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           Many people are suspicious of their news sources. Certainly, it’s not easy to figure
out what is happening behind those closed doors of government and corporate board rooms where the “deciders” decide -- mostly in favor of their own interests, whether consciously or not. Mythology can deceive the myth makers themselves, as well as the masses. Of course, there are also the more Machiavellian few who knowingly manipulate the many, such as establishment propagandists like Karl Rove.
 

It should be said at the outset that Influencing public opinion on economic matters is systemic, not only in the American government but in other nations as well. It’s systemic in the sense that full-throated public support of the economic system is crucial for the legitimacy of any government. Nevertheless, one need not be an expert in the “dismal science” to be aware of the fact that American  capitalism has especially benefited capitalist enterprises, their owners, their wealthy investors, and their top managers, and less so the shrinking middle classes, not to mention the poor.

 

With this in mind, let me turn to the mortgage and housing crisis which, together with the cost of gas and oil, has had such a negative impact on the economy of America and also poses a threat to the world economy.  We know from the polls that it’s a topic of great concern to the public.  Admittedly, the economic issues involved – which include such anomalies as “Fannie Mae” and “Freddie Mac”, plus euphemisms like “sub-prime”, “derivatives”, “securitization”, “write-downs” and  also more familiar terms like "mortgages" and "rescue plan" – are highly complex and not easily explained. In fact, some media reports and proffered explanations of the situation often sounds like Greek that even most Greeks would not understand.

 

What is often overlooked is the fact that a major cause for the mortgage mess and the foreclosure of so many families’ homes has been the wild chase after maximum profits by lending institutions, including the government-sponsored giant companies Fannie Mae and Freddie Mac. Profits, after all, are the life blood of a market economy, leaving aside the larger question as to what extent the market is free and to what extent it is regulated and for whose primary benefit.

 


If you are not an economist, reading the New York Times about the housing and mortgage crisis and what the sub-prime lenders and putative “friends of the people” like Fannie Mae and Freddie Mac have done in and to the housing market, you’ll find it harder to make sense of the real estate lending operations than you would of the weekend cross-word puzzle.

 

 We do learn from one such Times article how Fannie and Freddie, who together have accumulated $1.5 trillion debts, “guarantee or own almost half of the home mortgages in the United States”. This amounts to over $5 trillion in mortgages, or close to 50 percent of the housing market. It makes the two companies “the main players” in the specialized market that bundles mortgages into saleable units and sells them around the world. Actually, they currently hold about 80 percent of that market’s share. The article also reports on the rescue plan which Treasury Secretary Henry Paulson, Jr. (the former Chairman and Chief Executive Officer of Goldman Sachs) has forcefully sought (and now succeeded) to sell the Congress and the American people, along with “regulatory reforms”. (“Bush Prods Congress, U.S. Combs 2 Mortgage Financers” – 7/22/08)

 

 Economically unsophisticated home owners and buyers, as many of us are, may not know much about the “average rate for so-called jumbo loans”. But we do get the point of a Times reporter who informs us that according to a knowledgeable mortgage broker the possible increase in the mortgage rate for borrowers of a $400,000 loan could mean that monthly payments would increase from $1,417 to $2,338. (“Woes Afflicting Mortgage Grants Raise Lower Rates” – 7/23/08)

 

On July 23 the House did pass the complicated rescue plan (272 to 152). Only 45 House Republicans voted for it, in spite of the urging of the President to adopt the legislation. On the 24th the Senate ok’d the bill (72 to 13). It was record speed for such a major policy change. President Bush had originally threatened a veto if the bill contained a projected $3.9 billion for local governments to assist foreclosure-endangered neighborhoods. Still, business-man and cabinet member Paulson apparently persuaded W. he’d better accept the rescue package, since what was at stake was the stability of the very economic system which helped the President and Vice-President amass their considerable fortunes.  I should also mention here that the Treasury Department and Paulson assured the public that the rescue cost, estimated to be some  $25 billion of tax-payer money for Fannie et al (or, in a less publicized, worst-case scenario, even hundreds of billions), was only a “potential” rescue, which the U.S. Treasury most likely would not need to utilize. Still, it’s discomfiting that, because of the new housing bill, the Congress had to raise the national debt limit by $800 billion, reaching thereby a ceiling of $10.6 trillion.

 

A more optimistic way of looking at the proffered “solution” of the housing crisis is presented in the “Business Day” section of the Times. (“A Housing Bill That Has Something for Nearly Everyone” – 7/25/08)  If the reporter has it right, it seems that Santa Claus has come early this year, offering relief for “certain overextended borrowers and their mortgage lenders”  as well as for a whole range of other beneficiaries. Perhaps to soothe the conscience of the reader, the reporter adds:  “But there is no shame in taking advantage of what is offered. In fact you would be foolish not to.” Somehow I think he did not have to encourage the mortgage lenders too much.  In fact I am confident that the “altruistic” Fannie and Freddy and the real estate lobbyist brigades helped write the legislation.

 

Due to limitations of space, I must skip the history of “F and F”, their genealogy,  their “derivative” trading, their past regulated (or unregulated) record,  their future  under the new regulatory “reforms”, and to what degree the troubled mortgage-buying twins and homeowner borrowers will benefit. I do agree with the syndicated columnist Froma Harrop who has some interesting things to say on the matter of regulation under the heading “Mortgage crisis roots [lie] in a failure to regulate”. (The Providence Journal, 7/15/08)

 

 Let me just say on this score that in my view, the new mortgage and home-financing regulations are designed to serve the same interests as did the old ones, except for seeking to prevent the outrageous exploitation, especially of naive mortgage borrowers with limited means. In that connection, I should also note that nowhere in the press have I read about the extent of the damage done by the mortgage industry to so-called minorities. For readers who are interested in the sad story of so many affected Black Americans I recommend the essay “The Subprime Swindle: How the mortgage industry stole black America’s hard-won wealth” by Brooklyn writer Karl Wright. (The Nation, July 14, ’08 issue)

 

Much more needs to be said about how the current economic system operates in this as in so many other areas. For now, it may be safely concluded that if it turns out “ heads” for the new legislation, Fannie Mae and Freddie Mac, their CEO’s, associates, and investors will be the winners, but if it’s “ tails”, the taxpayers lose. It’s another corporate win-win situation.
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