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The Infrastructure and Housing Finance Department of State Bank of Pakistan presents its Quarterly Housing Finance Review for the quarter ended September 2008.
This review aims to present data on housing finance, collated on a periodic basis from public sector banks, private banks, foreign banks, DFIs and House Building Finance Corporation (HBFC). 















Team Members
	
	Rizwan Pesnani
	Director

	Sabbah Rahooja
	Regulating Officer




Contents

OVERVIEW	4
Outstanding	5
Number of Borrowers	6
Non-Performing Loans	7
Share of Banks	8
Disbursements	8
Sectoral Share	9
Analysis of Loan Variables Adopted by Banks/DFIs & HBFC	10
Conclusions	12
















[bookmark: _Toc223330832]OVERVIEW
The quarter ended December 2008 witnessed a growth of 16% over the last twelve months in outstanding of the housing finance sector. The total outstanding reported by banks and DFIs as on December 31, 2008 was Rs. 88.2 billion compared to Rs. 76 billion as on December 31, 2007. Although the housing finance sector recorded growth compared to last year’s position, the quarter end December 2008 when compared to quarter end September 2008 witnessed its first stagnation during FY-09; a 0.61% fall in total outstanding.    
Outstanding net of NPLs was reported to be Rs. 75.88 billion as on December 31, 2008. Of this figure, private banks continue to enjoy the greatest share of Rs. 36.57 billion. However, in terms of the number of active borrowers, HBFC, traditionally continues to form the major share; a 76% share of the total number of active borrowers.
Islamic banks too have continued to show the fastest growth during the quarter December 2008, indicative of an increasing demand for Islamic banking.     


[bookmark: _Toc223330833]Outstanding
The total outstanding finance as on December 31, 2008, of all banks and DFIs stood at Rs.88.20 billion.  Compared to quarter ended December 2007 (Figure 1), outstanding of all commercial banks and DFIs increased by 16%.
The outstanding net of NPLs as on December 31, 2008 were Rs. 75.89 billion, of which commercial banks accounted for Rs.65.08 billion with private banks posting an outstanding of Rs.36.57 billion. Excluding DFIs, all commercial banks (public sector banks, private banks, Islamic banks and foreign banks) together posted a 15.36%[footnoteRef:2] increase when compared to quarter ended December 2007.  [2:  Gross outstanding growth] 

Among the Banks, the Private Banks have shown the highest level of outstanding loans (net of NPLs) of Rs.36.57 billion (48.19 %)  followed by Rs. 13.29 billion(17.51 %) by Islamic banks, Rs. 9.57 billion (12.61 %) by the Public Sector Banks and  Rs. 5.66 billion (7.46 %) was outstanding loans of  foreign banks as on December 31, 2008. DFIs, excluding HBFC, reported outstanding loans of Rs. Rs. 0.48 billion (0.63%). The cumulative outstanding loans of HBFC, net off NPLs, remains at 10.3 billion as on December 31, 2008, showing a 13.60 % share in the overall stock of outstanding loans. 
Figure 1   Outstanding as on December 31, 2008


Compared to the quarter ended June 2008, the outstanding (net of NPLs) of all banks and DFIs (including HBFC) posted a growth of only 4.63%. Islamic banks posted a growth of 95%. This was followed by a 6% increase in outstanding of HBFC and a 0.73% increase posted by foreign banks. On the other hand, DFIs (excluding HBFC), private banks and public sector banks witnessed an 11.02%, 8.37% and 3.50% decline respectively.        
[bookmark: _Toc217201385][bookmark: _Toc217209652][bookmark: _Toc223330834]Number of Borrowers
The banks and DFIs during the quarter ended December 2008 extended loans to 1,886 borrowers compared to 3,921 borrowers served during the same quarter last year. The HBFC served 64.8 % of the total borrowers by extending finance facility to 1,223 borrowers during the quarter ended December, 2008.
The outstanding (net off NPLs) borrowers as on December 31, 2008 were reported to be 60,367. The total number of outstanding borrowers has decreased from 125,490 to 123,107 since December 2007; a 1.9% decrease (Figure 2). Foreign banks have shown a sharp increase (of 49.64%) with numbers increasing from 2,055 to 3,075 over the year since December 2007, followed by Islamic banks (32.06%), public sector banks (12.23%) and private banks (10.29%). HBFC and other DFIs report a decline of 4.96% and 87.93%, respectively.
[bookmark: OLE_LINK1]Figure 2    No. of Outstanding Borrowers


[bookmark: _Toc223330835]Non-Performing Loans
Figure 3 compares the position of NPLs for the quarters ended September 2008 and December 2008.[footnoteRef:3]  The NPL figures have increased from Rs.10.53 billion (September 2008) to Rs.12.31 billion (December 2008); a 16.91% increase over the reporting quarter. [3:  Due to changes in reporting requirements, figures for NPLs are only available from March 2008 onwards.] 

Figure 3    Non-Performing Loans as on December 31, 2008

An increase in NPLs of 154% has been witnessed among Islamic banks (from Rs.104 million to Rs.264 million) followed by 95.66% among public sector banks (from Rs.0.65 billion to Rs.1.28 billion). NPLs for foreign banks have increased from Rs.207 million to Rs.322 million; a 55.37% increase. Private banks have reported an increase in NPLs from Rs. 3.66 billion (September 2008) to Rs. 4.18 billion (December 2008); a 14.23% increase.  NPLs of HBFC too have increased by 6.33%, from Rs.5.85 billion to Rs.6.22 billion during the reporting quarter. DFIs (excluding HBFC) have reported a decline in NPLS of 11.12%, from Rs. 66 million to Rs.59 million.  
NPLs as a percentage of total outstanding for the entire housing finance sector (commercial banks and DFIs) are reported to be 13.96%; a 2.10 percentage point increase since September 2008. Commercial banks (excluding DFIs) collectively have NPLs constituting 8.49% of their total outstanding. HBFC reports NPLs to be 37.6% of their total outstanding, whereas other DFIs stood at 10.93%. This rise in NPLs is due to rising inflation and interest rates and this may further escalate the problem in coming quarters. The high interest rate policy is constraining the supply of housing through constrained access to credit which in turn has caused the growth of mortgage sector to slow down.       
[bookmark: _Toc223330836]Share of Banks
The overall market share of commercial banks (excluding DFIs) has decreased from 81% to 80.63% since quarter ended December 2007 (Figure 4). Within commercial banks, the share of private banks in the total outstanding decreased from 53.69% to 46.19%. Islamic banks showed good growth with its share increasing from and 8% (December 2007) to 15.36% (December 2008). Share of public sector banks has also increased from 11.58% to 12.30% and that of foreign banks has decreased from 7.52% to 6.78%, since December 2007. The share of HBFC has risen from 16.23% to 18.75% of the total outstanding. 
Figure 4    Share of Banks in Total Outstanding

	
	



It can be seen in Figure 4 that private, HBFC and Islamic banks are main players in the housing finance sector. Share of foreign banks have remained the same while DFIs are experiencing a reducing share in the market. These figures confirm that the commercial banks still consider mortgage as a profitable business and are expanding their portfolio despite high interest rates and lack of enabling environment. 

[bookmark: _Toc223330837]Disbursements
A total of Rs.3.43 billion worth additional disbursements were made during the quarter December 2008 (Table 1). Private banks extended fresh disbursements of Rs. 1.30 billion followed by Islamic banks with Rs.0.85 billion. HBFC’s additional disbursements for the quarter were reported to be Rs. 0.62 billion. Among commercial banks the number of new borrowers totaled 660, with private banks contributing 381 borrowers. HBFC extended loans to 1,223 new borrowers during the reporting quarter.  


Table 1
	
Disbursements during the quarter December 2008 


	
	
	Amount (Rs. Millions)
	No. of Borrowers

	Public Sector Banks
	155.32
	112

	Private Banks
	1,296.71
	381

	Islamic Banks
	852.79
	112

	Foreign Banks
	474.55
	55

	All Banks
	2,779.36
	660

	DFIs
	26.28
	3

	All Banks & DFIs
	2,805.64
	663

	HBFC
	622.00
	1,223

	Total 
	3,427.64
	1,886












	

[bookmark: _Toc223330838]Sectoral Share
The greatest share of housing finance is currently being attracted towards outright purchase (Figure 5). 
Figure 5    Mortgage Products: Outstanding (net of NPLs) as on December 31, 2008

The total outstanding (net of NPLs) for outright purchase stood at Rs.44.5 billion as on December 31, 2008; a 58.65% share in total outstanding of Rs.75.89 billion. This is followed by the construction category where outstanding reported at quarter end stood at Rs.18.58 billion and that of renovation stood at Rs.12.81 billion. Financing for construction, outright purchase and renovation increased by 10.67%, 5.92% and 49.50%, respectively, over the last 12 months.
Private Banks have taken a lead in financing for construction and outright purchase; a 41.87% and 62.84% share in the respective sectors. Islamic Banks enjoy the greatest share of 38.63% in the renovation sector. 
Currently, the greatest growth witnessed since December 2007 in the construction category is being led by Islamic banks (55% increase) and HBFC (34.53% increase). For the outright purchase category, Islamic banks (46.02% increase) and public sector banks (32.96% increase) have taken a lead while in the renovation category Islamic banks (1,684% increase) and HBFC (60.09% increase) have expanded the fastest. 

[bookmark: _Toc223330839]Analysis of Loan Variables Adopted by Banks/DFIs & HBFC
Table 2 and 3 summarizes loan variables across all banking sectors including weighted average interest rate, Loan-to-Value ratio (% financing by banks), average maturity, average time for loan processing and number of cases classified as foreclosures. With the exception of weighted average interest rate and average maturity periods, comparisons with December 2007 for other loan variables are not made due to unavailability of data over the entire 12 month period. 
The overall weighted average interest rate for the quarter ended December 2008 was estimated to be 14.41%; a 0.43 and 0.95percentage point increase since September 2008 and June 2008, respectively. It is also a 2.3 percentage point increase when compared to September 2007. Highest weighted average interest rate was reported by Islamic banks at 18.23%, foreign banks at 16.89% and DFIs (excluding HBFC) at 16.84%. Public sector banks reported a weighted average interest rate of 14.3% and private banks reported 13.34%.The weighted average interest rate reported by HBFC is 11.35%; a 2.36 percentage point decrease compared to quarter ended September 2007.
Average maturity periods have remained almost same; from 12.8 years (December 2007) to 12.3 years (December 2008). Table 2 shows that public sector banks have extended housing loans for an average tenure of 10.8 years followed by foreign banks with 11.8 years, private sector banks with 11.9 years, DFIs (excluding HBFC) with 14.7 years and Islamic banks for 15.3 years. HBFC’s average maturity period for the quarter is reported to be 15 years; a slight increase from 14.4 years when compared to December 2007 figures. Islamic banks and HBFC are offering loans for longer terms, albeit, less than the maximum tenure limit of 20 years set by SBP.
The percentage of financing (Loan to Value ratio) extended by banks has declined during the quarter ended December 2008 (Table 3). The LTV ratios for housing finance fell from 52.7 during quarter September 2008 to 44.7 during quarter ended December 2008.  The sharpest decline was witnessed among Islamic Banks where the LTV ratios fell from 56.7 to 39.8 during quarter ended December 2008. The LTVs for HBFC increased from 55% to 67.5%. Decline in LTV ratios and increasing interest rates reflects that housing finance is becoming more unaffordable, especially for the salaried class and lower income groups.  
The reported average time for loan processing is 26.6 days for all banks and DFIs. The processing time can be considerably reduced if land titling issues are resolved, documentation is standardized and institutional inefficiencies removed. Moreover, application processing is a centralized process, where branches forward applications to central branches/head offices for assessment and approvals.  
Average loan size for disbursements made during the quarter ended September 2008 is estimated to be Rs. 2.35 million for all banks, except HBFC. The average loan size for HBFC is reported to be Rs. 860,000 for the reporting quarter. Islamic banks have disbursed loans with an average loan size of Rs. 2.52 millions. This is a decrease of 30.6% in size (in Rs.) compared to September 2008 when average loan size was reported at Rs. 3.63 million. DFIs other than HBFC report an average loan size of Rs. 3 million followed by private banks with Rs. 2.40 million, foreign banks with Rs. 2.79 million and public sector banks with Rs. 1.46 million. HBFC’s average loan size has remained relatively constant. The housing finance market is still inclined towards lending to high income group.     
No. of cases intended to be settled through foreclosures have increased by 60 new cases during the quarter September 2008, for banks/DFIs (excluding HBFC). HBFC report the highest number of cases currently are subject to foreclosure proceedings.
Table 2
	 
	 
	Weighted Average Interest Rate (%)
	 
 
	Average Maturity Period (Years)

	 
	 
	Dec-08
	Sep-08
	Jun-08
	Dec-07
	 
	Dec-08
	Sep-08
	Jun-08
	Dec-07

	Public Sector Banks
	14.30
	13.33
	13.13
	10.8
	
	10.8
	9.4
	11.1
	8.2

	Private Banks
	13.34
	13.61
	12.94
	12.2
	 
	11.9
	11.9
	12.1
	9.4

	Islamic Banks
	18.23
	14.86
	13.22
	14.2
	
	15.3
	15.0
	16.6
	8.6

	Foreign Banks
	16.89
	15.05
	14.67
	13.8
	 
	11.8
	8.1
	12.3
	11.5

	All Banks
	14.57
	13.94
	13.23
	12.3
	
	12.1
	11.6
	12.7
	9.4

	DFIs
	16.84
	16.01
	14.84
	12.05
	 
	14.7
	12.4
	14.7
	12.9

	All Banks & DFIs
	14.65
	14.02
	13.29
	12.2
	
	12.2
	11.6
	12.8
	11.1

	HBFC
	11.35
	13.71
	13.71
	12.1
	 
	15.1
	15.1
	16.7
	14.4

	Total Average
	14.40
	13.97
	13.45
	12.1
	 
	12.3
	11.8
	12.9
	12.8



Table 3

	 
	 
	Loan to Value Ratio
(%)
	 
	Average Time for Loan Processing (days)
	 
	Average Loan Size                 (Rs. Millions)
	 
No. of Foreclosures[footnoteRef:4] [4:  The no. of Foreclosure cases are cumulative figures, i.e., cases classified as foreclosures since inception.] 


	 
	 
	Dec-08
	Sep-08
	Jun-08
	 
	Dec-08
	Sep-08
	Jun-08
	
	Dec-08
	Sep-08
	Jun-08
	Dec-08
	Sep-08
	Jun-08

	Public Sector Banks
	63.1
	58.3
	63.7
	
	38.0
	38.6
	39.2
	
	1.46
	1.8
	2.08
	0
	0
	0

	Private Banks
	40.3
	52.7
	57.3
	 
	22.0
	22.8
	22.6
	 
	2.40
	2.38
	4.01
	178
	173
	114

	Islamic Banks
	39.8
	56.7
	59.1
	
	36.9
	33.6
	21.5
	
	2.52
	3.63
	2.84
	12
	8
	8

	Foreign Banks
	41.9
	36.1
	59.8
	 
	23.6
	18.8
	23.8
	 
	2.79
	1.97
	2.48
	69
	0
	0

	All Banks
	44.0
	52.8
	58.9
	
	26.3
	25.7
	24.5
	
	2.33
	2.41
	3.41
	259
	182
	122

	DFIs
	44.2
	49.1
	45.4
	 
	30.0
	30.0
	30.0
	 
	3.01
	2.47
	2.73
	1
	1
	1

	All Banks & DFIs
	44.0
	52.7
	58.3
	
	26.4
	25.9
	24.7
	
	2.35
	2.41
	3.38
	259
	183
	123

	HBFC
	67.5
	55.0
	55.0
	 
	30.0
	30.0
	30.0
	 
	0.86
	0.86
	0.89
	 
	2,658
	N.A

	Total Average
	44.7
	52.7
	58.1
	 
	26.6
	26.1
	25.0
	 
	2.29
	2.35
	3.32
	259
	2,841
	123



[bookmark: _Toc223330840]Conclusions
Overall, statistics for the quarter ending September 2008 depict positive growth, albeit to a very small extent. This can be attributable to interest rates, macroeconomic conditions and an institutional framework that needs to be made conducive for a well structured mortgage market. This quarter suggest that banks remain very cautious in their lending strategy to the housing sector. Housing-related risk is presently manageable due to the relatively small size of the housing finance portfolio. The limited exposure allows banks to manage the liquidity risk by leveraging their stable deposit base, but this is not sustainable in the long term due to the relatively short maturities of bank deposits (the bulk of banks’ deposits are less than one year in duration). In addition, the active lenders are typically the smaller private commercial banks with limited branch networks that compete with large nationalized banks for securing deposits. As a result, banks are currently forced to restrict their housing loans to 10–15 years. The solution to this issue is the development of a secondary mortgage market which is under consideration. This would help banks off load their mortgage loans, ease liquidity problems, rationalize the interest rate and develop innovative mortgage products. 
In part, the banks’ cautious approach to lending is because they are still in the process of attracting the requisite expertise and resources required to exploit this business area and manage its associated risks. Nevertheless, there is clear indication that in this relatively new product development phase, there is great potential for larger portfolios and for more institutions to enter into the market for the provision of affordable housing, especially to cater middle income and salaried class.  
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