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What's the real scenario in the once booming real estate sector?
Shilu Manandhar People wanting to bulld p = R
Eathmandu homes or buy apart- hikari, According to growth,™says Adhikari.
ments now find it diffi- | A3 him, the supply of apart- Customers who heve
ixmonthsbackthe cult to get a home ik ments are not demand taken home loans to

real estate sector

was booming with

banks heedlessly

giving out loans
for everything related to
homes and real estate.
Investment in real estate
was attractive, since the
returns were alluring
and immediate. Busi-
ness was af its peak, But
all that changed in De-
cember 20089 with the
central hank stepping in
to check the artificial
and alarming bubble,
“Although intervention
was late, It was just in
time to zave the economy
from a major crizis”
savs Bashu Dev Ad-
" hikarl, director of banks
and flnancial institu-
tions regulation depart-
ment at MNepal Rastra
Bank (NRE).

Asmost banks were in-
wvested hugely in an un-
productive sector, NRE
had to regulate credit
policies. Remittance and
deposits were high, in-
tarest rates ware low and
there was a steady credit
flow. However, the mon-
ey flow was not seén in
the economy, as all the
credit was being invest-
el unproductively  in
real estate

While banks welcome
the intervention, they
are now pushed to de-
crease their eredit port-
folio for real estate and
housing to 40 per cent as
get by NEE. There are
very few banks giving
out loans in the present
scenario. However, these
rates are a far cry from
the 6.5 per cent which
was available six months

The sectors receiving
the hardest blow are
housing and apartment
builders and customers.

loan or simply can-
not afford the outra-
geous interest rates.
Housing develop-
ers, on the other
hand, cannot
find funds for
their projects
and are unable
to find cus
tomers as they
are monafarily
handicapped
since banks have
closed their doors.
“Just six months
ago, the real estate
business was boom-
ing because banks
were offering at-
tractive interest
rates and B0 to 90
per cent of the to-
tal cost of the proper-
tv was being paid by
banks " szavs Ashish
Garg, executive director
of Clean Developers.
The liquidity crunch
and NRB's declaration
has changed the dynam-
ics of demand and sup-
ply. Both have reduced,
especially drilling a hole
in the pockets of the
middie and upper-mid-
dle class, who are highly
dependent on bank fund-

N

ing.

“Housing is a basgic ne-
cessity Therefore, there
will always be a demand
for it. Rather than the
gales, it is the competi-
tion that has gone
down,” says Garg. There
iz 5till a niche market for
the high end segment
{abowe one crore). This
demand is due to cash in
hand, idle cash and re-
mittance. “We have mar-
ginally increased our
prices,” says Garg.
Prices of cement, steel
and other raw material
have not decreased, giv-
en that they are import-
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ed from India. But their
demand has definitely
decreased. However, the
supply of labour has de-
ereased due to labourers
migrating OVErseas,
mostly to Gulf coun-
tries. “Kathmandu has
reached a stage where it
has to grow vertically
and not horizontally The
city has become a hub
for people from all over
the country and the in-
frastructure is insuffi-
cient to accommodate all
of them," says Garg.
"We do not encourage
investment in real es-
tate, as it does not gener-
ate employment nor does
it boost the country’™s
economy,”  says Ad

driven and this is risky
investment -« for  the
banks. Moreover, he isof
the view that Nepal is
not culturally, legally
and financially apposite
to the trend of housing
and apartments — cul
turally, Wepalis are not
used to living in clusters,
legally, laws are still be-
ing formulated for clus-
ter living in apartments;
and financially, average
Wepalis cannot afford
the additional costs and
maintenance  charge
that comes every month
without fail, not to men-
tion the burden of loan.
“While making the

“MoHStary pollcy after

the budget is declared,
we will discuss the issue
regarding separating
home loans from real es-
tate. We are optimistic
about this differentia-
tion, as we do not have a
right to curb the desires
of the common people to
buy or build a home, and
we have the responsibili-
ty to create an environ-
ment for economic

build houses have no
problem in  payving
monthly installments to
banks as they have an in-
come to pay from but in-
vestors specilating and
inwesting in lands, who
have no other source of
income will face prob-
lems.

Ewven without issuing
loans, decreased de-
posits and NRE inter-
vention, banks are run-
ning smoothly With repo
market, short term lend-
ing by MREB and remit-
tance, liquidity is being
inje':ted.

“The worst case stg-
nario could arise in the
“Tiext fiscal vear. 1
could seize properties
and the prices could fall
by 50 per cent but again
thiz is very unlikely to
happen,” says Sashin
Joshi, president of
Mepal Bankers' Associa-
tion. NRB is positive that
the system will not col-
lapse but could get af-
fected a little with few
banks suffering on their
profit marging.
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