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Your thoughts on this important matter are mosl welcome and aDoreciated.

I teree witbo-!:

Asyou know, on September 19, 2008, Secretary ofthe Treasury Henry paulson proposed a $700 billion plan to
bail out wall street and, it was argued, provide short-term stability to America;s ciedit market. as orisinallv
proposed by secretary Paulson, the Department of the Treasury would be granted lhe authority to p-.tur."toxic assets" from wall street, with little oversight from the Legislative and Judicial branches oigovemmenr.
spawned by investors and speculators on wall street, a "toxic asset" is defined by the secretary ofihe Treasury
as any mortgage related asset or any other financial instrument no private investor considers valuable enoush to
purchase ln sum, the wall street bailout was premised on the federal govemment buying $700 billion woih of
toxic assets with your money, because no one would buy these toxic assets with their own money.

Nevertheless, to Congressionally authorize the $70(! billion Wall Street bailout, on September 29.200g. Soeaker
of the House Nancy Pelosi (CA) moved to amend Representalive Charles Rangel's fNy) H.R. l99i (the
Defenders ofFreedom Tax ReliefAct of2007) with the negotiated financial srabilization language and, thereby,
created the Emergency Economic Stabilization Act of 2008. If enacted, H.R. 3997 would atpropriate $7d0
billion for the Treasury to purchase troubled asse8 fiom wall street firms under a Troubled Asset Relief
Program (TARP) Additionally, H.R. 3997 would establish a Financial srability oversight Board responsible
for reviewing the policies ofthe program, €ffect on taxpayers and reporting suspected fraud, but does not give
the Board .ny cnforccmeni authority to act on any fraud within th€ TARP program. Further, this legislaiion
would establish an optional insumnce authority at lreasury for these troubled :rssets. but does not rcqLriri privste
recapitalization of troubled assets before the American worker is exposed to excessive risk. Recognizing the
unfair burden this places on all Americans, on September 29, 2008, with my support and the suppon of eS
House Democrats, the House defeated H.R. 3997 by a bi-partisan vole of205-228.

To provide an altemative to the administration's wall Street bailout which would ensure an orderly takeover of
troubled assets wilhout exposing taxpayers, on S€ptember 29, 2008, Representative Jeb Hen;arling (TX)
introduced H.R. 7223, ofwhich I am an original co-sponsor. Ifenacted, this Iegislation would stabilize financial
markets by requiring lhe Treasury guarantee losses up to 100%, resulting from the failure oftimely payment and
interest from mortgage-backed securities (MBs) originated prior to the date of enactment. Specifically, such
insurance would provide immediate value to the MBS and a foundation for which rhey couid then be sold.
Additionally, under the insurance program, Treasury would be required to set risk-based premiums on financial
firms based on the toxicity oftheir MBS assets. Sotoo, the premium would expire when lhe Treasury Secretary
determines the fund has sulTicient resourc€s to meet any projected losses. To bring private recapitalization to
the financial industry, H.R. 7223 would also suspend the capital gains tax for two years for those individuals and
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corporations who purchase unwanted MBS assets. To address executive compensation, H.R. 7223 woutd
require the Treasury to write rules prohibiling excessive compensation or golden parachutes to executives of
failed companies at the expense of taxpayers. Most importantly, H.R. 7223 represents ever),thing the Wall
street bailout rejected: the responsibility for investments must fall with those who irresponsibly took the risk,
not upon hard working, responsible Americans. Presently, H.R. 7223 awaits action in the House Financial
Services and Wals and Means Comminees.

Still, a recalcitrant administration continued to demand their $700 billion Wall Str€et bailout, Consequgntly, on
October 1,2008, the Senate considered H.R. 1424, the Emergency Economic Stabilization Acr of200E, which
included the same financial rescue provision the House rejected on September 29, 2008 - the provision of$700
billion to purchase troubled assets from wall street at the expense of responsible American taxoavers.
Addil ionall).  H.R. I424 "ould mise lhe fedeml debr cei l ing from $10.6 rr i l l ion lo $lt.J tr i l l ion. Furrher. rhis
bill sought to extend expiring renewable energy tax credits, fix the altemative minimum tax. and provide
disaster assistance. whil€ I have been a consistent supporter of renewabl€ energy, abolishing the altematile
minimum tax and helping those struggling in the aftermath of natural disasters, rhis bilt kepr rhe inherenrly
unfab $700 billion provision of the Wall Street baitout from the vrsion prcviousty rej*ied by Congress.
unconscionably, this bill's message to responsible Americans was this: you wilt not ger tax retief or disaster
reliefunless you bailout Wall Street. Regrettably, on October 1,2008, the Senate paised H.R. 1424 by a bi-
partisan vote of 74-25. Late\ on October 3, 2008, despite my vehement opposition, the House passed H.R.
1424 by a bi-partisan vote of263-171. On October 3, 2008, president Bush signed H.R. 1424 into law (p.L.
l  l0-343).

In the end, a $700 billion bailout of wall Street remained a $700 billion bailout of wall Street, with Main Street
footing the bill for the powerful investors' high risk, high reward invesrments. The saddest part of this
immorality play is how hard working people will suffer regardless. working Americans well-deserved tax rclief
must never be predicated upon rewarding others misdeeds. They understand this self-described, short-term
stabilization bill cannot claim with certainty to aftain its professed intent, let alone solve the n€w qlobal
economy's latent structural dysfunctions.

Now, events have contradicted the administration's false assurances the Wall Street bailout was the only plan to
tum the market around. First, following the bailout's passage, by October 10,2008, the Dow Jones Industrial
Average closed at 8,451, a drop of two thousand points in one week which cost hard workinq Amerjcans over
$2 trillion.

Second, despite asslrances from the administration, the domestic auto industry, car dealers and auto financi€rs
are still waiting for relief from the credit crunch from Treasury and the Federal Reserve. Sp€cifically, any
company who wants to be eligible for the Federal Reserve's Comm€rcial paper Funding Facility must issue
commercial paper rated A-lD-l/Fl by a major nationally recognized statistical rating organization (NRSRC).
This amounts to roughly 400 companies with the highest credit rating. Many auto financers may not meet this
threshold, which takes effect on October 27,200E. In consequence ofthe bailout,s failure to provide relief, on
October 13, 2008, GMAC announced it would limit car loan financing only to customers with a credit score
above 700 as they cannot sell securities backed by the auto loans CMAC processes.

Third, on October 14, 2008, Secretary Paulson announced he would use $250 billion to dir€ctly purchase senior
preferred stock in the nine largest u.s. banks. This new proposal represents a decided change from the bailout's
intended and professed goal of injecting liquidity into financial markets to ease the credit crisis and. instead.
toward recapitalizing banks. Clearly, the bailout was flawed from the start and failed to provide ,'short-term
stability" in the financial and credit markets. Specifically, the Treasury Department will buy shares in the nine
largest U.S. banks, which is simply a $700 billion blank check authorized by a disastrously compliant Congress.
Under the Emergency Economic Stabilization Act, Congress defined troubled asset as "residential or
commercial mortgages and any securities, obfigations... ard anv othet linancial instrumeht that the Secrctam.
afler consuhalion eilh lhe Chairnan of the Boml olcovrnan o{ tha Fa,lo"-l p"""^," l$toh ,t.t."-;-." 't.



p*"h""" oJ which is "e .. .  (P.L. l l0-343, Section 3(9XB))"
(emphasis added). This begs the question, what €xactly can Secretary Paulson buy to stabilize financial
markets? Anything he wants, courtesy ofhardworking American taxpayers.

Furthermore, Secretary Paulson can determine which "institution" can participate in the TARP plan. The
Emergency Economic Stabilization Act defines financial institution Io be "stf-i4!!.4!jp4-i4e!!4i!18,-b!!-I9!

!M!94Jp. ary bank, savings association, credit union, security broker or dealer, or insurance company.
established and regulated under th€ laws ofthe Unit€d States... and having significant operations in the United
Stat€s... (P.L. I l0-343, Section 3(5))" (emphasis added). Therefore, any company, including foreign banks, can
b€ chosen by Secretary Paulson to receive $700 billion in govemment largess, regardless oftheir reiationship to
the financial markets, if any even exists at all. Not surprisingly, Secr€tary Paulson has only rewarded large
banks, including his former employer Goldman Sachs, Inc. and has to date ignored the small, community banks
which are the engine offinance in the United States.

It is doubtful the present course of nationalizing banks - both healthy and unhealthy - will ultimately end this
crisis, because the administration's actions remsin ad hoc and hasty with no long-tcrm solutions to the root
problems in our economy; and American taxpay€rs continue to pay the tab for inesponsible people. lf the
administration truly and firlly appreciated the distress of responsible, hard working Americans, their retirement
savings, their children's college savings, and small businesses, the bailout's political advocates would have been
honest with America fiom the start and worked with Congress to address the underlying root problems in the
markets and in our economy. Instead, they put a band aid over a gaping wound and demanded taxpayers pay for
it. Now, not only are Americans responsible for Wall Street's mistakes, their retirement savings are worce off
than they were before the Paulson Plan was even proposed.

Rest assured. th€n. [otwithstanditrs this vote rnd the mrrket's subseouent declitre. it rcmrins mv hiehest
prioritv to ensurt lhe interests of retirces. families. and the Amefican tsxpaveB rre protected. rnd
Americans pmsess tbe pmsperitv born ofa bumane and bahnced natioral a|rd elobal economv.

Thus, your thoughts on this important issue wilt be remembered during the llosCongess. Again, thank you
for contacting me; and for all you do for our community and our country. Should you have any further
comments or questions on this or any other issue, please contact me at the Livonia or Milford district, or
Washinglon, D.C. office.

I work for you.

TCM:EG

Sincerely,

C. Mccotter
Member ofCongress
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Restote OuI Americatr Home:
The Fi$t Financial Panic ofthe 'New clobal Ecorcmy',

"We havo conftontcd rc flJst financial panic of the 'New Global Bconomy' - an cconomy spawted by the
fall of the Bcrlin Wall; and the preoedent we set will afrect our prosperity, liberty, and post rity for
genclatton8,

Unoonscionably we have rushsd to rnisjudgh€it and approved a $700 billion Wall Str..t Bailout tle
Amclioan pcople hlow is i[binsically unfair to t]gm.

This tluth ir 89lf-evidenr in how, initially, an oxiting Prcsidcd a his TFasury ScoFtary hcited e panio
amongst our poople and lhg wolld, all to cornpel a compli.nt CongrEss to delivor upon this demaad:

"Main Str.lt must bail out Wall Stecq o. how tho peoplo will sufrer."

Justly, thc Pcople's Housc voiood thc will of the sover€ign people arld r€firsed. Recalcitrant, thc
adminisnation zcalously iorrnsificd irs aftmpt to sbift $?00 billio! dolhrs worth of oonscquonoes fiom
Wall Sfr€ct onto MaiD Streeg and pronouDccd r ncw ransom dictum:

'No bailout for Wall Strct, rlo tax rclieffor Main StxaeL and how thc people will suffer.,,

To this denand, tho Congress capitulated,

The saddcst pad of this immorality play is how the peoplo wjll suffer regardlegs; and they know iL
Working Americdns, who'g well deserved tax a€ligf must never be predicated upon rcwalding otheas'
misdc€ds, undorst$d this self-describod, short-tem stabilization bill cannot clsim with ccrtainty to attain
its professed intetf,lct alon€ solvc the new global cconomy's latont structuml dysfuactions. Wors€, as a
multitude ofcconomists and cdtrcprEncurs prcvc, tlis bailout bill will re-inflate th. bubble by $7OO billion
ad, thereby, only deldy our day of economic r€ckoning.



It oanDot bo otherwise booausc tho bailout bill's oeDtral econonic oonstslot is patendy arld grossly unfair to
Amoricaus. Suocincdy:

Congr!8s wil buy 'toxic 83sets" with your money thai private irN6stoE wo['t buy with their own money.
What s dcrl for ),ou. 

'Ihercforc, bolying the ludiqrous claims, dtis bailout is designed io savc Wall Sttlct
not Main Sbcct.

It is small \r'ordcr Amcricars Ejcct d this odious proposal; and cqually unfrtlomablc how Congrrss
ultima!.ly approvcd of it.

In thc afformatl, a deepor tuth erncrges fiorn the ruins.

In sctting a ncw cconomic prcccdcnt during this p&gnant momcnt fiaught with conscqucnc.c, wc also face-d
a trarsc€ndclrt choice between two competing vioions for our nation's fitrure: global mat€lislisrn versus
Amcric-ln haditionali$n; "crcativc dcshuction" vorsus "innovativs restootiotf'; Wall Stre.t vc.rsus Main
Stroct.

Itr thc tmrultuous faNition torn onr humanc Altlcrican lraditions inlo an hranc global agr, wc visodally
glcqr tho ovolving forccs dwarring our mofial powcr to protect tlle ch9lished r€alrns of faith, family,
commufg and coullFy, while in cdch hcaft bcrts lhc murmut ofYoats:

Things fall aparq the ccnt€ csffDt hold;
Mcrc aDalchy is loosed rpoo lhe worl4

. Thc blooddibrncd tidc is loosed,
And cvcrywheE the ceremony of imocctlcc il drowDcd;
thc bcst lack all conviotion,
While rbc worst a!€ ftll ofpassionat€ irtensity.
Surcly somc rovolatiol is st hand...

From this Congtss AmorioanB seck rEalsularcc fuir rcFos.otativc i$titutions rcmain viblant ald
suffioiont to slElter rnd ste€r our ution though the arnoral global flood-tide's eNelopitg chaos,

You havc answcrcd thom today.

In voting ?ca," you havc not solely chosen Wall Sheet over Main Strcet You have chosen the big ovcr
thc berutifrrl; trc giant ovcr tho gEntle; ihe geat ov.r tho good.

ADd this decision now shrpes our destiny,

This boing thc cosc, wc bailout opponcnls must grudgingly admit a tingc of cnvy for its supporters:

Tonight, you will go to slccp praying you arc right; wc will go to slc.p praying wo arc umng; rvhilc in cach
br€rgt thc mumur rchms.

Novr tho fthlIo bookons fiom its ominoue shadows, and Ouough thc irnDcding gloaming wo oatt but
Slimpse how the people will suf€r. A9 braaks thrt lighhnarirh d.y, let us arisc and oombilc t! tmlscond
thc insaaity of our agc; forge a huEnne global economy; and restoF our Amcrican home to a God blcs.scd
lrld ofhope, devotion and drc3ns,"



Why Paulson is Wrong
Luigi nngales

Robert C- Mc Contuck Professor ofEntrepreneurship and Finance
University of Chicago -GSB

When a profitablc company is hit by a very lerge liability, as was the case in I 985 when
Texaco lost a $12 billion coufi case against pennzoil, fte solution is not to have lhe
govemment brry its assets at inllated prices: the solution is Chapter I l. In Chapfer I l,
companies with a solid rmderlying business generally swap dcbt for equity: the old equity
holders are wiped out and lhe old d€bt claims arc nansformed into equity "l"i-" in *r"
new€rflity which continues operating with a new capital stucture. Altemalively, the
debtholders can agree to cut down the face value ofdebt, in exchange for *ln" *ur.*t".
Even b€fore Chapter I I, lhes€ procedrres were the solutions adopti to deal u,ith lhe
large railroad bankuprcies at the tum of the tweotieth century. So why is thjs well_
esfablishcd approach not used to solve the financial s€ctors curent problems?

The obvious answer is that we do not have time; Chapter I I procedues are generaly
long and complex, and the crisis has reached a point whsre time is ofthe essince. If left
to the ncgotiations ofthe panies involved this process will take months and we do not
have this luxury. However, we are i[ extraotdinary times ard the governmcnt has taken
and is pr€parEd to take unpr€ceder ed measues. As ifrescuing AIG and prohibiting all
short-selling of finarcial stocks was not enough, now Treasury Secretary paulson
proposes a sofi ofResolution Trust Corporation (RTC) that will buy out (with taxpayers.
moneD the distessed assets of the financial sector But, at what pric€?

If banks and financial institutions find it difficult to recapialize (i.e., issue new equity) it
is becaus€ the pri!'ate seclor is uncertaio about the value ofthe assets they have in thet
pordolio and does nol want to oveq,ay. Would ihe government b€ better in valuing those
assets? No. ln a negotiation betwe€n a goverunent official and banker with a bonus ar
risk, who will havc nor€ clout in dctermining the price? The paulson RTC will buy toxic
assets at inflat€d pric€6 theteby creating a charitable institution that provides welfare to
the rich-at the taxpayers' expense. Ifthis subsidy is large enough, it will succeed in
stopping the crisis. But, again, at what price? The answer: Billions ofdollars in taxpaycr
money ald, ev€n rroNe, the violation ofthe frmdarnental capitalist principle rhat she who
reaps the gains also bears the loss€s. Remember that in the Saving$ atld loan crisis, the
govemment l,od to bail out those institutiotrs because lhe deposits were federally iuured.
But in this case the govomment does not haw &bail o\t 0le debthold€r8 of Bear Stcms,
AlG, or any ofthe oth€r financial institutions that will benefit ftom the paulson RTC.

Since we do not have timc for I Chalter I I aod we do not want to bail out all the
creditors, the lesser wil is to do whatjudges do in contentious ard overextgnded
bankruptcy p.ocesses: to c.am dosn s rEs&ucturing plan on q€ditors, wher€ part ofth€
debt is forgiven in exchacrge for som€ equity or some walrnts. And rhere is a precedert
for such a bold move. During the Creat Depression. many debt conrrrcrs w€re-indexed to
gold. So when the dollar convertibility irfo gold was suspended, the value of that debt



soared, threatening the survival ofmany institutions. The Roosevelt Administration
declared the ctanse invalid, de facto forcrng debt forgiveness. Furthermore. the SuDreme
Court maintained this decision. My colleague and current Fed Govemor Randall Iioszner
studied this episode and slpwed that dot only stock prices, but bond prices as well,
soaEd after the Supreme Coult upheld the decision. How is that possible? As comomre
frnance experts have been saying for the last thirty years, there are real costs froni havrns
too rnuch debt and too little equity ia the capital structure, arrd a reduction in the face
value of debt can benefit not only the equityholders, but also the debtholders.

Ifdebt forgiveness benefirs both equity and debtholden, why do debrholders not
volu arily agree to it? First ofall, there is a coordinatiotr problem. Even ifeach
individual debtholder benefits from a reduction in the face value ofdebt, she will benefit
even nro.e if everybody else cuts lhe face value oftheir debt and she does not. Hence,
everybody waits for the oth€r to move first, creatidg obvious delay. Secondly, fiom a
deblholder point of view, a govemment bail-out is b€tter. Thus, any talk ofa govemrnent
bail-out reduces the debtholdeN' incentives to acl making the govemment ball-out more
necessary.

As during th€ Great D€pression and in rnany debt restructurings, it makes sense ill the
curent contingency to mandale a panial debt forgiveness or a debt-for-equity swap in tlrc
tidancial sector. It has the benefit of behg a well-tested strategy in the priv"te secto. ana
it leaves the taxpayers out ofthe pictur€. But ifit is so simple, why no expert has
mentioned it?

The major players in the financial s€ctor do not like it. It is much more appealing for the
financial industry to be bailed oul ar raxpayers' expense than lo bear ttreiiihare itoain.
Forcing a debt-for-equity swap or a debt forgiveness would be no grcarer a violation of
private prop€fty dghts than a massive bailout, but it faces much stronger political
opposition. The appeal ofthe Paulson solution is that it taxes the many and benefits the
few. Since the many (we, the taxpayers) are dispeised, we cannot put up a cood fisht rll
Capitol HilL while theiaancial industry is well represeoted at au the tiveli. tt is iough
to say that for 6 ofthe last l3 years, the Secretary ofTrqsury was a Goldman Sachs
alunmus. But as firuncial experts, this silence is also our respoDsibility. Just as it is
difficult to find a doctor willing to tesiry against another docior in a malpractice suit, no
matter how egregious the case, filance experts in both political panies are too friendly to
the industry they shrdy and work in.

The decisions lhat will be made this *eekend matt€r notjust to the prospects ofthe U.S.
econo_my in the year to come; they will shape the typ€ ofcapitalisiawe will live in for the
next fifty_years. Do we want to live in a systern where profiis are private, but losses are
socialized? Where taxpayer money is used to p-p up fat"a n n'"t O. do we want to live
rrra system wher€ people are held responsible for fteir d€cisions, wh€re imFudent
behavior is penalized and pnrdent behavior r€warded? For somebody like me who
believes sEDngly h the free Elarket systeu! the most serious risk ofthe cufiEnt situation
is dlat the ilter€st of few financiers will uodermine the firndamental workings ofthe
capitalist systern. The time has come to save capitalism Aom ttre capitalists.
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