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I discuss some ways in which ideas from psychology may be helpful for thinking

about the �nancial crisis of 2007-2008. I focus on three aspects of the crisis: the

surge in house prices in the years leading up to 2006; the large positions in

subprime-linked securities that many banks had accumulated by 2007; and the

dramatic decline in value of many risky asset classes during the crisis period. I

review a number of psychology-based mechanisms, but emphasize two, both of
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