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ABSTRACT

The formal housing finance system in Ghana is inaglete and highly underdeveloped. The formal
finance institutions have provided very little mgdges particularly to the low and middle-income
households. However, the fast growing capital marké Ghana offers an opportunity for sustainable
housing finance in the country. This paper explorése possibility of addressing the housing finance
problems in the country through the use of Secongaviortgage Market (SMM). It does so by sur-
veying the literature on SMM. It also examines thmusing finance system in Ghanat finds out
that an SMM in principle will enable Ghana t@vercome some of the constraints on the mortgage
market and attract housing fund€But in practice it is not the best way of solvinget housing finance
problems in the country since the fundamentals amet right for a successful implementation of
SMM. It notes that the scale of mortgage origination the primary market is limited; the adjudica-
tion process is slow; collateralization is inadedeaand the land title regime is poor. It suggestsit

it is appropriate for Ghana to concentrate on salgi these basic problems before any attempt at im-
plementing a secondary mortgage market in the caynt
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INTRODUCTION _ _
All housing finance systems across the globe afgsuance, sale, trading and transfer of mortgage
aimed at delivering funds to the producers angecurities to third parties. All these arrangements
purchasers of housing. Housing finance structurd¥ve been created with the same purpose in mind,
are therefore created with the aim of makinghat is to channel funds from savers to borrowers
funds available to borrowers. This basic aim ha€-€a, 2000). As economies develop, the provision

brought about a profusely wide spectrum off housing finance often moves away from the

institutional arrangements ranging from con&xtensive reliance on special circuits towards the
tractual savings scheme to depository instituntegration of housing finance into the broader

tions specializing in mortgage finance, to thdinancial markets (Diamond and Lea, 1992b).
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In the traditional system of formal housing fi- Property owners will also be able to realize equity
nance, an institution mobilises savings from defrom their properties for investment in profitable

positors and then grant loans to borrowers. Undeentures. Homeowners as well as the overall
this system, a lender originates, services, angconomy could be enriched, thereby complement-
funds the loan; and manages the portfolio riskng government’s effort to reduce poverty (Asare
However, under a secondary mortgage marketnd Whitehead, 2006).

regime, mortgages are 0r|g|nat_ed by one 29CRY;q paper explores the possibility of addressing
and are then transferred to capital market invesy o housing finance problem in Ghana through
tors who serve as the final holders. It therefor e Secondary Mortgage Market (SMM). This is
mobilises long term housing funds from Capitadone by surveying the literature on SMM. It also
market investors thus mitigating interest ratehighlights on Ghana's attempt at SMM in 1993
quui<_jity and default risk. It removes the _rigks 0fThe paper relies much on secondary data from the
holding mortgages from the .mortgage Or.'g'natorﬁterature and official sources such as the HFC,
and transfers same to capital market INVestOrg: hana Statistical Service (GSS), and the Ministry
The _fast growing capltal market .Of Ghana ha%f Works and Housing (MWH). Information was
prowded an opportunity for_ sustainable housm_ athered through mail shots, telephone contacts
finance. The major issue is whether Ghana i3,y orohival and official documentary surveys.
ready to exploit the huge potential of the capita he mortgage market is evaluated to determine

market to overcome the low and poor hous'ngvhether the fundamentals are right to implement
consumption in the country. SMM in Ghana.

The housing finance systems in Ghana are inade-

quate and highly underdeveloped. The formaHousing finance systems in Ghana

finance institutions have provided very little There remains a clear segregation between the
mortgages particularly to the low and middle-housing sector and the formal finance market in
income households. For instance, the total mortshana (Asare and Whitehead, 2006). Leod,
gages originated by the Home Finance Compan{2001) noted that there is an increasing gap be-
(HFC, now HFC Bank) in 2001 was US$4.9 mil-tween poor people living in the informal sector
lion which constituted approximately 95% of alland the formal finance sectors. As a result most
mortgages created in Ghana for 2001 (HFChouseholds in Ghana use their own savings; sweat
2005). In 2007 the formal finance institutionsequity; barter arrangements; and remittances from
allocated 15.9% of their total credit to miscellanefamily members abroad to build their houses.
ous sectors which included mortgages (200®ebrah et al.,(2002) noted that this process of
Budget Statement, Ghana). The inclusion of mortaousing development takes between five to fif-
gages in the miscellaneous credit gives ampleen years. Housing finance therefore remains in a
evidence of the little importance attached to mortprimitive state compared to the rapid develop-
gage finance by the financial institutions as ament of banking (Jaffe and Renaud, 1996). Smet
investment opportunity. (1996) noted that this approach to housing provi-
It is argued that if a formal housing finance mar3i0n is both expensive and ineffective. The exces-
ket could be developed in Ghana, it will promoteSIVer long time required by most households to

housing investment and development b rovid(—:omp!ete their greatly profusely increases con-
9 b yp truction costs and also locks up funds that could

ing sustainable housing funds to households i X ed in i " i .
the country. Similarly, property finance through € Invested in income-generating ventures in

the formal finance market will free up capital thatProperties for several years without any returns.
might be locked up in dwellings under develop4n all economies long-term housing loans creates
ment which eventually becomes “dead capital’significant credit, interest rate and liquidity ks
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for lenders (Jaffe and Renaud, 1996). In Ghandeen done through direct construction and subsi-
high inflation ratel have expanded this risk fur- dised loans provision. For instance between 1957
ther. Most banks are therefore unable to invest iand 1966 the government invested £G 9,103,000
the long and medium term, which have had negan affordable housing and also granted £G
tive impact on housing investment. Financial in2,150,000 as concessionary housing loans to
stitutions such as the Social Security Bank (nowouseholds (Government of Ghana Development
SG-SSB) and First Ghana Building SocietyPlan 1959). Similarly in 2004 and 2005 the gov-
(FGBS) all aimed at developing formal debt fi-ernment of Ghana respectively invested ¢
nance systems for housing development in Ghan&,728.24 and ¢125,513.4 (in millions) in the
but did not succeed partly because of the absenheusing sector (Ghana Statistical Service, 2007).
of long-term sources of funds and economic inHowever, all these efforts by government have
stability which are essential ingredients for alwelproved largely inadequate in providing sustain-
functioning mortgage market. able housing funds for the bulk of Ghanaians and
In some cases lenders have been ostensibly Win:lave been unable_ to solve the housing problem_ of
ing to offer long term housing finance, “but in ef_ c_ou?try. For_ mstalnce, Ghana ha_d a housing
order to survive, the banks must make a profit, tge icit of approximately 1,000,000 units in 2000.
thrive, the return must warrant the investment o Ghana Statistical Service 2002). It was also esti-
capital and to grow the bank must accumulat ated by the HFC (NOV.V HFC Bank) _|n_2002, thf"‘t
retained earnings to support asse e country had an estimated unsatisfied housing

growth” (Karley, 2002). Lenders, therefore resultneEd of 1,232,835 units, with an estimated unsat-

to stringent underwriting criteria, such as a h'rghe'S'clecj annual demand of 108,000 units. The in-

equity requirement of borrowers, security of titleYeStments by the government have made little

to land, a sustained and reliable monthly incom(%;“:)aCt in solving the housing finance problem in
consent of borrowers’ employers, and the locatio e country.

of properties in prime areas as a means of Ming,yqaqe securitization and housing finance

mizing risk and mitigating losses. The securityj, t-aditional intermediation, all the functions

requirement of lenders has made it impossible ka6 to mortgage lending are integrated: the
most p_otentt_:al mor:]gagors to_qualllg/ fokrl mgrt'originator of a portfolio of loans holds, services
gages in Ghana. The conventional bank lending,,q f,nds them until maturity, thereby bearing all
based on asset securities assumes that collatefial isks associated with them (Amelia, 2001).

should be restricted to legally restricted property,,,vaver an SMM system operates a dual hous-
and certifiable earnings (Karley, 2002). This CO”Tng finance market: a primary market where mort-

ception of capital assets immediately excludes t ages are originated and a secondary mortgage

vast majority of those living in the informal set- -y at (SMM) where the originated mortgages

tIQm_ents and depended on livelihood generatege go|q. Securitization enables mortgages to be
within the Ghanaian informal economy. Altema'originated by one institution (e.g. banks and

tive asset bases that may offer far greater sgcurif, jjjjing societies) and then sold to final investor

in the long term are not understood or recognizeg,, hold them. It is a mechanism where bundles
as effective indicators or predictors of “safe of mortgages are pooled together and then sold to

lending. The requirements for evidence of cleagyira| market investors. Whitehead and Karley
land title have excluded many potential mortgaro02) noted that securitization is a device of

gors in Ghana (_jesp|te the fact that they may havgy, .y req financing where an entity seeks to pool
effective security of tenure through customaryqgeher its interest in identifiable cash flowspv
rights. time, transfer the same to investors either with or
Government involvement in housing finance hasvithout the support of further collateral, and
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thereby achieve the purpose of financing. Thgage credit cost as a result of securitization will
right to receive cash flow from a mortgage conmake it possible for most households to qualify
tract can be sold to a third party, which is the baand afford home mortgages. Sellon and Van Nah-
sis for securitization. Investors in the mortgagenen (1988) argued that the development of mort-
backed securities provide the funding for thegage pass-through securities will improve the
loans and bear default risk, which is generallgfficiency of housing finance thereby increasing
mitigated by the use of different mechanisms othe liquidity of the mortgage market. Lenders

credit and liquidity enhancement (Amelia, 2001). achieve greater liquidity by holding a mortgage-
e backed security instead of the mortgage itself
Mortgage securitization involves the sale of mort'(Heusonet al., 2001). Liquidity will reduce li-

gage loans (or loan portfolios) or mortgage secuy,igity risk, facilitate participation in the mort-
rities backed by specific pool of mortgages. ltyaqe "market and increase lending activities, by
securitizes the originated mortgages and sellgoyiding lenders access to the capital market and
them to long term investors (Sa-Aadu, 1997). Agxnanded funding opportunities. SMM will re-
such, it involves the transfer of risk and owneryce interest rate risk by matching long-term
ship of mortgage loans to a third party; the secynortgages with long-term sources of funds. Pol-
rity holder assumes default risk and f[he lendgpck (1994) noted that SMM provides institu-
then expunges the loan amount from its balanggynal investors with attractive trade-offs between
sheet. Securitization allocates the risk in mortprofitability, liquidity, simplicity and securityA
gage instruments to those better able to handige|l functioning mortgage market will provide
them (Sa-Aadu, 1997). The loans may be sold tenormous external benefit to the economy includ-
specialized institutions called conduits or throughing capital market development, increased labour
specialized purpose vehicles. These entities raisgarket mobility, construction sector employment,
funds through the issuance of securities collaterahnd the efficient allocation of real estate asset
ized by the principal and interest payments on th@affe and Renaud, 1996).

loans. It separates the three functions of ﬁnand%endershott (1990) and Hendershott and Van

intermediation: origination, servicing and hOIdingOrder (1989) noted that mortgage securitisation
a_nd tallows_ deachTtr(])_ b? handletg by 'f[he mg.Stt.eff\'mproves the integration between the mortgage
clent provider. IS _lowers he intermediation capital markets, which in turn soften housing

costs of institutions that choose to specialise if} 5 et cycles. Gabriel (1987) also noted that se-
originating and servicing of mortgages. Mortgage, ritisation will improve the integration between

securitisation leads to the specialisation of the,o mortgage and capital markets. Integration will

mortgage industry which also improves competij,crease the availability of housing funds. Secu-

tion in the mortgage market (Amelia, 2001). Initisation will therefore help to alleviate the ef-
creased competition reduces the cost of credit f@cts of capital shortages and financing con-
consumers a?d market prices govern the allocayaints on the housing sector. Roth (1988) reports
tion of funds” (Lea 1994). Securitization there-a faster adjustment of mortgage rates to changes
fore provides a wide array of benefits for lendersy; money market rates and an increase in the
borrowers and investors and has a substantigb|atility of mortgage rates since the use of secu-
social and economic impact. ritisation. Ryding (1990) argued that mortgage

Hendershott and Shilling (1989) showed that th&ecuritisation reduces the spread between mort-
expansion of securitisation leads to a reduction i#@ge and other money market interest rates. The
mortgage rates (mortgage cost). The cost of morfeduction in the spread makes mortgages very
gages will be reduced as a result of improvemer@@Mmpetitive with other investment opportunities
in the marketability of mortgage backed securitie§! the economy which helps to attract sustainable
(MBS) (Black et al., 1981). The decline in mort-funds to the housing sector.
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Mortgage securities market now exists in over 2%uality and security of the property to be used as
countries across the globe and these includmllateral (Boamah, 2003). They are also mostly
United Kingdom, Australia, Italy, Germany, concerned about the enforceability of the collat-
Spain, Netherlands, Ireland and Finland. The ougral in the face of default. This calls for an -effi
standing success of mortgage securitization in theent land title regime and an expeditious foreclo-
United States (US) has encouraged many coustre procedures.

tries that are seeking for a sustainable means g‘milarly mortgages must be attractive invest-

housing finance to replicate their experience. Ifjyanis with market driven interest rates that pro-

the United States, more than 53% of all morty;ye jnvestors with a positive, real risk-adjusted

gages have been securitised and over 70% of N§We of return, The primary market base must be
mortgage originations are sold in the secondarpérge to justify the costs of setting up the secon-
market each year (Whitehead and Karley, 200251y market (Whitehead and Karley, 2002). The
In 1993 securitisation was used to fund 93% ofyqrtgage instrument and documentation should

the total r_esidential mortgage origination in the,, standardized, underwriting must be compre-
US (Kolariet al., 1998). The yearly agency seCu-pensive and consistent, and servicing must be
ritisation rate in the US fluctuated between 45%ticiant (Jaffe and Renaud, 1996; Sa-Aadu

and 78% of conforming mortgages origination; gg7. goamah, 2003). For underwriting to be an
during the 1990’s (Passmort al., 2001). The efective system for pricing risk, some form of

secondary mortgage market is the dominantianqardization in mortgage instruments is neces-

source of housing funds in the US. The outgary 10 much diversity in mortgage instruments

standing amount of US Agency mortgage-backef},aies mortgages more illiquid. The more devel-

securities was $2,292 billion and $4,604.2 biIIiorbped the government bond market, the greater the

by the end of 1999 and 2007 respectivelyielihgod of success in developing a mortgage
(Securities Industry and Financial Markets ASSOgacurities market. It will provide a benchmark

ciation, 2008). Important initiatives, both Iegalyie|d to compare yields on other instruments

and policy based, that are aimed at increasing,aingt- market makers; regulatory body to over-

securitisation have been embarked on in manyae security issues; and rating agencies.
European countries. By the end of 2006, the out- ’

standing European commercial mortgage-backedortgage securitization in Ghana

securities stood at €118.4 billion (Securities InGhana attempted a Secondary Mortgage Market

dustry and Financial Markets Association, 2008).in 1993 in its quest to create a sustainable hgusin

finance regime in the country. It was created with

the passage of the Home Mortgage Finance Law
BNDCL 329) 1993, which established and en-
ined the Home Finance Company (HFC) to
rovide mortgage finance to individuals and to
rovide liquidity to participating financial instit

Requirements for securitization

There are prerequisites for a successful mortga
market. These include a stable macro-econom
environment (a low inflation and interest rates a
well as a stable currency) and liquidity. Thes
fe}ctors are very crucial for the at.tamment of ions under the law. The HFC was thus a primary
vibrant mortgage .m"?‘”fet (Gyamfl-Yeboah.an articipant and also a liquidator. The banking
Boamah, 2003). llliquidity means increased inter;

est rate risk for mortgagees since they have shI stitutions, which were then going through a
A rigagees y ocess of restructuring and recapitalization, were
term liabilities relative to their mortgage asséts.

. . : xpected to operate a primary mortgage market to
well organised primary market, reliable legal an b b b y gag

regulatory framework and a vibrant capital mar omplete the two-tier mortgage financing system
9 y : P in Ghana. The restructured financial institutions
ket are also extremely important for the SUCCeSR A a expected to bear only 10% default risk

of SMM. Lenders are highly interested in thethereby insulating them from significant risk. The
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Government of Ghana was to bear the remaining useful way of providing marginal funds — as it
90% default risk. HFC was thus to bear no defaultan be done without increasing overall average
risk. costs. It is cheaper to raise funds via mortgage

Unfortunately, the system did not succeed as E’#acked securities (MBS) than with a deposit sys-

financial institutions failed to assume their new'c™ (Sa-Aadu, 1997). Donahoo and  Shaffer

role of operating a primary mortgage market. T61991) and Pennacchi (1988) noted that asset se-

ensure its survival. the HEC assumed the role of ritization reduces the financing costs of lenders
' If is appropriate if primary market lenders have a

primary mortgage lender. It therefore emerged a .
the dominant primary mortgagee instead of bein oor access to the br(_)ade_r.capltal market; or con-
erns exist about their ability to manage interest

a mortgage liquidator. That is, the purpose o o ) :
establishing a liquidating institution was attained 2 ©' liquidity risk as is the case in Ghana.

but that of operating a secondary mortgage maA properly structured secondary market will lead
ket was not achieved. Interestingly, the HFC hat an increased funding for housing, lower mort-
now joined the commercial banking industry withgage credit cost for both participants and lenders,
mortgage lending becoming part of the comseduce transaction costs, and provide liquidity for
pany’s overall investment portfolio. This of itself primary market lenders in Ghana. Two of the
changed the nature of the initiative and raised thmain features of securitisation are that it incesas
possibility of more general banking activitiesliquidity (and therefore the investor base) and
diverting the company from its prime objective ofredistributes the risks associated with the secu-
providing finance for housing (Asare, 2004). Theitised loans (Sa-Aadu (1997). The consequence
failure of Ghana’s 1993 attempt at SMM may beof this would be a lower mortgage cost for Gha-
attributed to high inflation rates, high interestnaian borrowers than in the traditional interme-
rates, inadequate mortgage originations in thdiation case. By expanding the pool of funding
primary market, inadequate regulatory frameeptions available there will be less pressure on
work, slow adjudication procedures, poor landgyovernment to provide direct (and often subsi-
titing system and inadequate collateralizationdized) credit to households seeking to acquire
These issues are discussed further in the next seékeir own housing units. It will also allow for
tion. greater diversification and thus reduce mortgage

lending (liquidity, interest rate, default) risk in
Why a secondary mortgage market in Ghana? Ghana.

An SMM is necessary for solving the hOUSingThere is high liquidity risk in the Ghanaian mort-

finance problem of Ghana, since it enables Ienc%‘age market; mortgages have long-term maturi-

ers to shed the risk associated with the holding s (about 30 years) and there are also no markets

mortgage loans. It will also create standards fotrO trade them in. Mortgage lenders in Ghana are

credit evaluation and collateral procedures theﬂ1erefore unable to rapidly convert their mortgage

will g'rtec'[:\};l mcrea;st?] thg efﬂ:c:_![enc]}/ if thde p(;!wi.r assets to cash. However, depositors mostly prefer
market. “Viany ot tn€ benents ot standardization, et deposits to cash to meet their respec-

are due tot approgrlate df[)r::un:ﬁnta;lon ?r?d MStve demand for funds. This potentially large and
assessment procedures ratner than from the r‘rjml(:}lr(?expected deposit outflows, requires that asset

of products available (Whitehead and Karley . . :
2002). Greater standardization will reduce transbJeafzzp;?qlg ;Zlgaltj% nggg)e It/rllgrtgggg:nth%itﬂcc;\g;te
action costs in Ghana and make mortgage secu;gl ' :

. . o _significant liquidity risk to lenders in Ghana. The
ties more easily "’.‘Ccepted b.y_cre.dlt rating agenciesy - haian mortgage market is therefore unattrac-
and investors alike. Securitization will generate,

funds at lativelv stabl t Thi K ve to lenders since Government securities are
unds at a refatively stable cost. This can make éood assets for this purpose (they trade in active
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and liquid markets) whilst business and personalliminates asset idiosyncrasies. It will lead to a
loans are self-liquidating due to their short-ternvibrant mortgage market in Ghana and ensure a
maturities. A secondary mortgage market willsustainable flow of funds to the housing sector
help to address the liquidity problem that mortthus making it possible for many Ghanaians par-
gage lenders in Ghana face. Improved liquidity isicularly the middle income households to be able
a key effect of mortgage securitization (Jonedp afford their own homes. Mortgage securitiza-

1962). tion will provide the needed funds for housing

eE‘;/estment in Ghana and also offer enormous
a mortgage loan as a result of an unanticipat nefit to the Ghanaian economy. There are how-

rise in interest rates is very substantial in Ghan&Vér Some issues to be addressed if it is to suc-
It occurs as a result of the imbalance between ti?eeed in the country.

maturity of assets and liabilities of lenders. The-irst the volumes of mortgages originated in the
cost of their liabilities may increase relativethe primary market are crucial for the success of
returns on their mortgage assets. If interest ratesortgage securitization. Whitehead and Karley
suddenly rise, lenders who have huge outstandin(@002) noted that securitization benefit could best
fixed interest rate mortgages may face seriouse realized when there are economies of scale.
difficulty as interest cost on savings rises rgkati Securitization is expensive when the scale of
to interest revenue from mortgages. The interestriginated mortgages is low. The total out-
rate risk is accentuated by the long term nature atanding mortgages of the HFC in 1997, 2000 and
mortgages. Interest rate in Ghana has been on tB801 were respectively $19.7, $39.3 and $44.2 (in
ascendancy and unstable since 1990. It increasadllions); these constituted about 95% of all out-
from, 29.20% to 39% from 1991 to 1992, 37.50%standing mortgages in Ghana (HFC, 2004).The
to 47.50% from 1994 to 1995, 40.50 to 51.58%olume of mortgages in Ghana is small for any
from 1999 to 2000, and subsequently rose to 55%ffective securitization, and until the primary
in 2001. Most borrowers are unable to servicenarket provides adequate scale of mortgages to
loans at such high interest rate thereby expandiralow for economies of scale it would be expen-
the default risk of lenders. The interest rate riskive to operate SMM and its benefits are unlikely
increases the likelihood of borrowers’ defaultto be realized in Ghana.

(Jaffe and Renaud, 1996). However, an SMM Wi|b
enable mortgagees in Ghana to shed this risk tE
transferring it to long term investors.

Interest rate risk a decrease in the market value

econd, problems of collateralization and land
?fling must be adequately addressed. Without
adequate collateral large scale mortgage origina-
Securitization is necessary in achieving a longtion in the primary market that is required for

term sustainable housing finance in Ghana sincuccessful securitization will not be attained. Lea
it will address some of the risks- interest rate(2000) noted that “without collateral lenders are

liquidity and default that Ghanaian mortgagemore reluctant to lend, housing loans are more
lenders face. A secondary market facility allowexpensive, and borrowers do not benefit from the
mortgage lenders to manage their liquidity andixed asset they own”. This can happen if clear
interest rate risks and acts as a potent forcthéor title cannot be established or if the legal system
diffusion of mortgage lending among a variety ofdoes not allow for foreclosure or expeditious

institutions (Sa-Aadu, 1997). Hess and SmitHoreclosure as exists in Ghana. The Mortgages
(1988) noted that asset securitization is a meamcree 1972 (N.R.C.D 96) which deals with fore-

of reducing risk through diversification. Boot andclosure is outdated. Sections 15 and 18(9) of the
Thakor (1993) demonstrate that diversificatiorN.R.C.D. 96 have abolished foreclosure as a rem-
may improve access to information. The diversifiedy to the mortgagee. Section 18 of the N.R.C.D.
cation leads to efficient mortgage markets an@6 makes judicial sale of property on default the
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only remedy available to the mortgagee. ThiShe development of a sound mortgage finance
process is slow, expensive and does not providg/stem cannot be achieved without a sound regu-
the mortgagee adequate collateral. Similarly, lanthtory framework (Sa-Aadu, 1997). The regula-
title registration system is not very effective detory framework should promote competition and
spite the existence of the Land Title Registratiofiree entry to the mortgage market by new lenders.
Law (P.N.D.C.L 152) 1986. The whole process i€€ompetition and efficiency should determine the
very cumbersome, frustrating and does not erparticipants of the mortgage market and not any
courage land owners to register their title. Thdéorm of institutional pre-selection. The purpose is
inability of Ghanaians to use their houses as cote create an effective housing finance system and
lateral because of the lack of proper legal tél@ai not to support any specific class of lenders or
major hindrance to the development of the priborrowers (Jaffe and Renaud, 1996). The Home
mary mortgage market and hence mortgage sechMortgage Finance Law (P.N.D.C.L. 329) 1993,
ritization in the country. Ajanlekoko (2001) notedthat regulated the SMM in Ghana did not promote
that most banks shy away from land developmemtompetition and free entry to the mortgage mar-
loans in Ghana and Nigeria due to unreliable titl&et. Instead of allowing competition to determine
documents. Until the problem of collateralizationmarket participants it pre-selected institutions
is addressed mortgage securitization will be unsuch as the Barclays Bank of Ghana, Standard
successful in Ghana. Chartered Bank (GH) Ltd, SSB Bank Ltd (now

Finally, the role of the government is germane fo 5G-SSB Bank), and the State Insurance Corpora-
the success of SMM. The government shoul on as the participating financial institutions.

explicitly guarantee the mortgage backed Securi_his in essence restricted the market participants,
ties issued. This will instil investor confidenae i prevented the entry of new lenders to the mort-

the securities and help attain the purpose of sefage market and hmdered.the development of the
ting up the SMM. Blaclet al. (1981) and Pass- primary mortgage market n Ghaqa. The regula-
more and Sparks (1996) noted that the goverljier _framework must define capital adequacy;

ment guarantee enhances liquidity. Implicit guar:‘Spec'fy the_t_ype_ of morigage assets pur_c_hasgd,
antees are inefficient since the government rsset classification, and mortgage securities is-

mains obligated, but the issued securities do n yed; state rules for diversification; and specify

benefit fully. The government should maintain a he accounting system, management, and mecha-
sm to control self-dealing by management.

important supervisory role, reflecting its stake i’gpese requirements were not met by the
the guarantees it provides on mortgages and tl L A
g P gag .N.D.C.L. 329, 1993. But this is essential if in-

giﬁgﬁﬁnfggge?ﬁggp ,I\?Dthg LS:,':/% f;ggedigr;]%\festor confidence is to be built in the entire fina
guarantee mortgagees created by all mortgagcéal system.

lenders in Ghana. C_)r_1|y Fhe mortgage_s that.weréONCLUSION

created by the participating financial institutions

i X SMM in principle would enable Ghana to deal
benefited from the state guarantee in the event

o X . ith some of the constraints on the mortgage
default. This did not create a level playing field. o ket and attract housing funds. But in practice
for all mortgagees in Ghana. But the SMM ang j5 ot the best way of solving the housing fi-
the associated state guarantee should be accessii, e problem in the country since the fundamen-
ble by all Iende.rs and borrowers who offer for i are not right. The scale of mortgage origina-
sale mortgage instruments that conform to thg,.s in the country is extremely tiny for any ef-

underwriting standards. This will ensure thake e securitization. SMM is not the best option
only efficient institutions operate in the mortgage,; |cast until the problem of scale, land titliagd

market. adjudication procedures are resolved. Securitiza-
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tion cannot solve the fundamental problems ofmelia, P. (2001). “Securitisation and Rate Set-
poor legal framework, poor land titling system, ting in the UK Mortgage Market”, EFA 2002
inadequate collateralization, and inadequate Berlin Meetings, Discussion Paper.

household income that constrain the flow of fundg ¢, £ (2004). “Residential Mortgage Mar-
and/or increase the cost of mortgages. However, |t in Ghana: Nature and implications”, Un-

th_ese problems hinder the realization of a vi_brant published MPhil Thesis, Department of Land
primary mortgage market and hence an efficient Economy, University of Cambridge — UK
secondary mortgage market. Even though the

capital markets in Ghana are fast growing, th&S&re, E. L. and Whitehead, C. (2006). “Formal
scale of mortgage origination in the primary mar- ~ Mortgage markets in Ghana: nature and im-
ket is limited; also the adjudication process is Plications”, RICS Research paper seried
slow-foreclosure costs in terms of time and other ~ (13)-

resources are thus huge. It is appropriate fdlack, D.G., Garbade, K.D. and Silberg, W.L.
Ghana to concentrate on solving these basic prob- (1981). “The Impact of the GNMA Pass-
lems before any attempt at implementing a secon- Through Program on FHA Mortgage Costs”,
dary mortgage market. Until the fundamental Journal of Finance36:2: 457-69.

problems are solved securitization would not b@pamah, N.A. (2003). “The Impact of Liberali-
the appropriate means of solving the housing fi-  sation on Residential Property Financing in
nance problems in the country. At the moment it  Ghana”, Unpublished MPhil Thesis, Depart-
is unclear when Ghana may attempt to reintro-  ment of Land Economy, University of Cam-
duce SMM. However, it is expected that the full bridge-UK.

implementation of the Land Administration Pro-Boot AW. A and Thakor, A. V. (1993)
ject (LAP) will ensure efficient land title regiatr “’Sec'urify besign " Journ:all 61‘ i:inance '
tion system in Ghana. The macro-economic envi- 40,1345 1378 '

ronment has also improved over the years. What ' ' )

is needed now is a sound regulatory framework®ebrah, W. K., lbrahim G., and Rufasha, K.
When this is done then Ghana can implement (2002). “Micro Finance for Housing for Low/

SMM in the foreseeable future. Moderate-Income Households in Ghana”
Presentation at the Conference on Housing
ENDNOTES and Urban Development for Low-income

1. The inflation rates by the end of 1990, 1995, 9roups in Sub-Saharan Africa, 22-26, July
2000, 2007 and the first quarter of 2008 were 2002
respectively 39.5%, 70.8%, 18.4%, 12.7%Diamond, D.B. and Lea, M.J. (1992b). “The De-

and 13.2%. cline of Special Circuits in Developed Coun-
2. EG refers to Ghanaian pounds which was the tbrgtengssmg Finance’Housing Policy De-
then currency in use. o )
Donahoo, K.K. and Shaffer, S. (1991). “Capital
REFERENCES Requirements and the Securitization Deci-

. . . ion.” terly Revi f E i d
Ajanlekoko, J. S. (2001). “Sustainable Housing SBISQineggj:rlgr-ga. eview of =conhomics an

Development in Nigeria: The Financial and . . .
infrastructural Implication”. Presented at theGabriel, S. (1987). “Housing and Mortgage Mar-

International Conference on Spatial Informa-  Kets: The post 1982 Expansion”, Board of

tion for Sustainable Development held in ~ Governors of the Federal Reserve System

Nairobi, Kenya, October, 2-5, 2001. (US), Federal Reserve Bulletirpecember:
893-903.

Journal of Science and Technology, Vol. 29, No.April, 2009 25



Secondary mortgage market Boamah

Ghana Statistical Services (2001). 2000 Populdarley, N. K. (2002). “Alternative Options to
tion and Housing Census of Ghana. Accra: Mortgages in Ghana™Housing Finance In-

GSS ternational Vol. XVII(2): 26-30.
Ghana Statistical Services (2007). Economic SukKolari, J.W., Fraser, D. and Anari, A. (1998).
vey, 2001-2005. Accra: GSS. “The Effects of Securitisation on Mortgage

Government of Ghana (1959). The Five Year Market Yields: A Cointegration Analysis”,
Development Plan, 1959-1964. Accra: GOG ~ Journal ofReal Estate Economic26: 677-
693.
pg. 75.

Gyamfi-Yeboah, F. and Boamah, N. A. (2003)_Lea, M. J. (1994). “The Applicability (_)f Secon-
“Towards a Sustainable Mortgage Market in ~ dary Mortgage Market to Developing Coun-
Ghana”, Ghana Review InternationalSep- tries” Housing Finance Internationa:3
tember, 2003. Lea, M. J. (2000). “Prerequisites for a Successful

Hendershott, P.H. (1990). “The Market for Home ~ Secondary Mortgage Market: The Role of the
Mortgage Credit: Recent Changes and Future Primary Mortgage MarketHousing Finance

Prospects”, NBER Working Paper series. International5:2.Leod, R. M. (2001);
No. 3548: 99-123. “Experience of Linking Community-Based

Hendershott, P.H. and Shilling (1989). “The Im- Housing Finance to Formal Finance Mecha-

pact of the Agencies on Conventional Fixed nisms.” Homeless International at the Gavie
Rate Mortgages Yields”Journal of Real meeting on Housing Finance, Held in Swe-

Estate Finance and Economic(2): 101- den.

115. Ministry of Finance and Economic Planning
Hendershott, P.H. and Van Order, R. (1989): (2007), Budget Statement, 2008. Accra:

“Integration of Mortgage and Capital Mar- MFEP

kets and the Accumulation of ResidentialPassmore, W., Sparks R. and Ingpen, J. (2001).

Capital”, Regional Science and Urban Eco- “GSEs, Mortgage Rates, and the Long-Run

nomics 19: 189-210. Effects of Mortgage SecuritizationJournal
Hess, A.C. and Smith, C. W. (1988). “Elements  Of Real Estate Finance and Economig$: 2

of Mortgage Securitization.Journal of Real -3, 215-42.

Estate Finance and Economids 331-346.  Pennacchi, G. G. (1988). “Loan Sales and the

Heuson, A., Wayne Passmore, W. and Sparks, R. Cost of Bank Capital." The Journal of Fi-
(2001). “Credit Scoring and Mortgage Secu-  hance43:375-396.

ritization: Implications for Mortgage Rates pollock, A. (1994). “Simplicity versus Complex-

and Credit Availability”. Journal of Real ity in the Evolution of Housing Finance Sys-
E;tate Finance and Economjc83(3): 337- tem” Housing Finance Internationa.3

. . Roth, H.L. (1988): “Volatile Mortgage Rates: A
Jaffe, M. and Renaud, B. (1996). “Strategies 10 New Fact for Life?” Federal Reserve Bank of

Develop Mortgage Market in Transition KansasCity, Economic ReviewMarch: 16-

Economies”,Policy Research Working Pa- 8.
per, the World Bank, Financial Sector Devel- . _ _
opment. Ryding, J. (1990): “Housing Finance and the

Transmission of Monetary Policy”, Federal
Reserve Bank of New YorlQuarterly Re-
view, Summer: 42-55.

Jones, O. (1962). “The Development of an Effec-
tive Secondary Mortgage MarketJournal
of Finance 358-370.

26 Journal of Science and Technology, Vol. 29, No.April, 2009



Secondary mortgage market Boamah

Sa-Aadu, J. (1997). “What Have African UrbanWhitehead, C. and Karley, N.K. (2002). “The
Housing Policies Wrought: A Historical Per- Mortgage Backed Securities (MBS) market
spective of Housing and Housing Finance in the UK: Developments over the last few
Issues in Africa.” A Workshop on Maintain- Years”, Housing Finance InternationalMol.
ing Sustainable Mortgage Finance Schemes XVII(2): 31-36.
in Africa held in Accra, Ghana. December
1997. (RTI No. 6598-803)

Sellon, G.H. and Van Nahmen, D. (1988). “The
Securitisation of Housing Finance”, Federal
Reserve of Kansas CitfEconomic Review,
July: 3-20.

Journal of Science and Technology, Vol. 29, No.April, 2009 27



