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PRAGUE CONFERENCE ON HOUSYNG AND INFRA4STRUCTURE FINANCE 

At the request of Vladimir Dlouhy. Czechoslovakia's Minister of the Economy. 
USAID sponsored a major conference housing and infrastructure finance at the Hotel 

Praha in Prague on May 5 and 6, 1992. Paticipants numbered 132, purposefully chosen 

to create a mix of three groups: (1) bankers and other specialists financial sector: 

(2) housing sector leaders (private developers, as well as Republic and municipal officials 

responsible for housing policy); and (3) Mayors and other officials responsible for the 

deveiopment, operation, and maintenance of local infrastructure systems-4 members 
of ParliamernL also attended. 

The central purpose of the conference was to introduce these groups to the 

principles and mechanics of market-oriented finance systems. Until recently, all 

financing for hou3ing and infrastructure in Czechoslovakia came solely from the central 

government budget. In the view of the Ministry of the Economy, there is now a much 

broader recognition that the massive subsidies of the past cannot be continued and that 

private financing systems will be essential if the nation is to maintain and improve the 

quality of its urban living environment. But few in, Czechoslovakia have much 
are more efficient inunderstanding of the workings of such systems and why they 

mobilizing and allocating resources. 

The conference was opened by Ambassador Shirley Temple Black. Minister Dlouhy 

then reviewed its purposes in the context of the progress of Czechoslovakia's overall 

economic reform program. 

Remaining presentations at plenary sessions on May 5 focused directly on finance. 

David S. Olinger, Director of USAID's housing programs in Eastern Europe, presented an 

overview of the operations of market-oriented financial systems and their success in 

addressing housing needs in the United States and other countries. Richard Salzman, 

President of the Commercial Baaik of the Czech Republic, next reviewed plans and 

prospects for the evolution of the financial system and the development of private 
on policyfinancial institutions in Czechoslovakia. This was followd by presentations 

options in this environment as they affect the financing of tnfrastructure and housing (by 

George E. Peterson and Raymond J. Struyk, respectively, both of the Urban Institute). 

The afternoon sessions opened with views on urban problems and financing 

options in the Republics by Jan Prikryl, Deputy Minister of Economic Policy and 

Development for the Czech Republic, and Miroslav Zbirka, Deputy Minister of 

Construction for Slovakia. Kevin Vilani, Professor of Finance and Real Estate at the 

University of Southern California, then reviewed comparative characteristics and 

efficiencies of housing finance systems in the United States and four West European 

nations. This was followed by a discussion of steps being taken to create a new housing 

finance system in Poland, presented by Jan Brzeski of the Real Estate Institute in 

Krakow. 



The agenda on May 6 offered more in-depth treatment of approaches and 

techniques in two workshops. The first dealt with housing finance and covered: housing 
costs and affordability in the CSFR: the mortgage process (mcrtgage products, 
underwriting, servicing): construction lending; characteristics of alternative types of 
lenders: and funding and the role and operations of the secondary mortgage market. 
This workshop was led by Beth Marcus of the U.S. Federal National Mortgage Association 
(FNMA) and featured Tom Kingsley. of the Urban Institute, and Joan Linville. also of 
FNMA, as speakers. 

The second workshop, focusing on infrastructure finance and land development, 
was led by George Peterson and offered presentations by Jim Smith, of the U.S. Council 
for Infrastructure Financing Agencies, and Lynne Sagalyn, Professor of Real Estate at 

Columbia University, along with CSFR experts including Jitka Pekova of the Prague 

School of Economics, Vladimira Sko-pilova of the Central Bank, and Josef Kilan. Director 
of the Prague Water Company. Topics included the U.S. bond market; revolving funds, 

bond banks and devices used by U..S. states to finance infrastructure: potential linkages 

between land development and local finance; public-private partnerships in development; 
and comparisons of infrastructure finance systems in the United States and West 

European countries. 

A closing plenary session (moderated by Tom Kingsley and Peter Tajcman, 

Conference Co-Chairmen, both of the Urban Institute) provided an opportunity for all 

participants to raise questions and suggest policy priorities. Several emphasized the need 

for training on financing and methods and techniques for broader audiences in the CSFR. 

Libor Kudlacek, member of the Federal Parliament, said he felt that the conference had 

imparted vital lessons (on the way market-oriented mortgage financing can work to 

expand housing production, on the need to deregulate hcusing finance to allow this 

approach to work, and on the need for municipalities to take the initiative in financing 

and shed their past total dependence on the national budget) and that these should be 

focal points for public debate in the coming months. 
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PRAGUE CONFERENCE ON HOUSING AND
 
INFRASTRUCTURE FINANCE
 

Hotel Praha, Prague, May 5-6, 1992 

THE NEED
 

A number of reforms implemented over the past two years have begun to lay the 

foundation for market-oriented processes of housing and urban development in 

Czechoslovakia. New private housing development firms are being formed and local officials 

are proposing plans to improve infrastructure systems and taking other steps to facilitate 

private investment in housing. Local governments are also well along in planning the 

privatization of much of their existing social housing stock. Both the private and government 

leaders are now recognizing, however, that the lack of adequate financing may be the most 

formidable constraint they now face in achieving their objectives. 

Until just reently, development financing came solely from the central government 

budget. A continua~ton of the massive subsidies of the past, however, is now impossible 

given the demands of responsible fiscal policy. It is clear that the private lending for housing 

will be essential if a sharp curtailment of plans for improving the nation's urban living 

tnvironment is to be avoided. Yet, few in the CSFR have a full understanding of the workings 

of a private market-oriented financial system and how it can mobilize and allocate resources 

efficiently in responding to national development needs. 

THE CONFERENCE 

Because of the urgency of this issue, Minister Vladimir Dlouhy of the Federal Ministry 

of the Economy has requested support from the U.S. Agency for International Development 

(AID) in holding an initial conference on housing and infrastructure finance. The conference, 

being held at the Hotel Praha in Prague on May 5 and 6. will bring together finance experts 

United States and Western Europe with three main groups of participants infrom the 
Czechoslovakia: 

I Bankers, financial economists, and other experts in the financial sector. 

" Housing sector leaders--private developers as well as Republic and Municipal 

officials responsible for housing policy. 
Mayors and other officials responsible for the development and operation and" 
maintenance of infrastructure systems. 
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AGENDA - TUESDAY, MAY 5 

After introductions and orientation by U.S. Ambassador 
the first day of the conference willShirley Temple Black and Minister Vladimir Dlouhy, 


focus on the overall structure and workings of market-oriented financial systems and, in
 

particular. how they supply financing for housing and infrastructure.
 

David S. Olinger, Director of AID's Regional Housing and Urban Development Office 

then present an overview of the operations of market-orientedfor Eastern Europe, will 
financial systems and their success in addressing housing needs in the U.S. and other 

He will also discuss the role of external donors in stimulating improved creditcountries. 
systems. 

Richard Salzman. President of the Commercial Bank of the Czech Republic. will then 

review plans and prospects for the evolution of a the financial system and the development 
This will be followed by presentations on

of private financial institutions in Czechoslovakia. 


policy options in this environment as they affect the financing of infrastructure (by George
 

E. Peterson, of the Urban Institute) and housing (by Raymond J. Struyk, of the Urban 

Institute). 

After lunch, presentations will be made on housing problems in the CSFR and the 

The first will be by Deputy Minister Jan Prikrylof the
need for improved financing systems. 
Ministry of Economic Policy and Development of the Czech Republic. The second will be by 

Deputy Minister Jaroslav Zbirka, of the Ministry of Building and Construction of the Slovak 

Republic. 

Kevin Vilani, Professor at the University of Southern California. will then discuss the 

comparative characteristics and efficiencies of housing finance systems in the U.S. and four 

Western European nations. Wladialaw Brzeskl. of the Real Estate Institute in Krakow, will 

in the evolution of mortgage finance institutions and practices
review recent developments 

The afternoon session will close with a panel discussion on comparative systems
in Poland. 

and lessons for Czechoslovakia.
 

AGENDA, WEDNESDAY MAY 6 

On the second day, participants will break into two separate workshops to discuss 

approaches and techniques. 

Housing Finance Workshop. 

The moderator for this workshop will be Beth Marcus of FNMA and Tom Kingsley of 

the Urban Institute, and Joan Linville of FNMA, will offer a presentations. CSFR experts will 

will cover: the mortgage process (mortgage products. 
serve as panelists. Presentations 
underwriting, servicing); the construction lending process; characteristics of alternative types 

of lenders; and funding and the role and operations of the secondary mortgage market. 
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InfrastructureFinance Workshop 

This workshop will be moderated by George E. Peterson. Presentations will be made 

by James Swnith of the U.S. Council for Infrastructure Financing Agencies. Lynne Sagalyn, 
Professor at Columbia University, and CSFR experts. Topics covered will include the U.S. 

bond market; revolving funds, bond banks and devices used by U.S. states to finance 

infrastructure: public-private partnerships in development: and the infrastructure finance 

systems and techniques in Germany and other Western European countries. 

Concluding Session 

After lunch, a concluding plenary session will be moderated by Tom Kingsley, of the 

This session will summarize issues raised during the conference, examineUrban Institute. 

the role of subsidies in the evolution of market-oriented financial systems, and provide an
 

opportunity for all participants to raise questions and suggest policy priorities.
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PRAGUE CONFERENCE ON HOUSING AND
 
INFRASTRUCTURE FINANCE
 

Hotel Praha, Prague, May 5-6, 1992
 

AGENDA 

TUESDAY, MAY 5 - PLENARY SESSION 

8:30 Welcome and Introductions:Ambassador of the United States of America. Shirley 
Temple Black. 

8:40 Reforming the CSFR Economy and the Role of Finance.Vladimir Dlouhy, Minister cf 
the Economy, CSFR. 

9:00 Principles of a Market Oriented Financial System and the Role of International 
Agencies. David S. Olinger, Director, Regional Housing and Urban Development 
Office for Eastern Europe, U.S. Agency for International Development. 

Discussion 

9:40 Plansfor the Evolution of a Market Oriented FinacialSector in the CSFR: Richard 

Salzman, President, Commercial Bank, Czech Republic. 

Discussion 

10:20 	 COFFEE BREAK 

10:40 	 FinancingInfrastructureon the New Environment George E. Peterson, The Urban 
Institute 

Discussix' 

11:20 	 FinancingHousingin the New Environment Raymond J. Struyk, The Urban Institute 

Discussion 



12:00 LUNCH
 

1:40 Housing and Urban Development in the Czech Republic: Problems and Financing 

Needs. Jan Pil kryl, Deputy Minister of Economic Policy and Development, Czech 
Republic 

Discussion 

2:15 Challenges in Finance and Development: Housing and Infrastructurein the Slovak 
Republic. Jaroslav Zbirka. Deputy Minister, Minister of Building and Construction, 
Slovak Republic. 

Discussion 

2:50 	 COFFEE BREAK 

3:10 	 Comparative Analysis of Housing Finance Systems in Western Economies: Kevin 

Vilani, Professor of Real Estate and Finance, University of Southern California 

Discussion 

3:50 	 Foundationsof a New HousingFinanceSystem in Polandand Implicationsfor Other 

Countries in Eastern Europe: Wladislaw Brzeski, Krakow Real Estate Instute 

Discussion 

4:30 	 Roundtable Discussion 

WEDNESDAY, MAY 6 

Housing Finance Workshop 

9:00 	 Housing Financein Czechoslovakia Tom Kingsley, the Urban Institute. 

9:15 	 Introduction:Importanceof Housing Financeand U.S. History: Beth Marcus, FNMA 

9:45 	 The MortgajeProcess: Overview; Mortgage Products;Underwriting;Servicing: Beth 

Marcus and Joan Linville, FNMA. 
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10:45 	 COFFEE BREAK 

11:00 	 The ConstructionLending Process: Beth Marcus, FNMA 

11:45 	 Lender Types: Joan Linville, FNMA 

12:05 	 Funding and the Secondary Market. Beth Marchus, FNMA 

12:30 	 LUNCH 

Infrastructure Finance Workshop 

9:00 	 Introductionand Goals of Workshop: George Peterson. the Urban Institute. 

U.S. Municipal Bond Market and Use of Revolving Fundsfor InfrastructureFinance:9:15 

U.S. Experience: Jim Smith, Executive Director of the Council for State 

Infrastructure Financing Authorities. 

Prospectsfor the CSFR: Representative of the Central Bank 

Discussion 

10:15 	 COFFEE BREAK 

10:35 	 DeveloperFinancingofMunicipalInfrastructure:Lynne Sagalyn, Columbia University, 

CSFR Mayor 

Discussion 

11:35 	 FinancingWater and Sewer Utilities: 

12:30 	 LUNCH 

Closing Session 

This session will summarize issues raised during the conference, examine the role 
an 

1:30 	
of subsidies in the evolution of market-oriented financial systems. and provide 

and suggest policy priorities.
opportunity for all participants to raise questions 


Moderator: Tom Kingsley. the Urban Institute.
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PROGRAM KONFERENCE
 

FINANCE V OBLASTI BYDLENI
 
A MIESTSK INFRASTRUKTURY
 

Po~d: Federilni vida CSFR - Ministerstvo hospod'ifstAi 

ve spolupraci s 

Agenturou Spojenfch StAtfi Americkych pro mezinirodni rozvoj 

(USAID) 

Termin: 5. a 6. kvitna 1992 

Misto: Hotel "Praha ", SugickA 20. 1raha 6 

Cter', 5. kvetna - Plenirni zasedini: 

8:30 Slavnostni zahtjeni:Velvyslankynd Spojen~ch St6i 
pani Shirley Temple Black 

Americk0ch. 

8:40 

9:00 

Vladimir Dlouh - Ministr hospodf'stvi CSFR 
Reforma deskoslovenskdho hospodffstvi a diloha finandniho systemu 
David Olinger -fteditel pro Vfchodni Evropu; Office of Housing and Urban 
Programs USAID 
Trini principy finandniho systdmu a role mezindrodnich agentur 
Diskuse 

9:40 	 Richard Salzman - Prezident, Komer~ni banka 
Perspektivy na vytvoteni trind orientovaneho finandniho systemu v CSFR 
Diskuse 

10:20 	 PtestAvka 

10:40 	 George E. Peterson -The Urban Institute 
Financovani infrastruktury v nov)ch podmink~ch 
Diskuse 
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11:20 	 Raymond I. Struyk - The Urban Institute 
Finance v oblasn bydleni v noch podm!nkdch 
Diskuse 

12:00 	 Pfesuivka - obMd 

13:30 	 jan P'ikryl - Nfmistek Ministra pro hospodiskou politiku a rozvoj Cesk 
republiky 

Souda.n9 stay a nove aspekty bytovd politiky v Ceske republice 
Diskuse 

14:15 	 Miroslav Zbirka - Zmocnknec vidy Slovensk6 republiky pro bytovou 
politiku, nm~stek ministra vi'stavby a stavebnictvi 

Sou~asni, stay a nove aspekty bytove politiky ve Slovenske republice 
Diskuse 

15:00 	 Kevin Vilani - Profesor of Real Estate and Finance, 
University of Southern California 

Komparativni analyza finandnich systdni v oblastt bydleni v zdpadnich 
ekonomikdch 
Diskuse 

15:30 	 Wladislaw Brzeski - Krakovsk institut nemovitosti 
Zavidtni novdho systdmu financi v oblasti bydleni v Polsku a disledk, 
pro ostatni zemd v~chodni Evropy 
Diskuse 

16:00 	 Vgeobecni diskuse - Petr Tajinman, USAID Housing Program 
Czechoslovakia, The Urban Institute 

17:30 	 Recepce 
Recepci pro tiastniky konference poftd pan David Olinger. feditel 
Ofadu pro bydleni a rozvoj, USAID 

Strfeda, 6. kvitna - pracovni skupiny 

8:30 	 Finance v oblasti bydieni 
Pracovni skupina bude pracovat pod vedenim moderdtora Beth Marcus, Federal 
National Mortgage Association (FNMA). a bude zahrnovat referdt. Joan 
Linville a Roberta Motleye. oba z FNMA. Odbornici z Ceske a Slo~enkc 
republiky budou 	prezentovat svd ndzory v ramci panelove diskuse. Ndplni pract 
pracovni skupiny bude proces hypotekirnich pijdek ihypote~ni pu.;jk. 
posktovdni, uzavirani, platba atd.). tivrovdni v~stavby, charakaen.,tika 
alternativnich Uvdrov~ch zdrojO, financovani, role a fungovdni sekunddrniho ir!tu 
hypotek. 
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Financovdnr m~stski infrastruk-.ury

Pracomi skupina bude pracovat pod vedenm moderdtora Georgie E Peter~nna,
The Urban Institute. Refer~ty ptednesou pdinovd james Sn-ith, U.S. Couniln for
hiutstrunur Fmindng Apncles, a Horst 
 Zimmcrmanj, University
()f Marbur& SRN. CeSkC1k,~enti Odbornic Pfedxvesu M~ pU~SPIENky v rkmcipanelMv diskuse. Prac'~wn skupina se bude zab~vt funkce mi trhu s uhligacemruye Spojen~ch st~teciN obliaJ barikou a zp"sb finani rdTr-k,j
v USA. Dile bude v~rowna jxzomcast flnanccuvdnf bfd v Z.ipadrd EI' '-N a kunkretnftm moicncitmnjjich rovinutiv exsruifcfch podinhnc.ch v CSFR. 

15:00 Z~v~r konrerence 

Orga4ui-.s~nt pozndmky: 

Tajemnik konterence: Petr TaJ~man.-USAID/The Urban Institute 

Vefkerd informace tftajici se konference Ize obdriet od pana Tajdmaria 
na tel./Fax disie: 02/73 28 68 

UBYTOVANI: 

Pro mimopraskd61astnlc bude poskytov~no hotelMv ubytovAni ye
dnech ze 4. na 5.kvdtna* , a z 5. na 6. kvdtna. 
Zijemci o ubytovfini nechi neprodlen8 kontaktuji tajemnika konfervice
(Tel/Fax: 02/73 28 68), nebo zadlou vyplnhnou ptihlagku. 

*Ubytovdnt v tomlo ferminu (ze 4.na 5. lcvina) bude poskytnuto pouze aeasouz~m zmis,
krerdjsou z Prahy vzdd lend 3 a idce hodin. 
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PRINCIPLES OF A MARKET ORIENTED FINANCIAL SYSTEM AND THE ROLE OF
 
INTERNATIONAL AGENCIZS
 

PRAGUE CONFERENCE ON HOUSING AND INFRASTRUCTURE FINANCE
 

Hotel Praha, Prague
 
May 5, 1992
 

David Olinger
 
Assistant Director, Eastern Europe
 
Office of Housing and Urban Programs
 

U.S. Agency for International Development
 

INTRODUCTION
 

It is a pleasure
Thank you Ambassador Black and Minister Dlouhy. 


to be here in Prague again. I would especially like to thank the
 

its help in making this
 
Federal Ministry of the Economy for 


the progressIt is encouraging to hear of
conference possible. 


being made in restructuring the housing sector in 
line with a more
 

market oriented, demand driven economy.
 

Part of the obligation to structure the framework 
for reform has
 

fallen on the people in this room and the 
transition has already
 

being formed;

New private housing development finns are 
begun. 


to improve infrastructure
 
local officials are proposing plans 


systems and taking vtay& to facilitate private 
housing investment.
 

Local goveritments are privatizing much of the 
social hcusing stock, 

especially through restitution to former 
owners. 

As private and government leaders
 
Much however remains to be done. 


be tha most

lack of adequate finance may 


are recognizing, the 


formidable constraint to be faced 
in achieving their objectives.
 



THB U.S. EXPERIENCE 

in the United States, the housing sector, over a long period has 

produced a supply of shelter which has created what has become 

known as the "American Dream" -- the idea that the "average" family 

can buy and own their own home. The concept is fundamental to both 

the social and economic fabric of our country. Over the past 45 

years, 79 million housing units were produced, allowing 60 million 

families, or 64% of the population to own their own homes. In 

addition, the number of sub-standard units has dropped from almost 

50% in 1940 to less than 10% in 1985. 

These statistics are not intended to imply the situation in the
 

U.S. is perfect. We have serious problems -- including the 

homeless, urban crime, drugs and the potential of a permanent 

underclass with little hope of economic advancement. It is 

becoming Inc-. asingly difficult for the first-time buyer to get on 

the housing ladder. Wi are currently addressing a crisis in 

housing finance which will have an ultimate price of hundreds of 

billions of dollars. Nevertheless, most Americans are well-housed.
 

The'sUpply of mortgage money remains strong and most Americans are
 

eligible to purchase a home with a loan of 90% or more of its
 

The home can then be readily sold to another family who
value. 


obtains a similar loan to buy the home.
 

This market system of finance allows for mobility in the U.S. 
labor
 

family moves every five years,

force. The average American 




allowing it to respond to shifts in the economy as personal
 

employment opportunities change. The private market has enabled
 

most Americans to obtain a relatively high standard of housing.
 

While neither the U.S. or any particular system can be directly
 

copied by Eastern Europe, there are principles underlying a market
 

oriented finance system which are essential to its functioning
 

anywhere.
 

The basis for the system is a division of labor between the public
 

and private sector which combines the incentives for private profit
 

with adequate concern for the public good. it requires a vigorous
 

private sector including developers, homebuildnrs, lenders,
 

realtors, investors, lawyers, architects, engineers and enlightened
 

public officials.
 

A market-oriented financial system also depends upon efficient
 

financial institutions oparating under market principles. The
 

terms of financial transactions are determined by the market rather
 

than through administrative processes. Institutions must possess
 

skills which allow them to realistically evaluate the risk of
 

alternative investments to insure that resources fl'w to
 

investments yielding the highest return. The role of government in
 

these transactions is minimal. Regulation should be imposed only
 

when necessary to protect the legitimate public interest. Where
 

subsidies are justified, they should be distributed through the
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government budget rather than through the financial system.
 

Successful financial systems also depend upon the creation of
 

savings and lending instruments which also respond to market
 

forces. When long term saving instruments are unattractive because
 

of economic uncertainty, new instrumento which reduce uncertainty
 

must be devised. where high interest rates make loans
 

unaffordable, indexed instruments can make borrowing more
 

affordable and still insure adequate returns to the lender.
 

Finally, the rights of all participants in the financial market
 

must be protected. Lenders must accurately present information to
 

potential borrowers on their obligations and the terms of financial
 

contracts. Borrowers must offer adequate security to cover
 

poasible default to the lender. At the same time, the legal system
 

must support the enforcement of these rights, protecting both
 

lenders and borrowers from failure of the opposite party to uphold
 

the terms of the contract (foreclosure laws).
 

Also.critical to a successful housing policy is an adequate system
 

for urban service provision. While an individual household can
 

build housing on its own, in urban areas is impossible for a
 

household to develop its own infrastructure support.
 

As responsibility is transferrn- from the central government to
 

municipalities, a new question to address is which levels of
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government will be responsible for the capital investment required
 

for network services such as water distribution and wastewater
 

collection, and how these major investments will be financed.
 

The Republics face massive new challenges. Not only must they
 

increase the level of local capital investment to replace and
 

upgrade the 1ong.neglected investments in municipal water treatment
 

and distribution. At the same time, thwy will negotiate a new
 

fiscal system that supports new local spending levels and also
 

decide what authority for local service delivery and investment to
 

transfer to local jurisdictions.
 

The capital investment required is great, particularly given the
 

priority being placed on worldwide environmental improvement.
 

Means must be found to generate revenues to reaover the operating
 

costs of such networks; local authorities must have the means to
 

acquire the capital needed for such investments and the capacity to
 

administer it.
 

Our-experience demonstrates that the components of an effective
 

market-based system of housing finance are complex and must evolve
 

from the specific conditions and culture of each country.
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IIHDUSNG AN1D URBAN DXVELOPMENT EXPERIENCE
 

In addition to the knowledge gained from experience in the U.S., we
 

have also gained expertise in housing and urban programs outside
 

the U.S. For more than 25 years, the U.S. Agency for International
 

Development has worked in over 50 countries providing capital
 

assistarce, technical assistance and training for shelter, the
 

provision of urban services, inlfrastructure and other development
 

projects. some of this experience in development is relevant for
 

the Czech and Slovak Federal Republic.
 

Our international efforts are guided by a few fundamental
 

objectives:
 

0 	 We work on a continuing basis with cuuntries who are pursuing
 

their housing and urbanization efforts in a realistic manner.
 

* 	 We assist such nations develop effective and efficient
 

national shelter and urban policies.
 

0 we provide assistance intended to help strengthen the
 

critical to the planning, finance,
institutions that are 


development and management of shelter and urban services.
 

our 	work
As I have already mentioned, the tools av lable for 


Our principle
include technical assistance, training and loans. 
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loan resource is known as the Housing Guaranty Program. Through
 

this substantial program, we guaranty repayment of the U.S. private
 

sector loans to developing countries at reasonable terms for
 

shelter and urban development activities. Within the next few
 

weeks, AID will sign a $30 million HG program for Poland. We are
 

also in the process of examining the possibilities for a somewhat
 

small program in Hungary.
 

In each country where AID has provided assistance, the problems are
 

complex and available resources are extremely limited. Working
 

with senior policy makers, we have generally helped our clients
 

come up with effective, pragmatic approaches. Through those
 

experiences, and from our mistakes, we have evolved a set of
 

principles which can be applied within the political, historical
 

and cultural reality of a particular situation.
 

A critical component of the private real estate market is
 

effective, participatory local government. The many years of
 

experience with local government in the U.S., enables A.I.D. to
 

provide substantial expertise in municipal administrative and
 

financial.management in developing countries. Although the role of
 

local government is significant in many other countries, the U.S.
 

has a rich base of experience with more than 80,000 units of local
 

government in fifty states.
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POTZNTXXL FOR COOPEflTION XN SUPPORT OF FIMOMNIL SCTOR REFORM 

A.I.D. believes it can provide meaningful assistance in support or
 

financial sector reform. This prestigious and diverse group of
 

Czech, Slovak and American professionals has been assembled to help
 

identify the need for and nature of such support. While the
 

Americans have obtained background information on the Czech and
 

Slovak system of housing and infrastructure finance, they are here
 

The enormity and complexity of
especially to listen and learn. 


We hope to meet with each
tasks confronting the Republic is clear. 


group here to discuss your ideas about how these important issues
 

can best be addressed.
 

For more than a year, A.I.D. has supported initiatives in the Czech
 

and Slovak Republic at the national level, at the municipal level
 

and Cor the private sector.
 

At the national level, it has analyzed current housing policy,
 

surveyed the stock of communal housing and examLned reforms in
 

social programs.
relation to housing allowances and payments 


Advice was given on the new western-style condominium 
law and is
 

now for a housing substitution law, land
 
also being provided 


development regulations and other legislation relating 
to housing
 

reform.
 

Two municipal districts in Prague are working 
with A.I.D. to find
 

means of privatizing the ownership and management 
of their rental
 



housing stocks. Other municipalities have asked that the program
 

be extended to their areas. Several have asked to work on
 

strategies and methods of planning for future urban growth.
 

In the private sector, A.I.D. is working with the Associations of
 

Private Contractors and the Guilds of contractors in both Republics
 

the rapidly growing private construction and building
to assess 


there is
materials industries. These studies have shown 


substantial potential Aor a significant private housing market.
 

Sites for demonrtracion projects have been investigated and could
 

possibly lead to development of U.S. sponsored pilot projects
 

available
These experiences suggest a few areas where expertise 


from U.S. and other donors might prove useful. Placing the
 

on a firm foundation will require
private real estato market 


service
further legal and regulatory framework for housing and 


provision, including laws regarding tenure, property transfer,
 

contracts for financing, foreclosure procedures. Through technical
 

assistance, lessons learned from experience in other oountries can
 

be adapted to suit the context in this country. Incidently, the
 

from working on condominium
experience A.I.D. has gained 


legislation here has already proven useful in Poland where 
similar
 

legislation is also being examined.
 

on
 
is true of elements of municipal management focused 
The same 


and revenue generation for water,

infrastructure planning 
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sanitation, solid waste dispouLal and other basic services. The
 

role of the private sector in service delivery may require
 

definition. It may be necessaTy to introduce reformed tax systems,
 

incentives, infrastructure standards and urban enviromental
 

assessments.
 

Assistance may also be useful in introducing new techr.. oy 

relating to financial sector development. New techniques in
 

instrument design, portfolio management and debt-servicing systems
 

will be critical in managing the scale and complexity or financial
 

transactions that will evolve as the financial market develops.
 

Training in the use of new techniques in areas such as risk
 

assessment, underwriting, accounting and management is anther area
 

in which donor assistance can play a role.
 

Finally, capital assistance through the Housing Guaranty program
 

might be useful to finance pilot projects to demonstrate and test
 

the feasibility of new lending instruments and new institutional
 

and contractual relations.
 

By the end of the conference tomorrow, I hope we will all have a
 

clearer picture of the greatest needs and opportunities for
 

we can then move as quickly as possible to develop
cooperation. 


these opportunities through the most appropriate means of
 

assistance.
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We look forward to exchanging ideas and experiences with you all
 

Thank you.
and to a most interesting and useful two days. 


Draft #2 - 5/1/92
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Table 2.1 
Summary of the Distribution of Risk Under 

Alternative Ways of Mobilizing Funds 
(entity bearing risk) 

--

Type of Risk 
....-..... ....................... 
 .......


Source of Credit Inteimediation Interest Prepayment 
Funds Risk Risk Rate Risk Risk 
....-........
..... .......
..... .........................
 

Deposits Originator Originatc tiorrower or Originator 

Originator++ 

Term Loans* Originator Originator Borrower or Originator 

Originator++ 

Bonds** 
Fixed Rate Originator None Investor Issuer 

Variable Originator None Borrower Issuer 

Participations-
Fixed Rate+ Originator None Investor Investor 
Variable Originator None Borrower Investor 

Refinacing Originator None Issuer Originator 
(NHB) 

Notes: 

Assumes these loans are at a fixed rate. Intermediation risk occurs only if the loan has a 
call option. 

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

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

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

Source: R. Struyk, A Secondary Morae Market for Indiax 
Notes on Feasibility and Structure. New Delhi: USAID, 1990. 
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Figure 6.2 	 SECONDARY MORTGAGE MARKET OPERATIONS: ILLUSTRATION FOR 

VARIABLE RATE BONDS 

BOND PURCHASE 

ins. pension life & casualty othersocial 

ins. companies investors
funds funds 


annual rate of return;
120%
one-time 

cash payment 	 paid monthly for 5 years
 

INONESIA MORTGAGE FINANCE 
CORPORATION 

one-time cash payment 242 mortgage payments, 

for -t ae principal less servicing fee 

L0AN ORIGINATO 
PPan housincomercial IN 	 nonbank 

- ',bhtera finance inst.banks 


Receivt: loan origination & servicing fees 

Can invest In mortgae-originated or in housing-backed securities 

Receives 20 year, 242 variable rate mortgage
 

Source: R. Struyk et al. The Market for Shelter in Indonesian Ciies. 

Washington, D.C.: Urban Institute Press, 1990. 



Housing Finance Systems 

funds loan organization 
mobilizaion and servicing 

deposit 	 deposits; deposit 
contract -avings; institutioninstitutior.* 
term loans 

mortgage banker 	 capital; mortgage bainker 
term loans 

hybrid 	 deposits; originator 
contract savings; 
term loans 

*National Savings Bank, savings and loan association, building society, banks. 

investment 

deposit 
institution 

bond holders, MBS, 
secondary markets, other 
investors 

originator, 
bond holders, 
secondary market, etc. 



Alternative Mortgage Investments
 
Compared to Fixed-Rate Mortgage
 

interest rate 	 risk of defaultinstrument 	 impact on 
affordability risk 

relatively greatadjustable rate modest shifted to the 

mortgage (ARM) increase borrower* 

largely shifted 	 moderately greaterprice-level substantial 

adjusted mortgage increase to borrower**
 

(PLAM)
 

dual index substantial largely shifted slightly greater
 

mortgage increase to borrower"
 

(DIM) 

*If adjustment limits are present, e.g. maximum interest rate increase of 5 percentage points over the life of the mortgage, then 

risk is shared with originator/investor. 

**Adjustment limits in terms of the ratio of mortgage payment to income could be in effect. 

-4 



ALTERNATJVNJ HYPOTEfjNf INVESTICE
 
V POROVNANJ S
 

HYPOTEKAMI S FIXNJ MIfROU.
 

nastroi d~sledky z hiedi-

-diska dostupnosti 

hyputeka s mirrie zvygeni 

variabiini 

urokovoi mi rou 

(ARM) 

hypotdeka podstatne 


pfizp~1sobavS zvy99eni 


cenuv6 hladin6 


(PLAN) 

dvojindexovA podstatnd 

hypoteka zvy9sen i 

(HD[) 


['iziko riziko Platebni riziko
 

urokovd mirv neschopnosti likvidity
 

pfesunuto na pomerng veike pone-kud 

vypO1ovatelex vc-t~gf
 

do vetkd *irV mfrnt6 v~t~f *frn6 

pf-esunuto na v~tgf
 

vypdid1ovate Iexx 

do veikd mirv pondkud v~t~f podstatnC­

pfesunuto na v~t-4f 

vypO 1covatelIexx 

xJestli~e se vyskytuji liiy pfizpdsobivosti. lako napt'iklad *aximAlni 

nArilst drokowd ufry o 5iprocent . a dobu tr-v~ni hypotduky. Pak se 

o ciziko d~If pOvodce/investor.
 

xxJe *o~no pou~it IimitO zu~nV na pcowr hypoteani spltky 

k pU luau. 

-2­



Prffklady rozloz'enf'L rizika pfi
 
a1ternativnfch zpius bec h mob i 1 i zac e
 

fond1 ­

(Sublekt nesouct riziko)
 

Druh rizika
 

Zdrol fondil Riziko dv~ru Riziko Riziko Riziko 

(pen~gnich zprost'edkov~ni drokovd afry placeni 

prostfedkA) (Intersedia~hi r.) pf'eden 

Vklady 	 Pflvodce nebo Pfivodce VvpdI&,vatel P1avom 

rud iLel nebo pOvodce 

Obliqace Pfivodce nebo 2n6Investor Ruditel 

Ei',ni mira ru iLeiI Adnd Vypdldovatel Ruditel 

Variabilni 



4-7 

Dostupnost hypoteky s f ixnf mfrou
 
pri aLternativnfch drokovych mirach.
 

Mfsidni pti jem 935 LV 

SpliLka k peiimu 30 %
 

Dostupna m~siuni spldtka 280.5 LV 

Doba splaLriosti: 20 let
 

UrokovA mira Dostupnc DostupnA Obytrn 

(procent) hypoteka cena bydleni plochy 

3 50.577 72.235 36.1
 

20 16.511 23.588 11.8
 

50 6.731 9,652 4.8
 

xPfedpoklIAda 30 ti % zAluhu v hotovosti.
 

xxPfedpoklAdS cenu 2.000 LV za etveredni metr.
 

- 4
 



40 
SYSTEMY FINANCOVANI BYDLENI
 

und(I investice 

mgbilizary zdrol a zpravo­

vAnf Pdldkv 

vkladovd vklady; vkladavd vkladoud 

instiLuce stavebni spofeni. instituce institLace 

6asov6 pQjdky; 

hVpot6kArni kapit6l; hypoWkArni di-titeld obligaci; 

bank6f 6asovd pdldkv; bank6f NBS.::ekundArni trhy 

Jini iik,,jestoft 



MKVN/A NI a;'SNG 

HOUSING FIHA-CE SY' -,.fS 
, 
LESSONS FROM FIVE N1,PET ECOOMIES 

cv' 4.s .-,',,, OA l ,,'TD- E-u ,"' t '.".' 
BYDLLN1 	 Z PETI TP.,,isY,,11 	 riI ruU... ICI, LOROMIK 

I. 	 THE GOOD NEVS IF THE i980 S 
"DOBR2 ZPRAVY" Z LET 80.TYCI 

FAILTkES, P,,?1PTCIES A.DLIQUIa!ITION OF SPECIAL 1390 
HuslSO FIIIAHCE IHSTITUTIlIS 

,,U, C .~.~A~AIIT A LIKVIDACE 1390 ti SPECIALNICH 
FINANHICH STAVU POSKYTUJICICH FINANCE HA BYDLENi
 

HOME CLOSURES AND EVICTION AT A50 YEAR HIGH LEVEL
 
POCET EXrKUCi ASOUDNICH VYSTEHOVANI NEJVYSSI ZA
 
POSLED&IICH PADESAT LET
 

HOME PRICES AND INTEREST RATES
 
EXPERIENCE RECORD VOLtILITY
 
CENY BYDLENI A UROKOVE MIRY
 
JSOU VELMI NESTALE 

SPECIALIZED HOUSING FINANCE IIISTITUTIONS
 
AND ARRANG ENTS SHRIIKIHG OR DISAPPEARING
 
FIHANCHI USTAVY APROGRAY ZIAERENt NA BYDLENI
 
SE ZHENSUJI APOSTUPNE MIZi
 

FINAMCIAL MARKETS UNDERGOING PERESULATION
 
FINHCI TRHY PRODELAVAJI DEREGULACI
 

HOiEOVNERSHIP LESS AFFORDABLE ANtD DECLINING
 
VLASTNICTVI BYDLENI MENE DOSTUPHE AJE NA USTUPU
 



II PROC JSOU TO "DOBREZPRAVY" 

COST OF CREDIT TO HOiiEBUYERS IS 
CLOSE TO TIAT OF CEETPIL GOVER1MEART
 
NMKLIDY HA UVER JSOU PRO "KUPCE" BYDLENi
 
BLZIE NRDLA-D VtMDY (USTREDiflCH ORGAHU)
 

ACTIVE COINUPETITION FOR MORTGAGE LEEDININ 
REDUCES COSTS AHD IMPROVES CONSU4ER CHOICE 
Z1VA KOtKURENCE V OBLASTI HYPOTE NiCH qIV2RU 
SHIZUJE HKLADY ADAVA ZKIAZNIKOVI VETSI
 
MOZNOST VYBERU
 

CREDIT IS READILLY AVAILABLE TO FINANCE 
HOUSING AND MEET MARKET DIAND 
UER JE VZDY KDISPOZICI PRO FINANCOVANi BYDLENi 
APRO KRYTI POZADAVKU TRHU 

FUNDS FLOV ACROSS POLITICAL BOUNDARIES
 

TO FINANCE HOUSING
 
KAPITAL NA FINANCOVANI BYDLENI
 
PROUDi PRES POLICKE HRANICE
 

DOMESTIC DEFICITS HAVE NOT "CROVYED
 
OUT" HOUSING FINANCE
 
VNITRNI (DOIACi) DEFICITY "NEVYTLACILY"
 
FINANCOVAHI BYDLENi
 



III SPATHE ZPRAVY
 

SPECIAL PREFERENCIES FOR HOUSING MAY 
INDUCE OVERCOKiJ)u!PTION 
ZVLASTNI PREFERE"CE VOU.LASTI BYDLEN'I 
MOtlO0 VYPROVOKOVAT IIADSPOTREBU 

REDUCED INVESTMEHT INPLANT AND EQUiPhENT 
HAS DAMPENED E(,ONOIMC GROVT[I 
SNIZNi INVESTIC NA BUDOVY AZRIZENI 
ZTLIJMILO EKONOMICKY RUST 

HOUSING PREFERENCIES ARE POLITICALLY
 
DIFFICULT TO CONTROL
 
PREFERENCE VOBLASTI BYDLENI JSOU
 
POLITICKY TEZKO KONTROLOVATELE
 



IV	SOME IMPLICATIOHS FOR "CONWERTING" ECONOMIES
 
WHAT ARE TIE PRIORITIES?
 
NKOLIK DUSLEDKU PRO TRANSFORMUJICI SE EKONOIIIKY
 
CO JE NEJDULEZITLJSI?
 

1.INTEGRATION OF THE FINANCIAL SYSTEM
 
WITH THE GLOBAL FINANCIAL COlUNITY
 
INTEGRACE FINACHIHO SYSTOIU S
 
CELOSVETO vY FINANCNIH SPOLECEISTViM
 

2.RESPONSIBLE IIACROECOMNIC MONATERY AND FISCAL POLICIES
 
ODPOVEDNA MAKROEKONOMICKA MENOVA AFISKALNI POLITIKA.
 

3.ALEGAL SYSTEM OF "PROPERTY RIGHTS",
 
CONTRACT LAY, AND FREEDOM TO INNOVATE
 
PRAVNI SYSTEM OBSAHUJiCI "VLASTNICKA PRAVA", 

SMLUVNI PRAVO AOTEVRENY ZMENAM 

4.AN ACTIVE MARKET FOR HOUSING SERVICES
 
AT MARKET CLEARING FRICES
 
ZIVY TRH SLUZEB VOBLASTI BYDLENI NA UROVNI
 
TRZ-NICH CLEARINGOVYCH CEN
 



02 FN 5 

x History of U.S. mortgage finance 
x Vyvoj hypot6karnfch f inanci 

ve Spojenvch statech 

x The mortgage proces
 
Proces uzavirani hypotek
 

x The construction lending process
 
x Proces uverovanf vystavby 

x Lender types 
x Typy ve iteI
 

x Funding and secondary market 
x F inancevainf a sekundarnIftrh
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03 

5BENEFITS
 

VYHODY
 

x Capital
 
x Kapital
 

x Liquidity
 
x Likvidita
 

x Standardization 
x Standardizace 

x Market Efficiency 
x Efektivnost trhu 

x Credit Enhancement 
x ZvV'sen I kreditu 

- 6­



04 LESSONS
 
LEKCE
 

xHomebuyers Access
 

x PrHstup pro ty, kte'i si kupuji bydleni
 

x Government Role to Leverage and Support System
 
x Role statu ph zavadeni apodpore systemu
 

x	System Evolution
 

Voj systmu
 

- od FA kPMI
 
- od statniho Fannie Mae k soukromemu Fannie Mae
 

xCreation of Standardization, Efficiency, and Innovations
 
x Vytvoreni standardizace, efektivnosti a inovace
 

x Different lender types
 

x Rfizne typy ve'iteli
 

xConstruction Loanr Available ifMortgage Loans Available
 
xJsou-li kdispozii hypctekarni uvery,
 

jsou kdispozici iOvary na v'stavbu
 

xSecondary Market Facilitates Fund Resources
 
x DruhotnV trh napomaha vytva'et zdroje fondo
 

-'- ­



STAGE I:PRE - 1930s 
I.OBDOBI: PRED TRICATYMI LETY
 

x Priiary Mortgage Market Only 
xPrvotni ltrh shypotekami 

-Lender Directly Provides Mortgage Loan to Borrower 
- Vefitel p#iio poskytuie hypote'ni pfij'ku vypfij'ovateli 

-Mortgages Funded Vith Deposits
 
- Hypot~ky jsou financovany zvkladfi 

-Five Year Balloon Mortgages
 
-Petilet baldnove hypot/ky
 

-8a­



5STAGE II: 1930s - 196806 
II.OBDOBI: 30. LETA - 1968
 

xDepression: Government Intervenes to Prevent Possible Collapse
 
xDeprese: Stat zasahuje, aby zabranil aoznemu zhroucenf.
 

xCreation of Secondary Mortgage Market
 
xVytvoreni sekundarniho trhu shypotekami
 

-Buyers and Sellers Trade inMortgages
 
- Kupujici aprodavajici obchoduji shypotekazi
 

xEfficient Fund Intermediation
 
xEfektivni zprostredkova.ni financovani
 

- FHLB System (1932)
 
- FHLB system (1932)
 

- FDIC/FSLIC (1933 - 34)
 
- FDIC/FSLIC (1933 - 34)
 

- FHA (1934) 

- Fannie Mae (1938)
 
-Fannie Mae (1938)
 

-9­
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07 STAGE II: 1968 - i980s 
III. OBDOBI: 1968 -do 80. let
 

x Secondary Market Enhanced
 

x PovV'enf sekundarnfho trhu
 

- Fannie Mae Privatized (1968) 
- Privatizace Fannie Mae (1968) 

-GNMA (1968) and Freddie Mac (1970)
 
- GNMA (1%8) a Freddie Mac (1970) 

x Private Mortgage Insurance Expands 
xRozsffeni soukroadho pojisteni hypotdk 

x Loan Products/Process Standardized 
x Uverove produkty/Proces se unifikuje 

-10­



08 STAGE IV: 1980s -PRESENT 
IV.OBDOBI: 80. leta -soucasnost
 

x Mortgage Securitization (MBS)
 
xZajitfli hypoltk (MBS)
 

xProdukt Variation
 
x Obme~ovani produktu
 

x Greater Intermediation/Expanded Investor Base 
x Rozsahlejs'i zprost'edkovavani/Rozi ena zakladna investorf 

- tI ­



09 THE MORTGAGE PROCESS
 
HYPOTECHI PROCES
 

x Homeowner Steps 
xKroky vlastnfkfi 

xMortgage Product
 
xHypotekarni produkt
 

xUndervriting
 
x Upisovani
 

xServicing
 
xObsluhovanl
 

- 12 ­



10 HOMEOWNER STEPS
 

KROKY VLASTNIKU
 

xFind Home: Enter Into Contract
 
xMajift bydleni: uzavfft smlouvu
 

xShop for Lender and Mortgage
 
xPoohl6dnout se po p~j~ovateli ahypot~ce
 

xGet Approved by Lender
 

xZfskat souhlas p~j ovatele
 

x"Close or Settle" on Home
 
x "Uzavfft dohodu nebo zalofit" na bydlenf
 

xMake Monthly Mortgage Loan Repayments
 
xPlatit msfin splitky hypote~nf p~jky
 

- 13 ­



11 HOUSING FINANCE TERMS 
z2 PODMINKY FINANCOVANi BYDLENI 

xLender/Borrower Legal Relationship
 
xPravnf vztah mezi puj'ovatelem avypuj'ovatelei
 

- Loan
 

- Pfjcka
 

-Mortgage
 

- Note
 

- Dluhopis
 

xHome Value t-Principal and Dovnpayient 
x Hodnota bydleni _ Ziklad pfj'ky azaloha vhotovosti 

x Amortization
 
x Amortizace
 

-14­



12 MORTGAGE PRODUCTS
 
PRODUKTY HYPOTfXY
 

xKey Features That Can Vary
 
xKli'ove charakteristiky, ktere se mohou rznit
 

x	Different Mortgage Types 
Rfzne ty hypotek 



13 KEY MORTGAGE FEATURES THAT CAN VARY
 
KLIC3VE CHARAKTERISTIKY HYPOT X,KTERE SE MOHOU RUZNIT
 

x Term 
x Doba splatnosti
 

x Interest rate
 
x rokova mifra
 

-Fixed or Adjustable 
-Fixni nebo variabilnf 
-Ceiling or Floors 
- Hornf 'idolni linity 
- Index 

- Index 
- Margin 
- Margin(Rozpti) 

.x Payment 
xSplaceni
 

- Frequency
 

- Frekvence
 
- Asortization
 
- Aiortizace
 
- Ceiling (Capitalization)
 
-Strop (Kapitalizace)
 

- 16­



14 DIFFERENT MORTGAGE TYPES
 
RUZNE DRUHY HYPOT X
 

xFixed-Rate Mortgage
 
x Hypoteka sfixni mirou
 

xAdjustable-Rate Mortgage
 
xHypoteka svariabilni mirou
 

xBalloon Mortgage
 
xBalonova hypoteka
 

xGraduated Payment Mortgage
 
xHypoteka se stup'novanyin splacenfim
 

xDual Index Mortgage
 
xHypoteka sdvojfi indexet
 

xPrice-level Adjusted Mortgage
 
xHypoteka p'izpuisobiva cenov6 hladine
 

- 1? ­



15 UNDERWRITING
 
UPISOVANI
 

xAbility of borrower to repay loan
 

x Schopnost vyp~j'ovatele splacet puj'ku
 

x Creditworthiness of Borrower
 
x veruschopnost vypuj'ovatele
 

x Property Value
 
x Hodnota majetku
 

- 18 ­



16 ABILITY OF BORROWER TO REPAY LOAN
 
SCHOPNOST VYPUJCOVATELE SPLICET PUJCKU 

xStandardized Forms
 
x Standardizovan6 foriy
 

xEmployment and Income Verification
 
x Verifikace zame'stnanosti apwfjmu
 

xAsset and Liability Verification
 
xVerifikace aktiv apasiv/majetku adluhfi
 

xDebt to Income Ratios
 
x Pomewry dluhti a pwijmfi
 

- Housing Expanse to Income Ratio 
Po. rmezi v'daji na bydlen apHimes 

- Total Expense to Income Ratio 
- Pomewr mezi celkovym vydanfim aprifjie 

- Special Circumstances 
- Zvla'tni okolnosti 

xHigh Loan-to-Value Ratios
 
x Vysoke pomery pfjc'ky ahodnoty
 

- 19­



17 CREDITWORTHINESS OF THE BORROWER
 
UERUSCHOPNOST VYPUJCOVATELE
 

x Employment Stability
 

x Stabilita zamestnanosti
 

x Loan Guarantors
 

x Ru'itel' paj'ky
 

x Community Lending Programs
 

x Spole'enske p~j'ovatelsk6 programy
 

x Community Guaranty Programs
 

x Spole'enske ru'itelske programy
 

- 20 ­



18 PROPERTY VALUE
 
HODNOTA MAJETKU
 

xProperty must oe adequate
 
security for the mortgage
 

xMajetek musf by't pro hypoteku
 
dostatecnou z'rukou
 

xAppraisal system
 
xSystem oceijovani
 

xMarket trends 
yV'oj trhu 

- 21 ­



70 
19 SERVICING
 

OBSLUHA
 

x For Own Account x Vlastni Qket 

-Payment collection -Vybiranf poplatkH
 

- Deliquencies - Neplatici
 

- Foreclosures - Vyvlastneni 

-Property Managment -Sprava majetku
 

xFor Others x Pro jine
 

-Payment Remittance -Poukazani spl'tk
 

- Reporting - Podavani zprav
 

- Inspections -Kontroly
 

- Foreclosures - Exekuce
 

- Maintenance and Sales - Udirba aprodeje 

xValue xHodnota 

- Flow of Income - Tok prijmu 

- Liquid Assets - Likvidni aktiva 

xFees x Poplatky 

- 22 ­



20 CONSTRUCTION LENDING
 
UVEROVANI VYSTAVBY
 

x Relationship to mortgage finance
 
xVztah k financovanf hypotek
 

xADC
 
xADC
 

x Loan terms
 
x Podmninky puj'ky
 

x Undervriting
 
x Upisovani
 

x Loan manaquent
 
xObhospodarovnl pujcky
 

x Funding source
 
xZdroi financovani
 

- 23 ­



21 RELATIONSHIP TO MORTGAGE FINANCE 
72- VZTAH KHYPOTECNIM FINANCIM 

xMortgage Loans Repay Construction Loans
 

x hypote'ni Pnj'ky splati stavebni very
 

x Without Mortgage Loans, Construction LendiA; isVery Difficult 

x Bez hypotcnich pajiek jsou stavebni 5very velmi obtfine 

- 24 ­



22 	 ADC 
ADC
 

x Acquisition
 

x Zfskani
 

- Land purchase
 
- Koup6 pozem';u
 

x	Development
 
P'iprava stavby
 

- Infrastructure (Vater, Sever, Streets, etc.) 
- Infrastruktura (vodovody, kanalizace, ulice, atd.) 

xConstruction
 
x 	Stavba 

-House Building
 

- Stavba budovy
 

- 2 5 ­



23 LOAN TERMS
 
POD6INKY SPLATNOSTI
 

x Short term (2az.3years) 
xKritkodob6 (2az.3roky) 

xAdjustable rates
 
xVariabilni sazba
 

x Interest payment: Current or Capitalized
 
xPlaceni 'roku: be'.ne nebo kapitalizovan6
 

xPrincipal payment: House sale or At Loan Maturity
 

xPlaceni zakladu: prodej domu nebo pi splatnosti pfjcky
 

x Changing Loan Balances 
xZmena zakladu pfjoky 

- Disbursals
 
- NQlady
 

- Repayments
 

- Splatky
 

- 26 ­
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CHANGING LOAN BALANCE
 
ZMENA ZAKLADU PUJCY
 

$50,000 $100,000 $200,000 $300,000 $175,000
 

I II II II II 1-1$2,0
slow I I I
S I t In ! If t I I
 Im,IVfIil, sooo 
I -II I I IpJ~ova­

_____I itel
SI_ _ _ 

____27 -I I
] i i 
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25 UNDERWRITING
7 UPISOVA I
 

xBorrower
 
xVypuj'ovatel
 

xProject
 
xProjekt
 

xLoan Features 
x Charakteristika pojwky 

- 28 ­
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26 BORROWER
 
VYPUJCOVATEL 

x Financial Capability
 
x Financni schopnost
 

- Statements 

- Vwpisy 

- Referencies 

- Reference 

History 
- Minulost 

x Building capability
 

x Stavebni schopnost
 

- History of Borrower 

- Minulost vypfj'ovatele 

- History of subcontractors 
- Minulost subdodavatel5 

x Integrity
 
x Integrita/Bez'honost
 

- 29 ­



76 
27 	 PROJECT
 

PROJEKT
 

xProject Feasibility xProveditelnost projektu
 

-Legal (Zoning, Clear Lien)
 
-Pravnf (zonovani, jasne vlastnicke vztahy)
 
-Infrastructure (Utilities)
 
-Infrastruktura (elektrick6 rozvody, kanalizace...)
 
-Development Plan/Schedule
 
-P'iprava stavby -plan/'asovV harionograi
 

x	Market Feasibility -Buyer Demand For:
 
Marketingova studie -poptavka ze strany kupujiciho
 
po: 	 -Amenities 

- Vybavenost 
- Design 

-Design/vnjii 
- Price 
-Cena 
- Location 
- Poloha 

uprava aprovedeni
 

xFinancial Feasibility xProveditelnost zfinan'niho hlediska
 

- Build For Projected Costs
 
-Stavet za planovan6 naklady
 
-Profit included
 
-Zisk zahrnut
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28 LOAN FEATURES
 
CHARAKTERISTIKY PUJKY 

xBuilder s Equity (10 % of Costs)
 
xJmeni stavebnika (10 % zvVsky naklad5)
 

x Loan-to-Value: Lesser of
 

x pijka k hodnote: mensf ne' ­

-75 % Market Value; or
 
-75 % tr~zni hodnoty, nebo
 

- 90 % of Costs 
- 90 % z naklada 

x Security: Land and Improvements 
x Za'ruka: puda a vylepseni
 

x Builder s Guaranty Covering Cost Overruns 
x Stavebnikova zcruka kryjifcf pekro'eni nakladd 

- it ­



29 LOAN MANAGMENT
 
6SPRAVA 
 PUJCKY
 

xDisbursement
 
xVyplaceni
 

-After Completion
 

- Po dokon'eni
 

-Subcontractors Paid
 
-Subdodavatele zaplaceni
 

- Inspection process
 

-Kontrolni proces
 

xPartial Release/Partial Repayment
 
xCSstecn uvolneni/C stecna spiatka
 

xAsset Managnent
 
xSprava aktiv
 

- Workouts 
- Sprava 

- Foreclosure 
- Exekuce 

-Completion
 
-Dokon'eni
 

- 32 ­



30
 
FUNDING SOURCE
 
ZDROJ FINANCI
 

xPrimary market
 
xPrimarni trh
 

xFund With Deposits
 
xFinancovani zvkladf
 

- 3:3 ­



31 31
 LENDER TYPES
 

TYPY VERITELU
 

xMortgage Banks
 

xhypotenf banky
 

xSavings and Loans
 

xSpofitelny az'loz'ny
 

xCoamercial banks
 
xKomercni banky
 

xOthers
 

xOstatni
 

- 34 ­



32 	 MORTGAGE 
ORIGINATIONS - 1990 
PUVOD HYPOTEK - 1990 

Banks - Banky 
33%
 

Thrifts - Zilo /y 	 0 er - Ostatni 

Mortgage bankers 
hypotechn' banke'ri 

36%
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33 MORTGAAGE SALES 1990
 
PRODEJ HYPOTEK 1990
 

Thrifts - Zalozny 

!9% 
~17 

Banks -
% 

ky 

her -Ostatnf 

Mortgage banks 
hypotecni banky 
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34 MORTGAGE BANKS
 
HYPOTECNi BANKY
 

Mortgage Residential 
Finance Loans 
Hypote'karni Pjky na individuIlni 
finance bydleni 

xMust sell all loans 
xMusi prodat vsechny pUj/ky 

xServicing income 
xSprava (obsluha) p'ijmu 

xPermanent residential loans 

xTrvale pujcky na individualni bydlenf 

xSpecialists inmortgage lending 
xOdbornici na hypote'ni pujc'ky 

x Vork with brokers 
xSpoluprace siakle'i 

xAffiliations with a bank or S&L 
SSru'ovn' sbankami nebo spowitenami 
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35 
SAVINGS AND LOANS
 

USPORY A PUJKY
 

ist Savings Residential Loans 
I.uspory Pjky na individua'lni 

bydleni 

xPrimary financer of residential homes
 
xPrvotni financer obytnych do&fi
 

x Imbalance between deposit and loan interest rate 

xNerovnovaha mezi 6rokovy'ni mirami vkladfi apdj'ek 

xInvestment portfolio capabilities add to
 

risk and competitivness
 
xShopnosti investi'niho portfolia zvy'uji
 

riziko akonkurenceschopnost
 

x	Development constructions and permanent
 

mortgage loans
 
Priprava v'stavby apermanentni hypotgni fv'ry
 

xCommunitv oriented
 

xZa eni na obec
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36 COMMERCIAL BANKS KOMERCNI BANKY 
BANK BANKA 

Small Government Consumer
 
Business Loans Debt Loans
 
Puijcky drobna St~tni Spot'ebitelske
 
podnikatel~um dluh p jCky 

Income Foreign
 
Property Loans 
Loan 
Pfjiy na p'i jem Zahrani'ni 
a ,iajetek pdijky 

xFastest growing residential lender
 
x Neirychleji se rozvfjejfcf veitelsk6 sluzby
 

na individualni bydleni
 

Benefited from: xZiskal na:
 

- Jnd,.stry StLeamlining - prbiyslovei sektoruu 
- S&L debacle - S&L debakl 
- Liquidity of MBS instrument - Likvidita nastroje MBS 

x Development construction and permanent mortgage loans 
Prfprava v'stavby apermanentni hypotgni vry 

x Invr;tment portfolio for non-conformiag loans
 
x Investicni portfolio pro nestandartni pfij/ky
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FUNDING AND THE SECONDARY MARKET
 
FINANCOVANI ASEKUNDARNI TRH
 

x Overview
 

xP'ehled
 

x Benifits
 
x Prhnosy
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PRIMARY MARET 

I'RiMARNi TRH 
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IIHose owners I I Primary Lenders I I Borrover I 
IIviastnici I Prvol. fv.iteld I I Deposits I 

II I. I 1 i VyprfilovateI I 

i' Mortqaqe i Vklady I 

I and Note 

I Hypoteka a diuhopisy 

I I 

SECONDARY MARKET 

SEKUNDARNi TRH 

I - I I i I II 

I Home IS $Primary I $ FIlL Banks I $ 1 Investors I 

11 owners I IL2nders I I -1 
1I Vlastnici I IPrtmarri I IFHL banky I i nvestoftI 

11 bydlepi I Iv~titel. I i I I 
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Mortqaqe and Note Nortqaqe Bonds 

Hypotifka a Dluhopisy & Collateral Obligace 

IHypotka 

a Z st.ava 
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i SECONDARY IKAKET SALES (CASH) 

PR]DKJE NA ;IIEUMDARNiM TRHU (ZA HOTOVb) 

III I I I I 

iIHome 

I Owners 

IiMaiitelc; 

I bydien 

I I 
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I $ 
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I 

Im-r=uary 

ILenders 

IP,ma 

lpQeo,,t ei 
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I 
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lrniI 
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I Fannie 

Mae 

I 
I__________I_ 
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I 
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I 

s Investors 

1 

I[nvesto 

I 

. 

I 

I 

I 
I 

Mortqaqe and Note Mortqaqe Bonds 

Hypoteka a diuhoptsy & Collateral Obliqace 

Hypotdka 

a zAstava 
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SECONDARY MARKET SALES (MBS)
 

PRODEJE DRUHOTNHiO TRHU (MBS) 

I I I I I I I 

1I ilome 

I Owners 

II Majitele 

II bydleni 

I L II 

I 

I 

I 

I 
lI 

-

lIprimary 

ILendrs 

IPa'rni 

Ip~?.ovaLel 
i II 

I m s 

I 

I 

I 
I 

I 

I Fannie 

IMae 

I 

i 

I 

i 

aIntor 

j Trust 

I Trust 

I Ud~litele I 

I Morqaqe and Note i 

Hypoteka a diuhopisl 

MBS I 

I 

I 

I 

Mortqage 

& Note 

Uuar Fee 

MBS 

& Notes 

MBS 

I1 Hypoteka & dluhopisy 

I [nvestors I a dluhopisy 

I I ~Garan. popiatek 

I inves Uji i 

I 
Ii I 

I 
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7POAAAS )<PJG$L.4E2'/ FzIJ&7NG 

(Rep1xi~q the 1K'x)
 

(Nahrazu ic 1 KWV)
 

ILOSS OF CSFR PROCTIOI­
xzrgTA PRODUKE C
 

xREOIRflUT - NUM SYSM~
 
PADAVKY - TI1 SYSTEM
 

- Reliable framework of lays
 
Spolehli ' pr~vi raiec
 

- Reasonable return on invetiet
 
- Pfisfena' navratoost investic
 

xvBY M 	 SCM~wrAYB ARE IMD~T
 
Pd JSOIJWM STIVEBUfIEJ I MEKVATNI
WH 

x	MBI TOFO SUBSIDIfS 01 THE POOR. 
PU~M MAEIT DOXTAL NA cmUD. 

x K3- Cainprehensilie housing comtroctio 
KWV - Kaplecawi bytovi vystavW 
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HOUSING AFFORDABILITY
 

AMOUNT OF LOAN 

Down payment (%) 

Down payment (Kcs 000) 

Amt. Loan (Kcs 000) 


FIXED RATE MORTGAGE 
(12%, 20 years) 

Monthly payment (Kcs) 
Annual Income Required
 

(Kcs 000)
 
20% paid for loan 

30% paid for loan 


PRICE LEVEL ADJ. MORTGAGE 
(4, 20 years) 

Monthly payment (Kcs) 
Annual Income Required
 

(Kcs 000)
 
20% paid for loan 

30% paid fo loan 


Development cost/unit (Kcs 000) 

800 1,000 1,200 1,500700 


20 20
20 20 20 

140 160 200 	 240 300
 

960 1200
560 640 800 


6,248 7,140 8,925 10,710 13,388
 

803
375 428 536 	 643 

428 536
250 286 357 


4,905 	 7,3683,434 3,924 5,887 


294 353 441
206 235 

137 157 196 	 235 294
 



COMPARISONS OF TOTAL COSTS PER UNIT (Kcs 000) 

Panel 
High-
Rise 

898
 
10
 
84
 

186
 
186
 

1,364 

698
 
8
 

57
 
145
 
143
 

1,050 

898
 
10
 
21
 

186
 
175
 

1,291 

698
 
8
 

14
 
146
 
136
 

1,000
 

HIGHER COST LAND 

Larger Unit-Lower Density
 
Constr.Hard Costs 

Site Prep.,Infra. 

Land Cost 

Fees, Reserve, GC 

Financing 

Total 


Smaller Unit-HIgher Density 
Constr.Hard Costs 
Site Prep.,nfra. 
Land Cost 
Fees, Rserve, GC 
Financing 
Total 

LOWER COVT LAND 

Larger Unit-Lower Densiy
 
Constr.Haad Costs 

Site Pmp.,Ini,. 

Land Coat 

Fees, Reserve, GC 

Financing 
Total 

Smaller Unit-Higher Density 
Constr.Hard Costa 
Site Prep.,Infra. 
Land Cost 
Fees, Reserve, GC 
Financing 
Total 

Single Family 
Apt. 

Detach. Row Bldg. 

550 485 503 

125 114 41 

460 376 179 

138 119 112 

205 173 133 


1,478 1,247 968 


437 371 39S 

93 86 32 


312 256 122 

109 94 88 

153 129 101 


1,103 936 740 


550 465 503 

125 114 41 

115 94 45 

138 119 112 

147 125 110 


1,075 917 811 


437 371 396 

93 86 32 

78 64 31 


1%19 94 88 

113 97 86 

830 712 633 




Income Distribution 
Czechoslovakia 1991
 

14% 

- Rental 
12% coop 

1 Family House 

4% 

0% 
100 120 140 160
0 20 40 60 80 


Household income (thousand Kcs/yr) 

180 
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PRAGUE CONFERENCE ON HOUSING
 
AND INFRASTRUCTURE FINANCE
 

Hotel Praha, May 5-6, 1992 

Development-Based Strategies for Financing Public Goods:
 
Infrastructure, Facilities, Amenities
 

resentation by
 
Professor Lynne B. Sagalyn
 

Columbia University Graduate School of Business
 

Sponsored by
 
U.S. Agency for International Development (AID)
 

CSFR Federal Ministry of the Economy
 



DEVELOPMENT-BASED STRATEGIES FOR FINANCING PUBLIC GOODS:
 

INFRASTRUCTURE, FACILITIES, AMENTIES
 

1.Revenue 3ased Dispositions of Publicly Owned Land 

2. Land-Value Trades and Conversions for Public Goods 

3.Regulatory Requirements Imposed on Private Development 

4. Public-Private Financing with Dedicated Payback Revenues 
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Revenue-Based Dispositions of Publicly Owned Land 

policy choice:
 
land lease or sale disposition
 

implementation process: 
developer selection -- competitive RFQ/RFP 
terms and conditions -- negotiation/bargaining 

legal vehicle: 

contractual development agreement between 
public and private parties 

financial products:
 
lump-sum sale proceeds and/or
 
long-term rent streams
 



Lai A-Value Trades and Conversions for Public Goods 

policy choice:
 
agenda of public benefits sought
 

casn returns and
trade-offs between 
in-kind benefits 

implementation process: 
as part of publiccustom-tailored negotiations 

land-disposition process 

legal vehicIfe: 
contracalal agreement between pablic and private 

parties stating obligations and responsibilities to meet 

performance schedule and standards, 

with penalties for failure 

"financial" products: 
on-site project improvements (sidewalks, 

streets, utilities, transit facilities) 
amenities (open space, art, public facilities) 



Regulatory 	Requirements Imposed on Private Development 

policy 	choice:
 
form of land-use intervention
 

implementation process: 
uniform application 
predevelopment regulatory review 

legal vehicle: 	incentive-zoning ordinance 
subdivision ordinance 
special statutes 

"financial" products: 
on-site improvements (roads, utilities, open space, art) 
contribution of land, school buildings, parks 
fees (exactions, linkage) to mitigate impacts 

of development 



Public-Private Borrowing with Dedicated Payback Revenues 

policy choice: 
type of spatially based taxing district 
(utility, special assessment, TIF, BID) 

implementation process: 
authorizing statutory legislation 
specified formal administrative process 
bond issuance -- private market or 

development bank 

legal vehicle: 
bond terms, conditions, covenants 

financial products: 
initial front-end capital funds 
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FACTORS AFFECTING CHOICE AND EFFECTIVENESS OF STRATEGY 

Public Policy Mandates 

Type of Development: Commercial or Residential 

Location: Urban Core vs. Suburban Growth 

Real Estate Market Conditions 

Information on and Certainty of Land Values 

Attitudes and Skills: 
Entrepreneurial vs. Bureaucratic 



ISSUES AND POTENTIAL PROBLEMS OF 
PUBLIC-PRIVATE DEVELOPMENT 

Risks of Partnership Delivery 

lags in anticipated revenues 
over-optimistic projections 
business failure of private partner 
complexity of obligations 

Problems of Public Management 

absence of clear, identifiable objectives
 
lack of negotiation skills and
 

knowledge of r,;al estate finance 
benefits ad hoc/not in conformance with planning priorities 
failure to consider full costs and benefits 

Issues of Public Policy 

uniformity of implementation
 
accountability -- political and financial
 
potential conflict of interest
 


