August 26, 2010

In a radical departure from our normal selection of writers who are committed to free minds and free markets, we go to the main stream media to see how this administration is doing in their eyes. We go to Time, Washington Post, Bloomberg News, The Hill, NY Times, The Street.com, and The Daily Beast. We'll be back to good writers next week.
 

 

In Time, Mark Halperin criticizes the president and the Dems for playing politics with Social Security.
In a move as predictable as Lucy pulling the football away from Charlie Brown, Democrats are using Social Security scare tactics to gain ground before the November election. President Barack Obama is not only tolerating this classic old politics maneuver by his party — he is leading the charge. 
...It is clear why Democrats are raising the specter of Republican efforts to alter Social Security. This tactic has worked in the past, as older voters — who typically turn out at the polls in higher percentages, especially in midterm years — tend to trust Democrats more than Republicans to protect the cherished retirement program. And given the weak economy, Obama's mushy poll numbers and the lack of traction on the White House's legislative achievements, it is no surprise that Democratic leaders would turn to the tried-and-true tactic. Also, with some prominent Republicans still calling for a fundamental change to the system by adding private accounts, the GOP has opened itself up to political attack.
But Obama is living in a parallel Vulcan universe if he thinks he and his strategists can spend the next two months using campaign appearances, advertising, robocalls and other voter communication to demonize Republicans on Social Security, and then turn around in January and try to make a deal on that same issue. ...
 

 

Chris Cillizza contrasts the 1994 GOP takeover with the current national mood, in the WaPo.
Is it déjà vu all over again for Democrats? 

Some neutral observers and senior strategists within the party have begun to believe that the national political environment is not only similar to what they saw in 1994 -- when Democrats lost control of the House and Senate -- but could in fact be worse by Election Day. 

A quick look at the broadest atmospheric indicators designed to measure which way the national winds are blowing -- the generic ballot and presidential approval -- affirms the sense that the political environment looks every bit as gloomy for Democrats today as it did 16 years ago. 

"President Obama's job [approval] number is likely to be as bad or worse than [Bill] Clinton's when November rolls around, the Democratic generic-ballot advantage of plus 12 to plus 15 in 2006 and 2008 is now completely gone, and conservatives are energized like 1994," said Stu Rothenberg, an independent political analyst and editor of the Rothenberg Political Report, a well-read campaign tip sheet. 

The generic ballot -- would you vote for an unnamed Democrat or an unnamed Republican? -- is either similar or worse for Democrats (depending on which poll you look at) than it was in 1994. 

In an August 1994 Washington Post-ABC News poll, 49 percent of respondents said they would vote for the Democrat while 42 percent said they would back the Republican. Last month, 47 percent said they would support the Republican while 46 percent chose the Democrat. 

The results were strikingly similar in several other national surveys....
 

 

In Bloomberg News, John Gittelsohn and Bob Willis look at the severity of the continuing housing crisis.
...“If foreclosures continue to mount and depress home prices, that could send the economy back into a recession,” said Celia Chen, an economist who tracks the industry for Moody’s Analytics Inc. “The housing market and the broader economy are closely intertwined.” 
...With 14.6 million Americans out of work, homeowners are struggling to hold onto their properties. One in seven mortgages were delinquent or in foreclosure during the first quarter, the highest in records dating to 1979, according to the Washington- based Mortgage Bankers Association. Foreclosures probably will top 1 million this year, said RealtyTrac Inc., an Irvine, California-based data company. ...
...Shadow inventory, or the number of homes repossessed or in default that eventually will be offered for sale, stood at 7.3 million in the first quarter, according to Laurie Goodman, an analyst in New York at mortgage-bond broker Amherst Securities Group LP. As those properties hit the market, prices will come under pressure and buyers will wait for better deals. 
“The only thing that’s going to fix the housing markets right now is a work-through of what excess supply is on the markets and improvement in unemployment,” Guy Lebas, chief fixed-income strategist at Janney Montgomery Scott LLC in Philadelphia, said today in an interview on Bloomberg Television’s “In the Loop with Betty Liu.” “That process is a very, very long-term process.” 
 

 

Silla Brush also reports on the continuing foreclosures, in The Hill.

Democrats are finding little success in their nearly two-year campaign to ease the nation’s housing woes. Since coming into office, President Obama has undertaken a series of policy initiatives intended to stabilize home prices, boost demand and reduce foreclosures. But a series of recent reports indicate those policies have not stopped the precipitous decline in housing, which began well before the official start of the recession in December 2007. The National Association of Realtors on Tuesday reported that existing home sales plunged 27.2 percent in July, hitting the lowest level in more than a decade. The decline exceeded even the worst estimates of analysts, many of whom predicted a sales drop of around 14 percent.
There could be more disappointing data on the way. The Mortgage Bankers Association will release a report on mortgage delinquencies Thursday that is expected to show the foreclosure crisis is still going strong. The continued problems in the housing market are bad news for Democrats, who are already struggling to convince the public their policies are moving the economy in the right direction. With the midterm elections less than three months away, voters say the state of the economy is their top concern, and most surveys show the public is souring on Obama’s handling of the issue. The Obama administration has repeatedly defended its housing polices, even while conceding that the market remains weak.
...Still, private forecasters warn it is possible home prices will start declining again, particularly because unemployment is one of the biggest causes of housing market troubles. The national unemployment rate has held steady at 9.5 percent the past two months, but there have been signs this month that the recovery of the job market is faltering. "It's very possible we're going to have another decline in the home price market," said Anthony Sanders, a finance professor at George Mason University.  IHS Global Insight, a private economic firm, estimates that median sales prices for existing single-family homes will continue to decline through the first quarter of 2011. Such a decline would compound ongoing difficulties in the federal efforts to reduce foreclosures. ...
 

 

Also from The Hill, we learn a senior economist, who advised the Dems on the stimulus package, sees increasing possibility of a double dip recession. 
An economist who advised Democrats on the $787 billion stimulus has increased his prediction of the odds of the economy entering a double-dip recession. Mark Zandi, the chief economist of Moody’s Analytics, pegged the chances of a second recession at one in three. Just a few weeks ago, he saw only a 20 percent chance of another economic slowdown. “I don’t think we’ll double-dip, but it will be a close call,” Zandi told reporters Tuesday at a breakfast sponsored by the Christian Science Monitor. He cited weak consumer confidence, nervous businesses and investors, and plummeting home sales to explain the gloomier outlook. ...
 

 

In the NY Times, Gretchen Morgenson discusses the effects of the Fed's monetary policy.
...It is not lost on these consumers that their minuscule returns are a direct result of the Federal Reserve’s attempt to shore up troubled banks’ financial standing. Sharply cutting interest rates vastly increases banks’ profits by widening the spread between what they pay to depositors and what they receive from borrowers. As such, the Fed’s zero-interest-rate policy is yet another government bailout for the very industry that drove the economy to the brink. 
Todd E. Petzel, chief investment officer at Offit Capital Advisors, a private wealth management concern, characterizes the Fed’s interest rate policy as an invisible tax that costs savers and investors roughly $350 billion a year. This tax is stifling consumption, Mr. Petzel argues, and is pushing investors to reach for yields in riskier securities that they wouldn’t otherwise go near. 
...“If we thought this zero-interest-rate policy was lowering people’s credit card bills it would be one thing but it doesn’t,” he said. Neither does it seem to be resulting in increased lending by the banks. “It’s a policy matter that people are not focusing on,” Mr. Petzel added. ...
...Of course, the federal government is a huge beneficiary of low rates; if they were higher, our already ballooning deficits would be heftier still. ...
 

 

In The Street.com, Jim Cramer doesn't like what he's seeing in the market.
The charts show no faith. Doesn't matter the industry, health care, tech, banks or defense companies. They all look terrible. Just horrible. Not saying, therefore, that everything must go down. Am saying that it is really, really ugly almost everywhere you look. ...
...I think that things are better than all of these charts say. But then again the S&P 500 is gripped with one of the ugliest head-and-shoulders patterns I have ever seen, one that won't be saved by Salesforce(CRM), McDonald's(MCD), Las Vegas Sands(LVS), Family Dollar (FDO) or F5 Networks(FFIV). A couple of food and beverage and tobacco stocks -- Heinz(HNZ), Coors(TAP) and Altria(MO) won't do the trick. 
The charts look sick, sick indeed. I fear only until we get really oversold -- looks like that is coming -- will we see a cessation. Until then, bet on takeovers on individual stocks. 
That seems to be the only tonic the charts show. 

 

 

Summing up all of the above we hear from Dem pollster Doug Schoen at the Daily Beast. He has worked for Bill and Hillary Clinton, Ed Koch, and the recent FL senate campaign of Jeff Greene. 
Not only has President Obama systematically put forward unpopular policies and programs that are not producing real, long-lasting results that reflect the wishes of the American people, he has not generated a sense of competence in the electorate.
Indeed, Obama’s judgment and instincts have been called into question by a series of bad decisions since he has become president. Put simply, rather than emphasizing results and outcomes, he has opted for rhetorical parsing and political gamesmanship every time. Voters have grown disillusioned with the administration’s reactive and seemingly hypocritical governing style, in which the notion of unity of command and a cohesive strategy have proved alien.
“The problem,” wrote Politico’s John Harris and Jim VandeHei this summer, “is that he and his West Wing turn out to be not especially good at politics or communications—in other words, largely ineffective at the very things on which their campaign reputation was built.”
Whenever the American people are looking for leadership from the president, Obama and his administration have systematically put forth conflicting and ambiguous messages. As Maureen Dowd recently noted in a recent column for The New York Times: “He’s with the banks, he’s against the banks. He’s leaving Afghanistan, he’s staying in Afghanistan. He strains at being a populist, but his head is in the clouds.” ...






 

Time
Obama on Social Security: Ending Bipartisanship Hopes
by Mark Halperin

In a move as predictable as Lucy pulling the football away from Charlie Brown, Democrats are using Social Security scare tactics to gain ground before the November election. President Barack Obama is not only tolerating this classic old politics maneuver by his party — he is leading the charge. 

Amid a flurry of Democratic Party news releases and press conferences warning voters that Republicans are targeting Social Security for destruction, the President devoted his radio and Internet address last week to commemorating the 75th anniversary of the signing of the law that created the program. He cautioned that "some Republican leaders in Congress don't seem to have learned any lessons" from the past and are "pushing to make privatizing Social Security a key part of their legislative agenda if they win a majority in Congress." This familiar refrain might indeed help the Democrats limit their midterm losses, but Obama's involvement shows that on this issue he is putting party before bipartisanship and that he sometimes can be tone-deaf to the human element required to change Washington's acid culture. 

It is clear why Democrats are raising the specter of Republican efforts to alter Social Security. This tactic has worked in the past, as older voters — who typically turn out at the polls in higher percentages, especially in midterm years — tend to trust Democrats more than Republicans to protect the cherished retirement program. And given the weak economy, Obama's mushy poll numbers and the lack of traction on the White House's legislative achievements, it is no surprise that Democratic leaders would turn to the tried-and-true tactic. Also, with some prominent Republicans still calling for a fundamental change to the system by adding private accounts, the GOP has opened itself up to political attack.

But Obama is living in a parallel Vulcan universe if he thinks he and his strategists can spend the next two months using campaign appearances, advertising, robocalls and other voter communication to demonize Republicans on Social Security, and then turn around in January and try to make a deal on that same issue. 

A bipartisan partnership on Social Security — as on every other tough issue, including Afghanistan, immigration, energy, education, deficit reduction and jobs — is going to require trust: trust between the President and Republican leaders to stand up jointly to the extreme forces in Congress and at the grass roots in both their parties, meet in the center, take some political risks and find creative compromises to get things done. On Social Security, that means Obama will have to support raising the retirement age and cutting some benefits, while Republicans will have to back some increased taxation. And they will have to work together and present a united front. 

It is hard to imagine that Obama can be the leader of such a process in 2011 if he takes the current, sky-high level of personal and political mistrust and elevates it further by using Social Security as a weapon of distortion in September and October. And yet it appears that the White House believes there is no contradiction or connection between those two sequential presidential goals. Obama may be a hyper-rational guy, but his current rhetoric on Social Security defies logic if he wants to have a productive 2011.
 

 

Washington Post
Poll numbers in 1994, a bad year for Democrats, don't bode well for them in 2010
by Chris Cillizza
Is it deja vu all over again for Democrats? 
Some neutral observers and senior strategists within the party have begun to believe that the national political environment is not only similar to what they saw in 1994 -- when Democrats lost control of the House and Senate -- but could in fact be worse by Election Day. 
A quick look at the broadest atmospheric indicators designed to measure which way the national winds are blowing -- the generic ballot and presidential approval -- affirms the sense that the political environment looks every bit as gloomy for Democrats today as it did 16 years ago. 
"President Obama's job [approval] number is likely to be as bad or worse than [Bill] Clinton's when November rolls around, the Democratic generic-ballot advantage of plus 12 to plus 15 in 2006 and 2008 is now completely gone, and conservatives are energized like 1994," said Stu Rothenberg, an independent political analyst and editor of the Rothenberg Political Report, a well-read campaign tip sheet. 
The generic ballot -- would you vote for an unnamed Democrat or an unnamed Republican? -- is either similar or worse for Democrats (depending on which poll you look at) than it was in 1994. 
In an August 1994 Washington Post-ABC News poll, 49 percent of respondents said they would vote for the Democrat while 42 percent said they would back the Republican. Last month, 47 percent said they would support the Republican while 46 percent chose the Democrat. 
The results were strikingly similar in several other national surveys. In an August 1994 Gallup poll, 46 percent said they would vote for the Democrat and an equal 46 percent said they would support the Republican. The most recent Gallup data give Republicans an edge of 50 percent to 43 percent over Democrats. A CNN/Opinion Research poll shows that in August 1994, Republicans had a generic-ballot lead of 46 percent to 44 percent, a margin similar to the numbers in CNN data, 48 percent to 45 percent, this month. 
Presidential approval numbers paint a slightly more optimistic picture for Democrats. In mid-August 1994, Clinton's approval rating in Gallup polling stood at 39 percent; Obama is at 44 percent approval in Gallup's most recent weekly tracking poll. (By Election Day or slightly before it in 1994, Clinton's approval numbers had bumped back up to 46 percent.) In the Post-ABC survey, a similar trend is borne out: Clinton was at 44 percent approval in August 1994, and Obama is at 50 percent this month. 
Combine the similarities between 1994 and 2010 on the generic ballot and presidential approval with a clear intensity gap between the Republican base (fired up to vote) and the Democratic base (less so), and Democratic strategists are worried that they are watching history repeat itself. 
"Our losses occurred because Republican turnout was massive," said one senior party strategist deeply involved in the 1994 campaign. "The right was motivated in 1994, and while it would have seemed impossible to me then, it feels like the Republicans are much more motivated to participate in this election" than they were then. 
Although few savvy Democratic strategists debate the difficulty of the national political environment, they do note that there are two important differences between the 1994 election and this one. 
The first is the relative weakness of the Republican brand. In 1994, Republicans had been out of power in the House for four decades, and most voters had a limited sense of what a GOP House would be like. In 2010, the American public has fired Republicans -- in the House, Senate and White House -- twice in the past four years. And, in a recent NBC/Wall Street Journal survey, the GOP had its lowest favorability ratings ever. (We repeat: ever.) 
Second, Democrats understand the building frustration and desire for change in a way that the party simply didn't get 16 years ago. "The one advantage Democrats have is early-warning radar that we are facing a tough environment, and many of our incumbents have geared up their campaigns much earlier than in 1994," said Fred Yang, a leading Democratic pollster. "The possible wave may be too big for any campaign, but we're going to be ready this time and run harder and more aggressive campaigns." 
Yang's last point is the central question on which the comparison between 1994 and 2010 rests: Can well-run and well-funded campaigns by Democratic incumbents save them from being dragged out to sea politically? Democrats think so, Republicans hope not. 
Charlie Cook, a political handicapper and editor of the Cook Political Report, acknowledged that every election has "its own set of unique characteristics and dynamics" but added that Democrats shouldn't take too much comfort in that. "Is 2010 the same as 1994? No, it isn't," he said. "But that doesn't mean that the outcome can't be roughly comparable." 
Cook also noted that the state of the economy, which may have mitigated Democratic losses in 1994 with an unemployment rate of 5.6 percent, almost certainly will exacerbate them this year, as unemployment now stands at 9.5 percent.
 

 

 

 

Bloomberg News
Housing Slide in U.S. Threatens to Drag Economy Into Recession
by John Gittelsohn and Bob Willis

Housing led the U.S. out of seven of the last eight recessions. This time, it may kill the recovery. 

Home sales collapsed after a federal tax credit for buyers expired in April. Since then, the manufacturing-led expansion, which began in the second half of 2009, has been waning, with jobless claims rising and factory orders falling. 

“If foreclosures continue to mount and depress home prices, that could send the economy back into a recession,” said Celia Chen, an economist who tracks the industry for Moody’s Analytics Inc. “The housing market and the broader economy are closely intertwined.” 

Spending on home construction and items such as furniture and stoves accounted for about 15 percent of gross domestic product in the second quarter, according to West Chester, Pennsylvania-based Moody’s Analytics. Real estate also can influence consumer spending indirectly. When values soared in the mid-2000s, people used the boost in equity to pay for cars and vacations. After prices fell, homeowners lost that cushion and curbed spending. 

A report tomorrow by the Chicago-based National Association of Realtors will show July sales of existing homes plummeted 12.9 percent (It actually fell 27%)from June, the biggest monthly loss of 2010, according to the median estimate of economists surveyed by Bloomberg. 

New-home sales, which account for less than a 10th of housing transactions, stayed at the second-lowest level on record last month, economists predict Commerce Department data will show on Aug. 25. 

Housing in ‘Doldrums’ 

“Housing continues to be stuck in the doldrums,” said Jeffrey Frankel, a member of the business-cycle dating committee at the National Bureau of Economic Research, the arbiter of when U.S. recessions begin and end, and a professor at Harvard University in Cambridge, Massachusetts. 

With 14.6 million Americans out of work, homeowners are struggling to hold onto their properties. One in seven mortgages were delinquent or in foreclosure during the first quarter, the highest in records dating to 1979, according to the Washington- based Mortgage Bankers Association. Foreclosures probably will top 1 million this year, said RealtyTrac Inc., an Irvine, California-based data company. 

Federal efforts to help have had little success. Of 1.31 million loan modifications started under the Obama administration’s Home Affordable Modification Program, 48 percent were canceled by the end of July, the Treasury Department said Aug. 20. More than half of all modifications defaulted again within 12 months, the Office of the Comptroller of the Currency said June 23. 

Excess Supply 

Shadow inventory, or the number of homes repossessed or in default that eventually will be offered for sale, stood at 7.3 million in the first quarter, according to Laurie Goodman, an analyst in New York at mortgage-bond broker Amherst Securities Group LP. As those properties hit the market, prices will come under pressure and buyers will wait for better deals. 

“The only thing that’s going to fix the housing markets right now is a work-through of what excess supply is on the markets and improvement in unemployment,” Guy Lebas, chief fixed-income strategist at Janney Montgomery Scott LLC in Philadelphia, said today in an interview on Bloomberg Television’s “In the Loop with Betty Liu.” “That process is a very, very long-term process.” 

On the Sidelines 

The sidelined house hunters include Marion and Jim Lasswell, who said they spend most weekends looking at homes for sale near Raleigh, North Carolina. His engineering job at iRobot Corp. is secure, the couple’s credit is good and they have saved enough for a 20 percent down payment, Marion Lasswell said. The problem: they don’t think the market has hit bottom. 

“We’re still watching prices drop,” Lasswell, 38, a registered nurse, said in a telephone interview. She said they won’t buy “until there’s an awesome deal.” 

Home prices tumbled 33 percent from their July 2006 peak to the low in April 2009, according to the S&P/Case-Shiller 20-city index. They may drop another 20 percent by 2012 if the economy slips back into a recession, according to Chen, the Moody’s Analytics economist. 

Gross domestic product increased less than 1.5 percent in the second quarter, the slowest rate since the recovery began, according to the median forecast by economists in a Bloomberg survey. That’s down from the 2.4 percent rate initially reported by the Commerce Department last month. Growth may ease to 1.3 percent by the first quarter of next year, according to the New York-based Conference Board. 

‘Epidemic of Thrift 

Consumer spending rose 1.6 percent in the second quarter, down from 1.9 percent in the previous three months. Purchases of home furnishings and appliances fell 1.7 percent to an annual pace of $256.5 billion in June from a 2010 high in April, according to the Bureau of Economic Analysis. 

“There is an epidemic of thrift,” said Nariman Behravesh, chief economist at IHS Inc. in Lexington, Massachusetts. “Households and businesses are super-cautious right now. Sometime in the next 6 to 12 months, we’ll start to see more movement on home and car purchases and greater willingness on the part of businesses to hire.” 

Federal Reserve policy makers on Aug. 10 made their first attempt to shore up the recovery by pledging to keep their holdings of securities and prevent money from draining out of the banking system. They said the economic expansion probably will be “more modest” than earlier anticipated. The Fed has held the target for its benchmark lending rate near zero since December 2008 and purchased $1.43 trillion worth of debt to keep rates low and bolster housing. 

Buyers’ Survey 

“Household spending is increasing gradually, but remains constrained by high unemployment, modest income growth, lower housing wealth and tight credit,” the Fed said in a statement. 

The average U.S. rate for a 30-year fixed mortgage dropped to 4.44 percent in the second week of August, the lowest recorded by McLean, Virginia-based Freddie Mac, the second- largest mortgage buyer. A July survey by the Conference Board found 1.9 percent of the respondents planned to buy a home in the next six months, near December’s 27-year low of 1.7 percent. 

A sustained economic recovery depends on the job growth required to boost consumer spending, said Behravesh of IHS. The unemployment rate may average 9.6 percent this year, based on the median estimate of economists in a Bloomberg survey. That would be the highest annual rate since 1983. 

Past Not Repeated 

Home construction and property sales led the way out of the previous seven recessions going back to 1960, according to PMI Group Inc., a mortgage insurer in Walnut Creek, California. New- home sales improved an average of eight months before the beginning of economic growth, and single-family housing starts improved seven months before recovery. 

That didn’t happen in the last recession. Sales of new houses fell in five of the eight months before economic expansion began in 2009’s second half. Housing starts fell in two of seven months. 

While the Lasswells in North Carolina said they’ll keep spending their weekends looking at homes, they aren’t in a hurry to buy. “I don’t see things getting better,” Marion Lasswell said. “I expect prices to be flat for a long time.”

 

 

The Hill
Ugly report on existing home sales is latest setback for Democrats
by Silla Brush
 

Democrats are finding little success in their nearly two-year campaign to ease the nation’s housing woes. Since coming into office, President Obama has undertaken a series of policy initiatives intended to stabilize home prices, boost demand and reduce foreclosures. But a series of recent reports indicate those policies have not stopped the precipitous decline in housing, which began well before the official start of the recession in December 2007. The National Association of Realtors on Tuesday reported that existing home sales plunged 27.2 percent in July, hitting the lowest level in more than a decade. The decline exceeded even the worst estimates of analysts, many of whom predicted a sales drop of around 14 percent.

There could be more disappointing data on the way. The Mortgage Bankers Association will release a report on mortgage delinquencies Thursday that is expected to show the foreclosure crisis is still going strong. The continued problems in the housing market are bad news for Democrats, who are already struggling to convince the public their policies are moving the economy in the right direction. With the midterm elections less than three months away, voters say the state of the economy is their top concern, and most surveys show the public is souring on Obama’s handling of the issue. The Obama administration has repeatedly defended its housing polices, even while conceding that the market remains weak.

White House spokesman Bill Burton was noncommittal on Tuesday when asked whether Treasury Secretary Timothy Geithner’s efforts on housing have been a success. “I'll leave that to the economists and the pundits to decide. All we can do is everything we can to grow this economy,” Burton said.

Last week, the administration reported tepid progress in federal efforts to modify home loans and reduce foreclosures. The report said nearly half of all mortgages that were entered into a trial program for loan modification have been canceled.  Only 14 percent of the roughly 3 million delinquent loans eligible for the administration’s “Home Affordable Modification Program” have received a permanent loan adjustment. The government initially committed $50 billion to the program. Senior officials at the Department of Housing and Urban Development (HUD) and Treasury Department last week argued that their efforts have stabilized parts of the housing market, despite the modest success rate for modifications.

The administration can at least claim tentative success on the stabilization of housing prices. The S&P/Case-Shiller index that monitors home prices in selected cities found that the market remained effectively flat in the last seven months. Prices have declined roughly 30 percent since their peak in the summer of 2006, according to S&P. "There has been a great deal more of price stability," Raphael Bostic, assistant HUD secretary, told reporters last week. 

Still, private forecasters warn it is possible home prices will start declining again, particularly because unemployment is one of the biggest causes of housing market troubles. The national unemployment rate has held steady at 9.5 percent the past two months, but there have been signs this month that the recovery of the job market is faltering. "It's very possible we're going to have another decline in the home price market," said Anthony Sanders, a finance professor at George Mason University.  IHS Global Insight, a private economic firm, estimates that median sales prices for existing single-family homes will continue to decline through the first quarter of 2011. Such a decline would compound ongoing difficulties in the federal efforts to reduce foreclosures. 

Assistant Treasury Secretary Herb Allison last week said the cancellations in the federal modification program stem from an ongoing review of applications made last year that relied on a borrower's stated income. The goal was to get people quickly into the program and review the applicant’s documents later.  "Many of the people did not meet the qualifications," Allison said, adding that the cancellations under the program could increase. The loan modification program has drawn criticism from Republicans, Democrats and housing market experts.

David Abromowitz, a senior fellow at the left-leaning Center for American Progress, said the government needs stronger tools to force lenders to modify loans.
 "We need to start to consider some stronger medicine and some real disincentives for lenders to keep from foreclosing, or we're not going to see this work through the system for another few years," he said. Abromowitz said lawmakers should reconsider giving bankruptcy judges the power to modify loans, a controversial policy proposal that the financial industry terms "cramdown." Congress debated the policy several times in 2009, but it fell 15 votes shy of passage in the Senate.

 

 

The Hill
Top economist sees increased odds of double-dip recession
by Ian Swanson
 

An economist who advised Democrats on the $787 billion stimulus has increased his prediction of the odds of the economy entering a double-dip recession. Mark Zandi, the chief economist of Moody’s Analytics, pegged the chances of a second recession at one in three. Just a few weeks ago, he saw only a 20 percent chance of another economic slowdown. “I don’t think we’ll double-dip, but it will be a close call,” Zandi told reporters Tuesday at a breakfast sponsored by the Christian Science Monitor. He cited weak consumer confidence, nervous businesses and investors, and plummeting home sales to explain the gloomier outlook.

Zandi, who has advised both political parties on the economy, spoke one day after the National Realtors reported sales of previously owned homes fell in July by 27.2 percent. The housing report was much worse than analysts had expected, and it fueled a drop in stocks on Tuesday. The negative news on the housing front followed a jump in unemployment claims last week. On Friday, the Commerce Department is expected to announce that the economy grew at a slower pace than expected in the second quarter.

The faltering economic recovery is bad news for Democrats, who are headed into a midterm election that could tilt the House and Senate back to the GOP. House Republican leader John Boehner (Ohio) on Tuesday hammered President Obama’s policies and called on him to fire his economic team. Zandi said there is little that can be done to ease the economy’s woes in the near term, partly because of political differences in Washington. He also said it would not be surprising if unemployment rose ahead of November. He said one thing Congress and the White House could do to boost confidence in the economy would be to reach a compromise on looming tax increases that would delay any tax hikes until at least 2012. He said it would be a gamble to let tax rates rise on the wealthy, as proposed by the Obama administration. “Raising taxes on upper-income households, I think we’d still avoid recession,” Zandi said, “but the odds would rise.”

Zandi has made his position on the tax cuts clear to both parties. He wrote an op-ed in The New York Times earlier this month arguing that Obama’s plan to eliminate tax breaks for the wealthy would be an unnecessary gamble. Zandi urged both parties to reach a middle ground in which tax rates would remain stable in 2011. He suggested higher tax rates on couples earning more than $250,000 and individuals earning more than $200,000 could be phased in when the economy recovers, possibly by 2012. Boehner and most Republicans want all of the tax breaks to be made permanent.

Zandi blames the European debt crisis and the effect it had on the U.S. stock market for much of the economic problems. Without that crisis, Zandi said the U.S. might have already reached a self-sustained recovery. He also said Congress should have more quickly extended unemployment insurance benefits that were approved in early August. Because of the delay, millions temporarily lost unemployment benefits at a critical time for the economy, he said. Businesses that survived the recession are skittish about hiring or investing in their companies, but are healthy and sitting on capital. Zandi said this underlying strength is a major reason why he does not believe the economy will double-dip.

 

 

 

NY Times
Debt’s Deadly Grip
by Gretchen Morgenson 

IT’S one of the toughest lessons an investor has to learn: while the value of assets can plummet posthaste, it takes forever to shrink the debt that was used to buy them. 

Last week, this harsh truth was made clear yet again, in a report on consumers’ financial well-being by the Federal Reserve Bank of New York. The first of a Fed series to be published quarterly on household debt and credit, the 38-page report shows just how tapped out the consumer remains three years after the borrowing bubble burst. 

To be sure, the data indicates that consumers are doing what they can to kick their debt habits. But the process is slow. 

For example, total consumer debt stood at $11.7 trillion on June 30, down just 6.5 percent from its peak in the third quarter of 2008. The number of open credit card accounts was down considerably — 23.2 percent — from the highs reached during the second quarter of 2008, while mortgage obligations have fallen 6.4 percent from the peak that was seen almost two years ago. 

Many consumers, though, are still very much in a vise. Halfway through this year, 11.4 percent of outstanding consumer debt was delinquent, up slightly from 11.2 percent a year earlier. An astonishing $1.3 trillion of consumer debt is delinquent, with $986 billion seriously so — 90 days late and counting. While delinquent balances are down by about 3 percent from the same period last year, serious delinquencies are up a bit more — 3.1 percent. 

Here are some other troubling statistics from the Fed: a half-million people had a foreclosure added to their credit reports between March 31 and June 30, an increase of 8.7 percent over the first quarter of the year. And the numbers of consumers with new bankruptcies appearing on their credit reports rose 34 percent during the quarter, to 621,000. That increase is significantly bigger than it has been in the last few years, according to the Fed. 

Per capita debt balances are staggering, as well — and for many consumers, the assets underpinning these obligations have collapsed. Reflecting the heavy burden that mortgages represent for most consumers, these debts are highest in states where the real estate mania went craziest. In California, for example, the average per capita debt balance among consumers with a credit report is $78,000, the Fed said; in Nevada, it is $73,000. The nationwide average is $49,000. 

ADDING to the weight of these debts is the fact that consumers’ income statements aren’t exactly flush right now, thanks to high unemployment and rock-bottom interest rates. The misery of a balance sheet deleveraging is being exacerbated by a dearth of income opportunities. 

Of course, this is what happens after a spectacular asset bubble bursts. Nevertheless, for consumers who are cutting debt and trying to save, it is dispiriting indeed that they generate so little on their money. Those living on fixed incomes are also in a bind. 

It is not lost on these consumers that their minuscule returns are a direct result of the Federal Reserve’s attempt to shore up troubled banks’ financial standing. Sharply cutting interest rates vastly increases banks’ profits by widening the spread between what they pay to depositors and what they receive from borrowers. As such, the Fed’s zero-interest-rate policy is yet another government bailout for the very industry that drove the economy to the brink. 

Todd E. Petzel, chief investment officer at Offit Capital Advisors, a private wealth management concern, characterizes the Fed’s interest rate policy as an invisible tax that costs savers and investors roughly $350 billion a year. This tax is stifling consumption, Mr. Petzel argues, and is pushing investors to reach for yields in riskier securities that they wouldn’t otherwise go near. 

In short, the Fed’s interest rate policy may be causing more economic problems than it’s solving. 

Here’s how Mr. Petzel calculated the amount that savers are losing: Some $14 trillion in debt issued by the Treasury, federal agencies and municipalities is held by investors here and overseas. Rates are currently near zero on short-term Treasuries, compared with an average of 3 percent over time. Therefore, Mr. Petzel says, it is reasonable to estimate that rates are too low by 2.5 percentage points. On $14 trillion, that’s $350 billion a year in lost income. 

Yes, we’re talking real money. It’s more than 2 percent of gross domestic product and almost 3 percent of disposable personal income, Mr. Petzel noted. 

“If we thought this zero-interest-rate policy was lowering people’s credit card bills it would be one thing but it doesn’t,” he said. Neither does it seem to be resulting in increased lending by the banks. “It’s a policy matter that people are not focusing on,” Mr. Petzel added. 

One reason it’s not a priority is that savers and people living on fixed incomes have no voice in Washington. The banks, meanwhile, waltz around town with megaphones. 

Savers aren’t the only losers in this situation; underfunded pensions and crippled endowments are as well. 

Of course, the federal government is a huge beneficiary of low rates; if they were higher, our already ballooning deficits would be heftier still. Nevertheless, raising interest rates a bit would be beneficial on several counts, Mr. Petzel maintains. It could help increase consumption and would reduce the appeal of higher-yielding and dicier investments. 

THE Fed may be fearful, Mr. Petzel surmised, that higher interest rates could push some teetering banks off the cliff. “But saving a few more zombie enterprises with strong Washington voices at the expense of millions of savers’ consumption may be missing the forest for the trees,” he said. 

As the midterm elections approach, expect to hear arguments that the recent bailouts have not been that onerous, when all is said and done. But such contentions are unlikely to include the costs of near-zero interest rates, a sizable line item on any accurate reckoning of the bailout bacchanal. 

 

 

The Street.com
It's Really, Really Ugly Out There 
by Jim Cramer

 

This column by Jim Cramer appeared earlier Monday on RealMoney. Click here for a free trial, and enjoy incisive commentary all day, every day. 

The charts show no faith. Doesn't matter the industry, health care, tech, banks or defense companies. They all look terrible. Just horrible. Not saying, therefore, that everything must go down. Am saying that it is really, really ugly almost everywhere you look. 

Take the banks. Many are breaking down to or below levels where they did big financings, some well below, like Wells Fargo(WFC), BB&T(BBT), JPMorgan(JPM) and Bank of America(BAC) -- all pretty decent banks. Others have good yield but the yield doesn't seem to stop the decline one bit as we can see from People's United Financial(PBCT) or Astoria(AD), or, worst of all, Hudson City(HCBK), which has a 5% yield and no problem at all paying it. The charts seem to think that it isn't good for it, though, because utilities of similar quality and less yield are going higher. 

Or how about the incredible shrinking multiple of tech? Google's(GOOG) at 19 times earnings. Intel(INTC) and Hewlett-Packard(HPQ) are at 9 times earnings, the former is supposed to be peaking in margins and is regarded as panicking while HPQ is clearly rudderless. Forget Seagate(STX) and Western Digital(WDC); I am beginning to think there is no price people will pay for them. 

Lots of high quality medicals seem to have lost all support. MedcoHealth(MHS), Gilead(GILD), Express Scripts(ESRX), Quest Diagnostics(DGX), these are all shrinking beyond recognition. So much for what to buy in a re-recession, my term for double-dip. 

The defense stocks are amazingly bleak and trade as if we aren't just pulling out of Iraq but also of Afghanistan. Raytheon's(RTN) been murdered here. Lockheed(LMT), L-3 (LLL) and Northrop Grumman(NOC) can't seem to be given away. 

Perhaps the worst is retail where even after we got some decent earnings last week from Target(TGT), Wal-Mart (WMT) and Urban Outfitters(URBN), the declines for stocks like the office products stores, Staples(SPLS), Office Depot (ODP) and OfficeMax(OMX) show no signs of abating. It is impossible to look at the teen retailers like Hot Topic(HOTT), Aeropostale(ARO) and American Eagle (AEO) without thinking terminal thoughts. J.C. Penney(JCP), Chico's(CHS) and Charming Shoppes (CHRS) are disasters as is Gap(GPS). 

Unless you want to throw-up do not look at any of the insurers. The pressure on a Manulife(MFC) or a Lincoln(LNC) or a Principal(PFG) or a Hartford(HIG) is completely out of whack with how their businesses are doing, unless the government intends to put them all out of business. 

I think that things are better than all of these charts say. But then again the S&P 500 is gripped with one of the ugliest head-and-shoulders patterns I have ever seen, one that won't be saved by Salesforce(CRM), McDonald's(MCD), Las Vegas Sands(LVS), Family Dollar (FDO) or F5 Networks(FFIV). A couple of food and beverage and tobacco stocks -- Heinz(HNZ), Coors(TAP) and Altria(MO) won't do the trick. 

The charts look sick, sick indeed. I fear only until we get really oversold -- looks like that is coming -- will we see a cessation. Until then, bet on takeovers on individual stocks. 

That seems to be the only tonic the charts show. 

 

 

 

Daily Beast
Obama’s Damaging Doublespeak
Conflicting messages on the “ground zero mosque” are just the latest signal that a clear presidential strategy is missing—and voters are gearing up to retaliate against the president’s incompetence.
by Douglas Schoen 
Not only has President Obama systematically put forward unpopular policies and programs that are not producing real, long-lasting results that reflect the wishes of the American people, he has not generated a sense of competence in the electorate.

Indeed, Obama’s judgment and instincts have been called into question by a series of bad decisions since he has become president. Put simply, rather than emphasizing results and outcomes, he has opted for rhetorical parsing and political gamesmanship every time. Voters have grown disillusioned with the administration’s reactive and seemingly hypocritical governing style, in which the notion of unity of command and a cohesive strategy have proved alien.

“The problem,” wrote Politico’s John Harris and Jim VandeHei this summer, “is that he and his West Wing turn out to be not especially good at politics or communications—in other words, largely ineffective at the very things on which their campaign reputation was built.”

Whenever the American people are looking for leadership from the president, Obama and his administration have systematically put forth conflicting and ambiguous messages. As Maureen Dowd recently noted in a recent column for The New York Times: “He’s with the banks, he’s against the banks. He’s leaving Afghanistan, he’s staying in Afghanistan. He strains at being a populist, but his head is in the clouds.”

Obama’s flip-flopping on the “ground zero mosque” issue was no different from his handling of the Gulf oil spill, when he sought both to blame BP and assert federal responsibility, all the while seeking to distance his presidency from the crisis. There, as with the administration’s publicized internal debate over Afghanistan, no clear policy has been articulated. The president supported a surge in troops while simultaneously pledging to withdraw by 2011. In internal documents published in September 2009, General Stanley McChrystal, then the commander of U.S. and NATO forces in Afghanistan, warned of “mission failure” if U.S. forces did not increase their presence significantly in the country, while U.S Ambassador Karl Eikenberry warned that McChrystal’s request for new troops might be counterproductive. Meanwhile, Gen. David Petraeus has said that notwithstanding the set transition date of July 2011, we are “in this to win” and “it takes the accumulation of a lot of progress ultimately, needless to say, to win overall, and that’s going to be a long-term proposition, without question… I think that we will have an enduring commitment here in some fashion.”

By sending such distinctive and frequently incoherent messages, the administration appears adrift and divided. All the while, the public has no clear idea of the administration’s specific goals and intentions, our level of commitment, and the approach we will take on Afghanistan and on other issues.

These dual messages also ultimately reduce and minimize our country’s standing in the international community, delegitimizes our power, and reduces our influence in the eyes of our adversaries. 

Looking at the president’s performance in recently published polling, there is a clear sense that voters’ doubts about whether Obama can solve our country’s problems are increasing.

Poll evidence shows that “the candidate who said he would ‘fundamentally change the way Washington works’ has seen public distrust of government grow to pre-French Revolutionary levels,” Michael Gerson noted this week in The Washington Post.

A Gallup poll last week found that more Americans disapprove than approve of Obama’s recent comments on the “ground zero mosque,” and twice as many strongly disapprove than strongly approve.

A July Washington Post-ABC News poll showed that disapproval of Obama’s handling of the Gulf oil spill continued to rise in the months following the spill, with disapproval outpacing approval by nearly 3 to 1 in the most affected counties on the Gulf Coast. And an early August USA Today/Gallup survey found that support for Obama’s management of the war in Afghanistan has fallen to 36 percent, down from 48 percent in a February poll.

If Obama isn’t able to project competence, his hopes of winning reelection, as well as the success for the Democratic Party in this fall’s midterm elections, will continue to deteriorate.

A July Washington Post poll looked at public confidence in the president to make the right decisions in the 60 congressional districts the Democratic Congressional Campaign Committee has targeted. In these districts, confidence in the president had dropped to 36 percent. Republicans in Congress did not fare better; 27 percent in these districts said they have confidence in them. But more people said they lack any confidence at all in Obama, 32 percent, than said so of the Republicans in Congress, 23 percent.

Put another way, while confidence in the president is indeed sinking and sinking rapidly, there is no outpouring of enthusiasm for the Republicans—an indication that the situation is salvageable.

That being said, the president’s increasingly marginal role has become an increasingly vexatious problem for Democrats. Public Policy Polling, a Democratic firm, found that Obama’s endorsement hurt Democratic candidates in Illinois, the state he represented in the U.S. Senate and which launched his political career. Forty percent of voters in the state said they would be less likely to support an Obama-endorsed candidate; 26 said the endorsement would be an asset.

With recent polls showing a real possibility the Democrats will lose not only the House but also the Senate in November’s midterm elections, the sole way the party can avoid an electoral bloodbath is for the president to project competence as part of an overarching, reinvigorated, and refurbished campaign strategy.

The only way to do this is to campaign in a fundamentally different manner than they have to date—and abandon their current strategy, whose entire focus is blaming Bush. The failure of the Bush presidency may be part of the message, to be sure, but it is not enough.

Obama needs to persuade voters that he did stabilize the economy, the banks, the financial system, and the auto industry—and that he has turned around month after month of massive job losses. Moreover, he must compellingly make the case that there has been a consistent strategy, plan, and consistent policy.

Also he must emphasize that he has clear policy prescriptions going forward to balance the budget, reduce spending, and reduce the national debt, while protecting key social programs, as President Clinton was able to do in the mid-to-late '90s.

Absent that, the Democrats are facing an electoral defeat of potentially unprecedented magnitude.
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