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1. Overview

With a population of over 167 million people (estimation as of May 2009), Pakistan is the sixth most populous country in the world.  It has third largest Muslim population after Indonesia and India.  The country has a vast rural region, with a poverty rate of 24%.  Only 14% of the total population has access to any type of formal financing facilities available in the organized sector.  The inflation was stated at 12% in 2007-08, which is projected to rise up to 20.8% in 2008-09.  Under an unstable macro economy, the GDP growth has been slowing down from 6.8% in 2006-07 to 4.1% in 2007-08, and projected to be at 2.5% in 2008-09, as revised by IMF from an earlier projection of 3.5%.
  Pakistan’s high level of poverty is coupled with inequitable income distribution, lack of basic infrastructure, substandard living conditions and the erosion of basic health and educational facilities, particularly for low-income groups.  Pakistan’s major economic indicators are given at Annex A1.

Despite some hectic efforts by the government, economic indicators are showing downward trends.  Turbulent political situations, law and order instability, global supply shocks (oil, food and financial crises), and softening of external demands have adversely affected key macroeconomic fundamentals.  The per capita income has grown at an average rate of above 13% per annum during the last five years.  Total investment declined to 19.7% of GDP in 2008‑09 from its peak level of 22.9% in 2006-07, and is expected to experience further decline through the year’s end.  
In recent years, Pakistan has undertaken major reforms in the financial sector.  It has brought efficiency and vibrancy in the banking system.  During the global financial crisis, Pakistan’s banking system remained relatively resilient, as it has an expanding asset base supported by healthy deposits and equity growth.  In spite of the worsening macroeconomic environment in and around Pakistan, the banking system appears to be generally well-capitalized, profitable, and fully loaded.  Consumer lending in Pakistan has significantly increased in recent years, and the banks are expanding their wings aggressively into consumer financing, automobile and housing loans.  However, the access to formal finance facilities remains elusive to the greater portion of the population.  Currently, less than 14% of the population in Pakistan uses formal financial services, as compared to 32% in Bangladesh, 48% in India and 59% in Sri Lanka.  Commercial banks are the main source of credit and finance for the small and medium sized enterprises.  Microfinance institutions (MFI) and microfinance banks (MFB) provide finances to poor households and micro enterprises.  Pakistan has the lowest outreach in the region with the exception of Afghanistan.  In Pakistan, 1.7 million people utilize the microfinance sources for their financial needs, which is about 1% of the population and about 2% of adults.  Operational and financial sustainability of MFIs, therefore, is the lowest in the region.  Similarly, access to finance for SMEs is also low on an absolute and comparative basis.  The percentage of SMEs with bank loans in Pakistan is 7%, compared to 32% in Bangladesh and 33% in India.  
The macroeconomic instability in Pakistan has an adverse effect on the financial system’s performance and growth.  The heightened credit risk has resulted in a significant increase in non-performing loans (NPLs) and associated asset quality indicators.  Besides, the slowdown in the economy has dampened the growth of the banking system.  During the first quarter of 2009, the asset base of the banking system passively grew by 1.6%.  The net loan portfolio declined by 5.6% over the same quarter while investments in government paper increased by 20%.  Bank deposits remained stagnant, and banks had to resort to inter-bank borrowings for financing the marginal increase in their asset base.
 

Pakistan’s economy is also greatly burdened by the ever increasing population pressure.  The urban share of the total population is already high at 37%.  This is projected to rise to 50% by 2030 (Figure F1).  Annual city growth rates are high and ranged between 3.8% and 5.5% in the late 1990s.  Karachi is said to be growing at 6% annually, requiring the city to accommodate 700,000 new residents each year.  Pakistan now has nine urban centers close to or over one million people.  Unabated migration from rural areas to urban areas, coupled with high population growth here, is hugely contributing to chronic and increasing housing shortages.

Figure F1
Projected Urban and Rural Population in Pakistan
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Source: State of the World Cities 2008/2009, Harmonious cities “UNHABITAT.”

Because of all these factors, Pakistan is facing unprecedented challenges of acute housing shortages, unhealthy living conditions and nonexistent or dilapidated infrastructure across the country.  More than 50% of the urban population lives in slum areas.  The lack of affordable housing is pervasive due to exorbitant mark-up interest rates, high real estate prices, increasing construction material costs and eroding incomes of middle and low-income groups.  

The average national occupancy rate per dwelling is over six individuals.  In Pakistan, the per room density is 3.5 persons as compared to the international standard of 1.1 persons per room.  The mortgage to GDP ratio is below 1%.  Currently there are twenty five commercial banks offering mortgage finance in Pakistan.  House Building Finance Corporation is the only state owned corporation that caters to the financing needs of middle and low-income groups.  The housing market has also witnessed an increasing participation in housing finance by Islamic banks since 2007.  

Global and internal economic conditions are driving people towards investments in real estate now, more than any time in the past.  Remittances from abroad are also seeking safe haven in real estate market.  All these factors have been driving the prices of properties in Pakistan to new heights.  As a result, the rising real estate values have adversely affected real estate affordability for the common man in an inverse ratio of increasing real estate prices to ever decreasing purchasing powers of people.  The twin problems of housing supply shortages and escalating prices underscore the under-development and undercapitalization of the housing sector.  While in absolute numbers the housing finance has grown over the years, the outstanding housing finance, when measured as a percentage of the GDP has actually decreased from 1.5% of the GDP in 1994 to approximately 0.5% in 2001.  Although this trend showed somewhat reversal in the 2000s in response to government policies and banks’ increased pursuit for retail lending, yet in 2007 the mortgage finance still remained less than 1% of the GDP.  The Government of Pakistan has taken numerous steps to encourage the development of a more stable and vibrant housing sector.  The Financial Institutions (Recovery of Finances Ordinance) 2001 established a new (non-judicial recourse) procedure for recovering secured claims.  The regime of mortgage lending has been liberalized and strengthened by lifting various regulatory restrictions.  An appropriate prudential framework was designed.  Credit information services were introduced.  The Housing Advisory Group (HAG) was created in 2002 to iron out housing sector related issues (Annex A2).  A Development Finance Group (DFG) was set up by the State Bank of Pakistan, with enhanced focus for creating enabling environment for facilitating intermediation of market based/high priority credit, which included housing finance as a key area.  In 2001 the National Housing Policy (NHP-2001) was announced (Annex A3).  Finally, fiscal incentives were granted to facilitate mortgagors and banks in the federal budget of 2003–04. 

The greatest challenge which the housing and housing finance sector is facing at the moment is deficient in the overall regulatory regime, including land and titling procedures, poor regulatory framework for housing and real estate, as well as lack of an organized database.  Other challenges include insufficient developed/serviced land and exorbitant land prices and housing finance costs, housing shortages, maturity mismatch and liquidity risk in mortgage lending, and finally government’s failure in addressing low income housing needs coupled with lack of commercially viable housing microfinance lending.
2. Housing Demand
2.1 An Overview 

Housing shortages have increased from 4.33 million units in 1998, when the latest census was conducted, to an estimated 7.57 million units in 2009 (Table T1).  The factors responsible for the substantial increase in the housing backlog are a generic growth of population, addition to backlog due to year-on-year short supply, and the depletion of existing stocks.  The new housing units needed due to annual population growth is 0.7 million while the current addition to the existing stock is only 0.3 million per year.  Considering the depletion of stock at 1% per year or 0.2 million units per year, the new addition would practically have no impact on existing stock.  
Table T1
Basic Housing Indicators for Pakistan
	Description
	1998
	2009 (estimate)

	Total housing 
	19.3 million units
	20.48 million units


	Housing backlog
	4.33 million units
	7.57 million units

	Number of New Houses Required
 
Units needed per year to cover  only the backlogs in 20 years
	0.3 million units 
0.25 million units
	1.28 million units*
.38 million units


	Depletion of stock per annum
	1%
	1%

	Population
	132.3 million
	167 million

	Urban Population  (% of total population)
	32.5% 
	37%

	Annual growth rate of housing demand in major cosmopolitans
	8%
	8%+

	Urban housing units
	32.30%
	32.20%

	Average Household size
	6.0 persons
	6.6 persons


Source: Pakistan National Census 1998.
*  Units needed to cover backlog                                                           
0.38 million units per year

    To meet new demand for population growth                                    
0.70 million units per year

    To make up for depletion of existing stock                                   
0.20 million units per year
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The number of shortages has actually surpassed the total number of housing units that were available in 2006 in the urban center of Pakistan.  If this continues the number of shortages will surpass the number of available units in all rural areas by the year 2039.  By 2074, the number of shortages will exceed the number of available units in the entire country (Figure F2).  
Figure F2 
Housing Shortages – A Trend Analysis
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Since housing shortages in Pakistan have reached alarming proportions, a careful evaluation and assessment of the housing industry of Pakistan is required.
2.2 Market Segmentation 

Figure F3 presents a breakdown by income group of various aspects of the housing and mortgage industry of Pakistan.  The high and very high-income brackets with annual earnings of over PKR 51,000 and above, representing the top 5% of the Pakistani population which is serviced by commercial banks, and can afford a mortgage above Rs 2.5 million and higher.
  This is the only group which can be substantially serviced on a commercial basis, given current standards of income assessment, title verification and mortgage proficiency in Pakistan.  The market can address the demand of this segment, as it can afford the considerable amount of these mortgages, in spite of high land prices, scarce developed land, and the low availability of housing units.  This segment is, however, of modest size, estimated at a little over a million households.  

For the upper middle and lower middle-income groups, incomes range from PKR 12,000-50,000, and they together represent 35% of the population in the country.  These groups are serviced by the House Building Finance Corporation (HBFC) for small and medium housing, and the mortgage level these groups can afford falls in the range of PKR 0.5-2.5MM.  The housing shortage estimates for this middle-income group of about 8.1 million households is estimated to be 2.6 million units.  This income group, while currently not serviced by commercial banks, could potentially be profitably addressed by the market, provided better technology, more competition, a level-playing field, and further financial development within a stable macro economy are made available.  

The lowest two income segments making up two-thirds of the population cannot be profitably provided with a dwelling or a mortgage at this stage in Pakistan; it requires recourse to some sort of subsidy.  The group with income of PKR 6,000-12,000, representing 40% of the population, can afford a mortgage of PKR 0.2-0.5MM.  Roughly 9.3 million households are exposed to an estimated shortage of 3 million units in this group.  The lowest 20% with incomes below PKR 6,000, can hardly afford PKR 200,000 as mortgage finance, and face a housing shortage of 1.5 million units.
Figure F3
Segmentation of the Housing Market by Income Groups
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Source: Presentation on “Affordable housing for low-income groups” by Zaigham Mehmood Rizvi (ICCI Conference 2007).
Note: Housing shortages are estimated from the total existing backlog of 7.3 million, proportionately to the population shares for each income bracket.  However, the actual shortage is much higher in low-income segments as opposed to higher-income segments.
As a result, lower-income groups resort to having illegal habitats and squatter settlements (Katchi Abadis) in major cities.  These are pockets of unregulated tracts of land scattered throughout the landscape of large cities.  Over the years these settlements have sprouted unabatedly to fulfill the housing needs of the low-income strata of the society.  Since property ownership in these shanty towns is devoid of legal title, housing finance from the formal credit system could not trickle to these areas.  Moreover, due to their unregulated nature, Katchi Abadis are a cause of revenue slippages for the government on a continuous basis.  More than half of the major cities like Karachi, Lahore, Faisalabad, and Peshawar have Katchi Abadis.  Karachi alone has between 600-800 Katchi Abadis, sheltering about 7.6 million out of the total city population of 15.1 million people.  Sindh province, with the city of Hyderabad in addition to Karachi, boasts of overall 1,300 Katchi Abadis.  These are located in 24,300 acres of government-owned land and 1700 acres of privately-owned land (Table T2).  The situation is also not very encouraging in the Punjab province, which has about 902 Katchi Abadis.  This province comprises of the cities of Islamabad, Lahore, Faisalabad, Rawalpindi, Multan, and Gujranwala - all with a population of over a million.  
Table T2.
Province-Wise Details of Katchi Abadis in Pakistan

	Name of
the Province
	No.  of
Katchi Abadi’s
	Government
owned land (acres)
	Private
owned land (acres)
	Total Area in acres

	Punjab
	902
	8,875
	501.16
	9,376

	Sindh
	1,300
	24,300
	1,700.38
	26,000

	Baluchistan
	55
	2,826
	.03
	2,826

	NWFP
	65
	1,509
	3,434.03
	4,943

	Total
	2,322
	3,7510
	5,635.60
	43,145


Source: Country Report by HBFC 2008.
3. Housing Supply

3.1 Current State of Housing

About 81% of dwellings in the country are on an ownership basis, with about 9% living rent-free and an estimated 10% on rent.  About 40% of houses are semi-pucca (semi-permanent) houses mostly without planned sanitation or sewerage system, 39% are kuccha (temporary) houses with minimal water supply, sanitation or drainage services, and 21% are modern brick constructions.  In addition to rising land prices, costs of construction materials are also increasing considerably, particularly that of cement and iron.  Unavailability of developed land coupled with the high prices of construction materials has compounded the problem of housing shortages in Pakistan.  Private developers are relatively dynamic and have been engaging in considerable activities including large infrastructure projects.  Their supply of housing has exclusively targeted the upper-income population.  Unavailability of requisite bulk developer financing from commercial banks is another big hurdle in the way of housing supply in the country.  The government has initiated some low-income housing projects, but these efforts have been vastly inadequate in relation to need.  Brisk pace of activities in housing and high-rise buildings, along with large public sector spending on physical infrastructures, and on-going reconstruction activities in the earthquake affected areas contributed to the sharp rise in value-added construction.  Construction has been growing at an average rate of 10.2% per annum over the last five years.  Although the construction sector has only a 2.3% share in GDP, its share of employed labor force is disproportionately large at 7% of the total employed labor force.

3.2 Development of the Housing Stock

3.2.1 Procuring Land for Development

The current land development framework is highly inefficient and acts as a critical bottleneck to the availability of developed land in the market.  Within the public agencies, for example, the effective reorientation of staff from a direct state provision of housing towards a more market-oriented approach has yet to take place.  The current land development authority system requires that the city development authorities or city that governments acquire the land, develop it, and then sell it to the public through balloting or auction.  This process is plagued with legal and administrative burdens, which increase the costs and time for delivery and reduce the availability of developed land.  The development authorities are also faced with a lack of adequate funds to finance this cumbersome process, which also impedes their ability to meet demands of the market.

The real estate developers generally procure the developed urban land from the Government through an auction process.  This process is also politically abused, and/or is not transparent due to corruption.  Sometimes, the government authorities call for applications from the general public for an allotment of pieces of land demarcated for building various sizes of houses.  These allotments, where the developers have no restriction or compulsion to begin housing construction, give rise to speculative trading of plots of developed lands or trading of the ownership documents in the secondary market.

This problem can be addressed by auctioning the developed lands only to those parties who would take contractual responsibility of building houses on such lands.  Moreover, such an undertaking would increase the supply of constructed housing units, and would discourage speculative trading of lands, which usually remain vacant even after many years of auction.  In short, the institutional framework for identifying, acquiring, servicing the lands for construction, and selling the constructed houses is still not yet properly developed or working effectively.  The factors contributing to this situation are mainly the poor master planning, lack of proper governance at national and local government levels, multiple institutions involved in some simple land and building related functions, cumbersome administrative procedures, problematic zoning restrictions, restrictive building codes, and unreliable utility service connections.

National and local master plans are either poorly prepared or poorly enforced, which has led to inefficient allocation of land and uncontrolled urban development.  The root cause is the lack of clear responsibility between a multitude of government institutions (for example in Lahore, the issues revolve between the land development authority, the city district government of Lahore, and the Tehsil (the smallest administrative unit in a province) municipal administrations, as well as a mismatch between expenditure and revenue responsibilities.  The lack of transparency and accountability in the planning process also gives opportunities to land mafias to have valuable inside information regarding future infrastructure developments, thus opening up everything to undue manipulations and speculations.

The number of institutions involved in execution of property transactions, and the number of registration procedures required to be completed in this process need to be reduced.  Institutional and procedural differences between and within provinces create market distortions and inefficiencies in the property development market.  These distortions and difficulties give rise to improper documentations and registrations, and also give birth to, and nurture, informal property transactions, which is an obstacle on the way to creating effective liens and developing asset securitization.

Increasing the supply of land has been problematic in Pakistan.  According to the Association of Builders and Developers (ABAD), the government of Pakistan directly controls 40% of the land, and acquiring the land from the government is very difficult.  Therefore, a large share of the land directly controlled by the government is unused.  It takes, on average, 135 days to acquire land from the government in Pakistan.
  Private land can be acquired in 63 days, but even this is not a good benchmark.
Despite imposition of a non-utilization penalty on plots, construction on a significant number of residential plots, auctioned to the private sector by various government authorities, were not taken into hand to reap speculative gains by those who have been allotted these plots.  
The present land allocation policy encourages horizontal development.  This adds to the land scarcity problem.  At present only a small portion of land is allocated for high-rise buildings, e.g., in Karachi only 5% of the land is earmarked for apartment-buildings; whereas, 55% is assigned for individual houses.  Since the cost of land is the major component of the total building cost the imbalances created under the present land allocation policy is directly causing a real-asset price spiral in the urban areas of Pakistan.  
At present, various land owning agencies release public land to the end users in an unplanned and inadequate manner.  The quantum of the auctioned land falls short of quenching the demand of housing facilities.  A limited number of plots are offered to general public through public auctions; so speculative gains abound because of the fact that a large numbers of speculators participate in these auction processes.  These breed the ‘file-culture’, which is the trading of document files instead of property itself.  Due to the gross involvement of these speculators the genuine buyers can only obtain a piece of land at a much higher price and after many changing of hands.  At present, various government agencies, such as the City District Government of Karachi (CDGK), are enjoying the status of a natural land bank.  The release of public land by these government authorities to the private sector is done in quite a haphazard manner, which is devoid of any medium to long-term strategic focus.  
Although the conversion of rural land into urban land at the town periphery is a key means of increasing the supply of land, and one that should benefit the lower class the most (including farmers), it is made problematic sometimes by misuse of lands by the allotees for unauthorized purposes, and sometimes by ill-inspired interventions of local and provincial governments.  The government of Karachi recently put a ban on the conversion of cultivable ‘Barani’ land (rain fed agricultural land) around Karachi to residential schemes following the allegations that the converted lands were being used for more profitable commercial ventures than for the authorized social housing schemes.  The Sindh government also cancelled the allotment of 5,000 lands around Karachi.  However, the original culprits had long since sold their land and moved away, while putting the unassuming subsequent buyers in difficulties.  The government is, however, slowly regularizing these cases.  So far less than 200 cases out 5,000 have been reviewed.  These are some of the problems that can occur when otherwise well intended plans for extending developed lands beyond city limits fail due to unscrupulous manipulations.  
Over-restrictive building codes and laws on the subdivision of plots create hindrances in the efficient use of urban land.  These restrictions raise the market price of available land to the prospective end-users, especially in high land price areas.  Lahore, for example, has a restrictive floor/area ratio of 1:1.5 (floor areas below 1.5 are low density; Plot ratios above 5 are very high density).  The trouble with such a low ratio is that the city cannot accommodate enough population to provide adequate demand or funding for the appropriate infrastructure.  Similar issues prevail in Karachi, which has a very low limit on the height of apartment buildings.  Furthermore, a large share of the city buildings cannot be put for sale in the market, or be used as collateral because of certain violations rules and laws by the developer.  They start making the sale of apartments under construction (or promise for construction), without scrutiny of a title to be tied to a mortgage.  The legal status of some such properties have been pending for many years, as the developers are either well connected or are no longer traceable by the subsequent buyers/owners (there are 300 such buildings in Karachi alone).

Poor response by, and governance within, the government controlled agencies, like electricity-gas-water supplying authorities, can typically delay large-scale construction projects by up to a year.  Some developers are relying on gas-powered, self-generation power plants as an alternative and viable source of electric power.  Poorly targeted subsidized pricing, widespread thefts, and expensive mechanical failures also considerably reduce the incentives and financial capacity of government-owned utility companies to connect to new housing developments.  For example, the Water and Sanitation Authority (WASA) estimates that 40% of water is lost due to mechanical failures and thefts.

Scarcity of the developed lands at affordable prices beyond the highest-income groups is by far the biggest challenge for policymakers and the housing sector.  Housing shortages and exorbitant real estate prices fundamentally are two by-products of developed land shortages in the country.  Though land itself is not scarce, there is an acute dearth of serviced land along with the commensurable residential infrastructure.  In fact, through the National Housing Authority, the government has already devised a land policy to make developed lands available throughout the country.  The policy provides for urban and rural settlements for housing developments to disperse the more concentrated metropolitan cities and major urban centers, as well as enhancing land availability through innovative measures like land banks to cater to longer-term needs on a continuous basis.
  Further, the aim is to amend the land acquisition laws to make provisions for a unified, transparent and market value oriented system, which will minimize litigation.  A comprehensive land information system would be created, including inventory and land classification, GIS mapping, settlement patterns, land values, land availability, and other data.  The policy provides for federal and provincial governments’ funding for infrastructure, amenities and other developments in the planned housing development areas, with the responsibility and cost the responsibility of public utility agencies, not developers.  Integrated development would be promoted, optimizing the use of land, and mandating the preparation of master structural plans.  With all its redeeming features, the less redeeming fact is that, the policy has not yet been implemented.

3.2.2 Low Cost Construction Technologies
Developers use conventional construction technologies with gradual introduction of recent improvements for residential and commercial construction.  Few initiatives exist in low-cost housing development and all of these are indigenous.  No serious attempt has been made to have technical collaboration with a globally acknowledged low cost construction technology provider.  These local initiatives include the use of prefabricated material technology (like prefabricated slabs, roofs, pillars etc.).  The primary gain of prefab material technology is the cost reduction due to economies in scale of production and the reduction in labor costs.  Another technology, called 8x8 construction technology (also known as movable housing technology), has been tried on a very limited scale.  Under 8x8 technology the measurements of a house, i.e., length, width, and height of a room of the house, are exactly eight feet each and the structure is placed over a moveable frame with wheels fixed at four corners of its bottom.  To promote development of low cost construction technologies and low cost construction materials, the HBFC Pakistan in 2006 had set up a Centre for Promotion of Low Cost Housing in association with NED University of Engineering & Technology, Karachi.  However, this useful undertaking lost momentum after 2008.  That leaves the country without any platform to evaluate, certify and introduce the internationally proven low-cost housing technologies in the country.  There is a need in Pakistan to initiate low-cost construction pilot projects on the pattern of four such projects implemented in India with the involvement of National Housing Bank (NHB) India, World Bank and developers from the private sector.
3.2.3 The Developer Industry
The emergence of an active and competitive building industry is constrained by industry fragmentation, unorganized brokers/middlemen, the lack of developer finance, an unstructured framework for property development, and skewed tenant laws.  The property development industry suffers from low public confidence.  A history of scams, financial weaknesses, and the absence of a clear, uniform, and fair business practice have tarnished its credibility.  Financial institutions are reluctant to provide construction finance, and individuals are reluctant to apply for mortgages.  The majority of real estate builders and developers are organized as sole proprietorships or partnerships with limited capital and informal corporate governance structures.  Without using a strong regulatory authority to enforce building standards, the quality of housing still leaves much to be desired.  
The unstructured and unsupervised nature of real estate brokers is also a significant constraint to the provision of housing and housing finance.  Only appraisers have professional conduct requirements that have been established by SBP and the Pakistan Banks’ Association.  The real estate agencies, which could be natural brokers or arrangers for the provision of financial services, remain unorganized and insufficiently supervised.  The protection of individual purchasers remains limited as the market is dominated by cash transactions and lacks transparency, and systematic information is not available about the market.  Risk assessment and portfolio valuation is also very poor, which is another factor for the lenders’ extreme apathy towards providing finance.  
The absence of sound governance structure within the housing developer industry creates major deficiencies such as lack of good practices, illegal construction, unreliable building permits, and the absence of legal protection of the advance purchase of units that are to be built in the future.  Consequently, it is difficult for financial institutions to verify the character, capital, and capacity of potential clients.  As a result, financial institutions are reluctant to enter this market, which in turn causes scarcity of finance and constraints the supply of housing.

3.2.4 Developer Financing

At present, there is little external bank financing for property development.  The Credit Rating Agencies (CRAs) have devised methodologies to institute a credit rating system for the Real Estate Builders and Developers (REBADs), regarding their eligibility for loans from the formal financial system; however, due to the fragmented and unstructured nature of the real estate property development business REBADs are not prepared for credit rating.  For one, the land for a housing project is usually owned by many interconnected companies with complex relationships.  The complexity of the arrangements is also very hard to assess.  Further, transparency and accountability are also greatly compromised in these complexities.  Many REBADs are operating as sole proprietorships or partnerships, and for them getting credit-rated finances are quite costly.  Hence, they shy away from getting rated by CRAs.  But for the general public willing to go into any contractual agreements, as well as the providers of finance, there remains the need for credit rating of Real Estate Projects (REPs) sponsored by them.  
Traditionally, the real estate business has been booking driven; that is a planned project is offered to public for booking, and the funds received from the booking being put into the construction activities for furtherance and completion of the projects.  However, in the recent past the paradigm has shifted and now the main concern is that financing generated through the booking from the general public may not be sufficient to complete and deliver a housing project/scheme according to the booking schedules.  Therefore, there is a need to figure out the modus operandi for arranging financing for the REBADs through the formal banking system that is viable, acceptable and sustainable.

3.2.5 Developer Associations

The All Pakistan Contractor Association (APCA) was created in 1998 under the Companies Ordinance 1984, and is affiliated with the Federation of Pakistan Chambers of Commerce and Industry as “A” class association.  APCA’s efforts to address the problems faced by the construction industry have met with substantial success.  On the initiative of APCA, the construction sector has been recognized as an industry in official government classification, entitling the sector to fiscal incentives, special treatments, and other benefits.  That also helped the association members to be awarded with a number of government housing projects throughout the country.  APCA was also instrumental in the drafting of the National Housing Policy 2001 for low-income groups.  By far and not least, APCA achieved duty-free status for imported construction machinery.

The Association of Builders and Developers (ABAD), created in 1972, is a national-level representative body of builders and developers under the Companies Ordinance 1984, affiliated with the Federation of Pakistan Chamber of Commerce and industry.
  ABAD’s mission is to unify and streamline the construction activities of the private sector, to promote the housing industry, to provide assistance to the Government in formulating housing policy as well as to explore the potential for large-scale public projects for private implementation, to coordinate with all housing stakeholders, and to provide support for capacity building through awareness and trainings in related fields.  ABAD has also made a valuable contribution to the formulation of the National Housing Policy and the Sindh Building Control Ordinance.  It has also played quite an important supporting role for HBFC, by making available a supply of affordable housing, particularly in Karachi.
3.2.6 Rental Regulations
Present tenant laws in the country are other big bottlenecks in providing housing solutions either by builders/developers or by financial institutions.  These laws increase the risk of investment in properties meant for rental, resulting in a very small rental market.  The private banks refuse to finance developments destined for the rental market.  Laws are highly skewed in favor of tenants, as once housing units are rented out it is very difficult to get them free from the tenants.  These laws, therefore, act as impediment to providing housing finance aimed at generating rental incomes.  It has also been noted that, the large shares of land-related disputes are tenant related.  This issue disproportionately affects the middle and lower classes for which renting is the only option to move out of the slums, especially in the current high-price environment.  This issue also affects the retail sector, especially the development of professionally managed shopping malls.  Tenant laws in Islamabad are more appropriate and as a result the rental market here is significantly more developed (40% of the market versus 20% in Lahore).  The recent increase in rental taxes (by Finance Act 2008, before which the tax was 5%) is also considerably decreasing the transparency in the leasing environment.

There is no single statute that governs landlord and tenant relationship; instead each province has its own governing statute, most of which are outdated.  While the law was designed to protect both the landlord and the tenant, implementation has been fraught with delayed enforcement, and poor governance.  Specifically, a rent case takes about 2 to 3.5 years in the Court of the Rent Controller; about 8 to 10 months before the Appellate Court (District Judge) and when a second appeal or a revision is put before the High Court it takes about 7 or 8 years to be finally disposed of.  The position and powers of Rent Controllers, basically a civil judge, has become a major source of corruption and delays in the settlement of cases relating to tenancy.  It is significant to note that, of the total pending cases in the courts of law nearly 40% relate to land disputes, whereas those relating to tenancy are about 23%.

3.2.7 Construction Costs 

As already discussed in section 3.1, most of the constructed houses in Pakistan are kuccha (temporary) or semi-pacca (semi-permanent) house, amounting to 79% for the population being serviced by decrepit or nonexistent residential infrastructure.  A large portion of the remaining 21% of pucca houses (constructed with proper concrete, mortar and steel structure) are quite antiquated and need a major structural uplift.  Evidenced by high housing finance for outright purchase cases in the secondary market, there is an insufficient supply of fresh housing units in the county.  Quality of construction is grossly compromised owing to high construction material prices.

There is no formal data available on housing construction costs to quantify it.  Also there is a vast difference between the life styles of low, middle and high-income groups, which also varies across localities and cities.  Notwithstanding non-availability of requisite data to substantiate findings on housing cost, it can be surmised with quite a bit of certainty that, the cost is much higher in Pakistan as compared to regional economies like, India, Sri Lanka and Bangladesh.  An interview with the developers puts current estimates at PKR 800-1,000 per ft2 for low-cost housing, PKR 1,400-1,600 per ft2 for middle-cost housing and PKR 2,200-3,000 per ft2 for high end housing.

3.2.8 Construction Quality and Enforcement of Construction Standards 

In 2007 the Government of Pakistan redrafted building codes with seismic provision with the technical support of the National Engineering Services Pakistan Pvt.  Ltd.  (NESPAK), after the high intensity earthquake that created havoc in the wide swath of northern areas of Pakistan in 2005.  The resulting Building Code of Pakistan, Seismic Provision 2007, serves two purposes.  Firstly, it defines the earthquake level for each tehsil (the smallest administrative unit in a province) of the country, according to which buildings have to be designed.  Secondly, it provides codified procedures and guidelines for planning, design, analysis and detail of building structures.  The topics covered include site considerations, soil and foundations, general structural design requirements, reinforced concrete buildings, structural steel buildings, masonry buildings, architectural elements and mechanical & electrical systems.  Effective implementation of this code can lead to significant improvement in the seismic safety of buildings in the country.  However it was revealed after the massive earthquake of 2005 that existing building codes were not complied with, and for the improved version of the Building Codes enforcement will remain to be the main concern.
3.2.9 The Secondary Property Market 
Real estate in Pakistan has an active secondary market with all its deficiencies and flaws as is prevalent in other countries of the region.  The real estate brokers are neither licensed, nor registered.  While for HBFC, nearly 85% of its housing finance is for new construction, it is the other way for commercial banks.  More than 80% of the mortgage finance being done by the commercial banks is for secondary market transactions.  The secondary market has imperfections of transparency, price speculations and sale on imperfect documents, and sometimes on Power of Attorney.  

4. Housing Finance

Consumer lending in general, and housing finance in particular, is growing in Pakistan.  Banks, once very conservative in consumer based lending, are now aggressively expanding into consumer loans, including housing loans.  The share of commercial banks in housing finance grew from 10% in 2003 to 79% in March 2009.  Each bank is investing resources and skills to attract market share from targeted segments of the market.  In this relatively new product development phase, the market is open for larger portfolios and for more institutions to enter.
Currently there are 25 commercial banks offering mortgage finance in Pakistan.  House Building Finance Corporation (HBFC) is the only state-owned institution that caters to the financing needs of middle and low-income groups of the country.  Although the entry of commercial banks in the housing mortgage market has occurred relatively late (in 2003 with the boom in consumer lending), its evolution has remained promising.  The market has also witnessed an increasing participation in housing finance by Islamic banks since 2007.
  Other sources of long-term funds include provident funds, various organizations, and builder’s credit, as well as friends and family.

While the current legal and macroeconomic environment is increasingly conducive for the growth of the housing finance market, financial institutions in general have yet to provide home financing to a great majority of the population, especially to the urban working class that is in the most need of mortgage financing.  Primarily, banks are constrained in their lending due to a lack of long-term, fixed-rate funding, which would enable banks to increase the volume and tenure of their housing portfolios.  Thus they have continued to rely on short-term deposits to fund long-term loans, which increases the risk for lenders and in turn restricts the menu of long-term mortgage products to increase affordability.  The current cost of short-term liabilities are significantly lower than the average markup charged by the banks on housing loans, thereby yielding a huge spread to the banks.  However, this practice is creating asset-liability mismatch, which may not be sustainable in the long run.  

Yet, even if long-term funds were immediately available, the volume of mortgages would be restrained by broader challenges facing the sector as a whole and for which public intervention is required.  The weak property rights and land development framework, embryonic property development framework, and emerging building industries pose significant problems for Pakistan’s nascent mortgage finance market.  
4.1 The Housing Finance Market

The total outstanding finance as of March 31, 2009, of all banks and DFIs, including HBFC, stood at PKR 80.87Bn, with private banks taking a significant lead with PKR 38.6Bn; which is a 47.7% share in the total housing finance sector.  Compared to quarter end March 31, 2008 (Figure F4), outstanding of all commercial banks and DFIs decreased by 1.33% as of March 31, 2009.  Islamic banks have an 11% share in total outstanding loans with PKR 8.98Bn, followed by public sector banks with PKR 10.39Bn (12.8%) and foreign banks with PKR 5.91Bn (7.3%).  The cumulative outstanding loans of HBFC stood at PKR 16.40Bn as of March 31, 2009, showing a 20.2% share in the overall stock of outstanding loans.  
Figure F4

Housing Finance Outstanding Loans as on March 31, 2009
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Source: SBP Housing Finance Quarterly Report March 31,2009.
In 2009, Islamic banks showed the highest growth with 21.5%.  HBFC’s outstanding lending grew by 12.3%.  In contrast, private banks’ lending decreased by 10.85% while public sector lending remained virtually unchanged, as did the lending by foreign banks.
The banks and DFIs during the quarter ended March 31, 2009 extended loans to 712 borrowers compared to 3,673 borrowers served during the same quarter last year.  HBFC served 332 borrowers out of total 712 borrowers, which is 46.6% of the borrowers availing loans in this period.
The total number of housing finance borrowers as of March 31, 2009 was 121,368, down from 126,595 in March 31, 2008, showing decrease by 4.12% (Figure F5).  That marks a growth in the clientele of foreign and Islamic banks (by 28.6% & 16% respectively) over the last year, compensating for the decline in the number of borrowers of private banks, public sector banks, HBFC and other DFIs showing a decline of 14.6%, 2%, 5% and 18% respectively.  No disbursements were made by DFIs during the Quarter of March 2009.  Average loan size of HBFC is PKR 1.08MM as compared to that with an average of PKR 2.29MM of private sector banks, 1.75MM of public sector banks, and 2.68MM of foreign banks.  Surprisingly, Islamic banks have not played any role, so far, in middle-income home financing – their average loan remaining highest at PKR 3.7MM.

Figure F5
Housing Finance Total Number of Borrowers as of December 31, 2008
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Source: SBP Housing Finance Quarterly Report March 31, 2009.
Private banks dominate the housing finance market by outstanding loan balances, though HBFC remains the largest lender by clientele, servicing some 71% of housing finance borrowers (Figure F6).  The overall market share of commercial banks (excluding DFIs) has remained around 81% over 2009, Islamic banks have shown good growth; albeit higher growth in NPLs as well, with its share increasing from 9.7% (March 2008) to 11% (March 2009) compensating for a decrease in private bank share.  The market share of HBFC has risen from 17.8% to 20.3%, not accounting for NPLs. 
Figure F6
Market Share of Housing Finance Lenders as of March 31, 2009.
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Source: SBP Housing Finance Quarterly Report December 31, 2008.
The housing finance sector products range from loans for home purchase or renovation, to financing for construction (Figure F7).  The most popular product by far, with an outstanding portfolio of PKR 47.6Bn and a share of 59%, is home purchase loans.  Construction loans stand at PKR 23.8Bn (29%), and renovation lending is at PKR 9.39Bn (11.6% of total).
  In a nascent market, the dominant share of home purchase loans with smaller exposure to construction and renovation loans is not surprising.  The need for verifiable collateral for the loan makes construction loans more difficult to finance, while renovation loans tend to be smaller, of a shorter maturity, and bear lower profit margins for the banking institution.  In 2009, financing for construction increased by 6% while outright purchase and renovation decreased by 4% and 7.3% respectively.  Private Banks have taken a lead in financing for construction and outright purchase - 41.48% and 55.37% share in the respective sectors.  Public Sector banks enjoy the greatest share (25%) in the renovation sector.
Figure F7
Mortgage Products
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Source: SBP Housing Finance Quarterly Report March 31,2009.
The overall weighted average interest rate in the housing finance market for the quarter ending March 2009 was estimated to be 15.42%; up 2% percentage points from March 2008 (Table T3).  This underlines higher mark-ups for Islamic and foreign banks (average interest rates of 17.81% and 17.53%, respectively), and more competitive pricing for public and private sector banks (14.96% and 14.55%, respectively), as well as HBFC at 11.88%.  Average maturity periods have marginally declined from 13.2 years to 12.5 years in March 2009.  DFIs and HBFC provide  considerably longer maturities as compared to commercial banks (14.5 and 15.2 years), and so do Islamic banks (14.9 years).  Public, private, and foreign banks offer home loans for 10.6, 11.9 and 12 years on average.
Table 3  
Interest Rates and Maturities in the Housing Finance Sector

	 
	Weighted Average Interest Rate 
(percent)
	Average Maturity Period (Years)

	
	
	

	
	Mar-09
	Dec-08
	Sep-08
	Jun-08
	Mar-08
	Mar-09
	Dec-08
	Sep-08
	Jun-08
	Mar-08

	Public Sector Banks
	14.96
	14.3
	13.33
	13.13
	12.78
	10.6
	10.8
	9.4
	11.1
	11

	Private Banks
	14.55
	13.34
	13.61
	12.94
	12.75
	11.9
	11.9
	11.9
	12.1
	12.5

	Islamic Banks
	17.81
	18.23
	14.86
	13.22
	13.84
	14.9
	15.3
	15
	16.6
	16.6

	Foreign Banks
	17.53
	16.89
	15.05
	14.67
	14.4
	12.0
	11.8
	9.1
	12.5
	14.5

	All Banks
	15.52
	14.57
	13.94
	13.23
	13.1
	12.3
	12.1
	11.6
	12.7
	12.75

	DFIs
	17.6
	16.84
	16.01
	14.84
	13.68
	14.5
	14.7
	12.4
	14.7
	14.8

	All Banks & DFIs
	15.60
	14.65
	14.02
	13.29
	13.12
	12.4
	12.2
	11.6
	12.8
	13

	HBFC
	11.88
	11.35
	13.71
	13.71
	13.71
	15.2
	15.1
	15.1
	16.7
	16.7

	Total Average
	15.42
	14.4
	13.97
	13.45
	13.42
	12.5
	12.4
	11.8
	12.9
	13.2


Source: SBP Housing Finance Quarterly Report March 31, 2009.
The loan-to-value ratios (LTV) have progressively declined over 2009, down to 53 on average for the housing finance market, due to increased caution and the impact of the global financial crisis (Table T4).  LTV ratios remain high at public banks (above 60) followed by HBFC, private, and Islamic banks (at around 56), and evince a far more cautious approach by foreign banks (with LTV ratios around 36).  Average processing time has remained at just over 25 days on average, with private and foreign banks showing much more efficient processes, and HBFC being the slowest in loan administration.  Foreclosure activities intensified considerably at HBFC in 2009, while public banks remained unable or unwilling to engage in the collection of the collateral of delinquent borrowers.  
Table T4
Interest Rates and Maturities in the Housing Finance Sector
	 

 

 

 
	Loan to Value Ratio
	Average Time for Loan Processing (days)

	
	Mar-09
	Dec-08
	Sep-08
	Jun-08
	Mar-08
	Mar-09
	Dec-08
	Sep-08
	Jun-08
	Mar-08

	Public Sector Banks
	60.5
	63.1
	58.3
	63.7
	58.2
	31.7
	38
	38.6
	39.2
	38

	Private Banks
	55.3
	40.3
	52.7
	57.9
	56.8
	22.8
	22
	22.8
	22.6
	22.8

	Islamic Banks
	55.3
	39.8
	56.7
	59.1
	55.9
	30.4
	36.9
	33.6
	21.5
	20.9

	Foreign Banks
	36.1
	41.9
	36.5
	59.8
	58.9
	22.5
	23.6
	18.8
	23.8
	23.8

	All Banks
	53.0
	44
	52.4
	58.9
	56.5
	25.3
	26.3
	25.7
	24.5
	24.7

	DFIs
	43.1
	44.2
	49.1
	45.4
	47.5
	30.0
	30
	30
	30
	30

	All Banks & DFIs
	52.6
	44
	52.3
	58.3
	56.5
	25.5
	26.4
	25.9
	24.7
	24.9

	HBFC
	55.8
	67.5
	55
	55
	55
	30.0
	30
	30
	30
	30

	Total Average
	52.8
	44.7
	52.3
	58.1
	56.5
	25.7
	26.6
	26.1
	25
	25.17


Source: SBP Housing Finance Quarterly Report March 31, 2009.
4.2 Efficiency and Performance of the Mortgage Finance Industry
The macroeconomic instability in Pakistan has had an adverse impact on the financial system’s performance and growth, including the housing finance sector.  Accordingly, housing finance NPLs have increased to PKR 13.09Bn as of March 2009; a 45% increase over the previous year (Figure F8).  NPLs as a percentage of the total outstanding for the entire housing finance sector (commercial banks and DFIs) are reported to be 16.18%.  Commercial banks (excluding DFIs) collectively have NPLs constituting around 10.3% of their total outstanding portfolios.  HBFC reports NPLs to be at 39% of its total outstanding, whereas other DFIs stood at 17.07% of their outstanding portfolios.  

Figure F8.  
Non-Performing Loans in the Housing Finance Sector.
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Source: SBP Housing Finance Quarterly Report March 31, 2009.
An increase in NPLs of 300% has been witnessed among Islamic banks (from PKR 88MM to PKR 336MM) followed by 121% among public sector banks (from PKR 0.47Bn to PKR 1.50Bn).  NPLs for foreign banks have increased from PKR 141MM to PKR 445MM; a 222% increase.  Private banks have reported an increase in NPLs to PKR 4.76Bn (or 99% over the year).  NPLs of HBFC too have increased by 45% during the year, from PKR 5.82Bn to PKR 6.40Bn.
Figure F9  
No NPL Borrowers as a % of Total Outstanding Borrowers
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                                                                                                                 *Figures in bar are PKR in million.
4.3 Pakistan, HBFC 
Historically, the housing finance facility had exclusively been provided by the government owned House Building Finance Corporation (HBFC), established in 1952, as the banks were not allowed to provide housing finance.  From 1952 to 1972, HBFC disbursed loans to individuals only for construction of homes in urban areas.  During this period HBFC’s disbursement activities were quite modest, averaging PKR 18MM annually.  In 1972, HBFC’s mandate was expanded to housing projects, finance to housing authorities and housing corporations, and rehabilitation loans; and to undertake real estate development projects.  Following this expansion of scope, HBFC’s volume of originations increased significantly, averaging around PKR 500MM between 1972 and 1979.  In the 1980s and 1990s HBFC was averaging around PKR 1.5Bn in annual disbursements/originations.  Since 2002-03 the corporation maintained a good pace in its business growth and disbursed PKR 4Bn in the financial year 2008.  

HBFC, since its inception, has been active in low and middle-income housing finance.  With the entry of commercial banks in the mortgage finance business in 2002-03 who have focused only on the upper middle and high-end of the housing finance market, the need for an institution to serve low and middle-income segment became more obvious, and HBFC was and is the only institution responding to this segment.  In 2005 the HBFC was officially declared to be a housing finance entity with complete business focus on Small and Medium Housing (SMH) segment.

HBFC, being the oldest, largest and specialized housing finance institution of the country with extensive customer base and unmatched market potential in low and middle-income groups, ideally should have been the most prosperous and dynamic housing finance institution of the country.  Ironically this has not been the case.  HBFC’s outstanding portfolio has been hovering in the vicinity of around PKR 16-20Bn for the last a few years.  Other commercial banks actively started housing finance in 2003,  and since then have attained phenomenal growth of an outstanding portfolio above PKR 70Bn in 2008 (Figure F10).   

During 2005-2007 HBFC, with the technical assistance of IFC, availed the advisory services of the Canadian Mortgage Housing Company (CMHC) to carry out a diagnostic study of HBFC and make recommendations for upgrades and reforms in its operations, work environment, preparation of manuals, and computerization.  The IFC/CMHC study also developed a Business Plan for HBFC to make it a commercially viable and self sustainable corporate entity.  By the end of 2007 HBFC had undergone a comprehensive reform program.  In 2007 HBFC was converted into a corporate entity under the Companies Ordinance 1984, and thus was removed from the State Charter of 1952.  Its financial restructuring and privatization was to follow, which is still under process.

Figure F10.  
Commercial Banks Versus HBFC – Historical Trend of Outstanding Portfolio
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Source: SBP quarterly review Dec 2008.

Similarly, banks have outperformed HBFC in terms of market share.  Market share of HBFC has hit rock bottom from over 50% in 2004 to below 20% in 2008 (Figure F11).  In contrast, commercial banks have taken a considerable lead in market share from 0 in 2003 to below 50% in 2004 further to 80% in 2008.

Figure F11
Competition between Banks and HBFC
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Quarterly Housing Finance review 2008-SBP
In terms of numbers of borrowers, HBFC has shown negative growth over the years while commercial banks have shown consistently positive growth (Figure F12).  While the total number from borrowers of HBFC is still on the higher side, due to its lowest average loan size its overall all market share is not commensurate with its high number of borrowers.  
Figure F12
Commercial Banks Versus HBFC – Number of Borrowers
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Quarterly Housing Finance review DEC 2008-SBP.
4.4 Commercial Bank Lending

Pakistan’s mortgage market at the inception can easily be characterized as being concentrated.  With the exception of HBFC, only 3 out of 14 commercial banks extended the bulk (80%) of housing loans during 2003 (Table T5).  As more banks entered the mortgage market, the concentration of banks reduced somewhat – as in 2006, the number of banks participating increased from 24 to 29, with Islamic banks also entering into the banking sector during this time.  So far in 2009 only 9 commercial banks were holding 80% share total mortgage portfolio of the country.  

Table T5  
Concentration in the Mortgage Market

	Year
	Total Amount Outstanding

(PKR Millions)
	Total Banks/DFIs (Excluding HBFC)
	80% Share

(PKR Millions)
	No.  of Banks/DFIs with 80% share
	Concentration (%)
	Herfindahl concentration index

	Jun-03
	2,372.3
	14
	1,898.0
	3
	21
	0.259

	Jun-04
	8,267.4
	22
	6,614.0
	6
	27
	0.132

	Jun-05
	26,699.2
	24
	21,359.0
	10
	42
	0.095

	Jun-06
	43,839.2
	29
	35,071.0
	10
	34
	0.087

	Jun-07
	57,541.8
	29
	46,033.0
	9
	31
	0.094


Source: SBP.
Note: The above analysis is conducted only on Commercial Banks & DFIs and is exclusive of HBFC.
The Herfindahl concentration index – a measure of the size of firms in relation to the industry and an indicator of the amount of competition among them – has experienced a progressive improvement (Figure F13).  The index computed for 5 years shows that competition in Pakistan among commercial banks & DFIs (excluding HBFC) in fact increased over time, with the index falling from 0.259 (highly concentrated) in 2003 to 0.132, 0.095, 0.087 and 0.094 during 2004, 2005, 2006 and 2007 respectively.  The mortgage market, although in its embryonic stage, enjoys a fair degree of competition.  This, however, calls for a cautionary approach towards the portfolio quality.  Desire to capture competitive market share can obscure good lending practices and build up bad loans.  

Figure F13  
Competition Among Banks vs HBFC
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Table T6 lists banks & DFIs (excluding HBFC) that have more than PKR 1Bn of housing portfolios in the housing finance market.  These 9 institutions collectively constitute about 80% of the housing finance market.  There is also a clear mix of local, public and foreign banks with the Bank Alfalah, National Bank and Standard Chartered Bank being the top three to dominate the housing finance market.  

Table T6  
Banks & DFIs with More Than PKR 1 Billion Housing Finance as of 31st March 2008

	Name of Banks
	Amount                                     (PKR millions)
	No.  of Loans Outstanding
	Market Share (%)
	Wt.  Average Markup
	Average Maturity Period (Years)

	Bank Alfalah Ltd.
	10,559
	4,644
	15.9
	12.50
	10.6

	National Bank of  Pakistan
	8,513
	5,370
	12.8
	12.45
	16.2

	Standard Chartered Bank
	7,210
	1,764
	10.9
	13.38
	12.2

	United Bank Ltd
	5,513
	1,212
	8.3
	13.68
	15.8

	Faysal  Bank
	5,364
	1,079
	8.1
	13.90
	14.9

	Askari Bank
	4,251
	1,517
	6.4
	11.33
	12.8

	MCB
	3,799
	914
	5.7
	12.00
	15.0

	ABN AMRO
	3,610
	1,211
	5.5
	14.80
	18.8

	Meezan Bank
	3,372
	1,285
	5.1
	13.70
	14.1

	Dubai Islamic Bank
	3,287
	467
	5.0
	13.75
	16.5

	Habib Bank Ltd
	2,463
	1,633
	3.7
	13.33
	13.3

	Citi Bank
	1,753
	718
	2.6
	15.67
	13.0

	NIB 
	1,406
	1,209
	2.1
	13.00
	11.1

	Bank of Punjab
	1,222
	1,349
	1.8
	12.02
	9.2

	Other Banks
	4,059
	2,361
	6.1
	
	

	Total (Excluding HBFC)
	66,380
	26,733
	100.0
	
	

	Total Outstanding Mortgage Debt
	76,719
	124,358
	
	
	


Source: SBP.
Overall, statistics 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 run 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 relatively shorter maturities.  

In part, the banks’ cautious approach to lending is because they are still attracting the requisite expertise and resources required to exploit this business area and manage its associated risks.  The requisite expertise to undertake housing finance transactions is yet to become more widely available among market players in the financial system as well as in related institutions and industries, and also among regulatory or supervisory bodies.  The financial sector lacks experienced sales and origination staff, especially in high-impact areas like construction and developer finance.  The lack of experience and expertise impedes this reorientation of the financial sector approach to utilizing market mechanisms and actively mobilizing private sector resources for investing in housing.  Some bankers are still more focused on making large loans to the manufacturing/ industrial sector and do not yet understand the centralization/ standardization/ portfolio approach that is required for consumer finance.
Specialized Mortgage 
In Pakistan, HBFC is the only specialized housing finance institution which is providing loans to middle and low-income housing.  In the past some other housing finance companies were established, namely Asian Housing Finance Limited, Citibank Housing Finance Company and International Housing Finance Limited.  These specialized housing finance companies could not compete in the market primarily due to non availability of long-term funds at attractive rates, and gradually moved out of business.  The State Bank of Pakistan is now working to set up a long-term liquidity institution (Pakistan Mortgage Refinance Company) with the technical and possibly financial assistance from the World Bank Group, so it is expected that market may see emergence of some more specialized housing finance companies.

4.5 Islamic Mortgage Finance
In terms of housing finance, the Islamic banks are performing better than the conventional banks in terms of growth and market development.  Since housing finance is a business more close to Shariah compatible financing, the Islamic banks have a greater appetite for mortgage financing.  The business of Mortgage Loan Balance Transfer (BTF) in favor of Islamic Banks is showing an increasing trend.  Bank Islami Pakistan, an Islamic bank operating in Pakistan, is under process to acquire the mortgage portfolio of Citibank.  The portfolios of Islamic Banks are performing better than conventional banks in terms of Non Performing Loans (NPLs) 
Table T7 presents the overall growth of Islamic banks in housing finance which is quite substantial.  
Table T7
(Figures in millions)

	Outstanding Islamic Housing Finance

	Year
	No.  of Loans
	Amount
	Annual Growth Rate

	Dec-07
	1675
	6,131.86
	

	Mar-08
	1871
	7,922.45
	

	Jun-08
	2048
	6,803.77
	

	Sep-08
	2170
	9.016.00
	

	Dec-08
	2175
	8,867.15
	45% 

	Mar-09
	2144
	8,649.45
	


At the moment there are four types of products in Islamic housing finance sector that include: 

1. Murabaha

2. Ijarah

3. Istisna’a

4. Diminishing Musharakah

Diminishing Musharkah, also called declining balance / shared equity partnership, at this moment is the most successful of the products and is being widely used by the banks.  Both parties share the risks and obligations related to the property.  Ownership of the property is divided into equal units and is purchased regularly by the customer, with declining financier’s share resulting in decreasing monthly payments.  Under this arrangement, leasing and selling contracts must be conducted separately.
Main Steps involved in Diminishing Musharakah.

1. Consumer selects house and applies to financier.

2. Financier approves consumer and house.

3. Financier and consumer jointly buy house (joint ownership through the Musharakah agreement) and obtain title.

4. Consumer leases house from Financier.

5. Consumer eventual buys out Financier’s equity and obtains the sole title to the property.

Islamic banking in Pakistan is growing substantially and has massive untapped potential.  There is, however, a need to introduce more Shariah-compliant products to satiate the varied needs of customers in the country.  Islamic banking remained resilient during the 2008 global crisis, despite negative shocks and pressures on the rupee witnessed by the banking sector in October 2008.  

The growth in Islamic assets, deposits, financing and investment have shown increasing trends for the past many years.  The number of branches of Islamic banking institutions has crossed the 500 mark, and Islamic banking has grown at a yearly average of 37%.  The respective share of Islamic banking assets and deposits are 4.9 and 4.8% of the banking sector.  Apparently, these figures look modest but given the short timeframe and other countries’ experiences, the growth has been significant
.  Islamic housing finance is still growing very fast, with a 121% rise in 2008 due to new entrants encouraged by increased consumer preferences for Islamic banking.

4.6 Prudential Framework for Housing Finance, and Recent Policies 

Commercial Banks and DFIs in Pakistan are regulated by the State Bank of Pakistan (SBP) under the Banking Companies Ordinance 1962.  Currently, the mortgage finance portfolio of Banks and DFIs is being regulated under Prudential Regulations which are general for consumer finance.  The Consumer Finance Prudential Regulations provide specific regulation for engaging in housing finance activity by banks and DFIs.  To encourage banks and DFIs to increase their investment into the housing and construction sector, SBP issued new regulations for housing loans (Annex C4):
· Banks/DFIs are required to determine the housing finance lending limit, in both urban and rural areas, in accordance with their internal credit policy, client creditworthiness, and loan repayment capacity of the borrowers.  

· Banks/DFIs are required to ensure that the total monthly amortization payments of consumer loans, including housing loans, should not exceed 50% of the net disposable income of the prospective borrower.  

· Banks/DFIs have been allowed to originate a housing loan at a debt-equity ratio of 85:15.  

· The maximum per party
 limit of PKR 10MM in respect of housing finance has been removed.
· In order to curb speculation, banks/DFIs are not allowed to provide housing finance purely for the purchase of land plots.
· Banks/DFIs are allowed to provide housing loans amounting to, at most, their net advances.
· Banks/DFIs are encouraged to develop floating-rate housing finance products.
· The housing unit financed by the bank/DFI should be mortgaged in the favor of the bank/DFI by way of equitable or registered mortgage.
There is a need to revamp exiting prudential regulations to make it in line with the industry requirements.  There is need to introduce a comprehensive set of housing finance guidelines.  These guidelines should be focused on key facets of the housing finance sector and provide necessary details and guidelines to all key stakeholders to conduct prudent and supportive housing activities to boost the housing finance sector in Pakistan.  SBP is in process of reviewing existing prudential regulations and would launch a comprehensive set of housing finance guidelines and much needed mortgage finance specific Prudential Regulations in the year 2009.  
4.7 Recent Regulatory Policies on Housing Finance

The Government of Pakistan (GoP) has taken active policy measures and practical initiatives to provide an enabling framework for housing solutions and housing finance.  The Financial Institutions (Recovery of Finances Ordinance) in 2001 established a new (non-judicial) procedure for recovering secured claims.  The National Housing Policy (NHP-2001) was published in the same year (Annex C1).  The regime of mortgage lending was liberalized and strengthened by lifting various regulatory restrictions.  An appropriate prudential framework for housing finance was designed.  Credit information services were introduced.  

SBP took a vanguard position for providing institutional arrangements and reforms to housing finance.  It also took steps to shift funding for housing from government to the banking system.  Since 2002 SBP, with an objective to enhance the access of market-based housing finance, has been playing a facilitating role in association with private and public sector stakeholders to: (1) increase the number of channels through which housing finance can be provided in the marketplace to the general public; (2) enhance the affordability of the general public for housing finance products and services; and (3) improve the service quality of housing finance.  As part of this effort, SBP constituted the Housing Advisory Group (HAG) in 2002 to conduct a thorough analysis of existing housing and housing finance policies and conditions and to formulate a concrete strategy to address key challenges (Annex C2).  Specific activities of HAG include the provision of assistance in development of long-term funding/liquidity mechanism for housing, conducting capacity building programs for the banking and financial system on housing issues, monitoring the flow of credit by banks/DFIs in the area of infrastructure and housing finance, and analysis of emerging trends and developments in the housing and housing finance industry.  

The HAG, through its first set of recommendations, emphasized liberalization of the credit regime; provision of fiscal incentives to mortgagors and mortgagee financial institutions; streamlining of data related to housing finance portfolios of banks/DFIs, reduction of minimum threshold for its Credit Information Bureau (CIB); implementation of foreclosure laws, and other essential measures.  The implementation of these recommendations and the keen interest of all the public and private sector stakeholders resulted in significant growth in lending by banks/ DFIs for housing finance.  
SBP established a separate department – the Infrastructure and Housing Finance Department (IHFD) – under the Development Finance Group of SBP, with enhanced focus for creating an enabling environment to facilitate intermediation of market based credit in housing finance.  Fiscal incentives were granted to facilitate mortgagors and banks in the federal budget 2003–04.  The Government of Pakistan further initiated several mega-housing projects in big cities to increase the housing supply (see Section 5.4).

A particular emphasis has been placed by HAG on the need for a well-structured and efficient legal framework and property development process.  Therefore, there is a need for not only reforming the present procedures and practices of the real estate sector but also for having specific purpose institutional set-up for enhancing the availability of housing finance for the general public.  A long-term view of expanding the scope and outreach of housing finance has been taken by HAG by focusing on a few key broad-based areas.  HAG has determined that an overhaul of the legal and regulatory framework for housing is required.  These should be coupled with the institutional reform of property acquisitions and transactions, supported by establishment of an integrated nationwide land registration information system and a housing market information system.  The framework for financing large scale property development should be structured and streamlined, new housing development and finance-related products and services including real estate investment trusts (REITs) should be introduced.  Provision of long-term funding for housing loans, and active development of the mortgage banking industry should be enhanced.  In the area of low-income housing, increased supply of land for affordable housing is essential, as is equally essential the provision of finance for affordable and low cost housing facilities for low-income individuals.

4.8 Homeowners’ Insurance
In order to secure the housing loans against loss of property or life the insurance companies provide Life & Property Insurance.  However, the market has yet to see the introduction of Mortgage Insurance, or Title Insurance.

Unavailability of mortgage credit insurance facilities seem to be due to the risky milieu of  the Pakistan mortgage industry and regulatory compulsions on one side, and the inability to provide documented evidence of income and affordability of the borrowers on the other end.
4.9 Risk Management

In Pakistan, banks are in the gradual process to implement Basel II, and non-bank institutions must establish policies, procedures and practices to define risks, stipulate responsibilities, specify security requirements, design internal controls and ensure compliance.
  In spite of the small share of housing finance in banks’ portfolios, those loans cause exposure to credit risk, as well as liquidity risk due to the term-maturity mismatch given short-term deposits and long-term lending.  Credit risk is being managed by increasingly better client information (see section 6.3), as well as limiting mortgage finance to top-income clients.  The issue would take on renewed importance as the market moved down the income scale, requiring innovative products and approaches to mitigate credit risk.  At present, banks are mitigating interest rate risk by offering Adjustable Rate Mortgages (ARMs), in which interest rate risk associated with housing finance is borne by the borrower.  Floating-rate mortgages, however, lower the affordability of mortgage finance for middle and lower-income borrowers, especially given the chances of a high interest rate in a volatile environment.  This could further translate into a credit risk in a rising interest rate scenario. 

Financing the long-term mortgages with short-term liabilities is not sustainable, as sooner or later this would lead to a credit crunch and instability of the financial system.  At present, there is no viable long-term funding structure for housing loans, which greatly constrains the activities of housing finance companies, particularly HBFC.  Smaller housing finance institutions mostly operating in the private sector are unable to raise long-term funds.  This creates a situation where they are forced to lend shorter term, all the while bearing an exposure to their mismatched maturity position.  Commercial banks actively engaged in providing mortgage financing are better able to cope with the liquidity risk, relying on demand and time liabilities, and are able to benefit from higher yields.  However, this poorly mitigated exposure creates interest rate risk and maturity mismatches, and will prove increasingly costly in a tightening Prudential Regulatory environment.

At present, the option of going for outright securitization is remote due to information asymmetries and cost constraints.  The capital markets and market based funding sources have not yet developed for long-term instruments of finance.  In a promising recent development, HBFC went to the market for the first time for funding, floating a 6-year sukuk (Islamic or Shariah-compliant bond) at an attractive rate.  For most private financial institutions, however, this would be difficult.  A viable option, contemplated by policymakers in Pakistan, is the establishment of a refinance facility, which could provide liquidity to the financial institutions with recourse.  Challenges in creating such a structured funding mechanism include low volume of long-term mortgage loans as compared to the total deposit base of all banks, the general usage of cost efficient funding for housing through demand and time liabilities, and high spread between weighted average cost of deposits and pricing of housing loans.  
The refinance facility would help in provision of Fixed Rate Mortgages (FRMs), improving the liquidity of the financial system; and enabling banks and housing finance companies to prudently match the maturity profile of their assets and liabilities.  It would also facilitate development of the private debt market and open up investment opportunities for long-term institutional investors such as pension and provident funds, and insurance companies, which are looking for better return on their investment portfolios.  The facility would in turn serve as a preparatory step for the development of a secondary mortgage market in Pakistan.  More importantly, establishment of a mortgage refinance company would act as an “equalizer” as presently banks with large balance sheets have an advantage over medium-size banks and housing finance companies to originate and fund housing loans.  Once a mortgage refinance company is established then medium-size banks and housing finance companies would be in a position to compete with the big commercial banks on the basis of price, product features and service quality, thereby improving the competitiveness of the housing finance market in Pakistan and increasing its outreach to low and middle-income groups.  
4.10 Growth Potential of the Mortgage Debt Industry

Figure F15 shows the historical mortgage to GDP ratio in Pakistan.  The ratio has risen only slightly from 0.49% since 2003, reaching its peak at 0.98% during 2006, but then declining in 2008.  This highlights the huge untapped potential available in the market.

Figure F15
Debt to GDP Ratio in Pakistan
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Source: Author’s calculations based upon GDP and economy data from SBP.
Projecting future effective demand for housing finance for 2009, it is clear that there are demands of 470,000 housing units in urban Pakistan alone (Table T8).  If one housing unit costs an average of PKR 1MM, total construction cost will be PKR 470 billion.  Assuming that, only 35% of construction of housing units is met through mortgage finance, there will be a requirement of PKR 165 billion in financing, which is 1.26% of GDP, as projected for 2009 in Figure F15.  The effective potential demand for housing finance is even higher beyond 2009.

Table T8  
Estimated Urban Mortgage Potential for 2009

	Urban Housing Needs
	470,000

	At average cost of PKR1.0MM/unit
	PKR470 billion

	Mortgage finance potential at 35% of urban housing needs
	PKR165 billion (1.26% of GDP)




Source: Author’s calculations based upon National Census Data 1998.  

5. Low-Income and Microfinance Housing
5.1 Challenges for the Development of Low-Income Housing Finance
Low-cost and low-income housing is by far the most neglected area of the housing and housing finance sector of Pakistan.  The lack of finance is primarily a supply problem.  Only 1 to 2% of all housing transactions in Pakistan are processed through housing finance credit lines, the remaining is funded by personal savings and informal borrowing.  A key constraint to housing in Pakistan is the lack of financing capacity of the poor, as well as a low penetration of housing finance, especially in the poorest segments of the population.

The high and ever increasing supply gap in turn has yielded a very high room density, i.e., 3.5 persons per room, which is alarming as compared to international standard of 1.1 persons per room.  The majority of commercial banks’ loans are focused on the high-income group in major cities.  HBFC remains the only institution catering to the groups lower down on the income scale.  Its average loan size is PKR 860,000 as compared to PKR 2.35MM in the case of commercial banks.  Still, most HBFC loans are focused on the middle and not the lower-income groups.

The affordability problems should be seen from the point of view that the national per capita income is around PKR 7,300 per month and the minimum declared wage is PKR 6,000 per month.  Thus, more than two-third of the country’s population falls below the mortgage affordability threshold of PKR 200,000.  

This, coupled with the massive backlog of housing (7.3 million units), has led to a situation where nearly three-quarters of the population finds itself unable to find access to the services of the housing and housing finance sector.

The present “retail” approach of providing affordable housing facilities has failed to address the ever burgeoning gap between demand and supply of housing units.  Several factors impede the success of a market solution.  

First, the legal framework is not conducive to large-scale access to housing finance (see section 6).  Property titling in low-income areas is comparatively more difficult as representative of mortgagee financial institution needs to visit at least five different offices for the verification of title documents.  Documentation is poor due to illiteracy.  The procedure is bureaucratic and characterized by weak governance.  Land records are not computerized.  This makes it difficult for mortgagee financial institutions to ascertain the bona-fides of the property at the time of loan origination.  It is also problematic to foreclose on the property subsequent to loan delinquency.  

Second, the speculative wave in real estate in the recent past has further exacerbated the situation as land prices have sky rocketed, thereby further eroding the affordability of the general public, especially low-income groups, to own a dwelling.  

Third, rental markets are not extended to lower-income groups, due to poor profitability of house rentals.  High interest rates and low rental prices create a disparity between rental income and mortgage costs, thereby discouraging investors from placing their funds in rental properties.  Generous tenancy laws exacerbate the situation.  Provision of fiscal incentives, implementation of recovery laws and institution of investor-friendly tenancy laws could improve the prospects of constructing housing units, especially for low-income groups.  

Fourth, intermediation costs for the provision of housing loans to low-income groups are higher than that for middle and upper income groups due to smaller loan size, higher incidence of circumstantial defaults, and negative propensity to save.  For low-income groups, income stability is an issue, and the risk of losing the income-generating source is always haunting them.  This is especially true given that the main income earner is rarely insured for accident, prolonged illness, or death.  Documented verification of income is also difficult as most low-income groups are informally employed.  

Fifth, low-cost housing construction is not a viable proposition in the current legal and economic framework.  Initiation and successful closure of low-income residential projects are also marked with barriers to site permits, environmental clearance, and lack of infrastructure and utilities connections.  
5.2 The Microfinance Market and Informal Housing Lending
The Microfinance market has a very limited outreach in Pakistan, at barely 2% of the population.  Micro-housing lending is even more limited.  Growth is brisk, however, starting from a small base.  The number of active borrowers of MFBs now stands at 564,892 in the quarter ending September 2008, increasing by 26% over the preceding year.  The number of branches has reached 252, up by 36% over the past year.  Similarly, the number of depositors has risen to 254,381 by December 2008.  The market is concentrated with a central role being played by the two largest MFBs
.  Extending this overview to all microfinance institutions Table T9 shows 1.8 million micro-borrowers, 2.0 million depositors, and 2.1 million micro-insurance policy holders.  

Table T9  
The Micro-Finance Industry in Pakistan at a Glance

	 
	Micro Credit 
	Micro Saving
	Micro Insurance

	 
	Active Borrowers
	Value        PKR (Mn)
	Active Savers
	Value   PKR (Mn)
	Policy Holders
	Sum insured      PKR (Mn)

	2008-Q4
	1,732,879
	18,752
	1,876,802
	5,419
	2,241,552
	34,340

	2009-Q1
	1,751,111
	19,252
	2,043,774
	5,882
	2,128,493
	31,232

	Increase (Net)
	18,321
	500
	166,972
	463
	(113,059)
	(3,108)

	Increase(%)
	1
	3
	9
	9
	(5)
	(9)


Source: Microwatch, 1st Quarter 2009.

While microfinance institutions (MFIs) in Pakistan continue to focus on credit delivery of loans for agriculture, livestock, trading, and consumption, a few are beginning to diversify and innovations have begun in enterprise loans and housing finance.  Still, housing represents a negligibly small proportion of micro-finance borrowing.  Housing finance companies and microfinance institutions, alongside NGOs, need to take the lead in initiating housing projects for low-income groups with autonomous and self-regulating structures within their jurisdictions/boundaries, and perhaps using success cases such as Indian low-income housing models.  
5.3 NGO Programs in Housing and Housing-Related Social Services 
NGOs, in collaboration with governments and other stakeholders, can play a pivotal role to accelerate the process of economic development, socio-economic change and improvement in the society for a sustainable livelihood and overall prosperity.

NGOs in Pakistan broadly work for the realization of the following broad based objectives:

· To awaken, educate, motivate and organize communities for their improved quality of life or living standards.

· To enable and encourage communities to become self reliant.  

· To train and encourage venerable people of society to become agents of change for socioeconomic development.  

As far as housing is concerned, historically low-cost housing in Pakistan has either been the realm of NGOs, the government, or the informal sector.  A very humble initiative has been started by Saiban (an NGO in association with the Acumen Fund of USA).  Due to the heavy capital requirements, as well as the level of skill involved in scaling up in the housing sector, NGOs have not gained much ground in this regard.  A few initiatives from the platform of SAIBAN and Aga Khan Planning and Building Service are the only visible steps in this direction.  
Saiban (literally meaning “shade”) is an internationally recognized NGO that provides urban squatters with access to plots of developed land at affordable rates.
  In December 2005, the NGO received Acumen Fund financing of $302,500 to launch a low-income housing scheme.  The selected location was a 20 acre flat stretch of arid land a 40 minute drive (20 kms) from Lahore, and involved the construction of 500 homes.  The model provides secure residential tenure and public utilities in areas where squatters would normally have no access to legal rights to properties.  Saiban’s approach directly addresses a severe livelihood challenge for lower-income groups – those earning between PKR 5,000 to 15,000 per month.  Saiban offers the possibility of legal entitlement to land, giving the poor an important piece of economic collateral - an asset for a population with no access to capital for economic growth.  The project, named Khuda Ki Basti-4 (“God’s Own Settlement”), is a good example of a success case in low-income housing provision on market principles (see Box B1).   

The Aga Khan Planning and Building Service, established in 1980, is an independent executive body with the mandate to plan and implement infrastructure and technology related development initiatives to improve living conditions of the people.
 This NGO assists local communities in the Northern Areas, Punjab, North West Frontier Province, and Sindh in development program areas such as habitat risk reduction, energy efficient building and construction improvement, water supply and sanitation, and natural resources conservation.  The organization takes an integrated, community-based approach to sustainable development while its development programs address not only the immediate needs of clean water, adequate sanitation and safe housing, but also the overall impact that these initiatives have on the economic, social and environmental sustainability.  Capable, proficient, vibrant and self-reliant community based organizations underpin all developmental interventions.  Poverty alleviation, environmental sustainability, gender equality, and economic regeneration serve as cornerstones of these initiatives.  
5.4 Government Housing Programs
Over the years, the role of government in the housing sector has evolved from being the predominant provider to essentially a facilitator of housing facilities.  The share of housing in public sector programs has progressively decreased from 10.9% in the 1960s to 5.9% in 1990s.  The GoP Medium Term Development Framework envisages only PKR 30 billion out of a total of PKR 950 billion of public sector investment to go towards housing during 2005-10.  This low share is attributed to the government’s resolve to play a facilitating/regulating role in accordance with National Housing Policy (2001).  
However, recent preoccupations with the increasing housing shortage for medium and lower-income groups have moved the government to action, on a public-private partnership basis.  In the 2007-08 Budget GoP made a commitment to make 250,000 low-cost housing units available over the next five years.  The Ministry of Finance entrusted HBFC with the preparation of a roadmap for the implementation of 250,000 housing units for middle and low-income groups, which is now being carried out by HBFC.
5.4.1 Ministry of Housing and Works 

The Ministry of Housing and Works is responsible for housing improvements and construction, along with other public agencies including the National Housing Authority, the Pakistan Housing Authority, the Pakistan Public Works Department, the Federal Government Employees Housing Foundation, the National Construction Ltd., and the Estate Office Management.  The Ministry of Housing is responsible for acquisition and development of sites as well as construction and maintenance of Federal Government buildings.  It is actively involved in the coordination of civil works, budget, fixation and recovery of rents from government owned/hired and requisitioned buildings.  The activities like management of Federal Lodges, and matters relating to Federal Government lands are licensed to various cooperative housing societies in Karachi, except those under the different Ministries.  Administration of officers belonging to the Engineering Group, and registration to the Housing Authority, including National Construction Limited and Housing Foundation are all the responsibility of this Ministry.  This Ministry has three attached departments and three autonomous bodies.  In 2008, the Ministry of Housing and Works planned a mega-scale housing project, ‘Housing for All,’ to address the acute shortage of housing units.  Under the plan one million low-cost houses will be constructed throughout the country.  The scheme calls for ‘two rooms plus bath’ units, and also includes quotas for federal government employees and 5% quota for the employees of print and electronic media.  Satellite Towns will be built in various cities, on total cumulative areas of 70,000 acres of land throughout the country.  For example, one of the low-cost housing schemes, planned to launch in Sindh, involves 300 acres in Karachi, including 10 acres each in Kemari, Gadap and Bin Qasim towns.  The government has earmarked PKR 10 billion as a revolving fund for this initiative.
  A government committee has been entrusted with the task to coordinate the scheme for providing affordable mortgage financing, or easy-installment financial plans, for the middle and lower-middle groups, and for ensuring housing for government employees on or before retirement.
5.4.2 National Housing Authority (NHA)

The National Housing Authority was established on August 13, 1987 under a resolution with the primary objective of preparing short and long-term plans/programs and policy guidelines and mobilizing financing resources for the development of housing for low-income groups.  It was subsequently declared as an attached department of the Ministry of Housing and Works.  

5.5 Pakistan Housing Authority (PHA)

Under the Cabinet Resolution dated May 18, 1999, Pakistan Housing Authority was established to provide shelter to low-income groups, the poor and the needy.  On November 26, 1999, the Chief Executive of Pakistan ordered a complete review of the scheme and consequently on March 9, 2000 the Cabinet & National Security Council accorded approval for completion of 18 commercially viable and marketable projects.  Presently Pakistan Housing Authority has 18 projects in-hand involving 4,476 housing units in 4 major urban centers of the country at Karachi, Lahore, Peshawar, and Islamabad.  The total estimated cost of these projects is about PKR 5.00 billion.  PHA is also undertaking housing schemes for the officers of Federally Constituted Occupational Groups and for low paid federal government employees on an ownership basis.
5.5.1 Federal Government Employees Housing Foundation

Federal Government Employees Housing Foundation was established in 1989 to achieve the following objectives:

· To formulate policies, programs and projects for providing shelter to serving and retired Federal Government Employees and their dependents.  
· To initiate, launch, sponsor, and implement housing schemes for Federal Government Employees on an ownership basis in Islamabad, the Provincial Capitals and other major cities of Pakistan.  
· To undertake redevelopment of FG Housing Estates to increase housing stock and improve living and environmental conditions; and  

· To do all such things as are incidental or conducive to the attainment of the above objectives, or any of them.

5.5.2 Pakistan Public Works Department (Pak. PWD)

The objectives of Pak. PWD are to execute the offices and residential accommodation for Federal Government employees and to overcome the backlog of millions of square foot of office space and housing units being presently accommodated in hired office space and privately owned residences within budgetary provisions of Federal Government.

5.5.3 The Estate Office

The Estate Office, an attached department of the Ministry of Housing and Works was established in 1947 in Karachi.  The Government of Pakistan had inherited certain units of housing properties at the time of independence of the country in 1947, and the primary objective for the establishment of this department was to allot these housing units to the officers and the staff of the Federal Government posted at the then capital, i.e., Karachi.

The business of the department is being carried out under Pakistan’s Allocation Rules, 1993.  The important functions are summarized as under; 

· Provision of government accommodation to the Federal Government officers or officials from Basic Pay Scale (BPS) 1 to 22.  
· Provision of Government accommodation to the Ministers, Minister of State, advisors and other authorities under the rules.  
· Assessment of rent of privately hired/requisitioned houses with the help of Pak. PWD and the Finance Division.  
· Maintenance of General Waiting Lists of Federal Government Servants (FGS) in BPS 1 to 22.  
· Ejectment of unauthorized occupants from Government accommodations.  
· Maintenance of record of payment (Cash Books, Ledgers and Cheque Books, etc.) in respect to privately hired houses and buildings.  
· Maintenance of record of the house rent charges being recovered from the FGS who are provided with government or private hired houses.  

During the implementation of the ‘Housing for All,’ the Pakistan Housing Authority outsourced the construction works to a number of competitively selected contractors from UAE, Canada, Germany, USA, Malaysia, China, and Egypt, who have also invested their own equity up to 80% in the venture.  Outside this program, and following its experience, contracts have been concluded with counterparts from Iran, Korea, Indonesia, and Malaysia for the construction of other housing projects in cities like Quetta, Rawalpindi, Sukkur, Hyderabad and other cities of Pakistan.  These initiatives are a part of a 10-year construction plan reliant on foreign direct investment, outlining government policies and investment frameworks towards foreign construction ventures.  Examples of other housing initiatives are offered in Box B1.
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6. Mortgage Market Infrastructure (Regulatory Framework)
Several features of the manner in which the legal system operates at present serve to generate pervasive uncertainty in regards to property transactions in Pakistan.  An inefficient legal framework; fragmented ownership and titling procedures; inefficient land information systems; inaccessible, unused government lands; high stamp duties and registration fees; weak tax frameworks; and ineffective land dispute mechanisms dampen the willingness of banks to increase their mortgage portfolios.  Poor master planning, multiple housing administrative institutions and procedures, problematic zoning restrictions, restrictive building codes, and unreliable utility connections further hinder the property development process.  Further, a fragmented building industry, unorganized real estate agencies, the lack of developer finance, and skewed tenant laws also limit the interest and capacity of the private sector to increase the supply of affordable housing.  
6.1 Land Registration and Administration and Land Titling

The present system of land records in Pakistan is fragmented, being administered by various land-owning agencies at the provincial, district and city government level, and autonomous land development authorities (Annex A5).  Even within a province land titling and registration practices are fragmented.  An acute example of this problem is the situation in Karachi, where over 17 different agencies are responsible for land titling and registration.  The registration process in Pakistan is at a comparable level of efficiency as other countries in the region, though it compares poorly to the best performing countries such as Saudi Arabia and Georgia, where it takes 2 procedures, 2-3 days and the cost is free or stands at 0.02% of property value.  In Pakistan, it requires 6 procedures, takes 50 days, and costs 5.29% of property value to register the property in Pakistan.
  In contrast, there are 5 procedures in India, and they are completed in 44 days at the cost of 7.43% of the property value.  In Sri Lanka, there are 8 procedures involving 83 days at the cost of 5.11%.  A paper by Mr. Ali Kemal explains in considerable detail the various issues including corruptions in titling and the registration process, and also gives some suggestions for improving the situation (Annex A6).  The NHP-2001 calls for a nationwide reduction in stamp duties and registration fees to an average of 0% and 1% for mortgage and conveyance deeds, respectively.  The provincial governments have not implemented this policy, however, and are charging between 3.5% and 9% in levies.  Looking at Table T10, both registration fees and stamp duties are considerably above these suggested benchmarks.  There are other levies on property, such as the commercialization fee on the purchase of properties for residential purposes but converted to commercial use.  This fee is considerably high at 20%, in Punjab for example.
  The logistic costs incurred by the customer in order to access the land transaction document are also not negligible (Table T10).  By some estimations the time delays involved, appropriately monetized, amount to US$140
 (in Punjab), and could be reduced to US$25 as a result of an automated land record system.
Table T10  
Cost structure of land tilting and registration in Pakistan

	Province
	Registration fee
	Stamp duty
	Total

	
	Conveyance
	Mortgage
	Conveyance
	Mortgage
	

	Punjab
	1.00%
	0.25%
	2.00%
	0.25%
	3.50%

	Sindh
	1.00%
	1.00%
	3.00% (also add 1.50% CDGK tax in case of Karachi)
	Ad valorem PKR 2,500 for a loan from PKR 10 mn
	5.00% + PKR 2,500

	Balochistan
	1.00%
	1.00%
	5.00%
	2.00%
	9.00%

	NWFP
	0.50%
	0.50%
	3.00%
	4.00%
	8.00%


The property tax framework is weak.  Property tax is the main source of local government revenues in most good-practice countries.  In Pakistan, property tax revenues have fallen short of local government financing needs—they have been barely increasing in real terms despite a marked increase in construction activities and a tripling in property prices.  One of the key reasons is that property tax is based on rents, which are controlled.  Other reasons include poor enforcement and coverage.  Many of the cities have neither the latest master plans for construction nor the revenues for implementation.  Another major enforcement constraint is the prevalence of cash transactions, in which it is often easier to conceal the true sales price or understate the taxable property development income.

There is a general consensus amongst the fiscal experts and economists that revenue collection on property transactions is a function of documentation, valuation, collection efficiency and overall economic activity.  The White Paper of the Punjab Government also acknowledges the causality of rate reduction, improvements in administration and stable economic conditions on revenue collection in lieu of stamp duty and registration fee.  It is significant to emphasize that the Punjab Government, after decreasing rates in FY03-04, has had experienced an increase in revenues.  In spite of charging the lowest property levies, Punjab generates the highest revenues from stamp duty (PKR 7.5 billion; FY05–06), sale of stamps (PKR 6.31 billion), and registration fees (PKR 1.8 billion).
  The issue of property tax revenue carries strong significance in the face of the fact that, this category of revenue forms the single largest source of provincial tax receipts (e.g.,  29.12% in Punjab).  Moreover, registration fees are the third major revenue source (6.98% in Punjab).

The basic regulatory framework for land registration and transfer is sound, but nontransparent and cumbersome.  Typically, Patwaris
 manually maintain 15 separate books of land registries to which nobody else has access.  Poor record-keeping is pervasive.  Instances of issuing more than one property title document for the same plot are not uncommon.  Land records have numerous errors and omissions.  Due to the costs involved in property registration procedures, a large proportion of transactions are not recorded.  Computerized information and registration systems, property and ownership databases, effective title regularization processes and cadastral surveying, and a Land Information Service will increase transparency and creditors’ rights enforceability.  The lack of an efficient, transparent and reliable system of ascertaining the bona-fide of property titles has forced banks to maintain a ‘negative list’, thereby impeding the access of housing finance to a number of urban localities within the urban centers.  
This situation is further aggravated by the law, which does not require full registration of title but allows claim of proprietary right on real estate even on the basis of unregistered sale deed.  This leads to fraudulent claims and litigations.  Another major source of litigation is claims to title on the basis of an oral gift under Islamic law.
 The absence of an effective dispute mechanism compounds the problem.  Courts have a considerable backlog of land-related disputes that take years to resolve.  More than 40% of all court disputes are land related, in absolute terms which could be well over a million.  
The weaknesses of the present land records in tandem with high transaction costs have led to exchanges of property for cash and without any transparent or legally acceptable title documents in a majority of property transactions.  The less than satisfactory state of real estate registration has not only deprived the property owners of an effective legal title but is also a major cause of leakages in the revenue collection on account of stamp duty and registration fee on property transactions, resulting in considerable revenue loss for the provincial governments.  
Taking the directives of the Ministry of Housing and Works, the Government of Punjab and Sindh have already started the projects of a Land Record Management System to develop computer-aided accountable, equitable and secured Land Record Management System.  This will secure the title of land through improved clarity and efficiency of system by controlling errors and frauds.  This is also expected to decrease the transaction costs.  In Punjab, work is already underway in three districts - Lahore, Gujrat and Rahim Yar Khan.  Initially, the jobs in 18 districts will be completed by 2011, and another 14 districts by 2013.  The Government of Sindh launched a pilot scheme in 2003-04 to computerize the revenue records in five districts of Hyderabad, Mirpurkhas, Khairpur, Sukkur, and Larkana.  This was then rolled-out to the entire province in 2007-2008.  The computerization and establishment of a Land Administration and Revenue Management Information System (LARMIS) at an estimated cost of PKR 921.812MM will be completed in four years.

The Support to Devolution Reforms in Balochistan (SDRB) developed a comprehensive model for land record computerization in Balochistan.  The pilot test results (Mauza of District Loralai) proved that the model is user friendly, Urdu language enabled, and offers many key features including live maps generation, automatic error checking, and automated data processing.  The Balochistan Land Record Management Information System was shared with the revenue department of Government of Balochistan and a detailed training was imparted on surveying to the staff of the revenue department.
A nationwide LRIS would be the ultimate goal, based on future similar projects instituted throughout the country.  Implementing agencies of nationwide LIRS include the National Reconstruction Bureau (NRB), the National Database and Registration Authority (NADRA), provincial governments, city and district governments, land-owning agencies, the Federal Board of Revenue (FBR), and the Central Depository Company (CDC).  However, in order to expedite implementation there is also a need to encourage the private sector to take initiatives for capacity building for the existing automated property transaction related systems.
6.2 Capacity of Real Estate Professionals
In Pakistan “property valuators” have professional conduct requirements established by SBP and the Pakistan Banks’ Association (PBA).
 The majority of real estate builders and developers do not have strong governance and disclosure standards, making it difficult for financial institutions to assess them.  The business of real estate brokers/ agencies is unstructured and unsupervised as well.  
Property valuators are approved by PBA.  They are required to undergo professional training to evaluate property, assess the genuineness and integrity of the title documents, and adequately perform all aspects of their work.  The present valuation methodologies are primitive and not standardized, which leads to variance in estimating a proxy market price of the same property by different value.  So, the lack of transparency is still a major issue in the real estate valuation process.  This is especially crucial for the promotion and development of REITs.  For the purpose of launching the REITs product in February 2008, SECP took major steps to promote the implementation of international best practices in the field of valuation, focusing specifically on the Malaysian experience.  The SECP has also applied for the membership of International Valuation Standards Committee (IVSC) - an organization responsible for coming up with the world wide standards for property valuations.  The SECP is also presently an Associate Member of the Asian Public Real Estate Association (APREA).

6.3 Constraints for Women 
In Pakistan there are no constraints or limitations for a woman to own assets, run businesses, or have titles in her own name, and thus can obtain housing finance from banks.  There is no apparent gender based credit rationing in Pakistan.  In fact, in Pakistan there is a specific bank for women entrepreneurs, that is, First Women’s Bank Limited.

6.4 Foreclosure and Eviction
Recovery, foreclosures and eviction laws in Pakistan are mainly based on the Recovery Ordinance of 2001.
  The process empowers the financial institutions to foreclose on a mortgaged property without recourse to the court of law.  Initial steps in the implementation of the law were taken by the Balochistan High Court in 2006, when it passed a judgment defending the right of a financial institution to foreclose.  After a few hiccups caused by some verdicts in recent past by the lower court against the applicability Ordinance in 2008, now in 2009 it is again in full use by the financial institutions to foreclose their mortgaged properties.  
The Recovery Ordinance 2001 also has weaknesses in the letter of the law.  The foreclosed property auction, for example, does not require the prior objective valuation of the property to set a reserve price.  This frequently leads again to recourse to a court of law, and adds to the cost and delays of the procedure.  In addition, surveyors and property valuators lack credibility in the absence of a respected mechanism for the evaluation and certification of property.  Enforcement of their professional ethics and standards can also be called into question.  The Ordinance also does not provide for a wide enough publicity/advertisement of the proposed sale by the foreclosing financial institution.  Advertising in provincial newspapers alone is not likely to inspire judicial confidence.  The law should provide for national and, in appropriate cases, international advertising.
  A notice is also given to the attached properties that are subject to sale.  Typically, this notice is affixed on or near the plot which may be damaged or removed.  This exposes potential buyers to the risk of paying in full for an attached property, and is the cause for numerous lawsuits.  The Ordinance compounds the problem by voiding sale of property made after the banking court issues an order against the debtor, even if the execution of the foreclosure has not been requested at the time of the property sale.  

Another problem in foreclosure issue is that, at present there is no public registry to record banking court judgments against debtors.  Consequently, a purchaser can find his title challenged by a financial institution even though the property was neither mortgaged nor attached at the time of the purchase.  
6.5 Credit Information
The Credit Information Bureau (CIB) was established by State Bank of Pakistan (SBP) in December, 1992.
  The scope and activities of CIB are governed under the provisions of the Banking Companies Ordinance 1962.
  The scope and administration of the CIB database was enhanced in April 2006 when the credit information was transferred on an electronic platform, improving the speed, reliability and security of data.  The key features of eCIB (online, electronic CIB) include consumer and corporate reports and data input formats; records of credit inquiries made by the financial institutions; and consumer credit and default history.  The system provides for online amendments and interim updates, and comes with a web-based help desk and online technical support to the financial institutions.  

At present only those banks and financial institutions that are the members of eCIB database which are either regulated by Securities & Exchange Commission of Pakistan (SECP) or SBP.  The information in the CIB database is currently being exchanged on a reciprocity basis and every financial institution is required to submit its entire borrower’s records irrespective of any limit to the CIB database.  The member financial institutions can only access limited information from the CIB database, however – for example, they do not know which financial institution is the source of the credit information about any given borrower.  Individuals and corporate entities are not entitled to obtain their credit information reports.  The onus of correct reporting lies with the reporting financial institutions.
The consumer credit and default history over the preceding 12 months are reported for all individuals and sole proprietors serviced by the participating financial institutions.  Partnership concerns and corporate entities (both listed and unlisted) receive a unique borrower code, against which member financial institutions report outstanding liabilities (fund and non-fund based), position of over dues, details of litigation, write-offs, recoveries, and rescheduling and restructuring.  Financial institutions are not allowed to use credit reports for marketing their financial products and are bound not to divulge information to a third party.

There are also three privately owned and managed credit bureaus in Pakistan, namely Datacheck (Pvt) Limited, News-VIS Credit Information Systems, and ICIL/PakBizInfo.  These firms have recently started operations and mainly gather data on the credit history of exiting borrowers of the financial sector.  They primarily gather data from various banks, utility companies, credit card issuers, etc., update it regularly and then pass it on to banks on demand.  However CIB is the most reliable and widely used credit bureau in Pakistan.  These Credit Bureaus generate both positive and negative data on consumer credit.  The fact remains that these institutions would become more useful once they could obtain data that provided a longer credit history.
7. Policy Framework and State Intervention

Housing finance is a fundamental pillar that supports development of the economy as the housing and construction sectors are labor-intensive and have backward and forward linkages with more than forty industries.  In most developed countries, housing finance is one of the main drivers of a developed economy with the share of housing loans to GDP rising above 50%; whereas in developing countries like Thailand it is about 15%.  Eliminating housing shortages would allow lower-income group to improve their living standards, accumulate assets, create livelihoods, and boost their savings.  A vibrant housing and housing finance sector could adequately accommodate population growth and urbanization pressures, minimizing slum problems.  

Reforming the real estate sector is a prerequisite for broadening and deepening housing finance.  The Housing Advisory Group (HAG) at SBP has issued a detailed report on how to better enable the housing and housing finance sectors;
 wherein the following key recommendations have been made:
· Reform the legal framework affecting foreclosure, transfer, tenancy, rent control, and acquisition of immovable property; 
· Rationalize transaction costs in real estate transactions; 
· Establish an integrated nationwide land registration information system; 
· Increase supply of land for affordable housing; 
· Structure and streamline large scale developer finance; 
· Provide housing finance for affordable and low cost/income housing facilities; 
· Promote and develop real estate investment trusts; 
· Provide long-term funding for housing loans through the creation of a mortgage refinance company; 
· Develop a housing market information system; 
· Develop the mortgage banking industry.  

The above directions for policy action are discussed below in further detail.  Successful reform in these areas holds the promise of a developed housing and housing finance sector, improving the housing situation for the people (especially lower-income groups).  Action also promises the economic benefits of housing and housing finance development - increased savings, investment, output, and employment.  
A strong housing market requires an effective legal and regulatory framework that instills confidence in the property rights of buyers and sellers and facilitates efficient and verifiable property transactions.  Coupled with fragmented land ownership and title registries, and inefficient land information systems, a weak legal and regulatory framework hinders the development of a sound housing finance market.  This section discusses the issues related to the land administration and property taxation systems and how the conditions can be improved.  The following section (section 7.2) tackles housing development rules, building codes, and regulations on property developers, as well as other regulatory matters including housing finance prudential rules and the faithful application of the existing foreclosure regime.  As a first step, policymakers should provide an institutional framework for generating long-term plans for housing sector development in conjunction with the central planning agencies - Ministry of Finance, Ministry of Housing, and SBP.  This process should be conducted with the participation of the private sector, NGOs, community-based organizations, and the general public, both at national and municipal levels.

7.1 Regulating Land Administration, Titling, Property Transfer, the Land Registry, and Property Taxes
An effective housing market depends on efficient and reliable property transactions.  Buyers and sellers need to be able to verify and confirm their rights to title with the appropriate third-party authorities.  Inordinate delays in verifying ownership, cases of fraud, and failure to secure legal redress undermine the confidence required for a vibrant housing market.  To achieve such an environment, the property registration system in Pakistan needs to be overhauled, especially for banks to gain greater confidence in loan documentation.  Improvement in this system is particularly important for the secondary mortgage market, which requires due diligence procedures to ascertain the security of underlying claims.  This will be possible on a large scale only if the mechanisms for determining this security are standardized and efficiently done.  
Specifically, the overhaul of the current systems should include coordinating land usage planning policies, coordinating titling and land administration, building internal technical capacity, and integrating the land registration and information systems nationally.  Currently, there is no institutionalized policy framework or mechanism to determine the criteria and frequency of government land disposals, especially within and around major cities.  Related to this, the policies and procedures for ensuring that the land is appropriately serviced with infrastructure/utilities should be made more effective and transparent.  Reducing the regulatory and bureaucratic complexity of the property ownership process is a key element to promoting a more vibrant and sustainable housing sector.  Public sector institutions that are involved in the housing sector should not have redundancies and inconsistencies with either their operations or new policies they implement in the future.  A well coordinated institutional framework will make it possible for the government, with its limited resources, to manage the housing sector in a manner that provides adequate and affordable housing for all.  

A key challenge is coordinating the titling and land administration process is the lack of technology.  Computerization is essential.  Real estate transaction databases need to be linked to registration entries.  Specific steps to strengthen the titling and recording system include amending the land acquisition acts and the Urban Rent Laws.  The legal context should only consider formally registered transfers as generally binding and link registration to the authentication of deeds.  A uniform framework of registration standards is required, instituting a supervising and monitoring system of the development agencies, designing quality control norms, and providing incentives for efficiency.  Special procedures would be required for regularizing (at the lowered tax rate) the stocks of unrecorded properties or those left without clear titles with a provision to include explicit criteria for the validation of rights and rules for dispute resolution.  Finally, and very importantly, effective dispute resolution mechanisms are required to deal with the many disputed properties pending resolution in the courts of law.

7.1.1 Integrating the Land Registration and Information Systems Nationally

As part of the process of improving the land management system, the land registration information system needs to be strengthened.  Building on short-term initiatives to streamline and computerize the administrative bureaucracy responsible for the land titling and registration systems, efforts should be made to integrate all the provincial systems and interagency systems with one another.  This initiative would provide policy makers with a better understanding of the housing situation on the national level and would prevent variations in the level of sophistication between the provinces.  It would be useful to launch a pilot program, particularly regarding standards, procedures and IT systems in a high-priority area that could then be replicated.  Some of these actions will probably have to be taken at the national level, or in coordination with the provincial governments, especially tax and legal issues and the institution of uniform standards.  Regularization actions, however, should be carried out selectively, in order to prioritize regional areas depending on the shortage of housing and the state of the local land or development agencies.

A properly planned and efficient Land Registration Information System (LRIS) would not only secure the interest of mortgagee financial institutions and investors (in case of Mortgage Backed Securities) but would also help in consolidating a decentralized real property rights system that could facilitate the general public in numerous ways and could also lead to one window title documentation and increase in property registration, thereby enabling provincial governments to realize the revenue generating potential carried by property transactions.  Institution of LRIS would help in increasing the outreach of housing loans and decreasing the loan processing time for the mortgagee financial institutions.  
To institute a nationwide LRIS within the next 5-7 years, a three pronged strategy is required to be pursued for expediting implementation of a nationwide LRIS through the involvement of the pubic and private sectors.  The three pillars of the strategy should be: 

Streamlining the Role of the Public Sector.  The implementation of LRIS in 102 districts (30 in Punjab, 22 in Sindh, 23 in NWFP, and 27 in Balochistan) and 8 city districts (5 in Punjab and one each in Sindh, NWFP and Balochistan) requires streamlining coordination amongst the National Database and Registration Authority Pakistan, the National Reconstruction Bureau, and the respective district/city government.  At the same time, the eventual nationwide integration of the LRIS requires standardization of the LRIS across districts/cities and, under this public sector led initiative, priority should be accorded to instituting LRIS in rural areas and low-income urban areas so that residents of these areas could become recipients of credit from the formal financial system.  
Promoting Area Specific Private Sector Initiatives in Cities.  In the more affluent urban localities of major cities (for example, PECHS in Karachi, or Gulbarg in Lahore), private sector organizations such as the Central Depository Company may be willing to automate land records.  Therefore, these small scale private sector initiatives need to be encouraged as these would act as a catalyst in creating an automated property database in the country.

Capacity Building of the Existing System.  In order to take advantage of the various on-going initiatives - under either the public or the private sector - relating to automation of property transactions it is important to undertake capacity building of these initiatives.  In this regard, a good example is the initiative of FBR of automating land records in 18 Towns of Karachi, which could be upgraded to LRIS by enlarging its scope and scale.  
In order to weed out malpractices in cases of sale of attached properties, it is recommended that an electronic public registry be created forthwith.  All persons obtaining attachment orders or decrees must, by law, be put under obligation to make a filing of the fact of the attachment or the decree with the electronic public registry.  Failure to do so should make the attachment or the decree ineffective against any right acquired by a subsequent purchaser of property.  The details of the public registry can be worked out.  The registry can either be attached to the existing offices of the registrars of documents or can be set up as an independent institution.  
7.1.2 Transfer of Property Only Through a Registered Instrument
No proprietary interest should be recognized unless the property has been registered.  Initially, the recommendation contained in this paragraph may be given effect only with respect to urban areas.  Evidence of an oral gift should appear as a written memorandum attested by a judicial officer.
 A filing of acknowledgement of an oral gift with the electronic registry may also be stipulated.  Finally, claims of benami (absentee) ownership should not be recognized by law.
 

7.1.3 Rewriting Urban Rent Laws
The Rent Control Act should be repealed, if it is at all politically possible.  This would eliminate the special status accorded to landlord-tenant relationships.  Contracts between landlords-tenants will be treated as a normal contracts and dispute resolution could be instituted at higher tiers of the judiciary system, thereby not only expediting the settlement process but also helping in weeding out inefficiencies created at the level of the Rent Controller.  At a very minimum, the urban rent laws should be amended to equilibrate the rights of landlord and tenant.  In the case of a verbal lease, the landlord can evict the tenant within 6 months of notice, without the need for any default by the tenant.  Written leases should be encouraged.  The landlord should not be able to evict on grounds of personal need when a written lease exists.  A clear statement should be included in the urban rent laws to the effect that written lease agreements containing a term less than twelve months shall be subjected to registration at the option of either the landlord or the tenant.

7.1.4 Tax Rationalization Program

An all-inclusive tax rationalization program needs to be implemented in order to develop a taxation scheme that promotes economic behavior consistent with the overall long-term economic policy objectives.  There needs to be a reorientation of the government’s taxation role in land related transactions.  In line with the spirit of the NHP-2001, efforts need to be made to rationalize and standardize the rates of stamp duty and registration fees across the four provinces and the federal capital.  Further, by automating the tax collection system, the government will further strengthen the revenue collection process.  
Stamp duties and registration fees need to be lowered.  Keeping in view the positive implications of the reduction of rate on documentation of property transactions, and consequently on provincial revenue receipts, the Provincial Governments should adopt NHP-2001 in both letter and spirit and reduce the transaction costs on residential properties.  For conveyance and mortgage deeds the aggregate rate of stamp duty and registration fee should be decreased to 1% and 0%, respectively.  The commercialization fee should be rationalized as well.  The present high transaction costs create an incentive to record transactions at a rate much below the market value (the D.C. Rate) as there exists a substantial disparity between the actual transaction prices and those recorded for tax purposes (i.e., D.C.  Rate).  This puts corporate entities such as REITs at a serious disadvantage as these are required to disclose the actual purchase price (and pay a fee on it rather than on D.C.  Rate).  Therefore, in order to encourage corporate entities in the construction sector, it is suggested that the commercialization fee should be reduced to 10%.  

Implementation of automated land records, in tandem with rate rationalization and improving the revenue collection system, has the potential of encouraging documentation of property transactions by reducing the direct transaction costs and opportunity cost, and would have a positive impact on the revenue collection of the provincial governments.  Moreover, housing tax revenues need to be directed towards managing the land management system in a commercially sustainable manner, which allows the government to fulfill its social responsibilities toward middle and low-income households, and its regulatory responsibilities to the entire sector.

7.2  Housing Development regulations
7.2.1 Providing Infrastructure for Residential Land Development

In view of the rising prices of land, the Government of Pakistan needs to develop land/satellite towns at the outskirts of the cities, which are to be adequately serviced with residential infrastructure like water, electricity, sewerage, schools, clinics, transport service and road network.  Data on the availability of such large pieces of land at the disposal of federal and provincial governments is available.  While obtaining land for low-cost housing, preference would be given to those Government lands which have been lying idle for many decades.  The land would be purchased at official rates.  Through adoption of this methodology GoP can directly share its subscription and provide far cheaper rates for the available land than market rates.  Once developed, these plots could accommodate pro-poor housing schemes under public-private partnership arrangements.  
The current convoluted approach of development authorities is creating artificial shortages of serviced land for the public; this in turn is contributing to the high cost of land that effectively makes land ownership prohibitive for the middle class.  Infrastructure agencies should pay greater attention to providing utilities and infrastructure rather than focusing on land ownership and resale.  Funding for such a model should come from the public credit markets; as such an undertaking may yield a number of direct benefits, namely, increased land availability, deepening of the credit markets, and required institutional reforms to make the development authorities more efficient.

Any such strategy should also include a program that would provide adequate infrastructure to squatter settlements.  In addition, whenever possible, programs for regularizing tenure should go hand in hand with infrastructure improvement in slums and squatter settlements, and should seek to recover costs.

Specific steps to providing infrastructure include the following:

· The agencies responsible for provision of residential infrastructure (roads, drainage, water, sewerage, and electricity) should focus less on narrow physical objectives and more on opening up urban land for residential development;

· There should be greater coordination in planning and possibly joint acquisition of rights, joint financing and joint cost recovery;

· Infrastructure agencies should review the impact of various regulations on the performance of the housing sector and propose new legislation to improve sector performance;

· Existing communities should be encouraged to participate in the process of planning and building of infrastructure projects, to ensure accountability and smooth implementation;

· Cost recovery mechanisms should be improved and opportunities for privatizing infrastructure provision and maintenance should be sought;

· A clear statutory scheme for land acquisition for private housing schemes should be included in the Land Acquisition Acts in force in the provinces and also in the capital territory;

· The fee for non-utilization of land should be raised, especially in areas where infrastructure has been provided, so that speculation of land is avoided and construction is expanded.

7.2.2 Property Development Industry and Financing

Consistent with the long-term policy objectives in achieving greater economic growth through the housing market, efforts should be made to help develop a sound and vibrant home construction industry.  The government should seek to create greater competition in the construction industry by eliminating regulatory barriers on entries, breaking up monopolies where present, facilitating equal access of small firms to markets and inputs, removing constraints to the development and use of local construction materials and construction methods, and reducing trade barriers that apply to housing inputs.  There is a need for a strong regulatory authority to enforce building standards to improve the quality of housing.

Banks may be encouraged to establish business relationship with developers on the basis of their past performance and the commercial and financial viability of the real estate projects, thereby making the credit rating of a project a viable alternate to the credit rating of developers.  However, where appropriate and possible, the credit rating of a builder should also be encouraged.  It is important for a developer to get registered with the Association of Builders and Developers (ABAD), both to facilitate its credit access with the formal financial system, and as a tool to conform to the ABAD code of conduct.  For streamlining the provision of credit to developers, documentation should be simplified and a standard set of documents should be instituted with the mutual consent of ABAD and Pakistan Banks’ Association.
REIT is an alternate model of developing real estate and is more transparent and structured than the traditional real estate development process in Pakistan.  Therefore, institution of REITs should be encouraged in both letter and spirit.  In order to modernize and increase capitalization of the real estate sector, it is important that joint ventures with foreign developers should be encouraged.  This would, inter-alia, help in transfer of technology and management know-how.  
7.2.3 Low-Cost Technologies
The industry of low-cost housing technology and materials should be strongly promoted.  Appropriate incentives should also be given to develop required materials and the technology.  Bulk purchasing and reduced taxes could coexist with the right “mix” of policies.  The GoP needs to reach out to the best of the international low-cost housing technology providers and facilitate technology transfer through joint ventures with them.  These experts can also help Pakistan in capacity building and training.  

There are many low-cost housing construction technologies being marketed by various international and local vendors.  But there is no existing platform in the country to evaluate and certify as to which low-cost housing technologies are internationally proven, and could cater to local requirements.  Technologies may also need some indigenization.  The Centre for Promotion of Low Cost Housing should be encouraged to pick up its activities anew, with a focus on research and promotion of low-cost construction materials and technologies.  Development Financial Institutions (DFIs) can become a link between Construction Material Industries (CMIs), builders, architect/design firms and governmental agencies for promoting affordable housing for the low and middle-income populations.

7.2.4 Organizing Real Estate Agencies
The unstructured and unsupervised nature of real estate brokers’ is a significant constraint to the provision of housing and housing finance.  Only valuators have professional conduct requirements that were established by SBP and the Pakistan Banks’ Association (PBA).  The real estate agencies, which could be natural brokers or arrangers for the provision of financial services, remain unorganized and insufficiently supervised.  The protection of individual purchasers remains limited as the market is dominated by cash transactions and lacks transparency, and no systematic information is available.  Risk assessment and portfolio valuation is also fragile, which is another factor for the lenders’ extreme caution.

SECP (in collaboration with SBP) should assist the valuation profession to create an institute which would license valuators.  It should have a system of examinations, and implement international best practices and standards.  Therefore, for standardizing the valuation process, PBA or the Mortgage Banker Association Pakistan needs to screen the various different valuation methodologies, which are used internationally, and adopt the one that best fits Pakistan’s scenario.  In order to provide for an effective mechanism for sale by mortgagee financial institution without the intervention of the court the law should require the fixation of a reserve price by qualified surveyors approved by the State Bank of Pakistan.  
7.3 Supporting the Institutional Reforms for Financing Property Development 

Increasing the level of financing to the housing sector requires a two pronged approach: increasing the financing going into the construction of housing (supply side), and increasing the available financing for mortgages (demand side).  To achieve these twin objectives, it is recommended that the government should continue its efforts to promote Real Estate Investment Trusts (REITs), encourage the issuance of municipal bonds, and create a secondary mortgage market.  The important policy aspects could be the creation of a housing observatory, and an appropriate prudential environment for mortgage lenders ( specific Prudential regulations for mortgage finance).  Finally, the enforcement of the foreclosure law in letter and spirit, and in time and cost efficient manner
. if housing finance is at all to be extended to the average consumer.

As an interim measure, and as indicated by some recent experiences, raising medium-term funds (by floatation of 5-7 year debt papers) could be a good beginning for housing finance institutions.  A recent example is HBFC, which has successfully floated a 6 year sukuk (Islamic Bond) at a very attractive rate.  Another option for raising long-term funds would be the issue of several medium-term (5-year) debt floats in succession, to raise long-term funds for 15-20 years.  
As Pakistan extends housing finance to middle and low-income segments of the population, the demand for long-term fixed rate mortgages would increase, as the low-income segment is hardly able to withstand the dynamics of interest rate volatility.  A refinancing facility would go a long way towards lowering the cost of financial institutions to issue such instruments.

7.3.1 Applying the Foreclosure Law in Practice
Training and capacity building for judges should be carried out throughout the country, especially in lower courts, to instill the spirit of foreclosure law in the courts.  The decision taken by the Balochistan High Court in 2006 in defense of the right of a financial institution to foreclose could be successfully replicated throughout the country to expedite the implementation of the recovery laws.  
The Recovery Ordinance 2001 could also be amended to reconcile some remaining weaknesses.  Objective valuation of the property prior to auction should be mandated to set a reserve price.  Certification and higher standards should be instilled for surveyors, with higher penalties, to promote credible valuations.  Auction notices and the general transparency of the process for the general public should be improved.  The issue of property sales made after the banking court issues an order against the debtor should be clarified in conjunction with other laws to minimize title challenges.  
7.3.2 Ensure an Appropriate Prudential Environment

In the banking sector, calls have been made for regulatory adjustments that would make it easier for financial institutions to invest in housing assets.  It would be particularly advisable to adjust the prudential regime to reflect the low risk associated with secured housing lending—through the risk-weighting of the loans for capital adequacy requirements.  The per party limit of PKR 10MM and a maximum 10% ceiling of housing finance with respect to the total credit portfolio of a financial institution have been waived recently by SBP.  Rather than imposing quantitative ceilings, the prudential regime could provide for asset/liability matching, which is critical for long-term loans, as they are rate sensitive.  Special attention should be given to ensure uniform treatment of all lenders, regardless of the regulator.  Investment should be made in a wider-ranging credit information system in the private sector to include positive data on retail lending.  

7.3.3 Housing Observatory

A Housing Observatory should be created to provide periodic census and survey activities, including collecting, analyzing, interpreting, and publishing data on the performance of the housing sector.  The database would also address the issue of non-availability of complete and reliable data to the stakeholders, consumers and the housing industry to help facilitate property purchases, investments or financing decisions.  The Housing Observatory may include some or all of the following:

· Housing Supply information (formal and informal), such as new construction and sales, vacancies, quality and condition of property, prices, and dwelling characteristics.
· Housing Demand data - demographic trends and housing needs, characteristics of occupants of the existing stock (crowding indicators), affordability (availability of income indicators are of paramount importance to this), and the buyer’s intentions.
· Housing Finance data - sensitivity of monetary indicators to residential and commercial property exposures of lenders and investors (e.g., inflation rates, interest rates); fiscal indicators and degree of reliance on housing related developments (e.g., property taxes, construction industry contribution to GDP and employment); lending volumes by category of financial institution; loan characteristics (loan-to-value ratios, debt service ratios, prices, locations, borrowers, etc.).
· Construction inputs - production capacity, price of materials, labor and land, and availability and quality of materials, labor and land.

GoP has shown a commitment to establish a housing observatory in Pakistan.  The effort is led by SBP.  Since consulting with PBA, SBP plans to establish a dedicated website for Housing Information system (HMIS) and requires Primary Mortgage Lenders (PMLs) to upgrade their websites.

7.3.4 Real Estate Investment Trusts 

The government could help increase the volume of financing available to the real estate business through the introduction of REITs, a company or trust that uses the pooled capital of many investors to purchase and manage rental property (an equity REIT) and/or mortgage loans (mortgage REIT).  Designed to be traded on stock exchanges, REITs allow small investors to invest in the real estate sector in the same way they buy company stock.  To increase their attractiveness, REITs are usually granted special tax considerations.  Rather than own properties directly, REITs offer investors liquidity, which traditional real estate owners cannot have.  Secondly, REITs enable sharing in nonresidential properties as well, such as hotels, malls, and other commercial or industrial properties.  Thirdly, there is usually no minimum investment requirement with REITs, which encourages small savers to invest in REITs and reap higher returns compared with alternatives such as bank deposits and National Savings Schemes (NSS).

The SECP has been working towards the establishment of REITs in the country.  In December 2005, draft legislation was sent to the Ministry of Finance for vetting by the Ministry of Law.  It has been proposed that REIT companies must have at least 70% of their assets invested in real restate with a minimum paid-up capital of PKR 50MM.  To ensure that the REITs are held by a broad population, it has also been proposed that the REIT fund be held by at least 100 people, 5 of whom cannot hold more than 50% of the assets.  The feasibility of these proposals is being discussed.

However, there is a general consensus among the policy makers in Pakistan that, if properly regulated and supervised, REITs would yield a multitude of benefits for the promotion and development of the housing sector.  REITs provide an alternative source for raising capital and therefore would help increase the liquidity of the real estate market.  At the same time, the institution and proper functioning of REITs is expected to improve the governance structures of real estate companies in the industry, especially with regard to transparency and credibility.

7.3.5 Municipal Bonds

Institutional reforms on housing have to involve municipalities, which control access to land as well as the development of local infrastructure.  Municipalities often cite their weak financial condition as a key constraint.  At times, their only reliable source of revenue is taxation, and property tax is the only major tax.  Accordingly, municipal governments have increased the property tax rate on the premise that this will yield more tax revenues.  However, the empirical evidence suggests to the contrary.  
A major step toward improving the availability of financial resources for infrastructure development is encouraging the issuance of municipal bonds (after appropriate governance and management reforms within the municipality).  
In developed economies, municipal bonds are issued by state, city, or local governments, or their agencies, to raise funds for building schools, highways, hospitals, and sewer systems, as well as many other similar projects that benefit the general public.  In order to make investment in municipal bonds attractive, the interest income is often exempt from the national and local income tax and from the income tax of the state in which they are issued.

It is significant to elaborate that for investors, tax-exempt municipal bonds are a popular type of investment because they offer a wide range of benefits, including the following: 

· Attractive current income free from federal and, in some cases, state and local taxes; 
· High degree of safety with regard to payment of interest and repayment of principal; 
· Predictable stream of income; 
· Wide range of choices to fit in with investment objectives with regard to investment quality, maturity, choice of issuer, type of bond, and geographical location; and 
· Marketability in the event the investor has to sell before maturity.  

In addition to administrative reforms to ensure that bond revenues are used for the purpose they are intended, the issuance of municipal bonds also require legislative changes.  Currently, Section 120 of the Provincial Local Government Ordinance 2001 specifically prohibits local governments from incurring debt.

7.3.6 Secondary Mortgage Facility 

The ultimate objective of developing mortgage finance is to create a secondary market that would help the market escalate through a refinancing structure, which would not only alleviate the liquidity risk incurred by the primary lenders, but would promote sound practices and standards in the lending activity through its refinancing requirements and have an overall catalytic effect on the development of the lending activity.  Such a structure could be seen as a first step towards a true secondary mortgage market in Pakistan.
A secondary mortgage facility is a financial institution designed to support long-term lending activities by primary mortgage lenders.  Its core function is to act as an intermediary between mortgage lenders and the bond market, with the objective of providing long-term funds at better rates and under better terms and conditions than lenders might be able to obtain if acting alone.
 The need for such an institution arises because of the mismatch between the liabilities and the assets of mortgage lenders and help financial institutions issue lower-cost fixed-rate mortgages.  
In the medium term, the establishment of a secondary mortgage facility could become viable once primary originations reach a critical mass.  This would be a way to provide external credit enhancement at a lower cost than if such enhancement were arranged on an individual basis.  In the initial stage, a liquidity facility could be structured for lending against a bank’s mortgage portfolio, with recourse to the lender, like CAGAMAS
 in Malaysia.  In such a case, the second-tier institution acts as a credit enhancer of the originating bank itself, rather than the loan portfolios, by issuing bonds that are its own general obligation.  
In Pakistan, a secondary mortgage company needs to be established to purchase mortgage loans from mortgage originators (commercial banks and housing finance companies), with full recourse to the primary lenders at a fixed or floating rate initially, up to a period of 10 years.  At the same time, the securities of the company could be eligible as liquid assets and subjected to concessional risk weights, i.e., 10 to 20% as compared to at present 50% risk weight for housing loans.  Further, SBP could support a repo market by accepting mortgage securities as collateral in its repo transactions.  Finally, the government could provide incentives to investors by exempting mortgage security interest from taxes (subject to appropriate fiscal considerations).

An alternative is to set up an institution that would issue bonds against securitized paper, with the originating bank taking the first credit losses while multilateral and local institutions would underwrite the mezzanine and senior installments.  
A key element in proposing a set of reforms for the secondary market is one of sequencing.  A secondary market depends on the existence of a strong primary market in which mortgages are regarded as attractive assets with good and well-documented performance.  A major prerequisite is a strong legal infrastructure supporting the registration, enforcement, and eventual pledging or sale of mortgage loans.  Finally, it is difficult, although not impossible, for a secondary market to lead to capital market development.  The existence of a robust bond market is an important precursor to secondary market development.  To be sustainable, the secondary markets should be run profitably.  
7.3.7 Introducing New Housing Development and Finance related Products and Services 

Improving the operational capacity of the industry, improving the reliability of the land records, and improving the availability of long-term funds will improve the overall demand for and supply of mortgage finance.  This will also address the supply of serviced land in the medium to long term.  However, in the face of pressure to address the housing finance needs of specific communities, the government may wish to consider some of the programs that have been implemented recently in other countries for micro borrowers and first-time buyers.  
7.3.8 Micro-Housing Finance 

While microfinance institutions (MFIs) in Pakistan continue to focus on credit delivery of loans for agriculture, livestock, trading, and consumption, a few are beginning to diversify, and innovations have begun in enterprise loans and housing finance.  In Pakistan, the government, as a pilot project, may wish to begin with the strongest players as a way of reducing risk and getting to know the market and to help in adapting the selected financial institutions’ internal systems and designing their database on mortgage risk assessment.  While reaching scale would not be a central objective of the pilot, efforts should be made to reach a scale sufficient to test the adequacy of the systems used to analyze and monitor the institutional system (of the financial institution) developed for lower-end borrowers.  In time, other banks may consider investing in this end of the market.  
However, it must be recognized that this channel for delivering housing finance, at best, may remain small.  As of June 2005 the microfinance network served only 718,000 borrowers and held US $99MM in total loans outstanding, covering less than 12% of the potential market in terms of the estimated possible outreach of six million.

The key challenge for initiating such housing finance programs is securing long-term funding to finance them.  The first option could be to let banks secure their funding through their own individual issues.  The instruments could either be Term Finance Certificates (TFCs) or securitization, keeping on or off balance sheet.  There are obstacles to the use of both tools: individual financing requirements will stay low in a first phase, hence generating illiquidity premiums.  Public offerings of TFCs are restricted to listed companies; the market is far from being ready for securitization, despite available regulation for trusts and special purpose vehicles.
  Alternatively, the financing can be of different types: it could take the guise of capital sponsorship (idea of “seed” capital), a debt guarantee or a backup line of credit provided by the Government of Pakistan or SBP, or simply by the benefiting institutions, which would give a mutual structure to the scheme.

These various options are not exclusive of each other—in the United States, the Federal Home Loan Bank system enjoys both the support of its members and a quasi-government guarantee; in Malaysia and Jordan, the share capital of the secondary market facilities is held by lending institutions and the central bank.  Supporting tools, that is either a guarantee or a standby line, could be implemented only during an initial phase, until the structure acquires full autonomy and maturity, and a sunset provision may be stipulated from the beginning.  Otherwise, the institutional support could not only make the risk-mitigation scheme built in the structure meaningless, but also could easily turn into a market distortion factor.

Some proposed solutions to improve housing supply for low-income groups are as follows.
 Mega-housing projects should be initiated in each province.  A land supply at low prices should be created by policymakers.  The model for micro-housing (Progressive Housing) should be implemented in every province while construction sites should be located as near as possible to the developed cities so that the infrastructure for the new colonies can be created easily and cost effectively.  Policies should enable the supply of low cost micro-housing and micro-finance for housing.  The design, layout and construction materials should be standardized.  A tax rationalization should be carried out with taxes on construction materials provided for low cost housing projects.  Financing at low cost must be made available through smart subsidies.  Cross subsidization should be considered, possibly via an infrastructure and development fund dedicated to affordable housing development.  Prominent organizations having expertise in low-cost housing techniques and models could be used for technical assistance and capacity building on affordable housing solutions.  Foreign direct investment in the construction sector should be encouraged.  Finally, fiscal incentives for builders, banks, and developers should be considered for promoting low cost housing schemes.
8. Conclusion

Despite the growing economic and social importance that development economists are attributing to housing finance, it remains largely underdeveloped in Pakistan.  Private mortgages remain small and unaffordable, and are provided by only a limited number of depository institutions.  Housing finance is expensive and still rationed in favor of higher-income populations.  Policy makers, in collaboration with the private sector, can strengthen property rights and the land development process, develop the property development framework, support the building industry, facilitate the development of the primary and secondary housing finance market, and introduce useful targeted housing finance programs.

A fundamental challenge, however, is developing the institutional framework for managing the housing sector, including the property titling/land administrative procedures, the overhaul of the legal provisions, and the standardization of processes and computerization, which will not only bring efficiency gains, but also drastically improve the overall level of confidence in property transactions.

The overhaul of registration systems is also a prerequisite of the development of mortgage lending on a large scale and is likely to have additional benefits such as facilitating the upgrade of slums, tax collection, and the overall marketability of properties.  Because of the federal structure in Pakistan, these reforms must be undertaken by the provincial governments.

As all of these reforms are being implemented, a sector-wide capacity building program will be required.  It is important that all stakeholders, including policy makers, financial institutions, private sector developers, regulators, and consumers become more aware of the detailed aspects of housing policy.  Such capacity-building processes should include strengthening the governance structures and business orientation of the housing development authorities, property market developers, and related institutions.  Currently, some developers generate much mistrust and suspicion among both individual buyers and potential financiers because of weak governance structures and practices.  
The capacity-building methodology could be based on a “training the trainers” principle and the transfer of best practices and know-how from foreign, experienced institutions.  Targeted training and conferences, particularly for decision makers, could help facilitate a better understanding of the issues and the responsibilities of each group of stakeholders in the housing market.  It would also promote a more coordinated effort in accomplishing long-term objectives.  It may be stressed that the existence of an inter-sectoral working group on housing finance, already used for the design of NHP-2001, could be instrumental in preparing measures and monitoring implementation.
Specifically for the banking sector, banks currently are constrained in expanding the outreach of housing finance because they don’t have enough staff with the expertise to undertake housing finance for the origination of housing loans in the primary mortgage market.  Banks’ in-house capabilities for undertaking housing loans should be developed so that any systemic crises due to their ill-prepared entry to housing finance may be mitigated.  More technical training should be provided on the processes of originating, servicing, managing risk, and funding mortgage portfolios.  Such training should be aimed at bankers, developers, real estate brokers, appraisers, lawyers, and regulatory and supervisory staff of the State Bank of Pakistan, Ministry of Finance, and Ministry of Housing and Works.  The training could include specialized topics such as the handling of borrowers with no documented incomes, developer finance, public-private partnerships and real estate project assessment, and Islamic finance products.  
Specific steps to develop training may include the following:

· Periodical needs assessment for developing vocational skills should be conducted, for instance, by the Banking Association and other professional associations; 
· Depending on its outcome, inducements could be considered to speed up and organize training programs on a large scale; 
· Strategic advisory services could be envisaged, with the view to making bank management aware of the role housing finance can play in the soundness and growth of their institution.
In developing “tailor-made” training courses, it would be important to engage foreign trainers who have experience with housing finance in developing countries, and who could provide “academic” and “hands-on” training so that banks may learn efficient ways of successfully maintaining a mortgage business.  Additionally, foreign training trips to countries in the region, e.g.,, Malaysia, Thailand, Singapore, and India, could show trainees case studies of ongoing/actual housing finance projects in these countries.  Among the regional countries, Malaysia provides the most relevant housing finance system for study and adaptation in Pakistan.

As with all reforms, however, training is only a supportive component.  Success is determined by the adequacy of resources committed to the reforms, the consistency and follow-up of implementation actions, and the level of political will associated with the reforms.
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ABAD = Association of Builders and Developers 

APCA = All Pakistan Contractor Association 

APREA = Asian Public Real Estate Association

BPS = Basic Pay Scale

CIB = Credit Information Bureau

CMI = Construction Material Industries

CRA = Credit Rating Agencies

DFG = Development Finance Group

DFI = Development Financial Institutions

FBR = Federal Board of Revenue

FGS = Federal Government Service

GoP = Government of Pakistan

HAG = Housing Advisory Group 

HMIS = Housing Information System

IVSC = International Valuation Standards Committee

LARMIS = Land Administration and Revenue Management Information System

LRIS = Land Registration Information System

LTV = Loan-to-value ratio

MFB = Micro Finance Banks

MFI = Micro Finance Institutions

NHA = National Housing Authority

NHP = National Housing Policy

NPL = Non-Performing Loans

NPL = Non-Performing Loans

NSS = National Saving Schemes

Pak PWD = Pakistan Public Works Department

PBA = Pakistan Banks' Association

PHA = Pakistan Housing Authority

PML= Primary Mortgage Lenders 

REBAD = Real Estate Builders and Developers

REIT = Real Estate Investment Trusts

REP = Real Estate Projects

SBP = State Bank of Pakistan 

SECP = Securities and Exchange Commission of Pakistan

SME = Small and Medium sized Enterprises
Annex A1
	Economic statistics 
	FY07A
	FY08A
	FY09A/E

	Real GDP growth (%)
	6.8
	4.1
	2.0

	Remittances (US $ bn)
	5.4
	6.5
	7.8

	CPI(%)
	7.8
	12.0
	20.8

	6M T-Bill (%)
	8.9
	11.5
	12.2

	KIBOR (6-month)
	10%
	11%
	14%
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Source: National Housing Policy (2001)

            
 Ministry of Housing and Works, Government of Pakistan


Annex A4
Central Bank’s Prudential Regulations
  

The following are the up-to-date Prudential Regulations for housing finance (part of consumer finance prudential regulations) pertaining to Banks and DFIs.

Regulation R-15

Banks / DFIs shall determine the housing finance limit, both in urban and rural areas, in accordance with their internal credit policy, credit worthiness, and loan repayment capacity of the borrower PKR.. At the same time, while determining the credit worthiness and repayment capacity of the prospective borrower, banks / DFIs shall ensure that the total monthly amortization payments of consumer loans, inclusive of housing loans, should not exceed 50% of the net disposable income of the prospective borrower.

Banks / DFIs will not allow housing finance purely for the purchase of land/plots, rather, such financing would be extended for the purchase of land / plot and construction on it.  Accordingly, the sanctioned loan limit, assessed on the basis of repayment capacity of the borrower, value of land / plot and cost of construction on it, etc., should be disbursed in tranches, i.e., up to a maximum of 50% of the loan limit can be disbursed for the purchase of land/ plot, and the remaining amount be disbursed for construction there-upon.  Further, the lending bank / DFI will take a realistic construction schedule from the borrower before allowing disbursement of the initial loan limit for the purchase of land / plot.

Banks / DFIs may allow a housing finance facility for the construction of houses against the security of land / plot already owned by their customer PKR.  However, the lending bank / DFI will ensure that the loan amount is utilized strictly for the construction purpose and loan is disbursed in tranches as per construction schedule.

Loans against the security of existing land / plot, or for the purchase of new piece of land / plot, for commercial and industrial purposes may be allowed.  But such loans will be treated as Commercial Loans, which will be covered either under Prudential Regulations for Corporate / Commercial Banking or Prudential Regulations for SMEs Financing.

Banks / DFIs may allow Housing Loans in the rural areas provided all relevant guidelines/regulations are followed.

Regulation R-16

The housing finance facility shall be provided at a maximum debt-equity ratio of 85:15.

Regulation R-17

Banks/DFIs may extend mortgage loans for housing upto any tenure defined in the bank’s/DFI’s duly approved credit policy and keeping in view the maturities profile of their assets and liabilities.

Regulation R-18

The house financed by the bank / DFI shall be mortgaged in bank’s / DFI’s favor by way of equitable or registered mortgage

Regulation R-19

Banks / DFIs shall either engage professional expertise or arrange sufficient training for their concerned officials to evaluate the property, assess the genuineness and integrity of the title documents, etc.
It may, however, be noted that the requirement of full-scope and desk-top evaluation, as required under R-8 and R-11 of Prudential Regulations for Corporate / Commercial Banking and SMEs Financing respectively, will not be applicable on housing finance.

Regulation R-20

The bank’s / DFI’s management should put in place a mechanism to monitor conditions in the real estate market (or other product market) at least on quarterly basis to ensure that its policies are aligned to current market conditions.

Regulation R-21

Banks / DFIs are encouraged to develop floating rate products for extending housing finance, thereby managing interest rate risk to avoid its adverse effects.  Banks / DFIs are also encouraged to develop in-house system to stress test their housing portfolio against adverse movements in interest rates as also maturity mismatches.

Regulation R-22

The mortgage loans shall be classified and provided for in the following manner: 

	1
	2
	3
	4

	Substandard

	Where mark-up/ interest or principal is overdue by 90 days or more from the due date.

	Unrealized mark-up/interest to be kept in Memorandum Account and not to be credited to Income Account except when realized in cash.  Unrealized mark up/interest already taken to income account to be reversed and kept in Memorandum Account 
	Provision of 10% (25% from 31st December 2006) of the difference resulting from the outstanding balance of principal less the amount of liquid assets realizable without recourse to a Court of Law and adjusted forced sale value of mortgaged/ pledged assets (subject to Note 1 below) as valued by valuators on the approved panel of PBA.

	Doubtful

	Where mark-up/ interest or principal is overdue by 180 days or more from the due date.
	As Above
	Provision of 50% of the difference resulting from the outstanding balance of principal less the amount of liquid assets realizable without recourse to a Court of Law and adjusted forced sale value of mortgaged/ pledged assets (subject to Note 1 below) as valued by valuators on the approved panel of PBA.

	Loss

	Where mark-up/ interest or principal is overdue by one year or more from the due date
	As Above
	Provision of 100% of the difference resulting from the outstanding balance of principal less the amount of liquid assets realizable without recourse to a Court of Law and adjusted forced sale value of mortgaged/ pledged assets

(Subject to Note 1 below) as valued by valuators on the approved panel of PBA.  
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Type of Property Documents (Titling of Land) Maintained at Registrar Office Free Hold 
Property (Urban Area) in various areas in Pakistan
	· Lahore 
	Sale Deed

	· Abbottabad
	Registered Sale Deed

	· Faisalabad 
	Registered Sale Deed

	· Quetta 
	Fard

	· Hyderabad 
	Permanent Transfer Deed / P.T.O.

	· Sukkur
	Permanent Transfer Deed / P.T.O.

	· Islamabad 
	Allotment Letter / Sale Deed

	· Jhelum
	Sale Deed / Gift Deed

	· Rawalpindi 
	Sale Deed

	· Multan 
	Registered Sale Deed

	· R.Y.Khan
	Registered Sale Deed

	· Bahawalpur 
	Sale Deed / Sanad / Gift Deed

	· Muzaffargarh
	Sale Deed / Sanad / Gift Deed

	· D.G.Khan
	Registered Sale Deed / Gift Deed / Registered Partition Deed  & PTD              

	· Vehari
	Registered Sale Deed / Gift Deed / Registered Partition Deed & PTD


Government Schemes (Urban Area Private)

· Lahore


Sale Deed / Registered Sale Agreement


· Sukkur


Lease Deed

· Karachi


Lease Deed

· Jhelum


Registered Allotment Order

· Rawalpindi

Registered Sale Agreement /Allotment Order

· Multan


Registered Allotment Order

· R.Y.Khan

Registered Allotment Order

· Bahawalpur

Registered Allotment Order / Sale Agreement

· Muzaffargarh

Original Allotment Order

· D.G.Khan

Registered Sale Agreement / Allotment Order

· Vehar


Registered Sale Agreement / Allotment Order

Defence Housing Authority

· Lahore


Transfer Letter



· Karachi


Sub License
Evacuee Property

· Lahore


Permanent Transfer Deed / Provisional Transfer Deed

· Karachi


Permanent Transfer Deed / Provisional Transfer Deed

· Rawalpindi

PTD / PTO
Cantonment Board & Development Authorities (Urban Area)

· Faisalabad

Sale Agreement / Lease Deed / Allotment Order

· Quetta


Registered Final Transfer Deed

· HPZ


Sub Lease

· Hyderabad

Lease Deed

· Sukkur


Sub Lease / Lease

· Karachi


Sub Lease / Lease

· Jhelum


Lease Deed

· Rawalpindi

Lease Deed

· Multan


Lease Deed Extract from GLR 
Municipal Committee

· Quetta


Lease Deed

· R.Y.Khan

Agreement for Sale

Rural Areas

· Hyderabad

Ownership Certificate

· Sukkur


Ownership Certificate

· Bahawalpur

Mutation

Free Hold Properties

· Peshawar


Mutation




· Bannu


-do-



· D.I Khan


-do-

· Mardan


-do-

· Swat


-do-

· Kohat


-do -

· Gilgit


-do-

PROBLEMS CAUSING INEFFECTIVE LAND TITLING SYSTEM IN PAKISTAN.  

Impediments:

· No sole land allotment authority / agency of the country/city.

· Various land allotment agencies working in different cities with varied nature of

· Paper Work

· Procedures

· Rules

· Lack of institutional interaction/liaison between different record keeping  agencies.

· Varying  record keeping system.

· Different methods of record keeping at various departments.

· No safety valve for proper upkeep, safety and security of documents.

· Obsolete and old practice of manual maintenance and documentation.

· Difficult, cumbersome, lengthy and disturbing system for ascertaining the chains of titles.

· Commonly known un-lawful incentives leading to avoid official registration of land.

Problems

Due to impediments mentioned above.

· Mortgage finance is restricted to limited areas, especially to upper income groups of Urban areas where property collateral has no risk.

· The overhauling of existing systems is imperative.  Through simplifying the procedures and adopting stringent measure, bona-fide titling to land can be ensured.

· Easier way of bona-fide titling to land can bring positive boom in housing finance business.

· Standardization of title documents throughout the country.

· Documents creating or transferring any right in immovable property should compulsorily be registered under Section 17 of the Registration Act 1908.

· Unregistered/oral transactions, where Transfer of Property Act 1882 does not apply may not legally be considered.

· This should include the documents which transfers ownership in property as well as those in a mere lien on the property such as “Mortgage Deed.”

Cumbersome & Lengthy Procedure  for Registration of Documents   

The registration authority under the Registration Act 1908 is the SUB REGISTRAR.
The following procedures are involved for registration of documents:

· Concerned parties (i.e., Purchaser/Seller, Mortgagee/Mortgagor) are required to    appear before the sub registrar for execution and registration of document.

· The document is signed and witnessed before the sub registrar

· The sub registrar;

· verifies the identity of the parties and witnesses generally by examining their identity cards.

· examines the original title document of the transferor.

· verifies the amount stamp duty, registration fee and other miscellaneous charges (e.g.,  photocopying) or taxes that may be payable   for registration of the document.

· The document is accepted for registration and a receipt is issued by the Sub Registrar for acceptance of such document and giving a date for return of the original document.

· The document is registered by the Sub registrar and assigned a Registration Number.                                                    

· Copies of registered documents are pasted in Book I maintained by each sub registrar.

· The registration number of the documents, volume number of book 1 and the page number on which such document is pasted are stamped on the registered documents under the signature of the  registrar.

· In Karachi, the documents are microfilmed by the  Registrar of Karachi and Roll number of the Microfilm is also stamped on the original document under the signature of the  registrar.                                       

· After completion of the aforesaid procedure the original document is returned to the transferee of the property.

· The sub registrars  under the rules are also required to maintain Index containing names of all persons executing and of all persons claiming under every document entered in Book 1.  However, this index is generally not maintained or updated.

Main Issues Causing  Inefficiencies

· Validity of Title.

· Encumbrances.

· Lack of Formal Title.

· Under Land Registration systems, Loaning Agencies have developed policies and procedures for the validity of title.

· Chain of title relating to any given property is ascertained by the series of documents through which the property has been transferred from one buyer to another.

· Borrowers are required to provide original title documents for each transfer relating to the property from the time the property was conveyed by the government.  

· Varieties of title documents are involved for the transfer of property.

· The “original title documentation”  plays a significant role in verifying chain of title.

· Any of the above circumstances can cause a Loan Giving Agency to deny financing to genuine borrowers.

· Financers also rely on other sources to verify certainty of title as well, such as “Search Certificate.”
· Loan giving Agencies have expressed frustrations with verifying title with respect to Authorities and Societies due to a non-standardized system of title documentation.  


· Agencies are required to train staff in verifying title documents or to hire a Prominent Advocate for each authority/society, which increases transaction costs.

· Sub registrar provides “Search Certificate” in the presence of original title documents.

· Sub registrar does not undertake independent search of the land to confirm the chain of title, for the issuance of this certificate.

· Most of the property transfers are done by executing of a “Power of Attorney.”
· The housing finance industry remains concerned with certainty of title issues, property encumbrance and formal land title issues.  Hence, the industry currently spends a lot of time and resources verifying related issues to mitigate risk and restrict financing in only specific areas.  Such as Karachi, Lahore and Islamabad.

Encumbrances

· Lack of practical and realistic system to encounter encumbrances on land/property.

· As registrar registers the Mortgage Deed, but due to the practice of non maintaining the proper index of such record the Borrower had to deposit the original title document with the lender until the loan is paid off.

· Financing is very difficult in the areas where original title documents are not provided to the owner of a property.

Informal Title

· Informal / unregistered land is also a problem.

· There are parcel of unregistered land in smaller cities, as well as in the outskirts of major cities like in Karachi and Lahore.

· Informal title with respect to these lands has passed for generations without any conveyance document being registered.  

· Property rights are transferred by way of Bills of Sale, Power of Attorney and other such informal documents.

Informal Housing Colonies

· Raise due to migration of low-income people from rural areas towards urban area in search of better earning opportunities.

· The peoples unite themselves to build houses on unused land of the government or large Corporations.  

· The government does not enforce the landowners rights because the housing colonies are numerous and politically powerful.

· The entire process of acquiring / occupying land remains illegal.

· They form their own rules and laws, and sometimes create their own informal police forces.

· The owners of these houses were originally squatters.

· They do not have formal title to the land on which they have, over time, invested large portions of their incomes to build better houses for themselves.

---

Annex A6

PROPERTY RIGHTS AND CORRUPTION IN PAKISTAN

A paper by: M.  Ali Kemal

Property rights are the core of economic development.  Hernando Desoto argues that capitalism in America and Japan is successful because they have a good system of property rights, thus property rights are essential for the people to believe in the market system and capitalism cannot be successful without having proper property rights system in the country.  Protection of property against expropriation is one important yardstick against which foreign investors assess the risk of investment.  Thus we should have better system of property rights with lesser corruption to increase investment and achieve ten% GDP growth rate.1

Secured property rights reduce the insecurity of land.  It also reduces the workload of the courts to settle disputes and credit availability to small farmers is easier due to property ownership.  Moreover, it generates tax revenues and prevents cost and time overruns in development projects involving land acquisition.  Thus property rights are inverse transaction cost and increase efficiency.

Pakistan’s property rights system has several anomalies such as benami transactions and general power of attorney.  There are several loopholes in the system through which big landlords with the help of authority personals avoid/evade taxes and create a scenario where the third (any other) party remains deprived off using the land.

Corruption of authorities is an undeniable fact.  Several cases of corruption are reported in Foqia Khan’s paper on Property right in Pakistan in the Lahore Development Authority (LDA), which is the main registration authority in Lahore.  Authority personals ask for bribe to issue allotment letter for an already purchased plot, accessing a file, giving NOC etc.

Designing property rights is the most concerned thing because we need to take care of customs and social norms in Pakistan in designing the formal rules otherwise enforcement would be very difficult.  Enforcement is the most important element after the rules have been made.  The enforcement should be done by third party who is neutral and acceptable to both the parties (buyers and sellers).  

Several problems including registration of title, non provision of legal successors in the records, oral declaration of gifts, under the Islamic law, and inherited land, petwari system, khewat based complicated system, and benami transactions.

Designing property rights is the most important step.  One need to see at the increase in transaction cost, which can be financed through increase in revenues and setting up some funds for it2.  Douglas C North argues that to get better outcomes we need to build formal laws based on cultural and social norms (informal constraints) and enforcement characteristics। Thus if people need to learn a totally different system then this might be the major informal constraint.  Thus, it should be designed in such a way that the system would be formal, procedure remains the same and there should have third party enforcement which is neutral and acceptable to both parties.  Third party enforcement in informal way will definitely reduce the transaction cost in the short run but in the long run in case of disputes the transaction cost will rise.  On the other hand, doing it informally will reduce the potential revenues which a government can get otherwise.  Thus formal third party enforcement is better as an enforcement agency.  

Following are some of the points which can improve the property rights system in Pakistan.  First ten points are taken from PIDE Policy View Point Number 3.

Removal of obsolete and dysfunctional systems managed by Patwaris, Tehsildars, Tapedars, and Mukhtiarkars.

Set up a system of guaranteeing title to land rather than a system that merely serves the purpose of registration of documents.

GIS is a good way of enabling quick and efficient recording of title transfers.  Though it will be expensive initially but it can be financed through increased tax revenues and setting up special fund for this purpose.

There is a need to establish a centralized land registry system in the form of a central registration of title of the most expensive and commercially attractive land, which should be Excise and Taxation Department (ETD) in the provincial governments.

There should be a requirement for compulsory registration of all documents relating to property including sale agreements, declaration of gifts, awards, transfers, and powers of attorney.

General Powers of Attorney should be abolished altogether [PIDE Policy Viewpoint (2007)].

Benami transactions should be declared unlawful [PIDE Policy Viewpoint (2007)].

Any suit with respect to any immovable property should be compulsorily registered with the Registrar of the High Court.  The Registration Act and the Stamp Duty Act should be amended to reflect this.  Moreover, by linking court records to the computer database of the Registrar, prospective buyers would be informed that the property is under litigation.

Simultaneously, the government could start a process of converting presumptive titles into exclusive titles after preparing draft lists that would be open to public inspection for a period of 6 months, during which objections and disputes would be settled.

One of the main reasons for the long delays in settling title disputes in the courts of law is the system of multiple appeals and revisions even in the case of a small property dispute.  This system must be replaced by one in which a party in a civil claim does not have a right of more than one appeal.  The final court of appeal should be the High Court, and not the Supreme Court, since property is a provincial subject.

Torrens system of land titling is a parcel based system, which is followed in the rural areas and is very successful in Australia3.  Following this system people may not need to know entirely new system, which helps in reducing the transaction cost initially.

One of the main problems identified in Section III was that main emphasis of the registration process is on the identification of parties instead of identification of property.  Thus an authority needs to check the existence of property before getting sign the contract between the parties and should not put ask the party to check the authenticity of the existence of property.  This evolves the issue of enforcement which should be formal system and done by the registration authority who are registering the titles.

The enforcement authority should endure the legality of transaction, actual price of the property and buyer should pay the total amount to the seller as well as revenues to the revenue authority.  

Third party enforcement is a better idea for having good property rights law but pertaining to current system of development authorities or revenue boards it is extremely unlikely that it is going to happen on fair basis.  Fair role of enforcement authority, i.e., they should treat everyone equally and in a justified way.  Moreover, we need to change our habits and role of individual behavior is very important for it.  Unless enforcement authority does not do their work with honesty and sincerity, people will not believe in the system and the mindset of the people will not be changed.  On the other hand if the individual behavior (mindset) and habits are changed that each individual do not bribe the authorities to have their work done, then the corruption will definitely decrease.  Some authors find that (1) it may be optimal to allow some corruption and not enforce property rights fully; (2) less developed economies may choose lower levels of property right enforcement and more corruption; and (3) there may exist a 'free-lunch' such that over a certain range it is possible simultaneously to reduce corruption, increase investment, and achieve a better allocation of talent

Titling and registration of property rights in a formal way, coherent with informal constraints, would definitely increase corruption in short run, i.e., in the period of transition.  But in the long run when the system is setup we can hope that the extent of corruption will decrease.  Most important, if the punishment and enforcement of punishment for taking and giving bribe is very strong then people and authorities would fear of punishment and corruption will be reduced.  This would change the habits and behavior of the people.

Saturday, 5 January 2008

http://makemal.blogspot.com/2008/01/property-rights-and-corruption-in.html
____________________________

1.
This issue was discussed, among other issues, in the PIDE-LUMS seminar on “Law and Economics” in June 2006.

2.  
PIDE Policy Viewpoint (2007) available at www.pide.org.pk
3.
Foqia Khan’s Paper on Taxonomy and Immovable Property Right in Pakistan
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Executive Summary

Khuda-ki-Basti is a grid-like, planned layout within the 5500-acre Gulshan-e-Shabbaz housing development located in Hyderabad.  It is the site of a development scheme devised by the Hyderabad Development Authority (HDA) to help the poorest families house themselves.  

In this sector homeless Pakistanis are given the chance to settle on land, and to obtain permanent.  Given security of tenure, the families build their houses and provide infrastructure incrementally, as resources become available.  Alongside resolving the problem of housing for the urban poor and reducing the unplanned growth of slums, was a second, social objective to upgrade the living standards of the needier sections of the population by making land accessible for permanent ownership in a planned housing scheme, thereby integrating the urban poor into the mainstream of society.  

The incremental development scheme is entirely self-financing - -there is no subsidy, formal or informal.  The entire cost of the developed plots is borne by the beneficiaries, in installments spread over a period of 8 years.  The family designs and constructs its house in any material or style it can afford.  The first house is usually made of reeds, wood, or cardboard.  Slowly, a more permanent house of brick or cement block is erected, with roofs of asbestos tiles or corrugated tin.  Ten% of the owners eventually add a second floor.  Materials are available locally.  

Each group of four houses is served by a septic tank linked to a pumping station.  Over 70% of the houses have individual water connections, and the rest collect water from conveniently located taps.  Electricity is also supplied to the area.  Residents apply for individual house connections to all utility services after they have paid the charges; monthly installments eventually repay the actual cost.  Khuda-ki-Basti is also provided with education and health facilities as well as affordable transport service.  

In the Khuda-ki-Basti project, restrictive governmental process such as allotment procedures, allocation of loan against land mortgages or land/property ownership provision for speculative purposes, were replaced with unconventional and innovative approaches.

The jury commends this successful effort to create affordable housing for the urban poor, seeing it as a model that can be widely applied everywhere.  The incremental development approach adopted in Khuda-ki-Basti has successfully been replicated at Gharo (near Thatta).  Two similar projects are in the offing at Taisar Town (KKB-3) and Baldia Town, Karachi in collaboration with Malir Development Authority and KMC respectively.  

Project Data



Introduction

Provision of adequate shelter to the urban poor has remained a major challenge to policymakers and planners in developing nations.  Rapid urbanization has further exacerbated the problems associated with providing adequate shelter for the poor.  National and local governments have attempted conventional solutions like construction of low-cost housing and provision of subsidized loans for home upgrades.  These approaches have, however, not led to any significant increase in housing for the poor.

As in Metroville and the Deh Surjari Schemes of the Karachi Development Agency, subsidized low-income housing was built by Hyderabad Development Agency (HDA) in the Gulshan-e-Shahbaz.  Khuda-ki-Basti is a part of the Gulshan-e-Shahbaz housing scheme.

The first incremental housing scheme (KKB) was developed at Gulshan-e-Shahbaz near Hyderabad and has since been followed by four similar schemes in various parts of Sindh Province including Karachi.
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Incremental Development

Incremental Development in the urban sector involves development that increases with time at an affordable repayment schedule.  The scheme formulated in Khuda-ki-Basti allows housing problems to be solved through incremental involvement of the beneficiaries.  The poor were given the scope to own a permanent home within their economic means, and improved services that ensured them a better quality of life.
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The sector of KKB

Location

The 5,500-acre Gulshan-e-Shahbaz housing scheme is located in Hyderabad, an historic city and once the capital of Sindh.  One section was renamed Khuda-Ki-Basti or “Allah’s Settlement”, by its residents.  The project lies in a flat area near the highway between Karachi and Hyderabad, close to the town and industrial area of Kotri.  

Target Sector

In Pakistan, land from sites and services schemes is usually acquired by middle-income families.  In an attempt to reach the lowest income groups, the Hyderabad Development Authority (HDA) launched an incremental development scheme based on the idea that Mohajirs (immigrants) be given the chance to settle on land before building a house or acquiring infrastructure.  The idea developed after studying the growth and dynamics of illegal subdivisions, where occupiers first settle on vacant land, then construct a shelter, and later incorporate the infrastructure.  The HDA has followed that approach.

The program targets the urban poor (20%) and the lower-middle classes (40%) whose monthly income ranges from 500-1000 rupees.  A majority are Mohajirs who were in a constant state of flux before these plots were made available.

Linguistic groups are presently 70% Sindhi and 30% Urdu speakers, 85% are Sunni Muslims, and the rest Shi’a.  In each sector block, the residents choose community and authorities.

The Khuda-ki-Basti concept is centered on the home, the implication being that a better home leads to an improved life.  It has stimulated and generated interest in many professional groups who deal with housing, especially because affordability is the basic concept.

General Objective

Alongside resolving the problem of housing for the urban poor and reducing the unplanned growth of slums, was a second, social objective to upgrade the living standards of the needier sections of the population by making land accessible for permanent ownership in a planned housing scheme, thereby integrating the urban poor into the mainstream of society.  

Institutionally, the objective is to overcome the constraints that public sector programs face in making land, credit for housing and physical and social sector facilities available to the target group.  Technically, the objective is to make the scheme affordable, adaptable and maintainable to the life style of the users.  The scheme allows for diversity in economic, socio-cultural and religious backgrounds.


Allotment Mechanism

On arrival at Hyderabad, a poor family is required to stay in a reception area for 15 days.  After being screened by the HDA and making a down payment of 1,000 rupees, the family is allocated an unserviced plot of land.  The entire cost of a developed plot (9,600 rupees) is borne by the owner in monthly installments spread over eight years.  As the repayments proceed, infrastructure developments are implemented and residents select the priority of utilities for their houses.  The incremental development scheme is entirely self-financing without subsidy, formal or informal.  

Within two weeks of receiving a plot, a family must begin to construct a house or else the allotment is cancelled.  They can design and construct the house themselves in any material or style they can afford.  

Easy Processing and Procedures

In the Khuda-ki-Basti project, restrictive governmental process such as allotment procedures, allocation of loan against land mortgages or land/property ownership provision for speculative purposes, were replaced with unconventional and innovative approaches.  Some examples include: targeting needy households; simplification of bureaucratic procedures; optimizing choice of relocation; providing urban basic services incrementally through community involvement; providing housing credit facilities to every household; creating direct rapport with the communities; and periodically monitoring the development process.
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Structure

The first structure is usually a jhuggi, a makeshift shelter of reeds, wood, cardboard or whatever materials are available, which provides privacy and protection.  Slowly, a more permanent house of brick or cement block is erected, many with roofs of asbestos tiles or corrugated tin sheets.  

The majority of the houses are single-storey, but ten% of the owners add a second floor.  Facades are brightly decorated, and some have cantilevered verandas with iron railings.  Floors are of cement, and maximum use is made of the space of the houses and rear courtyards, as they frequently function as shops or centers for home crafts, industries and livestock breeding, thereby bringing a secondary source of income into the family coffers.  

For every four houses there is one septic tank that is linked to a pumping station – the recycled water is used for agriculture.  More than 70% of the houses have individual water connections, and the others collect water from conveniently located pipes; electricity is also supplied to the area.  Residents apply for individual connections to all utilities after they have paid the charges; monthly installments eventually repay the actual cost.

Construction Schedule and Costs

From the experience of Gulshan-e-Shahbaz, Metroville, and other housing schemes where results were not effective, it has been established that the cost of a loan, the regularity of repayment, and guarantee of financial institutions, make site and service schemes inaccessible to the urban poor.  

According to the information supplied by the HDA, the land cost was Rs.  21,780 per acre or Rs.  4.50 per square yard.  The cost of infrastructure was Rs.  111 per square yard and the total actual cost (with land) was Rs.  110 per square yard.  Each plot, having an area of 80 square yards, measuring 24 x 30 feet or 20 x 36 feet, costs Rs.  9,600 (in the year 1988), which includes the cost of land and cost of utility lines and infrastructure such as water, sewage, electricity, roads, and social ancillary function.

There is no element of subsidy, formal or non-formal, and the entire cost of the developed plot (which is Rs.  9,600) is being borne by the beneficiaries in easy installments spread over a period of eight years.

Health Care and Family Planning

Various studies have shown that incidence of common diseases such as typhoid, malaria, dysentery, diarrhea can be drastically reduced if sanitary latrines inside the houses and underground sewerage in the lane are introduced with proper disposal system.  

Khuda-ki-Basti focused attention on this important aspect from the very beginning.  Its planners not only understood the importance of underground sewerage but also introduced the concept of sanitary latrines by issuing WC pans at the time of handing over possession of the plots.  

As soon as people occupied their plots, provision of basic health care was made, first through NGOs, then by the government line departments.  Thereafter immunization programs were organized through district health officer and family planning services were provided through Family Planning Association of Pakistan and the Women Division, Government of Pakistan.  

The Health Department, Government of Sindh was approached to establish a Basic Health Unit which has now started functioning.  Dai (midwife) training programs-were also organized in collaboration with government and NGOs.  

With increase in population private doctors and maternity homes also started functioning to provide health coverage at affordable prices.  All these steps have resulted in reducing the incidence of common diseases.  But the most important aspect of these efforts was the provision of clean water and underground sewerage.  

Education

Initially mosques were used for schooling purposes.  Soon after, home schools started functioning, and some of them were later converted into formal private schools charging reasonable fees.  Finally, the government also opened its free primary school.  Now, seven primary schools, three secondary schools and one college are functioning in the Basti.

Credit for family enterprises

To help self-employed people, especially women, arrangements were also made to provide credit for income generating activities.  Allied Bank Ltd., First Women Bank and Orangi Pilot Project played a major role in this activity.  

At present, about one-third of the population finds employment in the Basti.  Small loans were also arranged through House Building Finance Corporation for house construction activities.

The difference between this settlement and the slum growths of Karachi and Hyderabad is its planned layout, conditions that permit permanent ownership and serviced utilities.  

The scene is one of constant development – a basic principle of incremental development.  Houses are always being built, enlarged or repaired.  Although the self-designed houses display an array of façade treatments and decorative elements, a uniformity of scale and proportion is evident throughout the site.  

Key Features of the Scheme

The key aspects of the scheme are summarized as under:

1.  Utmost care has been taken to discourage speculators and the affluent middle classes.  This has been ensured by:

· Demarcating a very large number of plots so that there is no premium on the sale of plots;

· Not issuing ownership documents unless the house is built, the allottee starts residing there and clears his development charges;

· Fixing a very short period for starting the construction work (the construction is to start at once while living on the plot); 

· Initiating a new approach for selection and allocation (by accommodating those applicants only who bring their family and household goods to the reception area);

· The continuous possession by the beneficiary of the plot is the eligibility of his entitlement to the plot; and

· If the plot was found vacant, the HDA was at liberty to cancel the reservation and transfer it to some other eligible applicant.

2.  The scheme aims at organizing further development activity on cooperative basis (at the level of a sector or lane) so that:

· Dues are paid and collected by the allottee in time;

· Development costs are reduced by ensuring supervision by the allottees themselves.  It is also planned that all the development works, should be done by the allottees themselves in order to reduce cost, as was successfully done in the Orangi Pilot Project in Karachi in the case of providing sewerage disposal facilities.  It has been observed that costs are reduce by 30% if government agencies and contractors are not involved in development work because the elements of corruption and profiteering are eliminated to a great extent;

· The scheme would also take care of the bulk sewage disposal problem which is ignored in the case of informal development;

· HDA's site office would provide all advisory services at the doorstep, and most of the paper work- which would be minimal in any case- would be done by them.  Though model plans would be provided to the allottee, the use of locally available material and self-employment in construction activity would be encouraged in order to reduce costs;

· The scheme does not eliminate the role of the 'informal' sector totally.  Block makers/thallawala (who provide advisory services as well as construction material on credit) have been allowed to operate in the area.  Only their roles as land grabbers and developers have been controlled.  This has reduced the initial payment towards the cost of land to a large extent.  For example, if an illegal developer used to charge Rs. 5,000 to Rs.  8,000 for a 120 square yards plot, HDA would only charge an amount of Rs. 1,000 for an 80 square yard plot, initially, plus Rs.  100 per month at subsequent stages.  

Perhaps, one of the most difficult problems in the execution has been breaking through the established tradition of government housing scheme to attract investors and speculators rather than those in genuine need of housing.  Only through a process of trial and error has HDA found a way to exclude the former and reach the latter in Khuda-ki-Basti.

Replicability

The scheme can be easily replicated in other areas because of the following characteristics:

1. Self financing nature: There is no element of subsidy, formal or non-formal, and the entire cost of the developed plot (which is Rs.  9,600) is being borne by the beneficiaries in easy instalments spread over a period of eight years.

2. Transparency of the process: The procedures adopted are simple, paperwork is minimum and the process is transparent.  The scheme is easily manageable and no experts are required.

3. Flexibility: The scheme is highly flexible from planning to execution – only the basic concept has to be adhered to.  Modification and adjustments can be made keeping local conditions in mind.

4. Linkage with cost recovery: Provision of services has been linked with cost recovery.  Therefore there is no risk of losing money, which generally happens in public housing schemes.

5. Use of cheap technology: Locally available construction materials and suitable technology is used for construction of houses.  The allottees are encouraged to innovate and improvise the design, layout and materials used to suit their socioeconomic requirements.

6. Flexibility in standards:  Building controls and standards are kept to a minimum.  Allottees can even start building with a reed hut if they like.

The incremental development approach adopted in Khuda-ki-Basti has successfully been replicated at Gharo (near Thatta).  Two similar projects are in the offing at Taisar Town (KDA scheme-45) and Baldia Town, Karachi in collaboration with Malir Development Authority and KMC respectively.

Khuda Ki Busti – 3

Khuda Ki Basti-3 (KKB-3) is an extension project of Khuda Ki Basti, an unconventional and innovative incremental housing development scheme which was initiated by the Hyderabad Development Authority (HDA) in 1986.  KKB-3 was implemented in 1999 in the town of Taiser by the partnership of HDA and Saiban (a housing development non-profit enterprise) and, like KKB, it aims to scale up the number of low-income housing settlements through a strategy which combines the processes of providing affordable land which involves lower down payment with lower monthly installments in a more flexible payment schedule, allowing progressive construction of houses on a self-help basis and allotting basic utility services through community participation.  The scheme also aims to legalize home titles and provide tenure security for the poor population.

Outcomes

· To date, KKB-3 has created 6,000 housing units and settled 35,000 residents into Taiser Town.

· The community has a functioning sewerage system, while installation of formal electric connections is on its course to completion.  On the other hand, formal municipal water supply is expected in 2006.

· It has 4 private clinics, 2 mobile clinics and 1 hospital along with health education and immunization programs arranged through NGOs.  It is also serviced by 9 formal primary schools, 4 informal schools, 2 secondary schools and 1 adult literacy centre for women.

· In a survey conducted in August 2003, 80% of the newly-settled residents indicated a high level of public trust as they expect actual procurement of land title immediately after installment completion.  This is in line with the agreement in the program stating that right to land possession is transferred upfront upon receipt of down payment; however, actual land ownership rights are not given until after all installment fees have been paid out.

· Rates of crime, violence and harassment have diminished.

Key Factors for Success

· The design reached its target of catering to the neediest households.  For screening purposes, the family must temporarily reside at Saiban office's reception site in a period of 2 weeks before securing the land plot to demonstrate the urgency of their housing need and to filter out real estate speculators who are only on the lookout for cheap plots.  Upon selection, settlers are then required to occupy the relocation site as permanent residents and construct dwellings immediately in order to avoid repossession.

· The incremental approach to housing construction is well aligned with the preferred method of settlement by low-income families.  Allottees build their houses in accordance with their individual needs and resources with the assistance and technical advice of Saiban contractors for quality control.  Saiban has also facilitated microcredit to the very poor household to start house construction.

· The simple procedure for quick delivery of land has encouraged poor people with limited education to participate.  The application and allocation process are handled on-site and involve minimal paperwork.

· Low-income groups have benefited from the cheap land price and flexible payment schedule.  The cost of an 80 square yard government plot is fixed at $700, compared to the price of a private land with the same size at $1700.  An affordable down payment of 20-40% of the total land price (about $175) is required, along with equally affordable monthly installments of $7 over a 6-year period for the remaining balance.

· KKB-3 created direct rapport among government, private institutions and the community itself.  The constant consultation on home building between Saiban contractors and residents and periodic monitoring of government administrators allowed for transparency, trust and constant communication on planning and implementation.

· KKB-3 fostered community involvement by promoting local leadership and cooperation through organization of blocks, designation of block accounts for assuring regular installment payments for acquired land plots and also for facilitating the incremental infrastructure construction in the community.  Community leaders among the settlers are appointed as account managers for the block accounts, with the supervision of an NGO.

· No major financial outlays or huge amount of risk is borne by the executing agency because the model is self-financing and the only subsidy required is public land.  

Main Obstacles

· The lack of access to government-supplied land leads Saiban to purchase private land which increases the price of housing by a factor of 4 and makes it unaffordable for the low-income population.

· Loose enforcement of existing laws against land profiteering will also translates into higher prices of plots for poor individuals.

Sustainability and Transferability

Sustainability:

· Enabling land banks to extend its role in reducing the price of land for the poor is needed due to land banks’ major role in selling of sites to developers at a discounted price to build affordable housing projects.

· Tax incentives should be granted to private builders for social housing and affordable land should be provided to non- profit developers such as Saiban in order to spur large-scale supply of good quality low cost housing.

· Clear land and home ownership rights are necessary to empower the poor and give them access to formal credit markets.

Transferability:

· Prior to this, KKB had also been active in the city of Karachi and was proclaimed by the United Nations Centre for Human Settlements as one of the best practices in human settlements in Asia.

Conclusion

The scheme has show that without bringing about basic changes in the society's power structure and changing unequal relationship between the government and the katchi Abadi dwellers, and even without any definite political program in favor of the poor, development authorities can successfully assume the role of the informal sub-dividers and follow their strategies at least partially.  It convincingly shows that HDA's Incremental Housing Scheme provides a viable housing alternative for the most urgent cases amongst the renters and the newcomers.  This fact gains in importance when we consider the present trend towards more difficult access to owned housing in the informal market and resulting densification and increase of renting and doubling up in existing squatter settlements.

---

Annex A8

Doing Business - Explore Economies

Economic Data - Pakistan
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This page shows summary Doing Business 2010 data for the Pakistan economy.  The first table lists the overall "Ease of Doing Business" rank (out of 183 economies) and the rankings by each topic.  The rest of the tables summarize the key indicators for each topic and benchmark against regional and high-income economy (OECD) averages.  

	Region:

South Asia
	Income category:

Lower middle-income
	Population: 166,036,895
	GNI per capita:

US$ 981.29


	Ease of...
	Doing Business 2010 rank
	Doing Business 2009 rank
	Change in rank

	Doing Business
	85
	85
	0

	Starting a Business
	63
	80
	+17

	Dealing with Construction Permits
	105
	100
	-5

	Employing Workers
	146
	146
	0

	Registering Property
	119
	111
	-8

	Getting Credit
	61
	59
	-2

	Protecting Investors
	27
	25
	-2

	Paying Taxes
	143
	126
	-17

	Trading Across Borders
	78
	75
	-3

	Enforcing Contracts
	158
	157
	-1

	Closing a Business
	56
	56
	0


Starting a Business

The challenges of launching a business are shown below.  Included are: the number of steps entrepreneurs can expect to go through to launch, the time it takes on average, and the cost and minimum capital required as a percentage of gross national income (GNI) per capita.  

	Starting a Business
	DB10 rank: 63
	DB09 rank: 80
	Change in rank: +17

	Indicator
	Pakistan
	South Asia
	OECD Average

	Procedures (number)
	10.0 
	7.3 
	5.7 

	Time (days)
	20.0 
	28.1 
	13.0 

	Cost (% of income per capita)
	5.8 
	27.0 
	4.7 

	Min.  capital (% of income per capita)
	0.0 
	26.9 
	15.5 


Dealing with Construction Permits

Shown below are the procedures, time, and costs to build a warehouse, including obtaining necessary licenses and permits, completing required notifications and inspections, and obtaining utility connections.

	Dealing with Construction Perm
	DB10 rank: 105
	DB09 rank: 100
	Change in rank: -5

	Indicator
	Pakistan
	South Asia
	OECD Average

	Procedures (number)
	12.0 
	18.4 
	15.1 

	Time (days)
	223.0 
	241.0 
	157.0 

	Cost (% of income per capita)
	716.3 
	2,310.6 
	56.1 


Employing Workers

The difficulties that employers face in hiring and firing workers are shown below.  Each index assigns values between 0 and 100, with higher values representing more rigid regulations.  The Rigidity of Employment Index is an average of the three indices.  

	Employing Workers
	DB10 rank: 146
	DB09 rank: 146
	Change in rank: -

	Indicator
	Pakistan
	South Asia
	OECD Average

	Difficulty of hiring index (0-100)
	78 
	27.8 
	26.5 

	Rigidity of hours index (0-100)
	20 
	10.0 
	30.1 

	Difficulty of redundancy index (0-100)
	30 
	41.3 
	22.6 

	Rigidity of employment index (0-100)
	43 
	26.3 
	26.4 

	Redundancy costs (weeks of salary)
	90 
	75.8 
	26.6 


Registering Property

The ease with which businesses can secure rights to property is shown below.  Included are the number of steps, time, and cost involved in registering property.  

	Registering Property
	DB10: 119
	DB09: 111
	Change in rank: -8


	Indicator
	Pakistan
	South Asia
	OECD Average

	Procedures (number)
	6.0
	6.3 
	4.7 

	Time (days)
	50.0
	105.9 
	25.0 

	Cost (% of property value)
	7.2 
	5.6 
	4.6 


Getting Credit

Measures on credit information sharing and the legal rights of borrowers and lenders are shown below.  The Legal Rights Index ranges from 0-10, with higher scores indicating that those laws are better designed to expand access to credit.  The Credit Information Index measures the scope, access and quality of credit information available through public registries or private bureaus.  It ranges from 0-6, with higher values indicating that more credit information is available from a public registry or private bureau.  

	Getting Credit
	DB10: 61
	DB09: 59
	Change in rank: -2


	Indicator
	Pakistan
	South Asia
	OECD Average

	Strength of legal rights index (0-10)
	6.0
	5.3 
	6.8 

	Depth of credit information index (0-6)
	4.0
	2.1 
	4.9 

	Public registry coverage (% of adults)
	5.6 
	0.8 
	8.8 

	Private bureau coverage (% of adults)
	1.5 
	3.3 
	59.6 


Protecting Investors

The indicators below describe three dimensions of investor protection: transparency of transactions (Extent of Disclosure Index), liability for self-dealing (Extent of Director Liability Index), shareholders’ ability to sue officers and directors for misconduct (Ease of Shareholder Suits Index) and Strength of Investor Protection Index.  The indexes vary between 0 and 10, with higher values indicating greater disclosure, greater liability of directors, greater powers of shareholders to challenge the transaction, and better investor protection.  

	Protecting Investors
	DB10: 27
	DB09: 25
	Change in rank: -2


	Indicator
	Pakistan
	South Asia
	OECD Average

	Extent of disclosure index (0-10)
	6.0 
	4.3 
	5.9 

	Extent of director liability index (0-10)
	6.0
	4.3 
	5.0 

	Ease of shareholder suits index (0-10)
	7.0
	6.4 
	6.6 

	Strength of investor protection index (0-10)
	6.3 
	5.0 
	5.8 


Paying Taxes

The data below shows the tax that a medium-size company must pay or withhold in a given year, as well as measures of the administrative burden in paying taxes.  These measures include the number of payments an entrepreneur must make; the number of hours spent preparing, filing, and paying; and the percentage of their profits they must pay in taxes.

	Paying Tax
	DB10: 143
	DB09: 126
	Change in rank: -17


	Indicator
	Pakistan
	South Asia
	OECD Average

	Payments (number per year)
	47.0
	31.3 
	12.8 

	Time (hours per year)
	560 
	284.5 
	194.1 

	Profit tax (%)
	14.3 
	17.9 
	16.1 

	Labor tax and contributions (%)
	15.0 
	7.8 
	24.3 

	Other taxes (%)
	2.3 
	14.2 
	4.1 

	Total tax rate (% profit)
	31.6 
	40.0 
	44.5 


Trading Across Borders

The costs and procedures involved in importing and exporting a standardized shipment of goods are detailed under this topic.  Every official procedure involved is recorded - starting from the final contractual agreement between the two parties, and ending with the delivery of the goods.  

	Trading Across Borders
	DB10: 78
	DB09: 75
	Change in rank: -3


	Indicator
	Pakistan
	South Asia
	OECD Average

	Documents to export (number)
	9
	8.5 
	4.3 

	Time to export (days)
	22
	32.4 
	10.5 

	Cost to export (US$ per container)
	611
	1,364.1 
	1,089.7 

	Documents to import (number)
	8 
	9.0 
	4.9 

	Time to import (days)
	18 
	32.2 
	11.0 

	Cost to import (US$ per container)
	680 
	1,509.1 
	1,145.9 


Enforcing Contracts

The ease or difficulty of enforcing commercial contracts is measured below.  This is determined by following the evolution of a payment dispute and tracking the time, cost, and number of procedures involved from the moment a plaintiff files the lawsuit until actual payment.  

	Enforcing Contracts
	DB10: 158
	DB09: 157
	Change in rank: -1


	Indicator
	Pakistan
	South Asia
	OECD Average

	Procedures (number)
	47.0 
	43.5 
	30.6 

	Time (days)
	976.0
	1,052.9 
	462.4 

	Cost (% of claim)
	23.8 
	27.2 
	19.2 


Closing a Business

The time and cost required to resolve bankruptcies is shown below.  The data identifies weaknesses in existing bankruptcy law and the main procedural and administrative bottlenecks in the bankruptcy process.  The recovery rate, expressed in terms of how many cents on the dollar claimants recover from the insolvent firm, is also shown.  

	Closing a Business
	DB10: 56
	DB09: 56
	Change in rank: -


	Indicator
	Pakistan
	South Asia
	OECD Average

	Time (years)
	2.8 
	4.5 
	1.7 

	Cost (% of estate)
	4.0
	6.5 
	8.4 

	Recovery rate (cents on the dollar)
	39.2 
	20.4 
	68.6 


Source: http://www.doingbusiness.org/ExploreEconomies/?economyid=147
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Box B1.  Low-Income Housing Initiatives in Pakistan


There are several low-cost housing projects which can be studied and replicated across the country, using an improved approach and technology.





Historically, the first government housing project, implemented in 1959-60, was the Korangi Landhi Township in Karachi, built under the supervision of General Azam Khan.  The project was completed within a record time of 6 months.  The settlement scheme is globally acknowledged as among the best housing solutions to rehabilitate squatters and the poor.  The cost of a house including the land was a token PKR 35, payable in three installments.





The Sujrani Town Low Cost Housing Scheme in Karachi developed in 1970 by the now defunct Karachi Development Authority, was established exclusively for low and middle-income groups.  With 47,736 residential plots the scheme was aimed to cater to the housing needs of around 800,000 people.  The complex consisted of one and two-room houses with a toilet, bath and kitchen, built by construction companies whose designs were found suitable and economical.  The total cost of a house of 80 sq. yards was between PKR 45,000 – 80,000.  HBFC provided housing finance of up to PKR 20,000 to 36,000.  The scheme was self-financing, and all development work was done on a break-even basis.  It took over 15 years following construction to provide transport, utilities, health and education to the locality.





The Incremental Housing Project Khuda-ki-Basti in Karach is ongoing, and is located in Phase-III of Taiser Town.  Through this scheme, plots were provided by Saiban, an NGO, to homeless and poorly-sheltered groups.  The price of a plot of 80 sq. yards, including all development charges, is modest at PKR 37,000.  Prospective homeowners are required to provide a very low up-front deposit of PKR 4,000 to become eligible for the plots, and have to prove that they do not own any house anywhere in Pakistan.  Until such time the applicant is allotted a plot to start the construction work, Saiban provides a temporary shelter.  Upon completion, the plot is leased in the name of the applicant.� (See Annex A7 for detail on Khuda-ki-Basti)





Taiser Town Low Cost Housing Scheme in Karachi is a future joint project of the City District Government of Karachi in collaboration with a US-based private company.  The plan is to construct earthquake-resistant low-cost housing on a break-even basis, to provide affordable living facilities.  The plots measure 80-square yards.  The city government would also provide help to the prospective homeowners for getting an affordable loan from HBFC or other banks.  The scheme provides for construction of a house under a month at an estimated cost of PKR 600 per square feet.





Khuda ki basti (‘God’s Own Settlement’) in Lahore is a 20 acre colony with 12 blocks and 460 houses�.  The scheme was initiated in June 2006, construction work was started in September 2006 and the first families moved in by February 2007.  The house size is 816 square feet, and costs PKR 80,000.  The down payment is PKR 40,000 while the balance is to be paid in monthly installments of PKR 1,000.  The implicit interest rate is to 12-13% on the loan amount.  The HBFC will provide 70% of the funding, with Saiban providing the remaining share of housing finance.  





Heritage Homes in Lahore is a project of 2,500 housing units launched by a private developer, M/s Sehar Associates (Pvt) Ltd.  The scheme, under the concept of “sustainable neighborhood,” was marketed as respectable living at affordable prices.  The smallest unit of two bed apartments has been offered at PKR 690,000, built on the concept of the condominium.  The facilities include public places like parks, schools and small shopping area.  Prospective homeowners are mandated to live in the project for a minimum of 5 years.


Source: Presentation on “affordable housing for low-income groups” by Zaigham Mehmood Rizvi (ICCI conference 2007).








Utilities�
�
Water lines, Overhead reservoir�
�
Electricity line, Telephone Lines�
�
Sewerage lines, Sewerage pumping station.�
�






Transportation�
�
Transport available from 5am – 11pm.  �
�
Bus service every 10 minutes from the site.�
�
Pickup (Suzuki Van) owned by residents.�
�
Micro Bus�
�






Communication�
�
Telephone connection�
16�
�
Public Calling Office�
2�
�
Mini Cinema Hall�
1�
�
TV, Video�
0�
�






Social Functions�
�
Schools�
 5 (1 Government school, 1 College)�
�
Mosque (For Sunni)�
8�
�
Imambara (For Shi’a)�
1�
�
Play field�
1�
�
Post Office�
1�
�
Clinic�
1�
�
Marriage Hall�
1�
�
Family Planning Centre�
1�
�






Demographic Data�
�
Population of Khuda-Ki-Basti�
20,000 – 25,000 (1989 – 1990)�
�
Average family size�
7.24�
�
Average household income�
 Rs.  1,567�
�
Sunni Muslim�
85%�
�
Shi’a Muslim�
14%�
�






Linguistic Data�
�
Sindhi speaking�
15%�
�
Urdu & others�
85%�
�






Road Width�
�
Periphery road along sector�
 150 – 100 feet�
�
Man entry road around field�
 60 feet�
�
Road within blocks�
 30, 40 feet�
�
Service lane at the back of plot�
 12 feet�
�






Physical Data�
�
Total area of Gulshan-e-Shahbaz�
5,550 acres�
�
Total number of sectors�
52�
�
Total area of Khuda-ki-Basti�
147 acres, 3,000 plots.�
�
Sectors of Khuda-Ki-Basti�
E3 (part), E4, D5, D6�
�
Size of plot�
24’ x 30’ & 20’ x 36’ (80 sq.  yard)�
�









� 		JS research by Jahangir Siddiqui Global Capital Limited Pakistan (July 2009). 


�  	SBP Quarterly Performance Review of the Banking System March, 2009.


�     � HYPERLINK "http://www.unhabitat.org/pmss/getPage.asp?page=bookView&book=2562" �http://www.unhabitat.org/pmss/getPage.asp?page=bookView&book=2562�.


� 	Total stock should have been at 22.6 million (supply at 0.3 million) had there not been annual depletion at 1%.  


� 	This includes houses needed due to depletion of stock at 1%, population growth and housing needed to meet back-log in 17 years.  


� 	The figure also notes that this income segment is experiencing a housing shortage of 375,000 units (there is a bias in this calculation, as the housing shortage out of the total backlog is assumed proportionate to the share of population in each income bracket; more realistically, the housing shortage for this income bracket is negligible).


� 		Foreign Investment Advisory Services (FIAS) administrative barrier study.


� 	http://www.pakistan.gov.pk/divisions.


� 	http://abad.com.pk.


� 	Securities and Exchange Commission of Pakistan Internal & External Communications Unit July, 2008.


�  	SBP Housing Finance Review 2007 and SBP Housing Finance Review Dec 2008.


�  	These figures are presented net of NPLs, which accounts for the difference in total outstanding amounts as compared to Figure C4.


� 		This section is extracted from “Expanding Housing Finance System in Pakistan”, World Bank, June 2008.


� 	SBP Quarterly Review December 2008.


� 	Per party” means loan on single property that can have more then one owners.  However, income will be clubbed together only if the co-owners are relative by blood.  In essence “Party” can be a defined as a single applicant or group of family members having ownership stakes in the same property and also having authentic verifiable sources of incomes to be clubbed together, where required.


�  	Source: Speech by Kamran Shahzad, DG SBP, Karachi “Workshop on Housing Finance South Asia” 2009.


� 	Taking GDP at PKR 13,065Bn for the year 2007-2008 (or US $167.5Bn where US $ 1= PKR 78).


� 		Development Finance Quarterly Review, December 2008, SBP.


� 	The Challenges of Expanding Saiban: Scaling Affordable Housing for Low-Income Communities in Pakistan by Aun Rahman and Batool Hassan.


� 	http://www.akdn.org/default.asp.


� 	Country Report Housing Finance HBFC. 


�		Source:  Doing Business 2009 country profile Pakistan –World Bank.


� 	The rate is levied on historical value, not the market value of the property.  In the city of Karachi, the commercialization fee is levied by the City District Government  Karachi (CDGK) on per square foot basis and a proposal is in the offing to increase the rate of commercialization fee up-to three times so as to reflect the increase in prices of real estate during the last 3-4 years.


�	Recommendations for nationwide provision of housing finance –SBP.


�  	Balochistan generates the lowest revenues from stamps and registration fees, which are only PPKR 160.5 million (FY05–06) and PPKR 17 million, respectively.  For Sindh, stamps account for PPKR 3.81Bn (FY04–05), but sale of stamps yields only PPKR 1.94Bn; whereas, revenues from registration fees stand at PPKR 0.5Bn.  For NWFP, stamps and registration fees yield PPKR 240 million (FY04–05) and PPKR 40 million in revenues, respectively


�  	The second major source is land revenue.


�  	Patwaris are record-holders of lands in revenue offices.  Any land document including mutations and ‘fard’ (a part of revenue records) etc is initially prepared by a Patwari which is then verified and signed by Gardawar (supervisor of “patwari”) and finally is presented to sub registrar for final signature on the paper.


� 	While an oral gift of immovable property under Islamic law commands widespread juristic acceptance, the courts have often insisted on rigorous evidence of such gift having been made.  Yet another feature of the law that adds to uncertainty of ownership rights is the acceptance of the concept of benami (absentee) ownership.  This acceptance leads to the claim that the ostensible owner of a property is in fact not the real or beneficial owner.  Such a claim inevitably results in litigation with the so-called ‘real’ owner seeking to make void the transactions entered into with the ostensible owner.


� 	Mainly from a 2008 press release  - Securities and Exchange Commission of Pakistan-Internal & External Communications Unit


�  Sections 15(2) and 19(3) of the Financial Institutions (Recovery of Finances) Ordinance-2001.


� 	Another weakness of the law is that the tenant rights with respect to the landlord in default currently do not transfer to the creditor institution holding the mortgage over the leased property but rather require curt interpretation.  The law gives the Banking Court the power to terminate a bona fide lease on reasonable terms, which undermines the sanctity of a contractual engagement.


�  	Much of the information in this section is based on the SBP website.


�  	The Section 25(A) vests powers with SBP to call for credit information in such a manner as it may deem necessary and make such information available to any banking company.


�	SBP’s recent publication “Expanding Housing Finance System in Pakistan,” which combines the HAG Report and a joint study carried out by SBP and WB Group in 2007, is attached for reference.


� 	Amending the Transfer of Property Act and/or the Qanun-e-Shahadat Order, 1984.


� 	Amending the Transfer of Property Act, 1882.


� 	Lease agreements with a term of twelve months or more already are subject to this requirement (Section 17 of the Registration Act, 1908).


� 	Country Report  HBFC.


� 		Mortgage Liquidity Facility, Housing Finance Intl, Dec 2007 by Olivier, Walley, Simon.


�  	Cagamas Berhad is the National Mortgage Corporation in Malaysia.  Cagamas is the major issuer of asset-backed securities.


� 	Securitization requires a developed primary market, if only for cost efficiency considerations, trustworthy property collateralization, credit enhancement tools, specific prudential and accounting regulations, reliable historical information on credit and prepayment risks, and option pricing capabilities among investors.


� 	Presentation on “Affordable Housing for Low-Income groups” by Zaigham Mehmood Rizvi (ICCI Conference 2007).


� 	Website SBP.
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