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Executive Summary 

June 2939 the Gover -me-tof Pakistan (GOP)princ:j- to a 
ard USATD aqreed jnfve-year "She,-YerProgran" - launch, Resource program, o eratIng in 

ob iiza to 
rest r uct ur the context of a broaderi, of tie Fskis-ar. i financia system
its goal Cd'veC!pin. (FSAL7, nas as 

.; . ~ "the r7,e of housi q~ ~ q t '. m h nm.', liatir fi nance i Pa::'. ta:1 j and appi icat ior, c&f 
' 

dom-st c resourc-es to the shelter 
'I needs ofs 1, Pk stan, spec.]D i;' , Sit i nqin the GOC w .= mi' 

, 
technical assistance ,support 

m: i 
1 1 " 

r 
1!r 0")1: Q a 

and will oan a. , much as $10be 0: onh 'rsedaI,T. H : s asisrg
.uc ,r. , ar 1ty00~ r'h..ed 1 ' 

-y , r r ; loan :uL2.d 

be soer ,t a 


- ;.:a are t.* 
acc, mp i hme n t z_ . . Dhased basis co tinqent upon policy reorm 

This review covers the period May 1989 through Junethree distinct purposes: 1990 and has 
of the progress GOP 

(a) to provide a qualitative assessmenthas made in establishing a policy environment
conducive 
for the development of
using the Policy Action Plan 
market oriented housing finance,
 

GOP and USAID in 
(PAP), agreed to in principle by the
August 1990 as 
a guide; (b) to
activities and benchmarks which could be 

identify
 
year two Policy Action Plan; and, 

incorporated into the
 
(c) to
indicators of specify a set of
the impacts which reforms of 
the housing finance
system are 
having on 
the housing sector.
 

The First Year
 

The Program has 
gotten off 
 a slow start, in large part due
the tardiness 
to 

towith which the Ministryimplementing agency, handled 
of Finance, as thethe conditions precedent for
technical assistance agreement to the


become effective.
the Program Agreement, which Moreover,

incorporates the
the Policy Action Plan, has 

loan agreement and
 
yet to be 
signed.
 

Despite these procedural 
set backs, some 
progress has
particularly in 
been made,
the past few months:
 

Program Infrastructure
 

Government 
established the Working Group which will
oversee 
policy changes and appointed
Secretary the Jointfor Internal Finance as it chair in August
1989. 

Technical assistance agreement 
'activated' with the
delegation of counter-signature authority to 
MOF staff
in February 1990.
 

Tenders 
let for acquisition of 
local support under an
 

iii 
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will be licensed.
 

The Working Group 
is not taking an 
active leaders!-i?
even clcrdinatirig role or
in the sector. After meeting a few
t rmc., it has 
not met 
for the past several months
 

4. Most of the studies and analyses cheduled 
for earl vexecution in 
the PAP have not been 
 7ri 1 eC.. 
% Few trainint activities hav,,

acknowledged great need 

taken place, despite the

for thtm. A number of tra ini n.opp rt: ities have beer
r 
 made av.. i1able .:y :I-A7 D,
have 1but tI-hbeen m:ssec owfrq to a comb , rt .' of confusionpr :,edu r e s Z. :tand .pp.a rent bur ea.i crat ic 1 e.gays '-ithin MoF.
 

The principal 
reasons 
for the lack of accomp" isment are
is the apparent two. Or,e
low priority generally being assigned
program within the to the
MOF. 
 This has resulted
specific delays already noted but also 
not only in the
 

clearance periods in exceptionally long
for PIO/Ts initiating technical
activities. assistance
The other 
is the lack of a resident advisor
project. Although the advisor could 
for the
 

not be contracted until
technical assistance agreement the
 
was activated,
considerable time it has taken
even after 
the activation
the advisor w:i1 fKt is believed tha'
be on 
station shortly).


has meant that 
T lack of the advi:3
there has 
been only Intermitt--It
USAID (principally RHUDO/Asia staff) 

contact between
 
and tht- Workig Grcup.
has led Th
to some 
confusion about procedures.
important, At least as
the lack of the advisor ha-3 
someone present dej rived the program of
to consistently move 
forward the various policy
and administrative tasks and 
to provide 
needed expert advice 
on
an on-going basis.
 

Priorities 
for Year Two
 

The principal priorities for 
the second year of the 
program
should include the 
following:
 

Program Infrastructure
 

Sign the 
Program Agreement.
 

Get the resident advisor 
in place.
 

Consider ways 
of strengthening 
the Working Group.
 

Put in place the 
IQC with q local firm.
 

The Working Group must 
speed-up the 
PIO/T clearance
 
process.
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Negotiate collectior, by the 
State Bank 
of Pakisttr.cf
data on housing lending by all 
financial 
insti:ution;.
 

Policy Change
 

Finalize and 
promulgate the 
licensing
HV.Cs . r gulatr f ,r
 
-.
 

C:arify thv 
 e 
 of the lota 
 currency counLerpa

he C,ous:,g loan. 

.;
ruaranty 


Wc rk wi. te £tate
2 Bank , f ak istar, tc, dev.] psupervisory rpgulations for HFCs.
 

Training
 

The Working Group must 
develop a training agenda 
that
includes all 
of the relevant 
public and private
entities and 
update 
it every six months.
 

In recognition of 
its extreme importance 
in Pakistan,
add 
planned training activities to Action Plan.
the 


In addition 
to adding th 

listed to 

pol icy and training objectives jusz
the PAP,

W,:,rki:-,g Group. 

the PAP should be renegotiated with the
It now contains 
a number of items which have
eithu:. over bee-,
taken by events or 
which the Working Group
unlike ' y to address is veryas a group. The 
revised PAP should
considerably simpler be

in format than the 
original.
 

Indicators of 
Program Impact
 

Because annual 
additions to 
the urban housing stock
construction will from new
be equivalent to 4 percent
3 or
stock and because only as much 
of the existirng
 

as 25 percent
units will of these additional
receive formal 
financing within next
the impact of the five years,
the Shelter 
Resource Mobilization Plan
to be evident in is unlikely
the statistics 
on overall 
some to housing conditions f,
years come. Consequently, effects 
on the development .f

the housing firiance system
particular, data itself
the should be tracked. In
on following areas
the number should be collected: (1)
of housing lenders, 
(2) volume of loans
lend ini by type of
i; t ut ion HFCs,/ N'TBs, 
etc. ), (3) 
sources
ty t, ut le ril.r (4) loirn of funds by
delinlquencies,

of lender:;, (5) financial conditions
(6) extent of deepening of 
the financial 
sector, and
6 ) finianc i,i innovitions introduced.
 

Data on the 
first five 
sets of these indicators
by the State Bank can be gathered
of Pakistan as 
part of its 
routine supervisory
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functions, and the 
SBP seems quite 
w i i;, t, d
remaining indicators this Te
can 
bt quite easily asseImbei
 

I r , 1usir1)n"tar't-"upP it i rth em.,.,::ir, that. ..;.;t deired
• * re rena t the
n. uake ]4-' .t.i
,nte r .
 
r I',Il.ver arid in the p rlNi.itfcr estcd 1 i ,h,rq ._-itr cn 

; v
housinq f sYstemtn!-,

a.,;d .- -.p< tt.)fi 
 th ':,ect, 
 w t) re ]a t ... y m .},..acu..I tmenr , (1e d ,:cc ed ic 0ccPmp1 .
i.L : -... 
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1. Introduction
 

June 1989 the G verr.mr.ft of Pak.staF, (GO) 
 a d !.-A
 
agreed 
in Principle 
to auch a five-year "She1ter Resource-,
 
Mobi iza. ion 
Program". 
 This program, operating in the cte:.:
a broader restructuring. of 
 h Pakistani 
financ y FSAL),sy-tem 

.as as its 
 goal devel>.-
 "t e r 
e of housing fi ,,,
 

Fina::: 
 ectcr throuch
a tn the mobl ization and
 
aPPl icat 
 i .f domestic 
resources 
to the shelter needs of
 
Pakistan, especially low 
income families". 
 USAID is assisting
 
the 
GOP with $5 million 
in technical assistance Support and will
 
loan 
as much as 
3100 million through its 
Housing Guara.ty
 
Program; 
loan funds are to be dispersed 
on a phased basis
 

u,,t ing,: t 'i icy ref orm ' :,2 accumpi ishments. 
By A. gu:4. 1939 the GOP and 
USAID had 
signed a technical
 

assLstarxe .i,-rffm- fnt and ipr-pare, j Policy Action Plar- that
 
Called for c;OP 
 establishing a Working Group on Housing Finance, 
chaired by the Joint Secretary for Internal Finance in the 
Ministry of 
Finance, which would supervise the introduction of
 

USAID, Project Paper: 
Pakistan
Mobilizatic- Shelter ResourceProgram (Washington, DC: USAID, 1989),For .i !t-;cription of p.3.
the financial sector
see Rtr reform program, 

Internat ioni f tt.e Prescnedt of theident
lank for Reconstrution and 
Develo ment
Executive Directors to the
on a P::oposal Financial Sector
Lanin Adjustment
an 
Amunt Equivalent 
to
Repeublic US$110 millionto The Islamic
of Pakistan (Washington, DC: 
The World 
Bank, report P
4945-PAK, 
1988).
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Policy reforms.: The Working Group is to address major
 
reultry and legal constraints to the development 
cf a market 
or e- ouing finance system, including, among others, 
lice-:;in. of new ho:si,. firance companies (HFCs), z<2p rv:.i.n of 
hou n ,, lenders, difficulties in foreclosing on defauted
 

,r . e - :-ins, rat :. a, 
 z-, n P ".:s 


1,rig thos 'n .,h, , 
 and c a y. 

th; . . e .-3fC .r r ot i ( HBFC. f 
specific actions to te u ,'ertaker in the first 18 24to months of 
the prooram wtre listed r the Policy Action Plan.
 

mIementation of 
the Policy Action Program began 
in the
 
summer of 1989. However, as of this writing, the loan reement 
has not been signed. the'lriver,technicaI assistance [r gra::i 
was n e) ctvated until Feruary 1990 when Governmet formaily 
determined who could authorize such assistance.
 

The Policy Action Program is part of
between the U.S. the Program Agreement
and Government of 
Pakistan.
have agreed to the contents While both partiesof the agreement in principle, it hanot yet been formally signed.
 

For details 
see, Program Agreement
of Pakistan and The United States of 
Between the Government
 

American
(i25amabad: forHosiiCFinance
USAID, 1989). 
 This program is discussed furthert- next section of inthis report.
G'eneral descriptions of Pakistan's housing sectorLI-t rir~ finance system in 
and are availableedr ier and: the Project P iper c tedUSL International, Pak istan: Policy ands *s ,it ional Study of Ho sin Financ- (WaishirELrt to USAID, 1988); and World Bank, 

nq t)n , . h,-r, 
Review (Washington, DC: 

Pakistan: SheteLr Sectorauthor, Country Department I, Report
7214-PAK, no.
1989). 
 For a detailed description of
financial the overall
system see, 
Pakistan: 
Financial
(Washington, DC: Sector Review
The World 
Bank, report 7 049-PAK, 1987).
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Report Objectives
 

This 
report has three purposes. Foremost, 
it is to provide
 
a qua itati:ve asseSsment of the progress w,-.ich the GCP has made 
n establishing a policy environment 
conducive 
for the
 

aev2':,-'mi.e of a market-orlented housing finance system s:rce a 
]9.°9. The 
second objective 
is to 
identify activities and
 
benchmarks which could be incorporated nto the Program A
 

Policy Action Plan, 
 whIch is to be updated annually over the " ie 
of the program. The final cobjective is to specify a set of 
indicators 
of the impacts which the 
reforms of 
the housing
 

f:.nance system ire having on the housing sector. 
The following three 
sections of 
the report address each of
 

these objectives in turn. The material presented is based on 
.evie.s of the Program Action Plan and other background
 
documents, and 
on 
extensive discussions with government
 
offlcials, mostly members of 
the Working Group 
on Housing
 
Finance, representatives of 
the financial 
community, and 
IJSA:D
 

officials.
 

Principal Conclusions
 

The Program has clearly gotten off 
to a slow start,
 
especially when progress 
is judged against the 
very ambitious
 
goals set for 
it in the Program Action Plan. 
 Much of 
the delay
 
has ressulted rom the ta diness with which the Ministry of 
Finance, 
as the implementing agency, .has handled the 
conditions
 
precedent 
for the 
technical assistance agreement 
to become
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effective and the s igning of the Program Agreement. Another 
factc, r Ir: L-1t:jg progress waz t h- 'ack of a r es i dent adv i .er t 
help pr:- -. W, the proqram action aqenda and to ,deal '...,
hDSt 0 f r e 5 ss assoc iated with the aaer et whMth 

'.F. fu Y u; tard . nr, andJ ome casea . 
tme t i c n,-- %. th. :esier:t advisor, however, was t :.e 

. t2 h of z.e p.oblems some signi f icant charqes have been 
accompl;-*d.. and the ground work for others laid. Most 
importantly, 
the regulations 
under which 
housing finance
 
companies (HFCs) will 
be licensed 
should be 
issued shortly in 
a
 
Statutory Regulation Order 
(SRO). In addition, a proposal 
for
 
the use 
of the loan funds to 
be used to support the 
new HFCs nas
 
been developed, and consultants 
are helping 
to define 
a
 
reason. lbe re3gu1atory framework for housing finance and an 
expedited 
foreclcsure procedure for defaulted mortgage loars.
 

The Program Agreement 
is expected 
to be signed 
in the next
 
two months. 
 This combined with 
the licensing the
of HFCs and 

recruitment 
of a resident advisor will 
clearly accelerate the
 
development 
of 
a housing finance system. 
 Nevertheless, none 
of
 
these events should be 
taken for granted: 
 each needs to be
 

vigorously pursued.
 

Addlt 'onally, serious attention must 
be given to the
 
marn.gemn.rLt of the Program within the Ministry of Finance and to 
the operation of the Working Group.. 
The delays in launching the
 
program cited above are also evident in the slow counter-approva,.
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of 
technical assistance PIO/Ts, 
the lack of initiative 
in
 
defining training needs, arid 
the lack of 
timely nominations for
 
the tr 3 ninq opportunities that were set fcrth in a training 

schedule.
 

The Working Croup has 
not met for 
several months, and 
rcore
 
quest ion its continuing uti :ity for taking tO ledjdeu.-:p r > P. 
the housing finance 
area in its 
current 
format. 
 It may we:: be
 
h-t its 
meet ings will 
be more useful when 
more technical
 

assistarce and 
training activities 
are underway. 
 But options to
 
its present structure should be 
explored.
 

Despite the 
"teething problems" just described, 
there
 
remains 
a keen 
interest and enthusiasm among those 
in government
 
and in the private sector 
for establishing 
a strong housing
 
finance system. 
 This fundamental 
resource 
is more import.ant 
t :r,
 
the setbacks 
to date, and 
one expects that 
the project, with
 
relatively modest adjustments, will 
indeed succeed in
 

accomplishing 
its objectives.
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2. Accomplishments and Problems through June 1990 

T'. P''iy Action Plan (PAP) organize. the s.ecific action 
to be sc:ished by the GOP under s;x objectiv.es 

I. Develop,,,.; t e:,t ,.. C: ices for ,arke:,:,th .str j,:t;-ra: P- r ent dreform in nanc,fi;L..r,-,-:.' thj:-i t:.dcar.. 'a 
markets and overa: IS2ltIer [olIcies. 

.. i e t:r _- Ine.;rrle i-:1.OP eirn3. T': ,.,r a " ,,_ fra-,mew:rk 
St 

, propri t- t,, thte er'*az- . 
. .. "d ,in:,Ivatt £ectr I,.);:sin g .3r;c C : -

4. Establish regulatory, and supervisoryappropriate provisionsto market-based housing 
finance 
institutions.
 
5. Develop instruments and proceduresgrowth of housing finance and 

to facilitate the 
to remove barriers anddisincentives 
to market growth.


6. Foster 
the development of 
market-oriented constructior.
 
finance .
 

Some of the tasks enumerated in the PAP are straight-forwar-]
 
a -- ions 
 to be undertaken by the GOP, e.g., establish the Work:,. 
Group, review regulations being developed by the 
State Bank 
of
 
Pakistan. 
 Many others require that 
the Working Group first
 
initiate background studies to 
ascertain the 
current situatioo
 
and to 
develop alternatives to 
present policies and 
then make
 
recommendations 
for regulatory and 
legal changes. Generally,
 
these studies are 
being undertaken by consultants financd 
from
 
the AID program grant funds. Additional analytic arid 
other
 
support i7 to be proviaed to the Working Group by one or two 
resident consultants and services procured 
under an 
indefinite
 

The Policy Action Plan 
is presented 
in Annex A.
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Quantity Contract with 
a local firm, all 
of which are 
to be
 
c -rat-edfor by AID from the grant funds.
 

Th,. PAP, yummarized 
 1:. capsule form in Table 2.2, is wLelL
,'escr ibed as settinq ar, '::tremely ambitious agenda for t!.e fir . 
year of the project. A q'hnce at the table, particuiariy the
 
third colurrr, &how-
 tha t ciV Ites._r-y w. r e che 
f rst year and 
that mar.y were to occur sinmultanecus '.
 
Obviously, 
 successful execut:on would require subtanti-I
 
analytic resources, 
 strong commitment by the GOP arid USAD
 
managers, 
 and efficient organization. 

In fact, in 
the first 
year there 
have been significant
 
accomplishments, but these fall far short of those planned. This 
presentation begins with a brief enumeration 
of these
 
accomplishmen:.S., and then reviews what appear to be the maJor 
causes for the project falling short of its early goals. A:o-, c 
the latter is a basic questL or: about the Working Group--the 
organization with primary responsibility for implementation. 

The main accomplishments 
can be grouped 
into three areas:
 
setting up the 
program's infrastructure, 
i.e., the 
resources
 
required 
to actually manage the 
execution of 
program tasks;
 
taking actions 
to change existinq__policies, 
including undertaki-g
 
backqiround analyses; and, provision of training activities. 

Program InfrastrucLure
 

Governmert estabishtd the Working Group and appointedthe Joint Secretary for 
Internal 
Finance as 
it chair
(August 1990).
 

Government 
"activated" the 
technical assistance program
by assigning counter-signature authority tothe chair
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of 
the Working Group; assignmert of 
the authority was
condition precedent a
of the agreement (February 1990).
 

Tenders were let for acquisition of lora" su:,,:rt a r 
n, 
 ndw f
Cnite quantity contract. 

." 
.',i~ve 
 e :Dr onq- term resident a:viser. 

Policy Change 

• .h fa,.'_,
hc:.u;i ln ..-e.d it ar,alyzc.- . 

.
 ..ariCe Fund pr opoS,.{i 
Ler.r 
 rm.ts for HFCs drafted by MOF areunder r:evie. P!CC ha. 

and
been given formal gC-ahe.ad t Ce tl~ ....,a private housing fInance company (HFC). 

Consult,-r.ts contracted for analysis of licensing and
regulatory/s:pervision of 
HFCs.
 

Consultants co)ntracted to study current mortgage loanforeclosure procedures and to recommend alternatives. 

The Working Group met 
several times 
in 1989 and earl-,
1990 to discuss housing finance reforms.
 

Training
 

,iscussions he1d with Working Group on 
training needs.
 

Delegation cf Pakistani 
officials sent 
to Third
 
International 
Shelter Conference 
(Washington).
 

Training/Policy Development
 

Consultants contracted to 
prepare and 
hold two-day
seminar 
on housing finance 
in August 1990.
 

In addition 
to these specific housing 
finance
 

accomplishments, two changes 
in other 
parts of the financial
 
markets occurred (under the aegis of 
the FSAL) which
 
SULzta,,..ally 
improve the 
prospects of 
private housing finance
 
companies. 
 In terms of mobilizing funds, 
the reduction 
in the
 
interest 
rates in the National Savings 
Scheme Khass 
accounts 
to
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Objective 2: 
Rationalize the 
GOP role in financinq shelter
 
1. Eliminate GOP 
 a. recommend 
 a. 1/90

subsidized a. not taken up
plans for
interest 
rates; 
 future HBFC
 
channel 
subsidies
via NHA 
 b. recommend 
 b, c, d. 
 b. market
guidelines 
on 3/90 
 analysis, 5/90


GOP subsidies
 

c. review ex-

c. not taken up


perience of
 
other LDCs
 

d. analyze 

d. not taken up
public &
 

private shares
 
in hsg market
 

e. review NHA 
 e. 3/90 
 e. not taken up
experience &
 
assess ability
 
of NHA to be
 
sole agency
 
giving subsidy
 

2. Establish 
 a. study on 
 a. 1/90 
 not yet
roles taken
for NCBs, 
 requirements
DFIs, & HBFC 
 for NCBs & HBFC 

up


participation
 
in market
oriented system
 

b. present 
 b. 6/90

conclusions 
to
 
MOF & others
 

c. develop 
 c. 8/90

follow on 
TA &
 
training
 

10
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2. monitor new 

law on regulatory 


& supervision

functions 


3. review need 

for special pro-

visions for 
hsg

finance 


Objective 4: 
appropriace 


1. confirm 

interim super-

vision procedures 


2. coordinate 

development of 

regulatory 

framework 


3. evaluate cur-

rent review & 

audit procedures 


a. WG reviews 

draft law 


b. coordinate 


w. SBP staff
 
a. prepare 

study on needs 


b. present 


recommendat Ions 

c. achieve 

changes needed
 

a. 12/89 not formally 
taken up 

b. 1/90 

a. 1/90 not formally 
taken up 

b. 6/90 

c. 1/91 

to market-based housing 
finance 
institutions
 

Establish regulatory and supervisory provisions
 

a. review 

current pro-

cedures
 

b. prepare 

modifications
 

inform 

regulators of 

special needs 

of hsg fin.
 

a. prepare 

analysis of 

audit proced.
 

b. develop 

recommendations
 

c. TA to imple-

ment recommend.
 

d. recommend-

ations 
on info.
 
mngt.
 

e. TA to Imple-

ment recommend.
 

a. 12/89 
 a. TOR: 2/90;
 
study: 7/90
 

b. 3/90
 

report: 9/89 not 
formally

modifications: 
 taken up

9/90
 

a. 9/89 
 a. TOR: 2/90;
 
study: 7/70
 

b. 1/90
 

c. 4/90
 

d. 1/90
 

e. 4/90
 

12
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Objective 
5: Develop instruments and procedures to
growth of facilitate the
housing finance and 

disincentives 
to market growth
 

1. review fore-
 a. prepare

closure laws & 
 review 

make recommend.
 

b. develop 

recommendations
 

c. convene 
workshop & 
enact 


recommend.
 

2. coordinate 
 a. review GOP 

review of 
fore- action on debt 

closure 
w. more 
 recovery
 
general GOP debt
 recovery policies 
 b. inform other 


sector 


participants
 

3. analyze 
 a. prepare 

necessity of 
 analysis 

deposit insurance
 

4. analyze 

desirability of 

Adjustable Rate
 
Mortgages 


b. hold work-

shop
 

c. make 

recommendations
 

a. prepare 

analysis 


b. hold work-


shop
 

c. develop 

recommendations
 

to remove barriers and
 

a. TOR: 9/89 
 a. TOR: 2/90;

report: 
1/90 study 7/90
 

b. 6/90
 

c. modified
 
legislation:
 
6/91
 

a. TOR: 9/89 not 
yet taken
 
report: 3/90 
 up
 

b. workshop:
 

8/90
 

a. TOR: 7/90 
 not yet taken
 
up
 

b. 12/90
 

c. 3/91
 

a. TOR: 7/90 
 not yet taken
 
up
 

b. 1/91
 

c. 3/91
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5. review 

adequacy of 
SBP 

line-of-credit 

HFCs 


6. assess 

possible access 


to 


of hsg finance to
 
long-term 

institutional 

funds 


7. review rent 

control, titling 


& other real-side
 
problems 
in hsg 

sector 


Objective 6: 


construction 


1. assess alter-

natives for 
pro-

viding such 

finance
 

2. assess need 

for special 


supervision for

such lending 


a. prepare 


review
 

b. discuss 


findings with
 
SBP
 

c. confirm 
or 

modify SBP
 
procedures
 

a. prepare 

study 


b. meeting w. 

MOF, life 
ins.
 
and pension
 
schemes;
 
prepare
 
recommendations
 

a. prepare 

study 


b. hold work-

shop on results
 
& develop
 
recommendations
 

a. TOR: 1/90 
 not yet taken
 

up
 
b. 9/90
 

c. 11/90
 

a. TOR: 3/90 not yet taken 
up 

b. 9/90 

a. TOR: 1/90 
 not yet taken
 
up
 

b. 7/90
 

Foster the development of 
market-oriented
 
finance
 

a. prepare 

analysis of 

options
 

b. determine 

costs and 
risks
 
of such lending
 

c. recommend 

policy to MOF
 

a. prepare 

analysis 


b. present 


findings to MOF
 

a. TOR: 1/90 not yet taken 
report: 3/90 up 

b. 3/90 

c. 1/91 

a. TOR: 1/90 
report: 3/90 

b. 4/90 

14 
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12.5 pe:cert, subject to :akat tax. 
 On the lending side, 
the
 
interest rates charged by the House Building Finance corpcrat 
have been significantly raised.
 

On the other hand, the 
 list of tasks not carried .out is al-.so 
impressive Four specific areas deserve attention. First, the 
ProQram Aqr eement has r:ot been sined by Government aIthc uc 
has been with the Ministry of Finance for the better part :1 . 
year. Some of this time was apparently taken up with resolving 
the way in which local currency generated by the Housin.g Guaranty 
loan would 
be used; in addition, MOF wanted 
to be certain that 
it
 
would be 
able to license the 
new HFCs, 
before signing the
 
Agreement 
in which the 
creation of 
HFCs is 
a central 
feature.
 
Apparent resolution of 
these 
issues was reached early in 
1990,
 
and the Agreement has been cleared 
to the Secretarial 
level
 
within the 
ministry. 
 While the exigencies of 
the budget process
 
make some 
delay understandable, the 
long time 
interval 
also
 
suggests that 
the Program may not be 
a high priority for 
the
 
Ministry of Finance. 
 It is 
now anticipated 
that the agreement
 
will be signed in 
July or August.
 

Worth noting at 
this point is that 
the resolution of 
the
 
local currency issue may be 
in question, although the 
uncertainty
 
is unlikely 
to affect 
the signing of 
the Agreement.
 
Specifically, the proposed use of the loan fuinds to support the 
new HFCs, 
as outlined 
in a recent consultant's report, 
is
 

5o 
new rates
The are 10 percent
percent to Rs on loans to Rs
100,000, and 15 60,000, 12
percent 
on loans over Rs 
1 lakh.
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i  

contentious." 
 This issue 
requires early re=',olution.
 
Second, delay has bedeviled implementaior, of the-technica1 

ass istance irioram Several months of b:.:re.ocr a ,c ma : oe::v rinc 
weere required before 
it was decided who should 
have the authority
 
to author ize specific technical assistance. This d la. 5e k---. 
the PAP's entire implementation schedule 
on a month-for-month
 
basis and resulted in a missed opportunity to hire a residen-t 

advisor 
on a reasonable schedule.
 

Third, no rivate housing finance companies have been 
established. 
 This stems directly from the decision 
in early 1990
 
within the 
Ministry not 
to quickly create 
interim licensing
 
regulations. 
 Instead, 
it chose to 
undertake preparation of
 
permanent reaulations which may benot effective for another tv:, 
to four months. While good 
reasons 
for select.ng 
this path have
 
been advanced the impact on the Program has been to deny it any 

Lee Baker, "Local Currency Program:
Mobilization Program". Shelter Resource
Washington, DC: PADCO, draft Working
Paper, Report to USAID/Pakistan, May 1990). 
 Officials at
the organizations both of
in line to form
their an HFC have indicated
target clientele will that
have monthly incomes
to 7,000 range. in the Rs 5,000
 
would be 

This is considerably higher thanpermitted for that whichattribution under the HG loanthhe Rs 2,200 range (maximt:m inl 
potential questions 

according to the Projtwct Paper). This 
 ra , s5
about the ability of
th is group ard about 
the new firms to reach
the rate of d ispers.-3 
I -f the Ioan finds. 

In purticular, the highl y publ i- i zf rance ] f il urn ()f s0 veraIcompar e ; ir the previou:-laxity in the supervision 
cou I ' Cf yi:,-trs iridiuatedof such companies byPakistan (SBP) the State Bank ofarid the MOF. In addition,given a license for new 

the SDP hid recentlya bank to a politicallyindividual, well-connectedwhich drew considerable att ention.factors made Combined theseit difficult 
for the MOF to grant a license 
to an
HFC on an interim basis. 

16
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record (;f progress 
in its major focs
-
-creating a market.:rient.
 
housing 
finance system. 
 As inJicat 
d above, however, the MOF :,

the second half of May gave PIC(C perm ssion 
tu proceed wit1! 
forming a housing finance 
company, 
ind PICIC is now alp':nq


C•t,re.=
e . ThI S. pEr mi , -r,w.s ivet4n 
 In .i:,t ic I.'., io: ,.r h 

req. 2atio n,". beir!q furmalv a .pp.rovd
ar:d promulgated 
ir the, ne:.:t 

I plt ,,f, :nt hs 

Fourth, the Workina 
.rcup 's nott 
akin
 - an active leadersh:F)
 
role 
in the sector. 
 Indeed, 
it has not met 
as a body for the
 
past 
five months, possibly reflecting the lack of 
priority
 
accorded 
to signing 
the Program Agreement. Several 
sources 
have
 
suggested 
that the comparatively low 
level of representation 
on
 
the Working Group and 
its lack of 
dec ision making author 
ty 1..v
limited the utility of 
the Group's meetings.
 

Fifth, and 
related to the fourth point, 
most stud ies ,nd 
analyses scheduled 
 early execution
for in the PAP have rot been
 

init iated.
 

Sixth, 
few training activities have 
takenp lace. 
 In
 
addition 
to the 
various general procedural bottlenecks already
 
noted, 
lack of requests from the 
GOP for training 
was in part due 
to the misunderstanding 
among 
some officials 
that the training
 
resources 
would only be 
available after 
the Program Agreemerit wa,.
 
sigred. 
 Fven since this was clar if ied, however, the Wc,rk i r, 

However, 
the National 
Investment
anxious Trust, which also
to launch a is
housing finance company, has
wait until been advised to
the formal promulgation of 
the regulations 
for
licensing before making an 
application.
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Group has been extraordinarily lax 
in responding to 
training
 

opportunities.
 

Thm
- ::ter . in the Ias t column of Table 2.1 give the curren-t 
status of the tasks 
in the PAP. For those that have r,.'-t !bien 
undertaken a distinction 
i,.made among three statuses: 
 "not
 
formally taken up", 
meaninc 
that while 
some offices represented
 
on the 
Working Group are dealing with the 
issue, it 
is net being
 
and may not be addressed by the 
Working Group per 
se; "not yet
 
taken 
up", meaning that the Working Group may take 
it up in the
 
future; and, 
"not taken up", meaning that 
at least some 
people
 
interviewed 
did not think that 
the Working Group would take 
on
 
this task as 
a body in the 
future. 
 These 
are fairly fine
 
distinct;cns and not 
every point may be 
correctly classified
 
since not 
.all informants gave 
the 
same statements. 
 Neverthe 
 -ess,
 
in additiorn 
to simple delay 
in executing tasks, 
the comments 
do
 
suggu.est that 
the Working Group may not 
be willing 
to take 
on the
 
leadership role anticipated for it in 
the project design.
 

What particular causes for 
delay in Working Group 
initiative
 
can be identified? 
 We have already note 
some lack of consensus
 
among the 
Working Group members about the 
contents 
of the PAP,
 
the wi lini gness of the members 
of the 
Work ing Group to make the
 
necessary time 
commitment, 
the Group's lack 
of authority, 
3n1 tC'. 
absence 
of ,1.ijned agreement 
(and what. thi 
s may si g]ra t the
 
Working Group). 
 What else is there; and 
are these temprary
 
problems 
or will they persist 
unless other action 
is taken?
 

The greatest problem for 
AID in 
project execution has 
been
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the tard.iness 
with which a resident advisor 
has 
been recruited.
 
Or ;c 
 .'.nav scheduled 
to be 
,-n stat ion 
at 
'east several m:nths
 
Syg., ident fying and hi r i st r .. t r,q cand, pr..ven tote has -),e 
eSpecialy difficut. 
Thes.e problems 
were compounded by the 
de 13 v 
 the MOF in ,-t A - tva t, ehr i .aIats i t.3 nc r .m,
 
fr,om h-h 
 n-rnds for the resl rer.t
advi.r wci.d co me. Tt .ap . 
th .. t te advisor will b tatjn shortly.
 

Th,..:-,
viser'5..s, rc-' has h3d sever.:l adverse Impli catlons,
 
.3close workincg relationship between 
,USAD.:,nd the Working Grou
 
has 
not been established; 
there 
has been a lack 
of consistent
 
technical 
advice; there has 
b-en 
a major deficit 
in the manpower
 
needed 
to 
prepare materials 
to make Working Group meetings
 
prod uc t ye 
and t o ad v ,e t h- po 1 icy process; Ird th're has e1 
a shortage of 
staff to arrange for bringing term
in short 


u ;oI:sltiits and taking respons ib; 1 i ty for wurk :ng wlt, them when 

they are in 
country.
 

The absence of 
the 
resident advisor exacerbated the
 
discontinuity associated with various RHIUDO staff members being 
present 
for short periods of 
time to manage the project. 
 While
 
these staff did their best 
to advance the project, almost by 
definition 
they could 
not contribute 
to doing 
the subst-antive
 
work essential 
for progress. 
 The variety of 
staff, each with a 
part ic u! ar ass ignment or expert isfe (tra in ing , etc . ), ]eft some 
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-- 

confusion on 
the 
part of Minstr, staff
 

Four major sources of delay in 
program implementat 
 on
, the
 

part f t -, ,'over:ment can bt si ted :
 
-- The decision to 
involve another 
Additional 
Secreta:y at
the Mini stry of Finance 
in the project costabout the p:. jecta month's time, particularly in pursuing
program of background studie 

the work
 
3 and analyses and t
the seminar 
on housing finance.
 

-- The 
MOF has been painfully slowtaking four in clearing P:O/Ts,to six weeks each time; 
and even
period has this extended
required consistent 
pressure 
from USAID.
 
-- The MOF has 
not done 
the forward

participate planning necessary to
in various training opportunities, and 
thus
these opportunities have generally been missed.
 

The MOF made the decision to
than develop permanent, rather
interim, regulations for 
licensing housing
companies as finance
the basis 
on which to approve 
the first couple
of companies.
 

1,f these, only 
the second and 
third will 
have a continuing impact
 
on the program. 
 The MOF's lack 
of experience as 
an: i 
 n
 
agency may be 
the basic cause 
of these problems. In 
any event,
 
these problems need 
the specific attention of 
USAID's program
 

managers.
 

Other potential 
causes of 
delay
examined. on USAID's part wereOne was excessive timecontracts required by AID/Pakistanoffice in processirig PIO/Ts. Inweeks fact, thi, fc:wrused is not tounreasonah le. Anotherwas that potent i,il cous* of c,.the decision .,,
to sh ift. the expenditures agHG loan funds inst which thewill be attributed from housing-relatedin the GOP's i nvestm nt<riSpecial Development ProgramProgram to creation of 
and Annual Dev,-i1opmertthe Housing Finance Fund 
for ltrii ng toHFCs may have slowed down project execution. This does
appear to nothave been the case, at least thus far.
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3. Reinvigorating the 
Program
 

The : e..i r Resource Mc Ihi cn:,. i:,ie't rsAc tte, off c 
a slow -tairz, 
 and there nave been difflcult!e5 by both :: - . 
::e ,'.vvernmrnt 
of Pakistan 
in its i a! nm e nlertati:i . The
 

-:.,a r.ow is th.--t a numztr .if nhe blockages [t. vroa.der a.-I.
 

]:.j.iker im[lemetan 
 ir :ave either ::'epn res, 
ve-I appear t nt

.. 
 . . The lets A
&..a:: 
 .ab lenews !5 
 evo.-,

witn this 
progzrqss si-:gnifican t problems 
will rema':: nd< ,ezhar-y:.
 

!implementation will 
likely continue unless 
these problems 
are
 

addressed 
in the near term.
 

The format of 
this section is 
to list the series of actions
 
neefed 
to press the 
praram forward. 
 The actiors are 
lsted
 
u.der the same three headings as emplcyed earlier: program 
1r0rastructure, policy chance, 
and training. 
 The listed poiicv
 
a: training actions should 
serve 
as principal 
benchmarks 
for the
 

rhe.;t year.
 

Note that 
these 
are in addition to 
the benchmarks 
in the
 
Program Action Plan. 
 However, the 
contents and dates of 
PAP must
 
be renegotiated with the 
GOP in light of 
(a) the developments acd
 
accomplishments which have occurred 
in the past year and 
(b) th
fact that 
the Working Group has 
decided not 
to deal 
with some
 

For ex:.mpe, all 
 of ublectiveof l , except the developmerlt
a technical assistance and training program by
Group, has the Working
been accomplished. 
 Also, a number of
enumerated under the objectives
objective 43 
(development of
have been overtaken by events, 
a legal framework)


even through the 
Working Group ha.'
not taken specific action 
in this area.
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issues as 
a body, such as 
the restructuring 
of HBFC. Moreover,
 
the PAP should be simplified in format 
and updated periodically 
in ,r er t,. r t easier for the Work ing Oroup to use as an n.)Y1 

going guide 
to the Program.
 

Program Infrastructure
 

(2) Signr the 
Program Agreement. Obviously, until
agreement: 
is in place, uncertainty will remain 
this
 

In many
people's minds about the Government's seriousness
undertakirg in
this project. Timing: August 
1990.
 

(2) Get the Resident Advisor 
in Place. For
listed the reasons
in the last section, 
it is likely that progress
implementing the in
 program will 
remain episodic until
long-term advisor the
is working closely with the 
Working Group.

Timing: early fall 
1990.
 

(3) Consider Strengthening the Working Group. 
 The Working
Group is not 
exercising the 
leadership or 
even the
coordinating rele 
in the sector which had 
been envisioned
for it. The reasons for this are multiple, including
(:f staff resources, mid-level a lack

representation 
on the Group,
and its 
lack of authority.
 

A conscious decision should 
be taken as 
to whether
continue the to
Group as 
presently constituted.
that the Group with it is possib'
its current composition may perform more
effectively in 
the future once some of
about the basic decisions
licensing and 
regulation of
resident advisor 
HFCs have been made, the
is present 
to help prepare the 
background
materials 
for meetings and 
follow-up the 
results of
meetings, additional staff 

the
 
resources


Finance are 
from the Ministry of
allocated 
to the Working Group, and
of the results
the studies 
on foreclosure and 
regulation now underway
and other analyses 
in the future are available 
for
discussion and action.
 

On the other hand, greater changes should be discussed-upgrading the status of 
even shifting 

its chair and members and possiblyits location. A couple of persons havesuggested relocation to the Planning Commissiurn.
 

The general point that
is open and frank discussionoperations of theto date of the Working Group should be
Government and held withsome action taken to 
increase 
its
effectiveness. 
 Timing: summer/fall 
1990.
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(4) Put In Place 
the 1QC with a Local
availability of Firm. The
these additional 
resources

eff'-ctiveness of 

will increase th;f
both the 
AID and 
COP staff resources
devoted 
to the project. Timing: August 1930
 
5) Th, Work i: 
Cr_G p M,;st SDeed - ,.: the2rocess. PIQ/T CIear.. IceFailure 
to acceerate 

cont nue this process will not onlyto retard Program implementat ion,'-ntinfluin irritant among it will also be athe Workin q G r oup, the resident]dv s and)r E; ia4 . USAID .- Timing: July 1
 990 

i)ehworki rQ r. Must Reorg; ze the Proe.- f..irTr.ia qOpr

*ctivities The tra i n nqhave been almost negjlig3bi, nder current
arrangements. 
Whatever bureaucratic obstacles
be addressed, initially through 

exist need to

frank discussioris between
USAID project managers and senior 
ministry officials.


Timing: July 
- August 1990. 
(7) Negotiate Collection by State Bank 
on Housing Lending by All 

of Pakistan of Data

Financial 
Institutions.
data are These
essential 
for monitoring
program, as detailed the impacts of the
in the 
next section. Timing: August
September 
1990.
 

Policy Change
 

!1) Finalize and 
Promulgate the 
Licensing Requlations
HFCs. Although PICIC is now 
for
 

proceeding with the
establishment of 
the 

Pakistan, Ltd., 

Housing Finance Corporation of
other HFCs will 
not come
regulation is in place. 
up until this


Timing: September 1990
 
(2) Clarify the Uses 
of the Local 
Currency Counterpart of
the Housing Guaranty Loan. 
 As noted in Section 2, there
appears 
to be considerable controversy among members of
financial community and the
government 
officials about
program's local the
currency being lent
lending to new HFCs for on
to home purchasers. 
 Because disagreement
issue holds the potential to 

on this

become seriously divisive and
possibly to 
slow down implementation, early resolution
essential. is
Timing: August-September 
1990.
 

(3) Work with the 
State Bank of Pakistan to Devel 2 p_th-1_L)ervis ry_R__u atior sfor IF , )ur.
legislation now before Parliament, ,r abl injthe SBP will be given
supervisory responsibility 
over all
institutio non bank financial
ns 
(NBFIs), incIuding'HFCs.

branch A new supervision
is being established and
assistance and 

is actively looking for
guidance in 
setting specific regulations and
 

2 3 
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audit guidelines. 
 Because 
the new HFCs will
under considerable uncertainty until 
be operating
 

in these regulations 
are
place, Working Group assistance 

in to the SBP, p.alticuLr.making available technical assistanceshould and traininQ,be a very high priority. Timing: July-A: ;.st 1990for definin,i an initial assistance package, basedbeing prepared on rep.by Jim Croft. 

Training
 

(1) The Workina Group 
Should Develop a Training Aqenda
pda..e -__2it Every Six Months. Thus 

too the Work in*3 C;oup sbeen rD;passive in the development 

far, 


Mo:st c.f the of the training pror..training proposed has been rathercharacter, and geer 4 inlittle has

within the training Program 

taken place. Greater taiIoring
is now possiblecandidate because the t'oHFCs are being established, the decisiontaken to locate the supervisory has been

function within thethnse qovernment officials likely 
SBP, and 

housing be most involvedfinance, and their 
to in

particular responsibilities,

be identified. can
 

If the Working Group continues not

for to act as a clearinqhouseidentifying training needs and nomineesthe agencies from amonq alland private companies in the fledglingfinance system, ho.: ..it will be necessary for the residentadvisor to canvass non MOF organization,needs and to about trainingwork with the Chairman of the Working Group tr.develop the 
training program.
 

Timing: August/September 
1990 (in conjunction with 
the
seminar 
on 
housing finance) and February 1991.
 
(2) Add Planned Training Activities

Given the great need 

to the Action Plan.
for training in 
housing finance 
at
levels, excluding the al 1training agenda 
from
tends to diminish its importance and 
the action ; !an
 

to require a special
effort on 
the part of 
Working Group members 
to be aware of
opportunities and accomplishments. This 
should be done a
part of the overall updating of 
the PAP discussed above. 
In addition, the Working Group must 
improve the
administrative 
process 
by which training opportunities
promulgated, nominees selected and 

are 
processed through their nominationsthe government approvalattention process. Specialmust be given to streamlining] t is who> [ ,:. :. 
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Each of 
the actions 
just enumerated 
is essential 
for
 
development of 

*t ha.l fr r 

the program. 

it.3,izino the 

There is, 

program: 

however, another resource 

the seminar on ousing 

finance tc, be held in late A-gust. If structured so 
a.- to both
 
ipart new illforrmation and 
to demonstrate 
that the program 
i.: 

spec if i 
 I y ~ernane to ov', roming the impeu. mnrts to
 
,estaL f' :f ." ., hu ..irq £>a:.:e systemrkhn in .kis n, thew, 
5t.Itur< < the- Working~GroL.5,ar1d Its activit '-ti 
 may well be
 

substanti.ly iticreased.
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4. Meascring Program Impacts
 

Most of "he Policy Action Plan focuses of necessity on the
 
prccessof 
 chnf=.g the regu'7tory and 
legal structure within
 
wh~ch fmal holising lend:n-3 occurs, andJ the mon't,,r :nQ pr.),grim 

geared to documenting these changes. At samethe time it is
 
essential 
to measure the impacts of the onprogram increasing the 
volume of lending for housing. 
 The central thesis of 
the project
 
is thit if a reju.it)ry .ind legal 
framework conducive to mortgage
 
lendIng is established, and hous Ing 
finance companies (HFCs) 
are
 
suject to 
proper supervi3io, 
 then there will 
 e a s ign If icant
 

1r;] sUstAined e:<pansiorn in mortgage lending.
 

With innuai 
,;ew h)n:ing development typically being 
the
 
iquiva!o.nt 
of 3 ,.r I percent )f the standing 3tock, and only ,:art 

)f this increment receiving support from the exp.anded HFC
 
iendlng, 
 it is unlikely that the Increased volume of housing 
lending will be evident in the conditions of the overall housin.g 
stock [or the 
first several years. Therefore, program impacts 
will be better measured through tracking increased funds 
mobilization and 
lending for 
housing. 
 In particular, 
seven ireas
 

shou 1 
be monitored:
 

I. number of housing lenders 
by type of institution (NC ,s

HFCs )
 

2. volume ind terms of loans made 

3 .,)urc.s of funds >,nt
 

4. de IInqierncy in] forecl):sure exper ience 
of lenders 

5. fin.anci,m I condition of 
lenders
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6. deepening of 
the financial system
 

7. financial 
innovations 
introduced.
 

pec i ic me .3ures for each of these areas re listed in Table 

4.1.
 

Keeping a count of 
the number of institutions doing a
 
si~qnificant 
volume of mortgage lend:ng by ,type of 
instit.l>o s 
Import.ant .33 the changing number of HFCs will give i quick 
s,1mmary )f faii:ngs a-s 
 well a.5 . incr:a-z.e3 in the 
number of NC~s lendina wil 
 indicate 
a fundamental change in the
 
perception of 
the riskiness of 
housing lending (and perhaps 
in
 
the 
liquidity positions of NCBs). 
 A greater number of 
lenders 
is
 
also a basic indicator of 
the presence of competition 
in the
 

sector.
 

Obviously, the 
most central measure 
of success 
is the volume
 
of mortgage lending. 
 The effective 
interest 
rates charged, loan
t vale ratios and maturities are of interest. 
 Special
 
attention should be given to the household income distribution of 
borrowers, both as key information for understanding the 
development of the housing finance -3yitem and -is !ata needed to 
determine the volume of mortgage lending qualifyinj, for financino 
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-- 

Indicators 
 Table
of 4.1
Impacts of 
Housing Finance
 
yeLr System Development
 

_ 
: r- nd~ s* tho. 
F eCeoriginating
e at lea 


-
t "0 int thans 


housing 
r:naeCompanies
 

- tationai:.eJ commercib

foreign commercia 
 banks
 
HBFC
 

Volume of 
loans 
by te 
 of institution
 

.Cy-lo terms*
 

effective 
interest 

average rate
'oar to value ratio
maturity
 

-- distribution 
by location 
(urban 
or rural)*
 

-- distribution 

by the income 
of borrowers*
 

Sources of 
fundsby ty 
 e of ;nstit
 

- source 

-- equity
 

domestic
 
external
 

-- liabilities 

deposits

long 
term borrowing

Housing Finance Fund
government 
sources
sales 
of bonds and commercial 
Paper
external 
sources
 

-- average 
interest 
rates 
by source
 
-- average 
maturity 
by source
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Loan de I nuencIe* 

-- delinquencies by aqe (Y yea:,
-- :1umber loans --3 year- ,of foreclosed ears)
 

Financi a _ccnditi on* 

debt-equity ratio
 
- verae matur it ies of assets 
- :,3ptal (after prov' 

vs. liabilities
 
sl-or )-r~ora, 2 asat-vt
r.ti t- ratt,.,, delinquent loans to t'tal assets
 

e-e;;,' 
 of the f :cI sector 

-- ratio of 
broad money (M2) GDPto
-- ratio of assets 
of banks and 
NBFIs 
to GDP
 

Financial 
innovations
 

- list of new 
instruments introduced 
for 
funds mobiizatior,
and lending 

Information proposed 
to be collected by Sate 
Bank cf
Pakistan as at of its regular supervisory activities
 

throuyh Housing Guaranty funds. 

Track Ing 
the sources 
of funds--deposits, 
term loans, sellinq

of mortgage-backed debt, the 
Housing Finance Fund--used by

lenders 
is important 
as it provides 
an indicator 
of breadth of
 
their 
financial 
base. 
 Heavy dependence 
on the Housing Finance
 

In evaluating the 
income 
of borrowers
to understaindr it will be importantthat borrowers
all of their incomes 

have a strony incentive to reportin or,-!er to axim;;ecan obtain. the size oiThis contrasts loar theywith the motivations of
to household surveys who respondents
tend consistently to
incomes. Hence, thp understate their
income distribution of
different borrowers will
from, i.e., be
above, that 
reported 
in conventional 
income
statistics.
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Fund would, for 
example, be 
a souice of 
serious concern, since 
t hi: vcu.d suggest a non sustainab]e lendinq base. The cost of
 
f:-d , -i meaSLired by re31 iriterest rates on deposi ts ird ,ther 
Sor ces, io a critical parasmeter. When interpreted in licht cf 
th inf ation rat, it wiii indicate the comparative
 
att- .ct .ver:ess of holdinq aszlets 
 in financ-ial form rathe thar: r 

q-; dura b Ies 

%ataor: dehinquencies- and foreclosure, on the one hand, -and 
overal 1 f inancia strength of HFCs, on the other, are essential 
to determine the continued 
sustainability of 
the nascent housing
 

finance system and the 
success 
of changes in 
foreclosure
 

procedures.-

Computation of 
broad measures 
of the deepening of 
the
 
f;n3ncial 
sector 
in Pakistan 
are recommended because actions
 
taker: by housing lenders to 
increase 
their loanable 
funds could
 

-greatenougjh in themselves to affect these figures. More
 

.ikely, however, the 
 indirect effects will dominate, e.g., thecompetition for funds among depository institutions, promoted by
 
HFCs; paying 
 higher interest rates, will produce an overall 
increase 
in loanable 
funds. Lastly, the 
housing finance system
 
may well be the source of innovations 
In the financial 
system,
 
pa-rti(cularly the 
introduction of 
new types of 
mortgage
 
instruments and vehicles for raising funds; and these should be 

In addition 
to the indicators shown
measures in the table,
of the institutions' liquidtty situation and 
some
 

have handled their liquidity position how they

over
drawings from SBP, etc.) 

the year (volume of
would be important.
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assembled 
for 1990. 
 Any new 
HFCs' should 
be required to 
maintain
 
these dat.i 
on .3 routine basis. 
 An initi.i] discussion the SRP
 
indicated con°ier.sbbe willingness to col'ect th - [r,form.at c. 

The t-w (.ta items which SBP would not collect, i.e., under
the fi-ia' t 'c) headings in Table 4.1, could be easi)y obtafned 
the 

,. 
per,.or: preparing the monitoring report on 
the sector.
 

Interview with Mr.

Control Department, 

R. A. Chughtai, Director, Banking
State Bank 
of Pakistan, June 27, 
1990.
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