
 
 
 
 
 
 
                                                                                           Value Concepts from the ML Trading Desk 
 

An Open Letter to Dept of Treasury 
 

Dear Mr. Henry Paulson 
 
By now I assume you have read my most recent RateLab where I describe an 
outline for resolving the GSE situation.  It involves using Government action to 
prod market forces to add liquidity to the MBS market.  However, if you would 
prefer a more DIRECT route that would allow you to stick to your stated "Plan 
A", I urge you to: 
 
Have the Treasury:   Buy $500bn FN/H 5.5s  vs.  Issue $500bn T5yrs. 
 
I am quite serious.  This action would: 
      1) Create $500bn of balance sheet for the MBS market; 
      2) Meaningfully lower MBS rates; 
      3) Reduce MTM losses for all Financial Institutions;                             
      4) Earn the Government $13bn annually in Net Interest Margin.                                            
 
Since the Government is already on the hook for all FN/H liabilities, why rely on 
indirect methods that are negative carry when you can directly address the main 
problems of limited Balance Sheet and Impaired Capital Ratios.  Lower MBS rates 
will produce all the ancillary benefits I described plus limit unwanted "equity" 
exposure.                                                                                                              
 
On a separate note, I hope you consider the likely offer to remain Treasury        
Secretary into the next administration.  Your strong mid-West ethic certainly 
encourages you to finish the job.                                                                                             
 
Best Regards,                                                                    
Harley S. Bassman   
August 27, 2008 
 
RateLab is prepared by the U.S. Rates trading desk; RateLab is not a product of Merrill Lynch (“ML”) Research.  RateLab is not prepared, reviewed or approved by 
ML Research.   Any views expressed are as of the date and time of transmission.  ML undertakes no obligation to update this information.  Views expressed may 
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This information does not constitute an offer, recommendation, general solicitation or official confirmation of terms.  ML does not guarantee this information is 
accurate or complete. This information does not constitute advice or an expression as to whether a particular security or financial instrument is appropriate for you 
and meets your financial objectives.  ML will not be liable for any investment decision based in whole or in part on this material; you are required to make your 
own investment decisions, using as necessary the advice of independent advisors or consultants.  All prices/availability/quotations are indicative only and subject 
to change without notice. Indicated returns not guaranteed.    Past performance is no guarantee of future results.  Assumptions may materially impact return. 
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