Bruce’s Credit Crunch Recommendations


1) Mortgage/Debt Relief Program
a) Effects - 

i) Reduce foreclosure/default rate going forward, relieving pressure on one of the underlying root causes of present crisis.
ii) Reduce the multiplication effects of the present foreclosure rate.

In the present “Credit Crunch” situation, there has been a multiplication effect that results from a foreclosure, due to the leveraged risk based securities that have been bundled with the mortgage contracts themselves and extensively resold. 

By attacking the root cause, foreclosures, I think there would be a net multiplication of positive effects associated with dramatically reducing the foreclosure rates The present foreclosure situation results in a cascade of defaults (multiplies the real dollar negative impact of the foreclosure) as a result of the bundling of the mortgages with highly leveraged risk based securities.
b) Implementation

i) Homeowner’s that apply for program - 

(1) Loan Modification - 
(a) Immediate 10% lower revaluation of the property

(b) Fixed rate, graduated payment schedule for a 30-year term, that results in a net 20% reduction in near term monthly mortgage payments. 
(2) Cash distribution - $xxxx Dollars

(a) Mandatory - 100% of Cash distribution applied to reduction of current applicant debt level.
(3) Mandatory Savings Provision - For every loan modification contract, that $xx mandatory IRA Contribution collected with the monthly mortgage payment is directly deposited into an applicant selected IRA account.
(a) Helps with the present lack of an adequate savings rate in the U.S.

(b) Savings available only in the event of:

(i) Reaching retirement age XX.
(ii) As a result Job Loss, providing a safety margin for direct mortgage payment insurance, while the homeowner seeks re-employment. 
2) Government sponsored home purchase program

a) Effects - 
i) Help improve the Building industry outlook going forward (jobs)

ii) Provide government backed stimulus to the economy in a productive way. (as opposed to present line of thinking by some, to increase/extend unemployment benefits, discouraging looking for work)
iii) Provide an incentive for a prospective homeowner to reduce existing level of debt. 

b) Implementation

i) Implement in the private sector. (make easy private lender access to government backed loans)

ii) Establish guidelines for Income, Debt Ratio to Loan Amount.

iii) Strict regulatory monitoring of lender verification of income of the buyer.
iv) Strict regulatory monitoring of lender verified debt/income ratios, slightly relaxed from the traditional ratio. 
v) Scrap Fannie & Freddie and implement new GSE facilitating institution.
3) Establish Regulation Authority (somehow) over OTC Derivative Contract Markets
a) Contracts Central Clearing Party, Institution regulation, other, ????? I’m not smart enough to know how. I just know that it’s broken now, and cannot remain the status quo.

4) Reform Social Security 

a) As we’re piling up this debt at a tremendous rate, at some point, the lenders of the world will change our (the U.S.) credit rating. In order to counteract the gradually diminishing level of confidence in the U.S. ability to repay debt, our spineless (up until now) congressional representation in Washington has to deal with the non-viability of Social Security in its present form. This would go a long way in restoring World confidence in our ability to responsibly address our long-term fiscal outlook.

b) Partial Privatization of Social Security - On the issue of the of partially privatizing the social security program (Bush’s plan a couple years ago), I’ve heard several congressman commenting on what a disaster that would have been under the present circumstances. That’s looking at the proposal in a vacuum, as if it would not have had an affect, on the current situation. 
I look at it a little differently. I think that had we been in a plan similar to Bush’s proposal, it would have gone a long way towards mitigating the situation we find our selves in now! 

i) Large-scale ongoing SS contributions of real dollars to indexed equities & Bond Funds would be providing real assets value to many of the funds presently straining to meet obligations, lessening their potential for default. 

ii) The potential for “Panic” selling would be reduced due to the effect of added market confidence, based on the knowledge that their will always be a large base of dollars, regularly being invested into the market. It can’t all be withdrawn immediately, which would add a Market Base Level Stability that would tend to counteract potential large Market swings.

iii) Get on with what needs to be done with Social Security. Everyone knows the options are limited, and the clock is ticking. 

A Congressman’s primary goal should not be to figure out how to preserve their job. 

A Congressman’s primary goal at present should be to figure out how keep our Country solvent.

COST:
Whatever it takes!
I have not heard much discussion of the “Real Main Street” implications of what is going on by anyone. I can’t help but believe that the Socio-Economic consequences that could result from many emerging market economies collapsing are not just around the corner.
From a foreign political standpoint, as emerging market countries unemployment skyrockets, and civil unrest grows, it is going to be very hard to resist the temptation to blame the U.S. for the plight of the world economy. The world could very quickly spiral into a place where we would not want to be.
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