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Real Estates & the Future 

 
here is prob ably  no greater question tha n what will happen to real estate 
if we head into inflation, war, possible depression, and sovereign defaults. 
There has been much myth about real estate and how the typical pundits 
forecast real estate entirely based upon interest rates. However, much of 
what we know today as Fannie Mae etc., comes from the Roosevelt era. 

These things did not predate the bottom of the Great Depression in 1932. To further 
complicate matters, there were no 30 -year mortgages before Roosevelt.  

The insurance industry was deeply involved in the Great Depression. When the stock 
market crashed, the formerly abstract risks endemic to the 
1920s mortgage market surfaced as borrowers could no 
longer afford even moderate monthly payments. It was 
insurance companies that had lent into the  mortgage 
market extensively more so than banks. It was primarily 
insurance companies who were foreclosing on liens they 
held on properties. Between 1928 and 1933, home prices 
declined by nearly 30% following the break of the Florida 
Land Bubble in 1927. D uring 1932, property values collapsed 
on average nearly 11% that year alone.  

T 
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Consequently, while 9,000 banks failed, there was also a massive default of 
intermediaries such as S&Ls (Savings & Loans). The popular products they were selling 
were both the balloon  and amortizing mortgages . The amortizing mortgages  involved 
a share accumulation loan plan whereby borrowers were required to buy shares in 
the S&L each period until their holdings were at par with the amortizing loan principal 
at which point the d ebt was canceled.  

Therefore, as the property values declined, the value of their force d  share purchases 
had also collapsed. Defaults were thereby increasing the net loan balances for 
remaining borrowers by reducing the value of what was actually a  sinking fund. This 
only led many others to default for their debt increased as the market declined. Many 
S&Ls were forced to liquidate their holdings completely resulting in over 5,000 
collapsing during the 1930s. The more properties that went into default, the g reater 
the market for property declined as more and more supply was up for sale.  

 
A friend of my father, Mr. Santor, owned most of main street in the town that I grew 
up in ù Maple Shade, New Jersey. I remember asking him how he came to own most 
of Main S treet. He said he had cash during the Great Depression and when prices 
collapsed, there were no mortgages people could turn to. He had cash, and bought 
it everything dirt cheap.  

Life insurance had its beginning in the USA around the middle of the 19th cent ury 
and experienced steady growth after 1880. They realized it was ok to sell fire 
insurance, but people would not buy death insurance. They switch the label to life 
insurance and then the boom unfolded.  It was an early lesson in marketing.  
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By the end of 1918, the total policies 
outstanding reached nearly $30 billion , 
which was huge back then. The life 
insurance business then entered a Phase 
Transition during the Roaring ü20s, for in 
1919 alone they wrote $8 billion in new 
policies. By 1929, the annual mar ket was 
expanding by almost $20 billion. This large 
flow of new business created a Ponzi 
Scheme that far more than offset 
cancellations of old policies by deaths, 
maturities, or surrenders so that the total of 
insurance in force increased each year by 
$4 b illion all the way to $8 billion.  

While it took 79 years to achieve, in 1922 
the first $50 billion of life insurance was 
accumulated whereby the second $50 
billion was attained in less than 7 years. 
The total amount outstanding in life 
insurance exceeded $100 billion by 
August 1929.  This actually exceeded the 
entire  market cap of the stock market at 
the peak of 1929 , which stood at $87 
billion. The annual total of new business 
declined moderately at first during 1930, 
falling to $17.2 billion in 1931, and fell 
further in 1932 to an estimated $14.7 
billion. To put this in perspective, you can 
just change billion to trillion and you will 
be at approximately 90% of todayüs 
market value.  

With 121,759,000 policies outstanding at 
the end of 1931, the Association of Life Insurance Presidents estimated that 68 million 
persons, or over 55% of the population, were insured. It was estimated that this 
declined slightly to 65 million or 53% by 1932 at the bottom.  
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Prior to the Great Depression, most mortgages were 5 t o 7 
years with the outside being 10 years. There were c ompanies 
that would put together first mortgage portfolios and sell them 
to investors. The average default rate on property among first -
time buyers during the 1930s was nearly 40% once the Great 
Depres sion began to unfold. This is why real estate prices 
collapsed following the 1931 Sovereign Debt Defaults of 
Europe, Asia, and South America. Even municipal governments 
in the USA defaulted, or should I say suspended debt servicing. 
The city of Detroit sus pended all debt servicing in 1937 and 
did not resume until 1963.  

The life insurance companies who were deep into mortgages 
certainly failed as it was often just really a Ponzi Scheme 
dependent upon new buyers to pay off the old claims. The 
Great Depression  unleashed a massive  liquidity crisis  as banks 
failed on a wholesale basis.  

Surprisingly, home ownership actually increased during the 
Great Depression as well by 3.7% to 4%. Mind you, cultural 
dynamics were different back then. Women could not even 
open their own bank accounts. Living at home was common 
until marriage for both me n and women, multi - family homes 
were more common, and people simply lived with less. The 
playing field is completely different today.  

In 1934, with Rooseveltüs New Deal, the problem with real estate was a major issue. 
Life Insurance companies and banks as well as Mortgage Funds were all in crisis. There 
was a liquidity crisis and real estate prices collapse d  for the ONLY buyer was someone 
with cash.  



Real Estates & the Future  

55 
 

 
Rooseveltüs New Deal was attacking everything including real estate . Congress 
passed the  National Housing A ct of 1934  on June 27 th, 1934, which created two new 
agencies:  

(1) the  Federal Housing Administration  (FHA), which insured mortgages met 
specific criteria, and  

(2) the  Federal Savings and Loan Insurance Corporation  (FSLIC), which insured 
deposits at S&Ls.  

Both of these steps were intended on shoring up the housing market by making  credit 
available. The FHA moved to impose restrictions on the terms and interest rates of 
qualifying mortgages. They typically required fully amortizing mortgages to carry terms 
to maturity in excess of 15 years, with interest rates exceeding 5% annually in only 
isolated cases. The structure of these new mortgages mitigates much of the risk 
inherent to pre -crash instruments.  

Not until the Great Depression and the formation of the FHA, mortgages were 
beginning to stretch out and depart from their previous model of 5 -7 years. Suddenly, 
15-year mortgages that were designed to fully amortize (in other words, if all 






















































