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the foreclosure process.� The problem, as FDR saw it, was not 
merely the distress of the mortgagees, but that the entire sys-
tem by which housing was financed had broken down.

The �920s was  a period of  real  growth  in  the physical 
economy of the United States, driven largely by the expansion 
of the auto sector and related industrial growth. This in turn 
produced demand for housing, especially for the families of 
the growing industrial workforce, building up communities in 
the industrial heartland, as well as the close-in suburbs.�

Until  �927,  this housing growth and homeowner mort-
gages were primarily financed by community-based Savings 
and  Loans  (or  Building  and  Loans,  as  they  were  called  in 
many places), whose asset base was dependent on savings de-
posits of those same people who applied for the loans. As they 
were  structured  and  chartered,  the  S&Ls  were,  in  reality, 
banking cooperatives, in which these depositors (and mort-
gagees) were the effective owners; their success (or failure) 
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depended very much on the decisions made by the local bank 
officers and the banks’ community boards.

The S&Ls, whose charters forbade them from selling or 
trading in mortgages, were what are called dedicated lenders, 
whose credit allocation is based primarily on loans to the local 
community, especially for housing.

The  “Roaring  ’20s”  were  also  a  period  of  speculative 
frenzy, where even the smallest investor fell prey to “get rich 
quick” schemes and speculative investments, made with bor-
rowed money that was often dependent on future growth of 
their asset values, the which, in most cases, meant the appre-
ciation of their homes.6 Then, as has taken place in the recent 
decade, with  the  influx of huge sums of money from large 
banks and other Wall Street-linked “investors,” a housing as-
set bubble was pumped up.

The bubble pumping  really  took off  in �927, when  the 
Coolidge Administration lifted the ban on state- and Federally 
chartered commercial banks issuing mortgages. These banks 
began issuing mortgages and loans at a feverish pace, pushing 
up the price of housing. Since these predators had no real roots 
in local communities, and were only interested in their profits, 
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Whose ‘Foreclosure Crisis’?

“Reliable” real estate industry sources, such as RealtyTrac, 
report that there will be well over � million foreclosures by 
year’s end.

But why should we place our faith in reports that come 
from  the misnamed  real estate “industry” and mortgage 
brokers  and  bankers  who  created  this  crisis  in  the  first 
place? Rather than focus on the numbers from highly sus-
pect sources,  it were better  to ask some questions: “Ex-
actly who is it that is being foreclosed on?” “Who would 
benefit from a bailout of troubled mortgages?”

EIR’s sources  in  the mortgage sector  tell us  that  the 
majority of the homes being foreclosed on, by far, are not 
owner-occupied properties, but homes owned by specula-
tors or developers, who find themselves holding properties 
against which they have over-borrowed and are now un-
able to flip for a profit. These speculators are on the ram-
page—to save their own hides.

In some cases, such as in upscale communities in Cali-
fornia and Florida, speculators bought over-priced vacation 
or “second” homes in markets that are now “ice cold.” In 
places such as Loudoun County, Va., in the formerly “white 
hot” suburbs of Washington, D.C.—an area that was con-

sidered  a  gold-plated,  “can’t  miss”  market  for  specula-
tors—investors now find themselves up against a glut of 
other high-priced real estate garbage, with new additions to 
the glut coming on line daily. Ironically, many of these for-
merly non-credit-risk developers and speculators were stu-
pid enough to go for exotic loans, including subprime jum-
bos,  looking  for  big  returns,  under  the  delusion  that  the 
homes would still sell for a profit. Now, they are trapped 
with high-dollar mortgages coming due on properties that 
can’t be sold.

The developers and the speculators are now bailing out, 
willing to take hits on their credit. In so doing, they dump 
these toxic properties on the banks, which, in most cases, 
hold on to them, rather than sell them at auction. As one 
banker explained, the banks do this out of fear that mass fire 
sales would trigger a total price collapse.

This is the reality of the crisis. The numbers from the 
various real estate sources on foreclosures are primarily ly-
ing propaganda, concealing what is happening while feed-
ing calls for a government bailout to take those toxic mort-
gages  off  the  books  of  the  banks—a  bailout  process  of 
speculation itself, financed with taxpayer money.

—L. Wolfe


