
March 2003 THE REGIONS 11


ASIA AND THE NEAR EAST 

Aid for Pakistani Schools to 
Rebuild Failing Education System 
ISLAMABAD—The United States dropped 
its seven-year ban on aid to Pakistan in 2002 
and granted more than $600 million to the 
South Asian country. A five-year, $100 mil-
lion program will help rebuild the failing 
educational system that has sent thousands 
of youths to religious madrassa schools 
where terrorists found some of their recruits. 

“Bringing better primary education, 
healthcare, and more jobs to Pakistan’s 
growing poor is the best insurance for sus­
tained support against Al Qaeda, and a direct 
assault on the recruiting grounds for the next 
generation of terrorists,” said USAID/ 
Pakistan Mission Director Mark Ward. 

Only 24 percent of Pakistan’s women and 
50 percent of its men can read. One-third of 
the country’s children do not attend elemen­
tary school. For every 100 children who 
begin first grade, only six complete grade 12. 

One farmer, repairing a mud wall around 
his small plot of rice plants south of Lahore, 
said he could not send his children to school 
because they had only torn clothing and 
could not pay for notebooks and pencils. 
They also have to pay fees to attend. Many 
public schools charge the equivalent of $1 to 

$4 per month, too much for many families. 
The farmer sent one son to a madrassa, 

where the boy received a free shirt and food 
but was taught to memorize the Koran in 
Arabic—which he did not understand. Nor 
did he learn to read and write Urdu, 
Pakistan’s national language. 

A few madrassas also teach hatred of the 
United States and prepare students to fight 
jihad or holy war in Kashmir, Chechnya, 
Afghanistan, and other places. 

The immense education sector in Pakistan 
is known for its resistance to change. 
Parents say the government schools do not 
teach very well and absentee rates for 
teachers are high. Some say salaries are so 
low it destroys the incentive to teach. Other 
reports say corrupt officials demand a por­
tion of the teacher’s salary as a kickback to 
get the job—with the understanding that the 
teacher will not be fired if he or she does not 
show up at work. 

Pakistan spends slightly more than 2 per-
cent of its GDP on education, but most 
experts agree it should spend twice that 
amount to achieve its goal of universal pri­
mary school completion by the year 2010. 
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USAID reopened its mission in Pakistan 
in July 2002. Less than a month later, 
USAID signed a five-year $100 million 
agreement with the government of Pakistan 
that resolved to take on educational reform. 
This will include improved training for 
teachers and administrators and expanded 
youth and adult literacy programs. Equally 

important will be work with communities 
and local governments to increase oversight 
and parental participation in schools. ★ 

By Sarah E. Wright, Senior Education Officer, 

USAID/Islamabad 

EUROPE AND EURASIA 

Kazakhstan Issues First Mortgage-Backed 
Security in the Former Soviet Union 
ALMATY—Oleg Petrovich Rayenko, his 
wife, and two children lived in a one-bed-
room apartment. Rayenko and his wife 
recently decided it was time their daughter 
had her own room. 

With his stable income, Rayenko 
approached several banks about a loan to 
purchase a two-bedroom apartment. 
Rayenko chose the mortgage company that 
offered the best repayment schedule, com­
menting that the “company’s employees 
were very attentive.” 

Chances are, until USAID got involved 
three years ago, Rayenko and his family 
would have had to come up with cash to buy 
the apartment. The total annual amount of 
mortgages given out by all banks across the 
country was only $1 million. 

Today, homebuyers can obtain a five- to 
ten-year loan at 17.5 percent interest with a 
30 percent down payment. Despite the high 
rates, mortgage lending has jumped to 
between $50 and 60 million a year. By 2008, 
Kazakhstan’s National Bank projects mort­
gage lending will increase fivefold over 
today’s levels. 

The benefits are already significant. 
Mortgage loans enabled more than 5,000 
middle-class families to buy their own 
homes last year. Bank portfolios are more 
robust, thanks to a stable stream of income 
from residential lending. And as of 
November 18, 2002, investors—including 

the National Pension Fund, which must 
invest most of its capital domestically—can 
buy mortgage-backed securities. 

How did this happen? 
A mortgage system is supported by a web 

of institutions and professions, including 
credit bureaus, mortgage insurance compa­
nies, loan officers, real estate appraisers, and 
real estate agents. Three years ago, USAID 
and the National Bank of Kazakhstan set out 
to build the infrastructure to support a mort­
gage industry. 

USAID’s Financial Sector Initiative, 
adapting materials initially prepared for use 
in Russia, trained and certified 42 bankers in 
mortgage lending. Kazakhstani loan officers 
learned proper underwriting practices. 
Applying international standards, they 
decided as a group how they would calculate 
minimum down payments and maximum 
monthly mortgage payments. USAID also 
trained the country’s first appraisers. 

The next step was to introduce the concept 
of secondary lending—selling mortgages to 
a wholesale “liquidity facility” (like Fannie 
Mae in the United States). Banks use the 
proceeds from selling mortgages or mort­
gage-backed bonds to negotiate additional 
mortgages. This increases the amount of 
capital available for lending, which, in turn, 
brings the price of mortgages down. 

In November, the Kazakhstan Mortgage 
Company, a liquidity facility owned by the 

National Bank, issued the first mortgage-
backed security in the former Soviet 
Union. The USAID project pioneered vir­
tually all of the major financial and legal 
provisions required. 

The next steps to secure a robust and 
growing mortgage system include estab­
lishing a credit bureau and creating 
national mortgage insurance. 

Credit reporting and mortgage insurance 

will lower the risk of mortgage lending. 
This will make mortgage lending more 
attractive to banks, helping to make mort­
gages more affordable to more people. 

Rayenko, busy renovating his new home, 
summed up the value of mortgages: 
“Despite the fact that the actual amount of 
repayments … almost doubles the price, this 
is the only way to buy an apartment now and 
not in 10 years.” ★ 
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