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Overview of Housing Finance Systemst
Descriptions

A characteristic feature of a housing investment is its relative size and long investment
horizon, requiring large amounts of long-term finance. The am of a housing finance
system is to provide these funds to the producers and purchasers of housing, both rental
and owner-occupied. This simple description has spawned a broad array of institutional
arrangements, ranging from contractual savings schemes, to depository institutions
specializing in mortgage finance, to the issuance, sale and trading of mortgage securities.
All of these arrangements have been created with the same purpose in mind, to channel
funds from savers to borrowers.

In an economy without a well developed formal financial system, housing is either self-
financed (i.e, out of savings) or directly financed between individuals (such
arrangements are often referred to as informal finance). Direct finance can be provided
by friends, relatives, small savings clubs or landlords (e.g., the chonsei system in Korea).
Although often the only aternative for households seeking to better their housing
circumstances, informal arrangements are typically inefficient and costly in part because
the requirements of savers and borrowers are different.

A sign of financial sector development is the funding of housing by formal financial
institutions. These institutions can be private sector entities, which can be shareholder
owned or mutual organizations or specia circuits (i.e., government-backed institutions
operating apart from the broader financial markets). As economies develop, provision of
housing finance often moves away from extensive reliance on special circuits towards
integration of housing finance into the broader financia markets [Diamond and Lea,
1992b.

In many countries, the traditional and still predominant model of formal financial sector
finance of housing is the deposit taking system.  In this model, an ingtitution gathers
savings from households and enterprises and makes loans to homebuyers (Figure 1). By
taking in savings from non-homebuyers, depository institutions can access a much larger
pool of funds than through dedicated savings. There are several types of deposit taking
ingtitutions, including commercial banks which offer a complete range of banking
services, savings banks which deal largely with the household sector, and specialist
housing finance institutions (building societies or savings and loan associations) which
focus their lending primarily on housing. A key feature of a depository system is that the
institution originates, services and funds the loan. Funding is primarily through retail
deposits but these institutions may also issue bonds and mortgage securities. Another key
feature is the short-term, variable rate nature of the funding.

1This section is an updated version of the Overview from the 1995 edition of the Sourcebook.
Helpful comments were provided by Achim Dibel.
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Specidist deposit funded institutions have traditionally dominated the provision of
housing finance in English speaking countries (e.g., Australia, Canada, South Africa, the
United States). The model for housing finance in these countries originated with the
terminating building societies founded in England in 1775. The early building societies
were formed to mobilize savings of lower and middle income households for the sole
purpose of home construction. These institutions gradually evolved into specialized
depository institutions with broader asset and liability powers but retained their focus on
housing finance. In recent years, there has been a decline in the influence of specialized
depositories which have been losing market share (or converting) to commercial banks
and other forms of intermediation.

Direct Lending

Contract savings systems can be viewed as speciaized depository institution circuits. In
many respects they are similar to the terminating building society in that they are often
closed (meaning that the vast mgjority of funds for home purchase are derived from the
savings attracted from potential homebuyers). Contract savings are major components of
the housing finance systems of Austria, France and Germany and have been utilized in
French-speaking Africa and Latin America?2 They generate funds through contract
savings, generally at a below market fixed rate of interest. Fulfillment of the contract
entitles the savers to a below market fixed interest rate loan. In France and Germany the
contract savings system provides supplementary credit (i.e., second mortgages) while in
Austria it provides primary mortgages. Contract savings are generally supported by
government through savings bonuses and favorable tax treatment. A specialized form of
contract savings exists in Singapore through the activities of the Central Provident Fund
that serves general retirement purposes. Savers can use their mandatory savings for
downpayments and mortgage payments (but not rent payments - thus accounting for the
extremely high rate of homeownership). The Fund assumes the position of the first lien
holder and households frequently obtain supplementary funds from banks.

An dternative to the depository institution model is the mortgage bank system (Exhibit
2). In such systems, speciaized ingtitutions (mortgage banks) originate and service

2For more detail on the French and German systems see Diamond and Lea [19924].
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portfolios of mortgage loans which are funded by securities they issue. The securities are
general obligations of the mortgage bank and are typically purchased by institutions with
long term sources of funds (e.g., pension funds and insurance companies). The mortgage
bank model has been around since the mid-1800s and is extensively used in continental
Europe (particularly in Germany and Scandinanvia). A major feature of mortgage banking
systemsis the predominance of of long-term, fixed-rate mortgages.3

Figure2
Mortgage Bank System
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A depository system is frequently referred to as a retail approach as ingtitutions deal
directly with the public in lending and borrowing funds. The mortgage bank system is a
combination of aretail and awholesale approach. Its wholesale character comes from the
funds raising side wherein funds are obtained primarily from institutional sources through
the broader capital market rather than directly from the public.

A fourth approach which has gained popularity in recent years is a secondary mortgage
market (Exhibit 3). A secondary market ("SMM") involves the sale of mortgage loans
(or loan portfolios) or MBS backed by specific pools of mortgages.# As such, it involves
the transfer of the risks and ownership of mortgage loans to athird party. The loans may
be sold to specialized institutions called conduits or through special purpose, separately
capitalized vehicles. These entities raise funds through issuance of securities backed (or
collateralized) by the loans. The majority of residential mortgage loans in the U.S. are
funded through the SMM. MBS have been issued in Australia, Canada, South Africa, a
number of Asian and Latin American countries and most European countries.

3 For more detail on European mortgage banking systems see Hardt [2000]. The loans may be
fixed to maturity (e.g., Denmark for 20 or 30 years) or for shorter periods of time (e.g., in
Germany for a maximum of 10 years on a 30 year loan).

4An MBSis a pass-through security in which borrowers monthly principal and interest payments
and loan payoffs are passed directly to the investor net of servicing and guarantee fees. MBS can
be used as funding instruments without creating a market (e.g., private placements of securities
or sales of whole loans). For a more detailed discussion of mortgage bond and secondary market
systems see Lea [1999].
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The SMM model was originaly developed in the U.S. in the 1970s as a method to sell
mortgage loans (i.e., achieve off-balance sheet financing) in order to reduce the risk (both
interest rate and liquidity) associated with fixed rate mortgage lending. The provision of
payment guarantees with the securities issued by government sponsored enterprises
(“GSES’) such as Fannie Mae and Freddie Mac facilitates investor acceptance. The
investor in a guaranteed security cares mainly about the default risk of the guarantor and
not that on the individual loans that comprise the collateral. The investor is exposed to
the cash-flow risk of the security which ultimately led to the creation of the collateralized
mortgage obligation as a means to attract institutional investors> In recent years,
securitization has developed in other countries and the U.S. without the aid of
government and has played an important role in improving market liquidity and bank risk
and capital management. These transactions become feasible when wholesale sources of
funds are cheaper than retail and/or lenders are capital constrained.

The portfolio acquisition activities of the GSEs expanded in the 1990s. Both Fannie Mae
and Freddie Mac increasingly hold mortgage assets on their balance sheet and fund
themselves with the issuance of straight and callable debt. This approach to housing
financeis similar to that of the European mortgage banks.

In many countries, government supported or controlled institutions have a prominent role
in the provision of housing finance. The largest housing finance institution in the world,
the Government Housing Loan Corporation of Japan, is a government entity. The largest
housing finance institution in the U.S., Fannie Mag, is a government-sponsored enterprise

5 The CMO allocates cash flows received from a pool of mortgages sequentially among a group
of securities.
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with private shareholders but a limited government charter and both funding raising and
tax advantages. There is an emerging privatization trend with former government
supported institutions in Argentina, Australia, France, Korea and Spain being partialy or
totally sold to the private sector. Housing finance retains a preferential place in most
national financial systems (e.g., through tax deductibility of mortgage interest, favorable
treatment of mortgage loans for capital adequacy and investment regulation).

Government institutions can be either retail or wholesale in their activities. Retail
institutions (housing banks) are typically depositories mandated to lend most of their
funds to housing. As mortgage markets develop, however, a common problem with these
institutions has been their crowding out of private market participants (particularly if their
lending and fund raising is not well targeted).

An dternative to the retail housing bank is the second-tier, or wholesale, institution
(Exhibit 4). These ingtitutions, referred to as liquidity, rediscounting or secondary
mortgage facilities ("SMF"), are typically government owned or supported. They issue
general obligation bonds in the capital markets and use the proceeds to refinance the
portfolios of primary market lenders.8 In the U.S., the Federal Home Loan Banks have
been making collateralized loans to mortgage lenders since the 1930s. Similar institutions
exist in France, India, Jordan, Malaysia and Switzerland. The securities issued by these
ingtitutions are general company obligations and usually not collateralized by the loans.

Figure4
Secondary Mortgage Facility
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The use of one or more of these systems depends on the stage of development of a
country's financial markets as well as government policies. Housing finance usually
emerges as aretail activity. Wholesale funds mobilization developsif the banking system

6 Refinance can be through over-collateralized loans or recourse purchase. In either case, the
facility bears minimial credit risk from default on the underlying collateral. See Pollock, A.
[1994].
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is constrained from supplying sufficient mortgage credit to meet demand or if capital
market sources of funding are more cost effective. The issuance of securitiesis, however,
premised on the existence of well developed capital markets. The creation of secondary
market institutions has been motivated by the desire to expand the capital market finance
of housing.

Obstaclesto the Development of Housing Finance

In many countries, the provision of housing finance is viewed as insufficient to meet the
demands of households. Generally this means that mortgages are not attractive
investments. The risks of providing long-term credit are a major reason why housing
loans may not be attractive investment These risks include credit risk, funding risk,
agency risk and political risk [Diamond and Lea, 1995].

First, because mortgages are obligations of individuals, secured by property in a particular
location, assessment of credit risk can be costly and time consuming. The ability of the
lender to foreclose on loans in default in a reasonabl e time period with reasonable costs is
amajor determinant of credit risk.

Second, even if credit risk is manageable, retail lenders may perceive significant funding
risk in mortgage investment. To be affordable, mortgages must be long term (typically 15
or more years in maturity although with amortization and early repayment their duration
is5 to 7 years). Lenders with primarily short term liabilities are subject to significant
liquidity risk if they allocate a substantial portion of their assets to mortgages. Also,
mortgage borrowers may demand fixed rate loans. Lenders with primarily short term
liabilities are subject to considerable interest rate risk if they invest in such loans (e.g.,
U.S. savings and loans in the 1970s). Lenders with primarily long term liabilities, in turn,
are subject to warehousing risk when assembling the pools. Long-term lenders are also
more susceptible to inflation risk.

Agency risk arises when a divergence of incentives between agents occurs. In mortgage
lending, if the originator is different than the ultimate funder a divergence of incentives
occurs between the lender (who is motivated to produce loans) and the risk bearer (who
must bear the consequences of poorly underwritten loans). Agency risk also arises with
the use of guarantees where the activities of the insured directly affect the exposure of the
insurer. In the U.S., the high risk lending by some bankrupt savings and loans
demonstrated the mortal hazard aspect of government deposit insurance.

Political risk arises when the legal and political framework within which lending takes
place changes. A change in the enforceability of mortgage contracts (loan forgiveness by
the government) can discourage lenders. The presence of a state subsidized competitor(s).
with preferential access to low cost (government subsidized) sources of funds can crowd
out private lenders from the market by offering lower rates and/or better terms.
Borrowers will often queue to receive below market rate loans, depriving private lenders
offering market rate products a profitable customer base.

Countrywide International Consulting Services 7



Solutionsto the Lack of Housing Finance

The proper solution to the perceived lack of mortgage lending depends on the primary
cause of the market breakdown. In many countries, the lack of access to collateral by
borrowers and lenders is the major barrier to expansion of housing finance. Without
collateral, lenders are more reluctant to lend, housing loans are more expensive and
borrowers do not benefit from the fixed asset they own. This can happen if clear title
cannot be established or if the legal system does not alow foreclosure. Expansion of the
housing finance system to lower and moderate income households is unlikely without a
firm legal basisfor collateralized lending.

If lenders are reluctant to extend credit because of the costs of underwriting loans or the
inability to achieve geographical diversification, a mortgage insurance system may
stimulate more lending. Insurance can be provided by the government (the Federa
Housing Administration or FHA in the U.S.) or the private sector. Insurance or security
guarantees remove concern over the lack of standardization in or information about
mortgages for institutional investors and thus stimulate a SMM. However, in most cases
mortgage insurance cannot offset the lack of collateral or inability to pay by many
borrowers. Public insurance programs may result in a shifting of risk from the private to
public sector and create disincentives for proper credit risk management.

A SMF is appropriate if primary market lenders have poor access to the broader capital
markets or concerns exist about their ability to manage interest rate or liquidity risk.
Security issuance is a more efficient way of raising funds than individual loan sales. A
SMF may be able to issue longer maturity bonds than individual institutions. If the
institution is well capitalized (or supported by the government) it can achieve a higher
credit rating on and lower cost funding for its activities than private issuers. A centralized
institution may be able to issue securities with lower transactions costs. Issuance of a
large volume of standardized securities can result in greater liquidity than issues of
individual institutions.

SMMs develop when true off-balance sheet financing is desired. Transfer of ownership
enables lenders with relatively little capital to compete in the mortgage market. Although
MBS can be issued by private sector concerns, they are complex, unique and costly to
issue. In addition, the issuing entity still must confront the problems associated with
introducing a new security and assuring investors of its liquidity and credit worthiness.

The activities of governments (e.g., through state housing banks) are often justified as a
way to lower the cost of credit to home builders and buyers. Subsidizing interest ratesis
costly and can crowd private lenders out of the market. More importantly, interest rate
subsidies often miss the point as to why loan rates are high in the first place and — in the
case of long-term loans — provide subsidies far beyond the initial period of affordability
constraints. Subsidized rates will not solve the credit risk problems faced by lenders in
systems with inadequate legal protections. Also, they cannot overcome the problems
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associated with using the wrong kind of mortgage instruments (e.g., a long-term fixed
rate mortgage in an inflationary environment). Fundamental advances in recent years in
devel oping countries have been made through the use of alternative mortgage instruments
(e.g., indexed mortgages) which balance the affordability of mortgage credit with its
profitability to the lender.

Global Trends

In the 6 years since the publication of the last edition of the Housing Finance
Sourcebook, there have been significant changes in the provision of housing finance
around the world. There has been a major change in the macroeconomic environment in
which housing finance institutions operate. Increased integration of the global economy
now alows funds to flow more readily across national boundaries. A big step in this
direction was taken by most of the countries in the European Union which adopted the
common currency at the beginning of 1999. The issuance of mortgage-backed securities
and mortgage bonds has expanded, facilitating greater access to funds for housing and
providing a mechanism for cross-border investment in housing.

Increased integration has resulted in greater volatility in loca economies and housing
finance systems as crises such as those that started in Thailand and Russia spread across
the world. These pertubations have had significant effects on housing finance lenders,
either through weakening of their balance sheets (often for reasons apart from the quality
of their housing loan portfolios) and/or a drying up of funds, particularly long term funds
suitable for mortgage lending.

Despite the greater volatility, there are signs that housing finance is advancing on aglobal
basis. Mortgage debt-to-GDP ratios have been rising, particularly in emerging markets.
As shown in Figure 5, mortgage debt has been expanding relative to the size of the
economy in many countries in Asia and Latin America, despite the volatility both regions
experienced during the second half of the decade. The increases in Latin America are
smaller with Argentina and Chile registering small increases but Brazil which was
particularly affected by the crisis having a significant reduction in the ratio. Outside of
South Africa, however, housing finance remains rather underdeveloped throughout
Africa

The recent experience in developed countries is more mixed. The mortgage markets of
the pheripha countries of Europe (e.g., have grown rapidly reflecting the combined
effects of liberalization and falling interest rates. The German mortgage market has also
grown significantly relative to the growth of the economy, in part due to on-going
reconstruction efforts in the former East Germany. The French market fell in relative size,
in part due to a shift away from use of the mortgage as alegal instrument. The mature US
mortgage market shrank dlightly relative to the size of the economy. Despite its
economic and financial sector problems, the Japanese market has grown relative to the
economy during this period.
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Figure5

% Growth in Mortgage Debt/GDP in Selected Countries
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Global mortgage markets remain quite varied. Commercial and savings banks are the
dominant lenders in most countries. The role played by speciaized depository
institutions has continued to decline, particularly in the UK and its former colonies as
many building societies have converted to and/or been absorbed by commercial banks.
Although securitization has become more important in recent years, as evidenced by the
number of countries (at least 24 countries in 6 continents) that transactions have taken
place over the past 6 years, in al countries outside of the US it remains an ancillary form
of finance. Mortgage banks remain important lenders in Europe and the US, but
increasingly they are subsidiaries of larger financia groups headed by commercial
(universal) banks. The new Basel capital accords may change the relative importance of
mortgage bonds and mortgage-backed securities.

A magor emerging characteristic of mortgage markets is functiona separation (or
unbundling) in which specialists perform the various functions underlying a mortgage
loan.

As shown in Figure 6, in the bundled model of mortgage lending a financial institution
performs the major functions of origination, servicing, funding and portfolio risk
management. These intermediaries may utilize the services of third-party vendors, such as
mortgage insurers, appraisers and credit agencies. However, a single firm accomplishes
the primary functions. The portfolio lender originates a mortgage to a homebuyer,
services it and performs the pipeline risk management and portfolio management
functions, including funding. Portfolio lenders may be specialized ingtitutions such as
savings and loans, building societies or European-style mortgage banks, or general-
purpose depository institutions (commercial banks, savings banks).

Figure 6: The Bundled Home Mortgage Delivery System

Countrywide International Consulting Services 10



Bundled Mortgage Finance
M

Originate

Borrowers

Manage
Risk

/Depos ts
\Bonds

Fund

stem characteristic of a secondary
nation, servicing, risk management
ecialized entities.

Figure 7 shows the unbundled mortg
mortgage market. In this model the fun
and funding are unbundled and provided

Figure7: Unbundled Mortgage Delivery System

Unbundled Mortgage M ar ket

Borrower Retail Channel — Investor
R (Conduit ||
® Closing [ | o
Mortgage Pooling Final) -
h i ici
[ntermediary _’Whola&-m Sh|pp|ng 4 IR
----------- Mortgage| Delivery
Corres {—»| Banker
pondent
Functions Credit
Marketing™Processing —Underwriting™Closing Enhance-
Warehousin: WER
Risks Pipeline Risk & Credit Risk Credit Risk  Portfolio
Mat. Mgt. Risk Mgt.

For example, mortgage origination is no longer confined to retail branches of financial
ingtitutions, athough they reman important distribution channels. Mortgage
intermediaries (introducers, brokers) are increasingly important in many markets. These
entities may be specialists in mortgage origination or originate mortgages in conjunction
with other activities such asreal estate brokerage, providing financial advisory services or
building homes. The functions they perform may aso vary. Most intermediaries in the
UK for example, are mainly marketing agents, providing referrals and loan applications
whereas in the US many mortgage brokers process applications and package loan files.
Correspondent lenders close loans in their own name (but underwritten to the
specifications of the ultimate investor) and immediately sell them to larger, wholesale
lenders that can get better execution upon sae in the secondary market. The Internet is
rising in importance in mortgage lending but primarily as an adjunct to existing
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distribution channels. “Pure” Internet origination has not yet proven itself as a stand-
alone channel as it depends on other channels for fulfillment.

The institution that originates the loan may or may not be the one that services it. In
recent years, mortgage servicing has become much more consolidated in the US, with the
top 10 servicers administering over 40% of the market. Various aspects of servicing,
such as arrears management have become even more specialized, as the importance of
this function has risen with the advent of the sub-prime mortgage market in developed
markets such as Australia, UK and US. Outsourcing of administrative functions, whether
by commercia banks or specialist lendersis aso becoming more commonplace.

In the unbundled model there are a wide variety of investors in housing loans, ranging
from depositories (investing in loans originated and serviced by others) to mutual funds.
In the global market they may be either domestic or foreign. Credit risk management is
often specialized as well, provided by third parties such as mortgage insurance or bond
insurance companies (public or private) for the benefit of investors.

What are the main drivers of unbundling? Two major factors are competition and
technology. Housing finance is becoming a more competitive business on a daily basis,
creating spread compression and incentives to cut cost. Administrative activities like
servicing lend themselves to automation and scale economies that can be achieved
through consolidation and outsourcing. Improved and more timely access to information
facilitates monitoring of agent behavior, reducing both cost and risk associated with
unbundling.

What does the future hold for housing finance? In countries in which the legal and
ingtitutional framework has been established, housing finance will grow and become
more competitive. Mainstream lenders like commercia banks will increasingly look to
housing finance as an important service to provide their customers. Securitization will
become more widespread as lenders look to diversify funding sources, information on
mortgage performance improves and investors become more knowledgeable.
Consolidation of back office functions will increase in developed markets as will the use
of multiple channels of distribution.

In countries with undeveloped housing finance systems, emphasis must be placed on
creating the proper infrastructure for a sustainable system. The two most important
ingredients are a sound legal infrastructure and stable economy. If these are in place, a
primary mortgage market can grow and prosper bringing the promise of homeownership
closer for all.
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Regional Summary

Sub-Saharan Africa

Sub-Saharan Africa as awhole is an impoverished region where thereis very little formal
housing finance. The region is experiencing economic difficulties, including volatile and
predominantly rising inflation rates over the last decade, as well as high rates of
unemployment. Political instability and centrally controlled industry contribute to these
problems. Standards of living are low and actually declining in some countries.

Homeownership rates are high, reflecting arelatively low rate of urbanization and high
level of informal housing in most countries. The lack of formal title registration and
communal property ownership traditions in many countries inhibit the use of property as
collateral for lending. Housing stock shortages are aso prevalent throughout the region
with far fewer new homes constructed each year than are needed.

Informal finance of housing is common in Africawhether it is through relatives lending
money or unorganized and unregul ated small-scale financing. Although the region has
institutions with the potential to provide funding for housing, the low-income levels and
the risk associated with such lending are major inhibitors to the devel opment of mortgage
markets. As aresult, mortgage debt-to-GDP ratios outside of South Africaare extremely
low. South Africawith a mortgage debt-to-GDP ratio of 26% and US$ 32,736 in
mortgages outstanding is the lone exception.

Efforts are underway to help develop the mortgage marketsin Africa. In South Africa,
companies such as Gateway and the Home Loan Guarantee Corporation, focus on
relieving financial institutions from some of the risk associated with default and long
term finance in an effort to promote home financing for the lower economic strata.
Efforts are also underway to nurture secondary mortgage markets and securitization.

Middle East and North Africa

The economies of the Middle East and North Africa have been improving in recent years
as evidenced by declining inflation rates and increasing rates of GDP growth.
Throughout the region there has been a move towards freer markets and less state
intervention in the economy. Unemployment rates remain high however and have been
increasing in Israel and Jordan. All countries in the region have high rates of
homeownership.

Housing finance is relatively undeveloped in the Middle East and North Africa, reflecting
highly conservative attitudes towards debt finance on the part of borrowers and lenders
alike. A lack of long term finance and extreme concern about liquidity risk are major
inhibitors to growth of the sector. Israel has the largest mortgage market in this region,
due primarily to ahigh level of government involvement. In other countries, housing
financeisjust beginning to develop.

In Turkey for example, private housing finance only emerged in 1999 as inflation rates
declined. Outstanding mortgages are approximately $US 821 million, less than 1% of
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Gross Domestic Product. Housing finance has also begun to develop in Jordan, spurred
by deregulation and creation of aliquidity facility to provide long term funds. Jordan’s
outstanding mortgage debt is US$ 426 million, and it is 11% of GDP.
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ALGERIA

Economic Background

Dinar Uss
Exchange Rate Consumer Price Change In Nominal GDP Nominal GDP

Dinar/US$ Index Consumer Prices (Millions) (Millions)
1990 12.19 29.34 16.62% 555,700 45,587
1991 21.39 36.94 25.89% 843,700 39,444
1992 22.78 48.63 31.67% 1,045,100 45,878
1993 24.12 58.62 20.54% 1,162,100 48,180
1994 42.89 75.65 29.05% 1,471,400 34,306
1995 52.18 100.00 32.18% 1,961,700 37,595
1996 56.19 121.65 21.65% 2,501,000 44,510
1997 58.41 126.32 3.84% 2,613,550 44,745
1998 60.35 132.64 5.00% 2,552,805 42,300
1999* 69.31 136.08 2.60% 3,299,156 47,600

The economy in Algeriais largely tied to the oil and gas sectors; however, recent
economic expansion is attributed to recent investment in an expanding hydrocarbon
sector. Approximately one fourth of the country’s GDP comes from the hydrocarbon
sector. Thisindustry accounts for more than half of Algeria’s budget revenues and over
95% of export earnings. Total GDP was estimated at US$ 45.5 billion in 1990 but
decreased to US$ 37.5 billion by 1995. The 1999 estimate of GDP was approximately
US$ 47.6 billion.

Inflation has tended to be extremely high in Algeria. IMF statistics indicate that while
inflation in 1997 was at 3.8%, the country began the decade with 16.6% in 1990, peaked
at 32.2% in 1995, and remained over 20% in every other year throughout the 1990s.
Estimates indicate that the unemployment rate was at 30% in 1998. Of an approximate
labor force of 7.8 million, 29.5% work for the government, compared to 16.2% working
in construction and public works. Thereislittle information regarding interest rates in
Algeria. In 1997, the Treasury bill rate was 18% the money market rate was 11.8% , and
the fixed lending rate approximately 12%.

Housing Market

Algerians have experienced a deteriorating quality of living standards. A poverty
assessment by the Government of Algeria between 1988-95 indicates that poverty
increased from 8% to 14% during the period. Although poverty is mainly centralized in
urban regions, it has become a national concern. More than half of the householdsin
Algeriawere classified as |ow-income by 1996.
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Population (Millions) ~ Owner Occupancy  Total Dwelling Stock Housing Starts*

(Millions)
1990 25.02 19,740 3.00 88,100
1991 25.64 10,920 3.08 65,300
1992 26.27 13,700 3.15 88,000
1993 26.89 8,500 3.24 80,100
1994 27.50 44,000 3.32 118,700
1995 28.06 57,100 3.44 161,000
1996 28.57 56,700 3.60 132,200
1997 29.05 51,100 3.80 161,700
1998 29.80 52,388 3.90 164,660
1999 31.10 55,038 4.10 171,867

Source: Ministry of Construction

Housing stock grew from approximately 3 million in 1990, to over 4 million by 1999
(approximately 1.34% of which was owner occupied). In 1993, there were 15,700
househol ds being rented, compared to 66,670 in 1999. Housing completions have
increased substantially since 1990, from an estimated 65,000 completionsin 1991 to over
171,000 by 1999. Thisincreasing demand in the housing sector is greatly due to many
low-income socia housing programs initiated by the Government of Algeria. In fact, the
government seeks to provide expansion of the housing market in the four major cities of
Algiers, Oran, Constantine, and Annaba. Shortages in housing units available became a
major concern in 1993, due to a shortage of construction materials such as cement.

Mortgage Market

The mortgage instrument used is a standard 20-year, amortizing fixed rate instrument. In
addition, it assumes a 25% payment-to-income ratio. The mid-range incomes are from
20% to 70% deciles (approximately 10,483 Dinar to 14,153 Dinar per month).

Assuming a payment-to-income ratio of 25% the maximum monthly loan payment would
be 2,621 Dinar to 3,538 Dinar. At afixed 13% amortizing loan rate, the typical loan range
would be approximately 224,000 Dinar —t0302,000 Dinar.

Policy Developments

o In 1992, anew Minister of Housing was appointed and charged with the responsibility
of urban development, in addition to the typical oversight of construction.

o InJune of 1998, the World Bank approved a US$ 150 million loan to the Government
of Algeriafor low-income housing. This program will seek to improve the lives and
living standards of more than 300,000 people over aten-year period.

o The Government of Algeria has created a proposal that seeks to help create jobs and
increase the income for unemployed individual s via short-term employment
opportunities. This project, if approved, will be implemented between FY 01-04.

Sources and References
1. World Bank, http://www.worldbank.org/
2. CIA World Fact Book 1999 - Algeria
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Refinance Corporation: A Brief Overview of the Statistics.” August 3, 1998

Countrywide International Consulting Services

19



BOTSWANA

Economic Background

Pular uss$
Exchange Consumer Change In Nominal GDP Nominal GDP
Rate Price Consumer (Millions) (Millions)
Pular/ US$ Index Prices
1990 1.87 55.14 11.40% 6,490.70 3,470.96
1991 2.07 61.63 11.77% 7,496.50 3,621.50
1992 2.26 71.60 16.17% 8,298.60 3,671.95
1993 2.56 81.86 14.33% 9,045.40 3,533.36
1994 2.72 90.49 10.54% 10,972.50 4,034.01
1995 2.82 100.00 10.51% 12,252.00 4,344.68
1996 3.64 110.08 10.08% 14,201.80 3,901.59
1997 3.81 119.59 8.64% 17,485.70 4,589.42
1998 4.46 127.56 6.66% 20,363.10 4,565.72
1999 4.63 136.65 7.13% 23,258.90 5,023.52
Source: IMF

Previously a British Protectorate, Botswana became a Democratic Republic in 1966. The
country is faced with poverty and unemployment, and it is working towards improving
the quality of lifefor its people. According to the World Bank, Botswanais one of very
few African States classified as alower, middle-income country.

As of 1997, approximately 80% of the people in Botswana made their livelihood from the
agricultural sector. However, diamond mining and tourism are growing contributors to
the economy. In fact, mining currently contributes 33% of the Botswana GDP, compared
to 1% at the time of the country’ s independence from Britain.

GDP has generally experienced an increasing trend during the 1990s. In 1990, GDP was
valued at approximately US$ 3.47 billion, as compared to US$ 4.34 billion in 1995. It
finished out the decade with just over US$ 5 billion for 1999. Botswana had one of the
stronger sub-Saharan economies the second half of the decade.

Inflation has displayed a decreasing trend, more noticeably between 1997-99. Inflation
peaked at 16.17% in 1992, and it remained in double-digits through 1996. Inflation
registered at slightly more than 7% for 1999. Unemployment is very high in Botswana.
Estimates report that with an approximate population of 1.57 million people, 21% of the
total labor force is unemployed. 1n 1995 it was estimated that 100,000 people worked in
the public sector, and 135,000 in the private sector. Approximately 15% of the |abor
force were employed in construction in 1997.

Housing Market

As of mid 1999, the median age in Botswana was registered at 18.2 years and an average
household size of 3.56 (which translates to a demand of 11,979 new units per year).
These two statistics indicate a possible explosion in housing demand.
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The housing sector can be divided into two sectors; urban centers and rural aress,
including major villages. Rural housing is mainly owner-occupied, while urban regions
are limited to investment. Hundreds of plots are |eft untouched and open to individual
buyers. However, severa urban development projects are in-process or under
consideration.

The government generated nearly all of construction in Botswana. By 1995, the total
stock estimate was 904,525 units.

Mortgage Market

Private funding is the most important source of financing for residential housing in
Botswana, while, the government is the main source of finance for urban housing. The
Government of Botswana provides building material 1oans to the Self Help Housing
Association (SHHA), and mortgage |oan guarantee schemes through the Botswana
Building Society. The SHHA has been plagued with high building material loan defaults
and alack of administrative organization. There are other institutions in the housing
finance sector including:

o Botswana Savings Bank — These banks are operated through the Post Offices
throughout the country. The target market is civil workers.

o BotswanaHousing Cor poration — Sells houses to individual s under the Tenant
Purchase Scheme, in which the tenant is allowed to use his monthly rent towards the
buying of the property.

o Commercial Banks— There are five commercia banks in the country, all of which
are mgjor contenders in the home financing sector.

o Employer Organizations— Some employers opt to offer loans exclusively to their
employees, forming a substantial portion of the market.

Interest rates tend to be slightly above the prime lending rate, which is determined by the
Central Bank. Private lending institutions, however, can set their own rates. These
originators typically generate interest rates ranging from 0.5% to 1.5% above the prime
lending rate. Mortgage lendersin Botswana provide loans for purchasing homes,
refinancing, improving homes, and for developing commercia and industria properties.
Additionally, the mortgage market is composed of housing schemes, which are programs

Income

Income Range Housing
Category (GUENEEY) Scheme
Poor/ below P$ | integr. Poverty

Unemployed 1,800 Alleviation
Low Income | P$1800-
Urban 10,000 SHHA
Middle P$10,001- | Housing
Income Lower] 16,000 |Associations

Middle
Income Upper| P$16,001 &
& High above BHC

Income
designed for the financing of various income levels.
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Policy Developments

The government’ s long-term policy is to ensure safe and sanitary housing for all. It plans
to build new urban houses in a short time so that no individua isforced to livein an
illegal settlement. Additionaly, the government plans to improve the quality of housing
in rural areas by implementing a modified version of the Self-Help scheme.

Sources and References

1. World Bank, www.worldbank.org

2. CIA World Fact Book 1999 - Botswana
3. Botswana Building Society
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EGYPT

Economic Background

Egyptian £ Uss

Exchange Consumer Change In Nominal GDP Nominal GDP
Rate Price Consumer (Millions) (Millions)

EE / US$ Index Prices
1990 2.00 52.37 16.76% 96,100 48,050
1991 3.33 62.72 19.75% 111,200 33,393
1992 3.34 71.27 13.64% 139,100 41,647
1993 3.37 79.88 12.09% 157,300 46,677
1994 3.39 86.40 8.15% 175,000 51,622
1995 3.39 100.00 15.74% 205,000 60,472
1996 3.39 107.19 7.19% 228,300 67,345
1997 3.39 112.15 4.63% 256,250 75,590
1998 3.39 116.83 4.18% 280,220 82,661
1999 3.41 120.43 3.08% 302,300 88,651

Source: IMF

At the beginning of the 1990s, Egypt was plagued by low productivity, high population
growth, high inflation, and poor economic management. In 1991, the Government of
Egypt set out to transform the economy from a state-owned system to a market oriented
environment. The goals were to shift investments from the public to private, and increase
foreign investment.

Gross Domestic Product has grown steadily since 1999, and it is mainly generated
through the agricultural sector. GDP registered at approximately US$ 33.4 billionin
1991, US$ 60.4 billion by 1995, and finished out the decade with approximately US$
88.6 billion in 1999.

Inflation has increased since the economic reforms initiated in 1991. In 1991, for
example, prices were well over 19% higher than the previous year. Thistrend decreased
steadily for most of the decade, with the exception to 1995, when inflation rose slightly to
15.74%. Inflation reached alow of 3.08% in 1999.

Based on limited available data, interest rates have been declining. Ranging from three
months to one year, the T-bill yields declined from approximately 18% at the beginning
of the decade to 8.80% by 1997. Additionally, the deposit rate was at 12% from 1990-
1993, and has settled below 10% since 1997.

Housing Market

At the beginning of 1990, housing remained inadequate, dwellings were overcrowded,
and many Egyptians lived in makeshift accommodations. Throughout the second half of
the decade, however, Egypt experienced a construction boom resulting from the extreme
demand for housing and the liberalization of foreign investment. Growth in the sector
has and will continue to be spurred by a government plan to invest up to E£ 16 billion on
new housing and E£ 13 billion on land reclamation between 1997-2003.
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With an annual rate of population growth of about 2.3%, it is estimated that Egypt adds
about 1.4 million new citizens each year. To maintain the current average size household
of 4.8, additional 300,000 housing units are being created on net, roughly each year. In
1998, the Ministry of Housing, Utilities and New Communities estimated that about
180,000 new units were built and formally licensed. The remainder, about 120,000 units,
was probably added informally, either through urban squatter construction, encroachment
on agricultural land in rural areas, or by adding units on top of existing structures.

Of the 180,000 formal sector units, 122,000 or about 68% were classified as “low cost or
economic” indicating that they were smaller than 60 square meters and usually occupied
by households in the two lowest income ranges, with incomes under about E£ 9,000 and
E£ 18,000 respectively. Based on available data, about half of these low cost units were
build under the auspices of on-going subsidized housing program of the government.
Approximately 33,000 units were in the middle income range, about 100 square metersin
size costing about E£ 100,000 and appealing to households making about E£ 2,000 per
month. Another 14,000 were in the upper-middle income range and cost about EE
150,000-200,000.

The secondary market in existing housing unitsis very fragmented and informal, but is
probably significant in aggregate size. It has taken on much greater significance since
1995 in response to (1) the decline in inflation and rise in real interest rates and (2) the
end of rent controls on new rental contracts. These shifts have encouraged investors
holding empty flats to rent them out or to sell them. Demand has been boosted by rising
real incomes, particular among the urban middle class. These increases have been aided
by the continuing privatization of the economy encouraging creation of more efficient
enterprises and productive jobs and the ending of rent control.

Mortgage Market

The most common form of finance for non-subsidized unitsisall cash. Often, a deposit
of 50% is complemented by installment payments scheduled over 3-5 years. Many
commercia banks, and the government-owned Housing Development Bank and Egypt
Arab Land Bank make some loans to individuals on commercial terms. Banks finance
loans to developers that are paid off by installment of final buyers. Thereisno dataon
either of these activities, but it is considered to be less than E£ 1-2 billion per year, out of
atotal bank loan portfolio of LE 220 billion that is growing by E£ 40 billion a year.

The banking system in Egypt consists of more than 80 banks, which fall under control of
the Central Bank and include 28 commercia and 32 investment institutions. There are
three banks that specialize in housing finance: Credit Foncier Egyptien (CFE), Red
Estate Arab Bank, and the Housing Development Bank (HDB). The Housing and
Development Bank is state-owned, Joint stock company. It grants loans mainly to
companies, housing societies, and individuals that are seeking to build apartment
complexes.

Individual loans are available for aslong as 7 years, at rates in the range of 14-15%. The
minimum required downpayment is usually 40-50%, and the average LTV is about 20-
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30%. The current rates imply a gross margin of only 3 percent over the cost of funds,
which isrelatively low for a developing country.

The main limitation on the housing finance market is the absence of a proper mortgage
law. It isconsidered highly unlikely under current law that alender can ever gain vacant
possession of an owner-occupied property in the case of default. That iswhy most
lending isin the form of financing installment payments over 3-5 years, with the builder
retaining title until all payments are made.

Until recently, lenders managed to moderate their credit risk by requiring that post-dated
checks be provided. Failure of acheck to be covered was a criminal offense and
relatively easy to prosecute. However, the law was changed in 1999 to end this practice
in late 2000, and this has heightened the interest in passing a comprehensive mortgage
law as soon as possible. The possibility of such aslaw has aso been strengthened by the
recent increase in interest of commercia banks, particularly the private banksin retail
lending in general.

Sources and References

Diamond, D., Country Summary May 15, 2000
World Bank, www.worldbank.org

CIA World Fact Book 1999 - Egypt
International Finance Corporation

Housing and Development Bank — Egypt

Arab World Online www.awo.net

National Bank of Egypt

National U.S. — Arab Chamber of Commerce
USAID

Contacts

1. Duff and Phelps FINBI
Dr. Amr Hassanein
8 e Sad Adi St
Dokki, Giza Egypt
Tel: 20-2-349-5616
Fax: 20-2-349-6184

CoNO~WDNE

2. Citibank Consumer Bank
C.P. Janardhan
2 Abdul Kader Hamza St. 14th F,
Garden City, Cairo Egypt,
Tel: 20-2-594-2786
Fax: 20-2-594-3061
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GHANA

Economic Background

Cedis uUss$
Exchange Consumer Price Change In Nominal GDP Nominal GDP
Rate Index Consumer (Millions) (Millions)
Cedis/ US$ Prices
1990 344.83 30.94 37.26% 2,031,690 5,891.86
1991 390.63 36.52 18.03% 2,427,530 6,214.40
1992 520.83 40.19 10.06% 2,802,870 5,381.54
1993 819.67 50.22 24.96% 3,674,850 4,483.33
1994 1,052.63 62.71 24.87% 4,950,380 4,702.87
1995 1,449.28 100.00 59.46% 7,417,990 5,118.40
1996 1,754.39 146.56 46.56% 10,384,500 5,919.15
1997 2,272.73 187.43 27.89% 14,133,400 6,218.69
1998 2,325.58 214.84 14.62% N/A N/A
1999 34,448 N/A N/A N/A N/A
Source: IMF

In 1957, Ghana became the first country in sub-Saharan Africato become liberated from
colonialism. Inthe late 1970s, Ghana endured military takeovers that were indicative of
what was to follow in the rest of the region. Recent decades, however, have consisted of
great development and economic reform, including the introduction of a new Constitution
in 1992.

Ghana s economy is based mainly on agriculture, which contributes more than 40% to
GDP. Cocoa, timber and pineapples are the main crops. However, mining has become a
rapidly growing sector as a source for foreign exchange. Additionally, the construction
sector maintained a market share of GDP between 10%-20% between 1992-98.

GDP experienced an overall-increasing trend throughout the 1990s, with the exception of
1992-94. In 1991, Ghana registered an approximate GDP of US$ 6.2 billion, but by
1993, GDP had decreased to approximately US$ 4.4 billion. GDP has increased since
then, and by 1997, Ghana achieved a GDP of approximately US$ 6.2 billion.

Inflation has been extremely high within the country. Based on 1995 prices, inflation
registered at 37.3% in 1990, 59.5% in 1995, and in 1998 was still well over 14%. The
government of Ghana offers T-bills, which have varied in rates throughout the 1990s. T-
bills earned close to 30% in 1990, over 41% in 1995, and 26.4% by 1997. The labor
force (by occupation) is 61% agriculture and fishing, 10% industry, and 29% services. A
1997 estimate indicates that the unemployment is very high, registering at approximately
20%.

Housing Market

Housing in Ghanais concentrated in urban settings. Approximately 50% of urban
households are rented, 10% to 25% are owner-occupied, and less than 10% livein
employer owned-housing. Additionaly, the rent to income ratio is between 30%-40%.
Currently, 25,000 units are being produced annually.
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The bulk of the demand for housesisin the US$ 10,00 — US$ 12,500 ranges.
Additionally, the costs of houses typically include the costs of devel oping the necessary
infrastructure (paved roads, drains, electricity and water supply).

Expansion in the housing market is largely due to the introduction of housing finance in
1992. Private investment remains the key source of construction projects in the country.
Prior to housing finance, the housing market was restricted by the following: lack of long-
term finance, difficulty of establishing clear title to land, lacking infrastructure, lack of
construction finance, presence of rent control, and government ownership of alarge
portion of the formal housing stock.

Mortgage Market

Created in the early 1990s, the Housing Finance Company (HFC) was established by the
Government of Ghana, with the assistance of the World Bank. Comprised of a
partnership between the Merchant Bank of Ghana, the Socia Security and National
Insurance Trust, and the Government of Ghana, the company was designed with the
purpose of improving the quality of life for its inhabitants via affordable housing.

Since 1991, the HFC has devel oped aloan portfolio of 2100 cumulative originations,
equaling an outstanding mortgage debt of approximately US$ 20 million. Four general
housing schemes have been devel oped by the HFC:

o ThePilot Scheme—Thisisthe most common scheme, with an interest rate of 3.5%
on an indexed basis, and homes must be newly constructed. These loans have aterm
of up to 20 years or the number of years to retirement at age 60.

o Employer Assisted Scheme (EAS) — Under this scheme, employers arrange for
housing for their employees. This scheme is divided into loans financed through
employer subsidies, unsubsidized loans but employer organized, and employer-owned
units with the option to buy.

o Uncompleted Housing Scheme (UHS) — This scheme entails the borrower paying
off the loan without the benefit of living in the house at the same time. Repayments
are fixed at 25% of the borrower’sincome over 20 years.

o Non-resident Ghanaian Scheme (NGRS) — This scheme helps to finance a portion
of the construction costs for non-resident Ghanaians. These loans are being approved
in U.S. Dollars or British pounds, with 10-year terms at rates of 12.5% or 13%,
respectively.

HFC Loans Outstanding, February 1998
Balance (bil.

Scheme Number G$) Rate HFC Margin
Pilot 1544 23.8 3.5% indexed 1.0%
EAS 123 2.3 2.5-2.8% indexed 1.5-1.8%
UHS 188 4.7 4.5% indexed 2.0%

12.5% (US)- = o
NRG 186 9.6 13.0% (GRP) 4.5-5.0%
Other 48 1.5 Misc. Misc.
Total: 2089 41.9
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Source: Cardiff Consulting Services, Inc.

Sources and References

1. World Bank, www.worldbank.org

2. CIA World Fact Book 1999 - Ghana

3. International Finance Corporation

4. Stephanie Baeta Ansah, “Developing Housing Finance in Traditional Economies:
Selected African Countries Outside of South Africa” — Housing Finance International,
December 1999

Contact
1. Home Finance Company Limited
# 35, 6th Avenue
North Ridge, Accra
P.O. Box CT 4603
Cantonments, Accra, GHANA
Tel: 242090-4, Fax: 242095
Email: hfcomp@ncs.com.gh
http:\\www.ghana.com.gh/hfc
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KENYA

Economic Background

Shillings uUss$

Exchange Consumer Change In Nominal GDP Nominal GDP
Rate Price Consumer (Millions) (Millions)
Shillings/US$ Index Prices

1990 2291 33.98 15.59% 195,536 8,534.96
1991 27,51 40.72 19.82% 221,250 8,042.53
1992 32.22 52.75 29.55% 264,967 8,223.68
1993 58.00 76.90 45.80% 333,613 5,751.95
1994 56.05 99.21 29.01% 400,722 7,149.37
1995 51.43 100.00 0.79% 465,653 9,054.11
1996 57.11 108.82 8.82% 527,967 9,244.74
1997 58.73 121.89 12.02% 627,436 10,683.40
1998 60.37 128.97 5.81% 698,958 11,577.90
1999* 70.33 N/A N/A 756,273 10,753.20

Source: IMF; *Central Bank of Kenya

Since the early half of the 1990s, Kenya has made attempts to reform economic
conditions. The nation has not experienced major ethnic and civil conflicts as most of the
countries in the region; however, Kenyais plagued with problemsin its infrastructure.
Long-term barriers to development, for example, include high population growth, utility
shortages, and recovery of agriculture lost in the 1997-98 El Nino conditions. The
government of Kenyais currently attempting an aggressive shift towards privatization.

Real Gross Domestic Product was decreasing at the beginning of the decade, dueto
increasing inflation. Since 1993, however, GDP has experienced an increasing trend, but
at aslower rate. Agricultureisthe main source of GDP in Kenya, totaling an
approximate 30% share. In 1990, GDP in Kenyatotaled approximately US$ 8.1 billion,
decreased to US$ 4.8 hillion in 1993, and then increased to a decade high of US$ 11.2
billion by 1998.

Inflation was high and variable throughout the decade. In 1990, inflation was
approximately 15.6%. It rose to 45.8% in 1993, then fell t00.8% in 1995. By the end of
the decade, inflation in Kenya had been curtailed to single digits.

Unemployment is an extremely seriousissue in Kenya, caused in part by rapid population
growth. Estimatesfor 1998 indicate that of the 9.2 million-person workforce, 50% are
unemployed. For those employed, 75%-80% work in agricultural jobs.

Interest rates vary greatly in Kenya, al of which peaked during 1993. This can be
attributed to the inflation of that year. Treasury bills were as high as 49.8% in 1993 and
at 22.8% in 1998. Lending rates ranged from 29%-31% between 1993-1997. Deposit
rates were as high as 22.5% in 1993, as low as 9.5% in 1995, and registered at 10.8% in
1997.
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Housing Market

Approximately 75% of Kenyanslivein rural areas. Thereisagreat division between the
public and private housing sectors in Kenya. While the number of public residential
buildings completed decreased from 167 unitsin 1994 to 99 unitsin 1996, private
residential completions over the same period increased from 1,062 to 1,434 units.
Although private development contributes much of the construction, high construction
costs, high interest rates, and lack of serviced lands have greatly hindered additional
expansion for the sector.

Both categories of completions considered, the housing stock demand of 10,000 units per
year is not being met. Informal housing accounts for a substantial portion of the housing
deficit, with more than 40% of Kenyans living below the poverty line. Evenin low cost
housing, housing costs are more than ten times the average income.

Mortgage Market

The formal lending sector in Kenyais amere 10% of the lending activities existing within
the country. The banking system consists of 53 commercial banks, 35 foreign exchange
bureaus, 17 non-bank financial institutions, four building societies, and three mortgage
finance companies. Commercia banks originate loans mainly for their staff members.
These loans have terms that are directly related to the number of years that the employee
has worked for the bank and salary level, with interest rates as high as 15%. Commercial
banks also make mortgage loans to their prime customers, and commercia loans for the
development of estates to be rented and sold. These two types of loans have 3 to 5-year
terms, and usually yield market rates.

The three dominant institutions are the Housing Finance Company of Kenya Ltd.
(HFCK), Savings and Loan Kenya Ltd. (Sand L), and East African Building Society
(EABS). The HFCK controls approximately 70% of the formal market share, and
together, the three institutions possess a combined share of 90% of the formal mortgage
market. In 1994 these three institutions had approximately Kshs 6.4 billion in mortgage
assets, Kshs 8.5 billion in 1996, and Kshs 10.7 billion in 1997. Below is an example of a
typical mortgage contract in the formal mortgage finance sector:

Feature Description

Mortgage Rate Variable rate adjusted at lender discretion. (Typically between 26%-28%).
Repayment Amortizing, monthly repayment of principal and interest

Term 10-15 years. Average maturity is 8-10 years.

70%-80%. Mortgage protection via life/fire insurance, with monthly premium

Loan to Value throughout term.

Maximum 40% of verifiable household income (can include adult children living

Payment to Income in the house).

Prepayment Allowed with penalty.

Not serious, exception that monthly repayments are delayed. Foreclosure

Default processes are straightforward through the courts and advertised auction sale.

Appraisal fees, application fee, legal fees, stamp duty, insurance (up to 12% of

Fees house price).
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Other Requirements Minimum account balance equivalent to two months’ payments.

The informal portion of lending comprises 90% of housing finance in Kenya. It generally
covers small-scale financing that is unorganized and unregulated. Sources include
relatives, friends, savings associations, and employers (especialy for domestic servants).

Loans originated by the informal sector are typically very small, with terms varying from
one month to three years, and rely on peer and group pressure to guarantee repayment.
They do not require security and/or collateral, and they are generally used for land
purchase, building materials, incremental construction, and home improvement.
Additionally, Kenyans may opt to borrow money through the informal sector to pay rent
while unemployed.

Sources and References
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MALAWI

Economic Background

Kwacha uUss$
Exchange Consumer Change In Nominal GDP Nominal GDP
Rate Price Consumer (Millions) (Millions)
Kwacha/US$ Index Prices

1990 2.65 23.68 11.81% 5,069.90 1,913.17
1991 2.66 26.66 12.62% 6,105.50 2,295.30
1992 4.40 33.00 23.75% 6,693.80 1,521.32
1993 4.49 40.51 22.77% 8,868.90 1,975.26
1994 15.30 54.55 34.65% 10,324.70 674.82
1995 15.30 100.00 83.33% 22,821.90 1,491.63
1996 15.32 137.60 37.60% 35,535.60 2,319.56
1997 21.23 150.18 9.14% 41,558.80 1,957.55
1998 43.88 194.85 29.75% 52,404.90 1,194.28
1999* 46.44 N/A N/A 77,947.00 1,678.45

Source: IMF; *Reserve Bank of Malawi

Malawi is one of the world' s |least developed countries. Economic growth is extremely
slow, and the country remains highly dependent on foreign investment and assistance
from the World Bank and the IMF. Until 1994, Malawi remained under authoritarian
rule, leaving the new democratic government with problems such as a growing population
and poverty, inequality, and poor management of resources. The government seeks to
privatize many public institutions so that it may focus funds on social sector programs.

The main source of GDP in Malawi is agriculture. Approximately 45% of GDP
originates from this sector, and it contributes 90% of export revenues. GDP in Malawi
has declined for the mgjority of the 1990s. The value of GDP increased sharply between
1994 and 1995. In 1990, GDP was at approximately US$ 1.9 billion. By 1995, GDP had
reached alow of US$ 674 million, soared to over US$ 2.3 billion in 1996, and finished
out 1999 at approximately US$ 1.7 billion.

Malawi has experienced uncontrollable inflation rates for most of the decade, attributed
to the excessive growth in the money supply, increases in utility tariffs, and heavy
government borrowing. Inflation increased from 11.8% in 1990 to more than 83% by
1995. Inflation dropped more than 46% by the following year and even further through
1997, where inflation hit a decade low of 9.1%. However, by 1999 inflation had again
increased to more than 52%.

Interest ratesin Malawi have generally increased throughout the past ten years. The
Treasury bill rate increased from 11.5% in 1991, to over 46% in 1995. The T-bill was at
32.98% by the end of 1998. The deposit rate increased as well, from 1990 to 1995. Since
then, the deposit rate experienced asmall dip, and registered at 19.1 % by the end of
1998. Finally, the prime lending rate has typically remained at approximately 26%;
however, it was also affected by the inflation spike in 1995.
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Unemployment is alarge contributor to the slow economic expansion in Malawi. 1997
estimates report that the population in Malawi had reached approximately 10.44 million.
The labor force consists of approximately 3.5 million of these individuals. The
government estimates that 1ess than 25% of this number is employed. Unskilled labor is
abundant, while skilled labor is scarce. High unemployment has created extreme poverty
within the country.

Housing Market

Housing in Malawi is centralized in rural regions. Estimates indicate that approximately
85% of the population livein rural dwellings, consisting of either a small hut, or amud
and brick house.

Mortgage Market

Two major banks dominate the banking system in Malawi: National Bank of Malawi and
Commercial Bank of Malawi. There are approximately 8 non-bank financial institutions,
some of which are: the Investment Devel opment Bank of Malawi, Maawi Rura Finance
Company, Malawi Development Corporation, and the New Building Society.

The New Building Society is the oldest mortgage financing institution in Malawi. It
possesses a mgjority of the mortgage financing market. In addition to mortgage loans, the
institution offers working capital |oans, takes deposits, and provides properties for |ease.
Its primary goal is to contribute to the generation of residential and commercial properties
in Malawi. Below isachart of the New Building Society’ s originations over the past 5
years.

New Building Society
Loan Originations and Value
1994/95 — 1998/99

Number Value K$
(Millions)
1994/95 2518 27.9
1995/96 2379 21.6
1996/97 2117 38.6
1997/98 2246 156.4
1998/99 4148 103.6

Source: The New Building Society

New Building Society
Loan Size and Distribution

FY 1998/99
Loan Size Number of
Mortgages
KO0 — K300,000 3674
K300,001 — K500,000 235
K500,001 — K1,000,000 184
K1,000,001 — 39
K2,000,000
K2,000,001 — 6
K3,000,000
Over K3,000,000 10

Source: The New Building Society
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During fiscal year 1998/99, the New Building Society originated 4,148 mortgage |oans
for avalue of K$ 103.6 million. Of these loans, more than 88% were less than or equal to
K$ 300,000 (equivalent to approximately US$ 6,460). The loan size distribution is
illustrated in the chart above. Since 1993, these small loans have grown in number dueto
the fact that the Society provides financing to more lower- income groups than its
previous lending.
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2.
3.
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MAURITIUS

Economic Background

Rupees Uss

Exchange Consumer Change In Nominal GDP Nominal GDP
Rate Price Consumer (Millions) (Millions)
Rupees/US$ Index Prices
1990 14.32 71.01 13.49% 39,275 2,743
1991 14.79 75.99 7.00% 44,316 2,996
1992 17.00 79.51 4.64% 49,633 2,920
1993 18.66 87.88 10.52% 56,570 3,032
1994 17.86 94.31 7.32% 63,043 3,530
1995 17.66 100.00 6.03% 69,082 3,912
1996 17.97 106.55 6.55% 77,310 4,302
1997 22.27 113.83 6.83% 86,428 3,881
1998 24.78 121.59 6.81% 96,985 3,914
1999 25.47 129.99 6.91% 105,575 4,145
Source: IMF

Mauritius has experienced growth levels that have lifted it to one of the world’'s middle-
income countries. Its strengths have been a stable democracy, a stable economy, and a
great deal of social progress. Although economic performance remains good by
international standards, growth has slowed.

Exports, tourism, and the financial and business sectors have driven economic expansion.
GDP was approximately US$ 2.7 hillion at the start of the decade, and increased steadily
through 1996, when GDP reached US$ 4.3 billion. Between 1997 — 1998, GDP
experienced a slight decline, but again increased to over US$ 4 billion by the end of 1999.
The construction sector generated 6% of GDP in 1998.

Inflation was volatile throughout the first half of the 1990s; however, it has remained
fairly stable since 1995. Peaking at 13.5% in 1990, inflation remained between 6 % to
7% for the second half of the decade. Interest rates varied throughout the 1990s. Money
market rates registered just over 10% in 1999. By 1999, the deposit rate was at
approximately 10.9%. The average lending rate in 1997 was 13.9%, and increased to
14.4% by 1999.

Unemployment among the 514,000-person workforce in Mauritius is growing. Estimates
for 1998 indicated the unemployment rate was 6%, up from 2% in 1996. The labor force
is concentrated in construction and industry (36%), services (24%), and agriculture
(14%).

Housing Market

The last housing census in Mauritius was conducted in 1990, and it revealed many
changes to the housing market since the previous census of 1983. For example, the

number of households increased from 206,400 in 1983 to 236,100 in 1990. Additionally,
the average number of rooms per household increased from 3.5 to 3.9 during the same
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period. 1n 1990, approximately 75% of the housing stock were owned, as compared to
66.9% in 1983, which was directly related to the decreasein rentals. The percentage of
rented housing stock decreased from 17.8% in 1983 to 14.8% in 1990.

Mauritiusis mainly arural country, with less than 14% of the total land characterized as
urban. The population density in 1998 was measured at 572 people per square Km.
Construction is athriving sector. 1n 1998, approximately 8,302 new building permits
wereissued in Mauritius, compared with 7,097 in 1997 and 6,108 in 1990. Additionally,
more than R5 million was invested in the construction of residential buildings during
1998, for 5.2% of GDP. The construction price index was at 113.4 by 1998, up from
109.5 in the previous year.

Mortgage Market

Although most financing in Mauritius originates from personal savings, the country does
have institutional sources. Asof 1999, in addition to the Bank of Mauritius (which serves
asthe nation’s Central Bank), there were 10 commercial banks, 10 offshore banks, and at
least 7 non-bank financial institutions (NBFIs).

These non-bank institutions possess the majority of the mortgage lending market. In fact,
the Mauritius Housing Company Ltd. (MHC), the single largest mortgage lender in the
country, isaNBFI. Over two-thirds of the company’s portfolio consists of lower income
loans.

National statistics indicate that mortgages are offered at fixed rates, with varying terms.
Average bank lending rates were at 13.9% in December of 1997, 14.0% in the same
period 1998, and 14.4% in 1999. MFC’ s rates were much lower, ranging from 10 — 12%,
reflecting government subsidies for housing.

Mauritius has a small secondary market. The Bank of Mauritius had 839 transactions
involving the sale of loans through April of 1999. This number jumped to over 1200 by
the same period in 2000. The average yield on bills sold in the secondary market was at
11.6% by the end of April 2000, down from 12.7% at the end of April 1999.

Sources and References
1. World Bank, www.worldbank.org
2. CIA World Fact Book 1999 - Mauritius

3. Ministry of Economic Development and Regional Co-Operation, Central Statistics Office.

Available: http://ncb.intnet.mu/cso.htm
4. Ministry of Economic Development and Productivity and Regional Devel opment,
“Construction Price Index.” Available: http://ncb.intnet.mu/medrc/cpi/
Development Bank of Mauritius, Ltd. Available:
http://www.web-Itd.com/dbm/dtml/accueil.htm
Bank of Mauritius. Annual Report and Audited Accounts 1998-99. Available:
http://bom.intnet.mu/Anrep99/AR991pl.htm
8. Mauritius Chamber of Commerce and Industry. Investment and Business in Mauritius: A
Presentation. Available: http://www.mcci.org/invest/services/banks.htm
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MOROCCO

Economic Background

Dirhams uUss$
Exchange Consumer Change In Nominal GDP Nominal GDP
Rate Price Consumer (Billions) (Billions)
Dirhams/US$ Index Prices
1990 8.04 103.69 6.91% 213.99 26.62
1991 8.15 98.28 7.99% 242.36 29.74
1992 9.05 100.11 5.74% 24291 26.84
1993 9.65 91.84 5.18% 249.22 25.83
1994 8.96 92.87 5.14% 279.32 31.17
1995 8.47 100.00 6.12% 281.70 33.26
1996 8.80 97.95 2.99% 319.34 36.29
1997 9.71 89.66 0.89% 318.35 32.79
1998 9.26 88.94 2.91% 341.38 36.87
1999 10.09 87.11 N/A N/A N/A
Source: IMF

GDPin Morocco experienced afairly steady trend throughout the 1990s. Manufacturing
isthe country’s largest contributing sector to GDP (33%), with agriculture as the second

largest (14%). GDP was at US$ 26.6 billion at the beginning of the decade, increasing to
US$ 36.2 billion in 1996. Due to adrought in 1997, GDP contracted, and then resumed

growth in 1998, when it registered at US$ 36.8 billion.

Inflation in Morocco remained comparatively lower than in other devel oping countries.
The highest level of inflation was at 7.99% during 1991, decreasing to 5.14% three years
later. By the end of the decade, inflation was just below 3%.

Unemployment is an important concern in Morocco. With alabor force of over 11
million in 1997, approximately 19% were unemployed. By occupation, the labor forceis
50% agricultural, 26% services, 15% industry, and 9% other.

Morocco has problems similar to other devel oping countries, with government spending,
constraints on private sectors, and inflation at the top of thelist. Recent economic
policies have focused on tight economic and fiscal management, reformation of public
sector and private sector expansion and development of human and socia programs. As
aresult, tariffs have been lowered, the banking system has been reformed, there are new
investment guidelines, the tax system has been revised, import restrictions have been
eased, and government spending has declined.

Housing Market

As of 1994 there were 4.11 million dwelling units, of which 2.28 million werein urban
areas. The population of the country was 27 million. Population density isquite highin
urban areas with amean of 6.9 inhabitants per dwelling unit. The Ministry of Habitat
estimated new demand for housing at 184,000 units per year while only 60 to 80,000 are
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being produced. For examplein 1997 there were 82,681 units constructed and 76,900
units finished.

With a population density of approximately 61 people per square kilometer, over 50% of
the population live in urban areas.

Mortgage Market

Banking activities have been liberalized in Morocco. Magjor reformations include the
abolition of direct credit control, liberalization of lending rates, elimination of al
mandatory bank credit allocation, and revised banking law applicable to all bank and non-
bank credit institutions. As of May 1998, all banks and societies of credit were allowed to
make housing loans.

The primary financing institution is Credit Immobilier et Hotelier (CIH). CIH was the
exclusive financier of the housing sector until 1993 and accounts for 57% of the market
asof 1997. The other maor housing lender is the popular Central Bank, which holds
18% of the market. The free sector has an approximate 16% market share with 9% for
two societies of real estate credit.

The mortgage sector in Morocco is quite small, estimated to be 4% of GDP with 0.6% of
GDP in annual new production. The private, informal sector remains the predominant
source of funding. CIH loan terms range up to 15 years with rates in 1998 of
approximately 11% or 2.25% over treasury bills. Bank loans have shorter terms and
higher margins. Loans are funded with short-term deposits.

The government has prepared a securitization law and supports the devel opment of longer
term financing sources for housing.

Sources and References

1. World Bank, www.worldbank.org

2. CIA World Fact Book 1999 - Morocco

3. Credit Immobilier et Hotelier. Available:
http://www.m2mgroup.com/m2mgroup.com/ref

4. Sladden, Frederik. US-Arab Tradeline. Arab World Online. “Foreign Investors Flock
to Moroccan Sell Offs.” January 21, 2000. Available:
http://www.awo.net/newspub/pubs/tradelin/000121a.asp

5. “Morocco’s Voyage From Feudal to Modern.” Economist. Available:
http://www.economist.com/editorial/freeforall/current/ir9104.html
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SOUTH AFRICA

Economic Background

Rand uss$
Exchange Consumer Change In Nominal GDP Nominal GDP
Rate Price Consumer (Millions) (Millions)
Rand/US$ Index Prices
1990 2.56 140.22 14.40% 289,816 113,209
1991 2.74 131.57 15.28% 331,980 121,161
1992 3.05 127.26 13.92% 372,227 122,042
1993 3.40 111.12 9.56% 426,133 125,333
1994 3.54 102.19 9.01% 482,120 136,192
1995 3.65 100.00 8.59% 548,100 150,164
1996 4.68 84.92 7.36% 614,942 131,398
1997 4.87 78.78 8.55% 680,212 139,674
1998 5.86 66.17 6.89% 737,813 125,907
1999* 6.15 69.61 5.20% 747,405 121,529

Source: IMF; * Reserve Bank of South Africa

South Africais a middle-income, devel oping country with available resources, modern
infrastructure, and well-devel oped service sectors. However, unemployment, extreme
poverty, crime and corruption are current problems left behind from years of apartheid.
The government is committed to implementation of programs that will create open
markets, privatization, and a favorable investment climate.

GDP growth levels have fluctuated throughout the past ten years. Minerals (mainly gold
and diamonds) and energy resources have remained the key contributorsto GDP. In
1990, GDP registered at approximately US$ 113 billion, and increased steadily through
1995, when it peaked at approximately US$ 150 billion. By 1998, a decreasing growth
rate left GDP at US$ 126 billion. Growth in 1999 was somewhat greater than expected at
1.3%.

South Africa has experienced a decreasing trend in terms of inflation, duein part, to the
tight policies of the Central Bank. In 1990, prices were approximately 14.4% higher than
the previous year, and by 1995, inflation had dwindled to 8.6%. Accordingto IMF
statistics, inflation levels for 1999 registered at alow of 5.20% higher than the prices of
the previous year.

Unemployment isamajor contributor to the slow economic growth in South Africa
Estimates indicate that approximately 30% of the 15 million peoplein the work force are
unemployed. High unemployment is a contributing factor to the extreme poverty in the
country, and important to mention. Although the country is considered middle-income,
approximately 13% of the population lives in what are considered “first-world”
conditions, while 53% of the population livesin “third-world” conditions (and only 25%
of these individuals have access to electricity and/or running water).

Countrywide International Consulting Services 39



Interest rates fluctuated greatly in the 1990s. The money market rate has seen interest rate
as high as 19.5% in 1990 and as low as 10.2% in 1994, finishing with 17.1% in 1998.
Treasury billswere at 17.8% in 1990, decreased to 10.9% in 1994, and then rose to 16.5%
by 1998. Additionally, rates for government bonds have ranged from 14% to 16.3%
during the 1990s.

Housing Market

In 1995, the population in South Africawas well over 41 million, and has continued to
grow at arate of approximately one million people per year. This growth rate greatly
exceeds the growth rate of available housing in the country. In 1995, it was estimated
that more than 8 million households, with an average household size of 4.97 people,
existed in South Africa.  The table below illustrates monthly income distribution figures
for the households in South Africa.

Income Category Percentage # of Households
(RS (Millions)

0—800 39.7% 3.30
800 — 1,500 29.8% 241
1,500 — 2,500 11.8% 0.98
2,500 — 3,500 5.6% 0.46
3,501 and higher 13.9% 1.15
Total: 100% 8.3

Source: South African Department of Housing

These figures indicate that approximately 68.8% (or 5.71 million) of the householdsin
South Africa have an income of lessthat R$ 1,500 per month (approximately US$ 410
per month). Moreover, the population is mainly concentrated in urban areas (66%),
leaving 34% of the peoplein rural regions.

Types of Housing. There are various types of housing within South Africa.  Urban
housing consists of houses, flats, townhouses, and retirement homes. Hostels are another
type of housing found within the country, which are low-cost, community-based housing
settlements. Next, there are squatter houses, which are located on the periphery of towns
and cities, and in the backyards of formal housing. Rural housing consists of a
combination of formal and informal housing, both of which have inadequate resources
and/or infrastructure. Finally, farm worker housing are hostel-type structures. They are
among the worst in terms of living conditions, and they are typically seasonal.

Housing Stock Deficit. Three major factors are contributing to the housing stock deficit:
(2) high rates of population growth, (2) lack of construction finance, and (3) the fact that
the construction sector and building material supply industry are emerging from and
economic recession and production slump. Building costs in 1999 were estimated to be
7.5% higher than 1998. Additional causes for the housing deficit are the lack of land
policy, difficulty in land identification, difficulty in land assembly, land invasions, and
complications with land titles and planning.

Countrywide International Consulting Services 40



It is estimated that the shortage of housing in South Africaisincreasing at arate of
178,000 units per year. The consequences are overcrowding and increased squatter
settlements.

Housing Prices. By the end of thefirst quarter of 1999, housing prices were
approximately 2.3% higher than the same period of the previous year, leaving the average
price of a house (80-350sg. m) at R 203,800 (US$ 33,800). Calculated on aquarterly
basis, however, prices were generally 0.7% lower than the fourth quarter of 1998. This
was the first quarterly decline in housing prices since 1992, reflecting relatively high
interest rates.

Mortgage Market

Prior to the 1980s, private ownership of housing was politically restricted to the European
population. Hence, mortgage banking is not new to South Africa; however, new

devel opments in the mortgage finance sector have made formal credit available to lower-
income households, something that financing institutions have traditionally avoided.

Mortgage Products. The following are several mortgage products that can be found in
the South African mortgage market, each with varying rates and terms;

1. Mortgage L oan — Referred to as a Mortgage Bond, made by commercial banks to the
conventional moderate to high income market, these loans are secured by alien on the
house, have variable interest rates, 20 to 30-year terms, no/low prepayment penalties,
and require a 20% or less down-payment.

2. AccessBond — A variant of the mortgage loan, this product is designed to renew
borrowing up to the maximum amount of initial principal.

3. Affordable Housing L oan — These |oans are written up to the full cost of the house
plus transaction costs. However, thisloan must also have coverage of 20% of the
total loan amount with one (or combination) of the following: (1) pledge of pension
fund, (2) employer guarantee, or (3) purchase of guarantee for up to half the loan
amount from the Home Loan Guarantee Company. With terms of up to 20 years, they
have flexible interest rates and payment-to-income ratios that do not exceed 35% of
the total household income.

4. MicroLoan —Theseloans are very small in size (R 9,000 for example), may carry a
fixed interest rate, and are secured by the borrower’s pension fund. They are
generally used for home improvements, but can also be combined with government
subsidies to increase the standard of housing they can achieve.

Banking System. In terms of mortgage loans, the South African banking system is
centered on four major banking institutions, which together, comprise approximately 85%
of the total mortgage market. Below isatable that illustrates the market shares of each of
the mgjor financia institutions. Asof December 1998, the banking system had atotal of
R 189.4 billion in housing loans outstanding representing 38% of bank assets and
approximately 26% of GDP.

Institution Servicing Portfolio Conventional Mkt. Low-income Mkt.
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Share Share

ABSA Group R64 billion 34% 25%

Standard Bank R32 billion 22% 6%

First National Bank N/A 6% 5%

NEDCOR R32 billion 43% 18%
Source: IUHF

In addition to the banks, South Africa enjoys a second-tier banking system, which is
comprised of Home Finance Institutions (HFIs) such as Mortgage Indemnity Fund,
SERVCON, National Home Finance Corporation (NHFC), NURCHA, and Gateway
Home Loans. Most of these institutions were developed after the 1994 signing of the
Record of Understanding, which was designed to bring credit to the lower-income
housing market.

1. Mortgage Indemnity Fund (MIF)— This HFI was created to eliminate the banks
risk of being unable to repossess properties due to breakdown of law and order.
Through MIF s existence, 15 financial institutions have been accredited, and 140,000
mortgage bonds have been granted, valued at over R10 billion (R4.1 billion of which
has gone to the lower-income market.)

2. SERVCON Housing Solutions— This HFI was also designed to deal with
repossessions, and currently manages over 33,000 non-performing loans, valued at
over R1.3 billion. The company offers various options to the defaulting borrower,
and the government guarantees 50% of the cost of the portfolio.

3. TheNational Housing Finance Cor poration (NHFC) — NHFC was designed to
explore ways to create housing opportunities for low and moderate-income
households, and is essentially a wholesale financier.

4. National Urban Reconstruction and Housing Agency (NURCHA) — NURCHA
was designed to facilitate access to credit for subsidy-linked housing projects, sharing
the risk with financial institutions and developers. The goal is to encourage housing
devel opment.

5. Gateway HomeLoans (Ltd.) — Gateway isasubsidiary of NHFC, designed to help
individuals obtain alarger micro loan to purchase a house, instead of the sole use of
home improvements. Retirement funds secure half of the loan, and default insurance
secures the other 50%. The key point to mention is that lenders will not have to carry
these high-risk, micro loans on their balance sheets. Instead Gateway will pool the
loansinto a portfolio that it secures. The result is a secondary market in which these
loans will be sold to athird party.

Although personal/family savings remains a substantial source of home funding in South
Africa, the mortgage financing sector is experiencing expansion as it continues to take
action in extending credit to the lower-income market.

Policy developments are aimed in several directions. The main goals are to regulate the
market, which would eliminate fraud, lowering the barriers of entry to the financing
market, and to eliminate some of the risk of non-performing loans. On the socia side,
government seeks to educate the public and making credit more accessible.
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S.A. Home Loans announced in 1999 that it was introducing a home-loan securitization
operation. It has been aggressively originating mortgage loans but as of early 2000 had
not issued an MBS. In 1988, the former United Building Society securitized R 250
million of mortgage loans, so this type of business operation is not new to South Africa.

Contributed by Mary R. Tomlinson
The Banking Council, South Africa
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Services to Low Income Communities, Housing Finance International, December
1999
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2. Gateway Homeloans Ltd.
Gateway Home Loans Isle of Houghton
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3rd floor
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Israel

Economic Background

New Sheqalim uUss$

Exchange Rate | Consumer Price Change In Nominal GDP Nominal GDP

currency/US$ Index Consumer Prices (Millions) (Millions)
1990 2.02 54.73 17.17% 105,831 52,392
1991 2.28 65.14 19.01% 134,855 59,147
1992 2.46 72.92 11.95% 161,738 65,747
1993 2.83 80.90 10.94% 186,576 65,928
1994 3.01 90.87 12.33% 224,838 74,697
1995 3.01 100.00 10.04% 261,586 86,906
1996 3.19 111.28 11.28% 304,682 95,512
1997 3.45 121.29 9.00% 339,992 98,548
1998 3.80 127.89 5.43% 370,424 97,480
1999* 4.14 134.54 5.20% 409,200 98,800

Source: IMF; *Bank of Israel

Israel has atechnologically advanced market economy with substantial government
participation. The influx of Jewish immigrants from the former USSR topped 750,000
during the period 1989-99, bringing the population of Isragl from the former Soviet
Union to 1 million. Thisis one-sixth of the total population, adding scientific and
professional expertise of substantial value for the economy’s future. The influx, coupled
with the opening of new markets at the end of the Cold War, energized Israel's economy,
which grew rapidly in the early 1990s. But growth began slowing in 1996 when the
government imposed tighter fiscal and monetary policies, and the immigration bonus
petered out. Those policies brought inflation down to record low levelsin 1999.

In the second half of 1999, activity accelerated in most industries, and an economic
recovery began. Much of the acceleration was led by exports, while the response of GDP
to the expansion of demand lagged behind that of imports of goods and services. The rate
of price increases was below the 1999 inflation target, and inflation expectations
declined. The foreign-currency market remained relatively calm, the exchange rate vis-a-
vis the currency basket was administered within the band, and there was slight nominal
shekel depreciation. At the beginning and end of the period reviewed, the nominal interest
rate was reduced by a cumulative 0.8 percentage point, but the real interest rate remained
relatively high. The labor market remained slack, as it has been for along time. In
November 1999, the unemployment rate rose to an annual peak of 9.2%. Nevertheless,
various indicators suggest that economic recovery will work to reduce this rate.

Housing Market

The population of Isragl (1996) was 5.76 million of which 90.9% was urban. Population
growth (average, 1948 — 1996) was 4.1% of which 1.9% was due to net migration. There
are 1.59 million households (1996). Housing startsin 1998 were 42,900, down somewhat
from earlier years of the decade. Isragl has a high homeownership rate.
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Housing and construction have been major factors in the economic development of Isragl.
Throughout its history, Isragl has absorbed large number of immigrants. Immigration
preceded the establishment of the State of Israel —waves of Jewish refugees flooded the
country during and after World War 11, but the proportions grew afterwards. Since its
birth in 1948 and until the end of 1998, some 2.7 million people immigrated to Isragl.

Mortgage Market

Housing loan origination and servicing are handled in Israel almost exclusively by
specialized mortgage banks. Most of them are wholly or partialy owned by Isragl’ s large,
general-purpose banks. Nine such mortgage banks operate today. Only two of which are
unaffiliated with a general-purpose bank. Beside the mortgage banks, two general-
purpose banks and several insurance companies are active in housing lending, but their
market share does not exceed 2-3%. The home financing market is highly concentrated.
The three leading mortgage banks share 75% of the home market in terms of outstanding
debt. The largest mortgage banks are as follows:

— Bank Tfachot

— Bank Mishkan

— Bank Leumi LeMashkantaot
— Bank Discount Mashkantaot
— Bank Yerushalaim

— Bank Ben Leumi Mashkantaot

In 2000, Bank Mishkan acquired Bank Tefahot.

Market Information

Year Housing Starts Population Mortgage
Originations*

1990 42.4 4,660,000 8839
1991 83.5 4,950,000 11,138
1992 46.0 5,120,000 11,012
1993 35.8 5,260,000 13,326
1994 43.6 5,400,000 18,152
1995 70.0 5,540,000 22,256
1996 55.9 5,700,000 27,143
1997 50.9 5,830,000 29,840
1998 42.9 5,970,000

* Mortgage Banks; Source: Nachmany

A unique feature of the Israeli mortgage market is the linkage of the typical housing loan
to the Consumer Price Index (CPI). In order to overcome the affordability and volatility
problems of traditional loans in an unstable monetary environment, the CPI-indexed loan
specifies areal rather than nominal rate and indexes the balance for inflation. The
differences between indexed and non-indexed loans emerge with changes in CPI: whereas
in the case of aregular loan, the original amortization schedule will stay unchanged. In
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the case of alinked loan the current payment amount and balance due will change every
month, even after accounting for the monthly principal payment.

The most common housing loan is a 20-year, level-payment, fixed rate loan. Longer
terms are usually available but with an adjustabl e rate mechanism, which allows for
interest rate resets at intervals of one, two-and-a-half or five years. Adjustable rate loans
are comparatively young. They were first introduced in 1989, and until mid-1996, they
have comprised only about 10% of the market volume. A sharp increase of interest rates
in 1996 and expectations that the high rates were temporary caused a surge in the demand
for adjustable rate |oans. Their share of total origination increased to about 50%. Most
housing loansin Isragl carry a prepayment penalty. According to the new regulation, in
case of a prepayment the borrower will pay the lender bank a penalty that will
compensate the bank for most of the decline of future interest income due to a decrease of
interest rate. The average loan sizeisrather small in Isragl. With no tax benefits attached,
people have no tax incentive to borrow.

Interest Rates

Year Treasury Bill Deposit Rate Lending Rate
Rate

1990 15.08% 14.40% 26.45%
1991 14.50% 13.89% 26.43%
1992 11.79% 11.29% 19.94%
1993 10.54% 10.44% 16.44%
1994 11.77% 12.19% 17.45%
1995 14.37% 14.08% 20.22%
1996 15.54% 14.48% 20.68%
1997 13.88% 13.07% 18.71%
1998 12.17% 11.00% 16.18%
1999 12.60% 16.50%
Source: IMF

To finance their lending, the mortgage banks need long-term funding. The main sources
of such fundsin Israel have been institutional investors, especially provident funds and
insurance companies. Provident funds are long-term investment funds, operated mainly
by general-purpose banks, through which households can enjoy certain tax benefits on
their savings. These tax benefits are conditional on a 15-year minimum duration of the
account. Because of the unique, long-term preferences of their depositors, the funds
became a natural investor in mortgage banks. The vast scale and continued growth of
these funds have enabled them to provide most of the cash needed by the mortgage banks
during the last decade. The mortgage banks are approaching the point where their funding
resources will be exhausted. The rapid growth of outstanding debt has not been matched
by a concomitant growth of provident funds' assets, and the banks are therefore likely to
find themselves reliant on increasingly limited resources. Without additional reforms that
unbind new investors, particularly pension funds and insurance companies, the banks are
expected to face a shortage of funds.
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A magjor obstacle to the devel opment of mortgage lending in Israel has always been the
inadequacy of property registration. Even today, a considerable portion of the housing
stock is not formally registered, and changes of ownership are documented on various
legal documents that are not registered in a central roll. Another difficulty arises from the
government’ s promotion for nearly universal home ownership, which necessarily includes
prospective borrowers who are low income, immigrants with no credit record or young
families without employment history. This leadsto arelatively low credit profile of the
average borrower in Isragl as compared to its counterpart in other devel oped countries.

A common goal of the government’ s various housing programs since 1971 has been to
enable potential homebuyers to purchase units. Instead of taking responsibility for the
construction and the provision of homes, the government moved to supporting the
demand for housing by providing the financing at preferential terms. Using alternating
sets of criteriato define eligibility for the programs (* Eligible Borrowers') and the terms
of the aid, the Ministry of Construction and Housing concentrated on providing
subsidized credit to selected population groups. These were mainly immigrants, “young
couples’, people living in overcrowded conditions and families acquiring homesin
devel opment regions.

Sources and References

1. IMF: International Monetary Fund, Statistics 2000

2. Bank of Isragl: Recent Economic Developments

3. Nachmany, Doron, “Housing Financein Isragl”, Housing Finance International, June
1999
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Jordan

Economic Background

Dinar uUss$
Exchange Rate | Consumer Price Change In Nominal GDP Nominal GDP

Dinar / US$ Index Consumer Prices (Millions) (Millions)
1990 151 81.22 16.19% 2,668.30 1,767.09
1991 1.47 87.84 8.16% 2,868.30 1,951.22
1992 1.47 91.35 4.00% 3,537.10 2,406.19
1993 1.44 94.38 3.32% 3,858.70 2,679.65
1994 1.43 97.70 3.52% 4,246.90 2,969.86
1995 1.43 100.00 2.37% 4,560.80 3,189.37
1996 1.41 106.50 6.50% 4,711.00 3,341.13
1997 1.41 109.74 3.04% 4,945.80 3,507.66
1998 1.41 114.60 4.43% 5,236.60 3,713.90
1999 1.41 N/A N/A 5,723.50 4,059.22

Source: IMF; *Central Bank of Jordan

Jordan isasmall, Arab country with limited supplies of water and other natural resources
such as oil. After averaging 9% in 1992-95, GDP growth averaged only 2% during 1996-
99. In an attempt to spur growth, King Abdallah has undertaken limited economic reform,
including partial privatization of some state owned enterprises and Jordan's entry in
January 2000 into the World Trade Organization (WTO). Debt, poverty, and
unemployment are fundamental, ongoing economic problems. Inflation has declined
significantly, and it was estimated to be less than 3% by the end of the year. The officia
unemployment rate is 15%, but the actual rate is estimated to be as high as 25%-30%.

Year I_A(:ja\l/r;i?gg DeT;;g]seits Discount Rate
1995 10.65% 7.68% 8.5%
1996 11.25% 8.5% 8.5%
1997 12.25% 9.18% 7.75%
1998 12.89% 8.33% 8.00%
1999 12.67% 7.89% 9.0%

Source: Central Bank of Jordan

Housing Markets
The population of Jordan was estimated at 4.9 million inhabitantsin 1999. The number of
permits issued from 1999-1995 were as follows:

Year New Housing Permits House Cost Index
1997=100

1995 18,558 94.3

1996 16,803 99.2

1997 14,838 100.0

1998 15,971 101.8

1999 15,371 102.6

Source: Central Bank of Jordan
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Mortgage Market

The residential mortgage market in the Hashemite Kingdom of Jordan has expanded
considerably since 1997, when the Government removed the privileges of the Housing
Bank in mortgage lending and enabled the entry of other banks. Nine commercia banks
now offer mortgage loans. Although the Housing Bank continues to dominate the market,
several other banks have well-established portfolios, while others plan to expand their
mortgage lending beyond their own employeesin the next year. Nine commercia banks
active in mortgage lending report planned mortgage loans for 1999 of over 70 million
Jordanian Dinars (JD), equivaent to nearly US$ 100 million.

The planned production of residential mortgage loans by banks in 2000 represented 0.8%
of planned GDP, whereas their overall stock represented 4.8 % of GDP by the end of
1999. Thislevel of new production exceeds past levels of the Housing Bank as a sole
lender, before reforms were completed. If adding loans of Military Funds, Teacher Funds
and Housing and Urban Development Corp., the overall stock of mortgage loansis
estimated at JD 600 million, or 11% of GDP. Whereas the planned production of
mortgage loans in 2000 may reach JD 76 million, or 1.3% of GDP.

The Jordan Mortgage Refinance Company (JMRC) was created in 1997 to provide
liquidity facilities to commercia banks engaged in residential mortgage lending through
refinancing loans over-collateralized by sound, residential mortgages. Sinceits
establishment IMRC has completed 13 refinancing operations, totaling nearly JD 22
million (US$ 31 million) with six commercia banks. Although initially funding these
refinance loans through aloan from the World Bank, IMRC is how attracting its own
funding through the issuance of bonds in the Jordanian market. Through 1999IMRC had
issued two 3-year bullet bonds for JD14.8 million (US$ 21 million).

The rules inherent in the Ottoman Law limiting long-term debt still present a major
constraint for most banks. The ruleisthat the total interest paid over the term of the loan
cannot exceed the principal. Even with loan terms of 10-years, banks could exceed the
Ottoman Law rules on accrued interest, under a scenario where variable credit rates rise
along with the cost of funds.

One of the lenders concernsisthe potential difficulty associated with mortgage
foreclosure processes. Before mortgage lenders can actually foreclose on a property, they
are required to obtain the authorization of the CBJ and the Office of the Prime Minister.
Such authorizations are not automatic and are frequently subjected to lengthy delays.

Since 1995, the Jordan Loan Guarantee Corporation (JLGC) has been offering to insure
75 percent of the outstanding balances of approved mortgage loans, for an annual fee of
75 basis points applied to a celling agreed between a participating financial institution
and JLGC. By theend of 1997, this program had received relatively little interest, as only
JD 0.6 million in mortgage |oans had been guaranteed. By November 19, 1998, however,
the ceilings had reached JD 12 million as more banks entered into partnerships with
JLGC now offering a mortgage insurance product.
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As of mid-1999, mortgage interest rates, also taking into account the separate 1%
servicing fee, ranged between 14% and 15%. The Arab Land Bank and the Jordan Gulf
Bank have proposed lower mortgage rates, 13% and even 12% p.a. in some cases, for
long-term mortgage housing loans, thus reflecting the impact of wider competition on
reducing margins. Modest declines of mortgage rates may be expected across most other
banks, both resulting from lower deposit rates and greater competition for mortgage
lending.

Most banks have conservatively begun mortgage lending by targeting low-risk production
and offering limited terms. Most offer loan terms between 5 and 10 years, but the Arab
Land Bank and Jordan National Bank will offer terms aslong as 15 years in some cases.
Minimum down-payment ratios are between 20% and 30%, but in practice they are
usually higher. Other restrictions include a maximum loan amount of JD 50,000,
automatic payroll deductions, and/or several external guarantors.

Sources and References

1. World Bank. Available: www.worldbank.org

2. Central Bank of Jordan. Available: http://www.cbj.gov.jo/
3. Jordan Mortgage Refinance Corporation
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Turkey
Economic Background

Turkish Lira uUss$
Year Exchange Rate = Consumer Price Change In Nominal GDP Nominal GDP
Lira/US$ Index Consumer Prices (Millions) (Millions)
1990 2,930.07 5.50 60.31% 392,580,000 133,983.15
1991 5,079.92 9.12 65.97% 638,130,000 125,618.12
1992 8,564.43 15.52 70.07% 1,129,410,000 131,872.17
1993 14,472.50 25.77 66.10% 2,062,190,000 142,490.24
1994 38,726.00 53.16 106.26% 3,868,430,000 99,892.32
1995 59,650.00 100.00 88.11% 7,762,460,000 130,133.45
1996 107,775.00 180.35 80.35% 14,772,100,000 137,064.25
1997 205,605.00 334.96 85.73% 28,835,900,000 140,249.02
1998 314,464.00 618.48 84.64% 51,625,100,000 164,168.55
1999 541,400.00 1019.68 64.87% 77,374,805,000 142,916.15

Source: IMF; *Central Bank of Turkey

Turkey experienced strong, economic growth over the last five years. Real GDP averaged
6.5% annual growth from 1995 to 1998. However, adversely affected by Russia's
economic crisis and a devastating earthquake in 1999, GDP fell about 5%. The economic
loss of the 1999 earthquake, which hit northwestern Turkey, is estimated to have reached
between $ 7.5 to $ 12.2 billion, with industria production falling to 30% of capacity. The
economy has since rebounded and GDP growth for 2000 is estimated at 5.5%.

Turkey’ slargest economic sector is agriculture, making up 18% of GDP; however, the
textiles and clothing industry are the largest exporting groups, together representing 40%
of exports. The unemployment rate for 1999 was estimated at 7.3% of the labor force.

Inflation is abig concernin Turkey, as inflation over the last decade has averaged 73.7%.
The Turkish government has introduced structural reforms to reduce budget deficitsin
order to reduceinflation. For 1999, inflation was estimated at 65%. The government’s
inflation target for 2000 is 35% and in the single digits for 2002.

Housing Market

The rapid urbanization of the population over the last twenty years has created housing
shortages. In 1998, the total housing shortage was approximately 500,000 units. The
earthquake in 1999 amplified the need for new housing. The total number of destroyed
homes reached over 100,000. It is estimated that the amount needed for the overall
reconstruction and restoration of homes and buildings is between $3 — $6 billion. The
government hastried to alleviate the shortage of housing by building new prefabricated
housing units in the earthquake region, offering subsidies to encourage house
construction in this region, and offering low interest loans to real estate developers.

The total number of existing houses and dwellings stood at 14,500,000 in 1998. The
average housing unit was 130.7 square meters.
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Year Housing Starts
1992 472,777
1993 548,120
1994 523,791
1995 507,623
1996 454,295
1997 464,117
1998 414,573

Source: State Institute of Statistics

Mortgage Market

Home ownership is widespread in Turkey with over 70% of the population owning their
own homes. However, aimost all of these homes were self-financed. Thus, outstanding
mortgages represented less than 1% of GDP. Historically, there have been large barriers
for individual s seeking to obtain mortgage loans, such as large down payments, high
interest rates and banks' unwillingness to offer mortgage products.

Mortgage lending has only recently become an area of focus for Turkish banks. For
1999, total originations were estimated at $ 500 million. Turkish banks offer both fixed
and variable rate products. Loan maturity extends from 5 to 20 years and interest rates
range from 2.5% to 3.5% per month for Turkish Lira denominated loans. Maximum
LTVsreach 75%. Thereis no secondary mortgage market in Turkey.

Sources and References

1. World Bank, www.worldbank.org
2. CIA, World Factbook

3. Turkish State Institute of Statistics
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REGIONAL SUMMARY

Australia

Australia has experienced strong economic growth over the last decade. There was
growth in employment and consumer spending levels as well as increased household
wealth. The owner-occupancy rate is high, at more than 70%, with only 40% of
households carrying mortgages. New home construction was also high, making up 25%
of the home purchases in recent years.

Total mortgage debt outstanding increased 126% to amost US$127 hillion in the last
decade. Many different mortgage products are offered in Australia, including variable
and fixed rate and flexible mortgage products. Mortgage Insurance is prevalent, thus
reducing lenders’ risk of loss. Securitization of mortgage |oans expanded significantly in
the last decade. Thiswasinitialy led by non-depository mortgage banking institutions
with more recent participation by large depositories.

New Zealand

New Zealand found recent economic success through the development of afree market
economy and trade. However, the New Zealand Dollar experienced recent depreciation,
declining some 44% in four years against the US Dollar. Inflation has been declining
over the last decade, ending at a negative .12% at the end of 1999.

New Zealand has a high rate of home ownership, at 71% of the total population in 1996.
Single, detached housing dominates the region. However, price increases and new zoning
laws have resulted in the increase of rental property construction in recent years. ABN
AMRO is aleading mortgage lender, as are several large Australian banks.

Asia

The Asian financial crisis of 1997 had an adverse impact on the economy of the region,

and it subsequently forced the redirection of many fiscal policies for the countries there.
Currency devaluations led to economic downturns and financial sector difficulties from

which the regional economies are only beginning to emerge. Control over interest rates
and lending guidelines have been loosened somewhat since the crisisin an effort to spur
economic growth.
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Despite its economic difficulties in the 1990s, Japan remains the largest mortgage market
in the region in terms of outstanding mortgage debt while New Zealand has the highest
ratio of mortgage debt outstanding to GDP.
Outstanding Mortgage Debt (Millions $US)
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59%

41%  39% 37%

Governments in the region generally promote housing and housing finance, whether it is
through state-owned financial institutions, subsidies or the use of provident funds (forced
savings). The housing stock itself is predominantly of a condominium style, or high-rise
flats. Thisis due to the small areas of land in many of the Asian countries. The rate of
home ownership is high, with Singapore |eading the way at 87%, followed by Taiwan at
84%. Investor speculation and the subsequent economic crisis have resulted in
overbuilding and thus oversupply of stock in some countries.
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Efforts to make mortgage lending more prevalent and affordable are underway throughout
most of the region, with plans for secondary markets & securitization in place as well.
Hong Kong, Japan and Malaysia have begun securitizing mortgages, while China, India,
Koreaand Thailand have plans to devel op secondary markets in the near future.

Mortgage Insurance is also atopic for policy development in some countries as a means
of reducing credit risk for lending institutions, thereby increasing the availability of

mortgage funds.
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