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Long Tails:An Observation on Cross—country

Experiences of Housing Bubble Bursts

WANG Qushi, YU Fei,ZHU He,ZHONG Yi

Abstract: Compiling data from 22 episodes of housing bubble bursts since 1970, there appear
to be three common threads: First, the burst of a housing bubble and its impact last many years.
After a housing crisis, its impact could last not just one, two or even three years, but 5 years or
more. Its largest impact usually would not be felt on the first year or second year, but on the third
year or later. Second, the impact of a housing bubble burst is particularly severe. Major macro
indicators fluctuate much more than during a typical business cycle and stay lower for longer.
More than 40% of housing bubble bursts are followed by systemic banking crises. Third, the scar
of a housing bubble burst is permanent. General government debt as a share of GDP, on average,
rises 25 percentage points afterwards and never returns to the pre—crisis level. GDP growth slows
significant for several years but will not accelerate afterwards, resulting in permanent lost output.
Other macro variables exhibit similar patterns.

Keywords: Housing Bubble, Long Tail, Scarring
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