SwapRent embedded HELM vs. conventional Shared Appreciation Mortgage (SAM) or Shared Equity Mortgage (SEM)



Here below are two links regarding the recent news that credit unions in the US are now legally authorized to offer shared appreciation mortgage loan modifications to its member homeowners. The SwapRent methodology is a much more efficient and effective way of offering shared appreciation by the homeowners than the conventional SAM or SEM. 

http://www.nafcunet.org/Template.cfm?Section=News&template=/contentManagement/contentDisplay.cfm&contentID=40371 

http://www.ncua.gov/Resources/RegulationsOpinionsLaws/OpinionLetters/2009/09-0426.pdf 


SwapRent and its embedded mortgage products provide many advantages over the existing mortgages currently practiced around the world. A timely implementation may help the homeowners hang on to their homes. The local governments could stabilize the local property value through preventing defaults and increasing new investment demands through a new channel for property investors. It could offer portable housing affordability to low income homeowners at the same time.

The business concepts of SwapRent and REIDeX could be a bit complicated at first glance since they are radically new innovations. However, once people have had a chance to spend some time to understand them they feel it is a quite natural development of our future housing finance system for our free market based capitalism societies. Please be aware that there is a difference between learning about a new economic concept of shared appreciation versus learning a detailed systemic quantitative methodology to effectively make those related simple economic concepts possible in reality in a more efficient way. SwapRent and REIDeX are such detailed executable step-by-step business methodologies beyond simply introducing a new financial concept. 

There are many major deficiencies of the old ways of offering shared appreciation benefits through the conventional SAM (Shared Appreciation Mortgage) or SEM (Shared Equity Mortgage) products. First, SAM or SEM do not offer any price transparency since there is no either a primary or a secondary marketplace for homeowners and investors to negotiate what subsidy represents what percentage of shared future appreciation. Second, there is no flexibility in maturity terms, percentage of appreciation give-up terms or early termination possibilities. Third, the provider banks could not regenerate the capital used to purchase the potential appreciation elements embedded in a SAM or SEM through selling these potential appreciation elements to other free market investors through a secondary market.

As a result, this simple economic concept of shared appreciation usually ended up only being offered by local governments to homeowners using taxpayers money in the past. Furthermore the taxpayers money usually got stuck for 20 or 30 years (the terms of the mortgage itself) in the way as they have been practiced so far in many other countries. There are numerous other problems with the conventional SAM or SEM, hence the need of new innovations such as SwapRent and HELM. 

A good recent example to understand why the conventional SAM or SEM would not work is by looking at what shared appreciation scheme that the Federal government had done in its H4H homeowners bailout program implemented in October 2008. The one recipe formula in its program contains all the problems and short-comings described above. To solve these problems, our financial markets need new innovations. It may not make sense for credit unions to spend resources now on the shared appreciation concept only to repeat the Federal government's mistakes if the methodology is not improved. 

The key thing to make it successful is to design a new financial contract to extract out the shared appreciation component and detach it from a conventional shared appreciation mortgage product so that market participants can quantify it and give a fair value market price in a freely negotiated and traded secondary market. SwapRent is the new financial contract created specifically for this purpose and REIDeX is the secondary market to facilitate the price discovery and the capital regeneration functions for the benefits of the homeowners and investors. The combined new economic owning and renting concepts is the conceptual foundation of how to use the SwapRent transaction and apply these new housing finance methodologies.
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