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FOREWORD

Providing decent housing for its citizens, particularly those in greatest need, is one of Iraq’s top development
priorities. At the same time, housing initiatives have a vital linkage to private sector development and
accelerated employment generation, as well as climate change and environmental protection. These are
important areas of focus for UNDP Iraq and UNDP globally. The expansion of the housing and construction
industry is also central to Iraq’s economic diversification and growth as it not only generates employment
but has one of the highest economic multipliers. To enable such accelerated expansion, the availability of an
appropriate and affordable housing finance is critical.

This report, compiled in unison with the UNDP-led multi-agency Private Sector Development Programme,
and in consultation with the Ministry of Construction and Housing and UN-HABITAT provides a number of
practical approaches for the incremental development of a housing finance system. The report takes into
account the existing legal environment, culture, economic make-up and regulatory environment and in
particular the related issues and policy options identified in the Iraq National Housing Policy. It is hoped that
by implementing the measures presented in this report, vulnerable Iraqi citizens will find access to funds to
build, expand and maintain their housing to meet quality standards. Over time, this could also contribute to
strengthening the wider banking and financial sectors.
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A. EXECUTIVE SUMMARY

Due to population growth, rapid urbanisation,
wars, international sanctions, internal conflict and
displacement, providing affordable housing to
all citizens is one of the main social and political
challenges in today’s Iraq. Therefore, the Iraq
National Housing Policy (INHP) main policy goals
are to establish an enabling environment to attract
private sector engagement, especially in the housing
finance sector.

The significantly increasing demand for housing in
Iraqis driven mainly by population growth, economic
recovery and efforts to cope with the effects of war.
Private sector supply of housing finance exists only
to a very limited extent in Iraq. It is hindered by
political uncertainties, low capitalisation of banks,
limited experience and a focus on quick returns on
investment. Furthermore, a lack of collateral and
trust in the legal framework, unfavourable banking
regulation and a rather dominant role of the state
are perceived by many stakeholders as the main
obstacles for the provision of mortgage finance
products. Government-funded housing loans are
currently the only substantial source of housing
finance in Iraqg, but they are limited in volume and
accessibility.

This report summarises the results of a workshop
with public and private sector stakeholders in
Amman that was organised by Roland Berger under
contract from the United Nations Development
Program. The report concludes with the results of
the overall research, as well as the findings from the
workshop discussions in Amman. It will also discuss
the open issues that arose during the workshop.

During the workshop, four approaches to develop
an effective private retail mortgage market were
discussed. Two of those can be implemented in
the short or medium term to enhance private
sector activity. The two others require a long term
approach.

The Commission Approach represents the
enablement of private commercial banks to issue
public housing loans alongside the public Real Estate
Banks (REB) and the National Housing Funds (NHF).
The main goal is to engage private sector banks with
private sector retail clients. This can be achieved
by transferring part of the REB lending operations
to the clients on a commission basis. Mutual trust
between lenders and borrowers would in turn create

a foundation for future business prospects.

As loan defaultis the greatest risk for private banks in
housing finance, the Guarantee Approach centers
on providing government securities to private banks
in order to share the risk and allow them to build
up a genuine private sector mortgage business
over time. Giving such guarantees and assuring
the refinancing by the NHF and potentially by the
Central Bank of Iraq (CBI) should enable the private
commercial banks to gain experience in housing
finance, build up their own capacities and shoulder
an increasingly larger share of the risk.

The Leveraging Collateral Approach intends to
improve the legal environment for private sector
mortgage business. This approach will allow
commercial banks to assume full risk; ultimately
allowing them to end their reliance on state
guarantees. As seizing collateral currently tends
to be quite difficult in Iraqg, this approach aims
for a stricter enforcement of existing laws that
would provide reliable collateral to private banks.
Furthermore, the Leveraging Collateral Approach
concerns the potential amendment of the current
legal framework with enhanced foreclosure and
repossession rules that provide a stable long-term
basis for lending by leveraging collateral.

In the Second-Tier Approach, the role of
government in housing finance is limited to second-
tier lending, i.e. refinancing private banks through
public funds, thereby giving more room to the
private sector. This approach aims to make an
efficient use of public funds dedicating them almost
exclusively to leveraging private sector engagement
in the housing finance market.

Focusing on one central aspect of housing finance
- retail mortgage lending - and setting up pilot
projects as part of a concrete Action Plan should
have an important impact on the development
of the Iraqi private housing finance sector. The
final section of the report outlines areas of further
research and next steps to be taken by addressing
the design and implementation as well as possible
cooperation partners of initial pilot projects.
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B. INTRODUCTION

This report merges the results of various expert
interviews, preliminary research, desk studies and
outcomes of expert discussions at the workshop
held in Amman on November 24-25, 2011. The
workshop was prepared within six weeks, during
which stakeholders were invited to participate in the
workshop and to share their views during interviews.
Though this was seen to be a successful workshop-
some stakeholders were not able to take part or to
provide information in interviews, leaving some
room for further research and steps to be taken (as
outlined in the section on recommendations).

The purpose of this report is to summarise the work
completed in preparation for, during and after the
workshop. It focuses on tangible options to improve
the implementation of private sector mortgage
finance and is not intended to be a comprehensive
academic study on all aspects of the Iraq housing
policy or housing policies in general. This report is
intended to be documentation of the workshop as
well as a starting point of action for stakeholders
and UNDP in persuing their objectives for a better
private sector activation in housing finance in Iraq.

This final report is broken down into several sections
which addressing the main areas of interest: To
begin with, a short overview of the Irag National
Housing Policy is provided to position the scope
of this report within that framework (Section C).
Demand for housing finance in Iraq is analysed
(Section D), supply of housing finance by private
banks (Section E) and government-funded supply
and facilitation of housing finance (Section F).
After having summarised the current challenges in
the housing finance sector and turned towards a
potential solution (Section G), a four-step approach
is introduced for the implementation of selected
policy goals formulated in the National Housing
Policy (section H). Finally, concrete measures and
possible pilot projects are described as a realistic
action plan to pragmatically improve private sector
housing finance in Iraq (section I).

C. IRAQ NATIONAL HOUSING
POLICY

To face the various challenges imposed by a growing
housing demand in Irag, the Ministry of Construction
and Housing (MoCH) supported by United Nations
Human Settlements Programme (UN-HABITAT)
published the Irag National Housing Policy (INHP)
in 2010 as a roadmap to institutional and regulatory
reform to achieve decent housing for each Iraqi
citizen. According to that, the Housing Policy
stipulates broad parameters for the development of
the housing sector in Iraq. It also defines different
policies necessary for that purpose and drafts an
action plan for their implementation.

Given a housing shortage estimated by experts at
approximately two million housing units, the Iraqi
government concluded that a centralised system of
housing delivery is no longer sufficient to address
the increasing housing gap. With the formulation
of the INHP MoCH aims at establishing an enabling
environment to attract private sector engagement
rather than relying on state activity exclusively.
Housing production is thereby seen not only as a
basic social need but also as essential for the steady
growth of the Iragi economy. Housing production
could provide direct employment, income
multipliers and employment linkages comparable
to other traditional productive sectors.

The INHP addresses all housing in Iraq, including
urban, peri-urban and rural areas of the country, and
pursues a comprehensive approach. It is built on
an analysis of seven key thematic areas with regard
to the housing sector: land management, housing
production, housing finance, infrastructure for
housing, housing management and maintenance,
housing construction materials and informal
housing.

The INHP identifies a broad set of challenges, which
form a constellation of interrelated factors for the
housing sector in Iraq in the forthcoming years. First,
it assesses a substantial unmet housing demand.
This is due to the incapability of the supply side
to produce new housing in sufficient quantities to
be able to react to population growth, rising living
standards, effects of population displacement and
demolitions of the housing stock caused by armed
conflicts. Furthermore, an increasing shortage of
buildable land in urban areas (particularly if land
management is not enhanced and more vertical
housing is adopted), an incomplete legal and
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regulatory system and the near absence of formal
housing finance are seen as the main obstacles
for satisfying the growing demand for housing.
The INHP was therefore developed to achieve the
following objectives:

1. Facilitating access to descent housing for all
Iraqis

2. Increasing efficiency in the production of
housing

3. Increasing choice as to the type of housing,
location and tenure characteristics

4. Increasing Governmental support for low-
income groups

5. Improving the quality of housing

6. Improving the ability of homeowners to upgrade
and expand their properties

To achieve these goals the formulation of the INHP
is guided by five key principles: First, the role of
the public sector is to be clarified and focused, so
that it takes on overall guidance, monitoring and
coordination of the sector, paying special attention to
the needs of the low-income population. In addition,
increasing housing production is to be seen as a
necessity, allowing for contributions from a variety
of actors, including the public and private sector,
as well as individual households. Decentralisation
for land use, infrastructure planning and the
implementation of new innovative approaches in
pilot projects to accelerate housing production are
included in the guidelines as well. The rebuilding of
a sustainable housing finance system is identified as
a matter of urgency, as providing affordable short/
medium/long term financing for the development,
renovation, extension und purchase of housing is
crucial for the success of the INHP.

Despite being of fundamental significance in the
development of a vital housing sector in Iraq, the
INHP asserts that the housing finance sector is not
performing satisfactory at the moment. With regard
to housing finance, two main fields of activity have
to be differentiated: housing construction finance,
which is high risk commercial financing; and
mortgage finance for individual retail loans with a
lower risk type of finance, which can stimulate the
demand for new and existing housing.The expansion
and development of financing institutions, both
public and private, is assessed as being essential to
enable resources to flow to the sector for all income
groups in all parts of the country.

According to the INHP, commercial banks have
not played a major role in housing finance yet and

sources of housing finance need to be diversified
by encouraging and enabling commercial banks
to enter the mortgage finance business. The
NHF could be established as second-tier finance
institutions that provide commercial wholesale
lending to commercial banks. Furthermore, the
focus of Government engagement by low-interest
funds is to target low-income households only. The
diversification of the product portfolio of public
and private banks by offering different loan types
as far as drafting a corporate housing finance law
incorporating foreclosure, repossession and resale
of collateral are seen as other main goals of the

policy.

The implementation of the INHP is seen as a
complex enterprise that requires many different
but ultimately complementary initiatives. The
preferred approach to improve the legislative and
regulatory environment at governmental level while
simultaneously setting up pilot projects at the local
level that test the approaches developed under
constant monitoring and leave room for necessary
adjustments.

The INHP represents therewith a paradigm shift
from top-down housing provision to an enabling
approach in which the Government regulates and
monitors the sector, while private companies and a
demand-driven market produce most of the housing.
It is intended to implement the main activities
identified in the INHP within a five-year period, so
that by 2015 a modernised and productive housing
sector is able to achieve the INHP’s goals in the near
future.

This final report concentrates on private sector
housing finance as a crucial aspect of the INHP. It will
discuss the need to develop a gradual approach and
concrete measures to substantiate and implement
the policies formulated by MoCH. The establishment
of a sustainable housing finance system is thereby
seen as being of fundamental importance to
accelerate the dynamics of the housing sector and
to make housing affordable for each Iraqi citizen.
At the same time the report focuses on individual
mortgage finance rather than on financing large
scale construction projects. It assumes that making
individual loans for the renovation, extension and
purchase of housing accessible for large parts of the
Iraqi society is a main factor in enhancing private
sectorengagement.Therefore,therecommendations
made in this report are a pragmatic approach within
the framework of the INHP.
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D. DEMAND FOR HOUSING
FINANCE

Trying to quantify the unmet demand for housing in
Iraq in exact figures is a challenging task. Currently
thereisnoreliablestatisticaldataavailableforanalysis.
Similarly, the exact volume of the current need for
affordable housing finance is difficult to estimate,
but in both regards, experts and research results
point towards the existence of a significantly high
unmet demand. As population and living standards
rise and urbanisation patterns shift, a more detailed
and updated countrywide statistical assessment of
the housing needs of Iraqi citizens beyond the data
provided in the INHP is fundamental. Collecting data
and differentiating it by settlement areas (urban,
peri-urban, rural), income groups (low, middle, high),
governorates or type of housing finance needed
(extension, refurbishment, construction) would help
to provide better insights to citizens’ needs and to
adjust policies implemented accordingly. Such data
could show if and where efforts suffice to meet the
current demand and which mixture of different
policy measures is needed to address the various
requirements of each group of society.

There were several estimates made to assess a first
approximation to the numerical level of the housing
demand in Irag. The INHP, as the first source of
reference, estimates the Iragi housing demand to
account for about two million units (MoCH 2010).
Sources like UN-HABITAT (2006) have calculated the
housingdemandforthe 10-years-period from 2006 to
2016 to comprise about 1.27 m units, while Mr. Mand
Aziz, a leading UN housing expert, estimates it to be
1.5 m units for all over Irag. Other approximations
vary between no significant housing demand to
be addressed by government policies to far higher
numbers of additional housing units needed in the
coming years (UN-HABITAT 2006, MoCH 2010 and
interviews with various government officials, banks
and developers).

Nevertheless, the general need for an increase in the
provision of housing is unanimous amongst experts.
According to Nagy (2006) and Williams (2003) a large
share of the total housing stock (approximately
63% of 2.5 m units aggregate estimated) is either
totally or partially destroyed or in poor condition
by the effects of war and insufficient maintenance.
Additionally a 5.3 % share (according to UN HABITAT
2006) of households is overcrowded and population
is constantly growing, so that the need for additional
housing is as important as ever.

Assuming such high unmet demand in the housing
sector of Iraq, it is indispensable for the country
to tackle the pending challenges. A vital housing
market has proved to be a main driver of economic
recovery as it encompasses direct employment
opportunities, income multipliers and employment
linkages. Activities in the housing sector may
enhance general economic reconciliation as they can
raise income levels and consumption and thereby
paving the way for further economic activities (UN-
HABITAT 2006, MoCH 2010).

The rise of housing demand is predominantly driven
by three main factors:

« Significant economic growth and rising living
standards

«  Growing population and advancing urbanisation

«  Effects of war (return of refugees and destroyed
housing)

In the last few years, the Iragi economy has begun
to recover from the effects of the Second Gulf War
and the economic sanctions imposed on the former
regime. After having decreased significantly due
to the war in 2003 and the problematic security
situation in the aftermath, the GDP rose steadily from
2005 onwards to USD 82 billion in 2010 (according
to World Development Indicators 2011, http://data.
worldbank.org/data-catalog/world-development-
indicators). In this period the CAGR of the economy
accounted for 5.8% on average, slightly accelerating
in the last two years. In 2012, even a GDP change
of +10.9% is expected. Inflation rates have now
stabilised on an average level of approximately 5%
after having fallen to -3% in 2009.

As the population increasingly participates in the
last years'growth, the Nominal GDP per head and the
disposable income grew steadily. On the one hand,
rising living standards increase the capital available
in Iragi families to be invested in housing and on
the other hand, this raises the demand for more
comfortable housing and better living conditions.

Another important factor in increasing the housing
demand inlraqis the rapid growth of the population.
From 2000 to 2011 population rose from 24.6 m
to 32.1 million Iragis which means a growth rate
of about 30%. With a fertility rate of 3.67 children
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born per women this development will continue
in the next years with an annual growth of 2.7% on
average. This causes a large share of the population
of 40% aged between 0 and 14 years and another
58% between 15 and 64 years. This makes clear that
in the next years a large number of young families
will be in search of new homes and that only closing
the housing gap at this time will be not sufficient to
equip future generations with own housing.

Additionally, as a growing part of the population
moves towards the larger cities, it has created an
urbanisation rate of 66% in 2010 (CIA World Fact
Book, https://www.cia.gov/library/publications/
the-world-factbook/geos/iz.html) with continued
annual growth of approximately 2.6%. The new
geographical pattern has created new problems in
overpopulated urban areas as land becomes scarcer
and space for housing is limited. Similarly, land
management is has not been successfully enhanced
and vertical housing has not increased significantly.
At the moment, the different regional spread of
the unmet housing demand is characterised by
relatively low demand in the three Kurdish provinces
in comparison to the rest of Iraq. This disparity also
has influence on the type of housing finance needed
in different regions and on the incentives that have
to be set by the government to make affordable
housing finance available to the whole country
(sources: CIA Fact Book, Economist Intelligence
Unit).

The third factor influencing the Iragi housing
demand is the effects of war. There are more than
1.6 million Internally Displaced Persons (IDPs)
in lrag representing more than 5% of the total
population, reaching up to 10% in large cities. Often,
IDPs have special needs of their own, especially
affordable housing when they have lost their shelter.
Furthermore, a large number of Iraqgi refugees are
returning to the country, reaching 28,896 individuals
in January 2011 alone. Additionally, more than 1.5
million housing units are still totally or partially
destroyed by the effects of war and are in urgent
need of replacement. Reconstruction needs cause
a special demand for (re-)building and upgrading
existing houses that have been damaged in armed
conflicts.

The current construction boom is expected to gain
momentum due to an increase in economic recovery
in Iraq. Firstly, this boom has its primary origin
in the mere need for reconstructing the physical
infrastructure of the country. Secondly, private

demand for domestic investments in construction
derives mainly from the reduction of capital flight
and the chances of capital repatriation in a situation
of improving security. Thirdly, this development
is driven by a commodity boom (particularly in oil
and gas) that profits from rising prices on the world
market. Finally, as the Iraqi diaspora increasingly
returns to the country, it will wish to anchor its
attachment to the society by domestic investments
in housing.

This rising demand collides with a severely limited
capacity of the construction sector which caused
an increase in the price of construction services.
This poses additional challenges for the housing
market as not only making housing loans accessible
for all Iraqgi citizens is important, but also making
construction affordable.

Although there is some discussion amongst experts
on the size and weight of each of the three factors
mentioned above and the effects on the estimated
size of the widening housing gap, it can be concluded
that there is a significant unmet housing demand
in Iraq that is growing steadily. Reliable estimates
calculateitto grow by two to 3% annuallyin all of Iraq
(Mr. Mand Aziz, UN-HABITAT). Other experts provide
slightly higher or lower demand changes, but a
significant increase is a broadly shared perspective.

The government could increase public housing and
improve the conditions for housing finance. One of
the key obstacles to more investment in housing
Iragi families is the lack of accessible housing finance
products. In the current state, most households rely
on their own savings or money borrowed from their
families and friends as the primary source of funds
to purchase or build a new house.

According to expert discussions at the workshop,
a combined effort of all stakeholders is needed in
order to satisfy this growing demand and to close
the housing gap in the near future. Main challenges
in the housing sector are to be seen in the increasing
scarcity of land in urban areas, thus rising land prices
and - closely linked - the development of a favorable
housing finance system to keep owning residential
property affordable. Construction capacity is not
viewed as a major challenge in quantity of available
workforce but rather in quality - capacity building
will be needed on the construction level and on
the level of quality assurance and construction
regulation.  Additionally, ~most  construction
materials such as bricks and cement are imported
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and expensive, which is also an obstacle for making
housing affordable to all Iraqis.

Given the high demand for housing and rising prices
of land if land management is not enhanced and
more buildings constructed, affordable housing
finance is a key driver for the production of new
housing and the promotion of home-ownership. A
close look at other neighbor countries in the region
shows existing practices in order to develop housing
finance and to meet the pending housing demand.

Middle-income countries such as Egypt, Jordan and
Tunisia “are [...] in the stage where the government
is shifting from a provider to a regulator of
mortgage lending - effectively moving away from
government-dominated housing finance structures
towards the private sector that dwells on a strong
market demand for housing finance. High-income
countries such as Bahrain, Kuwait and the UAE have
almost fully deregulated their mortgage markets”
(Beidas et al. 2009). In these countries, housing
finance is mainly a private sector activity, although
projects for low-income families are still pursued by
the government (e.g. in Jordan).

Enhanced private sector engagement should be
able to satisfy housing needs and to complement
and leverage Government activities in the housing
sector. A comparison with high-income countries
that have a long tradition of housing finance shows
the dimension of investment that can be financed
through mortgages (e.g. of German mortgage banks
holding USD 1.8 trillion or Danish banks holding the
equivalent of USD 470 bn).

It can be concluded that there is a significant unmet
demand for housing finance on the customer
side for both building of new shelter as well as for
refurbishment and upgrading of existing housing.
Affordable housing finance for retail customers has
to be seen as one of the main drivers of an emerging
housing market as potential homeowners need to
have the funds to purchase housing units built in
large-scale construction projects or to build their
own residential property.

As current governmental initiatives are hardly
expected to be able to close the housing gap
completely, new approaches are necessary. To
overcome the limited reach of public activities, it
is highly recommendable to strengthen private
engagement: On the customer side, market-driven
solutions can be enhanced by making accessible

necessary funds for financing of housing. Private
banks can create public funds for housing finance.
It can be assumed that the introduction of private
housing finance would be highly beneficial for
borrowers and allow a significant increase in the
number of houses built or renovated, as well as an
improvement of the quality, since more expensive
options would become affordable for buyers.
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E. PRIVATE SECTOR SUPPLY OF
HOUSING FINANCE

In today’s Iraq, there is only a limited offer of publicly
available private housing finance. The available
finance is not structured in the sense of a mixed
product portfolio for different needs and customer
groups or as having a countrywide outreach. Private
housing finance has not yet reached a significant
level andisin the end not available for most potential
customers on the basis of standardised products.
Although none of the private commercial banks in
Iraq are highly active in housing finance, there are
nevertheless some few opportunities available to
finance housing on an individual basis. All of these
financial sources cannot be labelled as mortgage
finance in developed housing markets. Private
housing finance is available in Iraq for example by
the following institutions:

+ The Bright Future Foundation (BFF) gives
microcredit loans from USD 500 up to USD
25,000 in the KRG area. The majority of these
loans are handed out to small companies and
tourism facilities, housing finance being an
occasional exception. Interest rates depend on
the repayment time of up to 24 months, and
usually vary from 10.5% to 11.5%. Real estate
property, governmental salaries or guarantors
being employed in public service are normally
demanded as collateral.

« Al-Thiga Bank issues microfinance loans whose
repayment periods range from six to 24 months.
The usual interest rate is 1% per month of the
total amount of the loan. The interest payment
for the full period is deducted from the pay-out
completely in advance. Collateral requirements
are comparable to those of the BFF.

- Baghdad Bank started its activities as a private
bank in Irag in 1993 and gives loans to citizens
to construct houses not exceeding USD 25.000
each with interest rate of 12% for a repayment
period of 24-36 months with the title of land or
the house as collateral.

« Islamic private banks are rather reluctant to give
housing credit, but occasionally do. In those rare
cases, they do not charge interest, but require
commissions, fees or reduce the de-facto pay-
out compared to the nominal loan amount.

+  Most private banks in Iraq only offer individually-
tailored loans for long-term clients with interest
rates often surpassing 15%, short repayment
times of two to four years and with obligatory
high collateral. As a rule of thumb, the loan
should not exceed 30% of the value of the
collateral. Loans to finance housing are therefore
practically limited to companies that back-up
their loan with their business assets as well as
a restricted number of well-off individuals who
can provide diverse and high-value collateral
and have acceptable credit ratings.

With 36 private commercial (foreign and domestic)
and Islamic banks operating in Iraqg, 11 microfinance
institutions (CBlI Annual Report 2010; Irag Micro-
Finance Industry Website: http://www.imfi.org) and
a number of international development projects it
becomes clear that private housing finance is very
limited as it constitutes only a very small part of
overall activities of private commercial banks in Iraqg.

The following four main obstacles have been
identified for the limited engagement of private
banks in the housing finance sector:

1. The set-up, low capitalisation and business focus
of commercial banks in Iraq are currently not
suited to allow for mortgage financing;

2. The lack of collateral and trust in the legal
environment for seizing collateral as well as
general uncertainty about the security situation
allow banks refrain from taking long-term risks;

3. Unfavorable banking regulations limit the ability
of banks to extend their loan portfolio;

4. The dominant role of the government in
providing loans, at very favorable conditions
to government-affiliated citizens, makes it hard
for any commercial bank to offer competitive
products and establish a profitable business.

1. Set-up of commercial banks

The set-up of most commercial banks currently
activeinlraqis focused on basic transactions (current
accounts, money transfer) and small personal loans
granted to well-known customers. Interviews with
more than 15 private bank representatives and
investors have shown that currently most banks are
not interested in broadening their limited product
portfolio to offer long-term mortgage loans with
lower interest rates, longer repayment periods and
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accepting more diverse types of collateral than land
titles or real properties.

Most private commercial banks in Iraq are not used
to taking major risks, doing long-term investments,
acting on their own responsibility without
fundamental government assistance and offering
diverse financial products to retail customers,
introducing them gradually to the housing finance
market by using a step-by-step approach seems
the most favorable solution. As private banks are
now mainly interested in expanding their existing
business by broadening their customer base,
awareness has to be raised amongst them that
suitable housing finance products can attract new
customers and could be a worthwhile investment.
For this purpose, distrust in private banks by the
general public needs to be addressed as it hinders
customers from establishing business relationships
with banks.

Most private banks have a relatively small capital
base (mostly below USD 100 million) sufficient for
transaction-focused business but not suited for
business models like mortgage finance for which
large asset bases are needed. Attracting deposits
and refinancing are major problems for private
banks that hinder their further engagement in
housing finance. Thereby, housing savings plans can
broaden their asset base significantly.

In this regard, private banks also face the problem
that state institutions are prohibited to deposit
their funds in private banks. By instruction of the
Ministry of Finance, public banks thereby receive a
competitive advantage compared to private banks.

If private sector engagement in the housing finance
market is to be enhanced, private commercial banks
inIrag are in the need of significant capacity building
for their staff, developing a more sophisticated risk
management to handle complex products and long-
term investments and offering a broader product
portfolio to meet the needs of different customer
groups.

2. Lack of collateral and trust in the legal
framework

Providing trustworthy collateral is a key condition
to establish long-term mortgage finance products.
However, demanding too much collateral and
formulating too high access conditions means
excluding a large share of the population from

obtaining housing credit. Therefore, it is necessary in
Iraq to build up risk management capacity according
to international standards and to adjust collateral
requirements realistically.

There are three main problems that hinder many
families from being able to provide sufficient
collateral:

« Many Iragi families do not possess land, have no
formal land title, or the value of their property
as collateral is limited. Due to the Second Gulf
War and armed conflicts in the aftermath, a lot of
property has been lost or damaged and can no
longer be used as collateral.

« Many private sector employees and the self-
employed can hardly prove the amount and the
regularity of their income, since there is little
formal documentation (like tax statements,
social security payments etc.). Consequently,
future income can usually not be used as
collateral in this case, so that only governmental
salaries can effectively serve for getting housing
credit.

« If real estate collateral is used, it is uncertain
whether property can be seized to cover the loan
amount in case of default. Reasons for this lie in
the relatively weak justice system and the lack
of a trustworthy legal basis and procedures for
seizing collateral. The recent Iraqi Housing Fund
Law is an important step in the right direction
but most interview partners have been very
skeptical concerning the practical enforceability
of housing loans, particularly regarding time
and resources needed until legal procedures
have been completed in an environment that is
characterized by a low degree of security.

More diverse and innovative types of collateral
would extend the share of the population eligible
for obtaining credit - e.g. social collateral, moveable
assets, installments, foreclosure, income - should
be explored and to be made available by legal
adjustments.

3. Unfavorable banking regulation

Trust in the banking system is clearly affected
by negative experiences with defaults, rising
inflation and economic grievances in the period of
international sanctions. Iragi banking regulation is
characterised by strong supervision by the CBI and
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strict regulations for private banking activities. In
the current situation of a nascent private banking
sector, such regulation is needed to secure a stable
development for the finance industry and to rebuild
citizens’ trust in the banking sector. Nevertheless,
such practice also tends to limit private banks’
activities.

According to Art. 29 of the CBI Law, banks are obliged
to maintain reserves in the form of cash holdings or
deposits with the CBI. Art. 16 of the Banking Law
determines that each bank shall at all times maintain
capital, including its unimpaired capital and reserves,
of not less than the equivalent of 12% of the total
value of its assets. Current regulations by the CBl also
set reserve requirements for savings accounts (5%),
time deposits (10%) as well as current and other
accounts (20%) (USAID 2007). Although Art. 27, 1
(b) allows extending credit without limitations, the
duty to hold back a certain amount of reserves limits
the amount of funds available for issuing loans. In
a nascent banking system, this sets relatively high
barriers to enter the market. Additionally, a large
share of assets must be held in liquid assets as the
business focus of most private commercial banks is
currently on transaction business.

Art. 28 of the Banking Law prohibits banks to engage
or participate directly as an agent, partner or co-
owner in building activities, which is seen by some
stakeholders asan obstacle for banks to do more than
basic financing of large-scale construction projects.
Currently, the CBI suggests that private banks
should form consortia to multiply their abilities to
issue large loan amounts (according to Dr. Mudher
Mohammad Salih Kaim of CBI). This measure could
help to finance large-scale construction projects
more easily, but probably will not contribute much to
solve the problem of individual mortgage financing.

Furthermore, refinancing of private banks through
the CBI is currently only possible in very limited
cases. Art. 30 of the CBI Law states that the CBI can
serve as a “lender of last resort” only “in exceptional
cases” providing financial assistance to banks for
a period not exceeding three months that may be
renewed by the CBI. To obtain such assistance, banks
need to prove that they are solvent and can provide
adequate collateral in the opinion of the CBI, and
their request needs to be based on the need to
improve liquidity.

Under the current regulations, banks tend to be
reluctant to commit their scarce available capital

into long-term contracts - like housing finance -
since this would limit their flexibility in their core
business.

4, Dominant role of the government

While the private sector offers almost no structured
housing finance, the government is the only source
for providing loans at very favourable conditions.
This in turn leaves little room for commercial banks
to enter the market with a competitive mortgage
product. The conditions of the REB (normally
300.000 1QD fee in the KRG and 2% fee in the rest of
Iraq for a loan and a maturity of 12-20 years) cannot
be matched by any bank that has to re-finance itself
by deposits or on the capital markets.

Although the Iraqgi Housing Fund Law leaves room
for other possible measures than direct lending and
financing of large-scale construction projects by the
state in Art. 2, the government is facing difficulties
in seizing opportunities and adopting innovative
approaches beyond established traditional ways.
Despite not being determined in the law, it is current
practice that 80% of the funds available in the NHF
are provided for financing construction projects of
land developers (according to Mr. Salar Mohammad
Amin, National Investment Commission). This
neither allows for a sufficient amount of individual
housing loans for each citizen nor does it allow for
public funds to be used as incentives for enhanced
private sector participation in the housing finance
market.

The government at present pursues different ways
of direct and indirect project financing as well as
setting incentives for investors to realise housing
construction projects through the NHF. Other
possible instruments as in Art. 2 to provide housing
are not pursued to the full extent, although it has
become clear (see chapter D) that current measures
are not sufficient to meet the rising housing
demand. Traditionally, it has been the role of the
state alone to take care of the housing needs of its
citizens. Therefore, the belief is still prevailing to
some extent, that only direct government initiatives
can solve the housing problem. Awareness has to be
raised, that direct government involvement could
be reserved to matters of social housing and that
using government funds to enhance private sector
engagement is a more far-reaching and promising
approach.

Resolving this issue will require balancing the
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obligations of the government to provide housing
finance for its citizens with a profound enhancement
of private sector engagement and the introduction
of market-driven solutions to the housing market.
Government has to shift the scope of its direct
engagement to social housing for low income
groups alone and fulfilling the role of an enabler of
private sector activity. For that purpose, it is highly
recommendable to consider the learnings of the
sub-prime crisis, in particular regarding the role of
private housing finance to avoid similar mistakes.
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F. GOVERNMENT-FUNDED
SUPPLY AND FACILITATION OF
HOUSING FINANCE

As there is no significant structured or standardised
offers of private sector housing finance in Iraq, the
Government currently takes the traditional role
of being the main provider for housing finance.
Subsidising the housing sector by issuing public
loans at very favorable conditions is a common
policy instrument, especially in emerging markets
and MENA countries, although its impact has to be
considered as having only a limited reach.

Public funds are provided by the NHF in all Iraqi
provinces but the Kurdish region which has its own
independent housing fund with a similar structure.
The NHF was created in 2004 with a start-up capital
of USD 200 million using revenues from oil sales to
provide a quick, simplified source of housing finance,
especially for low-income households. Today, 80%
of the funds available are practically dedicated
to subsidised large-scale investment projects of
housing developers, while 20% is reserved for
individual loans, although there are other potential
measures available according to Art. 2 of the Housing
Fund Law. Potential borrowers get loans through the
REB with branches all over Iraq, which refinances its
retail loan business through the NHF.

The REB offers a fixed loan (IQD 20 m in the KRG
area, IQD 30 m in the rest of Iraq) without interest
to eligible people. The loan carries an initial fee (IQD
300.000 in the KRG area and 2% of the credit amount
in the rest of Iraq). The loan is repayable according
to a fixed schedule (usually between 12-20 years
with some differentiation for special groups). Loans
are provided on application to the REB in one of the
branch offices. Collateral has to be provided, usually
a public salary or a guarantee by a government
employee that is backed by his income. Repayment
is done yearly, but most debtors make monthly
payments deducted from their salaries directly (if
employed by the government). Land owned by
the debtor can also be used as collateral, but this
is rather an exemption. These conditions exclude
citizens from obtaining a loan who are not employed
in the public service nor have a family member in
the public service.

Additionally, indirect public housing finance through
property developers has led to the construction
of a significant numbers of houses however, the
outcome has been altogether disappointing:

«  Projects offer a high return on investment rate
for project developers and for the first buyers of
houses (who often re-sell after a short period),
but do not provide affordable housing for a large
part of the population in the long run.

+ The quality of housing is generally not in line
with expectations and is often relatively poor,
energy efficiency has been neglected.

« The housing units provided by developers are
rather up-scale and do not meet the needs of
low or middle-income families (same outcome
can be found in Latin America, see Gonzales
2005).

While some property developers accept payment
by installments, this cannot be seen as real housing
finance, since the time until full payment is usually
rather short-term (one to two years). Furthermore
this model does not solve the problem of equipping
retail customers with the necessary instruments for
financing their desired housing. Even if property
developers canfinance their large-scale construction
projects, possible buyers still lack the opportunity to
obtain the funds they need.

Despite an increasing number of housing loans
being issued by the REB and the NHF, this approach
alone clearly does not satisfy the demand - the
administrative capacity (applicants frequently have
to wait several months until their application is
processed) and the financial capacity of the NHF
may not to be fully sufficient to satisfy the needs and
growing demand for housing, despite the fact that
the amount available for lending in the Iraqi National
Housing Fund has risen from USD 200 million to 864
million.

The NHF law allows licensed banks to channel
funds to citizens who are compensated through
a commission. Although it is a legally recognised
approach, it is not currently realised on a substantial
scale. Using this approach could mean opening up
new distribution channels and reaching new groups
by taking advantage of private banks’ own business
interest. This in turn could lead to the involvement




Developing a Private Sector Housing Finance Market in Iraq

of private banks into the housing finance market.

The NHF could also be more frequently used to
(re-)capitalise private mortgage providers and to
serve as a second-tier lender. As the asset base of
many private Iraqgi banks is currently limited, many
lenders are reluctant to take risks. Their engagement
could be enhanced by providing more government
guarantees and refinancing opportunities through
the fund.

Along common worldwide trends (see UN HABITAT
2005), in many countries governments have shifted
away from direct construction and management of
public housing to direct demand capital subsidies
and subsidised loans (as can be seen in Iraq). To meet
the housing demand of a population of more than
32 million, this development should be continued to
involve the private sector. However, the effectiveness
of using public funds and having the government as
an enabler face three main obstacles at present:

1. The direct provision of loans by the government
is not the most effective use of government
resources and limits availability.

2. Using government employment as a de facto
access criterion to loans limits the reach of
housing funds and excludes target groups with
a sustainable need for housing finance.

3. Current administrative procedures tend to be
inefficient and time-consuming in the approval
process and lack transparency as a basis for
controlling and risk management mechanisms.

1. One-dimensional use of government funds

Direct lending to customers by the state is necessary
for housing policy when private sector supply
availability is limited and housing is scarce. Also,
direct provision of loans can be useful to support
specific target groups with housing finance products
such as low-income families whose needs are not
satisfied by the market.

Nevertheless, using government funds to issue
loans directly binds large amounts of resources for
a long time. Government funds are at this stage not
leveraged by using private sector capital to finance
loans. This means, that a far greater amount of
funds could be made available for housing finance
by private banks, if it is backed up by government
capital. For this purpose, many countries normally:

+ Use public money to subsidise/guarantee

private sector loans or

+ Leverage government funds by private sector
debt or equity (through banks or the capital
market).

Additionally, given the fast rise of land prices in many
Iraqgi cities (given that land management needs to
be enhanced as well as vertical housing needs to
more extensively adopted), the absolute amount
of available funds for individual loans (20 / 30 m
IQD) will not be adequate to meet demands in the
cities in the future. Even at present, loans do often
not suffice to finish housing construction projects
completely.

Althoughdirect provision of loans by the government
can be reasonable in certain cases, an extensive
public offer at quite favorable conditions, can also be
an obstacle to the development of a private lending
market. Consequently, governmental support for the
housing finance market is desirable and necessary,
but appropriate measures have to be developed
not to cripple private sector activities. For example,
limiting direct lending by the government for social
housing purposes can be a pre-requisite to develop
a profitable private sector offering of mortgage
finance or comparable housing finance products as
crowding-out of private sector activities is avoided.

The stability and sustainability of a housing finance
market is mostly secured by basing it on different
approaches, including direct governmental
interventions. Private housing finance solutions
for the growing lower and upper middle income
groups can contribute to solve the overwhelming
majority of housing finance problems and to induce
considerable productivity in the Iraqgi housing
sector. Nevertheless, it cannot close the housing gap
completely alone as it is usually not affordable for
low-income groups.

The usage of government funds should become
multi-dimensional to better target diverse groups.
Direct government supply of housing finance should
be gradually reduced and only reserved for social
housing needs, while using government funds to
set incentives for the development of the private
sector. This would again mean to change the role of
the government to become an enabler rather than a
provider of housing finance.

2. Access criteria limit the reach of housing funds

Being a public servant or having a relative or close
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friendemployedbythegovernment(inapositionthat
yields a salary high enough to be used as collateral)
is de facto the most important access criterion for
public housing finance in Iraq. This excludes private
sector employees from obtaining credit for housing
and is furthermore a disincentive for people to seek
private sector employment. Additionally, it is often
easier for government employees to be allocated
with land by the government.

This practice is justified from a perspective of
the REB since government salaries are accessible
collateral that can be seized if loan payments fail
- but it is problematic in the overall context of
developing a healthy economy and of providing
equal opportunities to citizens who wish to
meet their housing needs. Using unions or other
employee associations to establish a trusted track
record of salary or guaranteeing (parts of) loans by
these associations could be a possible approach. If
the government reduces its direct lending to social
housing purposes these eligibility criteria even
have to be set up on a completely new basis as the
target group will never be able to fulfill them. New
innovative approaches which can be taken from
successful case studies in emerging markets around
the world should be reviewed in order to choose the
most suitable model for Iraq.

3. Current administrative capacity is expected
to reach its limits without private sector
involvement

If the increasing housing gap in Iraq shall be closed
only by making housing finance accessible through
the REB and the NHF, their existing administrative
procedures are threatened to fall short of efficiently
handling the expected growth in the demand for
housing. The amount of loans issued would have to
be increased significantly, the capacity enhanced,
the procedures revised, and the state would have to
compensate for higher administrative costs.

The duration of achieving and registering a suitable
piece of land, obtaining all necessary permits
and acquiring financing can take several months,
sometimes over a year and successfully passing all
the necessary stepsis not guaranteed. In this context,
many potential home-owners are discouraged and
housing projects are delayed. Additionally, as can be
seen in the analysis of other MENA countries, strict
land development regulations and loan eligibility
criteria as well as long formal procedures make it
more difficult, especially for low-income families,

to participate in the housing finance market (see
Baharoglu et al. 2005).

Electronic processing of applications and a
comprehensive database on all approved loans
could facilitate the ability to control the flow of
loans, to evaluate the impact of loans (e.g. regional
distribution, gender aspects, income distribution of
applicants) and to install effective risk management
and early warning mechanisms.

While the REB and NHF systems are fulfilling housing
needs of parts of the Iraqi society, it is indispensable
to extend such benefits to a larger share of the
population. Even for the introduction of an approach
in which public funds are handed out by private
banks against payment of a fixed commission, a
revised administrative process within the REB is
recommendable in order to make the best use of
government funds.
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G. SUMMARY OF CHALLENGES
AND OUTLOOK ON POSSIBLE
SOLUTIONS

To provide decent housing for all of its citizens
and to realise the objectives formulated in the
National Housing Policy, the Iragi Government must
overcome diverse challenges in the housing sector.

Iraq is confronted with a significantly growing
demand for housing finance due to rapid population
growth, economic recovery and the effects of armed
conflict. The current housing gap is estimated at
reaching two m units with an annual increase of two
to 3%.

Today, the government is the only relevant source
of providing housing finance but it concentrates
its activities mainly on large-scale construction
projects which are believed to provide the only
possible solution to the rising housing demand.
Direct provision of loans is the predominant use
of government funds. The outreach of this direct
provision model is limited due to the de facto
eligibility criterion of being a public servant to
have access to public loans. Administrative capacity
cannot handle the rising demand.

Private engagement in the housing finance
sector is quasi-negligible. Private banks in Iraq are
undercapitalised and lack experience in housing
finance. A general shortfall of collateral has to be
assessed as there is no sufficient enforcement of
the current legal framework for foreclosure and
repossession. Unfavorable banking regulations and
the dominant role of the government in providing
housing loans, at favorable conditions, are other
obstacles to enhanced private sector engagement.

The above issues must be resolved to establish a
finance system that is capable of meeting the rising
demand for housing. Nevertheless, trying to solve
all problems at the same time and introducing an
ideal model of private sector driven housing finance
at once is not feasible at the moment. Therefore,
problems have to be prioritised to develop the
housing finance system.

Enhanced engagement of the private sector is
expected to contribute to closing the housing gap.
Government delivered housing finance need to be
complemented by private sector engagement to
leverage state activities and thereby broaden their
reach. For that objective, favourable conditions have

to be offered to private banks to enter the market,
their capacity has to be steadily developed, the legal
framework has to be adjusted and the role of the
government must shift to an enabler rather than a
direct provider of housing finance.
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H. APPROACHES TO ENCOURAGE
PRIVATE SECTOR RETAIL
HOUSING FINANCE IN IRAQ

To achieve policy goals formulated in the INHP, it
is necessary to implement a realistic action plan
with general guidelines and concrete measures to
develop a sustainable housing finance system in
Irag. The INHP states the intended changes in the
Iraqgi housing sector should be accomplished in the
next five years.

A legal basis has been established in the Iraqi
Housing Fund Law however, its potential is not
fully realised. The current state of the Iraqgi housing
finance sector is not conducive to creating a housing
finance system drafted in the INHP. As private sector
engagement in housing finance is underdeveloped,
gradual approaches are required to move slowly
away from the status quo of strong Government
involvement to dissolving the housing deficit by
market driven solutions from private commercial
banks.

The intention of the proposed approach is not to
implement the ideal model of a housing finance
system directly or to reach all policy goals formulated
in the INHP, but to approximate the target state step
by step, leaving room for Irag-specific solutions
and permanent adjustments of the measures
introduced. The goal is to develop a successful
roadmap and implement measures involving the
relevant stakeholders which lead to a self-energising
development of the private housing finance sector.

Trying to implement a perfectly developed housing
finance system immediately would overstretch the
existing capacities and it will require a large amount
of time until the initial measures are in place.
Additionally, private commercial banks currently
in Iraq would face significant risks by entering the
mortgage market directly without building up the
required capacity and risk management tools.

An outcome of the workshop, was to find a pragmatic
way forward in the development of the housing
systemthatcanleadtoaquickimplementation of first
measures and aims at accelerating the development
of the private Iraqi housing finance market in the
short term. Permanent monitoring of the process
should be set up to revise, adjust and optimise the
INHP. The implementation group, involving all the
relevant stakeholders from the respective ministries
and the NHF, should evaluate the progress, establish

new pilot projects and coordinate initiatives to
further develop the private housing finance sector.

The way forward consists of four approaches that
support building an active private sector housing
market that gradually reduces the dominating role
of the Government and allows it to become an
enabler and regulator of private commercial banks
instead.

To start with, private banks could be commissioned
toissue public housing loans along side the National
Housing Fund. A commission-based incentive tied
to loan repayments would build up trust between
lenders and borrowers.

As loan default is the greatest risk for private banks,
backing up their loans by providing government
guarantees could be another important element
of a potential solution. To make funds available for
private banks, refinancing by the NHF and possibly
capitalisation by the CBI could be additional
measures. A third step in the process should be to
enforce the current legal framework for seizing
collateral, allowing foreclosure and repossession, by
whom government guarantees could be replaced.
In later stages, the role of the government should
be reduced to function as a second-tier lender by
refinancing private banks through public funds.

As reliable statistical data on the Iragi housing sector
beyond the INHP is lacking, it is recommended to
conduct relevant assessments and surveys to secure
sufficient information for subsequent interventions.
Evidence-based data would help to better
understand customer needs and to design housing
finance products accordingly. The four proposed
approaches are described in the following:

Encouraging first steps into the market through
commission-based retail business

Description

The Commission Approach envisages private
banks to take over issuing of public loans and to be
compensated for their administrative and personnel
expenditures through a commission paid by the
government. The amount of capital necessary for
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Leveraging
Status quo Commission Guarantee collateral Second-tier
approach approach approach approach
Step NHF as most Commercial Commercial Commercial Market driven
relevant banks take over | banks provide banks provide solutions largely
providers of handling of loans backed loans backed by satisfy the
housing finance public loans by (limited) collateral demand for
government housing finance
guarantees
How? Public housing Commercial Decreasing Government Commercial
finance to banks handle governmental guarantees are banks carry risks
selected loan application guarantees for substituted by and rely on
individuals at based on defaulting loans enforcement of governmental
subsidized rates commissions seizing collateral refinancing
Objective Compensation for  Commercial Commercial A sufficient Housing deficit in
lacking legal banks establish banks build systemto include Iraq dissolves
framework and housing finance sustainable and enforce
financial competencies business and collateral is
infrastructure own risk implemented
management

Fig. 1: Overview of the proposed approaches to develop the Iraqi housing finance sector

giving out loans is to be completely refinanced by
the NHF, while a suitable risk sharing model has to
be introduced to avoid misusage of public funds. It
is assumed that a Commission Approach could be
introduced within six months to curb the increasing
housing gap. Its main goal is to provide favourable
conditions to establish new and trustworthy
relations between customers and private banks.

Under this approach, the existing loan conditions
- i.e. loan size, eligibility criteria, type of loan,
interest rates, payback times, total loan volume -
would remain unchanged, no new housing finance
products would be needed and the role of the NHF
would not be altered, the REB should concentrate on
streamlining the approval process and setting up a
quality management mechanism. While delegating
administrative tasks and daily business to private
banks, the REB needs to define a standardised and
reliable process of approval of credit applications
and allocating the loan amount to the beneficiary.
Providing this administrative framework, shortening
of the approval process and developing a control
mechanism can enhance the use of public funds
for the construction of housing, open up new
distribution channels and provide better steering
opportunities.

To avoid a housing bubble occurring, due to private
banks pouring out public loans with no regard to
eligibility criteria, protective measures should be

in place. Firstly, payment of commissions should
be tied to the regular and complete repayment of
loans. With each installment paid back by borrowers,
that trickle back to the public housing funds, private
banks should be rewarded with a fixed part of the
commission.

Credit default will in turn decrease the commission
of the commercial handler. This way, an incentive
is set for private banks to choose credit recipients
thoroughly and to apply eligibility criteria along
established standards. For the government side,
the default risk should remain limited to the current
standards. To familiarise private partners with risk
assessment and to prepare for risk sharing with the
government as the next stage, taking a percentage
of public loans to private banks could also be
discussed. Therefore, the government would lower
its own default risk and set a strong incentive for
a careful approval of loans by its private partners.
As private banks are reluctant to take any risks at
the moment, this second measure could limit the
number of banks willing to participate however,
developing attractive commissioning conditions
and a favourable risk-sharing model is therefore
important for establishing a well-functioning
Commission Approach.

Rationale

As private commercial banks in Iraq have limited
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experience in housing finance, offering a relatively
small product portfolio and do not utilise suitable risk
management, a Commission Approach constitutes
the most favorable first step of introducing a
housing finance market. Discussions with experts
have shown that it is mainly default risk, combined
with small asset bases and little experience in the
field that leads private banks to shy away from the
retail loan business.

As private banks use public funds to issue housing
loans, banks do not need their own capital nor do
they need toraise new capital on the financial market
or elsewhere. Therefore, they bear only a limited
credit risk and can additionally gain profit from
being paid with a commission. Therefore, the most
obvious barriers to the market can be mitigated.

The Commission Approach offers an advantage
whereby private banks get the opportunity to collect
first-hand experience in housing finance business.
Building up capacity in the necessary administrative
procedures, enhancing risk management and retail
business and developing a better understanding
of customer needs and potential profitability of
the market will help private banks to enter housing
finance.

The Commission Approach would allow private
banks to gain access to potential home-owners
and thereby to a broad range of possible clients.
As confidence in the private banking system is
considerably low in Iraqg and only a minor part of
the population uses banks for deposits and daily
transactions, this Commission Approach could
serve to present private banks as reliable partners
and work as a trust-building measure. At the same
time enlarging their customer base can help private
banks to solve the problem of undercapitalisation
by gaining savings deposits, making them more
independent from governmental funds and setting
incentives to broaden their product portfolio.

Questions to be addressed in further research

Exact conditions of potential cooperation with
private banks within the Commission Approach
need to be examined in further discussion with the
relevant stakeholders and feasibility studies. The
following topics need to be addressed in any case:

«  Exactprocessing of cash-flows between REB, NHF
and private banks needs to be defined in detail.
As the capitalisation of private banks is currently
low, shortfalls of capital need to be avoided to

secure the permanent issuance of loans. The
total volume of public funds available that each
single bank can grant should be assessed. Also,
the method of paying commissions needs to
be developed to provide a standardised and
reliable way to generate profit for private banks.

« As private banks move to adopt the handling of
loans, the role of the NHF needs to be redefined.
Therefore, it needs to be discussed if the NHF
should continue to offer loans to customers
as before, if it should focus on special target
groups only or if it should function as a quality
management and monitoring unit. Especially
the process of loan approval needs to be set up
to control the lending activities of the private
banks.

« This first part of a potential solution can also
be used to slowly introduce and develop risk
sharing agreements. A good balance has to be
found between offering favorable conditions
for private banks to enter pilot projects and
setting incentives that are strong enough to
avoid pouring out loans and misusage of public
funds. Therefore, commissions need to be linked
to repaid installments and a certain amount
of the loan default risk has to be borne by the
private partner. The way in which private banks
take risk within Commission Approach is the
most critical point that needs to be researched
further and discussed thoroughly by all relevant
stakeholders.

. Before private banks can enter the market their
lack of relevant experience has to be addressed
by capacity building measures organised by REB
and NHF. After having set up the administrative
procedures private bank staff needs to be trained
to secure an efficient and trustworthy process of
application approval and loan handling. After
having built up capacity and having gained
experience in daily business pratices, private
banks could benefit a lot from the Commission
Approach by establishing housing finance
competencies in a reduced risk environment.

Additionally, it seems advisable for the
implementation of the Commission Approach and
further measures to install an appropriate social
dialogue forum including all relevant stakeholders
from private banks and government actors. All
proposed actions, short- or long-term, should be
preceded by a broad consensus to guarantee their
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Description

Private banks process
applications to Housing
Funds

Compensation through
commissions

Risk-sharing mechanism
(default decreases
commission of commercial
handler)

Required changes

« Set-up for commissioning

conditions and the
approval process between
NHF and private banks
neads to be developed

Administrative framework
and quality managenent
from MNHF

Risk sharing/incentive
model to be set up

QUESTIONS

How much risk can the
commercial banks
handle?

What conditions need to
apply so that commercial
banks are interested?

How much time is needed
to create pilot projects
with first commercial
banks?

+ NHF provide admini-
strative framework

+ Private banks gain access
to potential home-owners
— and can access a broad
range of clients

Fig. 2: Brief overview of The Commission Approach

success and securing contributions from all sides.
For this purpose, it could also be useful to build
on ongoing initiatives that already cooperate with
the relevant players, e.g. the achievements made
by the UN in the framework of the Private Sector
Development Programme for Iraq concerning land
management and administration issues.

Backing up the establishment of lending
businesses with guarantees

Description

The introduction of the Commission Approach can
serve as a first step to shift responsibility from the
publictothe private sectorforbanks orotherfinancial
institutions where only very limited experience
in housing finance is at hand. The Guarantee
Approach that is described in the following can
either be introduced as next subsequent step after
the Commission Approach or as a parallel existing
solution for banks which are already prepared to do
housing finance on their own.

In the Guarantee Approach, private banks use their
capital to issue housing loans to customers being
backed up by government guarantees that limit the
default risk to a manageable extent. This approach
is not intended to have the loan volume given out
completely backed up by state securities, but rather
to reduce the risk taken by private commercial
banks. In the case of loan default public funds
are used to partly reimburse the losses to private

banks. Alternatively, the government can set up
an insurance model with which private banks can
protect themselves against high losses caused by
loan default.

As private banks need to use their own capital to
issue housing loans in the Guarantee Approach,
state activity in handing out credits has to be
reduced to an extent that private commercial offers
are competitive in the market. Otherwise crowding
out of private banks would likely be a consequence
and a strong disincentive to take on own risk for
private banks.

Thearrangement of loan conditions has to be doneto
the greatest extent by private banks independently.
To cover their administrative and operational costs
and to secure an attractive return on investment,
public interest rates could be increased to make
housing finance a profitable business for them.
Private banks can broaden their product portfolio
and thereby meet the needs of different customer
groups by offering flexible loan sizes, customised
payback periods and different types of loans (e.g.
for new housing, refurbishments, extensions or
upgrading) as well as accepting diverse types of
collateral (e.g. salaries, moveable assets, guarantees).

It is expected that with the Guarantee Approach a
higher loan size and quantity can be provided. This
can lead to an increase in the housing market in
terms of its GDP. Therefore, a limited but positive
impact is expected to be the closing of the housing
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gap in Iraq. possible ways of refinancing have to be

explored. The NHF could be used for refinancing,
Rationale shifting its function, in part, to a second-tier

The loan default risk is the highest risk to private
banks and probably the greatest obstacle to entering
the housing finance market. While in developed
economies such as Germany, loans default at a rate of
less than 1%, several expert interviews have shown
that in emerging markets such as Iraq loan default
can rise up to 10% or more. If private banks should
be engaged to use own capital for lending, the
Government still needs to provide some securities
to prevent private banks from suffering from serious
losses.

As it is intended to shift the capital invested in
the housing finance market from predominantly
governmental funds to private capital, the
Commission Approach should only be used for
private banks that lack experience and a suitable set-
upforhousing finance. If banks are more experienced
and have already built up necessary capacity,
the government should limit its engagement to
more indirect means. Otherwise, there would be
no incentive for the private sector to enhance its
involvement and the further development of the
sector would stall.

For these reasons, a more balanced approach is
needed which sets incentives for more private
participation while providing guarantees that
prevent banks from the need to take on currently
unmanageable risks. The Guarantee Approach
thereby gives private banks the room for investing
own capital and taking more risk, while being
backed up by the government to avoid substantial
losses that could threaten the banks’ existence.

Certainly changing the role of the public sector
and enhancing private sector engagement does
not mean excluding governmental involvement
or intervention possibilities by the state. Direct
government engagement in terms of social housing
is the most appropriate way to satisfy the housing
needs of low-income groups, who are unlikely to be
eligible for market-driven loan programmes.

Questions to be addressed in further research

« In order to have the ability to offer the largest
part of the housing finance volume necessary by
own funds, private banks need to raise capital
to start a significant loan business. Therefore,

lending institution. Also the CBI - whose role
needs to be redefined for that purpose and
social insurance funds, as well as government
institutions depositing their funds could all serve
to capitalise private banks. Private investments
funds and the capital market are other possible
sources of capital. Furthermore, broadening
the customer base through attractive housing
finance products could attract new saving
deposits that make funds available. Another
possible solution could be seen in offering
housing finance products which need only a
limited amount of lending capital, like housing
saving plans.

« To assess potential new roles for the IHF and
the CBI, the representatives and the relevant
public authorities need to enter into a dialogue
that secures consensus between all parties. As
the MOF and the CBI could unfortunately not
participate in the workshop held in Amman, it
is of special importance to clarify their position
and to account for their views and involvement
in any prospective action. Additionally, the
fiscal position and projections of the Ministry of
Finance canenablethelHF to serve asan effective
vehicle to channel public funds and guarantees
to support the private housing finance
sector. The exact conditions of governmental
guaranteeing have to be developed. On one
hand it is important to offer securities that are
suited to equalise the perceived risks of the
banks, but on the other hand banks shall not be
overcompensated so that loan default would
become even profitable for them. A thorough
assessment of the private housing finance
market, customer and bank capacities as well as
the potential risks is needed to find a balanced
approach to support lending.

Different models of providing governmental
guarantees are possible. A fixed percentage of
defaulted loans could be covered as well as a fixed
total credit volume. The rate of coverage could be
gradually reduced after having reached a definite
level of loan numbers. Credit volume or different
coverage rates could be set up for low-income and
middle-income households. To further develop
private engagement in the housing finance sector, it
should be assessed if a decreased risk sharing model
could be useful in which the level of guarantees is
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reduced from year to year.

To avoid unjustified claims, in this case banks trying
to obtain coverageforeveryloan default by declaring
it as a housing loan, a regular and strong monitoring
process has to be set up. This could be managed
by the NHF. Regarding financial infrastructure, a
broad network of distribution channels is needed
to gain direct contact to customers, and to replace
the countrywide scope of today’s public activities.
A collateral registry could standardise approval
procedures and provide better decisions to minimise
default risk. On the governmental side, some
adjustments in the legal frameworks are necessary
as well. The Banking Law needs to allow necessary
business transactions, the role of the REB and NHF
has to be redefined and a legal basis for providing
Government guarantees has to be created.

Leveraging private sector collateral
Description

The provision of loans that are secured by real estate
is the most common methodology used worldwide.
It allows financial institutions to largely ignore
individual clients due diligence and base their credit
decisions on an assessment of property value. A
prerequisite for a functioning and efficient system
for mortgage backed loans is the possibility to seize
collateral in the case of loan default. If private banks
do not fully trust the established legal system for

seizing collateral, they will be relatively reluctant in
issuing housing loans on their own.

In Iraq, seizing collateral is one of the main
problems in the housing finance sector that is
limiting enhanced private sector engagement at the
moment. Although there is already a respective legal
basis in force, it is still quite difficult for creditors to
enforce seizure of collateral.

The objective of the Leveraging Collateral Approach
is to efficiently replace public loan guarantees by a
reliable mortgage foreclosure system. This means,
that the risk which private banks assumeis no longer
backed up by government financially, but instead
by access to legal measures to seize collateral which
is able to establish repossession as a new type of
collateral.

To provide banks with an effective tool for foreclosure
and repossession and thereby making a new type
of collateral available for them, a system for legal
enforcement should be arranged. An enforcement
design that avoids unjustified social hardships
should be discussed between governmental and
financial institutions. In this regard, the credibility
and reliability of the judicial and law enforcement
system set up are paramount for private banks to
assume full risk.

By providing an adjusted legal framework it is
expected to continue to increase the loan sizes
offered as well as the total quantity of loans to a
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Fig. 3: Brief overview of The Guarantee Approach
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Description

-
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Fig. 4: Brief overview of the Leveraging Collateral Approach

significant percentage of the Iragi GDP. Globally,
efficient mortgage markets have proven to be the
key element for the necessary financing of additional
housing. As a result, a positive impact is expected on
the Iraqi housing gap.

Rationale

The Leveraging Collateral Approach targets the full
risk coverage of housing loans by private banksin the
absence of governmental guarantees. A strong legal
and regulatory framework is needed to balance the
risk and conserve business attractiveness. For that
purpose, the practical enforcement of the existing
legal framework and the set-up of a functional,
independently working system for seizing collateral
needs to be pursued to mediate between banks’
interests and citizens’ need for protection.

If the problem of lacking collateral in Iraq were
removed, larger parts of the population would get
access to affordable housing loans, enhancing the
legal framework for foreclosure and repossession is
a necessary prerequisite. In the case of loan default,
it provides the banks with a reliable mean to limit
their losses to such a great extent that government
guarantees are not necessary any more.

Questions to be addressed in further research

« Ifrepossession is established as a reliable type of
collateral, private banks need to be able to rely
on a quick and trustworthy processing of loan
enforcement. If the process takes too long and

the outcomes are difficult to quantify, private
banks will not be ready to hand out loans with a
credible system of legal securities.

A lean and quick standardised process of loan
enforcement should be set up in the framework
of the lIraqgi legal system. To do so, existing
laws should be analysed to identify possible
amendments and how it can be implemented
in the required manner. Furthermore, a suitable
balance has to be found between legitimate
interest of private banks in seizing collateral in
the case of loan default and necessary protection
of citizens against misusage of the process and
immediate loss of their shelter.

For a potential adjustment of the legal
framework, it could be useful to build on
ongoing initiatives that already exist e.g. the
achievements made by the UN in the framework
of the Private Sector Development Programme
for Irag concerning land management and
administration issues. As a result, consensus
could be reached between the relevant players
on preliminary recommendations on the real
estate registration process, real estate valuation,
land dispute resolution and the establishment
of a state land commission. These issues are
directly related to the legal basis necessary for
mortgage foreclosure.

As seizing collateral is not yet part of the
housing finance experience of private banks,
technical assistance has to be provided to build
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up capacity with regard to legal enforcement,
operative efficiency and methodology. Loan
enforcement measures, other than freezing
public servants’ salaries, can be a highly
efficient solution for the problem of providing
appropriate collateral. Equipped with this legal
safety net, private commercial banks need to
adapt their product portfolio to local needs and
the new enforcement possibilities the law offers.

Establishing the state as a second-tier lender
Description

The last element of a potential solution for the
development of the housing finance market in
Irag would be the implementation of the Second-
Tier Approach which limits the government’s role
in refinancing and social housing programmes
completely. To meet the demands of different
income and social groups as well as special needs
in the different regions of the country, all other
housing finance with a mixed product portfolio will
be offered by the private sector alone.

The first step towards the realisation of the Second
Tier Approach is the establishment of a financial
institution acting as second tier lender. It should
provide short-term liquidity, long-term funding, or
guarantees to housing finance lenders. Additionally,
it should act as an intermediary between lenders and
capital markets, and could issue bonds to raise long-
term finance, while purchasing loans or receiving
the assignment of loans.

As the government and its public financial
institutions act solely as refinancing agencies that
provide capital to private banks for market-driven
interest rates, private banks need to adopt full risk
operations in the Second-Tier Approach. After being
introduced to the housing finance market they
should have built up the necessary capacity, business
experience and asset base to fulfill this intended
role with no restrictions. By granting favorable
lending conditions in finance programs for specific
groups or purposes (e.g. low income support,
energy efficiency, housing) the Government has the
opportunity to steer housing finance activity.

Refinancing the housing finance business of private
banks should not exclusively rely on public finance
institutions. Private banks should also tap into capital
markets for a certain share of their refinancing needs.

It is assumed that market-driven solutions are able
to largely satisfy the demand for housing finance to
increase the percentage of the total loan volume of
the Iragi GDP and to have a high positive impact on
closing the housing gap in all regions of the country.

Rationale

Following the Second-Tier Approach, governmental
funds can be leveraged by private capital in the
most effective manner. State funds can have the
greatest impact possible on housing production or
can even be reduced while having the same effect
on the housing sector as in the previous steps.
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Second tier lending helps to develop the primary
mortgage market by providing financial resources
to enable primary lenders to grant more loans at
fixed rates and for longer tenures. Furthermore, it
could promote sound lending norms and eligibility
criteria, enabling smaller lenders to access long-
term funding and to foster competition. Second tier
lending could lower the costs of long-term funding
and therefore act as a catalytic tool for private
housing finance market development.

Questions to be addressed in further research

«  Public financial institutions like the REB and the
NHF will have to carry on some procedural and
organisational changes. Acting exclusively as a
second tier lender would mean abandoning all
own direct lending to customers and to reduce
retail business to zero. While the REB’s and
NHF’s branch network can be reduced, capacity
building and the set-up of an adjusted type of
risk management is needed to successfully fulfill
the new role as second tier lender. International
organisations like the United Nations, the World
Bank and the International Finance Corporation
(IFC) as well as national development agencies
like USAID would be in a position to offer
capacity building support.
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|. CONCRETE MEASURES AND
PILOT PROJECTS

The four approaches proposed above provide a
feasible roadmap for the implementation of several
of the policy objectives formulated in the INHP. For
therealisation of the different elements of a potential
solution for the Iraqi private housing finance sector
described above, it is necessary to identify public
and private partners in the short term who are
willing to undertake the first steps together with the
action plan at the end of this chapter. As proposed
in the implementation strategy of the INHP, pilot
projects at the local level shall be used to test newly
developed models under constant monitoring and
leaving room for necessary adjustments.

Pilot projects should be established with varying
components to identify the model design most
suitable for the needs of the lIraqis. The projects
should be set up in different provinces and regions,
including urban, suburban and potentially rural
settings. They should offer diverse products
targeting higher and lower middle income groups
as well as using variable loan sizes and repayment
periods. The impact of the usage of Islamic and
non-Islamic banking practices in attracting new
customer groups should be investigated as well
as the enhancement of private housing finance by
microfinance approaches.

Beforestartingpilotprojects, allrelevantstakeholders
need to discuss the next reasonable steps to reach
a broad consensus on the measures to devise. New
roles for the IHF and the CBI need to be discussed
as well as the appropriate sequence of the measures
proposed. A situational analysis would provide the
phases at which the different approaches could
be implemented. While taking immediate action,
sustainable and long-term focused goals need to be
developed and necessary preparations should be
initiated.

After having decided which pilot projects to
implement, the exact conditions have to be
negotiated between public institutions and the
private partners to secure trustworthy cooperation.
The scope of the projects has to be defined (e.g.
regional spread, target groups, loan size, type of loan)
as well as the commercial conditions to be employed
(e.g. risk sharing, commissions, fees, interest rates).
In particular, a suitable control mechanism and clear
procedures for payments should be established.

For the coordination and permanent monitoring of
all necessary steps, initiatives and pilot projects, it is
highly recommended to install an implementation
group that is responsible for project set up,
programme management and monitoring. It should
involve all relevant stakeholders from the respective
ministries as well as representatives of the NHF and
the REB to concentrate the existing experience in
housing finance in Iraq.

Several responsibilities should be taken over
by this implementation group. It should define
comprehensive strategies for the different
approaches, select appropriate terms and conditions
for each individual project as well as monitor the
success of the pilot process. Furthermore, it could
conduct representative and repeated demand side
surveys to provide better information on customer
needs and identify the best possible partners for
public-private cooperation. Additionally, this group
could initiate and coordinate initiatives to promote
the newly created distribution channels and to raise
financial literacy amongst the population.

As an outcome of the workshop with all relevant
stakeholders of the Iraqi housing market held in
Amman several possible pilot projects and potential
private cooperation partners have been identified.
The arrangement of these projects is discussed in
more detail in the following and summarised in an
action plan at the end of this chapter.

Encouraging first steps into the market through
commission-based retail business

The choice of suitable partners is paramount for
the realisation of pilot projects in each of the
four approaches proposed. For the Commission
Approach, possible private partners should ideally
already have experience in the retail loan business
- at best also in housing finance - and have direct
access to a broad customer base. The following
potential cooperation partners for the Commission
Approach could be identified:

Bright Future Foundation (BFF) is an independent,
non-governmental organisation within the private
sector which provides microcredit to individuals
and small businesses in the Kurdistan Region
and beyond. In line with the Kurdistan Regional
Government’s interest in developing its private
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sector, supporting low income families, and
strengthening individual economic activity, the
Kurdistan Regional Government allocated several
million USD for microcredit activity to BFF in
2007. The organisation’s objectives are to provide
operational business knowledge, broaden financial
literacy and minimise the present mistrust towards
the banking system.

BFF's current product portfolio with regard to
housing focuses mainly on home rehabilitation,
refurbishment and extension loans, although
also loan sizes up to USD 25.000 can be provided
to realise housing construction (for current loan
conditions, see p. 11). As BFF is supported by US-
American Corporate Housing Foundation (CHF),
capacity building has already been started and
advanced knowledge from the international context
is available.

North Bank is an Iraqgi private bank which began
its provision of banking services to clients in 2004
with a capital stock of USD 2.2 million. In the
meanwhile the capital stock rose to USD 86 million.
Its business focus lies on encouraging public savings
and investing in economic development, as well
as in granting credit. It has 14 branches in all over
Iraq. It offers no specific housing finance solutions,
but the loans it issues at a 13% interest rate and a
repayment period of 24 to 36 months can be used
for housing purposes as well. During the workshop
in Amman, North Bank expressed its willingness to
participate in a pilot project within the framework of
the Commission Approach.

As a branch network and a customer base are already
established and capacity in individual retail lending
in the process of loan approval is existent, only little
additional capacity building is needed with both
potential partners.

To grant loans effectively, both potential partners
have to be capitalised or rather refinanced by the
respective Housing Funds. In the case of BFF, it
is currently equipped by the government with a
fixed amount of funds it uses for lending and re-
lending. As this model works with low default
rates, both partners could be equipped with a fixed
amount of capital by the NHF dedicated to housing
finance only. It could then approve and hand out
loans independently, being regularly monitored
by the REB. In doing so, approval procedures could
be shortened significantly, loan contracts can be
designed individually adapted to customers’ needs

and to the current financial situation, while limiting
governmental risk to the credit sum transferred to
the partners.

The incentive for the private partners to avoid loan
default and to secure repayment is to cover their
own costs as well as to gain profit continuously from
installments being paid back. If loan default occurs
anyhow, the NHF should refill the available funds
for lending. The risk of private partners should be
limited to not receiving commissions and not being
able to recover its administrative costs.

For the exact arrangement of the refinancing
procedureaswellasthe conditionsofthe Commission
Approach that shall be employed, negotiations
about a feasible model to be developed should be
carried out before starting the pilot. To avoid lacking
attractiveness of the conditions offered and embed
potential partners in the project development, a
trustworthy cooperation and common adjustment
should be secured.

Backing up the establishment of
businesses with guarantees

lending

Someprivatepartnersmightalreadybewillingtopass
the Commission Approach and start implementing
the Guarantee Approach right away. The choice of
eligible partnersisagain decisive. ldeally, they should
already possess branches in Iraq and have access
to a certain base of Iragi customers. Experience in
housing finance and retail credit business, a stable
business situation and an appropriate asset base as
well as a mixed product portfolio, capacities in risk
management or international experience in other
housing finance markets can be parameters to
choose eligible cooperation partners. The following
potential cooperation partners for the Guarantee
Approach could be identified:

Byblos Bank is one of the leading banks in Lebanon,
and, increasingly, doing retail banking for individuals
and companies in 12 countries in Europe, Asia and
Africa with a growing reputation for helping clients
manage their affairs in challenging environments.
Since 2006, Byblos Bank has been present in Iraq
with branch offices in Erbil and Baghdad while
others are planned to open soon. Byblos Bank’s
activities in Iraq cover corporate, commercial and
corresponding banking services, including transfers
and trade finance. Furthermore, Byblos Bank is
willing to expand its business activities to housing
finance.




Developing a Private Sector Housing Finance Market in Iraq

29

Consul Capital is an international merchant banking
firm with a special focus on Iraq. The firm operates
from Baghdad and New York, providing strategic
advisory services to medium and large enterprises
pursuing or conducting business in Irag and acts
as lead investor in select transactions. It acts as an
emerging markets private equity investor, mainly
investing in companies with a sound growth
perspective, like the housing sector in Iraq.

As the focus of ConsulCapital is on investment and
possesses a large capital base of its own, establishing
a pilot project within the framework of the Guarantee
Approach should concentrate on financing local
banks thatare willing to offer housing loans with high
government guarantees. Additionally, ConsulCapital
could also finance large-scale construction projects
and housing construction companies.

For setting up an attractive Guarantee Approach, the
relevant stakeholders from the Ministry of Finance
and the Ministry of Construction and Housing, as
well as representatives from the CBI, the REB and
the NHF need to prepare a suitable business model
and define the conditions under which government
guarantees will be given for housing loans. As
international experience shows, it is not desirable to
make individual arrangements with each respective
partner, but to formulate a universally valid and
binding model to offer the same conditions to every
potential partner and to encourage competition.
This will set an incentive for private banks to
diversify their product portfolio and to offer more
attractive lending conditions to customers so that
housing finance becomes more affordable for all
Iraqi citizens.

An exact assessment of the possible risk of private
partners should be sought and the interests and
needs of private banks should be accounted for in
the preparation phase. Discussions with private
banks and investors will help to better understand
the market dynamics, the level of risks they perceive
and to avoid the developed business model lacking
attractiveness.

The objective of a Guarantee Approach is to
identify whether private banks do not suffer from
substantial losses from their housing loan business
and therefore stop their activities. That does not
necessarily mean to cover the total amount of every
loan default what would be quite a disincentive to
handle their housing loan business responsibly and

to enhance own initiative. Equalisation needs to be
found between overcompensation of banks’ losses
and providing unattractive guarantees, as they
cover only a limited amount of defaults and banks
will sustain substantial losses.

Variants exist in the conditions for the Guarantee
Approach. For example, a fixed percentage of loan
default could be covered, leaving additional defaults
at the banks' risk when they exceed a defined level.
Alternatively, the coverage rate could decrease with
an increasing number of loan defaults, so that banks
are encouraged to develop an appropriate risk
management. Loan coverage could be stopped or
even decreased when a certain total volume of loan
default is reached. To further develop the private
housing finance market towards more private
responsibility, it could be appropriate to decrease
the level of default coverage from year to year,
so that private banks take over more risk and act
increasingly independent. Another issue is whether
loan default should be covered or if only the default
of interest payments should be included.

To avoid adverse selection of guaranteeing loans, a
strong monitoring process has to be set up by the
implementation group. Banks have to be prohibited
from declaring every loan they issue to be a housing
loan and from letting the government guarantee all
their business activities. Transparency should be at
the fore and administrative procedures have to be
clear and standardised. This includes the process of
declaring defaults by private banks to the NHF and
regulating the repayment of the guaranteed rate.

In the Guarantee Approach different percentages
of loan backup are possible as well as guaranteeing
loans from a fixed amount onwards. To support
low income families the government could also
guarantee their credits a higher percentage than
taken by middle income families.

It is expected that low-risk entry products are
appropriate for private banks to enter the housing
finance market. Leasing models, housing savings
and home improvement loans are limited in size and
require only a limited amount of funds compared
to only credit-based financing of large-scale
construction projects. Therefore, it has become
clear that there are many options to design pilot
projects individually, oriented to banks’ capacities,
government objectives and customer needs.

With partners identified,

already establishing
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pilot projects in the framework of the Guarantee
Approach should also be possible in the short term.
To set up a suitable business model with clearly
defined conditions and a balanced risk sharing,
a preparation phase of ideally three to six months
(potentially six months to one year) should suffice.
The subsequent pilot phase should comprise of one
to two years, in which the implementation process
is constantly monitored and adjusted if necessary.
Meanwhile, more potential partners could be
attracted and preparations could be carried out to
replace government guarantees by legal measures
for seizing collateral.

Leveraging private sector collateral

To tackle the lack of collateral, the Leveraging
Collateral Approach works beyond the rules of
the existing legal framework in the short term
and assesses the need for amendments or better
enforcement. If amendments are needed, necessary
preparations in the respective ministries and the
passing of new laws by parliament require time.
Preparatory action might be needed to provide
better legal measures for mortgage foreclosure in
the mid-term. At the beginning, a comprehensive
analysis of the current state of the legal proceedings
and particularly of the existing law is needed to
determine all necessary steps.

Prerequisites, consequences and dependencies
on all areas of the economy have to be studied
in detail and prepared by working groups. For
example, a prerequisite for legally seizing collateral
is a public registry of loans and mortgages, in
which the obligations of both, debtor and creditor
are recorded. Without establishing such a neutral
institution as a commonly agreed basis for potential
legal proceedings, seizing collateral is hardly
feasible.

Banks need to be able to rely on an effective and
trustworthy system of mortgage foreclosure. A
balance between the justified interests of debtor
and creditor has to be found. For both sides,
transparency, cost and time efficiency as well as
clearly defined administrative procedures are
desirable. In many developed countries the process
of executing mortgage takes less than a year, while
in emerging countries this process, on average, lasts
between one and two years (Chiquier/Lea 2009).

For the creditor, the process of seizing collateral
needs to fully cover the interest as well as the costs

for execution. A simple transferability of debt and
mortgage is a prerequisite for the establishment
of a second tier lending market. For the debtor,
protectionis needed against unjustified claims, and it
should be possible to cure a default before execution
of enforcement. If enforcement proceedings are
necessary, there should be a possibility for direct
negotiations and amicable settlement between
creditor and debtor. If real properties must be sold
to cover loan default, the sale procedure should
guarantee fair pricing.

Establishing the state as a second-tier lender

After having set up a strong legal framework for
seizing collateral, private banks should be able to
provide housing finance products without direct
government support. State activity could then be
reduced to second-tier lending to make the use
of public funds efficient. The first step towards a
second-tier structure for mortgage finance is usually
the establishment of an institution that serves for
refinancing and for providing liquidity to private
banks.

This Second-Tier Approach could be introduced in
the medium to long term, as effective funding needs
and a sufficient demand for the supply of housing
and housing finance to exist. It could partly account
for solving the problem of undercapitalisation of
private banks in Iraqg, but not for making housing
loans more accessible for larger parts of the
population, as the conditions of providing collateral
will remain unchanged. Therefore, a developed
primary mortgage market is a very important
precondition, as is the existence of a capital market
and a relatively diversified investor base, which is
currently lacking in Iraq.

The Second-Tier Approach envisages reducing
public lending to zero and using state funds
exclusively for refinancing. This approach can
be concentrated in one respective institution.
Therefore, it needs to be considered whether the
NHF, the REB or even the CBI can fulfill this function
to avoid overlapping competencies. Since a second
tier role would require more administrative capacity
and very little retail customer business, it should be
more suited to the existing capabilities of the REB.
Nevertheless, commitment by the government and
the CBI is needed to help to build up necessary
capacity, handling of specialised financial products
and suited risk-management mechanisms.




Developing a Private Sector Housing Finance Market in Iraq

31

Within the legal system, changes and adjustments
for the Second-Tier Approach are necessary. It
should provide adequate enabling regulations,
including allowing the effective assignment and
transfer of mortgage loans, which is the basis
for mortgage lending. To be able to manage the
risk soundly without having access to primary
borrowers, a system for the registry of loans needs
to be developed. Current restrictions on providing
capital to private banks through public financial
institutions need to be removed.

Dedicated working groups should be set up to
systematically prepare for the implementation
of the Second-Tier Approach alongside the
introduction of the other approaches so that
several interlocking elements contribute to the
development of a private housing finance market.
With the implementation of the pilot projects and
concrete measures that are being proposed in the
action plan, the implementation of the policy goals
formulated in the INHP could be strongly advanced.
This way, a private housing finance market can be
fully developed, making housing finance affordable
for Iraqi citizens and helping to close the housing

gap
Action Plan

The following action plan has been compiled to
summarise the necessary activities for putting the
proposed four approaches into practice:

1. Install an implementation group with
representatives from all relevant stakeholders

2. Finalise conditions, scope, time frame and
control mechanism for pilot projects

3. Approach as many number possible partners for
pilot projects

4. Freeze the list of cooperation partners for pilot
projects and review it periodically

5. Install a quality assurance/control group that
reports to the implementation group

6. For the Commission Approach, equip the
partners with a fixed amount of capital from the
NHF dedicated to housing finance and start pilot
projects

7. For the Guarantee Approach, formalise the state
guarantees and start pilot projects

8. Forthe Leveraging Collateral Approach, conduct
an assessment regarding mortgage foreclosure
for private banks to determine where additional
law enforcement is necessary and where further
legal amendments are needed to inspire trust in
the judicial system

10.

For the Second-Tier Approach, conduct an
assessment to determine to which degree public
refinancing for private banks would be suitable
in the long run

Implement the Leveraging Collateral and the
Second-Tier Approach as part of the second
phase.
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ANNEX 1: CASE STUDIES

1. Jordan

Background:In 1997, Housing Finance in Jordan was profoundly changed by the establishment of a Secondary
Mortgage Facility (SMF). Before that time, housing finance relied on financing through cash and intra-family
financing as there was only one bank (Housing Bank) with long-term maturity lending and payable loans.

Description: To foster medium and long-term mortgage finance for middle and lower-middle income
borrowers, the Jordanian Mortgage Refinance Company (JMRC) was founded. This SMF provides long-term
financing to banks engaged in residential mortgage financing. By introducing JMRC, the number of lenders
increased to approximately 10, maturities more than doubled to now 12-15 years and therefore the monthly
loan repayments were significantly lowered. Besides the JMRC, the existing privileges for the Housing Bank
(e.g. certain tax exemptions, unconditional guarantee of Housing Bank liabilities) were reduced, thereby
leading to a competitive market on the basis of maturity, down payment requirements and securitisation
requirements.

Learnings for Iraq: It can be concluded that the launch of JMRC catalysed the development of a competitive
mortgage market. As explained above, the NHF could play a similarrolein the development of a market housing
finance mechanism in Iraq. Furthermore, the experience from Jordan shows, that privileges and governmental
supportforalimited number of players may slow down the development of market-driven mortgage supply.

Case study Jordan Learnings for Irag

Year: Since 1997

Scope: Refinancing private

1 Establish a Secondary Morlgage Facility o catalyze
banks lending business

the development of a competitive mortgage market

Reach: Whole country

2 Solve the problem of refinancing and low capitalization

Description of private banks by taking the role of a second-tier
- lender
= JMRC was founded to foster medium and }
long-term mortgage finance for middle
and lower-middle income borrowers
* The nprnber of lenders increased,
maturities more than d.nublad and monthhy Avoid privileges and governmental support only for a
repayments were significantly lowered limited number of players as this may slow down the
« Acompetitive market developed on the development of market-driven mortgage supply

basis of maturity, down payment
requirements and securitization
requirements

Fig. 6: Overview Case Study Jordan
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2.Tanzania

Background: Tanzania’s banking sector primarily caters housing finance to the high income segments as only for
this segment it is possible to make use of mortgage backed loans. At the same time, several organisations have
reached out to the low income segments to provide housing finance. It is a clear observation that the design of
successful housing finance products ask for a deep and holistic understanding of the clients’ perspective and
behavior.

Description: Research shows that the low and middle income population in Tanzania is investing a major stake
of the income into housing, even in the absence of housing loans. Reasons are the usage of housing as a means
of savings money and building up assets, the direct impact that housing has on the household living condition,
as well as the shared usage of housing finance for living and business purposes at the same time.

Learnings for Iraq: Most importantly it can be concluded, that the design of housing finance products that go
beyond traditional mortgage ask for a good understanding of the clients. It is likely that experiences from Africa
on the importance and usage of housing finance in the low income segments can be applied on a general level.
However, on the ground research on the clients’ perspective is a necessity for further outreach.

Case study Tanzania Learnings for Irag
1 Year: 2007-2011
] Even poor households invest in housing and
Scope: Housing constantly try to improve their housing conditions,
Microfinance constituting high — but unmet — demand for affordable
Reach: Dar ez Salaam housing
Description
+ Study to investigate on the ability and Investments in rental construction or in shop and
willingness by low and medium income ' workshop structures can increase income, that in
households to invest in urban housing return may serve as collateral

= Influence of informal housing tenure on
investiments in housing

* Investment priorities of low and medium Mortgage finance is appropriate for medium income
income households households or for the construction of low-cost units,
« Lack of formal financial services and the but inappropnate for upgrading informal housing

impact an housing financing strategies

» Benefits and challanges of housing
microfinance initiatives

Fig. 7: Overview Case Study Tanzania
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3. Sub Saharan Africa

Background: The provision of financial services in African countries has a long tradition of grassroots
approaches that make use of alternative methodologies. Professional financial institutions

learned from these concepts to overcome existing challenges, like the absence of individual property
rights, a missing asset base on the household level, of lacking basic infrastructure.

Description: From a banking perspective, the provision of housing finance depends on the capability to
control three major risks. For all three risks institutions in African countries have managed to implement
innovative strategies:

The primary and most important risk is for the loan to default. Absent mortgage collateral can be substituted
through moveable assets (solar home systems, water tanks etc.), cash-flow collateral (work contracts, salaries)
or social collateral (group loans with shared liability).

The secondary risk is the refinancing risk, most prominently through a mismatch of payback maturity between
disbursed loan to client and refinancing of the bank. Refinancing through governmental or multinational
funds may be a temporary assistance however; on the long run the mobilisation of savings has proven to be
the most stable source of refinancing.

The tertiary risk comes from high operating expenses that may eat up margins of disbursed loans and even
lead to losses with every disbursed loan. Professional institutions that include branchless banking as channels

of provision show great successes.

Learnings for Iraq: Especially when reaching out to the low income population Iraq can learn from alternative
methodologies and experiences that have been made in African countries.

Case study of various SSA countries Learnings for Iraq

Year: Since ca. 2000
Scope: Varnies

. Reach: 5584, focus on post-
conflict regions

Allow and enable alternative lending products and
methodologies to increase the offer in the local market

Description

integration of Government o Person {(G2P) payment
' programs

2 Promote savings culture through incentives like the

* Hnus.ing ﬁnance for thE. low in_cume
population in post conflict regions cannot
be bazed on secured property rights

* Micro leasing, social ties, expected cash-
flows, contracts and savings history as Build capacity for retail instifutions through demand
alternative collateral 3 side studies and the support of product pilots

= Success and sustainability strongly
depend on experience, commitment and
capacity of providing institution

Fig. 8: Overview Case Study Sub Saharan Africa
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4. Croatia

Background: After becoming an independent state in 1991 Croatia’s development was hindered by a four-year
civil war and economic backlogs caused by the precedent socialist regime of former Yugoslavia. A large number
of overcrowded dwellings, housing in poor condition and lacking modernisation as far as deteriorations caused
by the civil war and rising housing prices led to an increasing demand for affordable housing finance.

Description: Today, approximately 99% of all housing loans provided in Croatia with a total amount of about
10% of the GDP are issued by private commercial banks and housing savings banks, mainly from Germany
and Austria. After having set up a new banking law according to international standards in 1993, the banking
sector in Croatia grew steadily, in which more than 33 different banks offer housing loans nowadays. A stable
growth of long-term savings deposits, falling interest rates charged by banks on housing loans, rise of living
standard and loan security as far as improvements in property rights and judicial practice were success factors
for the growing mortgage lending market.

Learnings for Irag: Default risk should be shared by demanding diverse collateral to make credit accessible
for a large part of the population. Among these salaries, deposits, front-up payments, monthly installments,
real estate and multiple guarantors are used. Public financing of housing is to be reduced to zero gradually, so
that private banks can take over full responsibility in the housing finance market. It is predominantly foreign
banks with a rich experience from their home markets and a sufficient asset base that compose the Croatian
private housing finance market. Therefore reliable foreign partner banks with a broad product portfolio are to
be attracted to provide suitable role models for local banks to follow.

Case study Croatia Learnings for Iraq
m Year: Since 1991 )
Share the risk by demanding diverse collateral:
Scope: New housing and Instalments, deposits, real estate collateral, 1-3
refurbishments guarantors so that house evictions are rare

Reach: Whaole country

Reduce the public housing fund gradually to 2ero so
that private banks can take over full responsibility in
’ the housing finance market

Description

= After the independence of Croatia and the
civil war, housing finance has contnbuted
significantly to the recovery of the country

« = 09% of all housing loans with an total

amount of = 10% of the GDP are provided 3 Altract a group of reliable foreign banks to service the

by commercial banks, many from Austria market with housing finance products from their home
and Germany who dominate the market market and local banks will follow

+ Due to a tradition of multiple guarantors
the loan defaults are minimal

Fig. 9: Overview Case Study Croatia
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5. Germany: Private building societies

Background: In Germany, the national housing stock was significantly reduced by the vast destruction caused
by the Second World War, destroying approximately 20% of houses and damaging another 20%. Although
after the end of the war experts had estimated the time necessary for reconstruction between 40 to 50 years,
already by 1954 the pre-war housing stock could be re-established. After the Federal Republic was founded
in 1949, housing production had the ability to be raised to significant numbers by combining different
approaches to revitalise the housing sector.

Description: One of these measures was the systematic promotion of own saving for housing by individual
citizens with the help of private building societies, that became main drivers of economic recovery after
WW II: Nowadays, every third German takes part in one of the savings/housing finance programs and 40%
of public funds for residential building have been channeled through public and private building societies.
Private building societies cover about two thirds of the German housing-saving market today.

Learnings for Iraq: The Government should promote individual saving by adding public add-on payments
to citizens’ savings. After having reached a certain amount of savings, customers should be equipped with
a housing loan using them as collateral, so that they are able to afford own housing more quickly. A strong
legal and regulatory framework has to be set-up to provide a standardised legal basis and to secure a stable
funding base for housing construction. Long-term savings plans have proven to be strong confidence-
building measures. Also efficient use should be made of different distribution channels like branch networks,
intermediaries or e-commerce, which have contributed largely to the evolution of the housing market in
Germany.

Case study Germany Learnings for Irag
Year: Since 1924
'H I ) ) Lse a long-term savings plan to build trust and to
=4 Scope: Combined savings generate collateral for a housing credit
L 4 and housing finance program
L Reach: Countrywide
Feward citizens' savings with Government add-on
Description payments as incentive and accelerator

+ Government sets incentives to save for own ’
housing by adding government add-on
payments to citizens' savings

= A strong legal and regulatory framework was ; b
set-up 10 secure a stable funding base 3 Fnéc:tﬂc:cﬁf:':zm'::e of different distribution channels

= Contracts have flexible conditions to meet « |ntermediaries
different demands and requirements of » E-commerce
customers and various distribution channels

* Every third German takes part in one of the
savings/house financing programs, which was
crucial to rebuild German cities after WW I

Fig. 10: Overview Case Study Germany: Private building societies




Developing a Private Sector Housing Finance Market in Iraq 37

6. Germany: KfW

Background: A parallel approach to the private building societies to meet the pending housing demand
in Germany after 1945 was the founding of the “Kreditanstalt fiir Wiederaufbau” (KfW - credit bank for
reconstruction).This public banking group was set up in 1948 and is owned completely by the Federal Republic
and its states. Its business focus is not just limited to housing finance, but encompasses small and medium
enterprise finance, export and import finance, foreign investment finance as well as financing development
aid.

Description: KfW banking group have over 90% of its capitalisation in the market, mainly through bonds that
are guaranteed by the German Federal Government. This allows KfW to raise funds at very favorable conditions.
In combination with the unremunerated equity provided by its public shareholders, KfW is able to offer loans
at lower interest rates than commercial banks. As KfW is not allowed to compete with commercial banks
directly, it provides them with funds at low interest rates and long repayment periods and sets up specialised
loan programs. So far, KfW acts mainly as a second-tier bank. In the housing sector, KfW offers a broad range of
different support programs targeting at producing new housing, energetic building restoration, green house
refurbishment and installation of solar modules.

Learnings for Iraq: To kick-start a sustainable and effective housing finance system subsidised loan programs
are to be offered. Additionally, to improve loan volume public funds should be deployed for refinancing
commercial banks at advantageous conditions. Such mixed lending products blending public funds with
commercial products at market rates. These represent an effective instrument in post-conflict scenarios to
vitalise the housing market and to enhance private sector engagement.

Case study Germany Learnings for Iraq

Year: 1948

..ﬂkf Scope: Domestic housing

e w financing is available to all

 BMMCNSRIRE private parties, independent
of age and mantal status

To kick-start housing finance, loan programs can be
subsidized and offered below market conditions

Reach: Countrywide
To scale up loan volume, the handling of loans can be
done through private commercial banks that are
encouraged to blend them with commercial products

’ al markeat rates

Description

+ Founded in 1948, KAW was instrumental
to rebuild Germany after World War

» Helps business, society and environment
with low-interest loans
+ Supports the private house building and Mixed products represent an effective instrument in
reconstruction post-conflict scenanios — Crucial after the devastaling
. , destructions of World War Il to rebuild German cities
+ Encourages private home ownership

* Facilitates green house refurbishments

Fig. 11: Overview Case Study Germany: KfW
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7. Nigeria

Background: Nigeria with its population of 150 million and its enormous oil and gas resources is the economic
powerhouse of Africa. Despite of the available resources housing finance is largely underdeveloped. Due to
lacking individual property rights the overwhelming majority of the population is excluded from housing
finance, which is still based on mortgage only. Furthermore, less than 100,000 mortgage transactions have
been generated between 1960 and 2009.

Description: In Nigeria, two ministries and two national implementing organisations work on housing finance.
These are supervised by two further governmental institutions. 36 state ministries are set individual regulation
and supervision with the 36 states. Also, each state has its own housing corporation that is in charge of the
actual building of houses. The enormous funding that has been distributed to governmental housing finance
has not had any significant impact.

Learnings for Iraq: The success of governmental interventions does not depend on the amounts of resources
that are distributed to housing finance. The general approach that is chosen may have a much larger impact,
as examples from global peers have shown. The belief that the governmental sector is capable of sustainably
overcoming the housing gap has on this occasion proven to be erroneous.

Case study Nigeria Learnings for Irag
Year: 1975 to present
P ) Government needs o be a reliable provider of quality
Scope: Full set of possible housing finance on a sustainable basis
governmental interventions

Reach: 75,000 units of
300,000 planned units

Limited, precise, well planned and high quality
interventions are more successiul than governmental
’ structures without clear targets

Description

*  Six national housing programmes since
1975 achieved little more than 10% of
targeted impact of 600,000 units

* One million hnu;ing !Jnlt;. per year are
actually needed in Nigeria 3 Necessary innovative approaches to delink housing

+ Housing corporations on state levels with finance from mortgage can often only be expected
similarly limited success from private institutions

* Interventions suffering from limited
professionalism, governance, and
financing

Fig. 12: Overview Case Study Nigeria
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ANNEX 2: LIST OF ADDITIONAL LITERATURE

The following list of literature gives a concise overview of selected academic and non-academic publications
on housing finance and related issues. Below each title there is a brief summary of the content. We start with
three key sources that we consider to be among the most important in order to obtain a quick overview of
the topic.

Key sources

Chiquier, Loic; Lea, Michael 2009. Housing finance policy in emerging markets. World Bank

This comprehensive report and standard volume documents the importance of housing in the economy while
at the same time providing governments with guidelines on how best to design policy to create efficient
housing markets. It provides fact-based information and guidance to policy makers concerned with housing
finance in emerging markets. The report focuses in particular on the role of government in contributing to
the growth of housing finance and in increasing access to housing finance for lower and informal income
households.

Gwinner, William; Sanders, Anthony 2008. The Sub Prime Crisis: Implications for Emerging Markets. World
Bank Policy Research Working Paper 4726

This paper analyses the key characteristics of the U.S. subprime mortgage crisis and contrasts them with
characteristics of emerging mortgage markets. In order not to replicate past mistakes, it makes very useful
recommendations for emerging market policy makers and covers one of the most important topics for an
improvement of the housing situation in Iraq.

Kohn, Doris; von Pischke, John 2011. Housing finance in emerging markets: connecting low-income groups
to markets. Springer; KfW

This recent KfW book focuses on solutions that improve the enabling environment for the poor in accessing
housing finance. It explores how to develop and integrate housing finance into a sustainable financial system
for developing countries and offers ways in which low-income families can obtain better access to housing
finance. By providing a conceptual framework for housing finance development, addressing practical
solutions in the provision of housing finance and comparing different approaches, it offers useful insights for
the challenges in Iraq.

Further reading
Onlraq

USAID 2010. State of the Iragi Microfinance Industry 2011. USAID
This second annual report gives a broad overview of the status of microfinance in Iraq.

USAID 2007. Iraq private sector growth and employment generation. Overview of the Iraqi banking system:
the state-owned banks. USAID

This document summarises briefly the current state and regulations in force concerning the Iragi banking
system.

UNDP Iraq, Private Sector Development Programme. Financial Regime Assessment. UNDP
This assessment gives a good overview of the Iraqgi banking sector and outlines a roadmap to enhance the
legislative framework.

On Emerging Markets Housing Finance

UN HABITAT further provides several case studies to housing finance mechanisms in Thailand, Indonesia,
Bolivia, South Africa, Peru, Republic of Korea, and Brazil.
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On Housing Finance

Beidas-Strom, Samya; Lian, Weicheng; Maseeh, Ashwaq 2009. The Housing Cycle in Emerging Middle Eastern
Economies and its Macroeconomic Policy Implications. IMF Working Paper

This IMF working paper examines housing finance and housing price dynamics in selected emerging Middle
Eastern economies over the past two decades and gives a good basis for comparison concerning the situation
in Iraq.

Boleat, Mark 1985. National Housing Finance Systems: A Comparative Study. Croom Helm
This book provides a broad review of the range of systems of housing finance used throughout the developed
and developing world. The book contains a short summary on housing finance in the Middle East.

Chiquier, Loic; Lea, Michael 1998. Providing Long-Term Financing for Housing: The Role of Secondary Markets.
Office of Development Studies, UNDP (Draft)

This paper reviews the role of secondary markets in expanding the availability of funds for housing in
developing countries. It introduces several different secondary market models and reviews the experiences
of models in developing countries.

King, Peter 2009. Understanding Housing Finance. Meeting needs and making choices. Routledge

The book explains housing finance by exploring the way in which markets and governments react together.
In a conceptual approach advantages and limits of housing markets are described and consequences of
governmental intervention are highlighted.

Lea, Michael (ed.) 2000. International Housing Finance - Sourcebook 2000. International Union for Housing
Finance

This book deals with country specificinformation on national economies, housing markets, mortgage markets
and policy developments.

Leckie, Scott 2005. Housing, Land and Property Rights in Post-Conflict Societies: Proposals for a New United
Nations Institutional and Policy Framework. Legal and Protection Policy Research Series, UNHCR

This paper contains major challenges concerning housing, land and property rights, lessons learned from UN
and other peace operations and a proposal of policy framework for post-conflict societies.

Mayo, Stephan 1993. Housing: Enabling Markets to Work. World Bank

This paper discusses the evolving role of the World Bank in the housing sector and provides an agenda for
housing policy and institutional reform in developing countries. Understanding the broad characteristics of a
well-functioning housing sector in developing countries can be very useful in comparison to the Iragi market.

The International Bank for Reconstruction and Development; World Bank 2008. Financing Homes. World Bank
“Financing Homes" is a comparative study of 42 countries on mortgage registration, foreclosure effects on
housing markets that finally discusses recommendations for reforms.

UN-HABITAT 2005. Financing Urban Shelter. Global Report on Human Settlements. Earthscan, London
This report describes and analyses housing finance conditions and trends in all regions of the world, including
formal housing finance mechanisms, microfinance and community funding.

UN-HABITAT 2002. Financing adequate shelter for all. UNCHS

The book gives insights into how various countries and organisations are dealing with the problem of housing
finance for low-income families and what lessons can be learned from these experiences and models. Five
chapters of the book examine the issue of housing finance in developing countries and suggest how to
improve housing finance for the poor.

On Mortgage Finance
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Chiquier, Loic; Hassler, Olivier; Lea, Michael 2004. Mortgage Securities in Emerging Markets. World Bank Policy
Research Working Paper No. 3370

This policy research working paper reviews the experience of introducing mortgage securities in emerging
markets and explores the policy issues related to this theme.

Franke, Guenther; Krahnen, Jan Pieter 2008. The Future of Securitisation. Center for Financial Studies, Goethe
University Frankfurt

This paper analyses possible reasons for the breakdown of primary and secondary securitisation markets, and
argues that misaligned incentives along the value chain are the primary cause of the problems.

Gonzales, Gerado 2005. Mortgage loans and access to housing for low-income households in Latin America.
UNIAPRAVI

On the basis of a study on mortgage loan options available in eight Latin American countries, the author
proposes to create linkages between the housing finance market and the capital market through secondary
mortgage markets, for which the housing finance market must use instruments other than subsidies.

Kothari, Vinod Kumar 2006. Securitisation: the financial instrument of the future. Wiley Finance
This book gives an overview of securitisation instruments, its concepts, methodologies and financial
substances. Further the book explains mortgage-backed securitisation in different forms.

Lea, Michael 1998. Secondary Mortgage Markets: International Perspectives. International Union for Housing
Finance

This book contains basic principles of secondary mortgage markets with thirteen case studies for developed
and developing countries.

Li, Xiaowei 2001. Mortgage market development, savings, and growth. International Monetary Fund
Xiaowei Li examines the role of expanding the mortgage markets can play for savings and growth especially
in countries with scare mortgage availability like those in

the Middle East.

On Islamic Finance

Newell, Graeme; Sieracki, Karen 2010. Global Trends in Real Estate Finance. Wiley-Blackwell

This recent book discusses the history, characteristics and implications of global trends in real estate finance.
Dealing with a broad range of financial instruments, the passage on Islamic finance can be positioned into a
wider context.

Smolo, Edib; Hassan, Kabir 2011. The potentials of musharakah mutanagisah for Islamic housing finance.
International Journal of Islamic and Middle Eastern Finance and Management, Vol. 4 Iss: 3, pp. 237 - 258

This paper provides a comprehensive review of musharakah mutanagisah (MM; diminishing partnership)
technique and its potentials for Islamic financial institutions.

Selected Case Studies from specific countries

GTZ 2007.Impact of the Strengthening Local Governance Programme on human settle-ments, urban renewal
and urban governance. GTZ; DPLG

This paper describes the implementing process of the local Governance Programme on human settlements,
urban renewal and urban governance in Buffalo City Municipality (South Africa).

GTZ 2006. Low-cost Housing Project. Integrated housing development program. Volume |I: Management
manual. How to plan and implement integrated housing development programs. GTZ
In this GTZ paper, best practices in planning & implementing of integrated cost-efficient housing programmes
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in eight municipalities of Ethopia are presented.

GTZ 2006. Real estate market, mortgage market and cadastre in Ulanbaatar and Darkhan-City. GTZ

This report gives an overview of the real estate and mortgage market in Mongolia, as well as the cadastre
system and the development of use of land taking the example of the city of Ulaanbaatar and the province
Darkhan Uul.

On Risk Management

Basel Committee on Banking Supervision: Basel 1l 2011: A global regulatory framework for more resilient
banks and banking system. Bank for International Settlements
This is a review of the Basel lll capital treatment for counterparty credit risk in bilateral trades.

Gwinner, William; Sanders, Anthony 2008. The Sub Prime Crisis: Implications for Emerging Markets. World
Bank Policy Research Working Paper 4726

This paper discusses some of the key experiences from the US subprime rise and fall, contrasts them with
characteristics of emerging mortgage markets, and makes recom-mendations for emerging market policy
makers.

Olsson, Carl 2002. Risk Management in Emerging Markets: How to Survive and Prosper. Pearson Education
Limited

Carl Olson examines the role of risk management in emerging markets, offers related technical concepts and
guidance on the basics of identification and measurement of risk.

Van Order, Robert 2005. Risk Management and Mortgage Portfolios: Some Applications for Emerging
Markets in: J. Hegedus, R. Struyk (eds.): Housing Finance: New and Old Models in Central Europe, Russia, and
Kazakhstan. LGl Books

This paper focuses on the analysis of credit risk, its’ fit into portfolios of investors, and how it can be allocated.
Under the review of risk premium and high interest rates in emerging markets, risk management is of
particular interest.

Saunders, Anthony; Cornett, Marcia Millon 2005. Financial Institutions Management: A Risk Management
Approach. Mc Graw Hill

This book offers an overview of financial institution management with a particular attention to risk
management. In the context of interest rates, market risk, credit risk, and liquidity risk, the findings can be
helpful in understanding risk management in the housing sector.
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ANNEX 3: ABBREVIATIONS

BFF
CAGR
CBI
CHF
GDP
IDP
IHF
IFC
INHP
QD
JMRC
KfW
KRG
MENA
MoCH
NHF
REB
SMF
SSA
UAE
UN-HABITAT
USAID
usD
WW I

Bright Future Foundation

Compound Annual Growth Rate

Central Bank of Iraq

Corporate Housing Foundation

Gross Domestic Product

Internally Displaced Person

Iraqi Housing Fund

International Finance Corporation

Iraq National Housing Policy

Iragi Dinar

Jordanian Mortgage Refinance Company
Kreditanstalt fur Wiederaufbau (credit bank for reconstruction)
Kurdistan Regional Government

Middle East and North Africa

Ministry of Construction and Housing

National Housing Funds including the Iragi and Kurdish Housing Fund
Real Estate Bank

Secondary Mortgage Facility

Sub-Saharan Africa

United Arab Emirates

United Nations Human Settlements Programme
United States Agency for International Development
US-Dollar

Second World War
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