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ABSTRACYT

'd §-,!!“."eg Ag:!tag! (D0 nat srceed the soace grovided]

This is the Final Evaluation of.the"$ 35 million Jordan Low Income Housing
Finance Project (Housing Guaranty Program 278-HG-001) whose goal was to
increase- ‘low cost ‘housing ‘through two ‘sub-projects:

1) An Individual Loan Program to increase the availability of long-term
mortgage credit for housing affordable to below median income families by
Jordan Housing Bank (JHB) loans: 1) to individuals for owner/builder
construction of a house on.land they already owned, and 2) to World Bank
Urban Development Project beneficiaries to purchase a plot and core house
with optional construction loans to enlarge or improve the core house.

2) A Private. Developer Program to increase private sector production for
the low income market by JHB construction financing and mortage loans for
low income households to purchase private developer built homes.

This Final Evaluation, completed in August 1990, was based on a review of
project documents, interviews with informed respondents and a sample of JHB
loan records. Final minor revisions by the project officer and preparation
of this Evaluation Summary Form were delayed due to the Gulf War.

The 278-HG-001 Program Final Evaluation found that:

The Individual Loan Program was extremely successful. A total of 4,739
loans were made, with a combined value of JD 16,938,365, and over 40% of
the program beneficiaries were at or below the 20th percentile of income,
which is an impressive achievement. The ILP served a very broad range of
the target population both in Greater Amman and in other urban areas.

The experimental Private Developer Program did not achieve its expected
target of approximately 700 loans, for a variety of reasons outside the
control of the project. The private sector was unable to build a house
affordable to the target population because of sudden increased materials
costs, constraints of subdivision regulations, high property transfer taxes
and GOJ flooding the low income market with 3,500 unsold public housing
units priced at terms against which private developers could not compete.

The key lesson learned during the Low Income Housing Finance Project was
that increased private sector low income housing production depended on GOJ
policy and regulatory reform. Based on these findings, USAID, RHUDO/NENA
and GO0J designed the new $50 million Housing Policy Program, 278-HG-004.

CQOSTS

|

I, _Svaluation Costs

1. Evalation Team

Name
Bonnie Walter

Afflllation
N/a

Purchase Order

Contract Numoer OR
TDY Person Days
608-0266~
0-00-0010

Contract Cast OR !

TOY Cast (U.S. 5% Souree of Funas

$12,847

§511,000 Jordan
Mission Grant
{funds

}51 847 RHUDO
:Central
'AID/W Program
iZunds

2. Mission/Otlice Protessionar Start
Perzon-0ays (Estimate)

10

l. Borrower/Grantee Protessional
Staff Person-Days (Estimate)

r-s
<«

AlD 1330-3 (10-d7) Page 2



" ALD. EVALUATION SUMMARY - PART I
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1. '

Final Evaluation: Jordan Housing Guaranty Program 278-HG-001, August
1990, undertaken for RHUDO/NENA and USAID/Jordan.

2.
The Jordan Low Cost Housing Finance Project 278-HG~001 was the first

Housing Guaranty program in Jordan. The goal was to increase the
availability of low cost housing to families with below median incomes.
While Jordan had experienced rapid urban growth and a building boom, lower
income groups had not benefitted significantly. Rising land costs, a
deteriorating economy, and regulatory restrictions had created a problem of
access to affordable housing. The Housing Guaranty Program sought to
address the problem in two ways:

-To increase the availability of long~-term mortgage credit for nousing
that was affordable to below median income families.

~To increase the participation of private developers in building for
the low income market.

The strategy which was developed aimed to assist both the individual
owner-builder, who is responsible for 80% of new housing units, and to open
a new market in low-cost housing for private developers, as the Middle East
economic slowdown dried up their high-profit/high income market. The mode
chosen to implement the strategy was to work with an existing institution
! already providing housing finance, the Jordan Housing Bank (JHB). The
! program had two components: the Individual Loan Program (ILP) built upon an
i, existing JHB program, targeted to better reach the below median income
! population. The second component, the Private Developer Program (PLP) was
{

———— e 4 c— -

! an experiment wherein the JHB (using a $250,000 program grant) would assist
! private developers to devise, build and market housing eligible for sale to
below median income beneficiaries.

A total of $22.5 million was allocated to the Individual Loan Program
| to finance mortgages to individuals meeting eligibility criteria which
i placed them in the below median income target group. The ILP proyram had
. two aspects; (1) loans to individuals for owner/builder construction of a
house on land they already owned, and (2) loans to beneficiares within the
World Bank Urban Development Project, for the purchase of a plot and core
house, and optional construction loans for the enlargement or improvement

of the unit.

A total of $12.5 million was allocated to the Private Developer
Program to finance mortgages for the purchase of units built by private
{ developers. The Jordan Housing Bank was also expected to make
construction financing available to private developers.

/
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SUMMARY (Continued)

3._PURPO’E OF THE EVALUATION

The final evaluation has four purposes. Firstly, it assesses progress
in merting the targets established in the Implementation
Agreement, which consist of a volume of mortgages equivalent to $35
million, or JD 17,450,000. Of this amount, JD 4,375,000 was targeted to
mortgages for purchasers of private developer built housing, and JD
13,075,000 was targeted to mortgages for individual owner/builders.
Records from the Jordan Housing bank were used to establish if the required
mortgages were issued. A second purpose of the evaluation is to assess the
success of the program in aiding private developers to produce low cost
housing. Interviews with private developers in Jordan, with the Jordan
Housing Bank Low Cost Housing Unit staff, and with USAID staff and
contractors provided input for this assessment. A third task of the
evaluation is to assess the JHB's ability to sustain low income lending,
and JHB annual reports and lending data have been consulted. Finally, the
evaluation should provide recommendations for the HG-004 program.
Interviews with Jordanian officials in various housing institutions, with
AID personnel, and all reports and documents produced during project
implementation were drawn upon.

4._FINDING ONCLUSIONS

The Individual Loan Program component was extremely successful in
terms of both number of loans generated and target population served. A
total of 4,733 loans were made, with a combined value of JD 16,938,365.
Over 40% of the program beneficiaries were at or below the 20th percentile
of income, which is an impressive achievement. The average loan amount was
under JD 4,000 and the average loan term was less than 10 years. The data
showed that the beneficiaries took the minimum loan possible, for as short
a time period as possible, to bridge the gap between reliance on savings
and dependence on credit. The ILP served a very broad range of the target
population both in Greater Amman and in other urban areas.

The experimental Private Developer Program did not achieve its
expected target of approximately 700 loans, for a variety of reasons
outside the control of the project. The decline in the economy led to two
devaluations of the Jordanian Dinar, which in turn affected construction
costs, and made private developers even more dependent on purchasers with
foreign currency. As market uncertainties increased, private developers
were less willing to take risks on the type of unit which could be built at
a price affordable by low income purchasers. Because of the constraints of
subdivision regulations and high property transfer taxes, it was impossible
to build an affordable unit which met the desires of the target group.
Furthermore, in 1987 the Jordan Housing Corporation, a government housing
institution, flooded the low income market with 3,500 unsold units of
housing which they priced and sold at terms against which private
developers could not compete.

The Jordan Housing Bank successfully sustained the cost of
administering the Individual Loan Program for low income beneficiaries,
wherein loans were made at 8% interest, necessitating cross- subsidy from
with the JHB. However, the volume of lending under this program continued
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{— SUMMARY (Continued)

to decline over the life of the project.

-

: ) B _AND BE EARNED

More insight has been gained in the fuctioning and constraints within
the low cost housing market in Jordan, which indicate that the new HG-004
program should concentrate on policy reform and changes to the regulatory
framework. During the 1life of the 278-HG-001 Program the greatest
constraints to both owner/builder and private developer production of low
cost housing were due to these issues.

At the time that the program was designed, little was known about the
housing market, and therefore, insufficient weight was given to these
factors intitially. In addition, the assessment of the potential role of
private developers in meeting the low income population's housing needs
were over-optimistic. The new Jordan Housing Policy Program 278-HG-004
program should focus on improving access to land for the owner/builder, and
assessing and defining the role of each player in housing production;
owner/builders, private developers, and government housing institutions.

g
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- ATTACHMENTS
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1. BEXECUTIVE BUMMARY

3. . '
Final Evaluation: Jordan Housing Guaranty Program 278-HG-001,
August 1990, undertaken for- RHUDO/NENA and USAID/Jordan.

2.

278-HG-001 was the first Housing Guaranty program in Jordan.
The goal was to increase the availability of low cost housing to
families with below median incomes. While Jordan had experienced
rapid urban growth and a building boom, lower income groups had not
benefitted significantly. Rising land costs, a deteriorating
economy, and regulatory restrictions had created a problem of
access to affordable housing. The Housing Guaranty Program sought
to address the problem in two ways:

~To increase the availability of long-term mortgage credit for
housing that was affordable to below median income families.

-To increase the participation of private developers in
building for the low income market.

The strategy which was developed aimed to assist both the
individual owner-builder, who is responsible for 80% of new housing
units, and to open a new market in low-cost housing for private
developers, as the Middle East economic slowdown dried up their
high-profit/uigh income market. The mode chosen to implement the
strategy was to work with an existing institution already providing
housing finance, the Jordan Housing Bank (JHB). The program had two
components: the Individual Loan Program (ILP) built upon an
existing JHB program, targeted to better reach the below median
income population. The second component, the Private Developer
Program (PLP) was an experiment wherein the JHB (using a $250,000
program grant) would assist private developers to devise, build and
market housing eligible for sale to below median income
beneficiaries.

A total of $22.5 million was allocated to the Individual Loan
Program to finance mortgages to individuals meeting eligibility
criteria which placed them in the below median income target group.
The ILP program had two aspects; (1) loans to individuals for
owner/builder construction of a house on land they already owned,
and (2) loans to beneficiares within the World Bank Urban
Development Project, for the purchase of a plot and core house, and
optional construction loans for the enlargement or improvement of
the unit.



A total of $12.5 millicn was allocated to the Private
Developer Program to finance mortgages for the purchase of units
built by private developers. In addition, the Jordan Housing Bank
was expected t make an unspecified amount of construction financing
available to private developers. '

e -

3. V.

The final evaluation has four purposes. Firstly, it assesses
progress in meeting the targcts established in the Implementation
Agreement, which consist of « volume of mortgages equivalent to
$35 million, or JD 17,450,000. Of this amount, JD 4,375,000 was
targeted to mortgages for purchasers of private developer built
housing, and JD 13,075,000 was targeted to mortgages for individual
owner/builders. Records from the Jordan Housing bank were used to
establish if the required mortgages were issued. A second purpose
of the evaluation is to assess the success of the program in aiding
private developers to produce low cost housing. Interviews with
private developers in Jordan, with the Jordan Housing Bank Low Cost
Housing Unit staff, and with USAID staff and contractors provided
input for this assessment. A third task of the evaluation is to
assess the JHB's ability to sustain low income lending, and JHB
annual reports and lending data have been consulted. Finally, the
evaluation should provide recommendations for the HG-004 program.
Interviews with Jordanian officials in various housing
institutions, with AID personnel, and all reports and documents
produced during project implementation were drawn upon.

4.

The Individual Loan Program component was extremely successful
in terms of both number of loans generated and target population
served. A total of 4,739 loans were made, with a combined value of
JD 16,938,365. Over 40% of the program beneficiaries were at or
below the 20th percentile of income, which is an impressive
achievement. The average loan amount was under JD 4,000 and the
average loan term was less than 10 years. The data showed that the
beneficiaries took the minimum loan possible, for as short a time
period as possible, to bridge the gap between reliance on savings
and dependence on credit. The ILP served a very broad range cf the
target population both in Greater Amman and in other urban areas.

The experimental Private Developer Program did not achieve its
expected target of approximately 700 loans, for a variety of
reasons outside tha control of the project. The decline in the
economy led to two devaluations of the Jordanian Dinar, which in
turn affected construction costs, and made private developers even
more dependent on purchasers with foreign currency. As market
uncertainties increased, private developers were less willing to
take risks on the type of unit which could be built at a price



affordable by low income purchasers. Because of the constraints of
subdivision regulations and high property transfer taxes, it was
impossible to build an affordable unit which met the desires of the
target group. Furthermore, in 1987 the Jordan Housing Corporation,
a government housing institution, flocded the low income market
with 3,500 unsold units of housing which they priced and sold at
terms against which privaté developers could not compete.

The Jordan Housing Bank successfully sustained the cost of
administering the 1Individual Loan Program for 1low income
beneficiaries, wherein 1loans were made at 8% interest,
necessitating cross- subsidy from with the JHB. However, the
volume of lending under this program continued to decline ove:' the
life of the project,

5.

More insight has been gained in the fuctioning and constraints
within the low cost housing market in Jordan, which indicate that
the new HG-004 program should concentrate on policy reform and
changes to the regulatory framework. During the life of the 278-HG-
001 Program the greatest constraints to both owner/builder and
private developer production of low cost housing were due to these
issues. '

At the time that the program was designed, little was known
about the housing market, and therefore, insufficient weight was
given to these factors intitially. 1In addition, the assessment of
the potential role of private developers in meeting the low income
population's housing needs were over-optimistic. The HG-004
program should focus on improving access to 1land for the
owner/builder, and assessing and defining the role of each player
in housing production; cwner/buiiders, private developers, and
government housing institutions.



2. PROGRAM DESCRIPTION

2.1, INTRODUCTION

Project Authorization for $25 million for the Jordan Housing
Guaranty (HG) Program (Project 278-HG-001) was approved in 1985 and
the Implementation Agreemeht was signed with the Government of
Jordan in September 1986. The first borrowing took place in May
1987 ($15 million). In September 1987, the Authorization was
amended by adding $ 10 million to the Individual Loan Program sub-
program, to increase the Housing Guaranty authority to $35 Million,
as recommended in the July 1987 HMid-Term Evaluation Report. And
finally another $7.2 Million in HG authority was added in September
1988 to capitalize the interest for three years on the final $20
Million borrowing which took place on September 26, 1989. Both
borrowings were between the US private sector and the Government of
Jordan (GOJ). The GOJ in turn made local currency equivelent loans
to the Jordan Housing Bank for the JHB low income housing program.

The General Provisions of the Implementation Agreement require
that a final evaluation shall be made of the overall impact of the
Progzi'am. it is within this context that the following report is
submitted.

The objective of this evaluation is to analyze the actual
program achievements in terms of the goals, objectives and outputs
set forth in various project documents, to analyze the piogress
since the mid-term evaluation, to analyze the trend in the Jordan
Housing Bank's lending to low-income borrowers, and its ability to
continue to do so in the future based on its experience with the
Housing Guaranty Program. In addition, impediments to the private
sector and in particular private developer construction and
financing of 1low-cost housing are identified, and corrective
actions or policy modifications to Jordan Housing Bank practices
are recommended.

The Report begins with a description of the context in which
the program was established, followed by an analysis of the program
objectives and basic hypotheses. This is followed by a critical
analysis of the inputs and cutputs of each program component to
determine in what measure the goals and objectives were attained.
An analysis of the housing market in Jordan since 1987 is presented
to provide the background for an understanding of the constraints
to program achievement. Jordan Housing Bank's activities and
policies are analysed, and the report concludes with lessons
learned from the program and recommendations for future actions.



2.2. TEE BACRGROUND AND CONTEXT OF THE 278~HG~001 PROJECT

Prior to 1985, AID activities in the urban field in Jordan
included a housing construction and mortgage project for the Jordan
. Valley Development Program, investments in water and sewerage in
major urban areas, an Urban Development Assessment, and technical
assistance for urban transport and housing finance. The Government
of Jordan (GOJ) requested asslIstance in the design of a national
shelter strategy and the development of a unit within the Ministry
of Planning to monitor the implementation of government policies,
and to carry out related functions. A Housing Guaranty Program was
finalized at the same time that the Shelter Unit was created, to
provide a means for funding programs which would support greater
private developer involvement in the production of low-cost
housing, and which would support the Jordan Housing Bank in its
lending to low-income families. The Project Paper establishing the
Housing Guaranty Program was based upon what was known about the
Jordan housing market and lending practices in 1985. Subsequently,
the National Housing Strategy studies (1986) added considerably to
an understanding of the situation , and gave a statistical and
scientific back-up to what was observed over the life of the
Program. In this section, we will present the project as it was
established in 1985, based on what was known at that time, and as
it was incorporated in the Project Paper. Later sections of the
evaluation-will discuss what was learned subsequently.

The urban growth rate in Jordan was 5% per annum in 1980
(National Housing Strategy, from Census) but despite a sizable
housing investment, 1lower income groups had not benefitted
significantly. According to Jordan's 1981-85 Five Year Plan, there
was a shortage of suitable housing especially for limited, low and
very low income groups. Annual housing needs were estimated at
16,000 units, and it was believed that substantial overcrowding
existed in lower income neighborhoods. (Project Paper, 1985) At the
same time, the 1979 census and other documents had reported a
vacancy rate as high as 13% in Amman among middle and high cost
units, which had been the focus of private developer activity
(driven by investment in property by Jordanians working abroad
sending remittances home). As real estate was practically the only
investment possible, large amounts of foreign currency had been
invested during recent years.

The project paper noted several constraints in providing
affordable housing to the low income population, namely:

-the absence of a comprehensive government shelter strategy;
-high land costs;

-excessively high land use and construction standards:;
-inadequate encouragement of private developer participation



in the production of affordable housing for lower income
families.
~cultural characteristics which lead (even poor) Jordanian
families to wait to buy a house until they can afford
a large,and high priced unit. -

According to the project paper there were two additional
factors which inhibited private developer production of low-income
housing, namely competition from government housing institutions
(the Amman Urban Development Department (UDD) Sjites and Services
and Slum Upgrading Projects, and the Jordan Housing Corporation
program for civil servants) both of which were able to get land
re-classified as "special development areas" permitting smaller
plot sizes than generally were available to either owner-builders
or private developers. In addition, these institutions could
benefit from State-supplied and low cost land, as well as exemption
from transfer taxes. .

Equally important was the fear on the part of private
developers that low-income households would not be able to make the
payments on units, or would change their minds, in which case
(under Jordanian law) developers wold have to return all payments
that had been made and would f£ind themselves in "a difficult cash-
flow situation.

In addition, it was known that a very large proportion of
housing was produced through the owner-builder approach, with
families expanding units and adding floors as their financial
situation permitted. While there was a real need for low income
housing, amd while private developers believed it would be possible
to produce a unit which was theoretically affordable to project
beneficiaries, they themselves were not sure whether there was a
market for a unit which was at the same time built to permissable
standards, and smaller than wvhat low-income families eventually
hoped to own, and not expandable. Nonetheless, private developers
contacted during the evolution of the project strategy thought
there might be a new market of young Jordanians who would be
interested in a "starter home™ which would allow them to build up
equity for their "ultimate™ home. However, this form of trading up
did not occur for reasons which will be developed later in the
evaluation.

Other constraints to the production of low-income housing
discussed in the project paper were the high property transfer
taxes which individual purchasers must pay, but from which
government housing organizations are exempt, and the very high
profits which developers realized on constructing for upper income
groups, which reach from 40% profit upwards. However, the project
paper cites the high vacancy rate in this market as evidence that
a saturation point had been reached, and that private developers



10

would be forced to look for other opportunities and would accept a
lower profit margin from low income housing in order to tap into an
alterrative market. As it turned out, neither hypothesis was valid.

It should be emphasized that individual owner-builders have
supplied the majority of housing in Jordan for all income groups,
primarily building for their own use and only secondarily for
investment purposes ( there was more speculation in land than in
housing, which acounts for the high prices encounted then as well
as now). At the time the project paper was written (1985),there
were about 30 small, full-time developers in Jordan, and 10 larger
corporate developers, but it was known that over 70% of housing
wa: built by either owner-builders or informal, small -scale
builders.

~ While there was not yet a comprehensive shelter policy (the
National Shelter Strategy team began work in 1986) nor one office
where housing policies and programs were coordinated, the Five Year
Development Plan 1980-85 did set forth goals for institutions
involved in housing, namely; to raquire the Jordan Housing
Corporation to construct 17,500 housing units intended for civil
servants, and housing for low and middle income groups, and to
ensure that the Jordan Housing Bank finance 60,000 units of private
and cooperative housing, concentrating on low and middle income
groups. At the same time, the Plan encouraged private developer
investment in residential building.!{ However, it was discovered
that Jordan's Five year development plans have consistently
overemphasized the role of the public sector in housing, and
seriously underestimated the private sector. Thus, the plan did not
provide an accurate reflection of real outputs expected, but were
a means through which public sector agencies bid for public
resources.) '

Tables 1 and 2 in Annex 7.4 (from the National Housing
Survey) indicate that the resources actually allocated did not
correspond to what was projected; despite the above- mentioned
"wish-1list,” less than 9% of the total investment in the housing
sector between 1981-85 was actually made by the Housing Corporation
and UDD, while over 86% was made by private agencies such as the
JHB. Nontheless, the 1986-90 Plan continued to project that some
40% of investment in housing would be made by these two
institutions, and only 48% by private agencies such as JHB. Given
the amount of private investment needed over the period of the
1981-85 plan, it was reasonable to assume that the JHB would need
additional financizl resources in the future.

Thus, on the one hand, the government was encouraging private
sector participation in low-income shelter production, while on the
other hand, continuing publicly supported programs in an
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environment that gave the competitive advantage to the government
housing institutions (the Housing Corporation and the UDD).

The Jordan Housing Bank, established in 1974 under government
auspices, was the main source of housing finance, both for private
construction and to the UDD and the Housing Corporation. Although
the JHB is largely privately -owned, the GOJ retains considerable
control and uses the bank as a means of financing government
housing policy. The JHB was mandated by the GOJ to carry out a
middle and low income Individual Loan Program at very advantageous
inteiest rates (this will be discussed in detail in the following
section).

2.3. PROGRAM GOALS AND PURPOSBES

The goal of the project was to increase the availability of
low-cost housing for families with incomes below the median, which
in 1985 was JD 250 per month. The project paper identifies two
purposes.

-To increase the participation of private developers in the
low income housing market.

-To increase the availability of long-term mortgage credit for
housing that is affordable to low income families.

The strategy chosen was to find ways to encourage and assist
both the individual owner-builder, and the private developer
within the existing regulatory framework. 278-HG-001 was the first
_Housing Guaranty loan to Jordan, and there was still much to learn
about the housing market and the existing institutions. Therefore,
one component of the strategy was to build upon an existing
program (the 1Individual Loan Program) within an established
institution (the Jordan Housing Bank) which met known and well-
established nseds and to focus the program on the lower income
beneficiaries. The second component, the Private Developer
Program, was experimental and aimed at assisting and encouraging
private developers to move down market and build lower cost units
which would be eligible for sale to program beneficiaries. This
component was based on discussions with private developers which
had indicated that it would be possible to arrive at the production
of an elegible unit through moderate, across- the- board cost
reductions, better project planning, marketing, and publicity.

Both components of 278-HG-001 used financing as the mechanism
to improve access to housing for below median income families; the
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ILP by providing financing to the individual owner-tuilder, the PDP
with financing to both the purchaser of an affordable unit
constructed by a private developer, and to the private developer
himself to finance construction. The JHB would work with private
developars to improve affordability and eligibility under the HG
program, and access to mortgage credit for low income purchasers
would be assured. Technical assistance would aid private
developers to produce an affordable unit.

2.4. HYPOTHESBES

Certain hypotheses formed the basis for the strategy. In order
to coherently evaluate the successes and failures of the HG program
it is useful to review the hypotheses as well as what they were
based upon, namely knowledge about the housing market in 1985,
and discussions with a range of small private developers and
several larger developers who were in contact with the JHB.

1. Because loans under the Jordan Housing Bank's existing
Individual Loan Program for low-income families had been decreasing
in years prior to the HG program, it was believed that funds to
support individual long-term mortgage credit should be supplied.
By increasing the resources available to the Jordan Housing Bank,
and in particular, by giving it the benefit of the use of foreign
currency, the institution would be in a better position to continue
its low income lending. This was a major concern of the program.

2. The existing JHB loan program did not correspond to
USAID's median income criteria. By adding a ceiling on family
- income arid by incorporating the cost of land in loans within UDD
projects, the focus of the JHB program would be aimed at a target
group which better met USAID's interests.

3. Lack of familiarity with the miarket for low income housing
prevented private developers from designing and building housing
at low cost. Since only a few private developers had attempted to
build for this market, it was believed that technical assistance in
both design and marketing would be needed by developers to enter
into a new market.

4 Land costs were high, and very little land was zoned for
small plots. Since a large number of families were already housed
by building additional floors on existing units, apartments were
viewed as a viable solution to the problem of non-subsidized
housing affordable to below median income families, with land costs
divided among a number of units.
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5. REFCO, the only developer of substantial volume in Jordan,
had successfully constructed small apartments for below median
income families. Based on its experience, and that of other
developers as well, it was hypothesized that it was possible,
within the existing legal and regulatory framework, to construct an
affordable apartment unit for which there was a demand, if it were
cheap enough, and young marxied couples would form the market for
this housing.

6. Since the range of housing options which can be developed
to meet cost limitations is constrained by many factors, including
high land costs, construction standards, fees and transfer taxes,
better financing terms was one of the few cost parameters which
could.be altered without major policy reform. The affordability of
a unit could be improved through the provision of construction
financing and available mortgage credit to eligible purchasers.

7. The high income housing market was saturated, and therefore
private developers would be interekted in experimenting in a large
new low income housing market, if given incentives and assistance.
This hypothesis was based on the vacancy rate in high income
housing in Amman, as well as in assurances given by private
developers (among them REZFCO).

2.5. PROGRAM DESCRIPTION

Based on the aforementioned hypotheses and background
information, the project paper proposed a Housing Guaranty Loan
Program program with two components, based on meeting two
objectives:

-making more long-term finance credit available to below-
median income families;

-~linking financing and technical assistance to private
developers as a way to assist them to produce affordable housing
for the low income market.

$35 million in Housing Guaranty funds vere made available to
the Central Bank, as borrower of funds, to on-lend to the Jordan
Housing Bank to provide for 1long term mortgages for shelter
available to the below medium income family.( During project
preparation, the Jordan Housing Bank was intended to be the
borrower. The Ministry of Finance was substituted at the last



14

minute, and as a result, the Jordan Housing Bank did not benefit
from the use of foreign currency as had been intended.) One half of
the original $25 million HG funds were intended to finance
mortgages for housing built by private developers, and the
remainder for mortgage lotns under JHB's Individual Loan Program.

The parameters and limitations for these components will be
detailed in Chapter 3. In addition, a technical assistance program
was funded ($250,000in USAID/Jordan grant funds) to assist the JHB
to work with private developers.

Because the Private Devlioper component was considered
experimental, the program was to be funded incrementally, beginning
with a first tranche of $15 million. Only if a mid-term evaluation
(after first disbursement) showed that the program was successful
in encouraging private developers to build and sell affordable
units to low income groups, would it continue. If either the JHB
encountered problems in promoting the program with private
developers, or the private developers experienced problems in
marketing the units, then AID reserved the right to re-allocate the
remaining money for other uses. As an additional control, the JHB
was required to provide a Program Implementation Plan which would
give projections in meeting the goal of one half of the mortgages
to private developers, and which would monitor progress already
made.

Outputs were expected to result in approximately 2400
mortgages for eligibile beneficiaries for both components combined.

The volume of mortgages required was the JD equivilant to $35
million, or JD 17,450,000. The rates of exchange at the time of
borrowing determined the equivalent amount of loans in JD. The
exchange rates used for this calculation are :

$15 million On May 15,1987: $1.00=.35JD= JD 5,250,000
$20 million on Sep.26,1989: $1.00=.61JD= JD 12,200,000

Total equivalent eligible mortgages due: JD 17,450,000
of which JD 4,375,000 due from the Private Developer component, and
13,075,000 from the Individual Loan component.

Because of falling exchange rates of the Jordanian dinar to
the US dollar, the amount due in dinars increased substantially
over the life of the project. At the time of the first disbursement
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the exchange rate was .35 JD to the dollar; by the second
disbursement this had slipped to .61, requiring the JHB to make
more loans than it had expected in order to meet an equivilent of
$35 million. Nontheless, it more than adequately met the regquired
lending obligation.

Chapter three will outiine in detail the inputs, outputs and
conditions of the program, while Chapter four will analyse the two
components in terms of meeting the program goals and objectives.

3. ANALYSIS OF PROGRAM CONDITIONS, INPUTS8 AND OUTPUTS

The Housing Guaranty Program had two components. The first was
the Individual Loan Program, and the second was the Private
Developer Program. In a.dition, technical assistance was provided
to the Jordan Housing Bank and to private developers. -

3.1. THE INDIVIDUAL LCAN PROGRAM

The Individual Loan Program was a refocusing of the existing
GOJ-mandated mortgage program of the Jordan Housing Bank for low
income families which provided favorable financiag terms on a once
in a lifetime basis, primarily for owner-builder construction. The
ILP before the HG program consisted of a mortgage for a maximum of
JD 7,000, available at 8.5%, a maximum of i5 years repayment period
and 30% of the borrower's inccme devoted to repayement. This worked
out in effect to a beneficiary income of JD 300 per month. The use
to which the loan was put was unrestricted; purchase, construction,
enlargement or maintenance of a home.

Furthermore, the JHB lent only 75% of the appraised value of
construction or purchase,; in the case of construction loans, the
borrower had to already own a building site (but the appraised
value of the land could be applied towards the 25% downpayment).
There were no commission or loan fees, and the interest rate of
8.5% was pegged below the commercial rate ( which varied depending
on amortization period). '

The HG ILP program sought to enlarge the funds available under
this program, and to target mortgages specifically to below-median
income families. The HG Individual Lcan Program conditions which
were established to achieve this, and which differ from the
existing JHB program are the following:(Source: Housing Program
Implementation Agreement, September 11, 1986, Section 5.03)
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1. The borrower will have an established family income not
exceeding JD 250 per month (median inconme).

2. The loan will not exceed JD 7,616.

3. The appraised value of the unit may not exceed JD 10,155.

4. Land costs shall be deemed eligible for incorporation in
mortgage loans if other criteria are met.

5. Urban Development Project mortgages will require a

- minimum down payment of 5%.0thers would require a minimum
25% downpayment.

6. The maximum repayment term is 15 years.

The ILP program had two separate sub- components: (1) loans to
individuals for construction( or enlargement) of a house on land
which they already owned; and (2) loans to eligible beneficiaries
within the World Bank Urban Development Programs 1 and 2 (hereafter
refered to as UDD program) which provided for purchase of a plot
plus core house,and construction loans for enlargement of the core
house, or in the case of upgrading areas, for
enlargement/improvement of the existing unit.

The assumptions of the project paper were that approximately
2,400 units would be financed under the combined ILP and PDP
program componants, that the average mortgage would total JD 6,854
which corresponds to an income between JD 6093 and JD 7616, or the
40~-50 th income percentile, ( in other words, the ILP would serve
the upper end of the below-median income target group) and that
beneficiaries would borrow as much as their income eligibility
would permit.

The HG ILP program was much more successful than had been
anticipated; a total of 4,739 loans were made with a value of JD
16,938,365 under the two sub-components, over a period of 4.5
years, and the income percentile reached was below what had been
anticipated. Chapter 4 will "analyse the results and the
characteristics of the lending in detail, but it should be noted
here that the Individual lLoan Program very clearly surpassed the
targets established, even when the exchange rates made it more
difficult to do so.

While the ILP eligible mortgages met all of the criteria
mentioned above, a few comments are in order concerning JHB
practices and lending terms.

1. Beneficiaries have to be the owner-occupier of the unit
financed, but the JHB does not attempt to verify whether the unit
is being occupied by the mortgagee, is left vacant or rented.
However, only one" subsidized™ loan is made in a lifetime per
couple, which means that an eligible borrower will not be able to
construct or buy on the same terms again (the exception to this
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regulation, which is recent, is that within the first 18 months of
the mortgage term, an additional loan may be granted to enlarge the
unit). The most obvious result of this policy has been to keep low
income families from buying something small and then trading up as
their finances improve. ) .

2. While the mortgage may not exceed 75% of appraised value,
land can be used as ccllateral, and in some instances, construction
loans have been made for more than 75% of the total appraised
value. However, given land prices and plot sizes in Jordanian
cities, the valuz of the land almost always exceds 25% of the
appraised value of the unit. As a result, the opposite situation
generally occurs, with borrowers making effective downpayments of
more than 25%.

3.The family income of the borrower should be under JD 250 per
month, which represents the 50th income percentile. However, the
JHB only takes into consideration the verifiable and constant
income of the titular borrower; if the income is sufficient to
warrant a mortgage, it does not attempt to establish whether there
are other sources of income within the household or family (e.g.
working sons, cousins, remittances, etc.). If the income is deemed
insufficient to qualify for the desired loan, the beneficiary can
have a co-signer. However, on the computer records, only the
beneficiary's income appears, which may be very low, or even zero
in terms of constant earnings. Thus, there is no way to verify the
true family income.

The Urban Development Department in charge of the World Bank
projects has experienced similar problems in ascertaining true
family income; income results from the National Housing Survey of
1986 were compared with national income zccounts to arrive at an
estimated 33% under-reporting of income, which is useful to bear in
mind when reviewing the income group served by the program. In
conclusion, it is most likcly that in this program, as in others,
the true family income is higher than that which is reported.

~ 4. The JHB is obliged to require a 25% minimum downpayment,

but the HG program wanted to avoid a situation where borrowers were
being required to pay more than that if they did not want to. The
25% downpayment was used to determine the eligible sales price of
a developer- built unit. As shown in the Housing Bank data on ILP
loans in chapter 4, most borrowers made downpayments exceeding 25%
when the cost of land was included. According to J. Erbach, PSC
RHUDO advisor in Jordan, in the case of private developer- prcduced
housing the JHB undervalned the units, applying a strict price per
square meter rxule (JD 50/s.m.) regardless of the purchase price,
which in some cases meant that the mortgage did not cover 75% of

the sales price.
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3.2. THE PRIVATE DEVELOPER COMPONENT

The Private Developer Program has two sub-components, the
first being mortgages to purchasers of completed, private
developer-constructed housing units. The Project Paper and the
Inmplementation Agreement required that the equivalent in JD of
$12.5 million in eligible mortgages {(one half of the original $25
million) be made to purchasers of private developer-produced
housing units. Although a required aumber of mortgages was not
established in either the project paper or the Implementation
Agreement, the project paper mentions that around 700 units were
expected to be built. The JHB 1is required to prepare an
Implementation Plan which will include a schedule of the number of
mortages, and amounts over the period of the program, and to
prepare 6 month up-dates of this schedule. The Implementation Plan
also must include the steps that the JHB will take to promote the
program, to establish the capacity to work with private developers,
and to deal with other aspects of the program requirements.

As was pointed out in the project paper, and verified by the
Survey of Developers carried out during the HG project, many small
scale developers already offered their own form of credit to
clients, which frequently covered a substantial amount of the
unit's cost, at terms which were sometimes better than the JHB in
terms of downpayment required. According to J. Erbach,. a
combination of credit from the developer and the JHB was
advantageous to beneficiaries.

The second component of the PDP was Jordan Housing Bank
construction financing available to private developere. No amount
' was specified required as part of the Housing Guarantee Program
(the JHB projections of cash flow raquirements and schedules were
based on eligible proposals received from developers). Prior to the
HG program, loans had also been available to developers at
commercial rates and no more than 75% of the appraised value could
be borrowed. Land ownership and building permits vere required,
drawdowns occured as construction prograssed, and the commission
fee was calculated based on the amount of each drawdown and the
period for which it was outstanding. JHB's loan was repaid as the
units were sold (as mentioned previously, finished units are
usually pre-sold). Up to 20% of the approved loan amount was
withheld pending project completion; together with the required 25%
equity this means that a developer had to put up 40§ of the cost
of the developement out of his own funds. Lines of credit were also
available under similar terms, but had to be be renewed annually,
up to a maximum of three years.

Two changes in financing terms were made under the HG loan
program; construction financing was offered at one half percentage
point less, and the 20% was not held back pending completion.
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Expectations about the Private Developer Program were based
upon proposals made by REFCO, the only corporate developer in
Jordan procducing housing in volume, and upon discussions with small
developers building small infill projects at a price affordable to
the upper end of USAID's target population. REFCO predicted that it
could sell 1,500 low cost apartment units over 3.5 years,
beginning with a pilot preject of 146 units ( although it had
experienced difficulties in selling units in an 88 unit complex and
had already downgraded to projects averasiing 28 units at the time
of the project paper). REFCO, 1like other private corporate
developers, provided its own credit teo purciiasers; 10% down
payment, 11% interest with i5 years repayment term, but would need
outside financing if it were to produce in volume. REFCO's
breakdown of project costs indicate that sales price was roughly
twice the cost of of construction, indicating the importance of
land and overhead to a developer. Although REFCO indicated a
willingness to search for ways to reduce construction costs by
reducing standards, the project paper noted that " any attempt to
significantly reduce housing unit costs should therefore focus on
all aspects of a project." (page 52).

Table 1

REFCO 1985 Estimate of Costs of a Nulti-storey Housing Unit
( Source:Project Paper)

— 3 of sales price 3 of total project cost
16% land 19%
50% constraction 60%
11% overhead 14%
6% duties and fees 7%
17% profit (20%)

The proposals made by REFCO were important in assassing the
financial feasability and the interest of private developers for
low-cost housing construction. REFCO proposed beginning with a
pilot project of 146 units within the first year, and ultimately
constructing 1,500 units. In contrast to RP?CO's approach, other
small private developers had built on infill sites in popular,
moderate income neighborhoods which were alrecdy supplied with
infrastructure and social services. These units were generally
pre-sold and developer-financed, and were cheaper than those which
REFCO had been producing at the time of the project paper. The PDP
experiment was based on both the experience of small developers,
and the expectations of REFCO in lowering costs and expanding
operations.
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However, by final disbursement, only JD 1,570,994 out of the
JD 4,375,000 earmarked for the Private Developer Program had been
loaned, and the number of mortages totaled 350. In addition, the
JHB had provided construction financing for only 138 units (total
volu?e JD 645,000). The reasons for this will be explained in
section 3.4.

, o=

3.3. THE TECHNICAL ASSISTANCE COMPONENMT

Because private developers had not previously been a major
supplier of low income housing, it was believed that active
assistance would be needed to put together viable projects.

$250,000 in grant funds were allocated for technical
assistance to the Jordan Housing Bank to improve its capacity to
aid private developers in putting together eligible projects, and
tn private developers directly to find ways of lowering costs, and
in helping them to develop a new market. Approximately 20 person-
months of technical assistance were expected, mainly in the first
2-3 years of the implementation period, with emphasis on early
markteting activities, improving the Low Cost Housing Deparment's
capability, and study tours.

Although not part of the original Technical Assistance
proposal, a long term PSC advisor to the JHB (1988-89) was paid for
out of the grant money; the presence of a Project Appraiser for UDD
projects was a Condition of Effectiveness of the UDP-3 World Bank
Loan to the GOJ, and beth the Ministry of Planning and the JHB
requested that this advisor be funded out of the HG grant funds, to
which AID agreed. However, as a result of AID agreement to fund the
JHB PSC advisor in late 1987, very little of the $250,000 remained
for other activities, some of which had to be funded on a case by
case basis out of other Mission funds. Activities undertaken which
contributed to furthering the aims of the HG loan included;' :

-Short-term assistance to Private Developers( 1985-1987)
-Computer Program Assistance to the JHB

-Seminar and Tour in Asia of privately built low-cost

housing for JHB and Private Developers(1987)

-Survey of Jordan's small scale developers(1988)

-Seminar on Market Analysis and Demand Studies ( 1989)

" =Regional Conference on Housing Finance (co-financing;1989)
-Competition for the design of feasible cost-effective
projects meeting eligibility requirements (1989)

! Information concerning T.A. activities has been taken from
the Quarterly Reports of J. Erbach, PSC to AID JOrdan and T.
Harrington, PSC working with the Jordan Housing Bank, and from
discussions with J. Erbach.



-

21

3.4. THE MID-TERM EVALUATION

As required in the project paper and the Implementation
Agreement, a mid-term evaluation was carried out following the
disbursement of the first $15 million tranche of funds (April
1987). The (following achievements 'and recommendations were
presented.

| o

The JHB had established and staffed a Low Cost Housing
Department, ( partly in response to the requirements of the Housing
Guaranty Program) which had taken over all low income lending
activities and kept the ILP functioning at a time when the Housing
Bank had been reducing its lending in the program, and was looking
to get out of it altogether, and into corporate lending. At the
time of first disbursement the JHB reported more than $15 million
in eligible loans. The ILP program made 2,439 loans with. a volume
exceeding $25 million and the Private Developer Program made 224
loans with a volume of over $3 million. Construction 1lending
committments extended by JHB to private developers totaled
$1,885,000 (JD 659,000) for five projects contining 138 units.
Only one of these went to REFCO (20 units).

The evaluation report concluded that both sub-components of
the Individual Loan Program ( construction loans and UDD plot
purchase loans) had already outperformed the projections contained
in the project paper. While loans made under the Private Developer
Program exceeded project paper assumptions for the first three
years, the report cautioned against assuming that this trend would
continue in subsequent program years because of several factors,
namely;

-The cost of JHB lLending to Target Beneficiaries:;

-Constraints on increased private developer participation, due—

to the depressed economic conditions;

~-Difficulty of producing affordable units, due to high (non-
construction) costs associated with policy issues:;

-Competition from the public sector -~ the Jordan Housing
Corporation- for the same target group; the sale of 3,500
units of middle income housing at highly subsidized rates (no
downpayment, 5.5% interest, up to 30 year repayment period,
all cost overruns absorbed by the HC) which destroyed the
sales market for private developers.

The importance of this last factor, the Housing Corporation's
Abu Nusair project, in dampening initiatives by other housing
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developers in the Greater Amman area cannot be overstressed. As

people bought the cheap new units, a number of moderate income
housing units in established neighborhoods of Amman became vacant
and available for sale or rent, providing opportunities for lower
income families to trade up to-better housing, thus reducing the
need for developer-built units. Many families broke their sales
contracts with developers to-vbtain units in Abu Nusair, causing
cash flow crises for devlopers ( such as REFCO ) at the same time
as the potential low income market was absorbed by the Housing
Corporation's project.

The mid-term evaluation recommended that an additional $10
million be authorized for the Individual Loan Program, firstly
because a need for such funds had already been demonstrated, and
secondly because it was important to keep the Jordan Housing Bank
participating in the program.? The report noted that the ILP was
a drain on JHB finances, and it was being asked to continue with
the Private Developer Program under difficult circumstances. It was
felt that more support for the ILP program would be needed to
insure that the JHB reaffirmed its committment to the program, and
to insure that the JHB continued its lending to owner- builders
and to small individual savers, as well as to the Private Developer
Program.

At the same time, the report concluded that there was
sufficient reason to believe that at least 50% of the program funds
for the Private Developer Program would be effectively utilized, on
the condition that certain measures were undertaken, given the
factors outlined above. The degree to which these measures were
subsequently effectuated and incorporated into project
implementation work plans deserves attention.3

2 originally JHB was to be the borrowing institution, and
would have benefitted from access to hard currency. The Ministry of
Finance was substituted at the last minute, leaving the JHB to
borrow from the Ministry, and to merely execute the program. The
JHB had done a good job despite not getting what it had originally
been promised.

3 The degree to which the recommendations contained in the
evaluation report were carried out have been deduced from quarterly
reports, work plans and memos, semi annual reports, technical
:alssistance plans and reports, and discussions with J. Erbach, PSC

n Jordan. '
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While the mid-term evaluation report suggests raising the
regulated lending rate tc allow full recovery of costs, the
government actually reduced it, from 8.5% to 8% for low-income
borrowers. Beginning in June 1988, Jordanian banks were allowed to
raise the commission they charged on loans as a way of getting
around the issue of interest rates. As a result, the effective
interest rate could reach as high as a bank needed to cover its
costs.

The JHB Aid atreamline its operations to reduce the cost of
implementing the programs. The Housing Bank's original calculations
of the costs of running the ILP, which were presented in the Mid-
term Evaluation, were very high, and according te J.Erbach, other
bankers in Jordan claimed that ILP administrative costs were padded
by charging a greater proportion of branch office overhead costs to
the ILP program. Between 1987 and 1990 the operational costs for
loan accounts dropped from 2.027% to 1.162% and the administrative
costs and indirect overhead fell from 1.278% to .419%. However, as
chapter 6 points out, the cost of ILP loans is still not fully
recovered, and has to be cross-subsidized within the JHB.

=the JHB should increase its efforts to stimulate small private
developer participation

The Implementation Plan of the JHB, calling for contacts with
private developers, was carried out to the extent possible. Many
attempts were made to interest private developers but there was
almost no response in the period following the mid-term evaluation,
due to the economic situation in Jordan, the problems that
developers were huving as a result of the Abu Nusair project, and
general hesitancy about new projects until market distortions had
settled down. The mid-term evaluation (and observations made by J.
Erbach in conversation) also showed that many planning and
regulatory obstacles involving subdivision regulations, plot size,
etc. needed to be removed before developers would consider such
investments as profitable, or marketable.

In addition, two devaluations ( the JD fell from $1.00=.35 to
$1.00=.61 during the program ), the continuing strong market for
high-income units, and the withdrawal of REFCO from low-income
construction because of unsold inventory (the main actor in the
PDP) all mitigated against interesting developers in the period
1987-89 (this is explained in more detail in Section 5.2.). The
reports of AID's PSC Advisor to the lLow Cost Housing Unit are
instructive in this regard, and conclude that it was too early to
work with developers, because the constraints mentioned in chapter
2.2 made it virtually impossible for developers to participate in
the market (and especially to compete with the UDD and the Housing
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Corporation who were exempt from subdivision and planning
regulations), and the thrust of the program should have been first
to deal with the constraints, before trying to interest the private
sector ‘.As it was, no dialogue was possible with private
developers, firstly, because many got out of the housing business
or out of Jordan due to the economic conditions, second because
those who were still in business only wanted to build for a safe
and sure market without risks, and third, because with increasing
costs due to inflation, it was proving more difficult to produce an
affordable and marketable unit within existing limitations.

While it was not possible to stimulate private developer
participation in the period following the evaluation, the idea of
private developer participation in a UDD co-project is still being
discussed and private developers would be interested if they can
have the same exemptions from plot size, transfer tax, and
construction norms as the UDD. The mid-term evaluation report makes
it clear that the Project Paper gave insufficient weight to the
regulatory obstacles to low-cost housing production and the
competitive advantage of other institutions working with the same
target group. The JHB could not overcome these problems alone.

The Housing Bank did agree to lend for land, which had
previously not been the case, and it also modified the loan term
for individual loans, extending it from 15 years (the maximum
allowed under Ottoman Law) ti 18 years. However there are still
financial obstacles in Housing Bank policies and procedures which
will be discussed in Chapter 5. One obstacle to the success of the
private developer componant has been mentioned previously, that of
the use of appraised values which did not reflect fees and profits.

While improved access to financing was the vehicle used to
increase the affordability of units, it appears that other factors
were more important in determining the price at which private
developer housing can be produced, namely land costs, GOJ policies,
fces and market constraints. (Source: J. Erbach's Quarterly Reports)

¢ +9his view is supported by the National Housing Strategy
which came to the same conclusions in 1986. above.
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Very little of the $250,000 grant had been used by the time of
the mid-term evaluation (only the first two activities mentioned in
section 3.3). After the evaluation, the PSC advisor arrived and a
number of seminars and surveys.were undertaken.

Perhaps the most interesting of these for the long run, was
the Private Housing Developers Seminar (1988) funded out of Mission
TSFS funds which produced 26 recommendations, and the formation of
a Private Developers Association which will, in the future, lobby
for the regulatory and taxation changes needed. While the JHB and
the private developers participated in other T.A. activities, the
economic climate was a severe constraint.

3.5. HG AMENDMENT .

In September 1987 AID authorized an additional US $10 million
to support the Individual Loan Program component, bringing the
total funds allocated to this component up to US $22.5 million. The
reasons for this additional authorization have been stated in
chapter 3.5.2.above.

L

3.6. PROGRAM IMPLEMENTATION LETTER NO. 1

Following the mid-term evaluation a survey of corporate and
small scale developers was undertaken in early 1988 to assess the
role they played in the housing market. This study revealed that
the distinction between small developers and individual owner-
builders was artificial, and that strict classifications did not
reflect the reality, which was that the procedures and regulations
each must follow are the sams, and policy changes would benefit
both groups.

It had also become clear by that time that other private
developers, such as REFCO, were unable and unwilling to proceed for
the reasons outlined above in section 3.4. In addition, the
National Housing Strategy had demonstrated the overwhelming
importance of owner-builders in the entire housing market, which
suggested that attention should also be paid to this group, as well
as to small-scale developers.

In August 1988 the JHB formally requested permission to use
the remaining Private Developer Program mortgage funds for the
Individual loan Program for owner-builders ( it had informally
requested a switch in funds in the autumn of 1987 when the impact
of the Abu Nusair project began to be felt). AID based its
agreement on the recommendations of the mid-term evaluation, the
Small Developers Survey, and the seminar for developers. The
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Program Implementation Letter No.l1 of Novamber 17, 1988 agrees to
this change, but " with the understanding that the JHB will
continue the special conditions of the PDP program for construction
financing at least until $ 12.5 million in eligible mortgages have
been made."” It was felt that sufficient progress was being made in
responding to developer issues, as evidenced by the registration of
the Private Developers Association, and pending approval of the
National Housing Strategy. Therefore, holding the PDP funds to the
original Project Paper division was no longer relevant. '

3.7. OUTPUTS
Final disbursement took place on September 26,1989 at which
time a total of JD 18,509,359 in eligible mortgages were recorded.’

Of this total amount, approximately JD 4,375,000 should have
been lent for purchase of housing under the Private Developer

Program: the data presented indicate that only JD 1,570,994 was
loaned for this purpose.

An analysis of the lending under the two program components
will be presented in the following chapter.

4. ANALYSIS OF PROGRAM COMPONENTS
4.1. INDIVIDUAL LOAN PROGRAM

The ILP program consisted to two sub-components; construction
loans to owner-builders(as of 1985), and loans to World Bank-UDD

5 . A very large number of zero values were entered into the
computer in 1985 and 1986 in place of the value of construction
under the ILP. In order to verify that these were in fact eligible
loans, a sample of 20 such files were pulled from the main office,
and all loan information verified against the computer print out.
There appears to have been a problem of transmittal of data from
the branch offices, where loan applications are filed, to the
central data collection center where it is processesd for
computerization. If a space on the data sheet is left blank ,it
shows up as a 0 on the print out. However, the samples showed that
correct information does exist in the files, and the mortgages were
eligible. This problem was rectified after the loan agreement was
formally signed and record keeping became nore accurate.
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beneficiaries for the purchase and improvement of their plot and
core unit(as of 1986). Both of these sub-components were much more
successful than had been anticipated; ILP construction loans alone
totaled 2,945, and the addition of 1,745 UDD loans brought the
total to 4,739 loans with a combined value of JD 16,938,365 over a
period of 4.5 years. 67% of the non-UDD loans went to beneficiaries
outside of Amman (Amman -i¢s the largest urban center), where
incomes are lower, and where the possibilities of multiple sources
of family incomes are less likely. Of additional significance is
the fact that the JD 250 median income was determired in October
1984 and was not changed during the course of the project. More
loans under the ILP would have been eligible if this income figure
had been updated on a continual basis.

In addition to the 2,945 1ILP construction 1loans,
approximately 1,000 more loans were made for home improvement to
eligible beneficiaries, which the JHB did not submit as eligible
for the program; if these mortgages are included the total becomes
even more impressive.

Table 2

Jordan Housing Bank
summary Individual Loan Program

—LOANG 1985 1986¢ 1967 1988 1989% TOTAL
UDD_LOANS

No. Loans 309 628 463 356 1,756
Volume (000) 1,241 2,303 1,452 546 6,503
Avg. Loan 4,019 3,668 3,137 1,534 3,690
NON UDD LOANS

?o. Loans 733 668 645 588 311 2,945
Volume(000) 2,771 2,376 2,073 2,139 1,073 10,432
Avg.Loan 3,781 3,557 3,215 3,638 3,452 3,543

*indicates partial year

6 This number includes 667 mortgages at non subsidized
interest rates, which totaled 10.5%. because the unit size (usually
an addition to an existing unit) was larger than the 200 square
meter limitation set by the Government for low-interest 8.5% loans.
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The summary Table 2 indicates that the total number of
mortgages for construction alone by far exceeded the target
established for all loans combined (2,400 loans). A number of
interesting observations can be made about the above table; the
non-UDD loans declined each year, as did the average amount of the
loan. However, the UDD loans peaked in 1987 (UDD loans were only
eligible as of 1986) and then declined, reaching an average loan
anount which was less than the cost of a plot. The peak year
corresponded to the time when UDD third project plots were being
sold. The reason for the decline in loan amount has not been
determined, and it can only be speculated that UDD beneficiaries
were using their own resources and informal financing to a greater
degree than before to lower the cost of financing loans.

It also indicatés that in the case of construction loans as
well as UDD loans, the average loan amount was lower than expected,
but very similar for the two sub-components.

There are several similarities and differences in the lending
patterns between these two beneficiary groups which can be
mentioned here, and which will be detailed the this section; in
terms of income percentile reached, 42% of UDD loans went to the
20th percentile of the population or below, as compared to 49% for
non-UDD loans which is very impressive. Table 3 below indicates
income percentiles, according to the National Housing Strategy
Survey, 1986.

Table 3

Income per Month in JD
Source: World Bank 1987 Appraisal Report

Percentile = Greater Amman Other Urban

loth 137 103
2oth 165 137
3oth 206 165

40th 233 186
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58% of UDD beneficiaries borrowed less than JD 4,000 compared
to 72% for non-UDD beneficiaries; finally, only 15% of UDD loans
were for made for less then 10 years, while 62% of non-UDD loans
were for under 10 years. One can conclude that a much lowver target
group was served than had been -anticipated, but that the needs of
the two beneficliary groups differed; the UDD beneficiaries wanted
larger loans over a longer period, in order to pay for plot plus
core house, while the non-UDD beneficiaries, who already owned
land, wanted a smaller loan which they repayed much more quickly.

Table 4 indicates that for the UDD program, 42% of the
borrowers had reported incomes at or below the 20th percentile,
and only 24% of loan recipients were at the( Amman) 40th
percentile. As mentioned in previously, income reported for loan
purposes is not nessarily an accurate representation of household
income, but in any case a good spread of incomes has been attained.

The number of loans diminished in 1988 (which was the
beginning of hard times in Jordan) and almost half of that year's
beneficiaries had incomes under 150 JD per month; in 1989 the
average loan amount fell from an overall average of 3,690, to just
1,534 JD.

Table 4
Jordan Housing Bank

Beneficiary Income and Volume of Loan
Individual Loan Program:UDD

_Famjly income No.lLoans %of Total Volume % Total Volume

<120 JD 288 16% 792,542 12%
121-150 JD 449 26% 1,389,462 21%
151-200 JD 599 34% 2,387,515 37%
201~-250 JD 418 24% 1,934,036 30%

TOTAL 1,754 100% 6,503,555 100%
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Table 5 confirms the need for long term loans for low-income
families, with over 80% of beneficiaries taking loans for more than
10 years. Reference to the print-out table summarizing the ILP
program (in Annex) shows that the only exception occurred in 1988
when the &% of beneficiaries taking loans for less than 10 years
dropped to 10%, perhaps indicating a need for ever lower monthly
repayments. L

Table S

Jordan Housing Bank
Beneficiary Loan Term and Volume
Individual Loan Program:UDD

—Jears _ No.Loans X Yolume % Total Volume
1- 5 88 5 201,440 3.0
6-10 272 15.5 865,710 13.0
11~-15 1,380 78.7 5,384,425 83.2
over 15 14 .8 51,980 .8
TOTAL 1,754 100.0% 6,503,555 100.0%

Table 6 indicates that although approximately 24% of UDD loan
beneficiaries were in the 40th percentile, they did not use their
borrowing potential to the maximum (above 6,000 JD) but prefered to
finance their purchase and construction through savings or informal
loans, which is consistent with Jordanian savings and home
financing practices.

Table 7 confirms the observation made in discussions with the
Urban Development Department personnel that beneficiaries were, on
the whole, unable to afford both purchase loans and construction
loans, as their financial situation was too precarious to permit
it. However, in the opinion of J. Erbach, the reason for the small
number of construction loans is that beneficiaries preferred in any
case to consolidate their housing units using their own resource,
80 that they could link construction with informal financing as it
became available. By obtaining a construction loan, a family would
be obliged to begin to pay interest immediately.
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Table 6

Jordan Housing Bank
8izse of Beneficiary lLoan
Individual Loan Program:UDD

Apount JD _ No,.Loans R Cunulative %
1000-2000 246 14 14
2001-3000 392 22 36
3001-4000 383 22 58
4001-5000 361 21 78
5001-6000 280 16 - 94
6001~-7000 91 5 99
7001-7616 1 - 100 %

TOTAL 1,754 100 %
Table 7

Jordan Housing Bank
Purpose of Loan
Individual Loan Program:UDD

—__Purpose No.Loans  Total Loans

-Purchase 1,671 95.2
Construction 31 2.0
Purchase Plus Construction 6 .3
Completion Plus Enlargement 46 2.5

TOTAL 1,754 100.0%
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Whatever the reason, Table 7 indicates the very small
percentage of loans going for all but outright plot purchase.’

In summary, the UDD program not only advanced more loans than
had been originally expected, .but it also made long term credit
available to a low income group which was clearly in need of the
terms on offer. According to.the Urban Development Department, the
JHB loan facilites have been invaluable in carrying out the
program; although UDD project beneficiaries prefer to deal with the
UDD directly, the UDD itself has great problems in cost
racovery,vhereas the JHB has not encountered this problem because
of the different way in which it is perceived by borrowers:; it is
not the government, who is "supposed to"be giving something free.
Borrowers fully realize that if they default on their payments they
will be penalized by the Bank. While UDD does make loans to some
project beneficiaries(those who cannot qualify for JHB loans or who
refuse to deal with a Bank for religious reasons)it depends heavily
on this program for its project lending.®

An informal study undertaken by the ubDD of
beneficiaries'attitudes towards the JHB revealed significant
differences in the way it is perceived compared to the UDD itself.
The JHB is perceived as more formal and institutional, one has to
"dress up" to go there to make payments; relatonships are
bureacratic, not personal, as at the UDD (which is staffed with
social workers) and where one can discuss difficulties in loan
repayments. In general, loan procedures at JHB were seen as more
difficult and strict, and there was general dislike of both
penalties on defaults, and on the fact that payments do not decline
as principle is repayed. According to UDD staff, the repayment rate

7 For example, in the Marka site, a plot of about 158 square
meters with a two-room core house plus construction loan cost JD
5061,with a monthly payment of JD 51. 95% of the UDD program
beneficiaries took loans which would have only covered purchase
costs. (Source: World Bank)

8 Under the UDD program, a beneficiary who pays entirely in
cash deals directly with the UDD;in UDP 1 this amounted to 35-40%
of all plots,wvhich lends credibility to the view that Jordanians
dislike taking loans. (Source: World Bank Project Completion Report)
Of those who take loans, many can only afford a purchase
loan;construction loans place too heavy a burden on the family
finances.In interviews,UDD staff raised the issue of better
counseling to potential beneficiaries about the financial
implications of borrowing so as to avoid the problem of over-
indebtedness and hence skimping and suffering to meet debt
obligations,and to help beneficiaries realize the long-term
implications of borrowing.
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on JHB loans is much better than to UDD, for the above reasons.
(JHB reports that only one half of one percent of monthly payments

are late, compared to 12% owed to the UDD: Source, World Bank)

-

on=-UDD Lending

As the summary table indicated, while the number of non-UDD
loans declined each year, the average value of the loans did not,
although the loan size was always below the JD 6,854 predicted in
the project paper. This may be due to the Jordanian desire to
borrow the minimum amount possible and use savings for the major
part of housing costs. Table 8 below indicates that in addition to
borrowing less than expected, beneficiaries were ready to pay more
than 25% of the appraised value of construction, although this wvas
not true in 1989.

Table 8 also clearly shows that land costs were not included
in the appraised value of the unit, despite JHB's change in policy
on this issue. The JHB used an average appraisal cost of JD 50/m2;
as most units average about 90 m2 the appraised value would be JD
4500, close to the average appraised value in the table below.

Table 8

Jordan Housing Bank
Individual Loan Program: Non-UDD
- - Appraised Value/Loan Value Ratio

4965 19686 31987 1988 1989

Avg.Appraised Value 4468 5079 4390 4547 4823
Avg Value Loan 3545 3790 3427 3602 3426
Cost/Value ratio 79% 75% 78% 79% 71%

* for these calculations a number of loans have been eliminated
because loan information was incoamplete
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80% of the total number of loans were made to the 30th
percentile and under groups.( The same qualifications about real
income hold true here as have been previously stated; it is
probable that the real family income was higher, but the JHB only
considered the income of the titular borrower). Nonetheless, it is
very impressive that the loang  Wwere made across such a broad
spectrum of the below-median income population, especially as the
project paper had hypothesized that they would be clustered at the
40-50th percentile (over JD 200 per month). Table 9 below indicates
the distribution of loans related to beneficiaries' incomes.

Table 9
Jordan Housing Bank

Individual Loan Program:Non-UDD
Beneficiary Income Related to Volume of Loan

Income JD No. Loans $¥Total Total Volume % Volume

<120 1,026 35 2,939,130 28
120-150 680 23 2,165,204 21
151-200 634 22 2,422,271 23
201-250 605 20 2,908,201 28
TOTAL 2,945 100% 10,434,810 100%

Table 10 indicates that most popular loan period appears to be
6-10 years, but the annual breakdown of lending (see Annex) shows
that this has varied considerably from year to year, depending on
the economic situation in Jordan. Since 1987 an ever- increasing
number of loans were made for 11-15 years, which could be explained
by a growing need of borrowers to keep their monthly payments as
low as possible due financial pressures, especially as the largest
group of borrowers fall into the lower income categories. However,
even in difficult times, a substantial proportion of borrowers will
not make long-term debt committments, an aspect of Jordanian
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financial behavior which was recognized in the project paper (see
Social Soundness Analysis).

[

“rable 10

Jordan Housing Bank
Individual Loan Program:Non-UDD

Loan Term
~ToIm No. Loans % loans volume % Volume
1- 5 yrs. 291 10 806,014 8
6-10 yrs. 1,814 62 6,376,737 61
11-15 yrs. 837 28 3,231,269 31
over 15 yrs. 3 20,790
TOTAL 2945 100% 1,0434,810 100 %

The most frequent amount borrowed in the ILP Non-UDD component
was between JD 2000-4000, which stayed constant through the program
lifetime (see Table 11 below). This might be interpreted as a
confirmation of all other sources of information that mortgage
financing is seen as only a partial source of housing financing
(with savings, disposal of other assets and informal family loans
making up the bulk of the resources).

The Individual Loan Program - both the UDD and non-UDD
components - very successfully served a population which far
exceeded the original program estimates, and reached an income
group below what had been expected. While the goals and objectives
of making long-term mortgage credit available for affordable
housing, have certainly been attained, it is useful to keep in mind
the conditions upon which mortgages were taken; for as short a time
period as possible, and for the lowest amount possible, family
financial conditions permitting. As a result, the JHB has been able
to make loans to a greater number of below median income families
than anticipated, and helped these families bridge the gap beween
reliance on savings and dependance on credit.
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Table 11
Jordan Housing Bank

Iadividual Loan Program:Non-UDD
8i%e of Loan

—Apount JD =~ Mo Loans %X Loans  cCumulative %

1000-~-2000 423 14 14
2001-3000 968 33 47
3001-4000 717 25 72
4001-5000 417 14 86
5001-6000 220 8 94
6001-7000 187 6 100
7001-7616 13
TOTAL 2,945 100 % 100 %

4.2. PRIVATE DEVELOPER PROGRAM

A total of only 350 mortgages were made to purchasers of
privatgly constructed units, of which 65% were granted before the
mid-torm evaluation in July 1987. For the purpose of this progran,
all purchased units are presumed to be private developer-built (it
was previously mentioned that it is difficult to make a distinction
between owmer-builder and small private developer); howvever,
virtually all of the loans made by the JHB were for purchase of
units produced by small and medium sized developers, rather than
large scale developers,and as there is no formal registration of
developers in Jordan, anyone who builds housing and sells it is by
definition a private developer.

The most common type of development is one building containing
7 apartments, but if the plot is on a slope more could be fitted
in.( In addition, developers can build more units than allowed and
pay the fines which are highly variable in severity.) Because most
developers who were (previously) active in building also offered
some sort of financing, their purchasers did not necessarily come
to the JHB for loans, or took loans for small amounts only.
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This section will first analyse trends in mortgages under the
private developer program, followed by an analysis of the
construction loan program since the mid-term evaluation. Finally,
an analysis will be made of the private developer sector over the
period of the HG-001 program, and prospects for the future.

-

i

Borrowing for the purchase of finished units built by private
developers resembles that of borrowing under the ILP/Non-UDD
component, in that the assessed value, the term and the average
size of the mortgage were all lower than expected.

Table 12
Jordan Housing Bank

Private Developer Program
v summary Beneficiary Mortgages

1983 1986 1987 1988 1909 TOTAL

No.loans 120 75 67 59 29 350
Volune 629,489 329,207 271,794 249,374 91,130 1,570,994
Avg.Loan 5,245 4,122 4,056 4,226 3,142 4,488
Avg.Cost* 7,111 6,499 7,258 6,382 5,348
Avg.Value#* 5,225 4,461 4,923 4,362 3,302
Cost/value* 73% 68% 67% 68% — 68%

“gome loans have been eliminated because the information was
incomplete (1985 and 1989 are partial years)

Table 12 indicates that the number of loans and the average
cost of the unit declined ( as did the .average loan) but the
percent of down payment barely varied after the first year, and was
cox;sistantly more than the minimum required 25% of the purchase
price. ‘
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Table 13
Jordan kouuinq Bank

Private.Developer Progranm
Incomes and Volume of Loans

Family Income No.loans % loans Total Volume % volume

<120 JD 91 26 390,526 25
121-150 JD 73 21 265,225 - 81
151-200 JD 81 23 347,285 22
201-250 JD 105 30 557,958 36

TOTAL 350 100 % 1,570,994 100 %

As  demonstrated in Table 13, the largest single beneficiary
group had the highest income, in direct contrast to the Individual
Loan Program. Moreover, the data on annual lending presented in
Annex indicate that since the mid~ term evaluation, the number of
purchasers in the highest income group rose progressively reaching
44 ¥ of purchasers in 1989. This confirms the predictions of the
project paper, that the program would mainly appeal to the 40-50th
income percentile of the population. As the cost of the units
purchased in 1989 were in fact lower than in other program years,
the reason for this may be that only the upper limit of the below-
median income group was willing to make such an investment in a
time of economic difficulty.

Table 14 shows that the most popular term of iending was 6-10
- years until 1987, when the balance shifted to long term loans. This
may have been related to deteriorating economic conditions,
necessitating lower monthly payments despite the cultural value of
borrowing for as short a time as poseible.

As Table 15 indicates, the PDP loans also were for lower than
anticipated amounts. Two thirds (65%) of the loans were for amounts
under JD 5000, and only 20% of all loans were made for over JD
6,000 (the 40th income percentile). Furthermore, there was a
gradual, but steady decline in the size of the loan, and by 1588,
30% of the beneficiaries were borrowing less than JD 3000 .
(Information was not available as to the income distribution of
those borrowing less than JD 3000).
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Table 14
Jordan Housing Bank

Private Developer Program
Loan Term

Yeaxs No.loans X Loans  Volume % Total Volume

1- 5 44 13 177,090 11
6-10 199 57 890,461 57
11-15 106 30 49,943 32
15+ 1 4,040
TOTAL 350 100 % 1,570,994 100 %
Table 13

Jordan Housing Bank
Private Developer Progran
8izse of Loans

Amount JD - No.loans %X cCumulative %

1000~2000 29 8 8
. 2001-3000 61 18 25
3001-4000 68 19 45
4001-5000 70 20 65
5001-6000 48 15 79
6001-7000 71 20 99
7001~-7616 3 100

TOTAL 350 100 % 100 %
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As described previously, construction loans on commercial
terms were available to private developers prior to the Housing
Guaranty program out of the JHB's own funds. The interest rate for
these loans was initially 10.5% (subsequently raised to 12%), and
developers could only borrow a maximum of 75% of the value of the
construction and land and 26% of the financing was withheld until
coastruction was completed. The change under the Housing Guaranty
program was in the percent of cash the private developer had to put
up, which diminished to 25% from 40%. Also, the developer now had
a program which supplied permanent financing to beneficiary
purchasers.

Since the mid-term evaluation in July 1987, only one
construction loan was made for an amount of 30,000 JD to finance a
7 unit apartment house. The situation of constructic 1lending up to
that time is adequately described in that report and can be
summarized as follows: 131 units were financed, with construction
loans totaling JD 615,000. The average amount loaned per unit
varied from a low of 3,571 JD to a high of 6,350 JD per unit. only
five developers took construction loans,and the number of units
built by each varied from 17 to 42.

According to the JHB, of the one dozen private developers with
whom it had been in contact before 1987 for the purpose of low
income housing construction, many have ceased their activities or
have stopped constructing in Jordan. REFCO took one construction
loan to build 20 uniZs.

It could be argued that if JHB had lowered the interest rate
on construction loans this would@ have improved the profitability
/attractivity for private developers. It is true that turn-around
time for constructicn and sales is normally 18 months to two years,
(according to developers recently contacted) and a lower interest
rate could have helped to raise the profit margin. However, the
estimated return on low-income contruction is far below the return
previously possible on high~income construction (15-20% as compared
to 40% and up), so the effect of lowering interest rates would
probably have been negligible. One can only conclude that the large
profits presumed to be made on more expensive housing contributed
to the overall reluctance to go into lower income-and lower profit
making-markets. As to availability of mortgages to eligible
purchasers, it does not appear to have had any impact in improving
the effective market for these units.

In this respect, the experience of REFCO, the largest private
developer of housing until 1987, gives an insight into why private
developers (other than very small ones) became very reluctant to
take what they saw as a big risk.



Teble 3.2: Estimated Numbers and Percentages of Housing Units
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Produced by Supplier During the Per!od 1980~1985

Urben Areas Rural Arees East Bonk
Housing Suppliers Number | % of Urban| Number | % of Rural] Number | 2 of All
of Units Units of Units Units of Units Units
Privete Sector 57347 | 85.15 | 39464 | 97.08 | 96811 89.64
@ Individual Construction | 53137 78.90 39464 97.08 92601 85.74
e Cooperatives ‘ 2050 3.04 0 0.00 2050 1.90
@ Corporate Developers 2160 3.21 0 0.00 2160 2.00
Public Sector 10003 | 14.85 1186 2.92 11189 10.36
® Housing Corporation 4814 7.15 286 0.70 5100 472
o U.D.D. 4357 6.47 0 0.00 4357 403
o Military Housing Corp. 832 1.24 0 0.00 832 0.77
o JYA 0 | 000 900 2.2) 900 0.83
Total 67350 | 100.00 | 40650 | 100.00 | 103000 | 100.00

Source: Five Yesr Plan for Economic and Social Development { 19986~ 1990),

Agency Reports, Shelter Unit Analysis




Table 4.1:

( in £ of houssholds)

Primary Sources of Housing F inance

Formal Loans informal Finance | _Other
Oreater Ammen 22 24 54
Other Urban 28 28 44
Rurel 10 44 46
East Bank 18 34 48

Sources of Flnonclng Related to Monthly Housonold incomes

1 in % of households )
Oreater Amman '

50 or less - S6 10.0
51-100 6.3 11.1 75
101-150 - 16.7 15.0
151-200 6.3 16.7 . 12.5
201-300 50.0 22.2 275
301-500 25.0 22.2 15.0
Over 500 125 . 5.6 12.5

Other Urban Areses
50 or less - ' 5.0. 16.7
- 51-100 8.0 35.0 23.3

101-150 25.0 - 16.7
151-200 10.0 20.0 3.3
201-300 35.0 25.0 ) 10.0
301-500 15.0 S0 30.0

__Over 500 10.0 10.0 -
Rural Aress .

S0 or less - : 7.8 38
$1-100 27 3 333 245
101-150 ‘ 373 28.3
151-200 27 3 9.8 18.9
201-300 9.1 , 7.8 1.3
301-500 36 4 3.9 9.4

_Over 500 ' - 3.8

East Bank -

‘S0 or less - 5.7 89
s1-100 10.6 295 18.7
101-150. 10.6 25.0 21.1
151-200 129 i3.6 13.0
201-300 340 148 16.3
301-500 23.4 8.0 16.3
Over 500 8.5 3.4 8.7

Notes: @ Formal loans include loans from banks, financing companies and developers
o Informal finance includes assistance from relatives mdfrimds loans from relstives
and friends, loans from employes. -
o Other includes savings, ssle of jewels, sale of property, remittances and other.

Source: Nations! Housing Survey, Shelter Unit, Ministry of Plenning, 1986

X
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COMPARATIVE TABLE FOR INVESTMENT IN THE HOUSING SECTOR
ACCORDING TO FIMAYCIAL-SOURCES FOR THE EIVE YEAR PLANS
1981-1985 AND 1986-1990

TABLE NO. 5.2

(3D: MILLION)

S YEAR PLAN | S5 YEAR PLAN
1981-1985 1986-1990
FIMANCIAL SOURCE REMARKS
acuaL|! % |eameol 1986 | 1987 | 1988 | 1989
1 SELF FINANCING 83.2| 10.46 | 72.5 | 14.00{ 18.5 | 1.5 | 16,5 | 16.5
2 | covemmEnT aunceT 8.0 2.29| 5.3 s8.78] 9.06] 9.06] .9.06] 9.06
3 | HousInG BANK 185.0 | 23.66 | 126.0 | 28.32| 2s.2 | 25.2 | 25.2 | 25.2
4 SOCIAL SECURITY conPoRATION | 19.46] 2.48 | #6.0 | s8.88] 9.2 | 9.2 | 9.2 | 9.2
5 FOREICN LOAMS 7.01 0.9 | s1.62] s.03! e.32] e.320 8.33| 8.33
é MILITARY HOUSIMG CORPORATION] 17.2 | 2.20 | 45.0 | 8.68] 9.0 | 9.0 | 9.0 | 9.0
7 COMMERCIAL BANKS 69| 2.6 85| 1.6} 17 ] 1.7 1.7 | L7
8 HOUSING FUNDS 6.78) 0.8 | 19.5s | 3.76] 3.9 | 3.9 | 3.9 | 3.9
9 LOCAL LOANS . 8.5| 1.086 | 12.5 | 2.41] 2.5 | 2.5 | 2.5 | 2.5
10 PORTS AUTHORITY S s.0 ] 0.96] 1.0 | 1.0 | 1.0 | 1o
= :
2> 1 PRIVATE SECTOR (INDIVIDUALS)| 420.0 | 53.70 | 96.25| 18.58] 19.25 | 19.25 | 19.25 | 19.25




COMPARATIVE TABLE §50 IMNICTHENT i THE 4OUSING SECTOR
ACCORDING TO IMPLEMENTATiY mi5y ~iR ¥NE FIVE YEAR PLANS
198).-.1985 AND 1986-1990

Id

(30: MILLION)

5 YEARS PLAN 5 YEARS PLAN

1981-1985 1986-1990

IMPLEMENTATION BODY REHARK

ACTUAL % PLANNED % 1986 1987 1988 1989 1990

1 HOUSING CORPORATION 48.5 6.20 | 112.8 21.77} 28.16 | 15.20 | 17.55 20.50 | 31.39

2 URBAN DEVELOPMENT. DEPARTHMENT} 20.0 2.56 | 101.41} 19.57] 8.87 | 10.01 2;.0 . 26.40 | 34.13
3 PRIVATE AGENCIES :5“5, 678.8 | 86.80 | 252.25| 48.68| 19.62 | 26.56 | 39.24 81.03 | 85.80
4 REAL ESTATE CO. 24,7 3.16 43,21 8.36] 8.64 8.64 8.64 8.64 8.65
5 COOPERATIVES 10.0 1.28 8.5 1.641 1.7 1.7 1.7 1.7 1.7
TOTAL 782.0 |100.00 | 518.17| 100.00| 66.99 | 62.11 |89.13 138.27 }161.67

* PRIVATE AGUMCIES INCLUDE, HQUSING BANK, MILITARY HOUSING COTP. HOUSING FUNDS| AND/SOCJAL SECURITY.
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By 1987 REFCO, one of the only large private developers in
Jordan, had constructed 1,500 low cost units, (They also submitted
a portfolio of 27 loans to the JHB to serve as collateral for a
line of credit of 360,000 JD but they are the only developer to use
this mechanism ) and offered its own financing to purchasers ( up
to 30 years term with only 5% downpayment and 11% interest).

In 1987 the Housing Corporation dumped 3,500 units of
subsidized housing in its Abu Nusair project on the market at
highly favorable terms ( no down payment, 30 year terms, 5%
interest), because they could not be sold otherwise (The Housing
Corporation constructs subsidized housing for Civil Servants.).
While many of the units were too expensive for the HG target
population (8,500JD-18,000JD) the terms offered to the general
public were so favorable that no private developer could compete.
Worse than that, according to REFCO, many of their own purchasers
defaulted, got out of their contracts, aad bought Housing
Corporation units at a lower rate. Consequently, the private
developer which was supposed to be the role madel for the industry
was very severely damaged financially, and refuses to participate
in building any low-cost housing to this day, until assurances are
given by the government that it will absorb its own losses.

The problem of defaulting clients is very serious and moreso
for smaller developers, because of their own personal financial
involvement and because they cannot cover cash flow problems
easily. Generally, developers allow purchasers to pay on credit,
and the property can be registered either (1) under the developer's
name, in which case the client can default on his purchase and
reclaim all the money he has already paid, or (2) the property can
be registed in the name of the client, in which case he can stop
paying and the developer has no recourse. For this reason, once
defaults began to occur, developers became very cautious.

In order to understand why a combination of construction
financing and guaranteed mortgage financing and technical
assistance to developers was insufficient to stimulate private
developers to engage themselves in a new market, one needs to
exa?ino other factors influencing the economy during the program
period. :

Between the signature of the Implementation Agreement in 1986,
and the date of final disbursement in 1989, the Jordanian Dinar had
been twice devalued, due to many external factors, namely: lower
oil prices and less subsidy to the Jordan government from other
Arab countries, lowered Saudi contributions, less work in the Gulf
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States and hence less remittances coming into Jordan, and Jordan's
formal withdrawal from the West Bank.

The result of this substantial decline in exchange rates and
in resources has been twofold; inflation, and decline in purchasing
power of the 1local population. The effect on the private
construction industry has bBéen, firstly, to raise construction
prices because of the cost of imported materials; secondly, to make
developers more dependent upon Jordanians working abroad earning
foreign currency which now purchases more within Jordan; thirdly,
to put developers out of business entirely (see the mid-term
evaluation).

For all of these reasons, the initial interest expressed by
private developers in building low cost housing has foundered .
Developers are still building middle and high priced units, because
the Jordanians living outside the country still have foreign
currency for investment.  However, the risk involved in building
has increased, and no one is certzin whether the new units will
sell.

A second concern on the part of private developers is the type
of unit which can be built at a price affordable by low-income
purchasers and which would be marketable. At the moment, because of
subdivision restrictions and plot size regulations, the only type
of unit which can be constructed at the appropriate price is a
flat, but private devlopers now claim that there is little interest
in this sort of housing, firstly because Jordanian families are
large (over 7 persons per family) secondly because these units
cannot be extended as the family expands, and thirdly because the
real estate transfer taxes of on sale and purchase of units make it
unlikely that a family will ever own more than one house,
essentially negating the concept of a "starter home” (4% of the
value by the vendor, 6% by the purchaser, and if the developer
purchases land and resells it, the tax is chargeable twice).

Developers recently contacted in Amman maintainted that
families earning JD 200 JD per month or above will not buy into a
flat (even a 70-80 square meter flat) because it is not expandable.
They want a small plot. Unfortunately the housing aspirations of
this group do not correspond to what private developers can produce
under current planning and subdivision regulations, and while the
owner- builder route would satifsy their needs, plots which are

? Aall the private developers interviewed were worried that
this market may well collapse within the next year, as Jordanians
outside the country hold out for lower prices,given the large
number of units currently on the market. At the moment the attitude
- is very much"vait and see."
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small enough are difficult to find.

Those earning under JD 200 per month will look towards the
UDD for a plot, where they can build as their finances permit.
Again, the problem is access to small enough plots of land, which,
for the moment, only the UDD and Housing Corporation can produce.

The solution for the private developer is the same as that for
the owner~ builder; more small plots. On a 150 square meter plot,
a 70 square meter expandable unit could be built for 6,500 JD
excluding land and infrastructure. Developers could build on 150
square meter plots if areas were rezoned from C to E 2zoning
(smaller plots). However, the problem lies in the amount of
compensation that the municipality has to pay to landowners for
road rights-of-way. At the present time, the municipality can
claim 25% of the land for roads without compensation to the
landowner, but a 25% area for circulation corresponds to site
develoment on plots larger than 150 square meters. If the
nmunicipality downzoned areas to E zoning (150m2) the area for
circulation would be greater than the 25% they can claim free of
charge, and they would have to pay compensation, which they clearly
want to avoid. Although there is sufficient serviced land available
for housing construction, (according to J. Erbach, in Amman there
is currently enough vacant and zoned land for three times the
current population) it is not appropriately zoned for the type of
housing construction needed, and cannot be subdivided, and for the
above-mentioned reason, is difficult to rezone.

In addition, other planning regulations have an effect, in
that the land prices in buildable zones are roughly twice that
outside the buildable perimeter (at least for Amman)™ ., private
developers would like to be able to develop land outside the
perimeter of Amman to benefit from lower land costs, but the
developers do not have the ability to provide the community
facilities needed ( in contrast to the UDD, which was able to
acquire and subdivide outside of the perimeter and take advantage
of low land costs) For the moment, private developers are in the
- same bind as owner-builders; they must seek vacant, small in-fill
plots with'n the perimeter. However, whether there is market for
the resulting apartments is questionable.

1% current land prices are 35 JD/square meter in the most
expensive part of Amman;20 JD/square meter elsewhere in Amman;10
JD/square meter in suburban Amman; 5 JD/square meter outside the
perimeter of Amman. For purposes of comparison, in 1¢35 the most
desirable land in Amman cost 40 JD/ square meter, while after the
economic downturn of 1987 this dropped to 20-25 JD /square
meter. (Source: J. Erbach and Private Developers)
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As has been stated previously, while some of the regulatory
constraints to private development of low-cost housing (as well as
cultural housing preferences) were known at the time the project
was initiated, the strategy was to test whether financing, and
assistance to private developers would overcome these problems. As
it turned out, financing was not the main problem facing private
developers, and the changing economy has added an additional
constraint to those which already existed.

S. THE JORDAN HOUSING BANK

The Individual Loan Program was based upon a pre-existing
Jordan Housing Bank program to assist medium and low income
individuals to access to housing ownership. At the time the Housing
Guaranty Program was established, the lending under this program
had been in decline. A main objective of the Program was to improve
access to long-term mortgage credit for below median incomes
families, and therefore it is importantto review the etfectiveness
of the JHB's efforts to meet this objective.

S.1. TRENDS IN LENDING TO LOW-INCOME BORROWERS V8. ALL JHB LOANS

Tables 16 and 17 indicate that low-income lending as a portion
of the overall JHB individual loan portfolio peaked in 1987 and has
been declining since that time. It should be noted however that for
the purposes of this analysis, low-income is defined by the
criteria used in the 278-HG-001 program, which differs from that of
the general JHB low-and middle-income lending criteria (now "at
10,000 JB loan and 375 JD monthly income):; were these criteria to
be used, the percent of low-income loans would be higher.

Table 17 shows that the volume of low income lending is
declining, while the overall volume of JHB lending is rising. While
it may be due to the decline in the economy, leading families to
seek less, and smaller loans as their financial circumstances
change, the two tables taken together indicate a very sharp decline
in lending under the ILP program. The success of the ILP component
of the Housing Guaranty program clearly demcnstrated the strength
of demand for loans, but in light of the decline in low income
lending compared to the overall portfolio, it is worth asking the
question whether even less would have been allocated to low income
borrowers , had the ILP component of the Housing Guaranty Program
not existed. The second tranche borrowing of $20 million had not



45

-

Table 16

2R Ml -

Jordan Housing pank
luep,r of Loans

Xear Loy Inccineds Alle X Low Ingome

1985 853 3,358 25 %
1986 1,052 3,304 32 %
1987 1,340 2,720 50 %
1988 1,110 2,712 41 %
1989 699 3,638 19 %

*Lending to Individual Households
**HG-001 Beneficiaries only

been oh-lent to the JHB six months after borrowing, indicating a
certain reluctance on the part of the JHB to commit itself turther
for ILP mortgages.

As has been already mentioned, a main objective of the Housing
Guaranty Program was to insure that financing was available to low
income borrowers. The data show that the HG funds were very
important in keeping financing availahle through the JHB in the
period following 1987; what is not known is whether, in the absence
of further HG funds, the ILP lending will continue.

- Table 17

Jordan Housing Bank
Loan Volume (000's JD)

Year Lov Income All %X lov Income

1985 3.4 32.8 10 §
1986 3.9 39.5 10 &
1987 4.6 30.9 15 §
2988 3.6 44.2 9 3
1989 1.7 40.0 4 3
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$.2. CHARACTERISTICS OF LOW INCOME BENEFICIARIES

The tables which follow compare each HG-001 sub-companent
lending over the entire project period, with that of the JHB
household lending for the past three years. It is apparent that the
characteristics of the low income beneficiaries are substantially
different from the above median income JHB borrowers: by 1989, over
90% of the volume of JHB!s- individual 1loans vere for amounts
exceeding JD 7000, while well over half the volume of low-income
beneficiary loans totaled less than JD 4,000. However, according to
the JHB, individual borrowers rarely take loans for more than JD
10,0900 , even those whose incomes are above the JD 375 per month
eligibility ceiling set for JHB's own low and middle income ILP
program. The mid-term evaluation states that only 16% of all
individual loans made by the Bank exceeded JD 10,000 .If ‘all the
JHB ILP program loans had been counted as low-income loans, there
would be a significant number in the JD 7,000-10,000 range in the
table below, and relatively few above JD 10,000.

The mid-term evaluation also noted that over 80% of JHB
lending was compcsed of loans above 7,000, but the figures
available for analysis are for all JHB loans, including large loans
to public sector institutions, private developers, etc.(these
loans are not easily separated from readily available statistics).

Table 18

Jordan Housing Bank
8ise of Loan by Loan Volume

Lov Income Loans(19835-89) JHD All Loans
Amount:JD ILP UDD -EDP 1987 1988 1989
1000-2000 14 % 14 3 8 8 7% 7% 1.1 %
2001-3000 33 % 22 3% 18 & 2.4 % 1.4 % 1.6 %
3001-4000 25 % 22 % 19 § 2.1 % 1.6 % 1.4 %
4001-5000 14 % 21 % 20 % 2.5 % 2.1 % 2.4 %
5001-6000 8 3 16 § 15 § 2.3 % 1.2 % 1.5 %
6001-7000 63 5% 20 % 2.8 % 1.8 % 1.5 %

7000+ 87.2 % 91.2 ¥ 90.5 %

1008 100 % 100 % 100 % 100 & 100 %
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Between 4%-52 § of JHB borrowers have monthly incomes in
excess of JD 250, but a similar percentage of low ~income borrowers
earn less than JD 150 per month. Even disregarding the income
category JD 250-375 (the current cap on JHB low interest rate ILP
loans) a surprisingly wide income range is served. 55% of all loans
go to below median income families, and 44% of borrowers fall in
what the National Housing Strategy considers the 30th percentile of
household income in Greater Amman, and 32% are in the 20th
percentile. Although the JHB only takes into consideration
"verifiable " income of the titular borrower, and thus the family
income is somewhat higher, an impressive range of the income groups
has been served.

Table 19

Jordan Housing Bank
Housshold Income by Number of Loans

Income:JdD __ILP UDD __PDP 1997 4988 1989
<120 35% 16% 26% 13.6% 13.6% 22.€%
121-150 23% 26% 21% 11.6% 10.7% 9.2%
151-200 22% 34% 23% 14.3% 11.5% 12.1%
201-250 20% 24% 30% 12.2% 11.6% 11.0%
250+ 48.3% . 52.4% 45.1%

- 100% 100% 100% 100% l100% 100%

Table 20 indicates that over 20% of the total volume of loans
is still going to households earning less than JD 250 per month,
despite the decreasing percent of "low-income"™ loans compared to
the total loan volume ¢f the Bank. It appears that the Individual
Loan Progran is successfull in making mortgage credit available to
a very different population than otherwise served by the JHB.
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Table 20

Jordan Housing Bank
Eouseholéd Income and Loan Volume

Low Income Loans (1965-89) JHB ALl Loans

dluome:JD ILP UpD ___PDP. 1987 21968 1999 .
<120 28% 12% 25% 4.2% 3.7% 3.5%
121~-150 21% 21% 17% 5.4% 4.5% 4.0%
151-200 23% 37% 22% 8.6% 5.9% 7.0%
202.-250 28% 30% 36% 8.8% 7.9% 7.5%
Over 250 72.9% 78.0% 78.0%
100% 100% 100% 100% 100% 100%

Table 21 demonstrates the similarities and differences in loan
terms for low-income borrowers compared to other borrowers. Low
income borrowers resemble other borrowers in loan term with the
exception of UDD beneficiaries, who borrow for the longest term
available. Other borrovers rarely take loans for more than a ten
year period. Presumably this is because high monthly payments over
a short time period are not feasible for the low income families
served by the UDD projects; as was noted previously, UDD loans tend
to be for slightly higher amounts than non-UDD loans, necessitating
a longer repayment term when coupled with low monthly income.

Large loans to public sector and other institutions distort
the figures on term of loan in Table 21, as these loans are
primarily short term. Within the 6-10 year term, the number of
overall bank loans has diminished, countered by a significant rise
in thé numbe of short term (1-5 year) loans, which might be
accounted for by construction loans to private developers for high-
income¢ housing, or to institutional borrowers.

In conclusion, while the decline in number and volume of ILP
loans has not been arrested, the lending which did occur clearly
served a broad clientele with different needs than the rest of the
JHB portfolio. Whether the JHB can continue to afford to adequately
serve this population in the future is addressed below.

VY
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Table 21

Jordan Housing Bank
Term of Loan by Loan Volume

Low Income Loans (19835-89) JHB All Loans
Years ILP R1)0)0) PDP 32987 1968 1989
1- 5 7.8% 3.0% 11% 67.3% 58% 65%
6-10 61.0% 13.0% 57% 26.6% 37% 30%
10~-15 31.0% 83.2% 32% 5.6% 5% 5%
ovar 15 .2% .8% 5.0% 3% 2%

100% 100% 100% 100% 100% 100%

5.3, COST TO JHB OF LENDING TO LOW INCOME BENEFICIARIES

At the present time, deposit accounts earn 8.5%, while loans
to target beneficiaries are made at 8% (until 1989 this rate was
8.5%). The JHB has a five year agreement wih the government
under which it is required to lend at this rate to eligible
borrowers, which for JHB's own Individual Loan Program purposes
means a family income currently set at 375 JD/month and a maximum
loan of 10,000JD)

According to Mr. Khoury, the General Director, the JHB must
cross-subsidize loans made under this program to cover the spread
between 8% and 12.5% which is the higheet rate currently charged,
although it is tnot clear why the JHB feels it is subsidizing the
rates to the highest amount charged, rather than up to the
effective lending rate. Other interest rates include 10.5% for
mortgages to individuals on units larger than 200 square meters, or
for purchase of land plus housing construction. However, the
previous section has shown that since 1985 no more than 15% of the
total loan volume has been at subsidized rates, and more and more
lending is at full commercial rates which were raised in June 1988
to allow the JHB, among other institutions, to raise the commission
on loans, which effectively raised interest rates for most of the
loaniportfalio, and as the following section will show, raised its
profits.
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In terms of defaults on target beneficiary versus non-target
beneficiary loans, the information received indicates that at any
given moment, approximately 20 % of the total volume of JHB lending
is late, and subject to late fees. On the volume of target
beneficiary loans (as defined hy JHB terms, which includes a higher
income group as well, as explained above) only one half of one
percent of payments due are not paid on time.

Because ‘the losses from the low income loans result from

direct and indirect costs of issuing the loans ( 75% of UDP-1
beneficiaries obtained their units through JHB loans) rather than
defaults, concerns about the cost of the program sihould not focus
on defaults, but on lowering the direct and indirect costs.!!
The World Bank Project Completion Report for UDD 1 states that once
UDD repays its loan to JHB, the estimated annual loss for JHB
resulting from granting loans to beneficiaries would be about JD
92,000. According to supplementary studies done for the National
Housing Strategy, UDD loans were found to be more expensive to
administer, and received greater subsidy than non-UDD ILP loans.

Table 22 compares the cost of lending as reported in the mid-
term evaluation, with today's costs. Within the past three years
the JHB has almost halved its operational costs on loan accounts,
reduced by two thirds its administrative costs and indirect
overhead,and yet managed to reduce its break- even lending rate
while still increasing interest on deposits. The drastic reduction
in administrative costs raises questions about the original
calculations of the costs of running the ILP progran.

The average lending rate of the JHB for the first quarter of
1990 is in fact 9.923%, a spread of half a percent above the break
-even lending rate. However, the break-even rate is only one half
percent above the lending rate to eligible low-income target
beneficiaries, indicating that the subsidy required in the ILP
program has declined as the administrative costs have declined.

" The same report indicates that UDD-issued loans do
experience a default rate which in one upgrading project reached
12% of loans which were 3 months late. As noted previously, UDD
prefers that beneficiaries deal with the JHB as the default rate is
ultimately far lower.JHB claims that they do not have a significant
default rate amongst UDD borrowers because they will not accept
those who do not meet their criteria.
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TABLE 22
COST OF JHB LENDING
SOURCE:JORDAN HOUSING BANK

1987
Weighted avg.interest on deposits 5.382 6.102
Cost-of reserve requirements set by CB .086 .160
Operational costs;loan accts 2.027 1.162
Operational costs;deposit accts .667 © .860
Admin.costs+indirect overhead 1.278 .419
JHB break even lending rate 9.440 8.703
Life insurance premium on borrower .720 .720
Effective lending rate 10.160% 9.423%

f

5.4. JHB'S ABILITY TO CONTINUE TO MEET PROGRAM GCALS AND OBJECTIVES

In 1989 JHB lowered the interest rate on ILP loans to 8% and
raised the maximum mortgage to JD 10,000. As has been shown in the
tables in section 5.1. the number of loans and volume of ILP loans
has decreased. On the other hand, JHB reports an overall increase
in other medium and long term financing to individuals at higher
interest rates. Presumably the rise in lending to non-subsidized
borrowers has enabled the JHB to cover the subsidy costs of the
ILP loans .It should be noted that the second borrowing under -HG-
001, of $20 million dollars, has not yet been drawn upon by the
JHB, six months after disbursement, indicating that the JHB was
able to finance a large part of the low-income lending out of its
own funds, and that at least part of the HG loan was not needed.
‘This money will remain available to the JHB, should it be needed in
the future to finance low income beneficiary lending.

The annual reports indicate that the JHB net profit rose to
JD 3.42 million in 1989 from JD 3.16 million in 1988. The balance
of savings accounts also registered a substantial increase in
1989, of JD 32.3 million (a 22 %$.increase). The balance of savings
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accounts at the hank exceed total savings accounts at all Jordanian
banks combined by 11 %. Total assets increased from JD 518.2
million in 1988 to JD 573.8 million JD in 1989 (a 15% increase).

JHB has made substantial) loans over the past years to both the
Housing Corporation and the Urban Development Projects of the World
Bank. A total of JD 53 million was lent to the Housing Corporation
for the ill-fated Abu Nusair project; JD $7.4 million was lent for
UDP-1, and and an estimated JD $29.3 million is targeted for UDP-3
now in progress. The Urban Development Department depends heavily
upon JHB resources for its funding and will presumably continue to
do so in the future. The working relationship between these two
institutions appears to be very good; the JHB performs pre-
appraisal analysis of all new UDD projects, thus insuring the
financial soundness of the investments.

The recent reorganization of the UDD and the Housing
Corporation under a combined Board of Directors will hopefully lead
to better planning, targeting and marketing of the Housing
Corporation's future endeavors. Since Abu Nusair, one more project
was undertaken by the HC comprising 500 flats for civil servants
which will be s0ld on highly favorable terms. As the financial arm
of the GOJ housing policy, the JHB must finance projects of these
two government institutions; as the Abu Nusair experience has
shown, it is imperative that the JHB insists on sound financial and
market feasibility as pre-condition, so the bank retains its
ability to continue to serve individual low-income borrowers.

However, as the foregoing analysis indicates, the JHB
demonstrably has the ability to finance ILP loans. The declining
trend raises the question of whether the JHB has the desire to do
so.

$S.5. LEGAL, INSTITUTIONAL AND FINANCIAL POLICIES OF THE JBEB WHICH

IMPEDE PRIVATE BECTOR LOW INCOME HOUSING DEVELOPMENT

While the JHB's charter sets down certain requirements for all
loans, such as a minimum 25% down payment for lending, these
requirements do not as such form an impediment to private sector
progress in development, construction and financing of low income
housing. However, the interpretation and practices have had the
effect of making the lending terms more difficult for the borrower.
For example, the practice of using a standard rate for assessing
cost of construction has meant that purchasers of finished units
may not get a mortgage for the full 75% of purchase price.

In addition, allowing only one low income subsidized loan per
family in a lifetime effectively encourages this group to wait to

N
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buy or build until the ultimate dream house can be bought, and
inhibits possibility of trading up over a lifetime.

JHB's obligations to lend for institutionally-sponsored low
income housing developments such as .the Housing Corporation's,
could potentially encroach on its ability to cross-subsidize its
low-income loan program. Roughly 80% of housing in Jordan is
constructed by owner -buifders while corporate developers build
only 2% of the housing, and the remaindure is built by institutions
and cooperatives.

6. CONCLUSBIONS

6.1. PROGRAN ACCOMPLISHMENTS .

The Housing Guaranty Program very successfully met the goal of
increasing the availability of long-term mortgage credit for
housing that is affordable to low income families, through the
Individual Loan Program of the Jordan Housing Bank. Moreover, the
creation of the Low Cost Housing Unit, and the obligation of the
JHB to make the JD equivilent of $22.5 million in mortgages to the
below median income population insured that the JHB ILP program did
not disappear in a period of economic pressure, where the JHB
tendancy was to reduce the program. That the ILP component of the
program produced over 4,500 loans, when the original estimate only
was 2,400 for all program components combined, can be taken as
proof of its success in meeting a demonstrable need. The JHB has
also demonstrated that it is able to reduce the cost of
admir;i:tering such a program, and of covering the necessary
subsidies.

The Private Develcper Program did not reach its 1lending
targets because it was impossible, given unforseen circumstances to
increase the participation of private developers in the low income
housing market, as had been anticipated. However, several positive
results can be noted from the activities within this project
component. Firstly, the JHB has gained in experience and
familiarity in working with small private developers. Secondly, a
. Private Housing Developers Association was created in 1988, uniting
approximately 35 developers. This organization is an excellent
vehicle to channel the concerns of private developers and to act as
a lobby group with the government. The third result of the PDP has
been to vastly increase the understanding of the role that private
developers play in meeting housing needs in Jordan. What was
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learned during the first Housing Guaranty Program was incorporated
in the design of the next program (HG 004) which is already
underway.

6.2. LESSONS LEARNED DURING THE COURSE OF THE PROGRAM

According to the National Housing Strategy Study, the
recommendations of the Private Developers Seminar and reports
prepared by consultants for USAID, the real impediments to both
owner-builder construction, and private developer construction were
the zoning, planning and taxation policies which are still in
force. It is hoped that the implementation of the recommendations
of the National Housing Strategy, and the transformation of the
Shelter Unit into a permanent Strategic Planning and Policy Unit
within the Ministry of Public Works and Housing will lead to the
revision of the most obvious constraints to the production of low-
cost housing. :

It becanme clear during the project that there needs to be some
change in the regqulatory framework in which private developers
operate before they will enter into a game which they perceive as
being not only stacked against them, but too risky because of
uncertainty about future Housing Corporation projects, competitive
advantage to both the Housing Corporation and the UDD in terms of
access and subdivision of land, transfer taxes, and zoning.
Furthermore, a new income tax law whereby profits on constructions
will be taxed, will drive up the sales prices, and be yet another
problem for private developers.

Over the course of project it was realized that private
developers, on the whole, operate on a relatively small scale, as
a wvay of guarding their flexibility and of limiting financial
risk. Given that so much of their own capital must be tied up in
each operation, and the risk under the present circumstances-both
economic and regqgulatory-is high, this is logical.

The project also showed the importance of the owner-builder,
both in building for himself and as an occassional small developer,
and indicated that more attention should be paid to helping this
group who are responsible for the production of some 80 § of all
housing in Jordan.

It wvas also shown that the owner-builder/small scale developer
was more capable of providing low cost housing solutions in Jordan
than private developers, in the given circumstances.
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6.3. RECOMMENDATIONS YOR SUBSEQUENT HOUBSING GUARANTY PROGRAMSB
The Housing Guaranty Program 004 should concentrate on
modifying *those regulations which have proven to be the biggest
impedements to both privata developer construction of low cost
housing, and to individual construction by low income owner-
builders as well. The most necessary changes are outlined in the
Housing Strategy, and have bgen included in the HG-004 Progranm.

It is also important to get Jordanian policy makers to agree
on the roles of the different participants in housing delivery
(UDD, Housing Corporation, private developers, owner-builders) and
to sort out more systematically the target group each participant
should address. Once this has been clarified, measures appropriate
for producing the required number of each type of units can be
agreed upon.
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7. ANNEXES

7 .1.DOCUMENTS CONBULTED
Jordan Low Cost Housing Project:Project Paper.Sept.l19, 1985, USAID

The World Bank, Staff Appraisal Report, National Urban Development
Project 3, Hashemite Kingdom of Jordan, May 15,1987

The World Bank, Jordan First Urban Development Project Completion
Report, June 23, 1989

The World Bank, Jordan Urban Sector Review, 1983

Action Memorandum for the Assistant Administrator for the Bureau of
Asia and Near East, Sept.29, 1987, USAID

Memo from Jerry Erbach,Amman.Comments on Mid-Term Evaluation of HG-
001, August 30,1987,USAID

Jordan Housing Bank, Semi-Annual Reports, May 1988 and June 1289
Jordan Ministry of Finance, Request for Borrowing, March 14,1989
Jerry Erbach, Quarterly Reports

Trent Harrington, Quarterly Reports

USAID, Country Risk/Debt Service Analysis for Jordan (undated)
National Housing Strategy, Draft Final Report

Donald A. Gardner, USL 'intemational, A Review of the Jordan
Housing Bank, September 1986

Royce Lanier and Carol Oman, Mid-Term Evaluation Report HG-001,
July 1987.

David Sims, Residential Land Policies in Jordan:Actions to be
Supported by a Housing Sector Program, August 1988 (for USAID)

C.Wade Clifton, National Council of Savings Institutions, Report on
a Potential for a Housing Guaranty Program in Jordan, November 1984
(for USAID)

Jordan Housing Bank, Program Implementation Plan (undated)
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Jerry Erbach, Marketing Plan for Private Developers and updated
Workplan, 1988

David Sims, Report on Housing Developers Workshop, May 1988

Edward Robbins, Concluding Comments and Recommendations, Jordan
visit, 1988 : .

Royce Lanier, Report on TDY to Jordan Housing Bank, April 1987

Padco, Inc. and the Institute of Urban and Regional Development,
Market Analysis for Housing Developers, Feb-March 1989

Ministry of Public Works and Housing, Urban Development Department,
Interim Report, UDP 4:UDD Ten Years On and the Future, first draft,
July 1989

USAID RHUDO-Tunis, Regional Conference on Housing Finance, June
1989 Amman

Community Development Group, Report on Housing Developers Survey,
May 1988, Amman, Jordan

Amendment No.l1 to Housing Program Implementation Agreement Aid
Project No. 278-HG-001, September 29, 1987 Authorization

Amendment No 1 Agreement, June 11, 1988

Subsidiary Loan Agreement 1987

Project Implementation Letter No.1, 1988
Disbursement Certificate Annex B, September 18, 1989

Jordan Housing Bank, letter of certification of downpayment policy,
December 14, 1989

Jordan Housing Bank, Annual Reports 1986-1989

7.2. PERSONS CONTACTED

1. Jordan Housing Bank
Mr. Zuhair Khoury, Chairman, General Director

Mr. Ibrahim Daher, Manaager, Low Cost Housing Unit‘
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Mr. Nabih Jweinat, Head of Loan and Project Marketing Unit, Low
Cost Housing Unit

Mr. Heykel, Manager, Research Division
Mr. Abdel Hamid Awaq, Assistant Manager, Computer Department

[P ]

2. Other Institutions

Mr. Hiyasat, Acting Director, Housing Corporation and Urban
Development Department

Mr. Mansour Hadadeen, Director of Finance, Ministry of Finance

Mr. Mahzin Defalah, Estates Division, Urban Development Department
Ms. Zeinab Shehadeh, Studies Division, Urban Development Department
Ms. Hidayah Khairi, studies Division, Urban Development Department

Ms. Susan Jonaes, Llewelyn Davies Planning, Consultant to UDD.

3. Private Developers

Mr. Fawaz Hassan, President, Jordan Housing Developers Association
Dr. Mango, President, REFCO

Mr. Mohammed Ali El Quaq, Assistant Manager, REFCO

Mr. Hamid Kahair Al-Kilani, developer

Engineer Mohammed Diad Al-Sati, developer

4. Other Individuals
Mr. Jerry Erbach, Consultant, PADCO

Mr. Royce laNier, Consultant, TSS
Ms. Sonia Hamman,'USAID, Office of Housing and Urban Development
Dr. Douglas Heisler, USAID, RHUDO/NENA
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"~ movember 17, 1988

Dear Ne. Khoury:s

gubject: Progran ispiementation Letter No. i
Jocdan Lov Cost Bousing Pinance Proyzam (NC~001)

We have had under advisesent your lettecr, REF. 12/1/677341, dated
20 Augqust 1988, cerquesting that the original disteidution ef
eligible sortgages detween the Private Developer Progras (PpS) and
the Individual Loan Progear (ILP} be smended 80 that ALl eligible
mortages cucrently in tde portfolio can ba considered for
ceisbucsenment under BC-001. Ve Gndecstand Rhat this fequest is
due to a sore rapid disdussenent of ¢eligible mocrtgeges wader the
ILP and & slover pace In makir losns under the POP thas vas
originally envisaged under the program. The leck of desand for
Joans under POP s duo to the p.edominance of owner buiiders in’
ptoviding hoosing and to 8 vacisty of cizcumstances which bave
cuctalled the prodnction of low cost housing by private davelopers
and which cannot be directly influenced by this program. Up to
June 30, 1988, approximately $32.0 million in eligible mortgages
had beon msade under the ILP versus enly $4.4 nillion under the POP.

The Bousing Progras Impleasntation Agreesent curreatly stipulates
that at least $12.3 million under the progras shall be uwsed e
teisburse eligible mortgages made undes the POP. The ogTesnent
alsc statas phat AID may sgree to changes in the conditices for
dollac disburaements. Given the desire of the Nouaing Bask t»
seet the needs of eligidle owner duilder bensticlaries under the

Rre. 3ubsiz Kdoury

Chaizman, Geseral Mrector -,
Jocdas Bousiag Bsak .
Auman, Jerdas L

Rnnek > 4.
.

\\g.\.‘
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ILP and its committaent to continue to work with privete
developers in incceasing theit participation ia the provision of
low cost housing, we scre pleased Lo concur in your request. Our
concucrtence is sade vith the understanding that the JuD will
continue the special conditions of the POP program for
construction financing at least uatit312.3 million in eliqgible

soctgages have bacn made. ’

Singcecrely.

Le P, Reade
Dicector
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” movember 17, 1918

Dear Nc. Xhourys

Subject: Program Isplementation Letter No. )
Jocdan Lov Cost Bousing Pinance Program (3C-001)

We bave bad under advisement your lettec, REF. 12/1/677%41, dated
20 August 1388, cequesting that the original discridutios ef

° .eligible mortgages betwoen the Privete Developer Program (P0P) and
the Individual Loan Prograr (ILP) be amended so that all eligidle
mortages cucrently im tde portfolio can be considered feor
geisbucsenent under BC-001. We Gndecstand that this tequest is
due to a mote rapid disducrsesent of eligible mocttgeges uader the
ILP and & slover pece in makipng loans under the POP than vas
originally envisaged under the program. The leck of desand for

- loans under POP s due to ths predominance of ovber builders in’
providing housing and to 8 vaciety of eizcumstances vhich bave
cucrtalled the production of Jow cost housing by private developers
and which cannot be directly infloenced by this progras. Up bo
June 30, 1988, approzimately $32.0 sillion ia eligible sortgages
aad been made under tha ILP versus enly $4.8 millioa under the PDP.

The Bousing Program Implemsntation Agreement cuzrently stipulates
that at loast $12.5 sillion under the progras shall be used to
reisburse eligidble mortgages sade under the POP. 3ThHe OgTeement
also states Pot AID may sgtee to changes in the conditioas for
dollar disbutsensnis. Given the desize of the Nousing Bak to
Beet the needs of aligible owner butilder beneficiaries under the

Nre Subsit Xhoury
Caicnan, Geseral Mrector -,
Jozdas Sousing Bamk .
Amman, Jerdan L
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ILP and its conaittment to continue to work with private

developers in increasing their pacticipation ia the provision of
low cost housing, ve are pleased to concur in your request. Our

concuczence is made vith the understanding that the Jub vill

continue the special conditions of the POP program fos
construction financing at least until $12.5 million im eligidble

aoctgages have bdeen sade. '

Sincerely,

L. P. Reade
Dicrector
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TABLE NO. 5.2
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COMPARATIVE TABLE FOR INVESTMENT IN THE HOUSING SECTOR
ACCORDING TO FIMANCIAL-SOURCES FOR THE FIVE YEAR PLANS
1981-1985 AND 1986-1990

(30: HILLI(N)V

L]

S YEAR PLAN S YEAR PLAN
FINACIAL SOURCE 1981-1985 1986-1990 sms
ACTUAL] % |rLamen] % 1986 | 1987 | 1988 | 1989
1 SELF FINANCING 83.2 | 10.4% | 72.5 | 14.00| 1&.5 | 145 | 145 | 18.5
2 GOVFRIMENT BUDGET 18.0 | 2.29 | 5.3 8.74] 9.06] 9.06 9.06 | 9.06
3 HOUSING BAMK 185.0 | 23.66 | 126.0 | 24.32| 25.2 | 25.2 | 25.2 | 25.2
4 SOCIAL SECURITY CORPORATION | 19.4¢] 2.48 | &6.0 s.es| 9.2 9.2 9.2 9.2
5 FOREICN LOANS 7.0] 0.9 51.62] 8.03] 8.32] 8.32] 8.33] 8.33
3 UILITARY HOUSING CORPORATION| 17.2 | 2.20 | 45.0 8.68} 9.0 9.0 9.0 9.0
7 COMMERCTAL BANKS 16.9 | 2.16 8.5 1.68) 1.7 1.7 1.7 1.7
8 HOUSING FUHDS 6.7| 0.8 19.5 3.76 ] 3.9 3.9 3.9 3.9
9 LGCAL LOANS 8.5 | 1.08 | 12.5 2.41 | 2.5 2.5 2.5 2.5
10 PORTS AUTHORITY - - 5.0 6.95 1.0 1.0 1.0 1.0
1 PRIVATE SECTOR (INDIVIDUALS)| 420.0 | 53.70 | 96.25| 18.58 | 19.25 | 19.25 | 19.25 | 19.25




TABLE NO. 5.1

COMPARATIVE TABLE FOR INVESTHMENT IN THE HOUSING SECTOR
ACCORDING TO IMPLEMENTATION BODY FOR THE FIVE YEAR PLANS
1981-1985 AND 1986-1990

aasarearrrryrf i SR

(30: MILLION)

S YEARS PLAN | 5 YEARS PLAN
TMPLEMENTATION BODY 1981-1385 1986-1990 REMARK
| actuaL | % |eawen| % | 1986 | 1987 1988 | 1989 | 1990
HOUSTIG CORPORATION 88.5 | 6.20 | 112.8 | 21.77| 28.16 | 15.20 |17.55 | 20.50 | 31.39
URDAU DEVELOPMENT DEPARTHENT|  20.0 | 2.56 | 101.81] 19.57| s.67 | 10.00 |23.0 | 26.80 | 32.13
PRIVATE AGFNCIES 5Vg. ¢78.8 | 86.80 | 252.25| #8.¢8| 19.62 | 26.56 |39.28 | 81.03 | 85.80
REAL ESTATE CO. 20.7| 3.6 | a3.21] 838 s.6n | s.6n | 868 | 868 | 8.65
COOPERATIVES 100 1.28| 8.5 16| 1.7 | 1.7 | 1.7 1.7 | 1.7
TOTAL 782.0 |100.00 | 518.17] 100.00] 66.99 |62.11 |89.13 |1i38.27 |161.67
* PRIVATE ACTMCIES INCLUDE, HQUSING BANK, MILTARY HOUSING corp. HOUSING FUNDS|AND SOCJAL SECURITY.




