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Foreword 
Over the past fiv' years. Pakistan ha,s been moving toiarda More ihhcral. hess-rCg'ulaed 
finance s',stem, one that relies.far more on market forces to allocate credit and establish 
rates ofmark-up. Tis movement has created a number /o/portuni tiesfi)r new types of 
financialfirms to establish themselves. As directed credit is rehced and suhsidies 
become more constricted, there is an increasingneed to develop financial intermediaries 
to channel market-ratef,6,ds into a number ofsectors that urgently need to he integrated 
into the financial system. 

No sector offers greater potential in terms o'fecononMic scope than 40,'s lho0ising finance. 

Housing has long been neglected, and rehance solel' on subsidizedhousing loans 
through House Building linance Corporatlion hs never begun to meet demand*for 

loans. I'.norm ous po teniIal exists fi)r specialized ho using finance com pan ites to enter the 

marketiorfinding ofnew construction, hoime improv'ement, and mass ho using 
development. 

Over the past five years, the U.S. Agencyf!or International Development, through its 
ShelterResource Mobilization Prograin(SlMP),has assisted the (lovernimncnt to hegin 

establishing a inarket-based housingfinance s stem dominated by pri'ate housing 
lenders. A critical componment ofhiow well the new housingfinance sstem can perform 
will be dictated be*he legal environment in which the firms operate. Housing lending is 
tvpically basedon credit against which real property is offered as collateral (nortgage). 

A fundamental question facing the new housing finance lenders is whether the legal 
system will efficientv resolve legitimate claims when borrowers defndt onl repayment. 
Without "comfort 'from the law, little lending will occur. Similarly, the rights of 
borrowers must he respected, so that when the borrow, they'feel confident the propert.v 
they pledge can not be unjustlv taken away. Without "comfort "from the law, little 
borrowing will occur. This question is made more critical in Pakistan, because 
foreclosure law is antiquated, property rights insecure, the legal sYstem .'as a poor track 
record when faced with foreclosure cases, andpublic lenders have a ihistorY ofmanaging 
defaults poor1y. 

tOn behalf of U.S.A.. D., the SRMP is pleased to offer the following study offoreclosure 
:7nd debt recovery in Pakistan. We hope that it will assist in the development of sound 
policies and mechanisms that lay a stable legal./fundation fior the development of 

housing finance. 

Jon Wegge 
ChiefTechnical A dvisor 
Shelter Resource Mobilization Program 
October, 1993 
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Executive Summary
 

This report relies on research carried out by 21st 
Century Consultancyand Management Services of 
Karachi, Pakistan, under contractwith the Shelter 
Resource Mobilization Program (SRMP) of the United 
States Agency for InternationalDevelopment Mission 
to Pakistan. Through the SRMP, the U.S. Agency for 
InternationalDevelopment, in conjunctionwith the 
Ministryof Finance, is helping Pakistan establish 
market-oriented housing finance. To achieve this goal, 
new private andjoint-sectormortgage lenders need a 
supportivelegal and policyenvironmentthat ensures 
financialintegrityand facilitatesgrowth. 

The focus of this report is on the constraints 
imposed by Pakistan's laws and legal 
prccedurcs in regard to recovery of debts, and 
the actions that should be taken to promote a 
legal and policy environment that supports the 
ability of the eimerging market-oriented 
housing finance system to expand. The study 
is based on original field work, extensive 
interviews, and a review of available data and 
policy documentation. 

The report introduction summarizes [he 
fundamental requirements of a strong 
market-oricntCd housing finance system and 
the associated benefits to the overall economy. 
Regional examples demonstrate the linkages 
that exist between economic expansion, 
housing development, mortgage credit, and the 
legal and policy environment in which housing 
finance institutions operate 

The second section of this report reviews the 
status of housing finance in Pakistan and 

outlines the current legal framework for debt 
rI'covery. Foreclosure and debt recovery cases 
in Pakistan frequcntly take 10 years or more to 
resolve. Delays are characterized by 
overworked and understaffed courts, the courts 
reluctance or inability to comply with statutory 
tine limits, inadequate office management 
methods and equipment used by coul 
registries, liberal granting of appeals, frequent 
adjournments without punitive costs, and 
alleged collusion on the part of' Couit officials, 
banking officials, defendants, and counsel. 

Antiquated systems of land titling and transfer, 
coupled with exorbitant stanip duties, have 
complicated both the lending and recovery 
process and are a primary deterrent to the 
fu iture growth of housing finance in Pakistan 

The third section of this report sun arizes the 
results of field studies in Malaysia, India, and 
Sri Lanka conducted by Askari "aqvi, 
Consultant, 21 st Centtr.y C & MS, and 
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William Strong, I lousing Finance Adviso, 
SRMP. The findings from the:,. studies 
demonstrate tihe linkages between finance 
policy, the legal environment, and the relative 
success of developing housing finace systems 
in the region. 

In Malaysia, for example, recent economic 
expansion has been accompanied by an 
explosive growth in housing construction and 
mortgage credit. Management of LIFC's is 
efficient and effective; land titling, registration, 
and transfer systems are sound, although stamp 
duties are still hgh; and a strong legislative 
and regulatory framework facilitates growth of 
the housing sector, allowing public and private 
sector lenders to foreclose relatively quickly on 
defaulted loans in the lower courts. 

Although the Iligh Court in Malaysia has been 
experiencing significant dela'ys in bringing 
cases to trial, efforts are being made to anrend 
existing legislation to improve the situation. 
I-However, housing finance institutions in 
Malaysia have also recognized that the ability 
to recovery outstanding debt through tile legal 
system is only one component of a successful 
housing finance system. Information from 
credit bureaus, rating agencies, and trade 
associations is increasingly being used as a 
preventative management technique that 
enables institutions in Malaysia to make 
informed decisions about an applicant's credit 
record at the (valuation stage of the loan 
application, 

In India, the laws and procedures that govern 
debt recovery and foreclosure are highly 
similar to those of Pakistan, and a suit for 
enforcement of mortgage can take well over 10 
years. Land titling, registration, and transfer 
procedures are cumbersome and a large 
number of transactions are illegally performed 
to avoid high titling charges and taxes. 

Yet, there is a growing private and joint-sector 
housing finance industry in India, supported by 
an active public sector National Housing Bank 
that assists private and joint-sector firns to 
mobilize resources. India's housing finance 
firms have developed an enviable capability 
for good administration, and demonstrate that 
when the legal environment is inadequate, 

lenders need to manage their businesses in ai 
exemplar3' manner. Nonctlhelcss, the growth of 
housing finance in India is still constrained hw 
the legal environuicnt. In an Cfort to iliprove 
the situation, a thill was recently intioduced in 
Parliament to estahlish anking Irin ials 
similar to those in Pakistan to expedite debt 
recovery cases. 

In Sri Lanka, resources for housing remain 
limited because economic growth has been 
slow and unsteady and because resource 
mobilization for housing is largely in the 
public sector. Ilowevef, foreclosure is 
relatively straightforw,'ard, and when a default 
occurs, a lender can recover tie properly and 
sell it, usually within six months and often 
without recourse t,' the courts. 

Recent legislative anendrnents have been 
enacted in Sri Lanka to further improve the 
legal environment for lenders, and special 
"Commercial Courts" have been proposed to 
deal exclusively with debt recovery and a 
variety of commercial cases Although Sri 
Lanka has multiple land registration systems in 
operation, land titling has not posed any 
significant problems because financial 
institutions commonly use lawyers to perfonn 
title searches before authoiizing loans. II 
addition, all property evaluators in Sri l.anka 
must be licensed. These activities have 
provided housing finance institutions with 
improved indicators of value and a certified 
title to mortgaged property, thereby reducing 
lending risks. 

Based on the results of tie research conducted 
for the SIRP in Pakistan, Malaysia, India, and 
Sri Lanka, the fourth section of this report 
discusses recommendations for improvement 
to the legal environment for debt recovery in 
Pakistan. 

A draft of this report was distributed at a 
national seminar on Foreclosure and Debt 
Recovery Laws and Procedures held in1 
Karachi, Pakistan on May 9, 1993. This 
one-day seminar was sponsored by the 
U.S.A.I.D. SRMP in conjunction with 21st 
Century Consultancy and Management 
Services, and was developed to promote 
agreement among policy makers on actions 
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required to improve the legal environment for 
mortgage lenders. Participants representing the 
legal, government and financial sectors, 
including housing finance companies and 
commercial banks, attended. 

At the close of the seminar, a drafting 
committee was forned to finalize the seminar 
conclusions and recommendations, which are 
discussed in the final section of this report, and 
are summarized below: 

Improve Judicial Determination: A major 
conclusion of the seminar was that the law 
governing debt recoverv in Pakistan is 
adequate, Ilowevecr, a primary obstacle to the 
recovery of debts are chronic delays in court 
procedures. Judicial determination toward the 
implementation of debt recovery law must 
become meaningful nd purpose-oriented, and 
the e-xisting provisicrns of' the law must be 
strict!y applied by judges ard functionaries in 
order for justice to be served. 

Improve Enforcement of Decrees: Fxecution 
of decrees are a significant problem, and 
amendments in the law to simplify procedures 
for execution, in particular to enable the 
decree-holder to obtain vacant possessic,n of 
the property, should be considered. Tribunals 
should be provided with mechanisms l'or 
enforcement instead of having to rely on the 
district administration and the police. A 
possible solution would permit private 
agencies that are regulated by a licensing 
system to impiement decrees. lo minimize 
potential fraud and/or collusion, payment 
would be contingent Upon successful excution 
of the deci-ee. 

Allocate Increased Resources to the Courts: 
h'le number and geographical spread of 

Banking ''ribunals needs to be increased. In 
addition, the courts often do not have the basic 
office equipment and support staff required to 
perorm their work in i timely fashion. "1o 
finance iin)rovements to the Banking 'ri bunal 
infrastructure, a user fee repre'ecnting a small 
percentage ol' the claim filed by lending 
insti ,tions should be considered as a 
commrcially viable means o ' iunding tile 
necessary material resources required. 

Improve Land Titling: A sound land titling 
system is fundamental to the growth of housing 
finance in Pakistan. Cunenlv, uncertainty in 
land titling and registration makes it dif'ficult 
for financial institutions to lend in the housing 
sector. A comprehensive study should be 
conducted tinder the authority of the Federal 
Government with the goal to develop one 
functional land transfer and registration svstem 
for the entire country 

Reduce Stamp Duties and Registration fees: 
The lack of compulsory registration of title 
documents, high fees levied under the 
Registration Act, and the exorbitant rate of 
stamp duties are primary' f'actors that 
discourage the proper recording of land 
transactions. Clearly, it'rates were reduced, 
more people would register propeily 
transactions. Revenue would be optimized 
while the current hindrances to financial and 
economic activity, particularly in the housing 
sector, would be significantly reduced. This is 
a provincial government issue; however, it 
requires the Fedei al Government to assume th 
initiative for change and to coordinate action 
with the provincial governments for a 
consistent fec struicttu re in the countl. 

License Property Evaluators: Ilousing 
Finance Institutions should work with the 
Institute of' Chartered Surv1yor's to develop a 
comprehensive system of licensing and 
regulation of' propei ty evaluators. 

Limit Adjournments: Adjounmients should 
be strictly limited in accordance with the law 
and punitive costs should be enforced 

Criminalize Bad Checks: Criminal penalties 
for issuing bank drafts on insufficient funds 
would be an el'f'ective tool fOr pursuing loan 
defaulters in cases where "bad" checks are 
involved [his legislation is currently under 
advanced stages of review bv tIme Ministry of 
Finance, tlietcfc no f'urt her actimn was 
pIroposed by tie draftiig Cuimmuittcc 

Limit Court intervention: IJider Section 6)
of 'he [ransf'er of Propeity Act, a banking 
company is allowed to sell propemty witIout 
intervention of the cowis Ilousing finance 
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companies should be considered banking 
companies for the purposes of this legislation. 

Regulate Iousing Developers: A regulatory 
framework for the development of housing 
should be implemented along tie lines of that 
currently established in Malaysia. Developers 
are required to be licensed, and in turn, 
regulatory authorities monitor their 
performance and conduct. Developer accounts 
are managed by banks or HFCs and prevent 
potentially unscrupulous developers from 
misusing mortgage funds. Developers found 
guilty of offenses under the law are prosecuted. 

Standardize Forms and Procedures: 
Emerging IFCs should standardize all loan 
application and processing forms, and standard 
Sales and Purchase Agreements should be 
required to safeguard tie interests of both 
home buyers and developers. Accounting and 
loan collection systems should be 
computerized. 

Monitor the Courts: Banking Courts and 
Tribunals, like other courts in Pakistan, should 
be periodically inspected by the Superior 
Judiciary. In particular, cases that have hot 
been processed within the timeframe 
established by law should be tracked and 
monitored closely for resolution. 
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Introduction 

A new housingfinance system is emerging in Benefits ofa 
Pakistan, one likely .o be dominated by private, strong 
market-oriented mortgage firms. Demand for housing market-oriented 

creditis high, and the new system offers great promise housingfinance
system... 

to mobilize the resources needed to improve housing 
and stimulate the constructionindustry. Will these o more and 
firms succeed? Does the legal environmentsupport better 

housingthem? Resources will onlyflow into housing if 

investorshave confidencethat mortgage loans can be • a stronger 
recovered. construction 

inidustry 

In Pakistan, there presently are two conflicting continues to be able to live in the property. 
financial sector trends: First, there is a trend to Thousands of debt recovery and foreclosure a imnproved
liberalize and deregulate the economy, and to cases have "piled up," bogged down in a savings rate 
increasingly rely on the private sector to meet swamp of delay and legal maneuver. Several and greater 
people's credit needs, including mortgage billion Rupees worth of loans defaults are 
credit. This is a positive development, but will unresolved, investment in 
ultimately fail if credit institutions can not rely fixed capital 
on fully recovering loans. Foreclosure is a lender's "ultimate threat" and 

most persuasive encouragement to obtain loan 
Second, a strong "myth" has developed that repayments. Given the perflormance in regard • creditflowing
horrowers do not repay loans. There is ample to foreclosure cases, however, foreclosure is 
evidence - from the performance of public scarcely a threat at all. Rather, it appears that 
sector lenders - to suggest that the myth is even in instances when borrowers' pleas have rates anid 
true. In the case of housing finance, the poor little merit, years of delay may occur before accordiig to
 
record of House Building Finance Corporation court or banking ti ibunal decrees are executed.
 
(1-IBFC) suggests that many people feel little Lenders have little choice but to re-schedule demand
 
need to make repayments and feel virtually no loan payments in the hope of eventual payment.
 
fear that default will lead to foreclosute. This * a broader ant,
 
trend inhibits private investors and finance Studies can-ied out by the SRMP in Malaysia,
 
institutions from making credit available even Indlia, and Sri L.anka show that improvement of deeper
 
to honest credit-worthy people. financial sector perforance is accompanied financial
 

by improvemcnts in the legal and policy 
In Pakistan, debt recovery procedures, environmen. These improvements arc sector 
including foreclosure, need improvemnent, esseniial to tile full tlc vclopm ciit of cc onoilicTypically, foreclosive cases take I0 or more Cfficicncy alld critical to the develIopminent of 
years to resolve, during which the lender loses housing finance The improvements necded. 
money aid the defaulting borrower gencral!, however, are not simply legal changes, bul in 
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effect are the creation of a new relationship 
between lenders and borrowers, 

Culture, tradition and the law are the basis of 
this relationship. There is little in the culture 
of Pakistan that suggests that people do not 
take debt as a serious matter or that Pakistanis 
are inherently unwilling to repay loans. But, 
over the years, the tradition of performance by 
Pakistan's public sector lenders has taught 
people asimple lesson: it is quite possible to 
borrow without having to repay. At the same 
time, the legal system has demonstrated that its 

Two views... 	 machinery is incapable of dealing effectively 
with loan default cases. 

Public sector lending institutions should not 
Borrower: 

operate on this basis. Private sector lending 
institutions can not."A mant'shome is his Credit is the "lifeblood" of economic 
expansion. In Pakistan, little credit is available 

castle." to the ordinary man, who is generally forced to 
save the entire purchase price of any and all 
products. This is not entirely a bad situation,

Lender: but it certainly constrains the ability of people 
to purchase products with larger "price tags," 

"A man 's especially housing. 
home is his In more developed economies, real property, 

,astle, when it including housing, provides security for much
of the credit that is available. Virtually all 

is paidfor. housing, most automobiles, many appliances, 
and many other products are purchased "on 
time." In particular, land and housing are very 
often the security for loans to start businesses. 

Assuming funds are available for lending, two 
basic factors govern how much credit is 
available and who has access to it: 

First, how credit-worthy is the borrower? Does 
the borrower have the income necessary to 
repay the loan? Is the value of the property or 
other product for which the loan is being 
borrowed equal to or greater than the loan? 
These are business judgements, and businesses 
that make poorjudgements fail. 

Second, if the borrower stops making payment, 
can the lender quickly recover the loan? Loans 
can be re-scheduled, but if the borrower 
defaults, what recourse does the lender have? 

Can the lender take the property? This falls 
into the legal and policy environment. A 
system thit gives lenders little or no "con folt" 
on this issue is asystem in which loans must 
be hased on "personal knowledge' of the 
borrower and his financial abilities. Such a 
system inherently constrains the expansion of 
credit, since relatively few potential customers 
for credit are "personally known" to fin ince 
institutions. 

Essential requirementsfor a 
strong market-oriented 
housing finance system... 

0 confidence that defaulted
loans can be recovered in 
ar anbe teperi 

a reasonabletime period 

confidence that losses due 

to default can be 
recovered from the 
mortgaged property 

confidence in land titling 
and registration 
procedures 

Foreclosure is a sensitive issue, especially 
wien an occupied house is involved. Both 
lenders and borrowers have legitimate rights. 
Individual homeowners are apt to view things 
from the perspective of "A man's home is his 
castle." Lenders may prefer to re-phrase that 
as "A man's home is his castle when it is paid 
for." To expand credit for housing in Pakistan, 
it is necessary that the law and its mach: .. 

strike a balance between the rights of the 
lender and the borrower. The balance that is 
developed must be acceptable to both. 

Within the region, several examples exist that 
demonstrate the linkages between economic 
expansion, housing development, mortgage 
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credit, and the legal and policy environment in 
which housing finance institutions operate. 

In Malaysia, the rapid economic expansion of 
the past few years has been accompanied by an 
explosive growth of housing construction and 
mortgage credit. It has also been accompanied 
by revised laws and procedures that facilitate 
growth and permit both private and public 
sector lenders to foreclose quickly (within two 
years, but generally faster) on a default. Less 
than 3% of borrowers default. The balance 
struck between lenders and borrowers in 
Malaysia has benefited both parties: people 
have become far better housed; lenders 
continue to be profitable and able to expand 
their business; the housing construction 
industry has provided many jobs for workers 
and opportunities fbr lenders. 

In Pakistan, although the ecoiomy has grown 
steadily, there is a severe housing shortage, 
little mortgage credit is available, and the 

housing construction industry is fragmented 

and inefficient, contributing little to the
 
economy. The repayment record of H-lBFC is 
poor and private finance institutions look at 

long-term lending for housing with great

skepticism because debt recovery procedures 

are slow and tedious and foreclosure 
proceedings are circumscribed by procedures 
and legal techniques that create years of deiay.
Borrowers have erea, suspicion of lenders that 
want real property to secure loans, believing 

that the lenders want to seize their property.
 
There is little if any balance between lenders 

and borrowers; both suffer as a result and the
 
basis for expansion is limited. 


The two examples above demonstrate thee 

different resuilts that occur when a growing 

economy either does or does not provide a 
legal environment that supports the growth of 
financial sector services. 

Ilowever, although etTective debt recovciv and 
eoreclosume Ineasuics play a role in the 

expansion of credit, they dictate neither 
success or t'ailure. The following two 
examples demonstrate this. 

In Sri Lanka, economic growth has been 
slower and unsteady. Ilousing finance is 

growing slowly and remains dominated by 
public sector institutions. Resources for
 
housing remain limited, both because
 
economic progress is slow and because
 
resource mobilization for housing is largely in
 
the public sector. Yet, tbreclosure is
 
remarkably simple, and, when a default occurs,
 
lenders can take the property and sell it within
 
six months, often without recourse to the
 
courts. The Sri Lankan example demonirates
 
that effective debt recovery systems anu
 
foreclosure laws do not automatically generate 
a strong flow of resources into housing credit;
 
resources and effective institutions are also
 
needed. However, when resources do become
 
available, Sri Lanka's legal situation provides
 
the basis for rapid expansion. 

Examples from the region
s a t a contrgs
 
show that a country's
 
housingfinance system will

be only as strong as the
 

financepolicy and legal 
environment in which it 

operates. Pakistanis
 
lagging behind other
 
loggies of ther
 
countries of the region

housingfinance in Pakistan
 
is at a disadvantagein
 

regardto: 

0 competingfor resources 

utbl andtinel debt 
• 	 e ial y
 

recovery
 

° 	 land registrationpractices 

o 	 supportprovided by 

In India, economic progress has also been 
slow. The laws and procedures that govern 
debt recovery and foreclosure are highly 
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similar to those of Pakistan. Yet, there is a 
growing private and joint-sector housing 
finance industry, supported by an active public 
sector National Ilousing Bank that assists the 
private md joint-sector firms to mobilize 
resources. India's housing finance finns have 
developed an enviable capability for good 
administration. 

Housing Led by Housing Development Finance 

Development Corporation (HDFC), they have mastered 

credit risk analysis, avoid risky borrowers, andFinance quickly follow-up with late-paying borrowers. 
Corporation In its first 14 years of operation, HDFC has 

15 times.in India initiated foreclosure proceedings only 
Last year, HDFC made thousands of newdemonstrates 

that a 

loans, maintained a recovery rate in excess of 
98%, and declared a dividend of 24%. The 
Indian example demonstrates that when the 
legal environment provides little "comfort," 
len 'ers need to avoid it by managing their 
businesses in an exemplary manner. 

Ilowever, although the example demonstrates 
that "it can be done," only IIDFC has 
established its reputation and is fully capable 
of mobilizing resources; other firms rely 

heavily on assistance from the National 
lousing Bank. In short, the inadequate legal 

environment in India still constrains the growth 
of housing finance. 

housing The above examples from the region offer many lessons: 
finance 

company 
CAN be 

successful 
without
effective 


foreclosure 
procedures.... 

but HDFC's 
strong 

management 
capacityand 

financial 
reputation 

took years to 
build. 

-:::a 


Good administration is always desirable; 

when the legal environment fails to support 

business, excellent administration is 
imperative.. In the case of Pakistan, 
however, housing finance is virtually 

unknown and experience at managing 
housing finance companies is extremely
limited. Given this situation, private 

investors will remain reluctant to invest in 

housing finance, which will grow very
slowly unless the "comfort level" of 
investors is raised. 

m In other countries in the region, appropriate
balances have been struck between the 

rights of lenders and the rights of 

borrowers. In Pakistan this does not appear 
to be the case, especially in regard to 
housing finance. This imbalance is 

epitomized by the relevnt law and 

procedures, which greatly favor borrowers. 

Pooi administration results in making 
"bad" loans and leads borrowers into 
default. When poor administration is the 
standard, not only will loan recovery be 
poor, but there is little reason why the legal 
system should be expected to support 
business to recover from its own poor 
judgements. 

SP 8 .... ...; 
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A highly effective foreclosure law and 

procedure would not automatically 
stimulate housing fir ,ee, although it 
would incline private investors to invest 
more in housing finance companies. 
Pakistan has taken the right step by 
establishing private sector, market-oriented 
housing finance firms, which do have the 

capacity to develop into effective resource 
mobilization institutions, provided that 
they are effectively managed and can 
operate in a legal environment that is at 
least neutral. Without such a legal 
environment, housing finance companies
will find it difficult to make loans and 

difficult to expand business to meet 
demand. 

To achieve better housing for as many people 

as possible, and to gain the economic benefits 

from stimulating the housing construction 
industry, it is necessary that the emerging 
market-oriented housing finance industry in 
Pakistan be able to operate in an environment 
in which finance policy and the law support 
resource mobilization and lending for housing. 
Presently, the financial and legal environment 
constrains the development of housing finance. 
Until it supports housing finance, neither the 
people of Pakist!2.n or its financial institutions 
will benefit from the great opportunities that 
housing finance can provide for social and 
economic progress. 



Debt Recovery Mechanisms in
 
Pakistan
 

While debt recovery is a concern ofall lending 
institutions,foreclosureis ofparticularconcern to 
housing finance institutions,since propertyis the 

securityfor virtuallyall mortgages. Housing finance 


has been a subsidizedmonopolyofthe publicsector, 
• 

marked by poor administration. Despite speciallegal 
provisionsto recover loans, repayment records have 
been poor. Now, as part ofgovernmentpolicyto 

strengthen housingfinance, new private firms are 

entering the market. Of criticalconcern to their 
success is whether they can efficientlyrecoverall 
loans. This abilitydepends largely on whether the law 

and legal system willsupporttheir legitimate claims. 

Ilousing finance is poorly developed in new firms are starting operations in the face of 
Pakistan. Almost all housing is informally broadly-held perceptions that housing finance 
financed and, until very recently, the only is a highly risky business with a low potential 
significant sources of formal sector mortgage for profit. 
credit were public sector institutions. These 
institutions have never met more than about HBFC 
15% of the estimated demand for housing. 
The lack of mortgage credit has been identified For almost 40 years, I louse Building Finance 

as a major constraint to the development of the Coporation (I11) has been the only 
significant mortgage lender in Pakistan. Ahousing sector. Inaddition, the lack ofa public sector inslitution, it was established in

vigorous fol~n deehou singifinance sectningof'1952or hias Act of Pallianicnt. Althoughinhiited[lienig ,i(] boad uinder anl92urdraAcofIaIinreAthI 
iibi ted the dcepenin g and broadeni g t11131T"C 

I Iiig
f appears to have been effective in 

financial markets, since financial instrunicrrnts making loans, it has been notably deficient in 
backed by real property aic virtually unknown. servicing and collecting thei 

Recently, as part of its libCralizatior of the 
finance sector, Pakistan has opened the field of' 1113 F as an oresentiy has a rd 
housing finance to the private sector. These 
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nominally worth an estimated Rs. 18 billion. 
Howevcr, only a fraction of the porlfolio is 
performing; many of the loans have not been 
paid in years. Estimates indicate that about 
one-third or more of 1113FC borrowers become 
new defaulters or delay their payments each 
year. 

Studies and interviews suggest three major 
reasons for lII3FC 's poor First,lpeformance: 
locn administration has been weak. Notices 
are rarely sent that loan payments are due or 
past due; inadequate accounting makes it 
difficult for either H1I3FC or its clients to 
ascertain correct loan balances, and some 
payments may go unrecorded. No one at 
HBFC is specifically responsible for collection, 

Second, business judgement has been lacking 
or absent when a number of loans have been 
originated. Although most I-IBFC loans are 
adequately secured and with borrowers who 
can afford to repay, many instances exist where 
lending decisions have been based on political 
or other influences, 

'hird, despite special debt collection powers 
granted in the III3FC Act, which include access 
to land revenue enforcement mechanisms, 
rarely has 1-1131C invoked them, or resor-ted to 
foreclosure, to force defaulters to pay. 
Non-performing loans are not "written off," 
but are simply retained on I1131'C's books. 

Recently, the government has directed that 
lIBFC become "commercially viable," and 
has greatly reduced I113FC's access to funds at 
the State Bank of Pakistan (SBP). HBF C has 
stepped up eftorts to improve loan collections. 
These efforts have met with some success, and 
have been backed up with the threat of 
foreclosure or seizure of the mortgaged 
property under the I1131C Act. Whether these 
efforts can be sustained is questionable. 

"Commercial viability" will require that 
IIl3FC's financial peifor-mance instill 
confidence in private investors, so that HBFC 
can mobilize resources in the capital markets. 
Despite its somewhat better recent 
performance, IBFC remains far from 

What needs to be done to improve the legal environment for 
housingfinance? 

court procedures must be improved to ensure that decrees of 
banking tribunals can be finalized in a reasonable period of 
time 

* appeal rights need to be rationalized to avoid frivolous delays 

" enforcement mechanisms such as eviction need to be 
strengthened 

" the cost of land registration and transfer need to be reduced to 
bringpeople into theformal registration process 

" ultimately, land titling and registration needs significant 
change
 

Both the lender and the borrower need a system they have 
confidence in. 

SRUP Page /0 



achieving the standard necessary. To fully 
recover debts owed it, -BI3FC will require the 
full support of the legal system. 

Commercial Banks 

Some of the private and nationalizedcom eriva aneenatinasaled amoucommercial banks engage in asmall amount of 
mortgage lending, generally limited to their 
own employees and to employees of 
companies who guarantee their emp!yes 
obligation and agree to deduct monthlyobliatin ad areemothlyIo dduc 
mortgage payments from the employee's pay 
This sort of arTangement eliminates rauch of 
the risk associated with making housing loans, 
but it also eliminates from consideration for 
loan anyone who is not employed in the formal 
sector of the economy or who cannot pledge
easy'-tol iaeassets as security for a loan.to-liquidate 

Private HFCs 

1Beginning in 1999, Plakistan initiated tile 
development of a market-oriented housing 
finance system. With the assistance of the 
Shelter Resource Mobilization Program of' 
U.S.A.I.I)., the Ministry of Finance put in 
place a basic legal framework to enable private 
firms to enter the market for mortgage credit. 

The first such private finn to become licensed, 
Citibank Ilousing f'inancc Company, began 
operations in Lahore in December, 1992. A 
second finn, International I lousing Finance 
Ltd., is expected to begin operations in Karachi 
soon, and another five companies are at various 
stages in the proess of staling, 

Consun cr interest in private hotrsing finance is 
high - Citibank II.C has received thousands 
of inq(uiries about loans. Yet, actual lending 
has proceeded slowly. The initial ( xpericnce 

o; private I IFCs reveals the weaknesses of the 
policy and legal en vionient for housing 
finance, incIuding pnot,!L ins associated wilh 
inadequate title, high transaction costs, anid 
inability of I ll"Vs to have confidence that tile 
legal syster wOUld ultimtel' support their 
legitimale chlitns on ilnoigaged property 

Iligh stalip duties, land and m-orlgage 
registration fees, appraisal ic,., and legal fees 

all contribute to making housing finance 
unduly expensive and tend to limit access to 
lFC mortgages to upper-income people. Yet, 
an YlFC must proceed with extreme prudence 
even in that market, putting great emphasis on 
cautious selection of borrowers. 

Because of the problems associated with Fortyyears of 
lending, IIFCs will have problems mobilizing HBFC 
resources, especially from the capital markets.
 
Studies and interviews show clearly that performance
 
investors are doubtful aboutThisthe ability -Cluetanceofwill in thepublicI~s o rcover loans. 
I IFCs to re l ta sectorhas 
continue to make resources for housing both 
scarce and expensive. And, until confidence createda 
Can be built in the validity ofprimaiy mortgage perception

inaoket il
 
molgage-backed securities will not develop that...
 

documents, a sec undaiy 

In summary, private housing finance can only borrowers 
develop slowly until both IIFCs and investors
have confidence that the legal basis for don 't repay 
mortgage lending is sound and that the legal.system w'ill routinely resolv'e debt recovery houising 

cases efficiently. loans 

The Legal Framework For lenders do 
Debt Recovery little to 

collect 
Ill order for a finance institution in the business debts 
of making loans to succeed-in order for a 
potential financial institution to even want to 
enter the housing finance business-there must . housing 
be fundamental assurances that loans will be finance is a
paid or that thev can be recovered through the 

Lcal process. highly risky 
business 

CuTCntly,, there are approximately 20,O{X) With low 
cases pending in civil courts and bankiag 
tribmnals for ecovery of vaious types of loans, potentialfor 
Some of these cases have been pending for profIt 
more thai It)1years, and estinmates indicate that 
alproxi iatcly two billion rupees is cirren tly 
tied uip in loan defaults. 

In Pakistan, the basic legal framework for 
recovery of' debts is present. Ilowever, the 
courts do not have tire necessary tools to 
finalize and implement foreclosure and debt 
recovery cases Conversely, there is ample 
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evidence that courts do not use the legal tools 
that are available under the law to implement 
debt recovery proceedings. A separate but 
related issue is the lact: of a sound land titling, 
registration, and transfer systcm in Pakistan. 
This has created an environment where there is 
no clear iTebuttable legal title to land, which 
constrains both lending and debt recovery 
mechanisms. Combined, these issues have 
resulted in a legal system which clearly does 
not operate as it was intended to. 

A mortgage is the transfer of an interest in 
property for the purpose of securing the 
payment of money advanced by loan. The 
Transfer of Property Act of 1882 sets out the 
substantive body of Pakistan's immovable 
property mortgage law. The 1882 Act was last 
amended in 192), and reflects outdated 
concepts of Engilish mortgage law largely 
developed during the reign of Henry II, gifted 
to India by the Raj, and adopted virtually 
verbatim by Pakistan upon Partition. Six 
types of mortgages are specified, some of 
which are rarely if ever used, and others which 
can only be used in specific cities nr by 
persons of specified national and religious 
origin. Two options are available to a 
mortgagee (lender) in the ev' nt ot default in 
payment of the mortgaged mcney: a right to 
file suit for foreclosure, and a right to file a suit 
for sale of mortgaged property. 

Although technically a provision for 
foreclosure is present in the 1882 Act, this 
right can only be enforced in a court and is 
only available to a specific category of 
mortgages, the "anomalous mortgage" or 
mortgage by deed, which confers the power of 
foreclosure by conditional sale to a lender. 
Due to the remedy of foreclosure tht is 
available to the lender, borrowers seldom agree 
to anomalous mortgages. Therefore, 
foreclosure under the 1882 Act has little 
practical significance. The bias of equity 
protects the borrower's right to redemption, 
and in almost all instances, financial 
institutions must resort to sale of the property 
to recover a loan. 

The Banking Companies Ordinance of 1979 
established special Banking Courts to 
ameliorate many of the delays associated with 

the civil court system. This legislation sought 
to establish a iore effective mode of sunnons 
(notice) to the mortgagor by requiring 
simultaneous service through the bailifls of the 
court, registered post, and by publication in 
newspapers. Under this ordinance, a 
defendant does not have an automatic or 
unconditional right to defend but must appear 
and apply to the court for leave to defend the 
suit. In addition, proceedings under the 
Banking Companies Ordinance are required to 
come up for hearing as "expeditiously as 
possible" with adjournments granted only in 
"extraordinary circumstances." 

The Legal Framework: 

- the TransferofProperty 
Act of1882 

- the RegistrationAct of 
1908 

- the Code of Civil 
Procedure
 

- the Banking Tribunals 

Ordinance 

- the Companies Ordinance 

- the Banking Companies

Ordinance
 

- the LandRevenue Code 

* theIDBP&ADBP 

Or'dinaixces atd HBFC
Act 

Similarly, the Banking Tribunals Ordinance of 
1984 was intended to :e an efficient scheme to 
pi init banking companies to recover debts. 
Under the Ordinance, Tribunals are required to 
process cases within 90 days. Within 10 days 
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of notice, the defendent is required to show 
cause why tie suit filed against them should 
not be granted. If the debtor fails to respond, 
or if the Tribunal rejects their reply, a decree is 
entered in favor of the bank. The debtor is 
required to deposit with the Tribunal within 15 
days cash or other security at least in the 
amount of any missed installments. The 
Tribunal can, however, set the decree aside, for 
good cause, upon the debtor's application 
within 30 days of the decree's entry. 

The debtor'- right of appeal to the Iligh Court 
is conditioned upon the deposit of the decretal 
amount with the Tribunal. Other than by 
appeal, no court can interfere with a Banking 
Tribunal's decision. Once a decree is final, the 
Tribunal can order execution in accordance 
with tie Civil Procedure Code (CPC) of 190 
and can order that the debtor be held i civil
prison. 

Section 69 of the Transfer of Property Act of 
1882 allows a mortgagee to sell property in 
some instances without intervention of the 
courts. For example, when the mortgagee is 
the Federal or Provincial Government or a

copanyint courts isb anking oernent orsibanking company, intervention of the 

otrequired. Similar provisions for 
foreclosure are available under Section 119 of 
The Companies Ordinance of 1984, and 
Sections 39 and 40 of the Industrial 
Development 3ank of Pakistan Ordinance of 
196 1. In addition, foreclosure proceedings 

without court intervention are available to the 
Housing 3uilding Finance Corporation of Pakistan under the l~and Revenue Code and 
Pakitn underte Ln n Fiancels ue Cldig
Section 30 of tie Ilousirg Building Finance 
Corporation Act of 1952. 

The Legal Machinery in 
Action 

On paper, it appears that a creditor has 
everything they could conceivably want by 
way of an arsenal of reniedies. Practice, 
however, is a long way from what the law 
provides. The legal system is characterized by 
overworked and understaffed courts, archaic 
office management equipment, liberal granting 

of appeals, reluctance by ie courts to compel 
compliance with statutory time limits, 
procedural defects, and alleged corruption on 
the part of court officials, banking officials, 
defendants, and counsel. 

In the civil courts, mortgage lending suitscreate "bottlenecks" in a system alreadyoverwhelmed with routine caseloads. Banking 

Courts and Tribunals established to p:event
delays in the ivil courts have not providedmuch relief. It is only fair to point out, 
however, that these special courts have not 	 There are an 
been provided with much relief either. 	 estimated 

There are Currently only two Banking 	 20,000 
Tribunals in Karachi and one in Lahore for the loan-related
Sindh and Punjab Provinces, respectively. In 	 casespendingthe past, judicial officer positions in some 	 in civil courts 

Banking Tribunals have been vacant for years 
at a time, rendering the Tribunal essentially 	 and banking 
nonfunctional. In a case pending since 1988 in 	 tribunals. 
the Banking Tribunal of the Punjab, the reason 
cited for the cause of delay in dccision is 
"Tribunal was not functioning for two andheone-half years ending January 199?. 	 Some have been 
n of new suits instituted each a"in the pendingfor
 

banking Tribunals and Spcil Cors far more tian 1
 
nuber of ca that ar [re years.
 

exceed the number ofcases that are disposed years.
of. Recent legislative amendments have 
reduced the number of officers in a Banking 

Tribunal from three to one. These cases 
Insufficient physical resources allocated to the involve anieci hsclrsucsalctdt h nov ~ 
legal system compound tile problem. Often, estimated2courts do not have appropriate facilities, office 	 billion rupees in 
equipment, or support personnel to process il 

cases in a timely manner. 	 defaulted 
payments. 

Problems Associated with 
of the LawImplementation 

As previously discussed, there are several 
provisions in tile Banking Companies and 
Banking Tribunals Ordinances designed to 
expedite the court process. In theory, these 
provisions are relatively clear, fair, and are 
designed for rapid action. The intent of the law 
and actual practice, however, are markedly 
divergent, and loan recovery often becomies a 
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muddled litigation process which favors tie Collusion between any number of parties have 
borrower and drags on for years. rendered expeditious proceedings nearly 

impossible in the past, defendants often 
The courts are liberal in granting leave to the avoided the service of summons from the 
defendent, and 
frequent 
adjournments In a case in Karachi, there 
without adequate 
grounds are have been approximately 100 
common. In a case hearingsand adjournments 
still pending in the since 1987. 
Banking Tribunal at 
Karachi, there have 
been approximately In a case in Lahore,there 
100 hearings and 
adjournments since were 67 hearingsand 
1987. Although the adjournment between 1981 
court is empowered adt 
under the law to 
grant adjournment at 
the cost of the party 
seeking it (usually 
the defendant), this option is rarely enforced, 
When it is, the nominal charges do not serve as 
an adequate deterrent to the defendant, who 
simply pays a small fee, if any. The laxity of 
the courts in granting adjournments without 
cost has led many lawyers to take these forums 
for granted. In such an overloaded court 
system, perhaps judges are not likely to resist 
with much enthusiasm defendents and counsels 
desire for delay. 

Once leave is granted, suits become subject to 
a number of tactics designed to thwart the 
recovery process. As the Civil Procedure Code 
of 1908 requires joinder in the proceedings of 
anyone with an interest in the mortgaged 
property, borrowers often misuse this provision 
to transfer property interests to third parties for 
purposes of delay. This is relatively easy to 
accomplish. For example, in rural areas of the 

Punjab it can be done quite simply through an 
Oral Gift of Land, which isnot required to be 
registered under Islamic Law. 

been several cases in which 
defendents invoke the jurisdiction of the High 


e isome 
Courts and Federal Shariat Court on the plea 
that the recovery suit involves acontract based 
on Riba (interest), and is therefore not 
enforceable under Islamic Law. 

1991. 


court, and there was a 
general perception at 
large that many of 
the process-serving 
staff of the courts 
were in league with 
defendents. In one 
case in the Special 
Banking Court in 
Lahore there were 67 
hearings and 
adjournments from 
June 1981-February 
1991. The cause of 
delay in securing the 
decree was cited as 
"delay in service of 
notice.., non

availability of the whereabouts of borrower." 

Execution of Decrees
 

Execution of decrees does appear to be amuch
 
Exeuinofe s de appe o be am 
larger problem than the language of the law 
suggests it should be. The process for 
execution set out in the Code of Civil 
Procedure is archaic, time consuming, and 
subject to challenge and frustrations. 

In a suit for foreclosure where the plaintiff 
succeeds, the court vill pass a preliminary 
decree for an account to be taken of all the 
amounts due to the mortgagee. If the 
defendant pays the amount within six months, 
the plaintiff must retransfer the property to the 
defendant. The court may, as its discretion, 
extend the borrower's time for repayment. 

Under the CPC, all persons hving an interest 
in the mortgaged property or in the right of 
redemption must be joined as parties in the 
suit. Once again the defendent may enlist 
parties to claim interest in the property. In 

cases, independent suits may be filed. 
From alegal perspective,such suits may be
 
doomed from inception, however,they serve to 

push the recovery procedure through another 
legal loop. 
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In a case from 1985 in the Lahore Iligh Court, 
execution proceedings are still pending due to 
obstacles employed by the debtor to prevent 
auction of the property. Once an appeal to the 
High Court is granted, there is no established 
time frame for the execution of a decree, and 
cases can remain undecided for years. 

In some instances, members of communities 
have used their power and influence to frighten 
away potential bidders from property auctions, 
In these cases, no one may show up at an 
auction. Similarly, there have been allegations 
of collusion between debtors and court officers 
responsible for cunducting foreclosure sales. 

An English Judge of the 
Primary Council once 
remarkedthat in the 

sub-continentthe problems 
of the litigant start q/1e 
obtaininga decree in their 
favor, 

Too true.., 


In a case from the Lahore 

High Court in 1985, 


execution ofthe court's 
decision is stillpendingdue 

to manuevers by the debtor 
to prevent auction of the 
property. 

A significant problem at the execution stage of 
a decree is obtaining vacant possession. In 
many cases, the owner or the tenant may 
simply refuse to vacate the property. 
Sometimes, third parties arc enlisted to claiin 
an interest and establish residence on the 
property. Assistance from the police often 
gives rise to problems ofits own. Conm1only, 
lenders have to proceed through tlie civil court 

system under the Civil Procedure Code just to 
have a decree executed to obtain vacant 
possession of the premises. At this point, the 
suit may already have been tied up in litigation 
for several years. 

The court is generally reluctant to turn families 
out of their home. Often, when the lender is 
able to obtain vacant possession, it is difficult 
to find a buyer. Ithas been suggested that 
superstition and a distaste of profiting from the 
misfortunes of others can be a deterrent to 
property sales (Kabraji, 1993). 

Where the lender is unable to obtain vacant 
possession, the proceeds of the sale are only a Judges do 
fraction of the tne value of the property. In 
addition to the social stigmas discussed above, not have the 
buyers simply do not want to buy a house that appropriate
is not vacant at the time of sale or that may
involve them in costly and time-consuming courtroom 
legal proceedings just in order to occupy the facilities, 
house. These tactics do not serve justice to officeeither party in the long rin. Clearly, when a
 
prospective purchaser can look forward to equipment,
 
immediate possessioi, the chances for the sale or support

yielding a price close to market value are staffto

enhanced. This would benefit the lender, of 

course, who can have their obligation satisfied dispense 
in full. 3ut italso would benefit the borrower, justice in awhose chances for recovery of some portion of u 
equity (the difference between the sale price timely 

and the outstanding amount of the obligation) manner. 
are substantially increased. 

As previously discussed, there are several laws 
that allow the mortgagee to sell property
without intervention of the courts. These 
mechanisns do not appear to be adequate in 
practice, as intervention of the court ultimately
becomes necessary to enforce them. In such 
cases, district judges usually favor the 
borrower and allow them time to pay their 
outstanding debt in installments. Buyers seem 
especially reluctant to purchase where the bank 
is exercising its statutory right of sale because 
they fear the possibility that the transfer of the 
title could be ilnlMached by the borrower in 
some ianner.
 

IThe cliimination of interest in the domestic 
financial strlcture al tie resulting lack of ay 
increased financial liability doi not serve as an' 
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In Pakistan, 
the current 

system of 
land titling, 

registration, 
and transfer 

offers little if 
any security 

to lenders, 
and make it 

very risky for 

financial 
institutions to 

make 
housing 

loans, 

adequate deterrent to prolonged proceedings. 
In some cases, a delinquent borrower may 
welcome proceedings for this very reason, 
Similarly, a borrower may take action in the 
civil courts against the lender, alleging that 
they have suffered damages due to delay in the 
lenders organization, with the intent to obtain 
compensation by way of extensions in 
repayment or rescheduling. This leaves the 
lender defending a multitude of proceedings to 
the strategic advantage of the borrower 
(Kabraji, 1993). 

Time is money to housing finance lenders, who 

depend on timely repayment of loans to keel
heir businesses on an operational and 
ultimately profitable level. The delaying 
tactics adopted by defendants are often with 

the intent to wear the lender d'w\vn to aneventual compromise. In view cf historically 
poor rates of recovery, many lending 

institutions ultimately acquiesce to 
negotiations and eventual settlement in an 
attempt to inimize their losses. Clearly, 

lending institutions suffer heavy financial 
losses and can not operate for long in this sortof legal environment. 

Land Registration, Titling, and Transfer: 
Costs and Implications 

Land title is essential to the housing finance 

lending and recovery process. A lenders 
security for a housing loan is the borrowers 
property. In order for a lender to have a 
reasonable "comfort level" that the property 
can be recovered in the event of default, there 
must be assurances that the property actually 
belongs to the borrower, and therefore, can be 
taken by the lender to recover a loan if it 
becomes necessary. In Pakistan, the current 
system of land titling, registration, and transfer 
offers little if any security to lenders, and make 
it very risky for financial institutions to make 
housing loans, 

Pakistan has a system of record keeping for 
collection of land revenue which was 
developed during the Moghul period. Under 
this system, all title documents must be 
registered under the Land Registration Act of 
1908. Failure to register any document makes 
it legally ineffective. Stamp duties, high land 

transfer fees, registration fees, and collateral 
wealth tax liabilities have all been major 
factors in discouraging the proper recording of 
land transactions. Most land is not legally 
registered, and transfers arc often not recorded 
for a long time, if at all. As a result, there is no 
single record which is conclusive and 
irrebuttable evidence of land titlc. 

Taxation,stamp duties, amid 
costs of registeringproperty

relatedtransactionsare 

major problemsfor 
registeringland and 

mortgage documentation. 

Poor land titling and registration have made it 

difficult for the courts to provide timely 
remedies to financial institutions in loan 
recovery cases. Much of the litigation that 
takes place is simply trying to establish who is 
the legal owner of the property in question. No 
clear system of legal transfer of land makes it 
relatively easy for borrowers to transfer 
property interests to third parties in an attempt 
to undermine the recovery process. To avoid 
high costs associated with registration, 
borrowers often deposit title deeds with lenders 
as security for their loans. This sort of 
equitable mortgage arrangement, unlike other 
types of mortgages, is not compulsorily 
registerable. The equitable mortgage, 
however, has the disadvantage that it does not 
serve as anotice to the world at large and it 
exposes the lender to the risk of defective or 
fake title deeds. While in practice prudent 
bankers insist on a registered mortgage to 
overcome such risks, it adds to the costs of the 
borrower. 

Pakistan does not have a formal land appraisal 
system. High rates of stamp duties have given 
rise to a tendency to understate the actual sale 
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price of property. So if there is a registered Conversely, interviews reflect that political 
sale deed, it often does not reflect the true pressure or collusion of banking staff and 
value of the land and any prospective lender borrowers can result in exaggerated land 
may be lending more than the registered value values. In this case political loans are often 
of the property. In such cases, the lender can given without adequate security and are seldom 
only minimize, but not eliminate the risks that repaid. A functional land transfer and 
are inherent in a system where there is no registration system would help reduce this type 
compulsory system of registration. of fraud. 

The debtor'soptions...
 

" Ask frequentlyfor adjournmentsdue to 
 -

* Counselpreoccupiedin highercourts 

" Illness 

* Bereavement
 

" Transferproperty interestto a thirdparty; have the third
 
partyjoin the suit orfile an independentsuit
 

" A void courtsummons (bailiffsseem remarkably able to
 
arrangethis) 

" Exerciseyourseemingly unlimitedrightsto appeal
 

" Argue that the mortgagecontractis unenforceableunder
 
Islamic Law
 

" "Persuade"the lender'sstaff to help your case
 

* Createobstacles to foreclosureauction sale of theproperty 

• Refuse to vacate theproperty 

...are endless. 
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Experience in the Region 

In the search for ways to strengthen the legal 
environment forlenders in Pakistan, research was 
carried out in Malaysia, India, and Sri Lanka. These 
countriesall have housing finance systems that are 

more developed than that in Pakistan. The three 
systems demonstrate the strong linkage that exists 
between finance policy,the legal environment,and 

The rapid( 
growth in 

housing finance. 

MALAYSIA 

Government Policy and the Growth of 
Mortgage Lending 

It is a policy of the (overnmcnt of Malaysia to 
facilitate and provide institutional support to 
the growth of the private housing sector. At 
least 70% of houses built in new complexes In 

Malaysia must be in the low to medium cost 
category. The Malaysia lBiilding Societv 
Hcrhad (MI3SI3) and the lPorrco BuildigSociety 13rhad (1 ) major13and hi oeplaled ai 

SocityB1353)~eradi ie P~)'e a ajo 

role in lending for housing. (iroxvth in lending 

by these institutions is steady, however, Inthe 
last several years, their lending activities have
been surp~assed by C0t1it11 Clcl banks, finance 
Com anies, and file tcilnlIcl I 

The rapid grith if) hl"ilsn
Icmhdng I'mi 

ItIe rai I g ro Sin lendig fohosing 
represents a iaj r111 (ices0iIC ifrsourIce 
inobilizatlioll vithin the Malaysial ce i)oiriV 
Coinruercial banks iratlc as IIlls Indar

reuired to invsl 5 if ther assets in l aid 

niediurn cost housing It is estimated that 
housing loans iow Cpiresent about 16, of' theotstanlding pi l f{il ios of coinnuelrci al banks,
ard 20% of thre outstanding piottlisf ufkfis 

lendingfor 
housing 

finance companies. Several housing finance represents a 

companies are established in the private sector. major source 

Several factors contribute to a healthy housing ofresource 
finance environment in Malaysia, including mobilization 
effective primary recovery mechanisms, a within the 
strong legislative and regulatory framework, 
clear land titling, registration, and transfer I Idlaysian 
nechanisms, and a workable process for economy. 
forclosure. 

Management of IIFC's in Malaysia is efficient 
'rd effective, and the average rate of recover~y 

of loans approaches 97%. An effective system 
If,loalaccounting arnd collection sbeenae 

developed FBanks 111d I ll"(S e p o strict 
appraisennt of loan applications with a goal 
to obtain payment pronmptly at a minimum cost 
xwhile naitainling a good relationship with the 
bIoower Collection cfl'orts ai applied III 

prilortioni to tire dClinquency slatus (of the 
account, and the iaxiiiruirn littlcfraie allowed 
for repayment usually does not exceed the due 

dare of the next payincnt. 
Inany institutrols, computer-aided Collectionniliyinttllncmucriddolein
 

systeims have enhanced the effectiveness of the
tnderlvirug infrastructure for loan recover, 
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For example, Citibank at Kuala Lumpur 
ermploys 5 officers and 13 collectors to handle 
up to 26,500 accounts. The default rate at 
Citibank is only 2.6%. 

Malaysia: 

- Supportive National 
policy 

* Effective Institutional 
Management 

In Malaysia, gland 
commercial - A Strong Legislative 

banks operate and Regulatory 
as HFCsand Environment 

are required - A Uniformsystem Of 


to invest 5% A tnre titling, 

landtenure, titling,

registrationand 


in low and 

medium cost transfer. 


housing. 
The Legal Environment 

There is a strong legislative and regulatory 
framework for housing development in 
Malaysia under the Housing Developers 
Control and Licensing Act of 1986. This act 
requires housing developers to obtain a license 
from the Controller of Housing. Developers 
are required to keep the Controller informed of 
corporate changes, appoint auditors, and 
regularly submit audited reports of their 
accounts. 

In turn, the Controller is required to monitor 
the performance and conduct of developers, 
Developers found guilty of offc,,s.-s under the 
Act may be prosecuted in a court of law and 
fined and/mr ii,isrisoned for up to three years. 

Housing developers are also required to 
maintain a Housing De ,elopment Account. 
This account is operated by the banks or -IFCs 
and prevents potentially tunsc,upulous 
developers from misusing mortgge funds by 

ensuring that all money deposited and 
withdrawn from the account is done in 
accordance with the I lousing l)evelopers 
Control and Licensing Act. In addition, a 
standard Sales and Purchase Agreement is 
utilized in Malaysia to safeguard the interests 
of both developers and home buyers. 

Land Registration, Title, and Transfer 

There is a clear system of land titling,
registration and transfer in Malaysia. British 

land management systems have been replaced 
by amore effective system based on Australian 

management concepts. 

Under the National Land Code of 1965, a 

uniform system for land tenure, titling, 
registration, transfer, and collection of revenue 
has been introduced in all states Land is 
surveyed and demarcated by state 

governments, and all land is registered in the 
State Registry, including easements and 
encumbrances. As a result, title to land is clear 
in Malaysia and does not become an issue in 
loan recovery. 

Stamp Duties 

Like many other South Asian countries, stamp 
duties on secured documents in Malaysia are 
exorbitant. increasingly, these costs are being 
circumvented by banks and other financial 
institutions by accepting promissory notes. 
Promissory notes carry a nominal stamp duty 
of RM 5.00, whereas loan agreements carry 
stamp duties at 5% of the value of the 
transaction. Under this arrangement, the 
financial institution relies on its offer letter 
with signed acceptance by the borrower. 
Unfortunately, anything less than secured 
registration can create problems in the courts 
later on. 

Debt Recovery in the Courts 

The lower courts in Malaysia have been 
functioning quite well in relation to 
neighboring South Asian countries. The law 
allows service of respondents by the 
petitioner's attorney, which expedites service 
of court process. Following a series of letteis 
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of reminder and personal visits to the borrower, points of law, e.g. capitalization of interest,

and subsequent letters of demand by the inadequate stamping of documents, or
 
financing institution and legal counsel, court valuation of propelty. About 1%of defendents 
proceedings are initiated, usually within 65 appeal to the Supreme Court, where appeals
days of nonpayment. The plaintiff"s attorney are decided in one to three months.
 
serves the defendent, files a sworn affidavit
 
before the court, and the foreclosure process is Credit Bureaus, Rating Agencies, and
 
initiated. The time frame for proceedings and Associations
 
implementation of property toreclosure is
 
approximately 15 months to two years 
 The Central Bank of Malaysia has established 

a Central Credit Bureau which collects and
 
classifies credit infonnation on existing as well
 

Credit Bureaus,Rating as potential borrowers. This infonnation is
 
disseminated among financial institutions. In
Agencies, and Trade Pakistan, the State Bank has established a
 

Associations denonstrate similar system, however ithas not made tie
 
tile opportunites that exit in information equally available to other financial
tinopottitstuttions~~ ~. 	 There is only 

one appealSouth Asia for institutions 
3erhad (RAM)whichfocus on preventative The Rating Agency Malaysia 


management was started by various commrcal banks, allowed
manv~met.finance companies, atn 	 againstthed merchant bankers inl 
response to an emerging corporate bond market ordersof the 
in Malaysia. RAM carried out credit 
assessments and analysis on private debt High Court toConversely, the Malaysian High Court has securities This is an arTangement geared the Suprentetoward preventing default as opposed to 

been experiencing three to five year delays in recovering debt. Court in 
bringing cases to trial. In response, the 
jurisdiction of tile lower courts has been Finally, financial institutions in Malaysia have Malysia.
increased. Recently, statutory amendments fonned various associations. These have 
have been proposed to raise their jurisdiction helped strengthen tie financial community's 
over cases from the current RM I00,00() to RM collective voice in addressing issues arising
250,0)0. Although this will decrease tie duing tie course of business. These 
burden on the I ilgh Courts, it in ay result in associations also provide credit information to 
simply shifting tile presstre of increased case their members. 
loads to the lower courts. 

Malaysia has taken other steps in an attempt to INDIA 
expedite court cases. In the Iligh Court, 
Judicial Commissioners have been appointed 
to clear the backlog of cases. Judicial Background 
Commissioners are appointed for a fixed tern 
and enjoy the same powers and privileges of a The evolution of formal housing finance i 
Iligh Court Judge. In addition, Snall Claims India began iii 1970 with allapex financial 
Courts, which do not allow legal institution - the Ilousing and laban 
representation, have been established for I)evelopment Corporation (IItIIt)C())
settlements ip to RM 5,00. Cases are I It JI)C() was established with the goal of 
dispensed of quickly while inimmizing costs. accelerating the pace of httsig amd iihali 

development schemes It plovides low ImIIclest 
There is only one appeal allowed against the loans to state govel-lmulenls, local housing
orders of the Iligh Court to the Supreme Coum societies and boalds, and othelhousing 
in Malaysia. This appeal can be filed only on IItdevelopment agencies J)DC( ) Ias been 

expanding its operations successfully fo ovel 
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two decades without any serious debt recovery 
problems. Despite providing loans at 
subsidized rates, HUDCO earned a sizeable 
profit in 1990-91. 

In 1977, the Reserve Bank of India appointed a 
Working Group on Housing Finance to 
examine the role of the banking system in 
providing finance for housing schemes. At that 
time the concept of mortgage lending through a 
specialized institutional framework began to 
receive attention. In 1978, The I-lousing 
Development and Finance Corporation 
0-IDFC) was established in the private sector. 

In 1988, the National Housing Bank (N-IB)
Commercial was established as asubsidiary of the Reseive 

banks i Bank of India. NHB is responsible for 

India are promoting, supervising, and regulating the 
housing finance industry. N-IB serves as an 

requiredto Apex Bank and provides loans to various 

invest 1.5% of HFCs at subsidized rates, 

their Commercial banks in India are required to 

incremental invest 1.5% of their incremental deposits in the 
deposits in housing sector. Many commercial banks have 

set up H-FCs as their subsidiaries, and the Life 

the housing and General Insurance Corporations of India 

sector, have set up similar subsidiaries as well. Equity
in several subsidiaries is also held by the NHB. 
Currently, there are approximately 200 HFCs 
in the private sector, 

The Legal Environment 

India's housing finance environment, like 
Pakistan's, is constrained by an inadequate 
legal environment. It is a struggle to recoverdefaulted loans, H-FCs in India do not have 

defalte lons. ndiado aveF~sin ot 
any special mechanisms for their claims or for 
enforcement of mortgage contracts with 
borrowers. In case of default, I-FCs have to 
proceed against the defaulting borrower in civil 
court under the Civil Procedure Code. 
Provisions for multiple appeals further delay 
the process. Even after obtaining a final 
decree, its enforcement can often become 
extremely difficult, time consuming and costly. 
A suit for enforcement of mortgage in India 
can take well over 10 years. 

Chief Justice of the Supreme Court of India 
Mr. Justice P.N. Blhagwati observed in a Law 
Day speech on November 26, 1985: 

"1am pained to observe that the 
judicialsystem in tie country is almost 
on the verge ofcollapse These are 
strongwords I am using, but it is with 
conside. able anguish that I say so. 
Our adjudicatory system is creaking 
underthe weight ofarrears... 

In the Statement of Objects and Reasons 
attached to the Recovery of Debts Due to 
Banks and Financial Institutions Bill of 1993, 
there were more than 1.5 million Public Sector 
Bank cases involving more than Rs. 5,633 
million, and 304 All India Public Financial 
Institutions cases involving approximately Rs. 
3,910 million. On March 31, 1991, the 
Reserve Bank of India reported Rs. 7,578.6 
million was outstanding in 446,018 decree 
accounts. 

The Supreme Court of India recently stated: 

"This Courthas no timte even to 

dispose ofcases which have to be
 
decidedby it alone and by no other
 
authority. Large numbers ofcases are 
pendingfrom 10 to 15 years. Even if 
no new case isfiled in this Court 
hereafter,with the present strength of 
judges, it niay take more than 15 years 
to dispose ofall the pending cases. 

Land titling, registration, and transfer 
procedures are cumbersome and a largenumber of transactions are illegally performed 
to awlid high titling charges and taxes. Lack ofclear title to land has complicated the debt 
c er poe and, s c urrently an 

recovery process, and is currently an 
impediment to the further growth of the private 
sector housing finance industry. 
To avoid stamp duty and registration charges
requid t registertimleMotg ges 
required to register Simple Mortgages, 
Equitable Mortgages are created by depositing 
property title documents with HFCs as security
for housing loans. Under an EquitableMortgage arrangement, I-IFCs do not have a 

right to foreclosure, but must proceed through 
the civil court system for the sale of property 
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under the Civil Procedure Code. A written 
memorandum, which documents the deposit 
and creation of the mortgage, accompanies the 
deposit of title deeds and is not required to be 
registered. Ilowever, if the memorandul is 
the contract and constitutes the "bargain" 
between the parties then it must be registered, 
and is subject to excessively high stamp duty in 
mo;,: Indian States. 

The Management Environment 
Although the legal environment isnot 


conducive to housing finance, exemplary 
management systems have enabled India to 
make progress toward a stable housing finance 
system in both the public and private sectors. 
IIDFC and other well-organized IFCs have 
mastered credit risk analysis, avoid risky 
borrowers, and quickly followtip on late 
payments. 

For example, there are only 729 employees at 

IIDFC. These employees are highly trained to 
effectively sanction and monitor loans through 
a committee system. No single individual is 
authorized to approve loans, which reduces the 
potential of loans resulting from poor
judgement or singular persuasion. 

I-IDFC does not make loans uil,:ss they are 
relatively sure that the borrower will repay. 
Eighty percent ofI ll)FC borrowers are salaried 
employees and 20% are self-employed. 1I1DFC 
usually does not grant loans to self-employed 
individuals unless they are tax payers. Loans 
are secured by two personal guarantees and a 
life insurance policy. Prudent I IFCs in India 
insist on registered mortgage deeds and a 
borrowers clear title to land 

Computerized application, loan processing and 
accounting systems provide effective 
monitoring for rapid follow tip to delinquent 
loans before they become a serious problem. 
I IDFC has 26 autonomous fully computerized 
branch offices. 

Branch managers at eachI office are responsible 
for following IIp on accounts during the first 90 
days of dclinquency. As IlMalaysia, letters 
are sent, followed by phone calls and personal 
visits. Visits arc often made to tie business 

office of the borrower in an eftort to exert 
additional pressure. Branch loan committees 
are responsible for approving loans up to 
300,000 rupees. Larger loans must be 
approved by the Main Office at HDFC. 
Recovery rates exceed 98%, and in 14 years of 
operation, -IDFChas found it necessary to 
resort to foreclosure proceedings in only 15 
cases. Last year, lDFC declared a dividend of 
24%. 

InIndia it is acriminal offense to write a check 

with insufficient funds in the bank to cover it. 

This has been a strong weapon for -IFCs in 

India to pursue loan defaulters when bad 
checks are Involved. 
Due i part to the Success ofthe housing 
finance system, housing is no longer 
considered a social welfare sector in India. In 
1992, the government adopted a policy which 
states that housing is an important economic 

sector which contributes to employment,mbl;e aigadicessdmsi
 

mobilles savings, and increases domestic 
productivity. 

Recent Proposals to Improve the 
Lending Environment 
The inadequacy of debt recovery mechanisms 

in India have constrained tihe growth of 
housing finance. IIFCs require high 
securitization of loans from borrowers. This 
limits the amount of money that can be 
bonrowed from a lender. It also limits loan 
access to individuals who have relatively high 
incomes and substantial existing assets. 

Constraints in the curTent debt recovery 
process has caused cautious creditors to limit 
their lending to ItFCs,and this inhibits 
resource mobilization. Only IIDFC has 
established its reputation and is tully capable 
of mobilizing iesources; other finns rely 
heavily on assistance 'orni the National 
I lousing Bank. 

Recently, proposals have been Inade in ani 
effort to make more loans at higher vaIties 
available, and to increase tire cornmfort level of 
investors to mobilize resources. The NI 113 has 
proposed legislation that would allow [IFCs to 
recover loans without court inte'vention, After 

Successful 

managenment
 
systems in 
India: 

atalysis
 

- Computerized 

processing, 
and 

accounting
 
systems 

Rapid 
follow-up
 

on late 
payments
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appropriate notice to the borrower, the NI-113 
would have the authority to transfer property 
by lease or sale and recover the outstanding 
amount of a loan due to ItFCs from the sale 
proceeds of the propeily. 

On May 13, 1993, the Recover' oflDebts Due 
to Banks and Financial Institutions Bill of 1993 
was introduced in Parliament with the stated 
objective of fulfilling a "long-felt need" to set 
up special Banking Tribunals for recovery of 
dl.cs of banks and financia! institutions, 
thereby releasing significant amounts of public 
funds locked up in litigation and recovery. 

The proposed 13anking Tribunal system in 
India is two-tiered. The first tier of the 

The Tribunal will hear debt recovery cases. It will 

inadcq"'iate be headed by a single judge, and will include a 
legal Recovery Officer and other officers as thought

fit. The second tier will consist of an Appellate 

environment Tribunal to exercise review over appeals. The 

in India Appellate Tribunal will be headed by a single
judge with qualifications or experience as a 

constrains High Court Judge or a member of the India 

the growth of Legal Service. 

housing Under Section 18 of the Bill, the jurisdiction of 

finance. 	 the civil court system is superseded in matters 
which fall within the Tribunal or Appellate 
Tribunal's jurisdiction. The procedures for 
hearing by the Tribunal are summary in nature. 
Unless the Tribunal rules otherwise, the 
Appellate Tribunal is available or ly upon 
deposit of at least 75% of the determined debt. 
Under Section 31 of the Act, all existing 
relevant suits and other proceedings will be 
transferred to the Tribunal with the exception 
of appeals. 

SRI LANKA 

Background 

Sri Lanka has a public sector dominated 
housing finance system. The Ministry of 
Housing and Construction in Sri Lanka is 
responsible for framing and implementing a 
national housing policy that promises shelter to 
every Sri Lankan by the year 2000. 
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The National I lousing Development Authority 
(NI IDA) of Sri Lanka is the implementation 
arm of the government. Set up in 1970 to 
finance low cost housing, it has been ver, 
ineffective - NI IDA has over 7,0C) employees 
and a loan recovery rate of approximately 30%. 
Commonly, the public views NI IDA as a 
source of grant funds and is reluctant to repay 
loans. Unfortunately, what once started as an 
agency to support shelter for low income 
families is now a bankrupt agency that has not 
achieved its social goals. 

I lowever, several public sector agencies are 
experiencing success with housing finance 
activities, including The Central 3ank of Sri 
Lanka, The State Molgage and Investment 
Bank, and the National Savings Bank. The 
Central 3ank regulates all public and private 
commercial banks as well as non-bank 
financing institutions. 

In 1984, under the Ilousing of Minisoy, Sri 
Lanka set up the Housing Development 
Finance Corporation (-IDFC). I-IDFC receives 

long term loans from the NI-IDA at subsidized 
rates of interest. The Asian Development Bank 
has provided a $40,000,000 1lousing Loan 

Credit to Sri Lanka and the IIl)FC is receiving 
9% of the funds from this prograil. In return, 
the government of Sri Lanka has agreed to 
privatize I-IDFC within the next four years. 

Private sector non-bank financial institutions 
like finance and lcasing companies are allowed 
under the Finance Companies Act of 198F. 
There are currently three leasing companies. A 
handful of finance companies in Sri Lanka do a 
few hundred housing loans each year at an 
annual interest rate of approximately 28%. 

Their main business is consumer credit. 

Low Default Rates and Effective 
Foreclosure Law 

Three years ago, with prompting from the 
Central Bank, the Government of Sri Lanka 
commissioned acommittee to study debt 
recovery issues. I3ascd on the 
recommendations of the committee, the 
government of Sri Lanka passed 14 
amendments to existing legislation and passed 
new legislation which gave power of sale to 



hanks and fina-cial institutions II instances ol 
default. Three of the amendments are 
pataiculfirly significant to inol(gage lending 

Recovery of LAmns by Banks (Special 
Provisions) Act No. 4 of 1990: inder this 
Act, if a lending institution has advanced 
monies on the security of movabIe or 
immovable property the Institution is entitled 
to move in, take control of the assets, and 
Itianage tIheluntil full repaymenl is achieved 

Alternatively, the Board ol )eicctors can pass a 
resolution enabling the insItittiltn, after 
appropriate notice, to sell the inoitgagCd 

properly and recover the mnilies (filc from the 
horrower. Intervention of'the ci ls is riot 
required, aiid consequently, dclavs associated 
with judicial proceedings are cliininatcd 

po)WerThere has been serious concei II that tile 
of parate execut ion, previously enjoyed only 
by public sector insitUtiMs, is aliitifrungelncnt 
on the basic righlts i tie debt r laratc 
eNecutioii allows cominercal hanks to be the 
judge in their own causc anid t0 ICCOvCI inliies 
which they decide is due to theit without 
debtor resource to the courts In date, it 
appears that n0 parate xecutitin cases have 

Tlerefore, it follows that unless reasonable 
cause is shown, the lending institution's clil 
is well secuied by either adep sit or by 
secuity provided to the satisfaction t'hc 
court 

The Sri 
Unfortunately, quick iccovery legislation has lankll 
not had much effect on the expansion of tihe 

housing industri in Si Lanka, and due to tee examle' 

lack of private sector institutions engaged III demllolstrates 
housiii', finance, tils legislation has not bcell 
used 'oany great extent I lowcve, it is Ill that effective 

plae and should forni a sound legal basis for , debt recover), 
tile futtiire developmient of housing finiancey*e'/ (11( 

[he JNational Savings Hank (NSI3) is aii foreclosure 
tntpllpillit ari of tilegovelnliicit tIoI laws do not 
inobilization of savings and deposits NSI3 has 
adetailed procelure for loan applicatio autontatical1' 
appraisals. In addition, lawyers perforni title genertite (1 
searches before loans are approved strongflow of 

Under the National Savings Fank Act, the bank resourcesinto 
has tilepower to sell i ortgaged piope I l ousilng 
without court ite'nei'in cases ifill default 
Authority under the act has served as at credit; 
adtequate threat to hOITO\vCe., \who usually pay resourcesttd 
up the arrears when inforned ofl effectivethe 
ConSLleueceS of (efault. The NS13 has 

that anyiv resoried to sale of property to rccocIr fulids InhIlcn fiIed In Sri L.aika It ISb(e '.'cd illStitt tions 
attempt I y creditors to exercise these new 
rlights would, at a iiiIlitiiii, piOiLe freqiient 
occasions for breaches of the peace 

Mortgage (Amendment) Act No. 3 of 19911: 
IIhider this Amendlien, it(ieleding 
institution obtains an applopiliaie declalatioll 
fI11 the 1Bon1owver, the lender Is eItitled itot 
onrly to the sale pcceels of the nItoilgaged 
plipeily, but is also, cItitlemd to site for ilc 
recovery of any deficicv 1w the sale of'other 
assets belonging to the boillwemrtlers 

)ebt Recovery (Special l'rovisioas) Act No. 
2 of 1991: tinder tis act, an institution that 
has lent Inellcy without tle secutl nf miiovable 
Or imiriovablc pipclty Inav take action hich 
entitles it to obtain, \vilhiml notice t the 
borrowel, an Interim oderwhich will be iade 
absolute iless the lhn ,owiClleposits the hill 
aillounit of tie claill. pl)Vitdes seculity or 
shows reasmuable cause loitelhctault 

onrly five instances are ais o 

The I II):C is regulated tunder tie National needed. 
I lousing Act Court action is not le(lured tot 

'oreclosure under the National I lousing Act, However, 
therefore debt iecov'ery is relatively 
siraigiltforiad and efficient I ll)IF' iSSueS a wh'leni 
series of nlotices to defatilters amih iflii resources 
respOmIse ISreceived I IlDlF can plOC-t-l to sell 
tileiiortgagcd propeity. After the sale, it takes becomlle 

appxiniately one month t piocess coltt available,Sri 
to vacate tPu, i ises ldce Ltnkt's legal 

tllel-ventin Israrely ieqlimed 

Sisitetion
 
Flout the tille action is initiated, it takes provides the 
a[ploXlliately foul to six to IIiipliClloillihs iitCIlt
 
a foIeclosurc It is tileIll I)lc1 yI\'evr, lsisjor 
to wait Six ionths befOle iniitiatingfl'clhosiie rapid 
actin oil delintlllen accoullis Ill)e"n i . 
curently has a potld'oim foabht 2,5001 lalls eXptill" 
and aa :clery late that exceeds 9(1'% 
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Multiple land 
registration 

SI)5ems in Sri 


Lanka have 
not created 
significant 

problems 
because 

lawers 

an 'erv etitl

searihe 

searches 

before loal s 
are authorized. 

Land Registration Systems 

There arc se\'eral .different land registli atioi 

systerns opelratlllg III Sri l.anka None tf these 
are very effective moden titling and 
registratiol systems. Ilowever, since filbmfclal 
institutions use lawyers to do title searches 

before authonring loans, multiple repislatioli 
systems have not lpsed a significant problem 
to establishing clear title to land In addition, 
all properly evahiators illSIi Lanka miuist be 
licensed These activities have provided 
housing finance institutions with Inip'oved 

indicators of value and a cerlifred title to the 
properl' being mon gaged, thereby reducing 
.heir lending risks 

Credit Information Bureau 

A Credit Infornmation Bureau has been 
forestablished in Sri Lanka which is a resource 

infornation on borrowers from all private and 
public cornmmircial banks as \vell as the few 
existing consumer companies 

ini
Unfolunately, the current system does not 

include infornation on good credit customners, 

but tracks only borrowers who have not made 

payments in a timely fashion. Furthermore, it 
does not provide a list of outstanding financial 
obligations, so a potential lender is unable to 
detennine if a potential loan may be "the straw 
that breaks the camels back." Nonetheless, 
this is a positive step toward reducing lending 
risks through preventative techniques 

Successful Cooperative Societies 

Cooperatives are quite popular and successful 
in Sri Lanka, and are governed by the 
Cooperatives Act of 1972. Approximately four 

million people in Sri Lanka are members of 

cooperative societies. There are over 1000 
Cooperative Rural Banks (CRB), 7000 small 

rural Thrift and Credit Cooperative Societies 
(TCCS),and 287 Multiple Purpose 


Cooperatives (MPC) in Sri L.anka. 

The Cooperative Rural Banks are one of tire 
major resource mobilizers in the country. 

Although the main focus is small loans in the 

age 26StAII j 

afea ofagliculu al pioduclof, a signilicail 

aiiOliiit iS III housin ii"iwilic most of' the 

hlsing Iortgage loall' ale thlough R1iral 
Hanks -ach Rulal lkiaiik has a ciedit 
coillnittec respoiusible Io app alsiig loan 

applications 

lhe Thrift and Credit u'Cooperative Secieties arc 
generally small will an average of 120-150 
members This allows them tio focus on thei 
local colnIIIuniv, and their small sie/t and 
personal familiaritv wfhiicinbers and clients 
seeis to be a basic ingi edierit of their succcss 

as members often exert pressure on one 
another to repay I aris Recto ,'erates ale 
apprOIx ila tel \ ,)i'tl,Ihcllnmauli focus is 

agricultural leiding and small housing loans 

Each Multiple Purpose Cooperative has two 

Cooperative Rural Banks, the 287 Multiple
 

Piurlose Cooperatives have a total of I,098
 
Mttple lurpse
Cooperative Rual Banks 

Cooperatives report their financial activities 
and operations to the Registrar on a quarier Iy 
oasis. Their subsidiary' Rural lBanks repoil 
arinari 


financial activities eitlicr on a ii11oNt or 

quarlerly basis ihe main focus of the MPCs is 

consumer lending and hioising loans. 

Proposed Special Courts 

In Pakistan, special Banking Tribunal Courts 
have been established India is in the process 
of developing a two-tiered 3anking Tribunal 
system. In Sri Lanka, delays in court 
proceedings have also increased pressure to 

establish special courts 

The Federal Cabinet is seeking to establish 
"Commercial Courts" to deal with debt 

recovery cases and a wide variety of other 
an amendment tocommercial cases through 

the Judicature Act In Colombo, three new 
courts have been proposed to hear only 

)ue expensecommercial cases to tile 
involved in setting up new courts, the 

government would use two existing Itigh
 
Courts and vest them wvith special commercial 

jurisdictioi1. Ilowever, it is not clear what will 

replace the current work performed by these 

High Courts. 



Issues forAction 

The basic legal framework for foreclosureis present 
in Pakistan. There is the standard legal process of 
notice, response, determination and appeal. New 

Unfortunately,in practice, the process is not working commercial 
very well. Debt recovery cases can take more than 10 courts are 

years to resolve in the Civil Courts, and specialized 	 bring 
established iij

Banking Tribunals, which can provide rapid decisions, Sri Latika to 
have not provided much relief. deal with 

debt recovery 
In the emerging market-based housing finance increased regardless of their ultimate cases.
 
system, Pakistan must have a legal and policy efficiency?
 
environment that effectively, efficiently, and
 
consistently promotes justice between the Finalizing Court Action
 
rights of lenders and the rights of borrowers.
 

The Tribunal Courts do not have an effective 
Based on tie results of the research carried out 

process for finalizing decrees. The greatestfor the SRMP in the region, following is a impediment to enforcement of foreclosure is 
summary of issues regarding debt recovery the defendants unlimited right to appeal. Once 
procedures and practices in Pakistan. a decree is entered against a defendant, the 
Recommendations, where present, are of a defendant can pay the missed installments, 
preliminary natue, an( are intended to provide appeal and create additional delays in the Civil 

asystem.a forum for further analysis by housing finance Court 

professionals and policy makers. 

The right to appeal is a basic right and should 
Court Resources not be removed, but it can and should be 

limited only to pc,-tincnt legal questions in a 
It is clear that there are an overwhelning recovery suit. In Malaysia, for example, there 
number of cases in the various banking courts is only one appeal against the orders of the 
Several of the cases studied for this report coult, and that is to the Supreme Couwl Such 
reflected that lack of a functioning Tribunal an appeal can only be filed on points of law, 
was a significant factor in delaying debt i e, capitall,'alion of interest, inadequate 
recovery suits. starurping of documents, or valuation of 

property In Malaysia, only 1% of defendants 
Would improvements in the overall appeal to the Supreme Co: t, where appeals 
effectiveness and functioning of existing are finalized in one to three months. 
Tribunals ultimately result in a manageable 
case load? Is the number of Banking Tribunals A second, more stringent measure at the time a 
currently so inadequate that they need to be decision is entered against a bonrower would 

be to requic them to deposit within 15 days 
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not only the inisscd or defaulted contract 
installments, but the entire principal and 
interest outstanding on tie contract This 
would shift the buiden from the lender to the 
borrower and provide the necessary incentive 
for the borrower to inake good on their 
contract. 

Requiring the entire principal and interest due 
is a standard practice in Malaysia and in 
western countries such as the United States. 
order to improve the foreclosure process in 
Pakistan, the court system must enforce 
contracts between lenders and borrowers. 

Mechanisms for Collection and Eviction 

The rightto Finalizing court actions is the first step in 

appealis a making the foreclosure process function 

basic rightand efficiently. A second and equally important 
step is to provide an effective mechanism for 

should not be collection or eviction. 
but

removed, Currently, police actions in matters of 

can and collection and eviction are limited and sporadic 

should be at best. In light of this, there have been 
limited ty suggestions to set up a special police force with

onlyo the singular task of carrying out collection and 

pertinentlegal eviction decrees. 

questions in a 
A second option would be to provide the 

recovery suit. 	 existing district police force an incentive to 
take appropriate action. This incentive could 
be apercentage of the outstanding amount due 
in the case of acollection, and afixed amount 
to carry out an eviction, 

Judicial Independence 

Ultimately, the responsibility for enforcement 
of collection or eviction rests with the local 
Deputy Commissioner and District Police 
Force. In addition to responsibilities as a 
revenue collector, the Deputy Commissioner 
has political, law enforcement, and local, 
administrative, and development 
responsibilities, 

At the top of the government pyramid, the 
judiciary is separated from the legislative, 
political, and administrative arms of 
government, but at the local level, the Deputy 

Conmissiloner has auth111t\ve, all thIce 
branches of govcrmnent llhis can create a 
basic conflict aninlg, the thicc blanches, and iII 
some instances, political and law enforcemeit 
issues may take precedence over revenue 
collection and eviction issues, particularly if 
the latter have tile poteimal to do political 
damage. This report does not propose a majoi 
change in local government structure, but only 
wish to point out the potential difficulties the 
Deputy Commissioner faces in carrying out 
multiple roles in the community. 

Accountability 

The results of this study suggest that the legal 
procedures in Pakistan favor tile borrower. In 
many instances, the courts do not appear to use 
the legal ,nechaisms that are present to 
promote a neutral environment of justice 
between the lender and the borrower. Therc 
are provisions in the law that limit 
adjournments and require expeditious
proceedings. Often, these provisions are not 

followed. What is needed is to make the cout 

use the existing provisions of the law more 
effectively? Should Banking Courts and 
Tribunals be subject to oversight and 

inspection by the Superior Judiciay? What 
would aworkable system of checks and 
balances look like? 

A sound land titling system is necessary to the 
growth of a strong housing finance system in 

Pakistan. The basis for debt recovery and 
foreclosure is legal title to land. Currently, 
uncertainty in land titling and registration 
makes it very difficult for financial institutions 
to lend in the housing sector. 

Poor titling and land registration has made it 
equally difficult for the courts to provide 
timely remedies to financial institutions in loan 
default cases. Indeed, such asystem is 
necessary for collecting land revenue and 
would boost the economy in general. Malaysia 
has overhauled its British land management 
system. India is painfully aware of the 
constraints placed on development by their 
antiquated land registration system and is 



beginning to do something about it. It would 
be wise for Pakistan to follow suit. 

There are several shorter term solutions which 
would improve the existing situation, where 
due to the high cost involved, the majority of 
land transactions take place outside the formal 
registration system. To bring land transactions 
back into the existing registration system there 
needs to be a major reduction in the stamp duty 
tax imposed by the Provincial Governments. If 
this tax were reduced, it is likely that lower 
fees would be offset by asignificantly higher 
number of transactions. 

Land and land use influence each of us on a 
daily basis. Bringing some semblance of order 
and certainty to the !and registration and 
transfer process is greatly needed in Pakistan. 
More certainty in land transactions would bring 
faster and more efficient development in many 
sectors of the economy. The Government of 
Pakistan may wish to consider an 
administrative structural adjustment which 
would separate the land registration, transfer 
and titling function from other administrative 
processes. While the cost of implementing 
such a change will be expensive, the cost of 
leaving the existing system in place will be far 
more expensive over time. 

Other Recommendations 

Several peripheral recommendations regarding 
debt recovery are discussed below,
Implementation of these recommendationis 

may reduce the overall number of cases 

brought to court for debt recovery and 
foreclosure. 

Crinminalizing Bad Checks: As currently 
CrimnalzinBadCheks:As crretly

practiced in India, dishononing checks due to
inadequate funds would provide a powerful 
tool to assist the borrower in collecting
defaulted payments when a had check is 
involved. 

Title Search Requirement: In Pakistan, there 

is no legal requirement for a formal title search 

to establish clear title to aproperty prior to its 
transfer between parties. Requiring such a 
search by law would strengthen and improve 
the quality of land titles in Pakistan and would 
reduce the number of court cases involving 
titling issues. 

Credit Bureau Promotion: There have been 
efforts to establish a Credit Bureau in Pakistal 
which, over time, can provide critical 
information to lenders regarding the credit 
worthiness of prospective borrowers. This is 
an area which, if strengthened, can reduce the 
number of bad loans and in turn lower the 

number of court cases. 
Licensing Property Evaluators: There are 
only a few professionally trained property 
appraisers in Pakistan. Currently, there are no 
standards or licensing requirements established 
for this group. Valuation of property is critical 
to the lender in order to establish adequate debt 
to equity ratios for prudent lending. Efforts 
need to be made to develop regulations and 
standardsfor governing property .evaluators. 

Licensing Developers: Developers in 
Pakistan should be regulated. They are 
entrusted with agreat deal of money invested 
by their clients, and there have been incidents 
of fraud in the past. To ensure public 

confidence and to protect home buyers, a 
system of developer licensing should be 
undertaken along the lines of what is being 
done in Malaysia. This would help to reassure 
financial institutions and could lead to morecntuto iacn ntecut 

Project Development Accounts: ConcwcTent 
with licensing of developers, there needs to be 
a system in place which will control the flow 
of money from clients and from financial
in y
institutions providing short term bridge 
financing for a project. In Malaysia, Project
Development Accounts, which arc strictly 
regulated and inspected for compliance, 
prevent unscrupulous developers from 

misusing project funds. 

Currently, 
uticertaitity in 
landtitling 
atnd 

registration 
make it 

difficultfor 
inanccial 

institutionsto 

leid in the 
housing 

sector. 
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Seminar Conclusionsand
 
Recommendations
 

On May 9, 1993, the Shelter Resource Mobilization 
Program of USAID, in conjunctionwith 21st Century 
Consultancyand Management Services, sponsoreda 
national seminar on Foreclosure and Debt Recovery 
Laws and Procedures. This seminar was developed to 

promote agreement among policymakers on the 
actions required to improve the legal environmentfor 

mortgage lenders in Pakistan. 

Over 60 participants representing the legal, 
government, and fiancial sectors, including 
housing finance companies and commercial 
banks, attended this one-day seminar The 
seminar was chaired by Justice (rid.) K.M.A. 
Samdani, a leading figure in Pakistan's legal 
community. Speakers included Mr. Earl 
Kessler, Director of IJSAII) Regional I lousing 
and IJrban I)eveloprent Office (RI ItJI)O) of 
Asia, Mr. Mian Mutnitaz Abdullah, Chairman 
of the Colporate I.aw Authority, Dr Khawaja 
Amjad Saed, l)irector of the Institute of 
1usiness Adrninistration at the Punjab 
University, Mr. I lidavat I lussain, Chairman of 
the 13anking Tribunal at Karachi, Mr. Majid 
Sultan Khawaja, Chairman of the Federal 
Chamber of Commerce committee (01 Banking, 
Credit, and Finance, and Mr. Amijad Vik, Joint 
Secrctary of' the Ministr of Finance. A list of 
semrinar participants is in Appendix 13 

Following a fill I day of deliberations, a clear 
consensus emerged that the laws governing 
debt recover) are adequate, and the balance of', 
.lustice between bOrTVCrs and lenders is 
equitable urder the law as rt is Writterr 
Ilowever, speakers and participants 
emphasized growing concern regarding the 
ability and will of the legal system to 

ultimately supporl legitimate claims on 
mortgaged property. 

A primar, obstacle to the recovery of debt are 
delays in court procedures, often characterized 
by the granting of frequent adjournments 
without punitive costs, seemingly unlimited 
appeals by the defendant, unchecked delaying 
tactics on the pail of the defendants and their 
counsel, chronic problems in the execution of 
decrees and vacation of properly, and a 
mounting backlog of cases which prevent 
current cases from being resolved in a tim ely 
fashion. 

These delays are difficult to rationalize given 
the provisions of the law, and there is a 
perception at la ge that a significant component 
of the problem is a lack of sincere 
determination and will on the part ofthe 
members of the .jrdicialy to irrplernlClt the law. 
Repeatedly, speakers and parlicipants frorn the 
financial, legal, and even the govenment 
corni on ity voiced the need for a 1ore 
responsive legal administration for the profper 
executioni and overall i r n clentatior of debt 
recovery law. 
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The absence of a singular systemlfol 
establishing current records for tIebuttable 
proof of title to land, coupled with undue 
delays in mutation and high fees charged for 
registration and transfer of property, have 
posed seious constraints on the future growth 
of housing finance in the country. Participants 

strictIv applied IV .ludges nid functi.on iaes II 
order for Justice to be served 

Improve Enforcement of Decrees 

Execution of decrees are a significant problem, 
and 'mendnients in tie law to simplify 

compulsory land registration must be 

developed for the country. Likewise, the 
currently pervasive nature of equitable 
mortgages is a symptom of an unreasonable tax 
structure that can no longer be ignored. The 

piayreason wiepraprimary for te widespread of 
equitable moitgage arTangements is to 
circumvent the high cost of stamp duties onmortgagese cTolcae 
mortgage documents. In turn, this complicates 
loan documentation, thwarts the expeditious 
recovery of debt in cases of default, and 
impedes the development of economic activity 
in general. 

At the close of the seminar, adrafting 
committee was formed to finalize the seminar 
findings and recommendations The 
recommendations that follow are structured 
around the specific issues presented ,or 
discussion at the onset of the seminar, 
Additional recommendations have been added 
to document various views and issues of 
discussion that were considered to be of 
significance during the seminar proceedings. 

Improve Judicial Determination 

The Banking 'ribunals Ordinance was 
designed to expedite court process in banking
and finance cases, and following a full day of 
deliberations a clear consensus emerged that 

the law itself is adequate as written. Hlowever, 
as the law and actual practice are markedly 
divergent (it is not uncommon for loan 
recovery cases to proceed unresolved lor 
years), participants agreed that the 
management of the court system must be 
improved. 

In order for the mechanism of the law to 
function in the manner in which it was 
designed, judicial determination toward the 
implementation of debt recovery law must 
become meaningful and purpose-oiented -the 
existing provisions in the Ordinances must be 

unanimously agreed that one systemi of'ucomusry lagdredtation is-'ste ofprocedures for execution, in particular to
enable the decree-holder to obtain vacant 
possession of the property, should be 

ithconsidered Tribunals should be provided 
c ni s sT r holeme inst ed ith 

to rea onitie district administration and the 
tor rei onethof ti di i s a o n hpolice. A possible solution would perlit 
private agencies that are regulated by a 
licensed system to implement decrees. "1"systentsto implmen decees 
minimize tile potential fbr fraud and collusion, 
payment would be contingent upon successful 
execution of the decree 

Allocate Resources to the Courts 

The number and geographical distribution of' 
3anking Tribunals should be increased. The 
Tribunals are burdened with an overwhelming 
volume of cases, and the number of new suits 
filed each year far exceed the number that are 
disposed of. Without a requisite increase in the 
number of tribunals and concurrent 
development of the necessary infrastructure, 
tile volume of accumulated cases, coupled %%it'i 
tile continual filing of new cases, will continue 
to prevent any significant progress in the 
overall disposal of cases. Moreover, the 

Banking Tribunals need increased logistical 
support, modem office equipment, and trained 
support staff. To finance improvements to the 
Banking Tribunal infrastructure, a user fee 
representing a small percentage of the claim 
filed by lending institutions should be 
considered a. a commercially viable means of 
fundi th a merial reues 
funding the necessary material resources 
required. 

Improve Land Titling 

A sound land titling system is fundamental to 
tile growth of housing finance in Pakistan. Ttc 
basis for debt recovery and foreclosure is legl1 
title to land. Currently, uncertainty in land 
titling and registration makes it very difficilt 
for financial institutions to lend in the howm:, ti-., 
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sector. A major overhaul of the existing land 
titling and registration process is needed. A 
comprehensive study should be conducted 
under the authority of the Federal Government 
with tilegoal to develop one functional land 
transfer and registration system for the entire 
country. A functioning system would generate 
more land revenue, boost the economy in 
general, and quickly pay for itself. 

Reduce Stamp Duties and Registration 
Fees 

The lack of compulsory registration of title 
documents, the high fees levied under the 
Registration Act, and the exorbitant rate of 
stamp duties are primary factors that 
discourage the proper recording of land 
transactions. A new land titling systein is a 
nccessaiy long term goal, however, it will 
require years to implement. Meanwhile, there 
are opportunities for short term solutions to 
bring land transactions back into the fonal 
registration system. Clearly, if rates were 
reasonably reduced, more people would 
register property transactions. Revenue would 
be optimized while the current hindrances to 
financial and economic activity, partic,darly in 
the housing sector, would be significantly 
reduced. Although this is a provincial 
government issue, the Federal Government 
must rationalize the current fee structure and 
assume the initiative for chalge and the 
coordination of aclion with provincial 
governments for aconsistent fee structure f'or 
the entire country. 

License Property Evaluators 

There sno standard system for property 
evaluation or minimum qualifications for 
property evaluators. The Institute of Chartered 
Surveyor's currently have a system of lind 
evaluation. I lousing Finance Institutions 
should work with the Institute to develop a 
comprehensive system of licensing and 
regulation 

Limit Adjournments 

The Civil Courts and Ranking Tribunals are 
rather liberal in granting adjouniments. Under 

the law, it is within the purview of the judge to 
use discretionary judgement when granting 
adjounments. I lowever, adjournments should 
be strictly limited in accordance with the law 
and punitive costs for adjournment should be 
enforced. 

Criminalize Bad Checks 

The seminar participants discussed potential 
criminal penalties for issuing bank drafts on 
insufficient funds, and unanimously agreed that 
this would serve as an effective tool to pursue 
loan defaulters in cases where "bad" checks 
are involved. The seminar participants weie 
inforncd that this legislation is currently under 
advanced stages of review by the Ministiv of 
Finance, and therefore did not propose further 
action at tills time. 

Recommendations:
 

- JudicialDetermination 

• Enforce Decrees 

• Increase CourtResources 

• Improve Land Titling 

* Lower Duties and Fees 

- License Evaluators 

• Limit Adjourntents 
* Criniinalize Bad Checks 

- Limit Court Intervention 

• Regulate Developers 

0 Standatrdize Forms 

- Monitor the Courtv 
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Limit Court Intervention and Promote 
Equal Treatment 

National I Iousing Act 

CouIi action in foreclosure cases ,s not 

requ ired . If tile 

In Sri Lanka, under tile 

lender does not ieceive :i 

response to a series of iotices, the 'can r 
priceed to sell the inoilgaged property. After 
(he sale. it takes appr, xiniately ome ionth to 
process Coul orders to vacate the premises. 
From tie time action is initiated, it takes four 
to six months to implement a foreclosure. 

Similarly, under Section 69 of' Pakistan's 
Transfer of Property Act, a banking company 
as defined in the Banking Tribunals Ordinance 
is allowed to sell property without intervention 
of the court. The Ministry of Finance is 
currently in the process olamending the act to 
make it easier for banks to utilize the 
provisions of Section 69. I lousing flinance 
institutions should be treated as banking 
companies for the purposes of this legislation. 

Regulate Housing Developers 

development 
of housing in Pakistan should be implemented. 
This has been a very successful strategy in 
Malaysia, where housing developers are 
required to obtain a license from the 
appropriate regulatory authority, and are 
required to keep authorities informed of' 
corporate changes, appoint auditors, and 

A regulatory framework for tile 

regularly subint audited reports of their 
accounts In turn, regulatoll authoiities are 
reqluired to iiioni tor thle per~totnalaite andlt 
condue tof l)cvelper accots alidevelopers 

ank s or IIIC s al ldpicec ltnanagedol 
* on:: c Ifnn ii. 01. 1pt' riS l 

inisusig inoil gage funds l\ en stin g that all 
inonev deposited and wilhdraiinloi the 
aCeou nts are perlorned in accordance with the 
law. Developers found guilty of offenses arc 
prosecuted and if found guilty, are fined and/or 
inprisoned tor up to three years. 

Standardize Forms and Procedures 

liiuerging I II:Cs should standardize all loan 
application and processing fomns, and standard 
Sales and P)urchase Agreements should be 
required to safeguard the intci .StS of both 
home buyers and developers. Computerized 
application, loan processing and accounting 
systems provide effective monitoring for rapid 
follow up to delinquent loans before tile), 

become a serious problem 

Monitor the Courts 

Banking Courts and Tribunals, like other 
courts in Pakistan, should be periodically 
inspected by the Superior Judiciary. In 
particular, cases that have not been processed 
within the timefrane established by lav should 
be tracked and monitored closely for 
resolution. 
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Appendix A: Agenda 

Seminar on Foreclosure and Debt Recovery Laws and Procedures 

Karachi, Pakistan 

May 9, 1993 

9:30 Participant registration 

10:00 Recitation from the Holy Quran 

10:05 Welcome address by Mr. Askari Taqvi, Chairman, Twenty-First 

Century Consultancy and Management Services (Pvt) Ltd. 

10:10 Introductory remarks by Mr. Earl Kessler, Director, USAID 

Regional Housing and Urban Development Office, Bangkok, Asia 

10:15 Keynote Address by Justice (Retd) K.M.A. Samdani 

11:00 Inaugural Address by Chief Justice (Retd) Qadeeruddin Ahmed 

11:15 Break 

11:30 Discussion of Issues and formulation of recommendations 

1:00 Break 

2:00 Discussion of Issues and formulation of reconini"dations 

4:30 Concluding remarks by Justice (Retd) K.M.A. Samdani 
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Appendix B: List of Participants
 

Mr. Munitaz Abdullah 
Chairman 
Corporate Law Authority 
Islamabad 

Mr. Khalifa Tahir Ahmed 
President 
Quetta Chamber of 
Commerce and Industry 
Quetta 

Dr. Ziaudin Aimed 
Former Deputy Governor 
State Bank of Pakistan 
Karachi 

Mr. Saleem Ahned 
Executive Director 

(Operations) 
House Building Financc 

Corporation 
Karachi 

Mr. S. Naeem /hmed 
Director General Planning 
National Housing Auth-1rity 
Karachi 

Mr. Imran Azim 
Senior Vice President 
National Investment Trust 
Karachi 

Mr. Irfan Aziz 
Director 
National Housing 

Finance Company (Ltd) 
Lahore 

Mr. Mahmudul Aziz 
Managing Editor 
United Press of Pakistan 
Karachi 

Mr. 13asharatullah 
Advocate 
Quetta 

Mr. Ilafeez-ur-Ralhinan 
Butt 

Chairman 
Association of 3uilders 
and Development 
Karachi 

Mr. Rashid Akltar Chuglal 
Executive Director 
State Bank of Pakistan 
Karachi 

Mr. M.Q Fazli 
Chairman 
Nadira Novelties 
Karachi 

Mr. Mohsin I lafeez 
Resident Vice President 
Citibank 
Karachi 

M,. M. Luqmanul l-aq 
Senior Vice President 
Pakistan Industrial Credit 
and Investment 
Corporation Ltd. 
Karachi 

Mr. Syed M"'hanl llaq 
Senior Vice President 
Legal Division 
United Bank Ltd. 
Karachi 

Mr. S.B. l-asan 
Editor 
Investment and Marketing 
Karachi 

Mr. ShamIshad Ilussain 
Chartered Accountant 
Karachi 

Mr. Sved 
Molaimmed I lussain 

Chartered Accountant 
Karachi 

Mr. Ilidayat Ilussain 
Chairman 
Banking Tribunal 
Karachi 

Mr. Taharmul Ilussain 
Pakistan Industrial Credit 
and Investment 
Corporation Ltd. 
Karachi 

Mr. Mohammed lqbal 
Senior Vice President 
Industrial Development 
Bank of Pakistan 

Karachi 

Mr. Syed Nasir Ilussain 
Jafri 

Advocate 
Karachi 

Mr. Kairas Kabraji 
Advocate 
Surridge & Beecheno 
Karachi 

Mr. Rauf 13. Kadri 
Vice Charinan 
Inter Fund Housing 
Finance Co., Ltd. 

Karachi 
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Mr. Shahzad Kazi 

Resident Vice President 

Citibank 
Karachi 

Mr. Shaukat Kazmi 
Consultant 
Pakistan Institute of 

Development Economics 
Islamabad 

Mr. Masrur Ilasan Khan 
Forimer Secretary 
Govelinnt.n t of Pakistan 
Karachi 

Mr. Khan I3ahadur Khan 
Advoc ite 
Peshawar 

Mr. Nawaz Khan 
Director Finance 
Olympic E'state Finance 

Corporation 
Lahore 

Mr.Mansoor Alimed Khan 
Advocate 
Karachi 

Mr. Amanullah Khan 
Prcsident 
Islamabad Stock E-xchange 
Islamabad 

Mr. Azizuddin Khan 
Executive Vice President 
Law I)ivision 
Muslim Commercial Bank 
Karachi 

Mr Majid Sultan Khawaja 
Chairnnan 
Ranking Coinnnittec 
Federation of Cha ibers ol 
Con mlerce and Industry 

Karachi 

Mr. Masood 
Representative 
Empire I lousing 
Corporation 
Islamabad 

Mr. Mohammad I3ashir 
Jan Mohammed 

Foner Prcsident 
Karachi Stock Exchange 
Karachi 

Mr. Qaiser Mufti 
Chief lxecu tiVe 
Paramount Investment 
Ltd. 

Karachi 

Mr. Ilasan Mustafa 
Managing Director 
Indus Bank Ltd. 
Karachi 

Mr. Firdaus Naqvi 
Managing Director 
Noble (Pvt) ltd. 
Karachi 

Mr. Ahmed Niaz 
Foriner Commissioner 
Income Tax 
Consultant 

Karachi 

Mr. R.K. Pasha 
)irector 

Jaffer Brothers 
Ilousing Finance Co., Ltd. 

Karachi 

Mr. I laroon Pcrvaiz 
Vice President 
ILegal Department 
Allied Bank of Itakistan 
Karachi 

Mr. Shujauddin Qureshi 
Representative 
Associated Press of 

Pakistan 
Karachi 

Mr. Marc Rachman 
Chief of Operations 
International Ilousing 

Finance Ltd. 
Karachi 

Mr. Ilabibur Rehman 
13ar-at-law 
Karachi 

Dr. Khawaja Amjad Saced 
Director 
Institute of 3usiness 

Administration 
University of Punjab 
Lahore 

Mr. Justice (Retd.) K.M.A. 
Samdani 
Solicitor and Advocate 
Lahore 

Mr. A.P. Sanyal 
Chai nnt an 
Rimpa (pvt) Ltd. 
Karachi 

Mr. Sahinan Shah 
Associate Dean 
Ixecutive Development 

Centre, Graduate School 
of I3usiness 
Administration 

ILahore 

Mr. Nazar Abbas Siddtqui 
Additional Secretary 
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Islamabad 
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Executive Vice President 
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Mr. Kamran Siddiqui 
Citibank 
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Mr. Jamil Siddiqui 
Representative 
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Mr. Shaikh Suleman 
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Vice President 
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Mr. Yameen Zuderi 
Editor 
The Finance l)aily 
Karachi 
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Mr. Earl Kessler 
Director 
Regional Ilousing and 
Urban Development 
Office (RI IUDO) 
Bangkok, Thailand 

Mr. Randall C. Cummings 
Chief 
Office of Private 
Enterprise and 
Energy (O/PEN) 
Islamabad 

Mr. Jon Wegge 
Chief Technical 
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Shelter Resourlcc 
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Islamabad 

Mr. William Strong 
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Appendix C: Reporting Cable
 

R 190710Z MAY 93 

FM AMEMI3ASSY ISIAMAI3AD 

TO AMEMBASSY ABII)JAN 

AMEMBASSY CAIRO 

AMI-Mt3ASSY COIOMBO 

AMEMBASSY )l IAKA 

AMEMBASSY (iUATEMALA 

AMEMBASSY [1ARARE 

AMEMBASSY JAKARTA 

AMEMBASSY KATI IMANDIJ 

AMEMI3ASSY KINGSTON 

AMEMBASSY IISBON 

AMEMBASSY MANILA 

AMEMBASSY NAIROBI 

AMI.MBAS.SY NIW I)1-I II 

AMEMBASSY PANAMA 

AMEMBASSY RABAT 

AMI-MBASSY TEGUCIiAILPA 

AMEMBASSY IJNIS 

IJNCLAS ISIAMABAI) 06057 

All )AC 

FOR RI IJI)()S, SAII) RTS ANI) 
MISSION DIRECTOR, MISSION I IOUSIN(; 
ADVISORS, !PRI/II JIM STEIN 

.1 12356 N/A 

SUBJECT: NATIONAL SEMINAR ON 
FOREXLOSURE AND DEIT RECOVERY 
LAWS AND PIROCI-DIJR-S 

I. PURPOSE. I l PIJII'( )SE (FTIilS 
CABLE IS TO INFORM Y()U AB()01T A 
NATIONAL SE,'MINAR ON FORECLOSURE 
AND I)-T RF,COVIRIY AWS AND
 
PROCEDURES, I IELD IN KARACI 11,
 
PAKISI*AN, ON MAY 9) 1993
 

2. B3ACKGROUNI TIIIE SIII'lTI-R 
RESOIRCE M(OBILIZATION PROGRAM 
(SRMI) O(F AIIDTAKISTAN IS ASSISTING 
PAKISTAN TO ISTAILSI I A 
MARKE'F-()R IENTID)1 I(i)IJSINC; IINANCI-
SYSTEM. IJNID)ER II IE SRMIP, PRIVATE 
FIRMS ARE ESTABIIISI IINtr MORT;AGE 
LENDING OPHRATIONS. I0 SIICCEtI), 
TI IESI FIRMS NEED A I.E( ;AI. AND 
POLICY ENVIRONMINT I IAT 
FACILITATES GROWl I ANI) IZROMOTEIS 
INTEGRITY. Ti IPJRPOSEO I IE 
SEMINAR WAS TO PROMOTI- GREATER 
UNDERSTANI)ING 01F TI IE 
CONSTRAINTS POS) BY IAKISTAN'S 
LAWS AN) lEGAI. PROCEUI)RES IN 
REGARDTO1) IBT RICOVIRY, AND 

IARTICI JIARI A'T() lF(O)RE CL)SJRE 
FOIRECI,()SURE CASI: S IN PAKISTAN 
FRE-QI JINTI, Y IAK I: MO()R TI IAN 10 
YEARS TO RIESOLVI IN TI lI CIVIl. 
COURTS, ANI) SII.ECIAI,I/,I.I) BANKING 
TRIBUNAI,S, WI IICI I CAN PROVII)E 
RAPID I)ECISI()NSi, LACK TI If: 
AUTI IOITIY I(EXICI I TI IIIR 
DECRI-S. 

3. 'l IE EVENI. TI IIS ()NE-I)AY 
SEMINAR WAS D)I'WI 1,)I) T( 
IPR(OMOTE1 A(;RII.MINT AMON( 
I'()IICY-MAKI;,RS ()N ACTI(INS T)BE1 
TAKIN T() IMIPROVI.1I I LEGAL 
IENVIR()NMINT I.)R M()RI(;A(;I 
IINI)IE.S SIXIY I'ARTICIIPANTS 
RIEPRIESINIING]T111 lEGiAl, 
(IC)VIRNMiNI, AND FINANCIAIL 
SkCTORS. INCII IDING I lOUSING 
FINANCE' COMPANIES ANI) 
COMMI-RCIAI. IANKS, ATTENI)EI). TI I
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II SFMINAR WAS (I11AIRiI) 3Y .JSIICI 
(RI1).) K.M.A SAMI)AN, A I.IAI)IN(i 
FIGJRF IN PAKISTAN S I.Ii(AI. 
I-STAI31i.IS1IMI-NT N(TAI.SI'I.AKHiRS 
INCI.J)-I) MIAN MJMTAZ A131)I i..Al I. 
CHAIRMAN OF TI [HiC() RIP)RATI I.AW 
AUTItIORITY, KI IAWAJA AMIAI) SAI-I), 
DEAN OF TI If: FACULJ.TY OF ARTS ()F 

PUNJAB UNIVERSITY. III)AYAT 
I IUSSAIN, CI IAIRMAN OF TI IlF KARACI II 
BANKING TRIBUNAI.. AND MAJII) 
SUI.TAN KI IAWA.IA, CI IAIRMAN OF I IIL 
FEI)ERAL CI IAMBER )1FCOMMI RCI-
ALL TI IE SPEAKERS EMPI IASI..EI) Ti 
NIE-) FOR IMPROVED MANA(I ME.NT 
OF THE I .EGAI. SYSTI 1M 

"[IIERI- WAS GENERAl. A(;RIEIE'.MI'.' 
TI IAT ItlSTORICAI. EXIPRIE'NCE I IAS 
JUSTIFIEI) LENI)ER CONCERNS IN 
REGARI) TO TI IL ABI1I. fY AND WILL OF 
TI IL IE(;AI. SYSTIEM l UILTIMATELY 
SUPPORT LEGITIMATE CI.AIMS ON 
MORTGAGED PROPERf Y. TI I1-
IARTICIPANI'S AGREtII)fTI IA 
PARTICULAR ATT£NTI)N N-II)I-I) TO 
BE GIVEN TO ENSURING TI If. PROMPT 
EXECUTION OF COURT AND 3ANKING 
IfRIBIJNAL I)ECREI'FS, IMPROVING THE 

IIiVliI,l 1' .LJI'I'ORT I'IZOVII)I') B) 

BANKING TRIIBUNA!
 
INFRASTRI I1CTEJR,ANi) RI.:VII N ()F
 
IAKISTAN S INAI)I'i( Af'LIANI) 

FT S-YSTILMT.IN(; AND RI(I.-TRAfI()N 
AT TI Ii CI.()SI ()F TI IlLSEMINAR, A 
I)RAFTIN(; COMMITII- WAS F(ORMEI) 
1() FINAIZI'II111SEMINAR I:INI)INGS 
AND REC(O)MMENI)ATIONS. WI IICI I 
WII.I. BE SIJBMITTEI) ') TI Ill LAW 
COMMISSION OF PAKISTAN FOR 
REVIEW AND AC(TI()N AS 
PRIIIARATI()N F()R TI I- SI LMINAR. TI I-
SRM PROI)ICI) A REI'()RT 
I)I-'SCRIN ING TI I If.I( AL. 
ENVIRONMENT FOR Il01 ISIN(G FINANCE 
IN PAKISTAN. TI IE REPORT, TITLID A 

"NO COMFORT,- IS IiING RlVISEI)'TO 
INCI.IDIE 'I IF SEMINAR FINI)IN(iS ANI) 
REC()MMIELNI)ATIONS, ) REQI JlET,'" A 
COPY OF TI IL- REPORT OR I )R 
FIRTI IER INFORMATION ()N fI IIS 
TOPIC, 1I.IEASE CONTAC'T RANI)AI.I, C. 
CUMMINGS, CI IEF, (l(, ()F PRIVATI 
ENTHI IRISF AND ENIERHIGY, 
AID/PAKISTAN, OR JON WIL( ( iL, C1II EF 
TECI INICAI. AI)VISOR, SRMP, 0/PEN. 
AII)/PAKISTAN. 
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