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REAL ESTATE, THE DIRECT CONTRIBUTOR TO THE DEBT CRISIS
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aveed Siddiqui is an expert
in startup finance busi-
ness. He has to his credit
lzunches of mumerous
[ Shariah-compliant invest-
ment products. His expartize in infroduec-
ing the first national Shariah-compliant
commercial real estate financing platform
in the US endorses his position. He is
the CEQ of Capitas International, doing
what he does best, launching multiple
Islamic mortgage and specialty finance
buszinesses.
Hez talks to Qamr Today on the
financizl climate of the country.

The crisis and its end?
Siddiqui belisves that the crisis is still
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not over. He feels that the undercurrents
are still prevailing.

“Currently, there are 8 number of dy-
namics we need fo be aware of around
the world as well as here in the GCC.
The sowvareizn dabt pressures we are s2e-
ing in the EU are signs that aside from
the private sacior, governments have
over-exiendad themselves beyond their
means. The crisis in Gresce is a clearex-
ample of this. In the U5, while the issues
close to the subprime crisis have lev-
eled off the cutlook for the commercial
real estatz sector, @ major componsnt
of bank lending remains negativa. The
rating agency Fiich recently stated that
exposure to commercizl real estats will
raquire LS banks to take more losses in
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2010 - which will limit the amount of
credit they will extsnd to the markst.”

The GCC countries are in no way im-
mune to these global dynamics, he says.

“GECC sconomiss have had fo make
tough decisions to handle the financial
crisis. As a case in point, Qatar provid-
ed liquidity to banks fo help them with
their troubled assets. In Saudi Arabia,
the government had to take the surplus
generated from its oil exports to increase
its budget [ts large indigenous consumer
base and religious tourism sector helped
to sustain the Sandi economy. Howevar
the govemnment had to step in to avoid
even tougher economic times.™

Hs= iz of the opinion that the financial
crisis has brought a major comection to
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asset values around the globe.

“We won't return to the types of eco-
nomic activity — the afflusnce, hizh
lewels of spending, and over flow of
cradit — we saw some years back and we
shouldn't be expected to since most of
that activity last focus on the fundamen-
tals af marksts and financs. We need a
more measured approach to growth that
is sustainable and brings risk-managed
business transactions to creating equally
sustainable demand.

The real scenario

“Whils some markets around the globe
are slowly regaining their footings, the
real estate sector still seems to be waver-
ing. The reason, according to Siddigui,
was because the growth was infused
artificially.

“It grew beyond the limits of what was
sustzinable from a demand perspective.
There was an oversupply of liquidity
credited to undeserving obligors who
never had the capacity to repay. Thus,
thare was no risk strategy focused on the
sustainability of the sactor. All the play-
grs — developers, financiers and ragula-
tors — ware unfair to markets that grew
too high, too fast and may still be falling
from that height.”

We have to see where the RE market
was before the crisis to consider how and
when it will recover, he says.

“The RE sector was a direct contnbu-
tor to the debt crisis. There was too
much development for an end market
which was over-axtended through unda-
served credit to drive fransactions in the
real estate sector. To top it off, that devel-

g fnanced by debt packages

underwritten on the assumption that the
property will appreciate over time. At its
most fundamentzal lewvel, the RE markst
15 based on absorption — you need people
and companies to occupy the space that's
balt. That requires a real, local markst
with proven demand.”

But some of the immediate effects of
the RE downtum in the GCC have been
addressed And a case in poink, accord-
ing fo Siddiqui is Qatar, whose govern-
ment infused large sums of money into
the banking sector to help it temporanly
cower ifs exposure to the large real estate
projects it financed.

Ewen with such measures someone has
to abzorh these assats, he says.

“It will take time to
recover in markets such
as Dubai and even in
Qatar where there was
a significant amount of
orver development.”

Tt will take time to recovar in markets
such as Dubai and even in (Jatar whare
there was a significant amount of over
development In Oatar, for exampls, re-
covery will happen when local markst
demand absorbs the stock of awvailzble
real estate. Thess local marksts will be
creatad through new business geners-
tions which will l=ad to an increasing
demand for commercial property and
housing for largar employes bases.

"The market with the most robust local
markst is Saudi Arabia. They will lead
the recovery, with its pent up demand for
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at least 150,000 residential units per year
over the next 10 years ™

Loan application versus
disbursement

The loan applications far outpace the loan
disbursemeants in FOC. Siddiqui analyses
the reasons behind this.

“First, banks haven't made morgage
finance a priority, so they remain unfamil-
iar with the nuances of marigage finance.
They are more accustomed to selling
short-term credit products to customers
for higher, short-term retums. Aside from
the banks, there is also a shortage of dedi-
cated morigage providers in the market.
5o customears who are looking for financ-
ing are mot properly serviced by benks
and the oumber of mortgage providers
in the markst i=n't enough to service the
dermnand.

Second, says Siddiqui, there is a lack
of standardized underwriting and credit in
the market.

“Existing lenders don't know how to
proparly measurs the risk of the clisnis
or the assets they are financing. For ex-
ample, if a financier wants to assess the
guality of a home for financing, they
would want to collect market information
such as vacancy, rentzl rates, construction
completions, property sales in the same
area, and more. These types of data arsnt
systematically recorded in many of the
ZCC markets ar are just beginning.

“In addition, when a financier wants to
assess the credit worthiness of a bormowear
it is very difficult to venfy their income
and balance sheet information ™

Consumer credit reporting has only re-
cenfly started in coundries such as UAE
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INSURANCE PRODUCTS
AND THE LACK THEREOF IN GCC

Siddiqui tzlks about this lack which was
identified in one of Capita’s reports.

“The point about nsurance products
in our reports is relevant specifically to
the real estatz and housing sectors. In
more devealoped housing markets, the fi-
nance industry has evolved mechanisms
to mamage its exposure to risk beyond
the basic underwriting methods which
aszess the three "Cs' of undervaiting a
loan to a bomower (collateral, capacity,
and character).”

Specifically, various insurance prod-

and Saud: Arabia Cjatar is in the process
of establishing a consumer credit bureaun.

“In these markefs credit reporting does
not provide the type of history available
in more developed housing markets, This
makas lendars even more cautious to pro-
vide financing.”

“Third, from a legzl perspechive mort-
gage laws in most GCC countries have
only recantly been drafied or are still be-
ing considered. (Juestions remain on the
enforcement af vital laws such as fors-
closure rights or transfer of title. Cwar-
all, there 15 a perception that in default
scenarias, there is Limited protection for
creditors.

Finally, morigage markets have to be
swsfaimed by an expanded base of nst-
tutional inwvestors or an active sacondary
market that creates Hquidity for mortgage
aszets. More effectve indemwriting and
greater transparency at the origination
lewel is necessary to encourags secondary
market devalopment and growth. Gow-
emments can take a leading role in this
by facilitating the creation of mortgage
liquidity centers to create uniform stan-
dards and boost investor confidence in the
sacfor,” he says.

Project Finance

According toreports from earlier this year
there iz an estimated long-term project
pipeline of 52.8 million in the GCC. This
included projects in the consiruction, pet-
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ucts such as life insurance, property
msurance, morigage msurance, and
hazard insurance are used io manage
risk in home financing scenarios. For
example, property insurance is gener-
ally a requirement for residantial mort-
gages in the US to protect against pos-
sible loss dus to =significant damages
fo the property. Morigage insurance is
often obtzined to offer parfial or full
protection against loss in the event of a
default. Often, mortgaze insurance will
ooly be reguired for financings whers

rochemicals, 0l and Gas and infrastroc-
fure sectors. GOC wimessed a significant
reduction in project finance of almost 5%
to roughly 320 billion in 2009 from 540
billion the previcus vear, according fo an
S&FP report.  Securing project finance is
& difficult proposition nosw.  This has led
some sponsors who have excess lHquidity
to finance projects themselves without
trying to access global capitzl markats.

And the way forward, according to Sid-
daqud's regulation

"In general, the sector neads to be bet-
ter regulated gwerall Specifically, gow-
emments nesd to establish active bond
and subuk markets. These will play a
vital role in long-term project financing
in the region Improved corporate gover-
nance standards and the strengthening of
irmvestor pratection ights should also im-
prove the appetite for GCC debt whether
corporate, soversign, or project. Finally,
there neads to be a joint effort behwvesn
the public and private sectors. Public
Privatz Parimerships (PPFs) will play a
role in allowing all stakeholders to put
forward their inferests.™

Two markets, Dubai and
Qatar
Siddigui compares two markests, in the
real estate scenario.

“In Dubai, there is limited local demand
for real astate. All of the end ocoupants
are expatriate  individusls/companies.

the customer exceeds standard funding
ratios and an exira laysr of protection
iz needed to qualify the customer for a
financing programme. Mortgage insur-
ance may become espacially important
in the GCC until foreclosure laws are
move clearly established.

“The insurance market will no doubt
grone in response to the stimulus of the
mortzage markst We believe that much
of this development will happen in the
Takaful zector which is a cifical part
of the grovwth of [slamic finance. In the
meantime, an immediate sohrtion can be
affected by the public sector, by offer-
ing certain hey mortgage related prod-
ucts such as Takaful-based property and
morizage insurance ™

This makes for a very challenging market
to operate in for rezl estate finance. At ifs
peak, most of the financing for real estate
in Dubai was being issusd to expatates
or specwlators. The effect of the specula-
tion has been well documentad — prices
increased artificially in a short amount of
time. To top all of this, Cubal borrowed
heavily to finance these developments
which never really had a proven demand.
Financiers didn't assess absorption rends
and kept lending against the assumption
that they could expect aszets fo increase
in value. Itwas banking that ignored the
fundamentals of credit risk management.

“In ()atar, there are somse similar-
ties. For example, local demand is lim-
ited. So there are oversupply risks there
as well. But in confrast, becanse of its
vast natural resources, (latar has a base
to dewvelop local industry. Cpatar can da-
velop various industries related to the
il and gas sector as well as technology
and sducation that will spur local busi-
ness creation. This will be critical to cre-
ate long-term employment opportumities
that can be filled by locals or expats. So
if the businesses are local and they are
creating jobs, you have the potential to
create a proper supply-demand dimamic
for real estate ™

In conclusion, he says that CQatar's
wealth will allow it fo support its dewvel-
opment needs internally, rather than bor-
row on the scale that Dubei did m



