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of Trinidad and Tobago.

INTRODUCTION
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_"In_a-dequate shelter has long been 'recog'niaed as a problem of

'national gocial importance in Trin‘idad and ’I'dbago and over the last

quarter of a century haa received a great deal of offic:ial attention in

the na.tional development planning exercise undertaken between 1958 and -

- 1973 as well as in subsequent annual budget statements. Following the
increa.se in pubiic. secter revenues from 1973, -and rthe conjsequent ‘rapld _

expansion.of the fipancial sector, a' 'cons‘iderable.amount of financial

resources have been channelled into this sector,., ‘_Neverth_egesg_, the

h‘ousing situation hras continued' to be -a major:social problem'which
within re'cent years‘,' .Vhas' been exacerbated by the downturn in the
perrfornance-of the' 'econom}-f. -In this :paper, an attempt 'is made to
eJaluate recent developmenta in the’ mortgage market and to examine ways
in which the mobilisation of regsources in the housing sector can be

enhanced. o

'ihe rpeper.ia divided into four 'sections.-'ln the first section

,ian werview is made of housing finance systema in botb. developed and

developing countries.’ Given the inadequacy of housing in developing

— countries, we highiight the housing ;-finance. probl‘ems whien ‘typically

beeet-— tnos_e countries '_and the role -,mim goqern_ments play in the

-'mobilieationj_of -resour_cee in this 'eector. Against this background,

. Section 11 examines the role of government in the housing finance systenm




'Sec‘tion'rlll loOks at- the housing’ situation in lrinidad and .
Tobago in light of certain demographic factore which have importantl
rimplications for supply and demand conditions in the housing market and 7
,consequently, housing pri‘ces. Following this, we. look at th.e 1ssue of
the affordability of housing particularly to low and middle _income

households

The sources ©of mortgage credit  are . indentified -on an

,institutional basis in Section IV and a comparative analysis of the
-‘lending policies ) of the various ‘Vclesses of lending- 1ns titutions' is
attempted. Sectionf?_‘f"' e»l:‘aluates these policie__s as well as the 'housing
policiy;of go;-ernment and eXaniines tlie progpect frc_)r'-the-de\ar elopment_ofl the

‘housing finance system.

In preparing this paper, it was quite apparent. tnat despite the -
‘high degree of importance atteched to the need for shelter, very little
"meaningvfnl resea.rch'- nad- been wattempted in respect'. of the’ domeStic
Tmottgege ma-rket.,; Othei: a\railafble) published woeks | in this ar’ea- have
_tended to concentrate largely on the nousing finance sys tems in a few of
'the defeloped economies., It can be inferred that the inadequacy of'_
-available data. witn regard to developing countries, and certainly in the.
ca_se of Trintdad and- Tobago,_ severely cons trains proper economic analysis
of this sector. It is for this Teason that this . stndy is viewed as being
' ,exploratory in nature and t‘o an important extent ‘concerns itself with

L)

highlignting eome ’oﬁ_xthe major*«deficiencies ins theJt eystem -oﬁer.eporting :

datan on-:;v-thesmo'rtgage‘r--market‘. Nevertheless, it is felt that: this paper

begin to help fill an- important \roid in financial sector analyses and




Il O?ERVIEQ,OF HOUSING FINANCE SYSTEMS

~ A. -Types of Housing ‘Finance-)Sys tems

- Given that house purchage involves expenditures which are hign '
- relative to the individual 8 income it 1s evident tha.t to work

, effectiveiy,' any-housing finance system has' to raise r-money 'from those who -

~do not intend to borrow and be able ‘to lend. it over long periods of -
time. . In a- recent comparative study of nationa.l housing finance sys tems,
' Boleat"'(l985“)ﬁf~id’entifiesf “four: routeSWhy“wdrid:uwthese o‘o;[ec‘.:ives'u~ can-:be -

achieved (i)“""ﬁtﬁ”e;‘ di'i':’é'c':ti":.""fonté' "’(ii)?"""'the-i?.'_’c‘ontractual%'rr(jutez_-'.-.(-iii) - the

-deposi;':?{i'fi‘nanci’ng:;routef and (iv ) the . mortgage» bank route*? However, he
rpoints out that the first two routes can only be partially successful and -
: do not make full use. of the intermediation process.‘

'Ihrough' the  deposit financ_ingr route, short—term‘ savings of

indfviduals are channelled into -longrterm' "loans by intermedieries,

generally reteil ban.ks, either generally ox- which specialise in the
provision of housing finance. In ,contrast under t‘ne mortgage bank -

route, institutions making mortgage loans, fund these by bond issues

whicb. are. purchased by institutional investors and, to a _much-]_esser

extent s by indiv iduals




3 7It._is important,' however, “to .dis tinguish , between 'contractual
r'o'ute' and i contractual savings institutions— such as. life insurance,

companies and pension funds which in the housing finance system examined

by Boleat, did not play a very important role except in so far as they
were - ,significant ,—purchasers_ of bonds , issued- byf‘ mortgage banks
- Nevertheless, in de\reloping countries where capital markets are largely
undeveloped life insurance companies and pensioncf.unds play an important
‘Tolex in originating mortgage loan& and are alsmsignificant holders of

mortgage debt. I.n Trinidad “and Tobago, for instance; _l'ife insurance

‘ companies and pension funds, account for roughly oner third' of the total
outstanding real estate‘ mortgage loans. It is -generally true, however,--
that mos € housing finance systems take either the deposit financing route.
or .the'wmort_gage bank_route and for this reasen it may _'be useful to

discuss these systems in some detall.

-In the d_eposit-taking: sy_steml;- the insti'tutionsrsolicit deposits
pfrom- the. -'genera_l public to lend‘ to households that want to build or
-j'purchase a home. 'VTnzer‘e are a varietst of types. of deposit- taking
institutions and they can broadly speaking be subdivided into commercial
banks which offer the complete range of banking facilities, savings banks ‘
and specialist housing finance institutions.r Bécauge deposit_f-taki‘ng |
institutions usually borrow short snd lend long3 each;-institution Vis

usually faced wim a maturity transformation problem and may be very

--Ser_l.',a_-j;i;tiv.‘e to inflation.' In order to hedge,_'against 'the potenti—al-




‘liquidity risk of an_increase in short term interestr:lg rates, variable
rates on house purchase loans.-havergenerally-;been employed. In addition
_depoeit: insurance can- play a major role in the protection of deposits and' ‘

',the dev elopm_ent of-the housing firance sys tem.

It has been argued that specialist-institutiona! are more, likely

“to 'be successfnl_ 'ine-, promoting ,nousinga‘--' financ'e 'systems--; in.-.de\.telopi'ng N

countries,than general institutions."”me main reasons which ha»re been

advanced to support this argument are firstly, ‘that specialist expertise _
is required and this can best ‘be ,pro\rided by specialist' rather than' :
, _general institutions and, secondly,_that where a financial institution isr

Aable to make loans for house purchase and for other purposes then it 1s--
'likely to neglect the housing market because such lending 1s inherently""

riskier and is generally less profitable than other forms of lending

fll-le_al'ternative ‘approach ‘to the .d_eposit—;:ek'ing_ ronte is the’
| nortgage banlcing sfs;cem. Tnis -syst-em is based on‘_specialiaed, banking
_insti_tutions which make loans ‘to"rhouse—buyers and: fund these loans rby
selling 'bonda on the capit_al markets“at going .interes tr_ rates. Typicallj,
bonds"is',sned njr-mortgage'banks are nurdiased'-by 'financial'ini:ernediaries ’
such as insurance companies and pension funds and indeed in gome
_eountriea financial institutions are often required to purchase a certain,
quanlt.ity of mortgage bonds.‘ ’Ihe major_advantage of'mo_r.tgage ban.ks Vie'
"Vthat, they are becter'-able; to match ‘the ms._t-urity srcru_cture V‘of' rtheir' assets

with that of their liabilities ~and hence are able to. provide fixed




interest rate mortgeges;n'ln eddition, teceuse*of tneispeeieiist natnre'
of their operations they are better able to take adJantage of economles
of scale to lower: their administrative costs._ However, they haJe to pay
a higher rate for loanable funds and -are - highly dependent on the
existence of a deqeloped capital market wiﬂl -an aetive bond market in

" which-private sector ingtitutlions can participate.

In practice, a ~¢eriety' of institutions can be preeent in- the

'samelcountry and they tend to play a complementary role.’ Arrangements_of
) this nature rexists- in seferal jLatin_,Americen ‘and European countries. -
:Howe}er,ithere is arrefinement of ithis sfetem in-the'ﬁnitedistetes,'one
. that is developing fery rapidly. Basioaily'mortgage benkere<rn.therd.8.'
_borrow money from -a benk or ralse money‘ throngn other short-term
instruments. They then make mortgage- loans which they pool together and
sell to inyestors in the secondary market in the form of mortgage-backed
securities. -After;rthe loans ‘are sold, the mortgage. oenker rusually
continues to oolléet;monthlyfrepayments which' are then.peseed on to the

injeetor'purcnesing'the loan.

B. The Role of Government

Houeing finance  systems are reguieted 'andd-oontrolled or
otherwise_influenoed‘by gofernment-in'ferYingidegreeswin>all countries.

Eeeentially-there'are~three broad ways by which the eetionzof government




| may affect “the housing finance syeten. These are th_r_ough (i)-its nousing'
'_pl'olicy"r(_ii) its "taxation policy, _and (111) " the -regula-tion of the -

- financial system. :

In 1less wcle\rélg);.)ecl Vcountries where housing conditions are
_'usuallly inadeq,u'ate, the provision of adequate-shelter 1s generally one
- of the major goals of public policy and usually constitutes an important

| part of national plans. Often specific or general housing targets are

set and financial and comstruction agencieg are created by gov ernment in
order to assist In attaining these targets. Sometimes nouse constrnction
and construction activity in general are encouraged and promoted by
gwernment as an. effective meth.od of mobilisinc, donestic resources since
it is a significant generatoz: of unskilled and semi—skilled employment
and utilizes very little foreign exchange. In. many developed countries
however, go-.rernment has left private sector ins titutions to deal with the
market as tbey find it and tnere is. o direction of housing finance,
:institntions to achiere sp_ecific hous_ing financeiob_}ectives.

Goe,ernments also_rprov_id_e a wide range of subsidies to the
"hou-si'ng _ finance. s-ystem, -of whicn tax subsidies r‘comprise the most'
) extensi»ie form. These may’ take the form of tax exemptions to the hou.sing
_ finance institutions or corporations which purchase housing debentures.
'.__'Iheir.objectivesj are to increase the level of resrources 1in “the housing
"'financesy:stem, to ;‘"increase '-access- to,h’ousinrg- by 'lo#ering capital -cos ts

and to encourage support for housing investments. A major problem with
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' tax subsidies is that although the level of resources may appear small at
'first, ‘as the housing sector grows they mayr become politically very -

- .sensitive ‘and are  almost i'mpossibl'e to Tremove. - In addition, tax

incentives may";be idconsistent with overall objectives of finamedal

policies, they may directly increa_se‘capi'tal; costs to other sectors and

imply a redistributive approach favouring high income groups .
Finally,"regulation of the financial' sYstem is the most direct

'form of control which has been used by go\rernments to in_fluence their

ho,using finance systems. Such regulations may relate specifically to the

mortgage market, to a particular type of hous_ing f,inance institution, or

_ma.y seek to promote the growth and de\relopment of multipurpose financial

inSt.ttLlLiOIlS and in general nave ﬂirﬂe broad alms: (4) to impro\re
competition (ii) to increase efficiency and (iii) to- stimulate 1ong—term

finance. Occasionally, regulations have been used to exert even greater

'control over the investment of resources of financial institutions in-

_order ‘to promote the development of the housing finance system. '.Ihus, in

some countries banks, insurance companies, and retirement sys tems may be

required to earmark a certain fixed proportion of their ‘Tesources for.

'.housing or, indirectly, to channel sawings into the sector by restricting

other forms of imrestment.
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"II. TRINIDAD AND TOBAGU GOVERNMENT HOUSING POLICY

The goal of providing adequate shelter to its. citizens has been

‘a major pteoccupation:,of the Govermment of Trinidad and Tobago for almost

three deoades' and has been the “focus of .attention' in several official

policy documents including successive annual budget speeches in ‘the

B l9_70 s- and, 19_80 g. The mortgage market and indeed the entire housing

finance system, therefore, has been influenced to 'a-significant extent by

the housing policies -of. g_overnment, pa-rticulai‘*ly sincerthe coming of the
oil boom in the mid ’_1970'5.__ These policies can be examined under three

headings: (1) hou.si_ng ‘construction; (2) subsidiés; and (3) legislation.

Government Hodsing Construction

Initially,' the National Housing Authority (NHA), was the main -

' ',Gwernment housing agency which was incorporated under the Housing Act

1962, was responsible f_or the implementation of Gwernments housing

construction programme which was aimed prineriiy at -mee't'ing ‘the houeing '

needs of low ingome : families through (1) low cost housing construotio_n'

(2) oonstru_ct:ion_of rental apartments for low 'end-lower_ income households

- and (3) acqu_ieition and d.efelopment of sites for. 1its own 'projectsr,
assisted prifate - projects and 'for' the housing ~ of.‘ sugar norkere
Budgetary allocatione and loans from external. ‘agencies were the NHA'

:main sources of funde which had not been forthcoming in sufficiently

large quentui_tiee'-?t_o make any significantkimpac’t on the housing- supply
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_FOllowing”'the inci'e'ase in public sector re;enu'es, from 11973, the
go-.rernment seized upon the opportunity to’ increase its allocation. to the -

“housing sector and to accelerate its housing cons truction programme.

The accelarated housing construction 'prograuune which was
outlined in some detail inthe 1978 Budget- Speech Gagt formu_lated: ony thé
ML A e 2 ¢

.basis of----am estimated trousaingf deficit*foffflo 000 units:i— annuallynvsor “a

sho-rtfalite’ofs‘r' 655002 unift”s‘%fn‘?!—i‘theséiexi’s tingfl"irate‘- of~--hous¢ng- ¢ons truct-ion by, =

ot the pri\rate 'a'.nd publfc**‘sectors’*‘ln order to meet this housing
snortage, ~ the gwernment proposed to inc;ease its own housing \
'construction lefel toe 6, 500 units annually, leavin'g"the rest to be.

pro¢ided by the private sector.

-Sevetal measures were adopted to facilitate the attainment .Of,
rthis target. ‘ Firstly, -- a' special long term'fund whic'n was named the-.
'Housing Fund' was established through budgetary allocations in order to
financ‘e ‘expenditures on the programme. Secondly, given the NHA's lack of
administratis(e and' technical Wcapachityr to handle ‘soch‘ a large scale
7 p-rogramne,"" a _Housin_g Task -‘Force was =_appointed' ,7 to undertake full
-responsibility for the ptogramme with assistance from two public ragen—cies
which had_ ‘_been'-engage_dw in property development, *'th'erNati—onal Insurance |
Propelrty' Dev'elopment’_r Connpan}t : (NIE;DEC) "and the - Point ~Lisas Port

_Detélﬂpﬁlent ‘Company '(PLI?DECO). . In addition, several other measntes- were

_implemented :Ln otder ‘to 'reduce‘ housing construction costs. ‘These

. included price controls and subsidies as well as duty free importation of

a wide range. of buildi-ng‘ materials.
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- TABLE I

LONG TERM PROJECT FUND .

' HOUSING FUND

Apptob_riations and Eipenditure,- 1976—1983 :

|

YEAR . APPROPRIATIONS . iNiEREér : ;_-EXPENDITURE__
1977 asnr 0.9 46,5
'1978j' I 2000 . 60 s4.9
979 ag1 o134 1340
i%o-‘tﬁ' ‘1;' 15m0" | 7.0 - S 2374

1981 ;f:"_' o 315;0 | 8.1 - . . 386.6
1982 ,, ' -,'.*"'*"285;0 o - 38.8 o 454.7

1983 306 12,3 R

SOURCE: Accounting for the Petrodollar, 1973-1983
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'InadeQuacY_of datapdoes not pernit a)proper ewaluation of the
impact of the measures outlined above though some indication of the scale_
- of - the financing requirements of the modified housing programme 1s
provided by the pattern ‘of expenditures from the Housing Fund As shown
in table VIII total annual expenditure from the Housing Fund for house
construction and site development showed a nine—fold increase over . the

period 1978 to 1982 and exceeded appropriations ‘to the fund over the same

period. _ Again, tne unafailability of -accurate data on construction

starts, completions and costs of many of the projects does not permit any
meaningful examination of public sector housing construction.on an annual
;basis. ‘A similar problem occurs (in the case of private sector housing
construction. Howe;er, according to figures provided in the 1985 Budget,.
over the period 1978 to 1984 government-sponsored housing construction
| ’resulted in the completion of 10,802- units din newly established
residential communities located in several urban and suburban areas. In
addition, seferal hundred -fully serficed building lots were distributed
to low and middle income households Altogether, however, this was well
short of the government s own subsequently adjusted target of 6, 500 units

' annually.

© An important reason,for therlimited success of thefprogramme.was
inadequate'planning particularly-in view‘of the,large scale_nature of the'
project. . Moreorer, the. stated goals -of tﬁe' programme'uere -based on
housing_needs'of'the entire'country'rather than‘a:sound assessment of the

potential utilization of available resourcesl Anotherrsignificant_factor

was that the _implementation. of the programme was copncurrent with the
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'eaecntion of sev érai : large' 'infras tructural_ d'e\x el’ro'pment: ptogrammes | wni'ch '
‘had competing claims on the resources a%railable ‘Vto,.'rth'e cons truction R
—-sector. A3 -a _r_esuit, 7 there were shortages in_ -Tthe supplies. of botki
construction | materiais-_' and quality managerial _and te&lnical resources,

'- rising prices and long del'ays in construction.

- Subsidies

Apart from the construction of low—cost k1ousing, the official
housing policy has - attempted to address the problem of access to adequate
levels of finance by lower and middle income households particu_‘l.arly in
':view of the escalation in the costs of land and housing' which
characterised much of the 1970 8 and the - early 1980 s. Prior to 1978, 'a
- number of taxation and other measures had been instituted in order to
enhance the'capacity of househoidsrto obtain adequatelmottgage finance_to
: Satisfy their honsiné 'needs._ These measures iwere ﬁnodified -and, in
'certain instances, new -nieasnres int'roduced in order to maintain the
significance of intended benefits to home buyers and to facilitate the

' acceleration of gwernment s housing programme.
Various forms of snbsidies hare been used. These include:

(a) prwieion of mortgage loans _at rates of int:eres't'

" gubs tantially below. exis ting commercial rates

T




14 _‘_
(b) raising the maximum loan celling while increasing the
‘ income eligibility criteria :
(e) -ertending-the mortgage_repayment period
C(d) modifying the .repayment schedule so -that monthly
instalments are reduced in the early years of the

_mortgage and

(ej__provision of construction lots at small lease premiums

and 1low monthly rentaLr_

A wide array of subsidiesrin'the form of taxrmeasures have also

" been employed to- provide financial relief to homeowners and to influence

' the demand for house purchase loans.- Some of,these measures ‘had their

origin:in'the Honsing Act 1962 and have been'modified'omer time on the
basis of changing economic circumstanCes."Otnersrwere'enunciated in the
annual Budget Speech as part of the on—going fiscal *programme-'off

Government. In general the policy measures provided for tax reliefs to

_nomeOWners_ for certain expenditures classified as “'Revenue' 'expenses

" which are considered necessary for upkeeping the property and maintaining

its original value.' Arailable expenses include Land ‘and Building Taxes,

.~Water and Sewerage Rates,_Fire Insurance, Interest on- Mortgage Loans ‘and

Repairs. In addition rental income up to a specified maximum limit is

exempt from tax.'
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Tax subeidies"have aleo- been prwided to building contractors
and regis tered traders in houses as in the case of an initial sale s the
profits from which are exempt for tax. In certain instances, however'the

'rsubsidy -is pro.rided to. the housing-_ finance or _' mo_rt'gage l'_endi'n_g

institut:l.on. Under.the Housing Act 1962, Anstitutions which receive

apprwed mortgagee statns' can -isgue debentures on which -the interest

ean be tax free. “Approved mortgagee" status applj.’es’ tor institutions

currently making loans of 'lese t’nan $200, OOO at interest rates not

 exceeding Q'oer'cent',"for the purchase or construetion of a dwelling and
allows the mortgagee to apply to the NHA to guarantee the repayment of
-e-r 7 .theloan. .On such loans, the mortgagee 1s exempt from ‘tax on interest it
'..receiqee. Profits‘ '_o__f- specialized— mortgage. finance institutions such as
Building and Loan Associations are also exemptfrom ‘taxes. 7-

Ay Sk R el

:In'-reviewing the mortgage markeb, the-::--estimation;.-of the =

subsidies :tnrolved through budget allocations, tax- ememptions .and direct- ,_'

linteres;t:-:j_ rates.‘r‘subeirdies is of pr_imary_,_importance’. Un_fortunately_,r the
,monitoring of thie raepect of housing fina'ﬁce :iean area that r‘ha-s_ been‘
‘sadly neglected and as sueh. no proper data series exist.l Some attempt
has been nade by the- Ministry of Finance to prwide estimates of interest

"rate subsidieeipaid through the National Housing Autnority and the
_res,ulte are presented in."I‘able _II. 7. The- eubeidy for. ' each year ie -
| ealcnlateds--aev'tne" oifference ‘between mortgag_e _repay-ments on outs tand_ing
loane"iat'f' the mean ‘NHArratee,énrl'repaymente on lthe'---same-rvolume of loans at -

Y

. the meanwcoummerclal mottgage 16AdINE Tat¥s. However, a major problem
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| TaBLE 11
| INTEREST RATE SUBSIDIES PAID THROUGH -
NATIONAL HOUSING AUTHORITY, 1973-83
= 5000 - L
YEAR <  .; o VESTIMATED SUBSIDY
1973 o e
w18
; 9= 244 =
1976 - D S 268
:'1977;- e
1978 .'_i | T
ST P
1980 - o 6,284
e 3,608
1982 :'- L 4172
1983 : . 3,869
©roman - 27;919_

~

.SOURCE: 'Accbuntixig for ‘thé I-’e'trodollar, 1973 - 1983.; .

witb-“this technique stems from the gelection of an appropriate measure

for thg—qommgrcial'mqgg.w-Thé use of a weighted average mean of commerial -

‘rates would have b,é_en _ _tﬁ}e most .appropriate measure.  However, . the
unéxrailability of data renders the calculation-of "a. resonably accurate -

measure of this mean an almést impossible task.




-ithe different income groupe and th.eir impact on housing demand.

Despite ite inadequacies, the table provides aome indication ofi o

-_the degree of assistance provided by government under one “of several

'as_pects_of its bo\us‘ing 'eubsidy programme. Howeyer, a great deal of

statisticalyork'stillr needs _to- be done, not only to provide a basis fo;'
calculating 'thef."total ,ei:penditure on gwernment's h’ou‘sing r‘programme, but.

also to _determine—how the benefits of these subsidies .are 'allocated to

Legislation
i
The evolution of the mortgage market in Ttinidadand Tobago

within the last decade has been significantly influenced by the‘-f:l:nancial

......

“policese‘*of“gorermmt.- In general these policies have sought through
, legislative instruments to foster the growth and expansion of sound and

' Jiable housing finance institutions, and to ensure that locally mobilised

savings are in\rested in Trinidad and Tobago assets. Among these

. ,legislative measures are th.e Banking A’ct 1962 the Financial Insti tntions

(Non—Banking) Act, 1979 and the Insurance Act. 1980.

In addition to - its ‘efforts to increase the supply of housing

finance through the regulation of financial institutions government has

also - "used legislative 'measures to remove certai_n non-—financial"

' constraints on the supply of housing. These constraints generally relate

to the absence of or inadequate and improper land and property titles,
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- and rent controls which generally increase the difficulty of prowiding

" housing finance —'-to middle—income as - well as low inc:ome families.

Examples of such legislation include the condiminuim Act 1981. and the

Land Tenants (Security of ‘I‘enure) Act: 198L. It ‘has. sometimes ‘been the
case howeve_r, j that _such. regulatory measures have imposed -additiomal
constra’ints' on the' supply of'residential" mortgage loans as',' for example, -

"~ in the case of the Rent Restrictions (Dwelling) Act 1981, An evaluation

of these legielative measures is to. a large extent outside the scope of-

this discussion. _Suffice it to say,r however, there 1s a need for
cont;f.nous review of the measures in order to ensure that: they do nojrf

conflict wit’n other important policy objectives. :
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III.  THE HOUSING PROBLEM IN TRINIDAD AND TOBAGO

W According to the latest census_ conducted in: 1980 the population-
of 'lrinidad and Tobago was 1, 058 230 in 1980 an. increase of 127 249'
persons over the figure -forr 1970. The growth rate for the ten year'
_--"per'j-.od nas 1.29 per,‘-cenr’ ner annnﬁ:, compared with -1,19 perr cent_between
i96‘01 and_ 1970. A ’3-ignifi-cantx feature of the i980 bopnlation Vs tructure isr,

, the high proportion of young persons. Approximately half (46 9 per cent) :

were under 20 years of age while the 20 29 - age group accounted for'
; another ten (10) per cent.

Data- on the rate of housahold formation, which "are essent:ial-in

-providing a basis for forecaeting the likely dem..nd for housing, are
'nnavailable. However, a somewhat crude indicator of this trend isr
provided 5by the annual marriage 'rate. which has shown,a slightly ‘upwa-r-d
“ fluctuating trend oyer the period 1.973—1983 (See_Taoie' III) Despite '
rtne acceleration in the rate -of population increase, GNP oer cap_ita-'
increased “from $10, 200 (sm) in 1979 to' $16, 900 ($TT) in 1982, but
this fell “to $16 3000 (sn*) in 1983 following the dowuturn in the
economy.-rNevert‘h‘eless, ron the basls of this measure Trinidad and Tobago 7

is still ranked among the weal,thiest c’ountries in th_e,Western Hemisphere. -

 u.s.$1.00 = TTH2.40
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TABLE III .

. PERSONS MARRYING PER 1000 OF THE POPULATION -

YEAR - TOTAL POPULATION™ TOTAL MARRIAGES ~  MARRIAGES PER.'000’

e

'.1973'; o 59861594  - - i:S@;;¢_ L (,{'7 7.1,
1975 1008769 i-;jgae e 5;7.5 o
 _197§ . Lod,e2s &Sl - }231 ‘18
-1379 "'._4. i,e76,920' o 9,200 . W6 g
1980 1,081,764 I YR fz"l
1981 1,112,209 a8 G - 7.4

1982 1,128,597 9,54 . (c5 8.4

~

1983 1,149,264 8,536 . > T4

'SOURCE: Central Statistical Office

1. ‘Mid-Year Populatioﬁ Estimates.




Table IV presents a breakdown of households by type of dwelling
units  as re.realed by the 1970 and 1980 census data. ‘The- evolution of thei '
'housing ‘stock over the period indicate a total increase of 41 940 units -V
r'to 235, 100 units. Ihe bulk of the increase was in the form of single

,family dwellings w’nich continued to be the dominant form of housing ,-
"However, an ,important 'development ‘was the emergence of 'multi—family;
dwellings such as condiminuims, ‘townhouses and duplexes as an acceptable‘

method of satisfying the housing, needs of the population. L '

. gg;

Along with t:his defelopment, the quality of housing has also
improved since 1970. Tnis is evidenced by a reduction in the number of
dwelling un:].ts in poor structures, such as barracks, utrooms and part

commercial buildings. In terms of the age of housing structure, hnwever,,

'roughly one—third of the existing housing stock was over 20 years '0ld and _- --

although this does not const‘itute ana’dequate basis:for determining the

condition of the housing, estimates of the required ‘rate of replacement

e e e e s =% SR
—_— .

of obsolescent stock have in\rariably been_high»-—f—

-Altiiough the le\rel of owner occupation is relatively high, (Seer |
Table V) the pattern of economic and social infrastructural development
in Trinidad and Tobago has led to a growing. concentration of - housing in
and around the urban areas. The increased demand for urban residential'
- lands '_toget_her with, its 7 J.imited afailability have in recent years,' .

*

- contributed significan'tly' to the upward,pressu're.on ‘the ',c'o_s t ,o_f'urb'aur e




TABLE 1V

- HOUSEHOLD BY TYPE OF DWELLING UNIT: 1970 and 1980

T . CmisUS YEAR |
TYPE OF UNIT R . . CHANGE
- 1970 ~ % 1580 . . % .
Separate House - 144,20 74.6 183,400. 78.0 439,190
" Flat/Apartment . 739,000 20.2 32,440 - 13.8  ~6,640
Condiminium,-‘Town-/hi)_use,' - - | 670 '-,10.-3 +570
* Double House/Duplex - - 13,990 - 6.0 . +13,990

Barracks . . 2,50 1.3 1,30 = 0.6  -1,210

Out room S 1,140 0.6 670 0.3 ~470
Part.chmeréia;'Buii&iﬁg | 2,66§_' 1.4 20 - -2,640
_oﬁheg 1,200 0.6 2,080 0.9  +880
Not Stated 'f - - o 72;320 1.2 | 499 0.2 51,830
rotan 193,160 100.0 - 235,100 100.0  +41,940

" SOURCE: Central Statistical Office, Population Census 1980
- housing, making it unaffordable to the lower and middle income_
houséholds,._' As "a‘. . cons,equ-ehce, 'a yvariety of tenure 'arfa‘ngements exist,
which often constrain the development of proper. housing. Among these
arr&ﬁggments- are 'éq_'uatting,‘ ‘cina-ttelr rental',_'- in which land 13 rented to. .

,,househdlds on"aﬁ ad hoc bas;is without amy fof_ma]_. br'légai 'arrangem_eﬁts'--

A

and family land ‘systems. which Vhl‘aére the dame effect as chattel rental.
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"TABLE V.

" HOUSEHOLD BY TYPE OF TENURE, 1970 and 1984"

- B CENSUS YEAR -
'TYPE OF TENURE' = . = - - CHANGE.
' . S L7 R S 1930 T X : .
~ Owned L | 117,510 60.8 149,950 - 3.8 432,460
Rented I _‘f 54,510 28.2 -t57,oéb ";"24{3f | +2,51Of
Leased R 1,300 0 900 - 0.4 -310
.-_Rent'Free R 16,780 7.7 23,620 10,0 +8,840
| squatted 1,780 0.9 7' 1,740 0.7 - : =40
Comer 790 oo 1,080 0.4 +290
Not Stated 2,50 1.3 700 0.3 1,800
| TTAL -~ - . - {153;170— 100.0 235,100 100.0 |

| SOURCE: Central Statistical Office Population Census 1970 and 1980

Arrangements of this nature inevitably result in low levels of services,
poor subdivision standards and living environment and inaccessibility ro

financing from establish_ed financial_institutions. :

‘These informal types ofr'h‘onsi-ng a'rrsn'gements'- usually by-—pass
:municipal laws witich prwide for the regulation of housing construction
and urban development ‘,Hogever, the regulations themselv‘es have been
Vfowund to‘ be very cunibersome-l sndr_impose severe constre_ints on the_supplyr"

of housing.t Und_.'er._the present -legel-'errangementsg "approval for‘hous_ing




iy be sough_t—from the rHighways, and Drainage Division' of th‘e Minist_ry_ of

construction must be sought from se\;eral'agencies‘such as the. Town and
Country Planning Division, the Ministry of Health and ‘.-.'"ater and Sewerage'

'Authority. _In addition, in- the case of subdivision of land 'advice must

: works'and for multi-s toreyed public and’ commercial buildings, appro»ral
' must. be obtained from the Ministry of WOrks, The Town Engineer's.
Department, -the Chief Fire Officer and the Factory Imspectorate. As a -

Tesult of _'these 'bn'reancratici -procedures ‘required " for obtaining .

co:nstruction"apprwal, ‘there has often been inordinate delays in the’

commencement of construction, estimated__ to range between -two months to

three years, 'resulting' in 1increased costs. Moreoz er, these agenc'ies

sometimes appear ‘to have conflicting standards, overlapping authority and

to set unrealis tically high standards.

, A_ffordabilityr of Housing -

The major problem facing the housing sector concerns the- high'
; costs ~of newly. built houses constructed by both the pri»rate ‘and publiec
-rsectora. ihough otficial_ statistics are 'una\r:ailable‘, 1t h_as 7 been
es.tilnated that the.,. rate of Vinflation _in hoosing'over me-xlast deca'de or’
so", ‘was several times higher than . the -general 'inflation ra-ter over the
‘—s_ame period -,-With_‘,the recent downturn-in the domes tic economy, inc:reases'
: in house pric:ea- ‘are é:tpected Vto'.mode-rate- s-omewhat. }iowever, on -account

:of the decline in _Tevenues and the. need to ensure that other priority -

LI

sectors are provided with adequate resources,_Govjernment has begun t:o

" reduce its h‘ousing con_s truction and housing subsidy programme.
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According to. recent estimates the cost of the least expensive'
house. built by the public eector is approximately $84 0001. On the
other hand prices of houses constructed by private developers vary

' substantially, though the range of quotations is normally upwarde of'—

$200 000. On rare occasions however, lower prices have been adfertised o

Vin-the daily press. .Table'VI attempts to provide some.indications of the
dowupayments, monthly payments and income requirements for a range of'

house prices between $84 000 and $250 000 Ihe table assumes that there

- are no interest rate subsidies and that the loan to value ratio is eighty
per cent (802) although, in practice, the latter may vary between 60 per
cent to 90 per cent. There maY'aleo be Jariatione in the debt to incomer
':ratio which -can have the effect of increasing the income requirements

-AHoweJer, threshold paymenta such as origination fees legal fees, stamm
duties etc, which hafe to be borne by -the borrower -and- which are often

~ quite substantial, have not been included.

1 Urban Projects Division, Latin America and Caribbean Regional Office,'
Trinidad and Tobago Housing Sector Analysis, mimeo, Nov ember 1984




dollars
House Cost R 84,000 100,000 150,000 200,000 250,000 |
i)wnpayl-nentd | : 18,400 - | 1_0,7000- -__15,:.000;7 20,000 25,000
" Mortgage loan . 75,600 90,000 135,000 - 180,000 225,000
,Monthlyrfayment 'l;'.' o 9;0 1,120 1,680 2;240_ .'2,800
Income Requiredz i:;: .' "3,120 3,7407 5,5005; : f,BOO-' 9,400

DT X I
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TABLE VI

-V_HONTHLY PAYMENTS AND_INCOME REQUIREMENTS

FOR SELELTED MORTGAGE Loans 1.

1 Assumes a rate of interest of 14 per cent per annum and a repayment

: period of 20 years.

2 Assumes-a debt to gross. income ratio of thirtyrper cent.. Ny

h proper assessment of the affordability of housing to the

various income groups is constrained by the unawailability of recent data

~on the distribution of income among households However-a classification

of households by income level of the household head based on the 1980

Population Census is presented in Table VII. Again, inraddition ot the‘ ,

problem of recency the data provided can only be of restricted use since

,H

'asSessment of affordability-may, in instances where there are more- than

one'income earner, depend upon the income level of the entire household_'

rather than on one'member. Nevertheless, even if it is assumed that the
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" average househpld‘cﬁmprises two income earnmers,. it is,ébparen: from the

“data that thé,ﬁéjbrity of households is cbncentrated'in the lower end of

the income scale.

TABLE VII

* PRIVATE HOUSEHOLDS BY INCOME LEVEL OF HEAD, 1980

_—— - - . -y e

© - INCOME . . - 'NO. OF HEADS © - "PER CENT OF TOTAL

" Under $500 - 79,01 - 33

3500 - 899 - - . 58,841 T Tasa

$900 - $1299 - . 3009 . - 15.3
31300 - $1699 ~  1s,110 BN

$1700 - 32499 - 13628 SR

- $2500 - $3999 - 6,492 - . - . . 2.8

over $4000 - 8,512 - . 3

Not Stated . 17,053 s

TOTAL 234,727 10000

SOURCE: 1980  Census (Unpublished Data)
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Gi\ren the inadequacy of data on household incomes,' only cursory
' analysis of: ‘the afford.ability of housing can be attempted '.[hree broad
'categories of bouseholds can be identified. Firstly,-the lowest 'income

group will not normally be able to meet t.he income and- or.her requirements

"

for purchaaeofiow cost housing and-rconsequently,t,need to be- assisted. '

through Pnblic- Sectoi’ Ho'nsing' programmes in'order to ne'et .their housing

" -Vn'eeds. Secondly, at the second lefel are those households who are able

. to afford lowr cost public sector housing often only 1if subsidies in the_

form of lower'interest rates and smaller downpayments are prwided

Finally, .at the upper end of the income gcale are those households who

hafe access to finance from established mortgage institution for purchase

of prifate sector housing, ,i e. houses in the price. range'of $200

thousand and upwards, but who may also be bemeficiaries of . interest rate

and other subsidies._ Given the relatively high cost structures of both

' public sector and private sector housing, therefore- subsidies of one form

or another is easential if greater home ownership is to be encoureged

among the low ‘and middle income households
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IV. SOURCES OF MORTGAGE CREDIT

Ihe bulk of mortgage debt outstanding in“Trinidad and Tobago is:o
iheld by commercial banks and their subsidiary non—banking financial
institutions = l.e. trust companies and mortgage institutions, - life
insurance companies'-, pe_nsion funds rand certain Vstatutory financial

corporations_ ('See Table V)'. Mortgage financing patterns of these lending

institutions vary from one another in a fariety of ways, reflecting
differences in statutory rea trictions, in inv estment powers and asset
management policies.' Hortgage lending institutions also differ widely in

r-ftheir sources of funding and as lsuch may be c]_assified under two broad,

categories; (l) deposit taking, and (2) non-deposit taking.

- Dﬂosit-ta-king Institutions

Commercial " banks. are- important  3u plierslr ‘of. mortgage
-construction finencing as weli ‘as 'resiciential and non—residential
mortgage loans, almough precise estimates of the actual proportion of
reacn form of credit is una\railable. In addition, the banksg also provide .
,.subetantial amounts of home mortgage credit t:hroug’n their subsidiary'
trust and mortgage finance companies. Trust Companies were established
',t:o manage oth.er peoples asset:s placed 'in trust - Inf'addition,-‘ 'they,_'-
provide mortgage loans which are financed mainly from deposits mobilised

'from't’ne pubiic. Mortgage finance companies operate in a- manner similar

to the trust companiea_, but_,do not perform trust functions.




o TABLE  VIII

DISTRIBUTION OF MORTCAGE DEBT OUTSTANDING

BY TYPE OF HOLDER AND PROPERTY

DECEMBER 31, 1982%

_($'miilibu)

Réal,Estate - Mortgage , ' -
Residential  Non-Residential - Total % of Total

o : : A=
_Trust Companies .~ = ==282.2 161.5 443.7 =13.8 .
Mortgage Institutions = = 188.1 137.2 325.3 (S 1578—
Finance Companies . 4.0 6.7 - 10.7 O - Tt
Building Societies o 44.4 1.4 45.8 Cbe—gs
,LifewInsurance'Cofs.r, . n.a. o n.a. - 480.95 -17.1'
Pension Funds . - ‘ ‘n.a. : n.a. 203.7 . 7.2
National Insufance Board = - - c - ' S421.0 0 15.0
- Trinidad & Tobago Hortgage ' ' ' o
Finance Company o 255.3 - 255.3 9.1
Nationel Housing Authority —  411.5 - a1 1446
Agricultural Develop. Bamk =~ - 215,41 . 215.1 7.6
Sugar Welfare Fund - . ©19.0 . 19.0 0.6
TOTAL .. T S na. . . nla. . 2,813.0 - 100.0

" SOURCE: Central Bank of Trznxdad and Iobago
x exeludes c0mmercial banks

- n.a. - Not avallable o
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| Trust , and mortgage finance companiee"-nronide -real - es tate
mortgage- loans- at’ commercial rates dof' interests for the purchase of
.residential and commercial properties. Buoyant deposit growth over thel
laet decade has enabled these institutions to expand their loan portfolio
at a rapid rate and to assume a position of dominance in the mortgage_
market.r Over the period 1980 to 1984 their total outstanding mortgage
N debt grew at an annual asrerage rate of 20. 4 per cent to $l 204.3 mi]_lion,

the bulk of which was secured by residential mortgages.  Data on the

inJestment__ of assets maneged under the tr:netee ‘functicn are not
‘atrraila_bli_l.e. Howefer, at_tne‘ end of 1984, depoeite pieced with the ei-g,ht
_(8) trust and-' mortgage 'institntione' , on behalf of -Peneion Funds, Trust

"~ and. Uther ’Managed' Aocounts a.mounted to $87 2 million or approximately 7

- six (6) per cent of their total- depoeit liabilities. :

VF'i'nan_Ce housies' hefe a-ls-o bee_n -significant ,-nobilisere of'_ don]ee tit: '
sefings in t:he f.orni_ o'f-‘ deposi't-s.r_' Thelr ,tote-l 'deposits'rgre;r c'onsideratly
since— the nid-1797jtr)'rs- end over the' pe-riod 19804-1984 : averaged 27 per cent”
’on an ennual besis‘.A During 1984 however, total deposits fell by 9.6 per
- cent to $868 million consequent upon the downturn in ‘the performa.nce of .
the economy | 0f . the fourteen companies in existence at the end of 1984,
--e'i_gnt (8) wer_e liceneed to - carry on the business of' a‘mortgage_ '
ineti‘t:ution. . However, the total outstanding loan portfolio of finance,-
com-panies he\re rshown-'E'-concentration oﬁ medium term _loans '_to such sectors --
7, as r'oonstruction,- distritnti\;e tzr‘ades” end 'petsone_l 'consu‘tne'r- loene dwit_h '

'ronly d ‘marginal,_alloi:ation to-nortgages.
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The Building' Societies ‘are - s'peeialist- mortgage | lendin'é'

- 31ns t:itutions which were established to provide residential mortgage loans--
,-to its members who fund its J_ending through the ‘placement of deposits and

"the purc_hase_of shares. Althougn lncome of - the Building Societies is

exempt from taxation, deposit and assets growth of these ing titution have

not “exhibited. tne_san_le pattern ag was_rzther case for othé.r non-bank

depositf-taking institntions., - Consequently, the s'oci“eties have sho#n only

'-rmod_eat increa.ses in thelr outstanding mortgage debt and they continue to

_ ‘operate on 4 relatively small scale.

Non—deposit Taking Imstitutions

(a) Statutory Financial Co rporations

Se\reral statutory financial corporations prwide mortgage loans

T to - middle and low income homseholds, who on - the basis of established

lending : cri'te"ria __could not qualify for ,accommodation - from the '
deposit—taking-: mortgage - finance insti'tut_ions: _or to - whom _such '

aeoouimodationiﬁo’old. hase ‘been‘“inac_:ieqllate to meet their housing needs.

These inStitUtions include the -National Insnrance Board, (NIB) the
VNational Housing Authority (NHA) tb.e Trinidad and I’obago Mortgage Finance

.Company. (B TM.F) and " the Sugar Industry Welfare Fund
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: The NHA 1’s‘ thé "maln agency for the - im_plementationl of -

' Gwerninent"a 'houaing 'progra:as and addresses - itself priu':arilyr to
1ower;income groups. It obtains its funds from gwemment allocations,

its operations and from’ external agencies.. Tne Authority‘has "been faced

‘with severe organisational ‘and administrativ‘e problems wnich has impaired

the efficiency of its operations As a consequence of this,' precise

) estimates of its total loan portfolioare,corrently unavailable‘. It is

appa rent however, that there has been a mariied slowdown in the rate of

loan disbursement over the last two years.

'" o | o 7 Both the Tx TMF and the ;NIB prov ide. mortgage -loans to households
at. the‘ middle‘in_e,ome-_level. The NIB“administers the -couutry's ,nat;ional-
insurance &ra-cheme ‘and :deti'»res" its -re\renueaf largely from orenium
contri‘bntions- of ins'ured-pe'rsons. Ho_wever," since _thefunds 1t receives 7'
rare—r far in excess of that which it' pays rout in *claims,l.- it- s 2 major

sonrce of funds‘ -for'mortgage loans. It is not»an-originator of such

‘loans. Rather, ‘it employs seven financial ipstitutions as ag_ents which

grant the loans on its behalf and manage and sersice them in exchaunge for
fees ranging;.from 0.751per oerit. per annum to 1.5 per cent per annum. The

NIB is currently the' largest single gource of.mortgage ,credit ‘among "all

financial institution.‘ In the first nine months of 1984, the agency
disburaed a total of 3147 7 milliou in mortgage loans, while at'rJu_ne
15983, its total outstanding mortgage loans stood at 3578 4 million. "Iher
_NIB also . provides assistanc‘.e to the mortgage market through its plaeement
of substantial d_epOsi_te with othernortgage; institutions for on-—len_ding

© to home'buye_rs;r_ S
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- The NIB and tﬁe;government of Trinidadfand Tobago are theljoint

. holders 'of"'them'equ-ity 'of the Tr-inidad and Tobago. mortgage finance

company, a specialist mortgage lending institution which caters to the

needs of the niddle’ inCome households The company 's major.source-of

 funds has been unsecuredAcreditrin the form of debentures—nhich’are held

by itslequityrpartners. OJer the period 1980 to 11984 the company was
-able to attain. a more than ten—fold increase in its mortgage loans

portfolio from $32. 6 million to $346 8 million, the latter representing a

total of 3189 loans. However, as a 'result of the downturn in the

j;reconomy, the flow of resources has not kept pace with the level of demand
to the extent where it frequently became necessary for the company to
,institute temporary freezes in . its ‘mortgage lending pending the_'
: drenegotiation ofrnewrcredits.t The TlTMF has also attempted to mobiliee

"resources through the placement of-a_debenture'bond issue which was made

inr l984a ,Honefer, tne; amount realieed fell well short of original‘

expectations.

(b) Life Insurance Companies and Pension Funds

Life Insurance companies and Pension Funds comprise the largest
group . of private non*deposit taking financial institutions and are also'

major euppliers ‘of non—residential and home mortgage credit though

. estimates of the actual proportions of each of these classes of mortgage

*+

'gdebt held in their portfolios are currently not available.‘ Under the
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.Insurance'Act-" 1980 these institutions are required to invest their

statutory fund.s in approved local assets such as Government securities,'

-'mortgages, rea_'L estate, and equities of rcompanies -apprOVed by the

Ministry of Finance, with at least 80 per cent of the total required to

 be in\.resteci in Trinidad and Tobago. i

Unlike commercial . banks ~and other ~deposit-taking institutions, |

~11fe dpsurance companies and 'pension funds -enjoy’ reiatively stable.

inflows of inyes tment ,funds' from- 'contractuel"'edditions to their
'reserfes. ‘This factor enables them to plan their mortgage in\restment
fprograms on a long—term basis.  In the period 1975—1982, total assets in -
hthe Statutory Funds of Life Insurance companies and Pension Funds grew at
Va\rerage annual ratee of 16 8 per cent, and 25.3 per cent respectively
-' 'l‘nese high growth rates lergely reflected increases in their holdings of

real estate mortgage loans (See_Table VII).
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v o “ - TABLE " IX-

 STATUTORY FUNDS_OF LIFE INSURANCE COMPANTES AND

. SELF ADMINISTERED PENSION PLANS

¢million .

. REAL ESTATE MORTGAGE LOANS AS PERCENTAGE OF TOTAL ASSETS

LIFE INSURANCE COMPANIES

-;Total - Real Estate % of
"Assets - Mortgage Loans = Total

SELF ADMINISTERED PENSION PLANS

" Total - Real Estate % of

Assets - . Hortgage Loang___Total

{ 1975 2586 . 687 26.6
Y7 3056 113.1 28.6
19 aees - 222.1,‘-6 476
1 1es1 0 ssis ",f ; 3.2 0 539

{1982 7e8.00 . 383.7  50.0

:i43{6  . 15.6 10.5
21706 s o 187
3099 7006 _ 22.8
,iszd.s-!-;[' ; 150,2' 28.8

'720.0, - 2012 - 27.9

f'SOURCE:-Sﬂperjisor of;Insurance Rgbo:ts.
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Interest Rate and Other Policies of Deposit—Taking Mortgage

Finance Institutions —'Ihe Effect of Competition

As- 'has 'alrea'dy been stated, deposit—taking mortgage- lending
institutions ha«e been regulated. under the Financial Institutions
(Noananking), Act 1979. To the extent that legislati«e and regulatory

controls impose explicit barriers to the entry of new institutions into-

‘the financial activities of NFIs, they severely limit the degree of

competition amoug these institutions., Nefertheless, various elements of

price and non—price competition exist among tha deposit—taking mortgage

' finance institutiOns and other nop~bank financial,institutions. a

Ihe most important aspect of price competition is 'interest;
ratee. Act No. 34 of 1978 sought to amend the Central Bank Act 1964 4in -

order to profide for the fixing of interest rates, but this power has

never been exercised The iuterest rate policies of mortgage finance

' institutions consequently reflect, to an - important extent, the effect of

competition .among themselves, ~and with commercial banks rand other_
non—bank financial institutions. It 1s significant to note, howeVer,
that although trust and mortgage finance COmpanies compete directly With '

finance houaes for deposita, they' compete only at the margin with banks

whose deposits are mainly short—term with maturities ‘of under one year

-y
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R e TABLE X L
EOHQERCIAL BANKS AND NON-BANK FINANCTAL INSTITUTIONS
' SELECTED INTEREST RATES: 1979-1985
o D -
'Commercial Banks ‘Trust and Mortgage Fiﬁ%ﬁte Cqs.' Flnancg Companies
PERIOﬁ‘f E Time Déppsits,. uﬁrtgagg'Loans‘ | Timé'DepositS' ,ﬁés;ﬁehtiall ..Time bepoéitéfll‘
' T ' '(l_y;) co (};3 yys) HortggngLoans ,(1-3 yrs)
B} .: Median ‘Hgdiaﬁ" .'Range VHed?;n  Median -ﬁange‘ Mé&ién‘ ' fRangé'
1980 ' 8Q13'  o - 9.40 12.00 11.00-14.00 11.75 7.00-15.00
1981 | 8.94 "11}50 11.50 10.19 13.56 11.00-15.00 11,75 7.oo;1éfoo
1982 8.82 12.75 _11.60—16.00: 9.73 _ 13.57 ‘12;56—15.00 12.75 ":9.0Q~;6,00
1983 8.25 12,75 '12;00—16,00‘“ 10.32 ‘13;507 13.00-15.00} 13.38. 10.00-16.00
1965 8.63 ia.oo“ 12.50-16.00  10.25 14.00 19.50-15.00 13;00 - 9.5¢-18,00 
e o
qer. 1 1 8.50 12.50 11.50-15.00  10.25 113.3é;,e'42;00715§ob‘ 18.00 9.50415.06_‘ :

' SOURCE: Central Bank of Trinidad and Tobago.
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Table X prwides a comparative picture of the rat:es of .rarious_

~deposit—taking financial ins titutions over the period !979 - 1985 Rates .
_offered on deposits haVe generally ahown a rising trend oV er the last

five yeara but there were, significant differences betWeen the ral:es of

the yarlous classes of institutions. ‘On deposits of -3 years maturity,

rates quoted by finance companies appear by historical standards to be.

excessively high reaching as high as 18 per cent in at leaat one instance

wnile the median rate for the entlre group have consistently remained'

seqeral percentage pointa above tne median of the quoted rates of trust

"companiea on deposits of similar maturities. However, it has been widely

recognised that certain finance companies did not always adhere to the‘

_con\rentionally established standards of prudential controle and have

- suffered the inevitable consequences of such behas iour

Reflecting t:o some extent, the relatively higher interest rates

paid ‘to its suppliers of funds, mortgage rates charged by trust companies'-

to their customers : for_' house purchase have consistently been

'significantly higher than the corresponding rates of commercial banks. :

An indication of the apread of ratea and of the profitabiiity of trust

and mortgage finance companies orer the period 1981 1983 is pro«ided in-

table XII. Analytical comparison of the data is severely constrained by

_differencea in data classification and the lack of a consistent seriea_ ’

for the two groupa of institutions. Nevertheless, the data reveal that

Cover the three' year -period trust. and mortgage finance companies have

)

maintained higher ratios of profit after tax to total assets and to total

deposite than commercial bank.a.
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TABLE X1
. SELECTED OPERATING RATIOS OFVCOMMERCIALIBANKSVAND
- TRUST AND MORTGAGE FINANCE COMPANIES: 1981-1983°
o . (per cent) | -
1976 = 1©80 1981 1982 1983
Commercial Bamks L
). 'Return on Loans 10.30 . 12,410 1379 14.36
2. . Interest onm Time and Savings : = o ' '
: ~ Deposits to Total Deposit = 5.7 5.61 5.71
3.  Profit after Tax to | , , o , :
§T‘~ Total Assets. - 132 .32 129 1.39
{ 4. - Profit after Tax to . . : . - .
i Total Deposits. = * o - .55 L6969 180
Trust and Hortgégg_
Finance Companles’
1."_Interest on Loans'to" o ‘ I o
: - Average Total Loans _ T 7 15,2 15.0 3.5
;j 2.  Interest om Depositérto o TR . 7
i Arerage Total Dposits - . %4 - 9.2 7.4
-4 3. Profit After Tax to o o , _ o
_,*’ o - Total Assets’ | : - 24 17 1.8
; 4. Profit Aftef Tax to - : | - :
Total Deposits: - _ - 2.7 1.9 2.1

1.SOURCE. Contral Bank of Trinidad and Tobago.
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Apart"from_;the “price elenent .0f competition -among mortgage'

-Ufinance institutions, their " lending policies' often ;reflect certain

eon;entionally established self regulatory ‘measures which are used to

' ensure that loans ‘are of a desirably eound qualiz:y HOWEver, these termsr

‘and conditions of lending can - influence to some degree, the demand for

mortgage _loans "and itherefore provide a limited ‘basis for Vcompetition '

among housing'financefinstitutions;

v'Mortgage‘financesinstitutions proqide‘loans on the security. of

both residential and commercial or industrial properties'and may finance

up toigd'per cent of the valuationlor'purchaserprice'dt the property,

whichever is_lower,lalthough maxinum loan values‘have been specified in

(certain instances. Residential mortgage loans carry higher loan to -value
'ratios and longer repayment periods but generally nave a lower specified

}maximum value : Some institutions require that the entire loan or part of

it be insured with ‘the cost of insurance being borne by the borrower. It

fis also a requirement of all institutions that income of the applicent be -
{ferifiable and that’ loan instalments do not exceed thirty (30) ‘per cent
~of the gross-amount.g However, in order to acoomodate anlarger number of
1}prospectiye borrowers, Vone -trust conpany has introduced, a systemilof

graduated payment mortgages which provide for lower monthly payments in

the early years of the mortgage contract and higher payments later on.

|
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All insti"tut'ions 'ha;e- recently introduced ,’adjustable rate

:bor'tga'ges'—wnose contract i-nt'erest- _‘rates- are adjusted pe_riodically

'depending on mwements in domestic interest rates. "‘O,ther requirements

wnich may increase the cost of mortgage finance to the borrower include

r'l-ife lasu rance cmerage equal to the amount of the loan,'as uell .as
'propert) insurance coumitment fee equal to 1-2 per cent of the salue of
the loan, penalties for prepayments and - also late payments and procedures'

for foreclosure of the mortgage contract
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§.. —=T. ¥IRTGAGE MARKET - PROSPECTS AND PROBLEMS

"H—.

i

:::f_.._‘_.ne in petroleum ;evenu:és an_d“ the .'c_onsgq-ue-nti downturn’ '
in the ecomnca ;E.:..=__ resﬁlt’e__d fn a redgcitio'n\ in 'gw'gfment- spending_‘ od
drdmes_‘t::i-call__v ::—- ji:‘e'i-gobds and -s‘e'r;i ices which was rthé'-' méjor source. of
increases- i:'r_‘:_":__"';::.etrary baserand money supply within recent }ears

After a xaaré*_,—':_:_-.—__- .:._'s-'o fold incr._'ease in 1982, the net domestic budget

deficit _'.':-.i;'-:: = used as  a ineas'ure “of the. finéﬁcial impact", of
government's Zfome—-zic expenditure, registered 'conseculti\_re; declines ' 1in
©83 an:ir 158~ Zoese de\r'elopmé'nt-s have important consequences fbr‘the,-:'

deposit td""" ..;._m___;__.ge finance institutions in their role of mobilisin.g-'

domes tic i‘gs':t:_'—.__==='_‘ ,Ior the purpose of on—lendiug for the purchase and

VC-O‘I-].St‘l‘UCt.iO-‘; == -'*'——'-‘:Ldential dwellings and also for government in respect

of its prczr===- — assistanc‘e to middle and lc_rw'er,income househo_lcls.

Temmes Tt growth of commercial bapks alowed cousiderably to 6.6

per cemt zz=Z 2.3 -marc en_.t, in 1983 and I984-~respect:ively from an a\.rerage’

~annual rzts o m==r 25 'per' cent over the preceding five yea,z;:s. The trend

: of‘slor-'e: Te=mom— — 'g-‘r'rovith 18 1likely to continue, at least, into the
- immediate_:_'_::z and  will constrain both the " mortgage - construction

'fina;idi_t;g e r‘*gagé l_ehding .actiirities 'of'banks.- Trust and mortgége .

f:_tna_ncé' Compe= == on the other ‘hand, con‘tinueﬁ“ Wﬁ?ﬁﬁmmt

deposit‘-:g:w—_ - _____, = _fgtEFecmmmg ang 98" (“l 6%9 '_. ?’5? e,

pattern™g= LﬂWWﬁﬂﬁ&%ﬁwrlY: -
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outstanding real estate mortgage loans “extended by these spécialist

institutions grew by 22.3 per cent during 3984 but was substantiail}

lower than the 36,2 per cent increase in 1983.

drastically thelr scale of lending. In addition, the Minister of Finance
.has acknowledged in his 1985 Budget Speech that the gévernment cannot
continue in its public investment programme to place so great‘an emphasis
on' the provision of fully cpmpleted dwelling units, and that other
Qgihods have to be found so that a large number of households can

continue to benefit from public expenditure om housing. Moreover, since

From the above scenario, it is evident. that the major problem
to be addressed by the policy makers concerns that of ensuring an

adequate flow of financial resources into the housing sector. An

it is important to recogpize that the poorest sectlon of the population

will not be able to gain access to mortgage finance and therefore must be
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._assisted 'by—‘_ gwemment to meet thelir hou'sing needs, - A related ques tion'
: 'is how . can public sector resources be efficiently mobilised and allocated

to meet the specific needs of low income household.s?

In examining the ways in which the housing finance objectives

can be met, it is essential to ew&kua&ttbe&'zcurrent;bhousingwpolf:tj;‘cﬁ

S e el

enmsﬁrgﬁmﬁﬁ‘;ﬁﬁﬂcmgplegsgagss;most%igpontanenzokégzigg_promotin& e;gronth.”’aﬁﬁ

demelopmentzwof.v hou.eing finance?&ineat;ttutff"’ ﬁ’é““’-““émd* “dmvee the._sallocation,mgf

resounee&ﬁimrthe_@housingasecto satln order to ascertain the extent to
wnich‘ these goels are :-being .'met- and the policy modificati-o_ns_ #h_ich- might

be necessary to enhenceithe mobilisation of _resou,rces, in this sector.

(liven that a major purpose of financial policy of government is
to promote the: growth and development of sound and viable housing finance
institntions the question that immediately arises is wmgmem;;o@mme '
typﬁ@: n@iﬂiﬁaﬁceﬁiwt’ifutionﬁwac@gg@g&gﬁeem legﬁﬁr;licensed?f%
deﬁél%pingﬁf'cfdﬂrltm'sudfﬁesLiij.Tfi'nid"aZaf?ﬁifﬁTéffé‘go. Indeed it is significant‘
to note that although a ma,jorftje. ‘ofs fimnc%homam hasre beenJIicensed to

.....

th eywh a8 genera‘ll‘y

Eplilicde PO S

carrysons- th’e»»* bnsi‘ness g fie mortgage::-vins r:itut—ion.,s,«_

‘ ignore&» thifs™ area g lendingh des pite: the,;guoyano);- of -thes hous ing: market

z 'ie‘&‘cs.- Furthermore, witad the decline in deposit growth of

—A‘finance companies it ‘Beems quite likely that - mortgage lending will

'continue to. lose out against other forms of business in which finance-.—,

companies are engaged.' if, as has been stated,eerlie;,r th_e: purpose of
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financial legislation 1s to increase efficiency, to improve competition

and to stimulate long—term? finance, then there appears to be a need for

reviewing the current legislation or at least the system of issuing

licences under the Financial Institution (Non-Banking) Act, 1979. Indeed

it may be the case that theSBEIAREYENEESUALETORYY ST

SIraRe e EysrennielrintdadaandeTobagt .

Financial policies in récent years have also tended to take a
;:ather narrow view of the housing finance system to the extent that they
have not focussed on the role of the;Building and loan Assoclations which
are the oldest specialist ho‘using finance institutions in Trinidad and
Tobago. These Assoclations have been rggulated underwr the Building
Societies Ordinance of 1890, which 1s based on the English Building
Societies Act of 1874 and %1884, Partly om éccount of the archaic nature
of these 7regulations, " Building Socletles have beem placed at a
competitive disadvantage against other specialist institutions and, as a

fesult‘, the growth of these Societles Imn recent years has been stunted.

Fridently, there is an UYZeHtEEMEedsmfoREERTerien ol Lt TTepalaelony

S B TR S Ge e B e - T F i gggFatidaTobagoszan

important objective of which should be to ascertain whether or not these

institutions should contlnue to be regulated separately from other

mortgage lending institutions.

L3

(0



- 47 -

Mobilisa ti‘on of ' Financiai ‘Resources

At T

'B}_ee_-e-low.dognegi e growth_—.gin depoeita&tangi,ncnnsequently: the

‘ mmﬁﬁene&éimmmmwmrwmef

::'__._;: fff&fentg‘;i’ mobitdzs tiom;:. Of.v.'. ﬁin@nei%s 3,956 ,in_.’.;_ti’ie

P i, A ot

E economy in- general ‘and the housing sector in particular. ‘The -cont’inuing‘-

growth and development of the mortgage market will therefore depend to. an

' increasing extent on tFEss _M%attO%gf@jiMCia%f@_mgWF

-Aﬂ%fn&timﬁuﬂ .

& a——eatewWﬁfsaeing&ﬁEOnhoua HERE:
‘througf'iﬁﬁiﬁghmroansacambe:: Prowidad tor Lowetr %ir WM TR E

f—in‘ancially ,_viable_ baeisf - 'However, the role of gwernment is inportalnt
in prrov iding :tne _ necessary '_ financial infras tructure -'t'o‘ '-‘ra-ci'litate the

innovation of financial‘servricesr by housing finance ins tirutions.

Seyeral innofatis're'schenes have ‘been employed by housing finan_ce

ins titutions' in- dev elopeci and' less rieveloped countries. |

ey et

s 1de~;’**~' coneractuaamaf@ﬁgﬁ@%haver heenn::used: -« LG tencouragees‘nprnspeejj,{r e

»—-m«v«txw

h omeowners" ”“‘tcr "?&ownpayment: sFotidh eiie—thomemwh»ﬂe

. gw ernmentz:uhaat aupgoﬁt&i@ sﬁch_ ecb:emeex by- proridingw 'ieinc'é“r"fhﬁ?i\f"é‘?aéﬁ:o

savers. Oipeti@ers “ﬁ*&fm&ide&;r graduated -payments: schemea facﬂ,itateg Jtt:,e

"Eﬁfﬁ?’ﬁ&m‘t’&%m‘“m’gagnmbyﬂ reducing,:,:; mn%%&ts

TR 3

35 fﬂﬁ"—’ﬂ‘c’bntfa:ﬁt« and the latter is already belng 7-
j,‘-‘se‘i by at least one institution in Trinidad and Tobago ~However, om

_account ,of ,tne_-problem of the maturity transformat:’ion of depoaits' the |

success of housing finance institutions in attracting a greater flowr of
fp

——— J— E— bt e b e

o e—"
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saJings will depend to gome extent on, the Drwision of_an adeouate 1evel_-‘

of protection to depositors and 4 gar,d_htbe es.tablishment.;of. a

deposit' insurance scheme is essential. On the other hand, in the context

of the current economic enviromnent,- mo

F n&nr%canﬁpraﬁide:wme:ﬁuman tee W%mﬁm

; n(-j?'iﬂf‘-_{':

or default by borrowers. ,

At present, mortgage insurance to cover loans up to a specified
. maximum value is provided by the National Housing Authority In
'addition, a . few insuranc:e companies provide indemnity insurance to cover
the top 15-20 per cent of mortgage loans where such- insurance might be
'required in -order to-reduce downpayments or alternatively to increase
loan; ;to value rdtios. ‘To ensure the provision of adequate levels of_
f-mort_gage loans, 'it; may 'rtherefore be _necessary to pr_ovide, mortgage
insurance f_acilities to-cover all sizee of loane. It may also be tlne
case ,l_:tlat such-faci-litiee can. most_ efficiently be Vprovided b;r a single
" ins titution and hence, - the : feaeibility' of Vestaoli:shing '-such.- “an

institution should be -exauii_ned.-_'

A significant development in recent times has . been the passing.
of legislatiou ‘to incorporat:e a mortgage ‘bank in Trinidad and Tobago
The Mortgage Bank will raise funds from insurance companies, pension

—\-_ ‘ .
funds, and other institutional investors through the isaue of bonda and_

rdebentures, 'and‘hence,' is. _expected _to deepen the procese of financial




intermeeiation andlto_increase-the etficienoﬁ of'resoutce.mobilisation in[:
‘the noneing seeﬁar.""ci}éﬁ':the highr'conoentration 5f.1£é51 estete

' mortgages in the Statutory Funds of life insurance companies and pension :
funds however, infestmente in additional.mortgage—related securities is
flikely]to present oertain portfoiio risk which are likely to teduee tne
,_ettraoti}enese of:holding such secutitieef It_maf_thepefore be-essentiel
E for'go&etnmentito_protioe eome form of'gnarantee\tonolders otleecnrities

issued by the nortgagewoank.

B
|

Potentially, the mortgage bank can be an important source of
_ temporary'fundingrto those'mortgege'finenCe institutions which have been
- experiencing shortages . of - financial resources. _.Stetntoty,:finenciai

. corporetions suchnas‘the Mational HousingrAuthotity andﬂthe{Irinidad_and

.eituation presents an oppottonity for these institutions torintroduce‘new"
methods of depoeii: mobilisation. to ensure their continuing ‘growth and’
'rviability. -Hence,)'the legislation controlling these institutions mayir
need to be amended in order to authorise them to collect savings in the

foro of depoeits.”
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Finally, it'm'ust"be .rle'cognised that the' e'fficient mobilisation
of financial resources in the - housing sector depend not only on ‘the
supply of an adequate flow-of savings but also on the efficlent

T
allocation of loans for house purmln our earlier discussions, we

-

identifiedtcertain areas in which the actions of certain _policies were

. unintentionally blocked by other policy actions ‘often - increasing the

difficultimincome groups in obtaining mortgam 'Jhere '

is therefore an urgent need for a review of these regulations in order to

—_ T
_— - = "—“——‘—‘-_-.‘—"'"-—m—.__"

engure. that proposals for reforms and development of the housing finance -

T T T — e

sys tem are congruent with the. werall financial development strategies of

the country. - e

-In summary,- therefore, _it has 'beco'me necessarv for gowernment to
modify its Tole in ttLe housing sector on account of the declining trend
in pgublic sector revenues. 'Ihis would inevitably mean a reduction iu
public -'sector _ nousing 'investment- as well as housing _subslidies.

_ Nevertneless, its -bas'i,c purposernould. remain- the same viz providing the

-

financial infrastructure for promoting the growth and development of
: housing finance institutions ‘and assisting the poorer-section of the
community to acquire suitable shelter. A discussion of the latter role
is to a- large extent outside the scope of this discussion. 7 Nevertheless,.
its major objective ought to OS‘Q\consist of developing specific ,prograne
for lowr income households witn ra major focus on the urban infrastructure

that individual nouseholds cannot provide for themselves but which 1s

central to efficient long-term urban development.
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 CONCLUSION

To the. extent that the mortgage mark.et i3 concerned Mwith-the
‘ financing of housing needs it can perhaps best be examined ag part of
the wider housing finance system At present -financial system reviews'
rinclude a review of the mortgage market which is generally restricted to
an analysis of the mwements in outstanding loan balances. Given the

high degree of social and economic importance attached ‘to the role of

' 'housing,_it 1s imperative that more comprehensive reviews be undertaken

‘ on a periodic ‘basis which could inform policy decisions in respect of the

mobilisation of financial resources ;in .the housing sector. |

-To- attai'nr 'this objective, nowever, - there- is 'much scope for
improvement in the methods of data collection not only in respect of
'V'housing finance statistics but also on all aspects of housing sector.
Meaningful analysis of the mortgage market and housing finance system is,
at present,' constrained by the 1ack of sufficient and quality data which-
tconld facilitate a. proper evaluation of the performance of the mortgager

market and - e_nhance,_ the .ef-fectiveness "of housing finance policy

: -f_ormulation.
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