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Due to the current crisis, there are many families suffering a significant decrease in their incomes. Foreclosures have started and will continue; other families can afford their mortgage monthly payments, but their disposable income is too low. Banks, worried by an increasing mortgage delinquency, retain liquidity and, therefore, credit does not flow.
Families need more money and banks need less delinquency. Both objectives seem incompatible: if we lend more money to people whose debt is already too high, the risk of delinquency will still increase more.
It is absurd borrowing more money as a way to solve that we have borrowed too much money. Since crisis was partly originated by a too huge debt of families and companies, the best solution is to decrease their debt.

If we were somehow able to reduce the debt of families, delinquency would decrease and demand would recover. This is the objective of this article, focused in families, but a similar plan could be drafted for companies. Let’s see how it works with a simple example.
Restructring mortgages
Let’s imagine a familiy with a mortgage of $200,000. The remaining period of the credit is 25 years and interest rate is 2,80%. The monthly payment to the bank (calculated on a yearly basis) is $936. This family had an income of $2,500 per month, but income, due to the recession, has decreased to $1,500. They have to survive with $564 per month. This family applies, through their bank, for the ‘Mortgages Freezing Plan’ which the government has recently launched. The bank sends the application of the family to a public institution which we will explain further. This public institution checks that the family situation fits with the requested conditions to be helped (they will be detailed later) and proceeds such as follows: it transfers $100,000 (50% of the mortgage) to the bank, which must use the money to ‘freeze’ half of the family debt.

Tha bank will divide the mortgage in two parts: one ‘active’ half of $100,000 dollars and a second ‘freezed’ half of other $100,000. The ‘active’ mortgage will continue to be paid each month as usual, but the bank will restructure it in order to ease its payment: the mortgage term would be extended to, for example, 40 years and the interest rate would be reduced to Fed Interest Rate+0.25%. In our example, the ‘active’ mortgage would imply a monthly payment of $324.
The family would not turn the ‘freezed’ part, but must pay a subsidized fixed rate of 1.5%. In our family, this sums $125 per month.
The new monthly payment is obtained by adding both payments ($324 + $125 euros): $443 per month. The bank would retain $324 and would transfer $125 to the public institution. Let’s recalle that the family, before this bailout, was paying $936 per month. Thanks to this plan, now is paying $443. Savings totallize $493 per month. This money can be used to consume. In many cases, this extra consumption would be destinated to vital needs (see picture 2). Instead of surviving with $564, now their disposable income reaches $1.057 per month
These are the 3 main contributions of this plan: (1) Public money is borrowed to banks only when linked to ‘freezing’ a family debt. (2) It’s evident that a family who must pay $443 per month instead of $936 is quite more solvent, which will reduce mortgage delinquency risk of banks. (3) With less risk of bad debt and more liquidity, the bank will be able to expand their credits policy, which will stimulate demand.

The higher number of mortgages we ‘freeze’, the more disposable family income we will free and banking liquidity will be generated. Mortgages restructuration influence on disposable income, demand, solvency and credit. It is difficult to calculate the quantitative impact of this plan, but it would occur in the short term. Crisis would not be eradicated, but reduced. 
Effect on banks
A bank which applied this plan to a sufficient number of customers would obtain 5 advantages. Two have been already stated: (1) Mortgage delinquency reduction and (2) increase of liquidity. On top of this, (3) banks balance sheets would be relieved during a long period of time.  (4) The amount of money received by banks from the public institution is originated as a result of their customers application and not by a banking emergency, maintaining therefore trustness in the bank. (5) While a mortgage remains ‘freezed’, banks share with the public institution, the risk of bad debt.
Let’s concentrate in this issue. If the family goes even worst and cannot pay half of what used to pay every month, the bank will seize the house and will sell it in a public auction. The money obtained in this auction would be shared among the bank and the public institution proportionally to the pending debt.

This is not a hidden intention. This plan cannot be used as a strategy for transferring bad debt or overvalued houses to the government. To avoid it, it is crucial to define which are the requested conditions of families to approve their mortgage ‘freezing’. They must include personal conditions (such as salary) and housing conditions (e.g. mortgage due compared with house market value).
This plan does not intend to buy toxic assets or empty houses, but the contrary: avoiding it, making feasible its payment, ensuring that people can stay in their houses and live with dignity during the crisis. We want to avoid a banking bailout when it is too late. This is why it is necessary a very cautious and conservative selection of families. Their monthly payments and their income, once restructured, should correspond to traditional prime mortgages. Their houses must have a higher value than their credits have. We insist that this is quite simple to accomplish. 

As we will explain in further lines, the public institution will finance these mortgages with private money. This is why we can only include families that without being helped might fall in delinquency, but if helped become solvent. People without securities or income are excluded of this plan. We need to find a different way to help them. 

When and how is the mortgaged ‘unfreezed’?
The $100,000 would be unfreezed during the following 20 years, at a rate of $5,000 per year. Each 12 months, the bank will turn back $5,000 to the public organism and will increase the ‘active’ part of the mortgaged in the same amount. Monthly payments would increase gradually: not only due to the $5,000 unfreezed but also due to a progressive increase of the interest rate that the bank reduced when the mortgage was restructured. The subsidized fixed rate (1.5%) of the ‘freezed’ part would remain constant. Nevertheless, the resulting effect on the monthly payment would be very gradual, giving enough time to families to adapt their expenditures and recover their income, completely or partly. A key element in this plan is that we need to prevent families taking advantage of their subsidized reduction in monthly payments to ask new credits to other banks or private companies. If this happenned, the plan would fail. We would provoke a higher delinquency. A list of ‘rescued’ families should be created and whatever credit institution should inform and check this list before approving a new credit to anyone (special cases, such a long illnes, would be accordingly treated). 

Let’s go back to our example. If due to an improvement in the economic situation, the family income recovers before expected, an advanced ‘unfreezing’ of the ‘freezed’ credit could be requested. In such case, a new mortgage would be arranged with the bank.

It’s true that this plan does not reduce the house price that the family agreed to pay, but we cannot go back in time and undo their purchase. But we would have helped the family during their difficult times through a temporary monthly payment reduction. Is is also true this plan implies paying a higher amount of money. The reason is that the ‘freezed’ part, generates interests during more time than if regularly mortgaged. But it is not an extremely higher cost, since we apply a subsidized lower interest of 1.5%. In addition, this extra cost will encourage families to interrupt the plan if their personal situation improves.

It might be possible that some people consider unfair this extra cost. No one is obliged to request this help. And, if requested, an interruption could be done at any moment of time.
Nevertheless, this extra cost might not occur in real terms. The yearly ‘unfreezed’ portion of mortgage will represent along the time a lighter burden for the family, due to a possible inflation. 
This plan implies an effort of all participants. Families effort has already been stated. Banks would contribute with the cost of restructuring the ‘active’ part of mortgages as explained before. We strongly believe that the 5 advantages which will benefit banks will convince them of accepting this plan.

Where will be the money obtained from? 

In our example, we have explained how a public institution transferred the $100,000 to the bank. We could name this institution Mortgages Reestructuration National Fund (MRNF). To obtain money, the MRNF would issue government backed securities. Private investors, national or international, could subscribe them. MRNF intends to finance ‘freezed’ mortgages with private money in order to avoid an extra government deficit. Bonds would expire in the long term (20 years) and would quote in the stock exchange market, so that they can be sold or bought by other investors. The bonds would be backed 100% by the government and would pay a 5% interest rate. 
The idea is to obtain as much resources as possible from international markets for not damaging banks balance sheets. We want to avoid savers retrieving their money from their saving accounts for investing it in bonds. It would not be a major problem, but the advantages in liquidity would be lower.
MRNF bonds are similar to a debt securitization. We are using the same mechanisms that originated the bubble in order to temporarily reduce families monthly payments to their banks. The difference with subprime securitization is that this time we are extremely cautious selecting credits and that these credits are backed by the government through the bonds. 
Given that each dollar of issued bonds pay a 5% interest to investors and receive a 1.5% from banks, they generate a public cost: the 3.5% of all ‘freezed’ mortgages (3.5% is obtained by deducing 1.5% received from 5.0% paid). Nevertheless, a 3.5% is much less than a purchase of toxic assets.

Let’s estimate the impact of this plan on the economy after a government issue of $15 billion in bonds. I our example $100,000 improved solvency of a $200,000 mortgage (recall that only 50% is ‘freezed’). Accordingly, $15 billions would affect $30 billion in mortgages, improving the situation of near 200,000 families. Public cost of this bailout is only $525 millions (3.5% X $15 billions). With $525 millions we have made feasible $30 billions in mortgages. Leverage is enormous: $1 of public expenditure reduces delinquency risk of $57. And, if bonds were subscribed by international investors, this plan would imply extra liquidity for the national financial system. 

The final objective is that every family that accomplish the requested conditions could be helped, but we recommend to proceed gradually. We want to avoid grandiloquent plans that, when do not work as expected, provoke strong public losses. It is preferable to issue bonds progressively. If this plan is good enough, there will be time enough for extending it to a higher number of families. 
Logic of this plan
This plan implies a general acceptance of our past errors. Correcting errors is difficult without recognizing them. This plan is not a definite solution, but it will help to spend these years with dignity and helping people keeping their properties, that is, their households. We have a desert to cross. This plan will make the trip shorter and easier, but the desert has to be crossed anyway.  It is necessary to create a positive stream against the negative trend we are in. We need to recover hope. 
A last comment: this plan goes against the common logic of economy, which is issuing money to increase debt. We propose precisely the opposite: using money to ‘freeze’ family debts. We give priority to solvency. Solvency before a monetary expansion that, originating more debt, could collapse our economy.. 
We have the intuition that this plan might open a route to new economic policy instruments for recessions and crisis. Other economists might add comments, thoughts, ideas and also critics or weaknesses to this proposal. In www.triasdebes.net/artalejo it is possible to download a pdf document with the details of this plan, its risks, weaknesses and ways to minimize them. There is also a copy of this article. We give permission to whatever media to publish it for free. 
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