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It has been a long time since I gave a formal presentation in this building. I remember a 

few from the mid- and late-1990s. Some have referred to those days as the golden days of 

affordable lending, a time when we proactively, incrementally promoted sustainable 

lending to low-wealth borrowers.  

 

A lot of history has happened since then.   

 

We have documented in our work who and what we believe caused the Great Recession.  

Others have offered alternative explanations. I will leave to historians to sort it all out.   

 

I can tell you that we know from our research and those of others that the CRA and 

GSEs’ affordable housing goals did not cause the crisis. In fact, we believe that a strong 

case can be made for affordable lending done right – not only to promote homeownership 

to low-wealth families but also as a way to bring stability to the market now. We tried to 

put forward such case in our recently published book, Regaining the Dream.   

 

In the book, we document the success of the Community Advantage Program, a 

demonstration program that provided secondary market outlet to community 

reinvestment loans.  CAP was a partnership that Self-Help, Fannie Mae and the Ford 

Foundation initiated during those golden years. I am sure Martin and Zach can tell this 

story with more detail than I can.  

 



Our work shows that affordable homeownership is viable when done right. Our study of 

46.000 low income families who received fixed-rate loans and managed to repay them 

during the worst housing crisis in our nation’s history proves that it is possible to make 

sound loans to creditworthy working families. 

 

In our research, we found that 95 percent of those homeowners made their payments 

successfully, and experienced median home equity growth of $23,000. This is significant 

when compared with their median annual household income of about $31,000. 

 

Obviously, when people buy a home, the business cycle matters. For this reason, we state 

that homeownership should always be seen as a long-term proposition.   

 

CAP borrowers were unable to obtain loans with traditional terms back then. Ninety 

percent did not meet at least one of the three traditional criteria. They had LTV less than 

90 percent, DTI less than 38 percent, and many had credit scores 640 or below. About 70 

percent had down payments of less than 5 percent. 

 

In our research, we attribute the successful experience of these borrowers to three key 

elements.   

1. Sound mortgage products: CAP borrowers had fixed-rate mortgages with fair 

terms. 

2. Sensible underwriting and servicing: Lenders carefully underwrote the loans to 

ensure that borrowers could repay them and proactively work with borrowers to 

keep them in their homes when possible.   

3. Access to credit: Through the partnership with Fannie, selling those loans to the 

secondary market replenished the supply of capital, allowing banks to make even 

more fixed-rate loans to other low-wealth families.  

 

Unfortunately, CAP is considered water under the bridge now.  

 



We have many steps to avoid repeating the Great Recession, including enacting the 

Dodd-Frank financial reform act. Among other things, the act requires lenders to ensure 

the ability to repay a loan. It prohibits the financial incentives that led to the proliferation 

of subprime lending. It broadens protections under federal law. It requires lenders to 

qualify borrowers on the fully indexed rate for adjustable-rate mortgages. It limits the 

fees in qualified mortgages. It establishes penalties for non-compliance and bans 

mandatory arbitration for home loans.  

 

Finally, the act created the Consumer Financial Protection Bureau, charged with ensuring 

that consumers get the information they need to make sound decisions and to discourage 

abusive and deceptive credit practices.  

 

The act also left some things to regulators and the future. The debate these days 

surrounding the definitions of QM and QRM are good examples of the former, while a 

real solution to the too-big-to fail problem is the most obvious example of the latter in my 

view.  

 

In our hope to avoid repeating the current crisis, each well-intentioned response is 

defining collectively the mortgage credit market of the future. This is being done without 

regard to what the future demand for mortgage credit is likely to look like.   

 

In our current path, we already have a glimpse of what lending is likely to look like in the 

future. It will be one of restricted access to credit: requirements of credit scores of 720, 

740 and above, large down payments, low debt-to-income ratios, and collateral in safe 

locations. The future is also likely to see more concentration in the financial sector. We 

see financial companies with a lesser footprint in our communities and a greater reliance 

on web-based lending.  

 

On the other hand, the demand for mortgage credit will look very different a decade or 

two from now. We will be soon a majority minority country. It is already this way in 

several areas. Economists tell us that we will have a service and information economy, 



characterized by lower, more-variable incomes and more nontraditional attachment to the 

labor force. They tell us that student debt is likely to take a larger share of family budgets 

at the same time that the wage premium of higher education may narrow. 

 

Researchers also tell us that we will have different patterns of wealth creation, household 

formation, social networks and fortunes across different groups, whether native born or 

immigrants, whether Latinos, Asian Americans, African-Americans, Anglos and others.   

 

In the current path, there will be a mismatch between the offering of our mainstream 

mortgage credit market and demand characteristics of the future. How are we going to 

bridge that mismatch? Are we going to let a lightly regulated market serve the credit 

needs of most Americans? We tried that already. It is called the subprime debacle. Are 

we going to become a nation of renters instead?  

 

What is needed in the future is real lending. What I mean with the term is sustainable 

lending for real people, for people with real lives. That is the challenge for all of us: not 

only to design a financial system that avoids past mistakes but also one that serves – in a 

sustainable manner – the credit needs of what will be the bulk of the U.S. population.  

 

We believe that CAP and Regaining the Dream can show us a possible way to do that.    

 

It is difficult to envision a future after five years of crisis. It is understandable.  It is also 

understandable that when faced with the realities of today, with all its uncertainty, we can 

only see short-term considerations, even if those may be undesirable in the long run.   

 

I am afraid that after five years of crisis, we have lost our power of imagination. CAP –  

the story we tell in Regaining the Dream – was based initially on imagination, a vision, a 

dream. Without the courage of imagination, the future will be defined only by each 

successive step we take now to avoid repeating the past. I believe that we would be 

shortchanging our children if we were to leave them such a mortgage market.  

 



Instead, we need to let our dreams, who and what we want to be as a people, guide the 

way we define the sustainable mortgage credit market of the future.  

 

Thank you. 
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