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1) Mortgage markets. 

a. Bilateral lending 

b. Interregional lending 

2) Financial intermediaries 

a. Problems of moral hazard 

b. Problems of adverse selection 

3) Real estate and mortgage markets. 

a. Asset values depend on the rental price (but you have to capitalize 

that) 

b. Asset values depend on the cost of holding an option (but somewhere 

there is a cost of capital 

c. Extent of rationing  

i. Affects who can get a loan  

ii. Likelihood of default 

4) Snowden, 1870 

a. Why are there returns to interregional lending? 
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b. So who does it? 
i. Life insurance companies 

ii. Mortgage companies 
iii. Investment banks and Mortgage backed securities 

c. What kinds of problems are confronted early on? 
i. Local intermediaries (loan brokers) 

ii. Who does loan services 
iii. Who deal with problem loans 
iv. Why does a boom make this worse? 

d. How are these problems addressed? 
e. How different is this from the present boom bust cycle? 

i. What are the lessons of history? 
ii. Are they inevitably undone by financial innovation? 

 
5) Snowden 1940 

a. life during the boom. 
i. The 1920s are  very good for the US and particularly good for 

cities 
ii. As the largest cities grow the building stock increases 

iii. Role of the car 
b. The crash 

i. Two steps. Finance than real 
ii. Primary issuers of mortgages are S&L (then Building and 

Loans) 
1. State regulated not covered by any federal regulation 
2. Many are small local organization that face runs 

iii. The real as the depression worsens, its not just real estate 
speculators who default but also unemployed people 

iv. Then supply of real estate outstrips demand…and this problem 
is worse in the ‘old’ areas than in the new ones 

c.  ‘relative’ resistance of the new areas (west and the South) contrast 

with the experience of the 1970s and present. 
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Alternate (no doc high credit rating) fraction in foreclosure December 2008 

 

Sub prime fraction in foreclosure December 2008  

Source Federal reserve of NY. 


