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Abstract 

This paper assesses the mortgage and housing finance market in various MENA 
countries, in an attempt to identify the main impediments. The approach followed 
involves critical analyses through reviewing the legal and regulatory framework, and 
the institutional setup, as well as, access to finance. Subsequently, the paper sets out 
remaining issues to be addressed in developing a well- functioning, market oriented 
housing finance system. The Egyptian case is considered in some detail as an example 
of a country in transition in terms of its mortgage market. It is evident that selected 
countries have made major strides in recent years towards the development and 
emergence of a new system of mortgage finance, however, there are various challenges 
and issues that need to be addressed. 
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I. INTRODUCTION 

Real estate and its finance are essential elements of economic development.  
Urbanization, economic growth, and capital formation—notably real estate—are 
entwined processes.  The development of a mortgage market should greatly improve 
the efficiency of the housing finance system in developing countries.  It would 
particularly improve the affordability of borrowing households, mostly through longer 
amortization terms.  However, the expected acceleration of mortgage markets mainly 
depends on the capabilities of mortgage lenders, their degree of acceptable 
transformation risks, and their capacity to issue long-term securities.  It also depends on 
the overall evolution of housing markets, which could be affected by a shift of 
households from the informal and rental market.  In addition, mortgage finance can 
reduce the financial pressures on developers imposed by their unsold stock of housing, 
and can help channel frozen profits and land repayments to the government into new 
housing projects. 

 
Several countries from MENA have been making major strides in recent years 

towards the development and emergence of a new system of mortgage finance. 
Housing finance in MENA countries has been for decades limited to state-owned, 
specialized housing banks, leaving a sector that is primitive and underdeveloped. These 
banks constituted a burden on government budgets through heavy reliance on 
subsidized finance and accumulation of contingent liabilities. They also suffered from 
chronic mismatch between their assets and liabilities. Markets were distorted by the 
operations of these banks which provide subsidized loans in a way that discouraged 
market-based institutions from providing housing finance services. The policies 
adopted in the MENA countries which aimed at expanding the housing finance through 
interest rate ceilings, over-protection for the households and complicated foreclosure 
procedures had adverse effects. Lending was only restricted to few borrowers and 
consequently the real estate markets remained under-developed and incapable of 
serving the needs and requirements of low and middle income households. 

 
In recent years, various MENA countries have gone through the process of 

developing viable and sound mortgage finance markets. One of the main objectives was 
to improve the affordability of and access to better housing for households, while 
achieving gains in financial sector efficiency through introducing new financial 
securities to help unlock new sources of financing for the real estate sector. In addition, 
the authorities have been taking concerted actions to streamline property registration 
processes and to put in place the judicial infrastructure that would help in foreclosing 
on delinquent borrowers that will underpin the mortgage market. Successful 
experiences include those of Jordan, Tunisia and Morocco. However, there is still a 
need to introduce legislative change to address issues such as, constraints on lending 
interest rates, procedural constraints on repossession or lack of regulation of secondary 
sales. Institutions and instruments of housing finance have also been under scrutiny as 
part of reforming the housing finance systems and establishing market-based mortgage 
finance. 

 
Within this context, this study attempts to analyze the constraints and 

impediments confronting the development of viable housing finance systems in the 
MENA region and to derive relevant policy implications. The suggested policy 
measures will focus on means of developing primary and secondary mortgage markets.  
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The paper is divided into five main sections.  The first section provides a concise 
review of the recent literature on mortgage finance in emerging markets.  The second 
section summarizes the methodology adopted in the analysis.  The third section gives 
an overview of mortgage finance in emerging economies, highlighting the importance 
of mortgage finance, the implications of subsidies, and the alternative mortgage 
funding mechanisms, and the risk associated with each.  The fourth section analyses the 
conditions for a successful mortgage finance market while section five identifies the 
legal and institutional requirements for developments.  Section five explores the 
challenges facing mortgage markets in developing countries with emphasis on the case 
of Egypt.  The paper concludes with policy implications with emphasis on the 
challenges of reform.  

II. METHODOLOGY 

The methodology adopted in this paper involves a critical and comparative 
analysis, as well as, quantitative and qualitative analysis.  The critical analysis reviews 
the theoretical and empirical literature, relating to mortgage finance in emerging 
markets. The paper will review and assess the effectiveness of the main institutional, 
legal and regulatory constraints that are confronting the mortgage markets and means of 
addressing these issues. 

 
It is worth noting that there are a limitations regarding the data used.  It is 

recognized that data availability on the housing sector in MENA countries is very 
limited, especially on mortgage finance—a sector that is quite underdeveloped or not 
non-existence in many of these developing countries.  Hence, a comparative qualitative 
analysis will be conducted as well as the investigation of the institutional characteristics 
of mortgage market in developing countries, taking into account the variations in the 
stages of development in terms of mortgage legislation and approaches in meeting the 
requirements of mortgage lending.  Moreover, comparative analysis is conducted on the 
various methods and means of financing mortgage market, and the different ways of 
cash flow for each approach, in order to identify the advantages and disadvantages of 
the various tools.  This analysis will ultimately leads us to the preconditions for an 
efficient and well- functioning mortgage market. 

 

III. MORTGAGE FINANCE IN EMERGI NG MARKETS 

Mortgage loans are loans used to finance house purchase that are secured with 
property, so that in case the borrower fails to make the required repayments the lender 
takes possession of the property under the terms of the loan agreement, and has the 
right to sell it to recover the debt.  Loans to finance the purchasing of houses are often 
long-term loans—typically 25 years in developed countries.  Mortgage loans can only 
be made when there are clear property ownership rights.  Mortgage finance in 
developed countries is often available at a low margin over the cost of funds—around 
two percentage points, due to its high security in terms of property rights.  Individuals 
are more inclined and capable of investing in housing when they have proper title for 
their assets. 

 
Compared to other financial arrangements, mortgage finance makes purchasing 

a house affordable to more people, and allows them to buy at lower price.  This 
ultimately stimulates the housing market to the benefit of developers as well as, 
existing home owners to move to houses if they desire.  This increase in the demand for 
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Figure 1: Owner Occupancy 
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Source:  EIU Resource Library. 

houses, encourages savings.  Consequently, a strong mortgage market will lead to the 
widening and deepening of the financial system. i  An efficient and well functioning 
mortgage market offers huge advantages to a developing economy, with no fiscal 
burden on the government in the form of subsidies and no adverse consequence on 
government policies. 

 
Mortgage lending usually replaces the existing systems of deferred installment 

sale contracts made by developers in most MENA countries.  Installment sales do not 
offer secure or favorable conditions for borrowers. As the property is only transferred 
after the last installment is paid; and housing affordability is much less due to shorter 
maturities.  Moreover, the system is not very sustainable, especially where developers 
have a large number of unsold houses, their financial conditions are weakened due to 
their growing debt servicing pressures that limits the level of deferred installments they 
can offer. 

 
A. The Importance of Mortgage Finance in Emerging Markets 
 
 Mortgage finance benefits the whole economy both lower income and high 
income.  Overtime, an efficient and well- functioning mortgage market will help an 
ever-increasing proportion of the population.  Housing plays a special role in the 
economic, social, and political dialogue.  Housing can be a sector that stimulates 
economic growth.  It creates employment not only in the housing construction industry 
but in industries that provide building 
materials and furnishings for the house.  
Although, the general housing 
conditions in most developing countries 
are relatively poor, they have been 
improved during the past decades but 
gross housing inequalities remain.  
Consequently, governments have been 
intervening through an array of policies 
and subsidies intended to encourage 
housing production and consumption. 
 

Housing institutions and subsidy 
programs are developed in most 
countries in response to specific macro-
economic or political situations.  In 
many cases they remain in place after 
the specific conditions they existed for 
are not there any more.  However, these subsidies are associated with budgetary 
constraints, inequalities among different groups, and negative implications on housing 
sector development, calling for reform of housing subsidy schemes in emerging, as well 
as developed economies. ii 
 

Housing finance has special considerations that make it different from any 
regular form of bank lending.  It has certain constraints in its availability.  The cost of 
houses is relatively higher than income level in developing countries.  In most countries 
in MENA region where the housing finance market is underdeveloped, households 
purchase a house in stages, buying the land, then building a small house, and making 
extensions as more financing is available.  On the other hand, countries with efficient 
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Figure 3: Median Price-to-Median Income  
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Figure 2: Median Rent-to-Median Income 
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          Source:  World Bank Database. 

housing finance system, a household can borrow long-term loans that would range from 
seven years to 30 years depending on the level of development sufficient to buy an 
already constructed house. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Moreover, the longer repayment can be spread out, which makes it more 

affordable to the borrower.  However, long-term loans pose higher liquidity risk as 
opposed to short-term loans.  Banks with short-term deposits will be reluctant to lend 
long-term maturities for the housing sector.  In addition, in most MENA countries 
lending is offered at fixed interest rates, thus banks are exposed to interest rate risks as 
the cost of funding increases.  Another constraint is that long term maturities of housing 
loan require special collateral security, which is one of the main problems in MENA 
countries where the issue of foreclosure, especially of houses is not enforceable for 
social and political reasons, and hence banks face difficult in the repossessing of 
collateral in case of default.  Hence, developing a mortgage market is essential for 
MENA countries. 
 

Most governments have the goal of providing a house and a healthy living 
environment for every citizen.  They also want to prevent the growth of slums and 
assist the lower-income  households to have access to conventional quality housing.  
The housing problems have led to political pressures that often lead to subsidy 
programs in most developing countries, including MENA countries.  There are several 
reasons for subsidy intervention in the housing sector, including improving public 
healthiii, better fairness and justice, and social stability, in addition to overcoming 
market inefficiencies that yield monopoly profits or poor housing quality or insufficient 
volume of new construction, particularly in the low-income sector.  Housing sector 
could also stimulate economic growth. 

 
 In many lower- income countries, the great majority of newly formed 
households cannot afford the lowest priced house in the formal sector housing market.  
As a consequence, only a small proportion of the requirement for new housing can be 
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fulfilled by new standard housing construction and the subsequent filtering up of lower-
income households into the vacated houses.  The only choice open to most newly 
formed households under such conditions is to double up with relatives, or build a 
house in the unauthorized sector. 
 
B. Implantations of Subsidies for Housing Finance 
 
 Government’s costs for housing finance- linked subsidies are often “hidden” and 
highly uncertain.  An extreme case is when specialized public lending institutions make 
loans with subsidized interest rates.  The size of the subsidy often fluctuates with future 
market interest rates, and depends on unpredictable credit.  Other examples include 
government guarantees for default or cash-flow risk that do not charge for coverage of 
systemic risks in the economy or property markets, in addition to costs of restrictions 
imposed on the efficiency of financial markets. 
 

There are many ways to subsidize housing.  On the production side subsidies 
could be through land grants, and infrastructure and on the finance side it could be 
through subsidizing construction loans, and investor guarantees.  Subsidies could also 
be through operating expenses, such as public or employee housing, and housing 
allowances, as well as, real estate tax deductions, and by price or rent controls. 
 
 Most housing subsidies are linked in one way or another to housing finance, 
even if they do not subsidize finance directly.  Finance-linked subsidies are common 
for several reasons.  They are politically attractive because the real costs of the 
subsidies can be off-budget or deferred and are not easily quantified.  Moreover, 
finance plays a critical role in the housing sector.  It increases housing affordability and 
is a necessary supply input for housing production , and is hence a frequent target for 
policies and subsidization.  Housing finance- linked subsidies are generally easy to 
administer and implement.  
 

However, there are several major drawbacks to many national housing-finance 
linked subsidy programs.  First, subsidy programs linked to private sector- led mortgage 
credit require a target group with a sufficient level and stability of income and financial 
prospects to access formal private sector finance and to sustain formal sector housing 
solutions.  The main goal of these is not generally meeting basic needs, helping the 
poor or the redistribution of income, but rather meeting social goals and expectations of 
the middle and lower middle classes.iv 

 
All housing subsidies distort markets to some degree.  Because of this, subsidy 

programs, particularly in developing countries and emerging economies, should be 
designed thoughtfully to avoid the unhealthy development of housing finance, housing 
development, and land markets.  Moreover, finance- linked subsidy programs can have 
a strong impact on the type of housing finance system that will develop in a country.  
Experience in various developing countries has shown the negative implication of 
government constructed social housing on housing markets, such as crowding out of 
the privately produced housing in all but the lowest market segments, the negative 
effect on house prices.  Another problem with subsidies is that the price is set too low 
and developers can only make a profit on the program if they select low-cost land to 
build on, which often means land in far away locations and without proper 
infrastructure. 
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Figure 4: Government Ownership of Dwellings  
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Subsidy should be used only in conjunction with other policy steps.v  The 
sequencing of government actions required to improve the housing conditions for the 
majority of households in an economy should be to reform institutions and policies to 
facilitate the role of private and developers in expanding the low-income housing 
supply; to improve the regulatory system in the different supply markets, such as land, 
finance, and infrastructure to allow more households to acquire authorized and  
healthful housing; and lastly to provide subsidies to address well-defined objectives.  

Jordan is one of the success cases, where a limited number of interest rate subsidies 
from the housing trust fund each year are allocated, based on future income and with 
future outlays fully budgeted.vi The same is true of Morocco which has successfully 
implemented low income housing projects financed by the private sector.  
 
 
 Moreover, historically, government policies prevented the growth of an efficient 
housing supply market.  In Egypt, the government has been traditionally the dominant 
housing supplier.  It was also the largest landlord owning about 29 percent of total 
dwellings (See Figure 4).  In Algeria, Morocco and Tunisia the situation is less striking. 
 

C. Alternative Mortgage Funding Mechanisms  

There is a wide range of mortgage funding models across countries, however it 
is possible to classify them into three basic groups, securitization, portfolio lending, and 
liquidity facilities models.   

 
 (i) Securitization models is the most recent model.  It is when lenders sell 
mortgages to a secondary market entity that sells claims, mortgage-backed securities, 
backed by the mortgages into the capital markets.  Mortgage securities involve the 
transformation of the ownership in a pool of mortgages into securities that represent 
some specific claim on the cash flows from those mortgages.  They are debt 
obligations, backed by a pool of mortgage assets that are owned by a special entity 
provided for by law.  Securitization has an advantage to the loan originator in that the 
cash flows received from mortgage borrowers are matched with the cash flow due to 
the investors, hence shifting liquidity and interest rate risk to the investor. 
 



 
 
 

 7 

Cash 

Debt 

Cash 

Deposit 

The simplest mortgage security or mortgage-backed security is the pass-through 
security in which investors are entitled to pro-rata shares of the cash flows, both 
principal and interest, from the mortgage pool.  The first pass-through mortgage 
securities were created in 1970 in the U.S.A..vii  A mortgage pass-through security 
involves the sale of the underlying assets.  In cases where securities are issued with 
government guarantee, such as in the case of U.S.A., the main uncertainty lies in the 
timing of receipt of the principal and interest due to the failure of the mortgage 
company to service its loans.  This funding mechanism takes advantage of the 
development of the bond markets. 

 
 

Figure 1: Securitization Cash Flow 
 
 

 
 
 
 
 
 
The securitization cash flow in the case of Freddie Mac in the U.S.A. involves 

the flow of funds from the capital market to the borrower in three stages. First from the 
capital market to Freddie Mac and from there to the loan originator after which it will 
flow to the borrower to buy a house.  Corresponding to each cash flow is the flow of a 
corresponding security in the reverse direction, a mortgage from the borrower to 
originator to Freddie Mac the security, and from Freddie Mac to the capital market 
there is a transformation of mortgage to mortgage-backed security, where Freddie Mac 
takes the credit and timely payment risk. 

 
(ii) Portfolio lending models are the more traditional ways of doing mortgages, 

most commonly used in Europe.  The nature of such models is that lenders, usually 
banks, sometimes specialized banks, extend loans directly or through origination 
networks and hold the loans in their own portfolio funded by their own debt, which 
could be retail deposits that are either short term, which is more common or longer term 
instruments such as bonds.  The economic structure of this model is not much different 
from the securitization one, in the sense that portfolio lender is actually a large pool of 
mortgages against which debt obligations, in the form of bond- like instruments or 
deposits are written. 

 
 

Figure 2: Portfolio Lender 
 
 

 
 
 
 
 
 
 
 
 

 

Borrower 
Cash Capital 

Market 
 

Freddie 
Mac 

Originator 
(Mortgage 
Banker) 

Mortgage 

Cash 

Mortgage 

Cash 

Mortgage 

 

Borrower 
 
Building 
Society 

Capital 
Market 

Deposit 
Market 

Cash 

Mortgage 



 
 
 

 8 

Cash 

Cash 

Cash 

Cash 

Mortgage 

Debt 

Deposit 

Collaterized 
Debt 

 
 
However, in terms of financial risks, it is different.  It is an operating company 

with substantial capital, exposed to both operating and financial risk.  Moreover, if 
portfolio lenders take interest rate risks, if they fund long-term loans with short-term 
liabilities.  Portfolio lenders raise their money through low cost but less efficient 
deposit markets or through more elastic but more expensive bond market.  The cash 
flow in the portfolio lending model is more complicated than the securitization model 
since the portfolio lender performs all of the mortgage services, originating, servicing, 
funding and taking risks while in the securitization model these tasks are done by 
different institutions. 

  
(iii) Liquidity facilities is a supplement to the portfolio lending model and is an 

substitute to securitization as it also provides access to capital markets.  This device 
actually links portfolio lenders with the capital market, but without securitizing. 
Liquidity facilities allow portfolio lenders to borrow against their mortgages, giving the 
lenders an extra way of raising money when their usual source, such as bank deposits is 
costly or difficult to access.  Liquidity facilities issue general obligation bonds in the 
capital markets and use the proceeds to refinance the portfolio of the primary market 
lenders.  They provide funds to primary market lenders through collateralized loans or 
full recourse purchases. 

 
Liquidity facilities provide both short-term funds and capital market access to 

depository institutions.  They operate with low credit risk, purchasing loans on recourse 
or lending on an overcollateralized basis.  These institutions are usually sponsored by 
the government to provide long-term funding to the banking sector through the use of 
more reliable collateral in the form of residential mortgages.  Although 
overcollateralized limits risk to the liquidity facility, it increases the risks to other 
claimants who lose access to the collateral. 

 
 

Figure 3: Refinancing Facility 
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Borrower 
Bank or 

Savings & 
Loan 

 
FHLB 

Deposit 
Market 

Capital 
Market 



 
 
 

 9 

issues. The facilities can also achieve greater diversification in their asset base through 
lending to various institutions. 
 

All these alternative funding mechanisms to some extent require the same pre-
requisites for the development of the mortgage market, including a strong legal 
infrastructure supporting the registration, enforcement and eventual pledging and sale 
of mortgage loans.  Most of these models, except for the deposit-based portfolio 
lending, rely on the existence of a robust bond market.  Securitization tends to be more 
demanding of the legal structure since investors in mortgage-backed securities are often 
at an informational disadvantage relative to the institutions that sell them loans and are 
likely to be more dependent on the house as collateral and the ability to enforce 
contracts, as opposed to portfolio lender who had access to more information about the 
borrower. 

 
In Egypt, life insurance and mutual funds are developing and there are some 

potentials for an active bond market.  In the short-run, the mortgage market may be 
large deposit- funded even if bonds issued by other banks are the vehicle.  However, as 
the bond market grows, it can be a source of new non-deposit funding from funds and 
institutions.  In cases where capital is scarce it is important to ensure that the capital is 
allocated efficiently among alternative uses.  Moreover, increasing savings and the total 
amount of capital can help in increasing the supply of capital. 

 
D. Costs and Risks of the Various Mechanisms  
 

Securitization does not mitigate risks.  It simply reallocates them.  
Securitization, if poorly done, can push risk on institutions that are least able to handle 
them, such as the government as an implicit guarantor or investors who are unaware of 
the risks.  Financial markets work best when they allocate capital to its highest return. 
This is done by both borrowers and lenders balancing their costs with alternate returns. 
If they are systematically misinformed about the true costs of borrowing or returns on 
assets, then markets will allocate capital poorly.  Lack of information can lead to 
financial fragility as investors discover risks for which they are not prepared and move 
rapidly into safe markets.  Alternately, risk can be handled by providing better 
information to investors, which involves costs. 
 

When mortgages are securitized, there is some form of credit enhancement such 
as a third-party guarantee or a structure, where the subordinated class or guarantor is a 
party that understands and is capable of handling the risk and takes the brunt of the 
credit losses, and other investors take default losses only after the subordinated class 
has been emptied.  It is crucial that these guarantees or structures be credible and 
transparent. 
 

IV. Overall Conditions for a Successful Mortgage Finance System 

There is no single model for successful mortgage finance systems.  In 
developed countries, there are a wide range of mortgage finance models, those 
operating through securitization such as the American model, those based on financing 
through bonds market such as the Scandinavian model, those operating through the 
banking system such as the French one, those based on specialized retail housing 
finance lenders such as the British model. 
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However, there are some common features in most of these models.  One of 
these features is the availability of long-term loans, of 20 years or more from a number 
of competing institutions, provided requirements are met.  Another feature is that the 
market has to be an active one, where loans could be used to purchase new property 
and secondhand ones.  Moreover, the rate charged to market loans should be at market 
price, which is sufficient to cover the cost of raising funds, administration costs, risk, 
and profit.  In most of the developed countries, the margin between the cost of funds 
and the mortgage rates is two percentage points.  Another common feature is that the 
procedures for purchasing and selling a house is smooth and efficient. 

 
 In order to ensure the success of a mortgage finance system in developing 
countries, there are various conditions.  Lending institutions should be given the 
freedom to operate on commercial basis with limited government interference.  
Moreover, economic stability and confidence in the sustainability of the system could 
be very critical for the success of a mortgage system in developing economies.  Social 
obligations and political concerns should not be imposed on lenders or developers. 
 

(i) Generally accepted method of valuation.  There is a need for a generally 
accepted method of valuation, so that properties are accurately valued on the basis of 
the price that could be obtained in the open market.  The valuation must be based on 
sound principles, which would require well trained and qualified valuators. 

 
(ii) Lending institutions operating on commercial basis.  Institutions that 

extend mortgage finance should be operating on market basis, and in case of subsidized 
lending, it has to be an explicit subsidy provided by the government.  In practice, few 
developing countries can afford the provision of an explicit subsidy.  Institutions 
providing mortgage loans should not be responsible for providing subsidy.  In general, 
mortgage companies should operate on commercial basis, and no unnecessary limits, 
such as interest rate controls or portfolio limits, should be imposed on banks. 

 
There is a going on debate on whether mortgage lending is best done by 

commercial banks or specialized institutions.  Commercial banks account for the 
majority of mortgage lending in most countries.  However, if a market is still at an early 
stage of development, specialized institutions would be recommendable.  These 
institutions are more focused and keen on addressing obstacles that impede the 
development of the market and on influencing the government policy. 

 
(iii) Economic stability and a sustainable system.  It is very difficult for 

mortgage finance companies to operate in an unstable and volatile economic 
environment.  A stable inflation rate that can ensure confidence and stability in the 
market, can help in developing the mortgage market in developing countries.  A stable 
economic environment has to be accompanied with a well developed financial markets.  
An well developed financial market in terms of both short- and long-term funding is 
crucial for a well functioning mortgage market.  A sustainable system is crucial for 
market participants to give some confidence in the market and certainty that no major 
change is going to take place that would have adverse effect of them.  Uncertainty 
could discourage people from entering into long-term commitments. 

 
(iv) Limited social obligations and political interference.  Social obligations 

should not be imposed on lenders or developers as it will deter the development of the 
mortgage market.  Subsidized housing should be financed through taxation and not 



 
 
 

 11 

through imposing arbitrary subsidies on institutions providing mortgage finance.  In the 
case of Egypt, the real estate finance law deals with mortgage lending and financing of 
low-income housing, although these should be two separate issues.  They require 
different skills and different institutional arrangements.  The mortgage law should be a 
means for providing cheap loans to the low income.  The functions of mortgage finance 
should be separated from funding low-income housing.  The administration of low-
income housing should be the responsibility of the Ministry of Housing. 

 
Previously, policy makers concerned with low-income housing often analyzed 

and viewed it in isolation from the rest of the real estate market.  Recent research has 
shown that in developing countries where the entire market is distorted, it is difficult to 
believe that the housing delivery system for low income people can be improved while 
the system continues to fail to produce for idle and upper income households.viii  Well-
functioning real estate markets are progressive institutions.  Various studies have 
shown that the financial system is a very inefficient and inequitable tool for delivering 
subsidies. ix   
 

V. THE LEGAL AND INSTITUTIONAL REQUIREMENTS DEVELOPMENTS 

. 
The above paragraphs have mainly discussed general economic requirements for the 
sound development of a mortgage market. Other requirements which may be classified 
as legal/regulatory/institutional must now be considered.  
 
A mortgage market undoubtedly requires a mortgage law. However, this is but one 
piece of the complicated puzzle that forms the right legal framework for sound 
mortgage operations. In fact, in the absence of all the pieces of that puzzle, the presence 
of some of its parts will produce none of the required results and consequences of a 
mortgage market.  
 
In order to properly categorize and place each of the puzzle pieces in its place, it is 
useful to classify them into three groups; the real estate market, the primary mortgage 
market and the secondary mortgage market.  
 
A. The Real Estate Market 
 
A mortgage market is ultimately one that allows the long term repayment of real estate 
purchases. There can be no such market, accordingly, if the market for the underlying 
asset – the real estate properties – is not properly functioning. Hence an efficient and 
comprehensive real estate registry system must be considered the prime requirement. 
Such system must be (i) efficient in the sense that it actually allows the recording of 
transfer of ownership in a timely manner, (ii) inexpensive, i.e. registration fees must not 
be in themselves a prohibitive item when considering whether or not to register a 
property, (iii) comprehensive, so that all properties become either registered or capable 
of being registered, (iv) uncomplicated so that all properties may be registered when 
following certain reasonable procedures, and (v) definite, in the sense that once 
registration has been effected then it may not be challenged, annulled, out in doubt.  
 
The above is much easier said than done. Categories of real estate properties are often 
the prime reason for the difficulty of registration. State owned properties, privately 
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owned ones, privately owned state land, Wakf (Endownment) land, informal properties, 
extralegal ones, mixtures of categories in the same physical asset, and uncla ssifiable 
assets are but some of the categories that abound in the MENA region and that make 
the mere categorization of real estate difficult.  
 
Another challenge is posed by the transition in various countries from a personal to a 
real folio registration. The resources required for effecting such transition and for 
keeping it in a mechanized electronic system are often prohibitive.  
 
Moreover, registration of transactions could be hampered by procedures which require 
a whole – or a long – chain of ownerships to be reconstructed. Lack of documents, 
changes of names, unrecorded inheritance, unsettled disputes, shifting boundaries and 
informal extensions all complicate the reconstruction of chains of ownership and render 
them in a lot of cases impossible.  
 
Speedy, efficient, low-cost, comprehensive and reliable registration will require 
significant changes in laws in order to create fast-track procedures that do not require 
the reconstruction of ownership chains and that settle any pending disputes. And in 
spite of the fact that certain mortgage laws will permit lending against unregistered 
assets, lenders will often require alternative documentation that is so prohibitive as to 
render the registration a more plausible option. 
 
Mortgage legislation that fails to address this fundamental notion will not produce the 
required effects. In Egypt, the passing of a mortgage law was not coupled with any 
attempt to reduce the procedural burden of real estate registration – except a reduction 
in registration fees – thus preventing the law from serving the needs of the majority of 
potential borrowers, especially those on the lower scale of income. The same would be 
true in other MENA countries if they attempted to introduce a modern mortgage system 
without sufficient emphasis on reforming the underlying market, including Yemen, 
Libya, Sudan, and Syria where the laws and procedures for real estate registration 
require significant attention.  
 
B. The Primary Mortgage Market 

 
As for the primary mortgage market, needless to state that the most important piece of 
the puzzle is a mortgage law. However, what the law includes may vary. At a 
minimum, the mortgage law must include the following: (i) the clear definition and 
demarcation of which transactions fall under the auspices of the law and their 
requirements, (ii) the regulation of mortgage lending including prudential measures and 
guidelines, the setting up of mortgage finance companies, the supervision over such 
companies, the relationship between mortgage finance companies and mortgage banks, 
(iii) the setting out of clear and speedy recovery procedures under judicial supervision, 
(iv) the regulation of various professional activities which are needed in order to 
provide relevant services, including real estate brokers, valuers, mortgage brokers, 
insurance agents and other professionals, and (v) provisions safeguarding the rights of 
mortgage borrowers from any adverse market practices by the mortgage finance 
companies and other professionals.  
 
Among the items of the above list, foreclosure and recovery procedures are the most 
difficult to achieve. This is particularly true in systems which may have concerns over 
the social and political implications of mass defaults and recovery suits. But a system 
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which facilities the borrowing of funds while failing to facilitate its recovery in case of 
default will not lead  to the establishment of a proper mortgage market.  
 
MENA countries have generally legal systems that are influenced by the French 
Continental school of law. This is a school of law which, on the whole, emphasizes the 
rights of borrowers and of the weaker parties in transactions. Thus foreclosure 
procedures will tend to be slow and to culminate in the sale of assets in public auctions. 
This, unfortunately, can not serve the purposes of mortgage markets, where lenders 
must have the powers to reposess the assets directly – under some distant court 
supervision – in order to dispose of them on the market again as soon as possible.  
 
C. The Secondary Mortgage Market   
 
As for the secondary market, this refers to the capacity of the mortgage company or the 
mortgage bank to offload its portfolio of mortgage contracts to specialized institutions 
which finance the purchase by issuing capital market instruments (securitization) thus 
allowing the original lender to restart the lending process once more.  
 
Securitization is a series of financial transactions which is based on the existence of a 
sound and well established trust law. In French influenced legal systems – as most 
MENA countries are – the securitization law has to recreate the whole notion of trust 
law in order to produce the required legal effect.  
 
Thus the securitization law must (i) provide the legal umbrella for the establishment of 
securitization companies or other such special purpose vehicles, (ii) provide for the 
"true sale" of the mortgage portfolio from the original lender to the securitization 
company, (iii) clearly provide for such company to be "bankruptcy remote" i.e. 
unaffected by the potential bankruptcy of the other parties involved in the transaction, 
(iv) exempt the whole securitization mechanism from any effect by stamp duties or 
other transfer taxation, (v) exempt the mechanism from bank secrecy laws and 
regulations, (vi) organize the relationship between the original lender, the securitization 
company and the trustee or custodian of assets, and (vii) provide the basic accounting 
requirements and guidelines for the conduct of securitization transactions. 
 

VI. CHALLENGES FACING MORTGAGE MARKETS DEVELOPMENTS: THE 
CASE OF EGYPT 

 
Compared to other emerging markets at a similar stage of development, 

countries in the Middle East such as Algeria, Jordan, Egypt, and Morocco, have a low 
proportion of home ownership and a high proportion of informal housing.  One of the 
major challenges is the high registration fees, taxes, and inefficient procedures for land 
registration.  Moreover, foreclosure is another issue, where in many cases the lender is 
unable to tale possession of properties when borrowers have defaulted.  However, 
various laws have been enacted to address this issue of concern.  There is no consistent 
approach to property valuations, making the valuation process of limited use.  In some 
countries, such as Egypt, the central bank has imposed a 5 percent limit on banks credit 
allocated to the real estate sector.  In addition, mortgage loans are not currently 
available, and the purchase of new houses is generally financed by developers through 
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Figure 5: Existing Private Developers Stocks 
in Egypt 

(December 2003) 
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deferred installments arrangements, which imply an effective interest rate of about 20 
percent compared to an average 15 percent for a regular mortgage rate. 

 
(i) High registration fees, taxes, and inefficient property registration 

procedures.  Except for mortgage credit applications, the registration of property is not 
mandatory in Egypt for a legal transaction. However, in the absence of such 
registration, lenders require prohibitive alternative documentation. High fees and 
cumbersome registration procedures have led to the growth of large informal housing 
stocks.  This situation has had adverse economic effects, such as slower economic 
growth, weakened social protections and reduced collected of fiscal revenues.  Egypt is 
characterized by a low proportion of home ownership and a high proportion of informal 
housing.  Owner occupation rate in Cairo in 1990 is 32 percent as opposed to 45 
percent in Algeria, 46 percent in 
Rabat, 67 percent in Tunisia, and 75 
percent  in Oman.  On the other 
hand, the proportion of housing in 
the informal sector was 65 percent 
compared to 29 percent in Tunisia 
and around 20 percent in Oman. x 

 
Property registration is one of 

the major problems in Egypt.  Most 
houses are built on lands that are not 
registered, making the registration of 
the real estate impossible.  In other 
cases where there is change in the 
actual possession of the property, 
transfer of ownership is not 
registered.  One of the main reasons 
behind this low real estate property 
registration is the high registration 
fees and the cumbersome process of registration.  Although in early 2004, the 
registration fees was reduced by the Ministry of Justice from six percent to three 
percent, the actual registration fees did not go down because the Egyptian Survey 
Authority (ESA) has been raising their registration fees to fill the gap created by the 
recent reductions made in the registration offices.  This low level of registration acts as 
a main impediments to the development of the mortgage market in Egypt. 

 
The property registration process remains lengthy and costly, and is in need of 

substantive reforms.  Efficient and reliable registration of both real property titles and 
their mortgages is essential to mortgage market development.  The fact that many 
properties in Egypt, for a variety of reasons, are not formally registered and are 
transferred in the “informal sector” under customary practices is a major inhibitor to 
mortgage lending.  It is essential to have a centralized, computerized registry that 
provides transparent and reliable information.  A separate special registry may need to 
be created for mortgage transactions, and fees should be further reduced.  

 
(ii) Ineffective foreclosure procedures.  Foreclosure and repossession of 

property is one of the main impediments to the development of the mortgage market in 
developing countries.  The repossession of real estate in case of borrowers’ default is 
not an easy task, and even in cases where there is a court order, in practice it takes a 
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very long time if not almost impossible to get the loan defaulter out of the real estate.  
Hence, lenders work on the assumption that even if they have the security of a 
mortgage over a property, the possibility that they exercise that security is very low.  
Consequently, in practice the loan is unsecured and therefore carries the rate of interest 
appropriate to unsecured lending rather than the rate appropriate to a mortgage loan 
where they are able to gain possession in case of borrowers default. 

 
Demonstrating cases of successful foreclosure is crucial for getting the 

mortgage market off the ground.  The government needs to show that the foreclosure 
laws are enforceable.  The government could provide insurance against default, but that 
runs the risk of the government being subject to adverse selection, in case of fraud or 
underwriting.  Direct insurance against non-enforcement of the contract faces similar 
problems.  Setting up large government-sponsored institutions would not be advisable 
because the selection problems could be huge if there is lack of data and experience.  
Moreover, the capacity to regulate such institutions may be limited.  Developing 
countries, should be aware that such institutions could evolve into a large, unresponsive 
government-owned bank.  A goal should be to keep as little of the value added in 
producing mortgages in the guarantee structure and for the guarantee to apply to all 
four ways of funding mortgages. 

 
The Egyptian Law provides for the setting up of an insurance scheme whereby 

borrowers would have one or more payments made under certain circumstances.  It is 
clearly envisaged that this scheme would be operated by the government and probably 
with the hope that it be actuarially sound.xi  This provision is stemming from the 
concern that the borrower may be confronted with temporary personal financial 
setbacks, mainly from unemployment.  It is also motivated by a public policy concern 
for reducing the number of instances where lenders seek recourse to the new 
foreclosure procedures, in the hope that this would reduce the social and political 
friction arising.  However, it is worth nothing that such scheme could be abused.  At 
one extreme, if there is no requirement for showing financial need, all borrowers will 
occasionally avail themselves of the provision.   
 

Even if such financial need is required, as long as the evidence of financial need 
is not easily and independently verifiable, there will be a strong incentive to overuse the 
repayment support.  For example, even if unemployment is evidence of “financial 
need,” when a person leaves his formal sector job in order to pursue some form of self-
employment or job in the informal sector or even another job in the formal sector, it 
will be difficult to prevent that person from claiming this support.  In addition, there 
will be difficulties evaluating the need for such protection when both spouses are 
working and only one loses his or her job.  Because of this overuse, the premium 
required to successfully support such a program would be substantial, thereby 
increasing the total monthly payment and reducing the affordability of housing loans 
(since such insurance is mandatory).  This would be deleterious to the social goal of 
expanding access to housing. 
 

One approach to dealing with the situation would be to make the regulations 
governing the use of the funds so difficult to meet that few—even of those truly in need 
of the assistance—can access it.  However, if the motivating social and political 
concerns are valid, this is not desirable.  On the other hand, since the fund would be 
under the control of the government, political pressure may cause the access to the 
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coverage to be so liberal that either a revenue drain is generated for the budget or all 
borrowers will have to pay large amounts to support the abusers. 
 

A compromise might be to set up a partial insurance system that will be phased 
out once it is clear that the contract works or after some explicit period of time. The 
best way to do this is to set up a risk sharing scheme where the originator or some 
private institution, like a bank, takes the first loss, either on individual loans or pools of 
loan. If this amounts to accepting the cost of “normal” losses, then the lenders will have 
the incentive to underwrite and properly service under the assumption that the contracts 
are enforceable.  The remaining risk would then be taken by the government, which 
gives the government an additional incentive to make the new law work. This also puts 
the government in the position of taking risk resulting from economic depression or 
general collapse, which is also a risk that it is better able to take because of its superior 
diversification.  It could have the advantage of signaling to potential borrowers as well 
as to investors that the government fully supports the new system. 
 

(ii) Inconsistency in the valuation process.  Valuation in developed countries is 
a relatively easy task.  Valuers identify the price of comparable properties that has been 
recently sold in the same area, and take into account any peculiarities of the property in 
question.  Information on the prices at which properties have been sold are in many 
countries now publicly available, and in some countries it is available on online 
systems. 

 
The lack of strong housing markets the Middle East countries makes it difficult 

to value houses on market basis.  This would require skillful valuers that are capable of 
using the available information to make accurate valuations of the property.  Other 
techniques can be  used as a second source or even primary source, such as using rental 
values and an appropriate multiplier.  Valuing on the basis of cost of construction 
should not be done because in the long-term there is no strong relationship between the 
price of the house and the cost of building it.  In an active market, prices can increase 
much more rapidly than the cost of constructing it, and the reverse is true in a depressed 
market. 

 
The valuation procedures must be addressed so that all market actors have 

confidence in the valuations of the property in terms of having qualified valuers and 
consistency in the value of the property.  Valuers, as in most developed countries, 
should be legally accountable for their valuations, in the sense that they could be sued if 
their valuations were not accurately and properly made. 

 
(iii) Regulatory framework.  The development of any secondary mortgage 

market will also require a comprehensive evolution of the regulatory framework for 
securities designed to be secure (i.e., those eligible for a lower risk-weighting, for repo 
transactions, to be held by insurance companies with higher investment ceilings than 
the current 20%, to be held by pension funds).  Also, banks and specialized mortgage 
companies (discussed below) will need to be placed on a level playing field with 
respect to permitted leverage ratios.  On the other hand, further regulations are needed, 
notably by the Capital Market Authority (CMA), regarding the disclosure and listing of 
these specific instruments, notably as far as information about the mortgage pool is 
concerned. The need for any amendments to the CMA and banking laws needs to be 
investigated. Recently, new regulations were added to the Egyptian Capital Market 
Law in order to meet best practice concerning securitization. This may, indeed, provide 
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the market with a much needed missing part of the puzzle that has so far prevented 
mortgage lending to take place in Egypt. It is, however, too early to obtain any market 
response.  

 
(iv) Limits on bank credit allocated to the real estate sector.  In Egypt, the 

central bank, which is responsible for supervising banks has imposed a ceiling on real 
estate lending at five percent.  Actually when this limit was imposed, most banks were 
already far above this ceiling.  This limit applies to loans to house buyers, developers, 
and commercial premises and hotels.  It treats loans to those purchasing houses that 
already exist in exactly the same way as loans to property developers.  In developed 
countries, such as England, the two types of transaction are completely separate and are 
handled by different departments in the banks, if not different financial institutions.xii  
Loans to a home buyer is in effect secured on the income of the home buyer and on the 
existing property.  A loan to a commercial developer has no such security and carries a 
much higher rate of interest.  Limits on credit extended to real estate by the central 
bank should not be applied to home buyers.  Under the Basel rules, loans to house 
buyers secured on residential property should have a 50 percent risk weighted for the 
purposes of determining capital adequacy.  The normal prudential limits, particularly 
those relating to asset-to- liabilities mismatches should be sufficient to prevent banks 
from engaging in unwise lending.  The issue of the central bank should be the necessary 
changes in credit lending limits. 

 
In addition to banks, real estate lending companies can also provide mortgage 

loans, such as in the case of Egypt.  These institutions will be supervised and regulated 
by the Mortgage Finance Authority (MFA) that comes under the newly established 
Ministry of Investment.  These mortgage financing institutions have to be well 
capitalized and have adequate access to funds.  Securitization is a financing technique 
that can be used by banks, as well as, specialist institutions.  The need for such 
institutions has been debated with the existence of other financial institutions, such as 
banks, which are capable of making mortgage loans. 

 
(v) General lack of mortgage loans.  Those buying houses in Egypt are able to 

obtain finance but not in the form of mortgage loans.  The most common finance 
arrangement is the deferred installment system by which the developers sells the house 
but instead of getting the payments upfront, gets it in the form of a down payment of 
around 10-25 percent of purchase price, and installments over a period ranging from 4-
8 years.  The title is formally transferred when the last installment is paid.  Under this 
system the purchaser pays a significantly higher rate of interest than they would to able 
to obtain if they could have a loan secured on the property.  On the other hand, it is 
obviously not a good deal for developers too as it ties up their funds, although they are 
well secured.  In general, this system deprives many from entering the housing market. 

 
(vi) Social housing finance and social safety net development.  In the case of 

Egypt, the Real Estate Finance Law 148 of 2001 allows for the creation of a Real Estate 
Finance Support and Guarantee Fund, which intends to provide up to three monthly 
installments in cases of unemployment of the borrower.  A sound Guarantee Fund is 
essential for future securitization activities in the capital market.  There is also a need to 
formulate a financially sound and market-based interest rate subsidy program if the 
Government wishes to introduce one to serve the needs of the most disadvantaged 
groups of the society.  Institution building and operational guidelines are crucial for the 
targeting, prioritization, distribution, monitoring and financial structure of the fund. 
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 In that context, other government subsidy programs should be considered.  
These include the free land and discounted utilities provided to social housing 
developers.  Another issue of concern is the legacies of former interest rate subsidies 
channeled through the specialized bank, as well as various tax exemptions.  It is 
important to minimize the fiscal pressures of such programs, to reduce market 
distortions, and improve the efficiency of the subsidy program in general. 
 

Banks are likely to be the main initial lenders for mortgages.  However, deposit 
markets are probably not sufficient to provide the funds for the long-term growth of the 
mortgage market.  Banks are particularly concerned about liquidity risk involved in 
funding through deposits, although they could probably manage a moderate 
transformation risk when introducing long-term housing loans.  Some banks still view 
their core deposits as too small and prefer to lend shorter-term retail products.  Long-
term deposits, as opposed to short-term deposits, can be expensive and often 
nonexistent. 
 
 Accessing capital markets as a source of funds can yield benefits to both 
individual institutions and to the financial sector as a whole.  For individual institutions, 
capital market funding can be cheaper and more flexible than funding through deposits.  
For the financial sector as a whole, linking the mortgage market with capital markets 
can have the larger benefit of developing bond markets.  Equally important, developing 
a secondary markets for mortgage loans (the primary means by which capital markets 
are accessed to fund mortgage lending) also helps to re-allocate some of the various 
risks faced by a primary mortgage lender (liquidity, interest rate, prepayment, and to a 
certain extent credit risks) in an efficient way for investors.   
 
 Currently, fixed-income securities markets remain under-developed – with 
about LE 40 billion of Treasury bills and bonds, and LE 5 billion of corporate bondsxiii 
– compared to the stock market and the size of economy.xiv This market remains poorly 
liquid and dominated by a few public investors (mostly state-owned banks reinvesting 
their deposits and insurance companies).  Bonds have primarily developed to capture 
reserve and tax privileges.xv  In the medium term, the development of any form of 
secondary mortgage markets requires the development of institutional contractual 
savings institutions (insurance companies, pension funds, mutual funds specialized in 
fixed- income securities) which are currently either absent from the market or 
excessively regulated by the state. It would also need some improvement of bond 
market infrastructure and market players (auctioned treasury securities, public debt 
management policy, central depository, development of trading, education and 
regulation of various major investors). 
 

In Egypt, the capital market, similar to other developing countries, is dominated 
by the stock exchange.  Although there is a bond market, most bonds issued are bought 
by banks and funded by deposits, not linking borrowers with the capital market in 
general.  However, the banking system could fund mortgage directly or indirectly 
through deposits.  Nevertheless, banks are unlikely to attract sufficient deposits to 
support a growing mortgage market.  Moreover, deposits being mainly short-term, they 
can be risky funding long term assets such as mortgages. 
 

While real estate lending companies (RELCs) in Egypt, can act as vehicles for 
securitization and to provide competition with banks, it is likely that commercial banks 
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will dominate either with their own on-balance-sheet bonds or as secur itizers.  Banks 
have same access or better to the bond market, they have regulatory incentives to fund 
with bonds; and can diversify better.  Especially banks that are moving into retail 
lending will be at the forefront of the mortgage market or some may even own RECL 
outright, such as in the case of the only two established companies in Egypt. 
 

In terms of the cheapest way of raising funds.  Banks access to funding, deposits 
may have lower rates, but they are difficult to attract and their short term nature 
exposes lenders to interest rate risk.  In addition, deposits are subject to an implicit tax 
from reserve requirements.  On approach that captures all of the advantages of the other 
ways of raising money is the use of a special purpose vehicle (SPV) enhanced with a 
bank guarantee. It allows longer terms than deposits without reserve requirements, and 
also avoids some corporate taxes.  RELCs are not as well-diversified as banks and will 
only be important if banks do not choose to take advantage of the mortgage market 
potential. 
 
 The Egyptian experience with mortgage lending, provides a good insight into 
the type of deadlock situations which stem from the incompleteness of the regulatory 
framework. Securitization regulations have been issued almost three years following 
the publication of the mortgage law, the institutional framework needed in the form of a 
properly staffed, experienced and funded Mortgage Finance Authority has not been put 
in place yet, and the whole level of secondary legislation concerning professional 
conduct of brokers, valuers and agents has not been issued yet. Perhaps more 
importantly, litigation concerning foreclosure procedures has not been tested in court 
yet, and if it fails to provide the speedy alternative to otherwise long civil litigation 
procedures, lenders will simply not be willing to consider mortgage as any different 
from ordinary asset based lending. 
 

V. CONCLUSION AND POLICY IMPLICATIONS 

 In order to develop well functioning mortgage markets in the Middle East 
Countries, there is a need to address several regulatory and institutional issues.  The 
responsibility of developing mortgage finance should be separated from the 
responsibility of low income housing.  Social obligations should not be imposed on 
lenders or developers.  It is essential to a have either a unified regulatory body or 
compatible bodies operating at the same wave length, while the supervisory authority  
responsible for mortgage finance should focus on developing the market rather than 
regulating it. Procedures for foreclosure of property in cases for default should be 
transparent, and streamlined.  Acceptable principles for valuations must be introduced 
and strengthened and valuers must be legally liable for their valuations.  The process of 
land registration should be streamlined, and the obstacles to land registration should be 
removed, whether in terms of reducing the registration fees or streamlining the 
registration procedures.  Addressing these challenges should lead to a well functioning 
mortgage market in the selected countries from the Middle East. 
 

Securitization is not an alternative to dealing with land registration, valuation, 
repossession of real estate, and interest rate issues, but can work only if these issues are 
adequately addressed.  However, securitization has an advantage as opposed to 
mortgage loans in that securities are liquid whereas mortgage loans are not.  However, 
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developing countries should focus first on getting the primary market started before 
establishing a secondary market to compensate for an efficient primary market. 

 
The above recommendations may not be easy to achieve, but the size of the 

problems that they would help resolve makes it imperative for each MEAN country to 
consider accepting such drastic reforms for the greater good that it will bring about in 
terms of economic, social and political implications.  
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Endnotes 
 
i Boleat (2002), p. 3. 
ii Hoek-Smit and Diamond (2003), p. 4. 
iii Public health oriented subsidies are seldom tied to mortgage finance, since the beneficiary group often 
does not qualify for long-term loans.  However, subsidies may focus on support for consumer or micro-
finance lending to reach public health goals. 
iv Finance-linked subsidies are targeted mostly but not necessarily to first-time owner-occupiers, and may 
neglect resale markets and rental housing. 
v From a broad perspective that a subsidy is an incentive provided by government to enable a certain class 
of producers or consumers of the housing sector to do something they would not otherwise do, by lowering 
the opportunity cost or raising the potential benefit of doing so. 
vi Hoek-Smit and Diamond (2003), p. 22. 
vii This was created under a program operated by the Government National Mortgage Association.  These 
securities are issued with an explicit payment guarantee by the government. 
viii World Bank (1993). 
ix Renaud (1999), Diamond (1997) and Buckley (1996). 
x Erbas and Nothaft (2002), p. 12. 
xi Schemes in the US are designed to protect the investor in mortgage loans, and rely on rapid enforcement 
of a defaulted loan against the borrower, while the schemes in Europe that are made to protect the borrower 
have not been successful in dealing with abuse. 
xii In England, specialized mortgage lenders, the building societies are required by law to hold at least 75 
percent of their loans to house buyers. A number of banks also have more than  50 percent of their loans 
secured on residential property and no retail bank would have a proportion of under five percent. 
xiii Mostly issued in 1998 and 1999, by banks on a floating rate base, and by companies rather on a fixed 
rate base (sometimes then with a bank guarantee). 
xiv Bonds issued or guaranteed by banks are perceived as implicitly insured deposits. Favorable spreads 
have been obtained through floating-rate 5 or 7 year term bonds issued by several private banks for 
liquidity purposes (also in order to capture an exemption from the 15% cash deposit reserve). 
xv These are now limited for a bank holding the bonds to its book equity; and because of liquidity 
requirements, the total debt holdings (mostly treasury securities) of banks now generally exceed this level, 
so there is no longer any significant tax incentive. Issuing banks still capture the exemption from the 15% 
cash reserve upon deposits. 
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