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The financial and credit crisis presently plaguing our nation can be attributed primarily to the collapse of the housing market. Much of the blame for this crisis must be assigned to the government’s social engineering policies since 1938. With the noblest of intentions, Franklin Roosevelt and the New Deal created Fannie Mae (Federal National Mortgage Association) so government could help make home ownership easier for millions of Americans.
After Fannie Mae’s explosive growth in the 1960s, Lyndon Johnson created a similar association, Freddie Mac (Federal Home Loan Mortgage Corporation) and made both Fannie Mae and Freddie Mac Government Sponsored Enterprises (GSE). These Enterprises became profit making entities that did not have to worry about risks because the government assured them of a line of credit, a combined $4.5 billion. They were allowed to borrow money at interest rates lower than a private business, to pay no state or local income taxes and to make political contributions. The Heritage Foundation reports that by the 1990s Fannie Mae and Freddie Mac secured “more than half of the residential mortgage market in the United States”, becoming government subsidized housing monopolies. Misconduct on the part of top administrators soon followed.
In 2003 the Justice Department charged Freddie Mac with using accounting schemes to under report its earnings in the amount of $5 billion. Freddie Mac paid $125 million fine to federal regulators, more than $400 million in shareholder lawsuit settlements and $3.8 million in civil fines to settle Federal election Commission charges of improper political fundraising. Two federal agency reports (2004 & 2006) determined that Fannie Mae had “cooked the books” and misstated its earnings by nearly $10.6 billion so that the top administrators could receive millions in windfall profits.
Who were these top administrators? Fannie Mae’s Chairman Franklin Raines, Bill Clinton’s Budget director ($52 million), Vice-Chairman Jamie Gorelick, Clinton’s deputy attorney general ($15 million) and Chief Executive James A. Johnson, lobbyist and aborted veep committee search chief for Obama ($1.9 million). Franklin Raines was fired but served as an advisor to the Obama campaign. They were not the only benefactors of the GSEs generosity. Senator Chris Dodd, Chairman of the Senate Finance Committee, received a sweetheart loan deal from now defunct Countrywide Mortgage and over $150,000 in political contributions.
President Bush in his State of the Union message in 2001 warned of an impending crisis at Fannie Mae and Freddie Mac. In 2004 Treasury Secretary John Snow and Federal Reserve Chairman Alan Greenspan again warned Congress about the potential disaster posed by an unregulated Fannie Mae and Freddie Mac. Democrats blocked every move made to reform these entities, even a reform bill in 2005 co-sponsored by Senator John McCain.
The Department of Housing and Urban Development at the urging of Democrat Congressman and Chairman of the House Banking Committee, Barney Frank, mandated that Fannie and Freddie start handing out mortgages to customers whether they were credit worthy or not. Frank received over $100,000 in political contributions from Fannie and admitted that he had a nine year romantic relationship with a top Fannie Mae executive, Herb Moses, who was at the forefront of Fannie’s push to relax lending restrictions. Many questioned whether this was a conflict of interest but the media virtually ignored this indiscretion. By mid 2008 Fannie and Freddie’s stock crashed forcing the government to increase their debt credit to $300 billion. The sub-prime mortgages that Fannie and Freddie bought and sold to financial entities became virtually worthless.
So a well intentioned effort of social engineering has been corrupted by those in government who placed personal power and greed above the interests of the American taxpayer. It is very sad that there are far too many in our government who serve for all the wrong reasons. A recent news release from Edward Jones Co. summarized: “A relaxation of loan qualification standards and the mistaken assumption that home values would continue to increase without interruption or decline led to the creation of investments with significant default risks. As a result, the landscape of the financial services industry has changed swiftly and dramatically”.
Sadly those most at fault for the crisis benefited both financially and politically and immediately blamed others for their failures while the nation moved ever closer to the abyss of a socialistic state.
