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1. As part of the Shelter Resource Mobilization Programme (SRMP)
and under the IQC contract no. 391-0507-1-001780-00 with the
21st Century Consultancy & Managemer.. Services, USAID/PAK
issued work order dated February 11, 1991 assigning Dr. F.A.
Rabbani Economic 8Specialist to prepare s report evaluating
housing finance training needs in Pakistan and making
recommendations and proposals for the emphasis and direction
of such training.

Background:_

2, Dr. Rabbani participated in the international seminar on
"Ef fective Housing Finance" held in Bangkok, Thailund from
January 2-12 1991 organized by Fels Center of Government,
University of Pennsylvania, the Government Housing Bank of
Thailand (GHB) and USAID/RHUDO. The seminar was attended by
50 officials from India, Indonesia, Pakistan, Philippines and
Thailand. Wharton Professor Jack M. Guttentag and Mr. Marshall
Dennis of National Mortgage Institute (USA) were the 1lead
speakers. The case studles of Thailand and 1India were
presented by Mr. Sindhijai Tanphipat, Managing Director GHB
and Mr. Nasser Munjee, Chief Economist of Housing Development
FPinance Corporation (HDFC), Bombay, respectively.

3. Synopses of the topics covered in the seminar along with an
evaluation of relevance and applicablility of subject matter,
materials and training techniques to housing finance training
in Pakistan are at Annexure I. The last session of the Seminar
was devoted to seminar's contents, material and techniques in
the context of topics discussed; and the identification of
the topics that were considered most important and critical
from the point of view of each country and areas which require
urgent attention for designing and conducting training and
assistance.

4. The Pakistani participants considered the following five
toplcs discussed in the seminar as most important from their
point of view:

a)

b)
c)
d)
e)

Legal aspects of housing finance, titles, 1liens, and
foreclosures.

Institutional building blocs-role of an overview agency.
Loan processing, underwriting, servicing, foreclosure.
Low income targeting, and

Resource moblilization - financial and human.

5. The participants were highly appreciative of the contents and
materials of toplcs covered and the techniques used 1in



2

conducting the seminar and considered these as quite
effective. It had certainly advanced the understanding of the
institutional building blocks of the Housing Finance System
(HFS): their role and functions in developing primary and
secondary mortgage markets and their interaction with overall
financial sector, The seminar was not only instrumental in
updating their knowledge about effective operational and
management strategies in housing finance institutions but also
in 1identifying areas which need immediate attention for
education and training.

Dr. Rabbani during his stay in Bangkok discussed with key
faculty members of the seminar, RHUDO officlials, participants
from other countries generally and with participants from
Pakistan particularly both individually and in groups, the
areas of housing finance requiring training in Pakistan. List
of persons with whom subject was discussed is at Annexure II.

It was the unanimous view of the participants from Pakistan
and RHUDO officials with whom the subject was discussed that
as Pakistan has almost no experlience of operating a market
oriented housing finance system, there is significant and
urgent need to create an awareness among the policy makers in
the government and its agenclies, financiers and bankers,
business leaders of the country about the need of effective
housing finance system, how it functions on commercial lines
and contributes to economic and social growth. Simultaneously,
attention has to be focused on training of officials of
institutions which will start operating in this field and GOP
agencies who will oversee and requlate the system.

Major Training Issues of Policy Nature:
Myth of high risk:

Awareness/appreciation of HFS in the formal housing finance
sector is almost non-existent in Paklistan. Government owned
House Building Finance Corporation (HBFC) which undertakes
mortgage lending works as an arm of government and has no
market orlentation. In fact one of the main factor for non-
emergence of an effective housing financial system in Pakistan
has been the subsidized 1lending by HBFC: primitive
underwriting , processing and servicing procedures, and high
delinquency rate with almost no foreclosure of mortgages. The
commercial banks treat it as a high risk venture and accord
it very low priority and confine their home lending operations
to their own employees.

The above has resulted in a culture which is alilen to an
effective housing finance system. Housing Finance by the
Governnent agencies Is largely treated by borrowers as a
soclal welfare activity, whose loans need not be paid back.
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The government also did not treat it as a productive sector,
and hence no practical steps were taken to make housing
finance as an lIntegral part of the overall financial and
credit structure. As a result of studles undertaken by
international financial institutions for reforming and
restructuring the f£inancial system and the lead taken by USAID
to foster a market oriented housing finance system in Pakistan
during the last three years, there is a growing awareness
particularly in the government that essentlal steps have te
be taken to create an enabling environment for market based
housing finance system, and mobilization of domestic savings.

One important step taken by the Government is to issue a
notification on 24th December, 1990 laying down the regulatory
framework and establishing a supervising body which shall
oversee the working of the housing finance institutions -
Annexure III. The government has permitted floatation of a
private sector housing finance company sponsored by PICIC with
participation of foreign financial institutions and local
private sector. It has restricted release of funds to
government owned HBFC and have asked them to raise their funds
from the market and undertake administrative and financlial
restructuring.

Understanding of housing_ finance_ institutions and their
functions:

The roles and functions of agenclies and institutions which are
commonly referred to as institutional bullding blocks of
housing finance system have to be properly understood so that
an effective HFS is installed.

Functions - provide loan instruments according to needs
of borrowers.
- provide facilities of origination,

servicing, closure and savings.

- mobilize savings/funds from foreign aid
giving agencies/financial institutions and
local financial market, insurance and
provident funds.

- allocate credit between borrowers of
different affordibility and areas and
between residential and other sectors.

Institutions - Depository: such as specialized housing
finance lenders, commercial banks, savings
banks, credit and cooperative socleties,
savings and 1loan associations, 1leasing
companies.

- 1life insurance companies and pension
funds.
~ for secondary market: {) deposit insurers
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and mortgage
insurers for loss
and cash flows.
i1) mor tgage
companies and
brokers.

iii) conduits for
insurance backed
securities.

iv) investment
companies.

-~ Central institution
to act as 1) regulatory body.

ii) overview agency

1ii) lender to housing
f i nance
institutions.

It is recognized that in the development of housing finance
system in Pakistan all the above functions would have to be
provided by the mix of specialized and generalized housing
finance institutions. It is an interlinked complex of all the
institutions. These however, can be categorized into the
following:

~ central institution: an overview agency which has to ensure
that titles, liens are clear, foreclosures are speedy and
swift; ground rules are observed by all concerned and
obstacles removed in effective working os the HFS,

- housing finance 1lenders: mobilization of savings and
performing the function of origination, so that marketable
and serviceable mortgage documents are prepared, marketed
and serviced.

- insurance companies: playing the role as deposit insurer
and mortgage loss and cash flow insurers.

edle ulat (o]

The following essential features of regulatory system need
attention:

a) Legal aspects - clarity of title of land, liens, mortgage
deeds, tenancy laws particularly about fixation of rent and
eviction of tenants.

b) speed and certainty of foreclosure.

c) entry rules - minimum conditlions for entry, loan capital

" ratlo; liquidity and capital reserve requirements; tangible
core capital; disclosure and closure requirements. The
legal framework would also include licensing to private
housing companies, regulation of such companies, reviewing
the working and audit system, creation of public confidence
in such institutions, by ensuring adequate debt recovery
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mechanism, and mortgage lnsurance.

The requlatory framework has been notified by M/o Finance and
the 8tate Bank of Pakistan has been designated as an
overseeing agency. The private and public sector firms need
to have a dynamic interaction with the government and its
agencies who will regulate and supervise their operations.
This is the stage, when the existing regulatory framework and
charter of overseeing agency should be discussed, so that
improvements and modifications are made, and foundations laid
for development of both primary and secondary mortgage
markets.

Functions of an overview system:

The role of overview agency 1s basically promotional. In order
to be effective it should perform the following functions:

a) prepare a blue print, framework for housing finance and
lay down the objectives,

b) serve as a think tank; provide expertise and serve as
source of information/training,

c) design different types of savings schemes and mortgage
instruments according to needs, affordibility, priorities
of different sectors and sections of soclety with
different mark ups,

a) plan the development of secondary mortgage market through
- safety of deposits and cash flow payments by

involvement of Iinsurance companies,

- standardization of documents to develop mortgage
lending on national basis,,

- development of mortgage securities, bonds, acting as
conduit,

- encourage establishment of savings and loan
assoclations, banks, cooperatives, mortgage companies
along with paraphernalia of brokers, and

e) coordination/lobbying with GOP and forelgn financing
agencies on behalf of housing flnance institutions.

There is need for understanding, cooperation and dynamic
interaction between the Government agencies who will regulate,
oversee and facilitate the working of housing flinance system
viz Ministry of Law, Ministry of Housing and Works on the one
hand and housing finance institutions oa the other.

Development of secondary market:

The insurance companies will play a plvotal role in
establishing the secondary market in mortgages by insuring
loss and cash flows after the servicing of loan has become
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effective and delinquency rate reduced to a minimum.
Development of secondary market is not only necessary for
mobilization of savings but also to create an equilibrium in
demand for and supply of housing stock.

In the scenarlo of Pakistan's financial structure, and the
environmental pollution that exists, inhibiting growth of HFS,
the central agency requlating and supervising the functioning
of housing finance institutions, would play the key role in
establishing a primary market. Once the success of primary
market functioning is demonstrated, mainly through
mobilization of savings/funds; efficlient orligination and
servicing and delinquencies rate are reduced to minimum say
with 3% range as has happened in India and Thailand, insurance
covers for loss and cash flow would be forthcoming which shall
lay the foundation of secondary mortgage market.

Maldor Training Issues of Housing Finance Institutjons:

Effective housing finance system has to develop a market
oriented financial sector rather than just work as a means to
meet shelter goals. The emphasis has to be on i) mobilization
of savings 11) designing of mortgage instruments according to
needs and affordibility ii1i) technigues for 1low income
lending and iv) loan processing, underwriting, servicing and
closure.

Mobilization of savings:

The deposit base can be widened by encouraging new saving
hablits. Savings for residential investment have served as a
catalyst for the growth of the economy. In the U.S. families
allocate as much as half of their income to saving and poor
generally higher proportion than the rich. Home ke avi
schemes, community mortgage programmes, pon mortgage lending
programmes, jinvolvement of quarantor to improve affordibility;
using NGQs and cooperative gocjeties as Intermediary,
development of thrift socletjes, would make a tremendous
impact on encouraging savings hablits. The avallablility of
houses can be ensured throuvgh short term credit to builder.
It is the avallabllity of credit for immediate purchase,
construction, upgradation of existing shelter facility which
plays the key role 1In developing saving habits and
mobilization of resources for housing finance.

Designing of mortgage instruments:

Mortgages are linstruments of contract between mortgagor and
mortgagee. In developing countries, institutions which have
savings such as commercial banks, insurance companies,
provident fund holders do not invest in mortgages because of
high risks and legal restrictions Imposed by central bank. If
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the mortgages become marketable and liquid, the secondary
market can develop. This is possible if 1loss and cash
insurance backed mortgages wlith rellable servicing are
offered. This will necesslitate that

a) Mortgage instruments are desligned, adjusted, modifled in
accordance with the affordibility of different class of group
of mortgagors such as

1) upper and middle lncome

ii) 1low income; and below poverty line

1i1) salarled income

iv) self employed

v) professionals

vi) elderly people/ex servicemen/Ret. Govt. servants

b) The mortgage instruments have to take care not only of
anticipated inflation but also risk of changes in interest
rates. This means designing of variable Iinterest rate
mortgages.

In Pakistan, where primary market 1s being established,
consideration should be gliven to the benefits and
contributions of support system of mortgage market such as
mortgage insurance, insurance backed securitlies, bond market
and other 1liquidity enhancement mechanism. The priority
however, has to be for capability and capacity enhancement in
readiness for the home mortgage flnance requirements,

Low income targeting:

The group below 50% of the median income and above the poverty
line - Rs. 2000 to 6000 per month per household according to
some surveys may be categorized as low income group. This is
the largest group which has been paid little attention and
requires immedliate targeting by the HFS. In thelr case lending
instrvrments need adaptation somewhat on the following lines:

a) financlial institutlions charge all or bulk of thelr fixed
costs to loans advanced to middle and upper income groups
and only varlable costs charged to low income mortgages,

b) in the initial period only mark up Is charged,

c) to salarlied group if the employer guarantees,

d) non mortgage loans to enterprises iIf employer agrees or
to societies if soclety guarantees, and

e) non mortgage lending to individuals on the guarantee of
the group.

Loan procesgina/underwritina/servicing/.....
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This is heart of the lending process. Those who process well
are the most efficient lenders and have the lowest delinquency
rate. Underwriting mortgage 1loans 1involves reviewing a
collection of documents and through the art of observation and
deduction, making a decision regarding the grant of loan. The
maxim is that each application has to be examined on its merit
and techniques are learnt only by doing. Some of the critical
steps are:

a) Loan application has to be filled by the lender/processor
and signature of the loanee obtained after filling in the
application. This is the most important document. A check list
for processing the loan is prepared. Addlitional documents are
asked for; 1lender and borrower set a time table £for the
process.

b) Verification of the information in respect of borrower.

c) Determining ability and willingness to repay: here amount
and type of income of applicant, probability of that income
continuing, credit history, financial resources, assets and
value of collaterals, is crucial.

d) Examination, wverlfication of ¢title to property,/iand;
determinince market value of property.

Servicing or l1oan administration is one of the most critical
function as it may take only weeks to process the loan but
loan may have to be serviced for 15 to 30 years. Efficlent
servicing plays key role in the development of secondary
mortgage market. The functlons involved are:

a) Collection of principals and interest and other charges on
collateral such as taxes, insurance etc.

b) Calculation of pay offs; escrow analysis.

c) Delinquercy management and foreclosure.

d) Provision of annual statements.

Servicing is an area that can produce a lot of expense but
also generate considerable revenue as in U.S.; the most
important element being collection where speed of
communication is critical.

3 0 ina Re ng I'r :

In the light of above policy and operational issues faced in
Pakistan, following areas in the domain of housing finance
need education and training:

A. Role of housing - Housing as the lead sector in soclio-
economic development.



Housing Finance

Resource
Mobilization

Mortgage
instruments

Processing,
Underwriting,
Servicing of
Loans

Low income
targeting

Human Resource
Development

Housing Finance in the Region.

Effective Housing Finance Systems and
Functions.
Essential first steps
- Regulatory framework
- Overview Agency
- Legal aspects - Titles,
foreclosures, tenancy laws.

liens,

Home linked savings schemes.

Special savings schemes.

Community mortgage programmes and non
mortgage lending as instruments of
savlings.
Development of
covoperatives.
Role of NGOs in stimulating savings.
Development of secondary market in
mortgages.

Workable system of mortgage insurance.

thrift socleties,

General characteristics of mortgages.
Types of mortgages - Fixed rate payment
graduated payment, adjustable rate
linked to inflation and changes in
interest rate.

Mathematics of Housing Finance.

Determining ability and willingness to
pay

Determining affordibility

Underwriting

Delinguency management

Strategy

Determining affordibility
Designing mortgage and
instruments

Induction of NGOs, cooperatives

non mortgage

Job classification
Recruitment, discipline
Appraisal, career planning
Management practices
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~ Management development

- Training and information system

- Public relations and customer service
- Monitoring and evaluation of training

H. Case studies - success stories of India and Thailland

highlighting

~ role of regulatory, overview agencies
and central bank

- designing of saving and lending
instruments

- underwriting and servicing of mortgages

- low income targeting

- human resource development

The Target Group

The following groups should be targeted for education and
training immediately:

A.

Chief Executives of local and foreign commercial banks,
DFIs, emerging housing finance institutions, insurance,
leasing, Modaraba, Mutual Fund companies. Chamber of
Commerce and Industry, Stock Exchanges; Association of
Builders and Developers, individual business leaders,
top financiers and bankers of the country, senior policy
personnel of regulatory & supervisory institutions -
State Bank of Pakistan; senior public officials of the
Government in the M/o Finance, Planning, Housing;
Commerce, Law.

The gruup would need an extensive analysis of the
'Effective Housing Finance System' - the policy issues
facing the development of commercially viable market
oriented housing finance system in the context of soclo-
economic advancement of the country.

Senior and middle 1level managers of HBFC, emerging
housing finance institutions, commercial banks, State
Bank of Pakistan and tralners of training institutes of
financial institutions. An indepth analysis of the
institutional and managerial aspects of housing flnance,
its linkage and role in the overall financial framework
would be required. For this group innovative techniques
in product development and product launching in the
fields of lending and resource mobilization would be
explained. A dynamic interaction of housing finance
managers with public officials in charge of implementing
housing policies having a direct impact on housing
finance system, Is considered most opportune.

Middle and frontline professionals of emerging housing
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finance institutions, commercial banks, HBFC. A workshop
on 'credit evaluation and loan servicing needs' to be
organized for this group. This would be the first course
among the series of courses planned for human resource
training, once the housing finance institutions start
operations in Pakistan.

Qutline of Human Resources Training Plan:

A smart responsive organization is a shared wisdom and
perspective of a texturized competence that shapes the
behavior of individual practitioners. Scientific management
of human resources in a housing finance institution where the
HFS is being established or is in the initial stages of
development, would first call for

a) Definition of Premises/Objectives:
The objective of the organlization should be clearly
dufined. Specific objectives of different arms of the
organization should be lald down in the light of goals of
the organization. Specific objectives should be such as can
be appraised.

b) Vision of Management:
The culture of the organization and individual's behavior

depends on Management vision. Coordination and team
building ability commitment, initiative and effort,
competence, track knowledge, analytical ability,

entrepreneurial skills to drive ideas of the management
play a key role in making the organization dynamic and
vibrant.

Creation of an environment for change, timing for change
is critical. Their insistence on higher standards and
perfection makes the organization market leader.

c) Value System:
Which is geared to

i) needs of customers

i1) integrity of purpose is foremost; performance is
secondary

i1ii) commitment

iv) learning by doing - tolerance for accepting
mistakes, learning through errors

v) feedback - asking for feed back - internal from

staff and external from clients.

d) Business Oriented Recruitment Policy:
Recruitment should be purely on merit and according to
needs. The officlals should be:
1) result orlented,
ii) able to work easily with variety of people
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particularly with difficult clients,

iii) capable of taking challenges,

iv) willing to take risk and responsibility,

v) desirous to seeking better performance and creating
new opportunities,

vi) blessed with leadership quality,

vii) able to develop and push ideas,

vili)able to work under stress.

Incentive Policy:

The maln elements of incentive policy of a dynamic
organization and particularly a housing finance institution
are:

i) for junior executives - promote them when they
are able to shoulder
higher responsibilities

- reward them for accuracy
in underwriting, for
services when loans do
not go default and

promoting business
turnover
il) for middle management - incentives should |Dbe

provided when their
section exceeds the goals

iii) for senior management ~ incentives whendivision
contributes to the
culture of the
organization and exceeds
the goals

iv) for chief executives - incentives provided when
company exceeds the
goals, new opportunities
of business are created,
timely action taken to
meet the challenges and
enforcing changes.

Performance Appraisal:
The performance appralsal system should be open as it tends

to analysis of training needs. Self appraisal by
individuals and communication of appraisal by
countersigning offices to individuals is important for his
assimilation in the culture of the organization.

Txaining:

i) for junior frontline staff:
It is better to have young staff fresh from university
which is not conditioned to experience. They should
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be trained for six months in mortgage lending, credit
appraisal, determining willingness and ability to pay,
mortgage instruments suitability and affordibility.

i1i) for middle management level:
The staff would mainly be drawn from commercial banks
and should be real technical people responsible for
processing/supervising/data control. Short courses for
training at Institute of Bankers/Tralning institute
of State Bank of Pakistan should be designed and

conducted.

Housing Finance Training Plan

Seminars and Workshops during 1991

Following seminars and workshops should be arranged during

1991:

a) Semipar on

‘Housing __ Finance Management and

Managerial Effectiveness'

Inauguration
Date
Duration

Venue

Participation

Objective

Topics

Governor State Bank of Pakistan
July/August 1991
15 days

Islamabad/Murree; similar seminars
to be organized at Karachl, Lahore,
Faisalabad, Multan, Peshawar,
Quetta at a later stage.

Group B - paragraph 25

Enhancing the skill in product
launching in the flelds of lending
and resource mobilization.

Essentials of Effective Housing
Finance System.
Overview Agency
Legal Aspects -~ titles, 1llens,
foreclosures, eviction of
occupants; court procedures
Resource Mobilization
- speclial saving schemes
- development of secondary
market
- mortgage insurance
Mortgage Instruments
- Designing of fixed rate;
graduvated adjustable mortgages
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- Mathematics of HousingFlnance

- Processing,

underwriting

servicing of loans
- determining affordibility
- delinquency management
- Low income targeting
- Human Resource Development

- Case Studies

Jack M. Guttentag
Marshall Dennis
Kitti Patpongpibul
Nasser Munjee

Earl Kessler
Barbara Foster

Jon Wegge

Aneeq Khawar
Executive Director

Direccor Banking
Control Dept

Nessar Ahmad

F.A. Rabbani

Hafeez Pasha

Z.D. Farooqi

logy

- Lectures, case

and

USA
USA
Thalland
India
RHUDO Bangkok
RHUDO Bangkok
USAID/PAK Islamabad
City Bank Karachi
State
Bank of
Pakistan Karachi
State
Bank of
Pakistan Karachi
Managing
Director
Crescent
Bank Karachi
Twenty
First
Century Karachli
Director
Applied
School of
Economics
University

of Karachi
Consultant
and Assoc.

Training

Specialist

Twenty
First
Century

presentations,

individual and group studies and
exercises, group presentation and
instrumentatlon

analysis;
exercises,

interactive feedback.

role plays and video
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b) ! t Ev ation d Serv '

Inaugquration - Dy. Governor, State Bank of
Pakistan

Date - May/June; September/October;
December

Venue - At places where housing finance

institutions intend to start
operations during 1991-92.

Participation - Group C - paragraph 25
Objective - Understanding techniques of
effectivecredit appraisal and loan
recoverles.
Topics - Loan processing
- determiningabilityandwillingness
to repay
- underwriting and closing
- servicing ~delingqguency
management and
foreclosure
Faculty
- Satish Mehta - Chlief of operations
HDFC, Bombay
- Jamaree Saveta Chinda - Chief Personnel GHB,
Thailand

- Vice President, City Bank, Karachi
- Principal, Training Institute, State Bank
of Pakistan, Karachi
- Secretary, Institute of Bankers, Karachi
- Assoclate Training Specialist 21st Century
Consultancy & Management

Methodology - Lectures, case presentation,
individual and group studies and
exerclses, group presentation and
analyslis; instrumentation
exerclses, role plays and video
interaction feedback; one to one
exchange with faculty and among
participants.

A detailed design of the seminars and workshops would be
prepared once the proposal 1s approved.

reag o ce:

Symposia on the following five subjects may be organized to
develop an advanced understanding and apprecliation of the
following critical areas of housing finance by the firms which
will start of housing flinance operations and agencies of the
Federal; Provincial and local governments/agencies which will
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oversee, requlate and facllitate the operation of the emerging
housing finance system. These symposia may be organized in
1992.

a. Role of an overview agency

b. Loan processing, underwriting, servicing and foreclosure

c. Resource mobilization - financial and human

d. Low income targeting

e. Development of secondary market in mortgages - role of
insurance companies.

Lead speakers from Pakistan and abroad as indicated for
Seminar on ‘'Housing Finance Management and Managerlial
Effectiveness' - paragraph 27(b) and participants from Group
B- mentioned in paragraph 25 would be invited. In addition
to the participants of Group B senlor public officlals of
Provincial Governments, local bodies from departments of
Finance, Housing, Town Planning, Bullding Control, Rent
Control, should be invited. An interaction of these public
official and housing finance mangers would be ensured. Each
sympos ium would cover basically,

a) essential elements of the particular subject in effective
housing finance system.

b) How it works in advanced HFS say in US and how it operates
in developing countries particularly in the Asian region?

c¢) What is the mechanism available in Pakistan? and

d) What improvements, amendments should be made to make it
effective in Pakistan's environment?

A set of recommendations would be put up at the end of each
symposium., Designs of these symposia would be prepared in mid
1991.

Inservice training in foreign institutes

The year 1991 should hopefully see start of market oriented
housing finance operations in Pakistan. A few new institutions
are planned to be set up and some of the existing institutions
would start these operations. Baslically officials forming
Group B - paragraph 25 would need inservice training of two
weeks to four weeks in the concerned institutes and agenciles
of United States, 1India and Thailand. The officlals
constituting Group A - paragraph 25 should be considered for
short term exposure in the relevant institutes of these
countries.

The details of these programmes would be worked out in
consultation with Overview Agency.
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i housin finance and linclusjion of
courses in curriculum of Institute of Bankers/Training

Ingtitutes.

gtate Bank of Pakistan, commercial banks, DFI's have their
specialized training institutes for frontline staff and middle
level managers. In addition Institute of Bankers, conducts
courses leading to diploma in banking, which is considered as
an essential qualification for promotion. Directors/Principals
of these institutes would initially upgrade their
understanding of HFS by attending seminar on 'Housing Finance
Management and Managerial Effectiveness' proposed in paragraph
27(b) and attending Symposia proposed in paragraph 28. In
addition some of these trainers would gain an advanced
understanding through short visits and during inservice
training at foreign institutes as proposed in paragraph 30.
It is understood that HDFC Bombay is organizing a training
programme for tralners during 1991. A few tralners from
Pakistan selected by the Overview Agency should attend this
programme. The desirability of organizing a separate programme
for Pakistanl trainers in Pakistan would be examined in the
light of the above programmes.

Inclusion of courses on housing finance in the curriculum

Courses on housing finance particularly the areas jdentified
in paragraph 24 above, should be included in diploma courses
conducted by Institute of Bankers and training institutes of
State Bank of Pakistan, commercial banks and DFI's. Efforts
would also be made to include the subjects on Housing Finance
in the courses of business administration conducted by
specialized institutes of business administration of Pakistan.
In this connection, the Overview Agency would finalize the
strategy with the assistance of Twenty First Century
Consultancy and Management Services, 1f considered necessary.

Promotional Campalan

It is considered essential that a promotional campaign to
create an enabling environment for the start of market
oriented housing finance operations is prepared and launched
in advance of or at the most concurrently with the Training
Plan. This would enhance the effectiveness of the two
programs, assist in better understanding of the HFS and
highlight the need and urgency of establishing the system and
management of human resources on scientific 1lines. The
promotional plan should have the following basic components:



A)

34.

18
' v o) System':

As demonstrated while discussing major tralning issues of
policy nature in the field of housing finance in Pakistan in
paragraphs 8 and 9 above, the key issue is the myth that
housing finance is a high risk venture and not commercially
viable unless subsidized by the government. It is felt that
a seminar on effective housing finance system should herald
the promotional campaign, followed by workshops on the same
subjects at regional levels in leading business centers/cities
of Pakistan. An outline of the seminar to be held at national
level is given below:

Inauguration - Prime Minister of Pakistan/Finance
Minister

Date - Third week of April 1991.

Duration - Three/four days

Venue - Karachi/Islamabad

Participation - Group A - paragraph 25

Objective - To expose the myth that housing finance
is a high risk venture

Topics - Housing as a lead sector

- Housing Finance System - {institutional

building blocks

- resource Mobillization

- Low income targeting

- Success storlies of GHB Thailand and HDFC
Bombay.

Faculty - Marshall W. Deniss of REMOC Assoclates

- Sindhijai Thanphiphat M.D. GHB Thailand

- Earl Kessler - RHUDO, Bangkok

- Michael Lee - RHUDO, Bangkok

- Deepak Satwalekar - HDFC, Bombay
or Naseer Munjee - HDFC, Bombay

- Qazi Alimullah - Economic Consultant M/o
Finance, GOP

- Aftab Ahmad Khan - Former Secretary M/o
Finance

- F.A. Rabbani - Former Chairman HBFC and
M.D. Twenty First Century Consultancy

Methodology - Lectures, Presentations, Case studies with
video interactive feedback, one to one
exchange with Faculty and among
participants.
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B) Communication/audio-visual promotional _plan:

35. The

following action program in the field of

communication/audio-visual needs immediate consideration:

a)

b)

c)

d)

e)

£)

Collect literature on the policy environment and the
success stories of HOusing Bank of Thailand; Housing
Development Finance Corporation India; Shelter programs
of S8ril Lanka and the Philippines; building soclieties of
U.K.; and Savings and Loan Associations, mortgage banks,
primary and secondary mortgage markets of U.S.A.

Prepare policy paper on the extent and magnitude o¢
shelter problems in Pakistan, prevalling policy
environment, changes envisaged in the legal framework,
rules and regulations recently announced for regulating
and supervising the operations of housing finance
companies; incentive package considered necessary for
emerging housing finance institutions,

Prepare materials to serve as background material on
areas of housing finance detalled in paragraph 24 above
for writing of articles, brochures, by 1leading
economists, economic journalists, financiers, bankers,
builders and architects, social scientists, community
developers etc.

Compile an annotated list/directory of potential private
sector support group of investors and arrange workshops
on HFS and SRO governing the establishment and operation
of housing finance institutions in all major cities of
Pakistan.

Create a favorable climate for market based housing
finance system by:

1) publication of material prepared as per (iii)
above in leading local dailies and journals and
dispatch them to the support groups as
discussed in (iv) above.

i1) prepare films &and other audio-visual aid
material based on (iii) above

iii) arrange group discussion of opinion builders
on Radio and TV.

Evaluate the result of publication, publicity, seminar
and design nation wide extension program to promote
market based housing finance system and institutions.

36. Recommended Strateqgy:

a) A Housing Finance Consultant may be appointed immediately

in the State Bank of Pakistan who should



b)

c)

d)

e)

£)

g)

h)

i)

20

1) lialse with both the 1licensing authority and
monitoring/overview agency envisaged in SRO-
1356(I)/90, and

ii1) assist these agencies in formulating policies in
accordance with the principles discussed 1in
paragraphs 11 and 13 of the Report.

Promotional campaign should precede the 1launching of
Training Plan.

A seminar on 'Effective Housing Finance System' at national
level should be held by end of April 1991 to expose the
'myth of high risk' and generate interest in the setting
up of housing finance institutions - paragraph 34 of the
Report.

Housing Finance Consultant of State Bank of Pakistan should
ensure finalization of the actions to be taken under the
SRO by licensing authority and overview agency by end of
April 1991.

Literature should be prepared and publicized explaining the
licensing procedure, supervisory and regulatory functions
of the monitoring/overview agency.

Workehops should be held at reglonal level in all major
business centers/cities of Pakistan explalining the HFS and
SRO - reference paragraph 34 of the Report.

Communication/audio-visual promotional plan should be
launched simultaneously as discussed in paragraph 35 of the
Report.

Annotated 1list/directory of potential private sector
support group of investors should ba finalized.

Housing Finance Consultant of State Bank of Pakistan should
determine training needs of emerging housing finance
institutions and finalize Training Plan detailed 1in
paragraphs 27-33 of the Report.
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ANNEXURE "I"
Synopses of Topics covered in the Seminar
on__'Effective Housing Finance’

An international semina on  Uiiective  Housing Finance was
held  at Ranghol from January o, o9, Lo January 12, 1991
organised by Fels  Centre ot Govermment, Unuvirkrsity  of
Fenmvy lvantag The  Goverraenl Housinog Hand of That land and
Reqional Mousimg and Urban Development Difice of USHLD. It
was  attended by Do odfiliciale from 1ndia, Indonesya, Mepal,
Fakistan. Mhuhippines and hacland. Thie main  speakers  of
seminar goere JACK M. Gulttenlag, Frotoesor o1 Finanic, Wharton
Sochool,  Unavaersiiy of Meonsylvanio, Macrshall W, Doncis of
RENOC rvesocaraten, The cave studies of Ihed land and India were

resen tod Fry Sadhoia Tanphitpheal, g ung Luorec hor
Government  Housing Lol thas land, ared My Hacoer Fun)ee,
Chiet BEcononist  of  Howse  woevelopeent Puonance  Corporation

(HIDFC) Fomboy  roopoctoeed o The Semanar was dosrgned o0 Efad
palrticipants conld

&) dovelop o moces advanced wndersLeandsng of nstaitutions
bhat  comprice o houwsing Tinance svstze and Lncrease
theitr oppreciaboan of altervataive ways ol deliverang
Poles gt irance,

B) vpdate thear brnowledge about eifective operational  and
manaigement sty obicgres e hows g tinance wnsbitutions,

c) interact Wit Lhear ol boagues, =harang  cratical
OHPEr LI i S e upeyatuig houzmiog finance wnskhituations
with special cophiasas on resow ce mobrlisataon and
MmO Lgaqe Loan anstrwnn e ane

d) wurraiend Pheansebve s to e dynamic tnletraction  of
Nows by fanance onstitations with bhe overal tinancial
e lon and see the el adtienshep between the policy

Lesters cavd @i fonct pvie tostitubional per formance.

Topics covered:
Thiz mecan Lopoes dasrvseed in Lhe S@inthar wer e

(X3S Howsing and Lhee: cooenun,. and Lousng finance i the
(Y RN TI

Hovedng barance ays teme and Tone biorns.

Legal  aspectoe ot honc o T inanco, Litles, lieny and
torcelosar oo and rolte of o over J1ew agency .

4. Flezson oo mobi b vsabion,
Dl Loan procovcingsundoruriling; servicang/toreclosureas.,
I &)
1
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Mortgage loan instruments.

Low income targeling.

Case studies, housing finnace in India, VYhailand.
Management of human resources, training needs.

Housing and the Economy:

Shellter is & basic human necd  and  efiective housing
finance syvslblem 1e the praimary insbtrument in mobilising
savings Lo meet thie need. Fanilics allocate aboul
halft of their loncone to bowsong and poor generally a
highor proportion than the raich. (Mayo., Slephen &
others shelter  wtrategies  for  urban poor  1n
dovelopang couwntr ies - Wor ld Banlb Rescarch  Obuer ver,
July 19234). Construction of new housrs hias tormed HS0%
of private investaooent an the UYS  over  Lhe pasl 10
YER 5. Houswng reprecents 1% ko D0o%n of GDF and
providoe &% of emplymenl an L3,

’e

The trocome: mud Bl 1 for houwsting  wnivestment. o a
numbier i counbries  ancluding  Faklsban has  Leon

2slimated to be aboul Lwo. ikatsura; Haorold - Loconomic
effectls of  housdng dinvestoent- Urtian Tnetitute 1984) .
In US howesoee, Lhe vpple et foct | a1 bhecause  of

sophisticatod  cecondary marbet. prownd Lo of total
creditl ol caprtal o mackots de drawn by the  housing
se bor e U Eftcetlive houstng tinsnce system does
not esist 1n L Awilan Heglon., Primaity o tgage
merie - Becve: bhieen successiul ly eslablished an India
arnd  Thailandd, ey care ey vastablished 1 the

Fhi bappanee-e o S Lanibiag, while 3 Falistan,
esnonbtial (rirwtb o slheps are beung Laben Lo establish Lhe

systen.

Housann Fimance Sy len:
Houerneg  as basically  a  pravete sector activity and
most oof Lt L0 Ll sl pragian 15 undertakaen by

pravecte 1ndorme) cootor. tveryoune saves but tew save
wial L. Whe:rr tnaniad inlermediation bs low, savings
cainicd e pat Lo thelr most produc tave use. For the
design g Laprlewentation ol an efifective  formal
s g Frovance sy stom, following  bey  ascues need
considerat Lon, S Ll G Lrang ] sustalnable

finaenc rad tnstatutrone arme establached:

a) Fa o deceloping counbey woanls of dpecrslised
anetututicns  and aencralreed  systom as n
Phaod Pand wendd e pretorable, Ihe poestrtabions
Lhal cowprace {he houwsaing flnance wyslom  are
cpec Lol s s litaltans rfeat ing in
oryginabing, wervicing and closing ol nortaages
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both in public and private sectors, governmont
banks, pravate savin and loan  associatiaons,
savings banls, insuwrance companies, comnercial
banks, credil unions.

) There shouwdd b oa "level playing freld" for «all
parbticipants. B oregnlatory Froamowork i
coserrlial Lo lay down waiiorm ground rales  for
all. There w13 alsc need bto have an overview
sy sten, o lhat performancoe ds montored,
observation of growd rulos s supervised in
suclt oway that oL encouwrages new ecntrants and
facilitates bthe operablion of vhose in Lhe tield
ralbher Lhan slrangulale thear working-long term
suppart tor o wnstrtutional development should be
thoe goot.

c) Steps should be  tekon Lo develop  sccondary
marktets  alongwith bhe primary marbkol ta make
the oyotem suslainabile. 1o develop  saecondary
margago markets,  goeernmetn bached wnswrance
COMmMpanlcs can play pavotal role by guarantecing
depos Lty and  ash Tlows s0 0 thal mar bgage
Comypali1es, ard brokera, and anvestment
compantes start playing therr colo.

d) FResour e meha b reatoon JEN urider talkan
competotively rrom thie geneiral public. frrices

reiloct veal costel lhirs means that
1l and soacial goals zhould remain
ceperate b beact an Lhe short ward mediun teva.

e) Erfrcaent ways af chancolling goeszmnment suhsidy
Lo Tow ancome grongp hiese Lo be clearly devised.
Mortgage: st L b desiyned Lo ancreasae

affordibiniaty ot this groap.,

1) Oin caftecbive  sysbom [T wnderwirr tung and
soervieing ol Jouans haove to e desagned so Lhatl
doetandts o e mitrrmal and necd tor forcclosures

ariae oy o enbreae Canes.

The  funct ioor o Ehe seabem vonda thie e Lo wmobilise
SUAVINGS . peov e lears ans by umer b aadd Borvicing
fac il by darl ol bacato credat wo ad b Fairty under the
mer el e Teeaaa o, P U ted Stateo, t s aovernment
throagh the g tgmge aad depos b insurance, provided

the =timalus to the economy in World War 11 period and
now housing sector accounts tor A4 ot total credit of
capttal markots.  SEL provide S0 to 404 ot total loans
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and commercial banks 10 Lo 19%. As a result, housing
finance sectar contributes 135 to 207 of GNP and 6% of
employment.

Requltory framework/Leqal aspects:

The essential elements are:

a) clear title tou land/property.

) spaod and certainty of closure: leoan processing
should be completed  within shortest possible
time and applicant informed.

c) .entry rules - mimimuwn conditions for
entrry, loan capital ratio,
and managemen t

d) portfolio
restriction - produc ts that can be
financed,
e) ligquidity
requirement - capital / reserve
reguirement,
f) disclosure
reguirement - true condition of the
value of core capikal ig
critical, and
q) foreclosure - spead ard and certainty is
important n arguiring
bitle anel ovicbion  of
oooupar b, Foreclosure
time  shoddd not exceed 2
te 6 wonbhe from the date
0r filing  the case  in
court . [esues  of facts

should not b appealable

@i Uk,

Overview system/agency:

At the start it should be o gqovernment  agencyscentral
bank/specialised  bank as in India which could doevelop
on somer such lines as bhe  Foderal Houose  loan  Banl

Gystem of UsA. this ageney would rraitase funds thirough
capital merbel and provide credit supporbt Lo howsing
finance 1octitubtions  when  required. Lt should be
basically o promotional agency. Some o the main

functirons are
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a) prepare & blue print/frame work for housing
finance~laying down the objiectives,

b) serve as a thinle tanki; provide eupertas and
serve as source of ilntormationstratning,

c) design  dafioerent type o7 mortgage inctruments
wih varying marl. ups according [} needs,
priorities of different sectors and cections of
fthe society,

-

d) plan the development ol secondary mortaage
market Lhrough:
safely of deposits ~ Government  backed deposit
Lnsurance shcoeme

-oinsurance ot cash Tlow
payment.

- standardisation of
documents for wunderwriting
to dewvelop e tional

morbtgage Llending
= encouragenent of mortgage,

sl bios, bonds Socan
act ae condui b by
puirchasing nor toages,
Ccreqaling  securilies and

solling them.
soencouratieament ot GAaV LI
ard nvestment banks

"
COMPENTET aswoclations
arnd mo~ b ege COMpAan Les

alongith pearaphernalaia of
Lirok e

e) coordination/lobbying with Uthe  Government and
foreign rinancing agencies on behatlf of housing
Tirmance inslatuetions.

Resource mobilisation:

Fhie pramary obipective of “Liffective  Housang France
Syetem” 1o Lto develop  a market oriented financial
cotbor rathes than s o means to meet  shel Coer goals.
The deposil  boaoo has to L wrdened and new saving
FReabv s cncouraged., Savinge for recidentiatl o anvestment

Care SEe s eagans olf o grovnths families allocate as
mrets xe bbb o1 bharar tncome o housang, the  poor
general Ly g e opor oo than the rich according to
a nvmbier of World hank stoadies on bousing demand. In

thr:  absence of sound howsing finamie sysbtem, Bavings

5
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find their way in conspicuous consumplion, festivities

and " lusury’ durables. The main disincentive to save
by the low income group and poor 15 The non-
avalilability of credit for 1mmediate  purchase,
construction, upgradaing of shelter facilities. The

way oubt 1s marketing oi home linkcocd savings schemes;
development of community mortgage programmes as in the

*hilippines; short terin loans  to builders;g non
mortaage lending proorames as 15 done by Gremin  Hank,
Bangladesh; invalvement of guarantor:z  to i1mprove
affordibilily 1s done by HDFOC,  Dombay;  using NGOs
anc} couperative soclieties ass intermnediaries;
development of  thraft socaeties as in Gra Lanka.
Insuwrance of deposite plays i omaior  role  1n

Encowr&0Ing sSaving in in socieli wheore unscrupulous
thrift socrebties have shaken the contfidence of public.

Loan_Processing/Underwiting/Servicing/Closuvre:

Yhis 13 the heart of the lending process. Those who
process wel!l are the oot efticient lenders and have
the smal lest delinguency rale. Underwr-riting nortgage

loans involves reviewing a collection of documents and
through the art of observaltion and deduction making a
droision rogarding the grant of loan. The  maxim 18
that each application has to be examined on Lts merit
and tectinigques are learnt by doing. The tey factors

‘

ares

a) preparatation of loam  applicationsg loan
application has to be 7Jilled by the lender/
processor and signature of the loance obtained
after Tillinn in the application. lhis is the
most  impen-tant  document. ficheck  list  for
processing the loan is  prepared. Additional
documents are asked tor and borrvower is given a
time tabtile for bthis purpose,

bh) verification of the information in rospect of
bhorirowers, co-borrowers/guarantor,

c) determination  of ability and willingness to
repay; here amount and type of the  income  of
applicant, probaba Laty of that income
continuing, credit history, financial
resources/assets and value of collaterals would
facilitate in reachang an informed decision,

d) examination and verification of title to
propeirty/ Lariel assesament of value of
properviy/ collateral, 1bs condition and
markotability is important,
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e) determination of best mortgage instrument/
product for the applicant in the light of his
affordibility, and

f) servicing - efficient servicing is one of the
most critical function as it may take only
weel's to process the loan but loan may have to
be serviced for 15 Lo 30 vears. Here, the
functions i1nvolved are:

- ctollection of principal and intorest and
othar charges on  collatteral such as
Laxes, 1nsuwrance elco.

- caleulation ot pay ofre; escrow analysis

- delinquency management and forcolosure

- provigion of annual statements
Efficient SEEVIC NG plays & major role in  the
developnent of secondary mor Lgage martot. 1t is  an
area  thal can produce a Jot of exponse but aleo can
generale considerable revenue as in .S, I'he most

importanl element is  collection. where  spocd  of
communication 1s <eartical.  Mormally first nico letter
should  be  sent eilher 1amcdiately atter thoe due date
of payment or withtin 15 dave. 'he second letter
should Db sont after 20 daye tndicating the risk and
the third lettor after o0 davs Juving notice  that if
no cuntac ! 15 made  within 14 days mortoage will be
handed over fTor foreclosre. U casies where payment is
overduo for S0 dave, matter should be reported to
cradilt buroeausguarantor,

Low Income Targeting:

The group below H0% o7 asedian  income and  above  Lhe
poverty  line consititutes the low income group. The
group below poverty  jine does not have sufiicient
income  even to meet nutritional needs. ficcarding to
some studies an India and  Pabetan,  the  urban Qroup
below  poverty  like wouwld Lo having an 1ncome of loss
than R, 2000/~ o per household and  would nenrd
subsidised  lending. the low tncome growe,  hawever,
has to boe targeted commercial by with varyino moritgage
instrumente, Lost  of servicing  the loans to this
aroup  aree high as Toan amount depending on
afTordibility 1s liw. ey volume afr business is high
and Lhe advantage of high turn over can be onploitoed
if servicing  is made  ofticirent  and ertoctive. A
number of studies have shown that poor households have
greater  willingness Lo pay and delingquences are leas,

7
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It would be necessary to undertake community based
operation through MNGUs, cooperatives and formabtion of
group to meet the challenge ot providing shelter to
this group. Spoecial mortgage  instruments shall be
neerded  to meet  the requirements of  this qroup.
Follawing action programme needs consideration:

a) finarncial inslitutiony charge their fised costs
to loans advanced to middle and uppei incame

group  and  onlv variable costs charged to low
income aruop mortgages,

b) in the initial pericd, only irterest he charged
and  say «flter one ta three vears principal is
deduc ted,

c) morltgages he adapted to needs of various  low
income  groups  as is o done by Gujrat  Rural
Housing Corporation 1 India and under
Commun ity Mortgaage Frogrammes in the

Fhilippincs,

d) non mortgage loans advanced to onterprases  for
hous Lng their nnplovees if the emnplover
guarantens or to societies 1f socicty

guarantees,

e) non  morluage loans advanced to enterpraiscs for
housinag their  emplovees 1f the amplovyer
auaranteeys or la members of societiee  if

socrety quarantees, and

) hon mortgage lending on the  guaranter of  the
group libe Gremin Wank of Bangladesh.

To  mecet the needs  of  those who are below
poveriy line, quvernemnt should  consider
outrioht grants proterably in Vind on tho basis
of incremental development. The rarsonal touch,
arth - twuwan approach wondd work wonders in this
sector.

Mortgage Instruments and Development
of Secondary Market:

Mor taages cre anstruments ot contract. In  developing
countries, tnstitutions  suwh as  commercial banks,
provident fTunds, insurance trusts/companinc which have
savings, do not invest in mortgayges because of

2]
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a)

D)

high risks and uncertainy involvedin  time
consuming process of foreclosure and evicting
and

legal restrictions imposed by the contral bant.
Government agency can  offor martgage backed
securivics to these unwilling investors iy they
become members as is done in the United States
by Federal Home Loans Banking fssociation.
This necossikatens reliable gervicing, loss and

cash  incwrance  and uniform documentation. A
secondary martgage marbet 13 dovaelopaed
simeitancously  with primary marketl ond pool of
fundes 18  avallable  if inviogtor could be

protected. The mortgagers can be made marketable
and liquid it they can he saold wikhout loss of

value. Fhrs i twrn is possible with mortogage
baclk ed sRCUrLtLes Raving tsurance of  cash
flows., Savings  aet  a  boost i morrtaageoe
instrunents  attractive  Toy houscholds are

designed and marketod.

Im  US, mortgage  sccurities lille pass through
securities of mortgage poonl, istring/
guarantecing pavment of principal and interest
and mortgage bonds incsued againet  collateral

of nortagages have plaved g significant role in
development  of  cocondary markot. Standard
martgagos  weiro dnlroduced daring depression of
1930.,, Flortqages are long tofm upto 20 vears
anid fully  anortiscd, proforably ot equal
mothily dnctalmente and with single Fied rate,
with  burlt wn provision for inflation. Tha

equatlion of intorect rate on mortgage is 1 =
(LFr) v Llip) 1 where

1 ie intorest rate oun mortage
¢ls prevatling Lhnterest rate
pooexpected anfloation rate

Mortgage 1nstiuncnts have to take care pot oniy
of antscipaled anflation but alsog ot risks ot
changes 1 interest ales, and honee variable

intereost rate amortgagos may tac designed.
Anather  olemont - capital appreociation which
may  be absorbod by Jseuing appreclation
mor tgages/certificates. fn U9 out of eviary
fow"  loane  criginated, three  arce =zold  in

secondat /s market; oubt of tle
their way in mortgage bactod

22 threc, two find
‘curity market.
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The mortgage instruments have to be designed
for different groups of people such as:

&) below median income

b) salariod

c) elderly peoples

d) professtonal

e) zelf employed

) o3 servicemen/veterans/retired

governmnent servants

The developing countries which are in the process of
setting up a primary market, should e;amine very
carefully the bonetits and contribution of support
systems of secondary norrbgage market such as mortgage
insurance, insurance backed securiliice, bond marlket
and  ather liguidi bty enchancemnent mechanisn.  Step by
step approach may tbe followed. The priority should be
tor  capability  and capacity onhancement in readiness
for the home mortgage finance requircemento.

HOUSING FINANCE IN THAILAND AND INDIA

overnment Housing Bank of Thatland (R was
ectat) ishod n L1207 andor the Finlistry of Financoe.
Since 19734, GHIE competes with abthor savings

mstitations  1n resource mobilication  trom general
pubklic through attracktive roturns to deposits and by
offering mnnovative soeving s truments., 1t thas
demonstraltad tlrat home loans are commercially  viable
Wi the resudt that bl mator financial instatukions
porticulary commercial banks have entered the  housing
froance mabet saince 1987, In 1990, commercial bantos
accoun bed for 04 or loans to houwsing  seetor  as
aaainst 17% of GHE. Mortgoage loans concitutod 7.18% of
loans 1 the formal scctor e L9397 as  against
e 19t .

I'hee pertormance  of  GHE has beon romarbatbloe. GHE
continues Lo work ag marbet leader.  As of Sept. 1920,
there  were 8,000 bhorrowors: total loans were $ 1.0
billron: total assets % 1.4 brllion with doposits of ¢
6% million. It was offerairng interest ratoeo ot 11.05%
to L3.5% while lending alt adjiustable rates trom  1.3.8%
ton 15 Met protit was 87 twice the level of average of
19284 and e, The shums which constitued 4% dwelling
in 19740 were holved by 1968, Deposite now constitute
37 of tokal  GHEB O Tunds as & result o of marketing
attractive depotal instruments. Avairlability of home
loans 1s now takon tor grandtod  and consumers  have
started chopping for thoe best deasle rather than accept
what i1s ntferaed.

10
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The central bank of lhailand played a key role in
encouraging commercial banks to participate in
mortgage lending.

a) It granted capital adeguacy concescion to house
mortgage credibts; only 30%4 of home mortgages of
$ 1EO00 and less are reqgarded as risl: assets,
which must be covered by a capital adgeguacy
ratic of 8% and

b) allowed home mortgage: interest CHPENSeS,
deductible frrom 1ncone tood.

In India annual gros:s capilal foreation in housing was
about Ks.2Z10  billion an 12300s compared  with 1100
hillion an 1990, the commulative contribution af
formal institutional flows tor housing finance at the
beginning o f L2980 s was almost e 100 ballion mainly
from the publie Sec tor finanmaal thstitutions  and
camnercial banks. Howe ing Development Finance
Corporatuon (HOL) which wes established tn 1976 as a
priveate soctor enlatby, contrabutoed only  Heol0,50
billion during the first fuive yoars of 1ts existence.
Orce: HOFY. demonntrated  that housing finance 1=
affordable, rocoverable and profitable.  publis policy
intor oot Tullowed  and funds  vtarted flowing in the
seckbar., In L9990, Tlow of nat credit by way of housing
Tinance  ancroeased te nearly Re.20o ballaon on an
annual basus speclalised houwsiting finance wnstitutions
contributing @O ot the trotal.

HDi Jomanatog the camponent  atkributable  to
speclabiced honcanag rananco aneltitutions. HDIFC has
e i tramen tald 1 wdening the wnstirtutional base
tor houcang finance. lhe basic philosophy of  HDEC

management 1s Mlewrning by dolngt . Loan approvals and

dishurcals an the vear ending March 1990 increased by

SO and ddW raespechively over te previous year - JU
of Juanz wer o Tor dndivicoeal home  owenecrehiip. The
drvadend L7290 was 204 amn agalst ld.o/ percent

charanag the precvedang year.  HIYC hac antornational tsed
its  tramnina  operaekiaons Chrough Contre for Housing
Finance i L onavla. Intensive training work\shops are
conduae bed o Lty own stadbf, ather 1onsltitubrions and
Tor lraaners of treaning colledes of commereral bonk
Phe  Sovernment bas seb ap a Metional Honsing Bank in

1780 Lo functron as an apes bank . 11 works  as an

OVEFrSeeing  agency  ad 1s responsible for developing a

healthy self  sustaining  housing finance asystem,
L1
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integrating it with general financial system, and
mobilising savings specifically linked to housing.

Management of Human Resources and Training Needs:

A smart responsive nrganisation 1 o shared wisdom and
perspective of a tedltuwrised competance that shapes the
behaviaur of andividuael practitioners. Sorentific
managencnt  of  human  rosowrces 1n o hioutang tinance
institution where the HFS 16 bring cobablished or  1s
in the initial stages of development, would call tor

a) definition of premscc/obiectives:
The objectives ot thee organisatain should be
clearly defined. Specific obliectivos of
different  arms  of the organisation should be
laid down 1n the light of goale of the
orgamisation. specitfic obirectives should be

such as can be appralsed.

b) Vision of  Manaogements e cuttwre of the
organisation and ndividuale ' s bhehaviour
depends on Managoment’' s vision. Coardinatin
and teeaim building ability, commi tment,
inltiative and effort, competence, track
knowliedge,  analyhticoal ability, enterproneurial
skille to drive 1doas of the management play &
tey role in making the oroganisation dynamic and
vibtrant. Creation of an enviroment Tor change,
timing, Tor change 15 aratical. Thoir

i tence on higher standards and  por fection.
mak the organteation marlbet leader.
c) Value sysiem, which 18 qgeared to
i) neecds of customers
131) integrity  of pwrpose 1s foremost; performance
15 secondary.
111) comma tlment
iv) learning by doing -~ tolurance  tor  accepting
mistakos, learning through errars.

v) feed  bac asking for teed back-internal from
staff and external from clicents.

d) Huy Lariented Recruitment Folicy:
Recruwttment should  be purcly  on merit  and
according to neede. The officale should be

i) resul bt arientod,

11)  able Lo work easilv with variety of
people particolary w1 th difticult
clionts,

iii) vcapable of taking challenges,

12
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iv) willing to take risk and reponsibility,
V) desirous to seeling better parformance
and creating new opportunities,
vi) hlessed with leaderaship quality,
vii) alile to develop and push ideas,
viil) able to work under stress.

e) Training:
1) For aunior frontline staff:
1t ie bettor o have  youno  staff  fresh from
Universalby whiich 15 ot conditioned with
QMPETIENUE . ey =zhould be trained for sis
months  1n mor tgage loending,  credait appraisal,
dotermining willingness  and  ability  to pay.,
Mo UG eyl inolrlieent i tabil by anri
afforcdibility.
11)  For middle management level:
The staft would meanty b drawn trom commercial
bant s and should  be roal technical  people
recpocible tor processing/esupervising data
control. Short cowrses for training ob braining
sty tute:s of cerrvral banle commeracal banks
should be dosigned and condue bed,
f. mbive pelicy
wain wlements of ncentave policy of a
dynamic organisation ant particularly an
cemerging housang finance institution are:
1) tar uniaor  esocutives -
promote thoem whon they are able
Lo shouldoer higher
recsponsibilities.
-~ reward them forr accuracy 1n
o underwriting of mortoages, for
services when loans do not  go
in  defaull and  for promoting
busLooess  turn over .
ii) for middle management - incontives are ta  be  provided
when  theirr section exceeds the
[SIQ TR A
iii) for senior management - incentives should be  provided
when theilr divicion contributes
to the cultuwre of the
organication and edceeds the
goals.
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iv) for Chief Executive - incentives only when company

diceeds the aoals, new
opportunities created, and
timerly action tabken for mecting
challenges and enforcing

necessary changes.

. *erformanice_ _appraisal
Feriormance appralsal

There should be an open appraisal system. Hpprarsal should
lead to i1dentitication of training needs. Self appraial lhy
1ndrcrdaals e vmpor tant to doetermine the polential for
learning. Comments of the countersignring officer should  be

commuun cated to the andividoual soliciting his observations.

EVALUAT TN O THE SERENAR
The  desagn ot thee ceminar and the contents. materials and
technigques were vory offective 1in achieving 1ts  obiectivos.
The anteraction  of the puticapants with lead spealers and

with Lhewr coleaquss was very forcetrul ., the presentation ot
Cawe  wtudyen  nelped  an aporecration o1 the housing finance

stenn an ackion e the niseam reglron. lhe reading material
Fres § preecd e preparaing bactground for a better understandang od
alternate ways of delivering houwsing rinance. fhe techniques
teeed a0 s laomatating  antlerest  and  participation through
tnkeracticn ar bhe faculty members and participants:  with
ques brons and anosweors cessaon doaring presentad ion, Wire Very
ot et Pl Tast gessyon ar Lhe scmenoa whiioh was devoted
Lo cvaduation of the cominar was o clear proot ot the fact
Phat ovisry porbioipant was wisger &L Lthoe oad  of the seminar
and hedd devodoped s advancod uanderstanding of the bousing

Plrance wovntom sl s nstitullons.

LU e hicwowon folt tnat of more time could be  devoled  to
presentatran and  discossion of case studies of fhaol amd and
Indass and partaculardy to deosigning of  cavings  and fending
scheme:s Tor Low income groups, Froaming technitgues tor front
Line  etadd  and tuoman roesource dovelopment, Lhe  suwecens
stories of tvlia & Thasland wouwid have had greatoer wmpact.,

I this conneclion video  taped naterials prepared at HDFC
Centre,  Lonavsala, Inia, vt presertord, prrpaps would have
Lierrs very andormative and useful.

14
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ANNEXURE "I 1"

lLList of Fersons contacted

FELS CENTER OF GOVERMMENT

Jack Gubtentag
Marshall Denniis
Mary 5. lThormann

ODOVERMMEN T HOUS ING WAkk THATLAND

Sidhijar Tahphipeat
Somsak Ausavapokea

FIOUS EHG DEVELOFFENT FIMANCE CORFORATION, 1INDIA

Mas e Mot jee

REGIOMAL. HOUCING ARD URBAM DUVELOFMENT FOR ASIA (USALID)

Ravid L. FPainter
Larl Fooe lenr
Michaat 1 e

FORKISTAHY PodeThoanTs

fanecyg whawear
Foweemee d A1
fFaroog I.A.
Soteem Rathod
Jawald Akhtar

"HERS

kitti Fatpongpibul
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ANNEXURE "I T 1"

GOVERNMEMT OF FAKIGTAN
FINAMNCE DIVISION
(INTERRMAL  INARNUCE WING)

I=lamabead, the Z24th December, 1990,

NOTIFICATION

S.R.u., 1306 (1)/90. In oxercise of the powers conforred by

sub -s

(Cont

ections (4) and vdn) of Sechtian 2 of the Capital Issues
inuwance ot Lontrol)  dot, bedal s (Xtx of L%d47), The

hd
fFederal overnment 1s plessoed to direch that al! consents and

Perint

Gd NG i respect of oo campany engaged an the busainews

aof howsing finance for 1asuae of capital, tor making public

ofter or  tabing oy olher cctron ander sub-cection (2) or
sub-section (2 of the said cochkion ohall e cuabaeot (WS Lhe

falttowing condations, roaned ;s

1. Definibtionmass:: n thie  noetriacation, unless
thosro o anms Ehidog roepogrnant in
Lhe cuboecl or coito bl

a "compary" MOaNS a Coampan s rncorporatoed under a
I ¥ b
law for Lhe Lime Lodng o Toroe

b) "Bbusiness of homisang trmance " nERans  a bhusiness
s
deese rabed andor Cllause O

(c) "housidiag finsnce  compans . omeans o company
ivenced Lo do buciness under this Notificalions

(d) "horrower” oo lados vy s tomer of A campany
uridor afry of Vhee forms of non-interest baced
moade~ of furcancing presceibed by the  Stete Bank
of  Pabistan from  time  lo Lime and shall also
inclade a hurer or logsee where fumancing.

2. Conmencemen! of operation

(a) Foohousung finoance company  (HEFC)  shall  conmence
busincos and operations  ondy atter it has been
regislored  and  rssued o licence  under this

notiiication by Lhe Foederal Government.

16
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{b)

()

i
)

(a)

An HFC proposing to commence  its business of
housing finance shall make an application tw  the
Federal Governmont, 1in the manner notified by the
Federal Governmant in the official Gacsette, with
a  declaration  that it complies with  all the
terms, conditinonsg  and  reguirements ol this
rnotificelion «and  shall  comply with all that is
required of a  howsing finance  company »n the
corplnet of snch bnsiness,

e Gapital

N housing finanre company shall not be permitted
b issue capital unless tta-

is ancorporated as o publoc bimz ted company undor
the law ror the tine being in forces

& aninamui pald up o capital of one hundred
milbimy rupees and bao been Listod on bhe Stock
Erchangos of Fakisleany and

has o lezarly  and  concisely statod wvts fanancing
and  investment pod vy th dts memor andum and
artroliezs i ausoclaliion.

Aualy freatron of Do tor

No o person shall e olected  or appointed as a
dircclor, oo ottacer o an cmployee of & housing
Fimance comnprany, wihio

las b convicted o s orrence 1nvolvang fraud,
breach of trust o wmoro! bwrprtoade; or '

hae Lboeon adaudged as ansoldvent, ot has suspended

poaysmenl of 0 s debls o haw compounded with has
crivchytor:..

T

A housing Tinance cospayy shall oporate wndor the
following condi Liong mamely:

the company  <hall  extend toans on commerciral

terms to the ftollowing extents ot the Ltotal cosl.

L7
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(b)

(c)

(d)

b.

.

Bar _an puirrehse

(i) in the case of residential property HO%
(ii) in the case of non-residential

propoerly HOWU
(ii1) for additions, alterations o
rmprovements 1 exleting property OO

the ratio of equity to Liabulaties tor the fTirst
two yoors shiald 1 bo one Lo sevens thercattoer , it
shall nolt be more Vhsn e to bens

foreigrn  particapatoon whal) regu e spec fio
approval nof the Fedoeral fovernnoents and

no tinonce will be provided {for purchasze ol land.

sale by benellcial ownerms

A housapg Tinance Company whall not,  without the

priuoy approval L Wt hung BN Lhe oderal
Gorvermnnen L, e adis e anytlang oo, or se@ll
anythinvg to, any Jduceoior, O E L, amployes of
Lhe  compady ol Cioan oy Lo 0 prarson whio e ther
indrvvduali e o e vondert o wo b Clase mislatives
benaticaally  owne ton per coenl or more grthoer of
then emqutt, o o sednrrtoes wath voling
rrghile, T ary tezucd by such housing Tinance

ARy «

Ponater vig and regulalion

IFar purposes o3 monLtoiring  and  rogulabtiaon, a
housing finance company shalt be Lreated as non-
banting fliooncial nstitabtion and be subievcl o
same monrtoring and regulaltion arvangements as
may b prescr 2 ned by the Gaveinmant forr other
nore ek rng Taneane Sl aresba o roen .

Lol housla Finance sompany,

The  tollownny shall be the  funckions  of the
housing Furancs compantos, namely -

motiliealron of long torm savings exclusively tor
Rous L Lrves bnen L

18
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(b)

()

(d)

()

(g)

(h)

(1)

to provide long torm financoe for he e pose of
constructing. purchasing o malk nGoansy addrirans,
alterataons or lmprrovement Lo 0F o an Yoo oper by

leasing aod i cnbtyog on hoee purchase ofFf bl dings
Tor resadort ool el Cemmer ool [SISE S THIRVRY I

e bablichuneg ad neanag L o g sohue s

Carrying ounl su vey s andd valuabions of tand  and
[rOPRper Lo g

REFANGANG o [T provasion of msurance  of
pledged propoerby;

manag i min i gage anvesbments an agoribs;

management ov projectys, pablic or peivate o bar,
an o the howssg ong ae ban development nectors;
making  Jodans cnd s ancos for house bullding Lo
indiviciale, projocts and housing COMPanLes

Rateing thoewr funds, dn addition to shoare capiltal
Trome -

1) momser e al poper . torm Tinonce cortificales
and depocits of not less  Yhoan o bhire oy days
watir tly duly approved by Lhe Govoerimen L;

(i1) Tloabing and wanaging Modarabag:
(111) Fforergn debonlur e bolb shor bt oand tong torm:
{(iv) Lssuanse uf Fodecmal Lo Capllal

(Feao Lacapataorn Taerm Corbificates ({13 Term
Finance Certaficate-s, oo, H

(v) laness of credit;g
{vi) resdisconunt tac il thiess and
(vii) advaric g Joane i mark up to other housing

finance Coup aics.,

2 R0 mark vy and _lees

A housimg Finance company  will  charge mark  up
rate Gifi e loans  in accoruance  with  Lho
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prevailing, ratos provided Lhat, where
disbarcement is  held up Ly the campany  foar any
FEARONS . Lhe commilment fee  charged  shall  not
exceed one per cenl of the an-dishbureed balance.

10. L
A howsing vinance company shall
{a) ol baan st racienl insarance coverage on its
o aron 1ts clients’ benelit  against any
lusseos  Lhat may be dncurred as a result of
@inployees Traad or gross negligence; and
(b) encurce that proporides Leing Tinanced by it
are adaversad by adequalte fire and casualty
insurancoe.
11. Bar to coerl s biong

No

(a)

(b)

(c)

housang 1inance company shall

grant o loan to any  esployes, officer .
directom ur & shar ehiol der heaving a
Dematictal veership inclading that ot close
relatives ot more Lheur J00% 1m0 Ll padd LA

capa et 0 T N IR TR NS flrmance LOMPANTY
whies Lo dairec Uy or andar e Ly (1ht ough

connkrolled

theie clone folalivie,  oompan o
by Lhicw, ofisboaies, enbeddiar 1o, o by way

af velama o concer b ool Gblrs g

Lrames o ey shap GF con b olling  whares,
e i, acqeonre o Loke over o, athore
hoed 0 fFareeice  coanpeany uinle it hes

ablained  the  ptor cpproval of Liey Fodorat
Goves nment an we o Ling te Lhe schome of such

ety aelqursa hion ot Lako overy o

o broken s darectly or andirectly,

cdrrectors, gt Leeire o0 anployaes,
daewhie bencetacial Iy omns whe e
Lron waenhy o o lose

Qmprl oy

Ay O

g ST T
indivicdhed by o on auseoai
velalives Ao por cont or omore eoithor od the
eouLty i Ghher s U L wilh setang
raights, VT iy, dsntiedl by the honsing
FLPance ot/ .

EX|
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(ls)

Without prejudice  bo an actton and
punitahmont waichay section L3 of thoe fct,  in
case ol conbyavenlion O any pravaision of
Ehiie notifrcation thee Uovloial Government pay
canced the vegasts ation o Proonce of 1 e

S LG bancs iy e o nsenang a o show
Ccoanse potvee and gilvrng such Campany o an
Gpportorma by o beong hoeard ar pasae anotbher
ey idor deiad appropr sate by the o Feder al

Guvetrrmnen b

Uporr conced tatron o the roaistr atbion or
Lrcenae., Lihe domc biaomrs und voxivsung on AT
Lt reess o f ot g Cloanee oo, what
Ceraesir arnd b el NI TR TR iy Move:
thee  Covw b Vo 0 windang ap order dn reaspect
ab Lhe camparne.,

(M. ZOFAR TARAL)
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