters, 
particularly for real estate investments, 
the property market was seriously 
impacted. If we eliminate the 30 year 
mortgage in the United States currently, 
we will see the SAME result in the 
housing market as took place in what was called the S&L Crisis.  
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Eliminating the tax shelter for real estate created a one-way market. In this respect, the 
Tax Reform Act of 1986 significantly decreased the value of many property investments 
which had been held merely for their tax-advantaged status rather than for their 
inherent profitability. This contributed to the idea that property always increased and 
thus your savings for retirement resided in your home. The Tax Reform Act of 1986 
contributed to the end of the real estate boom of the early-to-mid 1980s and set in 
motion the Savings and Loan Crisis. 

Prior to 1986, much real estate investment was done by passive investors. It was 
common for syndicates of investors to pool their resources in order to invest in property, 
commercial or residential. They would then hire management companies to run the 
operation. Tax Reform Act of 1986 actually reversed the incentive to invest in real estate 
reducing the value of these investments by limiting the extent to which losses associated 
with them could be deducted from the investor's gross income. This created the reverse 
flow of funds. Those who bought property for solely a loss-generating tax deduction all 
attempted to sell at the same time and the property market crashed.  This became the 
S&L Crisis where government blamed the private sector for as always, they never 
understand the practical impact of their own actions. 

Osbourne has created a one-way street out of London and all the money 
foreigners spent in London will dry up rapidly. This will harm restaurants and car 
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dealers not to mention retail stores and the service job market. As always, 
politicians have zero experience in the real world. 

Today, ending long-term 
mortgages means that 
property values MUST crash. 
Mortgages and similar real 
property loans constituted a 
significant portion of S&Ls' asset 
portfolios back in the 1980s. 
Significant declines in the 
market value of real properties 
resulted in the erosion of the 
value of these institutions' 

major assets. It was for years having high tax rates with lobbying for tax 
exemptions that led to the entire nightmare of the S&L Crisis. The net long-term 
effect of eliminating tax shelters and other distortions built up within the economy 
necessitated the property market crash. Nevertheless, overall, this actually 
realigned the economy and made capital invest for profit rather than to hide 
from government taxation.  

George Osborne’s budget included a crackdown on so-called “non-doms” — 
the people who live in Britain but claim their “permanent” home is abroad. 
Osborne announced a shake-up of the tax system that was stupid and is now 
driving both wealthy foreigners out of the property market and causing property 
value to crash nearly 12% in the first month. The London property boom is over 
and looking at the other side of 2015.75 is starting to appear like an abyss.   

Those claiming the non-dom status have limited taxes on any money they earn 
abroad, paying only on income earned in Britain. Osborne just abolished the 
indefinite non-dom tax status, and changing the rules now at the peak of the 
London property market was typical for career politicians who just will never 
understand the economy they pretend to rule regardless of which side of the 
line they claim to be politically. Conservative or Labour, it’s all the same – tax’em 
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till they die and then grab what’s left like the Roman soldiers at the foot of the 

cross playing for the cloths of Christ. Osborne’s timing is impeccable; right on schedule for 2015.75. 

 

Now, anyone who has lived in London for 15 of the last 20 years is officially taxed 
the same way as any other Briton. Osborne has also announced a crackdown 
on properties owned “through foreign companies or other opaque structures” 
that are often used to minimize taxes. It is easy to attack the foreigners since 
they do not vote. They have given Britain the appearance of wealth and when 
they leave because Osbourne has chased them out much like Edward I (1272-
1307) did to the Jews – get out but you cannot take your assets. Now Britain will 
fall into a recession and they will more-likely0than0not blame leaving the Euro 
when in fact it was Osbourne changing the game. Now retail stores, shops, 
restaurants, and every industry will feel the sting of an economic collapse. 

Already, the property companies at the top-end of the market have seen their 
share values crash. The wealthy are already looking at New York City. It is 
shocking just how instantaneous the flocking of Europeans to New York City has 
become as the 
alternative to 
London. Looking at 
the global Real Estate 
of the top 15 cities 
around the world, 
including Hong Kong, 
Sydney, New York, 
San Francisco and 
Geneva, London was at the top of the list for the most overvalued. 

The greatest threat looking ahead to property values on a global scale is TAXES 
and regulation – not interest rates. The high-end often trades for cash anyhow 
as people are just trying to get money off the grid. 
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The United States 

 

he US now presents some of the best real estate opportunities not only of 
all developed countries but also compared to most developing markets. 
Prices in a number of regions around the country still exist where 

properties continue to sell below replacement cost. However, such opportunities 
may have political risks that include taxation and undesirable locality. States to 
avoid remain the more developed regions such as New York tristate area and 
California because taxation risk is far too great. States such as Illinois is a disaster 
waiting to happen whereas the two States with the best property laws for security 
remain Florida and Texas. As we can see in the chart above, real estate has risen 
overall from the 2011 low, but we remain below the 2007 high on our PEI Index. 

The regions that were the focus of the 2007 Bubble that were highly leveraged 
by the banks became places nobody wanted to even think about buying real 
estate. As a result, prices in those areas dropped by 50-60% and yields with higher 
than seen for decades. The S&P Case-Shiller Real Estate Index of 20-City 

T 

SERIA
L N

o. 
10

45
1



17 

 

Composites peaked with the ECM to the day 2007.15. It was interestingly 
illustrated as the peak with Goldman Sachs’ launch of one of its most toxic 
products known as Abacus.  

Nearly 8 million U.S. homes fell into foreclosure during the crash from 2007.15. The 
response became investigations and of course a slew of new lending rules under 
the Dodd-Frank financial reform law, and the result has been a credit lockdown 
that continues today. The rules fill thousands of pages and have cost lenders 
millions of dollars in labor and software to revamp their systems in compliance. 
Highly risky loan products, like negative amortization mortgages, are now 
banned. Borrowers must document their employment and debt levels which has 
become excessive. Lenders must disclose all the costs involved in each loan, 
and, perhaps most important, lenders must verify a borrower's ability to repay 
the mortgage. Dodd-Frank just made it a requirement to provide a complete 
fingerprint of all your finances to get a mortgage. 
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The US real estate market has turned for the top end has peaked. Luxury homes 
for the top 5% are now off by 2%. In my personal search in Florida, I looked around 
for the past year. Some of the high-end homes they showed me on the beach 
were still on the market. One that I looked at which just came on the market at 
$4.5 million has cost $7.5 million to build. It was a divorce. This end of the market 
the agent told me had been selling in cash deals, rarely a mortgage. 

CNBC has reported that Redfin, which a real estate company, tracks more than 
600 markets within the United States, reported that the top 5% of the those 
markets on average fell 2.2% in the third quarter 2015 compared to the same 
period the previous year. When the rich stop buying, the rest follows. 

Government has ensured that real estate will collapse for you see the Dodd-
Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) 
combine certain disclosures that consumers receive in connection with applying 
for and closing on a mortgage loan under the Truth in Lending Act (Regulation 
Z) and the Real Estate Settlement Procedures Act (Regulation X). New disclosure 
requirements and forms in Regulation Z for most closed-end consumer credit 
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transactions secured by real property have gone into effect with the turning 
point on the Economic Confidence Model. Government combined the existing 
disclosure requirements and implemented additional requirements imposed by 
the Dodd-Frank Wall Street Reform and Consumer Protection Act which applies 

to transactions for which the 
creditor or mortgage broker 
receives after the ECM 
turning point. This new 
legislation became effective 
October 3, 2015 with the 
ECM. 

Real estate agents are 
reporting that mortgages are 
now taking far longer to 
process and approve and 
have caused transactions to 
come nearly to a halt in the 

wake of Dodd-Frank Act. The new law was intended to protect consumers by 
encouraging the use of highly trained and competent real estate appraisers with 
resources for oversight and enforcement. The law is intended to strengthen 
appraiser independence, end a problematic industry agreement known as the 
Home Valuation Code of Conduct, or HVCC, and regulate appraisal 
management companies. 

While appraisals may seem to be a rather strange subject, but appraisal reform 
was one area of corruption that was pervasive for years. An improper valuation 
can result in serious consumer fraud. The end of the HVCC is one major 
component of the new reform. It was the HVCC that was supposed discourage 
the practice of lenders putting inappropriate pressure on appraisers to value 
properties at a certain price. However in practice, the code had some 
unintended consequences. 
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For example, under HVC, many more appraisals were ordered through appraisal 
management companies. These businesses take a sizable cut of the appraiser's 
fee and have sent appraisers out of their local. Consequently, these appraisers 
have been inappropriately valuing homes, putting countless potential sales and 
mortgages in jeopardy, according to critics of the HVCC. Now appraisers will be 
free from HVCC but 
parts of the code are 
incorporated into the 
lending guidelines of 
Fannie Mae, Freddie 
Mac and the Federal 
Housing Authority. 

Nevertheless, in such a 
vast country with a 
diverse real estate 
market which is very 
geographically 
dependent, the trend 
will be felt more in some 
areas than in others. 
While some areas and cities came through the housing crash relatively intact 
with quite modest drops, declines for the 10-City and 20-City Composite from 
the summer 2006 peak crashed through October 2011 coming to a 32% collapse 
(S&P/Case-Shiller Home Price Indices). The major declines were in Arizona, Las 
Vegas, Florida and parts of Southern California where prices crashed by as much 
as 60%.  

The crash in property values in Arizona, Florida, Nevada, and (parts of) California 
certainly trimmed the sales in those regions. However, prices also tended to 
bounce percentagewise a bit more in parts of these regions. Prices in many 
locations rallied back to the levels of the early 2000’s (and in fact below early 
2000 prices in the case of Las Vegas).  Most homes are priced well below 
replacement cost, in many cases as much as 40-50% lower than the cost of 

SERIA
L N

o. 
10

45
1



21 

 

rebuilding the property. Sales prices in these locations average $750-1,100/m2, 
but prices as low as $500/m2 are not so rare.  

Another state with abundant opportunities is Texas. Although it has not suffered 
as badly as many other regions, real estate is very affordable and rental returns 
quite high for now.   

Most of those areas 
bottomed in 2011-2012 
and began a recovery in 
both new and existing 
home sales. Mortgage 
rates are still at extremely 
low levels. Rental demand 
has been strong and 
vacancy rates have fallen 
quite sharply in many cities 
as the youth find it cheaper 
to rent than own.  

The US economy is starting to turn with 2015.75. Keep in mind that we are also in 
a paradox where the profits will rise as labor is replaced by technology and thus 
unemployment will rise. This can allow for further asset inflation seen in the stock 
market which is also looking considerably healthier than many care to admit. 
The crisis in student loans is having a broader-term negative impact as the youth 
are burdened with debt and cannot meet the new Dodd-Frank Act requirement 
to buy a home. You will find more and more of the younger generation driven 
into the rental market also by the high property taxes on real estate. 

Of course, given elevated foreclosure rates and negative equity real estate on 
the low-end has remained rather flat since the 2007.15 high in the ECM. But 
when investors are getting 7-12% net rental returns, given the low interest rates 
in bonds and banks, that rental-income segment of the market will remain a 
place to park money to get off the grid and out of banks. 
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One thing buyers need to take into account is the high likelihood of increasing 
taxes – but this is a worldwide trend, not just a US one. It is a near certainty that 
people with assets will be taxed more heavily in the coming years. US real estate 
taxes - with annual rates at around 1-2% of market value already some of the 
world’s highest - are also likely to rise significantly further to fill the coffers of 
heavily indebted and deficit running local governments.  

We can see from the data supplied by the Tax Foundation, property taxes in the 
United States under 2% to nearly 8% as in New Jersey. The states with the highest 
levels of taxation will rise even further for they are already broke and unable to 
meet future pension requirements. The movement should be a migration from 
the North to the South fleeing the higher taxed states. 
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Canada  

 

  

he story of Canadian real estate this year is one of shifting economic 
fortunes and changing real estate trends. The decline in oil prices has 
caused a sharp slowdown in the Calgary economy, the Edmonton 

economy also is trending downward, and the long-term impact on the local real 
estate market remains negative. The low energy prices and declining 
commodity prices in general combined with the fall in the Canadian dollar has 
taken its toll on Canada from a foreign and domestic perspective. 

The economic power thus shifted back to the east as commodities in general 
declined. Property prices appear to have reached a frothy peak in Toronto and 
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a near-term decline in the 5-to-10 percent area in home prices should be 
expected near-term. 

With the decline in the Canadian dollar, real estate is likely to produce at least 
a 25% loss for foreign investors in Canada. The single-family home prices in 
Toronto and Vancouver to bear the brunt of any correction just as we see the 
decline in London outpaces the decline outside of London. 

There have been major strides taken in China to stem the outflow of capital and 
this will also help to 
turn the 
Vancouver market 
downward in 
price. The Toronto 
market has been 
driven more from 
Europe than Asia 
and here the trend 
has simply 
reached a bubble 
top. Real estate 
had been a 
primary bright spot 
for the economy 
as the decline in the currency made it look cheap to external investors. However, 
construction activity was flat in September and agent and mortgage broker 
activity pulled back 1.7 percent from August levels. This implies that the market 
did peak also in line with the 2015.75 turning point on the ECM. 

Foreign owners made up a bigger share of the condominium markets in Toronto 
and Vancouver over the last year, according to the nation’s housing agency. 
Clearly, foreign owners of condos comprised 3.5% of the market in Vancouver 
and 3.3% in Toronto, according to a report from Canada Mortgage & Housing 
Corp. which surveyed property managers. That had risen from 2.3% in Vancouver 
last year and 2.4% in Toronto. When focusing on just the core sector of the cities 

SERIA
L N

o. 
10

45
1



25 

 

where foreign capital tends to concentrate, foreign buyers made up 5.4% of 
Vancouver condo buyers in 2015 versus 3.4% last year and 5.8% of Toronto condo 
buyers versus 4.3% in 2014. The declining Canadian dollar helped to attract 
foreign capital tried to get out of China and Europe. 

Canadian politicians have been under pressure as in London and Singapore to 
start monitoring offshore money inflows. Locals blame the rise in property always 
on foreign investors. The average price for a detached home rose 9% to C$1.02 
million ($760,000) in Toronto in November from a year ago while Vancouver 
home prices soared 18% to C$752,500. 
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So far, the agency’s data is limited to condominiums and based only on a survey 
of property managers. Offshore buyers can keep their location and identity 
secret. This has helped the foreign investor. 

Canadian real estate has two problems. First there is the decline in the currency 
and secondly there is the trend toward raising interest rates in the United States. 
Canada does not have the deep mortgage market as the USA, so its cycle tends 
to be a bit more volatile compared to a 30 year mortgage market. 

Because of the decline in the $C, domestic holders will lose international value. 
Eventually, as the currency declines, Canadian real estate will appear to be 
cheap to the foreign investor. Canadians are the largest buyer of property in the 
USA whereas the Chinese have been the largest buyer in the USA of the high-
end properties. Nevertheless, the US dollar based assets will be the hedge for 
Canadians going into 2017. 
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Central America – Markets 

Mexico 

 

exico's property market rose by more than 6% during the first half of 
2015. Clearly, Mexico´s real estate market has been buoyed by strong 
demand in resort communities and for retirement to escape taxes 

among Americans and Canadians who have been buyers transforming Mexico 
into a bull market after a several-year decline. The strong US dollar has 
emboldened the purchasing power of Americans who have been driving home 
values up. 

American buyers are very important as owners of beachfront properties, which 
were severely impacted by the economic recession of 2008-2010 in areas like 
Baja California Sur, Nayarit, Baja California, Guerrero and Sinaloa. Additionally, 
there has been a robust domestic market as well. Actually, the strong family 
culture in Mexico has surprises many a visitor who expected poverty and drug 
dealers. 

It has been estimated that approximately one million Americans now live in 
Mexico. You’ll find them in cities like Mexico City, Queretaro, and Monterrey. 
Some live in Mexico just part-time as “snow birds” spending winter months in 
vacation homes where the weather is always warm and the cervezas are always 
cold. However, many Americans in Mexico have moved there to enjoy their 
retirement years. They live in Mexico full-time and enjoy better weather, a more 
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relaxed lifestyle, and a host of other benefits, not the least includes affordable 
top-quality health care and a much lower overall cost of living. 

The most popular retirement destinations for Americans, Canadians, and 
Europeans in Mexico have been Lake Chapala, which is along the north shore 
of Mexico’s largest freshwater lake. This is where the largest community of 
American retirees outside the USA can be found. This is about 45 minutes south 
of Guadalajara, where at least about 10,000 full-time expatriates from the U.S. 
and Canada live all year as the number swells to more than double during the 
winter months. This is an area with cobblestone streets, Spanish-colonial 
architecture, and some of the world’s best weather. The average year-round 
temperature is a spring-like 68° F, and a tight-knit expatriate community provides 

all manner of comfortable 
amenities and support to 
retirees.  

San Miguel de Allende also has 
cobbled streets, nice shopping 
and stunning courtyard gardens 
in bloom year-round. This is like 
something out of a children’s 
fairytale book being very 

picturesque. This is matched by Puerto Vallarta made famous by Liz Taylor and 
Richard Burton who went there in the early 1960s. Puerto Vallarta is one of the 
world’s top tourist destinations, with an 
international airport, pro-tourney golf 
courses, designer shopping, world-class 
restaurants and beautiful people from 
around the world. Vallarta’s expat 
community is also extensive.  

Of course there is Baja California Sur. 
The southern half of the long Baja 
Peninsula which is a nature wonderland 
that is sparsely-populated desert 
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terrain. Three easy-going destinations favored by expats are Todos Santos, 
Loreto, and La Paz. Artsy Todos Santos, on the Pacific side of the Peninsula. They 
have well-established expat communities.  

There are many other retirement destinations such as Mazatlan with world-class 
deep-sea fishing, 
Huatulco with high cliffs 
overlooking the 
picture-perfect bays, 
Puerto Escondido 
which is a world-class 
surf zone, Merida with its 
sidewalk cafés, Riviera 
Maya that runs from 
Cancún to Tulum with 
some of the top world’s 
beaches.  

Indeed, Mexico´s most 
expensive houses are 
actually located in the municipalities of San Pedro Garza Garcia in Monterrey 
Metropolitan Area, in Zapopan in Guadalajara Metropolitan Area, and in 
Acapulco. The high-end apartments tend to be located in Miguel Hidalgo 
municipality in Mexico City, San Pedro Garza Garcia in Monterrey, and 
Huixquilucan in Mexico State. 

There is a continued new supply of housing being constructed which also helps 
to prevent prices for existing housing to rise in a speculative-type boom. 
Therefore, contrary to common assumptions, the Mexican market has not been 
driven predominantly by speculators. True, there are many developers in Mexico, 
but the development trade is very competitive, but this has helped to prevent 
the speculative type bubble.  

There has been a rising middle class in Mexico and this has benefited from the 
low interest rate environment. There are also subsidies that help to keep 
mortgage rates low.  
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Home prices in Mexico rose by 6% annually from 2005 into 2011, which did 
outpace inflation modestly. The last big housing crisis occurred after the Tequila 
crisis of 1994, when a currency devaluation followed by interest rates spiking 
caused 40% of all bank loans to default. Since then, there has been continuous 
recovery as well as some caution. 

 

 

 

Inflation has declined from the 10% level back in 2000 falling to about 3.5% going 
into 2011. The Mexican economy is expanding with trade which now accounts 
for nearly 60% of GDP. This is far at the top of the list beating even China no less 
Latin America. Additionally, the government has been far more diligent in its 
fiscal management and the central Bank of Mexico is quite independent. The 
fiscal deficit is even below 1% of GDP and its national debt is also quite low 
coming in about 30% of GDP. 

Since 2006, the government has adopted a militarized approach toward dealing 
with the drug cartels. It has been the image of drug cartels that colors the image 
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of Mexico which has stemmed the tide of potential American baby-boomer 
home-buyers moving south of the border to escape taxation. In truth, the drug 
violence is very regionally concentrated and does not actually impact the entire 
nation other than in images of newspapers and movies. The drug areas tend to 
be Baja California, Durango, Sinaloa, Chihuahua and Guerrero. 

The government’s national housing policy, announced in January 2015, is 
expected to trigger real estate investment of 370 billion pesos and pave the way 
for the construction of 500,000 homes. Indeed, new home construction rose more 
than 6% by mid-2015. 
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Cuba 

 

uba will see a huge real estate and tourist boom with the lifting of 
sanctions from the USA and normalization political relations. This is the 
next emerging market capital is looking at right now. In Cuba, 220 miles 

south of Miami, real estate is considered hotter than any other commodity on 
the world market today. But most Americans and foreigners so far are mostly 
shut out of this potentially lucrative product. 

Nevertheless, President Raul Castro has become a pro-business advocate. He is 
now allowing Cuban residents to buy and sell their own homes, which has never 
happened before in the past 54 years. The Cuban Assets Control Regulations, 31 
C.F.R. 515, which were regulations of the United States Department of the 
Treasury imposed on July 8, 1963 (1963.517), under the Trading with the Enemy 
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Act of 1917, was the general regulation of relations between Cuba and the 
United States. This was the main mechanism of domestic enforcement of the 
United States embargo against Cuba. If we look at 51.6 years later, that brings 
us amazingly to 2015.117 or February 11th/12th. Obama first proposed lifting the 
embargo in November 2013.  

In August 2015, the American flag was raised over the U.S. Embassy in Cuba for 
the first time in more than half a century. In July, Cuban officials inaugurated 
their embassy in Washington. American companies are free to deal with Cuba. 

Cuban residents are enjoying what they perceive to be a ground-breaking real 
estate revolution, but foreigners, meanwhile, are still blocked from participating 
the Cuban property market. That has been the situation since 1962 when Fidel 
Castro seized nearly all foreign-owned real estate in Cuba nationalizing all their 
assets.    
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Europe  

 

he primary crisis for European property remains a shrinking economy, 
aggressive taxation enforcement, and the trend toward imposing 
property taxes where there were none for centuries. The ongoing 

economic turmoil in Europe has resulted in a property market which is, for the 
most part, still too expensive and yields are relatively low.  

Most opportunities that did exist in parts of Central-Eastern Europe are warning 
that a decline is now underway. Hungary, after a few years of price declines 
and massive forint devaluation, had offered the lowest prices and some of the 
highest yields in the region. However, the instability of the economic conditions 
of the government warn that the worst economic and fiscal situation is still on 
the horizon. Centrally located late 19th/early 20th century Budapest 
apartments still produce yields in the range of 4-6%.  
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British 

 

 
ritish politicians have just sealed the fate of the London property market. 
Since the new legislation of the conservative Chancellor of the 
Exchequer, George Osborne, delivered the budget with the one huge 

announcement that he advocated a crackdown on so-called “non-doms” — 
the people who live in Britain but claim their “permanent” home is abroad, 
Osbourne has sent the London property market into a tailspin. In the first month 
from the turning point on the Economic Confidence Model, London property has 
crashed by 11.5%. 
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It appears the London property 
market bubble has peaked with 
Osbourne’s changes in taxation 
and the Economic Confidence 
Model. Already, just since the turn 
on September 30, London property 
prices have crashed by 11.5%. The 
British publication Money Week 
reported our forecast on July 15, 
2015. 
 

Osborne’s announcement has by 
far clearly a reversed the London 
property market and this will help 
crack the British pound and 
foreign capital leaves Britain and 
heads to the United States. 
Osbourne has set in motion a 
major capital migration into the 
dollar and this will alter the profile 
of London in the decades ahead 
as being a global spot for capital. 

This shake-up of the tax system will drive both wealthy foreigners out of the 
property market and send prices crashing, impacting the values behind 
mortgages. The London property boom is over and looking at the other side of 
2015.75 is starting to appear like rather bleak. 

As explained in the intro, anyone who has lived in London for 15 of the last 20 
years is officially taxed the same way as any other British citizen. What he failed 
to consider is that London always appeared to be one of the richest cities in the 
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world. You would see more high-end expensive cars driving around London than 
any other city in the world perhaps outside of the Middle East. 
 

 
 
Targeting the foreign rich will merely send then fleeing London and the entire 
economy will suffer. The wealthy are already fleeing to New York City in the past 
3 months. The London market had been propelled higher than ever because of 
the problems in Continental Europe with the Euro and then France chasing out 
its rich. The British locals will cheer at first assuming this will bring prices down, but 
what they fail to comprehend is that everything else will collapse with it. 
 
This type of influx of foreign “investment” into the London property market was 
seen as a destructive force by locals with entire neighborhoods transforming into 
ghost towns since they are just owned with no one actually living there. This has 
had a ripple effect, forcing local stores to close down for lack of business as 
nobody is actually there to service. Prices will decline on these types of 
properties, as they are unutilized. 
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Even looking at UBS’s Global Real Estate Bubble Index, London was at the very 
top, followed by Hong Kong and then Sydney. Each of these three regions have 
been driven up in price by foreign capital pouring in either from China or from 
Continental Europe. New York and Boston remain at the bottom and of course 
Chicago is a total disaster as the State of Illinois is raising property taxes insanely 
to pay for State worker pensions. 
 
Unfortunately, the Tokyo Bubble of 1989 was set in motion by the G5 trying to 
devalue the dollar to reduce the US trade deficit. This time, the capital outflows 
from Europe have been massive due to the crisis in the Euro. A nation is no longer 
capable of controlling its own economy because capital will migrate typically 
from one region to another for a variety of reasons. In this case, Osbourne has 
clearly reacted in a manner that will cause the British economy to plunge into a 
near depression as bad as the 1930s. We should now expect a soft landing and 
the bottom may not appear until 2020.  
 
Chasing the foreign capital out of Britain should also have a negative impact 
upon the British pound. A closing at 2015 below 1.46 will signal the collapse is 
underway long-term.  
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Denmark 

 
he residential property prices in Copenhagen have been rising as well. 
There seems to also be this trend to move capital out of banks and off 
the grid which has hit Denmark following the slow economic recovery 

from the last crisis and the ongoing Euro Crisis.  

Residential housing for detached and terraced homes directly within the capital 
city Copenhagen have soared by more than 11% into June. Housing values have 
reached about DKK28,295 per square meter according to the Association of 
Danish Mortgage Banks (ADMB).  

The Danish krone peaked out with the Euro due to the peg during the second 
quarter of 2008. It has been declining against the dollar ever since and there 
has been much speculation that the peg will break with the Euro. Consequently, 
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property prices have risen more or less as a hedge also against the Euro. 
However, property price rises outside of Copenhagen have advanced very 
modestly reflecting the international movement of capital which tends to 
concentrate in cities.  

Detached and terrace house prices in Denmark rose overall by almost 6% to an 
average of DKK11,737 per square meter. Outside of the city, the price advance 
has been less than 4%. As we approached 2015.75, price advances began to 
surge a bit reaching almost 8% for detached homes.  

Here too we see rental properties doing actually better. The owner-occupied 
flats' surged nearly 10% year-over-year into the 2nd quarter 2015 reaching an 
average of DKK21,306 per square meter, according to ADMB. As elsewhere, it is 
the holiday home prices that have been the lagging market on a global basis.  
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France 

 

he French tax system can only be characterized by its nightmarish 
complexity, high marginal rates and high administrative costs, which really 
is a race where the cost to collect taxes typically exceeds the tax 

collected. There are so many different 
basis of assessment, and such a large 
number of taxes that it defies easy 
description. While there are a set of 
principles that govern the operation of 
the system, there are so many 
exceptions to the general rules that it is 
sometimes difficult to appreciate that 
any exists at all! In France, protests call 
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this tax system theft. Taxes are the silver bullet which historically destroys real 
estate. It is not something you can pick up and walk away. If you own a property 
in France, then the local property rates payable comprises two different taxes 
called the taxe d’habitation and the taxe foncière. This taxe d’habitation is an 
annual residence tax imposed on the occupier of a property in which they were 
resident on 1st January of each year. If the property is your second home, even 
though you may not physically be resident on 1st January, the tax is still payable, 
provided the property is capable of occupation. By definition, the tax is not 
payable if the property is unoccupied. However, if you also have a television 
then the TV licence, called the la redevance audiovisuelle, is also payable with 
the taxe d’habitation. Which in 2014 was €133. 
 

 

Keeping with the complexity of French taxation, then the taxe foncière is an 
annual tax on property ownership imposed on the owner, whether or not the 
property is actually occupied by them, or rented out. Here you are taxed, as in 
Switzerland, on the rental value of the house regardless of if you receive that 
income. Homes with a high rateable value also have an additional rate applied 
against them, called prélèvements pour base élevée et sur les maison 
secondaires. For a second home the percentage rate is 1.2% for properties with 
a rateble value between €4,573 and €7,622 and 1.7% if they exceed this figure. 
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For main homes the rate is 0.2% if the rateable value exceeds €4,573. There is no 
automatic abatement of the tax for children, as is the case for the taxe 
d'habitation.  

 

In France, the residential housing prices have fallen ahead of the rest of Europe 
dropping by 2.75% in the second quarter 2015. This was actually the thirteenth 
consecutive quarterly decline set in motion by the insane Socialistic polices of 
Hollande. In Ile-de-France, France’s wealthiest and most populated region, the 
average apartment price even fell by 2.97% to €5,220 per square meter during 
the year to Q2 2015, according to the La Chambre des Notaires de Paris. The 
hunt for taxes has resulted in capital moving into hibernation.  Even the 
outrageous “boss-napping” at the Goodyear Plant in France ended in the 
company closing its plant and having to pay between €120,000 euros to 
€130,000 per worker. Any foreign company would need to have its head 
examined to open up in France. 
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In Paris, apartment 
prices have certainly 
declined by 3%+ to 
€7,880 per square 
meter year-over-
year to Q2 2015. In 
the Petite Couronne 
(Small Crown), the 
average price of 
apartments 
dropped by 2.54% 
year-over-year to 
€4,220 per square 
meter. In the Grande Couronne (Great Crown), the average price of apartments 
also fell by 3.68% to €2,880 per square meter. Yields on rental property in France 
are declining.  

The French were still trying to just get cash out of banks so sales of existing 
apartments in Paris actually rose by some 15% year-over-year to around 8,070 
transactions in Q2 2015, according to the La Chambre des Notaires de Paris. In 
Ile-de-France, existing apartment sales were up by 21% to 25,560 transactions. 
Petit Couronne registered a 26% year-over-year increase in apartment sales over 
the same period, while in Grande Couronne sales were up by 19% year-over-
year.  House sales volumes also rose in Ile-de-France (18%), in Petit Couronne 
(22%) and Grande Couronne (17%). If interest rates are negative and banks are 
not safe, property even with no yield has been the French solution. However, this 
has been unique to Paris since the number of pre-existing homes sold in France 
as a whole only rose by 1.4% to 740,000 units by the end of August 2015. 
Meanwhile, French construction has fallen to its lowest for more than 15 years. 
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Italy 

 

n Italy, from 2000 to 2008, Italian housing prices rose about 85%. Thereafter, housing 
prices fell by 8.6% from 2008 into 2011 (-14.3% inflation/currency adjusted), and then 
continued to collapse falling another 10.3% from 2011 to 2013 house prices (-13% 

inflation/currency adjusted), according to ECB figures due to taxation. The property 
tax is between 0.4% and 0.7% known as the “itchy” (imposta comunale sugli 
immobili) which is paid by everyone who owns property or land in Italy, whether 
resident or non-resident was replaced with the IMU tax. The new property tax 
known as “IMU” (Imposta Municipale Propria) replaced itchy tax (Italian Council 
Tax) and was due to take force by June 16th, 2012. Politicians under pressure 
from Brussels expected that merely the June 2012 instalment alone would raise 
almost 10 billion Euros in tax revenue. The impact of this tax help to create a 
property market collapse and values reach a 30-year low in 2013. 

The IMU tax was intended to decentralize taxation in Italy, and increase 
resources for the local authorities the sales pitch was to shift government back 
to the people to operate their local district or Federalismo. Initially, the tax was 
to be delayed until 2014. However, economic pressures conspired to bring in 
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forward in time. Then the politicians changed the promised design and 50% of 
all the revenue, other than on the taxpayer`s main residences (Abitazione 
principale), would then go into the pockets of the federal central government. 
The IMU has sharply raised property taxes in Italian which has seriously driven the 
value of property to 30 year lows.  

This new IMU tax imposes two rates of 0.4 % on the value main residences and 
then 0.76% on the value of all other properties. Local municipalities can increase 
the rate within their district by +/- 0.2%. This means investment property can go 

to nearly a 10% property tax. It can 
be paid in two 50% instalments with 
the first was due on June 16th and 
the second will be payable by the 
December 17th, 2012. 

The Abitazione principale tax (main 
residence) reduced rate of 0.40% 
only applies to an actual habitual 
home (Dimora) of the taxpayer and 
his family. This must appear on all 
public records (Residenza 

anagrafica). Each family can only have one Abitazione principale reduced rate. 
Previously, under the ichy tax, the main residence was not taxed. Therefore, the 
IMU has taxed everything in Italy and this is reflected in the collapsed in property 
values. 

 

The entire IMU tax has become complicated since the reduced main residence 
rate will also apply to any subordinate, supportive property units only if they fall 
within defined land registration classification. This includes things such as storage 
rooms, cellars, garages, parking spaces, cantilever rooves or porches, and the 
real kicker is that only one of such units will be allowed to be taxed at a reduced 
rate for each main residence. That means a garage and a storm cellar one will 
be tax at the higher rate. They do allow a standard €200 deduction on the main 
residence and an additional deduction of €50 for each child less than 26 years 
old only if they are living in the family home. The deductions are maxed out at 
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€400. Anything else, especially investment properties, will be taxed at the 7.6% 
rate. This has caused the collapse in real estate prices in Italy. 

The IMU tax will be reduced by 50% only in the case of listed buildings (Edifici d` 
interesse storico o artistico) of historical value or dilapidated properties which are 
unfit for human habitation (Fabbricati inagibili o inabitabili). In the case of farm 
land, special rates apply only if a professional farmer cultivates it. Local 
municipalities (Comuni) may allow some reductions in the tax on the residence 
of elderly people living in a nursing home.   

The valuation is of course determined by government so it becomes the statutory 
property value which they calculated by multiplying the land registry income by 
5 and then by 160. Different figures apply to offices, factories and shops.  

 

Late payments will be charged 2% penalty plus interest at the rate of 2.75%. 
Revenues from the IMU tax totaled €24 billion in 2014, with €4 billion coming from 
primary homes.  

Then there are the TASI, TARI, and IUC taxes in addition to the IMU. The TASI is the 
municipal tax paid for the Indivisible Services and designed to meet the 
expenses for lighting, to the care of the green, the street cleaning and all those 
services provided equitably to all citizens. The TARI is a new tax for the waste tax 
and the IUC is a municipal tax that incorporates the taxes due regarding the 
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home and to the production and garbage disposal. Made up of several parts, 
it is applicable to both owners as to the tenants. 

Consequently, housing prices are still falling in Italy due to the Euro crisis and the 
oppression of Southern Europe by the North that is not even understood in 
Brussels.  Still, the rate of decline has slowed somewhat during the past several 
quarters, after five years of continuous plunge.  House prices have fallen a total 
of about 20% since 2008 overall, but some areas have been far worse. 

Italian housing prices may hit bottom in 2016 and begin to slight rise ever so 
modestly as the Euro crisis worsens. Italy’s house price index fell by about 4% 
during the last per 
quarter. Rome saw the 
decline in housing prices 
fall about 4% in 2014.  
Milan and Venice 
registered declines of 3% 
and nearly 5%, 
respectively. These three 
major cities are the most 
expensive Italian cities, 
with houses priced above 
€3,000 per square meter. 

Bologna, Mestre and 
Padua recorded the 
highest annual house price falls in 2014, at between 5% and 5.5% Padova and 
Venezia Mestre had the longest time to complete a sale taking about 10 months. 
Residential property sales did rise sharply by about 23% in Florence and by 19% 
in Bologna year-over-year by the end of 2014. However, in Rome, residential 
property sales were also up by 10%+ over the same period going into 2015.75. 
The number of property transactions nationwide rose by about 4% by the end of 
2014. The increase in demand was to a large part due to the return of foreign 
homebuyers that were particularly coming in from the United Kingdom and the 
United States as the Euro declined.   
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Ireland 

 

reland has seen the worst real estate crash in Europe which is going to be 
exceeded by London. Dublin housing fell about 70% from 2006 (and 20% in 
2011 alone). After that five-year bear market, Ireland’s house prices rallied 

into the 2015.75 turning point. However, the national residential property price 
index in Ireland skyrocketed by 16.2% (16.1% inflation/currency adjusted) year-
over-year in November 2014 after an advance of 5.6% a year earlier. However, 
the bounce appears to be not really sustainable especially with the threat of 
the collapse of the Euro in price and broader-term politically. Yields in central 
Dublin have increased to 4-5% and vacancy rates are just starting to turn higher.   

Residential property prices have been increasing more than twice as fast outside 
Dublin than in the capital opposite of the trend in London. This has been 
distinguished as a domestic migration as people continue to be pushed out of 
the city due to taxes and prices of property. Outside of Dublin property prices 
were more than 10% year on year in 2014 as the market played catch up with 
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that of the main city. This is the traditional core move so the first price decline 
also comes from the core where real estate first begins to rise as in the city. 

 

It means that at a national level residential property prices were 33.5% lower 
than their peak level in 2007. Dublin house prices were 33% lower than their peak, 
Dublin apartment prices were 40.2% lower than their peak and Dublin residential 
property prices overall were 34.9% lower than their highest level. Outside of Dublin 
residential property prices were 36.3% lower than their highest level in 2007. 

 The initial frenzied buying of last year trying to take advantage of tax breaks 
and more lenient lending 
practices has faded now. The 
transactions running between 
€400,000 and €650,000 price 
range where the major gaining 
sector. Again, the bounce 
appears to have been largely 
people trying to get money out 
of banks and off the grid.  
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Germany 

 

ermany saw a sharp rise in housing 
values. Back in 2011, Germany 
offered some of the best value on 

the continent as the Euro declined from its 
2008 high. Germany was one of the few 
markets to have escaped the property boom 
and subsequent bust with 2008-2009. 
Extremely low interest rates and bond yields 
did in fact encourage a bull market in house 
prices. House prices have been rising faster 
than rents and incomes as against capital has 
attempted to get off the grid in Europe and 
run to Germany as a hedge against a 
collapse in the Euro.  
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The national property index rose 5.3% during the year to July 2015 (5.1% 
inflation/currency adjusted), compared to the 2.6% price rise during the year to 
July 2014 (1.7% inflation/currency adjusted), according to data provider 
Europace. German real estate in the former East German cities (including the 
capital Berlin) were very reasonable compared to other European countries. 
Berlin prices grew by 7% in 2010 and continued to climb thereafter. The rental 
property yield has been about 4-6%. The main drawbacks to investment are the 
highly pro-tenant legislation (which most tenants are well aware of and will use 
to their utmost advantage). This mingled with typical high taxes ensures that the 
market should also peak with the 2015.75 turn on the ECM.  

Germany has been attracting capital from around Europe into real estate since 
it was undervalued compared to France and Britain. The main buyers have been 
the high-net-worth investors who have been targeting Berlin and Munich in 
particular last year. Obviously, Europe has been the most diverse in the world 
when it comes to real estate. The single currency did not even the trends out for 
underlying everything is local culture and taxation. 
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Many expected Germany to become a Mecca within European real estate 
because it was undervalued and not as sexy as Paris and London. European 
investors from Southern Europe have begun to focus more on Germany given 
the price insanity in London. Germany has clearly been the hedge against the 
Euro breakup in the bond and stock markets. A lot of money has been pouring 
into the German marketplace which has never been seen historically before 
and this is all because of the Euro Crisis. Therefore, it has not been just the bonds 
and equities that have performed well – it has also been German property.  

Germany remains a safe country at 
least before the Refugee Crisis. The 
youth have been flocking to Berlin 
proving a good renters’ market. 
Additionally, with the Russian sanction, 
many Russians who are actually 
affluent entrepreneurs, rather than 
super-rich oligarchs, have been 
moving to Berlin and Munich to grow 
their businesses.  
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Greece 

 

ousing prices in 
Greece are now 
falling at a much 

slower pace compared to the 
sharp price declines of 2012 
and 2013.  Greek house-prices 
declined over the year as 
economic uncertainty 
prevailed and taxation rises. 
After the elections, some 
housing prices actually rose in 
select locations such as in 
Thessaloniki, the country’s 
second largest city. Yet these 
are far and few between. 

In Athens, however, the 
average price of apartments 
fell by another 6.65% in nominal 
terms in part due to the high 
unemployment and the youth 
migrating to other parts of 
Greece during the year to Q4 
2014 based upon the data 
from the Bank of Greece. In 
Thessaloniki housing prices fell by 6.89% nominally last year in 2014 and have 
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been flat to a slight gain during this year in 2015 to up less than 0.5%. Otherwise, 
Greek property continues to decline on average 5%.  

 

Greek residential property appraisals-transactions were even down 33% down in 
2015 compared to the previous year in 2014. To revive the housing market, the 
Greek government recently offered residence to non-EU investors purchasing or 
renting property worth over €250,000.  The residence plan, which is similar to 
measures adopted by Hungary, Spain and Portugal, is valid for five years and 
open to renewal. The Greek Finance Ministry also announced last December 
that a capital gains tax on property, originally scheduled for introduction in 
summer of 2014, will be pushed back to December 31, 2016 trying to stem the 
decline.  SERIA
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House prices are now falling at a much slower pace in Greece, compared to 
the sharp price drops of 2012 and 2013.  Greek house-prices declined over the 
year, but during the latest quarter house prices actually began to rise in some 
locations for the first time such as in Thessaloniki. To some extent, with banks in 
trouble, reporting coming of all assets held outside of banks as cash and jewelry, 

some Greeks are also 
trying to get off the 
grid domestically. 

In Athens, the average 
price of apartments 
fell by 6.65% in nominal 
terms during the year 
to Q4 2014, according 
to the Bank of Greece. 
Compared to the 
previous quarter, 

house prices in Athens dropped by 1.46% in nominal terms in Q4 2014. 

In Thessaloniki, the country’s second largest city, house prices fell by 6.89% year-
over-year to Q4 2014. From the previous quarter, house prices were almost the 
same, slightly declining by only 0.33%. When adjusted for currency and inflation, 
house prices actually rose slightly by almost 0.5% from the previous quarter. 

In other cities (excluding Athens and Thessaloniki), housing prices fell almost 6% 
during the year to Q4 2014 in nominal terms. The decline in housing prices outside 
of Athens and Thessaloniki during 2015 have been much less registering under 
2% for the same period. 

In other urban areas outside of Athens, residential property prices have also 
declined less than 2% in nominal terms year-over-year. Here too we see nominal 
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housing prices slightly rose in early 2015 by about 0.5%, although they are still in 
decline in international value considering currency and inflation adjusted.  

Nevertheless, requests for even appraisals-transactions were off almost 35% in 
2015 down from the previous year in 2014. New housing permits fell almost 20% 
last year and have continues to contract in 2015. Consequently, the total new 
floor space, measured in square meters, was obviously down by nearly 15% year- 
by mid-2015 warning that there is no confidence in Greece with the Euro Crisis. 

The Greek government has adopted the same measures as other Southern 
European members in trouble. The government offered residence to non-EU 
investors purchasing or renting property worth over €250,000.  The residence plan, 
which is similar to measures adopted by Hungary, Spain and Portugal, is valid for 
five years and open to renewal. 

The Greek Finance Ministry 
also announced last 
December that a capital 
gains tax on property, 
originally scheduled for 
introduction in summer of 
2014, will be pushed back to 
December 31, 2016. 

There was a moderate surge 
in housing prices after the 2004 Athens Olympics. This was focused within the 
demand for second homes and holiday villas, especially in Greece’s 
southernmost and biggest island, Crete. There we see interestingly 30% to 40% 
annual price advances for properties near the sea. The boom was also 
facilitated by improvements in local infrastructure and building quality. 
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Of course everyone merely reads the headlines that Greece’s debt problem is 
significant and deeply rooted. This has been caused by joining the Euro whereby 
previous debt was converted to Euro and then the Euro doubled in value rising 
from 80 cent in US dollars to $1.60. This meant that Greeks simply were paying 
back debt which had then risen in real terms and was not related to simply 
political corruption and wasteful government spending. When the euro was first 

introduced in 1999, Greece was left 
out because of its high budget 
deficit and inflation. Embarrassed 
by the isolation, Greece appeared 
to clean up its act and fix its 
finances and macroeconomic 
fundamentals with the help of New 
York Investment banks playing 
games with the debt. By January 
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2001, it was able to adopt the euro as official currency but the debt in nominal 
terms was then converted to the Euro which doubled in value from the 2000 low. 

The truth about playing with the debt number to gain entry into the Euro finally 
surfaced in November 2004. It was at that time when Greece publically admitted 
that its budget deficit had never been within the EU limit of 3% of GDP post-1999. 
Greece then revealed in early 2010 that it had paid Goldman Sachs to alter the 
appearance of its debt load to gain entry into the Eurozone. The Greeks, no less 
the politicians in Brussels, understood the ramification of converting past debt of 
members into Euro whereby their debts had depreciated with currency inflation 
and now that process was reversed. Instead of nations paying back with 
cheaper currency, Greece had to pay back twice what it owed plus its fiscal 
budget deficit was still growing. 

The politicians rewarded themselves and government workers with richer 
pensions. The giant sucking sound that could be heard was growth financed 
with debt and the transfer of wealth from the private to the public sector. The 
bureaucracy was bloated and significantly overstaffed. Attempts to downsize 
were met with bonuses to 
employees if they gave up their 
jobs. The best took the money 
and ran leaving the state with the 
most inefficient staff. 

Debt bubble kept growing 
increasing the national debt from 
€225.3 billion in 2006, to €317.7 
billion in 2014, a 41.7% increase. 
By April 16, 2010, in part due to 
the global financial crisis that erupted in 2007 into 2009, the decline in the world 
economic activity forced Greece to ask for help from the International Monetary 
Fund (IMF). In terms of percentage share of GDP, national debt went up from 
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103.4% of GDP in 2006 to 176.3% of 
GDP in 2014. This has materialized in 
the worse possible way. The 
government succumbed to the 
demands of austerity raising taxes and 
tax-enforcement unable to really 
reduce the inefficient government 
employment rolls or cut the escalating 
pensions. The EU and IMF demanded that Greece cut its spending, including 
wages and pensions. This was met with severe public resistance where public 
protests and rioting unfolded blaming the Germans in particular. 

After assuming office in October 2009, Papandreou revealed that the deficit was 
much higher than the previous government had reported. Papandreou’s 
response was to adopt austerity measures which included spending cuts and 
tax increases while promising to downsize the public sector and simultaneously 
fight rampant tax evasion which was systemic in Southern Europe as a culture.  
After applying for help at the IMF in April 2010, European leaders and the IMF 

agreed to a three-year, €110 billion 
bailout for Greece which was tied 
to additional austerity measures 
through cuts in the public spending 
that was to include cutting 
government salaries and freezing 
pensions in addition to raising the 
retirement age. Taxes were also to 
be raised. The general VAT tax was 

raised from 19% to 21%. These moves only resulted in a near 5% economic 
contraction in 2010 and has set in motion the decline in property values. 
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One of the biggest casualties of the crisis was Democracy in Europe. The ruling 
government at that time in the land where Democracy was born, was 
threatened and intimi9dated by Brussels to maintain the Euro. Seeking a fresh 
mandate to deal with the crisis, the Pan-Hellenic Socialist Movement (PASOK) 
headed by George Papandreou, who was prime minister at that time, insisted 
he wanted a referendum to allow the Greek people to vote on staying in the 
Euro. Brussels forced his resignation to keep the Euro alive out of its own self-
interest making the Greeks pay for their 
own mistakes in the structural flawed 
design of the Euro - the failure to 
consolidate the debts upon formation. 
That structural flaw would have allowed 
the Euro to compete with the dollar and 
become a true reserve currency rather 
than a pretense merely being included 
in the IMF Special Drawing Rights (SDR) 
which has no true economic viability. 

Because the Euro had no single national debt, it could never compete with the 
dollar as a reserve currency. Politicians simply failed to comprehend that it was 
not a single currency that made the USA the strongest economy, it was also a 
single national debt which provided reserve status for banks and stable enough 
to park large sums of money in for institutions. The bottom line became that 
money within Europe flowed as a hedge into Germany debt, equity, and 
property distinguishing among the member states based upon individual credit 
expectations. This proved that the Euro was a failed design for capital could now 
FREELY move to Germany without currency risk. Brussels had altered the capital 
flows within Europe and made the Southern Europe pay for their design mistakes. 
Effectively, money flowed to Germany and was subsidized without Brussels even 
understanding what they had set in motion. 
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Violent protests, rallies, and strikes followed. 

The bailout failed for it was also taking place 
during a global economic contraction. Under 
such conditions, tax revenues traditionally 
decline. The EU was then faced with a Euro 
Crisis and they now needed Greece to stay in 
the Euro of face the fear that the Euro would 
collapse. Brussels then offered another bailout 

loan worth €130 billion in February 2012, to prevent Greece from leaving the Euro 
to save jobs in Brussels. If the Euro failed, all the bureaucrats employed in Brussels 
would be out of a job. Keep Greece in the Euro became the agenda behind 
the curtain.  The 2012 bailout loan, however, included additional conditions that 
Greece should approve a further austerity package and oppress the private 
sector in Greece even more to pay for the sins that were clearly a failed political 
design of the Euro. 

The continued demand for cuts 
and more cuts in the face of 
already-high levels of public 
suffering and outrage led to the 
rise of a claimed leftist party 
Syriza. But this party was truly a 
coalition of diverse elements.  Its 
leader, Alexis Tsipras, led Syriza to 
victory when the government´s 
majority collapsed and assumed 
office on January 26, 2015. Nonetheless, Tsipras failed to accomplish anything he 
had been elected to carry out. He continued to meet the same demands of 
austerity from Germany and Brussels. 
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The negotiations with Brussels proved fruitless. The Greek government did secure 
a four-month bailout extension, which the German parliament approved on 
February 27, 2015, despite Tsipras having earlier pledged “No more bailouts, no 
more submission, no more blackmailing" during the elections. Tsipras was under 
further pressure to start negotiations for yet a third bailout program that was 

expected to commence in July 2015. 

The minister in Brussels were against 
allowing the people to ever vote on their 
policies and the Euro viability for if they 
voted to exit, they feared others would 
leave and there would go their own jobs. 
The meeting of June 27th, 2015 revealed 
their decision to kill Democracy in Europe. 

The EU Ministers turned down the Greek government’s request that the Greek 
people should be granted a single week during which to deliver a Yes or No 
answer to the demands of Brussels. They saw this as a threat to the entire future 
of the Eurozone. The very idea that a government would actually allow the 
people to decide their fate was a proposal that was unacceptable. As Yanis 
Varoufakis put it, this was an idea that “was treated with incomprehension and 
often with disdain bordering on contempt.” The EU rejected the idea of any 
public vote as they had done to Papandreou. The EU unanimously issued a 
statement absent Greek agreement and then 
conducted a second meeting without Greece being 
present.  The EU covertly had Silvio Berlusconi removed 
from office in Italy in 2011 for he too wanted to take 
Italy out of the Euro. They were behind preventing 
Catalonia from separating from Spain and to prevent 
newly elected people in Portugal to also exit the Euro. 
They were most likely also behind rigging the Scottish 
vote to leave the UK. 
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 What is clear from all of these incidents is that democracy and a monetary 
union cannot coexist for Brussels is determined to Federalize Europe into a 
political union at all costs even against the will of the people. It is absolutely clear 
that the austerity policies have failed as an economic strategy. Germany has 
been simply immovable in that respect because Merkel merely promised that 
Greece would repay. Consequently, as the economy turns down even further, it 
still remains possible that Greece will exit the Euro. This will be a welcome event 

for then the Greek economy will 
rebound and so will property 
values. 

The Greek people rejected the 
proposals of Europe. However, the 
government has continued to 
play the game Brussels demands. 
Hence, Democracy has proven 
that in the face of autocratic 

Brussels and a Trioka which is UNELECTED, there is no room for public vote. This will 
only lead to further civil unrest when the economy turns down further. This is 
clearly reflected in the inability of Greek property to reverse the protracted 
economic decline. 

Taking a look at the Greek 
share market, there 
remains a risk that the 
Greek assets could 
collapse to new lows 
going into 2019/2020. 

Beginning in January 2015, 
the number of mortgages 
unable to meet payments 
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reached 120,000 but the law that 
prevents foreclosure of primary homes 
expired at the end of 2014 but has 
been extended for the most part. The 
“Katselis Law” was enacted in 2010 and 
directed to freeze foreclosures on 
houses with outstanding mortgage 
debt worth up to €200,000 when the 
family’s annual income is lower than 
€35,000. These homeowners should also pay at least 10% of their net monthly 
income towards their mortgage. Despite protest from creditors, the government 
assured homeowners whose homes worth less than €300,000 will not be at risk 
declaring that those debtors with difficulties have the right to come to a 
settlement with the banks, factoring in their income and extending their payment 
period.  

Mortgage rates for one-year in Greece started declining from mid-2011, and 
are now rather low in the 2.44% level down from 2.70% in 2014. Average 
mortgage rates for outstanding housing loans between 1 and 5 years declined 
to 3.90% from 4.29% reflecting the economic trend. Mortgage rates for over 5 
years, declined to 2.84% from 3.02% in 2014. Naturally, housing remains far more 
vulnerable to interest rate swings given the shorter maturity for fixed rate loans.  

Rental yields in Greece also remain poor. Rental yields for apartments in central 
Athens range from 3.5% to 5%. The average rental yield in central Athens, which 
was around 4%, was an improvement from 3% level in 2013 and 2012 and the 
very low 2.6% average back in 2011. Apartments outside of Athens proper yield 
between 3.4% up to 4.7%. House rentals are much lower coming in under 3%. The 
rental market is about 20% of total occupancy in Greece down from 24% in 1991. 

Due to the economic conditions, new construction activity in Greece peaked 
back in 2005 just after the 2004 Athens Olympics. New construction has 
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collapsed by nearly 95%. Real estate transactions have also dropped significantly 
by about 60% from 2010 levels prior to applying to IMF for assistance. There still 
remains a large number of properties up for sale as people are struggling with 
finances thanks to tax burdens and rising unemployment – the worst in Europe. 

Obviously, there remains political 
uncertainty in Greece that is always a 
negative factor upon real estate which 
is naturally immovable asset. With the 
economy turn down again on a global 
scale, Greece will be unable to sustain 
any hope of a primary budget surplus. 

Tax revenues will decline further and more people will just leave who can afford 
to do so. Greece’s national debt reached 176.3% of GDP in 2014 and with the 
economy turning down globally, this is more likely to increase than decline. 

Deflation in Greece is still self-evident as retail prices continue to fall by about 
2% annually along with housing. Unemployment was 26% in at the end of 2014, 
which was ever so modestly lower from 27.3% in 2013. 

Note that Greek banks have the least diversification among all the bank in 
Europe. They are loaded with government and local debt with very little external 
debt holdings. Consequently, a default by the Greek government is not really an 
option. What remains the only course of action is for the Greek government to 
exit the Euro and swap everything to drachma.  

Tourism accounts for nearly 20% of GDP and joining the Euro made Greece more 
expensive rather than cheaper. The refugee crisis is also harming Greece for the 
number arrive now is over 200,000 per month compared to that number for all 
of 2014. About 96% of all refugees crossing the Mediterranean land in Greece.  
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Spain 

 

he Spanish property market has seen transactions rising, thanks to 
foreign buyers and residency permits which has helped the market 
to recover ever so modestly. Yet housing prices are still falling. Only 
the real support has been the property demand of the foreign 
homebuyers. 

Nonetheless, the Spanish housing market has seen price fall by mid-2015 yet 
another 3.5% for the year which was an increase over the 3% rate of decline in 
2014 for the same period. The Bank of Spain released more optimistic arguing 
that Spanish housing prices only declined slightly by 0.1% This appears to be 
politically motivated to hide the deflation engulfing Europe. 

Overall, Spanish housing prices have been falling in nominal terms for the past 7 
years registering a decline of about 42% and adjusted for international value 
reflecting currency and inflation, the collapse is approaching 50%. Housing prices 
continue to decline faster with the Metropolitan Areas whereby Mediterranean 
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Coast, housing prices have decline slightly less. In Balearic and Canary Islands, 
house prices rose slightly by 0.15%.  

Residential property transactions rose by more than 15% almost reaching 31,000 
in June 2015 from the same period last year. This has been the 10th month of a 
recovery in line with the Economic Confidence Model. This has been driven by 
the foreign property buyers, buying luxury homes on the coast and moving into 
one of the most beautiful cities in Europe, Barcelona. Foreign buyers have also 
honed in on Costa del Sol. With residency permits and the possibility of Catalonia 
separating from Spain, Barcelona offers a potential hedge against Europe.  

The mix of foreign buyers has been 15% British, 10% French, 9% Russian, and 7% 
Belgian according to Spain’s society of property registrars. Some Americans are 
also beginning to discover Barcelona. The British are the number one buyers in 
Spain as a whole purchasing almost 19% of all home purchases by foreigners. 
We also have seen Italians buying about 6%, Swedes 6%, and Norwegians under 
4% while the Chinese are taking about 4% of the market. With the dollar 
strengthening against the euro. Domestically, however, the total number of 
foreclosures did manage to decline falling by 6.5% to 17,786 by the end of the 
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first quarter 2015. Clearly, the pain continues with high unemployment and the 
oppression from Brussels.  

There appears to be little hope that the Spanish property market will bottom just 
yet. With unemployment falling only due to Spanish fleeing to other regions within 
Europe and to South America, the prospects of returning an economy back to 
a real tangible growth cycle appear dim without political upheaval first. 

Clearly, Spanish property values are on average 40% below what they were at 
the peak of the last cycle 2007.15. In real terms of International Value, we have 
seen a collapse down to about 39% of 2007 levels factoring in the fall of the 
Euro.  

Whatever growth in the Spanish economy the government claims in nominal 
terms of around 3%, it is still in the negative territory contracting factoring in 
International Values. Land values have jumped in many placed in nominal terms 
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by 30%. This again is being driven by foreign capital inflows looking for value. The 
highest urban land prices are in Madrid, with an average of €546.2 per square 
meter. Barcelona prices are about €448 per square meter), and the Balearic 
Islands runs about €353.1 per square meter. The bottom-end with the lowest land 
prices includes Caceres where the average runs €148.8 per square meter.  

Foreigners buying property in Spain during 2014, purchased 56,674 homes while 
the remaining 4,388 homes were acquired by non-resident foreigners. This was a 
significant recovered but still below the record high which took place back in 
2007 when foreign residents acquired 87,204 homes while non-residents 
purchased 9,106 homes. Clearly, caution should be taken with high-end 
properties. Anything in the €500,000+ market is driven almost exclusively by 
foreign buyers.  
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The Golden Visa scheme, which came into force and is fully applicable since 
September 30th, 2013, has resulted in increased interest not only from the Middle 
East but also from Asia and Russia. Under this system, any non-EU national coming 
to Spain with more than €500,000 to invest is automatically granted a residency 
permit. In 2014, about 530 people applied while investing in property. Most in this 
category have been Chinese and Russians. As a result, Spain managed to bring 
in over €700 million in foreign investment as a result of the said scheme. 

Rents, however, do continue to decline. Since the property high in February 2007 
at €10.12 per square meter per month, the price of rental housing has continued 
to collapse due to the unemployment. Prices are down on yield by about 30%. 
The Aragón region experienced the steepest decline of about -43%. However, a 
30% decline is really minimum depending on the region. 

Prices per square meter of apartments in Barcelona range from around EUR 
€3,000-4,000. Madrid and Barcelona maintain the highest rents per square meter 
ranging for apartments between €11 and €14 making the average monthly 
rental income of around €950 for a 85-square meter apartment. With the 
prospect of Barcelona separating from Spain, this may prove to be a safer bet. 
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Switzerland 

 

 

he Swiss housing market is slowing very sharply. The inflow of capital to 
Switzerland fleeing the Euro pushed up prices and asset values to 
excessive levels from an International Value perspective, Switzerland’s 

property market is now beginning to decline and for international investors, this 
presents a very real serious risk. The Swiss franc is grossly overvalued for 
Switzerland has surrendered its sovereignty handing over all information on 
foreigners holding assets there regardless of their history.  
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 Moving into the peak, owner-occupied apartment prices were up by 2.15% in 
2014 but in term of International Value, this has spiked 30% during 2015 with the 
collapse of the Swiss franc peg to the Euro. Single-family home prices advances 
in nominal terms have begun to decline since the turning point of the Economic 
Confidence Model 2015.75. In terms of International Value, Swiss property 
appeared to be a spike Phase Transition. 

Rental apartments have displayed a 
similar trend. The rising trend against 
further immigration from Europe will 
also contribute to capping the rental 
apartment values. New rental 
apartment prices rose by 5.22% 
during 2014 and with the break in the 
peg, foreign investors are wise to sell 
and look for better value elsewhere.  

We can see the impact of currency 
on the Swiss property market. The greatest surge in value took place in 2009. The 
Euro has been in a long-term decline against the Swiss. The major high of 1997 

could not be exceeded in 
2007. The Euro high against the 
dollar was in 2008. Once the 
Euro began to fall, capital 
started to surge into 
Switzerland in 2009.  However, 
it now appears that we will see 
a dollar surge and this should 
have a negative impact upon 
Swiss property values both 
nominally and internationally. 
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It is also true that the property market's slowdown can be attributed domestically 
to efforts by the federal government and the Swiss National Bank to cool off the 
market which has taken on a speculative bubble atmosphere. They have 
implemented stricter lending criteria and lowering housing debt which currently 
makes up about 90% of all household debt. This presents a serious problem for 
the high concentrate in property debt warns of a serious contract ahead in 
Switzerland. 

It is abundantly clear that housing prices have reached such high levels in 
certain geographic areas and market segments that Swiss households simply 
can no longer afford them. This has given rise to the idea of stemming the inflow 
of foreigners to live in Switzerland. Northwestern Switzerland surged the most 
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around 5% in 2014 while Southern Switzerland posted about a 4% rise followed 
by Eastern Switzerland coming at about 2.5% and Western Switzerland under 
0.5%. The fall in prices is already under way in October. The price declines appear 
to be the most in Berne followed by Lake Geneva area, and the Zurich region. 

 

We should expect the Swiss property market to begin to decline much more 
sharply as the US dollar surges in 2016. Swiss has geopolitical risk in surrendering 
its sovereignty, the highest wages and socialism in Europe, a speculative bubble 
risk in property and currency combining to make it one of the riskiest places for 
investment as we enter 2016. 

The Swiss franc in surrendering its heritage and sovereignty eliminating itself as a 
secure safe-haven, the trend for the Swiss franc has turned bearish. Its rise against 
the US dollar has been pervasive since World War I in the 1915 high. This 
completed an 85 year decline (10 x 8.6). This warns it is time to get out of 
Switzerland from an International Value perspective.  
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Central & Eastern Europe 

 

There has been a large number of cranes appearing in many cities in Central 
and Eastern Europe but Warsaw has been the primary spot after London, Paris 
and Moscow. Many US banks have shipped their back-office operations to 
Poland including Krakow. The new construction is attracting tenants from older 
offices creating a cannibalization trend which is not exactly true economic 
expansion in all cases. 
 
Central and Eastern Europe’s property market was the main target of capital 
investment pouring out of US, Asia and Western Europe. This investment trend 
into Central and Eastern European property amounted to a surge last year to 
nearly €8bn. This capital injection flooded leading markets such as Warsaw, 
which became the prime location in the region. This is similar to the surge into 
Southeast Asia during the early ‘90s after the bubble burst in Tokyo in December 
1989. This trend has been also driven by capital not just seeking a return in the 
face of negative yield in Europe, but also trying to diversify and get off the grid. 
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Surging capital inflows have disproportionately boosted other markets in the 
region. Even in Kiev, rents have risen to nearly Western standards. The Czech 
Republic also saw more than a 50 increase in foreign investments in 2014. 
Romanian investment more than tripled and Hungary’s market had its best year 
since 2007, but economic problems with banks and the government have 
tempered foreign investors into that market.  

Warsaw has clearly been the market of choice for and international investors as 
well as the movement of operations for the lower costs 
and labor market that is skilled. The vacancy rate for 
office space in Warsaw runs about 13% rising from 9% 
back in 2012 due to the new construction. However, 
the capital inflows into Central & Eastern Europe for 
investment is showing signs of coming to a cyclical 
peak. We should see things begin to slow down 
moving into 2016. 

With Euroland off into a depression with raising taxes in 
the face of declining economic growth resulting in 
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rising unemployment, our 
models are showing a 
change in trend is at hand.  

Many serious global investors 
have used Warsaw, Poland as 
their regional hub or starting 
point for investment in both 
Central and Eastern Europe. 
The fact that Poland is more-
likely-than-not staying out of 
the Euro, will help keep their 
economy far more robust and competitive compared to the rest of Europe. If 
Poland gives up the Zloty, it would definitely be time to exit Poland. 

Poland has been the only market that offers stability, scale, and a highly 
educated workforce. There was a major 
push against anti-corruption. Cleaning up 
politics has been positive for investment. 
However, the smart investors, including US 
banks setting up back office operations, 
have also looked a Krakow in Poland. You 
have a vibrant young student population 

well educated and eager to work. 

The same anti-corruption trend in Poland migrated also to Ukraine as well as 
Romania. In the case of Ukraine, it turned into a revolution. In Romania, this anti-
corruption trend helped stimulate economic growth there while also increasing 
transparency in countries such as Serbia and Bulgaria as well. This anti-corruption 
movement swept Eastern Europe bringing it closer to the standards expected in 
more mature markets. 

The fear that Russia would attempt to retake Eastern Europe emerged from the 
skirmishes between Russia and Ukraine definitely made capital paude for a 
moment. For this reason, the flow of money south of Poland has been more 
moderate given the political risks that some fear. 
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Russia  

 

 

he ruble has collapsed with the sanctions from the USA and Europe as 
well as the decline in commodities. This has caused Russian interest rates 
to soar. The Russian economy has entered a steep recession in the 

aftermath of the 2007-2009 financial crisis, with GDP contracting by nearly 5%. 
Nevertheless, inflation is being driven higher due to the decline in the currency. 
This has also resulted in rising housing prices and property attempts to keep pace 
with International Value. 

Most people fail to understand that prices will rise in proportion to the decline in 
a currency as long as people have faith in the property market. The only time 
this will not materialize is when there is a fear of war. Then property prices will 
simply decline and the future remains quite uncertain. 

Looking at apartment prices in nominal terms, dependent upon employment, 
they have risen nearly 3% per quarter in 2015. However, adjusting this for currency 
and inflation, the values have actually declined more than 10% reflecting 
uncertainty in the economy. 

-40

-20

0

20

40

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Copyright ArmstrongEconomics.COM

Russian Property
Year/Year % Change Adjusted for Inflation

T 

SERIA
L N

o. 
10

45
1



80 

 

  

We can see that the rise in the US dollar against the Ruble has been pervasive 
since 2008 when it even bottomed against the Euro. In Moscow, currency 
inflation-adjusted apartment prices have fallen by nearly another 7% during the 
2nd quarter, 2015. In St. Petersburg, currency inflation-adjusted apartment prices 
even more nearly 11% for the same period.   

Russian housing prices have been falling for since 2012 but have gained 
momentum as the dollar rises and commodities fall.  The rise in interest rates and 
the fall in the Ruble has killed the secondary mortgage market with the 
disappearance of market players in 2014. 

The shutting down of the secondary mortgage market has contributed to the 
continued decline in property values. Even when we look at this in purely nominal 
terms, housing property price have declined in all except six out of some 51 
Russian going into the peak of the Economic Confidence Model for the 3rd 
quarter 2015.  One of the few exception has been Moscow which was up 
marginally at about 2% in nominal terms.  
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Nevertheless, Russia's economic crisis is perplexity to foreigners as to why a 
commodity based country would continue to sell as dollar values of the 
commodity decline. The fact that you have the Ruble dropping like a stone 
actually means that their cost of production in Rubles declines. From 2000 to 
2007, Russia experienced a massive housing boom where the secondary market 
exploded by nearly 500% and the primary market prices rose more than 300%. 

From the Ruble perspective, the commodity producers are making more in 
nominal terms albeit losing in terms of dollars and International Value. The 
horrendous collapse in the price of oil, and gold, of which Russia is a major 
producer, will not deter their production.  
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Then, we have the Russian 
intervention into Ukraine, 
which set in motion the entire 
sanctions from the West have 
been extended to 2016. Its 
usurpation of Crimea has 
been strategic and 
psychologically important for 
Russia, but it has also drained 
resources. Now we have their 
intervention into Syria.  

With the decline in the Ruble, the Russian central bank acted in true form raising 
the key interest rate to 17% in December 2014 in an attempt to support the 
Ruble. Meanwhile, the rating agencies downgraded Russia sovereign debt to 
“junk status” (BB+). As the Economic Confidence Model turns on September 30th, 
2015 (2015.75), then annual currency-inflation rate was still rising with the central 
bank expecting it to come in between 12% to 13% by the end of the year. They 
are forecasting a decline, of course, in 2016 by 50%. 

The Russian economy, nonetheless, has contract by about 5% during 2015. The 
sanctions and decline in commodities has had a profound impact for even auto 
sales have collapsed almost 45%. You do not see as many Russian tourists out 
and about the world either. The official poverty line in Russia has now reached 
nearly 23 million people. This is not very good for it breads only contempt for the 
West and the Obama 
Administration. This 
means that more than 
15% of all Russian and 
classified as poor. 

Property recently build 
remain vacant and are 
now deeply discounted 
by 15% on average in 
Moscow. Price declines 
are expanding in all 
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segments of the property market by about 20% whereas the high-end is down 
nearly 40% in Moscow. More than 75% of all sales take place at a discount. What 
sales are taking place is to park money with no real expectation of a return 
rental or capital gains. 

 

 

T 

he market for foreign demand has tended to be St Petersburg. This is the market 
for expensive housing. This market has seen the demand declined by 25–30%, 
but prices have not collapsed. We still see high-end properties were selling into 
the Economic Confidence Model turning point on September 30th, 2015. This 
trend matched that of London and in the USA. This too should now trend lower 
in the post-2015.75 period. 

The supply of apartments for sale in St. Petersburg has risen sharply doubling in 
number. This reflects a turn is under way for 2016 to the downside. Apartments 
with about 200 square meters are the ones that are sought, but the prices are 
lower than expectations. Most transactions are now for cash whereby mortgages 
are hard to come by. 
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Australasia 

 
 

he interesting aspect of property in Australasia has been the typical 
confusing aspect of a rising boom with a declining domestic economy. 
This has been the trend in Australia where everyone is yelling it’s a huge 

bubble. With commodities down, why is Australia property booming? In New 
Zealand, the Northern Island has seen a heated speculative bubble whereas the 
Southern Island in the Christchurch region has advanced modestly and offers 
perhaps the best value and security from the turmoil of the world at large. 
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Australia 

 

ustralia is a key commodity exporter and along with much of the 
emerging world, it has been a proxy play for China. As we warned 
previously, when China sneezes, Australia among others will catch a 

cold. Indeed, when China slows down along with its demand for commodities, 
so would the fortunes of Australia. That indeed has been the case. 

During the 2008-2009 economic crash, Australian property did not collapse for 
two reasons. Lending standards were stricter than in the USA, but commodities 
rose in value. Gold took off during the period and did not peak until 2008. This 
has led to false expectations that the current boom will never end. Curiously, our 
index did decline between 2010 into the 4th quarter 2011 bottoming with the 
peak in gold. Expectations that the commodity boom would continue appears 
to have attracted much foreign capital investment into property. Also it appears 
that domestic residents have gotten caught up in the boom as well expecting 
it to never end. 
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Indications of our index on Australian property this time warns that this has been 
a Phase Transition unlike the 2008-2009 period. Building approvals and housing 
commencements have risen to 200,000 plus units which have now well 
exceeded the estimated underlying demand, which appears to be at best 
about peg at 170,000 to 180,000 units. Additionally, Australia is also suffering the 
same global trend where the youth are being squeezed and the birth rates are 
falling. Hence, prospective population growth rates are moving counter-trend to 
the expectation of a never ending real estate boom. 

Our index clearly shows a spike high this time which appears akin to a Phase 
Transition. From a timing perspective, we should see a sharp decline after the 1st 
quarter 2016. Investors had been very enthusiastic for all things in emerging 
markets and commodity producers – which included real estate and the 
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respective currencies. Most of these markets reached significant premiums over 
many developed world assets, and became vulnerable to corrections when 
China turned south. As for real estate investors, the time to buy in such markets 
passed at the low of the commodities cycle, not near a high becoming a game 
when fools rush in. 

 

 

Australia experienced massive Chinese buying of resource assets including 
farmland predominantly in Western Australia. Nonetheless, Australia underwent 
a significant housing boom fueled by a sea of debt and foreign capital trying to 
park outside of banks. Now arrives that moment in time where the sharp 
correction becomes inevitable with Australian property prices at an all-time 
highs.  
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Australia sits near the top of the list of most overvalued housing markets 
worldwide. Sydney reached one of the most severely unaffordable housing 
bubbles with the median house price at AU$760,000, which was more than 30% 
above the national median house price of AU$571,500, according to ABS. 
Housing prices in Australia reached levels that were double to triple their historic 
ratio to household incomes with the world’s highest debt to disposable income 
ratio among Australian households.  

  

During 2014, Australian housing prices rose by nearly 7% in its top eight major 
cities on the back of a near 10% advance during 2013 based on figures from 
the Australian Bureau of Statistics (ABS).  It was Sydney which saw the biggest 
increase of all as housing prices soared upwards by almost 13% during 2014. 
Sydney was the core and within the peripheral markets the advance was far less 
dramatic registering about 5.3% in Brisbane to the north with warmer weather, 
while to the south Melbourne jumped 4.5%, and Adelaide was only marginally 
higher by at best 2.5%. To the West Perth rose only about 1% while in the capital, 
Canberra, dominated by politicians, housing prices rose only about 1.5%. 
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The dramatic price advances in the Australian property market are somewhat 
surprising to most given the decline in commodities. However, in A$ terms as 
illustrated on the above page, gold has remained higher in A$ compared to 
US$. With this in mind, and the cost of housing outperforming income levels, the 
market clearly cannot be sustained by a domestic demand alone. That means 
when the foreign capital retreats, so will prices. With China shutting down the 
secondary banking outlets to stop the pouring of capital out of its domestic 
economy, the beneficiates like Australia become unsustainable. 

However the main factor has been the increase in purchases of residential real 
estate by foreign nationals, especially Chinese. Australia's Foreign Investment 
Review Board (FIRB) grave permission for 11,668 residential property purchases 
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by foreigners in 2012-13, with a total value of AU$17billion. This was a record 
increase of 19% over the previous financial year. Acquisition of residential real 
estate by foreign nationals and corporations is subject to Foreign Investment 
Review Board (FIRB) approval. 

Bottom-line – Australian property values should turn down hard inn 2016.  

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Yr/Yr% Chng 3.4 8.2 -0.4 2.3 8.8 -5.5 -2.1 4.2 6.6 8.3

PEI Index 103.4 111.8788111.43128113.9942124.02569117.20428114.74299119.5622 127.4533138.03193

0

20

40

60

80

100

120

140

160

-8

-6

-4

-2

0

2

4

6

8

10

Australia PEI Property Index
Year/Year % Change Adjusted for Inflation

Yr/Yr% Chng PEI Index

SERIA
L N

o. 
10

45
1



91 

 

New Zealand 

 

 

he New Zealand (“shaky Isles”) property market has been very strong with 
the highest gains in property have been confined to the north island 
located all around Auckland. There appears to be somewhat of a 

traditional speculative bubble which has developed. As always, the rise starts at 
the core and then spread to the outlining neighboring regions. The national 
average asking price reached nearly $570,000 in September in line with the 
Economic Confidence Model 2015.75. Already that has decline to about 
$550,000 in the first month of October. 

In Auckland, the average asking price reached about $852,000 in September 
but has started to decline in October to $849,882. In both Wellington and 
Canterbury, the average asking prices have also begun to decline. 
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The average asking price for Auckland apartments also reached a new record 
high of $660,000. This represents an increase of 31.5% compared to 2014. 
Apartments have doubled in the rate of appreciation compared to free 
standing homes. Clearly, when it comes to apartments, Auckland dominates the 
New Zealand market accounting for more than 70% of the national market. 
Nevertheless, here too we have seen a sharp decline in excess of 5% in October 
in line with the ECM. 

Housing in New Zealand is now really expensive for a country with such a small 
population relative to its landmass. However, it appears to be one place that is 
safe and out of the way of geopolitical turmoil globally. 

Auckland by far is nation’s most expensive housing with an average price of 
NZ$670,000, followed by Central Otago Lakes, with an average price of 
NZ$535,000 and Wellington, with an average price of NZ$425,000. On the south 
Island where the best values are to be found, the average home price in 
Christchurch stands at about NZ$475,322. 

The number of property sales was up nearly 25% for 2014 compared to a 15% 
advance in 2013. 
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Non-residents are generally allowed to buy houses in New Zealand. However, 
purchase of property does 
not give the buyer the right to 
live permanently in the 
country. 

The South Islands clearly 
offers the best value. Given 
that there was no surge in 
prices to the extent seen in 
the North Island, the fall 
should also be more modest. 
Those looking for security and 
value should look at the 
Christchurch region on the 
South Island. 
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Indonesia 

 

 

he property market in Indonesia will likely continue to face sluggish 
demand moving into 2016 as effects from the government's recent 
stimulus packages aren't likely to be seen until the second half of 2016 

and will more than likely fail in the midst of a glo0bal contraction. The prospects 
for a continued decline in household consumption as the global economy 
contract lead by China in Asia. 

The economic stimulus packages announced by the government in the second 
half of 2015 will failed to reverse the trend given the contraction in China and 
the world economy. Meanwhile, the government has attempted to accelerate 
its infrastructure spending after significant delays. This is still unlikely to overcome 
the contract that is global in nature. Keep in mind that the government has 
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released six stimulus packages trying desperately to revive consumption and the 
business climate across the country. These packages consist of deregulation and 
de-bureaucratization efforts, as well as several tax incentives. Nonetheless, this is 
an attempt to reverse a global trend with domestic issues. At best, the only thing 
such efforts can do is create a softer landing. One problem is the contraction in 
liquidity and leverage domestically while the hunt for money by the G20 is 
contracting the global economy accelerating the crisis in liquidity. 

 

The greatest advance in property within Indonesia unfolded in Makassar scoring 
over a 20% gain. Other cities advanced as well but were limited to gains in 
excess of 10% such as Bandung and Balikpapan. We have seen property 
continue to rise in value into the Economic Confidence Model turning point of 
September 30th, 2015. Tracking residential property prices in 14 major cities 
advanced over 6% on average into 2015 mid-year. This is moderately a slower 
advance compared to 2014 which scored nearly an 8% rise down from the peak 
back in 2013 of over 13%. This is all in nominal terms. We can see that the Rupiah 
has dropped sharply since July 2011 as the US$ has advanced persistently. 
Therefore, in REAL international value terms, property has actually declined about 
0.5% in 2014. 
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Residential property has been attractive to rich Indonesians and others 
domestically partly as a protection against inflation caused by the decline in the 
value of the currency. So the higher-end has actually sold as a hedge rather 
than for investment returns. Therefore, all Indonesia’s major cities saw nominal 
property price advances which were not actually in excess of international 
value.  

Manado obviously took the lead in price advances with housing prices rising by 
nearly 22% during the first quarter 2015. We saw first quarter advances for 2015 
reach 17%+ in Makassar, 12%+ in Balikpapan, almost 11% in Bandung, and 9% in 
Surabaya, with 8% in Batam, Banjarmasin, and Semarang followed by 
Palembang under 7%. SERIA
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Jakarta property actually declined more than 1.5% in the face of a currency 
decline. Consequently, the wave of deflation in property values reflects the 
previously overheated market conditions. There have been stricter regulations, 
imposed to curb the rise of property prices in Jakarta previously.  This has been 
resulted in a deflationary6 trend in 2014 even in apartment prices compared to 
the strong surge from 2012 to 2013. 

Meanwhile, demand continues to also decline and should continue into 2016. 
The primary reason to buy property has been the hedge against currency 
inflation. Apartment rental income has yield for high-end apartments in excess 
of 8%. However, even this has failed to offset-the decline in currency value on 
world markets.  

The expat communities rent houses in Kemang, Pondok Indah, Menteng, and 
Kuningan where the area has international schools, hospitals, shopping, 
restaurants, and entertainment. 
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Middle East 

 

he Middle East real estate sector has been one of the fastest growing 
worldwide. Foreign real estate developers have indeed been attracted 
infusing billions of dollars into places such as Oman, Qatar, Dubai, Saudi 

Arabia and other countries in Middle East region. This trend has pushed the 
growth of the Middle East real estate market in recent years. 

During the 2014, the UAE real estate market surged dramatically taking on the 
speculative/investment image from both domestic as well as overseas sources. 
This has truly led to a real bubble which has quadrupled the market overall. The 
Northern Emirates has been the second largest segment of UAE real estate 
market to advance significantly. UAE real estate market is highly fragmented 
and very competitive with more than 2000 brokers in Dubai alone. The UAE real 
estate market has been touted as expecting a near 7% growth rate annually 
right into 2019. This appears to be wishful thinking as always when you reach a 
bubble top. 

The Qatar real Estate market has deteriorated sharply during the period 2009-
2014. The residential segment is the largest contributor of the real estate sector 
in Qatar. Here too the real estate sector in is fragmented amongst many large-
scale and small-scale developers. The future for the real estate market in Qatar is 
certainly questionable given the decline in energy. Its controversial bid which 
won of the FIFA world Cup 2022 has some hope that prices will continue to rise. 
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Turkey 

 

urkey and in particular Istanbul was expected to be one of the fastest 
growing OECD members for the next five years, but their national debt 
has also targeted them as a country which might be the first emerging 

market to move into financial crisis. While property is not excessively expensive 
on international value standards, good quality properties in Istanbul start at 
around $2,000 a square meter. Yields run in the 5 to 7% range.  Turkey’s residential 
property market has been one of Europe’s best performers as people have 
sought to use property as a hedge against their own government. Turkey's 
nationwide house price index surged about 19% according to the Central Bank 
of the Republic of Turkey (CBRT). Housing prices have been rising right into the 

T 
SERIA

L N
o. 

10
45

1



100 

 

turning point on the Economic Confidence Model. With the sudden 
confrontation with Russia, the geopolitical risks will now send Turkish property to 
the bottom of the list of performers.  The Turkish Lira peaked against the dollar in 
2008 intraday with 2007 producing the lowest annual closing for the dollar. From 
here on out, it appears that the Lira is headed into a major low as the dollar 
rallies moving into 2018 but perhaps all the way into 2020. This means from an 
international value perspective, Turkey does not appear to be a place to invest 
in property. 

In Istanbul, Turkey’s largest city, did see house prices skyrocketed 28% moving 
into the Economic Confidence Model turning point 2015.75. However, keep in 
mind this is in nominal terms. In Ankara, housing prices rose only by about 12%. In 
Izmir, the country’s third largest city, housing prices rose by about 16%.  
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UAE 

 

ubai’s real estate declined more than most other markets, with property 
prices collapsing as much as 60% after 2008. Dubai's property market 
has been one of the world's most volatile perhaps even beating Hong 

Kong. The recovering then exploded and the rally into 2014 produced gains that 
were as much as 40% annually. This produced a Phase Transition bubble that 
appeared to be a period of an unsustainable growth surge of the last two years 
moving into 2014. Dubai’s housing market is now slowing rapidly with the decline 
in oil prices. The same can be said of Abu Dhabi. 

As we have approached the Economic Confidence Model turning point 2015.75, 
prices are already starting to decline by about 3%. Nevertheless, Dubai appears 
to be the port of safe harbor within the Middle East as a whole. 
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Dubai’s apartment sale prices has begun to fall by about 5% here in 2015. 
Dubai's villa sales prices rose slightly by 0.4% over the same period in nominal 
terms. Abu Dhabi, the UAE's capital, also experienced a decline in its all-
residential property price index by more than 1% so far in 2015. Abu Dhabi's 
apartment sale prices have fallen fell also by about 4%. 

The Federal Mortgage Cap, introduced in 2013, did in fact slow the pace of 
residential value appreciation in Abu Dhabi and Dubai. Even the IMF is no longer 
concerned about rising real estate prices in UAE. In addition, the Dubai Land 
Department recently doubled property registration fees from 2% to 4% to 
dampen property demand. These regulations have caused demand to drop 
sharply reducing transactions are off by nearly 15% and prices should follow. Villa 
transactions are down much more exceeding 30%. This is all warning that a sharp 
decline in underway.  

With falling oil prices, economic growth should decline also rather sharply. This 
may fall to under 3% in 2016. Foreigners now allowed to own property in Abu 
Dhabi on a freehold basis only in designated investment zones. Abu Dhabi does 
welcome long-term foreign property investors in an effort to support the local 
market. Given their past experience when foreign investors suddenly 
disappeared at the end of 2008. This naturally caused transaction volumes to 
collapse contributing to the 60% contraction.  
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Latin America 

 

ost Latin American currencies have depreciated significantly in the 
last few years, which has contributed to some strong property price 
increases in nominal terms. Indeed, a number of markets appear to 

be highly overvalued, large Brazilian cities in particular, and the economy heads 
into a tailspin and emerging markets fall out of favor.  

Among other disadvantages are the high taxes in much of the region, further 
lowering returns. Political uncertainty and risks also need to be taken into 
account.  Additionally, don’t count on high standards of construction and 
finishing, even at the higher end of the market. In most developing countries 
things are not made, built and finished to the same standards as they are in the 
US or Europe. Latin American standards can be particularly low, so it is a good 
idea to actually inspect what one is buying. Another frequent problem is the 
poor upkeep and maintenance of even higher end developments in most 
emerging markets throughout Latin America and Asia to some extend which 
differs from Mexico.  
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Brazil 

 

razil has offered one of the worst places for real estate investment. The 
time to buy was more than a decade ago, not today when the country 
has the highest prices in the Americas along with the most overvalued 
currency in the world at its top, and political instability and corruption that 

should send a nun fleeing. 

Investors are always prone to extrapolate and the Brazil euphoria was no 
exception. The ridiculously high real estate prices and cost of living as well as the 
strength of the real carved a major high in 2011 with the peak in commodities 
in general. Cost of living is, in most respects, higher in Sao Paulo and Rio de 
Janeiro than in New York City, became just insane. Office space in Sao Paulo 
reached level that were more expensive than in Manhattan. 

Property prices in Rio doubled and those in Sao Paulo had increased by more 
than 80%. Apartments in the best Rio neighborhoods, such as Ipanema and 
Leblon, reached as much as $6,000-10,000 a square meter. Apartments in Sao 
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Paulo’s high-end Jardins area reached $5,000-8,000 a square meter. These are 
by far the highest prices in Latin America as well as higher than those of nearly 
all US cities. It is important to remember that Brazil is still quite a poor country; 
approximately a third of the population of Rio lives in crime and drug infested 
favelas (slums) and even more do in Sao Paulo.  

Consumer and real estate lending has grown exponentially in recent years 
(housing loans nearly quadrupled between 2007 and 2010 moving into the 
bubble top in 2011. It was 2011 when the US dollar bottomed against the 
currency. Brazilian consumers’ debt service burden reached 24% of disposable 
income compared to US consumers had a debt service burden of 14% prior to 
the beginning of the 2007 mortgage crisis. The average Brazilian mortgage-
holder’s residential loan debt is estimated to be around 40% of income (Barclays 
Capital SP).   
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Clearly, the Brazilian property market’s amazing growth into 2011 made many 
assume eternal prosperity was discovered somewhere near the Fountain of 
Youth. The country's labor statistics reported GDP per capita had increased by 
a 60% at the time of the bubble top. It was no doubt the commodity boom that 
seemed to never end coming from China coupled with the 2007 discovery of 
enormous oil fields located deep beneath a layer of salt in the Atlantic seabed. 
With this new found source of energy, industry’s demand for residential and 
office space soared. The demand continued to surge following the 2009 
announcement that Rio de Janeiro would host the 2016 Olympic Games. Rapid 
development of the mortgage market, which followed the sustained decrease 
of historically high interest rates, and legal reforms that streamlined the 
foreclosure process, also 
supported the surge in 
home prices rising into 
2011. Brazil was the 
flavor of the century 
back then. 

However, with the crash 
in world commodities 
everything noticeably 
began to turn down. 
Property prices began 
to tumble and the 
correction continued with the realization of corruption which led to civil unrest. 
The dream was coming to an end. 

Brazil’s economy is tanking very hard and it’s not just China – its massive 
corruption by politicians. South America’s biggest economy is collapsing going 
into the negative territory in 2015. At best, it might reach a temporary bottom in 
2016. Inflation is now pushing 10%+ as the currency collapsed, which is the 
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highest since 2003 and unemployment has soared climbed back to over 8% and 
rising rapidly. This has illustrated that it is not resources and gold that support a 
currency, it is the people. Those who think backing a currency with gold cannot 
understand that the value of a currency is its people and it is not the lack of 
gold which undermines a currency, it is the fiscal mismanagement of its 
politicians. Brazil has proven that maxim true in spades. 

 Brazil was once a favorite of investors they called one of the “BRICS” - the group 
of emerging markets named for Brazil, 
Russia, India, China and South Africa. Its 
economy grew more than 7% in 2010 and 
now its debt has been downgraded to 
junk. Its President Dilma Rousseff, who was 
narrowly reelected, is widely accused of 
“generalized irresponsibility” which led to 
public spending insanity like a broke 
person winning the lottery. 

Rousseff has blamed global factors for her 
country’s current economic woes. China’s 
growth has slowed and commodities 
prices have tumbled and thus it’ not her 
fault, she claims. But most see her 
management skills now as extreme 
incompetence. Exports, were only about 12% of GDP so her blame on China and 
commodities does not fully stack up. 

In a statement explaining the downgrade of Brazil’s debt, Standard & Poor’s 
cited the government’s “internal disagreement” over how to address its deficit, 
and the shifts in its target for the budget.  
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Brazil has been infected with political corruption that resulted in battling a debt 
crisis in the 1980s and hyperinflation in the 1990s, not to forget it was bailed out 
by the International Monetary Fund as recently as 2002. Standard & Poor’s first 
awarded Brazil investment grade status in 2008 based upon the commodity 
boom and the huge inflow of foreign investment that drove property price to 
crazy levels in 2011. 

Brazil will head back into the crisis zone for Rousseff’s plunging popularity has 
dropped to just 8%. This is in the wake of a multibillion-dollar corruption scam at 
state-controlled oil company Petrobras. High-ranking executives and politicians 
from Rousseff’s Workers’ Party and its allies are all being investigated. Rousseff 
has had fallouts with her coalition partners. If history is any guide, major civil unrest 
will appear inn 2016.  

Property in Brazil may afford a hedge against the collapse of government, but it 
is no investment for foreign capital.     
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Columbia 

 

olombia for decades a synonym for narco-terrorism, kidnappings and 
the FARC, was long avoided by investors. Yet the country made 
astonishing progress under President Uribe (whose second term ended in 

2010) - violence has declined sharply and drug traffickers and leftist guerillas 
were driven out of urban centers for the most part back then. Nevertheless, 
Colombia is actually the oldest and most stable democracy in Latin America. It 
is also the only Latin American country which has never defaulted on its 
sovereign debt and never moved into a hyperinflation. Therefore, aside from the 
drug image, Columbia has historically be far more stable in the region compared 
to its neighbors. 

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
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Colombia is of course a major producer and exporter of coffee but also oil, coal, 
nickel, emeralds, textiles and flowers. It economy has been in the emerging 
market category being commodity dependent.  

Columbia has certainly increased security and pro-market policies have made 
Colombia a fledgling economic success story. Foreign investors and corporations 
have been returning in masse and the country’s investment grade rating was 
restored in 2011. Even its foreign direct investment (FDI) was up 88% in 2011 
turning up with the business cycle and the Economic Confidence Model. 
However, mining and oil 
sectors do account for 
approximately 60% of FDI. 
With the decline in 
commodities, Columbia will 
be under economic 
pressure.  

 Medellin, once the murder 
capital of the world and 
home of the Medellin cartel 
led by late drug king Pablo 
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Escobar, has undergone an extraordinary makeover; it’s now a major 
commercial hub housing headquarters of countless national and multinational 
companies, and boasts one of the most modern infrastructures in Latin America.    

Residential property prices have, after a sharp decline between 1996 and 2002, 
been rising for the last 7-8 years, thanks to economic growth, expanding middle 
class, growing home ownership rate and lower mortgage rates. The average real 
annual increase since 2003 came to 5.7%. 

Nevertheless, the news of drug cartels and movies have suppressed Colombia 
as an international investment opportunity. Real estate in cities like Medellin still 
offers great value on a comparable basis globally. Thanks to the reputation of 
Medellin as the murder capital of the world, the fact remains that it is probably 
the best value of any comparable Latin American metropolis. Modern 
apartments in prime neighborhoods can be had from around $1,000 a square 
meter yielding between 7-11% on long term leases.  

Vacancy rates across the main cities of Columbia are near the lowest levels of 
the last decade coming in about 4% in Bogota. New construction tends to be 
pre-sold with less than 5% being actually available after construction. However, 

new construction carries a 
high premium in Columbia. 
Price advances have been 
high for coastal real estate 
in recent years.   

The Columbian economy 
can be expected to 
remain under pressure 
moving into 2017/2018 in 
real terms. 
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Ecuador 

 

cuador offers some of the world’s lowest priced real estate. Ecuador has 
taken the top spot in the 2015 Annual Global Retirement Index. It has 
captured the top ranking for four main reasons. Ecuador is the world’s #1 

retirement destination because it is beautiful, friendly, has a perfect climate, and 
is inexpensive.  

Because of some economic and political instability, property within Ecuador has 
not viewed with much consideration as other markets. Modern apartments and 
houses in the larger cities can be had from about $400 a square meter, much 
lower than most other places. Old colonial buildings in the historic parts of Quito 
and Cuenca offer very good values and renovation costs are considerably lower 
than in other parts of Latin America as well.  
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The coastal towns are also inexpensive and beachfront condos and houses in 
one of the popular seaside locations are priced from approximately $800 a 
square meter with prices about half that one block in.    

Rental yields appear to range from 5% up to 11% annually, varying based upon 
the location. Ecuador has been attracting American expats, but for the most 
part, it remains largely undiscovered by foreign visitors.  

Some of the more interesting locations for investors are the coastal towns of 
Salinas, Manta, Playas and Montanita. Turning inland, the main cities of Quito 
and Guayaquil may be more suited for long term rental to the domestic 
market with the lower yields compared to vacationers. Cuenca has been 
increasingly popular with North American expats and retirees as well.    

Ecuador’s economy is also dependent on the commodity markets with its 
primary resources being oil, minerals and agriculture. FX risk doesn’t apply as 
Ecuador uses the US dollar. It has been a leftist government in line with 
Venezuela and Bolivia. This is the major political risk that keeps investment in a 
cautious position.  
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Uruguay 

 

ruguay is not as cheap as Ecuador or even Colombia, and its property 
values rose into the Economic Confidence Model turning point 2015.75 
in a reactionary rally. Uruguay, unlike Paraguay, offers better safety and 

political stability which is hard to find elsewhere in Latin America. Uruguay has 
been called the “Switzerland of South America”, whereby it is the jurisdiction of 
choice for many Argentines and Brazilians as well looking for a banking safe 
haven, rule of law and strong property rights protection.  

Uruguay, with its 3.3 million inhabitants of which the vast majority are of European 
origin. This country stands out as quaint, clean, and cultured, with good 
infrastructure, highly educated population, low corruption and the lowest crime 
rates on the continent.  

The real estate market has recovered following the early 2000’s crash and bank 
deleveraging and prices have been on the rise since 2003-04. Property prices - 
in US dollar terms - have appreciated significantly in the last couple of years on 
Rental values have also risen; yields range between 6.5-9% depending on size, 
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location, standards and target market (long vs. short term rental).  Well located 
real estate in the capital Montevideo (with its old world feel and European-
influenced culture) can still be purchased at prices as low as $1,300/m2. High-
end newly built apartments and properties with sea views cost around $2,000-
2,500/m2 - about half of high-end apartments in best areas of Buenos Aires and 
about one third of similar properties in Rio and Sao Paulo. Unrenovated colonial 
properties can be had from $1,000/m2. Apartments in the grand historic buildings 
in the center and Old Town offer some of the best values at the moment.      

Uruguay’s extensive coastline offers everything from inexpensive untouched 
beachfront land and low cost houses in the less developed areas (such as 
Rocha) all the way to the glitzy Punta del Este (PDE) - South America’s premier 
seaside resort that has been attracting South American and European holiday 
makers for nearly a century. Prices in PDE range from around $100,000 for older 
condos a few blocks from the water to multi-million dollar houses snapped up 
by the world’s rich and famous.   

Uruguay has more cattle per capita than any other country in the world as well 
as one of the highest ratios of agricultural land per capita. However, farmland 
prices have appreciated strongly over the last decade and are now almost at 
par with Brazil or Argentina (prime crop land sells at between $4,000-
10,000/hectare depending on quality, size and logistics).  

Uruguay is also one of only a few South American countries with a favorable tax 
regime, including low tax rates on rental income and capital gains (at 12%).  

Foreign buyers are not restricted when buying properties in Uruguay. However, 
in November 2013, the Uruguayan government filed a new bill in Congress, which 
prohibits ownership of productive land by corporations in which foreign countries 
are direct or indirect shareholders. The bill does not affect individual foreign 
buyers, who can still purchase land in Uruguay. 
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Paraguay 

 

araguay has been of some interest to foreign investors looking for real 
estate bargains in the agricultural sector. Here there has been the lowest 
farmland prices on the continent. However, property rights are, in practice 

are highly debatable. Peasant groups a few years ago simply occupied land 
and the government eventually validated their squatter ownership. This was an 
expropriating the actual owner’s property. That action has left a bad taste in the 
mouths of investors ever since. 

Consequently, property prices in Paraguay are indeed among the lowest in 
South America. However, the lack of any rule of law and the corrupt legal system 
prevents and real protection of property rights. Consequently, this is one country 
that should never be consider for foreign investment regardless of the price. 
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Asia 

 

eal estate returns in emerging Asia have historically correlated with 
economic growth and foreign capital inflows. We saw a huge real estate 
boom during the early 1990s. Some laws still prevent foreign ownership 

as a result of that incident. Consequently, several Asian countries make it 
extremely difficult to virtually impossible for nonresidents to buy real estate.  
Nevertheless, there has been cheap dollar loans with low interest rates for 
domestic people and once again capital inflows and the combination have 
created a rampant speculation in which many markets have the smell of a 
bubble once again. 
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Other markets such as Japan, there just has been no ability to ever muster a 
major recovery to anything close to 1989 levels. Hong Kong (HK), Singapore, 
Taiwan and mainland Chinese cities have seen the world’s highest price 
appreciation in the last few years. Measures to cool off the housing markets 
Singapore took on an anti-foreigner atmosphere. Singapore housing prices are 
now trending lower. The private residential property index fell nearly 4% already 
in 2015. Hong Kong´s residential property price index rose about 22% moving into 
the Economic Confidence Model turning point. This was a sharp advance during 
the year up significantly from the previous year of less than 3% in 2014. High net 
worth Chinese buyers have accounted for about 40% of the Hong Kong market. 
This has fueled a real speculative buying frenzy.  

Unsurprisingly, HK and Singapore properties have the some of the lowest rental 
yields in the world (Monaco aside) ranging only 2% to 3%. Only Taiwan is even 
worse with yields under 2%. (Note that these are gross yields!)    

  

SERIA
L N

o. 
10

45
1



119 

 

China 

 

 

hina, on the other hand, has been experiencing a real estate boom that 
has materialized in their first real taste of speculation. The Chinese 
Academy of Social Sciences (CASS), which is the top Chinese 

government think-tank, had to issue a clarification statement after media reports 
cited its research as saying the housing prices in China were expected to “fall 
off the cliff” significantly in 2016. The US dollar rose against the Chinese yuan 
(renminbi) in 1994. It has declined into 2015 and began to rise once again. The 
decline in the dollar fueled an outpouring of Chinese investment becoming the 
biggest buyer of high-end US property in recent years. 
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While everyone has been touting that the Chinese property market is a bubble 
and will crash, it still does not appear to be a bubble to the extent we saw in 
Tokyo back in 1989. Nevertheless, China’s booming property market is now on a 
verge of at least a pause. If the dollar rises sharply, Chinese property may find 
support and then rise further in proportion to the decline in the renminbi.  

The government’s efforts to cool down house prices have cause the uptrend to 
decelerate near-term. Property demand is now taking a pause and some 
mortgage defaults are increasing showing that in part there was too much 
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speculation. New construction activity is declining so supply will not increase at 
a rapid pace anymore. 

Out of 100 top Chinese cities, 76 did see housing prices decline. In Shanghai, 
housing prices dropped ever so slightly by 0.5%. However, second-hand housing 
price index in Shanghai rose by 4.8%, which was the slowest pace of increase 
since March 2013. 

Construction activity is also falling. Demand for new housing has been declining. 
Keep in mind that closing down the ability to export capital through the shadow 
banking system means cash will accumulate within China and as the dollar rises, 
we may indeed see capital return to the property market in nominal terms. 

  

 

  

2006 2007 2008 2009 2010 2011 2012

Yr/Yr% Chng -1 1.7 -4.5 -4.8 11.1 2.9 1.7

PEI Index 100 101.7 97.1235 92.461572 102.7248065 105.7038259 107.5007909
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Japan 

 

 

apan: has been suffering from a major Great Depression instigated by the 
government back in 1990. The economy remains weak and a shrinking 
population has been playing havoc with the prospect of a Japanese 

recovery for decades. Abenomics has been pushing housing prices up in 
nominal terms only. The policy of attempting to reflate the economy known as 
Abenomics, the policies of Prime Minister Shinzo Abe, who came to power back 
in December 2012, has not been very successful in accomplishing its goals. Abe 
has been trying to stimulate the economy by increasing public infrastructure 
spending, which has never worked in any economy for it is too narrow. The only 
way to stimulate is to reduce taxes. Even John Maynard Keynes stated that fact, 
but politicians have a hard time handing back taxation. Instead, Abe has been 
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attempt to create currency inflation by devaluing the yen implementing 
aggressive quantitative easing and negative interest rates. 

For home-owners, there has been rise in demand for housing, but this appears 
to be driven more as a hedge than as a vote of confidence that the future looks 
bright. Residential construction activity is recovering ever so slowly. 

The Japanese economy has continued to contract by an annualized rate of 
about 1.5% by turn in the Economic Confidence Model. This stands already in 
dramatic contrast to the first quarter expansion of about of 4.5%. Nevertheless, 
the total economy has continued to contract slightly during 2014. 

 

The Japanese yen has fallen since 2011. Still, the economy is not moving. Hardly 
a big success. Whatever improvements have been the result of currency inflation 
and a global trend toward a rising dollar. Had the Japanese yen been fallen 
contrary to the global trend, then you could attribute this decline to Abe’s 
policies. 
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Indeed, any gains in Japan have been modest. A rise in the US dollar could yet 
stimulate some higher prices in yen in nominal terms as a hedge against the 
currency. Domestic plays simply buy when they see prices rising. They are usually 
unaware of the currency implications. 

 

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Yr/Yr% Chng -3.5 -1.2 -2.6 -2.4 2.1 0.4 -0.9 1.3 -1.2 0.1

PEI Index 96.5 95.342 92.863190.634492.537792.907992.071793.268692.149492.2416
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Thailand 

 

hailand has long been one of the world’s most popular tourist 
destinations, yet real estate in most of the resort destinations (as well as 
in Bangkok and other cities) continues to be quite inexpensive. In fact 

property prices (adjusted for inflation) are still some 30% below their 1992 peak. 
The market has also taken a hit from the political turmoil in the last few years, 
scaring away a good portion of tourists and investors. After declining for most of 
the past five years house prices started rising again in 2011.  

Expats looking to move to Thailand may decide to set down more permanent 
roots by buying a permanent home in the country. However, there are certain 
restrictions that foreigners must be aware of. Buying land in Thailand is possible 
but foreign investors need to be aware that they will NOT be able to own the 
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lease on the land. Land is NOT sold as a freehold to foreign buyers. The process 
is the old British long-lease practice as they leased Hong Kong from China for 
100 years. Eventually, the property cannot be passed to heirs. 

Buying a plot of land that has a property on it then the property can be owned 
freehold. In this instance the land will still not be freehold only the building, which 
you cannot take with you. As the land will only be sold to foreign investors as 
leasehold property developers will usually lease the land to the owner of the 
property for 30 years. The option to increase this for a further two more 30 years 
periods will be available which should give a total lease length of 90 years. 
Contacts to this effect will usually also state that if the current Thai laws regarding 
foreign investors changes in the future, then the option will be there to buy the 
lease and the property would be freehold. 

 

Despite significant baht appreciation over the last decade the Thai market 
continues to presents some interesting opportunities. The country will likely be 
one of the main beneficiaries of tourism.   

1 2 3 4 5 6 7 8 9 10

Series1 -0.9 -1.1 -7.4 5.2 -2.2 -0.7 -1.8 3.3 3 3.6

Series2 99.1 98.0099 90.7571795.4765493.3760692.7224291.0534294.0581896.87993100.3676
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Conclusion 

  

Eal estate bubbles have been taking place throughout recorded history. 
Hammurabi’s Legal Code dealt with restricting interest rates for there was 
obviously booms and busts taking place. We also find that this was when 

contract law began. Transactions had to be recorded and witnessed. One can 
only image you came home and someone was in 
your house and claimed it was his. How would you 
prove it was yours? Deeds and contracts became a 
necessary part of life at the very dawn of civilization 
and is dominant is the earliest recorded law codes. 

Demosthenes (384-322BC) recorded one of the 
earliest real estate bubbles in history which took 
place in Athens back in 354BC. Demosthenes tells us 
that banking transactions were completely 
confidential in Athens. He tells us that the rich could 
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“conceal [their] wealth .or in order that [t]he[y] might obtain secret returns 
through the bank.” Dem 45.66.  

Demosthenes tells us that people were secretly borrowing money from the priests 
in the Temple to speculate on real estate. He tells us that the banker Aristolochos 
was said to have taken substantial deposits and owed many a significant 
amount of funds (Dem 46.50). The bankers Sosinomos and Timodemos failed with 
many others and were unable to meet demands for withdrawals (Dem 36.50). 

With a banking crisis in full bloom, now the treasurer at the Temple was exposed. 
To try to cover-up the scandal, they set fire to the Opisthodomos. Nevertheless, 
the scheme was detected and the Treasurers of Athena were seized and 
imprisoned, about 377-376BC. SO real estate booms and busts have been taking 
place for thousands of years with the same result. 
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The historian Cassius Dio (155–235AD) tells us that the basic pay for a Roman solider 
was 225 denarii in 27BC. Today, the basic pay for a private in the US Army is 
$20,602.80. That would make a denarius worth today about $91.57 in purchasing 
power. Therefore, since one silver denarius was equal to 4 sestertius, Julius Caesar 
purchased the area for his Basilica Julia in the Roman forum which opened in 
46BC where Pliny tells us "We wonder at the Egyptian pyramids, when Caesar, 
as dictator, spent one hundred millions of sesterces merely for the ground on 
which to build his forum." The sum of one hundred millions of sesterces, 
mentioned by Pliny was confirmed, by Suetonius, and corresponds to about 
ninety thousand square feet. That 1,111 
sesterces per square foot or 277 denarii 
which is about $25,436 per spare foot. 

Comparing this to the Empire State 
Building in New York City built in 1931, 
the cost of the land was $13,230,900 
back then which was 2,768,591 square 
feet. This was $4.78 per square foot 
which is $69.71 in 2015. I would say the 
Roman Forum was THE most expensive 
property in history. 
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Rome peaked with the death of Marcus Aurelius (161-180AD). He was 
succeeded by his some Commodus (b 161, 180-192AD) who was ruthless if not 
insane. He even issued coins depicting himself as Hercules reincarnated. Those 
who followed Commodus continued to gradually engage in fiscal 
mismanagement. They began raising 
taxes and this became aggressive 
with time. Then Maximinus I (235-
238AD) is said to have been the first 
soldier who rose through the ranks to 
become Emperor. He simply declared 
all property belonged to the State 
and the soldiers became 
emboldened to begin sacking their 
own Roman cities to get paid.  
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From Maximinus I onward, the Roman economy turned lower. By declaring all 
capital was his, he simply set in motion a massive capital contraction. People 
stopped investing and withdrew their money into hoarding. Tax revenues decline. 
Then Emperor Valerian I (253-260AD) was captured by the Parthian King (Persia). 
That totally destroyed all confidence in the government and encouraged other 

barbarian German tribes to 
plunder the Roman Empire. 
Property values collapsed 
because real estate 
cannot be moved to 
safety.  

As tax revenues diminished 
and the empire became 
vulnerable, the economy 
imploded. Precious metals 
were hoarded and the 
coinage became severely 
debased. 
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Real Estate is a hedge against government and the decline of a current PROVIDE 
there is an underlying level of CONFIDENCE that the nation will survive the 
collapse of a government. However, when government is collapsing due to war, 
then real estate also declines and becomes valueless for uncertainty then 
dominates the landscape. 

At first, it is true that wealthy Romans acquired huge tracts of land at bargain 
prices assuming this was just another economic decline. However, when it 
became clear there was no rebound, they lost everything as well. The Emperor 
to come to the rescue was Aurelian (270-275AD) who constructed the wall 
around Rome for the first time. This reflected the danger than even Rome itself 
was now vulnerable to Barbarian invasions.  

Obviously, basic economic laws still apply. Real Estate will retain its value rising 
and falling with the business cycle. However, during a threat of war, real estate 
simply collapsed to zero. 
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With the mortgage market in the USA contracting thanks to Dodd-Frank, liquidity 
declining, and the Student Loan Crisis preventing the next generation from 
becoming property owners, the value of real estate in real terms (adjusted for 
purchasing power) should decline, lacking the “leverage” of long-term 
mortgages. We will see a decline more in line with the decline in prices meeting 
the availability of cash for deals. 

We have seen the high in London. At the same time, this reflects the shift away 
from government bonds. Blackstone Group LP, the largest real estate fund to 
assemble, has come right on point. Blackstone raised $15.8 billion, creating the 
largest real estate fund in history. As we have warned, this reflects investment 
capital shifting into real estate. We may see a major high in real estate in many 
areas due to taxes and regulations. They are even looking at introducing 
property taxes in places within Europe where they did not exist before. 

The 2015 reaction target is in REAL terms (adjusted for purchasing power of the 
currency). There will be a decline in the high-end markets for the USA, Europe, 
Asia, India, and Australia. However, this appears to be impacted by the likely rise 
in dollar interest rates, shrinkage in liquidity that should reduce banks’ appetite 
to lend, and rising taxes. These are all negatives. The cycle is prolonged because 
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we are looking at a complete restructure in government and debt — the 
sovereign default so to speak. Real estate has counted on inflation and 
availability of loans, which has leveraged the entire market higher. So there 
should be a decline in REAL terms (under deflation), and only when the threat of 
taxation subsides can real estate make a comeback. 

 

We have to be concerned about the reducing the maturity for mortgages for 
this can only lead to a decline in price in real terms. Reducing leverage within 
the system will add to the problems for real estate.  We also must be concerned 
about the expanding war in the Middle East and Europe. This trend clearly makes 
real estate vulnerable. 

If you add to that a banking crisis, then we will see a return to the atmosphere 
of the 1930s. The amount of leverage within the entire system based upon real 
estate is astronomical. This has been a major factor in creating the long-
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depression in Japan, for at the top mortgages became 150-years with several 
generations responsible. Everyone was doing it so it became the NORM. As 
property collapsed with banks, everything changed in Japan. 

Derivatives and fiat scenarios pale in comparison to the deleveraging of real 
estate for this is also a direct hit upon the people. Many have built their lives 
around the assumption that the value in their home will be there for retirement. 
This is part of the massive DEFLATIONARY wave we are in, and is why we have to 
restructure. The entire future will be lost and there are no political candidates 

willing to tackle a subject they do 
not understand. They will never 
accept the fact that government is 
responsible for this economic 
nightmare.  

That chart is the U.S. market. 
However, the 2015 reaction rally in 
the USA has seen only the high-end 
of the market rise. The 2007 high 
remains intact for the broader 
market that peaked as a bubble. 
That applies to the speculative 
areas that were really in the low-
end fueled by the banks. 

The 2015 target is in REAL terms (adjusted for purchasing power of the currency). 
There will be a decline in the high-end markets for the USA, Europe, Asia, India, 
and Australia. However, this appears to be impacted by the likely rise in dollar 
interest rates, shrinkage in liquidity that should reduce banks’ appetite to lend, 
and rising taxes. These are all negatives. The cycle is prolonged because we are 
looking at a complete restructure in government and debt — the sovereign 
default so to speak. Real estate has counted on inflation and availability of loans, 
which has leveraged the entire market higher. So there should be a decline in 
REAL terms (under deflation), and only when the threat of taxation subsides can 
real estate make a comeback. 
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