CARIBBEAN HOUSING

Caribbean developments
in housing finance

he Caribbean Association of
Building Societies and Hous-
ing Finance Institutions
(CABSHFI) held its annual
meeting in Port of Spain, Trinidad,
on 7 November 1988. The meeting
was followed by a two day confer-
ence with the theme of financing low
income housing in small economies.
This article reports on the annual
meeting and then summarises some
of the major papers presented at the
conference.

CABSHFI annual meeting

The executive committee of CABSHFI
met in Tobago on 5 November 1988
and the Annual Meeting followed in
Trinidad on 7 November. In his chair-
man’s report Freddy Reyes-Perez
{Dominican Republic) reported that
membership of the Association total-
led 49 institutions from 14 countries.
The Caribbean Development Bank
has ‘observer’ status. During the year
the Banque De L'Union Haitienne
became an associate member. It is
hoped to expand membership
further.

The chairman reported that during
the year the Association had main-
tained its role as a “clearing house”,
providing member institutions with
information on developments in the
establishment of housing finance
systems.

The Association has devoted major
efforts to training and human
resource development with the sup-
portin particular of the Federal Home
Loan Bank of New York. Several
member institutions in Trinidad and
Tobago, Barbados, Cayman, the
Dominican Republic and Jamaica
had benefited from the Sister Institu-
tions Programme which had pro-
vided invaluable training opportuni-
ties. Also, several members benefited

from the Bank’s School of Education
training programme.

Following the 1987 annual meeting
in the Dominican Republic a housing
finance conference had been held in
Puerto Plata and a conference had
been arranged following the AGM.

The Association was maintaining
its efforts to establish a bank of
information on its members.

The Association had maintained
international relationships with a
number of organisations including
the United States Agency for Interna-
tional Development, the Federal
Home Loan Bank Board, the United
Nations Commission on Human
Settlements, and the United States
League of Savings Institutions. The
Association had been represented at
the Inter-American Housing Union
meetings in Mexico City in March, the

‘Major effort
ontraining’

British Building Societies Association
Annual Conference in May, the Inter-
American Housing Conference in
Quito in June and the IUBSSA meet-
ings in Cannes, France, in October.

The newsletter had kept members
informed of developments in the
Association and it reported on
relevant developments.

The executive committee had held
three meetings during the year. A
meeting in March in Coral Gables,
Florida, had been attended by the
IUBSSA president and secretary-
general and had been followed by a
meeting of the IUBSSA review group.
A second meeting had been held in
July in Nassau in the Bahamas with

the third meeting being held
immediately before the AGM.

The executive committee
The executive committee of the Asso-
ciation was re-elected. It comprises:

Chairman:

Dr Freddy Reyes-Perez
(Dominican Republic)
Vice-Chairman:
Carlton Robinson
(Trinidad & Tobago)
Juan Bermudez
(Puerto Rico)
Leonard Ebanks
(Cayman Islands)
Hugh Hamlett
(St Vincent)
Rupert Martyr
(St Lucia)
Harcourt Niles
(Barbados)
Lancelot Reynolds
{Jamaica)

Joe Bailey (Jamaica) is secretary-
general of the Association and Eric
Carlson (IUBSSA senior consultant)
is special advisor.

Housing in Trinidad
The Caribbean Conference began
with a message from the Honourable
Pamela Nicholson, Minister of Settle-
ments and Public Utilities for Trini-
dad. She stressed that governments
were now taking cognisance of the
fact that their more effective role was
that of enabler and facilitator and that
co-operation and  collaboration
between the public and private sec-
tors was critical to the achievement of
the national goal of shelter for all.
The opening address to the confer-
ence was given by Arthur Sanderson,
the acting Minister of Settlements
and Public Utilities. He said that the
government which had assumed
office in December 1986 had adopted
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an approach to housing on the fol-
lowing principles:

(a) Human settlements range from
capital cities down to isolated farm-
steads. Settlement policy is multi-
sectoral and should be developed
within the framework of economic
and social planning processes at
national, regional and local levels.
(b) Thereis an acute housing problem
in the country with an estimated
housing need of between 7,000 and
9,000 units annually to the year 2000.
(c) Housing need at the low income
level is particularly urgent.

(d) Housing and home ownership
constitute a stabilising force in
society.

(e) Aland distribution policy is essen-
tial to the sheiter solution.

{f) Measures employed to solve the
shelter problem could also be stimu-
lants to economic activity.

{(g) The private sector must be an
active partner in the settlements
thrust.

Accordingly, housing strategy
mustembrace land development and
distribution, squatter regularisation,
regulatory support mechanisms,
financial support mechanisms and a
psychological turnaround of the
dependency syndrome.

Mr Sanderson invited the confer-
enceto consider the following issues:
(a) Does affordability result in a
dichotomy between the provision of
mortgage housing and rental accom-
modation and the provision of sites
and services, self-help and
incremental housing?

(b) Is it a question of segmenting the
market with different solutions
applied to the peculiarities of the
segments?

(c) It seems necessary to offer incen-
tives to the financial sector and to
developers for the development of
settlements and the provision of
shelter. One hears the argument that
incentives are misplaced when
applied to home ownership.

(d) Are subsidies akin to incentives,
and how should they be applied?
(e) Affordability must be related to an
acceptable and habitable product.
There is the issue of minimum stan-
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dards regardless of target group and
sector of the market. Should building
standards be uniform or relaxed for
those on low income?

(f) What role is there for research and
who is to carry it out?

(g) The plethora of regulatory agen-
cies increases the time and cost of
providing shelter. Is a one-stop
approval agency the solution?

(h) It is desirable that low cost solu-
tions be pursued, but this raises the
question of cost recovery.

(i} Is self-help and incremental hous-
ing the solution? If so, what are the
basics in terms of sites, services, etc
that must form the core of this
solution?

(j) The financial environment is
important if the private sectoris to be
a partner. How can entrepreneurs
find itrewarding to assist in the settle-
ments effort?

Subsequently, Cynthia Bishop,
permanent secretary at the Ministry
of Settlements and Public Utilities,
gave a paper on the settlements and
housing policy of the Government of
Trinidad and Tobago.

She said that the basic strategy to
be pursued by the Government
would be directed at: (a) reducing the
cost of housing; (b) reducing the role
of the public sector in direct house
construction; {c) stimulating the flow
of resources from the private sector
towards satisfying the housing needs
of all income earners; (d) maximising
the use of existing resources; {(e) rural
development.

Itis recognised that the financing of
shelter cannot be achieved without
participation of the private sector.
Under the Finance Act 1988, provi-
sion is made to declare willing finan-
cial institutions “Approved Mortgage
Companies” and thereby access a
portion of their financial resources for
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Street scene in San Fernando, Trinidad.
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providing mortgage funds to lower
income groups.

Agreements will be entered into
with these companies to provide for
exemption from corporation tax of
any income or profits of the company
deriving from its business of provid-
ing mortgage loans to purchase
existing dwelling houses, construc-
tion of which commenced after
December 1957, or mortgage loans
granted for the construction of dwell-
ing houses, up to a maximum of
TT$250,000 (TT$7.95 to the £ at 5
December 1988) and at interest rates
between 8% and 9%. The agreement
provides that a certain percentage of
the portfolio must be applied to low
income housing.

Othertaxincentives are availablein
the housing sector relating to gainsor

profits derived from the initial sale of’

new houses, premiums and rents
derived from the letting of new
houses and interest on mortgage
loans.

An important aspect of the Govern-
ment’s new policy is the shift from the
provision of finished housing units to
the provision of sites and services,
with a basic shelter core to be
expanded and improved upon at a
later stage by the beneficiaries.

A major thrust of the housing
policy is the Squatter Regularisation
Programme which commenced in
July 1987. The previous policy was
legalistic in approach and provided
for individuals to seek regularisation
through a legal process. It failed to
take into consideration the social and
technical dimensions of the problem,
arising from the fact that squatter
communities had developed and any
strategy for regularisation had to be
based on an approach to the com-
munity as a whole.

Under the new policy there is a
comprehensive approach based on
two principal concepts — rationalisa-
tion and settlement. The community
is involved at all stages.

The major objectives of the pro-
gramme are the rehabilitation of
squatter communities where practic-
able, the resettlement of squatters
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where regularisation is not practical,
the regularisation of tenure on
tenanted estates, and the contain-
ment of spontaneous development.

Substantial financial resources
need to be channelled to the housing
sector. Direct public investment will
concentrate primarily on the provi-
sion of shelter for lower income fami-
lies. Innovative mechanisms for the
mobilisation of funds are required.
The Ministry is interested in the
development of community-based
finance institutions such as credit
unions, housing co-operatives and
local building societies.

‘Exemption from
corporation tax’

Lending to low income populations
The United States Agency for Interna-
tional Development (USAID) has a
long history of involvement in hous-
ing and housing finance in the Carib-
bean. Dr Albert Greve, of the Regional
Housing and Urban Development
Office of USAID in Kingston, Jamaica,
gave a paper entitled “Positive
Experiences in Lending to Low
Income Populations”. Dr Greve's
speech concentrated on loans for
home improvement as for many
people their income is such that they
have no alternative but to improve
and expand on what they have.

The office in Kingston had collabo-
rated with the Jamaican churches
and credit unions to find innovative
ways of addressing the problem. A
pilot project to provide low income
households with greater ease of
access to home improvement loans
for upgrading the quality of their
dwellings had been developed by the
Moravian Church Synod and the
Moravian Church in the rural town of
Mizpah in co-operation with the local
branch of the Regional Parish Credit
Union and with technical assistance
from USAID.

The project was conceived as a
means of closing the gap between
financial institutions and low income
households who often do not qualify
for institutional credit or who are
afraid to approach a bank or building
society or other institution for a loan
because of their perception of what
would be required. The idea emerged
of using a church group or other
community group to provide the
organisational focus which would
benefit the loan recipients and the
participating financial institutions.

The Moravian Church Parish in
Mizpah has traditionally played a
very active role in community
development. It initiated a savings
club for its members to familiarise
them with the concept of savings to
encourage them to save on a regular
basis. It invested the proceeds to start
a variety of income-generating pro-
jects in the community. It was well
placed to work on the new project.
The programme was designed to
function around the principle of com-
munity involvement and the use of
peer pressure to ensure timely loan
repayments.

The Church set up a committee to
oversee the project at local level with
functions including pre-selecting
potential programme applicants, pro-
viding a skilled building inspector
from within the community, provid-
ing training and basic financial man-
agement and assisting the credit
union by assuming some field activi-
ties. The Church would also exercise
moral authority to encourage timely
repayment of loans and it agreed that
the savings accounts of beneficiaries
would be transferred to the credit’
union. The credit union agreed to
offer immediate membership and
immediate availability of creditto the
new participants.

The most innovative aspect of the
programme was the decision to
secure the loans by having each parti-
cipant co-make each other’s loans.
Loans were funded in groups of five
individuals. These five would co-
make each other's loans. Extension of
the credit to the next group of five
individuals wouid be contingent on
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the first group having made at least
two full and timely repayments. This
peer pressure is important given the
lack of traditional guarantees such as
title documents to land, property, etc.

The lesson that has emerged from
the project is that poor people do
repay loans and in many cases do so
better than their more fortunate
counterparts. One of the reasons for
success was the constant guidance
and supervision provided by the
Church and the strength of the peer
pressure in the community.

The first loans were made at the
end of 1987 and were disbursed on a
voucher system through participat-
ing hardware stores in the commun-
ity. In order to ensure that work costs
were reduced and the work com-
pleted in a timely manner, the benefi-
ciaries worked on each other’s
homes.

Based on this experience, not only
does the local credit union stand
ready to fund more applicants from
the same locality, but the main parish
office is now planning to expand the
programme to other areas within the
parish, with the co-operation-of the
church. Other church groups in
the same parish have contacted the
credit union to enquire about
initiating similar schemes.

There is an opportunity for banks,
building societies and other financial
institutions to become involved in
such projects.

Interest rate policy and
low income housing

Compton Bourne, Professor of
Economics at the University of the
West Indies, St Augustine, Trinidad
and Tobago, presented a paper on
interest rate policy and low income
housing. Professor Bourne com-
mented that unattractive deposit
rates would discourage deposit
growth even if not engendering a
reduction in deposit levels. The
dampening effect of low nominal
deposit rates would be greater in the
inflationary environment since real
rates of interest would be even lower
and would tend to be negative. With
negative real rates of interest, the
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asset value of financial capital is
eroded.

The importance of appropriate
interest rate policies for the supply of
finance for low income housing is
emphasised by the depressing influ-
ence of economic recession and
unemployment on the share of con-
tractual and quasi-fiscal savings in
total personal sector savings. A small
reliance has to be placed on increas-
ing the voluntary savings effort of
employed persons and other income
recipients within the household
sector.

The unintended consequence of
artificially low interest rates may well
be reduced lending capacity and a
lower volume of lending in the face of
expanded loan demands stimulated
by the particular interest rate régime.

‘Some degree
of tax relief’

There was usually the presumption
that mortgage rates of interest accur-
ately measured the financial burden
of mortgage financed home owner-
ship. However, the fiscal system in all
Commonwealth Caribbean countries
provides some degree of income tax
relief on mortgage interest pay-
ments. Using tax discounted mort-
gage interest rates as the true
measure of interest costs it is by no
means clear that current interest rates
are unaffordable or disadvantageous
to lowincome households.

However, the fiscal system does
confer disproportionate benefits on
high income households. It is a perti-
nent question as to whether more
attention should not be directed
towards converting those fiscal
benefits or implicit mortgage rate
subsidies into more direct and certain
provision of low income housing
than to the questionable pursuit of
low mortgage rates as such.

A further consideration is the fact
that there is a real rate of return on

home ownership. The indices for Bar-
bados, Jamaica and Trinidad and
Tobago all suggest substantial
capital gains and increases in
imputed rental values.

Explicit consideration of interest
costs in relation to the returns on
home ownership improves the form-
mulation of interest rate policy for
two reasons:

(a) it forces recognition of the fact

that house acquisition is an invest-

ment;

(b) it raises questions of why

investors in housing should be

subsidised by other investors.

The Sou Sou land approach
lvan Laughlin gave a paper on the
Sou Sou land approach. Mr Laughlin
was formerly chairman of the
National Housing Authority of Trini-
dad and Tobago and in that position
he had responsibility to lead the plan-
ning and implementation of the hous-
ing policy based on the Sou Sou land
concept. Today he works with a
number of small community-based
organisations on settlements. The
Sou Sou concept attempts to capture
the essence of a people centred
approach to the creation of viable
community settlements. The
framework embraces the following
fundamental factors:
(a) Recognition of the creative
energies in the informal sector.
Sou Sou is based on a traditional
form of banking within villages
through which a fixed number of
participants pool their savings,
with each participant at appropri-
ateintervals being able to draw the
lump sum. Under the Sou Sou
land initiative the individual
invests money with the Sou Sou
land company in affordable instal-
ments, the company purchases
the estates and developsthemina
process involving the investors,
and at the end of the exercise the
investor receives his parcel of
land.
(b) Village revitalisation both in the
urban and rural environments.
(c) Small-scale farming, identified
8§ —>
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as homeasteading. This provides
an intermediate land use between
residential and farmsteading. it
provides for the basics of shelter
and food to be available and for
surpluses to be marketed in a
village co-operative endeavour.
(d) The assertion of smallness as a
distinct advantage.
(e) Research and experimentation.
After  three-and-a-half  years’
experimentation, 1,200 hectares of
land had been purchased in over 13
projects involving the investment of
approximately TT$18 million pro-
vided by 10,000 participants. At this
stage the Government and the plan-
ning authorities were in conflict with
Sou Sou Land Ltd.
The new Government, elected in
December 1986, provided an oppor-
tunity to extend the Sou Sou concept.

This was a major plank in the gov-~

erning party’s election campaign.
Because the Sou Sou land concept
was based on the participation of
people in the overall development
process, the implementation of the
policy demanded sensitivity and
patience. ’

The NHA set in train a number of
strategies that had to take account of
the limited resource capability of the
Authority for such an enterprise. The
Authority was politically emascu-
lated. It had not been allowed the
opportunity of developing its own
managerial techniques and
approaches to the issues confronting
shelter and development. There were
huge arrears owed on rentals and
mortgage loans, and also innumer-
able problems related to personnel.

The first strategy had to be the
reorganisation of the NHA and this
required a long timespan. That activ-
ity was pursued by the introduction of
collaborative mechanisms with staff
and management. The lesson that
was learnt was that once the focus
was turned inwards and people real-
ised that their participation mattered
in the context of an exciting develop-
ment initiative there was a
tremendous amount of goodwill
forthcoming.

The second strategy had to deal
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with the anomalies created by pre-
vious NHA policies. It revolved
around two major areas. The first was
the existing housing estates, espe-
cially those built since 1979. There
was much concern about the quality
of the housing and the high level of
mortgage payments. Residents were
encouraged to institute organisa-
tional machinery to negotiate with
the NHA on issues of mortgage
revaluation and community upgrad-
ing. The result was comprehensive
revaluation agreements. A remedial
works programme was also initiated.

The second area in this strategy
were the rental estates where there
was an excess of expenditure for
maintenance over income of TT$24
million per annum. The strategy was
based on the involvement of the resi-
dent communities, who responded
with a high level of responsibility and
commitment.

The third strategy had to deal with
the new settlements thrust. This
strategy, based on the Sou Sou land
concept, acknowledged the inter-
nationally accepted view thatgovern-
ments build shelter at five times the
price of the individual and that what is
necessary is to provide the land base
in a context of community participa-
tion and to create mechanisms in the
financial sector to allow people to
undertake their own housing con-
struction.

The thrust had five elements:

(a) Village expansion.

(b} Comprehensive development.
(c) Squatter regularisation.

(d) Urban renewal and revival.
(e) Financing.

Aninvestment programme was put
into effect whereby the participants
invested funds in incremental
amounts and became eligible for
their land once they satisfied specific
criteria. The investment programme
was structured to create a funding
potential to generate a cash flow for
the project to be initiated. Because it
afforded people in the low income
bracket the opportunity for invest-

mentin land, it opened up opportuni-
ties for the generation of revenue
from previously untapped sources.
One such source had to do with the
repatriation of funds from hard cur-
rency areas since investment in land
is always attractive and family con-
nections encourage that activity.

The fourth strategy had to deal with
the way in which the resource capa-
bility of NHA would be expanded
without increasing the current
expenditure. This was undertaken by
three initiatives:

(a) Mobilisation of private sector
professional and contractor orga-
nisations.

(b) Mobilisation of the financial
community. The Minister of.
Finance, in his 1988 Budget, indi-
cated that special arrangements
would be formulated to allow
mortgage companies in particular
to be able to operate a funding
component under special condi-
tions thatwould assist participants
in the programme. The Trinidad
and Tobago Mortgage Finance Co
was designated to be the agency in
the forefront of this activity.

(c) The strengthening of the tech-
nical capability of the NHA in par-
ticular with regard to this issue of
land title.

That, then, was the quantum leap. It
was creating confidence, a basis for
survival, providing a wide range of
opportunities for participants,
encouraging the  professionals
involved in the programme to under- .
stand the importance of collaboration _
with the communities and at the
same time allowing the communities
to exercise their responsibilities,
thereby engendering a new culture of
participation and responsiblity.

Process and flexibility are the
critical dimensions. There are no
overnight solutions. The seeds of a
new approach have to be sown inthe
knowledge that rigid perceptions
exist at all levels and allow people the
time to respond positively in an
atmosphere of perceived accom-
plishments. ®

HOUSING FINANCE INTERNATIONAL FEBRUARY 1989




_IN'TERNATIONAL AGENCIES

Work on housing finance
by UNCHS (Habitat)

he United Nation Centre for

Human Settlements (Habitat),

better known as UNCHS

(Habitat), is one of the smaller
agencies of the United Nations. It is
also a relatively new organisation,
having been established only in 1978.
It had its origins in the 1976 United
Nations Conference on Human
Settlements held in Vancouver,
Canada. The member states con-
cluded that there was a need for a
United Nations organisation to assist
governments with their national
programmes on human settlements
development. UNCHS (Habitat) was
created to meet that need under the
control of a 58-member governing
body, the Commission on Human
Settlements.

UNCHS (Habitat) combines in one
organisation activities that formerly
were scattered among various
departments and organisations
within the United Nations system. It
has its headquarters just outside
Nairobi in Kenya. The Centre receives
policy guidance from the Commis-
sion on Human Settlements which
meets annually. The UNCHS {(Habitat)
secretariat is headed by an under-
secretary-general of the United
Nations, designated the executive
director. The current executive direc-
tor is Dr Arcot Ramachandran.

UNCHS (Habitat) was the organis-
ing and co-ordinating body for the
International Year of Shelter in 1987
and subsequently has prepared the
Global Strategy for Shelter to the
Year 2000.

This article briefly reviews recent
work of UNCHS (Habitat) with par-
ticular emphasis on housing finance.

International Year of Shelter
for the Homeless
In 1982 the United Nations General

Assembly declared 1987 as the Inter-
national Year of Shelter for the Home-
less. Responsibility for organising
and co-ordinating the activities for
the year was entrusted to the Com-
mission on Human Settlements atthe
inter-governmental level and UNCHS
(Habitat) at the secretariat level. At
the 11th session of the Commission
on Human Settlements held in New
Delhi, India, in April 1988 the execu-
tive director presented a report on
activities and achievements of the
International Year. The report lists the
following achievements of the year—
(a) Improving the shelter in neigh-
bourhoods of some of the poor and
disadvantaged by 1987. IYSH related
activities and specific projects bene-
fited a large number of the poor,
though it was small in comparison
with the scale of the need.

(b) Demonstrating ways and means
of improving shelter and neighbour-
hoods of the poor and disadvantaged
by the year 2000. The long term
objective of the year was to “demon-
strate by the year 2000 ways and
means of improving the shelter in
neighbourhoods of the poor and dis-
advantaged”. More than 600 demon-
stration projects and over 100
countries were designated as IYSH
projects and a substantial body of
practical and technical knowledge
has been accumulated.

(c) Securing renewed political com-
mitment by the international com-
munity. Governments have shown
their new commitment to improving
shelter conditions of the poor by
adopting new revised shelter
strategies.

(d) Consolidating and sharing all new
and existing knowledge and relevant
experience to provide a full range of
tested and practical alternatives for

improvement of shelter and neigh-
bourhoods. IYSH sub-regional meet-
ings with participation of more than
100 member-states served as the
most suitable for a sharing of
experiences.

(e} Developing and demonstrating
new approaches and methods in
order to provide a basis for new
national policies and strategies.
Among the 130 countries having ad-
vanced programmes towards the
achievement of the objectives of the
year, 55 have established new
strategies, 11 have started prepara-
tory activities for new strategies, and
the rest have made at least one signi-
ficant policy change.

(f) Exchanging experience and pro-
viding support among countries to
meet the objectives of the year. A
high level of exchange of experience
among countries was achieved in
conferences, seminars and work-
shops. UNCHS (Habitat) published
two books, more than 10 special topic
publications, 156 monographs and 12
IYSH Bulletins.

The report concludes that in spite
of severe economic conditions for the
majority of developing countries, the
reports of the activities of national
governments show hopeful signs.
After six years of experimentation
there is now a clear focus on a num-
ber of issues which relate the
improvement of shelter to the overall
development efforts and efficient
resource utilisation—

(a) The impact of national macro-
economic policies on urbanisation,
settlement patterns and shelter.

(b) The integration and co-ordination
of public and private sector activities
in the field of shelter and services.
(c) The recognition of the vast
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energies and resources of individuals
and communities that can be tapped
and reinforced to produce more and
improve the conditions of shelter and
services.

(d) The recognition of a wider range
of public sector potentials for parti-

cipation in improving the conditions }
of shelter and services by the adop- |

tion of a variety of enabling and
facilitating measures.
ltwas on reviewing these emerging

ideas and concepts that the Commis- |
sion on Human Settlements, at its |
1987 meeting, asked the executive |

director to prepare a Global Strategy
for Shelter to the Year 2000.

The report includes a specific sec-
tion on financing shelter for the poor.
This is set out in full in the accom-
panying box.

Report of the executive director

for 1986-87

The executive director of UNCHS
(Habitat) presented a progress report
to the Commission on Human
Settlements at its meeting in New
Delhi in April 1988. Among the eight
sub-programmes described is sub-
programme seven which is the mobi-
lisation of financial resources for
human settiements development.
The overall objective of this is to

provide support to the development |

of effective human settlement

finance systems.

During 1987 work continued on the

preparation of case studies on the
integration of employment generat-
ing activities with housing projects
and other human settlements
development programmes. The stu-
dies will cover Chile, India, Nigeria,

the Philippines, Sri Lanka and Zambia. |

The findings will be published in
the form of guidelines and recom-
mendations to governments and
local authorities on support systems,
legal and institutional frameworks,
advisory services, credit facilities,
training assistance and other areas
conducive to the development of
opportunities for self employment
and promotion of small enterprises.

Research in housing finance sys-

tems is concentrated on the mobilisa-
tion of savings with a view to dissemi-
nating information on suitable instru-
ments to increase the flow of funds to
the housing finance sector.

Publications

The principal regular publication of
UNCHS is Habitat News which is
published quarterly. This contains

articles on UNCHS (Habitat) activi-
ties, technical co-operation, research
and development, information initia-
tives, regional news and events.

NGO News is an insert to Habitat
News. It is a forum for non-gov-
ernmental organisations concerned
with issues related to human settle-
ments at the international and
national level.
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A second regular publication is the
UNCHS Shefter Bulletin. The most
recent issue, published in July 1988,
reviews the Global Strategy for Shel-
ter to the Year 2000, includes an
article on housing finance, mechan-
isms and economic adjustment, and
has country news and United Nations
news.

Global Strategy for Shelter
to the Year 2000

Before the International Year of
Shelter for the Homeless came to a
close, the General Assembly of the
United Nations concluded that the
year should be followed by a longer
term implementation-orientated
effort that could capitalise on the
interest and momentum generated
by the year, and decided to launch a
Global Strategy for Shelter to the
Year 2000.

The Commission on Human Settle-
ments, at its meeting in New Delhi in
April 1988, recommended the adop-
tion of the Global Strategy as the
framework for national and interna-
tional action.

It is estimated that the inadequate
shelter conditions of an estimated
one billion people are a cause of
grave concern to governments and
the international community. If cur-
rent trends hold, cities in developing
countries, which will already have
enormous slum and squatter settle-
ment populations, will have to
accommodate a further 750 million
people by the turn of the century.

There are three important reasons
why a global level strategy is war-
ranted—

(a) No country can claim to have
solved all of its shelter problems
and therefore all countries should
make a commitment to meeting
shelter needs.

(b} All countries have successful
experience to share with others,
and global exchange of know-
ledge is essential to solving
national shelter problems.

(c} The sheer scale of shelter
demand calls for a global effort
based on the support of all
nations.

It is suggested that the right to
adequate shelter requires govern-
ments to make basic changes to their
existing policies on shelter.

The practicality of a national
strategy should be ensured by the full
participation of all actors involved in
the shelter production process. The
role of the state will vary. In some
cases it should play a leading role
without precluding private sector
participation, while in others, the pri-
vate sector will take the leading role
with only broad policy making and
institutional support from govern-
ment.

Attention will have to be given to
rental housing. In view of the import-
ance of rental housing in the total
housing stock, particularly to low
income settlements, governments
will have to come to some decision as
to the promotion of rental housing as
an effective way of expanding pro-
duction options for shelter.

The unaided private market will not
be able to solve the fundamental
problems of squatters and other
occupants of informal orillegal hous-
ing. Overcoming these problems is
dependent on the introduction of new
government procedures.

National shelter strategies will
need to contain four complementary
parts—

(a) Definition of clear and measur-

able objectives.

(b) Gradual mobilisation of the

shelter sector.

(c) Mobilisation and distribution of

financial resources in the sector.

(d) Equal emphasis on improving

the management of land, expand-

ing the supply of infrastructure,
and increasing the capacity of the
construction industry.

International action is crucial for
the success of the strategy. The
strategy can be re-inforced by tech-
nical co-operation between develop-
ing countries, and there will also be
a need for external assistance
to developing countries from
developed countries.

UNCHS (Habitat) will act as the
co-ordinating and monitoring agency
for the implementation of the
strategy. The Centre will also prepare
a reporting format to facilitate moni-
toring of progress by the Commis-
sion on Human Settlements.

The strategy includes a section on
financing for housing which makes
the following five key points—

(a) Shelter finance reform will
have to be seen as part of a broad
effort to develop and reform the
financial sector.
(b) Shelter development will
require a steady flow of long term
finance.
{(c) Governmental physical and
credit policy should be orientated
to ensuring that the shelter sector
is allowed to compete fairly for
financing and that the costs of
financial intermediation are mini-
mised.
(d) Given the substantial and
growing demand for rental hous-
ing, particularly in the rapidly
growing urban settlements of
developing countries, financing
will have to be mobilised and
made available for the production
of shelter for rental purposes for
all income groups.

(e) Lending for individual housing

mortgages cannot be sustained

without significant improvements
in recovering loans and reducing
loan default rates.

Main points of the section on
financing of housing are shown
below.

Financing for housing
Shelter-finance reform will have to be
seen as part of a broad effort to
develop and reform the financial
sector

A key component of a shelter
strategy is in the area of housing
finance, where it is clear that govern-
ments have an obligation to ensure
that an appropriate environment is
created for the mobilisation of funds.
The development or reform of institu-
tions engaged in financing housing

12—
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should be part of an overall effort to
stengthen and develop the financial
system of a country. The objectives of
such an effort are to promote and
mobilise savings, reduce the cost and
improve the efficiency of financial
intermediation, and promote the free
movement of capital throughout the
national economy.

Shelter development will require a
steady flow of long-term finance
Strategies for financing investment
in shelter have to address the central
issue of mobilising a steady flow of
long-term finance. Housing requires
a longer term than some other types
of investment, because housing costs
are usually a large multiple of house-
hold incomes, making amortisation
of loans over along period necessary.

Several sources of finance need to be”

considered, including not only sav-
ings by households in financial
institutions but also funds from the
sale of housing bonds (which may be
backed by mortgages as security) and
funds accumulated in compulsory
savings schemes, such as provident
or pension funds, life insurance and
other social security systems.

Governmental fiscal and credit
policies should be oriented to
ensuring that the shelter sector is
allowedto compete fairly for
financing and that the costs of
financial intermediation are
minimised

Governmental policies regarding
investment priorities and availability
and pricing of credit can have a
strong impact on the ability of any
sector of the economy to compete for
investment resources. In recent
years, Governments have often made
it difficult for the housing sector to
compete for funds by establishing
policies that have directed credit to
sectors of the economy that were
held to be more productive than
housing or by establishing interest
rate restrictions on deposits or lend-
ing rates of housing finance institu-
tions that made such institutions
financially unviable, unable to com-

pete for funds and unable to continue
to make loans.

Shelter strategies need to examine
closely the continuing rationale for
such policies and, when it appears
warranted, seek the elimination or
restructuring of governmental credit-
allocation procedures, the establish-
ment of deposit rates at housing-
finance institutions that will mobilise
additional savings, the fixing of lend-
ing rates that will ensure financial
viability and the approval of new
types of mortgage instruments, such
as adjustable or graduated payment
mortgages, that will permit housing
finance institutions to respond flex-
ibly to changing macro-economic
conditions.

Governments should avoid using
housing finance institutions as
vehicles for housing subsidies, since
there are almost always more equit-
able and efficient subsidy mechan-
isms available which do not threaten
the financial integrity of lending
institutions. One objective in any
country should be to reduce the cost
of housing finance to the lowest
possible level that is consistent with
sound financial and economic
principles.

Given the substantial and growing
demand forrental housing,
particularly in the rapidly growing
urban settlements of developing
countries, financing will have to be
mobilised and made available for the
production of shelter for rental
purposes forallincome groups

in all countries, rental housing con-
tributes a substantial portion of the
existing urban housing stock. In
some centrally planned economies,
the majority of the urban housing
stock is built by State enterprises and
rented at extremely low rates. In mar-
ket economies, the growing demand
for rental housing concerns all
income groups and is determined by
the modernisation processes taking
place in those societies. Many house-
holds, regardless of their income

level, are not necessarily interested in
buying a house. There are many
reasons for this — expected mobility,
reluctance to invest a disproportion-
ate share of income or resourcesin a
fixed asset or, simply, unaffordabil-
ity. Low-income groups in develop-
ing countries are often interested in
renting decent and affordable accom-
modation close to the location of their
income-generation activities. R

The production of new housing
units for rental purposes is often
hampered by the unintended results
of social legislation designed to help
the weak groups of society, e.g., rent
controls over the urban housing
stock, which, particularly in times of
high inflation, often crystallise with
time into unfair privileges for consoli-
dated tenants and the exclusion of -
deserving households. A review of
rent control legislation, in line with
the general principles of the strategy
on subsidy policy — compassion,
equity, and efficiency — will have to
be undertaken in all countries.

Lending forindividual housing
mortgages cannot be sustained
without significantimprovementsin
recovering loans and reducing loan-
default rates

Many housing loan arrangements,
by financial institutions, governmen-
tal agencies and community-based
credit unions and co-operatives, suf-
fer from high rates of default. Benefi-
ciaries of such loans are one-time
borrowers who may not be signifi-
cantly threatened by reneging on
their commitments. Evicting them .
from their houses for failing to pay is
in direct contradiction with the effort
to house them properly and, in many
cases, difficult, if not impossible. The
recovery of loans will need to be
attended to at the community level,
on a regular daily, weekly or bi-
weekly basis, by people who remain
close to the borrowers. Therewillbe a
need to devise collection systems
that reduce the risk of lending to the
poor and, possibly, to supplement
them with special welfare funds to
assist those unable to pay in times of
direneed. B
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The World Bank reviews
its housing finance
operations

URING the past five years
World Bank
urban development has
expanded considerably. In

the fiscal year 1988 urban lending ,’

was $2,016 million compared with
$1,324 million in the previous year
and as little as $385 million in 1985.
Urban lending accounted for 10.3%
of total Bank and International

Development Association lending. A :
total of 19 loans and credits were |
approved, of which 11 were by the |

Bank and eight by the International
Development Association.

Four projects accounted for half of
the total lending — the Tamil Nadu
Urban Development Project in Sri
Lanka ($300 million), the Housing
Development Finance Project in India
($250 million), the Mexico Housing
Finance Project ($300 million), and
the Rio Emergency Flood Reconstruc-
tion Project in Brazil ($175 million).

Policy towards urban projects has
moved away from sporadic tradi-
tional interventions to broader policy
and institutional issues of greater
importance for national economies
and the productivity of cities. Special
attention has been placed on:

(a) Urban administration and

municipal finance through devolu-

tion of resource mobilisation and
investment planning to local
authorities.

{b) Land management and regula-

tory environments to stimulate

private initiatives and investment,
especially in  housing, land
development and urban transport.

(c) Housing, not only as a basic

human need, but also as a poten-

tial contributor to domestic

lending for |

resource mobilisation and finan-
cial developments.

The Bank's urban development
lending has concentrated on the fol-
lowing areas:

(a) Municipal development. Rapid
urbanisation has outstripped most
governments’ ability to cope with the
demand for even the most basic ser-
vices. The Bank has responded by
expanding lending for general muni-
cipal infrastructure and giving more
attention to the overall process of
urban management, especially to the
need to delegate more responsibili-
ties to local governments. In the fiscal
year 1988 there were nine operations
that concentrated on municipal
development. These addressed the
basic objectives of improving the effi-
ciency of public sector management
at the state and municipal levels,
increasing the local capacity for
revenue generation, and improving
financing and delivery mechanisms
for municipal investments. All nine
projects include an institutional
strengthening component. Improv-
ing local taxation systems has alsc

emerged as a crucial issue, as has
improving financing mechanisms for
urban investments.
{b) Urban infrastructure. In the fiscal
year 1988 the Bank approved five
urban water sanitation projects ($535
million), two urban transport projects
($180 million) and 13 projects provid-
ing a wide range of urban infra-
structure facilities ($780 million). A
striking feature of the Bank’s finance
for general urban infrastructure is the
heavy reliance on financial inter-
mediaries. The urban infrastructure
projects have maintained an increas-
ing concern for operation and
maintenance, cost recovery targets
for the services, and improving the
investment planning process.
(c) Emergency loans. Lending for
reconstruction activities in the fiscal
year 1988 accounted for 16% of total
urban lending ($318 million). The
three projects responded to different
kinds of emergencies: flooding and
landslides in Rio de Janeiro in Brazil,
an earthquake in El Salvador and civil
strife in Sri Lanka.
(d) Land management. Over half of
the Bank’s shelter projects have suf-
fered delays due to land acquisition
problems. An increasing number of
projects address land acquisition
issues directly. Of greater concern is
the poor functioning of urban land
markets in developing countries. The
focus of the Bank’s interventions is
now broader and land management
issues are very important elementsin
sector work and policy dialogue. The
Bank is also expanding its lending
support for land management pro-
jects in Brazil and Sri Lanka, including
14—>
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studies on land tenure and registra-
tion issues. Land information and
mapping components were included
in five 1988 projects.

(e) Housing. In the fiscal year 1988,
the Bank lent, through 15 projects,
approximately $1 billion for housing,
helping to finance investments cost-
ing $3.2 billion. Free standing hous-
ing finance components or projects
accounted for 64% of the total lend-
ing volume for shelter. The steady
increase in lending for housing
finance has justified the selection of
housing finance as the special topic
for the review of urban operations.
(fy Poverty alleviation and environ-
mental concerns. Most of the 1988
urban loans are focused on policies
and programmes that support econo-
mic adjustment efforts that enable
the resumption of economic growth.
The renewed emphasis on urban pro-
ductivity rather than urban poverty
does not, however, imply a reduced
concern for the urban poor. Twelve of
the 19 loans provide a significant
portion of their resources directly to
the urban poor. Rather, it reflects the
fact that the basic cause of urban
povery is not lack of employment
opportunities but the low productiv-
ity of many of the jobs that the urban
poor hold and also the fact that the
urban poor are the ones who suffer
most from distortions in the land,
housing and financial markets and
from the general shortage of public
investment opportunities.

Overview of the Bank's
housing finance portfolio

Housing investments typically

amount to between 3% and 8% of
GNP in developing countries and

between 15% and 25% of gross
capital formation. Housing is an eco-
nomic good and also a basic human
need. The link between health and
housing conditions, for example, is
well established. Housing is also the
main user of urban land. Finally,
housing is a long-lived and costly
asset which is heavily dependent on
people’s ability to borrow.

The housing sector represents an
opportunity for the Bank because
housing is one of the simplest and
safest assets in the economy. Market-
rate housing finance can be a very
basic part of the Bank's effort to
encourage private savings and sup-
port a process of financial deepening
in the economy.

On the other hand, it is clear that

" housing finance assistance is fraught

with many dangers. After 16 years of
Bank experience, and 99 shelter pro-
jects in 50 countries, it is fair to say
that squatter upgrading and sites-
and-services programmes have been
aconsiderableimprovement over the
public shelter programmes that pre-
ceded them. They have provided
unguestionable evidence that pro-
duction of affordable and adequate
housing for the poor is possible.

Inthe six years since the Bank’s first
housing finance project, 17 projects
focusing on housing finance or
including major free standing com-
ponents have been approved totall-
ing $1.5 billion. Table 1 shows the
growth in the bank’s housing finance
lending.

Table 2 shows details of the
projects.

Some 13 of the 17 housing finance

projects were channelled to financial
intermediaries rather than to non-
financial public sector housing
authorities. In addition, inthe casesin
which projects relied on government
housing programmes, the central
objective was a refocusing of the
public sector authorities so that the
financial sector could more actively
participate in the mortgage market.
Most of the institutions that have
received housing finance loans have’
either been created in the past 11
years or considerably refocused.

Most of the loans have a number of
policy objectives. There have been
three broad motivating rationales:

(a) Financial sector reforms.

(b} Broader fiscal policy initiatives.

(c) Housing sector concerns.

The early housing finance projects

‘Fraught with
dangers’

were primarily concerned with
increasing the access to adequate
housing for the poor and with con-
trolling or reducing and better target-
ing housing subsidies. As the macro-
economic role of housing finance has
become better understood, these
projects are increasingly aimed at
supporting financial sector reform.

An assessment of the effectiveness
of housing finance operations
Performance in respect of financial
sector objectives has been as fol-
lows:
(a) Resource mobilisation. More than
40% of the housing finance institu-
tions that receive bank loans have
been able to mobilise most of their
resources domestically. In most
cases interest rates paid by the
institutions have been positive. Posi-

tive interest rates are essential to-

provide long-term financial integrity
to the intermediation process.

(b) Risk exposure and contingent
liabilities. In 12 of the 17 housing

16 —>
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Table 2: World Bank Housing Finance Lending {($m)

Bank Lending Bank Urban Lending Bank Lending for Housing Finance
Total Total
Projected  Share Loan  Share % of
Total No. of Total Bank  No. of Cost of TPC Amount of LA  Urban
Year Amount Projects Costs Contribution Projects Title (TPC)  to HF (LA}  to HF Lending
FY83 14,479.0 14 1,279.0 537.2 1 — Morocco | Hsng. 209.5 209.5 60.0 60.0 1.2
Loan to CIH
FY84 15,624.2 16 1,080.0 497.0 1 - Zimbabwe Urban 112.6 47;2 43.0 45 -
Project |
FY85 14,406.0 10 1,255.9 384.6 2 — Chile Public 576.5 576.5 80.0 80.0

Sector Hsng.
— Malawi Urban 18.2 13.0 15.0 10.0
Project |
Total 90.0 23.0

FY86 16,318.2 17 4,763.0 1,640.1° 4 — Mexico Low- 300.0 300.0 150.0 150.0
Income Hsng.
— Indonesia Hsng. 846.5 8465 275.0  275.0

Sector
— Portugal Hsng. 56.6 56.6 25.0 25.0
Finance
— Nigeria Urban 85.0 23.4 53.0 16.3
Devel. II
Total 466.3 30.0
FY87 17,674.0 13 4,695.0 1,324.1 3 — Korea Hsng. 1,4425 1,4425 150.0 150.0
Finance

— Thailand il Shelter 72.4 35.8 21.0 10.0
—~ lvory Coast Urban 304.2 136.2 126.0 38,5

Dev. 1lI
Total 198.5 15.0
FY88 19,220.7 19 5,114.4 2,016.3° 6 — Senegal Hsng. 78.3 13.5 46.0 21.7
& Mun. Devel. Loan to BHS IDA finances

100% of HL
— India Hsng. 840.8 840.8 250.0 250.0

Devel. Corp.
— Philippines Hsng. 325.0 160.0 80.0
Sector 80 million for
const. industry
— Ecuador National 85.7 24.0 60.0 20.0
Hsng. If Home Impvt. 30% for

Loans Hsng. Fin.
— Mexico Hsng. 1,576.0 1,576.0 300.0  300.0

Finance
— Lesotho Urban 42.2 14.0 204 8.0
Sector Reorient.
Total 680.0 33.7°
FY83-88 Totals 6,299.3 17 1,510.0 23.8

(a) Includes US$400 million Emergency Reconstruction Loan to Mexico.
(b} Includes two Urban Transport Projects.

Inciudes Mexico Housing Finance Project.

Includes three emergency loans totalling US$318 million.
{c) Would be 44% if emergency loans were not included.
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projects the government's contin-
gent liability was reduced.
(c) Arrears. The average percentage
of portfolio arrears reported for pro-
jects funded by the Bank is about
12%. However, there has been
tremendous variation between the
projects. For example, the rate
reported on the Indian housing
finance loan has been less than 1%.
(d) Interest rates. Few of the projects
involve funds being on-lent at nega-
tive inflation adjusted interest rates.
With respect to fiscal policy con-
cerns, the following have been noted:
(a) Subsidies and target beneficiaries.
The target beneficiaries of housing
finance projects are “below the
median income” households rather
than the very poor. A number of the
institutions that have been supported

by housing finance projects provide |

access to concessional finance for
very expensive housing even if the
projects themselves do not. Ina num-
ber of projects the average borrowing
rate has been implicitly subsidised by
the lender. Subsidy targeting has
therefore been a concern and an
equally important concern has been
the efficiency with which housing
transfers are mobilised.

(b) Foreign exchange risk. In only one
case was the foreign exchange risk
imposed on the borrowing inter-
mediary.

‘Growing demand
for housing’

Housing sector concerns have
been the most frequent rationale for
housing finance projects. These con-
cerns arise because of the inability of
most housing production and deliv-
ery mechanismsto accommodate the
large and growing demand for hous-
ing. In many countries the informal
sector plays the dominant role not
only in the provision of housing ser-
vices but also in housing finance.
Policy objectives have been to
demonstrate that many low income

households can afford to repay mar-
ket rate finance and to give greater
emphasis to the private sector in
providing both housing and housing
finance services.

Lessons learned

One lesson learned has been in
respect of linkages between housing
finance and overall financial sector
strategies. The housing finance pro-
ject in Morocco centred on the Crédit
Immobilier et Hotelier and shifted in
focus to provide explicitly for impro-
ving the competitiveness and ability
of the institution to mobilise
resources so that it can ultimately
operate without any government
assistance in a fully mobilised finan-
cial system. The project has permit-
ted the Bank to engage in a discus-
sion of what types of deposit instru-
ments can best serve these purposes.

The experience of the World Bank
is that housing finance loans can be
made at positive real rates of interest
with reasonable expectation of satis-
factory cost recovery and reliance on
domestic resources. However, the
development of more competitive
sound financial practices is a long-
term objective. They may not be
achievable in one project.

In every country the housing sector
receives a significant share of gov-
ernmenttransfers. Credit policies and
regulatory controls generate large
and unmeasured transfers to the sec-
tor and as the scale of these transfers
increases this aspect of housing
finance policy needs more emphasis.
Transfers to the sector need to and
can be reduced by better targeted,
more transparent transfers. Develop-
ing housing finance institutions that
minimise these subsidies will be cen-
tral to the agenda.

The Bank’s understanding of the
broader effects of the implicit sub-
sidies due to financial policies has
increased significantly. For example,
the shelter study of Pakistan attempts
to identify and rank the factors that
hinder the effective and more spon-

taneous development of the housing
market. In Pakistan many of the
impediments are in the regulation of
the housing and land markets; others
are in the housing finance system.
Housing finance policies are an
important source of implicit sub-
sidies to upper-income borrowers
but nevertheless are of less import-
ance than basic land management
issues. N

The Bank is still in a transition from
a traditional housing sector analysis
which looked at housing needs to a
broader analysis that puts housing
and the government’s housing poli-
cies in a broader macro-economic
perspective. However, the transition
away from sites-and-services and
upgrading projects to housing
finance operations will not occur ~
rapidly, nor, in many countries,
should it occur at all for the nearterm.

Inmost of the low income countries
the sites-and-services approach
remains the appropriate strategy
today. In many respects, housing

‘Second generation
approach’

finance projects represent a “second
generation” approach that should
not be of the foremost priority for
many of the Bank’s borrowers.

Generally, some regional spe-
cialisation of basic housing finance
strategies will amost certainly occur.
For example, in many higher inflation
countries better mortgage and taxa-
tion systems may be essential to
make housing affordable, to reduce
transfers and to help mobilise finan-
cial resources. In such an economy
housing finance interventions should
be of a relatively high level.

On the other hand, if a high infla-
tion country also has a low level of
economic and financial develop-
ment, declining real income and a
weak land recordation system, there
are many more important sectoral
policy issues before indexation is
introduced or discussed. B
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US agency aims to
meet challenge of
urban growth

NDER the dual pressures of

rapid population growth

and unprecedented rates ‘of

urbanisation,  developing
countries are experiencing profound
changes in their social and economic
structures. By early in the next cen-
tury, urban population will exceed
rural population, and more than half
the poor in developing countries will
reside in cities. By the year 2000,
more than six cities in less developed
countries will have populations
greater than 15 million. Equally
important is the growth occurring in

-50% of

secondary cities and smaller towns
(see charts).

Although the rapid pace of urban-
isation creates problems, it can also
present opportunities for social and
economic development. Cities are
the locus of off-farm employment
and the centres in which innovation
and the restructuring of the economy
must occur. Cities in developing
countries already generate more than
their country's Gross
Domestic Product (GDP), a percen-
tage predicted to rise over the next
decade. Just as agricultural produc-

Projected Urban Population Increase
Developed and Developing Countries
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tivity has increased in the last
decades, the productivity of urban
economic activities must now grow
to absorb the surplus and under-
utilised labour force streaming into
the LDC cities. The efficiency of urban
management and financial markets
are some of the key factors affecting
economic development in the 1990s.

Since its creation in 1961, the
Agency for International Develop-
ment (AID) has addressed the shelter
problem in developing "countries,
and, for the last 25 years, the Office of
Housing and Urban Programs has
been the Agency’s principal vehicle
for shelter and urban development
assistance.

In the 1980s, the Office has
expanded its agenda to address a
wider range of problems which have
been exacerbated by increased
urbanisation. The Office has con-
cluded that urbanisation can be man-
aged and that adequate minimal shel-
ter can be made available for all in a
reasonable period of time if the right
policies are pursued.

Conversely, however, the problem
is not solvable and will grow worse if
the wrong policies are followed. The
right policies rely on individual initia-
tive, market forces and the private
sector to produce housing, with the
government playing a vital role pro-
viding the policy framework condu-
cive to development and access o
the basic infrastructure such as
water, sewerage and roads.

Availability of resources in a fair
market, appropriate and affordable
development standards, and decen-
tralisation of authority are essential
for the creation of a self-sustaining
system of shelter provision capable
of meeting the demand of the grow-
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ing urban populations. Governments
must also provide the “safety net” of
municipal services for the truly
needy.

Under the Housing Guaranty (HG)
programme, private US lenders make
loans available to developing
countries for shelter-related activities
approved by AID. The US Govern-
ment guarantees repayment of these
loans. Through fiscal year 1988, the
total authority remained at $2.18
billion; of this, the amount under
contract (funds actually allocated to
specific project implementation)
amounted to $1.65 billion in 164
projects in more than 40 countries.
During the past year, a total of
$125 million was authorised for new
projects and amendments.

The Office of Housing approaches
its responsibility for AID’s urban
development activities by “assessing
broadly but investing narrowly.” In
the past the Office has concentrated
its resources on a limited number of
areas which have been defined over
time as land, infrastructure, credit
and municipal management; each is
a major constraint to the shelter and
urban development.

The Office uses its resources to
develop innovative and capable
institutions in the developing coun-
tries. In the area of housing finance,
the Office in 1981 began an HG pro-
gramme with the Housing Develop-
ment Finance Corporation (HDFC) of
India. The HDFC has since earned the
support of other members of the
donor community. The initial HG loan
was for $30 million, for a programme
with the following objectives:

construction of 6,000 units for

below median income households
at a cost of $20 million;
increased institutional capacity in

HDFC to raise the level of lending

and to attract and absorb higher

level of borrowing and deposits;

expansion of HDFC operations in
terms of geographic area, income
levels served, type of shelter
financed, and the variety and
source of debt obligations
obtained, as well as its contribu-
tion to a functioning country-wide

Billions
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housing finance system.

Since AID's initial intervention,
HDFC’s original range of services has
expanded to include home improve-
ment loans, infrastructure financing
in low income communities, and
encouragement of private invest-
ment in urban services. The institu-
tional  strengthening of HDFC
resulted in the expansion of its
branch network and a replication of
the HDFC model country-wide
through the establishment of a multi-
lender housing finance system. Cur-
rently the Housing Guaranty Program
in India is providing $50 million over

the next few years to support the
continued expansion of the market-

oriented housing finance system.
An example of AID’s municipal
finance programme is a five-year
$100 million Housing Guaranty in
Indonesia. This programme is based
on the belief that urban infrastructure
will increasingly need to be financed
principally by domestic investment
capital and that municipal govern-
ments need assistance to mobilise
these resources through the develop-
ment of linkages between the muni-
cipal finance system and private sec-
20 —>
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tor capital markets. The programme
has three objectives:
establishing increased private sec-
tor participation in providing and
financing urban infrastructure and
services;
improving the role of central gov-
ernment in funding urban infra-
structure and services affordable
to low income households via a
system of grants and loans that
encourage local resource mobili-
sation;
strengthening the institutional
capacity of the local governmental
finance system and local govern-
ment’s capacity to manage
resources.
Governments must capitalise on
the energies of the informal sector,
and can help support the informal

processes to be more efficient and -

productive. Governments can adopt
development standards at levels that
are appropriate to the capacity of the
economy and the resources of the
people. By providing infrastructure in
strategic locations, governments can
assure that minimal service levels are
maintained and help guide the
growth of cities. They can also pursue
economic policies assuring the avail-
ability of credit at reasonable terms.
The provision of clear land title or less
formal rights of occupancy will give
low-income families security of
tenure, collateral for home improve-
ment loans, and encouragement to
invest in their housing. This will
foster their sense of community and
promote greater social and political
stability.

In addition to relying on the private
sector and individual initiative,
appropriate policies in the land, infra-
structure and credit sub-sectors are
likely to be the most effective if the
government places the responsibility
and authority for developing and
implementing urbanisation and shel-
ter programmes as close as possible
to the people who are most affected
by them.

To meet its responsibility of assist-
ing developing countries to manage
urban growth, AID’s Office of Hous-

ing operates through seven Regional
Housing and Urban Development
Offices (RHUDOs). Located around
the world, the RHUDOs act as
advisers to all interested AID Mis-
sions. The principal capital resource
available is the Housing Guaranty
(HG), under which about $125 million
is made available annually. The
Office also manages $5 million in
centrally funded grant and technical
assistance, research and training.

Through these programmes, the
Office engages in policy dialogue
with LDC governments on key issues
and works to strengthen institutions
in the relevant sectors. Major emph-
asis is placed on training counter-
parts in these public and private sec-
tor organisations. The Office’s pro-
grammes are developing a cadre of
policy makers and programme
implementers who are able to
improve a country’s capacity to
address its shelter and urban
development needs.

The Office recognises that develop-
ment issues created by rapid urban-
isation demand a more fundamental
response from donors than can be
achieved through individual capital
projects. Thus, for the past five years
the Office has been moving toward
policy-oriented lending. A major
emphasis is now placed on support-
ing the Office's redirection toward
sectorial programming, the goal
being to use technical and capital
assistance programmes to achieve
systemic policy and institutional
changes.

The intent is to work with countries
to identify the systematic impedi-
ments to enhanced housing produc-
tion and to assist in alleviating them.
The Office believes that this sectorial
orientation will help its client coun-
tries to develop strategies that are
more appropriate to their needs.

The programme pursues a
mutually determined policy agenda
which removes institutional, tech-
nical and policy-related constraints to
the above objectives. This agenda
will form a basis for pro-

gramme-related actions undertaken
by the Government of Indonesia over
the life of the project.

In Jamaica, part of the ongoing
Housing Guaranty Program has been
a $10 million initiative to encourage
private sector financial institutions
and developers to build and finance
shelter solutions for low-income
households. Under this programme,
the Caribbean Housing Finance Cor-
poration provided loans to private
banks, building societies and credit
unions for affordable onlending to
low-income borrowers. The lower
cost of funds has made it more attrac-
tive for private sector developers to
produce affordable housing.

in Tunisia, the sectorial approach is
helping to transform the National .
Housing Finance Fund from financing
public sector production and mort-
gaging housing units into a housing
finance bank helping prospective
homeowners and private sector
developers acquire land and build
housing. Such institutional reform is
being supported by a $15 million
Housing Guaranty Program.

The Office of Housing’s activities in
Jordan include a $35 million Housing
Guaranty Program that provides
financing to the National Housing
Bank to stimulate the production
of low-cost housing by private
developers and to support mortgage
financing for low-income house-
holds.

As the Office looks toward the next
decade, it sees its role growing to
meet the challenge of urban growth.
To realise its goal of helping to steer
the process of urbanisation in the
direction of economic growth and
equitable development, both
guaranty and other development
resources must be deployed strategi-
cally and with the maximum impact.
AID and the Office of Housing and
Urban Programs, in co-operation
with the US Congress, is currently
engaged in a thorough review of its
strategies and programmes which,
combined with its 25 years of experi-
ence, will help provide the foundation
for the Agency's activities into the
next century. @
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Developments in Europe

By Peter Birch

T is important to ask why
specialist lenders should concern
themselves with Europe. | believe
there are four main reasons.
(a) Competition in the UK is such that
we have many European-based
institutions competing on equal
terms in the mortgage market. Some
of the more recent additions are
French, such as UCB (providing mort-
gage finance through Prudential
Insurance); Credit Agricole {through
M&G); Societe Generale {through
the Skipton Building Society); and
Banque Nationale de Paris (through
acquiring the mortgage subsidiary of
Chemical Bank). Some of these
entrants to the UK market have pro-
vided services with a lower rate of
interest, or more generous status
requirements, than the UK-based dis-
tributor has been offering. It.is there-
fore worthwhile looking at the home
markets of some of these institutions
to see if the battle cannot be carried
forward into their own territory.
(b) Looking at housing tenure statis-
tics, there are markets in Europe
where home ownership is not nearly
as well developed as it is in the UK. A
simple analysis suggests that there
are opportunities for selling mort-
gages in these markets.
(c) For UK-based institutions such as
building societies, involvement in
Europe gives any such lender the
opportunity to spread its risk across
more than one market.
(d) Also, there is the scheduled open-
ing of the EC market in 1992. This
would mean that UK mortgage pro-
viders should (if the objective of the
1992 single market is followed to its
logical conclusion) be thinking much
more in terms of a market with more
than 300 million potential customers,
instead of the 60 million in the UK.
Looking at it another way, a major UK
mortgage provider post-1992 could

well become no more than a large
regional institution in part of Europe.

Building societies have come fairly
late to the opportunities offered in
other member states of the EC. Thisis
because legislative restrictions have
only been lifted since January 1988 to
allow these institutions to operate in
Europe. It is worth remembering, and
perhaps this is a fifth reason for
further concentration on Europe by
UK building societies, that Europe is
the only market opened up to
societies by these changes in con-
trolling legislation; markets else-
where in the world remain closed to
UK building societies.

Having said that, the major UK
clearing banks, which have not
experienced such legal restraints,
have made slow progress in entering
the retail markets in Europe so far,
with the one exception of Spain,
whilst at the same time they have had
no competition from their home base
to date.

It has clearly been difficult for the
banks to penetrate these markets and
so it can be argued that it will be
equally difficult for specialist lenders.
| suspect, however, that until
recently, the banks have not consi-
dered the retail market particularly
worthwhile in Europe. In addition,
despite all the talk of 1992, it is still
true that housing finance institutions
have to deal with peculiarly national
markets, where very different condi-
tions exist in individual member
states.

Unlike banking, where chequeing
accounts, personal loans and credit

cards are basically similar every-
where, housing finance systems are

much more idiosyncratic. In the Euro- .

pean market we find different tax
régimes, capital gains taxation on
house transfers, larger rented sectors
than in the UK and higher levels of
regulation in systems as in Germany
and France.

Home ownership trends
in Europe

A simple analysis of housing
tenure statistics for Europe could
suggest that there are opportunities
for selling mortgage products in
those markets where owner-occupa-
tion is at a lower level. In fact, the
picture is less straightforward. The
availability of rented accommodation
plays a significant role in determining
the level of owner-occupation in a
market, together with the level of
prosperity for the country in ques-
tion. The figures here tend to suggest
that the more prosperous a country,
the more important the rented sector
will be, with a correspondingly lower
level of home ownership.

As an example of this, Switzerland
has an owner-occupation level of
only 30%, whilst in West Germany
the:level is some 40%. This theme
should not be taken too far, however,
as looking at levels of owner-occupa-
tion on their own can prove to be
misleading. Switzerland, despite hav-
ing a low level of owner-occupation,
has one of the higher levels of out-
standing mortgage debt.

In the UK, the privately rented sec-
tor is much less significant than in
most of the other European coun-
tries. Thus we see that the privately
rented sector in the UK accounts for
only some 12% of the market. By
comparison, in France the figure is
26%, in Belgium it is 31% and in
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the Netherlands 47%.

In addition, some member states of
Europe are under political and econo-
mic pressure to maintain housing
construction programmes whilst, at
the same time, they find themselves
increasingly unable to fund such pro-
grammes. There is no doubt that this
situation creates opportunities for
mortgage lending not necessarily

indigenous to these individual mar--

kets.

An example of this is West Ger-
many, where it is official government
policy to encourage and increase the
level of owner-occupation, with a
target of 50% ownership — a sub-
stantial increase on the present low
level of 40%.

In Spain, the government attaches
particular importance to housing
construction and has gone out of its
way in recent years to encourage
more liberal means of housing
finance. Hence its decision in 1982 to
allow the setting up of mortgage loan
companies, under more generous
banking co-efficients than those
applicable to the banks themselves.

The 1992 target date is also offering
prospects in other markets, to those
institutions in states which have
enjoyed a closed market. It is there-
fore encouraging these states, of
necessity, to open up their own
markets to foreign competition.

Differences by country

At this stage | would like to look at
some of the reasons why the markets
are so different. First, as mentioned
previously, in most European coun-
tries there is a much larger privately
rented sector than in the UK.

Secondly, house prices in other
member states of the Community
have not enjoyed the steady rise in
value that we have seen in the UK
over the last decade. Whilst, during
the early 1980s, the UK suffered the
same economic problems as other EC
countries, namely sharp increases in
mortgage interest rates, high unem-
ployment and general uncertainty
over job prospects, other countries
did not enjoy the generous tax relief

on mortgage interest, absence of
capital gains tax on house sales and
social security payments that
covered mortgage interest repay-
ments which were available in
Britain.

Because of this, any British institu-
tion looking at the European markets
must do so understanding that they
are much more volatile markets,
where home ownership is notseen as
the safe investment itisin the UK and
where it is not given quite the high
priority that borrowers tend to give it
in this country.

It is worth recalling that in the early
1980s the then independent Dutch
mortgage banks virtually dis-
appeared from the market, having

-become involved in commercial and

residential property development at a
time when property prices had
started to fall dramatically.

It is also worth noting that in
Europe generally the costs of acquir-
ing a home are more substantial than
they are in the UK. In Belgium, legal
costs are some 17% of the value of
the home whilst the European aver-
age is between 7% and 8%, com-
pared with some 2.7% in the UK.

It is said that in Belgium a family
will probably move three times in its
life — initially to rent a flat when
husband and wife are married, there-
after to buy a family house when they
have children, and lastly to sell that
and buy a smaller house when they
retire. That does not provide institu-
tions with the average mortgage life
of five or six years that we see in the
UK. With capital gains tax payable on
each transaction in Belgium, plus
VAT of some 16% on the acquisition
of a new house, one can begin to see
that some of the European markets
are not particularly attractive.

Having offered a fairly cautionary
picture on the reality of some Euro-
pean markets, it is also worth recall-
ing the extent to which state inter-
vention encroaches on housing
finance compared with the UK. This
can be found in two areas, first in

housing markets and secondly in the
financial markets.

In France, for instance, not only
would a mortgage lender find itself
competing against some of the state
institutions such as Crédit Foncier
and the Caisse Nationale d'Epargne,
but also with the major banking
groups, a number of which are still
nationalised. That does not take into
account Crédit Agricole, which claims
to be one of the largest banks in the -
world. In France alone it has some
5,600 branches and a substantial
share of the domestic mortgage
market. France also provides further
obstacles in the shape of controls on
the rates of interest for savings pro-
ducts and on the ability of an institu-
tion to raise money on the wholesale
markets.

Similarly, in Belgium, whilst there
is not exactly control of interest rates,
the central bank provides “guidance”
on interest rates being offered on
deposits and there is still doubt in
Belgium as to the legality of charging
avariable interest rate on mortgages.

In West Germany only the Bauspar-
kassen, which are somewhat similar
to UK building societies, enjoy spe-
cial tax advantages attached to their
form of operation. This gives them an
advantage in the market that would
be difficult to match for any new-
comer.

The room to manoeuvre provided
for an institution, and more particu-
larly for any new foreign entrant into
some of the European markets, is
therefore considerably lower than is
the case for, say, a new foreign
entrant into the UK, where for nearly
a decade institutions, particularly
building societies, have been facing
strong competition in their home
market.

Implications of 1992

Undoubtedly the opportunities in
those markets would be made a lot
easier if some of the predictions
being made for 1992 were to come
true. It is therefore perhaps worth
looking at this stage at what that
magic date could mean for UK mort-

gage players.
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Three pieces of community legisla-
tion lead the way in this market: the
Second Banking Co-ordination Direc-
tive, the Proposal for a Directive on
Mortgage Credit and the Proposal for
a Directive on the Harmonisation of
the Conditions for the Issue of
Mortgage Bonds.

In essence, what these three pieces
of legislation mean if enacted is that if
an institution is authorised to operate
in its home member state, then that is
evidence to a host state that an
institution is a fit and proper one to
conduct or establish its business
there and, in effect, institutions will
have a single licence applicable
across the EC. This would, of course,
be very significant to banks from
countries outside the EC established
in one of the member states.

The mortgage credit legislation
aims to abolish obstacles faced by
specialist mortgage institutions in
undertaking mortgage business
throughout the Community. | have
some doubts about whether this
directive will ever be agreed, since
what it originally aimed to achieve
was to allow import of foreign fund-
ing techniques into host states.

So, for instance, a UK institution
would be able to set up in, say, France
or West Germany and demand of the
authorities there that as the institu-
tion intends to operate a variable rate
mortgage (which works in the UK
with the flexibility of funding in retail
and wholesale markets), then the
authorities in the host state should
provide conditions similar to those
prevailing in the UK. To my mind that
seems unlikely and this directive,
having been in existence since 1984,
is now being amended and could be
under discussion into the 1990s.

The mortgage bond directive will
operate on a system of mutual recog-
nition for such bonds issued in indi-
vidual member states. This would be
a useful piece of legislation in allow-
ing for greater flexibility in funding
and may well become legislation
before the mortgage credit directive.

However, | note recent fears
expressed in the German mortgage
market over the idea of mutual

4

Peter Birch: 1992 is é’/eady seen as a cut-off date.

recognition of mortgage bonds. The
Germans claim that their mortgage
backed securities are superior in
quality to those elsewhere and that
the opening of the market could
threaten the existence of the German
mortgage banks.

| think that there is little doubt that
the second banking directive will
come into force and will assist institu-
tions wishing to set up retail opera-
tions in other member states.
Perhaps the most important element
of the 1992 target at present is not the
speed with which matters go forward
in Brussels, nor the fact that we may
be talking about 1995 or 1997 before
much of this legislation becomes law,
but that a majority of member states
and most institutions are already
seeing 1992 as a cut-off date. In effect,
they expect, prior to that date, to have
completed or be near completing
whatever strategy they have for what
will become a common European
market.

Hence the wide-ranging activity we
are seeing in the French insurance

market in terms of takeovers and
defensive alliances. Likewise the
moves we are seeing between
Spanish and French banks and the
recent alliances between the Dutch
Amro and Belgian Generale bank,
and the Royal Bank of Scotland and
Banco Santander. Cross-border
alliances seem set to continue and to
increase in pace over the next four
years as specialist lenders also start
to form alliances, as one sees with the
French savings banks and Caixa de
Barcelona, the biggest Spanish sav-
ings bank.

Nevertheless, the financial restric-
tions that exist in many member
states do constitute a real brake on
opening the market. For example,
exchange control restrictions on
financing long and medium term loans
at fixed rates in ltaly, Spain and
Portugal. Further, the special rights
accorded to the West German mort-
gage banks on marketing mortgage
bonds and the control on retail
deposits in France alil inhibit entry by
foreign specialist institutions. 24 —>
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Likely trends

Without a doubt, the Second Bank-
ing Directive and the Directive on
Mortgage Bonds, if drafted widely
enough, will go some way to remov-
ing or at least easing some of these
obstacles; but the fear must remain
as to whether these legislative pro-
posals will move fast enough to make
a real difference.

The difficulties of penetrating the
European market for the specialist
lenders can be contrasted with the
way in which the UK banks have
developed their presence in Europe.
The UK banks have concentrated on
serving corporate customers through
the wholesale markets. They have not
attempted, in general, to tackle the
local retail markets in the EC which
require the establishment of exten-
sive branch networks.

Not only can corporate and
wholesale banking operations work
from a comparatively lower number
of offices, but, in general, the nature
of the business attracts less restric-
tions than a retail savings or housing
finance operation would.

Furthermore, banks will open an
office specifically to serve some of
their home base customers that have
already moved to the country in ques-
tion. In addition, banks may be able to
serve some European-based com-
panies with whom they are already
doing business at home.

As stated earlier, there are a few
examples of foreign banks which
have developed a retail presence.
Chief among those which have are
Citibank and Barclays. In both cases
they have done this through acquisi-
tions.

Impact on major lenders

Prospects in Europe are therefore
mixed. | am, of course, not going to
point to individual member states
where the markets offer opportuni-
ties for housing finance institutions. |
would notseek foramomentto argue
that any mortgage lender is going to
find a vast market outtherein Europe.

However, for the large and small
specialist lender there are niche

market opportunities where borrow-
ers have been restricted in their
choice of mortgage products over the
years. Those markets need to be care-
fully researched as to method of dis-
tribution, type of product, marketing
strategy and, of course, profitability.

It is essential to understand the
local market and the problems
associated with it. The present EC
legislation is going to create opportu-
nities but the most that legislation
can do is to remove some of the more
intractable legal and regulatory
obstacles to a new institution operat-
ing in an EC market. If Community
legislation is to make any progress in
the European housing finance mar-
ket, it would therefore be in over-

.coming these obstacles.

With a population of some 300
million plus, 50% of whom are notyet
owner-occupiers, the potential in the
common market is considerable and
specialist institutions in the Com-
munity are being presented with a
very real market opportunity.

Inthe past few years there has been
a change in the attitudes of some
governments in member states
towards their financial markets and
the movement of capital across
frontiers. States that were regarded
as closed to outside specialist institu-
tions are beginning to change. Len-
ders will inevitably move towards the
most attractive markets for housing
finance.

if an institution is to attempt to
penetrate some of the continental
European markets and establish a
local presence, then it faces two main
options as to how this may be
achieved: the acquisition of an
existing operator or the start-up of a
completely new operation.

With acquisitions, new entrants
have faced a number of problems.

At this time, institutions looking to
make an acquisition are coming to
the market relatively late in the day.
Over the past few years many of the
smaller independent institutions
have already been taken over by

larger groups. Further, a number of

the more attractive targets in Europe,
such as the savings banks, are public
in the sense of being owned by the
state or by their regional govern-
ments. They are not, therefore, avail-
able for acquisition.

For building societies, still working
within the limitations of restrictive
legislation, many of the activities at
present being carried on by some of
those possible acquisition targets are
outside the powers allowed to build-
ing societies, even when operating in
Europe. Further, what is available for
acquisition is very often not worth
buying. Local supervisors can some-
times add to this picture by making
the price of entry into their market the
acquisition of the most troubled
institution in their state.

Institutions choosing- the second
method of entry, the start-up of anew
operation, can face serious limita-
tions placed by national supervisory
authorities on the opening of offices,
and as | mentioned earlier, on the
means of funding. It is often the case
that regulatory authorities are not
prepared to grant consent for the
opening of offices on the scale and at
the pace necessary to allow a new
operation to become profitable in a
reasonable period of time.

The opportunities

At Abbey National our strategy has
been more opportunist, with our
approach reflecting the need for pro-
fit and the need to gain experience
and understanding of what to us are
“foreign markets.” To prepare for
1992 we researched the European
member states thoroughly and iden-
tified those where start-up operations
looked possible against the following
criteria:

A relatively modest capital injec-

tion.

A welcoming attitude by the

authorities.

A free market susceptible to

innovation.

Wider margins than available in

the UK.

The capacity to generate fee

income.
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Competitors with problems.

Avoidance of exchange risks

(which we cannot legally accept

and would not want to do

prudentially anyway).

Against these criteria many Euro-
pean markets are, at present, not of
interest. The level of regulation and
state involvement combine with a
low level of opportunity and attrac-
tion for the new entrant. As a gener-
alisation, the more mature and
regulated markets are in the north,
whilst the more exciting prospects
are in the south.

Since the societies’ power to lend
in Europe came into force on January
1, 1988, Abbey National has opened
its doors in three locations outside
the UK:

Abbey National

based in Jersey.

Abbeycor Nacional Hipotecario in

Madrid.

Abbey National (Gibraltar) Ltd in

Gibraltar.

Dealing with our first venture into a
major EC economy, Abbey National
identified Spain as a clear-cut oppor-
tunity because: .

1. The Spanish Government was

deregulating the financial system

relatively quickly.

2. The Spanish economy was seen

as buoyant in the long term with

benefits flowing from recent
admission to the EC.

3. New statutes had created a new

corporate format — the mortgage

credit company, whose constitu-
tion fitted a UK building society’s
legal powers under our new act.

4. Contact with the authorities was

encouraging.

5. An acquisition was not neces-

sary.

6. Wide margins were available in

the short term.

Further, the existing mortgage loan
operators in many cases belonged to
groups, particularly the domestic
banks, whose widespread branch
networks (with more branches per
capita than anywhere else in Europe)
gave them cost problems.

From this analysis, identifying the
opportunity at the macro level, we

(Overseas) Ltd

proceeded to deal with the more diffi-
cult and complex aspect of progres-
sing the development of this project
through an implementation strategy
to operations, which began in
February 1988. The product of all this
work was Abbeycor Nacional
Hipotecario, which is a partnership of
three widely different companies:
® Grupo Cor, a financial services
company with some mortgage
market experience, skilled man-
agement and ambitions to grow
faster in the mortgage market.
@ Winterthur, the Swiss insurance
company, a worldwide operator

‘Waiting for 1992
will be too late’

with a very successful Spanish
subsidiary whose management
saw opportunities in the mortgage
market and whose distribution
network of branches and agents
could support a wider product
range — including mortgage pro-
ducts.

@ Finally, Abbey National, a major

UK mortgage lender, with capital,

a strong credit rating and experi-

ence of a highly developed and

competitive mortgage market; the
majority shareholder in the new
company.

For both our partners there were
distinct opportunities provided by the
formation of the new company. For
Grupo Cor the chance to develop a
bigger presence more quickly than
their own resources could support.
For Winterthur the chance to gener-
ate more income from their network,
to sell more products along with the
new mortgage product and, perhaps
most interestingly, to be the supplier
of the endowment policy for the
endowment mortgage product for
Abbeycor Nacional.

The endowment mortgage product

offered by Abbeycor Nacional has
been a major element in building our
new company'’s market position asan
innovative, efficient, streamlined
new lender.

Conclusion
From these last comments it is
clear that, despite the cautionary
doom and gloom in the earlier sec-
tions of this paper, | have not been
saying that there are no opportunities ~
for mortgage lenders in Europe.
Certainly, as member states
become more affluent, particularly
the newly joined members, and as
competition increases in some of the
major EC states such as France and
Germany, so potential borrowers will
begin to realise that whilst their own
system has remained somewhat rigid
and complex, new and more flexible
mortgage products have become
available in other countries; particu-
larly in the UK. Inevitably, some of
these products can be marketed else-
where in Europe and can provide
niché markets for those operators
willing to look for the opportunities.
It has been said by some institu-
tions that with the advent of 1992,
lending in Europe will become easier
and that prospects for mortgage len-
ders will increase. Despite all this talk
of open markets, we are a very long
way from being able to market a
single mortgage product across
Europe. Indeed, we may probably
never reach that stage and the one
message | hope | have managed to
convey is that we are dealing with a
series of individual markets which
must be approached as such.
Nevertheless, any major mortgage
lender wishing to getinto Europe and
who is contemplating waiting for
1992 to see if things will be easier will
have missed the opportunities. Our
friends across the channel have not
and are not going to wait. &

PETER BIRCH is chief executive of the
Abbey National Building Society.
This paper was given at the Inter-
national Housing Finance Confer-
ence in London in November 1988,
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Freddie Mac — a key
player in the secondary
mortgage market

n simple terms, Freddie Mac (the

Federal Home Loan Mortgage

Corporation) was created by the

US Congress to improve the flow
of capital to conventional residential
mortgages, thereby improving the
efficiency of the housing finance
system.

Its role has contributed positively
to the profound changes that have
taken place in the primary and secon-
dary mortgage markets in recent
years. These developments have
affected loan originations, exchanges
of mortgage loans, the transforma-
tion of mortgage cashflows, and
investor groups holding various
mortgage and mortgage-related
assets in their portfolios.

Background

Freddie Mac has a primary obliga-
tion to fulfil the statutory purposes
for which it was created. It links mort-

‘Close links with
thrift industry’

gage lenders and capital markets
through its purchase and sales func-
tions. It buys conventional single
family (one-to-four units) fixed rate
and adjustable rate loans, govern-
ment-backed fixed rate loans, plus
multi-family, seconds and graduated
payment loans.

Freddie Mac purchases these loans
from savings and loan institutions,
mortgage bankers, and commercial
banks. Freddie Mac uses a range of

By Leland C. Brendsel

financing alternatives to accomplish
its objectives. It finances most of its
mortgage purchases through mort-
gage-backed security (Mortgage Par-
ticipation Certificates, or PC) sales.
The Corporation creates liquidity in
the conventional loan market by pur-
chasing quality loans and by

- attaching its own agency guarantee

to the mortgage-backed securities
issued. Freddie Mac unconditionally
guarantees the timely payment of
interest at the PC coupon rate and the
ultimate collection of principal on all
underlying mortgages.

The guarantee is supported by its
own financial position. Freddie Mac
PCs are considered eligible as col-
lateral for structured financings rated
AAA by the rating agencies.

The Corporation can also finance
its operations through the issue of
debt obligations, long-term discount
notes, PC reverse repurchase agree-
ments, and lines of credit obtained
from commercial banks.

PCs are accounted for as a sale of
assets. Accordingly, the mortgage
loans sold are excluded from the
Corporation’s retained mortgage
portfolio. The mortgages sold, in
securitised form, are reflected on
Freddie Mac’s balance sheets as con-
tingent liabilities.

Since its inception, the Corporation
has purchased more than $360 billion
in mortgage loans, which amounts to
more than seven million homes.
Freddie Mac’'s mortgage securities
outstanding atthe close of 1988 stood
in excess of $225 billion. These secur-
ities are freely traded daily among
investors on a worldwide basis.

Organisation

Freddie Mac was initially capital-
ised for $100 million through the
subscription of non-voting common
stock by the 12 Federal Home Loan
Banks {FLHBs). The FHLBs are the
central banks for the nation’s thrift
industry, principally savings and loan
institutions. As a result, the Corpora-
tion has had a close relationship with
the thrift industry.

The Federal Home Loan Bank
Board (FHLBB) supervises the opera-
tion of the FHLBs and regulates mem-
ber institutions. The FHLBB consists
of three presidentially-appointed
members. These three members also

‘Securities are
freely traded’

serve, in a separate capacity, as Fred-
die Mac's board of directors.

In December 1984, the Corporation
distributed 15 million shares of newly
created non-voting participating pre-
ferred stock. The stock was distri-
buted to the FHLBs in proportion to
their respective holdings of the Cor-
poration’s common stock. The banks
in turn distributed the participating
preferred stock in their member sav-
ings institutions. The distribution
reflected the growth of Freddie Mac
from its creation in 1970.

Prior to 1989, trading of the partici-
pating preferred stock was limited to
members of the FHLBs. In July 1988,
the board of directors removed the
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trading limitation with effect from
January 1, 1989. In a subsequent
exchange offer, 99% of the restricted
shares outstanding were tendered on
the basis of one restricted share for
four shares of non-restricted stock.

Removing the trading restriction
significantly increased the market
value of Freddie Mac preferred stock,
with most of it being realized by thrift
institutions. Market value increased
from about $60 a share in June, prior
to the Board’s announcement, to the
equivalent of nearly $200 per share
on a pre-split basis in initial trading.
Another stock restriction remains.
Investors may hold a maximum of
4%, or 2.4 million shares, of Freddie
Mac non-voting participating prefer-
red stock.

‘Investor base
broadened’

Operations

Structurally, Freddie Mac- has five
regional offices, with its home office
in Reston, Va. Operationally, the Cor-
poration has six divisions — Market-
ing and Sales, Risk and Property Man-
agement, Operations, Finance,
Corporate Relations and Information
Systems Services.

Freddie Mac performs a number of
important roles for the mortgage
market:

It provides liguidity to the mort-
gage market. The Corporation
encourages the use of standard loan
documents and uniform under-
writing criteria. Any residual credit
risk is allayed by the guarantee of
timely payment of interest and prin-
cipal, thus reducing investor fear of
default. Packaging mortgages in
securities saves investors the costs of
gathering information needed to
invest in mortgage loans. Investors
do not have to be concerned with
servicing the loans that back the
securities. Volume issuance and
homogeneity assure efficient mar-
kets for trading such securities.

It acts as a secondary market con-
duit between mortgage originators
and investors. By providing a
mechanism to intermediate between
mortgage markets and capital mar-
kets, Freddie Mac integrates mort-
gage markets into a national market
that allows pooling of mortgages,
local servicing, and distribution of
principal and interest cash flows to a
wide variety of investor groups. Mort-
gage cashflows may be tailored or
managed to meet the specific
requirements of different investor
groups. As a conduit, Freddie Mac
has expanded and stabilised the
supply of residential mortgage funds.

It attracts new capital market

sources of funds for the mortgage
market. New financial instruments
and customer securities have
broadened the investor base to pen-
sion funds, insurance companies,
and investors in Europe and Japan.
It provides flexibility to lenders to
develop business strategies to com-
pete in a deregulated, highly auto-
mated and increasingly competitive
mortgage market. Freddie Mac buys
mortgages under two programmes.
One is its cash programme, in which
Freddie Mac purchases loans daily
from lenders. During the morning,
the Corporation quotes by telephone
to lenders a number of yields for each
30—
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kind of loan that it buys. In the after-
noon, the Corporation sells mort-
gage-backed securities to a Wall
Street dealer group.

The other means of acquiring
mortgages is through the Guarantor

‘S&Ls’ flexibility
increased’

Programme. First, instead of receiv-
ing cash for mortgages, lenders
receive Freddie Mac PCs. In effect, the
lenders swap their mortgage for the
certificates which represent an

undivided interest in the same loans.

Second, instead of being posted by
Freddie Mac, the required yields are
determined by the lender according

to a formula that correlates the yields
of the certificates with the yields of
the underlying mortgages.

The increased liquidity of assets
provides a balance for savings
deposit liabilities, most of which can
be withdrawn from the S&L as addi-
tional backing of Freddie Mac make
the PCs a valuable asset to the S&Ls
and other institutions that receive
them. In fact, PCs may command a
higher price than the underlying
loans themselves.

A well-developed secondary mar-
ket has greatly increased the flexibil-
ity of savings and loan associations to
manage their mortgage assets.

Looking to the future
Clearly, the secondary mortgage
market will be animportanttoolinthe

future of the thrift industry, which is
now in a state of transition. In mort-
gage finance, a market-driven
environment has all but replaced the
highly regulated, specialised network
of S&Ls that dominated mortgage
lending over the past decades.
Computer and telecommunica-
tions development have altered the
mortgage finance field. These condi-
tions have opened the mortgage .
lending doorto anyone with accessto
capital who wants to make a residen-
tial mortgage, be it a mortgage
banker, commercial bank or an S&L.
The key to a lender competing suc-
cessfully in a less restricted mortgage
lending market is access to capital
and an ability to manage risks. Such a
formula fits well with the strengths of
the secondary market. That market,
through its public and private con-
duits, lets market users take advan-
tage of the increased sophistication
of financial markets that have come

‘Innovation a
key theme’

to understand mortgage securities.
By the end of 1988, mortgage secur-
ities outstanding in the aggregate
topped $700 billion, second in size to
U.S. Treasuries in the fixed-income
market.

The secondary market also helps
lenders manage interest-rate risk by
selling or trading their mortgage-
backed securities. And it offers ways
for lenders to manage credit risk
through diversified mortgage port-
folios.

Moreover, the market has attracted
new investors to housing finance. It
has been able to do this because
leaders in the market have been
innovative in developing new mort-
gage products that meet a wider
range of investor needs. And that will
be a key to its future. Innovation will
be a key theme in that marketplace.
Mortgage-related securities have his-
torically offered higher yields than
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corporate issues of a comparable
maturity and quality because of their
cash-flow uncertainties.

In 1983, Freddie Mac offered the
first multi-class security, which
reallocated prepayment uncertainty,
creating bond-like instruments in
classes with expected maturities in
short, intermediate and long ranges.
This breakthrough has led to a new
generation of mortgage securities
that has attained many of the desir-
able qualities of high-grade corporate
bonds while preserving some of the
yield advantage.

The maturation of the multi-class
security, including the more favour-

able tax treatment through REMICs
(Real Estate Mortgage Investment
Conduits), has forged a strong link
between the previously isolated
mortgage sector and international
capital markets. This link will grow
even stronger in the future.

An immediate challenge for the
secondary market leaders is to create
a more liquid market for adjustable-
rate mortgages (ARMs). Freddie Mac
estimates that some $450 billion in
ARMs are outstanding, roughly a
quarter of total home ownership

debt. Less than 10% of those loans
exist in the form of mortgage-backed
securities. One key to faster growthin
ARM securitisation will be attracting
new investors. Pension funds and
insurance companies tend to look for
longer-term investments.

In the final analysis, to sustain its
overall support of housing finance in
the years ahead, Freddie Mac and
others active in the secondary mort-
gage market must continue to satisfy
a broad investor base for mortgages
and mortgage-related securities. il

LELAND BRENDSEL is president at
Freddie Mac.
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Loan systems for the
international market

here are practical examples of

successful business solutions

being applied internationally.

However, is this experience
germane to housing finance? Is there
something about this business
environment which requires consis-
tent international applications for
common systems to succeed? As is
often the case, the answers are not all
black and white.

Of course, the more abusiness area
is recognised as consistent on an
international basis the greater the
likelihood of success. Wholesale
banking, for example, is an area of
business where some international
banks insist on a common system
world-wide. While the advantage of
consistent reporting is ensured, there
exists the burden of providing muliti-
lingual software and satisfying the
reporting for the differing legislative
bodies. Thus there are some impor-
tant mechanisms to understand
before deciding on whether an inter-
national housing finance system is a
practical proposition.

First, no such system has existed
thus far except in cases where the
markets are based on the same his-
torical foundation, for example the
UK and Australia. However, in the
very rigid nature of the problem lies
the solution, at least for Europe. As
the European Community intends to
introduce mutual recognition of tech-
niques, if this is the case — and my
argument depends on it — then at
one stroke an international housing
finance information system does
become a practical proposition, since
the rules by which we would build

By Alastair Taylor

and maintain such a system are at
least known to us, because they are

largely our own. The remaining
obstacles are then largely “at home”,
for example, building societies in the
UK can operate in the EC only
through a subsidiary by UK law.

Design goals forthe
international markets

If we are to design a system to meet
the needs of the UK and/or interna-
tional markets, | believe there are
three fundamental design goals.

The first is that it must be a cus-
tomer based system so that we can at
all times view our total relationship
with a customer and target the mar-
ket accordingly.

The next goal — design for change
— reflects the need to respond to the
market with new or innovative pro-
ducts and also to react to legislative
changes.

Tom Peters’ new book suggests
that as deregulation ensues in most
markets the new competitive
environment will bring chaos. ltis the
ability to thrive on that chaos which
will determine success or failure as
opposed to the organisation which

will see it as something to be control-
led or handled, not grasping change
as an opportunity.

We can be sure that unpredictabil-
ity will stay with us and we can be
absolutely certain of experiencing .
rapid change. But what kind of
development environment is
required?

Extensive use of the concepts of
modular systems and parameterisa-
tion will be required to provide
greater flexibility which is essential to
meet the varying requirements in the
market, both legislative and competi-
tive. For example, products must be
defined in this manner to allow mul-
tiple types of mortgage product such
as capital repayment, endowment,
and so on, which can be defined and
made specific by applying an associ-
ated policy or set of business rules,
and, of course, within each primary
product variations should be allowed
for. The definition of a new product
should be entered into the system by
way of parameters via a visual dis-
play unit. It should not be necessary
to change computer programs to
incorporate new products.

Another example of parameterisa-
tion is in the area of securitisation
whereby you will require the flexibil-
ity to describe the rules and selection
criteria associated with a particular
mortgage backed security.

Finally, the system should interface
to existing and future branch
systems, not just the counter posi-
tions but the whole area of adminis-
tration, electronic mail, external faci-
lities like Videotext for insurance
guotations, ATMs and expert sys-
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tems. From the outset the design
must have flexibility as its key goal.

Computer systems for
international operations

How do we provide computer
systems to ensure that they will sup-
port the international or pan Euro-
pean marketing, production and dis-
tribution initiatives?

The currently accepted way is to
seek “systems liaisons” in the coun-
tries in which you wish to do busi-
ness, bureaux being the most used at
the moment. However these systems
provide the nationalistic (language)
and legal requirements but not
necessarily the customer-based
marketing systems required for sus-
tained competitive edge.

The paper now covers the options
as if we were only in one country and
then returns to the international
implications. There is only one cost
effective way forward.

The prerequisite for tomorrow’s
system is that it should be
customer-based and that, obviously,
it should be flexible enough to cope
with the inevitable change we, or
government(s) may require of it. We
know that the vast majority of finan-
cial systems today are not customer
based and are certainly inflexible.

The most graphic example of inter-
national systems | can think of is the
world’s airlines’ reservation systems
where some years ago the IATA com-
munity got together to consider how
to rebuild their 20-year-old systems
to meet today’s requirements in a
deregulated world.

The agreed that no one country or
airline could do the job of some tens
of thousand of man years — and
hence, born out of that, we have seen
international  consortia  building
Amadeus and Gallileo, two huge
computer systems that will take years
to build and will be possible only
through shared international cost.
The aim of these systems is to
become more customer orientated so
that you can book more easily for
several legs of your journey and
include hotel bookings, car hire, etc,
- across the world.

SYSTEMS

One of the supposed implications
will be to squeeze severely the travel
agents and obtain the margin cur-
rently enjoyed by those agents. Of
course the distribution channel is a
problem, so initially | see them focus-
ing on the large international corpo-
rate customers for their competitive
advantage in search of the “high net
worth (travel) customer”.

But closer to home we are not yet
faced with such daunting proposi-
tions for international housing
finance. Instead of trying to introduce
a special mortgage finance directive
for 1992 the Commission is likely to
link its legislation on housing finance
to its recently completed Second
Banking Co-ordination Directive. This
will not try to harmonise national

mortgage systems but will introduce
mutual recognition of techniques, so
that operators may work outside their
home base in the European Com-
munity as if they were working at
home.

It is my contention that since har-
monisation has proved to be imposs-
ibly complex in the case of the mort-
gage market, it is this ruling that
really makes international systems a
cost effective proposition. Thus a cus-
tomer-based system that is flexible
and allows us to work “as if we were
at home” is a good starting point. At
first sight the answer may seem
simple — buy a package. It does what
we want and is specially designed
forour problem.
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But is it? Is it not just someone
else’s version of your “old” system
with all the attendant problems of
inflexibility and high maintenance
costs? Are not the same costs and
delays involved in tailoring it to suit
your needs as packaged systems
generally provide only a 65% fit, and
can force significant compromise to
fit in with its constraints?

Fourth generation languages

There may be an alternative —
fourth generation languages. These
are designed to accelerate develop-
ment of new applications and this
they do very effectively. The term
“fourth generation languages”, or
4GL, is one of the most misused or
misunderstood descriptions in the
industry. It is used as an all encom-
passing title for many different types
of language. There exist basically two
different types of fourth generation
language.

In developing any new system
there are three basic elements which
make up the complete system: the
communications and message con-
trol system, the application prog-
rams, and the database management
system. Someone has to define and
develop codes to handle all these
elements. The first type of 4GL hand-
les only the application programs. In
other words it is only a programmer
productivity aid. The complex busi-
ness of communications and data-
base still have to be handled by very
experienced and expensive people
and therefore the entire develop-
ment, while faster, is still limited.

The second type is the total
systems generator that does the
entire job, also avoiding those expen-
sive personnel who are increasingly
difficult to find. It takes business
specifications and automatically
translates them into entire appli-
cations systems.

The claims made here for such
systems are, for example, a three
year development being reduced to
anything from four months to one
year. These results were achieved
with system generators and there are
many other examples including a

major UK bank, which dropped its
package approach after three difficult
years in favour of this systems gener-
ator approach last year.

It may be worth covering why these
benefits exist:
(a) The 4GL picture. With the growth
of computing needs there was no
way that conventional programming
techniques were going to keep up
with the advancing demand for solid
yet flexible information systems. The
arrival of systems generators was
timely — but it is important to note
that it was born out of frustration, the
frustration that arises out of following
the unnatural processes of translat-
ing user requirements into com-
puterese, from following a rigid
sequential process to an evolutionary

- problem, and from both of these

producing the all too common
unrecognisable result, two or three
years after the problem was articu-
lated. By then the world had moved
on; business requirements had
changed. Of course this is no one’s
fault, it just reflects the traditional
business of program development
under so-called 3GL languages.

(b) Productivity. The speed of con-
struction and the easy maintenance
possible with 4GLs creates huge pro-
ductivity gains and so application
backlogs can be substantially
reduced.

(c) Evolution. The  evolutionary
nature allows a cohesive whole to be
maintained despite change through
time, providing a new foundation for
systems. This changed forever the
linear view of development pre-
viously popular. Systems generator
products recognise that users’ views
of requirements may “clarify” over
time and will change as the system is
“used”. This is an interactive
development process. Life is there-
fore not regarded as static. It changes
over time.

(d) Information systems foundation.
Much has been written about the
need for management to pay greater
regard to the information resources
within their organisation. Systems

generators provide a means by which
information systems rather than data
processing systems can be success-
fully constructed within a company.

Resistance to change

The DP executive should no longer
feel squeezed by demand for new
applications on the one hand and
maintenance of existing applications
on the other. Despite the fact that
4GLs or systems generators have
been in existence for years, and
major organisations are reaping sig-
nificant benefits, there are still many
that have not moved to this arenayet,
although the take-up is fast accelerat-
ing. There are several reasons but
ultimately there is only one reason—
the fear of change or resistance to
change.

The commonly heard
include: '

(1) we cannot change now, we still
have two years to go on re-writing
investments;

(2) that solution will not run on our
hardware;

(3) converting our old systems will
take hundreds of man years;

(4) 4GLs are good but5GLs are just
around the corner — perhaps we
should wait;

(5) the programmers and analysts
will not like it and many may
depart and leave us exposed;

(6) we are locked into one sup-
plier; and

(7) 4GLs are slow.

Acceptance of these is to misunder-
stand fundamentally the technology.
For example, locked into one supplier
— it is a fallacy to suggest that if you
use COBOL you have total independ-
ence of supplier. Thatis an argument
which had its place when everyone
was developing batch systems.

The sophistication of systems
today requires complex communica-
tions and database management faci-
lities. It is that software which “locks”
you in. COBOL is only a small part of
the 3GL environment.

Because the time taken to develop
systems using a 4GL approach is
dramatically reduced, the replace-
ment costs are significantly smaller
and the time period required is

reasons
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shorter. The “locked in” scenario has
to be significantly less than when
using 3GL techniques.

4GLs are too slow and cannot be as
efficient and are therefore only suited
to small systems — of the total
systems generators there are two
basic types, those which are interpre-
tive and those which produce source
code like COBOL for compilation. The
former do have an overhead and as
long as you are prepared to spend
additional investment in horsepower,
this can be justified in most cases, in
terms of balancing the total cost of
the computing equation. Make sure
however, that the range of hardware
you choose has the capacity to
increase significantly within the same
compatible environment.

The latter, which produces source
code, eg COBOL, is a code that the
computer would normally execute if
using a 3GL development environ-
ment and hence executes the codes
as efficiently. In fact evidence sug-
gests that the code produced is

superior to the COBOL programmer.
Therefore, in answer to the question
“Are 4GLs slow?”, if you choose the
type which produce source code they
operate as efficiently, if not better.

It is true that change will be
required — but surely itis our respon-
sibility to manage change and
encourage it where it supports an
overall improvement in our ability to
compete.

Aspects of change

| would like now to comment on
some of the aspects of change that
are required.

(a) Existing applications. Often the
most difficult adaptation required to
newcomers to 4GL is to swallow the
bitter pill that the value of existing
applications has been dramatically
devalued overnight. If we can now
provide productivity gains of up to 20
to 1 then a portfolio of applications

Maor systems a’eve/opmen t///smg NC at the head office of the Skipton Bu1/d/'n Sciety in the UK.

that costs £100,000 (in salary costs) to
build can be replaced by an expendi-
ture of just £5,000.

Many companies today rightly feel

they have so much invested in their
existing systems that they cannot
contemplate replacement. It needs a
clear objective assessment to be able
to discard pastinvolvements and face
the reality of today and the next five
or 10 years. Judgment is required to
be based on replacement, not historic
cost. Organisationally, this can be a
culture shock. Frequently those
closest to the applications in DP are
the slowest to change. In this respect
all the old values associated with the
resistance to change questions listed
earlier have to be unlearned.
(b) Productivity. Culturally it takes
time to adjust to the acceptance of
production gains in the order of 10 or
20 fold.

For instance, does this not imply
smaller DP staff numbers? The
answer, of course, is yes. However,
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some DP managers, especially those
who value the empire over which
they preside, do not volunteer to
move to systems generator solutions
— unless perhaps they are enlight-
ened or selfless enough to look
beyond theirimmediate surrounds to
see the new path as possibly creating
opportunities.

DP lives have for years been tied up

with technologies that they have
known were difficult to hold together.
Suddenly life is becoming easier.
Attention can be diverted to the ends
not the means. Another culture shock
has arrived.
(c) Closing the user DP gap. Another
aspect of the 4GL environment is that
communication channels are shor-
tened. Users and DP staff work more
closely together than ever before.

Enormous benefits flow by directly

putting user knowledge into systems |

construction without having to pass
through such arduous analysis tech-
niques as were required under 3GL.
Time taken from specification to
systems production is dramatically
compressed as earlier examples have
shown. So user supplied systems
information is rapidly validated by
construction and testing. Incorrect
initial definitions can be equally
rapidly rebuilt into the correct
systems shape. Action and reaction
follow closer, the reaction coming
whilst the subject is still fresh in mind.

The whole process becomes more
enjoyable and productive as users

TheUnisysA17,
designed forvery
large data processing
applications.

can at last see systems created
(almost) before their eyes. There are
plusses here for improved relations
and the capturing of enthusiasm.
From enthusiasm flows determina-
tion. From determination flows a new
responsibility for the whole subject of
information systems. This is exactly
what results in those departments
which have made the change.

(d) Evolutionary systems design.
With 4GL the development allows for
evolutionary design of systems from
the input of business plan. Whilst 3GL
systems get progressively more
unmanageable under change, 4GLs
respond unphased by extensive
change. Also, unlike the bolt on
approach of the 3GL systems, 4GLs
produce a single cohesive “whole”
system, an enterprise model.

(e) No information power broking.
We have all seen those bureaucrats
who retain power by keeping
information to themselves? The
advent of 4GLs and their database
has the power to provide immediate
access to information by all who need
it — directly. No longer the separate
storage of information by each user
for his or her own use. Under 4GL
systems generators a single consis-
tent source of data provides the orga-
nisation with solid, clear data signals.
Intermediary processing of data is

the only update to the system: no
overnight updates except by choice.
As a result a more open organisation
is provided where the traditional
walls between departments dis-
appear. But this is not an unbridled
advance. Of course, there is the need
to have strong access control and
systems security. The focus is on the
culture of the organisation when we
talk about more openness. .
(f) DP taken into the organisation. So
many organisations these days have
developed DP departments behind
closed doors that the outside world,
the user organisation, rarely sees the
occupants. By corollary, nor do users
greatly encourage contact with DP.
Under these conditions, it is not sur-
prising that mumblings grow quickly
to grievances and then to outright
intolerance when communications
remain closed. By their very nature
the arrival of 4GLs closes the distance
between users and DP.
4GL packages

There are now packages on the
market which are written with 4GLs.
The qualities of flexibility and mal-
leability can be exploited using such a
package, even if you have to tailorita
little to fulfil your precise needs. This
is just not practical under 3GL pack-
ages without creating an “orphan”.

4GL  packages have  been
developed in a number of the more
common application areas, including
housing finance, and there could well
be advantage in examining whether

eliminated. The original data entry is
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part or all of your needs for the future
may not be more easily satisfied with
such solutions.

As a side benefit, many of the
standards required by legislation are
incorporated in such software, so it
will be possible for you to adoptthese
in organisations rather than invent
your own or go into the business of
adopting orphans.

National issues

Obviously if, as | have suggested, it
is practical to build systems that
serve organisations in achieving their
goals, and legislation allows us to
work “as if we were at home,” then
presenting these systems either in a
distributed or networked environ-
ment in different countries is gener-
ally limited by the language barrier.

Here, a common problem has a
common solution. Our own inter-
national experience over the years
led us to conclude that international
systems could be created from com-
mon logic platforms, i.e. while pro-
cessing of the data was provided for
by a given application, within the
computer, it was only the presenta-
tion that needed to be customised,
and so our own systems generator or
4GL does allow for an application to
handle multiple copies of the same
screen format.

In this way we can “connect” multi-
ple users to the same system where
the screen format is in the local lan-
guage of any one user. And indeed,
countries where more than one lan-
guage is standard, like Belgium and
South Africa, now have a method of
operating the same system in the
language most applicable to the user.
| believe that this now removes the
final barrier from developing inter-
national systems for housing finance.

Artificial intelligence

What are expert systems and
where might they be used? There are
many definitions, but in simple
terms: expert systems summarise an
expert’'s knowledge and the reason-
ing procedures used to arrive at cer-
tain conclusions.

Thus, the view is that by under-

standing the rules by which the most
accomplished advisors conclude on,
say, product advice — that same
“expertise” may be available to the
less accomplished staff members.
We only need to look at our own
organisations in finance to realise
that in front of our most valuable
asset, the customer, we tend to put
our least experienced, lowest earn-
ing, youngest people! What potential
could be realised if these people pos-
sessed the “expertise” of our more
able staff.

However, while the need is clear,
the practice is so far disappointing. In
a survey conducted by Ovum Ltd
earlier this year across Europe,
entitled Expert Systems in Banking
and Securities, only 15% of UK
institutions were active in this area.
The most active country was Switzer-
land, but still with a disappointing
33% of institutions. More disappoint-
ing still, those active institutions had
very few operational systems; most
were confined to the “laboratory”.
Among the reasons given for the
figures:

immaturity of expert systems

technology;

conservatism of some users;

exaggerated claims; and

secrecy on what was being done.

The biggest problem was seen as
the lack of operational systems.

Well, if the results to date are dis-
appointing, should we give up? | sug-
gest not. While there is still much we
need to do as technologists to help
managers, the potential benefits pro-
vide a compelling argument to pro-
ceed. Tapping the knowledge of our
best people so that all can perform
closer to those heights must have
direct beneficial impact for organisa-
tions in areas like:

product advice —

investments, loans;
cross-selling of products;
personal financial planning;
loan risk assessment;
credit assessment;
business plan evaluation;

mortgages,

letters of credit;

share price monitoring; and

foreign exchange advice.

Finally, on this subject we started
with some disappointing statistics
from the Ovum survey in Europe.
However, that same survey showed a
growth rate of 30% for Al, which is at
twice the rate of more conventional
computing systems.

However, you should not wait for
expert systems to mature further
before harnessing the competitive
power that is available in today’s
branch systems. Outside of expert
systems today there is a wealth of
capability provided to aid the coun-
selling sessions and integrate the
needs of the customer from one
screen to gather information, con-
duct interviews, perform product
simulations and what-if calculations,
gather external quotations for, say,
insurance on Prestel or Infoview, and
produce quality output of mortgage
certificates or application forms.

We have certainly experienced a
wealth of activity in this arena in the
past two years, in fact, enough to
keep you busy until expert systems
mature to develop to their full poten-
tial.

Afinal pointis thatbranch systems,
including expert systems, should
obviously be capable of interfacing to
the 4GL systems talked of earlier and,
indeed, that is a practical proposition
today, from at least one supplier!

Systems for international housing
finance is a practical proposition. The
tools in the form of 4GLs or 4GL
packages are in existence which
include addressing the language
issues. The growing momentum for
expert systems will ensure their suc-
cess in an integrated environment to
provide international competitive
edge. W

ALISTAIR TAYLOR is director and
general manager, Financial Systems
Division, UK and Ireland, of Unisys
Ltd. This is a shortened version of the
paper which Mr Taylor gave at the
IUBSSA International  Housing
Finance Conference on 21 November
7988.
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Role of housing finance
in global retail banking

N looking at the housing finance

industry and, more specifically,

Citicorp’s role as a global retail

banker, one can make two general
observations: there is plenty of
opportunity ahead for all institutions,
and making the most of the opportun-
ity is going to become an increasingly
difficult proposition.

Citicorp’s approach to
housing finance

Citicorp
largest financial institution, with
more than $210 billion in assets, and
operations in 36 American states and
92 countries around the world.

A growing part of that worldwide
operation is Citicorp Mortgage Inc,
which is responsible for driving the
mortgage banking business through-
out the US. We have been in the
mortgage business for more than 20
years, although our real focus began
only as recently as 1981. Today, Citi-
corp is the largest mortgage lender in
the US. We originated more than $13
billion in housing loans in 1987, and
expect to achieve similar numbers in
1988.

We are also the largest servicer of
mortgages, by a wide margin. We
currently service nearly 600,000 loan
customers with an estimated servic-
ing portfolio of $46 billion. Our goal is
to grow that part of the business to
more than one million accountsin the
next five years.

Clearly, housing finance plays a
strong role in our consumer banking
business in the US. Outside the US,
Citicorp has consumer operations in
40 countries across the globe. In 26 of
these countries we are involved in
housing finance to some degree.

We have thousands of mortgage
customers outside the United States,

is the United States’ -

By Robert D. Horner

from Asia to Europe to Latin America.
We operate as full service banks in
some countries, as consumer finance
operations in others, and as savings
banks in still others.

We are extremely pleased with our
progress in this business, especially
as we only began actively pursuing
our international consumer business
in 1975. In many countries, we made
acquisitions and began sourcing
home loans less than five years ago.

Ourgrowthto date and in the future
will result from two factors. First, we
recognise that the housing finance
business requires local presence and
management. We can't expect to do
business the same way in France as
we do in Chile. Nor do we do business
exactly the same way in New York as
we do in California. We set up our
mortgage operations to be locally
managed and stay flexible to the
needs of the market place. The
second factor is that we also realise
that there are many aspects of hous-
ing finance that are very similar,
where processes and systems can be
duplicated and savings and improve-
ments achieved.

So we are moving slowly but surely
towards a more standardised
approach wherever possible. One
thing that is already standardised
around the world is Citicorp’s com-
mitment to the housing finance busi-
ness.

We see this commitment to hous-
ing finance becoming even larger
over the next decade. The mortgage
business is a key part of Citicorp’s
consumer strategy both today and as
we approach the year 2000.

In the United States, we have set
our sights on continuing to grow our
portfolio at the annual rate of $12-$20

billion in new loans. We have mort-
gage operations in two-thirds of the
States and a growing consumer
awareness brought on by the use of
national advertising, strategic
acquisitions and erosion of many of
the legal and regulatory barriers
which have constrained us for many
years.

Outside the US, the picture is just
as bright. Our mortgage portfolios -
are growing significantly in a number
of countries. We expect this trend to
continue as we expand our markets
and refine our operations. As a result,
we are confident that the mortgage
business will continue to be a major
contributor to Citicorp’s half billion
dollars in consumer earnings each
year.

Housing finance and global strategy

In looking at these optimistic pro-
jections, three questions come to
mind. First, why is housing finance
such an important part of Citicorp’s
global consumer strategy? Second,
what advantages do we have, as a
global retail bank, in the competitive
market place? And finally, what
issues and obstacles must we over-
come if we are to succeed?

The answer to the first question is
easy. Housing finance is important to
our global strategy because housing
is important to the consumers we are
trying to serve around the world.

Citicorp’s chairman, John Reed,
laid out our basic consumer business
strategy back in 1975. “A well-served
consumer,” he said very simply, “is a
good business proposition.” That
concept is still viable today in 1988
and it will be justasviablein 1998. We
believe that success in the consumer
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financial services business is a matter
of finding out what the customer
wants and then finding ways to give it
to him efficiently and profitably.

Our research has shown that own-
ing a home is still at the top of the
consumer’s list of wants. Thus, we
feel that by meeting this basic con-
sumer need, we will form the basis
for a long-term relationship with that
consumer. This strategyis astrue and
relevant in Spain as it is in Japan or
Great Britain or the US.

The second reason housing is so
important to us is that the size of the
opportunity isso huge. The mortgage
market in the United States aloneisin
the order of $250-$350 billion each
year. As the largest lender in the
country, Citicorp still has less than a
4% share of that market. Thus, a 1%
increase in our share points would
result in $3-$4 billion per year in new
business. Worldwide, the numbers
are just as inviting.

Our market share, even in our most
established international markets, is
still small by any measurement, so
there is tremendous opportunity for
us to grow the business in many
countries by leveraging our strengths
and focusing resources in this area.

What are the strengths of a global
retail bank in this business? Ironic-
ally, the answer most of us would
immediately jump atis notthe correct
one. Global size and scope — the
ability to do business across national
borders and achieve economies that
the smaller players cannot — is not
necessarily true in this business.

The reality of the market place is
that the housing finance business is
very different from one country to
another. So, while we would like to
think that we can standardise our
product offerings, our delivery
mechanisms and even our treasury
and servicing support functions to
achieve these economies, the truth is
that we are not there yet. Local laws
and customs continue to slow our
efforts, and everyone else’s, to make
the most of the opportunities that are
waiting for us.

In Germany, for example, there is

no secondary market to speak of
today, so our ability to grow in large
part is based on our ability to attract
new deposits in our German bank. In
Taiwan, we have had to putinto place
special credit controls to protect
ourselves in a market where 50% of
the workforce is self-employed and
credit checking is difficult at best. In
Hong Kong, our business is impacted
by the uncertainty of the 1997 lease
issue and the effect of that impending
change on home ownership on the
island.

There are, however, a number of
areas where our size and global reach
can pay dividends.

Lessons for international

-operations

We have attained the position as
the largest mortgage lender in the
United States. Along the way we have
learned a number of valuable lessons
about this business which we feel can
be exported to our operations in
other countries.

Perhaps the most important of
these lessons is that we look at the
mortgage business in a funda-
mentally different way than most
other lenders. We look at the mort-
gage business as a service business
rather than as a financial commodity.
We have made service our key point
of differentiation with consumers
across the globe.

We have learned with all our pro-
ducts that price and terms are not as
important to the consumer as service,
information and dependability. Cus-
tomers value service above every-
thing else. It is the basis upon which
they will build a long-term rela-
tionship with an institution.

We see this information as an
advantage for Citicorp because we
have been working for many years to
make selling service the primary
focus of our consumer strategy. We
have also learned that selling a
service is not something that one
masters overnight. In acomplex busi-
ness such as housing finance there

are hundreds, even thousands, of
opportunities to deliver on our ser-
vice promise to the customer. . .orto
drop the ball.

Forexample, if we make a loanto a
customer in New York and deliver the
best service in the business, we have
set up that customer’s expectations.
If our national servicing centre in St
Louis then loses that customer’s pay-
ment, or fails to meet that customer’s .
expectations in any way, then we
have failed.

Customers tend to judge a service
provider very harshly, and rightly so.
They also tend to reward a good
provider of service with their loyalty
and their willingness to come back to
that provider again and again.

Becoming the largest housing len-
der is an easy task compared to
achieving the position of “best pro-
vider of service”. We think we have
learned the formula and are already
seeing it work in other countries.

Being a global bank also means
that you don't always have to
recreate the wheel every time you
need to respond to a customer’s
needs. For instance, our primary dis-
tribution of mortgages in the US is
through a programme we call
MortgagePower.  MortgagePower
offers a package of products and
services to consumers that is acces-
sed through real estate agents and
brokers. In the US we rely heavily on
those agents to refer their home
buyers to us. MortgagePower is our
promise to them that we will treat
their customers the way they would
treat them themselves. It is our
guarantee of quality service and
value.

When we began to export the ser-
vice concept to our housing finance
businesses in other countries, we
found that the MortgagePower con-
cept has application in many lands.
Of course, each time we have had to
modify it to meet local customs and
practices. But the basic, underlying
philosophy of MortgagePower is just
as applicable in all of our banks.

That is why, in Australia or some of
the other Pacific Rim countries, our
consumer loan business advertises a
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MortgagePower revolving credit first
mortgage product. In England, in a
Citibank Savings branch, Mortgage-
Power loans are all the talk because
we've capped the rate until March
1989 to help consumers get past
recent increases in interest rates.

The pointisthat, regardless of what
the local product parameters are, we
have managed to develop and export
on a wide scale a philosophy that
makes sense in any language service.
And that has put us ahead of our
competition and well on the road to
achieving those opportunities that
are waiting.

We also have the advantage, as a
global bank, of our experience and
our presence as a commercial bankin
many different countries. That pre-
sence has given us insight and access
to markets, investors and strategies.
Inthe pastyear, for example, we have
worked closely with our Citicorp col-
leagues to make presentations on our
US private label mortgage-backed
securities to potential Japanese and
Arab investors.

We see other opportunities to
share our experiences and our
successes across the globe. We are
currently working in the US to con-
solidate all of our processing and
servicing of loans into a single one or
two locations. We have avoided
many of the pitfalls in this process
thanks to lessons we learned from
our Citicorp Bank Cards division
when they underwent similar
restructuring a few years ago.

We have taken their experience and
have added our own to it. And there
will come a time, just as there was
when Citicorp rolled out ATMs, when
that experience, not to mention the
technology and the process manage-
ment, will be used by our European
counterparts or our South American
friends to streamline their own opera-
tions.

Productivity is another area where
our international experiences give us
an advantage. Despite all of the differ-
ences in our business across the
world, one thing is the same: you
make money in this business by keep-
ing your costs as low as possible and

by giving your customers value for
their money.

One of our main focuses over the
past few years and into the 1990s is to
seek better productivity in all aspects
of our operation. What we are trying
in the US and what we have learned
has ready application to our mort-
gage operations everywhere.

International issues

You might say that our mortgage
businessinthe USis, in many ways, a
test market for the rest of the world. It
is. But those of us in the US also look
to our overseas colleagues for their
lessons and their advice. Because,
when you break the mortgage busi-
ness down to its most basic premise
— meeting the consumer’s needs —
we have learned that there are more
similarities than differences.

There are, of course, a number of
issues which face all of us as we
approach the end of the century — or
perhaps challenges would be a better
word. | believe there are three
primary ones.

First, we need to recognise that our
world is shrinking all the time. We no
longer operate in isolation, because
what we do in the mortgage business

Robert . Hon' e/ng better pructivity.

in the US today has implications for
the rest of the world and vice versa.

Nowhere is this more apparent
than in the capital markets. | have
mentioned some of our efforts to
seek international markets for our US
mortgage-backed securities. That is
but one small step in what is going to
become an international financial
market place.

We must seek out ways to interna-
tionalise the secondary markets
which exist today. And we must pur-
sue the expansion of those markets
into new cotuntries and new sources
of capital. We must work toward the
point where that loan that we makein
Texas is originally funded with Euro-
dollars and eventually sold to inves-
tors in a Japanese secondary market.

Our second challenge is how we
will respond, as an industry, to the
changes and the opportunities which
will open up as regulatory and
national borders come down. The
most obvious example of this is the
European Common Market in 1992.

| believe that those who want to
profit from this opportunity would do
well to study the US mortgage busi-
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ness. In the US, the mortgage busi-
ness is a national one. Unlike many
other aspects of the financial industry
which are restricted by state and
national legislation, the mortgage
business is unfettered by artificial
borders.

As a result, our national approach
to the mortgage business in the US
has given us a huge business oppor-
tunity, and | sense a similar situation
being created in Europe. The ability to
do business without many of the
differences and constraints which we
have had is a tremendous opportun-
ity. It gives us a chance to evolve to a
common product set, resulting in
productivity gains in  product
development, operations, marketing
and more.

Around the world, we are seeing
more and more opportunities open-
ing up for those who are prepared to
compete on a level playing field. We
must continue to seek out any oppor-
tunity that will allow us to create
efficiencies and economies of scale
which allow us to provide affordable
housing finance products in all
markets.

Ourfinal challenge is one for which
neither | nor Citicorp has a definitive
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answer. It is the question of housing
affordability and availability. In the
United States, we are faced with two
growing problems. Our young
people are beginning to find that they
can no longer afford to buy and, in
many cases, rent the home they
desire. And we seem unable to find a
way to house all of our people.
Affordability of housing is a critical

‘Barriers to trade
will come down’

issue in all countries. In many cases,
especially in some of the smaller

-countries, there is simply no more

room to build. We have a special role
to play in this issue because experi-
ence has taught us that the mortgage
industry plays a key role in facilitating
home ownership. This is true in the
US and | daresay it is true in other
countries as well.

The US mortgage market is the
most developed, most sophisticated,
in the world. The rate of home owner-
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ship in the US is a result of our
conscientious past efforts to keep
funds available and to encourage
young people to buy homes. As a
result, we have in the US a level of
economic stablity that, over the long
run, is among the best anywhere.
Housing stability breeds economic
stability, and economic stability
makes any market a better place to do
business. R

The basis of our consumer banking
strategy is that a home is a funda-
mental need and want of every con-
sumer. If we cannot find a way to
insure that consumers have the
opportunity to achieve this dream,
then we will not succeed in our plans.

In summary, we at Citicorp are
excited about the challenges and the
opportunities which face us as we
head towards the 21st century. We
see the barriers to fair trade and
competition coming down in many
areas and we are encouraged by that.
We know that success is possible in
the housing finance business, as long
as you are cost-conscious, creative
and willing to take the right risks. We
welcome the creation of world mar-
kets which will provide new sources
of funds to make our businesses
grow. We look forward to dealing
with the issues that face us as we seek
to keep the consumer’s dream of
home ownership alive.

Above all, we welcome the oppor-
tunity to grow our business in new
markets and new countries, to find
ways to translate lessons learned
from one country to another, to take
advantage of the opportunities which
we have.

The role of housing finance in our
global retail bank has never been
stronger. And | believe that the bestis
yet to come. B

ROBERT D. HORNER is chairman and
division executive of Citicorp Mort-
gage Inc, Citicorp’s Mortgage Divi-
sion, based in St Louis, Missouri. This
paper was given at the [UBSSA Inter-
national Housing Finance Confer-
ence, held in London on 21 and 22
November 1988.
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European Community and
the mortgage market

HE European Community has

published a study, The Econo-

mics of 1992, which is

described as an assessment of
the potential economic effects of
completing the internal market of the
Community.

One section of the report com-
prises service case studies, with
financial services being among the
areas selected for study. It is noted
that the financial services sector is of
growing importance to the Commun-
ity in terms of output produced (6.5%
of total value added) and number of
people employed (3% of total
employment).

It is noted that in each Community
country there is freedom of establish-
ment for foreign banks, but the condi-
tions under which this may be done
differ markedly from country to coun-
try. It is argued that what is needed is
for such freedoms which are already
enjoyed, sometimes on a rather
tenuous basis, to be secured, and for
the full scope of freedom to provide
services to be made generally avail-
able so that the competitive market-
ing of these services can take place.

The Commission aims to achieve
this through the proposed Second
Council Directive on Credit Institu-
tions. This will be supported by four
technical directives which between

them will establish a single banking
licence valid for both establishment
and freedom of services throughout
the Community not later than 1992.

The report considers possible
reductions in the cost of financial
services as a result of the integration
of financial markets, using a study
undertaken by the consultants, Price
Waterhouse. The study was based on
the prices for 16 financial products or

-services, seven banking services, five

insurance services and four broker-
ing or securities services. For each of
the products current prices were esti-
mated on the basis of surveying a
sample of market participants. The
average of the four lowest prices was

Estimation of Potential Falls in
Mortgage Prices as a Result of
Completing the Internal Market

Country % differencesin prices
of mortgages compared with

the average of the four

lowest observations

Spain 118
France 78
Germany 57
Belgium 31
Ireland -4
Netherlands -6
UK —-20

" taken to represent a low competitive

price.

The extent to which financial pro-
duct prices exceed this level is indi-
cated in a number of tables. Spain
comes out as the country where there
is the greatest theoretical scope for
price reductions (34%), with the
Netherlands, the United Kingdom
and Luxembourg being at the other
end of the scale.

The variations between the coun-
tries in respect of mortgage finance
are among the most striking. These
are shown in the table.

It is important to note that these
figures do not relate to mortgage
rates but, rather, to the cost of inter-
mediation. If the methodology used
is correct, then this would imply that
the mortgage market with potentially
the greatest profit for new operators
would be Spain, with the United King-
dom at the other end of the
spectrum. @

The Economics of 1992, an assess-
ment of the potential economic
effects of completing the internal
market of the European Community,
was published by the Commission of
the European Communities in 1988.
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IN MALAWI

Financing of rural
housing: the Malawi
experience

xperience has shown that it
has always been painful for
decision-makers in Africa to
allocate funds for housing
development in general and rural
housing in particular, where the
affordability in quantified terms does
not appear attractive. However, in
most cases of the developing coun-
tries, the majority of the population
(over 80%) constitutes the rural peo-
ple who contribute not less than 45%
to the GDP. This traditional fear of
tackling the rural housing problem
has been dramatically overcome by
the Government and people of
Malawi with the successful launching
and implementation of the Rural
Low-Cost Housing Project (RHP).

As reflected by its title, this paper
tries to highlight the major features of
Malawi’s experience in the rural
housing finance component — policy
and operational strategies. The credit
system is still in its development
phase — a process of refinement and
strengthening based on the neces-
sary feed-back being received from
the beneficiaries as well as the RHP
field officers, particularly the Com-
munity Development Assistants
(CDAs).

Project background and objectives

The Rural Housing Project (RHP)
initially started operations on an
experimental basis with its immedi-
ate objectives being to improve
indigenous building materials, and
introduce simple house designs and
construction methods, providing

By G. Woldeyesus

demonstration/model houses so that
people would view and apply them in
the rural areas. The focus was on the
development of building technology
— building materials and construc-
tion techniques including identifica-

“ tion and training of artisans. The

financing system was introduced at a
relatively later stage.

The first (experimental) phase
came to a successful completion by
the end of 1983, leading to the laun-
ching of phase two in 1984, which
focused on extending the project ser-
vices to the rural families to help
them improve their housing condi-
tions and sanitary facilities. During
this phase, the UNCDF joined the two
UN agencies to supplement the
Government efforts in the imple-
mentation of the project.

The project had to extend its ser-
vices to the rural people through the
establishment of regional (three) and
district (24) housing centres in the
rural areas, and in order to promote
the technology and make it acces-
sible to people, the Government had
to introduce a rural housing credit
system which also necessitated the
creation of a revolving fund.

The credit system and

its objectives

One of the major features of the Rural
Housing Project is the financing
mechanism featured by the introduc-
tion of the credit system and creation
of a revolving fund to form the basis
of self-supporting financing institu-
tional machinery. In order to supple-

ment and strengthen the self-help
efforts of the rural people in construc-
tion/rehabilitation of their houses, the
project extends medium-term credits -
to households which are recom-
mended and supported by their
respective Village Housing Commit-
tees, established by the villagers
themselves.

The main objectives of the credit
scheme are:

(a) to facilitate construction/
renovation of houses for the rural
household;

(b) to provide material loans at
easy terms and conditions for the
low-income rural people; and

(c} to encourage and assist
through training and short-term
credit village entrepreneurs such
as building contractors, carpen-
ters and building material pro-
ducers.

The Project’s target groups consti-
tute in broad terms the low-income
farmers and the artisans {small scale
business entrepreneurs) operating in
the rural areas. Although it has been
difficult to define the target groups in
quantified terms by way of income
range in the rural areas, the Project
experience shows that the benefi-
ciaries and artisans so far served
appear to be in the annual income
range of K300 to K2000 (£75-500).

The cost of houses and the related
credits have to be affordable to the
target groups. Hence, the policy
underlines economical houses which
would require the minimum amount
of credit. The principal guiding factor
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is the concept, “the house that
grows”; beneficiaries are encour-
aged to start with modest house
designs (one or two roomed) which
can be easily extended later, as and
when their economic means
improve.

Terms and conditions of

the scheme
The Project demonstrates and
encourages  economical house

development through maximum self-
help inputs and use of indigenous
building materials. Meanwhile, after
assessing and evaluating the credit
worthiness of the applicant, in con-
sultation with the Village Housing
Committee, a material loan worth up
to K1,000 (£250) is issued to the
approved beneficiary. Normally, this
loan covers essential building com-
ponents such as sisal-sand roofing
sheets, door and window frames,
APC flat sheets, nails, window vents
(or glasses) and ant poison.

The beneficiary is expected to
arrange for his/her affordables —
materials and components such as
mud blocks, roofing poles and
labour. In all cases, the beneficiary is
provided with advice and technical
assistance by the RHP Housing Team
with a technical training and exper-
tise available at each Project Centre.

The loan, at 12% interest, is nor-
mally payable annually. Borrowers
are given the options to pay quarterly
or monthly as they choose over a
ten-year period including one year
grace.

Artisan loans and independent
house developers
In order to expand its impact and
popularise the services among the
broad section of the rural population,
the Project extends small-scale busi-
ness loans in the form of equipment
and tools to materials producers
(roofing sheet/tile makers) and house
builders including bricklayers,
carpenters and tin-smiths. The loan
limit extends up to K1800 to be repaid
at 12% interest over five years with
six months grace period.

The Rural Housing Project also

assists independent/private house
developers in rural areas who show
interest to utilise the RHP materials
and construction techniques in their
house development and that they are
able and ready to meet all other costs
for their house development
including:

— cost of all materials for their

house construction;

— cost of labour

— cost of transporting their

materials from the sources to the

building sites;

— reimbursement to the RHP

some of the costs for drawings and

supervision as may be found

necessary by the Project.

IN MALAWI

Linkage with POSB

The mode of repayment has been
facilitated by arranging with the Post
Office Savings Bank (POSB) for
beneficiaries to make repayments at
its postal agency in the village con-
cerned. There is already an effective
linkage with POSB whereby through-
out its country-wide counter facilities
it accepts loan repayments from RHP
borrowers. Thus, borrowers can
make repayments at their nearest
branch of the Post Office, which
records details in the loan passbook
ofthe borrower concerned and issues
the receipts. Then POSB communi-
cates with RHP, providing it with
monthly repayments. 46 —>
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At the end of each quarter, the
POSB issues a cheque to the RHP
covering loan repayments money for
the preceding quarter. The repay-
ment mechanism also provides that
each RHP Centre makes repayment
follow-ups, to establish “who has
paid and who has failed to meet his or
her obligation”. Hence, each centre
maintains proper payment records
on each borrower to determine loan
servicing performance. So far, POSB
working relations have proved work-
able; however, there is a need for
strengthening the follow-up on the
part of the centre’s staff.

Collateral security

Unlike conventional housing loans,
the Project credit system does not
require the beneficiaries/borrowers
to pledge or mortgage the houses
financed with the loan proceeds. The
main reason is that by law, rural
houses in Malawi cannot be sold, and
hence cannot be pledged.

However, borrowers are required
to declare their assets during the
credit screening; the credit system
places reliance on the discipline of
the borrowers in meeting their repay-
ment obligations as well as the high
sense of responsibility demonstrated
by the Village Housing Committees
and village elders in supporting and
recommending the creditworthiness
ofthe beneficiaries. The Committeeis
also expected to act as aguarantor for
them, ensuring proper recovery of
the loans.

Meanwhile, the 10% deposit funds,
which also serve as savings/capital
formation, as well as the chattels
consisting of domestic animals, furni-
ture, ox-carts, bicycles and other
properties, form an integral part of
the collateral securities for the loans
made out.

A group loan protection insurance
policy is also being set up which
would contribute to the strengthen-
ing of loan repayments. This insur-
ance scheme was introduced for the
mutual benefit of the lender and
heir(s) to the borrowers in case of
death; the outstanding balance of
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indebtedness is to be settled by the
insurance company (now the life and
pensions department of NICO).

In summary, these direct and
indirect securities, self-discipline and
Village Housing Committee and 10%
deposit Trust Funds and Group Insur-
ance Scheme, should serve as suffi-
cient cover/guarantee for the loan
repayment in case of default for any
reason.

The revolving fund — establishment
and performance

It is a well known fact that financial
resources in any developing country
are scarce and difficult to obtain,
especially for housing. In order to
overcome this constraint, the Gov-

- ernment of Malawi in collaboration

with UNDP, UNCDF and UNCHS
(Habitat) created the Credit Revolving
Fund to serve as a continuous source
of funds for the rural housing credits.

The Revolving Fund mechanism
constitutes an annual contribution by
the Government to the tune of
K72,000 through budget allocations.
This has been supplemented by
funds inputs (grants) from UNCDF,
and all loan repayments including
principal and interest go into the
Revolving fund account for recycling
into new credits.

The following summary of data
may serve as an indicator of the trend
of performance in the financing/
credit sector as at 30 June, 1988:

No of beneficiaries/artisans served ... 895
Loans advanced

(Committed & disbursed) ... K537,443
Depositsreceived ..................... K51,790
Repayments made K$,250
Government contributions...... K328,000
UNCDF inputs (2 releases) ... K208,034.71
Demand for 1988/89

(1550 applicants) K1,267,299
External Funding Required — as per

Projection (1988/89 through

1994/5): K9,038,312

So far, the credit capital mobilised
from internal and external sources
amounts to nearly K536,000, the
major part of which came from Gov-
ernment. The external sources’ fund-
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ing assistance is expected to reach a
level of K9.0 million (£2.5 million)
during 1988/89 through to 1994/95,
which will enable the Rural Housing
Programme to operate on a self-sus-
taining basis as reflected in the
annexed cash flow and credit funds
projection exercise.

Although the projection might
appear over ambitious when con-
sidering the presentlow implementax
tion capacity, demand for rural house
consolidation would justify efforts for
its implementation.

The main objective of the exercise
is to enable the Government and the
donoragency (UNDP) to see the fund-
ing resources required and provide
the capacity to serve annually a
defined number of beneficiaries over .
a 12 year period to the year 2000
under the Rural Housing Develop-
ment Programme of Malawi. Some of
the major assumptions and conclu-
sions drawn are noted as follows:
(i) A total of 32,000 beneficiaries for
home loans and 1,080 artisans for
small-scale business are to be served
from 1988/89 though 1992/2000. It is
anticipated that demand as quanti-
fied in the number of loans issued
each year, as well as the implementa-
tion capacity would be available.

(i) The credit funds required would
be mobilised from internal and exter-
nal sources including inputs to a tune
of £2.25 million to be utilised over a
seven-year period from 1988/89
through 1994/95.

(iii) The Government contribution
would continue until the break-even
point is reached in 1995/96. It is also
assumed that the Credit Revolving
Fund would have to be reinforced
with additional external funds from
UNDP/UNCDF or other donor agen-
cies.

(iv) Interestingly, the analysis shows
that if the plan is effectively/strictly
implemented, the Housing Pro-
gramme would attain self-sustained
operations at the end of 1994/95; in
the ensuing period to the year 2000, a
total of K88 million (£2.2 million)
inflow would be realised from the
housing investments (credits) and
this would be available for further
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financing of rural housing develop-
ment.

{v) It should be noted that the higher
the number of beneficiaries, the
higher the required funds and the
higher the repayments inflow; repay-
ments collection on any given loan is
based on 80% recovery, assuming
the 20% would cover the contingen-
cies including defaults due to crop
failure, sickness, negligence, etc.
(vi) During the projected surplus
period from 1995/96 onwards, given a
stronger implementation capacity
and the anticipated increasing
demand, the Housing Programme
would intensify its investments
employing the surplus funds, thereby
serving more beneficiaries annually
than the projected figures; or the
option would be to make the Credit
Institution a self-supporting entity.

Village Housing Committees —
catalysts for housing co-ops

The RHP deploys Community
Development Assistants (CDAs) at
each centre and through them carries
out extensive community develop-
ment/education and self-help promo-
tion; they are in constant contact with
villagers and conduct orientation/
education of borrowers as well as
addresses at public gatherings, ela-
borating on the Project objectives
and operations and also on the build-
ing technology and credit
mechanism.

In each village within the area
(about 20 km radius) served by the
RHP Centre, residents assisted by the
Project staff create a Village Housing
Committee comprising 10to 15 mem-
bers. The major duties of the commit-
tee include:

(a) organising and co-ordinating
the village efforts and to liaise
with the RHP Housing Team on
behalf of the villagers;

(b}grouping together families
interested in receiving assist-
ance to constrict/improve their
houses and arrange meetings
between these families and the

RHP officers;
(c) assisting the RHP Housing
Team in evaluating each

family’s ability to repay the
amount of credit that is being
considered;

(d)ensuring that each borrower
pays back regularly and in case
of default to arrange settiement
of the outstanding loan.

At this initial stage of the credit
operations, the Village Housing Com-
mittees have great responsibilities
and act as “Pre-Housing Co-opera-
tives” which may soon be converted
to full-fledged “Housing Groups or
Co-operatives” with full power to
manage the credits including selec-
tion of beneficiaries, determination of
loan amounts within the limit and
monitoring/controlling the recovery
of the loans.

-In line with the future expansion of
rural housing credit services to the
rural population of Malawi, studies

The tow}; of B/ntyre in Malawi.

have shown that there is a pressing
need for group lending vis-a-vis indi-
vidual loans. Hence, the Village Hous-
ing Committees can serve as effective
catalysts in enhancing the establish-
ment of legally constituted associa-
tion or “housing co-operatives”
which the Project Management is
now seriously pursuing with its field
officers to examine and investigate
how best these could be speedily
achieved.

Staff development

As regards the staffing constraints
in the Project implementation, the
Malawi experience is not much dif-
ferent from most other countries in
Africa. The need for trained and high-
calibre personnel is crucial to achieve
the desired output, especially in the
area of loan processing and servic-
ing. Thus staff development is one of
the major challenges at present faced
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by management. Efforts have not
been spared in initiating and under-
taking in-house and outside training
for RHP staff, particularly in the con-
struction technology as well as the
financing mechanism including the
credit policies and operations.
Some useful in-house training
courses conducted for field staff
include a recent week-long training
workshop on “Community Services
and Credit Operations” which was
carried out in each Regional Centre.
All in all, 76 participants — 30 in the
south, 27 in the central area and 19 in
the north — benefited from the train-
ing. The workshop was organised in
such a way that the training needs of
all  stores clerks, Community
Development Assistants (CDAs) and
the District Officers (DOs) were fully

addressed, elaborating on the inte-..

grated management of materials
delivery, community services (pro-
motion, motivation and education)
and the co-ordination role of the Dis-
trict Centre Officers.

One of the major outcomes was
that there was a great need for team
spirit and co-ordinated action by the
incumbents of stores, CDAs and the
DOs; the participants further stressed
the usefulness of similar workshops
on community services promotion
strategies and credit operations. It
was also the opinion of the course
organisers and resource personnel
that in-house training was essential
for the success of the Project imple-
mentation in general and the credit
operations in particular.

As the existing staff, especially
at the field centres, did not have
adequate training and experience,
especially in financial activities, the
continued training should focus on
equipping the field officers with full
knowledge of community education,
applicants’ screening, credit approv-
als, processing of loan agreements,
materials disbursement and the loan
servicing.

Public co-operation
The long-term success of the Credit
Scheme greatly depends on the co-

operation and understanding of the
public, mainly the rural population
which is the major beneficiary. The
Village Housing Committees have
vital roles to play in monitoring the
proper usage and regular servicing of
the credits by all borrowers who are
recommended members of the vil-
lage community as well as respon-
sible citizens of the country. It is the
regular repayments inflow that can
reinforce the Revolving Fund from
which other Malawians on the wait-
ing list are to obtain loans to build or
renovate their houses.

‘Lessons for
other countries’

Therefore, a high sense of respon-
sibility and maximum co-operation is
expected from the beneficiaries as
well as the members of the Housing
Committees, so that the Programme
can soon become self-sustaining,
thereby ensuring continued credit
services to as many rural people as
possible. It is in this way that the
public would demonstrate its readi-
ness and determination to be rallying
behind the Life President, His Excel-
lency Dr H. Kamuzu Banda, in
implementing one of his cardinal
principles of “decent houses for all —
houses that do not leak when it is
raining.”

Lessons learnt

The Credit System is still in its
development stage. Itis being refined
and strengthened with the help of the
useful feedback being received from
the beneficiaries and the community
leaders. Despite the visible imple-
mentation constraints, the RHP
Financing System, including its
Revolving Fund and the Credit
Scheme, has a great potential for
success provided it is properly
implemented and monitored. Hence,
the need for a well-trained staff, parti-
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cularly the District Officers and the
Community Development Assistants,
is of paramount importance. The
already tested construction tech-
nology as well as the materials credit
mechanism can be effected and
adopted in any rural setting of a
developing country.

Another important housing
development policy lesson for other
developing countries to underline is
the exemplary attention given to the
rural housing sector by the Govern-
ment of Malawi. His Excellency the
Life President himself not only initi-
ated the Rural Housing Project, which
won the Building and Social Housing
Foundation 1986 International Year
of Shelter for the Homeless (IYSH)
award, but also closely monitors its _
progress through constant briefing
by the Office of the President and
Cabinet; such an action-oriented
recognition encourages ‘and moti-
vates the planners as well as
implementers to give the rural
human settlements sector its due
share of the financial resource alloca-
tions.

Therefore, in conclusion, it is the
Malawi Government’'s view that,
although the Credit System is still
gaining momentum, the experience
gained in financing rural housing can
be usefully replicated in other
developing countries. The various
lessons learnt from the Project
experience and implementation ~
process can help minimise, if not
eliminate, the constraints encoun-
tered in the process and adopt effec-
tive strategies with better and more
encouraging results, thereby enhanc-
ing accelerated rural housing
development, the goal of every
rational government. B

MR G. WOLDEYESUS is the Housing
Finance Management Adviser for
UNCHS/RHP in Malawi.
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