
SUIIMARYAD CRITIQUE OF THE' 

HOUS ING F!,.CE--.STuDY.OF. CH.I LE 

APRIL30 1977. 

ppNEP.,,F,ED By
 

RICHARD, T; PRATT ASSOC ATES, IN;C. 
P.O.. IOnk. 83311
 
SAT , -E.CITY1ITAI! 311103
 

t "I I ,c.) c V,
 

http:STuDY.OF


richard t. pratt

associates, inc.
 

April 30, 1977
 

Mr. Mario Pita
 
Office of Housing
 
Agency for International Development
 
Room 300 F, SA 2
 
':ashington, D.C. 20523
 

bear Mr. Pita:
 

Please find attached our report evaluating the housing
 
finance study of Chile performed by the economics department
 
of the University of Chile.
 

This report is based on a careful ex;tmination of a summary 
of the full report which has been translated into Engi.sh, 
and several hours of interviews with the staff director 
of the study. 11hile the exam.nation of the svtmmary and 
the in-depth interviews with the study dire(ter did not 
allow me to precisely determine every point covered by 
the repert, I beliee a full understanding of the report 
was o'btitined from our investigations, and th,,t our analysis 
of the report coniders all of the major points developed. 

I believe seve:al important benefits have been achieved 
from AID's sponsorship of the report including the following: 

1. 	Apparently, for the first time, all nectors of 
the govw.rmnent and private industry involved in 
housing h. e gotten toeether to dincuss the housing 
and housinq finance problems eisLing in the country. 

2. 	The r.mnort eems to have (: ,nlrated enthusiam on 
the part of th,! cgover n.nt and the Central Bank 
for a program in hou:sing fin.'nce. 

3. 	The report dc lt with many of the crucial l,-.oblems 
exist inq in ,sinc finance in Chile, and han provided 
a substanti.l set of roco:,ur,,ida t ions to deal with 
these proble'ms. 

U',d 2 ..,,, 7t4. Thu t,';,.t t. )l~dt.. . ' i bl'i 

an int.:::cve: 'nt.tl c(I-. ', c,,mittd tn ma):i rg 
a holl . '-; ,-nd app -,,n. to havefi :.ilfc;e r work, 
q ene rat ed a c,,:7: it7- . Lre:n ,:ovw en t"t t he 'rn for 
fund. to carry nu" a hou i ug fin.nce prog ram. 



Mtr. Mario Pita -2- April 30, 1977
 

A great deal of work has been accomplished since my previous
 
review of the housing finance study and it represents 
a much more germane and significant document than was 
the case at an ear'lier date. 

The shortcomings of the report, to the extent that they 
exist, are largely in two areas. First, the report esse­
ntially deals with the present situation and does not 
seem to provide an adequate framework for incorporating 
substantial amounts of private savings into the system 
should they become available in later time periods. The 
study director was made aware of this situation and I 
believe .that steps will be taken to deal with it in the
 
implementation of the system. The second situation which
 
requires additional attention is the development of the 
actual plan and procedures for implementing the housing 
finance system. It is understandable that the University's 
study dealt more with the isstues and concepts in view 
of the normal orientation of a university, and the difficulty 
in obtaining people with a technical knowledge in both 
breadth and depth concerning the development of a housing 
finance system. The University and the government are 
well aware of the problem of inplermenting the system and, 
as I understand it, has asked AID for support or advice 
in this regard. 

It is my opinion that the housing ntudy provides a signi­
ficant -;tep in developing a feas;iblc system 4or generating 
financial capit.-l. I believe that AID' participation 
in the rprovinion of additional technical assistance, orobably 
in the form of an individual in residence in Chile for 
60 to 90 d.iys, can provide substantial benefits to the 
Chilean rconomy and help as.ure that an effective and 
efficient housing finance syst emn is actuall]y duv oped 
in the country. 

The attache-d report provide: a specific list of .. Jditional 
area s which !;hcuId be kept in mind as Cluii - d vvclops its 
housing; f inance s-stem. In asdcition, I h;,ve provided 
aan n lv si of th, hou!;innq fi n, .nce s;tudy inco rpor..ted 
in a o'o.ritral inaly!*.is of tlh,- prs-nt ,;ituation and appro­
priate venu,!!; for pro-.p(.ctive d ev 1,op:nent. 

In addition, I left a very !-hort outline with the Chil.ans 
of sot . of t.he, (,-:ationa t': qu,.; : io-n which they should 
begin to cons!i;. in d,.velopii: a houtiring fiiaance .'stem. 

i ,rv I-y,. 

Richall T. Pratt 

PrP/i det 

HTP/rib 
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SUMMARY AND CRITIQUE OF THE 
HOUSING FINANCE S-UDY OF CHILE 

The 	study of mcrtgage lending in Chile, conducted
 

by the National University of Chile, -. rovides a substantive 

beginning for the reform of mortgage lending. hile there
 

are elements within the study on-.which reasonable individuals
 

may disagree, and additional elements which are compromises
 

resulting from the economic realities of the country, the
 

proposals represent a substantial beginning in providing
 

a mortgage banker approach to a revitalized housing finance
 

system for the country. Perhaps, more importantly, the
 

study offers a program to again provide housing finance 

of any type within the nation. The ob-ectives of this 

study are encompassed in the following points: 

1. 	 The Arnroach to .ortcace Lendina 

The system should be open to all potential mortgage 

lenders, both those who wish to specialize in the provision
 

of mortgacie finance, and those who enzae in a wide range 

of financial services. This i7plies that the present savings 

e:nd loan asociations must s urvive in a competitive market 

while ccmt:ing against the more generalized financial 

instituticnn havinq broadler asset and liability powers. 

Mortga(Ye fund; will. not be n rov'ied t. a .peciali:.ed mortgage 

The 

plan for distribution r, m.rtr,.:e funi as; far as governmental 

lendinr ttien on a pre ferrcd :i* 'A: present 



sources are concerned, is based on the solicitation of 

bids from financiai institutions for mortgage funds. The 

bids would be accepted based upon the spread between the 

interest rate to the consumer receiving the mortgage loan
 

and the interest rate which the lender is willing to pay
 

for the use of funds. Financial institutions would be
 

competing against each other on the basis of being able
 

to provide mortgage loans for the least possible origination
 

and servicing costs. The report contemplates the housing
 

bank, or the Central Bank's section on housing finance
 

purchasing bonds or mortgages from the lending institutions
 

based on the above bid process. The bonds or mortgages
 

would be essentially pass-throughs of the original mortgages,
 

and the lenders in terms of using qovernment funds would
 

act as mortgage bankers.
 

2. State Participation in the Housino Markets
 

The report sets as an objective the minimization of
 

government participation in the housing markets and has,
 

as a portion of this, two specific goals:
 

a. To get the social socurity systems out of the
 

direct provision of housing. In the past, social security
 

administrations have contracted for the production of housing
 

and provided the finance for such housing for social security 

members. This has cenerally, been a poorly conceived and 

executed effort reru;ltina in the social -,curity adminis­

tration providing heavy hcusing sub .idles, and, in some 

cases, virtually ;iving houses away. Under the proposed 
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plan, social security administrations would channel housing
 

funds to financial institutions through a section of the
 

central bank acting as a housing bank.
 

b. The second aspect of this objective is to get 

the Ministry of Housing out of the direct production of 

"A" and "E' type housing. "A" and "B" type housing is 

housing provided above the minimum shelter level and is 

housing which it is believed could be produced in the 

private sector. This housing would be of a similar quality 

level to that being supported by AID guaranteed funds in 

the country of Chile. 

3. Improvino the Functioning of the Housing Markets in Chile
 

The main idea provided in improving the housing markets
 

in the country of Chile is to provide financing and to improve
 

the housing markets for existing housing. The contemplated
 

program based on the study provides for mortgage lending for
 

existing houses and further provides for mortgage loans for
 

home improvement and repair. These would seem to be important
 

factors in helping the housing market function effectively.
 

Presently, it is difficult for housing to be provided to low
 

income individuals through the "trickle-down" effect which
 

operates in more advanced companies in the housing markets. 

Because of lack of financing for existing houses, it is 

difficult for home owners having adequate income to move 

into' higher cuality housing, thus ree,.,;ing their house 

for subsenuent low income putchasers. 
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4. ImDroving the Ffficiency of the Financial System and Institutions
 

The report states the belief that mortgage lending
 

will be more efficient if the types of financial institutions
 

making mortgage loanq is broadened. The report indicates
 

that a substantial monopoly position is presently enjoyed
 

by the savings and loan system in tne country in t. rms
 

of middle income mortgage lending and that these insi-itutions
 

are not providing credit on an efficient basis. The following
 

figures are cited in support of this contention. For
 

example, the closing cost on a savings and loan association
 

loan within the country is presently as follows:
 

a. 4% of the principal amount, loan origination fee
 

plus 20% tax equals 4.8%.
 

b. 1/2% for appraisal and inspection plus tax of
 

20% equals 6/10ths of 1%.
 

c. 4% transfer tax to government equals 4%.
 

d. 	 2.5% notary and attorney's fees plus 20% tax equals
 

3%. 	 Total closing costs of loan equals 12.4%.
 

These ornirnation fees, for example, would compare
 

with 	 2ens than two percent normally charged in the United 

States. The total fees charged by na.'inq;s and loan associations 

when combined with their twelve year mortga.o loan and 

12 percent interest rate, provides an interest rate of 

15.4 pe-rcent per annum on a ral .v;is a fter acjustment 

for irf1Lat Lon . If the land tr.nm; !er 11.t% r'ovd from 

the tranraction, the eff-cltIv0 yieMd( .,or;-: to 14.23 ;',.rcent. 

On the loiins which are sold to t:w,. CBa 1 ..nk from 
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the savings and loan associations, a two percent fee is 

charged for every dollar of collection handled by the savings 

and loan association. Thus, the spread between what the 

customer pays and the cost of money at the wholessale 

level is the difference between 14.23 percent to savings 

and loan associations and the eight percent cost from the
 

central bank. The gross spread is thus, 9.47 percent. 

Either one of two things is happening: the savings and 

loan associations are grossly inefficient in their handling 

of funds or finally, the volume of the savings and loan 

associations is so small that their costs are extremely 

high. While it is recogiized that the volumes which Chilean 

associations enjoy is much lower than comparable institutions 

in the United States, the fact that U.S. savings and loan 

associations operate on a spread of approximately two percent 

with no adjustment for inflation indicates the problem 

in the overacion of Chilean associations. 

The second aspect of improving the efficiency with 

which the housing finance system in Chile operates is based 

on the sepiration of finance and subsidy. In the past, 

there has been a co'-'lite hodge-p~ge mixture between housing 

finance and hous:.ng :;ubsidy. Housing finance has been 

crante- un the basis of nar.et inter.st rate with readjust­

ment, at on- 1-xt.rimr., t'- a hs!hlv d .d bas!ic interest 

rate with no roCKIUh;U2 ,iP tfhr:(ntoppos;i , :' tr, mr . The 

latter -procd.kreha, rr:;ulted in the co:A.te giveaway 

of housinq and the wa!sting of c.'.in' finance funds. The 
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report contemplates the complete separation of housing
 

finance and subsidy which should allow for Lhe financial
 

accounting for subsidy payments as separate from the profit
 

or loss resulting from the basic operation of a housing
 

finance system.
 

5. 	Making the System Flexible
 

The housing finance system of Chile should be suffi­

ciently flexible to deal with the present lack of a long 

term capital market and the excessive level of inflation. 

The report indicates that, in order to be successful, the 

housing finance system must be able to function in 

both the present environment which is characterized by 

the absence of a long term capital market and a high level 

of inflation and a planned future environment having efficient 

long term capital markets and a manageable level of inflation. 

The report proposes to deal with these problems by
 

originally using almost entirely institutional funds. 

These funds would be composed of approximately 80 million 

dollars of permanent housing fund, 60 million dollars of 

fusds available from social security surplus, and 25 million 

dollars of housing -;ubidy. This is the level of funding 

which is expectcd to be available iA 1977. The permanent
 

housing fund would stay within the housing markets and 

would he handled by the housing hank or the section of 

the Central hank acting as a housing bank. This housing 

facility in purchasing mortgvy- 'rom lending institutions 
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would receive the principal and interest repayments from
 

the mortgages. The principal and interest payments would
 

bc -adjusted for inflation so the housing bank should recapture
 

the real funds expended plus a real interest rate on these
 

funds. The entire pool of funds would be reinvested in
 

the mortgage market. This would provide a growing pool
 

of funds which, it is expected, can increase at a rate
 

of 10 percent per year over the next two decades. As is
 

evident from this discussion, the system relies to little
 

or no extent on the.use of voluntary savings. While the
 

avenue of voluntary savings should not be overlooked,
 

the present prospects for s;uch -avngs may be relatively
 

minimal. At the present timr, the goverpnment requires
 

social -3ecurity p ymnents of approximately 15 percent of 

gross national product. At the pre(Lrkt time, it is also 

running approximatc a five percent surplus in its balance 

of payments. These two figures combined provide for a 

forced savings level in the country of 20 'ercent. It 

is highly que;tionable whether individual housleholds have 

substantial bility to save over and above the forced savings 

level required. The report do.; contemnlplt e the gradual 

substitution of private saving for the almosnt ;ole reliance 

on governreantal funds * There is presently no long term 

private cauital market ;n th, co,:t r,: financi;,l inst rl.rrents 

are j ,;t no'' Lrinr; ,.:ti.],:i nu c the ,:v, y, r r..n, 

Six months; ago, 90 :c.n, or :.,;. of .111 f inri:i-i] in!;truments 

in the country had a -,.turity of thre,,- ir,1nths or ,''; 
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The cost of long term private capital is presently estimated
 

to be approximately 20 percent real rate. 
 It is questionable
 

whether present income levels within the country will allow
 

for the use of these funds in housing finance.
 

The mortgage finance report contemplates the original
 

use of institutional funds as 
the primary basis for mortgage
 

lending. This could be supplanted over time by reinvestment
 

of mortgage funds within the system plus the gradual accumu­

lation of private capital through savings and other mechanisms.
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Ii 

INSTITUTIONAL FP2 IENWOR'. POR
 
MORTGAGE FINANCE IN CHILE
 

The report, in line with its objective of providing
 

an open financial system allowing for roth specia'.ized
 

and general lenders to participate in the mortgage markets,
 

mortgage 

These are, in, order cf iiaportance: 

perceives three principal sources of tfi,.:nce. 

1. Co:mmerc ia 1 ba nks 

2. ca'.'i*n(;! hank!', and 

3. ,avinq, onw loan , -:-;ociations. 

It tof , .. ir)(',d i ate concern that 

the .htuiy ii:2 i ,.' ,.' nd 

w hich Ar t- t r'.,,l.'! , ~ ' :*, l ' ' w l!h 1,,oi q, 'h,! ma jor 

to tthil" ;---11 1:~ h . i: b ' 7L'j 

COfl ( . ! a ! v !' . , , '. :. l 1 ,;en Ii. -. 

ta-,. . ... . ... n....... y 1 


O 'i ,j,., ' - t:1 I, o,: %*':: .9 - t 1(i ftf,4 !,te. 

ar~r~ip rel i, 1.... ,a,.htl 'v g 1 ..4et ;:l.4,1(- ,q'9 - !,.., ",.4.:, 



continuing 
source of credit in the residential real estate 

markets. The ex:a--Ple of the United States, where savings 

and loan associations provide more credit for new residential 

rortc:cie lendina than all other financial institutions
 

combined, comes immediately to mind. 

In spite of the reservations and oroblems enumerated
 

above, the solutions suggested by the University of Chile 

may be both a r,.ti)nal and reasonably efficient given the 

present financial. .ramework inexisting the country of
 

Chile. The financial position of the savings 
 and loan
 

associations 
 is report,-cI to be irrc.ensely impaired. At 

the present tine, these associations are making less than 

one te-nth of the loans that th,-ey were making at their past 

peak. At t h' !;,, tie, the a ,- ociatiol-s -re burdened
 

by th,,- ownis-r ;hip of pro:pe:rtv 
 acouired as a r.Sult of imprudent 

Trnar;,,*mnt cc;.lhined in:osedwith nolitical dci!;ions of
 

the ,r.:l 'a:st. The to
. y,'a.. extent which ;.ivinns arnd 

and t,,e .. - of re, 1 ,.1 tt , onl y to hv, their 
f~in. ,!. .::..:r L ,f;:-, r),,- ii -.'', (, ()8CZ ro je. t s;, h,.:;
 

!e t t*,:,, w'i h a n,,.a:]: :~... ,o:. .Lh]e h: ~n 
 ".
 
v.u f... lr . , b,: ...die::;-d' (:: .- cf: :',.2:t f:on t.e.n "of vl un'n;.a.:',d 1 .-n .',o:j­

to co tininute '.C ...... .1! t tor: 

(t a"f r I:,,i .... f r,,c h. ' , o fxnd' h,,.h :'v f ndled, 
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providing some econcmies of scale. The arrangemen' which
 

the report sucqes - of having financial institutions bid 

on the basis of spr-ad for mortcage funds seems to provide 

some Sifecuards acainst the dancers which micht otherwise 

be associated with shifting mortgage lending strongly in 

the direction of cor..nercial and savinas banks, rirst, 

the comn.ercial and savings banks would have to use the 

funds received for housing in the housing markets. Second, 

the comercial banks -nd savinas tanks would, in effect, 

act as mort-a:e bankers . ter.s of the gcv:rrontal housing 

funds used. Thus, they would hatve little r~u..on to fer 

the extension of long term ;or-,oage credit, ina:;much as 

they would bear no market ris;k for thc-;e inr2 ru:nntn. 

It [-.av b, thcat the rei)ort in M1.*;t,:dkn in i ts vi.,w 

that cc:hrcizl hank!; will Willin,.Iv Ind .- c'liv,.ly .;,-r':.cipate 

in the mort ,;,- :.irY,,t. In th',. v.nt th t thl : v cw in 

cor.:ct, t:h, houin fu:As .va i .:hl,, w:,u id ,:: n A',q: to 

Dte~ n t he e.<;,.:'- to !."..' hal. . h: . ..dv 'h, ".;e ]('.: ~t :,e r,., 

Ur ti' e : ', r r t" t n: t ri 

' . . .T:r > ",, Of A,'rco w 

http:Willin,.Iv


To the extent that it is believed that a strong savings
 

and 	 loan system is necessary for 	active mortgage lending, 

achicving such systema may present great difficulties
 

in the country of Chile. The 
 savings and 	 loan system experi­

enced a financial disaster and has failed to 
recover from
 

its problems. The confidence in the savings and loan insti­

tutions secms 
to be relatively low. 
 It appears unlikely
 

that the government will be willing to grant privileges
 

to savings and loan associations not shared by other mortgage
 

lenders. A substantial cause of the present problem in
 

the 	 savings and loan 	business is the excessive financial 

advantag3 which these institutions enjoyed and the resulting
 

uncontrolled inflow of funds which resulted from the financial
 

advantage. As 
a result of this experience, all levels
 

within the government seem 
to be highly adverse to again
 

instituting operating advantaces such as exist in the form 

of i 	 -2ulation Q in the United States. Based theon political 

realities, the inmediatL solutions suggested by the University 

of Chile'! ;study may be a reasonable alternative. 

1. 	 Tho 1houinc Rank !'unction 

The report .uoc.t. the establishment of a type of 

secondt-y Nort:hee finance i:ustitution which bewill referred 

to as a honf;in: 1,ank but which does not nece!;s;arilv resemble 

housi oC" a: - a- t1h,'v dr-! found '!round the world This 

in';tjtut ori i.,; c lw;,or to a "n-r l ho , logan bank i!; found 

in the 'n it,.d t,,. . .h,, heu in,.t, bank 	 would rtoc,:ivo housing 
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funds from the Ministry of Finance, from the social security
 

system, and from the central Bank, and would channel these 

to the mortgage lenders on the basis of bidding for funds 

as previously described. In many ways, the housing bank 

would operate similarly to the Federal National Mortgage 

Association in the United States, essentially conducting 

auctions to distribute its funds to the mortgage lenders 

and selling mortgage-backed obligations, either in the
 

form of mortqage participation certificates or mortgage­

backed bonds 
to the Central Bank, the social security admini­

stration, the Ministry of I!ousinc-, and other parties such 

as insurance companies which may be providing wholesale 

mortgage funds. Because of a reluctance within the government 

to form a new bureauc:racy, it is believed that this insti­

tution may initially be a section within the Central Bank 

rather thar. an independent institution. If this is the 

case, it is attendant with some risks inasmuch as the central 

bank has the overriding rerponsibility of maintaining orderli­

ness in the nation's money and capital markets and controlling 

thu nation's money supply. It nay be difficult for the 

housina funds managers to resi.st the ceneral economic 

pressures v'aich nay exist in a Ccntra] JIl nk under such 

an arrangement. 

In addition to providing a basic inertcage banking 

operation, it is ,um-ested th.t the housiny bank would 

provide liquid i tv for thn r; a'ir, :s and lo..n !ys;tem in the 

Country of Chile, shortskin t em loans to .navin;s and 
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..
oan or other mortgage lending institutions as was necessary
 

for their cash flow management.
 

2. Peculation and Sunervision 

The report suggests that the policies to be followed
 

by mortgage lending institutions would be 
set by the Monetary
 

Board whick. is composed of representatives of the Central
 
Bank, the Ministry cf Finance, and other agencies. The
 

report proposes that the mortgage lending institutions
 

be supervised by the Superintendancy of Banks which now
 

supervises nearly all financial institutions except savings 

and loan institutions. Savings and 
loan associations are
 

presently su:pervised by the Caja Central. 
 However, the
 

Caja Central seems 
to be in the process of disappearing.
 

The Caja Central is 
no longer an independent organization,
 

but is 
now part of the C-ntral Bank, 
and is headed by an
 
officer of the Central Bank. 
 Whether or not the 
report,
 

as 
presently outlined, is accepted, it 
appears likely that
 

the Caja Cntral will disappear at least as a practical 
fact. The Caja Central no longer exists as any indp,:ndc.t 

source of funds, but only as an arm of the Central Bank. 
In the evnt that mort(ace lendina super'ision is transferred 

to tha Stierin tndnt of Banks, it's last remaining function 

would have disappeared. 
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III
 

MORTGAGE I::S7RUMENTS 

The report analyzes four types of mortgage contracts 

which are as follows: 1) mortgages repayable in fixed
 

real installments, 2) mortgages with variable interest
 

rate, 3) mortgages with upward graduated, real repayments,
 

4) mortgages with upward, graduated, real repayments and
 

variable interest rate. The report takes no position
 

on which of these is superior to the others but suggest
 

that all should be allowed in the capital markets.
 

while the report seems justified in not restricting
 

the type of mortgage instrument which can be allowed, there
 

is a strong argument for favoring the variable, real interest
 

rate loan. At the present tine, the country of Chile is 

coming out of a period of severe economic disruption, 

resulting from thi! previous political situation. As a 

result of t:s imense disruption of the economic system, 

real interest rates have been extremely high, as citer. 

earlier, perhaps as high as 20 percent real rate for long 

term finance. Ans.uminc that the present trend of economic 

improvrm.ent and stabilization is successfully purrued, 

it can be expected that the real rate of interest will 

fall subt-.antially, reflectin' the lower ris ; in the economy. 

If this were to take place, it* wculd be hic hly dcohirable 

that the real rate of i.terest be rr.va1liatd periodically 

/
 



on mortgage loans. If this werc, not done, an unfair burden
 

would be placed on the borrower as the earlier contracted 

for real rate of interest becomes higher and hLgher in
 

relationship to the then current interest rates existing
 

in the economy.
 

It would also seem prudent to recognize the problems
 

associated with mortgages of graduated real repayments.
 

The history in many countries has indicated that mortgages
 

having upward graduated repayments proved to be uncollectable
 

as the payments began to escalate. This results in an
 

unintended subsidy to the house purchaser and the complete 

disruption of a mortgage lesid.ng system based on upward 

graduated repayment.
 

The report examines the various methods of readjusting 

for inflation and comes to the conclusion that the most 

effective method would be the use of the consumer price 

index as the index for inflation adjustment. While no 

index will meet all of the needs in an inflationery economy, 

the consumer price index seems to be a reasonable ccmoromise.
 

Over extended periods, the movement of the consumer price
 

index should be correlated with, and not greater than, 

the increa!se in waof-s and salaries earned within the country. 

This ind>: has the further subtantial advantaae of being 

alMost univer;al]y us.ed in other readjustable contracts 

within the country. Itr rhorccrmincs are that in the short 

run it doer not quar!.nt-oe that housin f:nds will necessirily 

be f"lly recaptured. T:'his !; true to the extent that indexes 
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which reflect the cost of residential building,: increase
 

At the time,
faster than the consum,er price index. same 


it does not assure the average employed person will be
 

able 	to pay his housing payments in the short run. This
 

is true to the extent that the consumer price index increases 

faster than an index of wages and salaries. On the other
 

the long run, the ability to purchase should
hand, over 


be adequate and to the extent that there are gainL from
 

of house purchase should a~tuallyproductivity, th: burden 

fall 	over time.
 

The report suggests that the mechanics of readjustment
 

be based on a concept known as the housing unit, where
 

a mortgage would represent so many housing units in terms
 

of the structure which could be purchased for that sum.
 

The housing unit would be repriced freouently, perhaps
 

on a daily basis, from presupplied schedules, and the payment
 

necessary to amortize the housing unit would be calculated
 

on a similar daily basis. The monthly payment for the
 

sum of the daily parments
housinL, unit would then be the 


W.hile this sounds like a complicated
during that month. 


adjustment, in practice it is relatively simple and could
 

be determined from presupplied schedules which cover several
 

months at a time.
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IV 

SUBSIDY
 

The report makes the case that the main justification
 

for 	subsidies is the fact that the populace has come to
 

expect housing subsidies and a sudden removal of them would
 

cause severe social and political problems. In fact, if
 

housing subsidies were to be instantaneously removed, the
 

funds saved from removal of such subsidies would probably
 

not result in corresponding tax reductions. The report
 

does suggest that subsidies be eliminated over time and 

the subsidy mechanism be used as a primary tool for bringing
 

the populace's expectation as to the housing unit they
 

can afford closer to the actual unit which they can afford.
 

Given the basic assunmption that subsidy is a necessary
 

social phencmenon, the report indica, es that several possible 

objectives may be achieved within the subsidy framework.
 

Th.ese include: 

1. 	 Stabilization of national productive activity 

2. 	 Increase in the level of employment among the 
working force 

3. 	 Promote national savine:;, and 

4. 	 Bring about a redistribution of income within 

the economy. 

The 	 fifth important a!pct, not included in the report 

SiU:7mary , Would r(,Ur, I0 J_. t',I( Iof f( .;0 t! roduC­

tion of hou.ing. Peciu !;e .uY; idI,'. in :i d., !;uch .v; hou;ing 

subsidies, are guno.: ally a poor source of in-ci't, rd i stribution 



it is appropriate that the housing finance subsidy be oriented 

to increasing employment and increasing the production 

of housix.g. To the extent that unemployed workers are 

Dut to work, the general standard of living increases and 

the subsidy is reduced as a result of increases in tax 

collections from the newly employed.
 

The report discusses a number of ways that subsidies
 

can 1e distributed and varicus criteria for the allocation 

of subsidies. The report suggests that subsidies should
 

flow entirely to the home purchaser, or the demand side
 

of the transaction, and should not be provided for the
 

housinq producer. The repo-t discusses subsidies of the
 

mortgage interest rate and subsidies in the form of an 

original grant. The advantojes of oach type of subsidy 

are discussed and the report concludes that either type 

may be appropriate. The report does not seem to provide 

a clear su;qe-stion for the rovi.;ion of su!isics and this 

will be a criiciti tal-e.."nt in rra-):in th, hou!;inq finance 

system, inc I u(in :ub ;idues, oe'.ate effectively'. 

It is sac::;ted th,*,t the 9ov,.r? n.nt of Chile consider 

a re!lti,.,. si:-.:, u!s:dv '-;t, to the e xt,.nt that such 

cubsc~.'a~ EO..2ch ri:ht o,.'z 'ate ind ~ 

to ii r.,l ,e ',*t,. .. ,.l,, ,.v -. , ': ,,r th.(i , lf Id sefi .,. . 

'Zo r I f. for ,.x..11-l e,, 

Whon a rolui c)! *,wo ' . o! ai v-rtain ni:ot- and 



price range are completed, it is advertised that the homes
 

will be sold to owner occupants and that they will be sold
 

on the basis of those requiring the !,,ast subsidy receiving
 

the first homes. Thus, if the one hundred low income homes
 

are offered for sale and if an individual buyer who is
 

willing to occupy the home indicates that he could buy
 

the house with the subsidy of $100 and if this were the
 

lowest subsidy requested, he would have the first priority
 

for a home. Additional bidders would be accepted in order
 

of increasing subsidy required until the last home availabl3
 

had been sold. This approach accomplishes several things.
 

First, it provides the maximum amount of housing for a 

given amount of subsidy; no home is sold witi a greater 

subsidy attached to it than the minimum necessary to cause 

the sale of the property. Second, to the extent tha." homes 

eligible for subsidies ire in a certain size and/or price 

class, and to the extent that cvner occupancy for a period 

of time is required, complicated tests of income and wealth 

cadn be ig nor-',',. Occa:-ionally, a person of great wealth 

or icme may choone to live in a mode;st home. However, 

the number of imd ividuals choo .inr; to do so is likely to 

> t.h. o>:tcrlt. th,,t fl-; I., 

be illcu:.,(,uefntial. Third, in ...d!.ition to m.aximizing the 

production of hcems, thin schi:m' would, in a - imilar manner, 

X1 ze the. nuiher of i n] vicu.' ;sble to obtain housing. 

cet.:t.in I t.." continually outbid 

for the new jjOus i:c unit!,, tb eir oility t.o acnievo i proved 

houni r; would ;till be ,.idiancecl . Thi s nchom produc,, 
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the maximum number of houses for the amount of money expended.
 

Everyone is presently in a dwelling of some sort. To the
 

extent that those buying new houses with relatively minimal
 

subsidies ire already occapying a dwelling unit, this dwelling
 

unit becomes available and allo:s those who are more poorly
 

housed to move up into the newly available unit. This
 

approach then allows the "tri:ke-donn" phenomena of housing
 

to operate in addition to the stimulation of new housing
 

starts.
 



V
 

DCOINCUSIONSUvM.AND 
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aggressively land inthe moartgage market, present 11010
 
riskcs. However, given teistitutional realities of Chile
 

at this tim~id# e otrelsi
406suggestions may providthae 

chance for mortgage l.ending success. S8everal steps are
 
now o0f crucial im~portance to see that thie stuady does no
 
go unheeded. Those arot
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' 

Ministry of Finance or the central banki to
Scoordinate th* dovolopmant of housing finance 
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-~ ~., h-rtIvarioas institutions; and activities 

ivolved
 

4 41 .10e 

http:devel.op


RPM p~~I" sv~2,p~* 

~~A. S c .I.~n....bu3 

d. i11fl9raft-.he 10444atio ''an 
neesr foth hst@@M opo~~ ra to 

3,~~~~~~A~ioal n~lno.,mlmnatn o 

aciein 

prprdadopnillt 

thorstud s I 

a

hu>Lb 

sind4o~h 

mediat 

varou phse 

4. U..ADsol oidI 
in-ohnesadisittos'f~otae 

edn ~
Aulnd 

eil 

ati'4 .'a~u oo ation- land-a
4

w23"
 

http:i11fl9raft-.he


ADDITIONAL QUESTIONS 

It is sutggested that the follcwing additional questions 

not dealt with in the report be considered, and some allowance 

for these factors he provided for in the new system. The 

area-, of 4ochn ,,re: 

I. The Rolt. of Priv,Ate savings 

II. The R(bIt of CooT ortives 

III. The Prov"': on of ConItrv: Li on Finance 

IV. The Polo, of riv.,ttt, 1:,. , ,:tors in Provi ding Housing 

V. Sujgg ;tirn!; for Initial t ev: in Inplementing 
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-RolesoUf iva. Savins.The 

ThoUniverst' ryopo.; essental cocuds that' atQ~) 

abova# ompul#Qty savings, can be generatd4 tte ae 

Tho*S#.
role~ of govSornmant in4~ th housing proes ? 0 w ay, 

the stiu4ys-9jtv*cnb rain e with~ the preen 

mone An maketis by provS4ingI~a mehanswhr­caita 

S by private capital sourcess as they deeop anbetpd 

<l 	and mde available for housig.Based on the apparent 

governmenlt priorities and directions, it appers tht h 

govorxntn's presence will be reduce ithUe nation'smoe 

mad-capital matkat±. whie private isarkots assume a rpa 

trole in facilitating savings and invesbtment, 

~<~ me 	 a in the goth~ ~kehanieR for',assurinq contin~uation 
of houhing capital is rqie.Ono factor of sc% importance 

in this raod naems to be the continuaed existence of the 

-~ 

and loan system(A.A.P.) 4In some form, iVery attmp 

should be 3made' opeev hsssa n to encourage 
Ssavings 

* associain to compete aggressively for pr. 'ate savings as> 

<7 this zsarket develops. 
At a lae ieitMiqht besuggested taprve av~rqs 

be2~i as alternative to compulsorysaigroreuedallowed an 
For esxausplep'aemployed worker unight bealwe oodc h 

~~, portion of his wages tahan -for social security in return for 
Putting an equal4 -mount of money in a 3posa1vingP prograa for,~-Al 	 ­

4 housing purchaue. ~ 
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ir. The Role of Cooneratives
 

lhile the cooperative mover.ent was discussed in the 

r,-oort, its role in the new approach to housing finance is 

unclear. It is important to note that cooperatives have 

been an im'portant vehicle in facilitating home oxnership 

for moderate income f,milies. Questions that might be 

answered concerning the role of cooperatives include: 

1. 	Where will cooperatives obtai, funding under the 
new system? 

2. 	Should cooperatives be allowed to borrow directly
from th2 housing bank? 

3. 	Should cooperatives be allowed to service their
 
own loans?
 

4. 	Can cooperatives self-insure their mortgage and,
 
as a result, receive lower intercst rates or 
higher loan to value ratios? 

5. 	 Are cooperatives adecpuately rronitored to protect 
the consumer funds with which they are entrusted? 

6. 	Should open cooperatives be regulated as a
 
financial institution?
 

7. Should a subr-idy in funds or support services be
 
provided directly to cooperatives?
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III. Construction Lendina
 

While the outline of the University study did not call
 

specifically for a section on construction lending, 
it
 

appears important to incorporate a construction lending
 

program in the housing finance system. 
The following
 

qpestions might be addressed in this regard:
 

1. What are 
the present sources of constructlon
 
finance?
 

2. Are present sources adequate?
 

3. What is the cost of construction money?
 

4. What will be the sources under the new plan?
 

J. 1fow should the system operate?
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IV. The Role of Private Investors in Providlin. Iousina 

The study outline worked out jointly with the University 

of Chile did not deal with the question of rental housing
 

built for investment purposes. However, in implementing the
 

housing finance system, this consideration should not be 

overlooked. In all countries operating under a market system,
 

a role is normally provided for the landlord who wishes to 

construct residential dwellings for rental purposes, and the
 

future of this could prove to be an important source of 

housing for the country of Chile, and questions conce.ning 

its development should be considered and proceed to be 

incorporated in the hou!;ing finance system. So:,e of the 

chstions which nhould be dealt with are: 

1. 	What would be the source of housing finance for 
the buildler for investjnont purposes? 

2.. 	 Will individuals who would cqualify for subnidies 
in owner--occupied dwe lincs hive -n opportunity 
of receiving :;Wsidi.,d houn;ing from private 
landlords?
 

3. 	 1hat chan (e': or i1srovernentn; n vd to he ostabli:sh"Od 
in law and ruculiations, such a!. zoninq, in order 
to dllow for the d(volc-pment of a healthy investment 
sector in hcusing? 
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V. 	 Succestions for Initial Steps in Implementing a housing 
Finance S'stem 

A. 	 A coordinator should bc appointed to follow up on
 

the housina finance study. It would seem most
 

appropriate if the coordinator were from the
 

Ministry of Finance or frcm the Central Bank. He
 

should be at a high enough level to effectively
 

commnunicate with the Minister of Finance as well
 

as be able to effectively work with other govern­

mental and private agencies. The coordinator should
 

be given highly specific targets and a specific
 

timetable for achieving housing finance targets.
 

B. 	A co:,nmittee should be establiLhed to wor): under
 

the direction of the coordinator of housing finance. 

This co:.i tttue ;hoeIld be ch,-r:cd with develoDing 

the houning finance :ter a -ugge ted by the 

Univer.;ity's ItTtud,:.is ucuested that the 

,becom:oed of a reprerentative from 

each 	 of the followi1'-9i: 

A) Ninintry of Finance
 

b) Con' :',- .:nk
1 

c) 	 Mini':" of Housing 

d) 	Caja, C,.ntral 

-nr -... function 

s c.,c. ..., ...:,. to der,,. o~ the ; oc,.dire s and 

Inst itt :c::a1 ,r, re) al(o~~t lo th 

C. 	The c itt.. rhould begin to 
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housing finance system to begin functioning
 

effectively. An example of the functions which
 

which might be performed by the committee include:
 

a) Developing a standard mortgage instrument
 

b) Organizing a wholesale housing finance activity
 

c) Providing a mechanism for allocating housing
 
subsidy
 

d) Developing a system of regulation and super­
vision for mortgage lenders.
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