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Abstract This policy review assesses the condition of the housing sector in the United States
nearly five years after the nation’s housing bubble collapsed in 2007, triggering the nation’s
worst financial crisis and economic recession since the 1930s. The paper reviews key trends in
housing construction, sales, prices, and mortgage arrears and foreclosure, and it examines
trends in housing affordability. The paper then assesses the most important housing policies of
the Obama administration, focusing first on those that address the mortgage foreclosure crisis,
then on those relating to other policy priorities. The paper highlights some of the shortcomings
in the design of the administration’s programmes, and the inability of the administration to take
additional measures to address the nation’s housing problems after the Republicans gained
control of Congress in the elections of 2010.
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Introduction
The housing market in the United States turned downwards in 2007 and plunged
into crisis the following year. As of early 2012, conditions remained dire. Although
mortgage interest rates are as low as they have been in decades, and the federal
government established numerous programmes to address the crisis, the situation has
scarcely improved. The federal government launched a series of measures over the
past few years to prevent mortgage foreclosures and to ameliorate the negative effects
of foreclosure on local communities, but their results fall short of the Obama administration’s goals and are dwarfed by the scale of the problem. The government also
passed legislation to reform the mortgage finance system and prevent reoccurrences
of the negligent and sometimes abusive mortgage lending and securitisation processes
that triggered the country’s worst financial crisis and economic recession since the
Great Depression. If the federal government achieved some success in preventing
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and mitigating mortgage foreclosure, the problem of housing affordability has grown
increasingly worse.
The Obama administration’s ability to address the nation’s housing problems – and
most other domestic concerns – have been severely constrained since the Congressional elections of 2010, when Republicans won control of the House of Representatives and won enough seats in the Senate to block virtually any legislation or political
appointment. Deficit reduction and austerity are now the dominant priorities, at least
in Congress.
In this policy review I will first outline key trends and patterns in the US housing
market. I will then discuss the most important policies and programmes of the Obama
administration, focusing first on its efforts to address the mortgage crisis, and then
on other aspects of housing policy. I conclude with some comments on the future
prospects for the housing market as the nation approaches the presidential election
of 2012.
Key Trends
By almost any measure, the US housing market remains in the doldrums more than
four years after the onset of the housing crisis. Table 1 summarises some of the major
trends.
Residential Construction
Housing construction is at a 60-year low. Prior to the crisis, an average of about one
million single-family housing units were started each year. Single-family housing
starts plummeted from 1.4 million in 2006 to 622,000 in 2008, and have remained
below 500,000 since 2009. Construction of both single- and multi-family housing
remains extremely depressed. Residential fixed investment, which includes construction and renovation, accounted in 2010 for the smallest share of the nation’s gross
domestic product (GDP) since 1945 (Harvard Joint Center for Housing Studies, 2011,
p. 10).
House Prices
It was of course the collapse of the housing bubble in 2006 that triggered the global
financial crisis. After rising by 76 per cent from the 4th quarter of 2000 to the first
quarter of 2006, house prices, as measured by the national composite S & P Case
Shiller index, fell by 10 per cent in 2007, and by 18 per cent in 2008. Prices have
yet to recover, and have continued to edge downwards. Nationally, by the end of
2011 house prices had fallen by an average of 33 per cent from their peak in 2006
(Board of Governors of the Federal Reserve System, 2012, p. 1). In some markets
house prices in 2011 had declined by more than 50 per cent. Most of these areas saw
the biggest increases in housing prices during the build-up of the housing bubble,
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Table 1. Selected housing market indicators: 1999–2011
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but some regions with the biggest decreases in housing prices, most notably Detroit,
were bypassed by the bubble. One reason housing prices have yet to recover is that,
in many markets, prices have been depressed by the sale of foreclosed property or by
other ‘distress’ sales (Board of Governors of the Federal Reserve System, 2012); as
of October 2011, about 25 per cent of all home sales involved foreclosed properties
or ‘short sales’ (when the bank agrees, in lieu of foreclosure, to have the home sold
for less than the amount owed) (Hepp, 2011).
Declining home values caused unprecedented numbers of homeowners to experience ‘negative equity’, with their mortgage debt exceeding the value of their home.
At the end of the third quarter of 2011, 22 per cent of all homeowners with mortgages, 10.7 million in total, had negative equity. In states hardest hit by declining
home prices, such as Nevada, Arizona, Florida and Michigan, 35 to 58 per cent of
all homeowners with mortgages suffered from negative equity (CoreLogic, 2011).
Put differently, for the first time on record, the total amount of mortgage debt in the
United States now exceeds the total value of all residential property (Harvard Joint
Center for Housing Studies, 2010, Exhibit 14). The collapse of the housing bubble
caused household wealth to decline by about $7 trillion (Board of Governors, Federal
Reserve System, 2012, p. 1).
Housing Sales
Sales of new housing have declined annually since 2006, falling in total by 70 per
cent by 2011. Sales of existing homes decreased by 34 per cent from 2006 to 2011,
but have hovered around 4.2 million a year since 2008. However, as noted above, a
substantial portion of these sales – 25 to 40 per cent – involved properties that had
been foreclosed upon or had been sold to avoid foreclosure (Hepp, 2011). Excluding
these cases, far fewer existing homes are being sold than before the crisis.
Mortgage Foreclosure and Arrears
More than four million home mortgages were foreclosed upon from 2008 through
2011. Another three to four million homeowners are in arrears and at risk of foreclosure (Harvard Joint Center for Housing Studies, 2011). As of the third quarter of 2011,
8.0 per cent of all homeowners with mortgages were in arrears, and foreclosure proceedings had started on 1.1 per cent of all single-family mortgages (US Department
of Housing and Urban Development, 2012). Originally the foreclosure crisis involved
risky subprime mortgages and other loans with permissive underwriting standards.
However, as unemployment in the Great Recession took its toll, an increasing share of
homeowners with conventional, fixed-rate mortgages ran into trouble (Congressional
Oversight Panel, 2010). The number of foreclosures in 2011 declined somewhat
from the previous year, but this was mostly because of public furor in the wake of the
‘robo-signing’ scandal. Loan servicers had foreclosed on thousands of homes with
incomplete, inadequate or fraudulent documentation. Mortgage lenders reduced their
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foreclosure activity – and some had temporarily ceased all foreclosure activity – until
they could sort out the documentation of their mortgages. All indications suggest that
the pace of foreclosure will increase in 2012 (see Foreclosures (2012 Robo-signing
and Foreclosure Abuse Settlement), 2012).
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Housing Affordability
In some respects housing in 2012 is more affordable than it has been in many
years. The combination of decreased housing prices and low interest rates sharply
reduced the amount of income required to afford a median priced home. The Harvard
Joint Center for Housing Studies reports that ‘the median home price fell to about
3.4 times the median household income, the lowest level since 1995’. Similarly,
monthly mortgage payments on a median-priced house (assuming a 10 per cent
down-payment) decreased from 32 per cent of median income at the end of 2005
to 18 per cent at the end of 2010 (Harvard Joint Center for Housing Studies, 2011,
p. 19). However, housing bargains are available only to those who can meet the
more stringent lending standards of the mortgage industry. Buyers need to provide a
down-payment of at least 20 per cent of the purchase price, and their credit history
must pass the lenders’ tightened criteria. Many households who would have had no
problem qualifying for a mortgage before the crisis, are shut out of the market today
(Board of Governors of the Federal Reserve System, 2012, pp. 6–7; Harvard Joint
Center for Housing Studies, 2011, p. 20).
By other measures, problems with housing affordability are more acute than ever.
From 2007 to 2009, the last year for which data are available, the number of households who spend 50 per cent or more of their income on housing costs increased by
more than 3 million or 14 per cent. From 1999 to 2009, the incidence of severe cost
burden increased by more than 60 per cent, with the increase especially pronounced
among homeowners (US Department of Housing and Urban Development, 2011).
Policy Responses
President Obama inherited an economy veering towards collapse when he took office
in January 2009. In the preceding six months the country experienced its worst
financial crisis since the Great Depression of the 1930s, triggered by the collapse of
the housing bubble and the resulting implosion of mortgage-backed securities. The
financial crisis sparked what soon became known as the Great Recession.
Under Obama’s predecessor, George W. Bush, Congress took several measures
to address the crisis. Perhaps most importantly, Congress passed the $700 billion
TARP bill (Troubled Assets Relief Program) to rescue the nation’s largest financial
institutions, and the federal government effectively nationalised (took into receivership) Fannie Mae and Freddie Mac, the government-sponsored enterprises (GSEs)
that dominate the secondary mortgage market. The Bush administration sponsored a
temporary tax credit for first-time home-buyers as a way to reinvigorate the housing
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market. It also took modest efforts to prevent mortgage foreclosures, and it established
a programme to help states and cities ameliorate some of the negative effects of mortgage foreclosure on local communities (Schwartz, 2010; Immergluck, 2009).
Immediately after assuming office, President Obama persuaded Congress to pass
an economic stimulus bill. Totaling $788 billion in new spending and tax breaks,
the bill provided $13 billion for housing-related purposes. In February 2009, the
administration launched its foreclosure prevention initiative, funded with up to $50
billion from TARP. The president’s first budget, passed in 2009, included several
new initiatives for housing and a greater emphasis on environmental sustainability.
Also in 2009, Congress passed major legislation that reformed federal policy towards
homelessness, putting greater emphasis on prevention and rapid rehousing. Finally, in
October 2010, Congress passed the Dodd-Frank Act to reform the financial services
industry and prevent financial crises from occurring in the future. The Act also
established the Consumer Financial Protection Bureau.
Other than incremental changes to its mortgage foreclosure-prevention and mitigation programmes, the Obama administration has achieved little in housing or in
other domestic areas since 2010, especially after the elections of November 2010,
that established a Republican majority in the House and sharply reduced the Democratic majority in the Senate. With deficit and debt reduction suddenly elevated to the
highest priority – at least rhetorically – and with conservative Republicans in control
of the House, and able to thwart virtually any legislation or political appointment in
the Senate, stasis has set in.

Mortgage Foreclosure Prevention and Mitigation
In March 2009 the Obama administration launched Making Home Affordable
(MHA), its initative to prevent mortgage foreclosures. Funded with up to $50 billion from TARP, MHA consisted of two main components. The first was the Home
Affordable Modification Program (HAMP), which sought to reduce the debt-service
costs of homeowners at risk of foreclosure. The programme targeted homeowners
who had taken out subprime or other high-risk mortgages and were paying more than
31 per cent of their income on their first mortgage. The second component, Home
Affordable Refinancing Program (HARP), was intended to help eligible homeowners refinance their mortgages under more affordable terms through Fannie Mae and
Freddie Mac.
The Obama administration originally set a goal of assisting seven to nine million
homeowners through its foreclosure prevention initiative. As of December 2011, it had
provided permanent mortgage modifications to 993,000 homeowners under HAMP
and had refinanced 998,000 mortgages under HARP (US Department of Housing and
Urban Development and US Treasury, 2012). These are not trivial numbers, but they
fall short of the administration’s goals.
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HAMP failed to reach its goals for several reasons. First, it was a voluntary
programme, 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 programme (Congressional Oversight
Panel, 2010). Second, the programme 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 and income loss in the Great Recession.
Moreover, the programme’s eligibility criteria were too narrow. Only households who
paid more than 31 per cent 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 per cent – and this does not deal with other
debts that many homeowners carried (Congressional Oversight Panel, 2010).
Third, many critics argue that the programme should have done more to reduce
the outstanding debt carried by distressed homeowners. While it 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 programme did very little to address the problem of negative
equity – which in extreme cases probably promotes mortgage default and foreclosure
(Congressional Oversight Panel, 2010; Immergluck, 2010).
Yet another reason for the disappointing performance of the Obama administration’s foreclosure prevention programme is that the Senate refused to support a key
component. When originally announced, the programme 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 programme had passed, it would likely have put pressure on mortgage servicers
to modify mortgages more expeditiously; if they didn’t, bankruptcy judges could
modify the loans on less favourable 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, 2011).
It is less clear why Fannie Mae and Freddie Mac refinanced millions fewer mortgages under HARP than was originally expected. One reason was that the programme
was originally limited to homeowners whose mortgages did not exceed 105 per cent
of the value of their home – making ineligible millions of homeowners with negative
equity. After a few months the limit was extended to 125 per cent of the property’s
value. More importantly, as of May 2011, only 60,000 of 810,000 mortgages refinanced under HARP involved borrowers with significant negative equity (loans than
exceeded the property’s value by 105 to 125 per cent). It appears that the higher fees
charged by the GSEs for higher-risk mortgages may have reduced the appeal of this
programme for ‘underwater’ – negative equity – homeowners. Moreover, lenders may
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have been reluctant to participate in HARP because the GSEs increasingly required
them to repurchase loans than violated their guidelines (Board of Governors of the
Federal Reserve System, 2012; Immergluck, 2011, p. 21).
The Obama administration amended and augmented its foreclosure prevention efforts frequently. For example, the Principal Reduction Alternative programme gave
loan servicers additional incentives to reduce loan principal. The Home Affordable Foreclosure Alternatives programme encouraged various alternatives to foreclosure. The Hardest Hit Fund provided funds to state housing finance agencies
to develop their own foreclosure prevention programmes. The Home Affordable
Unemployment Program enabled HAMP participants to receive partial forbearance
of their mortgage payments for up to 12 months (although the GSEs declined to
participate in this programme) (Congressional Oversight Panel, 2010; Immergluck,
2011). In his State of the Nation Address of 2012, President Obama announced
another initiative to encourage the refinancing of underwater mortgages (Dewan,
2012).
In February 2012, the administration and 49 state attorney generals announced
an agreement with the five largest mortgage servicers totaling a minimum of $26
billion. The agreement addressed abusive practices in mortgage loan servicing and
foreclosure, and established new procedures to prevent such abuses in the future.
At least $10 billion of the settlement will go toward the reduction of principal of
borrowers who are in arrears or otherwise at risk of foreclosure. The total amount
of the settlement may exceed $35 billion after agreement is reached with additional
loan servicers (Schwartz & Dewan, 2012).
While the Obama administration’s efforts to prevent mortgage foreclosure have
come nowhere close to their original goals, they were not completely ineffective. They
enabled more than two million households to remain in their homes; they enabled
millions more to retain their homes for a longer period than would have otherwise
occurred, and they established a set of standards for mortgage modifications. Also,
several million homeowners had their mortgages modified outside the purview of
the federal government (Immergluck, 2011; US Department of Housing and Urban
Development and US Department of the Treasury, 2012).

Foreclosure Mitigation
Launched in 2008, the Neighborhood Stabilization Program has provided about
$7 billion, in three separate appropriations, to states and localities to help them
address the blight and 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 programme has been well received, but the amount of
funding is very small in relation to the need (Sheldon et al., 2009; Immergluck,
2011).
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Housing Finance Reform
On 21 July 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 non-bank 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 pre-payment
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 counselling 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).
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 essential regulations; they have sought to change the oversight of the Consumer Protection Bureau
from a single individual to a bipartisan committee, and they blocked the appointment
of Elizabeth Warren (the Harvard Law School Professor who originally conceived
the financial consumer protection agency) to direct the Bureau. Ultimately, President
Obama appointed former Ohio Attorney General Richard Cordray as the Bureau’s
director. He made the appointment when Congress was not in session, thereby circumventing the need for Senate confirmation.
The Future of the GSEs
One aspect of housing finance has received surprisingly little attention (at least
publicly). That is the future of Fannie Mae and Freddie Mac, and more broadly the
role of the federal government in housing finance. In March 2011, the administration
released a white paper that outlined three potential roles that the government could
assume in the secondary mortgage market after the GSEs are ‘wound down’ (US
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Department of Housing and Urban Development and US Department of the Treasury,
2011). However, the administration has introduced no legislation regarding the GSEs,
and Congress has put little energy into this issue notwithstanding the vitriol against
the GSEs that emanates from some Republican lawmakers. Meanwhile the GSEs
along with the Federal Housing Administration are financing 90 per cent or more of
all home mortgages issued in the United States (Harvard Joint Center for Housing
Studies, 2011) – which no doubt makes it difficult to eliminate or replace the GSEs
any time soon.
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Other Aspects of Housing Policy
While the Obama administration has made several efforts to strengthen the overall
housing market and address the foreclosure crisis, it has been less forceful with regard
to subsidised housing for low-income renters. The administration did designate $13
billion of its $788 billion economic stimulus act for housing projects and programmes.
These components of the stimulus bill aimed to improve energy efficiency in federally
funded housing, support ‘shovel-ready’ construction projects, and help families and
communities hardest hit by the economic crisis. Among other things, the stimulus
legislation created two programmes to bolster the Low-Income Housing Tax Credit
programme, the nation’s most important source of subsidy for the construction and
rehabilitation of low-income rental housing. The programme had been impaired by
the financial crisis as several major tax-credit investors, mostly banks and the GSEs,
had either gone bankrupt, merged out of existence or were taken over by the federal
government, and the institutions that remained in the market reduced their investments
in the face of economic uncertainty (Schwartz, 2010).
President Obama’s initial budget for the Department of Housing and Urban Development increased spending on housing research, and it created a new initiative,
in conjunction with the Department of Transportation, to promote sustainable urban
development. The Obama Administration has also sought to allocate $1 billion to a
housing trust fund to support the development and preservation of low-income housing. Congress authorised the trust fund in 2008, but it was to have been financed by
the GSEs. Congress refused to provide a new source of funding after the GSEs were
brought under federal conservatorship. The administration has also sought to devise
new ways of leveraging resources from the private sector to fund the renovation and
preservation of public housing and other subsidised housing.
While federal housing programmes saw a significant budgetary increase in the first
year of the Obama administration, due mostly to the stimulus bill, federal spending
in most housing categories has been flat or reduced in the years since. The budget
cuts stem in large part from political pressure to reduce the federal deficit – which
increased sharply as the recession reduced tax revenues and caused public spending
to rise. In July 2011, as part of a deal struck to avoid pushing the federal government
to default on its debt, the Obama administration and Congress agreed to reduce the
federal deficit by $2 trillion over 10 years. It further specified that if Congress failed
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to develop a plan on how to achieve these reductions by 23 December 2011, $1.2
trillion in spending cuts over 10 years would be automatically enacted in January
2013, half from the Defense budget and half from domestic programmes – housing
included. Congress failed to arrive at a deficit reduction plan by its deadline, and the
administration’s proposed budget for fiscal 2013 reflects the automatic spending cuts.
Even before this action to reduce the deficit was taken, Congress had reduced
funding for several housing programmes. From fiscal 2010 to fiscal 2012, the budget
for public housing (operating and capital funds combined) decreased by 20 per cent
($1.2 billion). Spending for the Community Development Block Grant programme
and the HOME investment Partnership programme (a vital source of funding new
housing) declined, respectively, by 26 and 45 per cent. One of the only areas not to
be cut is the budget for homeless assistance grants (National Low Income Housing
Coalition, 2012).
Further exacerbating matters, the severe downturn in the housing market weakened
the most important state and local programmes, which draw most of their resources
from private market activity through inclusionary zoning and housing trust funds. For
example, total revenue collected by state housing trust funds declined by 43 per cent
between 2009 and 2010, from $848 million to $481 million (Dastur et al., 2011).
Meanwhile, the need for subsidised housing has never been greater. Between
2007 and 2009, the number of very low income renters paying more than half their
income on rent and/or living in severely deficient housing increased by 20 per cent
– 1.1 million in total (US Department of Housing and Urban Development, 2011).
Federal housing subsidies for low-income renters go to only one-quarter of the
eligible population – for every low-income renter with federally subsidised housing,
three other low-income renters receive no assistance at all.
Finally, it is worth noting that the recent attention given to the federal deficit
has prompted new consideration of the favourable tax treatment given in the US
to homeownership. More specifically, a growing number of lawmakers and policy
analysts have questioned the wisdom of the tax deductibility of mortgage interest
payments, which amounted to more than $100 billion in fiscal 2009. For example,
the commission appointed by President Obama to recommend ways of reducing
the federal deficit proposed in its final report of December 2010 that the mortgage
interest deduction be replaced by a nonrefundable 12 per cent credit for mortgages on a
primary residence for up to $550,000 (National Commission on Fiscal Responsibility
and Reform, 2010). Although Congress and the Administration largely ignored the
Commission’s recommendations, the mortgage interest deduction has become more
conspicuous as the nation’s second largest tax expenditure. The question remains
whether it would be replaced with other better targeted housing subsidies, or reduced
simply to decrease the deficit.
Conclusions
Five years have passed since US’s housing bubble burst in 2006, and nearly four
years have passed since the near-collapse of the mortgage market precipitated the
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nation’s worst financial crisis since the 1930s. Unfortunately, the housing sector has
seen little improvement. Nearly all indicators show that conditions at the end of 2011
were nearly as bad as they were in late 2008, and in some cases they are worse.
Some aspects of the housing sector, most notably construction activity, have started
to improve since December 2011, but it is too early to know if these gains will be
sustained, and other key elements, including housing prices, remain depressed.
While the federal government has taken some action to prevent mortgage foreclosure and mitigate the consequences of the millions of foreclosures that have taken
place, these policies have been incremental and reactive. If the government had acted
earlier and more forcefully, the foreclosure crisis might not have been as severe or
as prolonged. Still, the government did prevent foreclosures for nearly two million
homeowners and delay foreclosures for millions of others, and it provided resources
to help cities and states assist communities hit hard by housing abandonment and
disinvestment. The Obama administration also succeeded in passing legislation to reform mortgage lending practices and, hopefully, prevent mortgage crisis from arising
in the future.
Much less can be said of the administration’s policies toward low-income renters.
While the government has sustained its support for homeless assistance programmes,
funding for several rental subsidy programmes has declined – and at a time of
mounting need.
The Obama administration’s actions toward housing, and nearly all other domestic
policy concerns, have been hamstrung since January 2011 by losses to the Republicans
in the Congressional elections of 2010. Subsequently, the President has been unable to
pass any meaningful legislation to address the housing crisis, and has been pressured
to reduce funding for major housing programmes. We will see if the Presidential and
Congressional elections of 2012 lead to a more effective housing policy.
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