[image: image1]2010 Oxford Business & Economics Conference Program
ISBN : 978-0-9742114-1-9


2010 Oxford Business & Economics Conference (OBEC)

June 28-30, 2010
Oxford University, UK

Affordable Mortgage Finance in Egypt:

Challenges and Prospects
Dr. Sahar Nasr

World Bank, American University in Cairo, and British University in Egypt
Phone Number: +2-010-544-7706
Affordable Mortgage Finance in Egypt: 

Challenges and Prospects
Dr. Sahar Nasr, World Bank, American University in Cairo, 
and British University in Egypt
ABSTRACT

Housing continues to be a priority sector for the Government of Egypt. Urban development and housing is the most visible indicator of social wellbeing and it is politically important for governments to guarantee reasonable standards of housing for the majority of the population. In addition, housing is a large part of the economy, and has a strong multiplier effect. There has been a persistent gap in Egypt between incomes and the cost of new housing even at the low and middle income level. Housing finance is critical to support housing markets able to meet the growing demand. It is increasingly recognized that governments alone will not be able to tackle the urban housing problems. Financial resources from the private and non-governmental sectors will need to be leveraged to a much larger degree to increase investment in housing. In particular access to debt finance for housing will increase people’s own ability to acquire or improve their homes. Access to affordable housing and home ownership for most households in Egypt, similar to other developing economies has been constrained by an underdeveloped housing finance system. The lack of available and accessible housing has been identified by the government of Egypt as one of the important hurdles in improving the housing conditions for middle and lower income households. This paper discusses the challenges facing housing finance in Egypt for low and middle income segments of the society, highlighting recent reforms and developments, and suggests policy recommendations, taking into account lessons learnt from the recent mortgage crisis.
I. Introduction 

Housing continues to be a priority sector for the Government of Egypt. Urban development and housing is the most visible indicator of social wellbeing and it is politically important for governments to guarantee reasonable standards of housing for the majority of the population.
 In addition, housing is a large part of the economy,
 and has a strong multiplier effect. There has been a persistent gap in Egypt between incomes and the cost of new housing even at the low and middle income level.
 It is estimated that around 175,000 to 200,000 new housing units are needed annually to keep pace with household formation, but only the top 10 to 20 percent of the income distribution can afford to acquire a formal sector house.


An integral component of the macroeconomic and structural reform program, adopted by the government that took office in July 2004, was developing the housing and mortgage finance market. This included enhancing the role of the private sector in the provision of low and middle income housing in Egypt. The mortgage market, though still small, is expanding and private developers have successfully entered the moderate income housing market and have proven that they can also serve that low- and middle-income segment in a cost efficient and effective manner.

Nevertheless, access to affordable housing is still a problem in Egypt. Under current market conditions, it is increasingly difficult for the targeted income group to access new private sector housing options offered under the National Housing Program (NHP) and subsidies on publicly provided ownership. At the same time rental programs have reached extremely high levels that are clearly unsustainable. The targeted population is not reached yet,
 and this requires further reforms, as well as joint efforts between the government, the private sector, and civil society.
II. Challenges Confronting the Mortgage Finance Market Prior to Reforms


Access to affordable housing and home ownership for most Egyptian households has been constrained by an underdeveloped housing finance system.  Prior to 2001, mortgage market developments and access to mortgage loans in Egypt have, in general, been impeded by the lack of a conducive legal regulatory and institutional framework, inadequate access to long-term funding, cumbersome property registration procedures, and lax collateral enforcement and cumbersome foreclosure procedures. Another recent challenge is associated with the global financial crisis that started in late 2008.
A. Weak Legal and Institutional Framework

The banking sector over the past decade has offered little formal housing finance to households although a few commercial banks—both public and private—have made a limited amount of loans to homebuyers. These are mostly part of the banks retail activities or of their lending to developers, using collateral other than mortgage pledges. Some developers have also been providing term financing under deferred installment sale contracts, but these have not offered secure nor favorable conditions for borrowers. Moreover, housing affordability has not improved because loan maturities are too short.

Until 2001, only some individuals buying houses in Egypt were able to obtain finance, and this would not be in the form of mortgage loans. The most common finance arrangement was the deferred-installment system, by which the developer sells a house and is paid by a down-payment of around 10 to 25 percent of purchase price, followed by installments over a period ranging from four to eight years.  The title is formally transferred when the last installment is paid. Under this system, the purchaser pays a significantly higher rate of interest and higher repayments than if they could have secured a loan on the property. The system also ties up the funds of developers, who would rather invest into new projects, and can be constrained by an adverse cycle of real estate markets. In general, the system prevents many from entering the housing market, and only represents a second-best to genuine residential mortgage markets.

B. Lack of Long-term Financing


The lack of long-term funds available to primary lenders presents one major obstacle to the flow of private funds to housing.  In order for households to afford housing, the payment stream needs to be spread out over a number of years. Most mortgage lenders are commercial banks that rely mainly on abundant short-term deposits for their funding, and hence are reluctant to extend long-term (more than five years) loans for housing because of the liquidity and interest-rate risks inherent in funding such loans with short-term deposits. And most of the primary lenders do not have sufficient market capacity to raise long-term funds in the capital market at attractive financial terms.  

C. Cumbersome Property Procedures


Mortgage finance has also been constrained by poor and cumbersome property registration procedures. Limited titles have been registered in the past, mainly due to a costly and time-consuming registration process. This has led to the growth of large informal housing stocks, slower economic growth, weakened social protections, and reduced collection of fiscal revenues.  Except for mortgage credit applications, the registration of property is not mandatory in Egypt for a legal real-estate transaction. In recent years, the cost of deed or title registration has been lowered and is no longer tied to the property value but charged as a maximum flat fee of LE 2,000. Also, a special agreement has been made between the Ministry of State for Administrative Development and the Ministry of Investment to fast track the registration of new housing in priority zones under the New Urban Communities Authority (NUCA).  However, registration of existing units in older urban areas is still time-consuming, particularly for multifamily housing. The registration of the large stock of informal housing on agricultural land is to be resolved through approving the current building and planning standards of the area, which is facilitated by the new Building Law 119 of 2008. Only then, individual units can be registered. 

D. Inadequate Collateral Foreclosure Procedures


Inadequate collateral enforcement and cumbersome foreclosure procedures is another key challenge. The repossession of real estate (notably through eviction) in case of borrowers’ default was a difficult if not impossible challenge, canceling any stronger collateral effect through applied credit rates (insecure lending). This problem has largely been addressed through the enactment of the Real Estate Finance Law 148 of 2001—a major breakthrough from past practices. The effectiveness of enforcement remained untested until early 2008, when lenders were hesitant until there was greater certainty that collateral can be recovered through the judicial system. The execution of the first court cases according to clear and precise rules was therefore critical, along with other training and explanatory efforts deployed by the Ministry of Justice for Property Registration Offices.
III. Recent Reforms and Developments in the Mortgage Finance Market (2001-2009)

The government has introduced a number of reforms to promote mortgage and housing finance starting 2001. Most notably is the introduction of a legal framework that paved the way for mortgage finance, the establishment of a regulatory authority, the setting up of a fund to support low and middle-income housing, and the creation of specialized mortgage finance companies. Moreover, the mortgage foreclosure regime was modernized, the property registration system has been improved and fees reduced, and the private credit bureau is now operational. In July 2009, a new law was issued to create a supervisory authority for non-bank financial institutions.


One of the central goals of Egypt’s financial sector reform program was to create a vibrant mortgage lending market. A number of major reforms have been undertaken to achieve this. The building blocks for housing finance which were put into place, including:

· Issuance of the Real Estate Finance Law 148 of 2001—the basis for all the reforms, which set up the institutions to regulate the mortgage sector, creating the Guarantee and Subsidy Fund (GSF),
 and setting the rules for the types of loan products which banks and mortgage finance companies could offer borrowers.

· Creation of the Mortgage Finance Authority (MFA), whose functions were incorporated in the Egyptian Financial Supervisory Authority (EFSA) in July 2009—a key step in creating a secure and strong regulatory environment to protect the interests of lenders and consumers. The importance of strong regulation has been underlined during the current crisis.

· Establishment of a mortgage liquidity facility—the Egyptian Mortgage Refinance Company (EMRC) in June 2006, that enhances mortgage leaders access to term re-financing which is crucial for the establishment of long-term lending and better management of financial risks (See Box 1).
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· Enforcement of foreclosure—the ability to enforce the collateral is essential to lenders if they are to give value to the collateral in a secured loan. The first cases of foreclosure went through the courts in 2008, setting the necessary precedents to give comfort to mortgage lenders.

· Streamline property registration—this has been significantly improved, through a nationwide mapping and titling program. In addition the time it takes to register a mortgage and the fees charged have been significantly reduced. The government continued to make an effort to address property-registration issues to facilitate the development of primary markets.

· Enhancement of consumer protection and financial education—minimum disclosure requirements pertaining to loan information and programs of consumer education are being run by the EFSA. This aims to familiarize Egyptian consumers with a new financial product and to ensure that they are aware of the terms and conditions of the product when taking out a loan.
· Set-up the first private credit bureau—i-Score was established to provide timely and accurate information on credit worthiness, which would improve underwriting process and lower credit risk for lenders.


These building blocks have helped in gradually developing the mortgage sector in Egypt, attracting foreign capital into the sector and a steady growth of mortgage loans both in number and geographic spread around the country. These reforms led to progress in the mortgage market in Egypt, as evident in the steady growth in outstanding housing loans made under the Real Estate Finance Law, to reach LE 3.1 billion as of January 2009, accounting to less than 0.1 percent of GDP—still relatively low (See Figure 1).
  Nine non-bank MFCs were created, and others are currently being formed, but they still only account for a small share of lending due to inadequate long-term funds and delays in registering property titles in the new urban communities.

IV. Implications of the Global Financial Crisis


Egypt’s financial sector and to a certain extent the mortgage finance has so far not suffered any direct significant effects from the global financial crisis. To a large extent it is insulated from global capital markets due to the lack of foreign borrowing or foreign capital flows in the banking sector. Banks have continued lending to each other and liquidity remains reasonable in the sector. The banking sector has a relatively low loan-to-deposit ratio (a bit higher than 50 percent in June 2009), which will limit any propagation effect of the original shock, and hence eliminates the possibility of any systemic crisis. This was the result of conservative lending policies following the restructuring of the banking sector and the adoption of the financial sector reform program. The banking system also has a limited exposure to troubled financial institutions and no direct exposure to risk derived from the financial innovation and unmonitored risk-taking of financial institutions in developed economies. As of June 2009, there is no reported significant change in non-performing loans (NPLs) or in delinquency on mortgage loans.


However the real sector has not been immune from global contagion. The Egyptian property market has been one of the first casualties, with a rapid slow down in transactions and a slight fall in property prices. Market participants suggest that strong demand remains for real estate and that investors and buyers are just holding back waiting for the economic situation to stabilize. A property price bubble may have just been forming with a rise in speculative demand. Property prices are reported to have fallen in the region by 30 percent over the year 2009 and mortgage transactions have dropped significantly since September 2008.


The large inflows of funds from the Arab Gulf Countries, which were concentrated on real estate, are expected to slow down in the coming years (2010-2011) as investment prospects look more uncertain. However, local real estate companies still have ambitious development plans, so the overall impact on the scale of new developments may be limited. Overall, reform policies adopted over the last five years have contributed to a better economic structure backed by a diversified output and enabled Egypt to accommodate the external demand shock.


It is also worth noting that there is absence of widespread securitization in Egypt to date. The way securitization instruments were used was one of the root problems of the sub-prime crisis in the US as it caused a misalignment of incentives and information between investors and originators. The secondary market solution in Egypt could be focused on EMRC, which is a simple and transparent institution modeled on the Federal Home Loan Banks. There is no off-loading of credit risk and the originator still bears the full burden of any loss. Whilst there will always be an element of risk in any lending activity, the regulators in Egypt should minimize risks and introduce best international practice as well draw on the lessons from the US subprime crisis (See Box 2).
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V. Housing and Mortgage Finance Subsidies
To help improve access to formal home ownership by low and middle income households, the Government of Egypt has in the past provided a range of subsidies, through a plethora of special programs. Since the 1950s, social housing programs have focused on delivering finished and relatively high standard housing units, mainly in the new towns and satellite cities, and at the fringe of existing cities. These government programs are under different authorities; however, the housing models and payment conditions are remarkably similar and have changed little over time. Many of these public housing schemes continue to involve large government subsidies. Overall, they have imposed a heavy burden on public finances, making such efforts unsustainable, while satisfying only a small part of the demand and not reaching targeted income groups.

Production of government housing over the past decades has ranged from around 15,000 to 35,000 units annually, but has significantly increased under the current NHP launched in early 2005,
 which has fully committed a total of 500,000 subsidized units for newly constructed houses between 2005 and 2011. This will entail  an average of 85,000 subsidized units annually, for rental, leasing and ownership. The largest portion of subsidized housing has traditionally been produced by government entities; mainly, local government and governorates housing cooperatives—new towns and new urban communities under the NUCA—and smaller projects by government housing companies, the joint projects agency, the housing fund, and housing banks.  Under the NHP, private developers have, for the first time, played a substantial role and have committed to bring approximately 95,000 units out of the 500,000 to the market and taking the market risk. An additional 100,000 units is planned to be produced by individuals under the ‘ibni beitak’ or site and service component of the NHP.

Importantly, the total direct and indirect subsidies for private sector delivered units have proven to be much lower (roughly one third of unit price) than those linked to government provided NHP units (up to 80 percent for leasing/ownership and 90 percent for rental units).  Private sector entrepreneurs have adjusted unit sizes in order to reach the beneficiary groups stipulated by the NHP, while government entities have added subsidies when house prices proved unaffordable for the targeted income group. A breakdown of different programs under the NHP, with approximate direct and indirect subsidy levels including for land and services is given below.  

Housing subsidies in Egypt are typically supply-side subsidies from both national and local government and are cumulative. Several different subsidies are applied to each housing program. The approximate present value of all the different direct and indirect subsidies applied to various NHP programs has been estimated as follows:
(i) Direct on budget subsidies from national and local government:

· Direct subsidies to developers or local governments for units/plots constructed under the NHP is approximately a maximum of LE 15,000 per unit.
· Direct subsidies for infrastructure and public services provision of around LE 13,000 per unit.
 

· Construction costs supplements by NUCA and local government is approximately LE 8,000 per unit.

(ii) Indirect (implicit) subsidies:

· Subsidized state land that is desert land and is usually allocated to government authorities at zero cost and to developers at prices that are well below market for all NHP provided units. This is estimated at approximately an average of LE 12,500 per unit. This subsidy is granted to all social housing developments and is not restricted to NHP.

· Implicit housing finance subsidies through below market interest rates on mortgage loans issued by government banks is estimated at approximately LE 5,700 per unit, and on construction loans through the NIB, approximately LE 17,000 per unit.

Accordingly, total direct subsidies from the national budget are approximately LE 6.7 billion over six years (LE 1.1 billion annually). The total on- and off-budget NHP subsidies are estimated by the Ministry of Housing, Utilities, and Urban Development to be in the order of LE 16 billion over the six year period or LE 2.8 billion per year, roughly 0.4 of the 2007 nominal GDP.

One of the main issues in the implementation of the NHP is that it is increasingly difficult for developers to find lenders to finance construction and mortgages because of prescriptive and unrealistic terms on maximum loan repayments and income levels and restrictions placed on banks to lend for unfinished housing. Some government banks are currently participating in the NHP to finance houses built by NUCA and governorates and can only do so by internally cross subsidizing NHP loans and, worrisomely, increasing their exposure to interest rate risk,
 and credit risk (in order to reach the low initial monthly payment limits set by the government, amortization schedules include additional monthly (bullet) payments each year and other ways to make it possible to amortize the loan within the given term).  

Subsidy targeting and allocation procedures used for current subsidy programs are another main concern. Government implemented housing programs under the NHP are aimed at households with a current maximum income well below the median (LE 640 based on a maximum monthly payment of LE 160 per month at 25 percent of income), without a system to adjust income targets over time. This income group cannot afford a newly built house with a market rate loan, even with the typical supply-side subsidy package. Nor do private lenders serve this income level yet. The outcome has been an increase in the general level of local government subsidies, hidden subsidies by government lenders and a gross misallocation of subsidies to households who can pay cash for a large part of the house cost. The government continues to be bound in subsidy allocation for some applicants for publicly-produced units announced and applied for prior to the issuance of the Prime Minister's Decree raising the income ceiling for qualifying individuals (monthly income ceiling of LE 2,500 per month for households instead of 1,500). 

NHP subsidies allocated through private developers of LE 15,000 per unit, which are meant to be applied to lower the sales price of the house, are only disbursed partially (LE 5,000) before construction and the rest when the unit is delivered. Developers have been hesitant to incorporate the latter part of the subsidy into the price of the house. Similarly, government land allocated to private developers for social housing projects is often not utilized in a timely fashion, forcing developments to go further out while large tract of serviced land remain vacant. Government has recently begun to enforce these contracts and has taken back land allocated for social housing that is not utilized within the time-limit stipulated in the contract. It intends to enforce the land contracts with developers under the NHP which have a three year lead period for land utilization which is ending soon for most developers.

Allocation of units in the NHP is based on a basic point system where higher points are given for applicants that are older, have higher education levels, are married and are gainfully employed, preferably in the new town for which the application is made.  Governorates may have minor variations that add further requirements, as long as they do not contradict the main income or size stipulations.  The system is based on self-reporting while random spot checks are applied. 

VI. Policy Implications and Recommendations 
The government of Egypt should work on designing a new Affordable Mortgage Finance Program, with the objective of moving away from the inefficient supply-side subsidy program, and towards a more inclusive, transparent and efficient demand-side subsidy program for the low and middle income households. This will require linking effectively the housing programs to market based mortgage lending. The subsidy is meant to reduce the down-payment requirement or, in case the household can contribute more than the required down-payment, the subsidy can be applied to the loan amount. At the same time, programs for lower income households that will not qualify for mortgage lending should complement the new Affordable Mortgage Finance Program. It is important to help lenders move a bit further down the income distribution, but in a safe and secure way.

The new program should aim at expanding the residential mortgage market and increasing access to mortgage loans for low and middle income households with the improving objective of housing affordability. It should gradually move the bulk of subsidies to the lower income range of this income band. The program should encompass new and existing housing and new and older urban areas to offer a wider range of housing options and prices. Very low income households, who would not have access to mortgage credit, should benefit from low-cost rental housing programs and “infrastructure only” programs planned for the same period.

Linking the program to mortgage credit can leverage substantial private sector resources for housing and free up government resources for lower income groups housing. The program will leverage financial market and household resources for housing, and alleviate pressure on the government to deeply subsidize much of the housing supply for middle income households. The new program can also decrease the total and per unit housing subsidy burden. It also intends to improve the targeting and efficiency of subsidies by linking subsidies to affordable mortgage loans that beneficiaries are required to take out with a participating lender of their choice. Households are required to pay a down-payment. Typically, the subsidy will be paid out over the initial years of the loan in the form of a contribution to monthly mortgage payments on a maximum affordable loan. Moreover, since the subsidy is linked to a mortgage loan that lenders have to underwrite, household income verification and unit appraisal are done professionally.
The new program should build on lessons from the NHP and the experimental GSF program.  It is crucial that the government replaces the supply-side subsidies to demand-side subsidies, for the low and middle income classes, as follows:
· Direct subsidy to developers should be eliminated, and instead a transparent direct subsidy is issued to qualifying beneficiary households.

· Interest rate subsidies on the part of government banks should be eliminated and replaced by mortgage loans made at market rates by a variety of lenders. The targeted income group will be households that are mortgageable, but are currently underserved.

· Subsidies should not only be provided for new construction but for unfinished and existing housing as well and in existing and new urban areas.

· Household targeting systems should be improved and gradually move to an indexation system when data bases are improved. Allocation systems should be based on a set of subsidy parameters that should align public and private objectives and reduce incentives to cheat. Professional lenders and appraisers should verify incomes and house-values. In addition, an independent monitoring system should verify outcomes.

· Government should enforce land contracts with private developers who do not utilize the land within the given period of time and will assess alternative land allocation systems in the context of the urban strategy for Egypt.

· The bulk of the housing supply under the program should come from private large and small-scale developers.

· GSF should stop acting as a developer of low/middle income housing but rather focus on the implementation of the new subsidy program.

The new program would unleash several supply responses that will gradually increase a more diverse market supply of affordable housing and expand mortgage lending down-market, stimulate greater mobility in the existing stock, use of vacant and unfinished housing and the utilization of currently vacant but serviced land, which are all major issues in Egypt’s urban housing market.

The new program should ensure; adequate and effective targeting of housing subsidies. Priority should be given to those that are creditworthy; first time home-buyers and did not receive any form of a housing subsidy before.  The private sector will not provide housing for this income group without access to subsidies and mortgage finance. And without housing support to low income households, experience within and outside Egypt has proven that whatever housing is made available for low-income groups will end up in the hands of middle income households. The program will aim to gradually increase the proportion of household at the lower income end of the targeted range.
New program will lead to efficiency and equity gains. It will be considerably more cost efficient than government provided lease and home-ownership options under the NHP, because it will leverage household and private financial sector resources and cuts out the local government construction costs subsidies and the mortgage finance subsidies, which together account for a large part of total NHP subsidies. In addition, efficiency gains would be made by including not just new but existing housing in already built up and serviced urban locations.  Lastly, allocation of subsidies will improve, since the process is driven by demand rather than administrative procedures.

Egypt needs to take stock of the lessons learnt from the sub-prime crisis in the US. The spectacular failure of the US mortgage market’s sub-prime mortgage loans has provided a number of lessons, which Egypt can adopt as it seeks to avoid a repetition in its own market. There is often an assumption that any mortgage in an emerging economy is de-facto ‘sub-prime’, in fact the reality is quite the opposite. Lenders can be overly cautious requiring extensive documentation, ample collateral and often personal guarantees on top of the collateral. In a mortgage market such as Egypt’s which is just in its initial phase; lenders tend to focus on the most credit worthy. This is one of the reasons why the new program is as important as an incentive to help lenders move to further down the income distribution, but in a safe and secure way.

A number of specific measures could be in place in Egypt to safeguard the credit quality of mortgage loans, including: (i) limited variability of interest rates (can be fixed or allowed to vary but only linked to pre-determined indices); (ii) regulation of all intermediaries including mortgage brokers, foreclosure agents and real estate appraisers; (iii) maximum payment to income limits of 40 percent for regular loans and 33 percent for lower income groups; (iv) clear standards for disclosure and consumer protection; and (v) strong regulation and underwriting standards which would make products such as ‘low documentation loans’ an impossible.
Overall, developing affordable mortgage finance to low and a middle income household is essential. Access to housing is crucial for social well being, and for guarantying reasonable standards of living. The government has undertaken major reforms; however there is room for more improvements. This will require partnership between the government and the private sector. Moving from supply-side subsidies to the developers to demand-side subsidies to the beneficiaries is critical. Equity and efficiency gains will be attained as we move to a better targeted more efficient and effective subsidy mechanism. Key building blocks, includes institutional and regulatory reforms, improvements in the process of long-term funding, property registration, collateral enforcement and foreclosure. At the same time it would be important to take stock of lessons learnt from the global financial crisis, and especially the sub- prime crisis.
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Table 1: Product Gaps in the Egyptian Housing Market
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	= Not Served


* Median monthly income by quintile based on the 2006 USAID Greater Cairo Housing Demand Survey.
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Box 2: Egypt—Learning the Lessons from Sub-prime Crisis





The spectacular failure of the US mortgage market’s sub-prime mortgage loans has provided a number of lessons, which Egypt has adopted as it seeks to avoid a repetition in its own market. There is often an assumption that any mortgage in an emerging economy is de-facto ‘sub-prime’, in fact the reality is quite the opposite. Lenders can be overly cautious requiring extensive documentation, ample collateral and often personal guarantees on top of the collateral. In a mortgage market such as Egypt’s which is just in its initial phase, lenders tend to focus on the most credit worthy. 


A number of specific measures are in place in Egypt to safeguard the credit quality of mortgage loans, including:


Limited variability of interest rates (can be fixed or allowed to vary but only linked to pre-determined indices).


Regulation of all intermediaries including mortgage brokers, foreclosure agents and real estate appraisers.


Maximum payment to income limits of 40 percent for regular loans and 33 percent for lower income groups


Clear standards for disclosure and consumer protection.


Strong regulation and underwriting standards which would make products such as ‘low documentation loans’ an impossible.


Minimum 10 percent down payment requirement.


Standard documentation.





Figure 1: Cumulative Outstanding Mortgage Loans
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Source: Mortgage Finance Authority (2009).





Box 1: The Egyptian Mortgage Refinance Company (EMRC)





EMRC is a joint stock, wholesale (second tier), specialized liquidity facility operating on commercial principles with a profit making goal. It is majority privately owned by the users of its financial services, mainly participating mortgage lenders (PMLs)—active banks and real estate lending companies. Many public and private lenders have joined the capitalization of the EMRC, which indicates their interest in expanding their mortgage lending. The CBE is a strategic investor with around 20 percent ownership share; the GSF with a small, 2 percent ownership share, and 19 banks and 6 mortgage companies have the remaining shares. 


The EMRC will neither take deposits nor lend directly to households. It will help set up prudential lending standards while enhancing competition in the mortgage market by creating a funding source also accessible to non-depository institutions. Its business is the refinancing or purchase with recourse of longer-term residential mortgage loans originated by primary lenders for which it will raise term funding by issuing bonds and notes in the capital markets.*


This narrow mandate will strengthen the credit quality of the bonds and thereby help to keep the EMRC’s cost of funds relatively close to rates on government bonds. A mortgage lender, by borrowing from the EMRC, or at least by having the EMRC available when needed to serve as first resort source of finance, will be better enabled to offer longer-term financing for residential housing development on market terms and conditions that are favorable for many potential homebuyers. Lenders will view the EMRC as a source of liquidity they can tap at short notice.


EMRC began its refinancing operation in August 2008. The participating lenders were able to increase their lending for housing and improve their credit affordability through lengthening the maturity of mortgage loans. The EMRC will mostly rely for funding on issuing bonds and other securities in the capital market.�  The primary lenders will also be able to use the EMRC to improve the efficiency of their portfolio and risk-management activities, which should help lower financial spreads in the market to the benefit of borrowers. EMRC is expected to enhance access to housing finance in Egypt.





* There are a number of international examples of liquidity facilities, including the Federal Home Loan Banks in the US, Cagamas Berhad in Malaysia, Caisse de Refinancement de l’Habitat in France, the Jordan Mortgage Refinance Company, and the Swiss Pfandbriefe Institute. These institutions have similar missions but somewhat different structure, powers and privileges.








� The low-income communities face many constraints in building adequate housing, particularly in the developing world. The Millennium Development Goals (MDGs) require that countries improve the lives of urban slum dwellers significantly by the year 2020. In many countries a rapid flow of population to cities is putting pressure on the housing supply, while new construction is unable to keep up with demand or is out of reach for many.


� Typically greater than 20 percent of GDP. 


� This is mainly due to high planning and subdivision standards of new housing, the lack of a resale market for existing housing. At the same time, household formation is high because of high urban growth rates and decreasing household size.


� According to the official estimates of the Ministry of Housing, Utilities, and Urban Development (2009).


� World Bank (2008), p.13.


� GSF was formed partly to channel subsidies to eligible lower-income groups of the society.  By law, the GSF must also provide temporary social safety for borrowers who experience adverse life events, such as a loss of employment that leads to payment defaults. It would finance up to three monthly mortgage payments on behalf of borrowers in times of demonstrated social hardship; the costs of this program would be covered by fees charged on mortgage loans. But this is perceived as insufficient to ensure any positive impact.


� First, it has enacted major reductions in the fee structure (from 12 percent to 6 percent to 3.5 percent to a maximum flat fee of LE 2,000) that are expected to generate a significant increase in consumer demand for registration. Second, the government has undertaken to implement several urgent measures to alleviate current bottlenecks in the new urban communities, which are expected to be the main source of demand for mortgage loans, at least in the initial stages of market development. Third, the Government has recently launched a systematic title-adjudication, survey, and registration process to modernize the property registration system over the next several years.


� Of which 68 percent of these mortgage loans were made by banks, and the balance by MFCs, (MFA, June 2008).


� World Bank (2009), p. 13.


� World Bank (2009), p. 23.


� Announced as part of the Presidential Pledges in 2004.


� Key building materials, such as cement and steel bars, were subsidized in the past through the building permit regime. This subsidy has been discontinued.


� This is mainly due to agreement on fixed interest rates that are well below market rates.
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