QE For The Middle Class
Expanding Economic Growth by Making Quantitative Easing Work for the Middle Class
The federal government and central banks made a gallant effort to restart the economy after the implosion of 2007. Massive stimulus through Quantitative Easing and the American Recovery and Reinvestment Act restarted the economy and kept it from falling further into an economic depression. Our critique of the effort to jumpstart the economy, whether monetary or fiscal policy, is that it has all been top down and completely missed the middle class thus unsustainable. Even so called “middle class” programs like cheaper cars and home loans are debt-based and have been more help to industry than the consumer.  We are proposing a much more sustainable, radical and effective way to create long-term growth through applying the principle of Quantitative Easing (QE) and empowering local communities by creating substantive wealth creation opportunities specifically for middle class families which will create more expansive growth.   

Over the last seven years, the Federal Reserve has made cheap money available to Wall Street banks to make money and shore up their balance sheets. It should change course and make inexpensive capital easily accessible to average Americans who have investment money. And why shouldn’t it? The current interest rates in the Unites States make savings accounts, CDs and other traditional investment vehicles virtually worthless. This paper suggests that local organizations like a community development group, credit union or local bank should be used as an investment vehicle for middle class Americans. Individuals could bring forward investment capital and borrow money from the Federal Reserve at the federal funds rate. The investment vehicle would facilitate the transaction. The money is loaned for community development projects or other investment opportunity in the community.  It is a middle up approach to wealth creation.

Here is an example.  A local nonprofit, the Brighton Apartments, needs to borrow $5 million at 3% to retire its bonds and complete physical plant upgrades. A neighborhood investor could access this investment vehicle by putting up his or her own savings to invest $60,000 with an average 5-1 leverage. In other words, the investor would loan the Brighton $300,000 but only put up $60,000 of his or her own capital. The investor would borrow $240,000 from this Fed investment vehicle at .25% and loan it back to the Brighton at 3%. Other investors in the community could become part of the community development project. Brighton would get the $5 million it needs at a reasonable rate and the local community grows wealth though investing.

The equation follows this path: (3%x 5(60,000)= 9,000 interest) Minus (.25%(240,000) =$600) in interest cost for a net of $8,400, which is roughly a 14% return on a yearly basis.
The wealth creation application does not end there.  Under the plan, about 1/3 of the earnings are required to be spent in local community-based businesses.  What further sets this economic endeavor apart is that first benefactors are asked to invest in others by spending money locally, empowering even more businesses and people.  This is in stark contrast to how the other spending focused stimulus programs have operated.  
The proposal is a much more effective way to create growth through the principle of QE than the current system. The proposal empowers local communities by creating powerful wealth creation and free market opportunities specifically for middle class families. The plan recognizes there are serious structural economic issues blocking economic growth and that escape velocity is not possible without more QE. A middle class-focused plan switches the punch bowl away from the top and creates a QE plan that enriches the middle class and even the working poor. 
QE can be used for Main Street and create a powerful economic multiplier by allowing the middle class to use the same leverage tools by using savings for capital investments and increasing personal and community wealth that is sustainable. It lays a strong foundation for widespread economic growth. In this plan, middle class savings are no longer the enemy (“paradox of thrift”) but the very engine for economic growth. The middle class will get higher returns of 600 - 1,500 basis points more than basic money markets today and also benefit from tighter spreads as a borrower. This plan replaces “trickle down” with “middle down and around” monetary policy.

Let's be clear -- if there is not some type of QE program for the middle class, there is no way to bridge the gap of income inequality and increase economic activity. This inequality occurs for several reasons but mostly access to capital. Specifically, access to capital as it is created and leveraged. Access to capital allows for the purchase of assets at their cheapest, and leverage and arbitrage allow manipulation of markets for accelerated profits.

The current economic growth has been propped up by $12 trillion in global Quantitative Easing by central banks. The process has created a multinational wealth explosion in stocks, bonds, derivatives and real estate for the top 10%. However, during this explosion, the planet’s middle class has actually lost ground as the top 10% have taken 106% of asset appreciation. This new global wealth has been obtained by the top due to its easy access to money creation and then leveraging it without risk. This is known as the “Bernanke Put.”
But the economic expansion needs to be more inclusive, as every great economic expansion in modern history has occurred due to the energy of an expanding, robust middle class. Over the past seven years, business and property ownership has not increased, unlike the economic expansions of the 1950s, 1960s, 1980s and 1990s. In addition, real wages are down in the new global economy due to global wage arbitrage and technology. The focus needs to be on more than growing GDP, because GDP focuses on the top 10%. 

The Federal Reserve’s current QE recipe will not solve these problems of the middle class nor will many of the other programs for growing wealth. Pro-stimulus Democrats fail to see that 80% of the government’s spending contracts go to corporate America, escaping the hands of small local businesses. Republican tax cuts and corporate protectionism only encourage more gouging of the American worker by sending more jobs overseas and contracting the velocity of small business transactions. Both parties are missing the issue of how the Federal Reserve is executing QE policies that are hastening income inequality and diminishing the middle class, which causes a concentration of assets and stymies economic activity on the local and national level.

Ultimately, the current QE application by the Federal Reserve encourages short-term financial engineering over long-term capital investments by making capital cheap. ROI in the short-term is much higher on corporate stock buybacks than it is to invest in facility upgrades and hiring to do R&D. Its focus on increasing wealth through the stock market has actually encouraged companies to cut labor and other capitalization costs to increase the bottom line in order to justify high stock prices.  QE in its current format not only fails to deliver for the vast majority it actually is a long-term economic destabilizer.  

If our application of QE is enacted our models suggest that GDP could grow 3.4% compared to the 2.6% to 2.8% currently projected by the Federal Reserve. It will add $84 billion in economic activity in its first year, and increase GDP by $1 trillion by year 5. Velocity of money will reverse trend and increase, and wages will increase due to increased local demand and free market principles. A strong economic foundation will develop, reducing risk and allowing corporations to focus on expansion and revenue growth instead of financial engineering. This is turn will lead to increased employment opportunities.

This plan offers a powerful monetary alternative for the Federal Reserve and forms an accommodating money creation option for regional economies that is Main Street focused. Under the plan for QE, savers get first access to capital, earn returns much greater than inflation, increase local spending and velocity of money, plus small businesses, nonprofits, the middle class and poor get access to community generated credit. The plan pays out interest and reinvests funds. And all the lending leads to ownership of property, process and profit. This is what will change the economic front.
In the end, this brings back what banks are supposed to do, with a modern financial twist, by using the Fed model of QE to create money for the middle class. So far, QE has never been focused on the middle class wealth creation. If the Federal Reserve had been doing this for the last six years, our economic outlook would be much better. This model reinvests in the middle class and is doable because it bypasses a dysfunctional Congress and empowers an accommodating Federal Reserve board to inject stimulus into local communities, hopefully reducing the politics and empowering Main Street to become the foundation for economic growth. 
The Author:  Curtis Brown

Contact:  outofozeconomics@gmail.com
All thoughtful feedback and questions will garner a response

Part II “A Demonstration Project For Seattle”  details how the plan will work in a local area.  This can be requested now by emailing.  It is still in draft form but gives more details.

