Seminar/Exhibition on Technological | nnovation in the Financial
Sector

| would like to thank the Sindh Government, CSP and PASHA for inviting
me to this Semina/Exhibition on Technologicad Innovation in the Fnancd
Sector. | commend dl the Organizers of this event for teking this initiative and

exposing the public a large to the progress we have made so far in thisfidd.

| am glad that the CSP is working on Certification and Accreditation of 1T
Professiorals because this will gft the red professonds from the crowd. This
morming, | will wak you through the consderable headway the Financia Services

Industry has made during the last three years.

At the State Bank of Pekistan (SBP), we are executing the largest single
project of automation and the project has engaged Peakistani Companies for a
number of tasks and awarded them sub-contracts worth $.5 million so far. This
project will implemet a Computerized Banking Solution whereby dl the
branches of the State Bank will be connected via an dectronic network. Data
Warehousing faclity and the introduction of a Red Time Gross Settlement
Sysem (RIGS) for large vdue and other time critica payments are expected to
revolutionize the way operdions in the Centrd Bank are peformed. These
projects are expected to sgnificantly upgrade State Bank’s own banking services,
besdes playing a pivota role for the banking sector in general to adopt new

technology based solutions.



Stae Bank's draegy in the initid dsages of E-banking is to act as a promoter,
facilitator and enabler. This is being done by credting the appropriate legd
framework, development of coherent drategy with the banking sector for
devdopment of payment sysems and drengthening the clearing and settlement

infragtructure in the country.

The SBP has, therefore, played a pro-active role in promoting adoption of
technology based solutions in the banking sector and supporting services based on
E-Banking. E-Banking has dready taken off in this country and the recent launch
by Habib Bank — one of the largest banks in the country — has provided a major
breskthrough. So the question is not when the facilities will be provided but how
rapidly these facilities will expand. Efforts in this direction are focused upon the

following aress.

= «Cregtion of a robugt legd infragtructure catering to the needs of E
Banking and other payments sysdems involving dectronic
stlement of funds A key dep in this direction was the
promulgation of Electronic Transactions Ordinance 2002, which
provides legd recognition to digital sSgnatures and documentation
reducing the risks asociated with the use of dectronic medium of

busness. State Bank is currently engaged in an exercise to further



augment the legd framework for dectronic sdtlement  of

transaction in the banking sector.

eeEdablishing of Payment Systems Development Committeg, in
which commercid banks are members, to guide the development

of payment systems in Pakistan.

& =Creation of a dedicated Payment Systems Department in the State
Bank deding with dl issues petaning to payment sysems

induding E-Banking.

eentroduction of a Red-Time Gross Settlement Sysem (RTGS)
providing an E-banking solution to banks mantaning ther
accounts with SBP whereby they will be able to operate these
accounts from their own premises via an eectronic connection

with the State Bank’ s own servers.

& eCommercia banks have been dlowed to open and operate Internet

Merchant Accounts.

=eBanks are being encouraged to expand the ATM network through
more participation and a wider network of machines al across the

country. More than two-third of the commercid banks have



dready joined one of the two exiging SWITCHES and the
interconnection between the two exiting SWITCHES which is
underway will give a further boost to the volume of transactions
taking place through dectronic channd.  This connectivity will

alow accessihility to al the ATMsingtaled anywhere in Pakistan.

=&Sae Bank has dready acquired SWIFT connection and has aso
made it mandatory for Banks to acquire SWIFT connectivity for

sattlement of al cross border financia transactions.

#eExpangon of automated cheque clearing services to dl mgor cities

in the country is actively being pursued.

#=The usage of plagtic money such as Credit/Debit cards is spreading

quite rapidly.

| am happy to see the results of these efforts. As internet services have
been extended to 1000 cities and villages, many banks have started providing E
banking facilities to their consumers. Over 400 ATMs are in operdion in
Pakigan and the use of ATMs is rapidy increesng. Almog 1 million
transactions are now teking place through ATMs every month. More and more
functiondities are being provided by the banks eectronicdly including E-

datements, funds trandfers, bill payments for utilities as well as other purchases,



on-line gpplication processing, etc. By 2002, dmost 40% of the bank branches
have been automated and it is expected that this proportion will reach 50% by
2004. The rae of increase is phenomend i.e. aout 318%. Smilarly, the number
of online branches has doubled during the last two years to 570 and by 2004 this
number will jump to 1356 — representing an increase of 376%. This expanson
dong with the growing peneraion of internet will bring E-banking to more and
more of their customers both in terms of numbers as wel as geographica

locations.

Despite the above progress, | beieve, E-banking in Pakigan is dill a
relatively new phenomena and should grow much faster with further penetration
of computers and internet services in the country, availability of a robust legd
framework, remova of concerns about security of eectronic transactions and

enhanced rdiability of communication lines.

Another area which will accderate E-banking in Pakigan is Security of
transactions.  Until and unless consumers are sdatisfied that ther transactions
through E-banking are safe, they will not venture into this medium. Banks have
been dlowed encryption by Pekigan Teecommunication Authority. As
mentioned earlier, appropriate legd framework, including remedid measures in
the law for cyber crimes is important to tackle issues such as cyber crime has been
created but Hill to be teted in Courts of Law. The Electronic Transactions

Ordinance 2002 covers issues uch as edablishment of Cetification Authorities.



However, the legidation being the firda dep in this direction, banks ae
encouraged to established appropriate interna controls to prevent cyber-banking
caimes and because of the avalability of appropriate lega framework, cyber
crimes can be suitably dedt with under the exiding law. For financid crimes,
vaious law enforcement agencies have ther own gpecific  units Law
enforcement authorities are aso taking steps to drengthen their skills to suitably

deal with such crimes.

There is one paticular area where the Sindh Government can make a
landmark contribution. A mgor barier impeding the growth of housng and
congruction and development of rurd land markets in this country is the current
process of regidration, titling, maintenance and retrieva of land records in Urban
and rurd areas. The opague nature of land records, their haphazard and dmost
proprietary custody in the hands of Patwari, the poor state of record keeping, the
cumbersome and expensive process of regisration and titing have dowed down
capitd formation, and reduced potentiad bank lending to neglected sectors such as
agriculture and to neglected groups such as middle class and poor segments of the
population. Not only that, billions of rupees and hillions of man hours are logt in
unnecessary and protracted litigation and innumerable rounds by individuds in
vidting Patwari, Kutchery, Thana and urban development authority offices.  This
sher wade of financid and human resources coupled with the widespread
inefficiencies in land market and high transaction cogs have made the cost of land

unaffordable for the poor and middle classes. In my opinion, it is not land



reforms which is the prescribed solution to the problem but an efficient and well

functioning land markets thet isthe red problem.

| would urge the Government of Sindh to serioudy undertake and complete the
computerization of al rurd and urban land records in the province, make them
avalable dectronicdly to the public and introduce verification and authentication
procedures to minimize frauds and crimes. This will not only creste an efficient
and wdl functioning land market in urban and rura aess, lower the transaction
cods for the ordinary individuad but aso minimize the rampant corruption
prevaling in Land Revenue, Property and Excise Departments, Building Control

Authority and Didrict Regigrar’ s offices.

If computerized secure land titling system is established, | can assure you
that the banks would become active in deveoping mortgage lending. The
developers of poperty will be able to raise finance since they will be &ble to offer
land with proper and clean title as collaterd for loans. In my view, the reforms on
computerized clear land titles, easily accessble land records and streamlining the
process of registration and titing woud boost competition in condruction and
leed to lower house prices. The duggish condruction industry should expand

dramaticaly if these reforms are undertaken

| may aso add that in some of the mgor urban areas such as Karachi and

Lahore, zoning laws, rent controls, disputed legd titles, outdated titles such as



evacuee property, protected tenancies have frozen land in city centers that would
otherwise be avalable for new retall outlets and flats. This mechanism has kept
prime property beng fully utilized and generate the needed returns to the

economy.

| hope that the Sindh Government will find a solution to these problems
and thereby give a mgor boost to economic activity and employment generation

in the province which is badly needed.

Technology is quite cgpable of providing solutions that promote
trangparency, disclosure and integrity but it cannot subgtitute for politica will to
fight vested interests and take tough decisons which are in the collective interests
of the people of this province but hurt a large number of influentids and dite.
This, in my opinion, is the main gumbling block as to why E-Government hasn't

taken roots so far in Pakistan.



