XXVII ANNUAL CONFERENCE
OF MONETARY STUDIES

SECONDARY MORTGAGE BANKING

Calder Hart
The Home Mortgage Bank

JACK TAR VILLAGE
FRIGATE BAY
ST KITTS

NOVEMBER € - 11, 1995

__m.—...»___,



BACKGROUND AND RATIOMNALE

-

The Home Mortgage Bank of Trinidad and Tobago is a secondary mortgage
Institution. As stch, It has no direcl inlerface with the consuming public, i.e.
mortgagors and prospective morigagors, but serves as a bank to the jrrimary
mortgage lenders, such as - commerctal banks, life insurance companics, trust
companies, ete. 1t Is a facilitating device for 1he movement of caphal and savings
[rom the investor through the primary morigage lender to the prospective
homaowner. The primary mortgage lender retalns the Interface with his customer
and continuas to adminisler the marigage as If he sittl owned the morigage. Az a
secondary mortgage institution, we expect 1o be Invisible to the Individual and
specific customer, 1.e. mortgagor. One of the major objectives of a secondary
morigage Institution Is the ability to effect transfers of capilat to the mortgage
market that might nol otherwise go there because of the liguidily of instruments
usad 1o seruritise that Investment, As well, The | loma Morlgage Bank acts as a sclf
adjusting mechanism to distribute capitat fram highly liquld areas and Instilutions
to less [lguld ones,  Lifectively, it creatas an equal and level playing field for
lenders, regardlesy uf (he size of the instltution or Its geographic area of businass,
The | lome Morlgage Bank, as a secondary Instltution, is a mechanism which
effectively promotas the velachty of caphtal. Its administrative structure must impart

cunfidence la, nol anly the investing public, but also the institutions that It s



expecied to serve, and, to this cnd, Its operations mus! be conducled in a timely

and efficlent manner.

STRUCTURE

- The ownership of The Home Mortgage Bank is the result of a unique public/private
shareholding comprising the Central Bank of Trinidad and Tobago, The
International Finance Corparation (the private (inancing arm of the World Bank),
the Matlonal Insurance Board (social securily institution), and the commercial banks
and Insurance companies of Trinidad and Tobago. The shareholding is 32.5%
public and 67.5% private with the Central Bank baing the largest shareholder with
a 15% sharcholding, The Home Mortgage Bank has entered Into a Subscription
Agreement with the international Finance Corparation which defines the standards,
particularly the operating and financial standards that the institution is expected to
maintain as well as the determination of instilutions deemed eligible for deslgnation
as approved lenders. Included in the ¢riterla for designation as an approved lender
are standards of net worth as well as operational experlise and experience in loan
underwriting and adminisiration. Approved [enders are expected (o execuie a
Deed of Sale and Administration which sots out the responsibilily of the lender in
administering the individual mortgage loans and provides The Home Mortgage
Bank with a beneficial icgal Interest in the morigage deed which is achisved

through supplemental teeds, Primary lenders recelve a fee ranging from 1.25% to
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1.50% for adminislering the Deed of Sale and Administration with full recourse to
the lender. Other products include reduced fees for partial or non recourse to the
iender by The Home Marigage Bank. As well, the lender receives a fee of 1-2%

for operating (the Bridging facility for new construction loans,

As The Home Morlgage Bank is essentially a wholesale operalion, it provides an
effective and cfficient mechanism at accessing funds which is achieved at relatively
low overhead and relaled expenses. Those overhead charges will reduce
significantly over time because of the wholesale nature and the automated

operating slruciure that is a fundamental prerequisite for secondary institutions,

As a result of the creatlon of hench mark residential morigage interest rates,
downward adjustments in our fee structure will be allocated both 1o lenders for
thalr achievement of various policy Initiatives (thls farward locking approach was
actuglly signaled in the International Finance Corporation Subscription Agreement),
and the balance going to reduce the rate to the mongagor and therefore enhancing

affordability.

The 1 lome Mortgage Bank has established a banchmark interest rate for new

restdentlal construction as well as the financing of existing homes. It will only
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purchase loans by the lenders that fulfilf the policy envelope as defined inthe l F C

Subscription Agreement.

POLICY
. The policy envelope is as follows:=
1, Mortgage ioans will only be purchased which are secured by a first
morigage deed or compatible type of instrument.
2. Second mortgage loans are not permissible,

3. The maximum loan ta value/cost will be 90%.

A, The amortisalion arm will be for a maximum of thirty years,

A, The home to be financed must be owner occupled.

G. The mortgage interest rate should be in a range not exceeding 3% wver the
cost of funds.

7. The price range of eligible housing in Trinidad and Tobago will be 1.T.
$150,000 and up with na ceiling.

B. Residential mortgage lenders must have a minimum nat worth of T.T,%3
million, and his quantum or share of our mortgage porifolio cannot exceed
20% of the tﬁtal portlolio.

9, 10 achieve a high fevel of securlty our mortgage portiolio is expected to
shuow geographic diversity as well as prudent standards of risk assessment

and underwriling,



RUALITY OF PURPOSE

-

The twin focus of a secondary mortgage institution has to doal with:

1, Caplial markets, and,

2. Mortgage markets.

In tespect o the capital markets, the role of a secondary morigage institution (s to
Influence the diversity and velogity of the aclual money market, In Trinidad, The
Home Martgage Bank of Trinidad and Tohago has issued $443,690,000 in
mortgage backed bonds which have been issued for short, medium, and long term
periods. As a comparison, more than 80% of our bond debt ts five+ years and
compares more than favourably with the length of maturities issued by the
American Institutions. Mortgage pass through securilies provide a shorter term cash
deposit type inslrument. These instrurments are altractive bocause:

{8} The interest is tax free on the bonds;

{t  The mortgage pass through securities are sharl term depasit type

instruments which can be redeemed monthly;

{c)  The Central Bank had been the market maker for our bonds by
operating as a buyer of fast resart, However, this was rarely utilized and at no time
were any more than one half of 1% of our bonds held by the Central Bank, In
Trinidad and Tobago a Bond Market has been recently established as an adjunct to
the Stock Exchange. Shartly, we expec! {0 see more activity in respect 10 these

types of instruments, as soon as the securities industry become as familiar with dobt
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instrurnents a» they are with equity ones. The recent enaciment of a Securities and

Uxchange Commissian will 1kely provide further impetus 1o this,

In respect to the mortgage market, The Home Morigage Bank is obviously one of
the financing mechanisms for the larger industry envelope which of course s the
housing market. In Trinidad we have purchased $400,956,000 in mortgages.
While our Inltial focus was in the purchase of existing portfolios and assisting hard
pressed mortgagors, recent policy has been to encourage new construction, suppor!
public Initiatives aimed at privale lenders, and strategic acquisition of existing
portfollos, We have sought to establish a uniform mortgage palicy through an
advacacy position on the following:-

(il  Standardised Mortgage Deed;

(i Automated and sireamlined Land Registry System;

(i) Abolition of prepayment penaltics;

(iv)  Bridging interest rate to be at the take out or completion morntgage

intorest rate;
(v} A National Mortgage insurance system for balancing risks and

allowing higher ratio mortgage loans (o be considered,




SIGNALS OF SLICCESS

- The major keys 10 analysing whather The Home Mortgage 8ank has boen & success
is to evatuate how the various component players have benefited in its gight years
of operatfon,
1, SHAREHOLDERS:

{a) Since The Home Mortgage Bank was established, it has produced a
profit each year, and the shareholders have recelved a yield
comparatile with the short term Government Bond yield, or betler, as
dividend, with last year's dividend being 15%.

b)  The earnings per share on shareholders' equity has been in the 20 -
25% range with last year's figure al 31.28%.

(e}  The institution, in eight years, has generated net profits after 1ax of
$25 mitlion.

{d)  The capitalised vaiue of each $100.00 original share in The Home
Mortgage Bank is now considered (o be in the range of $200.00 -

$250.00.

2. RONDHOLDERS:
Investors traditionally value securlty and liguldity as the twa major elemants
for holding long term instrurnents and in support of those two major

features;



{a)

(b)

(c)
h
(o)

Less than one half of 1% of our bonds had been held by the Central
Bank, and currently there is an active market for our bonds,

The Home Morlgage Bank s, aftér the Government of Irinidad and
Tobage, the largest issuer of bonds. 1o date, twenty-four bound series
have been issued. Atthe time of The FHome Mortgage Bank's
creation, no more than $200 million a year bad been raised in the
toral bond market by all issuers, By 1992 that figure in Trinidad had
climbed to $1.4 billion and has rematned In excess of a billlon
dollars each year since,

More than 80% of our debt has over five years ta maturity,

The inlerest on our bonds is 1ax {ree,

Qur bonds are cligible for inclusion in the statutory fund and reserve
of Insurance companies as well as collateral security for lending by

commercial banks.

MORTGAGORS AND LENDERS

Initially, with the downlurn in the oil based Trinidad and Tabago economy,

Lthe major facus of The Home Martgage Bank was relief of hard pressed

homecowners through a reduction in their gross debl service, However,

recently, as the asset growlh of The IHome Mortgage Bank allowed | 10



increase its influence over the overall residential martgage market place, il

has created a competitive and markel driven mortgage market environment.

(a)  The Home Mortgape Bank's benchmark interest rates in Trinidad are
11% for new and existing homes, a rate comparable 10 or tess than
the Government horrowing rate of the past several yoars.

(b)  7This has allowed the smaller instltutions 10 access the most primea
mortgage market financing for their cusiomers and In fact, given all
prospective homeowners in Trinidad and Tobago the opporiunity to
use their own financial institution as opposed to using the major
lenders for the best deal.

() It has allowed the institullons to provide bridging finance al the take
oul or completion morigage interest rate,

(b Ithas brought a fully autemated cnvironment (o suppaort the primary
institutions and when the primary institutions become fully
autormated, this will enable all transactions to be carrled out
electronically as Is the case in the Unitcd States of America and

Canada.

4, GOVERNMENT OF TRINIDAD AND TOBAGO
In looking al the public goals and objectives which cause the creation of a

secondary mortgage institution, the following is pertinent,
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(a)

(k)

{}

(d)

(e

It has allowed the Government 10 delegate to the private sector more
of the responstbilities for the provision of morigage financing,

By providing more of the emphasis to the private sector as well as
enhancing the availability of mortgage financing through the private
seclar, the Ciovernment has sough to shrink the size of the public
safety net to both ensure a more dedicated and targeled approach
with the limited public resources and {o enhance a greater level of
morigage availability and affordability in the wider markel place,

It vas ensured that all prospective homeowners in the country have
access 10 the most competitive mongage possible.

It has allowed The Home Mortgage Bank to support the total market
place with market driven policios and practices as opposed 10
segmented targeting by public institutions with diminished public
resources 1o draw upan,

it also prefers to see market advocacy support through a secondary
institution by pulling privale resources at work to achicve such
elernents as:

Sandardized morigage desds

. Abolition of prepayment penalties
- Bridging interest rale (o be take out rate
. Natlonal Mortgage Insurance
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. A more streamlined land registry
N Corporation Tax revenue frum The Home Morigage Bank to the end

of 1994 al approximately $11 miilion,

NS FOR THE EASTERN C TA

In fuoking at the characteristics of 1he | asiern Caribbean States, it is quile appareni

that a number of conditions exist which make the creation of a Ilome Morigage

Bank a timely response to, not only (he econemic and financial conditions, but as

well, wider markel needs,

(1) The region has a diversified financial market place as well as cight
member states.

(2)  There have been times of variable liquidily patterns between $tates and
lenders in the fastern Caribbean region,

(3)  With the substantial number of lenders there is a competitive {inancial
market in virtually all States In the regton,

{4)  Some states, i.e. $t Lucia, have an advanced and simpified means of land
conveyancing which will greatly enhance what financing instruments are

issued.
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