goes counter to what we've
In telling people: Be careful
about your debt”

. Barney Frank, D-Mass., on
dent Bush’s plan to help
bied homeowners reset their

mortgage rates
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By Robert Collier

international  diplomats
er in Bali to try to begin nego-
g a successor treaty to the

fast rise as the world’s leading
ce of greenhouse gases.
the talks, which began Dec. 3
continue until Dec. 14, no
ing agreement is likely to be
hed on cutting emissions. The
administration refuses to
ider such a pact unless China
does so and China says
thy nations must go first. Not
ly understood, however, are
underlying elements behind
onflict — the degree to which
has become the central bat-
ont of global warming, and
reasons why China’s govern-
t cannot make any conces-
to U.S. demands.
ccording to several interna-
studies in recent months,
’s emissions have not only
ed past the US. level, but also
owing at a rate that far out-
s wealthy nations’ capacity to
ease theirs. Even if China met
targets toreduce energy in-
ity (consumption per unit of
omic output), its emissions
ld increase by about 2.5 bil-
metric tons over the next five
, the data show. This total is
ger than the 1.1 billion tons
bductions imposed by the Kyo-
rotocol on developed nations,
hding the United States, which
fince withdrawn from the trea-

et Beijing’s leaders are not be-
bborn or in denial. To the
ary, President Hu Jintao and
ier Wen Jiabao seem much
aware of the global warming
blem than President Bush or
iy members of Congress. The
ial sticking point is that Bei-
s top leadership seems largely
pable of complying with any
lificant cutback commitments.
imid China’s explosive eco-
hic growth of recent years, the
unist government has lost
uch political and regulatory
er that it has been unable to
provincial and municipal au-
fities to obey environmental
. Despite its image abroad as
pll-powerful dictatorship, the
ernment  desperately needs
regulatory clout.
or example, the central gov-
ment has made high-profile
hges to reduce energy intensity
percent annually and to pun-
ocal officials who fail to com-
but many local authorities
e blithely ignored Beijing, con-
ing to pursue economic
pth at all costs. As a result, the
hiry cut its energy intensity by
1.3 percent last year and by 3
ent in the first nine months of
year, according to official sta-
cs — which are believed to be
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MORTGAGE MELTDOWN

NTEREST RATE ‘FREEZE’ —

Securitization

At the heart of the cheap credit binge was a

process known as securitization,

Street began to buy up subprime mortgages
and package them as mortgage-

securities to sell to investors.

Mortgage
hroker

offering subprime
mortgages solicited
loans nationwide using
Wall Street money. After
making a home loan,
they quickly sold it to
packagers, such as
investment banks, for
more profits.

Structured finance

A financial innovation called structured finance

More mortgage brokers
jumped into the
subprime business, many
of them eamning six-figure
incomes on high fees

subprime loans.

where Wall

backed
Borrowers

Borrowers, many first-time homebuyers or individuals
wanting to refinance, turned to subprime loans.

New mortgage loans by year

All mortgages
Subprime mortgages

In trillions of dollars $5

id for by homeowners'

s

provided Wall Street a way to divide subprime

mortgage-backed securities into
slices.) The tranches allowed the

be parceled out to various investors. Investors who

tranches (French for
risk of a loan pool to

purchased bonds in the securities received a portion

of the mortgage payments in the

Tap-level tranches contain
the highest-quality, but lowest-
paying, bonds. Even though a
mortgage-backed security may
be funded from a pool contain-
ing subprime loans, the top
tranches can have investment-
grade status of triple-A rated
bonds because they are paid
first from the pool.

The lowest-level tranches
contain the riskiest, highest-
paying bonds. They get a low
rating and are paid off after the
double- and triple-A rated bonds
are paid.
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Investors
worldwide
gobbled up the
securities.

2006

Wall Street investment banks began pooling risky,
subprime loans that did not meet the standards of
government-sponsored agencies such as Fannie Mae
and sold them as “private label” securities.

Rating agencies such as

Standard & Poor's helped

investment banks structure
Pl the mortgage-backed
4: i securities to get the best

;  possible bond ratings,

parmning healthy fees in the
Bicess, and making them
ractive to investors,
¥including mutual and
pension funds.

Mortgage-
backed
i security

Sources: Mortgage Bankers Association; HSH Assaciates;

Federal Housing Finance Board;
LoanPerformance, a First American Co.
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THE REAL STORY IS FRAUD

Bankers pay lip

service to families
while scurrying to
avert suits, prison

By Sean Olender

New proposals to ease our great
mortgage meltdown keep rolling in.
First the Treasury Department urged
the creation of a new fund that would
buy risky mortgage bonds as a tactic to
hide what those bonds were really
worth. (Not much.) Then the idea was
to use Fannie Mae and Freddie Mac to
buy the risky loans, even if it was clear
that US. taxpayers would eventually
be stuck with the bill. But that plan
went south after Fannie suffered a
new accounting scandal, and Fred-
die’s existing loan losses shot up more
than expected.

Now, just unveiled Thursday,
comes the “freeze,” the brainchild of
Treasury Secretary Henry Paulson. It
sounds good: For five years, mortgage
lenders will freeze interest rates on a
limited number of “teaser” subprime
loans. Other homeowners facing fore-
closure will be offered assistance from
the Federal Housing Administration.

But unfortunately, the “freeze” is
just another fraud — and like the other
bailout proposals, it has nothing to do
with U.S. house prices, with “working
families,” keeping people in their
homes or any of that nonsense.

The sole goal of the freeze is to pre-
vent owners of mortgage-backed secu-
rities, many of them foreigners, from
suing U.S. banks and forcing them to
buy back worthless mortgage securi-
ties at face value - right now almost 10
times their market worth.

The ticking time bomb in the U.S.
banking system is not resetting sub-
prime mortgage rates. The real prob-
lem is the contractual ability of inves-
tors in mortgage bonds to require
banks to buy back the loans at face
value if there was fraud in the origina-
tion process.

And, to be sure, fraud is every-
where. It’s in the loan application doc-
uments, and it’s in the appraisals.
There are e-mails and memos floating
around showing that many people in
banks, investment banks and appraisal
companies — all the way up to senior
management — knew about it.

I can hear the hum of shredders
working overtime, and maybe that is
the new “hot” industry to invest in.
There are lots of people who would
like to muzzle subpoena-happy New
York Attorney General Andrew
Cuomo to buy time and make this all
go away. Cuomo is just inches from
getting what he needs to start putting
a lot of people in prison. I bet some
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