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Public discourse on the causes and consequences of the housing crisis, and the appropriate policy responses,
has been ideological and partisan. The collapse of the housing bubble in 2007 and the subsequent financial
crisis and deep recession could and should have prompted the nation to reconsider many core assumptions
about the role of the market in the housing finance system and about the value of homeownership, among
many other questions, however, this was not to be. In this essay I draw some lessons from the crisis, both for
public policy and for education. To frame the discussion, I first sketch out the state of the nation’s housing
and mortgage markets as of the spring of 2011, and review the actions that the federal government has taken
to date to address the crisis and revive the housing market.
Keywords: housing crisis; mortgage crisis; financial crisis; Great Recession; housing policy

If there ever was a ‘‘teachable moment’’ in housing policy, it would have been
the collapse of the housing bubble in 2007 and the subsequent and intertwined
mortgage crisis. The steep downturn in housing prices, greatly diminished construction activity, extraordinarily low residential sales volumes, and surging
rates of mortgage default and foreclosure could, and should, have prompted
the nation to reconsider several core assumptions and values in U.S. housing
policy. Most broadly, these assumptions concern the role of the private market
in the housing finance system and the desirability of homeownership.
Unfortunately, 4 years after the crisis threatened to plunge the nation into a
financial crisis as bad as the Great Depression, it would appear that the only
lessons to be drawn have to do with the intransigence of market orthodoxy,
and the political resilience of financial institutions. Public discourse over the
origins of the housing and mortgage crises and the appropriate policy
responses has been unremittingly partisan and ideological. One needs look no
further than the Congressionally mandated investigation of the crisis for an
example of this political and ideological rigidity. Despite overwhelming evidence that the crisis derived primarily from wanton market failures, as well as
a failure of regulation, the Republican commissioners refused to sign off on
the Commission’s report and instead issued minority reports that argued that
the crisis was either unavoidable or caused by government intervention in the
mortgage and financial markets (Financial Crisis Inquiry Commission, 2011).
In this essay, I will draw some lessons from the crisis, both for public policy
and for education. To frame this discussion, I will first sketch out the state of
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the nation’s housing and mortgage markets as of the spring of 2011 and review
the actions that the federal government has taken to date to address the crisis
and revive the housing market.
The failure of many of the nation’s most august financial institutions in
2008, including, among others, AIG, Bear Stearns, Fannie Mae, Freddie Mac,
Lehman Brothers, Merrill Lynch, and Washington Mutual, demonstrated that
what had been seen as a ‘‘subprime’’ mortgage crisis, serious but contained
within a single segment of a much larger and more robust financial system,
had spread throughout the system and threatened to undermine it completely.
Irresponsible mortgage underwriting had infected the entire financial system.
Commercial and investment banks, hedge funds, and other institutions had
borrowed to the hilt to invest in securities backed by mortgages that were originated with little if any attention to the borrowers’ ability to afford them. Billions if not trillions of dollars in additional securities (synthetic collateralized
debt obligations) were backed by credit default swaps that were linked to mortgage-backed securities. The securities were complex and opaque, and of very
high risk notwithstanding the AAA-ratings accorded to them by the bond rating
agencies whose income derived from the investment firms that were issuing
the mortgage-backed securities (Financial Crisis Inquiry Commission, 2011;
Immergluck, 2009; Zandi, 2009).
When house prices started to fall, and mortgage defaults and foreclosure
began to rise as homeowners were unable to refinance or sell their homes, the
value of mortgage-backed securities plummeted, wiping out the capital of virtually all major investment firms, putting their very existence at risk. A complete
meltdown of the financial system was averted only by Congress’s $700 billion
bailout program for banks and other financial institutions and related efforts by
the Federal Reserve system to provide liquidity (Congressional Oversight Panel,
2011). These actions prevented the United States from collapsing into a Great
Depression, but did not forestall the Great Recession, the most severe economic
downturn since the 1930s.

THE CURRENT STATE OF THE HOUSING MARKET

Although the housing crisis peaked in 2008, and the recession officially
ended in 2009, conditions in the housing market remain dire. Construction
activity and housing prices are still very depressed. Mortgage default and foreclose remain at elevated levels. One-fourth of all homeowners with mortgages
are ‘‘under water,’’ owing more on their mortgages than their homes are worth
(Core Logic, 2011). While some measures of housing affordability show
improvement, especially in light of very low interest rates, the number of
households with excessive housing cost burdens is at record levels (Table 1).
Conditions in the residential construction and real estate industry have seldom been so dim. Until the onset of the current crisis, annual housing starts
regularly exceeded one million units, averaging more than 1.5 million from
1973 to 2007. But housing starts in 2010 totaled just 587.000, which is 6% above
the 554,000 posted in 2009, but more than 67% less than the 1.8 million starts
recorded in 2006. Similarly, only 323,000 residential sales transactions were
recorded in 2010, down 14% from the year before, and 69% from the 1.05 million sales recorded in 2006.
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Home prices remain depressed, and as of early 2011 had been declining for
several months in a row, wiping out what little improvement had been made
previously. Nationally, the Case-Schiller composite index shows that house
prices fell by 30% from the 4th quarter of 2006 to the 4th quarter of 2011. While
the largest declines took place in 2008, prices fell further in 2009 and 2010.
These are national figures. In the metropolitan areas with the most buoyant
housing markets during the years of the bubble (e.g., Phoenix, Las Vegas,
Miami), prices today are more than 50% below their peak levels (S&P ⁄ CaseShiller Home Price Indices, 2011).
Mortgage default and foreclosure remain very high. As of the 4th quarter of
2010, 8% of all home mortgages were past due, including 23% of all subprime
loans. Foreclosures were started on 1.3% of all mortgages, including 3.4% of all
subprime mortgages. While the rate of delinquencies decreased from 2009 to
2010 for subprime and prime mortgages, and the rate of subprime foreclosures
also decreased, prime mortgage foreclosures continued to increase.
Another, less widely noted, casualty of the crisis was the financing of subsidized housing for low-income renters. The crisis greatly diminished the market
for Low-Income Housing Tax Credits (LITHC) and for tax-exempt bonds issued
by state housing finance agencies. The LIHTC had been widely perceived to be
one of the most effective subsidy programs in the nation’s history for lowincome renters. From the program’s inception in 1987 through 2006, it has
helped finance more than 1.6 million housing units, making it the nation’s largest supply side housing subsidy program (Schwartz, 2010). Prior to the crisis,
housing developers received close to $1 to cover development costs for each
tax-credit dollar, compared to < 50 cents per tax-credit dollar in the early years
of the program. However, the financial crisis sharply diminished demand for
housing tax credits. The dominant investors in the tax credit program had been
major banks and Fannie Mae and Freddie Mac. The latter two institutions,
which had acquired about 40% of all LIHTCs in recent years, were effectively
nationalized by the federal government and were in no position to purchase
additional tax credits. Several major banks and investment firms that had been
significant players in the tax-credit market had also gone out of business or
had been taken over by other institutions (e.g., Washington Mutual, Lehman
Brothers).
The remaining institutions in the market became wary of investing in tax
credits, because it was unclear whether their annual income over the next
10 years would be sufficient to warrant the need for tax credits (the LIHTC provides tax credits that can be applied against 10 years of income; if an investor
incurs a loss during this period, the tax credits are useless; Belsky & Nipson,
2010; Schwartz, 2010, 2011). As a result, the amount of equity developers
received from the syndication of tax-credits declined from about $1 per taxcredit dollar to around 65 cents per tax-credit dollar by August 2009 (Ernst &
Young, 2009). This decrease in the ‘‘price’’ of tax credits required developers to
secure additional sources of subsidy; otherwise, the projects could not proceed.
The market for the LIHTC improved somewhat in 2010, at least for properties located in major metropolitan areas on the east and west coasts (Belsky &
Nipson, 2010). However, the program generates less subsidy for developers
than before, and the market remains depressed in many parts of the country,
particularly in rural and older industrial areas, and for properties that also
involve tax-exempt financing.
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The crisis also eviscerated the market for tax-exempt bonds. State housing
finance agencies issue such bonds to, among other things, help finance lowincome rental housing—and use these bonds in conjunction with LIHTCs (they
also issue tax-exempt bonds to finance low-interest mortgages for first-time
home buyers). The market collapsed for tax-exempt housing bonds in 2008 and
has been very slow to recover. Investors became extremely wary of acquiring
bonds associated with any type of housing; moreover, the extraordinarily low
interest rates set by the Federal Reserve in the wake of the crisis further diminished demand for tax-exempt bonds (Schwartz, 2010).
Finally, although home ownership is more affordable than it has been in
years to households that meet today’s stiffer mortgage underwriting criteria,
thanks to low interest rates and depressed prices, increasing numbers of homeowners and renters struggle to meet their housing costs. From 2007 to 2009, the
number of households who spend 50% or more of their income on housing
costs increased by more than 3 million, or 14%. From 2001 to 2009, the incidence of severe cost burden increased by more than 60%, with the increase
especially pronounced among home owners.

GOVERNMENT POLICY IN THE WAKE OF THE CRISIS

Although the federal government allocated hundreds of billions of dollars to
address the crisis, the results have been disappointing. The bank bailout program, Troubled Asset Relief Program (TARP), staved off the complete collapse
of the financial system by injecting billions of dollars into the banking sector,
and the Federal Reserve system kept interest rates very low and found ways of
lending money at favorable terms to investment banks and other institutions
that had previously been ineligible for such support. However, the government’s efforts to prevent mortgage foreclosures faltered, and the government
has done little to revive the moribund housing sector. The government has provided some funding to help states and localities address the many negative
consequences of mortgage foreclosure. From a preventative perspective, Dodd–
Frank Wall Street Reform and Consumer Protection Act of 2010 bans many of the
mortgage lending and securitization practices that precipitated the crisis (http://
banking.senate.gov/public/_files/070110_Dodd_Frank_Wall_Street_Reform_com
prehensive_summary_Final.pdf).
Foreclosure Prevention and Housing Market Stabilization

The immediate objective of the Bush and Obama administrations in responding to the ever-escalating crisis, especially after the Bush administration and the
Federal Reserve decided to allow Lehman Brothers to go bankrupt, was to prevent major banks and investment firms from failing. Washington decided, at
least in the short term, that it was more important to shore up the balance
sheets of financial firms than to prevent mortgage foreclosures. Thus, the
administration channeled $208.6 billion to 18 banks and financial institutions in
the late 2008 but devoted far less to foreclosure prevention and did so in a way
that was overly complex, cumbersome, and flawed.
The Obama administration launched its mortgage foreclosure prevention
program in early 2009. The program aimed to help eligible homeowners
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restructure their mortgages so that their debt-service expenses on their first
mortgage would not exceed 31% of their gross income. Initially, the administration said that the program would prevent 3–4 million foreclosures. By December 2010, the program had provided permanent mortgage modifications to less
than 520,000 homeowners (Congressional Oversight Panel, 2010).
The program fell short of its goals for several reasons. First, it was voluntary,
relying on the participation of mortgage ‘‘servicers.’’ These loan servicers were
typically units of large banks and had several conflicts of interest that may have
kept them from cooperating fully with the program. Second, the program was
originally devised to assist homeowners with high-cost subprime mortgages,
and not the much larger number of households who fell prey to foreclosure
because of job loss in the Great Recession. Moreover, the program’s eligibility
criteria were too narrow. Only households who paid more than 31% of their
income on their first mortgage were eligible. Yet, many homeowners paid less
than this amount on their first mortgage, but also had second mortgages to
pay, which combined with their first mortgage brought their total debt-service
payments well above 31%, and this does not deal with other debts that many
homeowners carried.
Third, many critics argue that the program should have done more to reduce
the outstanding debt carried by distressed homeowners. While the program
allowed servicers to reduce loan balances as a way of decreasing debt-service
costs, servicers overwhelmingly chose to reduce interest rates instead, or in some
cases extend the term of the loan. As a result, the program did very little to address
the problem of negative equity—which in extreme cases probably promotes
mortgage default and foreclosure (Congressional Oversight Panel, 2010, 2011).
Yet another reason for the disappointing performance of the Obama administration’s foreclosure prevention program is that the Senate refused to support a
key component. When originally announced, the program was to modify bankruptcy law and allow bankruptcy judges to restructure mortgages for principal
residences. While mortgages on second homes and investment properties can be
restructured in bankruptcy court, mortgages on one’s primary residence cannot.
If this portion of the program had passed, it would likely have put pressure on
mortgage servicers to modify mortgages more expeditiously; if they did not,
bankruptcy judges might modify the loans on less favorable terms. The House
passed legislation that would have amended the bankruptcy law with regard to
principal residences. The Senate, with banks lobbying vigorously against the proposal, defeated the measure, and it was never reintroduced (Immergluck, 2009).
The administration found some initial success in bolstering the housing market in the wake of the crisis, but to no lasting effect. In 2008, Congress
approved a tax credit for home purchases. Originally limited to first-time homebuyers, it was later expanded to include all home purchases up to a certain
price. The credit helped generate home sales and helped push prices upwards.
After the credit expired in 2010, however, sales volumes and prices fell and
have yet to rise (Timiraos, 2011). Mortgage foreclosure and housing abandonment have kept the housing market in the doldrums.
Amelioration

Launched in 2008, the Neighborhood Stabilization Program has provided
about $7 billion to states and localities to help them address the blight and
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housing abandonment associated with mortgage foreclosure. Funding may be
used for the acquisition and rehabilitation or redevelopment of vacant
properties, demolition of vacant properties, and the establishment of land banks
for foreclosed properties. The program has been well received, but the amount
of funding is very small in relation to the need (Federal Reserve Banks of
Boston and Cleveland, 2010).
In 2008, as part of the administration’s economic stimulus legislation, the
administration created two programs to supplement the LIHTC. One program
provided funding to LIHTC projects that had been stalled because the amount
of equity they received from the sale of tax credits was less than the amount
budgeted. The other program enabled state housing finance agencies to
exchange a portion of their tax-credit allocation with cash grants, thereby obviating the need for finding investors for tax credits in weak markets. The
administration proposed additional legislation to further strengthen the tax
credit program, but these bills did not win Congressional approval (Schwartz,
2010, 2011).
Crisis Prevention

On July 21, 2010, Congress passed the Dodd–Frank Wall Street Reform and
Consumer Protection Act. This far-reaching legislation attempts to prevent the
recurrence of financial crisis in the future. Among many other things, it established the Consumer Financial Protection Bureau. Housed within the Federal
Reserve System, the bureau sets rules for consumer protections governing all
financial institutions offering consumer financial services or products. It also
examines and enforces regulations for banks and credit unions with assets of
over $10 billion and all mortgage-related businesses, payday lenders, student
lenders as well as other large nonbank financial companies such as debt collectors and consumer reporting agencies.
In addition to creating the Consumer Financial Protection Bureau, Dodd–
Frank also includes measures designed to reform mortgage lending and prevent
a reoccurrence of the inappropriate and often abusive lending practices that
thrived during the housing boom. Among other things, the law requires that
lenders ensure that borrowers can repay their loans, it prohibits the use of
financial incentives that encourage lenders to steer borrowers into more costly
loans, it prohibits the imposition of prepayment penalties that can trap borrowers in unaffordable loans, it imposes financial penalties for irresponsible lending, it expands the protections available under federal rules on high-cost loans,
and it increases the availability of counseling for prospective home buyers. To
discourage the sale of unsustainable mortgages to the secondary market, the
law also requires lenders to retain a stake in the mortgages they sell, so that
they retain some risk in the event of default (for a complete summary of the
law, including measures aimed at reforming other aspects of the financial system, see Brief Summary of the Dodd–Frank Wall Street Reform and Consumer
Protection Act 2010. (http://banking.senate.gov/public/_files/070110_Dodd_
Frank_Wall_Street_Reform_comprehensive_summary_Final.pdf).
It is far too soon to assess the legislation. Its success will depend on the political support it receives in Congress and from future administrations. Republicans in Congress were opposed to the law and have been attempting to weaken
it since its passage. They have sought to withhold funding necessary to write
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essential regulations; they have sought to change the oversight of the Consumer
Protection Bureau from a single individual to a bipartisan committee, and they
have threatened to filibuster against the appointment of Elizabeth Warren (the
Harvard Law School Professor who originally conceived the financial consumer
protection agency) as the head of the bureau. Moreover, many of the law’s provisions against inappropriate subprime lending have yet to be tested in practice
since the subprime market imploded in 2007 and has yet to revive.

TAKING STOCK

To date, the response to the crisis has been highly partisan, and the debate
over the crisis’s causes and solutions appear to be ideological and doctrinaire.
Most startling perhaps has been the refusal of the political mainstream to question the role that the private market should play in housing finance. Rather
than examine how mortgage lenders and investment firms instigated the crisis,
under the lax supervision of federal regulators, many prominent economists
and financial authorities assert that the crisis resulted from excessive government involvement in the mortgage market. Many of the diagnoses of the crisis
proffered by opponents of government regulation are dead wrong:
d

d

d

The mortgage crisis was caused by public policies that encouraged low-income people to buy homes they could not afford. The majority of subprime and other
risky mortgages did not go to first-time homebuyers, but to existing homeowners, for mortgage refinancing. In addition, many high-risk home-purchase mortgages were taken out by investors, not owner occupants
(Immergluck, 2009). Finally, the national homeownership rate reached its
peak in 2004, before mortgage lending standards deteriorated the most.
Fannie Mae and Freddie Mac were major causes of the crisis. Although
Fannie and Freddie were far from blameless, having acquired large
amounts of (AAA-rated) subprime-backed securities and risky alt-A mortgages, their misguided actions did not precipitate the crisis. The vast
majority of high-risk mortgages originated during the housing boom did
not conform with Fannie and Freddie’s underwriting standards and were
not guaranteed by them, but were issued and securitized by other financial
firms. Fannie and Freddie’s’ ill-fated investments resulted primarily from
pressure to increase their market share not, from their need to meet
Congressionally mandated affordability targets. Mortgages guaranteed by
Fannie and Freddie have performed far better than subprime loans. The
delinquency rate as of the second quarter of 2010 on loans that conformed
with Fannie and Freddie’s underwriting standards was 6.8%, compared
with 28% among subprime loans (Min, 2011; see also Thomas & Van Order,
2011).
The Community Reinvestment Act (CRA) pressed lenders to make inappropriate
mortgages. Most of the lenders in the subprime and alt-A markets were not
subject to the CRA, because they were nondepository institutions. The
CRA was passed in 1977—30 years before the crisis.
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Although the crisis exemplifies many aspects of market failure, much of the
debate surrounding the causes of the crisis and legislative proposals to reform
the housing finance system assumes that the private market should be central
to the housing finance system. The debate over the future of the secondary
mortgage market illustrates how little the competence of the market is questioned. Virtually every proposal for restructuring the secondary mortgage market envisions that Fannie and Freddie be ‘‘wound down’’ so that they are
eventually dissolved or act as much smaller institutions. In their place would
be private institutions that would be responsible for the securitization of home
mortgages and receive little if any federal support.
In February 2010, the Obama administration issued a report to Congress that
called for the eventual closure of Fannie and Freddie and the establishment of
a private housing finance system, outlining three options with varying degrees
of government-provided support. Except for the continuation of FHA mortgage
insurance for low-income home buyers, the housing finance would be very
much dominated by private, for-profit institutions.
According to the report,
the government’s primary role should be limited to robust oversight and consumer
protection, targeted assistance for low- and moderate-income homeowners and
renters, and carefully designed support for market stability and crisis
response…private markets—subject to strong oversight and standards for consumer and investor protection—will be the primary source of mortgage credit and
bear the burden for losses (U.S. Department of Housing and Urban Development
and U.S. Treasury, 2011).

Nowhere does the report refer to the many problems the private market has
shown over the past 100 years in providing a stable basis for housing finance.
Time and again the government has had to intervene when the private market
ran aground.
d

d

d

d

It was of course the failure of the housing finance system during the
Great Depression that prompted the federal government to establish
mortgage insurance, Fannie Mae, the 30-year fixed-rate mortgage, and
other innovations.
The federal government’s decision to deregulate the savings & loan industry in the 1970s and 1980s so that S&Ls could better adjust to new market
dynamics led to the collapse and closure of thousands of lenders. The subsequent federal program to address the S&L crisis cost US taxpayers more
than $157 billion and led to a new set of regulations (Schwartz, 2010).
The mortgage crisis of the 2000s also illustrates the failure of the private
market to provide affordable and sustainable mortgages. The crisis
stemmed overwhelmingly from the mortgage underwriting and securitization practices of private actors in the mortgage market—mortgage banks
and brokers, investment banks, and the bond rating agencies. Most of the
lending that fueled the crisis was not subject to federal regulation, and
most did not involve Fannie Mae and Freddie Mac (Immergluck, 2009).
In addition to the propensity of the private market to erupt in periodic
crises, it has also often failed to provide equitable access to mortgage
credit to minorities. There is a long history of racial discrimination in the
mortgage and housing markets (Jackson, 1985; Yinger, 1995). The federal
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government, especially the FHA, promoted and abetted many of these
practices well into the 1970s. However, the profusion of subprime lending
was not subject to federal regulation and in many cases was racially discriminatory. Mortgage lenders and brokers frequently targeted minority
households for loans they could ill afford and failed to inform them of
other less risky mortgage products that they could qualify for (Engel &
McCoy, 2008; Immergluck, 2009).
The rigidity of thought on housing matters is not confined to adherents of
free-market orthodoxy. Just as many policy analysts and political leaders have
refused to question the adequacy of the market in the provision and financing
of housing, advocates on the left have also shown little inclination to reconsider
their core beliefs. This failure is most apparent in the debate surrounding the
Obama administration’s proposal to restructure the public housing program so
that local housing authorities could borrow from banks to fund much-needed
renovations and other capital improvements. The administration introduced
Preservation, Enhancement, and Transformation of Rental Assistance (PETRA)
in 2009. The legislation would have allowed housing authorities to convert public housing to project-based Section 8, so that the housing would be eligible for
rent subsidies based on Fair Market Rents. Authorities could then borrow
against this stream of revenue and use the proceeds to pay for essential capital
improvements.
At present, public housing is funded through a combination of rental payments, operating subsidies, and capital improvement grants. These sources of
revenue fall far short of need. As of 2008, public housing suffered from a backlog of more than $22 billion in essential capital improvements (Schwartz, 2010).
Capital improvement grants have never been adequate to renovate more than a
small portion of the stock. Partly as a result of chronic underfunding and the
aging of the public housing stock, housing authorities have demolished more
than 200,000 units of public housing, replacing only a portion of these units.
Some authorities, most notably San Diego, have deaccessioned their entire
inventory of public housing.
Under PETRA, the enhanced revenue stream made possible by converting
public housing to project-based Section 8 would enable authorities to rehabilitate
the remaining stock of public housing within a much shorter time frame than
would have been possible otherwise. Yet, opponents lambasted the proposal as a
feckless form of privatization, in which a public housing facility, a public asset,
would be mortgaged and put at risk. In the event of default, banks could foreclose
and drive the residents away. Instead, the government should provide the necessary funding directly and not risk the future of public housing.
The critics do not acknowledge that (i) public housing has never been
funded adequately, and the prospects for increased governmental subsidy for
public housing are highly unlikely; (ii) that without immediate investment,
public housing will continue to deteriorate, and more and more will
be removed from the program, either through demolition or deaccession (e.g.,
Lakoff, 2010). They do raise legitimate and important points about the need
to ensure tenant protection in the event of default, but rather than engage in
a productive discussion on how to best preserve public housing in a hostile
political environment, some critics of PETRA have focused on defeating the
legislation regardless of the broader threats to public housing.
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CONCLUSION

If the housing and mortgage crises were treated as a ‘‘teachable moment,’’
they could have occasioned frank and wide ranging discussion on many important issues, including the following:
d

d

d

d

d

d

To what extent and in what circumstances should homeownership be
encouraged for low-income households? What is the minimum amount
of equity that households should contribute as a down payment?
To what extent is innovation necessary in the mortgage market? What
were the positive, as opposed to illusory, contributions of financial
engineering?
What are the disadvantages and advantages of having the government
play a direct role in setting mortgage underwriting standards and guaranteeing securities based on mortgages that conform to these standards?
How should fair housing and fair lending laws be updated to address
new forms of racial discrimination? How should the CRA be modified
to reflect structural changes in the financial sector?
To what extent should subsidies for low-income renters be dependent
on tax incentives rather than on direct expenditures?
How can the large and growing problem of housing affordability be
addressed?

I conclude with two comments on the role of education in preventing housing and mortgage crises from erupting again. First, it is essential to instill historical memory of the crisis and its causes. Courses on housing policy, housing
finance, and finance more generally should look at the crisis as a cautionary tale
of how the mortgage market can run amuck in the absence of effective regulation. If anything, the crisis teaches us that the mortgage and financial industries
cannot be counted upon to regulate themselves, and that one should be very
skeptical when successors to Alan Greenspan assert otherwise.
Second, and in a related vein, educators need to offer critical perspectives on
the role of markets in the provision of housing. This means not only that educators should teach students about standard economic concepts of market failure.
In addition, principles of behavioral economics should be taught so that students may understand the importance of how information (e.g., mortgage
terms) is presented influences the choices and decisions consumers make in the
housing and mortgage markets. The number and complexity of choices homebuyers need to make to obtain financing can determine the likelihood that they
will obtain affordable and sustainable mortgages, and home buyers should
have a ‘‘default option’’ that would best serve their needs (Thaler and Sunstein
2008). Finally, students should be exposed to the ways in which housing and
mortgage markets operate in other developed countries to underscore the variety of ways by which markets may be structured, regulated, and augmented.
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