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Direct Stimulus of Colorado’s Foreclosure Market: Economic Counterbalance, maybe

Conclusion:

Can a large pool of money, by Colorado and municipal long term funds, Labor Unions and concerned citizens or Denver’s Road Home, buy foreclosed properties and nearly foreclosed, for pennies on the dollar or at least above water prices, from banks who hold these 'toxic bundles?'  Foreclosed homes that former owners do refuse can return to the housing market.  Rewritten contracts and new closures may go to Credit Unions, who have money to loan, or whatever bank the owner wishes, and return the investment plus a small profit in short order.  A small army of unemployed real estate agents and estimators need the work, know the paper trail and will want to leave when the markets stabilize.  Last I checked, Colorado had nearly $1 Billion due in 60 days.  This is a direct counterbalance to a bad economy that makes a small profit, brings in taxes and leaves a healthy economy.  When housing toxic bundles are gone, the investors will wither, and Colorado will return to normal investments.  With extra profits and taxes, Colorado should focus on the largest normal return investments, 1st is Education, then Social Services, last is infrastructure, Convention Centers, air ports and such.

I’d like to get some knowledgeable help on this complex idea that may already be passe, or still very potent.  Beyond an old activist and Civic Satisfaction, I also teach math, psych and education.

Colorado currently has the worst Foreclosure market in the US.  For months I’ve been toying with how to get Colorado, Denver and Labor’s long-term funds into the housing and especially the foreclosure markets as a direct stimulus to this weakest part of our economy.  Housing and foreclosure markets are now primed for growth, the Credit Unions are long ready but the greed banks are still hesitating.  (If I may be candid here.)

When Dan Pabon’s AAA market bill met hesitation, I realized that this iron was hot, so I wrote him and Mark Ferrandino, who I know, but Mark wasn’t sure the timing was right.  I’ve written to several others, mostly without Reply.  Checked with a couple realtors I know and several folks who work on foreclosures, but this was over their heads.  If you may know more or can condense this long piece, please Reply at walt@CivicSatisfaction.org

Colorado and Denver can play white knight with our long-term funds.  Knowing generally what the real, current housing and foreclosure market is worth, Colorado Public Housing (probably most appropriate), probably in conjunction with Denver Housing, can buy up masses of loans at prices that are above water.  Then split the difference with the homeowners who ‘were’ underwater and drowning, or now ready buyers.  This agency may even have a narrow window to affect repairs with the refinancing.  This is a direct boost to Colorado’s economy and our communities.  Even a small direct profit is larger than the AAA markets can now offer.  Plus the future taxes far more than offset any risk.  We may be able to start small and make sure the way is clear to go large. 

With large market buys of ‘toxic assets,’ this quasi-government agency will have Colorado homes that have been foreclosed completely and may be able to rescue folk on the edge.  Colorado Public Housing may check with former owners for interest and feasibility, or may direct those homes into the rental and sales markets.  Again, former owners may also provide insights into repairs and likely upgrades to the property.  Rentals need a boost right now, while sales later will complete the cycle.  As a recurring part of some economic cycles, Colorado Public Housing would play counterpoint to the economy and diminish when the economy improves and stock markets become a better return for long-term funds. (May the Treasurer buy gold when the majority of us see a crash coming?) While much of this cycle of long-term funds is relatively natural, we will probably need to include oversight by the State Treasurer as part of the duties over those long-term funds.  The Legislature may want to add their voice to the Treasurer in each downturn.

While I do like the idea of boosting the Credit Unions more than the 1% banks, again, the Credit Unions are screaming that they have money to lend while the commercial banks hesitate.  Whichever banks homebuyers or rescued foreclosed folk prefer, this allows the seller, Colorado, to turn the funds over, again, and profitably.  With an actually decent deal, I see no need to guarantee loans. 

Many real estate agents are practically unemployed, know the paperwork and know how to coordinate with local County Clerks to create a proper paper trail to refinance mortgages and sales in housing markets they know intimately.  Many under-worked realty appraisers can quickly values of houses in these ‘bundles’ we are considering.  Whether as employees or agents, or both, this is a large pool that can naturally rise to the occasion and diminish as the need lessens and regular real estate becomes more lucrative.  Proper paper trails may soon kill MERS, and indeed, may offer another lever to buy Colorado homes to be saved at pennies on the dollar.

Cities and counties in Colorado will have similar and different priorities from Colorado’s.  Denver Housing, for example, may wish to ‘shape’ areas to connect roads, like Spear to Ridge Road, Morrison to Morrison to Brighten Boulevard, or allow growth around the Capital, Civic Center, City and County Building, Golden Triangle, etc.  Universities and other institutions have long practiced such shaping and some coordination or prioritization bidding with others may be allowed with openly approved priorities that are yet masked from the general public. Yet Colorado Public Housing and Denver Housing are large enough that they may be able to do better with open records.  Can we openly post current plans and remember to point out that when speculators come knocking at your door, you should check with this quasi-government agency for a better deal?  We might be better off with open plans and priorities in bidding.  We might have to drop the openness idea, but this is for the Legislature to decide with expert help - ask the college and university experts. 

So, other government levels, like Denver, may find it profitable to directly join the state as investors.  Denver’s Road Home could also use this available boost as still more people become homeless in the upcoming foreclosure flood, and together we may stem or limit that flood.  Labor, again, has large long-term moneys to invest and a real interest in keeping the economy moving.  Investors of all types could be welcome when other markets are weak.  A growing investment pool increases leverage in buying and helps the economy more quickly, hopefully.  Outside investors may also prove more helpful with more cash than any bookkeeping problems, though the legalities I’ll leave for others.

This is one large counterbalance mechanism for our economy when, and only when, housing is a major part of the depression.  Developers in Colorado have a long history of fame and infamy in our cycles, and this counterbalance is a limiter when Coloradans are in housing trouble.  Nowdays (I hate nowadays and westerners don’t say that.) we have more understanding of such mechanics and able to start to set up counterbalance mechanisms.  When housing prices drop, homeowners call for help, foreclosures rise and realtors are out of work, when the deep pockets of long-term funds can buy in mass for a better return than the stock market, then we move.  When housing stabilizes, homeowners relax, foreclosures drop to normal and realtors see better profit in the full market, when profits dwindle in housing and rise in the stock markets, then we move back.

Education funding is one major place we should put any money we can during a depression, as I know you personally agree.  We say ‘make hay while the sun shines,’ or go back to school when times are tough, as my students will attest.  So this is one step toward a more perfect Colorado.  Education is also our repository of academic expertise to lend guidance, and depressed times are the worst time to cut funds.  Further, Education is the largest economic engine that the state, somewhat less the city, has control over.  Liquor and Seat taxes are not enough of a counter-balance, nowhere near.  

Yes we also need services for those most affected and infrastructure, which is timely given that social services return more than each tax dollar spent and the construction industry is now weak and need to just keep top people busy. (Depletion Allowances vs. Property taxes, though I’m no expert there either, and similar balances should also be reviewed during hard times.)

Looking at the current State Treasurer’s website, yet worried about my illiteracy in accounteze, I think I’m seeing almost a $1B in funds coming due in the next 60 days.  As if we could move that fast, yet I can only guess how normal and easy this switch can be.  Also I don’t know how much is earmarked for short-term use.  You may have a much better idea.  Yet even half of that would spark Colorado’s markets.  Denver’s situation is likely similar, albeit to scale.

Politically, I would like to think that the ‘natural’ shrinking of this counterbalance mechanism would placate the conservatives who have a hard time with new ideas.  This would boost all banks and enhance competition.  Directly boosting the economy by helping the weakest sector, does lift all boats, even the yachts.  Also hard times are when government of all levels is most needed – minor argument there.

For all that the Post is getting bullish on the housing and other markets, I think some housing counterbalance could still help.  The legislative timing is atrocious, so this may have stay on file until the next housing bust.  As an amateur, I may have totally missed points, pro and con – I know human systems but not really economics.  So, I would appreciate any feedback you can offer.

