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Abstract
Underwater mortgages are depressing housing demand by
creating blockages in the mortgage finance system. Families
in trouble because of a loss of income can't make their
monthly payments, refinance, or sell their homes. By
coupling effective counseling with robust solutions for
troubled homeowners-such as loan modifications, refinancing, and rental housing options-we can get on the
road to economic recovery much faster, writes Peter Tatian in a commentary for U.S. News & World Report’s
Debate Club. 

U.S. News & World Report

Restoring the housing market is key to the economic recovery. Housing construction creates
jobs—well-paying American jobs—that feed back into our economy. Every new construction job produces two
more jobs in the local economy (and, conversely, every construction job lost results in two additional jobs
being eliminated). But housing demand remains tepid and, as a result, the construction industry has
stagnated. 

What's the problem? Underwater mortgages are depressing housing demand by creating blockages in the
mortgage finance system. Interest rates are at all-time lows, but underwater homeowners can't take
advantage of them because they can't make up for lost equity. Families who find themselves in trouble
because of a loss of income or other financial shock can't make their monthly payments, refinance, or sell
their homes. Foreclosures result, which drag down the prices of nearby homes, increasing the likelihood that
other homeowners will fall underwater and perpetuate the downward spiral. Lenders become increasingly
wary of making new mortgages, afraid of the risk of losses from bad loans. 

The failure of the market to correct these problems is exactly why public policy needs to intervene. With
proper help and incentives, many (but not all) underwater mortgages can be turned into performing loans.
Underwater homeowners who might otherwise need to walk away from their homes would be more willing to
stay in them if refinancing were available. This would mean fewer foreclosures, which benefits homeowners,
lenders, neighbors, and the housing market. Plus, with lower monthly payments, homeowners would have
more disposable income to prime the economic pump, such as by investing in home repairs or improvements. 

The trick is identifying which homeowners can benefit from refinancing. Housing counseling can play a key
role here. Urban Institute research has shown that housing counselors can help homeowners and lenders
restructure loans and increase the likelihood that those loans will remain current, or identify other options for
people who cannot afford to remain in their homes. By coupling effective counseling with robust solutions for
troubled homeowners—such as loan modifications, refinancing, and rental housing options—we can get on the
road to economic recovery much faster. 

Peter A. Tatian is a senior research associate in the Urban Institute's Metropolitan Housing and Communities
Policy Center. His areas of interest include housing policy, neighborhood indicators, and community
development. He directed the Urban Institute's evaluation of the National Foreclosure Mitigation Counseling
program. 

Other Publications by the Authors
Peter A. Tatian 

Usage and reprints: Most publications may be downloaded free of charge from the web site and may be used and copies

Document date: February 06, 2012
Released online: February 17, 2012

http://www.urban.org/index.cfm
http://www.urban.org/PeterATatian
http://www.urban.org/publications/412492.html
http://www.urban.org/PeterATatian


made for research, academic, policy or other non-commercial purposes. Proper attribution is required. Posting UI research
papers on other websites is permitted subject to prior approval from the Urban Institute—contact publicaffairs@urban.org.

If you are unable to access or print the PDF document please contact us or call the Publications Office at (202) 261-5687.

Disclaimer: The nonpartisan Urban Institute publishes studies, reports, and books on timely topics worthy of public
consideration. The views expressed are those of the authors and should not be attributed to the Urban Institute, its
trustees, or its funders. Copyright of the written materials contained within the Urban Institute website is owned or
controlled by the Urban Institute. 

Source: The Urban Institute, © 2012 | http://www.urban.org 

mailto:publicaffairs@urban.org
http://www.urban.org/about/contact.cfm

