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The Savings and Loar Bailout:
A Simple Economics Lesson

by Representative Bernie Sanders, I-Vt.

The federal gavernment bailed cut the Savings arnd Laan
barks ta the tune of tems of billions of dallars, and less thaws
a year later the gavernment had ta add more tenms of billicns ta
bail the banks cut some more. The coast of the bailaut is rnow at
some B8 billien dallars. Billicay! Mow Fresident Rush is asking
focr yet mare tems of billioms ta bail cut the savings and laans
ornce agair. What's gcoing cn?

I sit o the House Ranking Committee. IF you listen to
what they say in Washingtcrn, the situaticr is complicated. Yaret
Kricw how ecornamists talk: they use words and phrases that mormal
pecple can’t understand, and after they are done talking they
fFimally say one thing you do understand. They hand you a Bill,
ard tell you hoaw much the goverwnment is going to have to pay.

Well I'm naot proafessor of economics, and 1 haven’®t bheen
aracund Washingtcors for a lomg time. That qualifies me as scmeone

wha can talk straight with you about what is going om with the
Bavings and Lloaarn crisis.

How did we get intc a orisis? Let me explairn with a simple
stocry. Imagine that samecrne you went to high school with moved
dawrn to Texas and, in loccacking for a job, Fournd work as & teller
i & bark. After ten years, he somehow managed to become
fresident of the bank.

Hoa ome day he is sitting iv his of fice and & man walks in
ar says he wants a laar. The marn is very tarnned-—--he cbhviously
spends & lot of time at beach rescrts——and he has lats of goald
rnecklaces and bracelets adorning his persarn. He says that he
warnts ta build a large condominium vacaticrm—home complex, which
he will develap on scme desert land his brather—in—law Guwrs,
A1l he rneeds is 15@ millicr dollars to finance comstructics of
Tumbleweed Acres.

Your friend the president asks what he will put up as
callateral. "0Oh, you can have the land and a first mortgage o
the condominiums as callateral. Yaour frienmd frowns & little.
"I oso anxicouws ta get money that 1711 pay yvou interest at a rato
af 3% above the prime rate.” Your friend smiles: the
sotockhalders will be pleased with these bipg proafits. He appraves

the lcan.

The wext day a man and a wamarn, both dressed in very
stylish but conservative business suits, fly im Ffrom MNew Yook b
wvisit your friends. It seems that the managemewnt of the
Bunpgy—~Whip Company wants to by up the comparny firom ite
stackhalders. I coeder ta get the cash to buy up the stook,



they are selling bonds which promise a vevry high rate of
interest. Yaour friewmd asks how the bands are secured, but
instead of answering him directly the twa bond-brokers give &
larg speech about how the bonds pay high, and they mean really
high, interest. Sca yaur friend takes 128 millicon dollarse woorthn
af these bonds for the bank, paying cut depasitor’s hard-earmned
cash far them.

R year later, Jgust as yocur friend the banrnk president has
his feet up an the desk in his cowboy bacts anmd is readirvgy 1v the
newspaper that the stock market is arn a two—week downturry, he
gets a phane call. The mars with the gold jewelry is o the line.
He says that Tumbleweed Acres has anly managed to sell twenty of
five thausand condos. The morney realized from that sale has gone
to pay of f his brather—in—law and ta pay his cwrn salary and
baruses. The caonda campany is bankrupt, arnd he is ca&lliwg te
tell the barnk that, instead of paying back the lcgar, he is
turning the candas aver ta the bank. b, ore problemn. Recauses
the monmey ran cut, there is na plumbing in the cowndos, and
because they ccauldn’®t pay the supplier the windows and doars as
well as the stoves and refrigeratars rnever arrived for four
hurndred of the caondos.

Na saoner has yaur friend hung up the phane tharn there is
arncther caller. Sales of buggy whips have been very slow-—it 1
@ bad seasan, it seems, for bugyy whips——and the Rupgy-Whip
Company has gowne barnkrupt. The bonds the barnk held are nol
trading any mare——mao arne will buy them. EBut don?’ t woorry, the
bond—braker says: i returry for your investment of 12@2 il )icans
dallars, the firm is sending its entire stock of bugny whips to
the bark. They will arrive tamorraw, five truckloads. Yeua? 11
aonly have ta pay the trucking casts.

Mearnwhile, same nice old ladies came into the bank and try
to withdraw same of the money they depasited wher their sacial
security checks arrived. They need toa pay the rent orn their
apartments. Rut the bank has na maney ta give them: all their
meey, and that of the cther depasitaors, has heen lent out ta
Tumbleweed Acres and Rugpy-Whip Campary. Up till naw, the bank
had beern using the interest ocn the loaans to pay depasitar’s meedds
for maney. Eut row there is na more interest, and ro maoore
principal. The bank is brake. It has rnao money.

Sca the banmk goaes bawnkrupt. Arcd the Federal Bavings and
l.aar Insurance Coampany steps i, Thraough that agency the
gavervment has pramised to insure that every depoasit is safe, s
the FSLLIC will give the old ladies their money, and the lacal
gracer the marney he had deposited, and the families the money
they had beern saving ta send their children ta ool lege.

But where doces the FSLLIC get its moaney?

Well, there was criginally a reascornable amaount  of money in
the fund bhecause barnks were charged madest premiums for thias



bariking ! insurarnce.’? But there waswn’t encugh money to underwrite
all the stupid investments made by bank manapgers as greedy arnd
unwise as your friewnd.

Sa the gavervment-—-—this is the great Beorge Bush plarn-—turns
ta the ald ladies and the pgroacers and the hard-warking families
of PAmerica, and says "If yocu want your morney ta be safe whew it
is i a bark, yocu will have to pay a lat more in taxes—-—at least
a_thausand dallars a persar, maybe evern a laot mocre-—-to help cut
the banks. "

Naw I ask you, is that fair? Daes that scund sensible?

What abcout the marn with the pold jewelry, what does he pay?
He is off iw the Eahamas in a luxuriacus hame with a poal,
sitting o the beach working o his tan. What abcut the,
bornmd—brakers wha are off skiing from at their luxuricus cando in
Rsper? What about the ex—-Fresident of the Rugny-Whip Coamparny,
who sald his stack ta himself and packeted thes bank’®s morney sa
that he coculd buy a Mercedes for each of his seventeen
grandchildren? And what about yocur friend the bank president,
who doesrn'®t mind the bark’s failuwre and his loss of a Job hecause
he had saved up much «of his $&35#¢, 202 armual salary and viow has a
Jeby teaching ecarnamics at a local university?

Why daorn't these peaple pay?

Why dain’t they bail cut the banks? They're the cres wha
made the prafits. They?re the anes whase greed led them to make
stupid busiress decisians.

What has happewried ta that old Americarn woticrn of
responsibility? Do’ t the peaple whoa make the mess have ars
abligaticrn ta cleanm it up?

Nat accarding the Gecrpe BRush. Her wants yau ta believe that
bark failures are ycour problems, and that youw, the hard-warking
peuple of America, shcould give up adequate health care, a decent
educaticors for youwr childrer, safe highway bridges, building
law—-ast bousing——that you should give up all these thinpgs sa
that the barnkers and investment brokers and real estalte
speculatcrs will nat bave ta pay the bill foor the mess they
created.

Well I don't buy Bush’s plan. Rs a member of the House
Barking Committee, [ have pledged naot to vate farr any Fuwrther
bailaut of the barks unless the Fresident tells us where—--fram
whom——he will get the maney.

RArid if he warn't ask the rich and the super-—rich ta pay for
the bailout, he wan’®t get the money. et those who proafited paw
part of their prafits to caver the lasses their Fimarncial
shenamigang have oreated.

-



There. The ecancmics lessarn is aver. I dan’t know why
ecancmists and paliticianse always pretewnd it is such a mystericus
sclence. Ecanamics isn’t sa tough if you think straight. Every
normal Rmericarn krnows that if youw spend maore tham yow bring in,
yaur family wan’t be able ta pay its bills, and that if you risk
your bread morney ocn & Las Vegas crapshooct, you are likely to go
withcut bread tomorraw.

Which makes every ncormal Americar a lat smarter thawn
mast of America’s bank presidents.

hard—-warking folks of America have

Sa why shcould the smart
stupidity?

tao bail cut the vich dumb falks forr their

EBRecause the rich dumb falks think we are evern dumnber than

they are. Rut we aren’t dumb, and we aren’t going to pay.



