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INDIA
1. Overview
India is the home for 1.125 billion people, nearly one-sixth of the world’s population.  It represents a galaxy of diversified cultures and languages.  In terms of population it is the largest country in the South Asian region, and home to the world’s largest population of the very poor.  One-third of India’s population lives below the World Bank defined poverty line of US $2 per day.  An estimated 27% of the population falls below the Government of India’s poverty line of US $10 per month in urban areas and US $8 per month in rural areas.  This forms the major social challenge to the urban planners. 
In the past few years, India has emerged as one of the world’s fastest growing economies.  Since 1990, its economic growth rate has more than doubled, rising from 1.9% per capita during 1961-1990 to 4.6% in 1991-2008.  Growth accelerated to 7.4% over the five years preceding the 2008 global slowdown.  As a result, India has gone from the world’s 50th ranked economy in nominal US Dollar terms in 1980 to the 10th largest economy today (and the 4th largest in purchasing power parity (PPP} terms).  The real growth rate reached 9% in 2007/08 after peaking at 9.7% in the previous year, and real per capita income stood at US $950, more than double the 1993/94 level.  
Stable macroeconomic management, outward orientation, high savings and investment rates, decreasing inflation, and, since 1991, rapid increases in productivity that accompanied economic liberalization account for the good economic performance and more efficient use of its endowments.  Inflation has been at 11% (consumer prices) and around 1% (wholesale prices).  India has a very strong domestic consumers market.  The investment rate increased to 38% in 2007/08, up from 24% in 2001/02, while domestic savings rose to 36% of GDP, from 23%.  On the government side, fiscal consolidation, enhancement in revenues and restructuring of selected expenditures at both federal and state levels increased India’s public savings from -2% of GDP to 4.5%.

The major engines of India's recent rapid growth have been manufacturing and services, contributing roughly 29% and 54% of the national output respectively - supported by stable macroeconomic management, a young and increasingly well-educated workforce, and a dynamic entrepreneurial class.  India ranks 133 out of 183 countries on friendliness of its investment environment.  In terms of construction permits it stands at 175 of 183; for registering property it performs at 93rd place of 183, and for getting credit it ranks high at 30 of 183.  India's rapid growth also reflects its increased integration with the world economy, and is a widely-recognized success in services exports.  The emergence of export-oriented sectors, increasing access for Indian firms to international financial markets for financing facilities who also invested globally, the growing presence of foreign institutional investor (FII) investments in India, and growing remittances and income from exports of services are some examples of stronger linkages with the international economy.  The share of goods trade has increased from 17% of GDP in 1993/94 to 34% in 2007/08.  Capital flows have also benefited from robust FDI and increased portfolio investment in real estate, banking and equities in the financial sector.  India has a well managed balance of payments with Forex reserves exceeding US $250Bn.

Comprehensive reforms of India’s financial systems and institutions, and its access to the international financial market have supported this performance.  The outcome of India’s well-managed financial sector reforms, and the rapid growth and diversification of the economy as a stable banking sector, with high profitability and adequate capital, combined with an ability to expand credit at an average annual rate of above 20% over the past three years, while reducing NPA sharply to below 2%.  The global financial crisis resulted in sharp reversal of capital flows, tighter bank credit, and reduced trade and remittance flows.  The economic growth rate fell sharply to 6.1% in 2009 (the estimate for FY10 is 6.5%).  Despite a well developed banking system in India and significant progress in banking sector reforms, performance, and stability (especially since 1991), improving access to finance still remains a challenge.  Lately, however, in 2009 the economy is showing some tendency towards resilience.  Though India has a relatively wide bank-branch network given the spread and size of the country’s population, yet institutional factors within banks, and the transactions costs and credit risk perception in dealing with smaller clients, are resulting in deprivation of a significant part of the population from formal banking sector.  Policy-makers are addressing the need for financial access expansion down the income scale to the underserved.

The most notable impact of financial sector reforms is clearly discernible in the development of various segments of financial markets in India.  The reforms since the early 1990s have led to a regime characterized by market driven interest and exchange rates, price-based instruments for monetary policy, current account convertibility, substantial capital account liberalization and vibrant government securities and capital markets.  Derivative instruments have been cautiously introduced in a phased manner, both for product diversity and, more importantly, as a risk management tool.  All these developments have facilitated the process of price discovery in various financial market segments.  It is widely recognized that the Indian financial sector over the last decade has been transformed into a reasonably sophisticated, diverse and resilient system.  It delivers a wide variety of financial services efficiently and profitably, with a spectrum of financial market segments in which financial institutions are able to participate with operational and functional autonomy in an environment of increasing deregulation and international competition.  
The average annual population growth rate in India, during the period of 1990-2007, remained 1.7% per annum.  In 1990, out of total population, 217 million were living in urban areas, and by 2008 this figure has gone up to 337 million (30%), showing an annual urbanization growth rate of 2.5% (Figure F1).
  The urban population of India is showing a net positive annual growth rate of around 2.73% during 2005-2010.  At this rate of urbanization, India’s urban population is expected to reach 50% of total population by 2030.  A considerable mass of middle class is developing, which is creating potential grounds and demands for housing development.  The population of rural India, which is 72% of total population, is on the decline (negative 0.43% growth during 2005-2010), and is likely to have a net negative growth of 0.40% during 2025-2030.  Table T1 shows the trend from 2000 to 2030.
  The factors contributing to this urban migration are greater economic growth, rising income levels, new employment opportunities in the cities, occupational shift from agriculture to manufacturing and services, and changing attitudes towards consumption and life style.

Figure F1  
Population and Urbanization Trends in India
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Source: World Development Indicators, World Bank, 2009.

By the year 2007, an estimated 11.49% of the population lived in urban conglomerations of more than one million, and 5.54% lived in the largest cities.  In terms of social indicators, 89% of India’s population enjoys access to safe water, and 28% to improved sanitation (18% in rural and 52% in urban areas).  
Table T1 
Growth Trends for the Urban and Rural Population (figures in %) 

	Year
	Urban
	Rural

	2000-2005
	2.81
	 0.82

	2005-2010
	2.73
	 0.43

	2010-2015
	2.70
	 0.12

	2015-2020
	2.74
	-0.09

	2020-2025
	2.52
	-0.22

	2025-2030
	2.25
	-0.40


Source: World Development Indicators, World Bank, 2009.
The contribution of the housing and real-estate sector to overall economic growth, social uplift and employment is considerable in the context of the fast expanding economy of India.  It is estimated that out of every Indian Rupee invested in housing, Indian Rs 0.78 gets added to national GDP.  Nevertheless, and in spite of considerable growth, the housing sector remains small and confined among the upper-income population groups.  The housing finance (mortgage debt) industry currently measures at 9% outstanding mortgage debt to GDP ratio, which is low in international comparisons (Figure F2).  The low ratio implies room for growth.  The investment requirement for meeting housing needs up to 2012 is estimated at US $108Bn.  
Figure F2
Size of the Housing Finance Industry (outstanding mortgages as a share of GDP)
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Source: IFC, PMRC- Feasibility and Preliminary Business Plan, November 2009
India has a tremendous potential for growth of mortgage finance and thus to substantially enhance its share in GDP growth.  Real estate is one of the fastest growing sectors in India, with the housing sector growing at an average of 30% annually during 2003-08.  The importance of the real estate sector, as an engine of the nation’s growth, can be gauged from its considerable size, at US $12Bn, or 5% of GDP.  The Real Estate industry has significant linkages with several other sectors of the economy and over 250 associated industries.  In South Asia, about 40-50 industries are considered to be directly linked with housing construction.  Increase of a unit in expenditure in this sector has multiplier effect, and has a capacity to generate income as high as five times.  If the economy grows at the rate of 10%, the housing sector has the capacity to grow at 14% and generate 3.2 million new jobs over a decade.  It is estimated that the construction sector provides direct employment to 16% of India’s workforce, and the housing sector alone is the second largest employment generator after agriculture, accounting for 58% of the workforce in the construction sector.
2. Housing Demand

2.1 Housing Shortage

There are no official estimates of the housing shortage in India.  According to one estimate the urban housing backlog in India is 24.7 million, and a major part of it is in the low-income category.
 The latest estimate of housing shortage by the National Building Organization was at 19.4 million units comprising of 6.6 million units in urban areas and 12.8 million units in rural areas.  This figure includes the estimated housing need based on household size, congestion based on persons per room, the impact of urbanization, and the depletion of existing housing stock.  The National Housing Bank (NHB), HDFC and other sources more frequently quote the figure of 24.7 million units as the urban shortage only.
  It is further estimated that nearly the entire urban shortage is in economically weaker sections of the population (EWS) and in low-income groups (LIG).  
According to one estimate by NHB the overall housing shortage in India hovers around 71.75 million units,
 considering congestion and obsolescence.  The Planning Commission of India and the Ministry of Housing have recently set up the Kundu Panel, to compile a fresh estimate of the housing shortage in India, using more realistic parameters.
  The presentation made by McKinsey of India before the Kundu Panel suggests that the urban housing shortage for middle income groups in India would be between 8.6-13.8 million.  
The average of persons per room in urban areas is high, at 3.5, comparable regionally but worse than developed countries (density is 0.5 in the US and 1.1 in the European Union).  About 71% of urban households live in overcrowded dwellings.  In terms of number of rooms available per household, as per Census-2001, 39% of the households live in one room, 30% in 2 rooms, 14% in 3 rooms, and 17% in more than 3 rooms, while the average number of rooms is 2.  However, the number of households living in one room has declined over the years  Most dwelling units (81%) in urban areas are durable, and home ownership is 71% for urban households (Table T2).  Using the figure of 5.3 as household size in India and a population size of 1.25 billion, the country would need about 212 million housing units.  
Table T2
Urban Housing Indicators for India

	Household size
	5.3

	Household living in overcrowded dwellings        
	71%

	Durable dwelling units                                          
	81%

	Home Ownership                                                  
	67%

	Persons per room Density                                      
	3.5


Source:  The author’s compilation, NSSO-2004, NHB Trend & Progress Report-2004
2.2 Squatters and Informal Settlements
Shantytowns (also called slums, informal settlements, squatter settlements camps, favelas, etc.), are the settlements, sometimes illegal or unauthorized, built on the periphery of cities.  These settlements are of impoverished people who live in improvised dwellings made from scrap materials, such as plywood, corrugated metal, and sheets of plastic, etc.  These settlements often do not have proper sanitation, electricity, or telephone services. 
Population explosion and rapid urbanization in India over the past two decades has introduced problems associated with informal settlements.  Absence of local authority and lack of current and accurate databases complicate any preventative or remedial measures to control the growth of settlements.  Major metropolitans of India like Mumbai, Kolkata, Delhi, Ahmedabad, etc., are all face massive problem of slums, with more than half of their population living in these areas.
Demand for land for housing in urban India has raised land prices beyond the affordability of the common urban populace.  Migrants from surrounding rural areas want to remain near their place of work by occupying marginal spaces in the big cities along the natural drainage channels, railway lines and major roads.  Most people living in these areas are employed in the informal sector, including laborers in the construction industry and household jobs in surrounding planned residential areas.  Accessibility and transportation networks play a major role in the pattern of development of informal settlements.  The role of “land grabbers” and “land mafia” in development of illegal habitat and squatter settlements can not be ignored.  This problem needs organized and disciplined measures by the state (“Mystery of Capital’ by Hernando De Soto).
Slums Ugradation Programs in India:  GOI’s polices on slums have undergone a paradigm shift in recent years  In the seventies and early eighties, the government emphasized the notion of ‘slum free cities.’  What this often meant was forced or voluntary resettlement of slums in the central cities.  However, over time, the weakness of such a program became evident.  Firstly, the slum dwellers who were being resettled were fully integrated in the economies of the cities.  They were economic agents adding to crucial economic output.  Resettling them would have adverse economic consequences.  Secondly, removing slims from central cities and transportation nodes often meant that the new settlements on the outskirts of the city were far from jobs, thus further worsening the welfare of slum dwelleRs  With the realization, the government started focusing on slum upgradation and slum rehabilitation programs.  In the initial years of slum upgrading, the focus was on providing infrastructure to the slums through the NSDP.  Now there is increased stress on provision of shelter to urban slum dwellers through VAMBAY.

Various programs have been and are being implemented for slums upgradation in India.  Some of these programs are funded by the international donor agencies as well.  Some attempts have been made to address this issue through public-private partnerships, and a classical case of that is Ahmedabad Slum Networking Program which was commenced in 1995 in partnership with DFID of UK. 
3. Supply of Housing

India is facing considerable housing shortage for its vast population.  This is resulting in increasing per room density in India, which is already putting country in a disadvantageous position.  The shortage is also direct cause for upward pressure on house rentals.  The Planning Commission of India estimated the total requirement of housing during the tenth five year plan (2002-2007) at 22.4 million housing units in urban areas, taking the urban housing stock from 8.9 million in 2002 by 13.5 million units by 2007.
 
3.1 Current State of Housing 

It is estimated that as at the beginning of 2006, the total housing stock in the country stood at 211.86 million units (153.03 million units in rural areas and 58.83 million units in urban areas), as compared to 187.1 million houses in 2001.  The National Sample Survey Organization (NSSO) uses the following classifications for dwelling types: kutcha (primarily of mud/soil); semi-pucca (Combination of Soil and concrete; and pucca (primarily of Concrete construction.  A kutcha house is built with non-durable materials like un-burnt bricks, mud, thatches, tree leaves and timber or bamboo.  A pucca house is one built with permanent materials like oven burnt bricks, concrete, iron, or other metal sheets and timber.  A semi-pucca is a hybrid of kutcha and pucca house materials.  Of the total estimated housing stock, 117.63 million houses are pucca houses, 65.53 million units are semi-pucca houses while the remaining 28.70 million units are kutcha houses needing replacement (Table T3).  
Table T3

Distribution of Units as per Structure Type

(in percentage)

	Area Type
	pucca
	semi-pucca
	kutcha
	Total

	Rural
	38
	22
	40
	100

	Urban 
(including slum and squatter areas)
	74
	14
	12
	100


Source: NSSO 2004.

Despite such a significant growth in housing stock, the slum and squatter settlements are on the increase, numbering 52,000 slums holding 8 million urban households, representing about 14% of the total urban population.

A “housing completion” is defined as the absolute increase in housing stock during a particular period.  It was around 5 units/1000 population per annum in India (Table T4).  The average housing completion in urban areas was around 7 units during the past three decades.  This is lower than the minimum threshold as recommended by the UN at 8-10 housing units per 1000 per year for developing countries.
  

  Table T4

Housing Completion during the last three Decades

	

	
	1971-81
	1981-91
	1991-01

	Urban
	
	
	

	Added Census Houses (million)
	11.55
	16.55
	19.53

	Added House Holds (million)
	10.00
	11.64
	12.95

	Annual Housing Completion/1000 population
	7.23
	7.61
	6.83

	
	
	
	

	Rural
	
	
	

	Added Census Houses (million)
	19.25
	29.02
	34.56

	Added House Holds (million)
	15.50
	19.16
	25.61

	Annual Housing Completion/1000 population
	3.66
	4.62
	4.65

	
	
	
	

	Total
	
	
	

	Added Census Houses (million)
	26.53
	45.58
	54.08

	Added House Holds (million)
	25.50
	30.80
	38.56

	Annual Housing Completion/1000 population
	3.87
	5.39
	5.26


Source: Census 2001, NHB Trends and Progress Report, 2004.

3.2 Construction Quality and Enforcement of Construction Standards 
The construction industry in India has different stakeholders, namely Developers, Contractors, Labor Sub-Contractors, and WorkeRs  There are also some other players in the industry to maintain discipline and regulate the sector.  They are Architects, Building Material Suppliers, Govt. Agencies to enforce Building Codes, and Construction Permit Authorities. The construction quality standards could only be regulated and monitored for permanent (Pucca) housing units. They play varied role in maintaining the quality and enforcing the required building codes and standards. A brief of all such players’ roles is given below:
i) Developers or Large Scale Builders: The property developers, generally acquire a large plot of serviced land and start the architectural and engineering design, procure necessary clearances/permits and then announce the scheme to the public. Most of these Developers have in-house technical and workforce capability to design and develop the project. They also engage the services of small contractoRs They generally follow the Building Codes and ensure the material and construction quality in their construction works. However examples also abound, wherein compromise in quality and standard in connivance with the enforcement authorities to maximize profit have been observed.

ii) Contractors: Main contractors, mostly registered companies, are responsible for construction work at site. After receiving the contract from the Developers, main contractors either carry out the job on their, or subcontract all construction work and concentrate on top-level supervision and material procurement. The Enforcement gets a little weaker due to added layers of supervision. In case of individually built houses, the petty contractors are engaged by the owner, and the construction materials are directly procured by the owner. In this case though the enforcement is weaker, due to personal supervision of the owner the quality is only compromised to the extent the owner would agree to comprise. The enforcement of the Code is ensured at the stage of the issuance of Completion Certificate, and may become a subject of corruption.

iii) Labor Subcontractors: The labor contractors are typically people who supply construction workers to a main contractor on a site. The subcontractors face a lot of turnover and thus fail to ensure skill level of their workforce, which ultimately affects the construction quality.  

iv) Construction Workers: There is no mechanism to train these construction workeRs They learn the skills only through the on-job experience. In view of the high turnover in the profession, the sustainability of the skill level with a contractor is quite difficult.
v) Architects and Governmental Agencies: To ensure compliance of the Building Codes, the Architects/Designers supervising the construction and the concerned Governmental Agencies could play an important role. They are generally engaged by the large scale builders only.
The construction industry in India is generally segmented into:

· Multi-Family Homes (MFH)
· Single-family Housing with modern/permanent materials (SFH-Brick)

· Single-family Housing with traditional materials (SFH-Mud)

 Multi-Family Homes (MFH):
This segment comprises of high rise apartment buildings in urban areas and constitutes approximately 16 % of total output and is entirely in urban areas. (Source: A research paper on India Housing Construction Industry)
Single-family Housing, built using modern material (SFH-Brick) also called “pucca” units: 

This segment comprises of single-plot individual houses built using brick and mortar or other modern construction materials and mostly built by Owner-BuildeRs The SFH-Brick segment constitutes approximately 49 % of the total dwellings and is concentrated in urban areas.
Single-Family Housing, built using traditional materials (SFH-Mud) also called “Katcha’ units:

It includes individual houses built either partially or entirely with traditional materials such as mud, cardboard, straw, tin sheets and stones. In urban areas, the SFH-Mud segments are normally part of slums and other temporary tenements. This segment is estimated to constitute approximately 43% of the total housing.

The National Building Code of India (NBC), 2005: 
The National Building Code of India (NBC), a comprehensive building Code, is a national instrument providing guidelines for regulating the building construction activities across the country. It serves as a Model Code for adoption by all agencies involved in building construction works, be they Public Works Departments, other government construction departments, local bodies or private construction agencies. The Code mainly contains administrative regulations, development control rules and general building requirements, fire safety requirements, stipulations regarding materials, structural design and construction (including safety) and building and plumbing services. 

The Code was first published in 1970 at the instance of Planning Commission and then revised in 1983. Thereafter three major amendments were issued, two in 1987 and the third in 1997.

Considering a series of further developments in the field of building construction including the lessons learnt in the aftermath of a number of natural calamities like devastating earthquakes and super cyclones witnessed by the country, a Project for Comprehensive Revision of NBC was taken up under the aegis of National Building Code Sectional Committee, CED 46 of BIS and its 18 expert Panels; involving as many as 400 experts. As a culmination of the Project, the revised NBC has now been brought out as National Building Code of India 2005 (NBC 2005). 

3.3 Housing Costs

The real estate market in India has witnessed a sharp increase in prices, and this is mainly because of surge in the cost of land. Over the years, the cost of construction and materials has also increased considerably, but this has been well in line with the rise in incomes.  The period between 2001-02 to 2006-07, in particular, has seen an unprecedented rise in property prices, caused by rising demand but shortage of supply, limited availability of land, and of course speculative trade in landed properties.  The increases in home prices have been particularly noticeable in metropolitan areas, more so in Mumbai and Delhi where prices increased at a compound annual growth rate of 30-40%.  In South Mumbai, for example, the price per square foot increased from Indian Rs 10,000 in 2004 to Indian Rs 20,000 in 2006.  In central Delhi, land price per square foot doubled from Indian Rs 9,000 in 2004 to Indian Rs 18,000 in 2006.  The Residential Price Index NHB-RESIDEX moved from 100 to about 130 for Delhi and to 117 for Mumbai by 2007.  (Figure F3).

Figure F3

Residential Price Movements by City, 2007-2008
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	 Source: NHB RESIDEX, 2009.



While urban housing prices have risen by 30-40% annually, salaries have increased by an average of 20% per year over the last two years According to CRISIL, a credit rating group, the average household income in urban areas has grown at a compound rate of 10% in nominal terms over the last decade.
  For a typical property in Mumbai affordability has declined from 4.4 times in 2004 to 5.5 times in 2006 (Figure F4).  Analyzing over a longer period, however, from 1995 to 2006 the housing affordability has improved and looks rather satisfactory, dropping from 22 in 1995 to 5 in 2006.
  More recently, property prices in some parts of India have started to decrease perhaps due to some technical adjustment in the speculative rise in the past, and also an increase in supply of housing.

Figure F4
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Source. Housing Finance Mechanism in India by Renu Karnad, HDFC India, p. 20.
Note: The housing affordability is measured by ratio of the price of a residential property to the annual income of the borrower.

3.3.1 Housing Price Index
Keeping in view the prominence of housing and real estate as a major area for the creation of both physical and financial assets and its contribution in overall national wealth, a need was felt for setting up of a mechanism, which could track the movement of prices in the residential housing segment.  Regular monitoring of the house prices can be useful inputs for a variety of housing sector stakeholdeRs In July 2007, NHB launched RESIDEX for tracking prices of residential properties in India.
  RESIDEX currently covers 15 cities, but is envisioned to eventually cover all 63 major cities.  At present, the index is being developed only for the residential housing sector.  However, at a later stage, the scope of the index could be expanded to develop separate indices for commercial property and land, which could be combined to arrive at the real estate price index.  With 2007 as a base, the NHB RESIDEX has been updated up through December 2008, having two half yearly updates during 2008.  Prices have been studied for various administrative zones/property tax zones constituting each city.  The index has been constructed using the weighted average methodology of the Price Relative Method (Modified Laspeyre’s approach).  Primary data on housing prices is being collected from real estate agents by commissioning the services of private consultancy/research organizations of national repute; in addition, data on housing prices is also being collected from housing finance companies and banks, based on housing loans contracted by these institutions.  It is envisaged to develop a residential property price index for select cities and subsequently an all India composite index by suitably combining these city level indices to capture the relative temporal change in the prices of houses at different levels (Table T5).

Table T5
NHB Residex: Citywise index (Base Year: 2007 = 100)

	
	Cities
2007
2008 Jan- June
2008 July- Dec
Delhi 
100
124
130
Bangalore 
100
73
76
Mumbai
100
112
117
Kolkata
100
114
140
Bhopal 
100
139
151
Hyderabad 
100
96
92
Faridabad 
100
100
121
Patna 
100
103
100
Ahmedabad
100
106
100
Chennai
100
104
95
Jaipur
100
119
115
Lucknow 
100
103
102
Pune
100
101
97
Surat 
100
101
98
Kochi 
100
106
95



Source: NHB RESIDEX, 2009.
3.4 Development of Housing Stock

Housing construction is mostly managed by the owners, engaging the services of small contractoRs In some larger metropolitan areas, builders and developers have played a role in the supply of housing by building high-rise multifamily units, and more recently, the development of large scale vertical and horizontal residential complexes.  The Indian housing sector has witnessed the emergence of some very large-size builders undertaking mega projects.  However, their business focus has been in commercially attractive dwellings for high-end families.  Although the high-end market is small in absolute numbers, yet this segment has enough attraction for the high-end builders to invest time and money to get quick turnover and good margin. 

Development of Small and Medium Housing Stock for Low and Middle Income Groups:

Historically this market segment has never been considered to be commercially attractive by the large scale builders, and as such this market segment has remained the subject of the State. Since 90s the State policies on housing are focused on the concept of Public-Private Partnership for promotion of low income housing. In the recent past some large scale builders have taken serious interest in development of commercially viable, self sustainable projects to cater the housing needs of low income segment. The study conducted in 2007 by Monitor Group for the First Initiative and the World Bank gives an in-depth assessment of low income housing segment. The National Housing Bank of India is the key player in this initiative. Some recent initiatives in different cities of India are presented in Box B1.
	Box B1.  Typical Low End Housing Available in Urban Markets
·   Area of City.  
· Within an hour from the city centre;

· Close to primary, secondary schools, healthcare centre and market place;

· Well connected to city by bus/train linkages.

·  Typical complex would comprise 3-5 buildings with 4-8 flats/floor and 4 floor:

· Regular water and electricity;

· No lifts and single set of staircase;

· Complex would be fenced by a compound with wall shared open spaces including garden and access to play area for children.

·  Each flat has a super built up area of 450-550 sq ft:

· 1 BHK with an attached toilet and bathroom;

· Well painted walls and good interiors;

· Rs 400-500 per month as maintenance charges.

· Cost: Rs 450,000 to 500,000.

Source: Monitor.
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Source: Monitor Research, India
The private sector developers are currently building housing at rates between Indian Rs 800-1000 per Sq Ft, in vibrant neighborhoods, within one hour from the city centre of most major metropolitan cities.  The smallest units they are currently building are 450-500 Sq Ft apartments costing Indian Rs 400,000-500,000.
  Large developers, with a national or wider regional presence, are not interested in serving the low-income housing market on commercial basis.

However, some medium and small developers see low-income housing as a good commercial opportunity.  To serve the market, they need reassurance that their low-income customers will receive housing loans.  Low-income housing developers need some help, at least initially, in demand aggregation as well.  Some of these medium and small builders could build cheaper apartments, e.g., 200-350 Sq Ft apartments at costs up to Indian Rs 320,000.  In this regards a study on ”Expanding the Housing Finance Market to Cover Lower Middle Income Segments in India” has been carried out by The Monitor Group India, which is discussed in some detail in paragraph 5.6.
3.4.1 Profile of Developers

Large Private Developers with a Pan-India presence, such as Unitech, DLF, Ansal Housing & Construction Ltd. and SP Construction focus on luxury townships and premium residential apartments, for the high income and premium segments.  They are currently leveraging the trend towards premium housing, retail, and IT sector expansion into small cities and SEZ development.  Examples of premium residential townships comprising of apartment buildings and stand alone premium flats are Unitech’s Nirvana Country Gurgaon or DLF’s Park Palace. These townships consist of 2–4 bedroom / hall / kitchen apartments measuring 1,000–2,800 sq. ft., and row of luxury houses.  These developers own large land banks ranging between 5,000–11,000 acres.

Large Private Regional Developers, such as Anant Raj, Prajay, DSK, and Peninsula focus on construction activity in residential and commercial real estate with a strong regional presence, mainly in the premium, high- and middle-income segments.  Those typically constructed high quality residential townships or stand alone high grade flats, e.g., DS Kularni’s Madhuban or Prajay Syndicate’s Moonrock Apartments, consisting of 2–4 bedroom / hall / kitchen apartments measuring >800 sq ft and independent row houses.  These developers also possess large land banks concentrated in regional pockets.  
Medium sized developers, such as Bakeri, Janapriya Engineers Syndicate, Naiknavare & Associates focus most of their construction activities in one or two cities, (e.g., Janapriya Engineers Syndicate in Hyderabad and Bangalore), limiting them to the high and middle-income segment.  The constructions are standard apartment complexes such as Naiknavare’s Trinity Court in Pune or Janapriya’s Vilas in Hyderabad, mostly consisting of 2–3 bedroom / hall / kitchen apartments measuring 700–1,600 sq. ft.  These developers possess medium size land banks mostly within one city.

Small Private Developers, such as Casabella Developers in Mumbai and Libra Shelters in Hyderabad, have a single city presence, and focus on middle-income segments.  They construct standard apartments with 1–2 bedroom / hall / kitchen measuring 600–1,200 sq. ft. These developers have negligible land banks.

3.5 The Secondary Property Market
The housing sale/purchase in India takes place in any of the following four forms;

· Purchase from a Public Agency- a Direct Sale by the agency.
· Purchase from Developer/Builder –original Booking on Offer for Sale

· Purchase through Cooperative Housing societies

· Purchase/Resale of Properties through a Broker or Direct from the seller. The resale of the existing properties through a broker or directly from the seller has been in practice since ages. It is now gaining momentum due to urbanization and migration from one city to another for economic reasons. There are property dealers/agents who play a key role in this business. There are some websites which promote such sales in larger cities. The brokers usually charge a fixed percentage fee for the transaction. The fee generally varies from 1 to 2%, while in certain cities it is even higher.
4. Housing Finance
4.1 The Financial Sector 
The Indian financial sector has steadily increased its spread and outreach.  Since 1991, the Government has reformed India’s banking and non-banking sector significantly, as part of its new and market-based approach to development.  Interest rates were liberalized progressively and banks’ required holdings of public debt were reduced.  Capital markets were deregulated and opened to international flows.  Private entry into banking and insurance increased the competitiveness in the domestic financial market.  Important public sector financial institutions, such as ICICI and HDFC, were made private, putting competitive pressure on the system.  The public sector remains significant at 70% of the banking system, 74% of aggregate deposits, and 85% of the total bank branches in India, spread across urban and rural India.  The Banking sector vastly dominates the financial system, with non-banking assets amounting to barely 0.2% of banking assets (Table T6).
Over the past decade, financial depth has increased substantially, and regulatory oversight and risk management have been strengthened.  Outcome on non-performing assets and capital to risk weighted assets have improved significantly, and are good compared to international benchmarks.  Banks have experienced strong balance sheet growth, improved financial health, increased competitiveness and productivity gains through adoption of technology, wider outreach, and larger allocations of credit to important productive sectoRs India's capital markets have deepened and matured over time, to become the largest market in developing countries, relative to GDP (155% in 2007, 53% in 2008 after the crisis).  The size of the government bond market is also significant at about 42% of GDP.
Table T6

Banking and Near-Banking in India
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Source: Reserve Bank of India 2009.

India's share of financial assets to GDP, at around 170%, is higher than in middle-income countries such as Mexico, Indonesia and Brazil.  The ratio of domestic bank credit to GDP has been growing steadily, from 29% in 2000 to 54.5% in 2008.  This growth was inevitable with a growing middle class with high disposable income, wider choice of consumer durables, increased acceptance of credit cards, and increased demand for housing loans.  Nonetheless, the share of banking assets to GDP is low in comparison to other middle-income countries and East Asia; in 2008 the figure was higher for Brazil (58.4%), China (125.3%), and Korea (118.3).
  The RBI and the Government recognize the need to improve levels of access to finance by underserved segments.  Based on major policy documents underpinning recent reforms, the Government is implementing policies that aim to provide stability, effective tools for managing liquidity, savings and investment, and promote financial inclusion.  
With the introduction of Housing Development Corporation (HUDCO) in 1971, during the Fourth Five Year Plan Period, India saw the beginning of formal and institutional housing finance.  HUDCO primarily sought to cater to the low-income housing segment, and provided technical and financial assistance to the State Housing Boards (SHBs), urban development institutions and to the co-operative sector.
 This process paved the way for institutionalized housing finance and a shift in the role of government from a provider of finance to a facilitator.  In 1977, the Housing Development Finance Corporation (HDFC) was set up, and privatized in 1994.  The National Housing Bank was established in 1988 as an apex regulatory institution for housing finance (National Housing Bank Bill 91 of 1987, National Housing Policy 1988).  NHB is wholly owned by the Reserve Bank of India.
The housing finance market in India is serviced by a variety of financial institutions, including scheduled commercial banks, scheduled cooperative banks, regional rural banks, housing finance companies (HFCs), and state-level apex co-operative housing finance societies.  The housing finance market is concentrated, with four financial institutions controlling more than two thirds of the market. These are, HDFC, LICHF, ICIC, and the State Bank of India.  Regulatory oversight of banks rests with the Reserve Bank of India (RBI); and for housing finance companies the oversight rests with the National Housing Bank.  As a whole, there are Indian Rs 3,970Bn housing loans outstanding, of which SCBs hold Rs 2,750Bn, and HFCs –Rs 1,200Bn (2009). The market offers mainly plain, vanilla home amortizing loans of US $30,000 on average, with a maturity average of 13 years, on predominantly floating rates and with prepayment penalties.  There is currently minimal speculative property demand.  The typical customer belongs to the salaried class, is a first time home buyer, of an average age of 37 years, with an average loan to value ratio of 65% (maximum 85% at origination).

4.2 Mortgage Lending 

There are 97 scheduled commercial banks (SCBs), including 27 public, 30 private, and 40 foreign banks, with a total asset figure of Indian Rs 447 trillion.  To encourage housing finance, RBI initially directed the commercial banks to enter into housing finance by including lending for housing under a directed credit regime.  The banks were required to lend, as concessional finance, 1.5% of their incremental deposits over the previous year for housing finance.  In 1998 RBI removed housing from the concessional finance regime, but increased the allocation from 1.5% to 3.0%.  As a result, SCBs now account for the major share of the housing finance market.  SCB housing loan outstanding grew to 11% of the gross bank credit in 2008 from 4% in 2000.  Today, 44% of retail outstanding loans of SCBs belong to mortgage loan as shown in Figure F5.

Figure F5

Retail Portfolio of Banks 2008
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Source: NHB Report.

SCB housing finance lending is affected in several manners. Direct housing funding with SCBs acting as primary lenders accounts for the bulk of their business (72%).  Indirect funding through HFCs and SHBs comprises another 22% of the business, and investments in mortgage-backed securities account for a further 6% (Table T7).  The main funding sources of banks are savings and current accounts, loan assignment through interbank participation certificates, and refinance from NHB.

Table T7
SCB Lending to the Housing Finance Sector 

	
	2002
	2003
	2004

	Direct Housing Finance Disbursements
	85.66
	235.53
	328.16

	
	1.75
	4.96
	7.53

	Indirect Housing Finance Disbursements 
	57.01
	67.96
	98.45

	
	1.17
	1.43
	2.26

	Investment in NHB/HUDCO Bonds
	4.78
	34.91
	27.17

	
	0.10
	0.73
	0.62


Source: NHB Trends and Progress Report 2004.

                                                     Table- T7-A
                     Share of SCBs and HFCs on the Housing finance market, 2000-2006

                               [image: image8.emf]   

                                                       Table- T7-B 

                                  Housing  Loans Disbursed by SCBs

                               [image: image9.emf]
After SCBs entered the housing finance market in the 1990s, they rapidly and dramatically expanded their housing loan portfolio and overall market share.  In 2000, the housing finance companies accounted for 69% of yearly disbursements.  By 2009, their share decreased to 38%, with SCBs accounting for over 60% of all housing finance disbursements (Figure F6).

Figure F6
Trends in Yearly Lending for Housing: Housing Finance Disbursements 
(Indian Rs billions)
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Source: ’ Low Income Housing finance in India” by R.V.Verma, National Housing Bank paper presented at Housing Finance Conference in Jakarta 27-29 May 2009
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Source: Low Income Housing finance in India” by R. V. Verma.  National Housing Bank, paper presented at Housing Finance Conference in Jakarta 27-29 May 2009.
The SCBs had 4.52 million loan accounts in 2006 (up from 2.53 million in 2000), with an average credit per account of Indian Rs 463,000 (up from Rs 93,000 in 2000).  Total outstanding loans increased from Rs 185Bn to Rs 2,750Bn over 2000-2009.
4.2.1 Performance of Housing Finance Institutions
Bank credit growth in the Indian economy was 17.3% in 2008-09 and banks were sound and profitable.  Twenty seven banks in private sector (PSB) have reported capital adequacy ratios averaging 12.3%, a net non-performing assets (NPA) ratio of just 0.9%, and return on assets of 0.9% as of March 2009.  The equivalent ratios for private banks were 15.1%, 1.4%, and 1.1%.  Non-bank financial institutions grew as well – with total asset growth of 9% annually between 2001 and 2008.  India's housing sector seized the opportunities provided by rapid growth and, expanded quickly.  Even as various segments of the domestic financial market develop, so also is the potential long-term demand prospect for credit on the rise with sound collateral stand up.  In housing finance, specifically, because of efficiency and effectiveness of the Foreclosure Law, the quality of collaterals in India is by far the best in the region.  The ratio of non-performing loan to total advances was 7.1% which came down to 1.1% in 2009, showing great increase in strength behind advances in the shape of quality assets (Table T8).
Table T8 
Financial Soundness Indicators of Indian Banks
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Source: GOI and RBI, India’s Financial Sector: An Assessment, 2009.

India’s banks are well capitalized, asset quality is good, and they have recorded impressive levels of profitability (Tables T9).  Growth in 2009 has been relatively strong, with credit expanding by over 17% and deposits by around 20%.  Without exception, all banks are above the RBI’s minimum capital adequacy level of 9%.  As of March 31, 2009, the capital to risk-weighted assets ratio (CRAR or capital adequacy ratio) for the banking sector stood at 13.2%, and no banks had a CRAR of less than 10%.  The Indian banking sector is well managed and efficient, and the cost-income ratio has fallen by 15.8 percentage points between 2000 and 2009, rendering the sector increasingly profitable.  Indian banks have largely stable sources of funds, with deposits accounting for 78% of total resources.
Table T9
Key Performance Indicators, by Bank Group
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Source: Ministry of Finance and RBI 2009.
4.2.2 Mortgage Products and Product Innovations
The mortgage finance market in India has since long been relying on conventional products. However, over the years, the market has seen variations and diversity in the products catering to the different market segments bearing income levels, savings potential and/or the risk profiles.

Different products are designed for different segments of market, giving full allowance for the followings: 
· Risk Mitigation Products & Institutions

· Credit Supply 
· Land/Housing Supply

· Fiscal & Regulatory incentives

The mortgage finance for low income market has seen development of specific products as follows;
Group Liability Product.  The classic group product, where the group bears the risk of default by any of its members (for the entire loan by the member), may not work for housing loans as the loan amount is too large and the duration too long.  (Groups have typically not had a life of 10 to 15 years).  However, if one really thinks of the value of a group
, they (a) implicitly provide a credit check as they will only bring in members who are “sure to repay” the loan, and (b) help members out in times of short-term cash flow crises.  

Hence, an alternate way to use a group in the housing context would be to have it provide a “rolling guarantee” for one year of EMI collections (i.e., after each year, defaulting members can be dropped by the group after getting the FI’s approval).  These defaulting members then get serviced by the FI directly at a higher interest rate (in other words, being part of the group gets you a lower interest rate).  Also, in this application of the group model, the group may be maintained for say 5 years (since the initial years are highest risk years, so getting ‘covered’ for that period is very valuable).  Cover for 5 years may be adequate because after that (a) the owner has built more equity (both paid principal and property appreciation) and (b) a track record of payments is established.
Savings Product.  In this product, the customer deposits a certain percentage of their monthly income (e.g., Rs 500 out of an income of Rs 5,000) with a financial institution for a specific period (1-3 years).  If the customer can adhere to a regular pre-agreed deposit schedule, he is given a loan at the end of the period which is typically a multiple (e.g., 3x) of the total money deposited plus an additional down payment made by the customer.

As mentioned in the section on Findings from Customer Research, customers are agreeable to this product.  
The feedback from all the stakeholders was also very positive.  All of them felt that regular monthly deposits would raise the comfort level about the credit worthiness of the customers.

· FIs suggested that their comfort would be further enhanced by (a) the customer depositing his entire income with the financial institution in a separate account so that they can track income, and  (b) proof of rent being paid by the customer  

However, there are a number of issues with this product - mainly regulatory.  The customers would like the assurance of a loan soon after commencing the savings (with the caveat that it is subject to their fulfilling a set of conditions) so that they can “lock-in” on the housing unit at current prices.  However, organizations like NHB are concerned about providing an upfront commitment.  Also, since it would be a contingent loan, capital has to be committed for future cash requirements to ensure repayments and FIs are not positive about this.  Lastly, MFIs set up as NBFCs would not be allowed to collect deposits.  

Fundamentally, this would be a very effective product, so while it may not be applicable initially, it is worth exploring further, in order to find ways to make it work.  NHB is already interested in this product and they are ideally positioned to help develop it.

Flexible Product.  A product which provides flexibility in EMI payments could include payment once a quarter (or minimum payments per month, while ensuring that quarterly commitments are met).  This is especially useful for self employed individuals who experience fluctuations in income.  

Feedback from all the stakeholders was that while they conceptually liked the idea, it needs to be designed right, so it does not unintentionally increase defaults.  (e.g., if a person misses a full monthly payment, the chances of repaying two months EMI the next month may be low.)  Hence everyone the project team met was against a quarterly “bullet” payment.  They felt that a flexible payment could be accommodated, but (a) they would require some extra payment upfront that would serve as a buffer to tide over the low payments in some months and (b) a minimum monthly amount should be paid (which could be worked out for different types of customers).

Lease Product.  Here, a customer pays an upfront deposit (equal to the down payment) and a monthly rent (equal to the EMI) for period equivalent to the loan tenor.  

All of the stakeholders were optimistic about this product.  Even though from a practical perspective, it takes the same level of effort to evict a person who is defaulting on a rent payment (in the context of a registered lease) as one who is defaulting on a mortgage. They felt this model would reduce credit risk  as the customer would be more concerned about being evicted in case if there is lease rental instead of the case of house being owned on mortgage. 
However, FIs were not comfortable providing such a product as 1) it would have to go into their books and would impact their capital structure;
 and 2) the buyer would have to pay double stamp duty, and (c) the concerns for maintenance of the houses given out on lease.

Given the potential value of such a product (e.g., with a large enough deposit of 30-40% of the value of the house, this product could be used to “go direct” to the self employed customer and really open up this market) it may be worth getting players to use a “holding company” construct which would do development (hence reduce double stamp duties), manage the property during the lease period and collect rent.  It may be worth exploring the potential of the product and developing an effective business model.
Another option may be to have development authorities like CIDCO own the lease; a project on these lines has successfully been tried out by CIDCO and ICICI Bank in the suburbs of Mumbai.  Development authorities like CIDCO or Hyderabad Development Authority that own land banks could potentially facilitate this model (with directives from the government) 
EMI deduction via bank account.  The main concept here is that the customer has a bank account, and the EMI is paid through standing instruction from the customer, which would lower transaction costs.  A variant of this is where the borrower puts in some of the initial money (perhaps by paying a slightly smaller down payment) into an escrow account so that in case an EMI payment is missed, the FI can use the money in the escrow to settle one or two EMIs, at the same time focusing on to repayment problems being faced by the customer.  While this may not change the fundamental risk profile of customer, it would give some time to find a solution, and therefore reduce the number of NPAs.  Overall, this was felt to be a lower potential product than most of the products discussed in this section.

Reverse Mortgage Scheme.  The Reverse Mortgage Scheme was announced in the Union Budget 2007-08.  Operational Guidelines were issued by NHB in May 2007 based on extensive consultations with Banks, Housing Finance Companies, senior citizen welfare organizations.  In the Union Budget 2008-09, the Income Tax was amended to provide that:
(i)  Reverse mortgage would not amount to “transfer;” and

(ii) The stream of revenue received by the senior citizen would not be “income”

New Sub Sections (xvi) to Section 47 and 43) to Section 10 were inserted)
The Reverse Mortgage Loam Scheme has since been notified.

4.3 Specialized Mortgage Finance 

The origin of Housing Finance Companies (HFCs) is in the 1980s, when a few housing finance companies were set up either as private limited companies (e.g., Dewan Housing Finance Ltd), as joint ventures in partnership with the state government (e.g., Gujarat Rural Housing Finance Corporation), or as bank-sponsored housing finance companies (e.g., Can Fin Homes, SBI Home Finance, PNB Housing Finance).  Yet other HFCs were set up by state-owned insurance companies: Life Insurance Corporation sponsored LIC Housing Finance Ltd (LICHF) and General Insurance Corporation of India sponsored GIC housing Finance Ltd.  Until 1988 HFCs were regulated by the Reserve Bank of India, before NHB was created.  The 1980s saw a rapid growth of housing finance companies in the private sector as well.

There are currently 43 housing finance companies registered with NHB as of June 30, 2008 (Table T10), out of which 20 are permitted to accept deposits and therefore avail of cheaper funding.  Six HFCs are public, and a further three (HUDCO, Orissa Rural Housing and Rajiv Gandhi Rural Housing Corporation) are government-sponsored.  Three HFCs owned by financial institutions, which gives them potential access to the cheaper deposit-funding of banks (GIC Housing Finance Ltd, LIC Housing Finance Ltd, and IDBI Home Finance Ltd).  The funding advantage is also shared by another eight HFCs owned by commercial banks, including ICIC Home Finance Ltd, one of the largest HFCs.  The main funding sources for HFCs are commercial banks, bonds and debentures, refinance from NHB, term deposits (HFCs are not allowed to have checks and savings accounts), loan assignment, and mortgage-backed securitization. 

Table T10 
The Ten Largest HFCs, Key Statistics (Indian Rs in Million)

	
	Loans portfolio
	Shareholders’ Equity
	Profit After tax

	HDFC
	360.1
	38.8
	10.36

	LIC Housing Finance Corp Ltd
	122.4
	11.9
	1.44

	Dewan Housing Finance Ltd
	15.3
	1.9
	0.27

	Can Fin Homes ltd
	13.1
	1.5
	0.21

	Sundaram Housing Finance Ltd
	8.7
	0.9
	0.04

	GIC Housing Finance Ltd
	15.5
	1.2
	0.18

	GRUH Finance Ltd
	8.2
	0.7
	0.17


Source: NHB Report on Trend and Progress of Housing in India 2006.
The aggregate outstanding housing loans of HFCs stood at Indian Rs 861.5Bn in 2006, but fell to Indian Rs 418Bn in 2007-08, and Indian Rs 266Bn in 2008-09 (Table T11).  Loans of maturity longer than 7 years comprised 63% of the outstanding portfolio, whereas 23% of the loans have maturities of 1-5 years (2006 data).  Size-wise, disbursements of housing loans by HFCs as of March 31, 2006 showed that 41% of the loan portfolio was in loans of Indian Rs 1,000,000 and above, and 37% in the range of Indian Rs 0.3-1.0MM per loan.   
Table T11
Asset and Liability Structure of HFCs (Indian Rs Billions)
	Type
	2004
	2005
	Growth %
	2006
	Growth %

	Paid up capital
	29.4
	31.5
	7.05
	34.4
	9.18

	Free Reserve 
	62.6
	71.5
	14.3
	86.5
	20.88

	Net Owned Fund(NOF)
	85.7
	93.1
	8.6
	106.8
	14.77

	Public Deposits 
	135.4
	124.2
	(8.2)
	115.4
	(7.11)

	Housing loans
	591.1
	705.3
	19.32
	861.5
	22.14


Source: Report on trend and progress of housing in India 2006.
The ratio of Non-Performing Loans (NPLs) to total gross loans is 1.71% for HFCs (Table T12).  HDFC has been successful in maintaining a very healthy loan portfolio with NPLs below 1% of its portfolio, revealing a higher NPL ratio of the remaining HFCs.  
Table T12:  Nonperforming Loans for Housing Finance Companies
	
	Gross NPLs 

	
	2000-01
	2001-02
	2002-03
	2003-04
	2004-05
	2006-07

	 
	(180 dpd) (1)
	(180 dpd)
	(180 dpd)
	(180 dpd)
	(90 dpd)
	(90 dpd)

	HDFC
	0.85%
	0.95%
	0.99%
	0.95%
	1.14%
	0.92%

	LICHF
	3.44%
	3.90%
	4.11%
	3.59%
	4.43%
	2.58%

	Canara Bank
	3.52%
	3.62%
	3.21%
	2.70%
	2.87%
	1.56%

	DHFL
	1.50%
	1.40%
	1.01%
	1.18%
	1.74%
	1.33%

	Average GNPL
	1.66%
	1.80%
	1.84%
	1.66%
	2.00%
	1.71%


Notes: (1)  Until 2004, loans were considered to be nonperforming after being delinquent for more than 180 days.

NPLs = nonperforming loans; dpd = days delinquent.

4.3.1 HDFC India
HDFC started operations as housing bank in 1977 with public share holding of 90%. It was privatized in 1994.  In 2009, HDFC was transformed into a financial conglomerate with interest beyond mortgages, owned 75% by foreign investoRs Its asset size is more than Indian Rs 850Bn (Table T13).  HDFC is by far the largest HFC in India; its yearly housing finance portfolio is more than Indian Rs 200Bn, and it enjoys a widespread geographical presence, a very nominal share of non-performing loans, the right to accept deposits, and a position in the financial market permitting it to float its own bonds and mortgage-backed securities.

Table T13
Financial Highlights of HDFC

	Mortgage Loan Assets
	US $16.9 billion

	Cumulative Loan Disbursements
	US $38 billion

	Cumulative Housing Units Financed
	3.3 million

	Cost to Income Ratio
	8.8% (amongst lowest in financial services in Asia)

	Non-Performing Loans
	Under 1% (Total loan write offs since inception are only 4
basis points of cumulative disbursements)


Source: “The Housing Finance market in India” Paper presented by Conrad D’Souza Treasurer HDFC India at World Bank Workshop on Housing finance , May 27-29,Jakarta
4.4 National Housing Bank

The NHB primarily performs the functions of regulation, refinance, and promotion.  In terms of the National Housing Bank Act 1987, the National Housing Bank regulates the housing finance system of the country, carrying the power to determine policy and give directions to the housing finance institutions and their auditoRs One of the more important regulations of NHB is the Housing Finance Companies (NHB) Directions, 2001, to guide HFC asset-liability management.  These are periodically updated through the issue of circulars and notifications.  As part of the supervisory process, an entry level regulation is sought to be achieved through a system of registration of housing finance companies.  National Housing Bank supervises the sector through a system of on-site and off-site surveillance.

NHB supports the housing finance sector by extending funding to different primary lenders, re-financing eligible housing loans to individual beneficiaries, as well as for project loans to various implementing agencies (Figure F7).  All housing finance companies registered with NHB u/s 29A of the National Housing Bank Act, 1987 and scheduled commercial/co-operative banks are eligible for refinance support subject to the terms and conditions as laid down under the respective refinance schemes.  NHB also lends directly to projects undertaken by public housing agencies for housing construction and development of housing-related infrastructure.  The apex institution further guarantees the principal and interest on bonds issued by HFCs.  Finally, it can act as a special purpose vehicle for securitizing housing loan receivables.

NHB raises short-term and long-term funds from banks and other financial institutions like Life Insurance Corporation of India.  It issues commercial papers as well as mortgage-backed securities.  During 2007-08 NHB had raised Indian Rs 121Bn from the market and repaid Indian Rs 58Bn, with a net inflow of Indian Rs 63Bn during the year.  NHB had issued 14 MBS instruments, amounting to Indian Rs 8.6Bn, covered by 38,809 mortgages of 6 HFCs and one commercial bank, which are under a trial and testing phase, so as to see the regulatory, fiscal, and investor’s aspects.

Figure F7
NHB Refinance Disbursements
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NHB promotes housing finance institutions to improve and strengthen the credit delivery network for housing finance in the country.  For this purpose, NHB has issued the Model Memorandum and Articles of Association, as well as guidelines for participating in the equity of housing finance companies.  As a part of its promotional role NHB has also formulated a scheme for guaranteeing HFC bonds.  Considering the need for trained personnel for the sector, NHB has designed and conducted various training programs as well.  
4.5 Securitization
There have been over 500 issuances amounting to Indian Rs 900Bn as of mid-2009, with the first ABS in India carried out in 1992 by Citibank, and the first MBS in 2000 as an NHB Pilot Project (originators were HDFC/LIC HF).  While ABS has grown on the back of retail boom in India, the penetration of MBS remained low, as direct assignment is still preferred due to regulations and liquidity issues.  There is no secondary market for these securities as yet, and cross-border issuances are not currently allowed by the regulator.  
The housing finance market has scope for MBS development, as it is a capital deficient sector with a strongly growing primary market, having a considerable shift towards market-based resource mobilization.  Securitization will match the needs of borrowers and investors, promote secondary market intermediation, and create a long-term debt market.  It ill also bring a unique opportunity for the housing finance sector to reposition in a changing financial environment.  The NHB Act amendment in 2000 provides for securitization, as do the SCR Act, 1956 amendment, the IRDA & SEBI Guidelines for investment, and the guidelines on securitization of standard assets issued by RBI in February 2006.  The lack of mortgage guarantee / insurance will be a hindrance, and should be addressed.

The NHB’s RMBS issues were based on conforming mortgages with standardized pool selection criteria.  The requirements included a seasoning rule and consistent performance, high collection efficiencies, consistent payments to investors, SPV audit, and surveillance by rating agencies.  Figure F8 provides the mechanism of the securitization.  These 14 deals were predominantly direct assignment deals, ABS transactions with simple structures, single tranche, and credit enhancement primarily cash collateral.  The deals amounted to Indian RS.8.62Bn involve lending institutions.  Table T14 gives liquidity position achieved through securitization.
Figure F8
NHB’s RMBS Issues

[image: image15.emf]
Table T14
Liquidity through Securitization (Indian Rs billions)
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4.6 Large Scale Project Finance 

Developer finance for upper-end construction is easily obtained in India, through a rich variety of possible sources, including bank finance, self-finance, and the capital markets.  For lower-income housing, however, financing options are not as abundant.  NHB also provides refinance of construction for affordable housing.  The Scheme draws on the National Urban Housing & Habitat Policy 2007 (NUHHP-2007) which has laid stress on measures to respond to the housing needs in the urban areas and the growing pressure on housing and related infrastructure facilities.  The policy seeks to promote various types of public-private partnerships for realizing the goal of “Affordable Housing for All” with special emphasis on the urban poor.  The goal is sustainable development of habitats in the country with a view to ensuring equitable supply of land, shelter and services at affordable prices to all sections of society, ultimately shifting to a demand-driven approach through proactive financial sector interventions.  
To encourage and support the banking sector’s involvement in this endeavor and as part of its developmental role, NHB has focused on those population groups who may afford a moderately-priced dwelling unit by way of refinance support.  NHB will refinance lending for new construction, basic housing infrastructure, and upgrade for EWS / LIG housing, slum redevelopment, industrial worker housing, working women hostels and old age homes, housing projects financed under the Jawaharlal Nehru National Urban Renewal Mission, rental housing schemes for migrant labor, community bulk loans (with tenancy rights ensured by the municipal authorities), and any other similar Central Government/State Government scheme including housing affected by natural disaster.  SCBs, Regional Rural Banks, HFCs, and MFIs are eligible under this scheme.
 The end-borrowers envisaged under the scheme are public housing agencies, private developers, public-private partnerships, cooperative societies, and employee-housing organizations.  Eligible areas include urban and rural centers including metropolitan cities i.e., Mumbai, Delhi, Kolkata, Chennai, Bengaluru and Hyderabad.  Focus will be on Tier II and Tier III cities and slum redevelopment projects in metro areas.  Funding maturity is coterminous with the original loan, up to a maximum of 5 years  Interest is fixed or floating (both options are available), linked to market rates.  Conversion from fixed rate to floating rate and vice versa is permissible on payment of conversion fee.  Lower rates are available to public agencies/NGOs-community based organizations.

4.7 Informal Housing Finance 

Rental markets are very strongly developed in India, where a substantially large portion of the households live on rented housing, mostly in low-income groups. In this group more than 90% of the housing shortage exists.  Frequently, those are informally owned by squatting landlords, for decades.  Slum areas are characterized by poor living conditions, shared service facilities, and lack of (or minimal) access to safe water and sanitation.  Housing construction and upgrades are funded through savings or helps from family / friends.  The current scale of activities for most microfinance institutions in the urban areas is small but growing; there are some new MFIs that are focused on the urban poor (e.g., Swadhaar, Ujjivan) and are keen on quickly growing their presence in the urban market.  Other traditionally rural MFIs are also entering the urban market (e.g., Basix).  Overall, urban microfinance is expected to grow rapidly in the near to medium-term. 
In India, and in most of the countries in the region, the role of informal housing finance is quite critical. The low income segments and more so in rural housing where the titles are not acceptable to the financiers and the clients are not bankable due to various reasons. People arrange finance for housing construction from their own savings and meet any shortfall by borrowings from friends and relatives. There are some other informal means like private money lendeRs  
In the urban areas, MFIs currently provide small, short maturity loans (Rs 5,000 -25,000 loans for 6 months to 2 years) for livelihood generation and consumption; loans for housing are restricted to small amounts for incremental construction or home repair.  Their current customer base is composed of households with monthly income between Rs 3,000-10,000.  
4.8 Homeowners’ Insurance 
The mortgage industry generally deals with the following types of insurance coverage to protect their security interest;

· Property Insurance: All banks would like the property to be covered by the Property Insurance for any damage or loss.  This service is provided by insurance companies. Institutions like HDFC have their own insurance companies providing insurance cover.

· Life Insurance: Most mortgage finance institutions would like the Life Insurance Coverage for their clients, which is again available from different insurance companies operating in India

· Mortgage Insurance: India did not have mortgage insurance services until now. Recently a mortgage insurance company has been set up for the purpose
· Title Insurance: Till such time electronic registers are fully operational and Title Registry Services are available, this much needed initiative may not be available. However, some efforts are being made to initiate this project on a pilot scale.
4.9 Risk Management 

Risk management is sound for banks, but not for HFCs, as NHB does not match the strictness of RBI’s risk-management guidelines.  The successful implementation of Basel II is likely to lead to an even sharper focus on risk management at the institutional level.  SCBs in India have begun implementing Basel II from March 2008 onwards.  In view of the fast pace of deregulation, liberalization and the emergence of financial conglomerates, the supervisory process is being constantly fine-tuned to ensure that adequate cognizance is given to the complexities of organizational structures, business processes and risk positions of the banks.  The focus is on risk based supervisory framework and smooth migration to Basel II that will require appropriate capacity building in the Reserve Bank as well as in the banks.
As of the end of March 2009, all 81 SCBs operating in India maintained CRAR at or above 9% relative to the Basel I norm of 8% (Table T15).  For the Indian banking system, the ratio of capital to risk weighted assets works out to 13% currently.  Detailed guidelines relating to Pillar 2 were also issued.  In 2007/08 RBI reviewed the exposure norms and risk weights for a few classes of loans extended by banks.
Table T15
Distribution of Commercial Banks According to Risk-weighted Adequacy
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Source: RBI 2009.
Notes: 1/ Relates to 4-8% before 1999-2000; 2/Relates to 8-10% before 1999-2000; 3/ As per Basel 2 norms.

In spite of active migration to Basel 2, weaknesses in risk management remain.
  Several initiatives were taken by RBI during the year to further strengthen risk management systems in banks, such as modifications in the asset-liability management (ALM) guidelines, adoption of guidelines on managing risks in outsourced financial services, and strengthening of the guidelines for exposure norms for commercial bank credit to individuals/groups, industry and capital markets.  Banks were also advised to avoid equity funding of projects.  Comprehensive guidelines were issued to banks to do a proper risk assessment and accounting for the letters of credit issued by them.  Guidelines on stress testing for commercial banks, Know Your Customer and Anti-Money Laundering were also issued.
The NHB has a risk management system in place for its own use, consisting of committees for asset-liability, credit risk, and operational risk management.  The NHB Board has also appointed a Risk Management Advisory Committee with three external members who are experts in Banking and Finance, to review NHB’s risk management system.  NHB further endeavors to ensure that HFCs also have similar risk-management systems, through its regulatory and surveillance mechanism.

Housing finance is an entirely different asset class than consumer finance and requires a different set of prudential regulations.  It involves surveillance and monitoring of loans over a much longer period.  Maintaining a healthy loan portfolio in housing is rather a challenge from the aspect of credit risk.  It is primarily difficult due to the fact that these loans are of much longer tenor, between 15-25 years, with an average retention period of 12-14 years It is difficult to assess the income of the borrower in the first place, and to ensure continuity and reliability of income over the period of the loan.  
Interest rate risk is managed by offering mostly adjustable rate mortgages, which lowers affordability and could also adversely impact credit risk in the case of a drop in property prices.  Banks and deposit-collecting HFCs have better means to mitigate term mismatch risk.  The NHB refinancing function also serves in this regard.
4.10 Prudential Regulation and Oversight 
The Reserve Bank of India (RBI) is the banking sector regulator.  For the small non-bank financial institutions in specific sectors, the RBI has delegated oversight power (HFCs are regulated by NHB).  Banking legislation is extensive.  The Banking Regulation Act (1949) governs overall regulation of the banking sector.  Other key pieces of legislation include the Banking Companies (Acquisition and Transfer of Undertakings) Act (1980) and the Legal Services Authority Act (1987).

In the past decade, RBI carried out a phased introduction of prudential norms on capital adequacy, income recognition, asset classification and provisioning to bring Indian banks in line with international practices, and strengthened the corporate governance of banks.  A credit bureau was also established and significant changes were made to improve the execution of collateral.  The RBI was strengthened substantially, in both its monetary policy functions and its regulation of the banking system, and is widely regarded as a credible, reputable and expert institution.  Higher levels and standards of disclosure were achieved, to enhance market transparency.  Micro prudential measures were instituted, risk-based supervision was introduced, and the supervision process was streamlined with combination of on-site and off-site surveillance along with external auditing.  The ownership of public sector banks has been broadened through disinvestment up to 49%, and banks have been listed.  A mechanism for greater regulatory coordination was instituted for regulation and supervision of financial conglomerates.  Finally, measures were taken to strengthen creditors’ rights.

Specifically, a number of steps have been taken to improve banking viz. introduction of Core Banking Solutions (CBS), installation of ATMs, enhanced working hours, simplification of procedure and forms, IBA guidelines on Fair Practices Code, RBI guidelines on credit card operations, etc.  The Enforcement of Security Interest and Recovery of Debts Laws (Amendment) Act 2004 and the Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act 2002 (Annex A4) have been enacted to facilitate quick and effective recovery of non-performing assets.  The Credit Information Companies (Regulation) Act, 2005 has been enacted to facilitate setting up of credit information companies for collection, sharing and dissemination of credit information, which will help in arresting the fresh accretion of NPA and to significantly improve the quality of credit appraisals and decisions.  To further accelerate the process of reforms in the banking sector, the Government has amended the RBI Act, 1934.  Amendments have also been proposed in the Banking Regulation Act, 1949.

HFCs are subject to guidelines with regard to inter alia minimum capital, asset composition, and composition of Board of Directors and appointment of auditoRs  Those HFCs permitted to take deposits are limited to deposits of 1-7 years, cannot exceed 5 times net owned funds, require a credit rating and the maintenance of a statutory liquidity ratio, as well as need to abide by the KYC norms.  Prudential norms for HFCs include asset classification, provisioning requirements on non-performing loans and standard non-housing assets, concentration of credit, as well as capital adequacy ratio for 12% (with a granular approach with higher risk weight for higher LTV).
The regulatory structure of housing finance in India is explained below while housing finance system has been placed at Annex A1.  The fact remains that there are some inherent differences, especially in the liability structure of commercial banks and HFCs, which generates certain fundamental differences in their regulatory requirements.  The banks and HFCs differ in liability structure, tax treatment, capital adequacy, liquidity requirements, deposit insurance, and disclosure requirements.  Convergence on some of these differences is required in order to provide a level playing field for all participants in the housing finance market.  
To go into further detail on regulatory divergence and its pros and cons, consider the following.  The RBI requires the commercial banks to allocate resources for priority sectors, including housing finance, as well as devote to the sector a mandatory 3% of incremental deposits, while HFCs are not bound by lending limits.  This restriction does not seem to be binding currently, as banks are lending much over this limit.  
Banks capital adequacy requirements (9%) are lower than HFCs’ (12%), which is justified given the higher risk of HFC assets fully invested in a single sector.  The risk weights for individual loans was recently enhanced from 50% to 75%, and for commercial real estate it was raised from 100% to 150%, primarily to regulate over-enthusiasm of the market for housing finance.  The investments in mortgage-backed securities issued by SCBs carry a risk weighting of 75%, and those issued by HFCs have a 100% risk weight.  Both banks and HFCs are required to report NPLs of 90 days.  The banks are required to maintain provisioning at the rate of 1% of standard loans, which is not the requirement from HFCs.  Banks are mandated to hold a statutory liquidity reserve ratio of 25% of all their borrowings, while HFCs are required to maintain an SLR of 12% on their public deposits only.

While the above regulatory distinctions appear justifiable, the level-playing field is considerably skewed by funding cost differences.  Most banks fund their retail portfolio through savings and current deposits.  In contrast the HFCs are only allowed to raise term deposits with maturities of 1-7 years Another discrepancy which has been recently created is that bank deposits of 5 years or more are tax deductible from total income of the depositor up to Indian Rs 100,000.  The same benefit has not been granted to the depositors of HFCs.  On the other hand, NHB financing is available to HFCs, though at a higher cost than the bank deposit funding.  Large HFCs like HDFC can also issue their own long-term instruments, and tap the capital markets.  
Finally, taxation differences exist as well.  Banks are allowed to deduct the provisioning amounts as an expense, while this is not permissible in case of HFCs.  On the other hand, HFCs are permitted to transfer up to 40% of taxable profits from long-term housing loans to a special reserve, and claim this amount as a deduction in computing the tax liability.  This provision helps HFCs to bring down their effective interest rate.  As a result, certain banks have floated their own HFCs.  
4.11 Growth Potential of the Mortgage Industry

The demand for housing in India is very high and is expected to continue to increase.  The natural population growth of 1.7% adds about 20 million people annually to the housing demand.  The population of India will increase from its current level of 1.125Bn to 1.37Bn by 2023.  The proportion of population in the working age group (15-59 years) is 58%.  Urbanization has accelerated.  Household savings are strong at approximately 29% of disposable income, and incomes have increased due to economic growth.  The McKinsey Global Institute estimates that average real household disposable income in India will grow from Indian Rs 113,744 per annum in 2005 to Indian Rs 318,896 per annum by 2025, which represents a compound growth rate of 5.3%.  As a result the middle class is rapidly growing in India.  An estimated 54% of population with the average age of 24 years or below, with rising income and in good employment prospect will create a very strong housing demand, since the standard age for purchasing a home is between 29-39 years The attitudes to debt are changing, and a decreasing aversion to borrowing is observed, particularly for home ownership.  Tax incentives are available on mortgage interest and principal payments.  Interest rates have been falling in the past decade.  
The issue remains whether the rapid growth of the mortgage industry will result in sufficient availability of housing finance.  The housing finance disbursements grew from Indian Rs 232Bn in 2001-02 to Indian Rs 860Bn in 2005-06.  The growth of housing finance was 38% during 2000-2005, and according to SSKI India Research, mortgage finance is expected to grow at around 20% during 2005-2009.

4.12 Recent Housing Finance Policies
The global financial crisis has affected India to a larger extent than other countries in the region that have closed financial systems.  Nevertheless, the effects were not considerably damaging, and RBI / GoI have succeeded in weathering the storm.  To ensure uninterrupted and adequate credit to the productive sectors of economy, RBI and the Government have taken quick pro-active measures to provide rupee and foreign exchange liquidity by lowering of the key monetary rates, as well as credit to the production and trade sectors, and three fiscal stimulus packages
 (the actual / potential primary liquidity released was to the tune of US$85Bn). Although, during  the year 2008-09 credit by the banking sector expanded as a whole, yet the pace of credit flow decelerated rapidly from its peak in October 2008.  RBI also implemented a policy rate easing, as a result of which commercial banks have announced cuts in the lending rates.  
In the housing finance sector, there was no direct effect of the US subprime crisis, as most mortgage lenders in India offer plain vanilla, amortizing home loans, and there are no mortgages of the more risky variety such as interest-only loans, 2/28 ARMs, piggy-back loans, or subprime or Alt A categories.  In general, Indian borrowers are cautious and averse to high leverage, and speculative housing demand is very minimal to non-existent.  Loan to value ratios are low and prepayments are common.  Finally, the securitization market is at a nascent stage and there is very limited exposure to structured products.  RBI further took pre-emptive measures, including early caution on rising asset prices, increase in provisioning requirements, and higher risk weights.  Measures to boost housing finance were also taken, including an NHB refinance facility of Indian Rs 40Bn, a special liquidity facility provided to banks to enable them to meet liquidity requirements of housing finance companies, and a reduction of risk weights on commercial real estate and provisioning requirements for banks.  HFCs were temporarily allowed access to short-term foreign currency borrowings.
More recently, RBI has taken some further necessary actions to strengthen prudential norms for the banking sector, including, among others: (i) issuing prudential guidelines regarding capital adequacy pursuant to the Basel Committee on Banking Supervision’s “International Convergence of Capital Measurement and Capital Standards: A Revised Framework”; (ii) adopting prudential norms on off-balance sheet exposures for Scheduled Commercial Banks; and (iii) strengthening prudential norms for valuation, classification, and operation of commercial banks’ investment portfolios.  Updated guidelines were issued in July 2008 requiring all banks to migrate to the Revised Framework on March 31, 2009, with the requirement to maintain a minimum CRAR of 9%.  New guidelines on prudential norms for off-balance sheet items were issued in August 2008, which included directives on provisioning norms for derivative exposures and on computation of credit exposure on account of derivatives.  The norms for valuation, classification and investment portfolios were updated and issued in July 2008, and covered issues such as internal controls and accounting.  Stress testing has also been instituted as a regular measure in the banking system.
Keeping in view both international and domestic initiatives in the financial sector, RBI has proposed the following in the Annual Policy Statement for 2009-10:

· To constitute a Task Force to look into all the issues that have arisen with regard to the G-20 Working Groups and the report of the CFSA and suggested follow-up actions relevant for the Reserve Bank in the domestic context on an on-going basis, for every quarter;
· In consultation with all regulators and the Government to consider the setting up of a Working Group to implement the recommendations of the CFSA; 
· To set up a Financial Stability Unit in the Reserve Bank drawing upon inter-disciplinary expertise from supervisory, regulatory, statistics, economics and financial markets departments for carrying out periodic stress testing and for preparing financial stability reports.
5. Housing Microfinance and Low-Income Housing
Strong housing sector growth has been  largely in urban areas, and has served the middle to high-income segments.  The financing has primarily focused on the formal sector with incomes above Rs 10,000 to Rs 12,000.  In the recent past this has started expanding to the informal sector, but financing is not reaching lower income segments in urban areas.
 At the lower end of the market, there has been strong growth in micro-finance, almost all of which has been focused on rural India.  Furthermore, the product focus is on livelihoods and consumption.  The loans that are given for housing are short maturities, relatively high interest rate loans, for repairs or incremental construction.  One of the key issues with the current housing finance market in India is that it is not reaching over 80% of the urban population.  Estimates of the housing shortage range from 20 to 70 million.  The current housing situation is quite poor for most of these households - small single rooms with shared toilets, multiple families sharing dwelling units, poor ventilation and lighting, constantly increasing rents, etc.  With the current shortage of housing and continued migration into urban centers this is likely to get worse.  Currently local and national governments do not have the resources to provide housing for all these households.  As much as half of this excess demand can be profitably serviced by the housing and housing finance market.

5.1 The Low-Cost Housing Market
Initial data on urban housing prices suggested that even at prevailing real estate prices, a significant portion of lower income segments may be able to afford housing.  Currently, the private sector is building small one-bedroom units in the major town outer suburbs that are around 500 square feet in size and sell for Indian Rs 400,000 to 500,000 including land.  These units are well connected by public transport (within an hour of city centre), and with markets, schools and health care facilities near by.  So if 200 to 350 square foot units costing around Indian Rs 200,000 to Rs 320,000 are constructed, a number of low-income customers could avail these, if they had access to finance.  For example, using 3.5 times annual income as the affordability criteria for this income group, a household earning Indian Rs 5,000 per month could potentially afford, with financing, a 200 sq.  ft unit at current property rates (of Indian Rs 800-1,000/sq.  ft).  
The numbers are considerable - there are 23-28 million households in urban India with monthly incomes of Indian Rs 5,000 to 11,000 (Figure F9).  The financial and social impact for these households could be transformative – from enhancing economic prosperity by converting rent into ownership of an asset, to providing a safety net, to improving living conditions and the quality of life.  
However, there are still a large number of poorer urban lower income groups who would not be able to afford such housing.  If housing is to be promoted in this segment, market-based solutions and policy interventions may make the housing more affordable, leaving a smaller gap for the public sector to help bridge.  This is especially important in the broader context of limited public resources, as it (1) allows serving a significant part of the lower income segments without any explicit cost to government and (2) leverages the available resources by reducing the affordability gap per household for the remaining poorer lower income groups.

There is also the potential to have a significant impact on overall urban development in two ways: (1) Currently slums are a major issue in India and if market based low-income housing is successful, than it may provide another option for housing (people from slums moving into such housing, or moving into such housing instead of into slums to start with) and in the long term lead may lead to “slum prevention”.  (2) Many current slum rehab schemes and government supported low-income housing projects have poor outcomes (quality of construction, living spaces, common spaces, maintenance, etc.) and if the private sector-led low-income houses results in better living conditions, it could provide a benchmark for slum rehabilitation.

5.2 Effective Demand in the Income Group of Indian Rs 5,000 to 11,000.

Most households in the target income group are nuclear families with single wage earners, who pay 20 – 30% of their monthly income as rent.  Those with a monthly income of Rs 6,000-8,000 save 10 – 20% of income every month, this reduces to 0-15% in the Rs 3,000-6,000 income segment, and in the lowest income segment, many report no monthly savings.  Most households live in small, 1-room units that are badly designed and maintained, with poor living conditions, and some with shared service facilities.  Size varies by income – e.g., households earning Rs 3,000-4,000 live in houses which are 100-150 sq.ft. in size whereas those earning Rs 6,000-8,000 per month live in 150-250 sq.ft. rooms.  Across customers, dissatisfaction with their current housing is very high, due to various issues with landlords.
There is very strong inclination to move from current rental accommodation to a self owned property.  This inclination is driven by both financial benefits of owning a house (conversion of rent to ownership of an asset) and “social” benefits (e.g., better housing, better environment for their children, less harassment by landlords, etc).  Respondents also believe that banks are unwilling to provide loans – and this includes some salaried respondents earning Rs 6,000-8,000 per month.  These customers are very interested in purchasing the type of housing described above (200 to 350 square foot apartments in vibrant neighborhoods within one hour travel time from city centre) and with financing, they can afford such housing at current mortgage rates.
 
5.3 Affordability
An Indian household earning Rs 6,000 per month can often pay a down payment of around Rs 50,000 and an EMI which is about 35-40% of income; these customers are willing to borrow for 15 years At current interest rates of 12% p.a., this should allow them to buy a unit priced in the range of Rs 225,000 to 250,000.  Assuming real estate rates of Rs 900-1,000 per sq.  ft., these customers can buy a unit in the range of 225 to 250 sq.ft. (similar to what was described above in the concept).  Other key aspects related to their affordability include: 

· Prospective buyers need loans for 70-80% of the value of the property

· Down payments vary by income (e.g., those earning Rs 7,000-8,000 can pay an average of around Rs 70,000 whereas those earning Rs 5,000 to 6,000 said they can pay around Rs 50,000).  These down payments are in excess of the customers’ total savings – in fact by quite large amounts for the customers earning Rs 5,000 to 6,000.  Most of them plan to make up the balance by borrowing from family and friends at 0% interest

· Customers in this segment are willing to pay an EMI higher than their current rent, (i.e., they can pay an average of around 35-40% of their income as EMI as against their current rent at 20-30% of their income) because they recognize the value of building a long-term asset
 

· Given a variable income stream, self employed customers would like a flexible EMI payment schedule (allowance to pay higher / lower amounts per month while meeting a quarterly requirement) 

· Except for some salaried respondents earning Rs 6,000-8,000, most respondents are reluctant to take on 20 year loans and would prefer a 10 year timeframe; however, they are willing to take a 15 year loan if it enables them to purchase a house

· Most respondents will find it difficult to pay large monthly installments while the flat is being constructed, as they would simultaneously be paying rent – hence, EMIs must start after they get possession.

This is different from current practices in majority of instances, where customers finance construction by paying money to the builder at regular intervals (usually over a 15-24 month period) leading to up to 80% of the value of the property being paid for before possession; the bank finances these payments but charges interest to the customer, which works out to a high amount (e.g., Rs 2,200 in months 13-15 for a Rs 240,000 loan).  Customers also bear the risk of project delays.  (Please refer to Annex A1 for an illustration of how construction activities are currently financed and how payments are made by customers during the construction phase).  
The suggested process would be for developers to directly get construction finance from financial institutions during the construction phase instead of having customers finance it.  The customers would pay for the cost of financing (for the proposed construction timeline) as part of the unit’s purchase price, but it would reduce the risk of project delays (as developers are less likely to delay a project as it would cost them extra financing which they would not be able to pass on to the customer) and allow the EMI payment to only be made after possession.  To secure commitment from the customers, developers could charge customers a higher booking amount upfront.  

In comparison, affordability is a barrier for most households earning less than Rs 5,000 per month.

For example, a household earning Rs 3,500 may only be able to afford a unit priced around Rs 120,000 (based on Rs 30,000 payment, EMI payment of Rs 1,080, and a 15 year loan) which at current real estate prices of Rs 800-1,000/sq.ft. would mean a unit size of only 120-150 sq.ft., which may be too small for a family to live in.
As discussed in detail in the following section (“Solutions for Target Segments”) if home ownership is to be promoted in this segment, customers would need a combination of market based solutions (e.g., lower cost construction techniques), policy initiatives (e.g., exemptions to customers on stamp duty payments) and support from Government in order to bridge the affordability gap and make it feasible to own a unit.
Two solutions could potentially be used to facilitate loans from financial institutions.  The first one was a lease-to-ownership product where the buyer would give a deposit equal to the down payment and rent equal to the EMI.  The ownership of the flat would be in the bank’s / developer’s name until the entire loan amount was repaid.  All respondents expressed an interest in the lease-to-ownership product if offered by a bank — some specifically expressed a preference for dealing with a reputed, nationalized bank.  However, they would not be interested in the product offered by a developer without credibility.

The second solution was a savings linked to loan product.  In this case, respondents would prove their credit worthiness by depositing a fixed amount into a bank every month for two years (e.g., Rs 500 per month for a customer earning Rs 5,000 p.m.).  At the end of the period, they would be eligible for a loan that was a multiple of the money deposited plus the additional down payment made by the customer.  All respondents liked the savings product as described to them – since they (especially the self employed and salaried persons from unorganized sector) believe that they are unlikely to receive loans under their current circumstances.  The only two concerns raised were (a) the monthly amount should be low since they would also be paying rent during the savings period, and (b) the price of the property should be fixed at the start of the savings period, or else, the value of the property might escalate during the savings period, making it difficult for them to afford a unit even if they get a loan.  
5.4 Interest from Financial Institutions, Developers, and Other Stakeholders
The target segment is largely un-served in terms of housing loans.  Only select medium-sized HFCs and banks have a small presence among salaried customers with household income between Rs 5,000-8,000 per month.  NBFCs, that have a presence among customers earning Rs 5,000-8,000 p.m.  through short-term personal loans, are starting to look at this segment for housing loans. Currently the number of customers getting housing loans is very low (Figure F10).  Concerns about credit risk and high transaction costs (including marketing, processing, collection and recovery costs) are the key barriers to serving the target segment.  Financial institutions have a strong interest in serving salaried customers from organized sector
 if payroll deduction are ensured by employers However, there is limited interest in serving the informal sector (self employed and salaried unorganized
) due to concerns related to credit risk and high transaction costs, etc.  Even the financial institutions who are open to serving the informal sector will likely need help in developing products/business models that reduce transaction costs and credit risks; and (at least initially) they may also need some risk sharing support.  There is very low interest across financial institutions in serving customers with household income less than Rs 5,000.

Figure F10 

Current Market Served by Financial Institutions for Housing Loans
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Source: Monitor 2009.

Among developers, large developers with a pan-India / large regional presence are not interested in serving the low-income housing market as a commercial proposition.  However, some medium and small developers see low-income housing as a good commercial opportunity.  Interested small and medium developers believe that it is feasible to construct housing within Rs 900-1,000/sq. ft. and make reasonable margins (20-25% gross margins); some are concerned about the feasibility in metros and metropolitan cities.  Most of these developers reported that construction costs are in the range of Rs 400-600/sq.  ft., and all of them believe that with low-cost construction material and technologies, it should be possible to reduce construction cost by 10-20% (Figure F11).  To serve the market, they need comfort that such customers will receive housing loans and they need some help (at least initially) in demand aggregation, as well as reasonable cooperation from the public sector on basic infrastructure.  A number of them also said that construction financing would be helpful in stimulating the market.  Financial institutions are open to providing construction finance to small and medium developers provided they meet required credit norms.  There is a higher level of interest among large private banks / housing finance companies compared to government banks.  Standard norms include a combination of past track record of executing projects and of loan repayments (if any), financial position, assessment of project saleability, and market reputation.  FIs also mentioned that if the builder had a set of confirmed buyers who had financing, it would increase their interest in providing construction finance
Figure F11
Estimated Construction Costs for Low-Income Housing
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Source: Monitor 2009.

Employers are very supportive of the concept and there is strong interest in facilitating housing for their low-income employees.  Employers believe housing is a strong need among their employee base and view facilitation of housing as an additional employee benefit that would help address attrition and improve motivation.  While employers will not guarantee payments, they are willing to offer access to their employees, support with documentation and provide payroll deduction for EMI payments for their permanent employees.
 
All of them are keen to play a role in facilitating a housing market for low-income households because (a) they see this as “the most important need” for their customers, and (b) it allows them to get more value from their existing capabilities, relationships and knowledge of target customers MFIs are interested in an agency role with financial institutions, in which they would provide support for demand aggregation; credit evaluation (e.g., by sharing the history of their customer base, information on surrogates for income assessment, expense profile); and servicing (e.g., collecting EMIs).  The cost structures of MFIs are much lower than FIs and it appears that it may be economically viable for a FI to service informal sector customers using MFIs (e.g., collection costs may be in the range of Rs 50 and data collection for credit assessments may be in the Rs 1,000-1,500 range).  MFIs cannot provide funding or risk sharing as they do not have the capital base or funding structure to do so.  MFIs may also be able to help reduce risk by providing emergency loans and providing consumer education.

While households earning between Indian Rs 2,500 to Indian Rs 5,000 per month are interested in owning a house – affordability is a barrier at current land prices, construction rates and lending rates.  If home ownership in this segment is to be promoted, a combination of reducing construction cost, policy initiatives and support by the government may help bridge the affordability gap.  There is very low interest among private developers and financial institutions in serving customers earning less than Indian Rs 5000 per month – and they are likely to need strong incentives to serve this segment.  
Households earning between Indian Rs 8,000-11,000 are also under-served – it is difficult to find affordable houses and a number of them (especially the informal sector) don’t receive housing loans.
5.5 Market Solutions
Several solutions have been piloted and found effective, sustainable, profitable, and feasible in market conditions. For low-income salaried customers earning over Rs 5,000 per month, employer-driven models that target leading employers will be useful in starting the market.  Financial institutions are comfortable in lending to these customers Developers are also interested as they see this as a way of getting large volumes of “pre-financed” customers The developers would also like construction finance and FIs are open to this as the presence of “pre-financed” customers provides take-out financing which significantly reduces risk.  Since most of these small developers do not get customers to finance their construction, the construction finance would again significantly improve returns.
Scaling up this market may be possible by demonstrating the commercial viability via pilot projects, spreading the word across a broader cross-section of employers and developers and through the government introducing policy initiatives that could increase supply of “affordable land” and encourage developers to serve this market.  Introduction of low-cost construction technologies and potential policy changes such as reduction of stamp duty for small housing units could enhance affordability and further facilitate serving this market.  
This approach can potentially serve a large number of the 5-6 million households in the target group (household income of Rs 5,000-8,000 per month); and the 4-5 million households in the Rs 8,000-11,000 group, which are also under-served.

For low-income self employed and salaried (unorganized) customers earning over Rs 5,000 per month, financial institutions are concerned about credit risks and high transaction costs involved in serving this segment and addressing these concerns as the key task.  Certain business models (e.g., FIs using intermediaries like MFIs, NBFCs targeting their clients) and products (like a savings product, a group liability product, a lease-to-purchase product, etc.) may be able to address some of these concerns, but require further testing.  However, to provide momentum to the market and to scale this up, the financial institutions are likely to need risk sharing support (e.g., a credit guarantee scheme and, at some later stage, mortgage insurance coverage).  The government may have to provide financial support to ensure that, the credit guarantee is affordable (especially in the initial stages when pricing is likely to be high due to a lack of data on the actual credit risk).  FIs may also require additional stimulus to serve this market – these could, for example, include extra priority sector benefits for serving this segment, providing tax credits to lenders serving this market, etc.  Other initiatives mentioned in the solution for salaried households earning greater than Rs 5,000 (e.g., introduction of low-cost technologies, policy changes to enhance affordability) would also help provide better housing for this segment. Plan for market development has been worked out as shown in the Figure F12.
For households earning between Rs 2,500-5,000 per month, pure market based solutions will not work.  If home ownership is to be promoted in this segment, it would need a comprehensive housing program that makes housing more affordable and prompts financial institutions and developers to finance and construct such housing.  To make housing affordable at current rates, the program may require a combination of market based solutions to lower the cost of the units (e.g., low-cost construction technologies, smaller housing units); policy initiatives to make the houses more affordable (e.g., reduction in stamp duties, etc.) and some support from the government (e.g., upfront cash contributions to buy down EMIs and partially finance upfront costs for FIs).  Suppliers may need additional policy measures (e.g., provide developers access to non-prime land with stipulated percentage for housing for this segment, tax incentives on constructing and financing such housing, etc.) to stimulate them to serve this segment.  
Figure F12
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The process to develop the low-income housing market could be an integrated and phased one.  The first phase (near term) could involve stimulating the market using the “easiest segment” (the employer facilitated model for salaried customers), working in parallel on developing products and models to serve the informal sector, and policy changes to facilitate market development.  Then when housing for the salaried segment gains momentum (and establishes the supply from the “real” sector), increase activity in the informal sector may be increased to make FIs comfortable, which can ultimately lead to scaling up of housing activities for this part of the market in the medium term.
In parallel, if home ownership is to be promoted for customers earning between Rs 2,500 and 5,000 per month, the Government could develop a comprehensive package for them, while leveraging the private sector serviced market for customers earning between Rs 5,000 and 11,000 to implement the package (e.g., use the same developers to build this housing, etc).

There are three interlinked attributes of the above strategy that are noteworthy.  The underlying “cluster approach” being suggested here is a fundamental business “innovation” that makes low-income housing attractive to the private sector.  It addresses risks for all the key players and provides a business opportunity that makes the market fundamentally more attractive.  For example, in the employer-led model, the fact that you have a large pool of customers with low risk (i.e., employees of a good company) and low transaction cost (e.g., homogeneous customer base, documentation support from employer, payroll deduction) make it attractive to the FI.  The fact that you have a large pool of customers with financing reduces the market risk for the developer – and makes it attractive to him.  The fact that the customers are pre-financed also makes it possible for the FI to provide construction financing as the take-out risk is addressed.  This makes it even more attractive to the developer – because it reduces his capital and may allow him to speed up construction – both of which improve his return.  The core elements are the same in the approach for the informal sector – the MFI (analogous to the employer) acts as a demand aggregator, reduces costs and helps address risks for the FI.  Given that the risk is perceived to be higher, a credit guarantee could be introduced to manage the risk for the FI.  The other elements are the same – pre-financed pool of customers and construction finance for the developer.
Second, clear recognition that market based solutions have limits and hence one may need to have “smart” support to extend them.  For the salaried customers earning more than Rs 5,000 per month, the economics of market based solutions work, but government support on policy initiatives to increase the supply of “affordable land” or standardize low-cost construction can really help scale up the market.  For the informal sector, while the base economics work, active participation by FIs would require risk sharing, and the Government could potentially stimulate this through an “affordable” credit guarantee.  And for households earning less than Rs 5,000 per month, while market based solutions can make housing more affordable, if home ownership is to be promoted, (a) there is still an affordability gap that the Government may have to help close, and (b) as FIs are reluctant to serve this market, government may have to provide incentives to get FIs interested.
Third, while there are numerous ways in which the Government could facilitate housing to lower income households, many of these do not have a financial cost.  For example, for the 9 to 11 million households of salaried customers earning more than Rs 5,000 per month, some of the potential Government interventions, such as increasing the supply of affordable land, may only require policy changes and no financial support.  For the informal sector, many of the potential interventions have no cost, however, some, like the “affordable” credit guarantee, would have some cost.  The only area where significant support may be required from Government is if home ownership is promoted for households earning less than Rs 5,000; even for these, the support required would be much less than without market based solutions and the suggested policy changes. To assess the means of making housing more affordable to this target market, a matrix of key affordability levers have been designed by the Monitor group, which is given at Annex A2.
5.6 Pilots Projects in Low-Income Housing
The Monitor India, in association with National Housing Bank, and with technical assistance of the World Bank has initiated pilot projects purely as commercial initiative with the developers from the private sector.  The opportunity to serve low-income customers on a commercially viable basis has went along well with a cross section of stakeholders who are interested in engaging on specific pilot projects spanning across Mumbai, Pune, Ahmedabad and Hyderabad.  A number of further similar initiatives are on the way of preparation.  Box B2 presents a brief review of the ongoing pilot projects.
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5.7 Housing Finance for Women

Another unique player in providing housing microfinance in India, with a business focus on self-employed women workforce is the SEWA Bank.
  The Self-Employed Women’s Association (SEWA) was established in 1972 in Ahmedabad City as a trade union with the goal of organizing low-income women working in the informal sector.  SEWA targeted what amounted to 96% of employed women in India who worked in the informal sector with no rights, security, or protection.  SEWA borrowers are either self-employed or work as casual laborers (SEWA categorizes informal sector workers into three categories: 1) vendors/ hawkers, 2) home-based workers, and 3) manual laborers and service providers); they maintain little or no savings and hold no assets.  The main goal of SEWA, as articulated by its founder Ela Bhatt is to empower ‘invisible’ female informal sector workers and help them become self reliant, with employment security, income security, food security and access to social services such as health care. Through SEWA, female members accessed many services including capital from savings and credit groups, health and child care, which have evolved to become autonomous cooperatives operationally and financially.  By the end of 1999, SEWA had a total membership of 220,000.  Access to capital, one of SEWA membership’s most important needs, led to the establishment of the association’s largest cooperative entity.  In 1974, the Shri Mahila SEWA Sahakari Bank, known as SEWA Bank, came into existence by way of small deposits (Rs 10 or US $0.23) from 4,000 self-employed women, totaling most of the Bank’s initial working capital of Rs 60,000.
5.8 Government Housing Policies and Programs

Since independence the successive Indian Governments have highlighted the priority for housing in Government planning through different Five Year Plans.  The total investment proposed in housing has increased from Indian Rs 11.5Bn under the First Plan to Indian Rs 7263Bn under the Tenth Plan.  However, the absolute investment in housing as a percentage of the total plan investment has declined due to the shift in the government’s emphasis from provider to facilitator.

Table T16
Evolution of Housing Policies in India, 1951-2012

	Period
	Main features
	Investment Targets

	First Plan  1951-56


	· Housing was introduced into policy framework at the national level 

· To enhance affordability Government support through subsidies and loans were considered necessary.

· Separate Ministry of Works and housing was created.

· National Building Organization was created.


	Public:

Indian Rs 2.50Bn;

Private:

Indian Rs 9.00Bn;

Total:

Indian Rs 11.50Bn.

	Second Plan 1956-61


	· Strengthened the initiatives of the First Plan.

· Policy shift, housing from center to state governments (housing as state subject) 

· Center government decided to provide assistance to the state governments for developing low-income housing, instead of direct intervention.

· For this State housing Boards came into existence.


	Public:

Indian Rs 3.00Bn;

Private:

Indian Rs 10.00Bn;

Total:

Indian Rs 13.00Bn.

	Third Plan 1961-66, Annual Plan 1966-69
	· Emphasis on planned development and land acquisition in urban areas.

· more emphasis on low-income housing

· Resources of the State Development Boards were enhanced to enable them to address issue of housing shortfall in their respective areas
	Public:

Indian Rs 4.25Bn;

Private:

Indian Rs 11.25Bn;

Total:

Indian Rs 15.50Bn.

	Fourth Plan 1969-74 


	· Decision to encourage private and cooperative housing schemes by providing financial assistance.

· In 1970 decided to set up Housing and Urban Development Corporation (HUDCO) to provide housing finance to low-income segment at below market interest rates and for longer tenors.

· HUDCO was to finance urban development activities and help decongest cities.

· HUDCO was to finance State Housing Boards by funding their Bonds and provide other financial assistance.


	Public:

Indian Rs 6.25Bn;

Private:

Indian Rs 21.75Bn;

Total:

Indian Rs 28.00Bn.

	Fifth Plan 1974-79


	· Urban Land Ceiling and Regulation Act (ULCRA) introduced.  ULCRA sought to prevent concentration of landholding in urban areas and make more and available for equitable disbursal.  However, ULCRA was not much successful in achieving its targets.

· Housing Finance Development Corporation (HDFC), as a completely private initiative was set up in 1977 as the first housing finance company.  HDFC sought to provide financial assistance to individual, groups, co-operative societies, and to corporate sector for staff housing.  

	Public:

Indian Rs 7.69Bn;

Private:

Indian Rs 36.40Bn;

Total:

Indian Rs 44.36Bn.

	Sixth Plan 1980-85


	· Aimed to increase housing in small and medium towns

· To improve conditions of the slums and living conditions in such habitat, while emphasizing the need to increase support to private groups.

· More housing companies from the private sector entered the market.


	Public:

Indian Rs 14.9Bn;

Private:

Indian Rs 180.0Bn;

Total:

Indian Rs 194.9Bn.

	Seventh Plan 1985-90


	· Radical reorientation of all policies relating to housing.

· The Plan argued that major responsibility of the house construction would have to be left to the private sector.
· Government to promote and facilitate housing sector and move away from its earlier role of “Provider’.

· India subscribed to The UN Global Shelter Strategy, passed by UN general Assembly in 1988.

· Based on this India drafted its first National Housing Policy.  
· The National Housing Bank (NHB) was set up in 1988 to promote and regulate housing finance companies and to mobilize additional financial resources for housing.

· A Building Material and Technology Promotion Council was also set up.

· During this period several housing finance companies were promoted.


	Public:

Indian Rs 24.6Bn;

Private:

Indian Rs 290.0Bn;

Total:

Indian Rs 314.6Bn.

	Eighth Plan 1992-97


	· Acknowledged that low-income housing needs state intervention.

· National Housing Policy was adopted by the Parliament in 1994.

· Recognizing that urbanization was inevitable; it concentrated resources on upgrading urban centers.

· Recommended need for reforms on financial and legal aspects to promote mortgage market.

· Laid special emphasis on government incentives to enhance flow of credit to housing finance sector.  

	Public:

Indian Rs 315.0Bn;

Private:

Indian Rs 660.0Bn;

Total:

Indian Rs 975.0Bn.

	Ninth Plan 1997-02


	· Further reforms to enable the government to play its role as a facilitator in promoting the mortgage market.

· Market friendly reforms for improving, both taxes and infrastructure, to help increase investments in housing.

· in 1999 central government repealed ULCRA.

· Revision in National Housing Policy in 1998

· during the period commercial bank entered housing finance market.


	Public:

Indian RS.520.0Bn;

Private:

Indian Rs 990.0Bn;

Total:

Indian Rs 1510.0Bn.

	Tenth Plan 2003-07


	· Maintained the spirit of Ninth Plan.

· Commercial banks aggressive entry into housing finance market.


	Public:

Indian Rs 4150Bn;

Private:

Indian Rs 3113Bn;

Total:

Indian Rs 7263Bn.

	Eleventh plan 2007-12
	· Increase in capital assistance under IAY

· Launching of market based composite housing loan schemes for just above poverty line rural borrowers i.e., EWS and LIG segments

· Setting up of National Rural Shelter Fund

· Introduction of Title Indemnity Scheme and interest subsidy scheme for urban poor 5% p.a.  for a maximum loan amount US$ 2,000.
· Affordable housing continued to be the major consideration behind the various policy measures taken during 2005-06 by the Government, Reserve Bank of India (RBI) and the National Housing Bank (NHB)
	Total:

Indian Rs 5100Bn


   Source: NHB Trends & progress report, 2003.       

6. Regulation
6.1 Land Ownership, Registration and Titling
6.1.1 Establishing Right of Land Ownership and Titling and Title Registration
The land administration system is obsolete and has not been substantially modified in the last century. The land revenue departments and the survey and settlement department are the key offices responsible for land administration in India. Several inefficiencies characterize the system. First, any land transacted after 1882 entered in the land registry system, recorded in the revenue and the stamps and registration department. This duplication of institutions increases transaction costs for land owners without providing commensurate benefits, and introduces a major source of tenure insecurity due to potential inconsistency of records.  Second, the responsibility for maintaining an accurate spatial record of land ownership of rural areas at the urban fringe has been transferred from the survey department to municipal corporations who maintain the records for tax purposes only, rendering them in some cases unsuitable as a basis for ownership record, resulting in outdated maps and high levels of land-related conflict (28% of parcels according to one study) in peri-urban areas. Third, land administration is not extended to unrecorded waste lands currently brought under agricultural cultivation. This will require clarification of the interface with the forest department and a broadening of tenure choices that can be accommodated within the land administration system to include, for example, forms of communal ownership.

The basic structure of land administration in any Indian state comprises of four main institutions (Figure F13). The land revenue department maintains the textual database for land records as well as tax registers where they exist and continues to collect land revenue but took on a host of administrative functions. The survey and settlement department is responsible for maintaining spatial data, mapping and demarcating boundaries, and executing surveys for sub-division on demand. The department of stamps and registration is responsible for registering deeds and for collecting stamp duty due on these transactions. Finally, these land records cover agricultural areas only, local plans, or city surveys in areas that have not been covered by original surveys. Although details and names vary across states, a discussion of the general principles can help identify some of the key problem areas that need to be confronted.

Figure F13: Agencies Involved in Land Administration in India
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Source: India Land Policies for Growth and Poverty Reduction, World Bank (2007).

The key institution for managing land records is the department of revenue which traditionally has constituted the main interface between the state and the local population in rural areas. Its importance is illustrated by the fact that at the district and lower levels, revenue officials also assume judicial functions. The revenue department continues to maintain an enormous field presence that dates back to British times. Functions at the district level are overseen by a collector. Below the districts are blocks (taluks, mandals), often subdivided into revenue circles which in turn are composed of a number of revenue villages. Within each revenue village, an official (called patwari, talathi, village accountants, lekhap / kanungo, etc.) is responsible for maintenance of textual land records through annual reconciliations (jamabandi), the recording in the RoR of any transfers of ownership that may have taken place, and issuance of certified copies of the RoR for use by cultivators as a proof of ownership. Several original documents are kept at the village level with copies at the block (taluk) or district level. The Record of Rights (RoR) is equivalent to a title to the land. It records the nature and extent of the respective rights and interests of all persons, including their credits and liabilities and in some states encumbrances such as mortgages existing on the land. The RoR constitutes prima facie proof of ownership and all entries in the RoR are presumed to be true until proven to the contrary. It is thus an important document to prove land ownership that is used routinely by farmers to obtain loans from banks or to take out crop insurance. An authorized copy of the RoR can be obtained from the village accountant or, where these records have been computerized, from the local kiosk. The adangal/pahani contains crop details that were originally collected on a seasonal basis to compute land taxes. In modem times, the information contained in this record is expected to be transferred to the agricultural department to make supply projections and plan marketing campaigns. The frequency and accuracy with which this information is collected at the local level differs widely across states and the channels through which it is transmitted to higher levels, as well as the use made of it, are not entirely clear. The khata is a tax record showing land revenue, cess, water rates, and other government dues to be paid by a cultivator and the amount paid in a given year. The khata register is prepared once a year during the annual reconciliation of accounts by the village official. A brief detail of process of computerization of Indian land ownership records is given in Box B3.
6.1.2 Revenue Department
The revenue department was starved off of funds for improvement of service until the late 1980s. With a gradual decline in the importance of land revenue as a source of government income, the revenue department has increasingly been settled with other mandates that are unrelated to its original focus on land administration. This made it difficult for officials to keep up the quality of service provision and was often associated with a significant deterioration in the ability of the revenue department to focus on the maintenance of land records that had once been its core function. Until the launch of centrally sponsored schemes to modernize land records in the late 1980s, states got neither funding nor technical advice on land matters.
	Box B3.  Computerization of Land Records

Computerization of land records, which is now fully or partly operational in KA, OJ, RI, MP, MA, and TN, has yielded four key benefits.  First, it has simplified the system and significantly reduced petty corruption that was traditionally involved in getting access to land records.  While the amounts involved in individual cases may have been small, aggregate losses associated with petty corruption can be very large -a survey from Karnataka estimates that computerization in this state saved Rs 80 cr. of bribes and 6.6 cr. in waiting time per year.  This is in addition to the largely non-quantifiable impact of computerization on villagers' attitude to the bureaucracy that may be very important in environments where governance is an issue.  Second, computerization improved the quality with which government services are delivered and is generating large surpluses from user fees in the states where it has been rolled out and manual records been abolished.  Third, computerization helped to improve credit access.  Finally, a number of states demonstrated that computerized records can be used as a springboard to integrate revenue records with the registry and even spatial data by automating the back-end of the process, efforts to have surveys done before mutation, providing registry officials with access to the land records database before registering a document, etc.  All of this points towards considerable unexploited potential for future improvements that should be utilized. 

Although improving land administration along the lines discussed above can have a significant impact on the welfare of those who own land, it will at best provide indirect benefits to the large number of households who are landless and who, without tangible assets, may well be caught in a poverty trap from which it is difficult to escape.  In India's situation, policies to strengthen land administration will have be complemented by considering opportunities for the poor to access land as a means of improving their asset status and livelihood.

Policies of land reform, through abolition of intermediary interests, tenancy legislation, and land ownership ceilings have formed the core of GoI policies to improve the land ownership structure.  We use empirical evidence from a nation-wide survey spanning the 1982-99 period 10 assess whether such reforms, proxied by dummies at the state level, have been associated with higher levels of investment in physical and human capital, growth, and how their impact has evolved over time.  Results from doing so suggest that transferring land ownership may have been quite effective, although limited variation in land reform implementation has to be taken into account in interpreting them.  Although they were initially worse off, households in states that had higher levels of reform effort saw their welfare and investment improve more than those in states were land reform implementation remained lackluster.  This is supported by econometric evidence which points towards a positive, significant, and quantitatively important contribution of land reform to investment and growth with an overall effect that compares favorably to other forms of social spending.  At the same time, econometric evidence also suggests that the positive impact of land reform legislation has been declining over time and actually risks becoming negative, something that would be consistent with the notion that land reform legislation is no longer very effective in transferring new land to the poor but continues to affect the efficiency with which land is used by land reform beneficiaries as well as land owners targeted by land reform due to the fact that these may take preventive measures to escape this threat.
If the above analysis is correct, other mechanisms to bring land to the poor may have to be identified.  Evidence from different Indian states points towards a range of options for doing so.   One option that has been implemented with some success in AP, would be 10 provide the poor with legal assistance 10 either resolve pending cases or to ensure implementation of court orders on the ground.  As the large number of pending court cases generates large negative externalities, one might even think of specific incentives to resolve these, possibly in tandem with a participatory process; of improving the land administration system.  A second option, currently implemented in WB, KA, and AP, is to provide funds to the poor to acquire very small plots of land in the market, either for residential and market gardening or for productive purposes, often through self-help groups.  At the same time, to avoid land reform legislation ending up having negative effect on the welfare of the poor, it will be desirable to (i) allow subdivision and transfer of land received through land reform, especially in the course of generational change; (ii) systematically empower civil society to help resolve land cases; and (iii) explore the scope and effectiveness of land markets as a means of providing land access.
Third, where large amounts of land continue to be held by government, regularization should be much easier.  Options to provide secure access and title to such land include a variety of tenurial instruments such as transfer of government wasteland to private parties, long-term leases, of occupancy rights, and formal recognition of communal tenure.  These include long-term leases, extension of survey to a specific area, possibly with the option of opting for communal land ownership, or transfer of government wasteland on an ad-hoc basis.  Evidence from AP highlights not only that there is a considerable amount of land that does not have clear title but also that providing a clear certificate (patta) can significantly increase land values, by 15% to 20% for privately owned and by 30% to 45% for assigned or occupied land.  Moreover, having a clearly defined right also increases the probability of a plot of land being rented out, thereby providing indirect benefits to the poor.  Finally, the considerable potential to improve the welfare of women who depend on agriculture by giving them land rights or ensuring that they can inherit such land has often been neglected in the past.  The 2005 amendment to the Hindu Succession Act breaks new ground in this respect and sufficient attention to disseminating its content so as to allow it to become effective on the ground would be warranted.
Source:  World Bank Report No. 38298-IN – India, Land Polices for Growth and Poverty Reduction.


A further challenge was presented by the excessive discretionary power of local officials. Conditions where demand for public services outstrips supply by a wide margin are a fertile ground for rent seeking by officials. Indeed, village officials have been reported to charge high fees (speed money) for routine services such as the provision of certified copies of the RoR to farmers or to conduct property transfers in a timely manner. These fees further drive transactions into informality, in addition to marginalizing poor land holders for whom the direct and indirect costs of navigating their way around a complex and often nontransparent system may well be too high. The impact of this is exacerbated by the fact that land records are rarely in the public domain, that revenue codes and procedures are complex to comprehend and that, in a context of local power structures that are not at all in favor of the poor, even enforcement of court orders becomes a non-trivial issue. It is thus not surprising to find reports of local officials using their privileged access for tampering with records and extraction of bribes.
6.1.3 Department of Survey and Settlement

Even though it was originally formed as an independent department, the department of survey and settlement in many states is now integrated with the revenue department, at least at the higher levels, as is the case in Tamil Nadu.  In many cases, however, integration is more limited lower down the hierarchy and there are large variations across states in the extent to which municipal bodies are integrated into the department's structure.

To provide a spatial record of land ownership, the colonial administration carried out ground surveys with basic technology (plane table and crosstab) on a village by village basis, and without link to a national coordinate system, Transfers are recorded in the textual records on an annual basis by the local administrator.  However, the main mechanism to update cadastral maps was through periodic resurveys that were to be undertaken every 30 years  By then, population growth and inheritances, construction of infrastructure (e.g., irrigation), and possibly expansion of cultivation into adjoining public land implied that a revisional survey, combined with re-assessment of land revenue was probably cost-effective.  The basic spatial records are field measurement books, village maps, city surveys and tax records by local authorities.  In the process of the original surveys by the British, parcel boundaries, as well as the village limits, were demarcated on the ground with monuments.  For each field, a field measurement book (FMB or tippan) was prepared, normally on a 1:1,000 or 1:2,000 scale.  It records the plot's relative coordinates and distance measurements in chains, links, or other local units, thereby allowing computation of its area.  Each field is assigned a survey number that is unique within the village which provides the legal basis for identification of boundaries of a parcel.  The information recorded in the field books is used to compile the village map, usually at a somewhat smaller scale (1:7,920).  This document contains boundaries of individual plots as per the original settlement or any revisional survey that may have taken place in the interim.  Main physical features as well as the location of fields relative to each other as well as prominent topographical marks are also included in the village maps.  The Land Revenue Act stipulates that for urban areas with a population of more than 5,000 (in some cases 2,000), city survey maps may be prepared.  Where this has been done, details of land ownership are maintained in a simplified document known as a property card.  If city surveys do not exist, property tax receipts kept by the local authorities assume an important function.  Although they are not meant to provide legal evidence of ownership, local authorities have put considerable efforts into the establishment of tax maps which allocate a unique assessment number to each property.

Due to lack of resources and staff, spatial records were not regularly updated, however.  Further, the lack of a common regulatory framework for surveys led to the proliferation of a large number of map products that did not follow common standards.  Thirdly, there were no systematic efforts to expand the spatial database for land administration into areas that had not been settled at the time of the original survey or to close existing gaps.  Given their age, the physical condition of the FMBs and village maps is precarious.  While overall figures are difficult to obtain, investigations in Andhra Pradesh revealed that only about two thirds of plot maps were in good condition while 21% were completely missing.  The level of preservation varied significantly; in areas of the state that were formerly under zamindari(landlords) rule, more than 30% of plot maps (tippons) were missing and less than 50% in good condition whereas in former ryotwari areas of the state 13% were missing and 79% in good condition.  Also, identification of boundaries is complicated by the fact that a large share of the boundary stones emplaced during the original survey is missing as well.  Pilot experiences suggest that placing FMBs together to obtain a substitute for village maps will be near-impossible.  Thus, unless alternative options (e.g., use of satellite imagery) can be explored, reconstituting village maps in the 30-40% of cases where these are either missing or not usable will require huge amounts of actual fieldwork.  Given the cost involved, it is not surprising that this has rarely been done in practice.

Even in cases where original survey records are still available, intervening transactions that were not surveyed imply that their relationship to current patterns of ownership and occupation may be tenuous or nonexistent.  In rural areas, a key reason for discrepancies lies in transfers and partitions -either through inheritance or sale- that were either not recorded or not accompanied by a re-survey.  Given the decline in land revenue, carrying out such re-surveys at the required speed and scale is no longer an option, implying that the spatial framework for land administration even in rural areas has fallen into a state of disrepair.  For example, in AP the average survey is overdue by about 60 years, implying that in the average district the last re-survey had been carried out around the turn of the century and a similar situation applies in other states.

Given its original focus, the spatial coverage of the land administration system has considerable gaps in both urban and rural areas.  In rural areas, large stretches of land that were not included in original surveys for various reasons even though they may long have been under cultivation.  In urban areas, many of the cities who would be obliged to do so have not conducted city surveys, or failed to update the surveys and the system of property cards that is supposed to be based on them.  Moreover, there is no obligation to have any record of land ownership, either spatial or textual, in habitations with populations of less than 5,000 which are home to the vast majority of India's population.  This implies that, at least as far as their place of living is concerned, most Indians do not have a spatial record.

The lack of updating is most serious for urban areas that were previously part of a village, something that applies to the large majority of urban areas in India today.  It is not too difficult to imagine that in these cases maps will bear little relation to current settlement patterns.  In the process of conversion, Town Development Authorities, who normally acquire land for extension of towns, prepare layout plans which are then passed on to the municipal council.  However, the latter has neither responsibility nor incentives or capacity to maintain detailed data on land ownership.  Developers or individuals can, of course, take the initiative of getting their plots surveyed but this is not a routine process and no cadastral maps to provide physical descriptions of plot boundaries are normally used in the process of registration or kept at the registry.  Even in cities or municipal corporations that maintain maps or some other type of spatial record, the quality and reliability of such information differ widely.  Clarification of responsibilities and establishment of clear standards, together with technical capacity to monitor their implementation, could greatly enhance the value of such maps even for land use and urban planning and for a system that could help to define property rights in land.
6.1.4 Registration and Stamp Duties
Administratively, the office of Stamps and Registration, which deals with registration of commercial vehicles in a much broader sense, is in most states headed by the Inspector-General of Revenue and Stamps (IGR) or equivalent, functions under the Finance Department or under the Commercial Taxes Department (see figure 6 for a summary of the institutional structure).”  Even in cases where revenue and stamps are located on the same campus, links and contacts with the land records section of the Revenue Departments are rather rare.  Coordination is made more difficult by the fact that in some states the administrative structure of the two departments is different, implying that often sub-registry offices (SROs), the lowest administrative unit for registration of documents, are located in different towns, and have a different area of responsibility, than the lowest units of the revenue department.

According to the 1882 Transfer of Property Act, any sale of tangible immovable property worth Rs 100 or more can only be made by registered instrument.  Structure and procedures for registration are governed by the 1908 Land Registration Act with state amendments.  The importance of the department of stamps and registration derives from the fact that, upon registration, a fee proportional to the value of the property transacted, has to be paid and that, in view of rather high rates (Annex A3), revenues from stamp duty have become a major source of revenue, amounting to about one third of the total revenue in a large number of states. 

Concerning real estate, the key function of the registration department is the registration of sale and mortgages, thus creating public record of the transaction.  Documents to be registered must be presented in person at the Sub-Registrar's Office (SRO) within four months of execution.  The stamp duty to be paid for registering deeds ranges between 3% (New Delhi) or 4% (Ranchi) and 12.5% (Kochi) of the property's market value and is often somewhat higher in cities and municipal corporations than in rural areas (though stamp duty has been reduced to 0.1% in six states).  In addition a registration fee that ranges between 0.5% and 2% of the market value needs to be paid.  Deed-registration costs, charged by sub-registrar offices in most cities, also vary significantly, from 1% of the property value in Ahmedabad to 8.5% in Guwahati.  Registration of mortgages requires payment of the registration fee plus a share of the mortgage value (from 0.1% to 2%).  Thus, with the decline in the importance of land revenue, income from registration fees has evolved into one of the major sources of states' income.

The sub-registries also supply, against a nominal processing fee, encumbrance certificates (ECs) that contain all registered dealings for a given parcel over a stipulated period.  These certificates are usually prepared by manually going through the indexes of registered transactions.  Having an encumbrance certificate for a long enough periods is important for purchasers of land to explore possible defects in the title which a potential seller holds to a specific piece of immovable property, implying that the ease with which such documents can be made available will have a major bearing on tenure security.  The encumbrance certificate is also relevant for financial institutions wanting to use a property as collateral for a loan to ensure that no prior and possibly superior lien has been registered on it.  It is thus not surprising that this service is in high demand by the public and the financial sector.  At the same time, lack of mandatory requirement of registration greatly limits the value of evidence from registration system.  Because of not being mandatory, people are generally enticed to avoid registration to avoid cost on stamp duty.
In practice, the effectiveness of registration, is reduced by four factors, namely (i) high stamp duty and often opaque methods of valuing properties prompting parties to either keep their transactions informal, with negative consequences for the completeness or integrity of the system; (ii) low efficiency and high cost even of routine operations; (iii) lack of links to other parts of the property record system; and (iv) the fact that registration does not ensure any legal validity of a transaction. 

Deeds are often lengthy and complex documents that may run over 40 or 50 pages, and specialist knowledge will be required to decipher them and navigate through the system.  One reason is that the plethora of state-specific land reform legislations and land use restrictions adds to complexity.  Simplification of these laws could help standardize deeds, thus making the process of registration property more transparent and less costly.  The registration system is governed by antiquated procedures including manual copying and indexing of documents by person rather than by parcel which increases the cost of obtaining information.  High costs of obtaining information are particularly important in case of encumbrance certificates for mortgages where they could well result in a large number of otherwise credit-worthy borrowers being rationed out of the credit market.

Because of absence of any performance standard for public servants, particularly for those who are working in revenue and titling departments, these officials can keep the registration process pending for unnecessarily longer period of time.  It requires 5 procedures, 44 days, and 7.43% of property value to register real estate in India.  This compared favorably with the countries of South Asian region, however, there is ample space for improvement both compared to international best practice, as well as to best practice aspects within among Indian states (Figure F14).  Delays of 2 to 3 years in registration are not uncommon where extensive and often unnecessary quality assurance procedures slow the process, or where many offices have to be contacted for official papers  Simple improvements in information management could have far-reaching impacts on these performance parameters.

Figure F14  
Time and Cost to Register Property in 
Indian States and Selected Countries
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Source: Doing Business 2009.
To tackle these issues, the Ministry of Urban Development launched the Jawaharlal Nehru National Urban Renewal Mission (JNNURM), a nationwide program aimed at streamlining property registration.  Under JNNURM, a series of reforms is underway.  Several states have cut their stamp-duty rates, a few example of which are Delhi (from 8% to 6% for men, and 6% to 4% for women), Gujarat (reduced to 4.9% in 2006), Orissa (from 11% to 5% in 2008), and Uttar Pradesh (reduced to 5% in 2005).  Five cities—Bhubaneshwar, Jaipur, New Delhi, Patna, and Ranchi—have further computerized their land records, making it easier for entrepreneurs to search for encumbrances and register their sale deeds (Figure F15).
Figure F15
2006-9 Reforms of Property Registration Procedures
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Registering property is not cumbersome everywhere.  Although all states require the same main steps—searching for encumbrances, drafting a sale deed, registering the deed at the Subregistrar’s office, and transferring the property title at the Circle Revenue Office—time and cost differ from city to city.  In Gurgaon, it takes only 26 days and 7.7% of the property value to register property, easier than in Guwahati, where it takes 84 days and 15.4% of the property value to do so.  Well-performing cities like Gurgaon, Jaipur, and New Delhi provide good examples from which other cities can learn.  If all cities were to adopt India’s best property-registration practices, India’s global ranking would improve by 35 ranks to 70 out of 181 economies, on the ease of registering property, overtaking Hong Kong and Kuwait.  Computerization and proper staffing are required to shorten the delays.  If the registration system is unified across offices, as in Jaipur, the encumbrance search and sale deed registration can be done in any Subregistrar’s Office, regardless of the jurisdiction of the office.  Offices that complement technological improvements with staff training and performance management reap the fruits of their efforts.  Gurgaon, India’s top performer for registering property is a case in point.  The Haryana Urban Development Authority (HUDA), in charge of title transfer, hired a consulting company to develop customized software and train one employee from each unit.  HUDA now requires all its employees to be proficient in the new computer system.  As a result, HUDA offices take only 15 days to transfer a property title.

Many of the problems with land administration in India can be traced to duplication that is induced by institutional overlap which also greatly increases the cost of land administration.  Local governments as well as the survey and settlement departments are likely to use city surveys and tax maps on the one hand or village maps on the other for some of the same areas.  Information regarding same areas of land may differ between various land records because of various reasons, one which could be the time lag in recording transfers in all related records.  As a consequence, any person interested in entering into a transaction with land must conduct searches in the land record and the registry office.  In each of them, time has to be spent and -official as well as unofficial- and extra money has to be expended.  Such inconsistencies create loophole for fraud and conflict.  Estimates of the magnitude of discrepancies between the different systems are difficult to obtain, cases where registered transactions are not followed by a transfer of the RoR and/or a survey is not done can have substantial cumulative effects, considering that in many states it has been between 70 and 100 years since the last survey was undertaken. 

A considerable challenge is posed by the presumptive nature of registration and lack of cross-checks in the system.  While the law states that registration of a legally valid deed will result in transfer of title to a given property, the registrar has no obligation -and often lacks the ability- to check the validity of any deed that is presented for registration.  Even in cases where some rudimentary checking could have discovered a defect in the transaction, if such defects remained undetected at the time of registration, the registration department cannot be held responsible and accountable for accepting such defects.  In fact, given that the rationale for registration was generation of revenue, the registrar will, at least in principle, register any document put to him as long as the formal procedures are met and appropriate stamp duty is paid.  This means that the perceived benefits from having a transaction registered may be significantly below the cost of doing so, implying that land owners may opt out of the system.  The registrar's inability to access and/or easily refer to cadastral maps makes it very difficult for registry officials to perform even basic checks on either the validity or the legality of instruments delivered to them, making it near-impossible to enforce stricter standards of accountability.  This is exacerbated by the fact that the description of land parcels in many deeds may leave a lot to be desired in terms of providing an accurate location of the property, particularly in urban areas, something that greatly increases the possibility of future disputes.  Thus the system expands large amounts of efforts to ensure the correct identification of parties to a deed (an issue that is regulated in minute detail) but virtually no regulation exists to provide for the accurate geographical description of the land in question.
High transfer taxes push transactions into informality:  Despite recent reductions of stamp duty by some states, rates remain, with an average of only slightly below 10% of the value of the transaction, very high by international standards.  This discourages formal land transactions and lead the parties involved to avoid registration through various means such as powers of attorney and other side agreements, thereby reducing government revenue and threatening to undermine the completeness of the land administration system.  In the case of mortgages, a common practice to avoid payment of stamp duty is to enter into an equitable mortgage by way of deposit of title deeds rather than a formally registered mortgage.

Undervaluation and corruption:  To avoid having to pay high stamp duties, many parties resort to reporting land values that are signification below what was actually paid.  The problem with explicitly condoning such an approach in manual systems is that values of land have to be determined or certified by a government official who will often demand a fee for his “service.”
6.1.5 Cadastre
In 1964, the first State Cadastral Surveys Conference was held in Mussoorie which was motivated by the concept that State Dept of Settlement Surveys and Land Records should exchange ideas on the subject to provide technical solutions to, for example, town surveys, etc.  The conferences have been regularly held but the progress has been rather slow in substance. The Govt. of India (Ministry of Rural Development) has now taken up computerization of records and introduction of other relevant technologies in fairly enthusiastic manner.
 
	Purpose of Cadastral System:
	The Cadastral systems in India were designed initially to earn revenue through collection of taxes on property.  The cadastral surveys are important because invariably these surveys are linked with ownership of the property.  The cadastral systems support the legal ownership of the land, depiction of legal and topographical aspects including area and parcel boundaries.  Depiction of legal & topographical aspects of the land becomes more important if it pertain to urban/town property.  Due to fast development activities, the system plays important role in land administration activities by policy makers, resource planners and administrators who make decision about the land.  They need detailed land information than has been traditionally available.  

	Types of Cadastral Systems:
	In India, the basic unit of the cadastral record is the land parcel, which is known as plot.  The plots are registered in the name of the owner defining plot boundaries.  Maintenance of land records with ownership; assessment of tax on the property and collection of tax is the responsibility of district authorities.  The cadastral surveys are conducted periodically to locate and demarcate land boundaries on ground and map and than to facilitate management of land parcel information.  Land records in India consist of cadastral survey and mapping, recording cadastral information, land evaluation and planning.  

	Cadastral Concept:
	Cadastral system in India relating to land and land dispute comes under the charge of Tahsildar, Kanoongo and Patwari (Lekhpal).  Each district is divided into tahsils and every tahsil comprises of pargana and villages.  The classification of agricultural land, its measurements, the assessment and its produced are properly maintained in the land record register.  

	Content of Cadastral System:
Cadastral Map:
	Cadastral system is built upon the 'cadastre'.  The cadastre is a parcel based and up to date land information system.  The record consisting of: a) Record of ownership; and b) Map of land parcels linked to other records describing the nature of the rights or interest in the respective parcels. 

The cadastre is managed by the state government.  Generation and maintenance of the cadastral records is different in different states
The current cadastral maps in all sates and union territories are usually based on a graphical representation.  These maps are not following any systematic scale or datum.  During the last decade, India has started computerization of land records of the country by storing the records in file-based database.

The rapid pace of development in many cities, necessitate planning for an effective land information system for utilization of its resources for development while at the same time protect the environment.  There is a need to have accurate large-scale maps in digital form for generation of GIS/LIS.  In India mapping is being performed by Survey of India.  The maps on scales 1:50k are available with SOI for entire country.  Large scales maps are also being prepared by SOI for some areas on demand basis.
Cadastral statistics:

2.1 Population:

1,027 million

2.2 Population Distribution:

urban: 70% 
rural: 30% 

2.3 Total Number of Land Parcels:

210 million
--> 204,500 land parcels per 1 million population

2.4 Total Number of Registered Strata Titles or Condominium Units:

41 million
--> 39,900 strata titles per 1 million population

2.5 Land Parcels in URBAN Areas:

properly registered and surveyed: 99% 
legally occupied, but not registered or surveyed: 1%
informally occupied without legal title: 0%

2.6 Land Parcels in RURAL Areas:

properly registered and surveyed: 99% 
legally occupied, but not registered or surveyed: 1%
informally occupied without legal title: 0%

Source: http://www.cadastraltemplate.org/countrydata/in.htm




6.1.6 Transaction Costs

Purchase of a house in India involves various costs which in the aggregate may be referred to as acquisition costs, broadly classified under the following sub-divisions:

· Capital Costs refer to the cost of the house including land and construction cost, apportioned cost of on-site and off-site infrastructure, parking space costs and basic interiors costs without which the house is not ready for occupation.

· Transaction costs which include the charges payable towards stamp duty and registration, document preparation, brokerage charges, transfer and mutation charges etc.

· Financing charges in case the property has been financed which would include the pre-EMI interest, loan interest, administrative and processing charges, legal and valuation fee, insurance charges, etc.
Only official costs are considered in the paper.

The elements of acquiring a house in India and the transactions in the process have been analyzed across 16 cities in the country (6 Tier 1 cities viz. Delhi, Mumbai, Chennai, Bangalore, Hyderabad and Kolkata, 6 Tier 2 cities viz., Ahmedabad, Chandigarh, Indore, Ludhiana, Bhubaneswar and Pune, and 4 Tier 3 cities viz., Lunknow, Kochi, Jaipur and Coimbatore).

The stake holders through whom this process has been mapped include brokers, developers, public agencies, individual buyers, the housing finance institutions, municipal and State authorities, service providers, such as lawyers, chartered accountants, and investment advisors.  The data has been gathered across segments and cities through primary data collection methods mainly through personal/telephonic contact.  Inherent limitations of data availability, lack of access to government data, reluctance in disclosure, however, are present.

The key findings indicate that the additional charges constitute a substantial percentage of the total acquisition cost of a house depending upon the following three parameters:

· Source of purchase of the property – public agency, professional developer or builder or a co-operative society.

· Type of purchase – fresh allotment, re-sale or through a broker.

· Applicable duties, taxes and charges – payable to the local authorities which can include stamp duty and registration charges, brokerage, transfer and mutation charges, etc.

Each of the above categories has different determinants and variables which are also interlinked.

The transaction costs vary considerable across these 16 cities and range between 8-28% of the capital cost of the house.  The lowest transaction cost is in the Union Territory of Chandigarh (Less than 8%) and the highest in the city of Lucknow (around 28%).  This is often ignored by both the consumers and the policy makers while computing house acquisition costs.

The brokerage fee which is 2% on an average of the cost of the property is competitive in India and well below global standards which vary between 2-10%.

Stamp duty and registration charges constitute the largest component of transaction cost.  The stamp duty rates are extremely high as compared to global standards of 1-2% and impact costs significantly.  Some of the States have rationalized the stamp duty and registration charges in respect of residential properties and also in respect of women applicants.  The stamp duty still varies between 5-13% and registration fee varies from 1-3%.

The high and varying levels of transaction costs of housing in India impact affordability adversely besides contributing to opacity in the sector.  Some of the transaction costs may be considered as inefficient resources.  There is a felt need for a joint action on part of all the stake holders for bringing in rationalization, self regulation and transparency in the sector.  Consumer education, awareness and dissemination of the information on various costs involved in buying a house is thus called for.  Rationalization of stamp duty and registration charges and making it uniform across the States would be a major step forward.  In addition, States may also consider adopting a differential duty structure based on gender i.e. women getting a lower rate, or low income group getting a lower rate may also be considered.

In this context, the need for a real estate regulator to regulate the real estate market and the players viz. developers, contractors, brokers, valuers cannot be overemphasized.  Such regulator will seek to impart greater accountability, transparency and efficiency in the real estate market that will benefit the average consumer.  Creation of voluntary self regulating bodies of developers and builders as well as accreditation/licenses of real estate brokers will provide the necessary thrust to the housing and real estate sector.  On the part of the Government, bringing and implementing reforms in the land records and other Acts and levies, rationalization of stamp duty and registration charges and statutory provisions with regard to regulation of builders and broker community, will prove to be beneficial to the consumer in the long run.

From the financing angle, mortgage lenders do charge in addition to interest on the loan, service, processing fee, title search charges etc.  Upfront charges constitute a percentage of the capital cost or the loan amount approximately 0.06% to 0.10%.  However, in the consumer’s interest, it should be made mandatory that the Effective Annual Rate (EAR) is quoted by lenders in all loan offers.  The EAR is the annualized rate of interest and all other charges, upfront or otherwise.  EAR will enable comparison of loan offers from various banks. 
Use of technology is an important instrument in reduction of transaction costs.  On line property records which enable easy search by potential customers on payment of suitable fee needs to be an objective in the medium term.

Computerization of land records, creation of a Central Repository of home loan data and linking it with the underlying asset are overdue measures.  It may be integrated with the electronic repository of information relating to loans of HFC’s launched by NHB.  This can then be developed into a national housing information centre, for bringing in authenticity and transparency in the sector.

Dissemination of information and consumer awareness and education also need to go hand in hand with the above initiatives.
Annex-A5 gives details of stepwise Transaction Costs.
6.1.7 Title Insurance
Title indemnity is primarily a business of loss avoidance and can be availed by both lenders and borrowers/homebuyers  It is incidental and directly related to the business of housing finance as a risk mitigation tool providing the necessary protection in respect of the underlying securities for extending housing finance.  It ensures transparency and clarity in status of ownership of underlying mortgaged properties at any given time and enables safe transfers of property/mortgages thereby curbing fraudulent transactions.

The National Housing and Habitat Policy (2005) of the Government of India has envisaged the introduction of title indemnity in India as a tool for mitigating the risks pertaining to imperfections associated with property /mortgage titles.  This will also facilitate the process of creation of a Central Registry to facilitate transparency in the status of ownership of residential properties and enables their safe transfers, as envisioned in the Securitization and Reconstruction of Financial Assets and Enforcement of Securities Interest Act, 2002.  Besides, this would also bring about greater specialization in the process of transfer of properties and mortgage transactions that will ultimately lead to enhanced quality of services benefiting the house buyers, the housing loan borrowers, the housing finance intermediaries and the overall housing finance system.

Protection against loss due to reasons of defects in title by way of title indemnity helps functioning of both primary and secondary residential mortgage markets.  With title guarantee, the primary mortgage lenders would be induced to extend credit to additional potential house-buyers with more permissive financing terms, thereby expanding house-buying market.  The product will immensely benefit lenders, borrowers; house buyers and the overall housing finance system.

Presently there is no entity that provides indemnity for its opinion on property titles in India.  The concept is widely accepted in the developed markets and would be a valuable tool for enhancing the credit quality in India’s growing housing finance market.
6.1.8 Capacity Building for Financial Institutions and Housing-Related Professionals

Though some serious efforts are being done in this direction, India being a very large market, with a massive shortage of housing needs a permanent institutional platform to educate and train housing finance professionals. The training institute of HDFC has developed an expertise and name in the area of training and capacity building. However, its delivery platform has a  limited capacity, and more institutions are needed to take such initiatives.

6.1.9 Issues Related to Property Valuation

This is a common problem in the entire region. There is no formal education and training for Property Valuers.  There is no comparative price data base on real estate prices and its movements over time. The Property Price Index, recently introduced by NHB is a commendable initiative in this direction.
6.1.10 Qualified and Registered Real Estate Agents

There is no strict licensing requirement to enter into the profession of real-estate brokerage,. Furthermore there is no monitoring and surveillance agency to ensure to control the RE agents. In fact the issue has a direct linkage with the 6.1.9 and will have to be addressed together.
6.2 Foreclosure and Eviction, Legal Framework and Effectiveness of Judicial System
6.2.1 Foreclosure and Eviction
Until 2003, India was following the court route for foreclosure of a property from a loan defaulter.  The courtroom procedures would sometimes take as long as 20 years  In 2003 an enabling law was passed to facilitate out-of-court settlement – the Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act 2002.  One of the objectives of the law was to remove recoveries from the ambit of the courts.  A creditor is now allowed to acquire the mortgaged property if a defaulter fails to pay within 60 days of being informed of possible foreclosure/auction.  Appeals can only be made to a specialized Debt Recovery Tribunal within 45 days.  After the enforcement of the new foreclosure law, the time needed to enforce a security has reduced from over 10 to 7 years on average, while the amount recovered increased from 11.6% to 15.1% of the claim. Doing Business 2010 ranks India at 138th place world-wide, far after China (65th) and Brazil (131st).
In spite of bankruptcy laws in India being national, there are differences in the functioning of the judicial bodies across the states. Across the 17 Indian cities, the insolvency process takes on average 7.9 years, costs 8.6% of the estate value, and the recovery rate is 13.7 cents on the dollar. The process is slower than in the other South Asian countries, where it takes on average 5 years, in East Asia and the Pacific (2.7 years), and in the OECD countries (1.7 years). India is also less lender-friendly than neighboring South Asian countries, where creditors can expect to recover on average 19.9 cents on the dollar. In the OECD economies the recovery rate is almost five times higher, at 68.6 cents on the dollar. There are variations in the speed and cost of the insolvency process and the recovery rates across Indian cities. It is easier to go through bankruptcy in Hyderabad and more difficult in Kolkata. Hyderabad has the highest recovery rate at 15.9 cents on the dollar and Kolkata has the lowest recovery rate at 9.1 cents on the dollar. It costs between 7 and 10% of the estate value to go through the debt-recovery process, mostly due to attorney fees, newspaper publication costs, liquidator’s fees, and preservation costs. India’s legal and regulatory framework in the area of bankruptcy has advanced in the last two decades. Among the various channels of recovery available for financial institutions, the Debt Recovery Tribunals (DRTs) and the Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act 2002 (SARFAESI) have been the most effective in terms of amount recovered.

The government introduced Debt Recovery Tribunals (DRTs) to speed up the resolution of debt-recovery claims due to banks and financial institutions in 1993. The SARFAESI Act was enacted in 2002 and amended in 2004, with a view to making adequate provisions for the recovery of loans and to enforce security interests without the intervention of the court—or at least with minimum intervention. Cases under the SARFAESI Act are resolved faster than under the traditional Debt Recovery Act and give the debtor a very limited scope of defense. Once the bank sends the notice taking possession of the asset under the SARFAESI Act, two things might happen: either the debtor agrees to the seizure of the secured asset, or the debtor files an objection or appeal with the DRT. This appeal starts the procedure by means of which the debtor will try to prove that the creditor’s taking possession of the asset is not justified or does not respect the terms of the agreement. Therefore, DRTs currently handle cases both under their original jurisdiction contemplated in the 1993 Debt Recovery Act and their jurisdiction under the SARFAESI Act. Debt Recovery Appellate Tribunals (DRAT) are the appellate courts that review decisions made by the DRTs.
These positive changes in the law have only taken full effect in practice in the past couple of years Until recently, the validity of the SARFAESI Act and before that the validity of the DRTs were held up in court challenges, but now both Acts are used by creditors In the past few years, case management at the DRTs has also advanced. The DRTs of Chennai have a website providing online information about the tribunals, its composition, and a list of upcoming cases. The DRTs of Mumbai have started working faster since more DRT judges were assigned recently. Additionally, the increasing use of the SARFAESI Act has reduced resort to the courts, particularly now that most of the issues generated during the period of transition to this new law have been resolved, eliminating the jurisdiction disputes that arose with the enactment of the SARFAESI Act. 
6.2.2 Formal Legal Framework, Quality of the Judiciary and Enforcement

The Code of Civil Procedure of 1908, last amended in 2002, is the applicable rule across all 17 Indian states benchmarked. Based on the Doing Business case study, it takes 46 procedural steps to enforce a contract in India but only 21 in Singapore, 24 in Hong Kong and China— the highest-ranking economy for enforcing contracts—and 31 procedures in the OECD economies. Some would argue that more formal procedures in dispute resolution ensure that due process is followed and justice is done. The evidence suggests otherwise. The more complex the procedure for resolving disputes, the less likely firms are to report that judges are impartial and court decisions fair.
Resolving commercial disputes through the courts is time consuming in India. It takes on average 961 days to enforce a contract, faster than elsewhere in South Asia, but slower than international best practice, as well as such countries like Brazil and Indonesia. Overall court costs and attorney fees across India add up to an average 26.6 % of the value of the claim, similar to the South Asian average of 27.2% and much below the East Asia and Pacific average of 48.4% of the value of the claim. Within India, it is easier to enforce a contract in Hyderabad, Patna, and Guwahati (600 days) and more difficult in Ahmedabad (1,295 days) and Mumbai (1,420 days) – Figure F16. The ease of enforcing contracts also reflects the differences in volume and backlog of court cases. One reason it takes a long time to go through the courts across all states in India is the limited number of judges and the high incidence of un-filled vacancies, which creates backlogs of pending cases. India’s population-to-judge ratio is approximately 14 judges per million people (as compared to the UK for example where the figure is 51). Nearly 4,000 cases are being handled per judge. Even if the disposal rate at the courts increases, as seen in Ahmedabad and across other courts in India in the past few years, there are still a lot of pending cases and newly filed cases, adding to the total time it takes for a case to be resolved. Indian courts are increasingly taking steps to appoint more judges. The lengthiest delays occur during the litigation period. Under Order 17 Rule 1 of the Code of Civil Procedure, the court may give more time to the parties and may also adjourn the hearing up to three times at any stage of the suit. In practice, judges often grant adjournments and litigants use dilatory tactics to delay proceedings. These add to the long litigation period, showing the need to balance the power of judges and the responsibilities of litigants and their lawyers.
Figure F16. Lengthy Delays in Judgment across India
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Source: Doing Business 2009.

Contract enforcement costs are least in Patna (16.9% of the value of the claim) and in Hyderabad (17.7%) and most in New Delhi (33.7%) and Mumbai (39.5%)—both the large cities with high attorney fees (Figure F17).  The main difference in the court cost is attributed to the different ad valorem fees deposited at the time of filing the suit. These fees are regulated by the respective Court Fees Act of each state and calculated based on the value of the claim. At an average of 6% of the value of the claim, the ad valorem fee is the second highest cost after attorney fees, which represent on average 16% of the value of the claim.  Although court rules also provide for fee structures for attorneys, they are not mandatory; in practice attorneys charge clients based on their own fee structure and expertise. Increasing competition among lawyers reduces attorney fees. Enforcement costs, on average 2.6% of the value of the claim, are similar across states.
Figure F17. Cost of Contract Enforcement Around India
[image: image26.png](% ofclaim)
(% of clar 10 ) E “

Patna EE— -
Hyderabad E— -
Jalpur E— -
Ludhians — —
Guvahatl I— —
Nolda E— -
Bhubaneshviar I —— -
Chennal — -
Indore EEE— -
Kolkata —— -
Koch | — —
Ranch! —— —
Anmedzbad - ——— -
Gurgaon  E—— -

Bengalury E—— . Enforcement
New Delh I ——— — fees
MUmba| - —————
Attomey fees. Court

Tees.




Source: Doing Business 2009.

India’s judiciary has taken steps to improve case management with the use of information and communication technology. In 2008, the Supreme Court of India allowed for electronic filing of cases. E-filing systems are being planned for the various High Courts in the near future and eventually in the District Courts as well. Allowing lawyers to file and submit documents online requires a reliable network infrastructure and authentication framework. “Indiancourts.nic,in” is a website that provides a single-point access to information related to the Supreme Court and all 21 High Courts. Litigants can browse through judgments, case status, rules, and the list of judges of each court. Further reforms could be beneficially focused on setting up commercial division in existing courts, implementing case management systems, strengthening judicial capacity, and further work on alternative dispute resolution mechanisms. Indian courts could benefit from the proposed establishment of commercial divisions within the High Courts. In 7 African countries that introduced commercial courts or sections in the past 5 years—Burkina Faso, the Democratic Republic of Congo, Ghana, Mauritania, Mozambique, Nigeria, and Rwanda—the average time to resolve a commercial dispute dropped by about 19%. Strengthening administrative control and information technology over the litigation process and court operation will better equip judges and court staff to address backlogs and delays. In 2008, Macedonia, Former Yugoslav Republic, continued to systematically equip courts with electronic case-management systems, speeding up contract enforcement in commercial matters. Tonga’s newly appointed chief justice introduced case management, transferring 90% of all cases—criminal, commercial, and land—from paper to computer and cut the time to enforce contracts from 510 days to 350.

Statistical information helps assess court performance. Keeping statistics on the number of commercial cases being handled and disposed of, the clearance rate on the time to resolve cases, and the appeals rate allows an analysis of reform and helps guide future policies of judicial reform. This effort can also assist in optimal case assignment and promotion criteria for judges. Similar practices already exist in India. Indore has a system in place whereby every judge at District Court and High Court is given a mark for each disposed case and these marks are taken into consideration for promotions.
Due to the slow judicial process, there has been a big focus on non-court dispute-resolution in India, especially through the Lok Adalat system, constituted under the National Legal Services Authority Act, 1987.  While in India there is a strong ADR tradition, its impact on dispute resolution is minimal. Strengthening the ADR mechanisms can reduce court burdens and create cheaper and speedier options for resolving disputes.
6.3 Credit Information

In the past few years, India has considerably improved the environment for getting credit, bringing it to 30th place in the world-wide ranking of Doing Business 2010 (Figure F18). The Credit Information Bureau of India Ltd. (CIBIL), a private partnership between several commercial banks and credit information service providers, has started to increase the amount of credit information available in the country. CIBIL’s coverage has drastically increased from around 20 million in 2004 and 44 million in 2005 to over 78 million individual borrowers (10.2% of adults) and over a million firms. The data collected includes both positive and negative details, and goes back historically over several years The registry, however, does not distribute information from retailers, trade creditors or utility companies. The quality of information can be further enhanced by giving borrowers the legal right to inspect and correct their data. 

Figure F18. India Compares Well on Credit Information Internationally, Ranking 30 out of 183
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7. Policy Options to Improve the Framework for Housing Finance

The housing and housing finance market in India has seen a remarkable progress in the recent past. Still it is faced with various challenges. The sector is vibrant enough and has substantial growth potential – with a modicum of enabling activities. Housing will become accessible to a much wider part of the population.  Some promising policy directions are outlined below.
7.1 Regulating Land Administration, Titling, Property Transfer, the Land Registry, and Property Taxes

An effective housing market depends on efficient and reliable property transactions.  Buyers and sellers need to be able to verify and confirm their rights to title with the appropriate third-party authorities.  Inordinate delays in verifying ownership, cases of fraud, and failure to secure legal redress undermine the confidence required for a vibrant housing market.  To achieve this, India’s land administration and titling system requires some timely initiatives, including computerization, better coordination and improved efficiency of agencies with land administration jurisdiction, and a reduction in duties and fees.  The validity and security of titles needs to be upheld as well.  A title registry should be developed, and issues related to title transfer should be streamlined.  Effective land policies will also increase the availability of serviced land, and improve housing affordability. A strong real estate regulator, currently absent, would serve as a single window for overseeing the affordable housing agenda, promote real estate reforms, ensure transparency, and improve consumer protection.

7.1.1 Improve the Efficiency of the Sub-Registrar and Transfer Offices; Consider a Central Land Registry
Improving the efficiency of these two offices would dramatically reduce registration time in all 17 cities. It would also reduce costs by encouraging entrepreneurs to conduct the procedures themselves, not via lawyers To do so, local government could further computerize land records and train personnel to use the new system. Such reforms have already taken place in a number of states under different names, such as the Property Registration Information System Module (PRISM) initiated in 1997 in Punjab, the Computer-Aided Administration of Registration Department (CARD) program in Hyderabad, or the Karnataka Valuation and e-Registration (KAVERI) initiative in Bengaluru started in 2002. Local governments could also improve the transparency of the process, by explaining the different steps on their website, and publishing fee schedules. The workflow at the offices could be improved to avoid queues and bottlenecks. In addition, local governments could introduce statutory limits capping the time taken by the offices to register the deed and transfer the property title. So far, Kolkata, New Delhi, and Gurgaon have drafted citizen charters that set clear time objectives for title transfer, but the time taken in practice still far exceeds these objectives. To truly reduce time, a citizen charter needs to be accompanied by better enforcement and sanctions, to ensure that deadlines are respected. Increasing the number of offices— especially in cities where the real-estate market is buoyant—and fast-track procedures could improve efficiency. For a higher fee, entrepreneurs would have the option of having their application processed more quickly. Cases would be prioritized based on a set of transparent criteria. This system is already offered in a number of cities across the world, such as Buenos Aires (Argentina), Ulan Bator (Mongolia), and Kiev (Ukraine).

All cities require the same main procedures to register property: check for encumbrances, draft a sale deed, register the sale deed, and transfer the property title. Still, entrepreneurs in every city must undergo one or two additional procedures, such as checking for secondary non-encumbrance claims, obtaining a tax clearance, or paying stamp duty separately. These procedures could be eliminated or consolidated with other procedures conducted at the office of the sub-registrar. Secondary encumbrance claims should be checked along with primary ones, tax clearance should be an integral part of the verification process preceding registration of the final sale deed, and franking services should be offered at the office of the subregistrar, so as to spare entrepreneurs the inconvenience of buying stamp paper separately. Since the Telgi stamp-paper scam in 2003, most cities already offer franking services. New Delhi even introduced an e-stamping facility that allows entrepreneurs to pay the stamp duty online by credit card. However, many businesses still resort to traditional stamp-paper– based methods, because they are not aware of such facilities. Publicizing franking services would allow reforms to truly impact the number of procedures and time required for registration.

7.1.2 Reduce Stamp Duty Rates and Explore the Scope for Replacing Them with a Land Tax 
There is little doubt that the high rates of stamp duty currently assessed upon registering land transfers push people into informality while reducing government revenues. Reducing these rates, which are very high by international standards, is likely to be necessary to ensure the sustainability of any improvements made in land administration, and would encourage entrepreneurs to formally register their properties. The rise in number of registrations could offset, if not exceed, the financial loss caused by the tax cut. In July 2004, after reducing the stamp duty from 10% to 5%, the state of Maharashtra saw its stamp-duty revenues jump by 20%. Municipalities could also eliminate surcharges and registration fees. Egypt successfully implemented a reduction in property-registration fees. In 2006, registering a property in Cairo cost 5.9% of the property value. Ninety percent of properties were either not registered or undervalued. The Egyptian government reduced registration fees from 3% of the property value to a low fixed fee and abolished other fees. It cost merely 1% of the property value to transfer property in 2008. The reform paid off: property registrations, and concomitant revenues rose within 6 months of the reform.

7.1.3 Expand Computerization, Integration, and Use of Textual Records to Ensure Full Coverage; Provide a Basis For State-Wide Spatial Coverage and Improve Textual and Spatial Records   

In the states where textual records have been successfully computerized, the progress is uneven. GoI’s efforts to accelerate this process could be improved by (i) clarifying the overall policy and using it to establish clear criteria and accountability mechanisms for allocation of central funds; (ii) publicizing best practice approaches on the technical and legal or regulatory side and promoting exchange and communication among technical staff across states; (iii) putting greater emphasis on full functional integration between records and registry together with a systematic process to establish consistency and eliminate any ambiguities on the legal status of specific land parcels.

Large amounts of money have been, and continue to be, spent on surveying pilots with ill-defined objectives, the results of which are rarely subject to a rigorous evaluation. Drawing on India's capabilities to combine satellite imagery with existing village maps and other readily available spatial products to generate a basic cadastral index map would be a lower cost option to provide a comprehensive framework, identify gaps, and establish criteria for ways to address spatial data problems in an affordable manner. Pilots which can be scaled up quickly should be encouraged (possibly by subcontracting to the private sector) to improve the textual and spatial records. Target areas for improvement could include unrecorded subdivisions; inconsistencies across records, decay /loss of maps, change of land use patterns, unsettled lands. Private sector participation could be allowed in surveying, focusing government on a regulatory role. This will free up public resources, and is strongly consistent with international best practice and India's own experience in computerizing textual records. 
7.1.4 Eliminate Restrictions on Land Markets 
All over the world, land rental markets allow rural dwellers to join the rural non-farm economy in a way that provides those who stay back with access to additional productive resources. Indian evidence shows that rental restrictions reduce equity as well as efficiency. It will thus be desirable to (i) make leasing legal where it is currently prohibited and replace rent ceilings with regulations to facilitate rental markets instead of constraining them; (ii) allow transferability of land by land reform beneficiaries at least through lease and explore options for making the gains from such reform permanent; (iii) drop restrictions on sale of land to non-agriculturalists and subdivision which have little economic justification; and (iv) review legislation on compulsory land acquisition and, subject to the prevention of undesirable externalities, allow farmers or their representatives to negotiate with and if desired, transfer land directly to investors rather than having to go through government and often receive only very limited compensation.

7.2 Collateral/ Lien Registry, Credit Information Bureau

7.2.1 Strengthen DRT Functioning, Creating a National Companies Law Tribunal 
The Debt Recovery Tribunals are only handling cases of financial institutions at the moment. The National Companies Law Tribunal (NCLT) constitutes a single forum for dealing with the rehabilitation of all types of companies, their liquidation, and winding up. If established, the NCLT will ensure uniformity and standardization in insolvency and liquidation procedures for non-financial institutions.
Even though it takes less time to go through debt-enforcement proceedings at the DRTs than in the ordinary courts, the process from the moment of defaulting on the loan until recovery of the debt remains time-consuming and burdensome. The government has been committed to strengthening DRT functioning over the last three years but problems remain. The number of DRTs across India has increased from 29 in 2005 to 33 in 2008. Still, not all cities have DRTs and due to staffing problems, not all DRTs have presiding officers to hear cases. DRT presiding officers are civil-court judges appointed for a five-year term. Where no appointment has been made or where an appointment is pending for a DRT in a particular city, the presiding officers of nearby DRTs rotate. Newly appointed officers also have to spend time in training and to familiarize themselves with the recovery proceedings. Once fully in the job, they may have to re-hear the cases of the preceding officer at the request of the parties. This creates case backlogs and slows down the recovery process.
7.2.2 Enhancing Creditor Rights

The proposed Companies Bill (2008), which amends the current Companies Act, introduces many important reforms for India’s insolvency framework. The government should focus on passing the proposed legislation in this area to deal with insolvency more efficiently. The Companies Bill (2008) contemplates forming a creditor’s committee, similar to other common-law jurisdictions, thus expanding credit rights, particularly to unsecured creditors.  This will improve the liquidation and revival process within India. This has also been the international trend in the past 5 years (France and Korea allow the creditors’ committee to vote on the reorganization plan as well).
7.2.3 Building Capacity 
The government has also been working toward improving the legal and regulatory framework in the broader area of bankruptcy. Initiatives to improve the insolvency framework include guidelines for One-Time Settlement (OTS) of outstanding dues. India could improve its insolvency and debt-recovery practice by building institutional capacity and enforcement by |the key players in the regime - insolvency practitioners, judges, liquidators, creditors, and appraiseRs  Establishing public or private benchmarks for insolvency practitioners will strengthen the country’s capacity to deal with insolvency cases. In India, the administrators are being chosen from a panel consisting of advocates, company secretaries, chartered accountants, and such other professionals as the government may deem fit. There is no requirement, however, that these professionals have any demonstrated experience or capacity in dealing with insolvent entities. The Indian Institute of Insolvency’s Practitioners (IIIP) is a private-sector body, which could potentially carry out the functions of an insolvency regulator, including licensing, training, and discipline. The government could empower the IIIP to facilitate the development of the licensing and training scheme in this area. Poland’s new Law on Trustee Licensing tightened professional requirements for administrators to ensure they have the skills and education needed to oversee bankruptcy proceedings. Obtaining a trustee’s license now requires passing an exam in economics, law, finance, and management. The reform also limits trustees’ pay to 3% of the bankrupt estate’s value, down from 5%.
7.2.4 Strengthening the Credit Bureau and a Creation of a Mortgage Repository

CIBIL could extend its coverage to include information from retailers, trade creditors, utility companies, and non-financial institutions generally. The quality of information can be further enhanced by giving borrowers the legal right to inspect and correct their data. The financial sector would be encouraged to increase its reliance on data from the credit bureau, especially as to housing finance. GoI is considering a proposed introduction of a mortgage repository, which would considerably improve the functioning of housing finance markets by easing lender’s risk as to loan security.
7.3 A Unified Record of Property and Housing Data

A Housing Databank is designed to provide periodic property and housing data, including data on housing supply and demand, housing finance, and construction. Specifically: 

· Housing Supply Data: new construction and sales, vacancies, quality and condition of property, prices and dwelling characteristics; 
· Housing Demand data - demographic trends and housing needs, characteristics of occupants of the existing stock (crowding indicators), affordability (availability of income indicators are of paramount importance of this), and buyer’s intentions.
· Housing Finance data - sensitivity of monetary indicators to residential and commercial property exposures of lenders and investors (e.g. inflation rates, interest rates); fiscal indicators and degree of reliance on housing related developments (e.g. property taxes, construction industry contribution to GDP and employment); lending volumes by category of financial institution; loan characteristics (loan-to-value ratios, debt service ratios, prices, locations, borrowers, etc).
· Construction inputs - production capacity, price of materials, labor and land, and availability and quality of materials, labor and land.

7.4  Strengthening Low-Income (Micro-Finance) Housing Lending

· While more than 90% of the urban housing shortage is for EWS and LIG sections, the solutions in the market are much smaller compared to the size of the issue.

· Government focusing on urban infrastructure, including housing

· Funds released subject to states undertaking urban reforms

SPV Model- Supply Side Intervention

· Stand alone and project - specific Approach; Well defined project objective

· Well defined target group implementation

· Co-mingling is avoided; Generates synergies among partners

· High visibility; Encourages lenders

· Improves credibility

MFI-Model

· MFIs accounting over 80% of the Microfinance Loan portfolio

· Scaling up MFIs to HMFIs

· Funding and long term liquidity of HMFIs

· Linkage with formal financial system

HMF Experience

· MFIs generally accept market based (non-subsidized) approach.

· Availability of long term funds for housing is critical

· Viewed as commercially viable, with positive externalities, if appropriately designed.

· Membership based approach

· Group Bonding

· Appraising capabilities to manage long term funds, long term risk

· NHB’s national coverage through multiple products and multiple programs

· Assistance through MFI/NGO’s and SHGs

Issues:

· Upscaling the activities of MFIs

· Improving self-governance

· Rating

· Equity support

· Credit Guarantee

· Risk Participation

· Regulation, etc.
· Training and capacity building

NHB will take lead role in providing this architecture
Institutional Support

· Liquidity

· Pricing

· Targeted at low income housing programs

· Risk / Shelter Fund / Guarantee Fund

· Subsidy support to EWS/LIG housing

· Leverage institutional finance

· Diverse funding sources – confidence building critical

· Wider stake holding viz. Depositors, Investors, Creditor institutions, FDI, FII, etc.
· Risk Sharing Mechanism – synergy in funding/risk sharing based on risk appetite of different agencies

· Regulatory framework – supervision and surveillance inspires confidence among funding agencies

7.5 Other Measures 

The housing and housing finance market in India has seen a remarkable progress in the recent past.  Still it is faced with various challenges like:

· Validity and security of titles

· The need to develop title registry, and issues related to title transfer

· Flaws in the Legal System to ensure loan security and efficient foreclosure

· Need to develop Housing Observatory.

· While more than 90% of the urban housing shortage is for EWS and LIG sections, the solutions in the market are much smaller compared to the size of the issue.

· Issues related to Large Scale Builder finance

· Issues related to property valuation

· Qualified and registered Real Estate agents

· Shortage of serviced land

· Capacity building, more so in Judiciary, Appraisal, and income assessment
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Annex A1

Housing Finance System in India


Annex A2

Key Affordability Levers: Reduction in Minimum Size of the House

	Levers (and potential change)
	Impact
	Feasibility (Ease of Implementation)

	Smaller housing units

Private developers (without govt.  grant / support) can make houses  smaller than the size stipulated under Slum Redevelopment Agreements– provided they meet norms of the National Building Code 

SRAs stipulate 225 sq. ft. of built up area whereas as per the NBC, units 140 sq. ft. in size (carpet area; approx 170 sq. ft. built up) can be constructed 
	High impact: reduction of built up area by 50 sq. ft. can reduce final price to the customer by Rs 45,000 (i.e., 20% of the total cost) 
	Medium

No regulatory barriers; however, mixed interest from stakeholders (developers skeptical of customer demand for 200 sq. ft. built up area or smaller and FIs unsure if they would be able to resell such houses repossessed due to defaults) 



Key Affordability Levers: Decrease the Price per Sq. ft. to the Customer

	Lever (and potential change) 
	Impact
	Feasibility (Ease of Implementation)

	Decrease in cost of the land 

	Relaxation in FSI norms

Currently FSI is typically in the 1-1.5 range across cities in India
	Increase in FSI from 1.5 to 3.0 could reduce selling price by Rs 90/sq. ft. (by 10% of the final price) 
	Medium; there are existing examples of FSI relaxation in India; could increase supply of affordable land thereby avoiding higher land prices as demand for construction continues to grow, however, concerns about whether the infrastructure can support higher FSI

	Land Subsidy 

Provision of land by the government at subsidized rates 
	50% subsidy on land price reduces final price of unit by Rs 90/sq. ft. (same as the FSI increase from 1.5 to 3.0, i.e., by 10%) 
	Low

Governments seem averse to subsidies in general and there is potential for misuse (land may be used for higher income housing, especially if the land is in “prime” areas).

	Waiver of stamp duty & registration charges on land purchased for low-income housing
	Marginal impact; reduces selling price by only 2%
	Medium; past examples of stamp duty waivers (e.g., on land purchased for IT units)


	Decrease in Cost of Construction 

	Low-cost construction material / technology 
	Expected that these can reduce construction cost by 20% and final selling price by 16%
	Medium

Many developers knew about such techniques; access to material and technologies is not a barrier – however, need for developing standard norms to ensure quality and increase acceptability

	Semi Finished Construction 

Provision of semi finished units to customers; flexibility to upgrade and improve house as per customer’s affordability
	Expected that it can reduce construction cost by 20% and final selling price by 16%
	Low-Medium

Deterioration of the structure in case of delay in up gradation may have to be avoided through customer education or building high density low rises

	Subsidized provision of construction material

Provision of material on cost basis 
	Could reduce construction cost by 10% (and final selling price to customer by 8%) 
	Low
Potential for misuse (i.e., difficult to ensure that the subsidized material is being used for low-income housing); multiple entities would have to be involved in execution making it an operational challenge 

	Sales Tax / Excise Duty exemptions 

Currently a 4% central sales tax and an excise duty varying between 8-16% are levied 
	Potentially 5% reduction in construction cost and 4% reduction in selling price 
	Low

(See comments under “Feasibility” for Subsidized provision of construction material).

	Decrease in Pre-Tax Developer Margin 

	Income tax exemption on building Low-Income Housing 

Exemption of income tax on profit earned by developer on EWS and LIG housing  

E.g., could be restricted on units priced under Rs 300,000, with maximum size of 300 sq. ft. 
	Tax exemption (if fully passed onto customer) could reduce final selling price by 4% 
	Low

Potential for misuse (difficult to track income to specific housing projects unless executed under a EWS / LIG dedicated SPV)

Income is typically understated and therefore benefits by offering such an exemption may be minimal

Could be offered as a lump sum transferable tax credit per unit, but would then reduce government revenue

	Waiver of Stamp Duty and Registration Charges

	Waiver of Stamp Duty 

Exemption from stamp duty to the customer at the time of purchase of the property; currently varies from 5-15% across states
	Assuming avg.  stamp duty of 8%, exemption could reduce final selling price to the customer by 8%
	Medium 

Existing examples of stamp duty waivers in case of EWS / LIG projects (E.g., Rajiv Griha Kalpa scheme undertaken by AP Housing Board); also proposed under the JNURM policy

	Waiver of Registration Charges

Current registration fee is ~1% of market property value capped at Rs 25,000
	Minimal impact; may reduce selling price by ~1% 
	Medium 

Single act across the country possibly easier to change  


Key Affordability Levers: Increase in Customer Affordability

	Lever (and potential change) 
	Impact
	Feasibility (Ease of Implementation)

	Longer tenor loans 

Current most FIs willing to lend for 10-15 years; could increase to 20 years
	Moderate impact; increase in tenor from 15-20 yrs at an EMI could increase affordability by ~4%
	Low

FIs reluctant to lend for longer than 15 years; customers also reluctant to borrow longer than 10-15 years

	Step-up EMI payments 

Increase in EMIs at pre-specified intervals 
	Moderate impact; increasing EMI from Rs 1,050 to Rs 1500 after 5 years would increase affordability by 6-7%
	Low

Low interest among FIs for this segment (believe potentially limited upside in income)

	Interest Subsidy 

Availability of loans to the target segment at lower interest rates (e.g., at 8% instead of 12%)
	Moderate-high; decrease in interest rate from 12 to 8% increases affordability by Rs 22,500 (10% of the final price)
	Low-Medium 

Concerns among key stakeholders about creating an alternate interest rate different from the market; an EMI buy-down subsidy might be more effective since it fixes the cost to the government 

	Government contribution in down payment

Matching contribution to increase overall down payment for the loan 
	High impact; government contribution of Rs 30,000 (to match the customer’s Rs 30,000) would increase affordability by 15% (of  the selling price of the unit) 
	Low

Potential for misuse by end customers (e.g., monetization of subsidy through sale of house in the open market); may require clause restricting resale for a specified period (which has been circumvented in the past)

	Govt.  contribution through an upfront subsidy which is used to “buy down” the EMI.

Reduce EMI payments (for a specified period of time, e.g., 5 or 10  years
) 
	For the same equivalent contribution of Rs 30,000 (used to finance Rs 500 per month of EMI for 5 years) affordability increase is slightly lower at 9-10% 
	Medium

Cleaner subsidy since it fixes cost to government and easier to implement; has been rolled out in other emerging markets like Indonesia and Poland.  Preferred by FIs to contribution to down payment as it does not reduce the loan size (and corresponding revenues)  


The list above is not exhaustive, but it does provide a number of diverse concepts and is a good starting point.  It both illustrates the process of selecting effective levers and leads to identifying a shortlist of levers which the Government can start thinking about.

Annex: A3
Stamp Duty Rates across India

	Sl. No. 
	State 
	Rate of Stamp Duty 

	1
	Andhra Pradesh 


	5%

	2
	Assam
	1%

	3
	Bihar
	Urban : 8% 

Rural   : 6%

	4
	Gujarat 


	4.9%

	5
	Haryana
	Male: 6%

Female : 4%

Joint: 5%

	6
	Himachal Pradesh


	5%

	7
	Jharkhand
	4%

	8
	Karnataka


	7.01%

	9
	Kerala       
	Urban : 13.5%

Rural   : 10%



	10
	Madhya Pradesh
	7.5%

	11
	Maharashtra


	Property Value <Rs 1 lakh : Nil

Property Value >Rs 1 lakh & <=Rs 2.5 lakh: 0.5%

Property Value >Rs 2.5 lakh & <=Rs 5 lakh: 3% of value above  Rs 2.5 lakh + Rs 1250/-

Property Value. >Rs 5 lakh & <= Rs 10 lakh: 6% of value above Rs 5 lakh + Rs 8750/-

Property Value >Rs 10 lakh : 8% of value above Rs 10 lakh + Rs 38750/- 



	12
	Orissa  


	Urban : 11% 

Rural   : 8%

	13
	Punjab
	Male: 8.3%

Female : 6.3%

Joint: 7.3%

	14
	Rajasthan


	7.5%- Male & 6%- Female

	15
	Tamil Nadu 


	6%

	16
	Uttar Pradesh 


	7 %- Male; 5%- Female

	17
	Uttarakhand


	10%- Male, 8%- Female



	18
	West Bengal


	Kolkata: 7.01% 

Outside Kolkata: 6%



	19
	Chandigarh
	6.3%

	20
	Delhi
	Male: 6%

Female : 4%

Joint: 5%


Source: Infrastructure Leasing & Financial Services Limited; National Council of Applied Economic Research
Annex- A4   
The Securitization & Reconstruction of Financial Assets and Enforcement of Security Interest Act-2002
Chapter III

Enforcement of Security Interest

13. Enforcement of Security Interest

(1)  Notwithstanding anything contained in section 69 or section 69A of the Transfer of Property Act, 1882 (4 of 1882), any security interest created in favour of any secured creditor may be enforced, without the intervention of court or tribunal, by such creditor in accordance with the provisions of this Act.
(2)  Where any borrower, who is under a liability to a secured creditor under a security agreement, makes any default in repayment of secured debt or any installment thereof, and his account in respect of such debt is classified by the secured creditor as non-performing asset, then, the secured creditor may require the borrower by notice in writing to discharge in full his liabilities to the secured creditor within sixty days from the date of notice failing which the secured creditor shall be entitled to exercise all or any of the rights under sub-section (4).

(3)  The notice referred to in sub-section (2) shall give details of the amount payable by the borrower and the secured assets intended to be enforced by the secured creditor in the event of non-payment of secured debts by the borrower.


(3A) If, on receipt of the notice under sub-section (2), the borrower makes any representation or raises any objection, the secured creditor shall consider such representation or objection and  if the secured creditor comes to the conclusion that such representation or objection is not acceptable or tenable, he shall communicate within one week of receipt of such representation or objection the reasons for non-acceptance of the representation or objection to the borrower:

PROVIDED that the reasons so communication or the likely action of the secured creditor at the stage of communication of reasons shall not confer any right upon the borrower to prefer an application to the Debt Recovery Tribunal under section 17 or the Court of District Judge under section 17A.
(4) In case the borrower fails to discharge his liability in full within the period specified in sub-section (2), the secured creditor may take recourse to one or more of the following measures to recover his secured debt namely:--


(a)  take possession of the secured assets of the borrower including the right to transfer by way of lease, assignment or sale for realizing the secured asset;

(b)   take over the management of the business of the borrower including the right to transfer by way of lease, assignment or sale for realizing the secured asset;


PROVIDED that the right to transfer by way of lease, assignment or sale shall be exercised only where the substantial part of the business of the borrower is held securely for the debt:



PROVIDED FURTHER that where the management of whole of the business or part of the business is severable, the secured creditor shall take over the management of such business of the borrower which is relatable to the security for the debt.
(c) appoint any person (hereafter referred to as the manager), to manage the secured assets the possession of which has been taken over by the secured creditor;
(d) require at any time by notice in writing, any person who has acquired any of the secured assets from the borrower and from whom any money is due or may become due to the borrower, to pay the secured creditor, so much of the money as is sufficient to pay the secured debt.
(5)  Any payment made by any person referred to in clause (d) of sub-section (4) to the secured creditor shall give such a person a valid discharge as if he has made payment to the borrower.

(6) Any transfer of secured asset after taking possession thereof or take over of management under sub-section (4), by the secured creditor or by the manager on behalf of the secured creditor shall vest in the transferee all rights in, or in relation to, the secured asset transferred as if the transfer had been made by the owner of such secured asset.

(7)  Where any action has been taken against a borrower under the provisions of sub-section (4), all costs, charges and expenses which, in the opinion of the secured creditor, have been properly incurred by him or any expenses incidental thereto, shall be recoverable from the borrower and the money which is received by the secured creditor shall, in the absence of any contract in the contrary, be held by him in trust, to be applied, firstly, in payment of such costs, charges and expenses and secondly, in discharge of the dues of the secured creditor and the residue of the money so received shall be paid to the person entitled thereto in accordance with his rights and interests.
(8)
If the dues of the secured creditor together with all costs, charges and expenses incurred by him are tendered to the secured creditor at any time before the date fixed for sale or transfer, the secured asset shall not be sold or transferred by the secured creditor, and no further step shall be taken by him for transfer or sale of that secured asset.
(9)
In the case of financing of a financial asset by more than one secured creditors or joint financing of a financial asset by secured creditors, no secured creditor shall be entitled to exercise any or all of the rights conferred on him under or pursuant to sub-section (4) unless exercise of such right is agreed upon by the secured creditors representing not less than three-fourth in value of the amount outstanding as on a record date and such action shall be binding on all the secured creditors:
PROVIDED that in the case of a company in liquidation, the amount realized from the sale of secured assets shall be distributed in accordance with the provisions of section 529A of the Companies Act, 1956 (1 of 1956):
PROVIDED further that in the case of a company being wound up on or after commencement of this Act, the secured creditor of such company, who opts to realize his security instead of relinquishing his security and providing his debt under proviso to sub-section (1) of section 529A of the Companies Act, 1956 (1 of 1956), mat retain the sale proceeds of the secured assets after depositing the workman’s dues with the liquidator in accordance with the provisions of section 529A of that Act:


PROVIDED ALSO that the liquidator referred to in the second proviso shall intimate the secured creditors the workman’s dues in accordance with the provisions of section 529A of the Companies Act, 1956 (1 of 1956) and in case such workman’s dues cannot be ascertained, the liquidator shall intimate the estimated amount of workman’s dues under that section to the secured creditor and in such case the secured creditor may retain the sale proceeds of the secured assets after depositing the amount of such estimated dues with the liquidator: 


PROVIDED ALSO that in case the secured creditor deposits the estimated amount of workman’s dues, such creditor shall be liable to pay the balance of the workman’s dues or entitled to receive the excess amount, if any; deposited by the secured creditor with the liquidator:


PROVIDED ALSO that the secured creditor shall furnish an undertaking to the liquidator to pay the balance of the workman’s dues, if any.

Explanation: For purposes of this sub-section, - 


(a)  “record date” means the date agreed upon by the secured creditors representing not less than three-fourth in value of the amount outstanding on such date;


(b)  “amount outstanding” shall include principal, interest and any other dues payable by the borrower to the secured creditor in respect of secured asset as per the books of account of the secured creditor.
(10) Where dues of the secured creditor are not fully satisfied with the sale proceeds of the secured assets, the secured creditor may file an application in the form and manner as may be prescribed to the Debts Recovery Tribunal having jurisdiction or a competent court, as the case may be, for recovery of the balance amount from the borrower.
(11) Without prejudice to the rights conferred on the secured creditor under or by this section,  the secured creditor shall be entitled to proceed against the guarantors or sell the pledged assets without first taking any of the measures specified in clauses (a) or (b) of sub-section (4) in relation to the secured assets under this Act.
(12) The rights of a secured creditor under this Act may be exercised by one or more of his officers authorized in this behalf in such manner as may be prescribed.
(13) No borrower shall, after receipt of notice referred to in sub-section (2), transfer by way of sale, lease or otherwise (other than in the ordinary course of his business) any of his secured assets referred to in the notice, without prior written consent of the secured creditor.
Annex A5: Stepwise Application of Transaction Costs
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Abbreviations used in this Report:

ABS=

Assets backed Securities 

ADR=

Alternative Dispute Resolution

ARM=

Adjustable Rate Mortgage
CFSA=
Certified Financial Services Auditor

CRAR=
Capital & Risk-weighted Adequacy Ratio

DRAT=
Debt Recovery Appellate Tribunals 

DRT=

Debt Recovery Tribunals 

EWS=

Economically weaker section

GJRHRS=
Golden Jubilee Rural Housing Refinance Scheme (NHB's)
GOI=

Government of India

HFC=

Housing Finance Companies

HUDA=
Haryana Urban Development Authority

HUDCO=
Housing Development Corporation

IGR=

Inspector General of Revenue & Stamps

IIIP=

Indian Institute of Insolvency’s Practitioners

IRDA=
Insurance Regulatory and Development Authority

JNNURM=
Jawaharlal Nehru National Urban Renewal Mission

LIG=

Low income group

MBS=

Mortgage backed Securities

MFH=

Multi family homes

MFI=

Micro Finance Institutions

NBFC=
Non-Banking Finance Companies

NCB=

National Building Code of India

NCLT=
National Companies Law Tribunal

NHB=

National Housing Bank

NSSO=
National Sample Survey Organization
OECD=
Organization for Economic Cooperation and Development

PPP=

Purchasing power parity

PSB=

Private Sector Bank

RBI=

Reserve Bank of India

RMBS=
Residential Mortgage Based Security

SARFAESI=
Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act 2002

SCB=

Scheduled Commercial Bank

SCB=

Scheduled Commercial Banks

SCR (Act) = 
Supreme Court Review Act 

SEBI=

Securities and Exchange Board of India

SEZ=

Software Export Zone

SFH=

Single family housing

SOI=

Survey of India

SPV=

Special Purpose Vehicle

SRO=

Sub-Registry Office



















Mumbai: Ambivili


Neptune Group 


100acres


Phase 1: 1800 units


Sector 1: 600 flats sold out in three days 


1-BHK and 2-BHK


Indian Rs 0.5 million and Indian Rs 0.84 million Project launched on March 27, 2009








Maharashtra: Karjat


TMC – Matheran Realty


15000 units by June 2011, 3000 units in Phase 1 – June 09


6000 flats at Indian Rs 0.3mn


Possession June 2009





Ahmedabad: Vatva


Taral Bakeri


Phase 1: 800 units


Construction Strat: June 2009


Price: Indian Rs 0.33–0.56 million





Bangalore:


Value Budget Housing Indian Rs 0.3-0.9 million, townships on minimum 10 acres plots 





Ahmedabad : Kalol


Sintex Industries 


Pjhase 1: 300 units


Price: Indian Rs 3-5 lakhs 
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Maharashtra: Bolsar


Tata Housing


67 acres: Phase 1: 1200 units for LIH


1-RMK  and 1BHK


Indian RS.: 0.4 & 0.7 million





Bangalore: Attibele


Janadhar


11 acres: 1500 units


IRs 0.4 & 0.6 mn








Figure F9


Potential Housing Demand


�


Source: Monitor, 2009.











Box B2.  Market-Based Low-Income Housing Pilot Projects in India


Mumbai Pilot.  The two “anchor” participants are UTI Bank and Casa Bella DevelopeRs Casa Bella Developers is a small sized developer with a recently completed project (65 units) at Nalasopara, an upcoming suburb on the western railway line in Mumbai, and another starting at Virar, a suburban town on the western railway line in Mumbai.  UTI Bank recognizes that housing is a problem for their lower income staff, and would like to facilitate their staff buying apartments.  There is strong backing from key senior managers in the organization, and the team working on the pilot has received clearance to finance these customeRs The target group for this pilot is the drivers of UTI officeRs These individuals are not formally employees of UTI Bank (they are actually employed by the officers), but the Bank thinks of them as part of their extended staff.  They earn around Indian Rs 7,500 per month and hence can afford the housing being proposed by Casabella.  UTI bank is willing to provide home loans to the drivers, and potentially, to finance to the developer (covering the number of units required for their employees).  


The project is located at Nalasopara, which is a suburb on the western side of the city, within about a 1 hour commute by train to city-centre.  The proposed development would have 300 apartments of 225 square feet (priced at Indian Rs 325,000) in 4 story walk-up buildings.  





Ahmedabad Pilot.  The anchor here is SEWA Bank – a cooperative bank for women with a large presence in low income households in Ahmedabad.  The senior management at SEWA and SEWA Bank are interested in facilitating housing for their employees and clients, and are willing to provide them with mortgages.  Gruh Finance is a medium sized housing finance company with head-quarters in Ahmedabad.  They have low income customers and are interested in expanding their portfolio.  They are interested in financing the SEWA bank employees and clients, and are also willing to provide construction finance for reliable developeRs The project team has identified two developers, Makwana and Gajjar, who work in the areas suggested by the participants of the focus group, who have a good reputation (based on feedback from Gruh Finance who has financed their customers) and have recently completed projects that are of very decent quality, All three have access to land and can construct 324 and 260 square foot apartments at Indian Rs 800/sq.ft.





Pune Pilot.  The anchor, Bajaj Auto, is one of the largest two-wheeler manufacturers in the country.  It is interested in facilitating housing for its factory employees and also for the employees of six of its vendors, which they have provided us access to.  They are willing to provide support with the documentation requirements, and to do payroll deduction for their permanent employees.  Initial discussions with groups of both Bajaj Auto and their vendors’ employees have confirmed the employees’ interest in buying housing facilitated by Bajaj Auto, and have also helped the project team identify geographical preferences and affordability.  ICICI Bank and Deewan Housing Finance have agreed to provide financing to the employees.  


Source: Monitor 2009.
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� 	At $282Bn as at Oct 9, 2009 – RBI data.


� 	World Development Indicators 2009, latest figures.


� 	Draft National Urban Housing & Habitat Policy (2005), Census 2001.


� 	Report on Trend and Progress of Housing in India 2006.


� 	National Housing Bank, presentation to the Asia Housing Finance Conference in Indonesia, May 2009.


� 	NHB Housing Report 2006 , p. 13.  These estimates are by the Technical Group on Housing for the 11th Plan Period set up by the Ministries of Housing & Urban Development and Rural Development, Government of India in 2005-06.


� 	The Kundu panel report is expected in early 2010.


�  	Strategizing Slums Improvement in India Method to Monitor and Focus Slums Development Program, World Bank Paper, March, 2005, p. 2.  NSDP: National Slum Development Program.  VAMBAY: Valmiki Ambedkar Awas Yojana.





� 	World Development Indicators 2009.


� 	NSSO urvey 2002, Report on Trend & Progress of Housing in India 2006.


� 	Source NHB Trend and Progress Report 2004.


� 	Crisil, “Demand Fundamentals Support Mortgage Asset Quality”, CRISIL Insight, January 2006.


� 	Housing Finance Mechanism in India by Renu Karnad, HDFC India.


� 	To launch Residex, NHB, at the behest of the Ministry of Finance, undertook a pilot study to examine the feasibility of preparing such an index at the national level.  The pilot study covered 5 cities viz. Bangalore, Bhopal, Delhi, Kolkatta and Mumbai.  Besides, a Technical Advisory Group (TAG), with the Ministry of Finance, as its Chairman and comprising of experts members form RBI, NSSO, CSO, Labor Bureau, NHB and other market players, was constituted to deal with all the issues relating to methodology, and collection of data and also to guide the process of construction of an appropriate index.





	The pilot study covered Delhi, Mumbai, Kolkata, Bangalore and Bhopal.  Actual transactions prices were used, so that the index reflects market trends.  2001 was taken as the base year for the study to be comparable with the WPI and CPI.  Year to year price movement during the period 2001-2005 have been captured in the study, which was subsequently updated for two more years i.e., up to 2007.  The NHB RESIDEX has been expanded to further cover Ahmedabad, Faridabad, Chennai, Kochi, Hyderabad, Jaipur, Patna, Lucknow, Pune, and Surat, and the base year was also shifted from 2001 to 2007.  In the first phase NHB RESIDEX will be expanded to cover 35 cities (each city with a population of at least on million).  The proposal is to expand NHB RESIDEX to 63 cities which are covered under the Jawahar Lal Nehru National Urban Renewal Mission to make it a truly national index.  In order to guide and oversee the construction of the NHB RESIDEX and extend its coverage, a Standing Committee of technical experts has been constituted under the Chairmanship of CMD, NHB with representations from the Government of India, (Ministry of Finance, NSSO, CSO, Labour Bureau), RBI, and other prominent market playeRs 


� 	“Expanding the Housing finance Market to Cover Lower Middle Income Segment in India” MONITOR Group. Prepared for World Bank and First Initiative.  January 2007.


� 	Fitch Ratings, Bank Systemic Risk Report, 2009.


� 	Garg, Y.K.  “New Directions in Housing Finance : India’s Case Study.”  Paper presented for IFC, presented at Asia Housing Finance Workshop in Bali, Indonesia, February 5-6, 1998.


� 	Conversations with MFIs and organizations that work with MFIs indicated that groups really put pressure on their members to repay (because if they don’t repay the group wont get more loans), but if a member actually defaults, in many cases the group does not repay the amount owed by the member.


� 	Rs 150,000 loan on a deposit of Rs 500 p.m.  for 24 months + additional down payment to bring total down payment (includes interest on Rs 500 per month) to Rs 50,000.


� 	Regulations discourage financial institutions from holding property on their balance sheet to prevent FIs from speculating on real estate and help them avoid direct impact of real estate price fluctuations.


� 	While the renter may be technically responsible for maintenance of the apartment, how does the FI  ensure it (as value of the apartment will depend on it).  


�  	NHB Annual Report 2007-2008.


� 	Financing conditions are as follows: Long-Term Debt - Equity ratio of developers should not exceed 2:1 as per the latest annual audited accounts.  Minimum 20% margin from the developer of project outlay.  The lending should be secured by mortgage of property or other security used as collateral.  Minimum fixed asset coverage ratio should be 1.33:1, based on market value arrived through an independent third party valuation.  Additionally, the maximum selling price of each dwelling unit of the project to be financed will not exceed Indian RS.1.5 million with a maximal inbuilt price escalation of 10%.  The refinancing can cover up to 100% of the loan sanctioned by the eligible housing lender.  Repayment is fixed on a case to case basis depending on the project size, typically in installments with an initial moratorium of one year.  Bullet repayment of refinance may be permitted in exceptional cases.


� 	Government of India-Reserve Bank of India, India s Financial Sector: An Assessment, Committee on Financial Sector Assessment, March 2009.


� 	Housing Finance Mechanism in India by Renu Karnad, HDFC India.


� 	Specifically, the CRR was reduced from 9% (Oct 08) to 5% (may 09), the repo rate was brought down from 9% (Oct 08) to 4.75% (May 09), the reverse repo rate went down to 3.25% in the same period, the SLR was reduced by 150 basis points, the Export Credit refinance eligibility was enhanced to 50% of outstanding export, and a special 14 day term repo introduced, and a special refinance facility for banks was made available.  Further, special refinance facilities were put in place for SIDBI, NHB and EXIM Bank, a forex swap facility was made available to banks, all in costs ceiling for ECBs were raised, the NBFC-ND-SI were permitted to raise short-term foreign currency borrowings, a provision for liquidity was made for NBFC-ND-SI by SPV, and non-resident deposits were allowed higher interest rates.  Finally, the risk weight and provisioning requirements were relaxed.


�  	Monitor, “Expanding the Housing Finance Market to Cover Lower Middle Income Segments in India,” 2007.


� 	Current mortgage rate for the retail customer is 12%.  Key elements include: a complex of f 4 -6 buildings (4-5 stories high, single staircase, no lift), fenced by a compound wall with open spaces including a garden and playground.  Regular water and electricity.  The individual apartments would vary from 200 to 350 sq.  ft.  with the smaller ones being a studio (a room with an attached toilet, bathroom and a kitchen), and the larger ones having an additional room.  The complex is located in a vibrant neighborhood, with convenient access to public transport, close to schools, healthcare facilities and a market.  


� 	Savings range from 10 to 20% for households with family incomes of Rs 6,000 to 8,000; with the higher saving being in smaller towns.  


� 	Salaried Organized includes customers working in firms with more than 100 employees.  


� 	Salaried Unorganized sector includes customers working in firms with less than 100 employees.


� 	For contract employees, there is mixed willingness to offer payroll deduction as most employers do not engage with contract employees directly.  All interactions (including payroll) are usually routed through contractors and contract employees are usually rotated across companies every 6 months.


� 	Consumer education has been shown to be one of the most effective techniques to reduce defaults.


� 	Case study prepared by The Centre for Urban Development Studies,  Harvard University, May 2000.


� 	Garg, Y.K.  (1998) “New Directions in Housing Finance : India’s case Study” Paper presented for IFC, presented at Asia Housing finance  Workshop, Bali, Indonesia, Feb 5-6,1998.


� 	Some of these decisions have come under debate in the discussion of the Forest Rights Bill.


�  	See: � HYPERLINK "http://www.gisdevelopment.net/application/lis/policy/lisp0001.htm" ��http://www.gisdevelopment.net/application/lis/policy/lisp0001.htm�.


� 	This section is based on Doing Business 2009.


� 	Based on India Land Policies for Growth and Poverty Reduction, World Bank (2007) and Doing Business 2009.


� 	The reason for using a lengthy period like 5 or 10 years, but not the entire tenor of the loan, is that customers usually “pre-pay” their home loans and we want to encourage low income households to do this also.  If pre-paying leads to losing an “EMI buy-down benefit”, this may discourage them from doing so.  Hence the idea was to have the reduced EMI regime before they would be likely to pay off the loan.
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