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Foreword

Tills report was carned out by Dr Douglas DIamond, PADCO consultant The
assIgnment, WIth fmancmg from USAID/Tanzarua and RUDO/Pretona, grew out
of an InVItatIOn to Dr DIamond by the Government of TumsIa's NatIOnal
Housmg CorporatIon to reVIew and comment on a Shelter Afnque report recom
mendIng the development of a housmg frnance system Subsequently,
Dr DIamond vIsIted Tanzama and, followmg two weeks of mtensIve dISCUSSIOns,
provIded suggestIons as to possIble next steps m creatIng a sustamable housmg
fmance system The VIews expressed m thIS report are solely those of the author
and do not necessanly reflect the VIews of the Umted States Agency for
InternatIOnal Development or the NatIOnal Housmg CorporatIOn (NHC) The
author wIshes to convey specIal thanks to Hermes C Mutagwaba of NHC for hIS
assIstance WIth lOgIStICS and analysIs



BFIA
BOT
CBD
CD
CDC
ESAF
GDP
GOT
HDFC
IFC
LAPF
LTV
ML&HS
NHC
NIC
NPF
NSSF
PB
PPF
PTI
SA
TBL
THB
TMB
TSh

List of Acronyms/Abbreviations

BankIng and Fmancml InstItutIOns Act (1991)
Bank of Tanzama
Central Busmess DIstnct
CertIfIcate of DeposIt
Commonwealth Development CorporatIOn
Enhanced Structural Adjustment FacIlIty
Gross DomestIc Product
Government of Tumsla
Housmg Development and Fmance Company
InternatIOnal Fmance CorporatIon
Local AuthontIes PensIOn Fund
Loan to Value
MllliStry of Lands and Human Settlements
NatIonal Housmg CorporatIOn
NatIOnal Insurance CorporatIOn
NatIOnal ProVIdent Fund
NatIOnal SOCIal Secunty Fund, formerly NatIOnal ProVIdent Fund
Postal Bank
Parastatal PensIOn Fund
Payment to Income
Shelter Afnque, the Company for HabItat & Housmg m Afnca
Tanzaroa Brewenes Ltd
Tanzaroa Housmg Bank
Tanzaroa Mortgage Bank, the proposed mstItutlOn
Tanzaroa Shlllmg, the urot of currency exchangmg at US$l = TSh 620
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ExecutIve Summary

Tanzama has been Without long-term fmance for housmg smce the Tanzama Housmg Bank
(THB) closed m 1995 It IS commonly stated that THB was completely misconceived and mis
managed and that better design and management could ensure VIabilIty for a new lllStItutlOn
What IS not always apprecIated IS how difficult It IS to provide long-term fmancmg for housmg,
even m the most-developed countries There are a vanety of speCial nsks mvolved, pnmanly
because of the relatIvely long-term desirabilIty of such a loan The challenges are much greater
m the legal, economiC, and fmanclal environment of a developmg country, slIDultaneously, the
lIDportance of not squandermg resources IS also greater The THB never senously attempted to
address these challenges, and thus Tanzama IS essentIally startmg the process from the
begmmng

ThIs report considers the challenges of sustamable housmg fmance m Tanzama and attempts to
provide relevant suggestIOns as to how to meet them m the near future

The ftrst challenge IS to effectively turn houses mto reliable collateral for long-term loans
In Tanzama, this mvolves reachmg a conclusIOn to the long-runmng debate over reforms to the
land laws and enactmg a law that IS supportIve of clear and strong tItles and long terms on trans
ferable leases The outcome must be such that pnvate lenders will be convmced that housmg can
be good collateral Substantlal1IDprovements are also necessary m properly recordmg land titles
and hens Another essential step IS obtalmng efficient and effective enforcement of mortgages
The expectation of glaCial JudiCIal actIon and JUdICIal concern for the debtor must be ellIDmated

Havmg bUllt a strong foundatIOn on a bedrock of housmg collateral, housmg lenders do not want
to overburden therr borrowers and have to routInely fall back on the collateral The key to domg
so IS the underwrItmg process, an assessment of the ability and Will of the borrower to
repay It would be very useful to be able to pool records of credIt repayment and outstandmg
loan balances from fmanclal mstitutIons and to confIrm earmngs from all sources ThIS WIll
permIt more WIdespread lendmg on more hberal terms ImtIal steps should be taken toward
orgamzmg such capaCItIes

Another major challenge, espeCIally m developmg countries, IS to deSign a mortgage that has
repayments that are both affordable and that protect the mterests of the lender and the
prOVider of funds agamst economic shocks It may be useful to explore the potential for the
loan and the fundmg to have a proVISIOn deferrmg a part of the mflatlOn-related premIUm ThIS
can be done by settmg a maXlIDum mterest rate that IS apphcable to calculatmg what IS due
currently (the payment rate) and puttmg the dIfference between thiS payment and the full market
rate (the accrual rate) back mto the loan amount

Makmg loans for long perIods of time sharply mcreases the scope for the all the rIsks of
mortgage lendmg The economIC CIrcumstances of both mdividuais and natIOns can change
radIcally over the course of 10-15 years Another challenge of creatIng a hOUSIng finance
system IS bUIldIng It so that It can best Withstand the unknown, but lIkely, tWIStS and turns
of future events One such approach IS to channel fundmg from long-tern mvestors, such as
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penSIOn funds and msurance comparues, to banks or other lenders Sometlffies arrangements
whereby mortgages are used as securIty for long-term loans to lenders, called "secondary
market" facIlItIes, are set Up to reduce the rIsks to the mvestors Other reqUIrements for a
reSIlIent system mclude substantIal capItalIzatIon for all lenders (WIth a mlmmum of the Basle
standards) and a regulatory and supervISOry system that can morutor the rIsks bemg taken by
lenders

Lastly, expenence has shown that housmg IS a polItIcal Issue ThIs has meant that governments
around the world take an active mterest m the development of the market m housmg fmance
However, there IS a pomt beyond WhICh governments cannot act, where only dispaSSIOnate
Judgments and mcentIVIZed behaVIOr of the pnvate sector can ensure proper adlDlDlstratIon
ThIs cannot be achIeved If the Parastatal PensIOn Fund (PPF), the NatIonal Housmg CorporatIOn
(NHC), the MlruStry of Lands and Human Settlements (ML&HS), or any other government
related body IS the one actually operatIng or appomtmg management of a housmg fmance mstItu
tIOn

POSSIble Next Steps

It IS premature to restart housmg lendmg, smce a new land law has not been enacted and there
has not been a breakthrough that would ensure lenders that foreclosure and recovery WIll be
SWIft and sure However, It IS a good tlffie to start a dIalogue among all partIes mvolved One
approach would be for the PPF to mVlte all of the banks for a dISCUSSIOn about the terms under
whIch they mIght be willmg to make housmg loans The focus of the dISCUSSIon could be SImple
varIable rate loans, funded by the PPF through the banks, WIth maturItIes only to 7-10 years
lllitIally 1 The banks must shoulder all fIsks and only completely healthy banks can partICIpate
The PPF's funds could carry a rate based on a spread over the I-year T-bI11 rate and reset
annually

An attractIve alternatIve arrangement IS for the fundmg and the loans to accrue mterest at the
full market rate, but to defer payment by the borrower of part of the mflatIOn-related portIOn of
the mterest rate ThIS approach could permIt the reductIOn m the repayment burden and
expansIOn m the amount to be borrowed

What would be the role of the government? Purely polItIcal bodIes, such as the ML&HS, should
not be mvolved m the prlffiary dISCUSSIOns, so that the partIes do not feel pressured to
compromIse commerCIal Q!mgples Ultlffiately, housmg finance must be a busmess deal, not a
SOCIal polIcy functIOn But the government should stand ready to lIsten and respond to the
concerns of the partIes unmedlately mvolved

Preferably, thIS dISCUSSIon would not focus on the creatIon of a new speCIalIzed lender, but
rather on mcreasmg the partICIpatIon of the banks Ultlffiately, however, It may not be pOSSIble
to get enough attentIOn to housmg finance WIthOUt couchmg the dISCUSSIon m the context of
startmg up a new speCIalIzed mstltutlon The bIg advantage of domg so IS that the lIkely can-

I Lengthenmg matunt1es when Interest rates are over 20 percent makes httle dIfference for affordabIhty For example
extendmg the term from 10 years to 15 years decreases the monthly payment by less than 10 percent
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dldates for managmg the mstltutlOn have an mterest m pushmg for resolutIOn of the vanous
Issues Any new entIty must still be created III collaboratIOn WIth the prIvate sector and the
controi must be III prIvate hands or It WIll grow up nnsshapen

Another possIble dIrectIOn for government efforts could be m the creatIOn of some kmd of
secondary mortgage facIlIty Such an mstltutlOn would not make loans Itself, but would mstead
reduce the nsks faced by long-term mstltutlOnal mvestors fundmg pnvate "pnmary" lenders
Such a step makes sense only If thIs will mduce the pnvate sector finanCIal mstItutlOns to create
a "pnmary" market, Ie, to actIvely lend

Another way of developmg the potentIal market for housmg fmance a bIt further WIthout gomg
as far as trymg to create a real lendmg system would be for the NHC to sell resIdentIal and
commercIal real estate on a medIUm-term Installment baSIS The mstallments could be structured
m vanous ways mumckmg a medIUm-term mortgage For example, the mstallments could be
for 5-7 years and mdexed for mflatlOn The tItle to the property would remam m the name of
the NHC, and the purchaser would gam no legal claun other than as a tenant untIl completIOn
of the payments

The only households lIkely to be borrowmg to buy a complete house are from the upper-mcome
groups WhIle such a development IS stIll needed and should be pursued, there are also several
pOSSIbIlities that should be explored for makmg useful fInance avaIlable to other mcome groups
One sunple approach IS to encourage lendmg on relatIvely short term for completmg, upgradmg,
or expandmg houses Another IS to explore the potentIal for pensIOn entItlements to be used as
collateral agamst repayment on loans for unprovmg squatter housmg, for WhICh no proper
mortgage can be executed PensIOn entItlements can also serve as addItIonal collateral m cases
where households do not have suffICIent cash for a reqUIred down payment



Next Steps Toward HousIng FInance In TanzanIa

IntroductIOn
Tanzama IS WIthOut long-term fInance for housmg ThIs has been the case formally for 3 years,
smce the Tanzarua Housmg Bank (THB) was closed for msolvency m 1995 Even before that
fmal act, the amount of fmancmg avaIlable was very lImIted and the cost unaffordable to most
Tanzaruans ThIS sItuatIon means that most households seekmg to buIld a house, for self
occupancy or for rental to others, must do so eIther through a labonous process of mcremental
construction or through an equally pamful process of payment of Installments over a short penod
covermg 2-3 years at maXImum

Many Tanzamans recogmze the great value of havmg better access to housmg fmance It makes
far more sense to put up a house and lIve m It whIle paymg for It than to have half-fInIshed
structures SIt empty and open to the sun and raIns Moreover, the most effICIent way of bUIldmg
housmg IS to develop whole commurutIes on a larger scale, complete WIth mfrastructure and
commuruty facIlItIes ThIs can only occur when there are large numbers of ready buyers armed
WIth long-term fmancmg

What IS not always so apprecIated IS how dIffIcult It IS to provIde long-term fmancmg for
housmg Even m the most developed countrIes, there have been major finanCIal dIsasters aSSOCI
ated WIth housmg fmance and there contmue to be Important system refmements even today The
challenges are much greater m the legal, economIC, and fmancIaI enVIronment of a developmg
country and sImultaneously the Importance of not squandenng resources IS also greater 2 The
THB never senously attempted to address these challenges and thus Tanzarua IS essentially
startmg the process at the begmrung

ThIs report beglllS WIth the premIse that Tanzarua wants housmg fmance as soon as possIble but
only If It can be done m an effiCIent and sustamable manner In general, Tanzarua IS attemptmg
to buIld a foundatIOn for sustamable economIC progress, one that reqUIres the maxImum effI
cleIlC¥-ID the mvestment process, mcludmg mvestments m housmg and fmancIaI mstltutlons
Tanzarua has had too much expenence already WIth approaches that meet short-run goals but
stumble and faIl m the longer run

ThIs report consIders the challenge of sustamable housmg fmance m some detaIl and attempts
to provIde relevant suggestIOns as to how to meet them m the near future It does not offer a
Judgment as to whether condItIOns presently eXIst for the restartmg of housmg fmance, nor does
the report prescnbe a smgle approach that WIll be VIable and reSIlIent m the long term It does
mdlcate the major requIrements of such a system, based on expenences m many other countnes,
mcludmg some m AfrIca It pomts the way toward such a system and makes clear the elements
that must be m place before the system can start The vanous mterested and mvolved partIes,

2 For example developmg countrIes are more lIkely to expenence major swmgs m economIC condItIons are less lIkely
to have a JUdICIary mdependent of polItIcal and social mterference WIll have a larger portIon of mcome commg from
the Informal sector and so on At the same tIme, the Importance of wise mvestments IS cntIcal for acceleratmg growth

Previous Page Blanlr
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m both the pnvate and publIc sectors, wIll need to pursue thIS road m the commg months and
years

The Challenge

The Job of a housmg fmance system IS to mtermedIate funds between those who are savmg m
the economy and those who wIsh to mvest m housmg In general, there are a lot of dIffIcult1es
mvolved m mtermedtatmg funds between savers and borrowers Some of these are the mechamcs
of the busmess collectmg the funds, keepmg track of all aspects of the transactIOns, venfymg
all claIms, operatmg the offIces mvolved, commumcatmg WIth all partIes, and so on As has
been so well tllustrated m the case of the THB, these tasks are cntIcal to the long-term success
of a fmancIaI mstItutIOn Not only must they be performed competently, but there should be
competitIve pressures to ensure that they are performed effIcIently

BasIcally, these tasks do not dIffer substantIally from those mvolved m other types of servIce
mdustnes What makes fmance dIfferent from sellIng Ice cream or petrol IS the major role of
certam nsks, the nsks mherent m gathermg funds from unrelated partIes and grantmg use of the
funds to other unrelated partIes These nsks can be generally classIfied mto SIX categones

1) CredIt rIsk the nsk that the money WIll not be returned by the borrower, WIth whatever
mterest or other charges are due, on a tlIDely baSIS,

2) LIqUIdIty rIsk the nsk that the money WIll be needed by the lender before It IS due,

3) Cash flow rIsk the nsk that changes m market condItIOns w111 alter the scheduled cash flows
(real or nommal) among any of the partIes mvolved m the whole process of fmanclal
mtermedtat1on, e g , savers, mvestors, borrowers, thIs mcludes mterest rate nsk, prepayment
nsk, and exchange rate nsk3

,

4) Agency rIsk the nsk that an mtermedlary between the saver and borrower WIll mIsuse the
funds,

5) System rISk the nsk that a cnSIS at one mst1tutlon or m one part of the system WIll spread
to the rest of the system, and

6) PohtIcaI fISk the nsk that the legal and polItIcal framework wIthm WhICh the lendmg takes
place WIll change or dIStOrt It

In lIght of all thes~ nsks, It IS surpnsmg that apy fmancIaI mtermedtatlOn takes place In fact,
[mance has been one of the late bloomers on the world economIC scene Whl1e goods and even
serVIces have been traded over thousands of mdes for centunes, money has only relatIvely
recently freely flowed to and from all areas of the globe Even wIthm the most developed
countnes, any fmance for housmg has only been aval1able for at most 150 years and more
broadly only for a few decades

3 Interest rate fisk IS the fisk borne by the lender that market forces mIght cause Its costs of funds to diverge from Its
return on loans, thus jeopardIzmg Its profit spread One sort of lllterest rate fisk IS prepayment fisk, which occurs when
borrowers payoff theIr loans earher than planned (often because market rates have fallen) and the lender cannot use the
funds for a loan or other lllvestment at an equally high rate
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It must be emphasIzed and apprecIated by all concerned that housmg finance IS a trIcky
busmess, m many ways more dIffIcult than most other types of finance The extra dIfficultIes
anse from the SIZe and term of the housmg mvestment Housmg IS one of the very longest
lIved assets, not only because It IS a durable physIcal commodIty, but also, m contrast to many
commercIal types of mvestments, It does not become obsolete rapIdly Smce a house may last
a lIfetIme or beyond, It IS possIble to fmance the repayment of the cost of the house over a
lIfetIme or at least over a SubstantIally longer penod than for most other mvestments

MakIng loans for long penods of tIme sharply mcreases the scope for the all of the nsks noted
above The econOmIC CIrcumstances of both mdIviduals and natIOns can change radIcally over
the course of 10-15 years, for the better or the worse, affectmg the repayment capacIty (credIt
rIsk), the cash-flow SItuatIOn of the lender, and the relIabIlIty and StabIlIty of the finanCIal
mstItutIOn, the entIre fmancial system, and the nation Itself One part of the challenge of
creatmg a housmg fmance system IS bUIldmg It so that It can best WIthstand the unknown,
but lIkely, tWIStS and turns of future events

On the other hand, the extreme durabIlIty of housmg and stabIlIty m ItS real economIC value
(relatIve to almost any other kmd of asset) can, and ultImately must, serve as the underpmmng
of the system Housmg IS one of the best collaterals (somethmg of value pledged as a guarantee
of loan repayment) known to modern fInance Another part of the challenge of creatmg
sustamable finance IS to effectIvely budd on houses as a collateral for long-term loans

Havmg bUIlt a strong foundatIon on a bedrock of housmg collateral, housmg lenders do not want
to overburden theIr borrowers and have to routmely fall back on the collateral The key to domg
so IS the underwrItmg process, an assessment of the abIlIty and WIll of the borrower to
repay, gauged agamst levels of burden and expectatIOns of "unexpected" shocks

Another major challenge, espeCIally m developmg countnes, IS to deSIgn a mortgage that has
repayments that ar-e-both affordable and that protect the mterests of the lender and the
prOVIder of funds The problem IS that mflatIOn and economIC cnses can cause mterest rates
to be very rugh and m general very volatile The mvestor wants to be protected from all of these
shocks, but the borrower cannot bear them easIly WIthout defaultmg

Lastly, expenence has shown that housmg IS a polItIcal Issue ThIS has meant that governments
around the world take an actIve mterest m the development of the market m housmg fmance
However, there IS a pomt beyond wruch governments cannot act, where only dIspassIOnate
Judgments and mcentIVlZed behaVIor of the prIvate sector can ensure proper admInIstratIOn
In fact, the pnvate sector must be assured that government (or the courts) WIll not act m a
pOlItIcally motIvated way to undermIne the contractual arrangements they have made WIth theIr
borrowers

The Issues faCIng Tanzama In these regards are not unusual They eXIst to varyIng degrees In
all countnes, and there IS a WIde range of ways that countnes have dealt WIth them, reflectIng
the local POlItICal and econOmIC CIrcumstances and rustory In fact, no two countnes have exactly
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the same systems But all successful systems have found solutIOns, more or less effICIent and
effectIve, to these Issues

I shall conSIder each of these Issues m tum, explormg the nature of the Issue, mdicatmg some
SOlutIOns used m developmg or developed countrIes, and suggestmg one or more approaches for
Tanzama

The FoundatIOn SolId Collateral

As noted, the rock on whIch housmg fmance must be butlt IS a low rIsk of non-repayment In
most cases, repayment IS ftrmly tied to easy and relIable access to the house Itself as collateral 4

In theory, foreclosure and attachment of the house should be straIghtforward Usually, there IS
no uncertainty as to the lawfulness of the debt and the agreement of the borrower to forfeIt the
house If he or she does not repay the debt Moreover, there IS a large degree of common sense
m the propOSItIon that someone forfeIts hIs or her rIght to remam m a house If he or she does
not contmue paymg for It There IS even more common sense, and recogmtlon of human nature,
that borrowers WIll go to extraordmary lengths to repay loans, mcludmg ultImately sellIng the
house themselves, If and only If they know that they can and WIll be forced to 5

In practIce, however, relatIvely few countrIes pursue totally strIct enforcement of mortgages 6

Other countrIes have tended to practIce greater degrees of patIence and forbearance In some
cases, such as Germany, lenders can afford to be relatIvely slow to force the Issue because there
IS no prospect of the borrower evadmg the entire debt owed, even If It exceeds the value of the
house and even If It falls to the heIrs to pay On the other hand, m France, borrowers have a
varIety of JUdICIal means to force delays m foreclosure (the takmg over of a collateral m case
of loan default) for up to 3 years Notably, default rates and losses m France are much hIgher
than III Germany In other countnes where foreclosure IS hard to enforce, lenders are extra
careful about whom they WIll make loans to In general, the greater the chance that borrowers
can aVOId full repayment on a tImely baSIS, the more that lenders charge and the pIckler they are
m theIr lendmg

Easy access to housmg collateral IS not always suffICIent protectIOn m cases where the borrower
wants to obtam a loan for much more than half Its value The lender must stIll ask at what pnce
It can actually sell the house on short notIce ThIS amount can be very dIfferent from what the
house cost the borrower For example, houses that are speCIfIcally bUIlt to the deSIgns of the

4 This IS not always the case The most famous example IS that of India where the pnvate HOUSIng Development and
Fmance Company (HDFC) has managed to attaIn reliable recovenes for over 20 years m a JudiCial enVIronment that IS
even less supportIve than that m Tanzama The key has been the presence of a number of other tools to press recovery
(mcludmg JaIlmg for bad debts) and the well established readmess of the company to use them Another approach that
IS bemg pIOneered m South Afnca IS to rely on penSIOn accumulations for all or part of the collateral

5 Several countrIes have observed the IneVItable downward spIral In borrower performance once It becomes clear that
the consequences of non-payment are ml or relatIvely small or delayed

6 The U S Canada, and the U K are the best-known examples of places where defaultIng borrowers Will be dIS
possessed of theIr houses qUIckly and surely If they fail to repay on a timely baSIS
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buyer are rarely worth to anyone else what they cost to buIld Other problems are that (1) there
may be relatIvely few people mterested m that kmd of house m that location, (2) the people m
the area are mostly fnends or relatives of the borrower (e g , m a vIllage or small town),
(3) there IS a potential for house values to swmg from hIgh to low levels accordmg to market
condItIons, and (4) there may be some degree of fraud m the actual constructIon of the house
TIns potentIal for losses IS then further magmfled by the fact that there are sIgmficant costs to
sellmg houses (mcludmg transfer taxes) and, m cases where the borrower can also force any
substantIal delay In foreclosure, WIth accumulatIOn of Interest and penaltIes

Even If the foreclosure IS straIghtforward and the lender aVOIds lendIng more than what It can
recover from a forced sale, recoverIng on a defaulted loan often faces an even more basIc hurdle
III developmg countrIes It may not be possIble to establIsh for certam who owns the land on
whIch the house IS located or If there are other loans secured by the house The systems that
keep track of the ownershIp (regIstratIon of tItle), lIens (fmancIaI claImS agaInst the property),
and sales or transfers of all real property often do not eXIst or are m very poor condItion m
developmg countnes OwnershIp may be substantIvely qUIte unclear, because of a hIStOry of
unrecorded allocations by tradItional rulers or because of splmtered ownershIp over many heIrS
In these cases, even more baSIC work needs to be done before real estate can serve as the bed
rock collateral of the hOUSIng finance system

When there are no really good ways of mImmlZmg credIt nsk, there may be few or no pnvate
financmllllStItutIOns wI11mg to lend If there are lenders, they WIll have to factor the greater nsk
mto theIr charges and lImItatIOns Thus, a SOCIety that does not proVIde clear land titles or SIg
mficantly lIm1ts the abI1Ity of lenders to effectIvely manage the credIt nsk on the relatIvely few
borrowers that default sIgmficantly raIses the costs of loans or lImIts the access for the great
maJonty of borrowers who would repay on a timely baSIS On the other hand, If reSIdential
lendmg IS establIshed as a very safe and relIable actIvIty, cheaper ways of ralSlng funds (e g ,
secondary markets) and underwntmg and ongmatmg loans (e g , usmg agents) can be pursued

Underwrltmg Whom Do You Trust and How Much?

It IS possIble to buIld a housmg fmance system entIrely around the value of the housmg
collateral 7 But as noted above, few societieS are In favor of allowmg mdlvlduals to be routmely
dIspossessed of theIr home, despIte theIr voluntanly beanng that nsk by havmg taken out the
loan Moreover, lenders know from expenence that they do not usually end up takmg losses on
a loan SImply because the value of the house falls to an amount lower than the loan 8 ThIS

7 The most famous case of tins IS mortgage finance III Denmark UntIl recently the Damsh system reflected Its roots III

a rural SOCIety ill whIch farmers dId not want lenders mvestIgatmg their finanCial SItuatIOn and lenders wanted absolute
assurance of repayment The result was that borrowers would agree that they would lose theIr property If they did not
repay and also that all of the other borrowers from that lender would compensate the lender for any shortfall It
expenenced after sale of the property Everyone benefited (except the few defaulters) smce thiS arrangement permItted
lenders to raIse funds cheaply by offenng bonds backed by these very safe mortgages

8 Of course If the house value IS more than the loan the borrower Will generally not default but rather WIll probably
try to sell the house and repay the loan out of the proceeds However even then If mterest, penaltIes, and expenses
accumulate for too long the loan amount may grow to be larger than the realizable value net of selling costs
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sItuatIOn usually must be compounded by the fact that the borrower suddenly fmds It to be
unexpectedly dIffICUlt to repay the loan

Thus, It matters to the lender not just how much the collateral IS worth and that the tItle (eVI
dence of exclusIve ownershIp) IS clear and strong and that the JUdICIal system IS SUpportIve of
the lender's claIms, but also that It be a reasonably sure that the borrower wIll not run mto
dIfficulty repaymg the loan to begm WIth or, m that eventualIty, the borrower WIll try very hard
to remedy the SItuatIOn In other words, not only must the property be evaluated, but so must
the abIlIty and mtent of the borrower to repay

ThIS IS all part of a process called "underwntmg" the loan Tills goes beyond confrrmatlOn of
borrower employment and mcome to mclude dIscovery of other outstandmg debts and past
hIStOry of debt repayment, assessment of stabIlIty of employment and prospects for retrench
ment, willmgness of employers to deduct repayments at payroll, any crImmal record, and so on
A prmClple of underwrItmg IS that the borrowers must prove themselves to be creditworthy,
not that the lender must make the loan unless there IS proof of dishonesty No member of
the publIc IS entItled to a loan

Proper underwrItmg IS espeCIally crItIcal m developmg countrIes, where records are few and
much mcome IS "off the books" Even borrowers WIth substantIal POSItIOns m the formal sector
may rely on mcome from other jobs and mformal sector actIVItIes to support themselves Many
potentIal borrowers have no formal sector mcome and may not be "bankable," but sometImes
ways can be found to develop eVIdence of mcome or confIdence m repayment capaCIty and
mtent

Lenders m more developed countrIes often have access to orgamzed pools of mformatIOn on the
credIt hIstory of would-be borrowers These usually contam data on any loans or credIts taken
prevIously, even If not currently outstandmg, and on any defaults or epIsodes of arrears on those
loans Not only does thIS data confIrm the eXIstence of addItIonal debts, but It has been found
that there IS a very hIgh correlatIOn between the experIence of arrears m earlIer loans and default
on housmg loans ThIS apparently reflects the fact that people of solId "character" go to great
lengths to aVOId arrears, and weaker character IS revealed by past arrears and defaults

SOphIstIcated prIvate lenders wIll use all of thIS mformatIOn to assess whether to lend anythmg
to the applIcant and how much They WIll apply many "rules of thumb" based on experIence,
but WIll also use some Judgment when the stnctest standards are not met Most lenders have
certam lImItatIOns that are applIed m most cases, mcludmg a ratIo of the reqUIred repayment to
aVaIlable mcome (payment to mcome [PTI] ratIO) and also of the loan amount to the mdlcated
value of the house (loan to value [LTV] ratIO) In both cases, these lImItatIOns set up a buffer
zone to protect the borrower and the lender from the unexpected but lIkely sorts of "bad news"
If a two-worker household takes on a PTI ratIO of 40 percent and one spouse loses hIS or her
job, the PTI ratIo may jump to 50 percent or more, but thIS stIll usually leaves enough mcome
to surVIve and make payments untIl a new source of mcome IS found If the PTI ratIo IS allowed
to start at 40 percent (whIch IS the case m some countnes WIth great economIc stabIlIty), then
loss of one mcome could raIse It to 80 percent or more, guaranteemg default SImIlarly, the
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lower the LTV ratIo, the longer can mterest pIle up and the lower can house pnces fall before
the lender WIll take a loss

These underwntmg standards should be set accordmg to the type of loan bemg taken and also
the economIC CIrcumstances For example, makmg a loan at 22 percent m an enVIronment of
15 percent (and declmmg) mflatlon means that the payment burden wIll probably go down m a
year or so, as nommal earnmgs nse (see sectIon below) Thus, a hIgher payment-to-mcome
burden can be approved But If mflatIOn IS low but nsmg, so that a floatmg rate on a loan may
soon be nsmg, a lower IDltIal payment burden IS mdIcated SImIlarly, payment burdens can vary
accordmg to the relIabIlIty of the mcome and the payment hIstory of the borrower The ratIo of
the loan to the appraIsed value can also be hIgher If foreclosure can be executed qUIckly, before
a large buIld-up m arrears, but should be low m legal systems where foreclosure IS long and
costly Clearly, though, none of these kInds of deCISIons can be made properly when the lender
IS subject to polItIcal mfluence

Makmg Loans More Affordable

Most people thInk of the cost of a loan as bemg the mterest rate And they know that at hIgher
levels of mterest rates, the payments are hIgher and the amount that they can "afford" to borrow
(1 e , can afford the repayments on) IS lower

But economIsts make an Important dIstmctIon between the part of the mterest rate that IS
assocIated WIth the presence of mflatIOn and the rest of the mterest payment Even the general
publIc mtUltIvely knows the dIfference When mflatIOn IS runnmg 30 percent, they are pamfully
aware that theIr savmgs are declmmg m purchasmg power If they are not gettmg over 30 percent
m mterest If mflatIOn falls by 10 percent, so will savers expectatIOns as to a faIr return on theIr
savmgs They also know that only to the extent that they are earmng an mterest payment over
the mflatlon rate are they gettmg a "real" return on theIr savmgs

The same dIstmctIOns apply on the other SIde of the savmgs/loan transactIon When an mterest
rate of 22 percent IS bemg charged, and mflatlOn IS 15 percent, only 7 percent IS the "real" cost
and 15 percent IS the compensatIOn for the mflatIOn When the mflatlon IS SImultaneously
boostmg the borrowers mcome and the value of theIr houses, the mflatIOn component IS to some
extent not a real cost

However, no matter what, the expectatIOn of a steady depreCIatIon m the value of the currency
m an mflatlonary penod can Impose a real burden on the borrower, because It means that
effectIvely the borrower IS havmg to pay back the loan more qUIckly than otherwIse To take a
SImple case, fIrst thmk of a two-year loan of TSh 1 mIllIon when there IS no mflatlOn and the
"real" mterest rate IS 10 percent After one year, the borrower makes a smgle payment of half
of the pnncIpal and 10 percent on the full amount or TSh 600,000 At the end of the second
year, he repays the second half, plus 10 percent more on Just that half, or TSh 550,000

Now consIder the same loan when there IS an mflatIon of 10 percent, and the borrower pays the
lender an mterest rate of 20 percent a year At the end of the fIrst year, the borrower pays
TSh 700,000, 1 e , half of the ongmal prmcIpal plus the 10 percent real mterest rate, plus the
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10 percent extra to compensate for the 10 percent loss m purchasmg power on the full amount
Now the 10 percent mflatIOn means that the TSh 700,000 IS only worth TSh 636,000, but thIs
IS stIll more than the real value of the fIrst year payment WIth no mflatIOn On the other hand,
the borrower wIll pay TSh 600,000 at the end of the second year, but that amount IS worth
20 percent less than ongmally, or really only about TSh 500,000

The net effect of the mflatIOn IS to raIse the real value of the payment m the fIrst year (to
TSh 636,000) and reduce It m the second (to TSh 500,000) or about the same total of
TSh 1,150,000 TIns IS because the compensatIon for the loss m purchasmg power on the whole
loan amount IS bemg paId nnmedlately, not as the loan IS actually repaId On longer-term loans,
thIs makes a huge dIfference If thIs were a 1O-year loan WIth 10 percent mflatIOn, the pnnclple
bemg repaId m the last year IS worth only 39 percent of what It would have been WIth no
mflatIOn, and the amount paId m the fIrst year IS almost tWIce as much

Paymg such an mflatIOn compensatIon IS faIr and does not raIse the "real" mterest rate on the
loan, but does dramatically accelerate the repayment of the loan, when those repayments are
VIewed m mflatIOn-adJusted terms In the extreme, anyone who has taken a lO-year loan at
50 percent mterest rate m a 40 percent mflatIOn envIronment knows that the repayment m the
fIrst year IS over half of the nOmInal amount of the whole loan and about a thIrd of the real
amount and the payments after 2-3 years are neglIgIble Even If advertIsed as a lO-year loan,
It IS really more eqUIvalent to a 3-4 year loan when there IS no mflatIOn The purchasmg power
of the last payment m the tenth year wIll be only 3 percent of the real value of the fIrst month's
payment, mstead of the constant amount applIcable when there IS no mflatIOn

In summary, the major reason why mterest rates are 20 percent or more m some countrIes and
10 percent or less m others IS the rate of mflatIOn Lenders need to be compensated for the loss
m purchasmg power of the currency, but the net effect IS that borrowers can borrow less and
have to effectIvely repay the loan faster

CountrIes WIth long tradItIons of hIgh mflatIOn know thIS well and have made arrangements to
adjust for It The most common adjustment IS to pay only the mflatIOn compensatIOn for the
pnnclpal due currently and to add the mflatIon compensatIOn for the remalmng pnnclple back
mto the pnnclpal ThIS IS what IS meant by "mdexmg" the loan to mflatIOn Just lIke mdexmg
salarIes for mflatIOn, the lender automatIcally gets a "cost of IIvmg" adjustment m the loan
amount, but IS not Immediately paId the whole amount, mstead spreadmg It over the full term
of the loan The effect IS to have the real burden of the repayments approxImately track the
levels that they would have If there was no Inflatlon In other words, thIS "mdexatIOn" of the
loan balances for Inflatlon and neutralIzes the effect of InflatIOn on the repayments

The Impact on the ImtIaI loan repayment can be sIgmficant If the 15 percent InflatIOn part of
a 22 percent loan rate IS removed, so that only the real mterest rate of 7 percent IS paId each
year and the rest deferred, the Imtlal repayment on a 20-year loan falls by more than half In
many cases, thIs means that the borrower can afford twIce the amount of loan Even If only
10 percent of the 15 percent mflatlon premIUm IS deferred untIl that part of the real pnnclpal IS
repaId, the loan amount IS boosted by 67 percent

,.
\
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In addItIon to such fmancIaI engmeermg to smooth out the repayment burden, a housmg fmance
system that encourages lenders to offer low "real" mterest rates (net of mflatIOn) IS SImply
cheaper for borrowers As noted above, thIs real rate will be lower If credIt nsk and other nsks
are lower It will also be lower If there IS more competItIon m the sector, partly because profItS
will be lower, but also because competItIon forces lenders to constantly look for ways of domg
theIr Job cheaper and better

BUlldmg a ResIlient System
Just as an archItect must desIgn buIldmgs to shrug off such threats as hurrIcanes, relentless sun,
sometImes earthquakes, and always fIre, so must the housmg fmance system be deSIgned for
much worse than the pIcture-perfect fmancIaI day Followmg the engmeermg analogy, we have
already noted the necessIty of a "foundatIon" down to a bedrock of housmg collateral, as well
as relIance on pnvate mcentIves to properly underwnte borrowers and admimster the system
However, beyond these thmgs, there are profound questIOns of how to desIgn the flow of funds
from savers through mtermedIanes to borrowers and back to savers m such a way that the
stormy economIC CIrcumstances do not deraIl the whole process

There IS a common refram that It takes long-term fundmg to fmance long-term loans Certamly
the strongest system will be that where such fundmg IS forthcommg The fIrst step m that dIrec
tIOn IS to develop savmgs mechanIsms that are m fact onented toward the long term, not Just for
buymg a refngerator or paymg school tUItIon m SIX months' tIme, but for precautIon agamst
such events as death or dIsabIlIty of a famIly breadwmner (lIfe msurance) or agamst Just the
OppOSIte, a long retIrement (penSIOn fundmg) Many developmg countnes have mvested con
SIderable effort m developmg pensIOn systems and may also have sIgmficant msurance sectors

Havmg such pools of long-term savmgs IS a fIrst step for a long-term housmg fmance system
A necessary next step IS to have a system of fmancIaI InStItutIons that are capable of competently
borrowmg those funds, lendmg them out as housmg loans, and recovenng them These mstItu
tIOns must be pnvate and must have enough eqUIty capItal to help ensure that they can absorb
any losses WIthOut JeopardIZmg the repayment of the fundmg sources They must also be
adequately regulated and supervIsed so thaUhe pensIOn funds and other funders can be confIdent
of the management of the mstitutIOns, WIthout havmg to constantly momtor them dIrectly

A thIrd necessary step IS for there to be contractual relatIOnshIps among savers, lenders, and
borrowers that are synchronIZed and that meet the most Important needs of the three partIes
Matchmg the term to matunty of fundmg WIth that of housmg loans IS only half the battle In
addItIon, the terms of repayment and mterest charges on the fundmg and the loans must also be
matched or the fInanCIal InstItutIOn may end up WIth havmg to pay more for ItS fundmg than It
IS receIvmg on ItS loans In general, there needs to be a congruence between the way that
fmancml market forces affect the hablhttes of the lender and ItS assets 9

9 The ClasSIC example of thIS sort of problem IS the experIence of savIngs and loan Institutions In the U S who were
bemg reqwred by the U S government to Issue loans at a promIsed fixed Interest rate whIle payIng a floatIng varIable
rate on theIr funds In theory the government would prevent Interest rates on depOSits from gOIng up so hIgh as to cause
a loss on the loans But this proposItion was eventually Insupportable and when It faIled so dId many of the InstitutIons
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PublIc Versus Private Roles

One of the ways that some countries have tned to handle all of these Issues IS to make housmg
fmance an actIVIty of a government-owned body It seems eVIdent that mfusmg government
funds solves the problem of bUIldmg a reSIlIent system, smce they are long term and do not
mvolve any need to synchromze mterest rates WIth the loans bemg made and, m some ways, the
government has the most power to make sure that the loans are repaId In some cases, the model
has had sIgmficant success For example, the government of Hungary under socIalIsm offered
low-rate loans to all cItIZens (but only a relatIvely small amount) and was able to enforce
collectIOns through the snnple fact that It employed almost everyone m the country DIsaster
struck only when soclahsm ended and the government could no longer garrnsh wages to obtam
repayment and moreover had to pay much htgher mterest rates on the funds It was usmg (drawn
from the natIOnal savmgs bank) whl1e contmumg to get a very low return on the loans

However, more generally, It has been shown agam and agam that publIcly appomted
offiCials cannot respond appropnately to fmanc13l risks, both because of polItical pressures
and because ultImately It IS not their money at risk Moreover, borrowers generally perceIve
thIS and tend to assume that, If the government IS behmd theIr loan, It must be partly a socIal
polIcy actIon and not really subject to senous efforts to repay (or possIbly even foreclosure and
eVIctIOn) To the publIc, voluntanly repaymg loans to government-owned entItles IS only one
step above voluntanly paymg taxes WhIle everyone wants the government to be well funded,
they mdlvldually have more Important thmgs to do WIth theIr funds

Even aSIde from the fact that management's "backbone" WIll be weakened by polItIcal mter
ference and that borrowers WIll expect such weakness, there IS the further burden on any para
statal housmg lender that It IS m fact a government-owned entIty, mlssmg the key mcentIves to
operate effiCIently and also largely protected from fallure due to bad management As Tanzama's
expenence confIrms, there IS no SubstItute for a commerCIal corporate culture that emphaSIzes
profIts, from whIch denves great pressure toward accountabIlIty, effICIency, and repayment

The result IS that, as dIscussed below, there IS only a lImIted role that the government of
Tanzama can play m restartmg housmg fmance It can encourage and support, and even partly
fund, but all lenders must have a substantIal amount of pnvate money at nsk m every loan and
must be completely free to deCIde on the terms and amount of any loan accordmg to theIr
perceptIon of the nsks and rewards RIcher countnes can afford to SubSIdIZe the loans for certam
purposes or borrowers But no country can afford to throwaway publIc resources, gathered from
all the CItIzens, to fmance the houses of defaultmg borrowers, who usually have above-average
mcomes to begm WIth ThIs IS what happened m the case of many borrowers from the THB and
WIll happen agam If publIcly appomted offICIals have any say about who gets what m the way
of a loan and what IS done to recover from defaulters 10

10 It IS Important to recognIZe that thIS statement applIes to all entitIes for whIch the management IS appomted by the
government Thus a lender owned by the PPF the NatIOnal Insurance Corporation (NIC), and the NatIonal Bank of
Commerce could not at all be conSIdered to be a pnvate entity
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Despite this umversal experience, It has been found that there may be a role for govern
ment-sponsored entities In encouragIng or facIlitatIng the private prOVISIOn of hOUSIng
fInance There are few countnes that do not encourage housmg fmance through some method
or another As discussed below, the key IS to proVide key support Without undermmmg or dls
tortmg the nght pnvate mcentIves

ApplIcatIOn to Tanzamall

All of these Issues pose major questlOns about how to restart housmg fmance m Tanzama
Foreclosure and sale IS nearly tmposslble, credIt mstones do not eXist, mflatlon and nommal
mterest rates are mgh, the potentIal for varIOUS economIc and pohtIcal shocks are hIgh, and there
IS a deep tradItion of pohncal mterventlon m housmg lendmg for pursUit of SOCial goals Nearly
every aspect of an effective and sustamable lendmg system IS absent or only partially present

On the other hand, Tanzania IS m a mode of rebutldmg ItS economic structures to sustam steady
growth mto the future A system for long-term financmg of housmg IS deflmtely one of the
economIC structures that the country ultImately needs It IS the Ideal candidate for a steady step
by-step process of foundation buIldmg, not mdulgmg m large-scale but unsustamable aCtiVIty,
but mstead mvestmg m developmg the legal, mstitutlOnal, and fmancIaI mfrastructure to proVIde
market-based housmg fmance m an effICIent manner as the real mcomes of Tanzamans Improve
over ttme The process Will take several years at a mIIDmUm, but, If done correctly, WIll pay
dIVIdends m the form of better housmg and a better fmancIaI system for many years mto the
future

There are steps that can be taken now and mto the near future to buIld thIS system m Tanzama
These are dIscussed below

Strengthemng the Collateral and LimitIng Default Losses ThIS IS a "must-do" Issue The
long-runmng debate over reforms of the land laws must be resolved and the new law must be
supportIve of clear ntle and, m the case of leased land, of long terms on leases and straIght
forward renewal of leases Whatever the outcome of the pohtIcal process, the ultimate Judge of
the success m thIS matter WIll be the pnvate lenders, who must rely on strong and clear titles
to properly secure the repayment of theIr funds If would-be lenders remam unconvmced that
strong land nghts Will prevaIl, It WIll be necessary to delay slgmflcant mvestment m housmg
fmance untIl the Issue IS resolved further

Beyond the pohtlcallssues of land control there IS the more mundane but Just as essential Issue
of properly recordmg land ownership It IS reputed that the current system for registratIOn of tItle
and hens agamst real estate IS slow, erratIC, and unrehable ThIS must also be addressed, pos
SIbly by pnvatlZmg the functIon and settmg a fee schedule that WIll support an effICIent system

11 TillS diSCUSSion of the barriers to hOUSing finance In Tanzanta draws on two earlier reports, the first by Pamela Hussey
for USAID May 1997 and the second by Shelter Afrique for the Government of TUniSia (GOT) In December 1997 (see
AppendiX)
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EstablIshIng and perfectmg tItle and lIens IS the fIrst step The next step, obtaImng effICIent and
effectIve enforcement of mortgages, appears to be a quagmIre awaItmg drallling It has been
proposed to have specIal courts for such commercial matters, presumably funded by fees that
could support rapId and faIT dISPOSal of cases It IS the author's ImpreSSIOn that such an approach
has been trIed elsewhere and not been as successful as hoped 12 The JUdICIal culture of glacial
actIOn and SOCial concern for the debtor IS hard to break

It IS strongly recommended that consIderatIon be gIven to strengthemng the procedure allowed
under current law for walvmg any nghts to JudICIal consIderatIOn m cases of non-payment
Apparently, debtors are stIll successful m obtalmng IlljUnctlons agamst executIOn even m these
cases A solutIon may be to nnpose sIgmflcant fees for the mJunctIOn or to somehow elnnmate
or tIme-delImIt thIs practIce As noted above, many places proVIde for foreclosure WIthout judI
Cial recourse, because the range for complamt IS very narrow, lImIted just to the facts as to
whether payment was made or not GIven the hIstory here, It wIll probably take such senous
medicme to convmce lenders and borrowers that mortgage bonds are mVIOlable and straIght
forward

FInally, It must be recogmzed (even If not publICIZed) that there IS no prospect m the near future
of houses m vIllages or even small CItIes bemg used as loan collateral There must be a market
for the collateral, and there IS no market among the frIends and neIghbors of the defaulter Even
m developed countnes, lenders appraIse houses m small rural commumtIes very conservatIvely,
because of the small resale market In developmg countnes, the SItuatIOn IS made even worse
by the even less secure tItle m most of these CIrcumstances VISIons of natIOnWIde lendIng for
all CItIZens have to gIVen up m favor of pragmatic and gradual constructIve actIOn on each
buIldmg block of a sustamable system

UnderwrItmg ThiS IS an area that can be Improved progreSSIvely over tIme, not necessarIly
before the fIrst loan IS made UltImately, It wIll be very useful to be able to compIle credIt
hIstones and outstandmg loan balances and to confIrm earmngs from all sources It wIll permIt
more WIdespread lendmg on more lIberal terms However, untIl these Improvements are made,
lendmg can proceed If there IS strong enough recourse to conservatively underwntten collateral
and a focus on venfIable earmngs from formal sector employment In addItion, underwntmg
standards wIll need to be relatIvely conservatIve 13

12
The author ulluerstands that thIS was the case mGhana However Ghana did elImInate all JudiCial recourse for

mortgage borrowers In 1993 and smce then not a SIngle loan has gone to actual forced sale With defaulters commg up
With the funds when It becomes clear that they have no alternatIve

13 An ImphcatlOn of thIS IS that m the near term the natural market for lendIng IS a relatively small group of urban
profeSSIOnals WIth venfiable Incomes from formal-sector employment that are suffiCient to afford a mortgage on the
smallest houses generally acceptable ThiS statement can be confirmed by dOIng the anthmetIc The very mllllmum
Interest rate on a loan might be 7 percent even With full deferral of the Inflation compensatIOn The very mllllmum
acceptable house appears to cost about US$I2 000 Even With a loan term of 20 years (the maximum pOSSible before
retIrement for a 35-year old worker) and a down payment of 25 percent the monthly payment would be US$70,
requIrIng a venfiable mcome of at least US$280 a month (If the PTI IS hmlted to 25 percent as IS appropnate for such
a loan) or roughly TSh 190,000 at current exchange rates
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One of those underwntmg standards IS the LTV ratIo GIven the uncertamty as to house values
-and relIance on the house ,ralue for secunty, 1:t \Vould be expected that the IDaxnnum LTV ratIO
will be lnmted lll1tIally A calculatIon wIll need to be made as to that amount for WhICh typIcal
collateral can be sold m a forced sale on short notIce, and accountmg made of all costs of the
sale and for the potential for arrears to accumulate before dISposItIOn In well-developed
systems, the standard LTV lImIt IS 80 percent, WIth a potential to go higher If a nsk premIUm
IS paId However, It IS generally recogmzed that a lImIt of 50-60 percent of the house prIce IS
more appropnate mhousmg markets where resale IS not straIghtforward 14 In any case, It IS a
parameter that WIll be set by prIvate lenders and cannot be forced by the government

Loan AffordabIhty The SImplest approach to makmg long-term housmg loans would be to have
the mterest rate set at about the current bank lendmg rate and then have It change on a regular
baSIS m the future, eIther based on bank lendmg rates or on I-year T-bIlI rates ThIS approach
IS easy for all to understand, but It does mean that the mflation premIUm IS fully paId currently
and that the repayment could rIse sharply at some tIme m the future If mflatIOn were to rIse
agam

As noted above, m countrIes that have suffered chromc high mflatIOn rates, all loans are
"mdexed" for mflatIon, WIth the outstandmg prInCIpal amount bemg adjusted each month for
mflation and only the "real" mterest rate bemg paId currently 15 Such mdexation may be extreme
for Tanzama, where there IS a very promIsmg downward trend m mflation But an alternatIve
that may be attractive IS to defer a part of the mflatIOn-related premIUm ThIS can be done by
settmg a maxImum mterest rate that IS applIcable to calculatmg what IS due currently (the pay
ment rate) and puttmg the dIfference between thIS payment and the full market rate (the accrual
rate) back mto the loan amount

Such a loan IS used m Hungary, where the payment rate IS set at 15 percent and the accrual rate
(the rate at whIch mterest IS charged) IS currently 25 percent, Implymg that about 10 percent IS
bemg added back mto the loan and deferred InflatIOn IS about 15 percent, so that about two
thirds of the mflation component IS bemg deferred The advantage IS that a 15 percent payment
rate calls for an lll1tml monthly payment that IS 35 percent lower than at 25 percent (for a term
of 15 years), allowmg borrowers to take out 50 percent more m loan amount

The other advantage of such a loan deSIgn IS that It automatIcally adjusts for trends m mterest
rates If rates contmue to come down, then the amount of deferral shrInks also, so that If rates
reach 15 percent, It becomes a regular loan But If rates go back to the range of 40 percent, then
the repayment does not Immediately go up by over 50 percent, but rather nses over several
years The loan contmues to mature m the same perIod of time as ongmally set

14 In some countries a requrrement that up to half the cost of the house be avallable m advance IS conSidered untenable
However m other countries It IS Viewed that the abilIty to borrow even half the price IS of great benefit

15 Countries With chromc but moderate mfiatlOn often try to aVOid mdexmg loans wages and other economic elements
partly m order to keep mfiatlOn on people's mmds and encourage Its reduction
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Tlns smootlnng helps protect the lender from the borrower defaultmg due to mabIlIty to make
the new hIgher payment On the other hand, the loan prmcIpal wIll nse m nommal terms and
the LTV ratIO wIll not declIne as qUIckly as when nommal pnncIpal IS gomg down whIle
mflatIOn IS pushIng house prIces up Use of tins deferral-type loan places even greater weIght
on bemg able to foreclose on defaulters qUIckly

The desIgn of the loan terms IS sometlnng that pubhc offiCIals can encourage dIscussIOn on and,
through an mstallment sale program of the NHC, possIbly set an example for But once agam,
only the pnvate sector can properly balance the nsks Involved and the rewards from bemg able
to offer more attractIve loan terms

BUIldmg a ResIlIent System As noted above, many countrIes have trIed dIfferent approaches
to bUIldmg a housmg fInance system that IS reslbent to the economIC shocks that mevItably
occur In some cases, they have succeeded In harnessIng savIngs deposIts In commercIal banks
or savmgs banks (e g , buIldmg SOCIetIes) as the mam source of funds, sometImes WIth specIal
access to government-sponsored fundmg or guarantees m case of fmancIal cnSlS But such an
approach assumes a strong and stable banking sector

A vIable alternatIve to such an approach IS to channel fundIng from long-term mvestors, such
as pensIOn funds and Insurance compames, to the banks or other lenders SometImes such
Investors are uncomfortable WIth placmg too much trust m any gIven bank and want some kmd
of specIfIC collateral, such as reSIdentIal mortgages, before commIttIng funds on a long-term
baSIS Arrangements whereby mortgages secure long-term loans to lenders are often mcluded m
what are called "secondary market" fundmg

Normally, a secondary market IS not needed until lenders have become well establIshed and need
fundIng beyond therr base of short-term deposIts However, It IS possIble to start WIth a
secondary market arrangement If It IS vIewed as bemg very Imprudent to lend at all for more
than 5 years based on short-term deposIts

Such an arrangement IS also very deSIrable If there IS to be any proVIsIon for deferrmg part of
the mflat10n premIUm Banks are concerned when the cash flow from therr loans IS very dIfferent
from the cash flow that they are commItted to provIde theIr deposItors In such CIrcumstances,
fundIng from long-term sources allows greater fleXIbIlIty In deSIgnatIng at what rate borrowers
must make theIr repayments

Other requrrements for a reSIlIent system Include substantIal capItalIzatIOn for all lenders (WIth
a rnmtmum of the mternatlOnal standards for capItal adequacy) and a regulatory and superVISOry
system that can morutor the rISks bemg taken by lenders In general, housmg lendmg should be
subject to SImIlar rules as commerCIal banking, but It IS appropnate for the nsk-weIghtmg
apphed to reSIdentIal mortgages to be reduced to 50 percent once theIr relIabIlIty as secunty IS
establIshed

The Government's Role In an Ideal world, pnvate finanCIal InstItutIOns would deSIgn and
Implement the best system to proVIde housmg fmance and proceed accordmgly However, few,
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If any, housmg fmance systems have developed very far WIthout some degree of government
mterest or support or outrIght mterventIon Several have developed WIth government mvolvement
only to later shed most or all of that mvolvement Many have paId a large pnce for that
mvolvement, usually through Imposmg large losses on the government, other tImes SImply
creatmg mefficiencies or dIstortIons m the overall fmancial sector

So far, Tanzama has been among the countnes that has suffered large losses by mtervemng m
housmg finance Because of that history and because of the more general pattern of non
repayment of debts throughout the economy, It IS essentIal that the government's role,
dIrect or mdIrect, be kept to a mlDImUm Yet the government must be mvolved m resolvmg
many of the challenges remaImng, mcludmg upgradmg the access to the housmg collateral,
clearmg tItles and strengthenmg regIstratIon, and perhaps assIstmg negotiatIons between govern
ment-related fundmg sources, such as the PPF, and potential pnvate lenders As noted below,
one approach IS for government to set up a workmg group or task force to facIlItate dialogue
among the relevant partIes But ultImately the nsks must be assessed and managed from a truly
pnvate perspectIve or It IS unlIkely that any kmd of "professIOnal" management wIll keep
polItIcal conSIderatIOns from undermmmg the new housmg fmance system

Alternative Next Steps
In some ways, It IS premature to pursue any next steps toward restartmg housmg lendmg, smce
there IS no solId eVIdence that a new land law and Improved regIstration WIll be Implemented
soon enough to proVIde a foundatIOn of relIable land tItles Nor are there SIgns of a breakthrough
that would assure lenders that foreclosure and recovery wIll be sWIft and sure However, an
argument can be made that It IS a good tIme to start a dialogue among all partIes mvolved, so
as to Improve the chances that the land law, regIstratIOn system, and foreclosure Issue remam
a pnonty and move toward potentially supportmg renewed lendmg 16

One approach to that would be for the PPF to ask all of the banks m for a dIScussIon about the
terms under whIch they-,mght be wI1lmg to make housmg loans The system around whIch
dIScussIon could focus could mvolve sImple vanable rate loans, funded by the PPF through the
banks, WIth maturItIes only to 7-10 years ImtIally 17 The banks must shoulder all nsks and only
fully healthy banks can partICIpate The PPF's funds would carry a rate based on a spread over
the 1-year T-bIll rate and reset penodically

An attractIve alternative arrangement IS for the fundmg and the loans to accrue mterest at the
full market rate, but to defer payment by the borrower of part of the mflatlon-related portIOn of
the mterest rate As explamed above, this approach could permIt the reduction m the repayment
burden (to as lIttle as a 10-15 percent mterest rate) and expansIOn m the amount to be borrowed

16 ThiS conclUSIOn IS In sharp contrast WIth that of Shelter Afnque s study As noted earlier In the comments by thiS
author on the SA report (see AppendiX) the report did not reqUire solutIOns to the Issues that caused the demise of the
THB but rather assumed a leap of faith based on a presumptlon that some housmg finance should eXist even If organIZed
by the government

17 Lengtherung maturItles when mterest rates are over 20 percent makes lIttle dIfference for affordabIhty For example,
extendmg the term from 10 years to 15 years mcreases the amount afforded by less than 10 percent
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What would be the role of the government? It would have a large role already In urgIng the PPF
to become Involved But purely polItIcal bodIes, such as the ML&HS, should not be Involved
In the pnmary dIscusSIOns, so that the partIes do not feel any pressure to compro1ll1se commer
CIal pnnclples UltImately, hOUSIng finance must be a bUSIness deal, not a socIal functIon But
the government must stand ready to lIsten and respond to the concerns of the partIes ImmedIately
Involved

Thts process would probably brIng Into focus the credIt nsk Issues and possIbly the dIffIcultIes
illvolved ill proper underwntIng, as noted above It should also clanfy the potentIal for craftmg
an arrangement, usmg pensIOn and Insurance funds, that mmImIZeS the fmancml nsks faced by
lenders whIle protectmg the funders

Preferably, thIs dIScussIon would not focus on the creatIOn of a new speCIalIzed lender On the
contrary, It IS unlIkely that the volume of bUSIness achIevable In the first several years, gIven
the level of Interest rates and Incomes, WIll support the overheads of a sIgmficant fInancIal
InstItutIOn (as IS eVIdent In the analysIs In the Shelter Afnque report) Moreover, there are
advantages to havmg housmg lendmg bemg done by dIversIfied lendmg mstItutIOns, at least untIl
the nsks of housmg lendmg become clearer and competItIon emerges

The prIvate bankers that thIS author spoke WIth expressed mterest m lendmg for housmg,
partIcularly If the problems of long-term fundIng and foreclosure could be solved However,
there stIll may not be suffICIent mterest ImtIally to move ahead on an agenda of prepanng the
groundwork In that case, the government-related partIes, Includmg the NHC, the ML&HS, and
the PPF, could proceed among themselves to seek solutIOns to the Issues raIsed by the pnvate
sector In no case should any government entIty engage m dIrect lendmg There IS no way that
any prIvate entIty can compete WIth government m thIS arena, and thus the evolutIOn of the
housmg fmance market WIll come to a standstIll

UltImately, It may not be pOSSIble to get the relevant people to focus on housmg fInance WIthout
couchmg the dISCUSSIon m the context of startmg up a new speCIalIzed mstItutIOn The bIg
advantage of domg so IS that there can be a number of people IdentIfIed who would be lIkely
candIdates for managmg the mstltutIOn and thus would have a Interest In pushmg for resolutIon
of the varIOUS Issues It IS hard to overestImate the power of self-mterest and, If the mdIVldual
bankers do not see enough reward for themselves m pursumg the resolutIOn of Issues, It may be
necessary to create a group of people who do

In that case, the new entIty must stIll be created m collaboratIOn WIth the pnvate sector and the
maJonty of shares be m pnvate hands, or It WIll grow Up mIsshapen The government could
have a mmonty mterest (mcludmg all government-related shareholders), but It could receIve
specIal focus and favor from the government, mcludmg speCIal foreclosure powers, the longer
term fundmg from the PPF and the NatIOnal SOCIal Secunty Fund (formerly the NatIOnal
ProVIdent Fund [NPF]), and exemptIon on such fundmg from the statutory mmImum reserve set
by the Bank of Tanzama (BOT) As noted, though, the effectIve market for unsubsIdIzed housmg
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loans IS m fact pretty small, makmg It dIfficult to make a profit and also creatmg polttlcal
pressure to weaken the commercIal operatIOn of the entIty 18

Another possIble drrectIOn for government efforts could be m the creatIOn of some kmd of
secondary mortgage facIltty Such an mstltution would not make loans Itself, but would Instead
facIlttate the flow of funds from long-term mstltutlonal mvestors to pnvate "pnmary" lenders
Its value hes m creatIng a process mvolvmg securmg the fundmg from the penSIon funds through
usmg the mortgages as collateral ThIS could address the legItImate concerns of the pensIOn
funds about lendmg funds to the banks for a relatIvely long term 19

Another way of developmg the potentlal market for housmg finance a bIt further WIthout gomg
as far as trymg to create a complete lendmg system would be for the NHC to sell Its eXIstmg
reSIdentIal and commercIal real estate on a medIUm-term Installment baSIS The NHC IS not
properly eqUipped to servIce such InStallment loans, but thIS portfoho of loans could be servIced
by a bank or any new housmg lender bemg created or It could be bought at some dIscount,
thereby brmgmg the NHC subStantIal cash The InStallments could be structured m varIOUS ways,
as proposed m an earlter memorandum 20

It IS possIble that housmg lenders from nearby countrIes have a greater mterest m lendmg for
housmg m Tanzarua than do the local banks ThIS could reflect the fact that they already have
greater expenence and proven management systems m thIS area than do the local fInancial
InStItutIOns Any such mterest should be welcomed, the goal IS to make such a servIce avaIlable
to Tanzamans and at the lowest cost, regardless of who IS wIllmg to proVIde It Such successful
housmg lenders eXIst m Kenya, MalawI, ZImbabwe, and South Afnca Any of them could also
be a very useful partner m a Jomt venture However, It should be noted that theIr partIcIpatIOn
may be predIcated on the abIhty of foreIgners to own land

As noted above, the only households ltkely to be borrowmg to buy a complete house are from
the upper-mcome groups There are several possIbIhtIes that should also be explored for makmg
useful fmance avatlable to other mcome groups One SImple approach IS to encourage lendmg
on relatIvely short term for completmg, upgradmg, or expandmg houses ThIs can be done
through relatIvely small loans for roofmg or firushmg kItchens and baths, repayable over a
relatIvely short penod, such as less than 1 year It must be recogruzed, though, that lenders
would need to charge sigruficant fees and mterest for such loans, because of therr sigruficant

18 It may be reasonable m tins case for the government to proVide an mdIrect SUbSIdy m the form of a long-term loan
iliat does not earn mterest for ilie first five years or so helpmg ilie mstItutIon get on ItS feet WithOUt dlstortmg the lendmg
rate or oilier aspects of ItS operatIons

19 It IS not really necessary for an lUStltutIOn to be set up to Implement such an arrangement For example m Barbados
ilie penSIOn funds and msurance compames dIrectly fund most of the housmg lendmg by banks but take pledges of
mortgages as colIateral to ilielr loans

20 See PhIllIp Mayfield Memorandum on Proposed Fmancmg Options for ilie NRC dated 4 December 1995 One
further attractIve approach would be for ilie buyer to spread the payments out over 5 years WIth the sale prIce expressed
In U S dollars WIth an equal U S dollar payment due each month at the average exchange rate of the prevIOUS SIX
months
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fixed costs of makmg and servIcmg the loans and the nsks that eXIst for recovery One key IS
for a major employer to bear the cost of settmg up a payroll deductIOn arrangement that then
allows the employees to access such short-term financmg on a relatively sImple and cheap basIs

Another Important alternatIve worth explormg IS the potential for pensIOn entitlements to be used
as collateral agaInst repayment on loans for Improvmg squatter housmg, for WhICh no proper
mortgage can possIbly be executed (ThIS latter type of lendmg IS an Important mnovatIOn m
South AfrIca) PensIOn entitlements can also serve as addItIOnal collateral m cases where house
holds do not have sufficIent cash for a reqUIred down payment

In the past, It may have been possIble to mvolve a major donor In the provlSlon of techrncal
assIstance and even long-term fundIng m thIs area In the last few years, donors have shIfted
away from such efforts, hopmg that prIvate finanCial InstItutions WIll develop an mterest and
expertIse on theIr own (The one exception known to the author IS the InternatIOnal Fmance Cor
poratIon [IFC] , whIch has expanded ItS mvolvement m housmg fmance ) ThIs SItuatIOn further
hIghlIghts the attractIon of Involvmg one or more foreIgn lenders m the market here Even If
such lenders are not mterested, theIr expertIse can be tapped through consultancles or Jomt
tralmng opportumtles

Summary and ConclUSIOns
More than people realIZe, housmg finance IS a luxury, not a necessIty, m a developmg country
To be done nght, It reqUIres an advanced combmatIOn of legal, fmancIaI, and socIO-polItIcal
mfrastructure to be m place There are methods to cope WIthout any housmg fmance and few
developmg countrIes have had truly proper systems m place at low levels of gross domestic
product (GDP) per capIta

Most of these dIffIcultIes anse from the SIze and term of the housmg mvestment ThIS makes
It more lIkely that a loan made today wIll expenence economIC condItIOns, for good or bad,
qUIte dIfferent from current ones The fundmg, loan deSIgn, value and access to the collateral,
and loan approval process must all mcorporate thIS hIgh degree of uncertamty about the tWIStS
and turns of future events

The foundatIOn of any system must be a very hIgh relIabIlIty of recovery Lenders can only
make loans at affordable terms If they face a reasonable and lImIted potentIal for default losses
It IS a "must" that land and housmg become a relIable collateral m Tanzama

Another key IS to have a conservatIve but Informed underwntmg process, the assessment of the
abIlIty and WIll of the borrower to repay, gauged agamst levels of burden and expectatIOns of
"unexpected" shocks A prmciple of underwntmg IS that borrowers must prove themselves to
be credItworthy, not that lenders must make loans unless there IS proof of dIshonesty No
member of the publIc nor any area of the country IS entItled to a loan

Another major challenge, espeCIally In developmg countnes, IS to deSIgn a mortgage that has
repayments that are both affordable and also protect the mterests of the lender and the proVIder
of funds The problem IS that mflatIon and economIC cnses can cause mterest rates to be very
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hIgh and m general very volatIle The major reason why mterest rates are 20 percent or more
In some countnes and 10 percent or less m others IS the rate of InflatIOn Lenders need to be
compensated for the loss m purchasmg power of the currency, but the net effect IS that
borrowers can borrow less and have to effectIvely repay the loan faster There are some steps
that can be taken to reduce thIs effect

Lastly, experIence has shown that housmg IS a polItIcal Issue ThIS has meant that governments
around the world take an actIve mterest m the development of the market m housmg fmance
However, there IS a pomt beyond whIch governments cannot act, where only dIspassIOnate
Judgments and mcentlvlzed behaVIor of the prIvate sector can ensure proper admImstration It
has been shown agam and agam that publIcly appomted offIcIals cannot respond approprIately
to fmancml rISks, both because of polItICal pressures and because ultImately It IS not theIr money
at rIsk

DespIte thIs uruversal expenence, It has been found that there may be a role for publIc offICials
to encourage or facIlItate the pnvate prOVISIOn of hOUSIng fInance There are few countnes that
do not encourage housmg fmance through some method or another The government should be
actIvely dISCUSSIng WIth the pnvate sector fmancIal InstItutIons what needs to be done to
encourage therr entry mto thIs actIVIty (of course, short of takmg on the rIsks Itself, whIch would
defeat the purpose of havmg the pnvate sector mvolved)

The trnportant goal at the current stage of development m Tanzama IS for the publIc and pnvate
sectors to cooperate m proceedmg, step by step, toward the Infrastructure needed to support truly
prIvate sector housmg fmance The shadow of past state mterventIons In the economy makes It
even more trnportant than usual for the sector to be trnbued WIth pnvate management and
Judgments as to nsk-reward trade-offs ThIS report has attempted to delIneate such steps and to
suggest ways that the government can facIlItate the process and sImultaneously encourage greater
access to finance by a WIder spectrum of mcome groups
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EXECUTIVE SUMMARY

At the request of government of the Umted Republic of Tanzama the Compan)
for Habitat &Housmg m Afnca (Shelter-Afnque) mvestlgated the feaslblhty of
estabhshmg a market-onented housmg finance system. mvolvmg the creation of a
new mstltutlon A mission compnsmg Shelter-Afnque's Project Officer (Lamm
Barrow) as miSSIOn leader, Housmg Fmance expert (Klhara Wmthaka) and
Economist (Dr Joe Oshomuvwe) as consultants, conducted field mvestlgatlons m
Tanzania dunng the penod 29th June -7th July 1997

The study Identlfies some major constramts and proffers several pohcy
recommendatIOns for the emergence of a market-onented housmg finance system
m Tanzania High populatIOn growth and rapid urbanizatIOn, at 3% and 6 5% per
annum respectIvely, have contnbuted to the massive housmg defiCIt m Tanzama
and caused a stram on the prOVIsIon ofurban Infrastructure and servIces Coupled
With a poorly functlomng land market, an mstltutlonal vacuum that prevents many
mdlvlduals from acqurrmg the stock ofhousmg U111tS currently bemg hqUldated by
some of the parastatal entItles, legIslatIve and regulatory constramts, these
constItute the mam bottlenecks for sustamable shelter delIvery m Tanzama

The llllSSIon noted that although there IS excess hqUldIty In the bankIng system,
banks and non-bank fmanclal InStItutIons have not ventured much Into term lendmg
actIVItIes, mcludmg for housmg, partly because of the cumbersome procedures
lenders face when enforcIng theIr property nghts

One major findmg of the mISSIon IS that although reported mcomes are generally
low m Tanzania, there IS no shortage of mdlVIduals developmg housmg umts of
farrly hIgh standard The fact that many households augment theIr earmngs through
mforrnal sector actIVItIes partly explams thIs phenomenon Nonetheless, the
majorIty of the populatIOn cannot quahfy for a mortgage under the proposed
underwntmg standards and prevaIlmg constructIon costs, WhIch translate to hIgh
house pnces The report makes some suggestIons on how government could asSISt
the low mcome groups

NotwIthstandmg the constramts, there are compelhng reasons for the establIshment
ofa market-onented housmg finance mstItutlon, takmg Into account the potentIal
effectlve demand ansmg to a large extent from the Improved secunty oftenure to
be prOVIded by the New Land Act whIch IS to be enacted The mISSIon further
proposes that the proposed hOUSIng finance Institution be hcensed as a bank under
the BFIA (1991) Other findmgs and recommendatIons for estabhshmg the
proposed instItutIOn - Tanzama Mortgage Bank Ltd are hIghlIghted below

PrOject DescrIptIon

1) A commerclally- Oriented housmg finance mstltutIon IS proposed to
moblhze funds and prOVIde mortgages for the acqUlsitIon, constructIon
and/or Improvement of reSIdential and commerCial propertIes mamly
WIthIn the urban areas ofTanzama
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11)

I)

11)

1)

11)

II

It IS recommended that the Head Office be located m Dar es Salaam s
Central Busmess Dlstnct, with branchmg to be dictated by growth of
busmess

PrOject Sponsor

Although the Govenunent ofTanzama IS the promoter ofthls proJect, It IS
expected that maJonty shareholdmg In the new mstltutlon w111 be held by
the pension and provident funds In the country, the Insurance company,
other corporate bodies and pnvate mdlvlduals As a mamfestatlon of Its
support to the proJect, the govenunent could take a token 10% shareholdmg
m the proposed housmg bank

It IS lughIy recommended that at least one InternatIonal/regIOnal
development Instltutlon be mVlted as technIcal partner In tlus venture,
bnngmg m financIal resources and techrucal expertIse to asSIst m the proper
take-offand growth ofthe InstItutlon

PrOject Costs

Total project cost IS estlmated at TSh. 1 515 bIllIon (USS 2 44 mIllIon) In

order to establIsh a VIable housmg fmance mstltutlon TIns mcludes TSh
1 14 billion for mortgage lendmg durmg the first year-ofoperatIOns, as It IS
envIsaged that the mstltutlon would be self-sustammg usmg locally
mobIlIzed resources

The breakdown ofthese costs IS provided below

Cost (ISh '000')

Officelhouse rentals
FurnIture
PartItIOns etc
Motor VehIcles (2)
Computer eqUIpment
Pre-OperatIonal expenses
Capital Costs
Contmgency
Mortgage advances (year 1only)
Total

Proposed FInanCIng Plan

52,000
14,500
12,500
58,000

160,000
43,000

340,000
34,000

1.141.000
1,515,000

Eqmty Tsh'mdhon'

Insurance 180
PenslonsIProvldent Funds 480
Banks 120
Pnvate IndIVIduals/CompanIes 180
T .. t /1"1 ..... , ..... , T"'\"" .., .... t "" "''''" ,..,,, n

IS
40
10
IS

-- --- - ~i~__
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Institutional Structure and Legal Framework

The proposed financmg plan relates to the ratsmg ofseed capItal necessary
for launclung the new housmg finance mstltutlOn Thereafter, It IS
envisaged that the new housmg fmance mstltutlOn will raIse funds locally
usmg a vanety of financial mstruments, which Will mclude but not be
hmlted to, housmg bonds, bearer certIficates ofdepOSIt, current, fixed and
ordmary depOSIt accounts

10000

It IS recommended that the new mstItutlOn be regIstered as a lmuted
hablhty company and hcensed as a bank under the BFIA A seven member
Board of DIrectors IS proposed, SIX representmg mvestors m cumulatIve
subscnptlons ofTsh 20 IIll1hon, represennng 16 66% ofthe authonzed and
called capItal, m addItIOn to a Managmg DIrector It may, however, be
necessary to allocate seats to the mternatlOnal/reglOnal shareholders on the
basIS oftheIr subscnpnons

Resource MobIlIZation Strategy

Int/Reglonal dev mstitutlOns ill

Total .L.ill

I)

1)

9

10

I
I
I
I
I
I
I
I
I
I

- 11) The day-to-day management ofthe InstItutIOn should be delegated to a team
headed by a Managmg DIrector who may be seconded by the technIcal
partner m the formatlve stages ofthe Institution The team should mclude
a Tanzarnan counterpart deSignated as Executive Director

11 Project ImplementatIon

I
I

12

I)

1)

The project may be Implemented m accordance With the plan appended to
thIS report, which sets July 1998 as the proJect's mauguratlOn date

ConclUSion

The project IS conSIdered both a feasIble and VIable proPOSitIon as It Will fill
an eXIstmg mstltutIonal gap m the country's finanCIal sector, contnbute m
the expansIOn of the rate of capItal formatIon and the realIzatIon of
development ObjectIves set for the housmg sector

-
11) However, the success of the project wIll be dependent upon the followmg

factors -

a) establIshment of well defined property nghts, m partIcular
expedItmg the procedure for enforcement of foreclosure laws by
estabhshmg commerCial courts,

b) legislative and polIcy reforms such as enactment of the proposed
Land Act repeal ofthe Rent RestnctlOn Act artlculatlOn ofa nohcv
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for the provIsIon off-Site mfrastructwres and the mtroductlOn of
modem systems of registering land titles and charges created over
land,

c) GOT agreemg to grant tax exemptions for mterest earned on
hOUSIng bonds and simIlar savIng Instruments to be Introduced by
the new InstItutIOn,

d) loans from mternational/reglOnal InstitutIons guaranteed by the
Government or made aval1able In TanzanIa shl1hngs to aVOId
aElver~e foreIgn exchange rIsks to the project, - -

e) the InstItution adoptmg a vanable mortgage rate system, and

f) effiCient and dynamiC management can be provided to run the new
Institution

...
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COUNTRY BACKGROUND

The Umted Republic of Tanzama, WhICh lies between the great lakes Victona,
TanganyIka and Nyasa on one SIde and the IndIan Ocean on the other, covers
945,500 square kIlometers mcludmg approxImately 60,000 square kllometers of
mland water The country IS endowed WIth ecologIcal dIversIty that can form the
basIs for a dIverSIfied agncultural and tourism economy Tanzama consIsts of
mamland TanganYIka, the Islands ofZanztbar and Pemba, whIch formed a polltlcal
UnIon and became the Umted Repubhc ofTanzama on 26 Apnl, 1964 After more
than 30 years of smgle party soclahst rule, the country adopted multIparty
democracy m 1995

Tanzama IS dIvIded mto 20 regIons on the mamland and five reglOns In ZanzIbar
There IS only one level of local government In the country made up of urban and
dIstrIct (rural) authontles At the natlOnal level, there are both the Umon and
ZanzIbar governments, WIth the seat ofthe Umon Government to be transferred to
Oodoma upon completlOn ofconstruction works

Although more than 75% ofthe country's 31 9 mtllIOn population (1997) still lIve
m rural areas, the urban population has been groWIng rapidly smce mdependence
Dar es Salaam, the capital City and economtc nerve center, has a populatIOn of2 2
IDllhon whtch IS projected to 10crease to 396 mtlhon by 2015 Other major urban
centers 10clude Mwanza, Mbeya,~uko5a,Arusna and Dodoma ApproXimately
46% of the population IS less than 15 years of age With hfe expectancy at birth
bemg 57 years

2 ECONOMIC OVERVIEW

I
I

•

21

22

With per caPita mcome estunated at US$130 (1995), although household surveys
reveal average expenditure closer to US$21 0, Tanzama belongs m the category of
least developed countrIes The country has undergone SIgnIficant pohtlcal and
econonuc transformatlOn, perforIIDng relatIvely well m meetmg basiC human needs
and economic growth targets unol 1967 when the "Arusha Declaration" was
adopted whIch put the country on the path ofsoclahsm EconoIDlc pohcles pursued
by the government thereafter were based on natlonahzatlon, restrictions and
pervasive state mterventlon m all sectors of the economy

Although some Impressive gams were made m the SOCIal front, for example a
hteracy rate of 76% and Improved access to health servIces a combmatlOn of
factors such as mappropnate pohcles, dechnmg terms of trade, poorly performmg
parastatals and successive droughts plunged the country mto economIc cnsls TIllS

was manIfested m the declme of GOP growth from an average rate of 5 1% per
annum between 1970-76 to less than 2% between 1977 and 1986 A dechne 10 real
per capItal mcome by more than 15% between 1965-86 was accompanIed by a nse
In the annual mflatlOn rate from 5% m 1966-70 to 34% m 1995 as the overall
budget defiCIt reached 11 5% ofGDP The balance ofpayments posItIon equally
detenorated, WIth the current account defiCit (before offiCIal transfers) mcreasmg
from US$321 mllhon m 1975 to US$644 mllhon m 1995
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2 3 Under the aegis of the International Monetary Fund and World Bank mspned
Structural Adjustment Programme, a three-year reform programme was mltlated
In 1982 followed In 1986 by an EconomIC Recovery Programme wIth mam
objectives as follows

1) Increase domestIc productIon of food and exports

11) restore efficIency In the mobIhzatlOn and utlhzatlOn of domestIc resources

111) reduce the rate of Inflation from 30% In 1986 to 5% by 1998/89

IV) restore Internal and external balances by pursumg prudent fiscal, monetary
and exchange rate polIcIes

V) rehabIlItate the Infrastructure, In particular transport and commUnICatIOns,
to support dIrectly productive actIVitIes, and

VI) revamp the mdustnal sector usmg appropnate trade and mdustnal polICies

2 4 The government has made SignIficant progress m refonmng the InCentive system
and In laymg the foundatIons for greater pnvate sector role In the economy
RestrictIons on trade, foreign exchange, mterest rates and pnvate bankmg were
hfted whIle pnvatIzatIon IS In full gear, WIth 141 out of300 parastatals pnvatIzed
by June 1997 Industnal actIVItIes have also expanded as several compames are
now prospectmg for dIamonds, gold and gemstones The rnmIng Industry
regIstered growth rates averagmg 6% m the past three years and IS expected to be
a major source of employment and mcome m the medIum term WhIle tounsm
sector aCtIVIty has also expanded, the country's potentlal remaIns underutIhzed
The mformal sector contInues to playa sigmficant role, accountmg for 22% ofthe
labor force

2 5 Economic performance over the reform penod (1986 - 1995) has been mIxed As
can be gleaned from Table I, GDP growth exceeded the populatIon growth rate of
3% per annum dunng thIs penod, reversmg the dechne ofper capita mcome from
-0 6% m 1986-90 to a growth rate of 1 7% m 1995 Robust export growth
contnbuted to an Improvement m the current account defiCit but mflatlOn has
remamed high, peakmg at 36% In 1994 before dechnmg to 18% In 1996
MacroeconOmIC management therefore remams a major concern as cntlcal areas
such as publIc expendIture programmmg and management, bankmg and CIvIl
service reform require urgent attention
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Table I Selected M'lcro-Economlc IndIcators (t986 - 95)

'86-'90 '91-'93 '94 '95
estImates

GDP growth at factor cost 39 45 36 47
GDP per capita at factor cost 06 1 4 07 1 7
Export (growth) 44 49 128 203
Import (growth) 23 -03 226 66
Current Account deficit/GDP/l 157 220 226 12 1
FIscal Deficit/GDP 76 54 102 nJa
Total Expenditure/GDP 232 202 230 nJa
Revenue/GDP 158 152 150 nJa
Terms ofTrade (rate of exchange) -50 -45 -19 01
Domestic InflatIon Rate (%) 286 220 360 305
GDIIGDP/2" 277 328 313 240
DS/GDP/3 76 47 33 46

Sources Tanzanza Challenge ofReform, World Bank, 1996 and Economzc
Bulletm, BOT 1997

2 7 The widemng gap between saVings and Investment has been financed mainly by
extemallnflows, WIth OffiCIal Development ASSIstance averaging 20% ofthe GDP
In 1986-94 ThIs made It possible for mvestment to expand In spite of the sharp
declIne In natIonal savmgs WhIle mvestment share m GDP peaked at 37 9% m
1990 before declmmg to 22% m 1995, saVIngs behaVIor has been erratIC, reachIng
a low of 1 4% ofGDP In 1987, nSIng to 17 1% In 1994, declIned sharply to 2 2%
between 1991 and 1992 before Increasmg again to 4 6% In 1995

2 8 Performance ofthe constructIon mdustry has been equally volatIle, Its share In GDP
nsmg from 28% In 1985 to 4 8% In 1987 After declmmg marginally to 4 6% In

1988, It rose to 5 3% In 1990 before declImng again to 4 3% In 1991 There was
an upward trend from 1992, reachmg 4 9% In 1994 ACtIVIty In thIs sector reflects
the general economic problems of the penod and the mcrease from 1992 IS
assocIated WIth the resumptIon ofgrowth In the economy

3 MONETARY POLICY AND FINANCIAL SECTOR REFORM

3 1 The ObjectIves for the macroeconomIC polICIes supported by the ESAF reforms
initiated In 1996 are to acmeve real GDP growth of4 5% In 1997/98, a budget
surplus at 0 5% of GDP In 1996/97, reduction In the rate of inflatIOn to 5% by
1998/99 and clOSing In on the current account defiCit TIght monetary polley
adopted dunng the penod, reflected m the sharp dechne of M3 growth to 16 3% In

- -- -1995/90 from 362% lIT 1994/95, lea to a reductron In domestic credIt, especIally
bank credit to the pnvate sector

• 1 GDP = Gross DomestIC Product, 2 GD! = Gross Domestic Investment, 3 DS = Domestic Savings
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3 2 Interest rates lIberahzatlon, a key component of the financIal sector refonns, have
spawned hIgher spreads between depOSIt and lendIng rates WhIle depOSIt rates are
on a declImng trend, With savIngs rates movIng from 26% 10 1989 to 10 25% as at
end June 1996, short tenn lendmg rates remamed at 20% between 1989 and 1991,
dechned to 18% 10 1992 but have nsen to 30 5% 10 1997 SImIlarly, medIum and
long term lend10g rates dechned to 28 5% 10 1996, but rose to 34% 10 1997
Mortgage mterest rates have not changed, rema1010g at 29% from 1989 untIl the
demIse ofTHB 10 1995

33 The regulation ofthe financial sector has undergone slgmficant changes SInce the
Bank10g Ordmance (Cap 430) was enacted In 1960 ThIs legIslatIOn subjected
banks to 1OspectIOn by the RegIstrar, stIpulated theIr mmunum patd up capital and
reqUIred banks/finanCial 1OstltutIOns to mvest 25% of their annual 1Ocome 10
government stocks and bonds

34 In 1967, the Ordmance was superseded by the "Arusha Declaration." WhICh
brought about the natIOnahzatlon ofall pnvate banks SpeCific Acts were enacted
that def10ed the objectives and powers of10dlVldual state owned banks and non
bank finanCIal Instltutlons Nonetheless. by effectIvely removmg the control and
supervisory functlons ofthe BOT. these regulations had the effect ofplung1Og the
bankIng sector Into a cnsls

35 The enactment of the Bankmg and Fmancial Institutions Act (BFIA) 10 1991
constltuted armlestone 10 Tanzama's fmancial system as It paved the way for entry
of pnvate foreign and domestic banks As at September 1997. the country had
eleven banks. seven non-bank finanCial InstltutlOns and eighty-five operating
bureaux de change Although BOT was vested With the power to hcense. supervtse
and regulate bank and non-bank financlalIDStltutIODS. It had no powers to deal With
ernng banks A case In POInt IS the National Bank of Commerce. the largest
commercial bank, whose accumulated losses reached TSh 100 bI1hon by June 1994
WIth most of Its loans rrrecoverable loans as many borrowers were polItIcally
connected Government has recently Issued a polIcy statement to the effect that
NBC Will be splIt Into two separate banks pursuant to ItS pnvatlzatlon

3 6 In addItion to the BFIA and related regulations Issued by the BOT, the follOWIng
statutes were enacted.

I) Loans and Advances RealIzatIon Trust Act (1991) to faCIlItate the
collectIOn ofbad debts transferred from banks and finanCial InstitutIOns.

11) Capital Markets and Secuntles Act (1994) sett10g the framework for the
estabhshment and regulatIon of capItal market 1Ostltu11ons, 10cludmg the
stock exchange

37 The mtroductlon ofmdIrect controls WithIn the context of finanCial sector refonns
In the 1990s. have contnbuted to Improvements m the capital pOSItIon ofbanks and
financIallDStItutlons The ratio of non-earnmg assets In theIr portfohos dechned
from 71 53% In 1995 to 5661% m 1996 while hqUldlty ratios (see Table II)
Increased from 48 1 % 10 1995 to 65 I% ThiS performance IS largely on account
of10creases 10 Treasury Bill mvestments, which grew from TSh 32 23 billIon to
TSh 9344 billIon (1899%). and holdIngs of foreIgn assets whIch shot up by
467% from TSh 14623 bIllIon to TSh 21452 bIlhon dunng the penod
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Changes m the composItion of assets and hablhtles of the banking system
presented m the pie-charts below for 1995 and 1996 reveal that on the hablhtles
side, local deposits grew from 36% to 56% in 1996 whlle foreign depOSits
mcreased by 20% in 1996 Capital and Reserves increased by 12% m 1996
compared With zero growth m 1995 whlle other hablhues decreased substantially
from 63% m 1995 to 12% m 1996

Table II LiqUidity AnalySIS of Banks and Non-bank
Fmanclallnshtuhons (FIgures m TSh mllhon)

LIqUId Assets June 1995 June 1996

Cash 74,077 74,835
Foreign Assets 146,238 214,523
Treasury BIlls 32,233 93,447
Total 252,548 382,805

LiqUid LiabIlities
DepOSits 524,572 593,178
LiqUid Assets! LlqUld
LIabIlitIes RatiO 481% 651%

Source BOTDIrectorate ofBankmg SupervISIon, Annual Report
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DEMOGRAPHY AND URBANIZATION

TanzanIa's populatlon IS projected to mcrease to 558 mIllIon by the year 2017. assummg
a growth rate of3% per annum With an urbamzatIon rate of6 5%, the share ofthe urban
population whIch grew from 6 4% m 1967 to 24 4% (7 7 nulhon) 111 1997, IS projected
to Increase to 43% of the total populatIon by 2017 PopulatIOn denSity reached 33 7
persons per square kIlometer 111 1997, up from 261m 1989 Urban populatIOn growth IS

largely attnbutable to natural growth, as borne out by the fmdmgs ofthe 1988 populatIon
Census that nearly half (48%) of the mhabltantSJlfDar es Salaam were actually born 111
the cIty

Agamst thIs backdrop, pressure has Increased on the already overextended urban
mfrastructure and services FaIlure on the part of the government to provIde, expand or
mvest 111 111frastructure to cater for the rapIdly expandmg urban populatIon has led to the
emergence of unplanned settlements, wIth as many as 70% of Dar es Salaam's
populatIon accommodated 111 these areas

LAND DELIVERY SYSTEM

The Land Ordmance (1923) vests ownerslup and control of all land In the state Land
IS allocated by way ofa RIght of Occupancy whIch IS granted expressly or deemed In

case of land held under customary tenure The general approach toward mak10g land
aval1able 10 the urban areas IS by way of declarmg a plannIng area Planned land IS
granted for tenures ofbetween one and five years and for long tenn of33 and 99 years

Smce land m Tanzarna IS consIdered to be publIcly owned, the transfer ofundeveloped
land IS prolublted and there IS offiCially no market In undeveloped land, which removes
the basIS on whIch land values can be calculated In practice, however, there IS a thnvmg
market m land. both offiCial and unoffiCIal (Krronde,1997) It IS mstructlve to note from
Table III that 50% and 69 4% ofland m the urban areas and Dar es Salaam respectively
was purchased

Table In Percentage orLand Tenure by Area

Source Tanzama Challenge ofReforms Vol II World Bank 1996

While the supply of servIced land IS extremely limited, modern admmlstrahve and
legal systems for surveymg, recordmg and transferrmg title are poorly developed
These constItute a major constramt for the establIshment of a market-OrIented housmg
finance system Among the reasons adduced for thIS situatIon mclude the lack of

I
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Land Tenure

Inhentance
PublIc Authonty
Cleanng
Purchased
Other Sources
Reason not given
Total

ALL

03
213
198
455
56
74

1000

URBAN

04
136
117
500
100
143

1000

DAR

06
73

119
694
46
60

1000
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resources to acqUire, plan and survey land m tlme to meet demand Others mclude poor
conceptualIzatIOn of the land market WhICh Ignores the role of the pnvate sector and the
mformal land delIvery system where the bulk of urban plots are exchanged

5 4 To address these shortcommgs, a new NatIOnal Land PolIcy \'.as adopted by the
government m May 1995 A new Land Act which IS expected to be enacted shortly
specIfically recogruzes the monetary value ofland, thereby malang It tradable Clear land
ownershIp rIghts WIll be spelt out so that property nghts are enforceable

5 5 It should be emphaSIZed that these legislative changes will be necessary to gn e
Impetus to the take offofdynamiC mortgage and land markets Ifenacted, the new
Land Act will enhance security of tenure, revolutionIZe the land delIvery system
and create a robust source of revenue for government through the property ta~

system

6 OVERVIEW OF THE HOUSING SECTOR

6 1 InstItutIOnal Framework

6 lIThe mam objectIve of TanzanIa's NatIOnal Housmg PolIcy (1981) IS to ensure that
CItIzens have access to adequate shelter and basIC servIces The Mimstry ofLands and
Human Settlements (ML&HS) has the responsIbl1Ity of Implementmg thIS polIcy wIule
Its Housmg Development DIVISIon coordmates the actIVItIes of VarIOUS actors m the
sector Department ofLands performs valuatIons, registratIons and settles land dIsputes,
Surveys and Mappmg department handles cadastral surveys arid mappmg fimctlons wIule
Human Settlements prepares urbanJayouts and plot demarcatIons

6 1 2 Although the pohcy recogmzes the socio-economic Importance of the shelter sector,
government has not been prOVIdIng adequate budgetary resources for the effectIve
functIOning of the MInistry and Its technical Departments Hence IOvestment 10

housmg related actIVItIes averaged 4 9% of GDP between 1964-1984 and has been on a
dechmng trend

6 1 3 The weaknesses of the National HouslOg Pohcy emanate from the fact that
ImplementatIon strategIes and action plans were not embarked upon to follow-up
on the policy statements Furthermore, the lack of clearly defined institutional
arrangements has resulted In the InabilIty of the HouslOg Department to effectively
carry out its responSibilitIes Therefore, there 10 a need for the polIcy to be updated
to Incorporate developments In the sector, artlculate the proper role of the private
sector In shelter delIvery and the speCific strategies to be pursued by government In

facdltatlOg access to land by developers and 10 prOViding off- site Infrastructure
and services

6 1 4 T<m.zarua Housmg Bank (THB), whIch was established by an Act ofParliament 10 1972
to finance housmg and real estate development, ceased operatIOns 10 August 1995 as a
result of Insolvency Other mstItutions such as NIC, PPF and NPF develop houses for
rental and sale, mcludmg multI-storey buJldmgs for rental There IS also a revolvmg loan
scheme for CIVil servants to finance the renovatIon, constructIon or purchase of houses
However, Its fundmg base IS lmuted and It has only succeeded m provldmg loans for few
CivIl servants
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6 1 5 NatIonal Housmg Corporation (NHC) IS the largest formal sector property developer m
TanzanIa It was establIshed bv an Act ofParhament No 45 (1962) and reconstItuted m
ItS present form by the Act of ParlIament No 2 (1990) after the dIssolutIon of the
RegIstrar of BUlldmgs Under the revIsed Act the CorporatIOn IS charged wIth the
responslblhty ofprovldmg and faclhtatmg the provIsIon ofresldentxal houses and other
bUlldmgs for busmess and other purposes m Tanzama

6 1 6 Durmg the first decade of ItS eXIstence, the performance of the NHC was very
ImpressIve m terms of the number of housmg umts completed (15,964 housmg umts
between 1962 and 1990) and the constructIOn cost for these UIDtS was conSIderably lower
than the mdustry average m East Afnca However, m the wake of the economIC cnsls
of the mId 1980s, the CorporatIon began to expenence financIal constramts whIch has
affected Its performance Accordmg to NRC's corporate plan, It targeted buIldmg 798
housmg umts between 1985/86 and 1989/90 but the actual number of uOlts completed
was only 222 Ofthe 1,000 housmg uOlts targeted from 1991/92 to 1995/96, only 168
umts were developed NHC owns 6,000 propertIes With 20,000 umts, 70% ofwluch are
resIdentIal and 30% commercIal Some 2,000 of these propertIes are located m Dar es
Salaam

6 I 7 In the face of dWIndhng government subventIons, NHC resorted to borrOWing from
commercIal banks at market rates Although the CorporatIon had to rely mcreasmgly on
rental mcome and proceeds from the sale ofmcomplete houses, 30% of total rents due
to NHC are currently m arrears and current rentals for NHC properties are estimated to
be at least 300% less than those charged for pnvate housmg uOlts of SimIlar standard
Computenzatlon ofthe bIlhng functIOn Will make record keepmg and retneval systems
more effiCIent, hence Improve NRC's fmanclal perfonnance-

6 1 8 Furthermore, the Rent Restriction Act currently In force constitutes a seriOUS
Impediment to the Corporation's finanCial performance and Its scrappmg wIll
ehmmate a major dISincentive to pnvate Investment In rental housang At a time of
econOmIC cnSlS, NRC cannot adjust rents upwards and It appears that the Corporation
has lIttle or no recourse m the eVictIon of nonpaymg tenants as the JUdICIal system IS
known to be protective ofsuch tenants BeSIdes, bureaucratIc delays m prosecutmg cases
leads to appeals bemg tIed up In the courts for up to three years

6 19 To generate funds for Its real estate development actlVllles, a phased program of asset
priVatizatIon should be undertalen by NHC startmg WIth the sale of hIgh cost housmg
uOlts whIch may be the most unjustifiable and a more pohtlcally feasible strategy

6 2 Housang Conditions

621 In 1991, Tanzama had a stock of3 6 mIllIon shelter umts WIth an average of2 5 rooms
per urnt Assummg an average of 1 9 rooms per shelter. the shelter defiCIt was estimated
at 1 7 mllhon urnts (ContInental Shelter Atlas 1996) The SItuatIon has not Improved and
contnbute to the poor hOUSIng condItIons In TanzanIa as shown In Table IV
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Table IV B"lsIC Housmg Amemtles
(Percent"lge of Households)

TANZANIA TANZANIA RURAL RURAL DARES
Poorest Beller olT ALL Poor ALL URBAN '\ALAAM

Houses with non-earth floor 55 549 27 I 43 112 559 916
Houses with ITon Toof 201 719 450 175 299 750 942
Houses with no wmdows 255 74 148 278 193 :>5 08
Houses with glass wmdows 1 I 34 23 1 2 20 32 I 8
Electnclty supply
(Households with) 1 7 308 112 05 08 303 51 8
Kerosene as the mam
source of hghtIOg fuel 944 70S 880 964 971 721 488
Wood as the malO source of
cookmg fuel 968 532 796 990 966 500 50
Households without tOIlet
faclhtles 102 24 53 109 66 26 1 3

Source Tanzama Challenge ofReforms Vol II World Bank, 1996

6 2 2 As shown In the Table, hOUSIng condItIOns are generally poor although households In

urban areas, particularly those In Dar es Salaam, tend to have better access to servIces
Only 49% of households In Tanzama, and 10% ofhouseholds In the urban areas, have
access to safe water About 56% ofhouseholds In the urban areas lIve In houses with
non-earth floors WInle 75% have Iron roofs, only 30% ofhouseholds In the urban areas,
compared With 51% of households In Dar es Salaam, have access to electrICIty More
than 72% and 50% ofthe households In the urban areas use kerosene and wood as the
mam source ofhghtIng and cookmg fuels respectively With regard to tOIlet faCIlIties In

all Tanzama, only-2% ofhouseholds have flush toIlets, the bulk (92%) USIng pIt latnnes

6 3 Sources of Fmance

6 3 1 In the absence of formal sources of finance for hOUSIng, most mdlvlduals secure loans
from relatIves, employers and money lenders to supplement theIr savIngs and current
mcomes for purposes offInanCIng their house constructIOn actIvItIes The maIn source
ofhousmg fmance m the formal sector was the Tanzama Housmg Bank untIl Its collapse
In 1995 and, to a lesser extent NIC, PPF and NSSF For mstance, NIC mvested TSh 44
bIllIon on buIldmg proJects, representmg 27 5% of Its mvestIble funds whIle PPF
commIts 11% ofIts Income for real estate Investment

6 3 2 CommerCIal bank lendIng to the buIldIng and constructIon sector has dropped
consIstently sInce 1993 to reach TSh 3 11 bIllIon, representmg 2 3% ofthe total lendIng
volume, In June 1996 after peakmg at TSh 6 60 billIon In 1993

7 HOUSING MARKET

7 1 Demand and Supply

7 1 1 Among the factors WhICh Influence hOUSIng demand Include Income, land tenure
systems as they affect property nghts, house pnces, the avaIlabIlity ofhousmg finance
and m some cases, taxes and SubSIdIes The demand for housmg mcreases as household
mcornes grow Many people aspire to own houses as a consumer durable, a cultural
status symbol and as a hedge agamst mflation

tf(
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7 1 2 The admmlstratlve apparatus for reglstenng land ownershIp and Issumg titles does not
function well m Tanzama Under the proposed Land Act secunty of tenure will be
enhanced, as clear land ownershIp nghts WIll be spelt out so that leaseholds can be freel"
exchanged and utilIzed as collateral

7 1 3 Housmg supply IS mfluenced by factors such as the avaIlabilIty and cost of housmg
mputs mfrastructural servIces as well as the legal and regulatory framework wlthm
whIch supphers operate In Tanzania, most bUlld10g matenals are Imported and
depreCIation of the local currency 10 the recent past has translated Into higher pnces
Government's capacity to provide 10frastructure and services IS hmlted by the budgetary
sItuatIOn, as IS the enforcement ofbUlld1Og standards and regulatIons The practice of
strIngent rent control has also contributed to the deterIoratIon In the quality of
hOUSIng servIces and perpetuates an IneffiCient hIdden system of SubSIdies at great
cost to the economy

7 1 4 The pnvate sector supphes almost 98% of all new houses In a year and there IS an
emerg10g class of pnvate developers who provide reSIdential and commercIal UnIts for
sale or rental In a few Instances, some of them have undertakenJo1Ot ventures WIth the
NHC whIch supplIes only 2% ofall new houses NHC s new houses are sold only to
cash buyers prepared to provIde 25% down payment and the remaInIng 75% ofthe house
pnce paId WIthm one year after handover of the property

7 1 5 The Informal sector plays a sIgrnficant role In the hOUSIng market, In terms ofthe goods
and servIces they offer, wluch Include the production ofbuJ1dmg matenals such as bncks,
metal fabncatlons, carpentry products, m supplyIng casual labor, and WIth auto
constructlon as the dommant mode ofproducbon However, the mcremental nature of
these actIVItIes ensures that hOUSIng development takes a very long tIme to complete
because households have to match theIr 10vestment to therr vanable 1Ocome streams
SInce most houses are bwlt by pnvate 10dIvlduals who ta1..e a long bme to complete theIr
constructIon, the eXistence of a hOUSIng finance InstitutIon could be advantageous 10
reduc10g IneffiCIencies associated WIth ty10g capital resources that remam underutIhzed
for long penods

72 Assessment ofHousmg Needs

7 2 1 The requIrement for housmg anses from newly formed households as well as the need
to upgrade and replace the eXlst10g stock Apart from population growth, the trend of
rural-urban mIgratIon adds to the growth of urban households whde overcrowded
condItIons m the eXIstmg stock also necessitate the productIon of new Ulllts On the
assumption that an occupancy rate of more than two p~rsons per room constItutes
overcrowdmg, It IS obVIOUS that there IS an element of overcrowd1Og especIally m the
urbm areas, With average household SIze of 548 persons and average 2 5 rooms per
house On account of the poor housmg condItIons noted even m the urban areas, It IS

conservatively estimated that at least 8% of the eXlstmg stock, representmg 288,000 of
the 36 mtlhon stock ofhousmg umts, need to be upgraded and 5% representmg 180,000
umts, need to be replaced

7 2 2 In 1993, TanzanIa had about 5 243 mtlhon households (Contmental Shelter Atlas, 1996)
Given an average urban household size of5 48, the total number ofhouseholds In 1997
IS estimated at 58 mIlhon and prOjected to Increase to 10 2 mIlhon by the year 2017 (see
Table V below)



73

12

Table V PopulatIOn Growth and Hou'ichold Form1tJon

COUNTRY 1997 2002 2007 2012 2017
Population 31914400 36701560 42206794 48537813 SS 81848)
Annual gro\\lh rale(%) 00 30 30 30 30
Average Household SIZI. 548 S 48 548 S 48 S 48
1 olal Households 5823795 6697364 7701969 8857265 101858'14
Ne\\ Households per \ ear 00 194 1265 2232454 2567323 2952420

URBAN AREA 1997 2002 2007 2012 2017
Population 7787 114 10 317 926 13671251 18 114409 24001592
Annual growth rate 00 65 65 65 65
Average Household size 548 548 548 548 548
Total Households 14210062 18828332 24947540 33055490 43798525
New Households per year 00 545748 72 311 7 958130 1269520

AffordabdIty AnalysIs

7 3 1 The asset value of hOUSIng that households can afford IS the capItahzed amount of the
Investment they may make It IS determmed by the amount households devote to monthl)
hOUSIng payments and the tenns of the mortgage loan they are able to take

7 3 2 HOUSIng expense IS, In tum, a functIon of Income and the share ofthat Income devoted
to other expendItures such as food, clothIng and other servIces Based on the expenditure
patterns htghhghted In World Bank's Country Survey (1996), average annual household
Incomes In Tanzarua range from TSh 255, 847 for the pooresthouseholds to TSh 1 13
mIllIon for the better-off In Dar es Salaam, the average Income for the better-off
household IS estimated at TSh 1 18 mIllIon per annum The survey reports that the
poorest households m Tanzama devote TSh 13,982 or 5 4% oftheIr Income to hOUSIng,
whIle the better-off devote TSh 66, 570 or 5 8% for same In most cases, however,
between 25% to 30% IS a safe rule of thumb for allowable hOUSIng expendIture

7 3 3 Presently In Tanzarua, mortgage loans could only be affordable to the top two qumtlles
of the mcome dIstnbunon bracket. Based on the average annual Income ofthe better-off
In Dar es Salaam, and assumIng a loan term of 20 years nommal mterest rate of22%,
25% down payment for a standard house WIth total floor area of 54 12 sq meter and

costIng TSh 8 milhon, affordabIhty analySIS IS presented below based on a typIcal
borrower profile

Borrower Profile for Mortgage Faclhtv

LTV=75% Term= 20 years Interest= 22%p a

Borrower's annual salary
Total Monthly mcome
Allowable hOUSIng expendIture
(30% ofmonthly Income)
Standard House pnce
Down payment
ReqUired mortgage loan amount
ReqUIred monthly IDstallment

=

=

=
=
=
=
==

TSh 1 18 mI1hon
TSh 98,470

TSh 29,541
TSh 8 mllhon
TSh 2 mIlhon
TSh 6 mIlhon
TSh 111,400
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73 4 With a poverty mdex of50%, and on the basIs of the foregomg analysIS, It would appear
that the maJonty ofTanzamans would not be m a posItion to afford the standard house
because the TSh III 400 reqUIred for the monthly mortgage repayment IS more than
300% of the allowable monthly housmg expenditure

7 3 5 However It must be mentioned that there IS no shortage of Individuals buymg bUIldIn£!
and rentIng houses at these and higher prIces Although Incomes are reportedly 10\\

In Tanzama, the fact that many households augment theIr earnmgs through
mformal sector activities partly explaInS why they seem to be paymg a slgmficant
share of theIr Incomes to acqUIre houses, apart from the growmg cultural premIUm
placed on house ownershIp In the urban areas, more than 75% of households have two
to four sources of Income (see Table VIII below)

Source Challenge ofReforms Vol II. World Bank 1996

I
I
I
I

Table VI Income DiversIficatIOn In Tanzama
(Percentage of Households)

TANZANIA TANZANIA ALL RURAL RURAL URBAN
Pooresl Better-off Pooresl ALL ALL

Number ofdltlerent ongms
for sources ofmcomes
One sourc:e: of mcome 207 174 221 209 190 230
Two sources ofmcome 412 3405 380 389 380 394
Three sourc:e:s ofmcome 262 249 269 269 29.2 249
Four sources of Income 119 132 130 13.2 139 127
TOTAL 100 100 100 100 100 100

DARES
SALAA\1

ALL

sso
319
84
44
100

I
I
I
I
I
I

\

7 3 7 The above scenano 10dicates that mformal sector actiVItIes generate supplementary
1Ocomes, and have been estImated to be as hIgh as 45% ofG D P Another mterest10g
aspect about house affordabIhty 10 Tanzama IS the fact that for the 168 hous1Og unIts
recently developed by NHC under the Tabata Housmg Scheme, there were 375
applIcatIons, all ofthem cash buyers, a ratIO of2 2 applIcants per house NHC and other
developers are confident that many more applIcants could come forward If mortgage
financ1O~_fa~JIltIes~comeavaIlable 10 the cou.ntry

8 ESTABLISHING A HOUSING FINANCE INSTITUTION

8 I Background

8 1 1 Like other East AfrIcan states, TanzanIa had a hOUSIng finance mstitution before
10dependence 10 1961 The FIrst Permanent BUlldmg Society operated In the three East
African states, Nyasaland, Northern and Southern RhodeSIa prOVidIng savings and
mortgage facIlitIes maInly to Europeans and to a lesser extent, ASians However, as
agItatIOns for Independence heIghtened In the regIon uncertaIntIes about the future
among these groups caused a run on the SOCIety, leadIng to Its eventual collapse

8 1 2 The measures Instituted by the Colomal (now Commonwealth) Development Corporation
(CDC) on behalfof the Bntish government to rescue the Society resulted In the creatIOn
ofa hOUSIng finance company In each ofthe East Afncan countrIes Thus the Hous1Og
FInance Company of TanzanIa (HFCT) came Into bemg, WIth CDC and the government
of Tanzama as equal shareholders 10 the new company As part of the ongoIng
natIonalIzations, the TanzanIa Housmg Bank (THB) was estabhshed In 1972 as
sU('.I~essor to HFCT WIth objectives as follows
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(I) to mobIhze local savmgs and external resources for housmg development,
(11) operate savmgs, tIme and term deposIt accounts,
(m) promote housmg development,
(IV) make loans, and guarantee loans made by others for the constructIon and

development of commercIal and mdustrIal premIses,
(v) ensure the ImplementatIon of Government polIcy on housmg and bUlldmg

8 1 3 The three shareholders m THB were

ISh (mIllIon) %

(I) Government of Tanzarua
(n) NatIonal Insurance CorporatIon
(m) NatIonal ProvIdent Fund

1860
1208
-2l2
4000

465
302
2.l1

1000

8 1 4 THB was placed under lIqUidatIOn m 1995 as a result ofa mynad ofproblems VIZ

(1) a weak capItal base - at the tIme ofthe collapse the share capItal was TSh. 400
mIllIon,

(n) the tendency to depend on short-term borrowmg to fmance long-term assets, thus
creatmg an asset - habIlIty mIsmatch,

-
(m) lugh commerCIal lendmg rates due to lugh cost of borrOWing and very hIgh

proportIonofnonperformIng loans, more than 50% ofTHB's outstandmg loans
bemg m arrears,

(IV) poor record keepmg, makIng the follow up ofdefaulters extremely dIfficult,

(V) lendmg agaInSt unsurveyed land WIthout extra secunty and sometimes dISbursIng
loan funds agaInst noneXJstent propertIes,

(VI) operatIng In a legal envIronment that IS mefficient and at tImes outnghtly corrupt
WhIch made loan recovery long and cumbersome

82 Case For

82 I The most ObVIOUS reason for establIshIng a new hOUSIng finance mstitutIOn IS that
Tanzama had, even before Independence TanzanIans have utIlIzed housmg finance
servIces and mortgage facIlIties There IS, therefore, an mstltutlonal gap to be filled as
IS the general perceptIon

8 2 2 However. the most compellIng reason IS the many housmg umts on offer for sale by
the NHC and other parastatals that have eIther been or are bemg
prIVatIzed/restructured There are few buyers ready and able to acquire these
houses IQ the absence of a mortgage financmg faCIlity or mstItutIon In the case of
NHC, thIS lack ofmortgage finance IS SIngled out as the bIggest Impediment to middle
and lower-mcome Tanzantans' abIlIty to purchase the 4,000 NHC housmg UnIts approved
for sale by the government between 1994 and 1997 It IS also the cause ofgovernment's
apparent unWIlhngness to approve the sale ofanother 2,000 propertIes belongmg to the
CorporatIon Other parastatals e g NatIonal Insurance CorporatIon Postal Bank and the ~
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recently pnvatlzed Tanzama Breweries Ltd (TBL) are bemg compelled to selI their
residential properties so that they can concentrate on their core busmesses For this
exercise to succeed, there IS defimte need for a mortgage financmg faclhty! mstltutlon
10 the country An advertisement for sale of21 properties by TBL was Viewed with great
skepticism m the absence of such an mstitutlOn

8 2 3 In addition to these ready-to-take busmess opportumty for the proposed housing finance
mstltutlon, NHC and other developers have plans for real estate development. especIally
for the low and middle Income segments of the populatIOn Some of these schemes
mvolve the provIsion of serviced plots while others entad makmg avaIlable for sale
housmg umts at different stages of completion For these housmg projects aImed at
meetmg the demand of a rapIdly expandmg urban populatIon to be successfully
Implemented, the avallablhty ofmortgage financmg IS a necessary condltlon

8 24 As Tanzama moves toward a market economy, the forces of demand and supply Will
become the mam deternunants of resource allocatIon It IS, therefore, to be expected that
a market- onented housmg finance mstitutlon could stImulate the emergence ofpnvate
developers WIth benefiCIal effects for aspmng homeowners

8 2 5 On the supply SIde, there IS a further IncentIve for estabhsInng a hOUSIng finance
InstItutIon as some of the InstItutIOns, speCIfically NIe, NSSF, PPF, LAPF and the
Postal Bank (PB) are Involved In bUSInesses that generate a lot of medIum to long-term
funds Investmg In real estate contInues to be the maIn Investment OppOrtunIty that IS
aVaIlable to these InStltutlons and some ofthem have set asIde speCIfic amounts of theIr
InvestIble funds that should go Into hOUSIng For these InstI1UtIOns, a commerclally
onented housmg finance mstltutlon could serve as a nght condUIt to channel theIr funds
When estabhshed,-the housmg finance InstItutIon could sInft the burden of managIng
hOUSIng loans from these InstItutIOns wInle prOVIdIng them WIth VIable Investment
opportunltles The new Instltutlon WIll, therefore, benefit from havmg dependable sources
of depOSIts WIth wInch to fund Its mortgage ongInatIon busmess

8 2 6 Fmally, it should be noted that when the development of a capItal market IS completed,
the stock exchange could serve as an excellent platform for wholesale funds mobdIzatlon
by the proposed Instltutlon TIns can be done through the Issuance ofcommercIal paper,
hOUSIng bonds or slmdar asset backed debt Instruments, thereby contrIbuting to the
deepenmg of the capItal market

8 3 Case Agamst

8 3 I From the review of InformatIOn avaIlable to the Consultants, and dIScussIons held WIth
offiCials of GOT and other mterested orgarnzatlons, there are some major factors that
mlhtate agamst estabhshmg such an mstitutlon These are constramts that, If not
addressed at an early stage, mIght affect the future solvency of the mstltutlOn

FIrst IS the stIgma ofassoclatmg the new mstItut!on WIth the recently collapsed
THB ThIS perceptIon WIll disappear If the new InstItution IS fully autonomous,
With a profeSSIOnal management team that IS apolItIcal m the conduct of ItS
bUSIness TIns kInd of management team could create confidence In the
marketplace, especIally to the depOSItIng publIc and those seekIng mortgage
loans ActIOns already taken by the Government to ensure that no depOSitor WIth
the defunct THB loses hIS depOSIt and the creation ofa DepOSIt Insurance Fund
already have gone a long way m creatmg depOSItor confidence
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• Secondly, is the "culture of nonpayment tolerance" which IS said to have been
fostered for decades 10 Tanzama by the soclahst onentatlon In the new capitalIst
era and with the reqUIsite legal frame\\ork In place changes In attitudes to\\ard
borrowmg and loan repayment Will occur

• Related to the above IS the general perception of the court system m Tanzama
Tenants or borrowers threatened with eVIctIOn or foreclosure take theIr cases to court
where It takes up to three years to resolve. whIch IS obVIously very frustratmg to
landlords and lenders as the case may be NHC, the bIggest landlord m TanzanIa
and hence the mam culprIt, has already mitlated diSCUSSions for speedmg up the
JudICIal reform process More serious consideratIOn should therefore be gIVen
to the Idea of creatmg commercIal courts to deal With cases more expedItIOusly
ThiS Will certamly constItute a slgmficant development not only for the
establIshment ofa market-onented housmg finance system, but for other lenders m
the economy as a whole

• Fourthly, the process of land allocatIOn, tItlmg and registratIOn IS fraught" dh
bureaucratic delays and Identified as a major constramt to the development of
Vibrant housmg and land markets m Tanzania Government IS, however,
addressmg tlus Issue begmnmg With a NatIOnal Land Pohcy whIch was adopted 10

March 1995, to be followed With a Land Act WhICh IS soon to be submItted for
ParlIamentary approval and enactment The most Important prOVISIOn of the new
land law IS that land wIll have monetary value and therefore tradable

• The process of land allocatIon, regIstratIon and Isswng of tItles need to be
streamlIned and modernIzed, as these actIons wIll ensure that leaseholds can be
freely exchanged and usable as collateral for mortgages

• Fmally, madequate urban mfrastructure and services, particularly access roads,
constitute senous Impediments to housmg development For mstance, NHC IS
currently undertakIng two housmg projects m Dar es Salaam and although the
houses are nearing completIon, there are no access roads Water reticulatIOn and
lack ofwaste disposal systems also Impose constramts to housmg development

8 3 2 It IS encouragmg that the government IS aware that prOVISIon of urban Infrastructure and
servIces remams ItS responsIbIlIty It IS, however, recommended that government IntenSifies
Its prOVISion ofurban mfrastructure and servIces to faCIlItate an mvestment from developers,
With spIllover effects on access to housmg

9 INSTITUTIONAL FRAMEWORK

9 1 ConSiderations

9 1 1 Havmg regard to the arguments advanced for and agamst a housmg finance mstltutIOn m
TanzanIa, the logical conclUSIOn IS that It should be establIshed The new Institution should
be based m Dar es Salaam's CBO for at least the first five years Thereafter the deCISIon to
establIsh a branch network In other major towns WIthIn the country should be mformed by
busmess potentIal
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9 1 2 In consldenng the type ofhousmg finance mstltutlon to establIsh, the alternatives conSidered
mclude a bank, broadly defined as "a financial mstltutlOn authorIzed to receive money on
current account subject to withdrawal by cheque" a finanCial mstitutlOn which IS hke a
bank but does not operate current accounts and a bUlldmg socIety

I
I
I
I
I
I
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The trend worldwIde IS a convergence towards unIversal bankmg, wIth banks provldmg all
types of financIal servIces, Includmg housmg finance, under one roof For Instance, m the
UnIted Kmgdom, bUIldmg socIeties have been convertmg mto banks and operatmg wlthm
an mtegrated finanCIal system Although the finanCIal sector IS not hIghly developed m the
Tanzarua, the sItuatIon should not be any different BesIdes the fact that there are no major
dIfferences between a bank and a financIal mstItutlOn as far as IIcensmg and superVISIon
conSIderations are concerned, operatmg as a bank offers more flexIbIlIty m terms of the
scope for resource mobilIzatIon and provldmg a diverse range offinanCIal products WhIle
the eIght newly lIcensed commerCIal banks are busy establIshmg themselves and provldmg
short-term credIts, the proposed mstltutlon could develop a nIche In offenng mamly
housmg finance products The NatIonal Bank of Commerce, wIth branches all over the
country IS undergomg a restructunng and therefore IS not m a pOSItIOn to prOVIde housmg
finance

As regards a buddmg socIety, It should be noted that although the first housmg finance
mstitutlon In Tanzama was a buddmg SocIety, m the last three decades no buIldmg socIety
has operated m the country, and there IS no sperate legal regIme govemmg the operatIon of
such mstltutlons m TanzanIa In addItIon, most of the populatIOn has lIttle Idea how a
buddmg socIety operates TIus conclUSIon 15 supported by the Kenyan expenence where the
busmess ofhousmg finance IS carned out by both finanCIal mstitutIons such as HFCK and
buIldmg socIetIes It IS therefore recommended that the proposed mstItution be
regIstered as a bank although Its core functIOn will be mortgage financmg actIvIties

The new mstltutlOn should be regIstered as a lumted lIabIlIty company under the CompanIes
Ordmance and lIcensed under the Bankmg and Fmanclal InstItutIons Act (1991) However,
two amendments to thIS Act 1991 call for specIal note

(I) SectIon 13. (2) (a) as amended by "Wntten Laws" (MIscellaneous Amendments
(No 2)1994 "Every finanCIal mstltutlon shall commence operatIons WIth a mInImum
core capItal ofnot less than TSh 500, 000,000 or such lugher amount as the Mllllster
may, by order publIshed 111 the Gazette, prescnbe, and shall mamtam thIS mInImUm
amount at all tImes

(11) SectIOn 13 (3) also amended by "Wntten Laws" as above, "Notwlthstandmg
subsectIOns (1) and (2), no one mdlvldual body corporate owned or controlled
dIrectly or mdlrectly or otherwIse shall have a benefiCial mterest In more than
twenty percent of the share capital of any bank or finanCIal InstItutIOn."

The ImplIcatIOns of the above are that a finanCIal mstltutlon's mmlmum share capItal IS
TSh 500 mIllIon whIle the mlllUllum number of shareholders cannot be less than five
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9 2 Capital Structure

92 I It IS expected that the maJonty shareholdmg In the proposed Tanzama Mortgage Bank. Ltd
will be held by Tanzamans, both corporate and IndIViduals WhIle the pensIOn funds and
NIC may be the most desIrable Investors government could have a token presence as a sign
of Its support, subscnbmg to 10% of the shareholdIng It IS also proposed that at least two
mternatIonal and/or regional development Institutions be InvIted to Invest as techmcal
partners and/or long-term lenders In the venture The share capItal proposed for TMB ]s
TSh 1 2 bJIhon (US$l 9 mIllIon), dIvided mto 1,200,000 shares each at a nomInal value of
TSh 1000

9 2 2 It IS also proposed that a long-tenn loan ofTSh 315 mIllIon (US $500,000) be sought from
the mternatlOnal/regIOnal InstitutIOnal shareholders and lendmg agencies Dlstnbutlon of
the TSh I 515 bIllIon capItal structure could be as follows

Type of Investor

EQUIty

Pensions Funds
Insurance CompanIes
Banks
Pnvate IndIVIduals! Compames
Int /RegIOnal devt InstltutIOns

Int /RegIOnal devt mstltutIOllS

Total

%

40 480
15 180
10 120
15 180
20 240

102 1,200 1.2.11

315 2079

.1..ill 10000

9 2 3 ThIs w111 result m a debt ratIo/eqUIty of 1 4 WIllIe It IS recommended that the eqUIty be
contnbuted In full dunng the first year ofoperation, the loan should be dIsbursed only \\ hen
the mstltution IS ready to utilIze the proceeds for lendIng operations Concemmg
representation at the Board ofDirectors It IS proposed that shareholders be allocated seats
m blocks of subscnptIOns up to TSh 20 mIllIon of the authonzed and paid In capital In
additIon to a seat for the Managmg DIrector, the number ofseats would be seven

9 3 Office Premises

9 3 1 Havmg concluded that establIshIng a housmg finance msututlon IS JustIfied, It IS logIcal to
conSider ItS location and the space reqUIrements for ItS operations Ideally, the new bank
should be housed In Its own bulldmg and be promInently located In Dar es Salaam s Central
Busmess Dlstnct (CBD) The deSIre to operate from own buIldIng must, however. be
balanced agaInst the need to utilIze all the funds avaIlable for the purpose of mortgage
underwntmg durmg the first few years of operation It may therefore be appropnate to
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rented premIses for the new mstitutlOn until such time as Its funds pOSItion allow for the
purchase or constructIon of ItS own headquarters bUlldmg The followmg space would be
reqmred mltlally

W
Offices
Bankmg Hall/Computer Room

Area
400m2

200m2

10 RESOURCE MOBILIZATION STRATEGY

I
I
I
I
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The proposed hOUSIng bank wIll depend on shareholders'funds, loans, pubhc and
mstItutlOnal deposits for ItS operatIons Current, tIme and savmgs depOSIts wIll be
encouraged As the new mstItutlOn wIll have to compete WIth the eXlstmg commercIal
banks, seven non bank finanCIal mstltutlOns and any new entrants It must, therefore, de\ Ise
resource mobIlIzatIOn strategIes that wIll make It competitive by offenng market rates It
should also be noted that there IS currently a very high spread between depOSit and
lendmg rates In the banIang system In July 1997, savmgs rates ranged from 2% to 10%
whIle the pnme rate stood at 24% and 25% at Standard Chartered and FIrst AdIlI banks
respectIvely As at 31 December 1995, tIme and savmg depOSIts WIth commercIal banks
stood at TSh 188 14 bIllIon willIe the PB had TSh 22 29 bIllIon In saVIngs accounts These
Increased by 27 8% and 7 5% to reach TSh 240 40 bIllIon and TSh 23 96 bIllIon
respectlvely as at the end of December 1996 At the end ofMarch 1997, June and savmgs
depOSIts WIth commerCIal banks Increased further to TSh 254 40 bIllIon wlnle savmgs WIth
the PB stood at TSh 24 60 btlhon

Per the proposed ImplementatIon Plan (AppendIX III), the first step 15 for the project
promoters, ML&HS, pOSSIbly WIth the asSIstance of the Consultant (Shelter Afnque) to
bnng together the prospectIve local Investors (pPF, NPF& NrC) to confirm theIr Investment
mterest In the proposed housmg bank The consultatIons should also agree on a capItal
structure and lffiplementatlon programme InternatIonal/regIOnal development InstItutIons
such as IFC, CDC and Shelter Afnque should also be sounded out as to whether they could
partICIpate In thIs venture

Once agreement IS reached on the shareholdmg structure ImplementatIOn programme and
financmg plan, an Intenm CommIttee ofShareholders should be constItuted to coordInate
project ImplementatIon, Includmg the recrUItment of key staff, untIl a formal Board of
DIrectors IS appomted to supervIse the operatIons of the housmg bank

When It opens Its doors for busmess, the bank can launch the followmg resource
mobIlIzatIon strategIes

(I) encourage members ofthe pubhc to open current, savmgs and tIme depOSIt accounts
For thIS purpose, the instItutIon should have custom- buIlt bankmg hall with full
computenzatlon of ItS operations,

(11) encourage employers, Includmg government mstltutlons, to pay salanes through the
mstitution,
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(m) Introduce savmgs products hke "Contractual Saving for Housing for potential
chents

(IV) mtroduce a programme through which employers \\Ishmg to provide houslllg loans
for their employees can do so without having the burden of managIng the loan
portfoho themselves ParticipatIng employers Will be required to deposit funds \\-Ith
the bank to on-lend as mortgage loans to their employees The employer may
determIne the applIcable mortgage rate while a margIn of 3 or 4% pOInts WIll be
suffiCIent to cover the admimstratIve cost of the programme and provIde the bank
wIth returns

(V) enter Into specIfic arrangements WIth the mstltutlons that generate long term funds
wIth a VIew to channelIng these funds to housmg through the bank Tlus wIll
Involve agreement on mterest rate and other terms for theIr deposIts The mstItutIons
to be approached mclude some of the potentIal shareholders The hOUSIng finance
mstltutlon can structure housmg bonds, commercIal paper or SImIlar asset-backed
debt mstruments eIther on pnvate placement or through the stock exchange when It
IS operational

(VI) seek GOT and Bank ofTanzama penmsslOn to Issue tax free hOUSIng bonds and
bearer certIficates of depOSIts that are negotiable

11. ADMINISTRATIVE AND MANAGEMENT STRUCTURE

11 1 It IS proposed that TMB be supervIsed by a seven man Board ofDIrectors to be appOInted
by and representmg the shareholders The Board WIll be expected to delegate the
ImplementatIOn of Its polIcy to an executIve management team headed by a Managmg
DIrector, who may be seconded by one ofthe techmcal partners

11 2 The ManagIng DIrector, who should be profeSSIOnally quahfied WIth an excellent track
record m managmg SImIlar InstItutIOns, WIll help develop the necessary confidence m the
new InstItutIOn from both the depOSItIng and borrOWing pubhc Havmg regard to theIr
expenence With the recently collapsed THB, depOSItors In partIcular WIll need to be
conVInced that the new hOUSIng finance InstItutIOn wIll operate on sound commercial
pnnclples, be able to operate by the rules and resist any pobtlcal or other undue pressures

11 3 The precise number and categones ofother staff to be hIred inItIally wIll be determIned by
the Board ofDuectors on the adVIce of the Managing DIrector However, some of the key
staffmust be there early to establIsh the operatIng norms of the bank

11 4 Once the mstltutlOn IS fully operatIonal It IS expected to have the followmg staff

Job Title
Managmg DIrector
ExecutIve DIrector (ED)
Mortgage Manager
FI".mce Manager

MQ....
1
1
1
1
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Computer Supervisor
Mortgage Officers
Accountmg Assistant
Opeiators
SecretarIes/Clencal Staff
Messengers\Dnvers

1
2
1

_2
II
..4
25

11 5 An orgamgram IS proposed m Chart II with the estimated costs for the full staffcomplement
provided as Appendix I Salaries proposed for the top management are comparable with
those obtammg m the bankmg mdustry of Tanzama Five key officers Will constItute the
company's top management as shown below

Other staff to be engaged should have relevant expenence m theIr respectIve areas of
competence Staff mvolved In mortgage lending and admInIstratIOn WIll be gIven short
tenn traImng while external traInmg could be hmIted to short- term attachments at
successful hOUSing finance mstitutions m countnes wIthIn the regIon such as Kenya,
Zimbabwe and South Afnca SupplIers of the computers and the software Will also be
expected to prOVide m- house trammg as part ofthelf sales packages

QualIfications

As for Managmg DIrector above but WIth a legal background
He/she WIll handle all the legal aspects oftransactlOns

A umverslty graduate WIth extensIve expenence m housmg
finance and/or bankIng at sernor managenallevel

and practIcal
lendmg and
for at least

A UnIVersIty graduate WIth relevant
expenence m bankIng, preferably
adminIstratiOn at a managenal level
four years

A umverslty degree plus profeSSional qualIficatIon In

accountmg coupled With practIcal experIence In housmg
finance, mvestment and/or bankIng at managenal level for
not less than four years

A dIploma m computer sCIence/mformatIon technology plus
practIcal expenence m managmg computer operatIOns of a

-medn.am to large orgamzat'ofl -espeCIally In the finanCIal
sector

I Managmg DIrector

Job Title

3 Mortgage Manager

2 ExecutIve DIrector

5 Computer Supervisor

4 Fmance Manager

116

I
I
I
l-
I
I
I
I
I
I
I
I
I
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12 SUPPORTING ACTIONS AND POLICIES BY GOVERNMENT

12 1 Tre proposed hOUSing finance institutIOn WIll be a a profit- Oriented institutIon Although
the government may not have a dIrect role In the instItution It WIll nevertheless. be
expected to provide the enabhng environment In terms of the macroeconomIC, legal
and regulatory frame\\ ork, and 10 the prOVISIOn of the phySical 10frastructure In
particular GOT WIll be expected to put In place credIble macroeconomIC polICIes. entaIling
low budget defiCIts for mamtammg low levels ofmflatlon Coupled with the remforcement
property rights, foreclosure laws and procedures, these WIll be Vital mgredlents for the
emergence of a sustamable hous1Og finance system by reducmg both credIt and systemIC
nsks

12 2 It should also be acknowledged that hOUSing has a major socIal welfare component WhICh
helps create polItIcal and SOCIal stabIlIty m a nation By asSIsting the new mstltutlon In ItS
role of promoting housmg dellvery, the government Will also be achlevmg ItS goals for
maIntaining economIC, socIal and polItical stablhty

12 3 Government could also facIlItate the mobIlIZatIOn of funds by such fiscal measures as
malong mterest on reSidentIal mortgages tax- deductIble and exempt10g 10terest on
housmg bonds and other deposIt ralsmg Instruments Issued by the new hous1Og bank
from taxatIon Should the new company's external lenders 10Slst on a government
guarantee, the same may be consIdered on Its own ment

-
12 4 As regards mvestme~t mcentIves and the enabhng enVIronment m general, external mvestors

WIll look to the government polley on remIttance of profits, dIVIdends and capItal The
mvestors WIll also want speedy approval and IIcens10g of the new 1Ostltutlons as the
approval and lIcens10g process for new 10vestments IS currently fraught With bureaucratIc
delays

12 5 It IS also recommended that the new 1OstItutlon makes It mandatory for every borrower's hfe
to be Insured for an amount eqUivalent to the loan taken and for the entire duration of the
loan Modalltles for the payment of Insurance pohcy premiUms regard10g mortgage
protectIon and fire hazard can be worked out wIth 10terested 10surance companIes

12 6 The last, but not the least Important Issue to conSider relates to the questIon ofsubSidIes for
the low Income groups It IS noted that many housmg subSIdy progranunes have not
succeeded In helpIng the target group as the benefits tend to leak to hIgher Income groups
Furthermore, lumpsum subSIdies are more transparent and effectIve for hous1Og subSIdy
programmes

127 For Tanzama. It IS would not be prudent to burden the proposed hous1Og finance InstitutIOn
wIth the management of subSidIes for the low Income groups In any case. It IS very
unhkely that the government Will prOVIde hOUSing SubSIdIes to ItS low Income people from
the central budget Rather, government should assist the low 1Ocome groups by provld1Og
serviced plots to encourage the allotees to moblhze finanCial and other resources to acquIre
theIr own dwellIngs With an Improved budgetary POSItion the government can conSider
financmg the prOVISIon of cash grants and other forms of direct support for low mcome
hous1Og
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IntroductIon

OPERATIONS

Busmess Lme

most mortgage lenders requIre between 15
and 25% of the property value to be financed
from borrowers' own resources,

for employed apphcants, a letter from the
employer IS suffiCIent.

for self-employed apphcants. ta.x returns for
the precedmg three years or bank reference

, are reqUIred.

loan to value ratio

venficatlon of mcome

The structure of the financIal sector m TanzanIa IS faulv rudimentary and has no secondary
markets or credIt reportmg agencIes Consequently, the new mstltutlon wIll have to
admInIster mortgages from ongmanon to the time when they are fully repaId Tlus mvolves
recelvmg loan applIcatIons and processmg them to the pomt where first charges on the
properties bemg purchased, constructed or Improved are regIstered and funds disbursed, and
then servICIng the loans untIl they are fully repaid The mstltutlon Will have to operate In
a manner that Will protect Investors and create confidence WIth deposItors and borrowers
ahke

In addItion to provldmg servIced plots to low mcome groups, the government can gl\ e
incentives to pnvate developers to build houses that arc affordable by these groups,
mc such example bemg land allocatIOn free of charge or at mInimal prIces In tIus
lI1stance the government would allocate servIced land to developers on the express
yondltlon that houses to be constructed on the land \\ 111 be sold for pnces whIch do not
~xceed an agreed figure, whIch should be adequate to generate normal profits to the
developers The Buru Buru and Koma Rock estates m NaIrobI were developed on the basIs
oftlllS pnnclple

(11) utIliZIng the funds for the provIsion ofmortgage loans for purchase, constructIOn and
Improvement of resIdential, commercIal and mdustnal buIldIngs

TMB WIll offer vanous finanCial servIces, although It WIll concentrate on hOUSIng finance
busmess whIch basIcally entaIls

(I) moblhzIng saVIngs and other deposIts, and

UnderwrItIng Standards

(11)

(I)

The bank may diverSify Its portfoho by offenng other finanCIal servIces such as leasIng and
hIre purchase, loans for consumer durables lIke motor \ ehlcles, household goods

TMB must estabhsh stnngent underwntmg cntena to be met by every borrower, and whIch
may mclude the followmg

I
I
I
I
I
I
I
I
1-
I
I
I
I
I
I
I
I
I
I



(111) housmg expense ratlo

(IV) loan servlcmg
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between 25 and 30% of the total monthly
Income ratio Income of the household IS
allowable,

check off system, Ie, dIrect deductIOn from
salary and remittance by the employer of the
borrower,

bank standmg orders and/or Internal transfer
orders from savmgs accounts mamtamed With
the housmg finance company (especially for
the self-employed)

(V) secunty/collateral for the loans - first charge on the property agaInst winch the
loan IS made and/or credit enhancements such
as mstltutlOnal guarantees or co-mortgagees

(VI) type ofproperty to be financed - IfeXlstmg, the soundness of the structure and
matenals used must be venfied,

If the loan IS for constructIOn of new
dwellmglbuddmgs architects plans approved
by the appropnate authonty plus
speCifications by a registered quantity survey
or arclutect must accompany the applIcatIOn

(Vll) tenure of the property

(Vlll) loan disbursement

(IX) term of the loan

(X) msurance

Ifleasehold Its umexplred term should not be
less than 2 times the term ofthe loan

for purchase of an eXlstmg property, funds
Will be dlsbwrsed on fulfillment of all

-pr~ndIt1ons 1tl1cludm~IegJ.stratlOll of the
first charge on !the property

If the loan IS for constructlOn, stage
dIsbursements \WIll be made on fulfillment of
all precondntlOns plus certificatIOn!
venficatlOn b}v a regIstered valuer that the
borrower has lused the respectively agreed
amount on comstructlon

between 15 amd 20 years dependmg on the
mcome and agte of the borrower and the type
of the property' bemg financed -

the subject prolPerty must be Insured agaInst
fire and other Ihazards whtle the borrower's
hfe WIll be msmred for the amount and the
term of the loam
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4 Fixed vs Adjustable Interest Rates

4 I In an mflatIonary economy, the applIcatIon of fixed Interest rates result 10 dIm1OUtIon of the
real value of the repayments to the detrIment of the lender Because of thIS, the use ot
adjustable Interest rates for long-term lendIng Instruments such as mortgage loans are
common The rate ofInterest IS usually mdexed or pegged to a benclunark Instrument In the
economy such as InflatIon rate, treasury bills rate. central bank's dIscount rate or Simply the
average cost of funds for the partIcular InstItutIon or a reference group ofmstltutlons

4 2 For the proposed housmg bank, the apphcatlon of an adjustable rate of mterest IS

hIghly recommended, WIth the mterest rate pegged to the commercial banks' average
base lendlDg rate The basIS for this recommendatIon IS that currently In Tanzama, banks
apply fixed rates because they lend mamly for short term Rate settIng for long term lendIng
should, however, be done In such a way that the InstItutIon's average mortgage rate IS at
least 200 basIS po1Ots above the average base lend10g rate nus rate, currently 24% p a. In
Tanzama, 15 hkely to go down as government efforts to bnng down the mflatlon rate bears
fruit The marg10 Will prOVIde the InstitutIon With a suffiCIent return on Its funds whIle
borrowers Will accept thIs rate for the pnvl1ege ofsecunng mortgage loans

5 OperatIonal Benchmarks- Volume of Lendmg

5 1 As stated 10 thIs report, the new InstItution has readIly available pool ofpropertIes to prOVIde
mortgage loans to thea purchasers The number ofmortgages to be concluded dunng the
first year ofoperatIon Will, however, depend on the avaIlabdity offunds and the abIlity of
the managemen~ team to process mortgage applIcatIons to theIr conclUSion

2 It IS, nonetheless, suggested that the new Institution should be able to process at least 60
mortgages dunng the first year of operatIons Loans can be spread out to cover different
pnce ranges and different 1Ocome groups An IndIcatIve spread IS set out below -

MaXimum loan amount N!l ~ Total crSh."OOO")

TSh 9,556,000 20 332 191,120
TSh 15.000,000 10 167 150,000
TSh 20,000,000 10 167 200,000
TSh 25,000,000 10 167 250,000
TSh 35,000,000 -lQ lQ.1 350,000

Total 6.Q l.QQ..Q 1.141.120

53 Dunng the first three years of operation. the number ofmlOrtgage loans advanced may be
modest startIng With 60 loans In the first year IncreasIn~ to 75 and 95 In the second and
thIrd years respectively As the staffbecome better traIned and expenenced, they Will be
able to handle more loans per year It IS thus projected tbat between the fourth and Sixth
years. the number of mortgage loans concluded Will mcrease at the rate of approximately
35%

,4 From the seventh year onwards, the number of loans IS expelcted to Increase at a rate of 10%
per annum For the first ten years, therefore, the proJecteld mortgage lendmg In both the
number of mortgages and the amount IS as follows
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Year No of Mortgages Amount 10 TSh 000

1 60 1,141 1200
2 75 1 369,3440
3 95 1,780,1472
4 125 2,403.1987
5 170 3,244,3182

6 230 4,379,8295

7 255 4,817,8124

8 280 5,299,593 6

9 305 5,829,5529
10 335 6,412,508 1

1355 Havmg regard to the number ofNHC's housmg umts already approved for sale and those
awaItmg approval, It IS safe to conclude that shortage ofhousmg umts IS not lIkely to be the
IImItmg factor However, one factor that wIll determme the number of elIgIble
borrowers wIll be the mortgage rate charged by the new institution It has already been
suggested that such a rate should, at most, be two percentage pomts above the banks'
average base lendmg rate At the tIme of the Consultants' VISIt to Dar es Salaam, the
average base lendmg rate was about 24% p a WIth the rate ofInflatIon at 16 5% BOT and
many players seem to agree that the mflation rate IS commg down, hence average base
lendmg rates WIll follow a SImIlar pattern

13 5 6 BeSIdes mflatIon, the benchmark for banks' base lendmg rates ISthe yIeld on Treasury BIlls
Up to 1992, the rate of Treasury BIlls was farrly steady at around 13-14% However, In

1993 the rate rose sharply to between 28 9% and 75 7% and contmued mto the first quarter
of 1995 Thereafter, a marked drop m the rate occurred between June 1995 and June 1996
as the weIghted average yIeld ofTreasury BIlls fell from 46 7% to 183% By the end of
December 1996, the yIeld had decreased further to 13 5% and at the end ofMarch 1997, It
stood at S1% Interest rates on both deposIts and lendmg have also followed more or less
SImIlar trends dunng the last five years GIven that the InflatIOn rate and the yIeld on
Treasury BIlls are fallmg, It IS to be expected that the banks average base lendmg rates wIll
also fall

13 5 7 It IS, therefore, expected that the average base lendmg rate wIll be 10 the regIon of20-22 %
m the near future Tlus would suggest that It should be possIble for the new housmg finance
company to lend at between 23 - 25% Its average borroWIng rate, hav10g regard to the
need to gIve long-term deposItors an attractIve and pOSItIve rate of1Oterest, WIll be around
15 - 17% P a gIvmg a margm of approxImately 7% whIch IS consIdered adequate to meet
all operatIOnal costs and give a reasonable return to the shareholders' funds

14 COMPUTERIZATION

14 lOne ofthe major problems that caused the collapse ofTHB was poor record keepmg whIch
led to masSIve defaults by the borrowers To aVOId a repetitIOn of thIS problem, It IS
proposed that all aspects of the new bank's operatIons be computenzed from the very
begmmng It IS therefore suggested that the project Impiememtation team IdentIfy and 10stall
a SUItable and cost-effectIve computenzed bankmg package
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14 2 Although most banks and financial mstltutIons prefer to have custom-made software. usualh
developed m-house or by comnussIOned consultants proper record keepmg IS considered
so crucial that the new mstltutIOn cannot afford to walt for soft\\are to be developed In am
case, off-the-shelf packages sUItable for mortgage operations are aVailable m the market

14 3 ' BANKPLUS"software IS currently bemg used satlsfactonly by HFCK In Kenya Apart
from bemg easy to mstall and operate, It IS an mtegrated package sUItable for bankmg and
mortgage lendmg operations, as well as the preparation of accounts mcludmg the general
ledger With regard to mamtenance, a contract IS typIcally entered between the user and the
supplIer, m addition to the usual warranty penod Because ofIts versatIlIty, 'BANKPLUS
may be utIlIzed and Its cost has been mcluded m the mvestment estImates

14 4 Regardmg computer hardware, It IS noted that there are many PCs sUItable for bIg operatIOns
such as a mortgage bank's For mstance, the versatIhty oflBM AS/400 makes It SUItable
for a mortgage company WIth only one office or a network of branches Both the IBM
AS/400 and "BANKPLUS" software can also be modified to accommodate expandmg
operations

14 6 There should be workstatIOns at seven dIfferent pomts In the company one each for the
ChIef Executive, Executive DIrector, Mortgage, Fmance and AdmInIstratIOn managers
Computer Supervisor and two for the tellers



AppendIx I Estimated St-tff Costs

Salaries

Managmg Director
Executive Director
Managers 800 x 2 =
Computer Supervisor &
Other SenIor Officers 600 x 4 =
Operators/SenIor Secretanes 300 x 4 =
Clencal Staff 250 x 9 =
JUnIor Staff 200 x 4 =

Add Pen~lOn/medlcal benefits (10%)
Trammg element (2 11

2%)

Monthly StaffCost

Annual StaffCost

Add Board ofDuectors Fees
ImtIal Tralmng expenses

Grand Total

28

TSh '000"

2 500
1,200
1,600

2,400
1,200
2,250

800
11,950

1,195
-l22

13,444

161.325

6,000
5,000

172,325
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Appendl~ II Estimated Cost of Furniture, Motor Vehicles and EqUIpment

Office furniture and Office Supplies for
TSh "000"

Add Contmgency 10%

PartItIons
BankmgHall
Motor VehIcles
Computers (Hardware) WIth 7 workstatIons
Software - 'BANKPLUS'

~I

I

MDandED
Managers
Others

TSh 4,000
TSh 4,500
TSh 6,000 14,500

6,000
5,000

58,000
60,000

100,000
243,000

24.300

J

Total Cost 276.300
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Appendix III :Proposed Implementation Programme ForThe Establishment of
ThDzama Mortgage Banl< Ltd. (1998)

,
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ACTIVITY .. ,
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FEBRUARY I'
» ~ ~... ).

•,
MARCH APRIL MAY JUNE

~

I Forum for PotentJallnvestors

2 Call for Shares SubscriptIOn &
Allotment

3 Company Formation. Appomtment
of Board of Directors &.
Application for Bankmg License

4 Rental of Head Office

5 Confirmation of Board Members

6 Procurement of Goods & Services

7 Establish Departments &
Recruitment ofStaff

8 Installations & Trammg

9 Fmallze Resource Moblhzatlon
Strategy

10 Inauguration Ceremony
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AppendIx IV DutIes and RC'lponslblhhes ofSemor Manager5

(A) Managmg DIrector,

The Managmg Director will have the overall responsIbillt} for the bank SoperatIOns on a day to
day basIS In tlus role, he/she will be responSIble for Implementmg Board pohcles and deCISIOns
with a view to ensurmg contmued growth and profitablhty of the bank

(8) ExecutIve DlrectoL

The ExecutIve Director wIll be responSible for all legal matters of the bank's operatIons He/ she
shall undertake such tasks and responSIbIlIties as WIll be assIgned to lum by the Managmg DIrector
and wIll deputIze for the latter dunng hIslher absence In additIon, he/ she will have speCIfic
responSIbIlItIes over the company's publIc relatIOns and busmess development actIVItIes

© Mortgage Manager

The Mortgage Manager wIll, under the dIreCtIOn of the Manag10g DIrector, be responSIble for the
operat'on ofan effective system ofmortgage lend10g and admlD1stration He! She WIll be reqUIred
to

1 Orgarnze and superYIse the work flow 10 respect of lend10g operatIons from the receIpt
of an applIcatIOn to the eventual dIsbursement ofthe funds,

2 Mamtam and operate a mortgage admiDlstratlon system that ensures that

repayments are regularly receIved and credited to the respectIve mortgage
accounts,
any default 10 repayments IS detected qUIckly and follow up action taken,
the fire and the mortgage protection polICies are always 10 force dunng the
currency of the mortgage,
the mortgaged propertIes are well mamtamed

3 Tram, deploy and evaluate staffofthe Department and ensure there IS 10dustnal peace,

4 Undertake such other tasks and responSIbIlItIes as may be asSigned to him by the
Company

(D) Fmance and AdmID1stratIon Manager

The Fmance and AdmlmstratlOn Manager WIll, under the dIrectIon of the Managmg DIrector, be
responSIble for dlrectmg and supervISIng resource mobIlIzatIon, accountmg functIOns and
admlD1stratIve aspects ofthe bank such as office accommodation, cleanmg and secunty, stores and
purchases, etc



The manager wlll be reqUIred to

Ensure that cash receipts, custodv and bankmg are handled with due dlhgence and
efficiency,

2 Spearhead moblhzatlOn of funds, mltlate programmes for attractmg penSIOns, provldent
and trust funds accounts,

3 Undertake mvestments and management ofshort-tenn funds, that IS, management ofthe
orgamzatlOns' lIqUIdIty,

4 MaIntam proper and adequate records of all transactIons and ensure that proper
accountmg system IS In place at all tImes

5 Ensure careful use, handlIng and mamtenance ofthe company's property

6 Undertake such other tasks and responsIbIlItIeS as may be aSSIgned to hIm by the
Managmg and ExecutIve DIrectors

(E) Computer Supervisor

The Computer SupervIsor wIll, under the dIrectIon of the Managmg Duector, be responSible for
the InstallatIOn, development and effectIve utIlIzatIon of the bank's management mfonnatIOn
system



I
I
I
I
I
I
I
I
I
I
I
I
I

33

Appendix V TANZANIA MORTGAGE BANK Ltd,
SUMMARY OF PROJECTED MORTGAGE ADVANCES lTSh "000")

Year 2 3 4 5

Mortgage Advances ],141,120 1,369,344 1,780,]47 2,403,199 3244,318
Cumulative Mortgage Advances J.I41.120 2,51 0,464 4,290,611 6,693,810 9,938,128

Interest Received (24%) 273869 602,511 1,029,747 1,606,514 2,385,151
Mortgage Report (5%) 57,056 125,523 214,531 334,691 496.906

330,925 728,034 1.244,278 1.941,205 2,882,057

Cumulative Mortgage Repayments 57,056 182,579 397,110 731,800 1,228,707
I

Mortgage Advances OIS 1,084,064 2,327,885 3,893,501 5.962,010 8,709.42]

FINANCING PLAN lTSb,"OOO")

Planned Busmess Volume 1.]41.120 1,369,344 1.780,147 2.403.199 3,244,318

Share Capital •A' Shares 960,000
'B'Shares 240,000

ForexLoans 315,000

liousmg BondslDebentures 200,000 250,000 300,000 300,000
DeposltJPFISavmgs 300,000 1,000,000 1,500,000 2.000,000 2,800,000

1,815,000 1,200,000 1,750,000 2,300,000 3,100,000

Self-generated Funds 169,344 30,147 103.199 144,318

Total Fmancmg 1.815,000 1.369,344 1,780,147 2,403,199 3,244,318

Cumulative H BlDebentures 200,000 450,000 750,000 ],050,000
Cumulative DeposltslPFI Savmgs 300,000 1,300,000 2,800,000 4,800,000 7,600,000
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Appendix VI TANZANIA MORTGAGE BANK Ltd.
PRO TEeTED INCOME STATEMENTS (TSh "000")

Year 2 3 4 5

INCOME

Interest Received (24%) 273,869 602,51 I 1,029,747 1,606,514 2,385 151
ApplicatIOn fees (1%) 11,4 II 13,693 17,802 24,032 32,443
Investment mcome ( 8 5%) 34,000 34,000 34,000 34,000 34,000
Other mcome 1,000 1,000 1.000 1,000 1,000

Total Income 320,280 651,204 1,082,549 1,665,546 2,452,594

COST OF FUNDS

Interest on Forex Loan (95%) 29,925 26,]84 22,444 18,703 ]4,963
Interest on Debentures (15%) 30,000 67,500 112,500 157,500
Interest on DepOSits (15%) 45,000 195,000 420,000 720,000 1,140,000

Total Cost of Funds 74,925 251,184 509,944 851.203 1.312.463

Gross Profit! (Loss) 245,355 400,020 572,605 814,343 1,140,131

Operatm:: Expenses

Staff Costs 161,325 177,458 195,203 204,963 215,212
AdminIstratIon & General
Expense 53,775 59,153 65,068 68,321 71,737
DepreciatIOn 29,000 29,000 29,000 29,000 29,000
AmortizatIOn 5,410 5,410 5,410 5,410 5,410
DIrectors' fees 6,000 6,000 6,000 6,000 6,000
Audit fees 2,000 2,000 2,000 2,500 2,500
Rent 46,800 46,800 51,480 51,480 56,628
Marketmg 12,000 12,000 12,000 12,000 12,000

Total Expenses 316,310 337,821 360,751 379,674 398,487

Net Profit!(Loss) Before Tax (70,955) 62,199 211,854 434,669 741,644

Tax (375%) 76.162 163,001 278,117

Net Profit !(Loss) After Tax (70.955) 62.199 135.692 271.668 463.527
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AppendI'\: VII TANZANIA MORTGAGE BANK Ltd
APPROPRIATION ACCOUNT (TSh "000")

3 4 5

135,692 271,668 463,527

(2,714) (5,433) (9,271)
132,978 266,235 454,256

20,906 45,260 77,224

112,072 220,975 377,032

76,554 165,731 282,775

35,518 55,244 94,257

62,199

60,955

60,955

(70,955)

2Year

Net Profit after Tah (70,955)

DIVIdend 'B' shares (17%) --=------=-----=~~--~~~__LL,.,G£1

ProVISIon for Bad Debts (2%),__=-- -l(..!...1..:,2~44;;l;J)r...._.._~ ...........o..I---...I.=!.a~U---1.z..£.L.U
DlstrIbutlOn Profit/(Loss) (70,955) 60,955

Dividend •A' shares (75%) -----------~~--~~'-!......-....6:.Q£..a.LL:!.

Net Profit for 'A' shares

Retamed Profit (70,955)

I
I
I
I
I
I

•
I
I
I
I
I
I
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Appendix VIII TANZANIA MORTGAGE BANK Ltd
PRO JECTED BALANCE SHEETS £TSh "000")

Year 2 3 4 5

Frll:ed Assets 235,000 235,000 235,000 235,000 235000

Less DeprecIatIon 29,000 58,000 87,000 116,000 145,00Q

Net Book Value 206,000 177,000 148,000 I 19,000 90,000

Pre-operatmg expenses 21,640 16,230 10,820 5,410 0

Mortgage Advances 1,084,064 2,327,885 3,893,501 5,962,010 8,709,421

Less Prov for Bad debts 0 (1244) (3958) (9391) (18662)
Cash and Investments 432,341 445,754 837,027 1.324,601 2,039,87<2

1,744,045 2,965,625 4,885,390 7,401,630 10,820,635

Fmanced by-

EqUIty 1,200,000 1,200,000 1,200,000 1,200,000 1,200,000

Retamed Profits (70,955) (10,000) 25.518 80,763 175,019

Shareholders' funds 1,129,045 1,190,000 1,225,518 1,280,763 1,375,019

PrOVISIon for Tax 76,162 163,001 278,117

PrOVISIon for DIVIdend 97,460 210,991 359,999

Forex Loans 315,000 275,625 236,250 196,875 157500

Housmg BondslDebentures 200000 450,000 750,000 1,050,000

DepositslPFISavmgs 300,000 1,300,000 2,800,000 4,800,000 7,600,OQQ
1.744,045 2,965,625 4,885,390 7,401,630 10,820,635
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Appendix IX TANZANIA MORTGAGE BANK LTD
SOURCE AND APPLICATION OF FUNDS STATEMENT (TSh "000")

Year 2 3 4 5

SOURCES OF FUNDS

Net Profit before Tax (70,955) 62,199 211,854 434,669 741,644
Add back Depreciation 29,000 29,000 29000 29,000 29000

Amortization 5.410 5.410 5.410 5.410 5.410
(36,545) 96,609 246,264 469.079 776,054

Mortgage Repayments 57,056 125,523 214,531 334,691 496,906

Self - generated funds 20,511 222,132 460795 803,770 1.272,960

I EqUity 1,200,000

I Forex Loans 315,000

250,000Housmg Bonds/Debentures 200,000 300.000 300,000

I Deposlts/PF/Savmgs 300,000 1,000,000 1,500,000 2,000,000 2,800,000

Total Source of Funds 1,835,511 1.422,132 2,210,795 3,103,770 4.372,960

I APPLICATION OF FUNDS

I
Furniture & Fixtures 20,000
Motor Vehicles 55,000
Computer 60,000

I
Software 100,000
Pre-operatmg Expenses 27,050

Mortgage Advances 1,141,120 1,369,344 1,780147 2,403.199 3,244,318

I Tax Paid 76.162 163.001
DIVidend 'B' shares 20,906 45.260

'A' shares 76,554 165,731

I Forex Loan Repayment 39,375 39,375 39,375 39.375

I
Total Application ofFunds 1,403.170 1,408,719 1.819.522 2.616.196 3.657.685

Increase IDecrease In Cash 432,341 13,413 391273 487,574 715,275

I Openmg Cash Balance 432.341 445,754 837,027 1.324,601

Closmg Cash Balance 432,341 445,754 837,027 1.324,601 2,039,876

I
I
I ~1
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Appendu. X LIST OF PERSONS INTERVIEWED

MinIstry of Lands &. Human Settlement

DMSMan
J Mghweno

2 Mmlstry ofFmance

WL Nyachia
GMK Msella

Prmclpal Secretary
DIrector of Housmg
Deputy Director of Housmg

Treasury Registrar
Ag Assistant Treasury RegIstrar

3 Mmlstry ofEconomIc Plannmg/Plannmg Commission

Ag DIrector

4 NatIonal Housmg Corporation

H M Sanga'nya
NKS Mabsa
H C Mutagwaba

5 Parastatal Pension Fund

DE Mattaka-

6 NatIonal Insurance CorporatIOn

PM Kapalata
H Mgude
Mwako Rubo Asumevsye
R NgaI (Mrs)
HA Nohum

7 USAID (Tanzama)

Ag Managmg DIrector
Research and Planmng Manager
Pnnclpal EconomIst

Duector General

Ag Managmg DIrector
Director, Human Resources and Admmlstratlon
Investments Manager
Manager, Estates Management
CivIl Engmeer

PresidentIal Parastatal Sector Reform CommisSion8

H Mrema
D Ngoloy
R MpazJ

N N P Slumwela
DP Mwanylka

Development Speclahst
Economist
Secretary

Co-ordmator
Semor Legal Counsel

I
I
I
I
I

f;?~
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9 Tanzama Investment Bank

A W Mosille
L J Magoma

10 Bank of Tanzama

Dr J L Masawe

M J Gasabile

11 Standard Chartered Bank

DIrector of Projects AppraIsal
Manager AdvIsory ServIce Department

Deputy DIrector. EconomIC Research & Pohcy
Department
Bank Exammer

Tanzama Telecommumtcatlon Co Ltd.

Umverslty College of Lands and Architecture

Sustamable Dar Es Salaam Project

I
I
I
I
I
I
I
I
I
I
I
I
I

12

13

14

15

16

T Bowen

NatIonal Bank of Commerce

AN J Karasharu

B B K Ma.Janl

G KIbola (Mrs )

Dr J M Krronde

Private Sector

A TH Mwakyus

M IQbal HaJI Mohammed

ExecutIve DIrector. Corporate and InstItutIonal BankIng

SpeCIal ASSistant to Managmg Director

PrOject Manager

Pnnclpal Legal Officer

Registrar

Director General. National Engmeenng and
DesIgn Company (NEDCO)
Director. Baghdad Tower Ltd
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Comments on
"FeasibIlity Study for the Development of a

Market-OrIented HousIng FInance System In Tanzama"
Douglas B. DIamond

FInal, March 13, 1998

On 16 December 1997, Shelter Afnque (SA) provIded the Government of Tanzama (GOT) an
evaluatIOn of the feasIbilIty of creatmg a market-onented housmg fmance system, mvolvmg the
creatIOn of a new InStItutIon The present document provIdes a bnef reVIew and evaluatIon of
that report The SA report was based on research and mterviews conducted m Tanzama m mId
1997 ThIS evaluatIon IS based solely on the contents of the fmal report and has not benefIted
from personal research m Tanzama

In summary, the report reaches the conclusIOn that a Tanzama Mortgage Bank (TMB) should
be establIshed as a new InStItutIon, chartered as a bank ThIS author's prImary concern WIth the
report IS that thIs conclusIOn seems to have been preordamed and not subject to enough cntical
analysIs and consIderatIOn of alternatIves From the mformation avaIlable, It appears that there
may be sufficIent potentIal for mortgage lendmg operatIOns to support contmued evaluatIon, but
not necessanly the creatIon of a housmg bank and certamly not the rapId actIon plan proposed
m the SA report

The dIScussIon here WIll follow that m the SA report and hIghlIght concerns on Issues as they
appear there At the end, there IS a more general dIScussIon of the prospects for housmg fmance
m Tanzama

Background SectIOns (1-5)

The SA report notes the very low per capIta mcome levels m Tanzama and the long penod of
expenmentatIOn WIth socialIst economIC structures, and very bnefly mentIons the penods of
stabIlIZatIon and StruCtural reform Unfortunately, there IS not suffIcIent InformatIon and analysIs
to form an opimon about the lIkelIhood of future penods of economIC mstabilIty, mcludmg
analYSIS of the reasons for contmumg hIgh mflation despIte the IMP program and some histoncal
accountmg of what has happened over tIme to the real value of formal sector salanes dunng
penods of mflation These are two Important conSIderatIons m evaluatmg the stabIlIty of a
housmg fmance system

SImIlarly, much more analYSIS IS needed WIth respect to the fmancial sector m general and recent
trends m mterest rates (nommal and real) and banlang margms If the proposed TMB IS to be
operated as a bank., the state of the banlang sector must be more thoroughly exammed It seems
to be m the process of bemg pnvatIZed and restructured What are the SIZes and ownershIps of
the Important banks and theIr fmancIaI health at thIs pomt? Are there large depOSIts m the banks
by the NPF and other government agenCIes?

From the InformatIon proVIded, It appears that the bankmg sector remams m dIsarray, WIth the
largest bank, the NBC, thorougWy bankrupt and awaItmg restructurIng Little more can be told
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about the extent of pnvate sector control and competItIOn In the sector The InformatIOn on
trends In Interest rates IS also very fragmentary and InCOnsIstent Paragraph 3 2 needs to be
expanded to an entIre sectIOn mcludmg tables and IndIcatIOns as to sources (such as for the
long-term lendIng rate) Table II IS not helpful as It stands Also, If the NBC IS a domInant
bank, and IS subject to special consIderatIOn, the data should be desegregated for It separately

The strength In the demand for hOUSIng (and perhaps market-rate housmg fInance) IS clear
RapId urbaruzatIon appears to be underway Unfortunately, not enough IS stated about how the
land market IS workmg at the moment Paragraph 5 2 states that all the land IS consIdered
publIcly owned and leased, but notes that there IS a thrIvmg offICIal and unoffIcIal land market
Does thIs mean that the problems posed by competmg claImants to trIbal land IS not a problem
In Tanzarua? Is the adrmmstratlve functIOnmg of the land tItle process the only major ImpedIment
to developmg a strong collateral mterest through a mortgage or are there other legal Issues? Are
leases usually for 33 years or 99 years and what IS the legal standmg of the lease at time of
expIry? Does the pendmg Land Act address all Important Issues In thIs area?

Overview of the Housmg Sector

It IS dIfficult to Infer from the dISCUSSIOn here how the hOUSIng sector really works ObVIOusly
It IS workmg somewhat, proVIdIng housmg to thousands of new urban reSIdents each year
Presumably, It IS workmg m a manner SImIlar to that m many other developIng countnes, WIth
hIgher Income households paymg cash for large completed or custom houses, lower-Income
households eIther rentmg (probably from an mformal sector effectIvely outSIde the ambIt of the
Rent RestrICtIOn Act) or butldmg m Illegal Informal settlements, and mIddle-class households that
struggle to buy a pIece of land and gradually complete a structure over a penod of 5-10 years,
WIth no formal sector fInance

It would be InterestIng to know more about the hOUSIng actiVIties of the NIC, PPF, and NPF
Are they sIglllficant m number and Impact? Are they mtended to be proflt-makmg or are they
delIvermg subventIOns (eIther explICItly or ImplICItly)? How do they deal WIth rent restnctlons?
Do they proVIde for mstallment sales over five years or so? If so, at what mterest rate and other
terms?

The hOUSIng affordabilIty analySIS does not reconcIle the apparent contradIction between the
usual fmdmg that housmg IS unaffordable and the fact that people seem to have cash to buy It
when It IS offered It appears that It IS belIeved that a mIddle-class Income (mId-level offICial?)
IS about TSh 1 2 mIllIon a year In Dar, or about US$1,900. In many developmg countrtes,
households routmely afford, somehow, a house pnce of about SIX tImes theIr (stated) Income or
US$11-12,OOO m tlus case, or almost the cost of the standard small house In Dar The Important
questIon here IS not If a mIddle-class household can afford to borrow 80 percent of the house
cost, but whether the amount they can afford to borrow under a proposed scheme wIll sub
stantIally accelerate access to hOUSIng that IS currently beIng achteved In more IneffICIent or
costly ways The rule of thumb In thIs regard, from expenence In other countrIes, IS that If loans
of 30-50 percent of the cost of the standard house are made affordable by the scheme, It WIll be
useful

I
I
I
I
I
I
I
I
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EvaluatIOn of a New InstitutIon
It was useful to start the evaluatIOn of estabhshmg a new housmg fInance InStItution by
reviewIng the fate of the prevIous one, the THB Unfortunately, this review has two major
weaknesses FIrst, It gIves no quahtatIve or quantItatIve Idea of how much each of the SIX
"problems" hsted In 8 1 4 contnbuted to the demIse of the THB Second, It does not carefully
assess how each of these factors would be aVOIded by a new InstitutIon

The analysIs of the appropnateness of a new InstItutIOn becomes IncreaSIngly dIsconnected after
this 1 It IS stated that the "most compelhng reason" IS the need for fInancIng the sale of houses
owned by parastatals But no analySIS IS done as to whether the proposed TMB would help In
thIS and the busIness plan below refers to only a relatIvely few loans beIng made on generally
larger propertIes (Nor IS the earher statement that many people have cash to buy houses
reconciled WIth the skeptIcIsm that TBL can sell 21 propertIes) No analySIS IS done to show that
a TMB could facIhtate the plans of NHC and others to sell houses to low and mIddle-Income
populatIOns

Para 8 2 5 Imphes that vanous parastatal fInanCIal InStItutIOns currently developIng hOUSIng
should be glad to channel funds through the TMB But the TMB would basIcally be offerIng
them rates slIDI1ar to what they can get now on bank deposIts or Treasury bIlls Why should they
shift theIr funds If they can earn more In other ways? Or are they pursuIng hOUSIng schemes for
non-fInancial purposes, purposes that could be met by fundIng TMB Instead?

Is the TMB meant to be dependent on small savers or bIg Investors? It IS hard to tell, but It
would matter greatly for the SIZe, stabIhty, and cost of ItS deposIt base

How wIll the problems that plagued the THB really be aVOIded by the TMB? As long as the
pensIOn funds, banks, and Insurance comparues are pubhcly owned, the baSIC potential for
pohtlcal Interference will be there, even If exphcIt government ownershIp IS mISSIng Essentially,
of the SIX problems faced by the THB, only #4, the weak record keepIng, can be addressed
assuredly The capItal base will start off strong, but could detenorate qUIckly If defaults are hIgh
or fmancIaI nsks are not properly managed ReducIng the term mIsmatch IS not dIscussed here,
but It appears to be unlikely, SInce It IS assumed that deposIts wIll proVIde most of the fundIng
HIgh nomInal Interest rates are not dealt WIth In the proposed mortgage deSIgn The land
regIstratIOn and loan recovery SItuatIOns do not appear to have been remedIed

There are Internal InConsIstencIes It IS noted (9 1 3) that the trend IS towards uruversal bankIng,
WIth commerCial banks handlmg housmg fmance as well However, creatIng a TMB goes In the
OpposIte dIrectIOn, creatmg an undiversified specialIst mstItutlOn (makmg long-term loans on
housmg) witlun the gUIse of a commerCIal bank: The usual solutIOn to that problem IS to
dIverSIfy the "housmg" bank: mto commerCial lendmg, thus creatmg one more weak bank: very
prone to gettmg mto bad lendmg polICIes

1
Tills reader mfers that the report authors started WIth a concept m mmd for the mstltutlon and have backed mto an

analySIS that seems to support that notlon An lllwcaUon of thIs IS the statement m 9 I I that the lOgIcal conclUSIOn IS that
It should be estabhshed WIthOUt havmg created any logIcal analySIS
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NeIther are the fInanCIal projectIOns very encouragmg 2 It IS presumed that the TMB would open
a "custom-bUIlt bankmg hall" and start offermg all retad bankIng serVIces, such as checkIng and
savmgs accounts, payroll deposltmg (all out of one branch), and so on, all WIth a staff of
25 people Even at that staff level, operational costs are about 10 percent of projected
outstandmg loan balances after two-three years, effectIvely swallOWIng up profIts ProjectIOns
beyond that are more promlSlng, but rely on (1) practically no default losses at all (proVISIons
are 2 percent of profIts, not loans), (2) no prepayments of loans, and (3) mamtenance of a 9 per
cent gross spread In the face of IntenSIfyIng bankIng competItIon If default losses are 2 percent
of outstandIng loans (lIkely If Tanzaruan banks are expected to meet GAAP accountIng of
delInquent loans) and gross spreads are 2 percent less, then the projected profit III year fIve IS
cut In half

The proposal does not get beyond the superfICIal level to consIder how the bank WIll really do
ItS baSIC busmess Is It realtstlc to assume that It IS safe to use short-term depOSIts to make
varIable rate loans at 24 percent mterest when there IS a sIgmficant chance that the rates WIll go
back up to 30-40 percent or hIgher? How many people can borrow safely under such terms?

Accordmg to the report, the answer seems to be that only a relatIvely few are expected to and
they are the relatIvely nch households DespIte the dISCUSSIon of mIddle-Income households
earrung TSh 1 2 mtllton per year and of NHC tenants usmg TMB loans to buy therr umts, the
prOjectIOns assume that only 100-200 loans a year wIll be made and the average loan SIZe would
be TSh 19 mI1lIon, about US$31,OOO, presumably to buy a house costing US$50,000 or more
At 24 percent Interest rates, such loans reqUIre an Income of at least TSh 14 mIllton a year,
10 times hIgher than mentioned earher

ThIS may In fact be the relevant market for mortgage loans under current CIrcumstances But
settIng up a TMB to serve thIs market should not be confused WIth the earlter dISCUSSIon of other
compellmg reasons to do so

Consldermg AlternatIves

ThIs reVIewer was also dISappoInted to find that the SA report consIders only the potentIal for
a hOUSIng bank and not what IS needed In general for developIng hOUSIng fInance In Tanzama
The latter questIon IS, of course, more dIffIcult but also more open to cntIcal assessment than
when there IS only one option (a hOUSIng bank) on the table

From what can be ~athered from th~ r~pQft, and based on the ~uthor' s ~xperience elsewhere,
It appears that Tanzama IS at a dIfficult stage for creatmg a whole new system of hOUSIng fInance
that would be reSIlIent agaInst all of the potentIal economIC and fInanCIal shocks WhICh may
anse That makes It Inopportune to Invest heaVIly In a new InstitutIOn that IS fully exposed to
market forces But It may be a good opportumty to take some useful steps

2 The financIal projections have a slgmficant number of dtscrepancles m assumptIons and calculations and have to be
carefully worked over agam If the analySIS IS to be pursued further For example the "mterest receIved' lme IS based on
the "cumulattve mortgage advances lme, not the "mortgage advances outstandmg" lme

I
I
I
I
I
I
I
I
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If, as It appears, there IS a perceptual problem created by past practices, then no further market
based fInance should be undertaken untIl thIs can be cleanly dealt WIth For example, If the
defaulted borrowers at the THB are escapIng any consequences, or for other reasons, It IS WIdely
belIeved that foreclosure and eVIctIon wIll not be carrIed out, then It IS the author's vIew that
half-measures wIll only further undermIne the long-run development of the market Only when
the message can be clearly gIven that a loan must always be repaId one way or another and
sooner or later can thIs perceptIOn be dealt WIth 3

The pressures created by the absence of any finance should be channeled Into actIon to ensure
that housmg can serve as excellent collateral In some form or another, the nght of a lender to
easIly but faIrly take over the property In case of default has to be clearly establIshed Vanous
protectIons should be provIded for, but the baSIC "open and shut" nature of the legal sItuatIon
has to be recogmzed (I e, there are no valId excuses for not paymg, only prescnbed
nOtificatIOns and chances to remedy the sItuatIon) and the foreclosure process removed from the
slow process of most cIvIl court matters

Also, It appears that the admmIstratIve basIs for secunng the mortgage at the regIstrar of deeds
needs to be perfected It IS not cntlcal that thIS be completed before proceedmg, but at least on
track

A second area of work IS In thInkIng how the funds m the provIdent funds or other long-term,
large-scale mvestors can be tapped The propOSItion IS not that they are to be forced to channel
funds Into hOUSIng, but how theIr fInanCIal needs can be met by dOIng so

The thIrd area IS thmkIng of how borrowers can be protected from major changes m mterest
rates or real mcome levels over tIme ThIs analysIS has to match that of protectmg the mvestors

A fourth lIne of thmkIng IS about how banks or other mstItutlOns that have a retaIl fmancIaI
presence, such as msurance compames, can be made to feel that housmg fInance can be a
profItable lIne of busmess In partIcular, fears about recovenes and lIqUIdIty Issues have to be
addressed

Once thIS thlnkmg and actIOns have been taken, there WIll be a number of pOSSIble dIrectIons
to go m Ideally, pnvate commerCIal banks themselves may [md It attractIve to make mortgages
They can be encouraged by some degree of government-sponsored lIqUIdIty or refmance, or
pOSSIbly even default msurance (but only when there are no busmess nsks, only polItical nsks)

DIfferent types of loan deSIgns can be encouraged or mnovated, dependmg on hkely fundmg
sources DIfferent collateral arrangements can be trIed But baSIcally, after the expenence of the
THB, It IS more lffiportant that a new approach be reslhent and market-drIven than that Just some

3 It may be pOSSible that there are other ways of effectuatmg thJ.s Perhaps a claun can be registered agamst an employees
proVident fund Or wages of guarantors can be garmshed The unportant thmg is that the whole issue of default Will be
much more rare and manageable if borrowers know from the begmnmg that repayment is mevitable
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sort of lendIng be provIded The propOSItIOn that there snnply should be some hOUSIng lender
aVaIlable IS the least reason for creatIng one

There IS some potentIal, however, to move ahead WIth lll1tIatlves to sell off hOUSIng assets at
parastatals separately from thIs effort, but In congruence The parastatals can take more nsks
and bear certam costs that a market-drIven lender can not, slll1ply because they have no lIabIlItIes
to worry about on the other SIde of theIr balance sheet Thus, some kInds of Installment systems
for repayment, coupled WIth retentIOn of the deed m theIr name, may be able to meet theIr
needs, as well as allow the tenants to gaIn ownershIp (that assumes that under some
cIrcumstances, the tenants WIll want to buy theIr umt)

In thIS regard, It should be noted that there IS a common mlsperceptIOn that, for a loan to be
affordable, It has to be for a very long-term, longer than a parastatal may want to be Involved
However, the fmancIaI anthmetlc IS such that at hIgh mterest rates, the term becomes of much
less nnportance For example, a TSh 1 mIllIon loan at 25 percent over 15 years requIres a
payment of TSh 21,300 a month, whIle the same loan over only seven years has a payment that
IS only 19 percent hIgher (TSh 25,300) Moreover, when borrowers (or tenants on mstallments)
know that they are paymg a hIgh mterest rate on theIr outstandmg balance, expenence has shown
a remarkable degree of early repayment
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