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		Abstract

		There is little consensus as to the cause of the housing bubble that precipitated the financial crisis of 2008. Numerous explanations exist: misguided monetary policy; a global savings surplus; government policies encouraging affordable homeownership; irrational consumer expectations of rising housing prices; inelastic housing supply. None of these explanations, however, is capable of fully explaining the housing bubble.    

This Article posits a new explanation for the housing bubble. First, it demonstrates that the bubble was a supply-side phenomenon attributable to an excess of mispriced mortgage finance: mortgage-finance spreads declined and volume increased, even as risk increased â€” a confluence attributable only to an oversupply of mortgage finance.    

Second, it explains the mortgage-finance supply glut as resulting from the failure of markets to price risk correctly due to the complexity, opacity, and heterogeneity of the unregulated private-label mortgage-backed securities (PLS) that began to dominate the market in 2004. The rise of PLS exacerbated informational asymmetries between the financial institutions that intermediate mortgage finance and PLS investors. These intermediation agents exploited informational asymmetries to encourage overinvestment in PLS that boosted the financial intermediariesâ€™ volume-based profits and enabled borrowers to bid up housing prices.    

This Article proposes the standardization of PLS as an information-forcing device. Reducing the complexity and heterogeneity of PLS would facilitate accurate risk pricing, which is necessary to rebuild a sustainable, stable housing-finance market. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: housing bubble, securitization, mortgage, MBS, RMBS, CMBS, PLS, Fannie Mae, Freddie Mac, GSE, informational asymmetries, community reinvestment act, affordable housing goals, irrational exuberance, standardization, housing finance, real estate

	
	

	
    

    
	

	
	
		JEL Classification: K23, L15, L32, L50, R31

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Levitin,  Adam J. and Wachter,  Susan M., Explaining the Housing Bubble (April 12, 2012). Georgetown Law Journal, Vol. 100, No. 4, pp. 1177-1258, University of Pennsylvania Institute for Law & Economics Research Paper No. 10-15, Georgetown Public Law Research Paper No. 10-60, Georgetown Law and Economics Research Paper No. 10-16,  Available at SSRN: https://ssrn.com/abstract=1669401 or http://dx.doi.org/10.2139/ssrn.1669401 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Adam J. Levitin (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Georgetown University Law Center]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Georgetown University Law Center  ( email )

			

			
			
				
				
				
					600 New Jersey Avenue, NW
Washington, DC  20001
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Susan M. Wachter

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Pennsylvania - Wharton School, Department of Real Estate ]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Pennsylvania - Wharton School, Department of Real Estate   ( email )

			

			
			
				
				
				
					The Wharton School
3620 Locust Walk
Philadelphia, PA  19104-6330
United States
215-898-6355 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://real.wharton.upenn.edu/~wachter/index.html
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Pennsylvania - Finance Department]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Pennsylvania - Finance Department  ( email )

			

			
			
				
				
				
					The Wharton School
3620 Locust Walk
Philadelphia, PA  19104
United States

				

				
			

			
				
				
					HOME PAGE: http://real.wharton.upenn.edu/~wachter/index.html
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    9,102

			

		
		
		
			Abstract Views

			   41,603

		

		
		 
		
			Rank

			    1,219

		

		
	


	
		
            
            	       43 Citations
		

	

	
		
			
				       47 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    The Wharton School, University of Pennsylvania Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                The Wharton School, University of Pennsylvania Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,891

                                    

                                    
                                        PAPERS

                                            3,138

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marcella Barnhart at University of Pennsylvania - The Wharton School, Mia Wells at University of Pennsylvania - The Wharton School

                                    

                                
                            

                        

                    

                
	
                    University of Pennsylvania Carey Law School, Law & Economics Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                University of Pennsylvania Carey Law School, Law & Economics Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,001

                                    

                                    
                                        PAPERS

                                              858

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Jill E. Fisch at University of Pennsylvania Carey Law School, Elizabeth Pollman at University of Pennsylvania Carey Law School; Co-Director, University of Pennsylvania Carey Law School - Institute for Law and Economics; European Corporate Governance Institute, Lisa M. Fairfax at University of Pennsylvania Carey Law School - Institute for Law and Economics

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Georgetown University Law Center Legal Studies Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Georgetown University Law Center Legal Studies Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,849

                                    

                                    
                                        PAPERS

                                            1,709

                                    

                                

                                
                            

                        

                    

                
	
                    Financial Crises eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Crises eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,713

                                    

                                    
                                        PAPERS

                                            7,271

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Real Estate eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Real Estate eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,196

                                    

                                    
                                        PAPERS

                                            9,859

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Dennis R. Capozza at Ross School of Business, University of Michigan, William N. Goetzmann at Yale School of Management - International Center for Finance

                                    

                                
                            

                        

                    

                
	
                    Regulation of Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Regulation of Financial Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,133

                                    

                                    
                                        PAPERS

                                           10,786

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Howell E. Jackson at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    IO: Regulation, Antitrust & Privatization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Regulation, Antitrust & Privatization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              999

                                    

                                    
                                        PAPERS

                                           22,850

                                    

                                

                                
                            

                        

                    

                
	
                    Urban Research eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Urban Research eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              805

                                    

                                    
                                        PAPERS

                                            9,040

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Eugenie L. Birch at Department of City and Regional Planning, School of Design, University of Pennsylvania, Susan M. Wachter at University of Pennsylvania - Wharton School, Department of Real Estate 

                                    

                                
                            

                        

                    

                
	
                    Urban Economics & Regional Studies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Urban Economics & Regional Studies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              730

                                    

                                    
                                        PAPERS

                                           22,119

                                    

                                

                                
                            

                        

                    

                
	
                    Young Scholars Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Young Scholars Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              681

                                    

                                    
                                        PAPERS

                                            5,015

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robin Fretwell Wilson at University of Illinois College of Law, David A. Hyman at Georgetown University Law Center

                                    

                                
                            

                        

                    

                
	
                    Insurance Law, Legislation, & Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Insurance Law, Legislation, & Policy eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              642

                                    

                                    
                                        PAPERS

                                            3,066

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Aviva Abramovsky at University at Buffalo Law School, Robin Paul Malloy at Syracuse University College of Law

                                    

                                
                            

                        

                    

                
	
                    Housing & Community Development Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Housing & Community Development Law eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              629

                                    

                                    
                                        PAPERS

                                            2,504

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robin Paul Malloy at Syracuse University College of Law, Aviva Abramovsky at University at Buffalo Law School

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Securitized Banking and the Run on Repo

                        
                            By
                                
                                
                                    
                                    Gary B. Gorton
                                     and 
                                
                                    
                                    Andrew Metrick
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Securitization Without Risk Transfer

                        
                            By
                                
                                
                                    
                                    Viral V. Acharya, 
                                    
                                
                                    
                                    Philipp Schnabl, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Securitization Without Risk Transfer

                        
                            By
                                
                                
                                    
                                    Viral V. Acharya, 
                                    
                                
                                    
                                    Philipp Schnabl, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Securitization Without Risk Transfer

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Philipp Schnabl, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rollover Risk and Market Freezes

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Douglas M. Gale, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rollover Risk and Market Freezes

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Douglas M. Gale, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rollover Risk and Market Freezes

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Douglas M. Gale, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rollover Risk and Market Freezes

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Douglas M. Gale, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Unstable Banking

                            
                                By
                                    
                                    
                                        
                                        Andrei Shleifer
                                         and 
                                    
                                        
                                        Robert W. Vishny
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Unstable Banking

                            
                                By
                                    
                                    
                                        
                                        Andrei Shleifer
                                         and 
                                    
                                        
                                        Robert W. Vishny
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
