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Jan. 26, 2009
Secretary Timothy Geithner

Dept. Of the Treasury

1500 Pennsylvania Ave.

Washington D.C. 20220

Dear Secretary Geithner,
     My name is Michael Blum.  I am writing you as a private citizen, as a loyal American as well as a Goldman Sachs alumnus with over 20 years experience in the structured finance markets.  I am concerned by the current credit crisis, and have a suggestion which I believe could help.

     The fundamental theory of mortgage securitization is that bonds could be sold at a premium to the cost of their underlying collateral.  This was the practice ever since mortgages were securitized into structured bonds since the mid-80s.  However, it has become apparent that in recent times, greedy originators and underwriters increased their revenues by introducing dubious collateral into securitizations.  Thus, securitizations have suffered as a whole.  There is next to no new issuance to provide price guidance which would allow financial institutions to value their holdings.  
      My premise is that by offering the collateral behind securitizations for sale, an aggregator bank could discover at what price it might be able to sell the collateral and thus establish a price at which it could purchase all bonds in a securitization.  By purchasing all bonds, it could then collapse the securitization, instantaneously sell the underlying collateral, and pay down as many bonds as possible.  This would do a great deal towards removing leverage from the financial system, as well as provide price guidance for valuation purposes.  It would restore the transparency that went missing in an unregulated over-the-counter market.
     The notion is that it is easier to value, thus sell, an individual asset such as a home loan, than it is to value, thus sell, a security such as a bond in a CDO backed by a pool of assets with an overlying structure.   

      By collapsing deals on a targeted basis, the aggregator bank can remove toxic assets at will from the system.  Removing leverage from the system by directing the collapse of toxic securitizations would be a vital step in restoring normal flow to the debt capital markets.  
     Thank you for your time and attention.









Sincerely, 









Michael Blum
Cc: Federal Reserve Chairman Ben S. Bernanke
