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1. Overview

1.1 Historic Overview

Until the modern period, urban dwellings in Afghanistan were located within modest-sized walled cities, unchanged for centuries in their basic layout.  It was only in the 20th century that urban centers began to spill outside the city walls and to take on characteristics associated with Western models, including high-rises, paved roads, and city services.  Urban life deteriorated rapidly after the collapse of the communist regime, and a number of cities suffered severe damage to their infrastructures during the late 90’s and early 21st century.  By that time, few city services - electricity, water, sewage disposal—remained intact.  As a result, a large number of people fled the countryside, seeking shelter from the civil war.  These people remained poorly housed and, lacking a central government, were forced to rely on private means for shelter.  Rebuilding the country’s housing sector has been and still is one of the major tasks in national reconstruction. 
1.2 Housing Overview
Afghanistan’s conflict-ridden past and rapid current growth in both income and population pose unique challenges for the housing and housing finance sectors.  The Afghanistan’s current population estimate for 2007/08 is 25 million.
  The population according to UN estimates is expected to grow from the current estimate of 25 million to 37 million by 2015.
  The total number of household in Afghanistan is estimated at around 3.4 million.  This implies an average household size of 7.3 persons.
  Urbanization is very high, particularly for Kabul with no precise estimates available.  The returning refugees are exacerbating urbanization challenges and the housing gap further.  Current estimates for housing shortages stand at 1.0 million, 70% of which are in urban areas, and the shortage is likely to go up to 1.5 million by 2015.
  The rehabilitation of existing damaged housing stock and new construction of housing units in Kabul are estimated at $2.5 billion of fixed capital investment only.
  A large part of existing housing is in dire need of an upgrade.  Informal settlements shelter 80% of the population and cover 69% of the residential land in Kabul.
  The quality of housing stock is poor, while construction standards are weakly enforced.  Both public and private housing provision has been lagging even the yearly incremental demand, thus adding to the already existing shortage of 1.0 million.  Limited government capacity and an insufficiently supportive legal framework for private sector involvement, one side, and a very nominal mortgage finance by the banks, have been responsible for this shortcoming.  Since the existing housing portfolio in the asset book of financial sector is even less than 1% of the advances, and that too for short tenors.
  The only specialized housing finance institution (Mortgage and Construction Bank) which was working prior to 2001-02, has not been re-licensed, primarily due to its poor operations and massive non- performing loan portfolio.  The fear of loan losses and resulting provisioning cost due to poor land titling and loan security is the major factor inhibiting Banks/FIs from entering into mortgage finance business.  
The financial sector in Afghanistan has experienced considerable growth since 2004; however, the long-term housing finance has remained limited for various reasons.  Most of the secondary market transactions in housing are usually for cash.  The banks’ lending ability for housing finance is restricted to short tenors of 3-5 years.  While the banks have excess liquidity, the tenor of their liability book does not permit creating long-term assets.  The financial system has timidly experimented with traditional and Islamic housing finance products, as well as developer finance.  The penetration and affordability of housing and housing finance remains limited to the upper income bracket.  The diversified products for mortgage finance, including home insurance, are non-existent.  The vast majority of the population, which is mainly in the low income category, relies on informal sources of finance like friends, relatives, and moneylenders, as is prevalent in over 85% of economic activity in Afghanistan.  
These considerations and large market potential suggest a micro and low-income housing finance approach, mostly oriented towards home improvement loans.  The microfinance sector, which is gaining momentum in Afghanistan, is making initial efforts to expand  into low-income housing, relying on its comparative advantage of experience and knowledge of the borrowers.  The sector is also uniquely suited to service women, who have limited access to formal and informal finance because of the cultural limitations and their lack of guarantees and title deeds.  Potential demand in Micro and SME finance is considerable.  Estimates suggest a total financing need of $276 million a year for home improvement and new construction in Kabul’s informal housing sector.
 Future growth of the micro-housing sector might create funding bottlenecks, pushing microfinance institutions towards market funding and commercial sustainability, and possibly leading towards the need for a second-tier institution for long-term funding provision.

According to UN estimates, from year 2000 to 2015, the population is expected to increase by 14 million, from the then estimate of 23 million to about 37 million.  Rapid population growth and urbanization will further compound the housing problem in Afghanistan, especially in such cities as Kabul, Jalalabad, Maser-e Sharif, and Kandahar.  As the population census of 2005/06—an estimated 22% live in urban areas and 78% in rural areas (Ministry of Economy 2005).
  More than half of the projected growth will be in urban areas, where the housing deficit is already severe.
  There are no official figures on urbanization, and it is stated in meeting with Ministry of Urban Development to be around 15 %,
 and probably more in Kabul.  The country also has the youngest population in the world, with an estimated 49 % under the age of 15.
  As these young people start to seek jobs and would need places to live, that will add to the pressure on the urban housing sector and represents a potential for housing market.  The rising income levels may provide opportunities for a growing housing market as long as the right kinds of policies and interventions are put into place.

Source: Da Afghan Bank Governor Presentation 2009

A third of the country’s population is concentrated in 5 of its 34 provinces,: Kabul (around 4.5 million, estimate from MoUD), Herat (1.55 million), Nangarhar (1.26 million), Balkh (1.07 million), and Kandahar (1.0 million).  These provinces have large urban concentrations and perennial housing shortages.  Estimates of Kabul’s population vary significantly - reports from the Afghanistan Research and Evaluation Unit (AREU) put the Kabul population in excess of 3.0 million in 2005, while MoUD puts it at 4.5 by 2009.  Population growth is now estimated at around 5%.  This rapid growth and urbanization result in substantial migration into informal settlements in major metropolitans like Kabul, which challenges urban planning as the city expands in an ad-hoc manner.  
2. Housing Demand

2.1 Housing Shortage

A long history of conflict and resulting destructions, high population growth, rapid urbanization and returning refugees has aggravated the housing shortages in Afghanistan.  Development of a large amount of illegal and overcrowded housing, without access to basic city services has been another challenge for the urban planners.  Many of the more than six million returning refugees that left the country during the conflict are now returning, putting upward pressure on the demand for housing.  It is generally stated that while there is a fair estimate of the refugees who had left the country for Iran and Pakistan and Iran, there are no final figures on the refugees who are returning and are likely to return in the coming days.  During the many years these refugees have been away, their number must have grown due to natural births and growth.  Returnees find their houses badly damaged by war and repeated earthquakes, and their land in the hands of others—either legally appropriated under successive governments or taken illegally.  In Kabul an estimated 700,000 returnees have settled since 2001 (UNHCR and Pakistan 2005).
  The MoUD stated in a meeting that the number appeared to have crossed this estimate since the estimates of those who migrated to the bordering countries, mostly Pakistan, could have reached more than six million due to population growth.
  
The housing demand and the shortage are contributed by the following:

· Existing Shortage

· New demand due to generic population growth

· The damaged/destroyed housing stock during the long conflict

· Housing needs for returnee refugees

· Urbanization

The Ministry of Urban Development estimates the current need for new housing units in Afghanistan at more than one million, with 70% of these required in urban areas.  The shortfall is likely to reach 1.5 million units by 2015.
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In Kabul alone, the rehabilitation and new construction may involve a fixed private capital investment of $2.5 billion (excluding land value).
  Despite the housing shortages, the World Bank (2005b)estimates that only 0.5% of Kabul’s population can be considered homeless in a stricter sense, including 10,000 living in tents and 5,000 living in destroyed buildings.
  Many construct their own dwellings - in Kabul and Jalalabad around 60% of households surveyed in an Afghanistan Research and Evaluation Unit study (AREU) have built their own homes, while 20% are renting homes and the rest are living rent free as beneficiaries of charity.
  Also, the people migrating to the cities, generally poor, mostly construct their own houses; UNICEF estimates that around 80% of the new houses constructed in Kabul in the 1990s were self-built.
 
In a meeting with the Minister of Urban Development, H.E. Yousuf Pashtun,
 the Minister stated that Afghanistan is facing an acute urban housing shortage partly due to widening demand/supply gap and partly due to damage/destruction of existing housing stock during the 25-30 years of war and urbanization.  The Minister gave an estimate of the housing shortage to be anywhere between 1.0-1.5 million units, out of which nearly 0.5 million is urban housing shortage, considering that at least 50% of the shortage would be in the low income category.  
2.2 Squatters and Informal Settlements

A World Bank assessment in Kabul
 shows that informal settlements provide shelter for 80% of the city’s population, cover 69% of Kabul’s residential land.
  Insecure titles and poor service provision make conditions in these settlements difficult.  A World Bank study called for upgrading rather than demolishing the informal settlements, and regularizing the tenure of their households.

Since squatters have no right to the land, they are cautious about making improvements.  The fact remains that the security of title (right to own), and the quality of housing, are related issues.  An Afghanistan Research and Evaluation Unit case study notes that insecure title may discourage households from improving the condition of their housing—but that, conversely, investments in home improvement can serve as an explicit strategy to secure tenure (Schütte).
 

Even in illegal settlements, most inhabitants pay rent to someone to avoid eviction.  Indeed, rising rents have led to the eviction of a large number of people from the slums, forcing them into even more meager shelter.  In the informal settlements of Kabul (legal and illegal), it is estimated that more than two-thirds of houses are occupied by more than one family.
  A study by the Aga Khan Trust for Culture
 reports that almost 9 of 10 families in informal housing live in only one or two rooms.  
3. Housing Supply     

3.1 Development of Housing

As against a housing shortage of 1 million units, housing supply, both public and private, has been lagging.  Limited government capacity and an insufficiently supportive legal framework for private sector involvement have been responsible for this shortcoming.  Municipalities, the Ministry of Returnees, and the Ministry of Urban Development have several public sector projects which are in the planning and development stages.  Mostly the Municipalities program covers provision of serviced/developed plots of land with clear titles, while the initiatives being taken by Ministry of Urban Development aim at providing constructed housing units.
   These initiatives include housing construction for returnees from Pakistan and Iran.  Progress in new construction has been slow because of limited capacity, the scarcity of serviced land, and the lack of funds for constructing infrastructure.  
Various housing supply programs are:
·  The government is working on a National Housing Program to built 150,000 units in different parts of the country.  This project is in its planning stage, with a pilot of 20,000 units having been initiated in Kabul.  The Minister was fully conscious of the fact that planning is rather easy and real test would come in the implementation stage.  The MoUD is considering seeking technical assistance from international agencies like the World Bank on financing aspects of the project, the Subsidy Models, and the role of the financial market, as well as the availability of long-term funds to the banks/financial institutions.

· In the past the Government/Municipalities had distributed 450,000 plots and expected that the allottees would do construction on their own.  Unfortunately, houses were built on only 15% of the plots and the rest were either sold or are otherwise are still lying vacant.  In fact such schemes could only promote land speculation market.
· As a pilot project of the scheme to build 150,000 units of plot size 250 and 300 Sq Mt.  The MoUD is also working on a project of 20,000 low incomes developed plots for construction of housing units around Kabul City.  The construction would be done under a Public-Private Partnership model.  The project is in an advanced stage.  Under this project the government intends to provide fully developed/serviced plots, equipped with all residential infrastructures.  The government intends to use a Cross-subsidy model, whereby it intends to allocate 75% of the units (15,000) to the low-income segment.  The remaining 25% of the housing units are to be sold, at a later stage, at the then prevailing market price to cross-subsidize the low income segment.  The commercial areas would be designed to cater not only to the population of the project (120-150,000 persons) but also to the general public.  The commercial areas and the community centre would be sold at the then going market rate to further cross-subsidize the low-income segment.  The MoUD estimates the subsidy amount at $15/Sq. Mt, which is the estimated cost of developing the residential infrastructure and utilities supply.  The next phase of the pilots will be Qandhahar (10,000 units), Mazare-Sharif (10,000 units), and Heart (10,000 units).  For the pilots in these three cities land survey and technical design is complete and the pilots are ready to move into construction phase.  Under the scheme 65% of units will be reserved for the Government employees, and 35% for the general public.  About 1600 units under the program are ready to be delivered to the employees of Ministry of Education.  The banks are being approached to provide mortgage finance to the allottees, since the titles are clean, and the Government may arrange deduction at source of Mortgage payments. 

·  “New City” of MoUD, near Kabul: The project of “New City” of Kabul is being implemented under a separate Development Authority (DCDA), which has its own Board of 7 members.  The project aims at building 250,000 housing units.  The overall project cost is estimated around $ 35-40 billion, excluding land which is free from the Govt.  Out of this nearly 30% is to go for building basic infrastructure. The private sector will be invited to build infrastructure under.

· JV of MoUD and a US Developer: To build 10,000 single storey houses in Kabul for middle-income group.  The land will be provided free by the Gove and the proposed sale price is $20,000.  Such projects are slowed mainly due to financial constraints.

· Developed/Serviced Plots in Kabul and Jalalabad: These are the projects of Municipalities to develop and distribute developed plots.  Kabul: Distributed 22,000 plots at an average price of $5,200 per plot.  The title was to be transferred after 40% construction is complete.  Jalalabad: Distributed 4,400 plots at an average price of $ 5,000 per plot.  The progress is slow on these projects.

· Ministry of Education, Housing Scheme for the Teachers: The Ministry plans to implement a housing scheme for the female teachers to encourage them to move them to rural areas.  The scheme is pending approval of the Parliament.

· Housing Schemes of “Shelter for Life”, a US based NGO: It is a community development program and is based on community involvement in the project.  The NGO has already completed a scheme of 3,000 units.  It also plans a project to provide affordable apartments for middle class residents: a mid-rise complex (3-5 stories).

According to a survey carried out in the post Taliban era, the condition of the housing stock in Afghanistan is very poor and an estimated one fourth of the housing stock is seriously damaged or destroyed.  The conditions since 2002, in the post Taliban era, however have not much improved.  While there are different plans in this direction, these plans are constrained by the non-availability of resources, most important of which are financial resources.
  Most indications are that aside from some improvements to the roads and, to a lesser extent, the water system, the challenges in housing supply and infrastructure remain.

3.2 Poor Construction Quality and Lack of Enforcement of Construction Standards

The quality of construction has become a major source of concern in Afghanistan.  The main reasons are lack of quality control in the materials sector, lack of supervision, and prevailing corruption in enforcement of construction standards.  
Construction Standards: The Afghan National Standards Authority, established by the Ministry of Commerce in May 2004, is responsible to set standards for both imported and locally sourced construction materials, and the results will depend on enforcement of these standards.   
Building Codes: The enforcement of building codes, a responsibility of municipalities, has also been poor.  The people, building in zoned areas, are required to get proper building permits, issued only after the municipality approves blueprints and title.  In order to control construction quality standards, the Municipality has a separate Construction Control Department, which is generally alleged for poor controls.  In reality, there is no oversight, and most home construction follows neither the code nor approved blueprints.  City engineers often ignore code violations for a small payment.  
 
3.3.  Housing Costs 

The housing costs estimates, mostly based on Kabul city estimates, are:

           Upper Middle Segment: A 200 Sq Miter apartment ranges $ 40,000-50,000

           Low Income Segment: For a two room dwelling at $ 5,000-10,000

           Home Improvement: To upgrade a two room house would need $ 500-1000

           Home Improvement:  $ 100-5,000 for improvement and addition
The costs are high and may even go up due to non-availability of construction material, which are imported, absence of skilled labor, and lack of organized developers.  The Century Land Corp. of Afghanistan, a real estate developer had recently launched a project to build high-rise multi-family units for high end of the population offering of 2 to 4 bed room apartments, with price range of US$ 60,000 to 240,000 per unit (Box-B2). 
4. Housing Finance 

Most of the secondary market transactions in housing are usually for cash.  The banks’ lending ability in housing finance is restricted to short tenors of 3-5 years.  While the banks have excess liquidity, the tenor of their liability book does not permit creating long-term assets.  Due to the absence of a developed financial market, the availability of long-term funds is the binding constraint on the banks to provide long-term housing finance.
4.1 The Financial Sector

4.1.1 Financial Sectors’ Role in Housing Finance
Most banks have avoided lending for industrial financing as well as for housing, which typically involves long-term commitments to the client.  Among the main reasons frequently stated were the absence of an adequate legal framework (Mortgage Law and Secured Transaction Law), to protect banks and other financial institutions in the event of default.  The then prevailing laws did not support foreclosure of borrowers’ property, a clear disincentive for banks to take the risk of long-term lending.  The two laws, recently enacted, will take some time to get into the system, and thus produce the desired results. 
The enactment of Mortgage Law (ML), and the Secured Transaction Law(STL), signed by the President on May 31, 2009 is the major step forward.  In a meeting held with the Governor DAB on December 19, 2009,
 ( Ref 17) it was discussed that for successful implementation and effective execution of the Mortgage Law, the DAB needs to take  some steps for education and awareness about the law.  Some of these initiatives could be:
1) A real test of the Mortgage Law would be its strength to stand Court proceedings: Like any law, there would be some areas/provisions of the law, where banks have to be well prepared, through their Mortgage Agreements and procedure.  Equally important would be the understanding and appreciation of the judiciary of those agreements and procedure.  There are examples in countries e.g., in Sri Lanka and Bangladesh where foreclosure proceedings  are challenged in the Court of Law, and the law looses its effectives for “out of court” realization of the security.

2) Review and redrafting of Mortgage Deeds: The Banks need to review and redraft the Mortgage Deeds/Mortgage Agreements to ensure that various provisions of the agreements cover and satisfy the requirements of the Mortgage law, and could stand the test of law, if subjected to court proceedings.

Possible issues of ML low income housing finance: Since a large section of Afghanistan population (some estimates put the figure around 80%), to be candidates of low income/micro housing finance, and most of these people are not educated, there could be issues in implementing the Ml in that area, e.g., had the bank ensured that the client fully understood the provisions of the mortgage deed

The Afghanistan’s central bank is planning to arrange workshops for the purpose.  It is important to educate and train the judiciary as well as banking professionals involved/ to be involved in mortgage finance on usage and implications of these laws.
4.1.2 Long-Term Funds         
Currently the banks have very nominal advances and are flushed excess liquidity.  The DAB does not issue any Treasury Instruments, T Bills, medium-term, or long-term bonds, and issues instruments like “Capital Notes” of maturities up to 6 months to facilitate banks SLR needs.  The DAB is fully conscious of the fact that until the financial market has a long-term yield curve; it would not be easy to raise long-term, market-based funds which are essentially needed by the housing finance industry.   
Raising long term funds through instruments like “Mortgage backed Bonds’ is not feasible in the current scenario.  Ensuring clean titles and banks’ ability to place liens on properties and to enforce those liens in the event of default would give eventual investors in mortgages or related financial assets the confidence that the ultimate collateral is sound and accessible.  Similarly, standardizing mortgages would help make them more marketable or securitizable instruments in the long run.  In Afghanistan, where a 48-month loan is considered a long-term loan with a marginal interest of 20%, banks will need to be able to access other funding or guarantee sources to develop a housing finance product.  The Governor DAB had indicated that until such time Afghanistan’s financial market will be able to raise long term funds domestically, DAB intends to procure $ 200-300 million from international financial agencies.  For this DAB is currently exploring it with Asian Development Bank.
 
4.2 Traditional Mortgage Lending

Housing finance, whether formal or informal, is not significant in Afghanistan.  At present no specialized financial institution in Afghanistan is providing long-term mortgage financing.  Before 2002 a government-owned housing finance bank, Mortgage and Construction Bank (MCB), was operating in Afghanistan.  Its operating performance and loan portfolio were so weak that it failed to obtain a provisional license in 2003 under the new Banking Law.  
In order to asses the present role of the commercial banks and their inhibitions to go for housing finance, meetings were held on December 20-22, 2009 with select commercial banks.
  The general observation was that banks are quire liquid, with very nominal advances to deposit ratio, Most of the Banks have a short term advances portfolio of 10-15%.  The surplus liquidity is either being placed with DAB in its Capital Notes, or in foreign placements.  Until recently the rate being offered by DAB on its Capital Notes were in as high as 15%, which has now dropped to around 5%.  Thus the Capital Notes were the most safe and lucrative investment avenue.

The asset and liability book is multi –currency mostly in US$ and some in Afghani.  In some banks more than 90% of the advances are in US$.  The real estate finance portfolio is very negligible, and that to is in commercial real estate.  If at all any bank has a mortgage portfolio, it is of 2-3 years tenor.  However the Banks appeared to be interested in housing finance, once the basic issues of Title Security, Foreclosure, income assessment, Credit Bureau, and Affordability are resolved.  The Banks are also conscience of the fact that at present they do not have specifically trained staff in housing finance and there is a need for Capacity Building in the field.  The banks seemed keen to provide housing finance under the schemes being promoted by MoUD, since these will not have title related issues.  However, other concerns will have to be addressed.  There appears to be a need for awareness of the bankers on various developments taking place in Afghanistan in the housing sector.  Therefore it is being considered by DAB to arrange Awareness Sessions between the Banks, MoUD, the Municipalities, the private sector developers, and Da Afghan Bank.  The DAB may soon take an initiative for the purpose.

In the microfinance sector First Micro Finance Bank is extending loans for home improvements to clients in informal settlements in Kabul.  The loans, mostly short term and ranging in size from $400 to $2,000, are intended primarily for home repairs.  (Box-B1) 

4.3 Need for Product Innovation
Since the client base in Afghanistan is quite varied in nature on all socio-economic parameters, there is a dire need to come up with tailor made housing finance products for different market segments.

Traditional mortgage finance poorly suits Afghanistan’s socio-economic conditions since it requires regular monthly payments and for much longer periods.  Most low-income households are self-employed and incomes vary greatly.  The financial institutions, once motivated to go for housing finance, will have to design, develop and market segment specific products.

4.4 Setting up a Specialized Housing Finance Institution

In 1948 the Mortgage and Construction Bank (MCB) was established to finance residential and commercial construction in Afghanistan.  The MCB underwent operational changes after nationalization.  It continued to provide loans for the construction of private homes, and commercial property loans.  Loans were also made available for the purchase of land and construction materials.  The MCB also offered a “Savings Product.”  The customers who had savings account with MCB were given priority in the processing of mortgage loan applications.  The MCB’s performance began to decline due to political and civil strife seen during the Taliban regime.  The MCB’s operations were also effected in the war, and in 1995 most of its record was burned down or destroyed during fighting.  The MCB, due to heavy losses and very poor performance, was not relicensed in 2001-2002.

The DAB is fully conscience of the fact that Afghanistan essentially needs to set up another financial institution with a business focus on mortgage finance.  Among various options under considerations, one option is to convert one of the existing state owned banks into a housing finance bank and also transfer a part of its equity into private sector, along with management stakes.  The new entity would be asked to gradually expand its share of housing finance portfolio, until it reaches to say 51% level.  Alternative option would be to set up a new housing finance institution in Afghanistan.
 
4.5 Islamic Mortgage Finance

Nearly 100% of the population of Afghanistan is Muslim and prefers to go for Islamic banking.  Another obvious indicator of this is that between 70-80% of the banking deposits are being kept in current accounts since depositors avoid interest.  Non-availability of “Sharia Compatible” finance is quoted as an important reason for not taking bank loans for business and housing finance.  The DAB is considering inviting the private sector to set exclusive Islamic Commercial Banks.  The DAB is currently drafting Islamic Banking Laws for issuance of Islamic Banking License and develop its regulatory regime.  The DAB is of the view that once the clientele
 is provided faith-based housing finance, the housing finance market will substantially improve.  Providing such faith-based instruments of finance is also an issue of “access to finance,” in a country like Afghanistan, with nearly 98-99% of population being Muslim.
 
Sharia-Compatible Housing Finance:  The DAB is already actively working on developing necessary laws for Sharia-Compatible financing.  The Mortgage Law already addresses issues related to Islamic Mortgage finance.  The DAB is seeking some external technical assistance for developing regulatory and operational guidelines for Islamic Banking in Afghanistan.

4.6 Large Scale Project Finance

Another opportunity to promote housing and housing finance in Afghanistan is to provide construction finance to housing developers at the front end, which would be fully paid off after completion of the construction through mortgage loans to the home buyers, with the completed houses serving as collateral.  However, so far the developers have not focused on residential projects, and are more inclined toward commercial complexes.  A very prestigious residential project coming up near Kabul Airport is being developed by the Builder by its own resources, and without any funding support from the banks (Box-B2).

4.7 Informal Housing Finance

Afghan businesses and homeowners rely almost entirely on friends, relatives, and moneylenders to meet their financing needs.  Informal financing still plays an important part in manufacturing and commercial activities, but such funds are often costly and therefore inappropriate for long-term private sector or housing development.  
The factors behind an important role of informal finance are:

· lack of interest on part of the banks to go for housing finance, more so in the low-income category

· ease of securing finance from informal channels

· absence of bankable titles
· most of the clients would not go for un-Islamic finance (absence of Sharia-compatible financing)  
4.8 Homeowners’ Insurance

Afghan banks are reluctant to offer large loans without insurance of the collateral.  But no company in Afghanistan currently offers homeowners property insurance.  Although the country’s insurance law was revised in January 2006, only one private insurance company namely The Insurance Corporation of Afghanistan (AIC) has since started doing business.  Meanwhile, the public sector Afghan National Insurance Company is barely functional and substantially undercapitalized.  Until more private insurance companies establish operations and begin providing homeowners insurance in Afghanistan, the risk of lending to homeowners may remain too high for banks.  Even if AIC, the conventional insurance companies is active, a sizeable population may still decline to go for such a cover, unless it is sharia-compatible.  In case of mortgage lending, the banks essentially need both Property Insurance of the asset and Life Insurance of the borrower.  Currently there is no life insurance coverage available in Afghanistan, and would be essentially needed to promote consumer and housing finance by the Banks/FIs.  Since most of the potential clientele would be faith-based, an Islamic Life Insurance facility (life Takaful) may also be needed at some stage.

 With the introduction of Islamic Banking in Afghanistan, the financial system would also need introduction of Takaful (Islamic Insurance), both in General Takaful (to cover property) and Family Takaful (to cover life).

4.8.1 Risk Management

At present, the mortgage finance market in Afghanistan is exposed to all areas of risk, including but not limited to the following:

· Defective ownership system: The ownership and basis of ownership is not well defined in Afghanistan.  Whatever records were available have been destroyed or damaged during long years of wars.  Multiple allotments are another issue.  This creates a risk factor for the Banks on legal and enforceable ownership of the borrowers.

· Defective loan security: The poor Titles and the Lien Registration System, creates the risk on enforceable loan security.  
· Costly foreclosure: Due to week legal system, defective titles and lengthy court proceedings, the foreclosures take much longer.  Once a court verdict is available, its execution is another lengthy procedure, thus making the entire process very expensive and time consuming.

· Unreliable property valuation: Due to many factors the property valuations are not reliable for the bank financing.  Once the mortgage market develops the valuation system, the profession of Valuers will become more disciplined.

· Pending enactment of essential laws: With the help of international agencies, the enactment of different laws is in progress.  Once fully enacted, the mortgage market will get the much needed comfort for safe and secure lending.

· Capacity constraints: A lot more needs to be done in the area of capacity building for mortgage finance.  The current staff members at banks/financial institutions have no training in the field of mortgage lending.  The only specialized housing finance institution, which existed in Afghanistan prior to 2001/2, was not reliscensed to commence its operations.  However, the institution was considered to be poor performer in the field and did not have reputation for mortgage lending expertise.  The country needs a specialized housing finance institution, which is under active consideration of DAB.
· Tenor and rate mismatch: The banks in Afghanistan are currently doing a very nominal mortgage lending and for very short tenors of only 2-3 years.  Along with many other reasons cited by the banks for not going aggressively into mortgage lending is the non-availability of long-term funding.  For these short tenors the rate mismatch is also a bearable risk.  However, until such time long-term, fixed-rate funds are available, the banks/FIs do not intend to go for long-term, fixed-rate mortgages.
4.8.2 Affordability of Housing Loans 

Indicative estimates on housing loan affordability are provided by the financial sector.  Bank e Millie estimates that middle-income mortgage clients could potentially pay up to $100 a month and that it would be feasible for the bank to charge 20% in annual interest for a 20-year loan.  

A market investigation undertaken in 2005 by the Ministry of Economy links the cost of housing to buyers’ ability to afford, which is based on buyers monthly income (Table A2).  

      Table A2.  Cost and Affordability of Housing in Kabul

 (U.S. Dollars)

	Market 
Segment a
	Average Monthly Household Income
	Average Housing Cost (est.)
	Monthly  Payment b
	Disposable Income After Housing Cost

	Low income 
	30
	5,000
	49
	–19

	Middle income
	177
	13,000
	127
	50

	High income
	—
	50,000
	483
	—


Source: Ministry of Economy data.  

Note:  — = not available.

a.  Classification of low income is based on a poverty level of less than $1 a day per capita and an estimated six contributors to the household income.  

b.  Assumes a 20-year loan at 10% interest.

5. Low Income and Housing Microfinance

Given low income levels in Afghanistan (42% of the people are below the national poverty line.  The poverty in the urban population is 29%, whereas the national average is 36%.
  As per a survey carried in 2007, the low income housing segment effectively is a candidate for microfinance housing finance only.

Microfinance for housing remains underdeveloped in Afghanistan.  However, there is a clear rationale for microfinance as a low-cost source of housing finance: homes serve a dual purpose as both a place to live and a place to perform income-generating activities.  This forms a good fit with microfinance’s aim to reduce poverty by supporting such activities.  Moreover, housing microfinance could provide an immediate solution to the existing shortage in Kabul for informal sector housing, which is unlikely to attract commercial bank financing because of the lack of clear land title and verifiable income.  Nearly one-third of housing units in Kabul are without any bankable title.
  Housing microfinance also provides microfinance institutions an opportunity to design new financial products and diversify their portfolios.  
Microfinance clients in Afghanistan have demonstrated a large demand for housing loans, often under the guise of business micro-loans, estimated at 20–25% of business loans outstanding.  Estimates suggest enormous potential demand for microfinance housing loans among low-income Afghanis.  As noted, in Kabul an estimated 2.44 million people live in informal sector housing.  Given an average household size of 7.5 people, that suggests around 325,333 informal sector homes in Kabul.  If 50% of these need improvement each year, at a cost of $750 per home, the potential annual financing needs for home improvement could be $122 million in Kabul city only.  Similarly, based on World Bank estimates of the construction cost of Kabul’s informal sector housing— for 325,333 informal sector homes, about $2.5 billion, or $7,684 per household would be needed.
  If 20,000 new houses are constructed annually at $7,684 per unit, financing needs for new construction would amount to $154 million a year.  These estimates suggest a total financing need of $276 million a year for home improvement and new construction in Kabul’s informal housing sector.  Today financing needs are met through relatives and friends, labor sharing, and family incomes.  
Microfinance institutions have few funding mechanisms at their disposal; including internally mobilized resources and funding from Microfinance Investment Support Facility (Box-B3).  Once housing finance activity expands, however, there will be a need for commercial sources of longer-term funding so that microfinance institutions can make the larger loans needed for construction and major renovations without causing asset-liability mismatches.  Market-based funding sources should be encouraged, to promote the commercial sustainability of microfinance institutions.  At that stage there will be a need for second-tier financing, with a possible role for a stand-alone housing micro-finance bank.
  Since housing micro finance needs a different culture and operations, there is a need to set up, at some stage, a specialized micro-housing finance institution in Afghanistan.

6. Mortgage Market Regulatory Infrastructure
6.1 Land Ownership, Registration and Titling

Lack of an appropriate legal and regulatory regime has prevented commercial banks and, to a lesser extent, microfinance institutions from entering the housing finance market.  Inadequate enforcement of laws and structural weaknesses in the housing market have made housing finance an overly risky proposition.  Among the reasons commercial banks cite for staying out of the housing market are the inability to establish clear title to property, the high cost of registering liens, and the absence of secured transaction or foreclosure laws.  The secured transactions and mortgage laws have been enacted (still waiting Gazette Notification). 
6.1.1 Establishing Right of Land Ownership

Clear title to land is critical to expansion of the housing sector, because without it financial institutions will be unwilling to provide the financing needed by developers and home buyers.  Establishing clear title to land is a major problem in Afghanistan.  Land title has been complicated by the several legal regimes in place: 

· Customary Law (Rawaj); 

· Civil Law (Qanoon Madani);
· Religious Law (Shar’ia); and 

· Statutory or National State Law.  
Shar’ia is largely enshrined in the civil law, but it often differs from customary law.  And both are applicable where state law does not apply.  In addition, frequent regime change has led to more than 60 different land laws and amendments to the State Law.
  As a result, property may be legally held in several different ways, some of which may not involve a formal registration with the municipality.  Instead, ownership is legitimized through a customary document certified by the local Shura or Jirga.
 

The already difficult land titling process has been further complicated during the past quarter century of conflict, as land was appropriated by several stakeholder groups in turn, and frequently legitimized by the relevant institutions at the time of transfer.  In addition, squatters moved onto land, government or private, and built homes while the owners were abroad during the period of conflict.  This complex situation makes for a significant amount of land disputes, which need to be mitigated through stronger land tenure systems.

6.1.2 Land Titling and Registration

Lack of confidence in property titles is a major hurdle in developing housing finance in Afghanistan.  Ownership security may be less critical for microfinance institutions, which are less likely to require title for a mortgage guarantee, since they use alternative forms of collateral.  However, a secure title is a minimum requirement for commercial banks and other market participants for doing business.

Two types of titles are generally used in secondary market transactions. 

These are:

· Qabala Sharae: It is an acknowledged legal document.  The Sale/Purchase Agreement is registered with the Court.  The court process involves thorough scrutiny of the document, by the court, and the Municipality records, the applicable fees are paid (Court Fee at 7% and Municipality Fee at 1%), and at the completion of the process the Court issues a legal title, as an evidence of “Ownership”. 

· Qabala Urfi: In this case the sale/purchase Agreement is witnessed by the community elders/representatives, based on common knowledge of real ownership.  It is not registered in the court/municipal records, and therefore is not recognized as a legal document by the Court and the Banks/mortgage lenders.

According to Mr. Baqiree of Kabul Municipality,
 the current estimate of housing stock in Kabul is 0.4 million housing units, including both formal and informal housing units.  According to estimates 32% of Kabul housing is “formal” and remaining 68% are “informal.”  The “informal” housing includes those built on “own land” which generally have Baqalae Urfi titles.  Those built on “illegally occupied land” and on “public lands.”  These houses have no titles whatsoever.  The formal housing is considered to be having legal (Baqalae Sharae) titles, and remaining 68% have either no title or defective titles.
The issue of title has been addressed through the USAID funded pilot project of LEITRA (Land Titling and Economic Restructuring in Afghanistan.  The LTERA project is to reconstruct and improve the land records, since these records were nearly eliminated during the past two and a half decades of conflicts/wars.  The LTERA Project, claims to have developed a successful pilot, and has been handed over to an NGO to take it further on.

In Kabul for lien registration, the Banks pass on the property documents to the Courts, which after completing its verification process (at 6% fee) pass on the property documents to the Kabul Municipality (at 1%fee), which would then verify the titles as per its record and enter into its register.  However there is no coherent land registration law.  In addition to several traditional means of property transfer, conflicting registry schemes have been put into place over the decades.  And corruption and forgeries often lead to several competing claims to the same piece of property.  
Simple, affordable procedures for property transfer and registration would encourage people to use formal registration and thus help prevent further fragmentation of the land titling system.  Accordingly, reforms have been introduced to reduce the steps involved in the titling process to four or five, limiting the opportunity for corruption.
 The recent move toward formalization has been successful and should help quickly improve the transparency of the secondary property market.  The government has committed to lowering the cost of land registration, which includes stamp duty and legal and other charges, from 10% of the property value to 2%.  However, the stamp duty still remains a problem.  
6.1.3 Cadastre

Technology that would allow the mapping to be done properly is now available in Afghanistan.  The Afghan Geodesy and Cartography Head Office have begun digitizing existing cadastral maps of about 800,000 properties.  Producing accurate maps will be a key to establishing an accurate titling system in the country.  
6.1.4 Land Titling

Without a regime ensuring security of ownership, banks will be unwilling to lend in the housing sector.  The other private enterprises, such as developers, are also reluctant to do business.  Ownership security may be less critical for microfinance institutions, which are less likely to require title for a mortgage guarantee, since they use alternative forms of collateral.  However, a secure title is a minimum requirement for commercial banks and other market participants for doing business.  The LTERA Project has initiated two pilot projects in Kabul. 
6.1.5 Property Valuation 
In Afghanistan, there is no licensing requirement for doing property valuation, a basic requirement for processing and approval of mortgage finance.  Whatever little mortgage business is being done, its property valuation is being done by real estate agents, who issue a simple certificate for property value on the letter head of the RE Agent.  The borrower brings three such certificates to the Primary Lender as an evidence of property value.  The Property Consulting, a valuation firm having a technical collaboration with a UK based company RICC-UK, claims to be doing professional valuations.  Their clients include embassies and donor agencies, as well banks for commercial property transactions.  The Property Consulting has submitted its application to DAB to be registered as Approved Property Valuers, and have not been responded by DAB.
  The DAB and the Banks need to address this issue of professional valuers, their training/certification matters so that once the retail residential mortgage market grows in Afghanistan, its important ingredient of “property valuation” is  professional and reliable. 

Beyond the insecurity of title, weaknesses in property appraisal leave banks unable to rely on the sales value of property.  The Ministry of Justice issues real estate licenses for a small fee but has no mechanism for verifying the credentials of those who apply for such licenses.  These real estate agents are the same people who appraise houses for banks.  They also verify title.  Because the real estate agents lack training and a code of conduct, banks can have no confidence in either their property appraisals or their title verifications.  Moreover, lack of public information in the real estate sector makes it difficult to develop a set of comparable values for property against which a bank might lend.

6.2 Foreclosure and Eviction

A bank willing to provide a mortgage loan would face discouraging obstacles in creating a lien against the property to secure the loan and, in the event of default, to enforce its security.  The introduction of Mortgage Law and its effective enforcement would largely tackle this issue.  However, there seems to be quite a few provisions of the Mortgage Law, which will have of the lenders, only after having gone through the test of court process.  The DAB is planning to arrange awareness and review workshops on the matter to be attended by representatives of Banks, Judiciary and the central bank.
6.2.1 Procedure for Creating Liens

The procedure for creating liens is bureaucratic, time consuming, and overly expensive.  The procedure is done through the primary courts and may take up to two months to complete.  The cost is 3% of the value of the contract (loan amount) to execute the collateral registration and another 3% to release the property from registration, for a total of 6%.  But the transfer of property as collateral in the name of the bank takes about 6% of the property value, and the transfer back to the owner another 6%, for a total of 12%—a very high cost for the borrower.  Borrowers are reluctant to go through this costly and onerous process.  The government recently committed to reducing the cost of lien registration from 6% to 0.5% (0.25% at registration and 0.25% at release, which should help encourage financial institutions to formalize collateral registration
Some banks and microfinance institutions take physical possession of the title (Equitable or Non-Possessory Mortgage), returning it to the borrower when the loan is repaid.  These loans are generally not for housing, but for other purposes for which property is used as collateral.  And some banks do go through the process of creating liens—but only for very large loans.  Liens are not centrally registered, creating a risk of multiple liens against the same property if an inadequate title search is carried out.

6.2.2 Formal Legal Framework, Quality of Judiciary and Enforcement
Even where a valid lien is perfected against the property, the lender has virtually no options available for acquiring and disposing of the collateral in the event of delinquency or default on the loan.  The Afghanistan Mortgage Law, the Secured Transaction Law have been enacted in May 2009, while the laws on the Negotiable Instruments & Leasing are currently in the final stages of approval, and are likely to be ratified by the Parliament and enacted in the year 2010.  The regulations on the Credit Bureau, Collateral Registry, and Appraisal System are under preparation and are likely to be introduced in near future.  Under Shar’ia, which encompasses much of the property law used by Afghan courts, foreclosure or eviction from a property that is the borrower’s sole shelter is almost impossible.  For this reason many of the banks that use property as collateral, first ensure that the borrower has a second home and then file a lien against that home.  
6.2.3 Capacity Building of Bankers and Judiciary

Afghanistan lacks judges with good training in property law.  Property disputes are heard in civil court, where the judges are generally poorly versed in property issues.  The Rule of Law Program, a year-long training course for judges funded by the U.S. Agency for International Development, focused very little on property law.  While there is now a property tribunal set up in Kabul to resolve property disputes throughout Afghanistan, the results have been poor because of lack of training and authority.  
Provincial-level courts have had little or no impact on the way disputes are settled.  Instead, tribal or informal means of dispute resolution are usually used.  This approach works well for members of the dominant ethnic group or tribe, but less so for members of a minority or for women.  Fair outcomes have been possible, but in cases where one party has political or other influence the result is often biased (UNHCR 2003).  The Afghan civil code recognizes mediation and arbitration as legal forms of dispute resolution.  
Once a judge hands down a decision in a property case, there is little or no enforcement of the decision.  The lack of follow-through undermines the legitimacy and authority of the court and forces claimants to rely on informal means of enforcement.  Responsibility for enforcement lies with the Afghan National Police.  Where there is political will, however, the government is ready to enforce court decisions and evict people from their homes.  
The bankers need to discuss various aspects and implications of the mortgage law with respect to banking practices, their existing operational procedures, and how to amend and improve their existing systems a workshop is needed to be carried out where the bankers, as primary lenders, review and discuss with the experts, and possibly with the judiciary representatives.  The Governor has initiated arrangements to organize such a workshop, possibly with some technical assistance of the World Bank.
  The workshop will be attended by the representatives of the Banks, the Judiciary, and the experts from law department of the DAB.  The proposed workshop will be expected to address these issues.

6.3 Prudential Regulation and Oversight 

The Central Bank (DAB) does not have any specific Prudential Regulations (PRs) on housing finance.  It needs to develop mortgage specific Prudential Regulation, separate from the normal prudentials for the consumer finance.  It needs to launch a Capacity Building Program so that the banks and its staff involved in housing finance is well versed in rules of the business.  For this, DAB may approach some international agency for technical assistance.
  
7. Policy Options to Improve the Framework for Housing Finance 

The housing sector in Afghanistan operates under few guidelines and with almost no mechanisms for enforcing those guidelines.  Remedying this situation will require concrete actions.  The Ministry of Urban Development and Da Afghanistan Bank (Afghanistan’s Central Bank) are playing a proactive role in the development of housing and housing finance in Afghanistan.  The government of Afghanistan has taken some policy measures to overcome the country’s housing shortage.  Its primary aims have been to create new serviced and unserviced land, improve land titling, support home construction and improvement, promote the conditions for housing finance, and establish a housing subsidy program for low- and middle-income communities.
  Policy interventions that involve the private sector in helping to alleviate the housing shortage through free land need serious scrutiny.  Such policy interventions usually are not targeted to those who most need housing support, and the resources could be better used to improve living standards, such as through the provision of water, sanitation, and basic roads for low-income housing.  
Overall, the Government has to step up its efforts even further in developing a Regulatory Framework and providing an enabling environment for the housing finance markets.

For financial institutions, the situation is still too tenuous to begin large-scale lending in the housing sector.  Donors, the central bank, and several ministries are all working on issues that will help overcome some of the obstacles, though with varying degrees of coordination.  
There is a need for an overhaul of land policy.  City plans developed in the 1970s are out of date.  In Kabul, for example, the master plan developed in 1978 was designed for a maximum of 2 million people, but today’s population is 50% larger than that.  The municipality’s continued use of this plan is the reason that so many settlements are considered illegal.  
Actions are also needed to provide an enabling environment for the supply and demand for housing, especially at the lower-income end.  The mortgage market would be promoted through the introduction of innovative mortgage products better suited to different market segments and risk profiles, as well as by capacity building in the financial sector, and expanded access to finance.  In the medium term, a liquidity facility or other source of long-term funding would be required, to enable mortgage lending.  Among the key policy measures for housing are those needed to improve the security of ownership, titling and registration, and build the capacity of secondary participants in the housing market.  A regulatory framework for property insurance, life insurance, and in the medium to long-term mortgage guarantees and mortgage insurance, should be developed to encourage housing and housing finance market in Afghanistan.  Affordable housing and housing finance is a complex challenge, requiring input and effort from both the public and the private sector.  These would cover development of serviced land and its provision at affordable prices, affordable mortgages, development of large scale low cost housing, proactive role of banks and specialized financial institutions in housing finance and above all some level of Government subsidies.  Key advances will be achieved through the development of micro housing and housing finance.  Finally, the Central Bank’s supervisory and regulatory framework needs strengthening, including banking sector reforms, implementing national accounting standards.
Some critical regulatory and policy interventions are:
· Strengthened Regulatory Framework: The central bank is considering to develop separate Prudential Regulations for housing finance and to have a separate department at DAB for inspection and surveillance of mortgage finance activities of the Banks/Financial Institutions. 
· Training for Bankers and Judges: A capacity building program is enhance and improve upon the skills of the judiciary and the bankers in matters relating to   titles search, transfer, registration, and foreclosure (Mortgage Law).
· Capacity Building on Mortgage Origination and Processing: The banks do not have staff trained in mortgage origination, credit appraisal, income assessment and related matters.  The DAB has already approached the World Bank Group for its technical assistance on the matter.
· Setting up a specialized Housing Finance Institution:  Since more than 80% of Afghanistan’s population falls in the category of Economically Weaker Sections and Low Income Groups, the country essentially needs a specialized housing finance institution to serve shelterless people from this segment of population.  Even if the commercial banks become active in housing finance, their business focus will remain upper middle and high end of the people.  The DAB is actively considering setting up such an institution, under different options, and is seeking technical assistance from the World Bank for the purpose.  At some later stage, Afghanistan may explore prospects for setting up a specialized Housing Micro Finance Institution.
· Housing Observatory: Compilation of data related to housing and housing finance by the banks/FIs needs to be institutionalized and for the purpose Afghanistan needs to set up Housing Observatory.  To start with DAB is working to strengthen its data compilation regarding housing finance.  It is strengthening its MIS for the purpose.  The data related to housing supply is scattered at various sources like MoUD, Municipalities etc.  There is no reliable and timely information available on housing supply in hand and under planning by private developers.  The data related to housing supply eventually needs to be linked with requirement of utilities like water, electricity, sewerage, etc, as well needs for schooling and health facilities.  The Housing Observatory, once established, will serve the purpose.
· Qualified and Certified Valuers: It is important that Afghanistan develops some certification and registration requirements for the profession of Property Valuation.  The DAB plans to work on this area and may seek some external technical assistance for the purpose.

· Need for Coordination between different Governmental Agencies involved in housing: At present different government agencies are involved in matters related to housing and housing finance, like MoUD (now being renamed as Ministry of Construction), the Provinces, Municipalities, Private Developers, LTERA Project, Cadastre Project, Donor Agencies, MISFA, the central bank, and financial institutions etc.  However, there seems to be no coordination between them on this national level issue.  It is important to ensure some level of coordination between these, so as to ensure effective implementation and avoid duplication.  For this, to begin with some awareness workshops may be organized periodically to be attended by their representatives.  The Housing Observatory, one established will eliminate information gap on the matter, and will become one source of information on issues related to housing and housing finance.
· Product Innovation: Since the mortgage market is quite diversifies, it is essential that Mortgage Products suited to different market segments, based on income profile, risk profile, cultural norms, and faith( Sharia-Compatible), be developed and launched by the financial sector.

· Establishment of Credit Bureau: Although DAB is working on this project, it is important to put this project on fast-track, and initiate both “positive” and “ negative” ranking.
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Box-B1





First Micro-Finance Bank (FMFB)


The FMFB started its operations in 2004, under commercial banking license, with a business focus on microfinance. With an equity capital of $ 6 million, it is 51% owned by Agha Khan Foundation, along with IFC,KFW and others. It starts with economic empowerment of the poor and needy through microfinance loans. The portfolio also includes the SME clients. The loan size ranges from $200 to $ 50,000.The average tenor of the loans is 12 months, with housing loans for 20 months. The target market covers individuals, Group Lending, and SME clientele. Loans to the individuals include consumption loans, and loans for trade finance, services, agriculture and mortgage finance. The FMFB has 32 branch networks and is gradually expanding its access to finance. Housing loans are primarily for home improvement, with an average loan size of $1500. It has an outstanding portfolio value of $ 45 million. 


The FMFB’s loaning has created 2,000 jobs and has supported 10,000 employment opportunities. Its loan portfolio is very clean with less than 1% Portfolio at Risk (PAR). Apart from equity FMFB’s funding sources include Deposits of $ 80 million, and a Credit Line of $ 19 million from MISFA. The average cost of funds is 6% and average lending rate is 20%. FMFB intends to expand its housing improvement loans and is in the process of developing a Housing Microfinance Tool Kit.  








Box-B2





ARYA City


A Project of Century Land Corp





The plans are to develop 360 high rise multi-family complexes/blocks. Each complex would have 45 apartments of size two o six bed rooms.  The scheme has very wide roads, community parks and children play areas, its own mosque, school up to Six Grade, and a shopping area. The price range is $60,000-$240,000 per unit. In the first phase 20 Blocks are complete and all have been sold out. There was no mortgage finance facility for the clients, nor had the developer been provided any banks finance.


The developer has available land to build up to 100 such blocks, and is working on to get more land to complete 360 blocks. By any standards this is a residential compound comparable to any international standard housing.


Source: A site visit of this multi-family residential complexes project of Century Land Corporation with a site tour was made on December 22, 2009.  The project is located the Kabul International Airport.  The project briefing was given by Mr. Rashid Daqeeq, General Manager. 








Box-B3





Microfinance Investment Support Facility for Afghanistan (MISFA)


MISFA commenced its operations in 2003, with a primary objective of promoting and supporting microfinance lending and entrepreneurship development in Afghanistan.  By the year 2007 it had reached to a client base of 450,000, being served through 16 NGOs.  Over the years its experienced suggested for the need to review policies and consolidate its operations, else the clients may become unmanageable, and poorly served.  MISFA, being the apex organization in charge of development and oversight of the MFIs sector is now facilitating the consolidation process between a few partner institutions.  Consequently the client base has declined to 423,000 by June 30, 2009.  


Over the years weaker NGOs will be eliminated and number might drop to 10-12 NGOs.  MISFA’s outreach covers 26 provinces.  Nearly 60% of the clientele is women folk.  So far under the program of MISFA, loans amounting to US$ 650 million have disbursed, with an average loan size of $330 per client.  Default rate is less than 10%.  MISFA lending to NGOs is at 5% per annum, while the NGOs lend these funds at 2% per month. The average tenor of MF loans 12 months. The MISFA MF Program has an urban outreach of 72% and rural outreach of 28%. The MF portfolio composition is that 63% of loans are for trade and services, 9% for handicrafts and manufacturing,  and only 2%  for home improvements.


Source: Meeting on December 21, 2009 with Mr. Mathew Robinson, Finance Director, MISFA Ltd, Kabul.
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