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The purpose of this paper is to show how the "system" works, why it generates bubbles, why they eventually burst, and the macroeconomic effects of bubbles. Here we apply the economic understanding of bubbles derived from the Austrian business cycle theory (ABC theory) to the current case of the housing bubble and show that this aspect of the housing crisis is the result of government failure: the inevitable failure of a government bureaucracy (i.e. the Fed) to manage the money supply and interest rates in an economically rational manner. However, the same reasoning can be applied to historical bubbles, from the Tulip mania in 17th century Holland (see French 2006) to the dot.com tech bubble of the late 1990s (see Callahan and Garrison 2003), and to future bubbles.


      



          

          All Rights Reserved ©

    

    
  



  



                  

                  
                            
        


  
            What Is The Mises Wire?
Mises Wire offers contemporary news and opinion through the lens of Austrian economics and libertarian political economy.
Submitting articles to Mises Wire
Reprints, Permissions & Copyrights
The views expressed on Mises Wire and mises.org are not necessarily those of the Mises Institute.
Subscribe to the Mises Wire


      



  


  
    
      
    
    
  
  
    
      
            




  


  
      
      Latest Articles

    

    
      
      
    
    
  
  
    
      
      
      
  
  
        
          The Swiss National Bank vs. the Federal Reserve: The Fed's Capital Losses in Perspective

    

    
      
  03/12/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Alex J. Pollock
                                


    
        Switzerland’s central bank, the Swiss National Bank (SNB), lost $3.6 billion in 2023, after a gigantic loss of $150 billion in 2022. But after booking these losses, and properly subtracting them from...


    

  



  
  
        
          Roland Fryer’s Battle Against the Woke Left

    

    
      
  03/12/2024


        •
    
  Power & Market

                                                                                                                                                                            •
        Llewellyn H. Rockwell Jr.
                                


    
        Leftwing academics claim that blacks in America are oppressed. They call for reparations and affirmative action programs to help them. But these people are hypocrites and liars. How do we know this...


    

  



  
  
        
          Biden’s "Nighttime in America" State of the Union

    

    
      
  03/12/2024


        •
    
  Power & Market

                                                                                                                                                                            •
        Ron Paul
                                


    
        Last week President Biden delivered a dark and angry speech meant to convince the low percentage of Americans who still feel positive about his presidency that everything is fine and will only get...


    

  



  
  
        
          The Welfare State Prolongs Recessions

    

    
      
  03/12/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Patrick Barron
                                


    
        Many economic pundits predict that the United States and much of the world is either in a recession or about to enter one, depending upon one’s definition of the term “recession.” This brief essay is...


    

  



  
  
        
          No Such Thing as a Neutral Fed

    

    
      
  03/12/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        David Brady, Jr.
                                


    
        If one follows news relating to the economy, they surely have come across certain mainstream rhetoric in support of the Federal Reserve System. Everyone is familiar with the typical claims that the...


    

  




    

            




    

  



  
      
      Meet the Writer

    

    
      
      
    
    
  
  
    
      
      
      


      
      
  
  
            


          




      



    

    
    
          Mark Thornton

    

              
          Mark Thornton is the Peterson-Luddy Chair in Austrian Economics and a Senior Fellow at the Mises Institute. He is the...


      

        



    
    
  
  
    
      
      
      
  
  
        
          The Oregon Problem: It’s Not Drugs! It’s the Socialistic Political Culture

    

    
      
  01/16/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Mark Thornton
                                


    
        Not many people know that Oregon decriminalized all drugs through a ballot initiative. The Wall Street Journal recently ran an article: “Oregon Decriminalized Hard Drugs: It Is Not Working.” The...


    

  



  
  
        
          What is a "Fed Pivot," And When Is It Likely to Happen?

    

    
      
  01/13/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Mark Thornton
                                


    
        Chairman of the Federal Reserve, Jerome “Jay” Powell, recently sent mysterious shock waves into financial markets with comments that suggested that Fed rate cuts might come sooner than expected. Stock...


    

  




    

            





    

            




    

  



  
      Subscribe to our Mailing Lists

    
      
  

    
        
                
                    Email Address *
Email Subscriptions 	Daily
	News & Events
	Bookstore
	Week in Review
	The Misesian


Marketing PermissionsPlease select all the ways you would like to hear from Mises Institute:
Email
You can unsubscribe at any time by clicking the link in the footer of our emails. For information about our privacy practices, please visit our website.

We use Mailchimp as our marketing platform. By clicking below to subscribe, you acknowledge that your information will be transferred to Mailchimp for processing. Learn more about Mailchimp's privacy practices.



                
                    

                    

                



            

        

    

  

  



                                          

      
      
            


          




      

    
    




                      
              

    

              
  
  
      
    
  
    
              
            Support Liberty

      

                    


  
            The Mises Institute exists solely on voluntary contributions from readers like you. Support our students and faculty in their work for Austrian economics, freedom, and peace.


      



                    Donate today
          


          
        
            


          



      

      

      


  



    
          
          
  
    
      
        Browse Library
      

              
        	
        Who is Ludwig von Mises?
              
	
        What is the Austrian School of Economics?
              
	
        Quarterly Journal of Austrian Economics
              
	
        Journal of Libertarian Studies
              
	
        Mises Wire
              
	
        Human Action Podcast
              
	
        The Misesian
              


    


          

    
      
        About the Mises Institute
      

              
              	
        Fellowship in Residence
              
	
        What is the Mises Institute?
              
	
        Driving Directions to the Institute
              
	
        Become a Member
              
	
        Mises Events
              
	
        Mises Bookstore
              
	
        Finances and Board
              
	
        Subscribe to Email Lists
              
	
        Support Mises
              
	
        Privacy Statement
              
	
        Contact Us
              


  


          

    
      
  
    Contact Us
  

  
    Mises Institute
    518 West Magnolia Avenue
    Auburn, Alabama 36832-4501
  

  
    Phone: 334.321.2100
  

  
    Fax: 334.321.2119
  

  Email Us
  Join our Mailing List
  
    
      

  
    Mises Facebook
      
    
  


  

  
  
    Mises X
      
    
  


  

  
  
    Mises Instagram
      
    
  
  
  


  

  
  
    Mises itunes
      
    
  


  

  
  
    Mises Youtube
      
    
  
  


  

  
  
    Mises RSS feed
      
    
  
  
  


  

  



  




    

    
      

  
    Tu ne cede malis, sed contra audentior ito
  

  
    Website powered by Mises Institute donors
  

  
    
  
  
    Mises Institute is a tax-exempt 501(c)(3) nonprofit organization. Contributions are tax-deductible to the full extent the law allows. Tax ID# 52-1263436
  




    

  





      
    
    
  




  


    
    


  