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I ntroduction

Jordan has shown a great cagpability to dea with sudden surgesin
population growth and with socio-economic and politica changes.
The sudden surges in population growth are atributed to the massive
migration (Snce 1948, the year when the Arab—sragli conflict began
and continued in the 1967 war) from Pdestine which was the west
bank of river Jordan to the east bank (Jordan).

We add to this the return of expatriates from the Gulf States after
the Gulf War in 1991 (about 400,000) and the natura population
growth which is among the highest in the world (3.54.8%).

The housing sector in Jordan has not depended heavily on formal
housing finance but relied on financing through cash and intra family
financing, especidly from expatriates abroad. Thisfinancing is
expected to dry up in the future and we will need a sound housing
finance in order to meet future demand and to find new toolsto tackle
this problem.

In 1994 the Government of Jordan (GOJ) came into agreement with
the World Bank (WB) to restructure the housing and urban sector. As
afirgt step to increase the private sector contribution to the housing
finance, the WB assisted the GOJ to set up a secondary mortgage
fadlity (SMF) in Jordan. A team from the WB visited Jordan to assist
in establishing an SMF for Jordan.

Theterm “secondary” is intended to contrast with the “primary”
market for mortgages, which conggts of financid inditutions which
initiated the loans. The term was originated in the USA, where
mortgages themselves were actudly being sold in a secondary market
after origination in the primary market. It is used today to refer to
secondary funding of mortgages after origination, whether through
sdes of mortgages, through their use as collatera or through other
form of large scae, longer term fund raising directly or indirectly
backed by mortgages.

The SMF in Jordan will issue bonds which are collatarized by loans
to banks and the loans are collaterized by mortgages. The SMF will be
an inditution which pools together mortgage backed bonds (MBS) or
loans and issues its own bonds on alarger scae and with even grester
assurance of payment. Such an ingtitution can perform the useful job
of checking on the quality of the mortgages that go into the bonds
issued by the lender. Severa countries have created such a specia
ingtitution, usually sponsored by the government, which takes on the
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job of monitoring and enforcing such sandards and providesits own
guarantee to bonds that it issues to the public.

Problem Definition

Thereis aneed to creste new sources of refinancing for housing
purposes through creation of the SMF developing later to afull fledge
Secondary Mortgage Market ( SMM) , since housing finance needs
new sources of funds to meet the expected expansion in demand.

Motivation for the Choice of Study

| worked with the World Bank mission in 1996 as | was the person
responsible for preparation of the World Bank quarterly report, and
snce | had good experience in capital markets | prepared at thet time a
report on SMF.

This sudy aims at sudying the feesibility of SMF for Jordan and
the anticipated development of this market and its viability for Jordan.
This sudy in my opinion isimportant because there are very few
studies that cover this subject.

Background

The study introduces the background on the housing in genera and
the housing reform project which the etablishing of a SMF in Jordan
was one of its components. The low and medium income groups were
unable to get access to affordable housing due to the high land prices
and high cost for dwellings. Development standards such as zoning,
plot Sze, etc. were geared to the upper end of the market.

Thereisaneed for amethod of gathering long term funds to fund
longer term loans, so when the term of the loan is extended the
household affordakility will increase accordingly.

WB experts visting Jordan explained how the secondary mortgage
market accomplished this purpose in the USA. In this paper, the study
focuses on the SMIF suggested for Jordan as an access for housing
finance. Examples are taken from India, Fiji, and Mdaysiato show
their experiences with SMF and secondary mortgage markets (SMM)
with emphasis on fund mobilisation strategiesin these countries Also
we look at the American model for comparison purposes.

Objective of Establishing the SMF in Jordan:

a Creste new sources of liquidity for mortgage lending to help banks
improve the matching of maturities between their traditiond sources
and uses of funds.

b- Support government strategy to promote sustainable growth in the
housing sector by degpening the mortgage finance system, promoting
private sector development in land and housing production, and
reducing the role of the public sector.

c- Mobilise funds for mortgage lending and enhance the affordability
of housing by lengthening available mortgage meturities and fostering
banking competition. The SMF will improve the enabling
environment for responsive private sector participation and
competition in land and housing development for lower income
households.
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d- Build investors (domestic and international) confidence in Jordan's
emerging bond market by offering investors bonds reevant yield
compared to other investments and of low risk.

e- Reduce the regulatory barriers that restrain the private sector from
entering and competing in lower income market and from responding
efficiently and effectively to market demand.

f- Cregte Idamic window for borrowing.

Risks Associated with Mortgage Lending and
SMM Marketsin Some Countries

Risks Associated with Mortgage Lending and Fund

Mobilisation Strategies
The experience of some countries with regard to fund mobilisation is
essentid since exchange of experiencein this domain helps to
goproach in the right direction. We will look at the Indian, Mdaysan
and Fiji Idands experiences, dso we will look at risks associated with
mortgage lending. Risk alocation itsdf isimportant because efficient
alocation will reduce the cogt of mortgage credit to the borrower.

Risks Associated with Mortgage Lending

Credit Risk

The Risk of non payment associated with any loan In Jordan the
credit risk associated with residentia lending islow. The maximum
loan isfor 75% of the gppraised vaue of the land and structure, but
the appraisa is not based on the prevailing pricesin the market, but
rather on an estimate of what the distress sdle price might be. The later
figure is 20% less than the former, leaving an initid loan to property
vaueratio of 0.6 or 60%.

Example:

A house and land worth at market price= 50,000 JD
The appraisd price (the distress price) = 40,000 JD
The maximum loan=$40,000* 75% = 30,000 JD

Intermediation Risk
Therisk which refers to the possibility that the lender will have
difficulty replacing liabilitiesdeposits or term loans) that might be
withdrawn prior to the repayment of amortgage loan.; this risk arises
when there is not a close congruence between the term of the lender's
asets (depogts or term loans) and hisliabilities.

Thisrisk isborne by the loan originator unlessit is successful in
sdling the mortgage or debt based on the mortgage to other investors
for the term of the mortgage.

Interest Rate Risk

Isthe risk borne by the lender when the interest rate on the liabilities
can vary independently of the interest rate on mortgages dready in
force. For example, if the mortgage carries aninterest rate fixed for its
life while the rate on ligbilities used to finance it can vary over the life
of the mortgage, then it is possible for the cost of fundsto rise above
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the interest rate on the mortgage there by creating alossfor the
originator.

Example:

Mortgages carries an interest rate (fixed for itslife) = 8 %

Rate for ligbilities rises to 10% (for some reason)

Then the cost of fundsis 2% higher than the interest rate on the
mortgage, so the originator bears a 2% loss.

Jordanian banks have liquidity ratio of around 14-18% and thisisa
variable ration in accordance with the Central Bank of Jordan (CBJ)
regulations.

Thiskind of risk is moderate in Jordan since dl housing loans are
variable and varies with the cost of funds.

Prepayment Risk

The risk which arises because mortgage may be paid off before the
end of their term at atime when interest rates are low compared to the
rate on the mortgage. The investor- either the originator or other
investor- then hasto reinvest itsfunds at aless favourable rate.

Table 1.1 The Distribution Risks under Alternative Ways Of Mobilising Funds (Entity Bearing
Risk) (Raymond Struyk 1989)

Source of Fund Credit Risk Intermediation Interest Prepayment
Risk rate Risk Risk
Deposits Originator Originator Borrower or Originator
Originator++
Term Loans* Originator Originator Borrower Or Originator
Originator++
Bonds** Originator None Investor Issuer
Fixed Rate None borrower Issuer
Variable Rate
Participations** Originator None Investor Investor
Fixed Rate+ None Borrower Investor

Variable Rate+

Refinancing Originator None Issuer Originator

Notes: * Assumes these loans are at a fixed rate, intermediation risk occurs only if the loan has
a call option.

** Assumes that the bonds have the same term as the underlying mortgages; bonds could be
issued either by an individual lender or by a secondary facility but in either case use a pool of
mortgages as the asset base. Fixed rate and Variable rates refer to the interest structure on the
underlying mortgages.

+Whether the participation is fixed or variable rate depends on whether the mortgages in the
underlying pool are fixed rate or adjustable rate mortgages.

++Depends on whether fixed rates or adjustable rate mortgage is employed.

The risks associated with mortgage lending which we mentioned
here isto clarify and convey to the investors (banks, ingtitutions or
private investors) therisk involved in this kind of markets and ways to
choose the appropriate tool.

However, the charter of the SMF in Jordan (with regardsto an
emerging and newly established facility) will be narrow to shield it
from subgtantia risk, and it will make long term loans to the banking
sector on the strength of pledged collatera congsting solely of
mortgages on owner-occupied housing, and will not accept any risks
associated with the origind mortgage loans (credit risks, interest rate
risk, prepayment risk).

4
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The GOJ mugt issue the rdevant regulaions to immune the SMF as
much as possible from any risk. The GOJwill take only aminority
share holding to ensure that SMF is primarily responsive to the needs
of investors and lenders. The GOJ will facilitate and reduce the risk in
the secondary market by exempting SMF |oans from the statutory and
liquidity reserve requirements of the CBJ. In addition to this the debt
issued by the SMF will count towards to meeting the CBJ liquidity
reserve requirements for banks. This will encourage and enhance the
development of the overal bond market and make the SMF of low
risk, and the tradability of bonds issued by the SMF will be enhanced.

As noted earlier, Jordanians banks are taking small amounts of
interest rate risk in their housing lending now, smply because they do
not connect the rate on their mortgages to their cost of funds. The
SMF can be a convenient way to reduce that risk, if it borrows and
lends at afixed rate. However, fixed rate borrowing from the SMF
could increase the risk from borrowers prepaying their mortgagesin
response to adecline in interest rate on new loans. In principle, the
banks remains exposed to some risks as long as the exact interest rate
and prepayment terms of the mortgages it makes do not match those
on the loans from the SMF.

Fund Mobilisation (Potential Resources)

The need of creating a SMM isto attract funds from various resources
and to integrate housing finance more fully with overdl financid
markets.

Resources for Funding SMF in Jordan

WB siudy estimated the program of refinancing mortgages to
aggregates around 280 million USD for the four years after
commencement of the SMF.

Actudly the number after the fourth year was 25% less than
originaly estimated. The WB granted Jordan 10,000,000 JD
(14million US$) to be lent to the Jordan Secondary Mortgage
Refinance Co.

The SMF Co. was established with aninitid capital of 5,000,000
.

“Households are accumulating funds in severd mgor banks
(Between JD 7 and 8 billion equivaent to 10 to11.5 hillion$), the SSC
(App. JD 0.7Billion or one billion $), the public employees penson
fund), the insurance companies, and equity invested in the Amman
Financia Market. Mogt of their liquid assets are being placed on
deposit with the commercid banks. In addition, alarge share of the
funds with the SSC and insurance companies are being placed on
deposit, far in excess of the need for ready liquidity on the part of
these inditutions. In turn the banks keegp an unusudly large share of
thelr fundsin the form of very liquid investments because they have to
be ready to return these deposits on relatively short notice” (World
Bank Misson 1995).

The American Mode

In 1938 the USA established the Nationa Federd Mortgages
Association (FNMA) which main objective was providing additiond
liquidity for Banks and financid ingtitutions which was affected by
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the great depression (1929-1935). The am was to bridge the gap
between maturity of funds and its usage.

There are 3 methods for buying & selling mortgages according to
the American modd!:

1 Buy or sl housing loans callectively from the lending ingtitutions
and issue bonds againgt it for individua investors and invesments
firms

2 The originator (the issuing authority) is the one that have the legd
right of mortgages and can sdl part of the loans revenue and its
rsks.

3 Theloans can be transferred into securities through the trustee who
can issue securities againgt the aggregated loans he has sold to him
from the lending ingtitutions and those are traded in the capitd
markets.

The Indian Modd

The Nationad Housing Bank (NHB) introduced what was called the

housng- linked contract saving scheme. The schemeisintended to

increase the share of contribution of household savings channdled for
housing finance, and to increase the share of household savings held
in financid form, and hence make the housing sector more self
aufficent financialy. But attracting household savingsis rather
chdlenging snce the Reserve Bank of India (RBI) prohibits Housing

Finance Company (HFC(1)) from accepting deposits less than two

years maturity, aready with the exigting prohibition of to accept

demand deposits.

Because of the difficulty in aitracting household savings, the largest
HFC, Housing Development Finance Corporation (HDFC), has turned
to term loans asiits principa source of funds. Other mgjor new HFCs
will follow HDFC and are likely to do the same; thiswill certainly be
the case for the L1C and General Insurance Corporation (GIC)
affiliates. While such loans are attractive because of the comparetively
low cost per rupee mobilised, they have two disadvantages for the
housing finance sysem as awhole:

1 -The borrowing HFC bears dl risks associated with housing
lending, (assuming fixed interest rate on mortgages).

2 -The sources of such loans are limited and it is unlikely thet dl
HFCswill be able to obtain access to them; they will probably be
insufficient to support a growing housing finance system.

Almogt by default, then, the housing finance system is being forced
to look to broader financid markets for sources of funds. There are
two dternatives available:

1 -Oneisfor inditution to try to go into financia markets usng bonds
or railSng equity.

2 -The other isfor one or more secondary ingtitutions to access
financid markets on behaf of anumber of inditutions.

“Only HDFC among the housing finance companies has been able to
successtully tap broader financia markets, in both salling bond issues
and raisng equity. At the ‘whole sde level’ HUDCO routindy sells

its bonds, with their various advantages and the Delhi Co-operative
Housing Finance Society has sold bonds with a government Guarantee
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which it uses to make loans to member co-operatives’ (Raymond
Struyk 1989).

The secondary mortgage approach has significant advantages.
(& The price of fundsto lenders will be appreciably lower if the
securities sold by the secondary facility carry an implicit government
guarantee.

(b) A secondary facility permits smal, relatively unknown
Ingtitutions to access to these markets.

(c) Collectively entering the market may lower transactions cost as
fewer, larger issues can be marketed.

There are two investment opportunitiesfor investorsin SMM:

-The Issued bonds should provide them with congtant interest on
thelr investment.

-Participations (or pass through certificates) provide investors with
undivided interest in an underlying pool of mortgages, and payments
of interest and principa on the mortgages are passed through to the
certificate holder asthey are collected. Participations provide a stated
rate of return but the pattern of payment is uncertain, as it depends on
the rate at which the households repay their mortgages.

Under pass-through certificates! the investors are consdered to be the
beneficid owners of the mortgages, though the issuer of the certificate
may retain legd title. From the mortgage originator’ s point of view

the sdle of the certificates condtitutes a sale of the underlying

mortgages, removing them from the originator's balance sheet. By
contrast, the sale of mortgage backed bonds |eaves the mortgages as
assets on the balance sheet and adds a corresponding ligbility for the
bonds. In India, where HFCs are subject to debt equity ratio limits, the
use of pass-through certificates has the advantage of reducing the need
by the lender to generate additiona equity (Raymond Struyk 1989).

The Madaysian Experience

In 1986 Mdays a established a secondary mortgage facility caled
(Agameas) , this corporation issued bonds with the local currencies
(Ringed)? and the outcome of the sale at that time was 100 million
Méaaysan ringed. The outcome of the sale was used to refinance
mortgage loans, Idamic housing loans and the so cdled “Rent to own”
loans.

The Mdaysan mortgage market grew dramatically and stlands now
at 22 billion ringed which is about 38% of the housing loans lent by
the financing inditutions.

Cagamas issues |damic bonds with a return payable to the buyer
every 6 months and is tradable on the stock exchange. It so issues
bonds with fixed rate with maturity 2—7 years and bonds with floating
rate 2-3 years in maturity (Study prepared by CBJ, HB, HUDC and
SMF).

1 Passthrough certificates are ones that entitles holder of it the right of interest rate
on mortgages

2 |Intheearly 80sthe Ringgit was around 2 for 1 USD and now it is around 3.8
usb
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The Fiji Idands Model

Thissmdl idand mode resembles the American modd but it isa
smplified modd and functions as follows

The Housing Authority, Home Finance Corp. and the banks pool
mortgages (bundles mortgages) together and then hands them over to
trustee or custodian organisation (in this case the FDB Nominees) who
after checking the legdity of loans (should be up to date, of same
interest rate and structure and have the same standard of
documentation) transfers the mortgages deeds to the trustees name.

Afterwards the Trustee will ingtruct the mortgage loan ingtitution to
issue its Mortgage Backed securities (MBS). Suva Stock Exchange
(SUVEX) isthe market maker and underwriter of MBS issue.

The housing or mortgage lending ingtitution will be responsible as
agent of the bond holders to collect on their behdf the principle and
interest due to bond holders. As agent, the mortgage lending
ingtitution will deduct an agreed fee from the amounts due to the bond
holders to compensate the former for acting as the collection agent.

Organisation of the Fiji Modd: (T Barker, Price Waterhouse
Urwick 1991)

FIJI MBS BOND

Homebuyer Monthly P&l paymentd

Housing
— Authority

1
Home
Mortgage
Loan
1

FBD Nominees Bundle Of Mortgage Deeds

A |

Housing Authority
I

Housing Bonds

I
Suvex Sells Bonds

SalesProceeds

Investor In Housing Bond] |

Monthly Interest Payments
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| ssues Associated with Creation of SMF in
Jordan

Legd Issues
The SMF initidly will function as afinancid company under the
umbredlla of the companies law. Two issues had been solved to pave
the way for the establishment of the SMF:

The companies law that will help to facilitate further development
of the bond market.

The amendment of the Ottoman Law which limits the cumulative
interest rate to exceed the principal loan. (It is a problem when the
loan maturity is more than 10 years).

Quality of Asset Issues

Quality of issuesisimportant Snceinvestors ook at issues (Assats) in
terms of their security to posses and the return compared to other
investments. Investors in SMF bonds should be protected from the
impact of loan default. This protection is derived from the SMF
available resources ready for the loan originator in the case of loan
default. And if the originator (Banks or Financid inditutions) was
unable to compensate the SMIF for the loss of aloan, the SMF should
cover it from its reserves.

Many secondary funding mechanisms operate without government
guarantee, with investors convinced that overdl economic
performance provides certain security to their holdings. The SMIF
should be able to pay from its resources to the originator, and in case
the originator could not compensate the mortgage the SMF should
compensate from its resources.

Foreclosure problems associated |oan defaults could be solved
through the introduction of mortgage insurance scheme which proved
to be successful in India

Design And Pricing

The potentia funds attracted from Jordan capital markets requires an
introduction and development of investments tools targeted to
different market investors and segmentsin order for the housing sector
to benefit from funds raised in the capital markets.

Suggested Market Segments Interest Rates and Maturity

Market Segment Interest Rate % Maturity(Years)
Tax exempt bonds 9 7
Capital gains bonds 10 3
Gov. guaranteed bonds 11-11.5 20
Provident fund bonds 12 10
MBS — Individual Investor 13 15
Corporate MBS 15-16 15

Mortgages purchased by the SMF to be supported these funds will
carry rates from 9%-—12 % based on pooled funds. The terms of the
bonds listed above are shorter than those on mortgages being written,
thisisfor the purpose of covering for the cost and spreads.

Example:

Funds with an average cost of 10.5 % could support purchases of
mortgages with an average interest rate of 12—13.5%
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The future rise of interest rates may hinder loan repayment and this
could be controlled by:

Sdting alimit of 3-4% on interest rate increase.

Setting a higher mortgage principa on abasis of higher interest
rate a time of loan origination.

SMF will issue bonds backed by dl its assets in which mortgages
are collaterd.

SMF will be taxed according to the bank tax law which imposes
30% tax on net profit while interest attained from possession of SMF
bonds is exempt from tax in accordance with the tax law.

There are saverd ways in which the loans from the SMF to the
banks and the bonds issued by the SMF can be structured. The
discussion has tended to focus on the smplest case, where both are
bullet a afixed interest rate. Thisis partly for ease of discusson and
partly because it may be best for the SMIF to avoid financia
complexity initidly. However, it should be made clear thet there are
dternative arrangements that may better suit the banks and the
investorsin the bonds. These dternatives indude having loans with
rate that vary according to the cost of deposits or the central bank of
Jordan (CBJ) certificate of deposit (CD) floating rate and with
amounts that decline in accordance with the decline in the outstanding
principle of the refinanced loans (amortising loans). The SVIF can dso
issue floating rate or amortising bonds to match these loans. However,
the bond investor may strongly prefer floating rate norn-amortisng
bonds, while the banks prefer fixed rate, amortising loans or some
other combination.

A soft launch is preferable in which 34 years short term loans
offered by SMF and the banksin order to test market susceptibility
before trying more complex funding.

The Amman Stock Exchange should control the issuance of bonds
in accordance with market needs.

Assessment of the Potential Devel opment of

the SMF

The potentid buyers of MBS will comprise of indtitutions, banks and
investors, but it is suggested that the Social Security Corporation
(SSC) and the GOJwill hold them until meturities

The success of the SMF will depend on the lenders;, whether SMIF
loans are attractive to them or not, that is funds obtained through the
facility are more attractive than funds obtained through deposits.

If welook at the Maaysian model which proved to successful we
see that the government there permitted the banks to count the
CAGAMAS BONDS againg their liquidity ratio.

Jordan has asmall market and therefore a ceiling of 40,000-50,000
JD (ID=1.4 US$) is acceptable, in order to achieve our god of
developing this market into afull fledge market and create aliquid
market and not a thin one.

Foreseen Development of the SMF Market
The quedtion hereis the volume of mortgege refinancing sufficient for
the SMF operations, and the answer is thet the foreseen devel opment

10
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of Jordan’s capita market and its atractiveness for foreign
invesments.

Foreign investments usudly refrain from investing in countries thet
have high foreign debt and hyper inflation which Jordan manage to
solve since 1988 the year of JD devauation.

The foreign debt relative to GNP came down from 180% of GDB
to 80% and inflation from 22% in 1988 to 3% average since then.

One of the features of financid maturity in the USA and developed
countriesis the exisence of highly sophisticated devel oped bond
market that fulfils the needs of lenders and borrowers hence
encouraging the investments in the bond market.

The bond market eases the pressure exerted on banks and lending
inditutions and is a safe haven during financid crigis.

In the USA the vaue of the bond market is 159% of GNP while it
isjust 20% in Hong Kong and 100% in the Philippines, dso we find
that depositsin USA is 17% of GNP, in Lebanon it is 250%,Egypt
47% and in Jordan it is 90%. (Dr. Louis Hubaiga 2002)

Bond market has the safest category like the US treasuries (Gov.
Bonds) and the high risk like the junk bonds which gives high yied
but highly risky to own because they are issued by week companies.

The figure below shows how SMF would operate in Jordan

HOUSEHOLDS
Contributions Deposits Premi
/ \ 4
SSC B BANKS Insurance Comp.
LOANS BONDS

BON

N SMF
Housna loans

N HOUSEHOLDS

Potential Feasibility of SMF

The SMF viability depends on wesather lenders perceive the cost and
features of funds obtained through the SVIF are dtractive rdative to
funds raised by deposit taking.

“The break-even lending rate for an additiona JD of deposit raised
at 9% isat least 11% currently(with 14% set aside in cash and another
16% in CBJ CDs a 8.5%),and possibly as high as 11.9%(if another
20% iskept in CDs).That implies that alender should be interested in
borrowing on afloating rate bass from the SMF as long as the cost of
itsfundsis less than 11%, assuming thet the loan from the SMF is
exempt from the satutory and liquidity reserverates. If theloanisa a
fixed rate, and the bank's housing loans are a so, the bank will be

11
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willing to pay even moreif it expects interest rates to continue to rise
in the medium term” (World Bank Mission 1995).

Example:

Cost of Funds to the SMF

Rate paid on 10 year Gov. bonds 9.25%
Administration cost 0.45%
Cost of issuance bonds 0.3%
Return on Equity 0.62%
Total 10.62%

SMF will lend banks & arate of 10.62% if treasted againgt liquidity
ratio or 10.62%+ 0.75%= 11.4% if not.

| mplementation Procedures

For the SMF to develop further and etablish its godls, it is suggested

that the following procedures should be followed:

- Allocate amount and type of secondary underwriting to be
considered by the SMF.

- Sat gtandards on types of mortgagesit will buy.

- If the government decides that mortgage insurance is the proper
way to tackle the mortgage forecl osure problem then two points of
interest must be considered:

(@ Dedgning and detailing the underwriting standards which
participating lenders must follow

(b) Establishing the lender specific insurance premiums based on
their past deinquency and default records.

- Procedures for mortgage purchases to be targeted to certain priority
types of units or income groups.

- Process of paying various fees and income, both by the SMF and
the originator.

- Actionsto be taken in case of loans default and foreclosure
procedures in collaboration with the originator.

- Set written procedures with regard to originator—investor-SMF
roles and obligations; experience of the mentioned countries might
be areference.

Conclusion and Recommendations

Conclusions

- Increase household access to housing if the rates on mortgages are
lower and terms of |oans longer.

- Create liquid market for (MBS) in order to buy and sl the
securities and this needs some time for SMF to develop into a
SMM

- Interest rates on mortgages will have to be competitive with those
offered by other investments.

- Mogt important isthat SMF under which bonds are collateralised
by loans extended to the banks and those loans collateralised by
mortgages would be most suitable for Jordan

Recommendations
- Egablishing SMF in Jordan and developing it into a broader market
like SMM isatask that needs intengve monitoring and follow-up.

12
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This task should be guided by an action planwith adetalled time
schedule; a3-4 yearstime period is seen relevant to accomplish
these tasks, it is dso asufficient period to see how this market is
developing and is the SMM the next stage.

- Initidly the GOJ & SSC should buy MBS issued by the SMF and
hold them until maturity

- GOJ should guarantee payment of principd & Interest of the MBS
to secure mortgages sold by the SMF.

- Adoption of a mortgage insurance scheme, which proved a success
in India, and introduce the pass-through certificate later.

- Theintroduction of new investment tools may help the
development of thefinancid system; the options and futures
tools are sophisticated tools and the are used in the USA to
hedge investments againg certain movement in the markets
(up or down) .In our case we are looking at the put option® to
hedge holding bonds for along period of time (put options are
theright to sdll a acertain price).

- The GOJ may adopt the modd in the Fiji 1dand that pays an
important role for the Trustee or custodian agency.
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MBS:
SMF:
SMM:
GOJ
SCC:
CBJ.
CD:
HUDC:
WB:
JD:
HFC(D):
NHB:
RBI:
HDFC:
LIC:
GIC:
HA:
HFC(F):
FDB:
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List of Acronyms and Abbreviation

Mortgage Backed Security

Secondary Mortgage Facility

Secondary Mortgage Market

Government of Jordan

Socia Security Corporation

Centra Bank of Jordan

Certificate of Depost

Housing And Urban Development Corporation
World Bank

Jordanian Dinar

Housing Finance Company (India)

Nationad Housing Bank

Reserve Bank of India

Housing Development Finance Corporation
Life Insurance Company

Generd Insurance Corporation

Housng Authority

Home Finance Corporation (Fji)

Fji Development Bank



