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In our previous reading we went back to the 1970s, which 

means aspects of that reading may have seemed a bit dated, or 

perhaps even quaint.   

 

$18,000 for a house? 

 

A whopping $25,000 gain for 10 years of effort? 

 

If those numbers seem too small to be worthy of much time and 

consideration – that is exactly why you should be giving these 

materials a lot of consideration.  Because not that long ago, $18,000 

was an average three bedroom home in the suburbs.  The reason the 

numbers seems quaint is that almost 80% of the value of the dollar 

has been destroyed since then.  Which meant major losses in many 

people’s savings.  Inflation is not an abstract danger – it is our 

collective past, and quite likely our future. 

 

Today, we will update our example for the current housing 

market.  We’re going to see what happens if an exactly average house 

is purchased today – and the inflation rates from the 1972-1982 

period were to exactly repeat.    We will again begin with an excerpt 

from Chapter Two of “The Secret Power Within Your Mortgage”, which 

picks up where our last reading left off. 
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Book Excerpt 
 

Because we are talking about history here, we have been 

keeping the dollar as constant as possible, in 1972 terms.  This does 

have the side effect of making the dollars involved seem quite small.  

Intellectually, we may know that what was worth a dollar in 1972 is 

only worth about 21 cents in 2007 (2-6).  However it is difficult to 

really translate here, to make that jump to just how much more 

valuable a dollar was in 1972 than today, without looking at a more 

concrete example.  So let us consider Exhibit 2C, the 70s and 80s 

updated.  (Note as well that the average house is considerably larger 

in 2007 than 1972, so there has been an increase in median value for 

all houses that is well above just the rate of inflation.) 

 

Here we look at what happens if the same situation that 

occurred between 1972 and 1982 were to simply repeat itself.  That is, 

we’re not looking at any big disaster scenario here.  We’re not saying 

Peak Oil and the end of a hydrocarbon fuel-based civilization, we’re not 

saying China economically takes over the world, we’re not saying the 

retirement of the baby boom devastates the economy, however real 

those risks may be.  Instead, we just assume that the economy goes 

through, what will look like in historical terms, a hiccup.  We get 

through it on the other side and everything turns out fine.  What is the 

result for our home ownership and mortgage strategy? 

 

We start with the national median home price of $213,900 from 

the last quarter of 2005 (2-7).  We finance 80% of the price (either 

purchase or refinance) with an exactly average 30-year fixed-rate 

mortgage, which means it therefore has a rate of 6.14% (2-8).  If you 

own this average house with this average mortgage, and the hiccup of  
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Exhibit 2C:  The 70s & 80s Updated
This page takes exactly average national home prices and mortgage rates as of the end of 2006,
and shows 10 year results if the inflation experience of 1972 through 1982 were exactly repeated.

Years from now: 10 Housing Inflation: 8.443%
General Inflation: 8.726% Future Mortgage Rates: 16.700%

STARTING SITUATION
Property Value: 213,900
Mortgage Loan: (171,120)
Initial Equity: 42,780
Loan To Value: 80%
Mortgage Rate: 6.140%
Years Remaining: 30

NOMINAL DOLLAR RESULTS
   (not adjusted for inflation)
Property Value: 481,079
Mortgage (amortized): (143,735)
Equity: 337,344
Increase in Equity: 294,564
% Increase in Equity 689%

REAL DOLLAR RESULTS
   (adjusted for inflation)

Inflation Adjusted Inflation Adjusted
Value of Dollar Value of Property Mortgage Amount Mortgage Value
2007 $1.00 2007 213,900 Property 208,385 Property 208,385
2017 $0.43 2017 208,385 Mortgage (62,260) Mortgage (31,239)
Change ($0.57) Profit -5,515 Equity 146,124 Equity 177,146

Explanations of the items can be found in the text and Appendix C.

213,900
171,120

42,780

Property Mortgage Equity

481,079

143,735

337,344

Property Mortgage Equity

1.00

0.43

$ Today $ Then

Property
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Equity (Value)

Results 208,385 -5,515 62,260 146,124 31,239 177,146
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the early 70s to early 80s repeats itself, then your $43,000 in initial 

equity will turn into $337,000 over 10 years.  A 688% return in 

nominal, or non-inflation adjusted terms (though $28,000 or so of that 

benefit, 8%, will come from amortization of the mortgage).   

 

However, much as we saw for Mike’s 1972 example, a 

substantial increase in mortgage rates means that it could be very 

difficult for current home prices to keep up with inflation.   If the past  

were to repeat itself, this would mean that in inflation-adjusted terms, 

you would actually lose about $5,500 of the value of your home.  The 

source of the $337,000?  It is the destruction of the real inflation-

adjusted value of the mortgage that you owe, as that mortgage drops 

to a level of only $62,000 in real dollars by 2017.  It is the short of the 

dollar within the hedge that provides the profit as we will go through in 

more detail in the chapters to come. 

 

Unfortunately, many millions of Americans turned this 

relationship upside down in the early 2000s.  They bought as much 

house as they could possibly afford, in the belief that increases in the 

value of the house would make them wealthy.  They financed these 

homes not with mortgages that would erode in value with inflation, but 

with mortgages whose payments would soar with inflation, and 

potentially make them unaffordable.  Far too many people have been 

gambling on an asset that does not have a history of beating inflation, 

while taking their number one protector against inflation and turning it 

into something that threatens their personal financial viability in an 

inflationary environment.  Fortunately, as we will discuss in the pages 

ahead, recognition of the real financial relationships between home 

and mortgage in an inflationary environment, may yet provide an 
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escape route and even a path to prosperity, for many people currently 

in this situation. 

 

The perspective presented herein may sound a bit unusual 

today, but the concept of inflation causing the destruction of the dollar 

value of mortgages was not the least bit controversial in the 1980s.  

The lending industry was all too well acquainted with the concept at 

that time.  Indeed, you could say that it dominated the industry for a 

good decade and more, as hundreds of financial institutions went into 

insolvency, and thousands more clung to life, relying on special 

government accounting treatments to stay alive long after the value of 

their liabilities exceeded their assets.   

 

As a young investment banker in the 1980s, the author 

participated in the portfolio restructurings of many billions of dollars of 

what were then known as “underwater” mortgage loans.  For years, 

day after day, I spent my time analyzing portfolios in every state of 

the country.  Whether the client was a little community bank in 

Montana or a major metropolitan savings and loans in California, every 

financial institution was carrying portfolios of hundreds, thousands, 

even tens of thousands of little mortgages.  Each of them bearing 

interest rates that seemed absurdly low.   

 

By the mid to late 1980s when a nice new home in the suburbs 

was already up to $100,000 with then current interest rates of 11%, 

12% and 14%, there were all these little loans still outstanding of 

$4,000, $10,000, and $20,000; with interest rates of 7%, 8%, 

sometimes even 6% and below.  Compared to even the home prices 
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and mortgage rates of the 1980s, these were almost toy mortgages in 

comparison.   

 

Yet, the cumulative impact of these many millions of small, low-

interest rate mortgages were anything but small for my clients and the 

rest of the financial industry.  Paying 10% and more to borrow money, 

and having that money invested at 7% in mortgages, locked in annual 

losses on every one of those mortgages, and could quickly drive a 

savings and loan into bankruptcy.  Sell the loans however, and the 

huge loss per loan (as a 7% loan might only be sell 60 or 70 cents on 

the dollar) would even more quickly drive the lender into bankruptcy.  

This dilemma drove so many savings and loans into bankruptcy that a 

special government agency, the Resolution Trust Corporation, had to 

be set up to handle all the dispositions.  If we bring the amounts 

involved forward into current dollars, the savings & loans and banks 

had a $2 trillion problem as shown in footnote (1-2).  

 

While not the subject of the numerous headlines and 

congressional hearings caused by the Savings and Loan mortgage 

debacle, something equally powerful was happening on the other side.  

For every dollar of loss by the banks and savings and loans – there 

was a beneficiary.  There was someone who was turning the lender’s 

loss into a dollar of personal gain.  Hundreds of millions of dollars of 

gains for many millions of families.  

 

Yes, something unusual was happening.  Something that was 

rarely remarked upon then, and almost forgotten today.  The little guy 

was actually winning!  Every time my colleagues and I looked at a 

portfolio of a thousand “underwater” mortgages that was on the verge 
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of bankrupting a $100 million financial institution, we were also 

looking at a thousand individual households, who were enjoying the 

benefits of being “short” their mortgage during a time of inflation.  A 

thousand real households, with real people like our hypothetical “Jim”, 

who had borrowed money when mortgage rates were lower, before the 

inflation fully kicked in.  Who borrowed dollars back when they were 

expensive – and paid the loans back with dollars that became cheap. 

 

We were looking at a thousand families who could recognize a 

fat profit, anytime they sold their house, with their home equity 

growing at a rate that was well in excess of the rate of inflation - 

because inflation had destroyed the value of the money they had 

borrowed.  Even better, was when they didn't sell their home, and the 

inflation-driven shrinkage of the real cost of their mortgage payments 

freed up vast amounts of wealth.  These homeowners benefited every 

month they wrote one of those little mortgage payments, that were 

bankrupting their lenders.   

 

There were thousands of mortgage portfolios like that, from 

coast to coast, and that means millions of households are still 

benefiting from them today.  Indeed, $2 trillion is perhaps too 

conservative an estimate for the total compounded benefits that have 

been realized by so many millions of people.  We will explore this in 

more detail in the following chapter, where we learn how millions of 

people were able to turn inflation to their advantage, and use it to 

effectively subsidize their lifestyles for many years – albeit 

unknowingly in many cases, and perhaps even accidentally. 
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Boxing With The Future 
 

On the next page, we take our numbers from today’s reading, 

and put them back into the boxing ring.  In addition to looking at 

today’s housing values and mortgage rates, we’re going to make 

another couple of big changes as well.  In our previous examples, 

we’ve kept the dollar amount of the loan the same between Glass Jaw 

and Left Hook, to demonstrate the wealth redistribution aspect of 

inflation.  We’ve also kept the same value of the tangible asset 

investment for both strategies using homes, to clearly show where the 

gains were and were not coming from.  However, this had the effect of 

meaning the Left Hook investor had much less money invested than 

either of the others, which tended to make ending results look smaller 

than they really were. 

 

For our boxing match today, we are going to start with the 

amount of wealth at risk constant between our three boxers.  We’re 

going to assume that the lender (the Glass Jaw), the equity only real 

estate investment (the Right Jab), and the homeowner converting 

Inflation into Wealth (the Right Jab + Left Hook) all start with equal 

investments of $43,000 each.  Which means that they start with equal 

purchase rights of 33% each in terms of the goods and services they 

can buy with their investment. 

 

Looking Through Nominal Eyes 
 

When we look at the nominal dollar results – a blind man could 

see what happened.  The lender stays even at their initial $43,000.  

The home only investor more than doubles their money, up to  
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Net Share of
Assets Debt Worth G & S

Lenders 43 0 43 33%
Home Only 43 0 43 33%
Average Homeowner 214 171 43 33%

Total 300 171 129 100%

Net Share of
Assets Debt Worth G & S

Lenders 43 0 43 9%
Home Only 97 0 97 22%
Average Homeowner 481 171 310 69%

Total 621 171 450 100%

Net Share of
Assets Debt Worth G & S

Lenders 18 0 18 9%
Home Only 42 0 42 22%
Average Homeowner 209 74 136 69%

Total 269 74 196 100%

G & S = Goods & Services

Copyright 2007, Daniel R. Amerman, CFA, MortgageSecretPower.com

Glass Jaw
Right Jab
Left Hook

Boxing With Inflation
Now

After 57% Loss in Value of Dollar

What May Happen If History Repeats

Real Results In Ten Years

Nominal Dollar Results In 10 Years

Results In Thousands of Dollars
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$97,000, because their home value rises with inflation.  The 

homeowner with the mortgage controls five times more home than the 

lender, and the value of their investment jumps to $481,000.  Since 

they still owe $171,000 (we’re not adjusting lender or borrower for 

principal amortization), their equity has soared to $310,000!   

 

Discerning The Real 
 

When we use our real dollar vision to see not the dollars – but 

what the dollars will buy – then once again, we can see that our 

nominal vision has betrayed us, and we truly were seeing what a blind 

man was seeing.  The lender did not maintain value – thanks to their 

Glass Jaw, their net worth in purchasing power terms plummeted 57% 

with the dollar, dropping from $43,000 down to $18,000.   

 

The homeowner who used a mortgage to boost up the amount of 

their real estate investment didn’t produce five times the profit from 

the home itself – the leverage produced five times the loss, with a real 

estate (only) loss of $5,000, compared to a $1,000 loss for the 

investor who paid all cash.  The bigger the Right Jab, the bigger the 

loss, albeit a quite small loss compared to a Glass Jaw Investor. 

 

To find the true source of wealth, we need to look to the 

$171,000 mortgage that is now worth only $74,000.  Because inflation 

has wiped out $97,000 in the real cost to repay the loan, the Left Hook 

has delivered in a major way.  The net worth of the investor using 

both a Right Jab and Left Hook has soared, more than tripling in value.  

The difference between investment strategies becomes particularly 
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dramatic when we compare beginning and ending shares of goods and 

services – what money will buy for us. 

 

With equal starting investments and a replay of our last major 

bout of inflation, using our Left Hook leaves us with over seven times 

the real ending net worth of someone following a conventional Glass 

Jaw strategy, and more than three times the purchasing power of 

someone following a tangible asset only strategy. 

Will History Repeat? 
 

Probably not.  In some ways, the dangers look much worse now 

than they were in 1972.  The Baby Boom was at the opposite end of 

the job cycle – more members of that largest of generations were 

leaving their families and colleges for the workforce with each passing 

year.  Indeed, for those who believe that “demography is destiny” it is 

no coincidence that a generation long surge in the economy and stock 

market began in the 1980s – the same years that the full Baby Boom 

reached the job markets.  We are now on the precipice of an entirely 

different demographic change – more people retiring and leaving the 

workforce than ever before, while collecting more contractually 

guaranteed benefits than ever seen before.  A decrease in the rate of 

Beginning Ending
Share of Share of

G & S G & S

Glass Jaw 33% 9%
Right Jab 33% 22%
Right Jab + Left Hook 33% 69%

Total 100% 100%

What May Happen If History Repeats
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growth in the economy and decrease in the value of the dollar are only 

two of the many fundamental changes that this will likely trigger.  

Instead of each year bringing another group of Boomers into the 

workforce and lifting the economy that much higher – we will be 

heading the other direction, with the economic growth rate shrinking 

even as retiree economic demands soar ever upwards, because of 

another four million Boomer reaching age 65 with each year. 

 

There are other profound changes as well.  During the 1970s we 

hit a temporary supply shock to the system, in the form of the oil 

embargo.  It is this shock in combination with the costs of the Vietnam 

war, that are often viewed as being the two main sources of the 

inflation of the 1970s.  This time we have oil prices soaring not 

because of a temporary political situation – but too many people using 

too much oil, and no end to the problem in sight.  We have the 

enormous costs of the Iraq war to pay for.  We have not just the rise 

of Japan to contend with in the competition for global resources (such 

as oil), but the rise of China, with India scrambling for its share as 

well.  Each of these powerful forces intersecting and amplifying the 

generational problems. 

 

This is not to say Doomsday is at hand.  The American people 

are resourceful and resilient.  However, major real economic changes 

tend to lead to major changes in economic symbols and their values as 

well.  There are strong reasons to believe that the oncoming inflation 

will be far more powerful than we saw in the 1970s, and not so 

“easily” solved (not that it appeared easy at the time).  What this 

means is that “Glass Jaw” investment strategies may very well fare 

much worse than a mere 57% drop as in the 1970s.   
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This also means that the next Left Hook can be much more 

powerful than the last one.  Instead of doubling or tripling or real 

equity in the strategy, the profits can be much stronger with 

substantively higher rates of inflation.  Some of these profits will 

accrue to people more or less accidentally, much like happened the 

last time around.  However, the greatest profits from turning inflation 

into wealth will likely flow through to those who are prepared.  

Inflation will redistribute the greatest benefits to those who have 

gained the knowledge to optimize their Left Hook  -- and then applied 

that knowledge. 

Updates, The Deflation Word & Further Resources 
 

Hopefully, you have found this reading and the six before it to be 

of interest.  Written in 2007, the next sentence in the original reading 

was:  “The risk to you is that one or more of the financial 

storms currently on the horizon do strike the economy and the 

dollar, with potentially devastating results for your net worth.”  

It then went on to talk about whether acquiring an education in the 

effort to protect your net worth might not be a good risk / return 

tradeoff. 

 

Much has happened since then.  A major financial storm has hit, 

and it may still just be getting started.  Tens of millions of people in 

the US and around the world have seen the paper value of their 

retirement portfolios cut close to in half (the key word being “paper”).  

Cut in half again, you might even say, if you include the devastation 

wreaked on so many conventional portfolios in 2001. 
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Do the devastating developments of 2008 and 2009 in the real 

estate market make these materials interesting, but not really 

relevant?  Is it a bit silly to be reading about inflation when the 

newspaper headlines are about deflation? 

 

This is probably a good place to mention where the mini-course 

came from.  Back in 1999 I became convinced that the number one 

problem facing retirement investors would be asset deflation in 

purchasing power terms.  I don’t mean deflation in the usual sense, 

which is price deflation, or the dollar buying more each year.  The 

government can fix that with a symbolic currency, as explained in 

other readings.  Asset deflation means that your assets buy less each 

year than they did the year before.  When we pierce the illusion of the 

nominal and look at what our assets will buy for us (which is what 

matters), we find something else out – monetary inflation (the 

destruction of the value of your money) and asset deflation in real 

dollar terms (the destruction of the value of your assets) are not 

opposing forces, but a natural tag team, working together to devastate 

the value of savings and investments in distressed economies.  How 

inflation and deflation can work together may initially seem a bit 

confusing, so we’ll skip the explanation for now, and return later.   

 

If the value of your money is falling, the value of your 

investment assets are simultaneously falling, and you and the rest of 

your generation on planning on all liquidating your assets together 

during retirement, into what could be the greatest buyers market of 

our lifetimes - then what can you do?  Welcome to our new financial 

world, unfortunately.  Simply put, the conventional financial wisdom 

not only didn’t predict this – but lacks the tools for how to deal with it.  
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Other than hunker down, stay in that buy and hold, diversified 

“dartboard” strategy, and forecast that happy days and all our wealth 

compounding together without limit will return.  It’s good to be 

optimistic, but before you risk what remains of your life savings, do 

keep in mind that the Japanese have been waiting 20 years, and even 

with a relatively healthy economy over that time - the Nikkei is still 

down more than 80%.  

 

After 10 years of working on this – there are solutions.  In fact, 

I’ve got six books and eight DVDs worth of nonconventional “out of the 

box” solutions, at this point, with more on the way.  But to access 

those solutions requires understanding that are multiple levels. 

 

Level One:  Foundation.  That would 

be the free mini-course, of which you are 

currently on page 98 out of the 280 pages.  

Over the next few readings we are going to 

take what we’ve been building, and really put 

some things together, as we build in true 

costs after interest payments, uncover sizzling 

returns in unexpected places, learn about 

inflation tax shelters, and how to turn 

government manipulations into arbitrage profits.  As the financial 

crises deepens, conventional investment strategies are devastated, 

and the US government creates dollars without seeming limitations – 

these readings are more relevant and necessary than ever.  This is the 

environment they were created in anticipation of, and their intended 

purpose is to be building blocks. 
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Level Two:  Exploration.  How do you apply the theory in the 

mini-course?   That is where the book on the 

right comes in.  The first couple of chapters 

overlap with this course, but the rest take us to 

entirely different places.  We learn basic hedge 

fund principles, and how to use mortgages as a 

hedge to protect not only our net worth, but to 

help offset risks in other parts of our portfolio, 

such as our retirement accounts.  We study 

performance under a variety of inflation 

scenarios, with a variety of time in our residence.  We discuss what 

happens if inflation doesn’t materialize.  We talk about risk, and when 

strategies like this can be a good retirement strategy – as well as the 

personal situations that can make it a very bad strategy for some 

other retirees.   

 

My goal with every page and paragraph of “The Secret Power 

Within Your Mortgage” was to make it understandable for someone 

who had never had a finance course in their life.  From the letters I get 

from average people – it worked.  There is another kind of letter I get 

on that book, and that is from financial professionals who recognize 

the book for what it really is – a reasonably sophisticated primer that 

accomplishes something unique:  teaching the use of hedge fund and 

institutional asset / liability management techniques in a personal 

finance and mortgage context.  I’m proud of what the book 

accomplishes – but there is only so much you can do in 200 pages 

while keeping a book understandable.  Which means covering inflation 

in detail – but only a little bit of asset deflation. 
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Level Three:  Sophistication.  

Building in deflation, and particularly building 

in simultaneous major monetary inflation and 

major asset deflation, is where things get 

(analytically) interesting.  At the time I 

started developing these materials, how to 

invest in an environment where most of the 

value of the financial markets was being destroyed even as the value 

of the currency was being shredded, was close to uncharted territory 

for professional financial analysts.  Since I lacked a guidebook, I had 

to start from scratch, and use my years of 

professional experience to write some 

sophisticated and flexible software that I 

could go exploring with.  Through running 

hundreds of simulations of major deflation 

and inflation scenarios, with thousands of 

associated yield analyses - I found there 

were ways of making very good money in those circumstances, on an 

after-tax and after-inflation basis.  But these opportunities were not 

where you would think they are.  Indeed, following a conventional 

investment strategy from the 90s and early 2000s could very easily 

lead to the worst performance results, while the points of maximum 

after-inflation arbitrage would be essentially 

invisible from a conventional perspective. 

 

We’ll get back to more on this later, but 

for now, I will just say that I found two 

distinct strategies for turning over a 40% 

decline in the real value of an asset, and a 
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68% destruction of the value of the dollar, into the equivalent after-

tax and after-inflation rate of return that would be achieved by a 

conventional asset earning over 40%.  Counterintuitive strategies, yes, 

but nonetheless these powerful strategies can handle a wide variety of 

future inflation and deflation scenarios. 

 

Which left me with a challenge – how to explain these strategies 

to the people who needed them the most?  I didn’t want to write a 

thousand page tome that would be read only by other analysts.   

 

Level Four.  Education.  Writing down 

everything I needed to say about how people 

could protect themselves in this environment 

was a daunting task that would have taken 

years – and I knew that I didn’t have years to 

work with by that point, the crisis would be there before I was done.  

But there was an alternative that was even better than writing it down.  

Get me in front of a group of people and I could talk them through 

everything they needed to know. 

 

That was start of the Turning Inflation 

Into Wealth Workshops.  It was only in the 

workshops that the full body of work was 

coming together.  These workshops were 

very well received, and I would encourage 

you to read the testimonials in the brochure.  Most importantly – the 

workshops proved the advanced materials could be reliably taught and 

understood on a verbal basis, supported by the written materials.  

Workshop after workshop, I could start explaining on Day One, by Day 
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Two the whole room would be knowledgably talking about inflation and 

deflation arbitrage points, and by Day Three we would be discussing 

how to put together dynamic multi-asset strategies that would create 

tax and cash flow flexibility even while insulating investors from 

counterparty risks.  Then people could go home and apply what they 

learned to their own specific situations. 

 

More about we learned in the workshops, and what is now much 

more conveniently available in the 8 DVD / 6 Book Turning Inflation 

Into Wealth Complete Video Course, can be found in the brochure 

linked below: 

 

http://mortgagesecretpower.com/Workshop/DVD_Brochure.pdf 
 
 

 

 

This website contains the ideas and opinions of the author.  It is a conceptual 
exploration of financial and general economic principles.  As with any financial 
discussion of the future, there cannot be any absolute certainty.  What this website 
does not contain is specific investment, legal, tax or any other form of professional 
advice.  If specific advice is needed, it should be sought from an appropriate 
professional.  Any liability, responsibility or warranty for the results of the application 
of principles contained in the website, sample chapter and book, either directly or 
indirectly, are expressly disclaimed by the author. 

http://mortgagesecretpower.com/Workshop/DVD_Brochure.pdf
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