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guidelines for product development for livestock,
fisheries, poultry and horticulture financing, inducted 14

Agriculture is a prime sector of national economy of domestic private banks (DPBs) in agri. financing scheme,
Pakistan. It accounts for nearly one fourth of country’s issued  guidelines for Islamic agricultural financing,
GDP and is a source of livelihood for majority of rural developed three years Revolving Credit Scheme for
population. Agriculture also supplies raw material to production loans, conducted capacity and awareness
Pakistan’s industries, notably textile industry, the largest building programs for banks and farming community,
exporter and industrial sub sector of the economy. In improved liaison with stakeholders, strengthened ACAC,
view of importance of agriculture for economic growth etc. Resultantly, credit to the farmers has increased from
and poverty alleviation, the Government is attaching high Rs 45 billion in 2000-01 to Rs 212 billion in FY2007-08.
priority to this sector. The outreach has increased from 1.1 million borrowers to

2 million borrowers as on 31° December, 2008.

Table 1 Indicative Agri. Credit Targets and Disbursement (Rs. Billion)

Banks Target Disbursement 2008-09 Target Disbursement 2007-08
2008-09 2007-08
Jul-Sep Oct-Dec Jul-Dec Jul-Sep | Oct-Dec Jul-Dec 2007
2008 2008 2008 2007 2007

5Big Comm. 119.5 25.6 23.0 48.6 96.5 195 25.4 44.9
Banks
ZTBL 72.0 8.7 19.0 27.7 60.0 7.2 16.7 23.9
DPBs 52.5 114 9.5 20.9 35.5 8.3 10.8 19.1
PPCBL 6.0 0.8 14 2.2 8.0 1.3 11 2.4
Total 250.0 46.6 52.8 99.4 200.0 36.3 54.0 90.3

An indicative target of Rs 250 billion has been set for
2008-09. Out of which, Rs 119.5 billion has been
allocated to five major banks followed by Rs 72 billion to
Zarai Taragiati Bank Ltd. (ZTBL), Rs 52.5 bhillion to
domestic private banks and Rs 6 billion to Punjab
Provincial Cooperative Bank Ltd. (PPCBL). As against the
target, banks have disbursed Rs 99.4 billion during July-
December, 2008 which is higher by Rs 9.1 billion or 10%
as compared to Rs 90.3 billion disbursed during the
corresponding period last year.

Agricultural growth is mainly linked with the availability
of credit to farmers to meet their financing needs for
production and development. Taking cognizance of the
importance of agri. financing, SBP has taken numerous
steps in collaboration with stakeholders during last 7-8
years. It has adopted a multipronged strategy to increase
the flow of agri. credit on fast track basis. The initiatives
have been taken for creating enabling regulatory
environment for banks to adopt agri. financing as a viable
business line. Major initiatives taken are: issued
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encouraging due to liquidity crunch faced by banks
during the period under review. The province-wise
disbursements reveal that during the quarter October-
December, 2008 banks disbursed Rs 46.1 billion in

3.1 AGRI. CREDIT DISBURSEMENTS

During the quarter October-December, 2008, banks

Table 2 Province-wise Indicative Agri. Credit Targets and Disbursement (Rs. Billion)

Province Target Disbursement 2008-09 Target Disbursement 2007-08
2008-09 2007-08
Jul-Sep Oct-Dec Jul-Dec Jul-Sep Oct-Dec Jul-Dec 2007
2008 2008 2008 2007 2007

Punjab 195 40.1 46.1 86.2 156 30.2 454 75.6
Sindh 35 4.4 4.6 9.0 28 3.6 6.6 10.2
N.W.F.P 15 1.7 1.8 3.6 12 2.2 1.7 3.9
Baluchistan 4 0.1 0.1 0.2 3 0.1 0.1 0.2
AJK & NAs 1 0.2 0.2 0.4 1 0.2 0.2 0.3
Total 250 46.6 52.8 99.4 200 36.3 54.0 90.3

disbursed Rs 52.8 billion compared to disbursement of Rs
46.6 billion in July- September, 2008 (preceding quarter)
and Rs 54 billion in the same quarter last year. Detail of
indicative agricultural credit targets of Rs 250 billion to
be disbursed by banks during FY2008-09 and actual
disbursements by banks up to December, 2008 and in
the corresponding period last year are given in Table 1.
Accumulated disbursements during July-December, 2008
indicate that banks have disbursed Rs 99.4 billion,
showing an increase of 10.2 % over the disbursements of
Rs 90.3 billion made in the same period last year. During
1** half of FY 2008-09 banks achieved 39.8 % of the whole
year targets of Rs 250 billion compared with 45.2 % of
targets achieved in the same period last year. Despite a
number of initiatives taken by SBP to facilitate banks in
their capacity building, enhancement of per acre credit
limit for provision of adequate credit to the farming
community, banks’ disbursement position is not

Punjab, Rs 4.6 billion in Sindh, Rs 1.8 billion in N.W.F.P,
Rs 0.1 billion in Baluchistan and Rs 0.2 billion in AJK&
Northern Areas. Province-wise detail of disbursements is
given in Table 2. Accumulated disbursements during July-
December, 2008 show that Punjab maintained its highest
share (86.7 %) in disbursements by receiving Rs 86.2
billion compared with whole year target of Rs 195.0
billion and its actual disbursements of Rs 75.7 billion in
the same period during last year. The disbursements in
Sindh and N.W.F.P decreased in absolute terms.
Disbursements in Sindh stood at Rs 9.0 billion during the
period under review compared with Rs 10.2 billion during
July-December, 2007; its share in total disbursements
was 9.1 %. An amount of Rs.3.6 billion was disbursed in
N.W.F.P compared with Rs 3.9 billion disbursed during
the same period last year. Rs 0.2 billion were disbursed
in Baluchistan and Rs 0.4 billion were disbursed in AJK/
NAs compared with Rs. 0.2 billion and Rs 0.3 billion
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disbursed during July-December, 2007 respectively.
Sector-wise classification reveals that during July-
December, 2008 out of total disbursements of Rs 99.4
billion, an amount of Rs 69.3 billion (69.7 %) was
disbursed to farm- sector and Rs.30.2 billion (30.3 %) to
non-farm sector. Last year during this period an amount
of Rs 66.3 billion (73.5 %) was extended to farm sector
and Rs 24 billion (26.5 %) was disbursed to non-farm
sector. To facilitate and encourage banks to focus on
non-farm sector, SBP has taken a number of initiatives
which include issuance of guidelines for livestock,
fisheries & horticulture financing and designing of
financing scheme for small farmers based on group
based lending methodology. Resultantly, share of non-
farm sector in total agri. credit disbursement has
improved.

The land holding-wise disbursement pattern shows that
out of Rs 69.3 billion disbursements to farm sector Rs
43.6 billion were absorbed by farmers having land up to
subsistence level, Rs 15.7 billion by farmers having
economic holding and Rs.9.9 billion by farmers having
above economic holding. The disbursement to non-farm
sector reveals that an amount of Rs 24 billion was
extended to large farms, mainly to livestock and poultry
sector and Rs 6.2 billion were disbursed to small farmers.

% Share of Farm and Non Farm Sectors in
Disbusments

85.6

73.5 69.7

26.5 30.3
135
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m Non- Farm

m Farm- Sector

Landholding -wise in Total Farm Sector
Credit During July-December, 2008
23.8

25
20 18.0
515
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; B
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Table: 1.3 Credit Disbursement to Farm & Non-Farm Sectors (Billion Rupees)

Sector 2008-09 2007-08
Jul-Sep Oct- Dec Jul-Dec Jul-Sep Oct- Dec Jul-Dec 2007
2008 2008 2008 2007 2007

A Farm Credit 29.8 39.4 69.2 27.1 39.2 66.3
1 Subsistence Holding 18.3 25.3 43.6 16.9 22,5 39.4
i Production 16.5 23.5 40.0 15.5 20.9 36.4
ii Development 1.8 1.8 3.6 1.4 1.6 3.0
2 Economic Holding 6.3 9.4 15.7 5.6 9.2 14.8
i Production 5.8 9.1 14.9 5.2 8.8 14.0
ii Development 0.5 0.3 0.8 0.4 0.4 0.8
3 Above Economic 5.2 4.7 9.9 4.6 7.5 12.1
i Production 5.0 44 9.4 44 7.1 11.5
ii Development 0.2 0.3 0.5 0.2 0.4 0.6
B Non-farm Credit 16.8 13.4 30.2 9.1 15.0 24.1
1 Small Farms 2.9 3.3 6.2 1.7 2.6 4.3
2 Llarge Farms 13.9 10.1 24.0 7.4 12.4 19.8
Total (A+B) 46.6 52.8 99.4 36.2 54.2 90.4

Security-wise disbursement of agricultural credit reveals
that out of Rs 99.4 billion disbursed during July-
December, 2008, Rs 61.5 billion (61.9 %) were disbursed
against passbook, Rs 16.1 bhillion against mortgage of
property, Rs 12.9 billion against pledge/ hypothecation of
stocks and Rs 8.5 billion was disbursed against other
securities. A small amount of Rs 0.4 billion was also
disbursed against personal surety. In farm-sector, out of
total disbursements of Rs 69.2 billion, Rs 52.1 billion
(75.2 %) were disbursed against passbook, Rs 6.5 billion

against pledge/ hypothecation, Rs 7.0 billion against
other securities, Rs 3.3 billion against property (other
than agri. land covered in pass book) and Rs 0.3 billion
against personal surety. In non-farm sector out of total
disbursements of Rs 30.2 billion, property remained the
most acceptable collateral, i.e. Rs 12.8 billion (42.4 %)
were extended against property, Rs 9.4 billion (31 %)
disbursed against passbook, Rs 6.4 billion (21.2 %)
against pledge/ hypothecation and Rs 1.5 billion against
other securities whereas, only Rs 0.1 billion were
disbursed against personal surety.
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Security-wise Disbursement during
July-December, 2008

Others
8.56%

Pledge/Hyp
othecation.
13.0%

Property
16.2% Passbook

61.9%

Personal
Surety
0.4%

3.2 AGRICULTURAL CREDIT RECOVERY

During July-December, 2008, banks recovered Rs 90.9
billion or 76.4 % of recoverable amount of Rs 119.0
billion agri. loans compared with Rs 83.9 billion or 71.0 %
of the recoverable amount of Rs 118.2 billion during the
same period last year. The five major banks recovered Rs
43.5 billion or 86.6 % of the recoverable amount, ZTBL
recovered Rs 25.1 billion or 65.2 % of the recoverable
amount, DPBs recovered 19.5 billion against Rs 22.8
billion recoverable. PPCBL recovered only Rs 2.8 billion or
37.1 % out of recoverable amount of Rs 7.4 billion.

3.3 AGRI. NON-PERFORMING LOANS

Non-performing loans in agri. financing stood at Rs 30.2
billion, 16.8 % of the outstanding loans as on 31%
December, 2008 compared with Rs. 31.7 billion or 19.6 %
of the outstanding loans as 31* December, 2007. Bank-
wise break-up of NPLs as on 31* December, 2008 reveals
that five major banks’ NPLs were 9.8 % of their
outstanding loans, while for DPBs’ it was 10.5 %. The
ratio of NPLs in specialized banks was much higher than
DPBs and five major banks (ZTBL 19.1 % and PPCBL 60.4

%).

3.4 NUMBER OF AGRI. LOAN BORROWERS

NPL as Percent of Agri. Outstanding Loans

19.6%
19.6%

17.2%

16.8%

31-12-2006 31-12-2007 30-6-2008 31-12-2008

Agri. loan borrowers have reached to 2 million as on 31"
December, 2008 as compared to 1.7 million at end
December, 2007. Out of them 1.5 million borrowers (74.2
%) were from Punjab, 0.32 million (16.0 %) from Sindh,
0.13 million (6.6 %) from N.W.F.P, 0.02 million (1%) from
Baluchistan and 0.04 million (2.2 %) from AJK/NAs. Bank-
wise position of outstanding number of borrowers
reveals that ZTBL served 58.9 % of the total borrowers,
five major banks 33.5 %, PPCBL 4.5 % and DPBs 3.1 %.

Number of Outstanding Agri. Borrowers

1,951,441 AIEGIED

1,727,479
1,526,603 1,537,161

31-12-06 30-6-07 31-12-07 30-6-08 31-12-08
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The number of borrowers by size of outstanding loans
position reveals at the end of the period under review,
42 % borrowers’ availed loans up to the size of Rs 50,000
followed by 23 % having loans size of from Rs 50,000 to
Rs 100,000. 18 % availed loans Rs.100, 000 to 200,000
and 8 % availed loans from 200,000 to 300,000 and 9 %
availed above Rs 300,000. Details of borrowers and
outstanding agri. loans there against as on 31st
December, 2008 can be seen from the charts and further
break-up regarding farm sector and non-farm sector is
also depicted in the graph.

3.5 SBP’S INITIATIVES

Oustanding amount by Size of loans as
on 31-12-2008

45% 42%
40%
35%

30%
25% 23%

20% 18%

15%

0% 8% 9%

0%

50,000 50,0000 - 100,000~ 200,000- Above
100,000 200,000 300,000 300, 000

Owing to increased activities in the agriculture sector and
expanding demand for credit in the sector, SBP has taken
various key steps for the promotion of Agri/rural finance
during October-December, 2008, which are as under

A- REVISION OF REPORT ON ESTIMATION

Since the last revision of the report, various changes
have taken place on economic front of agri. credit and
prices of inputs have also increased enormously, thereby
resulting in high production cost to the farmers.
Therefore, deeming it necessary, SBP revised the Report

on Estimation of Agri. Credit Requirements in December,
2008 in collaboration with banks, Agriculture
Universities, Provincial Planning &  Agriculture
Departments, Pakistan Institute of Development
Economics (PIDE), Pakistan Agriculture Research Council
(PARC) and provincial chambers of agriculture. The
report has been revised in terms of per acre indicative
credit limits; seed, fertilizer & pesticides’ requirements;
enlarged list of crops, orchards & forestry; list of eligible
items; etc. Besides, year wise per acre indicative credit
limits for growing of orchards viz. mango, citrus, apple,
banana, coconut, dates, etc. and agro forestry viz. acacia,
Shesham, bamboo, etc. have also been provided. On the
recommendation of stakeholders, tables on average use
of various fertilizers like Di-Ammonium Phosphate (DAP),
urea, potash, zinc, etc. for crops and orchards have also
been included in the report. The report is aimed at
facilitating banks in assessing the credit requirement of
the farmers and farming community in getting loans for
growing of crops, orchards, agro forestry, etc.

B- HANDBOOK ON BEST PRACTICES

For the awareness building of banks, farming community,
researchers and other stakeholders regarding
international  best  practices vis-a-vis  Pakistan’s
experience in agri/rural finance, the “Handbook on Best
Practices in Agri/ rural Finance” has been compiled by
SBP. The Handbook provides an overview of the policies
and strategies of the successful Agri/ rural financial
institutions in improving access to finance to the rural/
farming community and highlights their key
achievements in terms of outreach, rate of recovery,
lending methodology, sustainability, profitability and the
level of confidence of their clients in those institutions
which is depicted in their vertical & horizontal expansion.
The Handbook will help banks to revise and devise their
lending strategies to grasp the vast untapped agri/ rural
market.
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C- APRACA FINPOWER PROGRAM

State Bank of Pakistan arranged a two-day knowledge
sharing program on rural finance with Central Bank of Sri
Lanka in December, 2008 at Karachi, under IFAD funded
Asia Pacific Rural & Agricultural Credit Association’s
(PRACA) FinPower Program of twinning sharing of policy
& regulatory environment in rural finance. APRACA has
representation of all renowned Agri/ rural financial
institutions of the Asia Pacific region. APRACA FinPower
is a five-year technical and financial assistance grant by
the International Fund for Agricultural Development
(IFAD) to support APRACA Regional Program for
accelerating the financial empowerment of poor rural
communities in Asia and Pacific through policy dialogue,
innovative pilot programs, and knowledge-sharing
among actors in the rural finance sector. The activities
undertaken by the program will consolidate rural finance
knowledge and replicate successful approaches among
beneficiaries in the Asia-Pacific region.

Around 200 policy makers and practitioners from
commercial banks, Microfinance institutions, NGO-MFls,
Pakistan Microfinance Network (PMN), Pakistan Poverty
Alleviation Fund (PPAF) and SBP were invited in the
program. The Sri Lankan side was represented by Mrs.
Rose Cooray, Assistant Governor, Central Bank of Sri
Lanka, who apprised the participants of her country’s
experiences in Agri/ rural finance and also held meetings
with Microfinance Banks, NGO-MFIs, Banks, and
Departments of SBP to learn from their experiences.

DR CRASH TRAINING PROGRAM

To facilitate banks in capacity building of their agri. field
officers, SBP has launched one-week Crash Training
Program in collaboration with banks and Development
Finance Support Department, SBP-BSC. The program
covers major dimensions of agri. financing including
SBP’s policies & schemes, agri. financing tools and
techniques, security & loan documentations, loan
monitoring & recovery mechanism, agri. credit risk
management, group based lending to farmers, agri. loan

marketing & sales system, etc. During October-
December, 2008 four programs were arranged at Lahore,
Rawalpindi, Multan and Sialkot, wherein around 140
Agri. Field Officers (AFOs) of banks and officers of SBP-
BSC were imparted training. So far, 435 AFOs have been
trained in 14 such programs throughout the country.

E- CROP LOAN INSURANCE SCHEME

Non availability of crop loan insurance was a major
reason in non repayments by the farmers/borrowers in
case of losses due to natural calamities. Therefore, in
order to mitigate the risk of banks and farming
community against losses caused by the natural
calamities, SBP developed a market based Crop Loan
Insurance  Scheme (CLIS) in consultation with
stakeholders. The scheme was made mandatory by the
government for five major crops viz. wheat, rice,
sugarcane, cotton and maize from Rabi Crop 2008-09 and
the government is bearing the cost of premium on
account of subsistence farmers up to a maximum of 2%
per crop. Accordingly, banks have implemented the CLIS
from Rabi Crop 2008-09 except ZTBL & NBP which have
implemented the same from Kharif Crop 2009. Under the
scheme, insurance companies will provide cover against
all crop production loan losses caused by the natural
calamities to agri. borrowers. It will help the farming
community in the settlement of their outstanding loans
and they will also be eligible to draw fresh loans for
future crops. This scheme will not only safeguard the
interests of banks and farmers, but it will also save huge
amount of funds spent by the Government of Pakistan in
the shape of frequent write-offs / waivers of agri. loans
of ZTBL’s borrowers.
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4 HOUSING FINANCE- OVERVIEW

The quarter ended December 2008 witnessed a growth
of 16% over the last twelve months in the gross
outstanding portfolio of the housing finance. The total
outstanding reported by banks and DFIs as on December
31, 2008 was Rs. 88.2 billion compared to Rs. 76 billion as
on December 31, 2007. Although the housing finance
sector recorded growth compared to last year’s position,
the quarter ended December 2008 witnessed its first
stagnation during FY 08-09; a 0.61% fall in outstanding.
The total number of outstanding borrowers has
decreased from 125,490 to 123,107 since December
2007; a 1.9% fall.

Non-performing loans have increased from Rs.10.53
billion (September 2008) to Rs.12.31 billion (December
2008); a 16.91% increase over the reporting quarter.
However, this rise in NPLs is not unique to housing
finance and is only depicting the overall increase in NPLs
of all sectors witnessed in the banking industry during
the quarter.

Over 1,800 new borrowers were served this quarter
accounting for Rs. 3.43  billion of additional
disbursements in housing loans. HBFC accounted for
64.8% of these new borrowers and contributed over 18%
of the Rs.3.43 hillion additional disbursement made. The
total number of borrowers at the end of December 2008
just exceeds 123,000.

Financing for outright purchase continues to dominate
other sectors (construction and renovation) by
comprising over 56.69% share in outstanding. However,
renovation witnessed the greatest growth; a 49.5%
increase in financing over the last 12 months.

4.1.1 GROSS OUTSTANDING PORTFOLIO

The total outstanding finance as on December 31, 2008,
of all banks and DFls stood at Rs.88.20 billion. Compared
to quarter ended December 2007 (Figure 1), outstanding
of all commercial banks and DFls increased by 16%.

Figure 1. Outstanding as on December 31,2008
(-0.15%)

40,742 40,805

m December-08

m December-07

(34.14%)

(120.94%)

16,542

13,548

@71%)

Outstanding in Rs. Milli

Public  Private Islamic Foreign DFIs  HBFC
Sector Banks Banks Banks
Banks

Figure 1 shows banking sector wise total outstanding
with growth/fall (in parenthesis) since December 2007.
Of the total outstanding of Rs.88.20 billion, commercial
banks accounted for Rs.71.66 billion with private banks
posting an outstanding of Rs.40.74 billion; a 0.15%
decline since December 2007. Islamic banks reported an
outstanding of Rs.13.55 billion, followed by public sector
with Rs. 10.85 billion and foreign banks with Rs.5.98
billion. The highest growth of 120.94%, was reported
among Islamic banks. This is due to new entrants and
also because of increased inclination of consumers
towards Islamic banking. Excluding DFIs, all commercial
banks (public sector banks, private banks, Islamic banks
and foreign banks) together posted a 15.36% increase
when compared to quarter ended December 2007.

The outstanding loans of HBFC were Rs.16.54 billion; a
34.14% increase over the last year. Other DFls, have a
meager share of Rs. Rs. 0.54 billion in outstanding loans.

4.1.2 NON-PERFORMING LOANS

This section analyzes the position of NPLs by first
observing increase/decrease in its levels followed by
NPLs share in total outstanding over the reporting
quarter.
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Figure 2. Non Performing Loans as on December 31,2008
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Rs.12.31 billion (December 2008); a 16.91% increase over
the reporting quarter. For the purpose of the analysis,

For this purpose Figure 2 compares the position of NPLs
for the quarters ended September 2008 and December

Figure 3. NPLs as a %age of Total Outstanding,December 31,2008

NPLs as a % of Total Outstanding
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2008" and shows growth/fall (in parenthesis) during the
quarter. Figure 3 shows NPLs as a percentage of total
outstanding as on December 31, 2008. Overall, NPLs
have increased from Rs.10.53 billion (September 2008) to

1 Due to changes in reporting requirements, figures for NPLs are only
available from March 2008 onwards.

NPLs position of HBFC merits exclusivity. HBFC's NPLs
have increased from Rs.5.85 billion to Rs.6.22 billion
during the reporting quarter; a 6.33% increase. Although
growth of NPLs remains relatively low in absolute terms
when compared to other banking sectors, its % share in
total outstanding, however, is the greatest; a 37.6% of its
total outstanding constitutes of NPLs.
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Excluding HBFC, NPLs for all banks and other DFIs have
increased by 30% over the quarter from Rs. 4.68 billion
to Rs.6.10 billion. Although this increase is 5 times
greater than that of HBFC, the % share of NPLs that all
banks and other DFls(excluding HBFC) constitute is 8.5%
of its respective total outstanding.

Among banks, Islamic banks have witnessed the sharpest
increase in NPLs during the quarter ending December
2008; an increase of 153.85%, from Rs.104 million to
Rs.264 million. However, its NPLs constitute only 1.95%
share in its total outstanding; the smallest share among
banks and other DFIs. NPLs of the public sector banks
have increased from Rs.0.65 billion to Rs.1.28 billion; a
95.85% increase, and over 11% of its total outstanding is
classified as NPLs. NPLs for foreign banks have increased
from Rs.207 million to Rs.322 million; a 55.56% increase
with 5.4 % NPLs as a % of its total outstanding. Private
banks have reported an increase of 14.23% in NPLs from
Rs. 3.66 billion to Rs. 4.18 billion which is 10% of its total
outstanding. DFls (excluding HBFC) have reported a
decline in NPLs from Rs. 66 million to Rs.59 million; a
10.61% decline and 10.9% of its total outstanding is
reported as NPLs. This overall rise in NPLs is due to rising
inflation and interest rates and this may further escalate
problem in coming quarters. The high interest rate policy
is constraining the supply of housing credit through

constrained access to credit which in turn has caused the
growth of mortgage sector to slow down.

4.1.3 NUMBER OF BORROWERS

The total number of outstanding borrowers has
decreased from 125,490 to 123,107 since December
2007; a 1.9% decrease (Figure 4). Foreign banks have
shown a sharp increase (of 49.64%) with numbers
increasing from 2,055 to 3,075 over the year since
December 2007, followed by Islamic banks (32.06%),
public sector banks (12.24%) and private banks (10.29%).
HBFC and other DFIs report a decline of 4.96% and
87.93%, respectively. Other DFIs, however, have very
small base.

Figure 5 shows number of borrowers that have been
classified as NPLs as a percentage of total borrowers. It
can be seen that the approximately 51% of total
borrowers of housing loans have been classified as non-
performing. However, this is prominently due to HBFC’s
number of non-active borrowers that have been
classified as non-performing; a staggering 64.5% of total
borrowers of HBFC. Thus, excluding HBFC in such an
analysis will be important since HBFC caters to over 75%
of the total outstanding borrowers in housing finance
sector which accounts for only 18.75 % of total

Figure 4. No. of Outstanding Borrowers
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Figure 5. No. of NPL Borrowers as %age of Total NPL Borrowers,Dec-08
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outstanding portfolio. Therefore by excluding HBFC, only
6.4% of total borrowers of housing loans have been
classified as non-performing.

4.1.4 SHARE OF BANKS

The overall market share’ of commercial banks
(excluding DFls) remained almost the same as at the end
of last year as it decreased marginally from 81% to
80.63%. Within commercial banks (Figure 6), the share
of private banks in the total outstanding decreased from
53.69% to 46.19%. Islamic banks have shown good
growth; albeit higher growth in NPLs too, with its share
increasing from 8% (December 2007) to 15.36%
(December 2008). Share of public sector banks has also

Figure 6. Share of Banks in Total O/S
December-08
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increased from 11.58% to 12.30% and that of foreign
banks has decreased from 7.52% to 6.78%, since
December 2007. The share of HBFC has risen from
16.23% to 18.75% of the total outstanding.

4.1.5 DISBURSEMENTS

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

Table 1. Disbursements—December, 2008 (Millions)

Amount Borrowers
Public Sector 155.32 112
Private Banks 1,296.71 381
Islamic Banks 852.79 112
Foreign Banks 474.55 55
All Banks 2,779.36 660
DFls 26.28 8
All Banks & DFIs  2,805.64 663
HBFC 622.00 1,223
Total 3,427.64 1,886

4.1.6 SECTORAL SHARE

The greatest share of housing finance is currently being
attracted towards outright purchase (Figure 7).

The total outstanding for outright purchase stood at
Rs.50 billion as on December 31, 2008; a 56.69% share in
total outstanding of Rs.88.2 billion. This is followed by
the construction category where outstanding reported at
quarter end stood at Rs.24 billion and that of renovation
stood at Rs.14.12 billion. Financing for construction,
outright purchase and renovation increased by 10.67%,
5.92% and 49.50%, respectively, over the last 12 months.

HBFC has taken a lead in financing for construction; a
share of 47.11%. Private Banks have taken a lead in the
outright purchase sector; a 57% share in the respective
sectors. Islamic Banks enjoy the greatest share of 35.12%
in the renovation sector.

Currently, the greatest growth witnessed since
December 2007 in the construction category is being led
by Islamic banks (55% increase) and HBFC (34.53%
increase). For the outright purchase category, Islamic
banks (46.02% increase) and public sector banks (32.96%
increase) have taken a lead while in the renovation
category Islamic banks (1,684% increase) and HBFC
(60.09% increase) have expanded the fastest.

Figure 7. Mortgage Products: Outstanding
(net of NPLs) in Millions - Dec,08
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4.1.7 ANALYSIS OF LOAN VARIABLES

ADOPTED BY BANKS/DFIS & HBFC

Table 2, 3.A & 3.B summarizes loan variables across all
banking sectors including weighted average interest rate,
Loan-to-Value ratio (% financing by banks), average
maturity, average loan size, average time for loan
processing and number of cases classified as
foreclosures.

A- WEIGHTED AVERAGE INTEREST RATE

The overall weighted average interest rate for the
guarter ended December 2008 comes to 14.40%; an
increase of 2.3 percentage points when compared to
December 2007. Highest weighted average interest rate
was reported by Islamic banks at 18.23%, foreign banks
at 16.89% and DFIs (excluding HBFC) at 16.84%. Public
sector banks reported a weighted average interest rate
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Weighted Average Interest Rate (%)

Average Maturity Period (Years)

Dec-08 Sep-08 Jun-08  Mar-08 Dec-07 Dec-08 Sep-08 Jun-08  Mar-08 Dec-07
Public Sector 14.3 13.33 13.13 12.78 10.8 10.8 9.4 111 9.2 8.2
Banks
Private Banks 13.34 13.61 12.94 12.75 12.2 11.9 11.9 12.1 12.2 9.4
Islamic Banks 18.23 14.86 13.22 13.84 14.2 15.3 15 16.6 14.7 8.6
Foreign Banks 16.89 15.05 14.67 14.4 13.8 11.8 8.1 12.3 11.7 11.5
All Banks 14.57 13.94 13.23 13.1 12.3 12.1 11.6 12.7 12.2 9.4
DFls 16.84 16.01 14.84 13.68 12.05 14.7 12.4 14.7 14.7 12.9
All Banks & DFls 14.65 14.02 13.29 13.12 12.2 12.2 11.6 12.8 12.3 11.1
HBFC 11.35 13.71 13.71 13.71 12.1 15.1 15.1 16.7 16.7 14.4
Total Average 14.4 13.97 13.45 13.42 12.1 12.3 11.8 12.9 125 12.8
52.7% during quarter September 2008 to 44.7% during
of 14.3% and private banks reported 13.34%.The quarter ended December 2008. The sharpest decline

weighted average interest rate reported by HBFC is
11.35%; a 0.75 percentage point decrease compared to
quarter ended December 2007.

B- AVERAGE MATURITY PERIODS

Average maturity periods have remained almost same;
from 12.8 years (December 2007) to 12.3 years
(December 2008). Table 2 shows that public sector banks
have extended housing loans for an average tenure of
10.8 years followed by foreign banks with 11.8 years,
private sector banks with 11.9 years, DFIs (excluding
HBFC) with 14.7 years and Islamic banks for 15.3 years.
HBFC’s average maturity period is reported to be 15.1
years; a slight increase from 14.4 years when compared
to December 2007 figures. Islamic banks and HBFC are
offering loans for longer terms, albeit, less than the
maximum tenure limit of 20 years set by SBP.

C- LOAN TO VALUE RATIO

The percentage of financing (Loan to Value ratio)
extended by banks has declined during last six months
(Table 3.A). The LTV ratios for housing finance fell from

was witnessed among Islamic Banks where the LTV ratios
fell from 56.7% to 39.8% during quarter ended December
2008. The LTVs for HBFC increased from 55% to 67.5%
during the quarter.

Decline in LTV ratios and increasing interest rates reflects
that housing finance is becoming more unaffordable,
especially for the salaried class and lower income groups.

D- AVERAGE TIME FOR LOAN PROCESSING

The reported average time for loan processing is 26.6
days for all banks and DFls; a marginal increase of half
day when compared to September 2008. The processing
time can be considerably reduced if land titling issues are
resolved; documentation is standardized and
institutional  inefficiencies  removed. = Moreover,
application processing is a centralized process, where
branches forward applications to central branches/head
offices for assessment and approvals.
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Loan to Value Ratio

Average Time for Loan

Processing (days)

(%)

Dec-08 Sep-08 Jun-08 Mar-08 Dec-08 Sep-08 Jun-08 Mar-08
Public Sector Banks 63.1 58.3 63.7 57.8 38 38.6 39.2 30
Private Banks 40.3 52.7 57.3 54.1 22 22.8 22.6 21.8
Islamic Banks 39.8 56.7 59.1 53.4 36.9 33.6 215 22.6
Foreign Banks 41.9 36.1 59.8 61.2 23.6 18.8 23.8 23.9
All Banks 44 52.8 58.9 55.1 26.3 25.7 24.5 23
DFIs 44.2 49.1 45.4 49.3 30 30 30 30
All Banks & DFIs 44 52.7 58.3 54.8 26.4 25.9 24.7 23.4
HBFC 67.5 55 55 55 30 30 30 30
Total Average 447 52.7 58.1 54.8 26.6 26.1 25 23.7

4.1.8 AVERAGE LOAN SIZE

Average loan size for disbursements made during the
guarter ended December 2008 is Rs. 2.35 million for all
banks, except HBFC. The average loan size for HBFC is
reported to be Rs. 860,000 for the reporting quarter.
Islamic banks have disbursed loans with an average loan
size of Rs. 2.52 millions. There is a decrease of 30.5% in
size (in Rs.) compared to September 2008 when average
loan size was reported at Rs. 3.63 million. DFls other than
HBFC report an average loan size of Rs. 3.01 million
followed by private banks with Rs. 2.40 million, foreign
banks with Rs. 2.79 million and public sector banks with
Rs. 1.46 million. HBFC’s average loan size has remained
relatively constant. The housing finance market is still
inclined towards lending to high income group.

4.1.9 NO. OF FORECLOSURES

No. of cases initiated for foreclosures have increased by
78 new cases during the quarter December 2008, for
banks/DFIs. HBFC report the highest number of cases
currently subject to foreclosure proceedings.

4.1.10 CONCLUSIONS

Compared to quarter ended December 2007, housing
finance by commercial banks & DFIs has shown a
promising growth of 16%. However, statistics for the
quarter ending December 2008 depict slowing growth
(compared to September 2008 quarter). Also the rise in
NPLs witnessed during the reporting quarter needs to be
monitored closely.

Islamic banks continue to be growing in the housing
finance sector at a faster pace when compared to
commercial banks and DFls. Although in growth terms it
has witnessed a sharp increase in NPLs during the
guarter (an increase of 153.85%) its NPLs, nonetheless
constitute only 1.95% share of its total outstanding; the
smallest share among banks and other DFls(excluding
HBFC).

Although the quarter continues to affirm that
commercial banks still consider mortgage as a profitable
business, it nonetheless gives signs of cautious lending
from banks amidst decreased affordability of the
borrowers and unfavorable macroeconomic conditions.
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Average Loan Size

(Rs. Millions)

Dec  Sep- Jun-

-08 08 08
Public Sector Banks 1.46 1.8 2.08
Private Banks 24 238 4.01
Islamic Banks 252 363 284
Foreign Banks 279 197 248
All Banks 233 241 341
DFls 3.01 247 273
All Banks & DFIs 235 241 338
HBFC 0.86 0.86 0.89
Total Average/Total 229 235 332

No. of Foreclosures3

Mar- Dec- Sep-08
08 08
1.94 N.A N.A
2.88 178 173
3.05 12 8
2.48 69 N.A
2.7 259 181
2.7 1 1
2.7 260 182
0.89 2,658 2,658
2.65 2,918 2,840

*With the exception of weighted average interest rate and average
maturity periods, comparisons with December 2007 for other loan
variables are not made due to unavailability of data over the entire 12
month period.

Signs of cautious lending include, fall in LTVs (with the
exception of HBFC) and a slight decline in average loan
size. It is due to the small size of the housing finance
portfolio that financial institutions are currently
managing housing-related risk. However, the lack of a
conducive institutional framework still poses as a
constraint towards the establishment of a well structured
mortgage market.

Housing finance is at a very nascent stage in Pakistan
with commercial banks showing interest in doing
business in this sector. On the demand side, the need for
adequate housing is becoming a pressing issue but due
to lack of both an enabling and sustainable environment
the ability of financial institutions to supply credit is
suppressed. The establishment of a secondary mortgage
market will give the much needed impetus to a budding

® The no. of foreclosure cases are cumulative figures i.e., cases initiated
for foreclosures since inception and include those actually settled. Data
for the quarters December 2008 and September 2008 are reported
here since only partial data was available for June & March 2008.

housing finance market in Pakistan and will help in easing
liquidity problems, rationalize interest rates and allow for
more innovation in mortgage products.

4.1.11 MAJOR INITIATIVES AND

ACHIEVEMENTS

Recognizing the importance of housing sector, in
boosting the domestic economy, following key initiatives
have been taken by SBP to further develop market based
mechanisms and enhance the flow of credit to this
priority sector.

A- HOUSING ADVISORY GROUP

As part of its earlier efforts, SBP had established a
Housing Advisory Group (HAG). The HAG was established
with an intention to conduct a thorough analysis on the
existing regulatory and policy framework affecting
housing finance. The HAG made number of
recommendations stressing on the need to enhance
access of financial services for the development of
housing sector. These include reforms in legal and
regulatory framework, establishment of secondary
mortgage market, development of market intelligence,
provision of affordable/ low income housing finance
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products. SBP had already disseminated the
recommendations to the concerned stakeholders and is
also in process of initiating measures for establishment
of secondary mortgage market.

B- HOUSING SECTOR DEVELOPMENT

SBP and World Bank have agreed to work together for
implementing key recommendations of HAG and bring
about financing environment conducive to growth of
housing sector by focusing on: restructuring of HBFC,
establishment of Mortgage Refinance Company, low cost
housing finance, establishment of an observatory for real
estate market and capacity building of professionals
engaged in housing finance through housing experts.

C- CAPACITY BUILDING PROGRAM

In addition to initiatives taken to institutionalize housing
finance, SBP realizes that a simultaneous development of
human capital will play a critical role in ensuring
sustainability of housing finance. A Cooperation
Agreement was signed between International Finance
Corporation, the private sector arm of the World Bank
Group, and SBP to launch a housing finance training
program in Pakistan. The training intends to cover all
aspects of housing finance from product development,
loan marketing/distribution and origination to loan
underwriting, servicing and risk management.
Representatives of banks and non-bank financial
institutions associated with mortgage lending business
benefited from this. First session of training was
conducted and designed by the Canadian Mortgage
Housing Corporation (CMHC) in December 2007 in SBP
Karachi. In pursuance of continued capacity building, the
second and third sessions were conducted by SBP and a
panel of local experts, in May 2008 and in November
2008. Till date, approximately 200 bankers from over 20
banks have been trained in the mortgage business.

DR EXPANDING HOUSING FINANCE

SYSTEM

A report titled ‘Expanding Housing Finance System in
Pakistan’ has been published, combining SBP-World bank
study on ‘Housing Finance Reforms in Pakistan’ and SBP
Housing Advisory Group (HAG)’s report. This publication
presented an overview of housing finance market in
Pakistan and key constraints that impede development
of housing sector in the country. A set of policies and
strategies suggested in the source reports, were also
presented in this combined report.
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4.2 INFRASTRUCTURE FINANCE -

OVERVIEW

As global economic firmament is further tumbling down,
local infrastructure financing posted a positive trend in
couple of sectors during October-December 2008
quarter. Power Generation and Telecommunication
sectors attracted large quantum of funds as compared to
other sectors which remained quiescent and failed to
make their mark in the face of global financial crunch.
However, Power Generation sector has further
consolidated its position as top sector with considerable
margin. Telecom comes next to it which, after facing a
dip in previous quarter, revitalizes itself in this quarter.
Other sectors like Road, Construction, Water &
Sanitation, and Ports etc. although can’t be ruled out or
declared defunct but their performance leaves a lot to be
desired and needs some punches. Trends of NPLs in
infrastructure sector remained encouraging as no project
has been declared non-performing in this quarter and
overall ratio of NPLs to outstanding is mere 0.5%.
Development of secondary market, as a long term
strategy to enhance access to infrastructure financing, is
direly needed to underpin the primary infrastructure
lending market and to increase the banking sector
ingress.

4.2.1 OUTSTANDING PORTFOLIO

Total outstanding Infrastructure financing at close of
December 2008 was Rs. 251.1 billion as against Rs. 170
billion at the end of December 2007. This 47.7% increase
in outstanding stock of infrastructure financing during
last twelve months signifies that financing landscape in
infrastructure sectors is still thriving in the face of
growing economic gloom. This factor also helps to
understand the level of risk-appetite of domestic banking
sector which is more true in the case of Power and
Telecom sectors. The unrelenting energy demand in the
country shoves the power generation sector to enhance
the generation capacity and financial sector is funneling
huge funds in power sector. The outstanding stock of
Power Generation sector escalated significantly from Rs
36.2 billion in December 2007 to Rs 105.6 in December

Quarter-wise Value of Outstanding Stock in
Infrastructure Sector- (Rs. Billions)
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2008. This staggering 192% increase in outstanding
volume of Power Generation is a testament to the virility
of banking sector.

Figure shows the position of top five sectors from
December 2007 to December 2008. Telecom sector
remained the top sector during three quarters of last
year but then Power Generation Sector started to pick up
the momentum and stood out in September 2008
quarter and its bar had been further expanded during

December 2008 quarter.

4.2.2 DISBURSEMENTS

Total Rs. 38.8 billion disbursed during October-December
2008 quarter in all infrastructure sectors. Figures 2 and
3 show the amount disbursed and share of each sector
during the quarter under review. Power Generation
sector received over Rs. 25 billion (65%) which is
significantly higher than other sectors.
Telecommunication sector occupied second place with
approximately Rs. 10.4 hillion (27%). It was predicted
that Telecom sector had been matured and might not
get new investment but entry of renowned Chinese
cellular service company has provided the much needed
fillip to keep the ball moving and ensured that the
Telecom sector is far from being written-off. Other
sectors received much less funds as compared to Power

32



DEVELOPMENT FINANCE QUARTERLY REVIEW- 4RTH QUARTER,2008 _

Generation and Telecommunication sector. Despite large
financing in Power Generation and Telecom sectors,
other sectors seem being crowded out and concentration
of financing in just two sectors is a cause for concern and
requires a more diversified approach on the part of
policy makers and financial institutions.

Fig. 2: Disbursements by Dec-2008
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4.2.3 SECTORAL SHARE

Figure 4 shows the comparison of top five sectors in
outstanding infrastructure financing at the end of
December 2007 with the status existing in December
2008. In December 2007 Telecommunication sector was
at the top as far as share in total outstanding is
concerned with 30.2%, followed by Power Generation

sector with 21.3% in the total pie of outstanding. After a

year the top slot has been secured by power generation
sector which nudged the Telecommunication sector at
second place with  sizeable  40.8%  share.
Telecommunication sector’s share reduced to 21.8% by
the end of December 2008. Petroleum sector though
retained its third position, saw a dip in its share of
outstanding to 13.5% share. The recent trend shows that
Power Generation sector will figure prominently in
coming quarters as reports of financial closures of some
IPPs are pouring in.

Fig. 4: Share in Outstanding Portfolio

at Dec. 2008
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4.2.4 BANKING SECTOR-WISE
PERFORMANCE

Figure 5 shows significant contribution of the private
sector commercial banks in infrastructure project
financing. Private sector commercial banks disbursed Rs.
26.7 billion during the quarter out of total Rs. 38.8 hillion
financing in infrastructure sectors during the quarter.
Public sector banks disbursed Rs. 11.8 billion and DFIs
remained almost quiet with Rs. 0.4 billion.
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Fig. 5: Banking Sector-wise Disbursement
by Dec-2008
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4.2.6 BANKING SECTOR-WISE SHARE IN

OUTSTANDING:-

Figure 6 shows the category-wise share of banking sector
in outstanding stock of infrastructure sector. The trend
further leaned in private sector banks’ way after a year.
The stock share of private sector banks rose from 80% to
85.8% from December 2007 to December 2008. Public
Sector banks saw a decline in their share from 18.7% in
December 2007 to 12.7% in December 2008.

DFIs have a very marginal share and did not present a
major shift during the year. Analysis shows that it is the
enterprising private sector which takes lead in
infrastructure financing and sees this sector vibrant while
public sector is becoming rather more orthodox in
lending options.

Fig. 6: Banking Sector-wise Share in
(Rs. Billion)
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4.2.7 NEW PROJECTS INITIATED IN THE

QUARTER:-

Table 1 shows that during the quarter total 9 projects
have been finalized in Telecommunication and Power
sectors to the tune of Rs. 151.729 billion. Banking Sector
is financing Rs. 105.19 billion which is 69% of the total
project cost. Telecommunication sector figures
prominently in terms of project cost (Rs. 102.320 billion)
and financing by banks (Rs. 67.074 billion). These
projects mainly contribute in setting up of new service
bases, expansion of coverage areas, network installations
and maintenance, etc. and will provide more and more
employment opportunities in the telecom sector. Power
Generation comes next as far the financing by banking
sector is concerned as 77% financing for new projects is
directed towards four power projects which are expected
to add 825 MW of power to the national grid.

Table 1 New Projects by December-2008

(Rs. In Billion)
Sectors No.of  Estimated Banks’
Projects Project Financing
Cost
Telecommunication 5 102.320 67.074
Power Generation 4 49.409 38.116
Total 9 151.729 105.19

4.2.8 MAIJOR INITIATIVES AND

ACHIEVEMENTS:-

Appreciating the critical role of infrastructure sector in
propelling the domestic economy, following key
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initiatives have been taken by SBP to further develop
market based mechanisms and enhance the flow of
credit to this priority sector.

A- INFRASTRUCTURE TASK FORCE:-

An SBP Task Force on Infrastructure Finance was
established and delegated with a mandate to identify
institutional bottlenecks and recommend an institutional
mechanism for risk management of project financing. A
set of recommendations aimed at enhancing flow of
credit to project financing have been made by the Task
Force. These recommendations primarily focus on
development of long-term funding mechanism through
establishment of dedicated Infrastructure Lending
Organization, which is under consideration.

B- CAPACITY BUILDING PROGRAM:-

In addition to initiatives taken to institutionalize project
financing, SBP realizes that a simultaneous development
of human capital will play a critical role in ensuring
sustainability of project financing. In this regard a
training program titled ‘Frontiers in Infrastructure
Financing’ is planned in partnership with World Bank to
be conducted in the first half of 2009.

C- RESEARCH PUBLICATIONS:-

The department has also undertaken research initiatives
including ‘The Review of Project Financing by Commercial
Banks during Last Five Years’ and ‘Credit Enhancement
for Project Financing.” The database on infrastructure
financing by commercial banks has also been
strengthened in recent months for effective monitoring.
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