Issue 2

@ Microinsights

M_ 1 C R O F I N A N C E

Housing Finance for Low Income Individuals
Quarter 4, 2024
4

Key Messages Haaris M. Chaudhary , Interim CEO Mobilink Bank
emphasized the importance of this issue, stating

e Enhance access to housing finance by “Pakistan’s housing shortage amidst rapid urbanization
addressing the lack of formal financial is a real challenge for low-income families, which
services, inadequate credit history, high deeply impacts their economic stability and chances for
interest rates, and lack of collateral. upward mobility. The microfinance sector can play a

e Address severe housing deficit through critical role here by bridging the gap and offering a clear
public-private partnerships. path toward homeownership for those who otherwise

e Implement financial literacy programs to cannot dream of it. Mobilink Bank is committed to
empower  low-income individuals in tackling these long-standing barriers in housing finance
navigating the housing finance landscape. by expanding access to products specifically designed

for underserved communities. Our goal is to make

- housing loans both affordable and accessible so more
low-income families can realize their dream of home

. ownership.”
Overview

This article examines the severe housing crisis in Pakistan, focusing on the significant barriers low-income
individuals face in accessing housing finance. With a population of approximately 245.2 million and an
annual housing shortfall of 350,000 units, Pakistan's housing deficit is projected to reach 400,000 units
per year. Key obstacles include limited access to formal financial services, inadequate credit history of
borrowers, high interest rates, and lack of ability to meet collateral requirements.

To address these issues, innovative solutions such as alternative credit scoring models, subsidized interest
rates, and microfinance products are essential. The article also highlights the need for increasing the
supply of affordable housing through public-private partnerships, tax incentives, and grants for
developers. Simplifying legal and regulatory frameworks and enhancing financial literacy are crucial for
empowering low-income individuals to navigate the housing finance landscape effectively. By
implementing these strategies, Pakistan can create a more inclusive housing finance system, improving
housing conditions and contributing to broader economic and social stability.



Housing Crisis In Pakistan

Pakistan is the fifth most populous country in
the world. Housing plays a crucial
socio-economic role and constitutes the
primary asset for the poor in most developing
countries. Shelter is the third basic necessity
for human beings, following food and clothing.
Everyone aspires to own a home. However, as
a developing country with limited resources,
Pakistan is unable to fully meet the housing
needs of its population. Housing finance, a
niche area within economics and finance,
exhibits substantial differences worldwide,
influenced by each country's unique
socio-economic context. In developing nations
like Pakistan, the sector is predominantly
shaped by the complexities of social structures
and the attitudes of those it serves, rendering

it a particularly challenging topic to navigate.

In a country experiencing the highest rate of
urbanization in South Asia and recently
devastated by floods that destroyed over two
million homes, the housing crisis is undeniably
severe. Is the state taking notice, and does it
possess the resources to offer effective

solutions?

Every year, the shortage of housing has been
rapidly increasing in Pakistan. At least 2/3rd of
the population is not able to afford housing

without financial support and subsidy

In 2020, the State Bank of Pakistan released a
report estimating the country's total housing
deficit at 10.3 million units. The report indicated
that the urban housing shortage in Pakistan was
3.4 million units, while the rural housing shortage
exceeded 7 million units [1].The World Bank
estimates that Pakistan's total national has an
annual shortfall of 350,000 units. This growing
deficit is projected to increase to 400,000 units

per year[2].
Description Stats
Population 245.2 million
Population Density 298.6 people per square

km

Urban Population 38.4% of the population
Housing Backlog 10.3 million units
Annual Increase in 350,000 units
Housing Backlog
GDPFY’ 23-24 $341.31 billion approx.
Housing Finance as % of 0.5% approx.
GDP

Data Source: macrotrends.org and WorldBank.org

[1]https://profit.pakistantoday.com.pk/2023/10/22/welcome-homeor-not/#:~:text=First%2C%20the%20scale %200f%20the.over%207 %20milli

on%20housing%20units.

[2]https://file.pide.org.pk/uploads/book-48-chapter-3-evaluation-of-naya-pakistan-housing.pdfHousin g For All by 2030 (worldbank.org)



https://profit.pakistantoday.com.pk/2023/10/22/welcome-homeor-not/#:~:text=First%2C%20the%20scale%20of%20the,over%207%20million%20housing%20units
https://profit.pakistantoday.com.pk/2023/10/22/welcome-homeor-not/#:~:text=First%2C%20the%20scale%20of%20the,over%207%20million%20housing%20units
https://file.pide.org.pk/uploads/book-48-chapter-3-evaluation-of-naya-pakistan-housing.pdf
https://www.worldbank.org/en/news/infographic/2016/05/13/housing-for-all-by-2030

Key Challenges and Solutions

1. Limited Access to Financial Services

Limited access to formal financial services is

a significant barrier for low-income
individuals seeking housing finance. Many of
these individuals do not have access to
traditional banking services, making it
challenging to secure the necessary funds for
housing. To address this issue Mobilink Bank
has developed targeted outreach programs
to integrate low-income individuals into the
formal financial system. By leveraging its
extensive mobile network, the bank reaches
underserved communities and provides

them with essential banking services.

2. Inadequate Credit History

Inadequate credit history is a major obstacle for
many low-income individuals seeking housing
loans, as they often have limited or no credit
records. To mitigate this barrier, implementing
alternative credit scoring models that utilize
non-traditional data sources, such as utility
payments and rental history, can provide a more
accurate assessment of their credit worthiness.
Additionally,

programs that offer small loans can help

establishing credit-building
individuals develop a credit history, gradually
improving their eligibility for larger housing

loans.

CREDIT SCORE

Atta-ur-Rehman, serving as Chief Business
Officer of Mobilink Bank, drew attention to
the significance of this topic, stating “The
housing shortage in Pakistan impacts millions,
especially in low-income segments where
people face huge barriers in accessing
traditional financial services. We see
microfinance as a unique solution to these
systemic challenges. Microfinance can help
open doors to homeownership through flexible,
low-interest housing loans to bring stability
and long-term growth to these communities.
Mobilink Bank is already working toward a
vision of economic opportunity and
sustainable, inclusive development throughout
Pakistan by promoting financial literacy,
offering tailored financial products and
collaborative engagement with public and
private partners”

3. Affordability Issues

Affordability issues further compound the
challenges faced by low-income households in
securing housing. The costs associated with
purchasing and maintaining a home frequently
surpass their financial capabilities. To address
this, introducing subsidized housing schemes
through public-private partnerships and
providing financial assistance for home
maintenance can make housing more
accessible and sustainable. Collaborating with
housing developers to design and construct
affordable

specifically for

housing projects  tailored

low-income families is
essential. Offering tax incentives and grants to
developers who construct affordable housing
units can stimulate the market and ensure a
steady supply of housing for low-income

families.




4. Absence of Collateral

The absence of collateral poses another
significant barrier, as low-income individuals
often lack tangible assets to pledge against
loans. Developing microfinance products that
require minimal or customized collateral can
be a game-changer. Utilizing group lending
schemes and social collateral, where
community members guarantee each other’s
loans, can also facilitate access to finance for

these individuals.

5. High Interest Rates

High interest rates present an additional
challenge for low-income borrowers, who may
find loan repayment burdensome even if they
qualify for financing. To alleviate this issue,
offering interest rate subsidies can make loans
more affordable. Encouraging competition
among financial institutions through
government-backed incentives and guarantees
can further drive down interest rates, making

housing finance more accessible.

TURN SUNSHINE INTO SAVINGS
POWER YOUR HOME WITH
MOBILINK BANK

SOLARFINANCING

6. Reliance on Informal Financing

In the absence of formal financing options,
low-income individuals often turn to informal
sources such as moneylenders, who typically
charge exorbitant interest rates, trapping
borrowers in cycles of debt. To address this
issue, it is essential to strengthen the
regulation of informal lenders and gradually
integrate them into the formal financial
system. This can be achieved by establishing
clear guidelines and oversight mechanisms to
ensure fair practices and protect borrowers
from exploitation. Additionally, improving
access to formal microfinance institutions that
offer competitive rates can provide a more
sustainable and affordable alternative for
low-income individuals. By expanding the
reach and accessibility of these institutions,
borrowers can transition away from high-cost
informal sources, leading to more stable
financial conditions and reducing their
reliance on debt cycles. Integrating informal
lenders into the formal system and enhancing
the availability of affordable microfinance
options are critical steps in creating a more
inclusive and equitable housing finance

landscape.

7..Policy and Regulatory Barriers

Policy and regulatory barriers also play a
significant role. Complex Legal and Regulatory
frameworks often fail to meet the specific
needs of low-income housing finance, resulting
in limited borrowing options. To address this, it
is essential to advocate for policy reforms that
cater to the unique requirements of

low-income households.



Simplifying legal and regulatory frameworks
can make them more accessible and
transparent, thereby facilitating easier access
to housing finance. Streamlining property
ownership procedures and clarifying legal
frameworks can make it easier for low-income

households to secure housing finance.

Conclusion

8. Informal Settlements

Informal settlements are a common reality for
many low-income groups, often lacking legal
recognition and thus hindering access to
formal financing. To address this issue, it is
crucial to formalize these settlements by
granting legal recognition and integrating
them into urban planning frameworks.
Providing financial incentives and technical
assistance can empower residents to upgrade
their homes, thereby improving their living
conditions and making them eligible for formal

housing finance.

In conclusion, tackling the multifaceted
challenges faced by low-income individuals in
accessing housing finance requires a
comprehensive approach. By formalizing
informal settlements, developing innovative
microfinance products, subsidizing interest
rates, simplifying access to financial
institutions, and increasing the supply of
affordable housing, we can create a more
inclusive housing finance system. These
measures not only improve housing
conditions for low-income groups but also
contribute to broader economic and social

stability.
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Address: Mobilink Bank Head Office
3-A/2 F-8 Markaz Islamabad
Phone: 0512817070
Website: https://mobilinkbank.com/

For general information you can email us
at: info@mobilinkbank.com
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