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Executive Summary
The report has been prepared by Monitor Company
 for the National Housing Bank. It is supported by the FIRST Initiative and the World Bank.
The core data is in Indian Rupees. USD numbers are based on 1 USD = Rs. 44

Project Context & Rationale
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There is a vibrant housing finance market in urban India. Housing loans outstanding have grown from US $ 13 billion in 2001 to US $ 46 billion in 2005
. Disbursals have grown at a CAGR of over 36%. But this market is focused mainly on the middle and higher income groups (e.g., households earning more than about Rs. 11,000 / USD 250 per month) and is not reaching most of the lower income and poor segments which constitute over 80% of the urban population. 

The housing situation for the lower income urban segments is quite poor. They typically live in dingy small single room units with shared toilets, poor living conditions, subject to constantly rising rents, harassed by landlords, etc. The situation for the poor is even worse – many of them do not even have a house. The current deficit of housing is estimated at 24.7 million units (mostly the poorest segments of society), but given this deficit, the continued migration into urban areas, and limited resources with the Government, alternate mechanisms to bridge this gap need to be considered.

Initial data on property rates across the country suggested that it may be commercial viable to build housing for a large number of these households – 23 to 28 million of them (35 to 45% of urban India) in the Rs. 5,000 to 11,000 (USD 110 to 250) per month household income range. For example a household earning Rs. 6000 per month could potentially afford - with financing
 and without subsidies - a 225 to 250 sq. ft. unit at Rs. 900 to 1,000 per square foot.

The bottom end of the lower income and the poor may not be able to afford such housing. If home ownership is to be promoted in this segment, market based solutions and policy interventions can make housing lower cost and hence the gap that the Government has to bridge, much smaller. 

There is also a potential broader impact on urban development. Currently, many such households live in slums and market based housing could give them an alternate option, thereby reducing slums (or “slum prevention”). Also, most current slum rehabilitation schemes tend to result in poor outcomes (low quality construction, poor ventilation and lighting, poor maintenance of common areas, etc).  If market based housing results in better living conditions, it could provide a benchmark for future slum rehabilitation.

Objectives and Approach

The main focus of the NLTA was therefore to explore how to get the private sector to serve sizeable segments of low income urban households on a purely commercial basis. This included identifying the type of housing that can be provided at market rates for these target segments and their interest in such housing; and identifying the types of industry players may be interested in providing such housing and what may be required to get them to serve these segments. The project also includes initiating pilots that will demonstrate the feasibility and profitability of serving this market, some preliminary thinking around ways in which the Government may be able to facilitate scaling up these market based solutions without necessarily requiring subsidies, and a potential approach to stimulating the market. 

For segments that cannot afford these market based solutions, the project explored potential ways to bridge the gap. The project also included a review of the rural situation and identified some potential opportunities for market based solutions in rural India. 
In other words, the primary goal of the project is to assess to what extent and under what conditions, market mechanisms could potentially serve low income groups on a commercial basis. While the project does look at ways in which the Government could potentially support low income housing, these are to stimulate thinking and not policy recommendations.  Also, while the focus is market based solutions, it is clear that these are only one of many, complimentary, ways of meeting the housing needs of lower income households (e.g., rental housing, slum re-development, etc).

In keeping with this overarching objective of getting the private sector involved in serving the low income housing market, the approach used is an iterative “field data” based one that Monitor often uses with its private sector clients. For example, in the urban work, in-depth field research using focus groups for customers and one-on-one interviews with CEO level representatives from financial institutions, developers and other stakeholders is used to understand their requirements and perspective on this market; secondary research is used for sizing, global analogues and analysis by the project team is combined with input from leading international experts to develop potential solutions, and prioritization is done with help from stakeholders. The approach also involved sharing the information with multiple stakeholders – both to disseminate the findings (to get players interested in serving the market) and to use their feedback to validate/refine the findings (e.g., interviews/surveys with over 500 potential consumers for the pilots collaborated the findings from 14 customer focus groups). This resulted in the development of several innovative solutions that were well thought through and gave adequate confidence to private players to actually test them through pilots, which in turn should further confirm their feasibility and help refine them. 

The sections below are focused on the urban work and include the key findings from the research, the solutions and a potential integrated plan developed, a brief overview of the current status on pilots and the dissemination campaign, and feedback from numerous stakeholders. The results from the rural situation are summarized in an executive summary in Appendix 7.

Key findings from research on the Market, Customers, Suppliers and Other Stakeholders 

· Private sector developers are currently building housing at rates of between Rs. 800 to 1,000 per square foot in vibrant neighbourhoods within one hour of the city centre in most Metros, Tier I and Tier II towns. The smallest units they are currently building are 450 to 500 sq. ft. apartments costing Rs 400,000 to 500,000, but they could build cheaper apartments, e.g., 200- 350 square foot apartments at Rs 200,000 to Rs 320,000.
· Among households earning Rs. 5,000-8,000 per month: 

· There is very strong interest to move from current rental accommodation to a self owned property. This interest 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)

· 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
 

· Financial institutions have a strong interest in serving salaried organized sector
 customers in this income range if payroll deduction can be facilitated 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. 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

· 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. 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. A number of them also said that construction financing would be helpful in stimulating the market

· 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

· Households earning between Rs. 2,500 to Rs. 5,000 per month:
· While customers in this segment 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 Rs. 5000 per month – and they are likely to need strong incentives to serve this segment

· Households earning between 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 
Potential Solutions for Target Segments of Customers and Key elements of an Integrated Low Income Housing Plan

· 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 and implementation feasibility via pilots, spreading the word across a broader cross-section of employers and developers and through 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 of serving this segment and addressing these concerns is the key task

· The project team has identified 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) that may be able to address some of these concerns. The team has also identified some ‘forward-thinking’ FIs, intermediaries and other stakeholders that are willing to pilot these models and products

· However, to provide momentum to the market and scale it up, financial institutions are likely to need risk sharing support (e.g., a credit guarantee and maybe over time mortgage insurance). The government may have to provide financial support to ensure 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.

· 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
· 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 as housing for the salaried segment gains momentum (and establishes the supply from the “real” sector), increase activity in the informal sector to get FIs comfortable, with the segment leading to scaling up of housing activity 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).
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There are three interlinked attributes of the above strategy that are noteworthy:
(1) 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.

(2) 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.
(3) 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 place 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.

Pilots (Current Status) 

The opportunity to serve low income customers on a commercially viable basis has resonated with a cross section of stakeholders who are interested in engaging on specific pilots. At this stage Monitor is in active discussions with potential pilot participants in Mumbai, Pune, Ahmedabad and Hyderabad. One pilot has been started, one more is about to be started and a number of others are more early stages of discussion. 
A number of conversations are focused around innovative business models (e.g. an MFI serving as an agency, an NBFC serving its own customers etc.) and products (e.g. a social venture capital fund providing a credit guarantee, a foundation supporting development of new products for the informal sector) The project team has also been supporting 4 individuals / organizations that see significant opportunity in this market and have set up, or are interested in setting up businesses to serve the market. 

Dissemination (ongoing and next steps)

The dissemination process that is currently on and will continue until the end of the current project in June 2007 (and beyond) is geared around highlighting the overall opportunity to three target groups; (1) Suppliers, e.g., developers, FIs, etc. to get them to serve the market (2) Government and related organizations to build awareness about the opportunity and stimulate thinking about ways to provide an enabling environment, and (3) interested stakeholders (such as social venture funds, foundations, etc) who will help build the market. The dissemination campaign includes:

· Meeting the target groups in one-on-one meetings and events organized especially to highlight the opportunity (e.g., meetings with key Government officials organized by NHB, stakeholder meetings organized by NHB, one-on-one meetings organized by the consultant with thought leaders, etc). The results of the project have already been shared with over 150 industry participants and stakeholders in such meetings / sessions.

· Leveraging events organized by others focused on housing (e.g. NAREDCO Chief Minister’s Conference in April, and Govt. of India Affordable Housing Conference in June). The results of the project are expected to be shared with over 700 industry participants through such events.

Preliminary Feedback

Most of the industry participants we met (developers and financial institutions) have found the project findings insightful, especially information relating to the demand side (customer needs and trade-offs they are willing to make). They also find the suggested “cluster approach” addresses their risks and seems commercially attractive. A number of them have shown interest in being part of the pilots.

A number of other stakeholders (social venture capital funds, thought leaders, foundations interested in this space, etc) have also found the information compelling and have agreed to actively support the effort. This includes, for example, potentially providing a credit guarantee for the pilots, helping product development for the unorganized sector, and ‘spreading the word’ – (both FICCI and NAREDCO would like to share the findings - at the local level - with their members who are small developers and may be interested in this opportunity).

Some of the stakeholders have also raised the point that much of the current work done in low income housing (including slum rehabilitation) has resulted in poor outcomes (“ghettos of the poor”). In contrast, the concept being proposed in this project has the potential to provide good quality housing that is maintained over the long term, which could lead to a new benchmark in low income housing in the developing world. 

A few international experts – based on experiences in other countries - highlighted issues around the size of housing being too small and difficulty in getting low income customers to pay for maintenance. They have also highlighted that this would be a good time in the evolution of the housing finance market to actively promote customer education.
Conclusions

The field work, feedback from diverse stakeholders and interest from pilot participants clearly highlight that market based solutions may be a viable option to create housing for families earning more than Rs. 5,000 per month. 

A phased approach, however, may be required to stimulate the market.  This would likely include starting with the “low-hanging fruit” (the salaried customers), and in parallel developing and piloting ways to serve the informal sector while simultaneously facilitating enabling policy changes. Then, as housing for the salaried segment gains momentum (and establishes the supply from the “real” sector), actively work on serving the informal sector to get the FIs comfortable with this segment, so that they scale-up their business in this part of the market. 

In parallel, if home ownership is to be promoted for customers earning between Rs. 2,500 and 5,000 per month, there may be an opportunity for Government to develop an integrated program which leverages off the private sector led market for customers earning Rs. 5,000 to 11,000 per month.

The project findings have received favourable response from the Central Government. The project timing has been fortuitous. The Ministry of Housing and Urban Poverty Alleviation has recognized that there is a “housing” shortage for low income households and they have made “affordable housing for all” their main focus.  They want to involve the private sector in addressing this problem and are therefore supportive of this project.  NHB has collaborated with them to have the output of the project presented at various national fora and are discussing interventions that will allow such housing to work at scale. Also, interactions with a few of the state governments interested in housing have indicated a similar interest at the state level.
Creating this market would require involvement from multiple constituencies and it is important to have a lead coordinator that has capability, recognition and motivation take an active role in the process. NHB, the coordinating sponsor for this project, has committed to taking on this role. With its experience in supporting the successful development of a robust housing finance market in India, its position as a leading government institution and its explicit mandate of driving the growth and reach of housing finance across urban and rural India, NHB is ideally positioned to execute on this role. 

The potential impact of creating such a low income housing market is immense. The segment that could be served through market based solutions (monthly income of Rs. 5,000 to 11,000) itself is 23-28 million households. The financial and social impact would be transformative – from enhancing economic prosperity by converting rent into ownership of an asset to providing a social safety net to improving the quality of life. 

There is also the potential to have a significant impact on overall urban development as it could potentially provide a benchmark for slum rehabilitation and options for housing that may in the long term lead to slum prevention
It should be noted that while the potential for market based solutions seems very significant, it needs further work on validation of the economic opportunity (of which the pilots are a key first step) and on scaling up (which are likely to include urban issues, financial instruments, etc). Also, as mentioned earlier, these solutions should be thought of in the broader context of low income housing and as an option that compliments other approaches - incremental housing, slum re-development, rental housing, etc.

1
Project Context & Rationale, Objectives and Approach
Urban Market Context & Project Rationale
There has been strong growth in the housing sector across urban India over the past decade. This has been largely driven by a combination of rising income levels, tax incentives on mortgage interest and principal payments, falling interest rates (from ~15% in 1999 to ~8% in 2005) and availability of housing finance. It has resulted in housing loans outstanding growing from US $ 13 billion in 2001 to $ 46 billion in 2005
. Disbursals have grown at a CAGR of over 36% from 2000-01 to 2005-06
. 
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However, this 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 tenor, relatively high interest rate loans for repairs or incremental construction. 

In other words, 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. 
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 centres this is likely to get worse. Currently local and national governments do not have the resources to provide housing for all these households.
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 outer suburbs that are around 500 square feet in size and sell for Rs. 400,000 to 500,000 including land. So if smaller units are constructed at the same property rates, a number of low income customers could afford these, without subsidies, 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 Rs. 5,000 per month could potentially afford, with financing, a 200 sq. ft unit at current property rates (of Rs. 800-1,000/sq. ft).  

The numbers are huge - there are 23-28 million households in urban India with monthly incomes of Rs. 5,000 to 11,000. 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 Government to help bridge. 
This is especially important in the broader context of limited Government 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.
Project Objectives

The main focus of the project was therefore to explore how to get the private sector to serve sizeable segments of low income urban households on a purely commercial basis. This included identifying the type of housing that can be provided at market rates.
Specific objectives include:
· Identifying the type of housing that can be provided at market rates for these segments

· Identifying segments within the low income customer group (based on income, occupation profile) which can potentially afford such market based housing and understanding their needs / tradeoffs 
· Understanding opportunities / barriers for developers, financial institutions and other stakeholders to serve these segments.
· Developing solutions that will help industry serve this market in a profitable manner
· Facilitating involvement of the industry through a clear articulation of the opportunity 
· Using pilot projects across various urban centers to demonstrate the feasibility and economic viability of these solutions 
· Developing and rolling-out a dissemination campaign to raise awareness of the opportunity and facilitate a broad set of players serving it.
For segments that cannot afford these market based solutions, the project explored potential ways to bridge the gap. 
In other words, the primary goal of the project is to assess to what extent and under what conditions, market mechanisms could potentially serve low income urban segments on a commercial basis. While the project does look at ways in which the Government could potentially support low income housing, these are to stimulate thinking and not policy recommendations.  Also, while the focus is market based solutions, it is clear that this only one of many, complimentary, ways of meeting the housing needs of lower income households (e.g., rental housing, slum re-development, etc).
Project Approach
The project timeline was nine months, from October 2006 to June 2007. 
The project was started with in-depth research and analysis including:
· 14 in-depth focus group discussions with customers across 5 cities (mix of Tier I and Tier II cities) located in different geographical regions; customers included a mix of salaried organized, salaried unorganized and self employed across the target income group of Rs. 2,500 to Rs. 8,000 monthly household income. This was supplemented by discussions/surveys with over 500 potential customers as part of initiating the pilots
· Discussions with over 40 managers from 25+ financial institutions (mix of housing finance companies, private, government and cooperative banks, non-banking financial companies) and over 30 developers (mix of large, medium, small) across several cities

· Discussions with over 30 employers, leading urban micro-finance institutions, social venture funds (like Acumen Fund),  and foundations like the Michael and Susan Dell Foundation 

· Discussions with central and state government agencies 

This primary research was supported by comprehensive secondary research including sizing of segments, analogues of low income housing initiatives across a number of developing and developed countries, review of current national and state level housing policies, etc. 
The research findings were used to develop a set of potential solution themes.

The research findings and solution themes were then discussed and refined through several sessions with a panel of leading international experts including Marja Hoek Smit, David Porteus, Achim Dubel, Pamela Lamoreaux, and Soula Proxenos – all of whom are knowledgeable about the Indian context and have rich experience in other developing markets. The World Bank team members, Olivier Hassler, Niraj Verma and Richard Clifford, and Mr. Sridhar and Mr. R. V. Verma of NHB also actively contributed to the development and refinement of the solutions.

The solution themes were reviewed with a diverse group of industry participants and stakeholders to further refine them and identify high priority interventions. These interventions were then used to develop a potential integrated plan that included both combining interventions to leverage synergies, as well as phasing them so that they build on each other. (i.e., starting with the more “easy” interventions and then layering on the more difficult ones)
A target dissemination list was prepared by NHB, World Bank and Monitor - with input from stakeholders - and a series of one-on-one meetings, working sessions and presentations were used to present the findings to these individuals/organizations. This helped to both disseminate the findings (to get players interested in serving the market) and use their feedback to validate/refine the findings (e.g., interviews/surveys with over 500 potential consumers for the pilots collaborated the findings from 14 focus groups with customers). This resulted in developing innovative solutions that were well thought through and gave adequate confidence to private players to actually test them with pilots, which in turn should confirm their feasibility and also help refine them.
The process being used to initiate pilots is to first identify an “anchor” for each pilot – that is a player who has the capability to help develop a pilot in a given city and who shows strong interest in doing so. Monitor then helps the “anchor” build a team of pilot participants to supplement the anchor, and subsequently works with each team of pilot participants to help them initiate the pilot.
2
Key findings from research on the Market, Customers, Suppliers (Financial Institutions, Developers) and Other Stakeholders
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Current Housing Market

In the six cities studied – Mumbai, Kolkata, Jaipur, Ahmedabad, Hyderabad and Pune – the project team found that the lowest cost housing being constructed in today’s market were small 450 to 500 square foot one bedroom units (including a living room, a bedroom, a kitchen, a toilet and a bathroom) selling for Rs. 4,00,000 to 5,00,000 including land. These units are in the outer suburbs, well connected by public transport (within an hour of city centre), and with markets, schools and health care facilities close by. In other words, the field data confirmed that based on current market prices, it would be possible – in most metros, Tier I and Tier II towns - for the private sector to build 200 to 350 square foot units in vibrant neighbourhoods for around Rs 2,00,000 to Rs 3,20,000.
Findings from Customer Research

The objectives of the research were to: 

· Understand current profile of households including current status of housing and living conditions (e.g. size of accommodation, rent paid, available amenities, distance from work) as well as their financial profile (e.g. savings, borrowing history)

· Assess level of satisfaction / dissatisfaction with current accommodation and interest in owning a house, including:
· Identifying key drivers / barriers to giving up current accommodation (e.g. expensive to own, far from place of work)

· Test housing concepts and understand expectations from owned house (including feedback on what would get them interested)

· Assess willingness (and ability) to pay for house (down payments, loan EMI, maintenance costs) 

· Test preliminary product concepts / solutions (e.g. lease-to-own housing, savings linked loan products)
The research plan consisted of 15 focus group discussions across 5 cities
 that included a mix of large and small towns located in different geographical regions. Respondents were: 

· Main wage earners (except 2 focus groups with female respondents who contributed 20-25% of household income) 

· Mix of ‘organized’
 salaried, ‘unorganized’ salaried and self employed 

· Within the following bands of monthly household income (Rs. 6,000-8000, Rs. 3,000-6,000 and Rs. 2,500-3,000)

· Living in rental accommodation

Key findings from the research are given below: 

Household Profile
Financial Profile

· Most households are nuclear families with single wage earners
· They 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

Current Housing Situation

· Most live in small, 1-room units that are badly designed and maintained. 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

· Living conditions are poor. Except for some small city households in the Rs. 6,000-8,000 income range, households use shared toilets and bathrooms and a common tap for water. Conditions around the house are sometimes unhygienic with open drainage, garbage dumps, etc. 

· Those earning Rs. 6,000-8,000 per month in smaller cities live in 250-300 sq. ft. houses with independent toilets – however, even their living conditions are not good (i.e. houses are poorly designed with hardly any sunlight, badly maintained, in unhygienic environments, etc.)  

Dissatisfaction with current housing 
Across customers, dissatisfaction with their current housing is very high. 
Issues with the landlord are the primary source of dissatisfaction – landlords place constant pressure on customers by increasing rents every year, and forcing them to vacate every few years (to prevent them from establishing tenancy). In addition, there is lack of freedom (and constant interference) in terms of access to basic amenities like water or electricity, on when customers can enter or leave the house, on receiving visitors, etc.  There is also a constant threat of eviction in case of any dispute. 

“When I reach home late from work, often the landlord does not let me enter the house without having to make repeated requests”


- Male Respondent, Rs. 5,000 HH Income, Small City 
Other problems mentioned by respondents include: small house, unsafe and unhygienic environment for children, poorly designed houses, etc.
“My kids are getting spoilt living in an environment that is not safe”
· Male Respondent, Rs. 4,000 HH income, Large City

“Our houses have poor ventilation, are cramped. There is no open space around the building, children have no place to play”


     – Male Respondent, Rs. 5,000 HH income, Small City

Interestingly, even though most of the respondents did not have an independent toilet, they did not mention it as a problem (only some respondents in the 6000 to 8000 segment complained about it). They seem to just accept this as the standard.

Interest in owning a house

Across income and occupation groups, there is very strong interest to move from current rental accommodation and to own a housing unit. This interest is driven by both financial benefits of owning a house and emotional benefits of living in better conditions.  (e.g., better environment for their children, less harassment by landlords, etc).

Most respondents (especially those earning greater than Rs. 5,000 per month) have explored ownership options – however, they have not found options that are affordable. (This includes customers earning Rs. 8,000-11,000
)  

Respondents also believe that banks are unwilling to provide loans – and this includes some salaried respondents earning Rs. 6,000-8,000 per month. 

Reaction to housing concept tested
The project team tested whether customers would be interest in a housing project which was a minor variation of housing being currently built in most cities. The main difference was that while the smallest unit in current housing is a one bedroom apartment of 500 square feet, the units tested were 200 to 350 square feet.  

Key elements include: 

· The complex would comprise of 4 -6 buildings, fenced by a compound wall with open spaces including a garden and playground
· Each building would be 4 to 5 stories high, single set of staircases (no lifts)

· 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. Typically these locations were further away from their work place than their current residence, but typically within an hour of work. 
All respondents were enthusiastic about the housing concept tested — this includes small city respondents that had looked at plots of land or originally expressed an interest in plots. In addition to the financial value (conversion of rent to ownership) and financial security, they mentioned the following factors:

· Respondents appreciated the open space within the complex and the proximity to facilities such as schools, healthcare clinics, etc. They felt this would be a good environment for their children to grow up in
· Attached toilets and bathrooms, water and electricity, were seen as major positives
· They felt this would be a significant improvement in their quality of life and many saw this as “aspirational" 

· Respondents were willing to move away from their current rented housing  (and travel up to 45-60 min to work as compared to up to 30-40 min from where they currently live) provided there was easy access to roads and to affordable public transport to other parts of the city
 “… willing to travel 50 minutes to work as my wife and children will have a better life” 



    — Male Respondent, Rs. 7000 HH income, Large City

In short, while the units in the housing concept tested were small, the respondents were very pleased with them because they were larger than where the respondents currently lived, were better designed (ventilation, light, etc), had additional amenities (e.g., independent toilet and bathroom), had good common spaces and were in better neighborhoods. One of the reasons why the small units were acceptable, even from a long term perspective, was that almost all the respondents had small nuclear families (typically one or two kids) and they were okay with living in a “two room” unit (living room and kitchen, where the kitchen is often curtained off and used as a bedroom).  These benefits, combined with the opportunity for ownership, made the choice of moving into the proposed complexes unanimous among focus group participants.
Affordability among the Target Segment 

Many households earning greater than Rs. 5,000 can afford such housing.  These households can afford 200 sq. ft. and larger houses (at current market rates of Rs. 800-1,000/sq. ft) if they get financing at or around current market interest rates.
· For example, a 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/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: 

· Respondents 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 vs. their current rent of 20-30%) because they recognize the value of building a long-term asset; they would draw into their current monthly savings
 to pay the higher amount 

· 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 Appendix 1 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 maybe 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

Customer reactions to a Lease-to-Own and Savings Linked Loan product 
Two solutions were discussed with customers that 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 if offered by a developer due to lack of trust.
The second solution was a savings linked 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 unorganized) 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. 

Note: In addition to the focus group research, the team has also spoken to / surveyed 500 customers as part of work on the pilots and their responses have been consistent with the findings outlined above.
Findings from Financial Institutions
The project team conducted interviews with over 40 managers across a cross section of financial institutions including housing finance companies, banks (private, public, cooperative) and non-banking financial companies. (Refer to list in Appendix 2)
The objectives of these interviews and discussions were to: 

· Understand their perspectives on the opportunity and key barriers in the low income housing market

· Understand what would get them interested to enter the market / scale up 
· Discuss potential solutions for serving the various customer segments (e.g. credit risk mitigation products / solutions, demand aggregation options) 
· Assess their interest in participating in pilots 
The section below summarizes the key findings from these discussions. Information on specific financing products / solutions is included in the next section – “Solutions for Target Customer Segments and Integrated Plan for Market Development” (sub-section on Informal Sector Households earning greater than Rs. 5,000 per month).
· 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
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· Concerns about credit risk and high transaction costs (including marketing, processing, collection and recovery costs) are the key barriers to serving the target segment

· Interest in serving the target segment varies by customer profile and category of financial institutions 

· Strong interest (across all categories of financial institutions) in serving salaried organized customers with household income > Rs. 5,000 p.m. (working as permanent employees with large reputed employers)  if employers can arrange EMI payments through payroll deduction
· Financial institutions (a) believe that the credit risk is reduced if customers are working with reputed employers and if payments can be directly debited from their payroll, and (b) recognize that the transaction costs are lower due to an aggregated customer base (which lowers marketing and processing costs) and payroll deduction (which lowers collection costs)

· Interest in financing contract employees is lower and restricted to select large private banks and housing finance companies (who are willing to look at long-tenured contract employees on a case-by-case basis)

· Select players (select large private banks like ICICI, small-medium sized HFCs like Dewan Housing Finance) are open to looking at the self employed and salaried unorganized customers earning > Rs. 5,000 p.m. of household income, provided solutions can be offered to address their key barriers of credit risk and high transaction costs. Some of the options suggested included (1) use of MFIs and a credit guarantee to address their concerns of credit risk and high transaction costs and (2) new lower cost standardized credit norms (credit scoring) to reduce risk and cost-to-serve. Some non-banking financial companies are also interested in providing housing loans to their existing “good” customers. They currently serve many customers in this target segment (usually short term personal loans) and the market is very competitive for the good customers
. Hence a housing loan would both “lock-in” a customer for a longer period and they could use it as a vehicle to give additional loans (at a more reasonable price through a home equity loan structure). Refer to the next section of the report (“Solutions for Target Segments”) for FI feedback on financing products / models that can be used to serve self employed and salaried unorganized customers

· There is very low interest across financial institutions in serving customers with household income less than Rs. 5,000 

	
	Salaried Organized    
(> Rs. 5,000 p.m.)
	Self Employed & Salaried Unorganized (> Rs. 5,000 p.m.)
	Rs. 2,500-Rs. 5,000 p.m.

	Large Housing Finance Companies, Government Banks and large Private Banks
	· High level of interest in serving the segment, especially permanent employees – if employer can arrange EMI payments via payroll deduction 
	· Most players reluctant to serve the segment

· Credit concerns (difficult to assess income, unreliable income) 

· High transaction costs due to disaggregated customer base and small ticket size

· A few are open to serving the segment if risk sharing support can be arranged and demand can be aggregated and serviced through low cost intermediaries
	· High reluctance to serve segment. Concerned that:
· Affordability is a barrier leading to defaults 

· Transaction costs are relatively very high due to even smaller ticket size

	Small / Medium sized HFCs
	· High level of interest in serving permanent employees via the payroll deduction model 
· Open to looking at longer tenured contract employees on a case-by-case basis
	· Some HFCs already serving the segment would like to explore further opportunities

· Would like solutions to mitigate risk and reduce cost to serve 

· Open to innovative solutions to serve this segment
	· High level of reluctance to serve the segment in the absence of risk sharing support; believe affordability is a barrier leading to defaults and concerned about servicing costs

	Non-Banking Financial Companies
	· Interested in serving permanent salaried employees and possibly contract employees
	· Open to looking at models to serve self employed customers within their existing customer base
	· Very low interest in the absence of risk sharing support; in select instances, might look at the higher end of the segment


Findings from Developers
The project team conducted discussions with a cross section of developers (large pan India / regional, medium and small developers) to: 

· Understand current activities of developers serving low income customers and adjacent customer groups (what is driving this, how are the economics working out, plans / barriers to scale up etc.)

· Understand perspective on the low income housing market (the opportunity, interest in serving the market, key barriers) 

· Understand what would get them interested

· Map out economics, identify key levers and discuss options to align with customer purchasing ability
Refer to Appendix 3 for a list and profile of developers. 
The section below summarizes the key findings from these discussions.

· Large private developers are not interested in low income housing unless it facilitates access to additional land for high end projects. These developers:
· Believe that there is still a large opportunity in housing for middle income and higher income segments

· Recognize land as an extremely valuable resource and consider low income housing projects as sub optimal utilization of available land
· Prefer their current business model which is built on large investments, higher risk and higher profit margins - to a lower risk, lower investment and lower margin low income housing model
· Believe that it is difficult to make housing at price affordable for low income segments
· In comparison, some small and medium private developers recognize the opportunity in low income housing and are interested in looking at the segment:
· These developers are concerned about the growing competition in properties for middle/high income segments and believe that market is soon going to saturate

· Some small developers also see low income housing as an opportunity to expand their business 

· 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 Tier I 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% 
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· However to serve the segment, interested developers need:
· Comfort that customers will get loans to purchase housing units  

· Comfort that there will be sufficient demand (issues raised by developers included whether low income customers would be willing to move away from their place of work, and whether customers in smaller cities would be willing to live in an apartment structure) 

· Interested developers would also like: 

· Demand aggregation (through employers, MFIs, NGOs) at least in the initial stages until they get to understand the customer and how to efficiently source them
· Construction finance from financial institutions to better leverage their limited capital

· The government to facilitate market development by providing the necessary infrastructure, facilitating land acquisition and quicker approvals
· If developers receive construction finance, some are willing to not require customers to make interim payments during the construction phase.  However, they want a higher level of upfront commitment from customers to the project than the traditional 10% booking fee (e.g., 20-25% of the value of the house) and comfort that customers will get loans to buy the house (so that retail loans could be used to pay-off construction finance)

· 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 
Refer the next section of this report (“Solutions for Target Segments”) for solutions to secure developer participation in building a low income housing market. 
Findings from Employers
During the project, the team has spoken to a number of employers to understand their interest in facilitating low income housing for their employees. 

Overall, employers have been very supportive of the concept. The key findings from these discussions are listed below: 
· There is a high level of interest to facilitate housing for employees in the low income segment as employers believe this is a strong need for housing in this segment of the employee base
· Employers consider facilitation of housing as an additional employee benefit that could help address issues of employee attrition, reduce absenteeism, improve morale, etc.
· While employers will not guarantee loan payments by employees, they are willing to offer access to their employees (including surveys, etc. if required to identify prospective customers by providers), support with documentation required for loans, and payroll deduction to make EMI payments for permanent employees 

· Some employers are also willing to provide access to their networks (e.g. suppliers, distributors and their employees) to further facilitate market development 
· 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

· However, some employers are open to supporting long-tenured contract employees in their organization
· To facilitate housing for their employees (as described above), employers would like a structured housing package including:
· Details of the facility, location, etc.
· Link with reputed housing developer who can build such housing in target locations

· Suitable housing finance product for employees via tie-up with housing finance companies / banks
Findings from Microfinance Institutions 
The project team engaged in discussions with leading urban microfinance institutions to:
· Understand the scope and scale of their current activities in the urban market 

· Understand their interest in participating in the low income housing market

· Understand the role they could play in facilitating the market

Key findings from these discussions and secondary research include: 

· 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 the urban areas, MFIs currently provide small, short tenor 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 (households with monthly income between Rs. 3,000-10,000) includes the target segment for the project 

· 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)

· 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 

· With banks often requiring that they have a debt to capital ratio of 8, they need all the financing they can get to grow their existing micro-finance business

· Also tenor mismatch is an issue as the debt they get has a maximum tenor of 5 years

· However, MFIs are willing to align incentives (e.g. penalties linked to shortfalls in collection) to provide additional comfort to financial institutions
· The incentives would need to be worked out in discussion with financial institutions since this model has not yet been tried out 

· MFIs may also be able to help reduce risk by providing emergency loans and providing consumer education

The team also engaged with a number of other organizations that work with MFIs such as Unitus (a microfinance accelerator), Michael and Susan Dell Foundation, and CARE. These players too believe that MFIs can play an effective “agency” role for informal sector customers.  

In summary, discussions with MFIs and organizations working with MFIs indicate that though urban microfinance is currently small, these organizations could have a very useful role to play in the medium-to-long term development of the low income housing market for informal sector customers, and it would be worthwhile to explore ways in which to involve them effectively.
Findings from other stakeholders
During the project the team has engaged with a number of other stakeholders that have an interest in this space including Government and public sector officials (state housing organization, municipal commissioners, etc.), NGOs like SPARC, social venture capital funds like Acumen, foundations, architects, urban planners, etc. 
All the stakeholders that the project team met felt that market based solutions could help provide housing for low income households. Many of them were interested in helping stimulate the market and offered to actively support the effort. This includes, for example, providing a credit guarantee for the pilots, helping product development for the unorganized sector, helping establish contacts and ‘spreading the word’ among relevant organizations like urban microfinance institutions. 
Summary Findings
In summary, research among target customers and discussions with suppliers (financial institutions, developers) and other stakeholders confirm that:
· A significant part of the target segment, specifically those earning more than Rs. 5,000 per month, can afford housing if developers build smaller units and if FIs finance them. This includes 15-18 MM urban households with an extra 8-10 MM households if you include those earning between Rs. 8,000-11,000 per month (who are also under-served)
· There are three distinct customer segments with different affordability and “finance-ability” characteristics; structuring solutions to address these will facilitate development of a low income housing market. 
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1. Organized sector salaried households earning more than Rs. 5,000 per month (including 5-6MM households between Rs. 5,000-8,000 per month, and another 4-5MM households between Rs. 8,000-11,000 per month)
· Pure market based solutions are likely to work for these customers – affordability is not an issue and there is strong interest among stakeholders in an employer facilitated model. In addition to meeting the needs of 8-10MM urban households, serving this segment will demonstrate commercial viability of low income housing, helping the market gain momentum in the short-medium term
2. Informal sector (salaried unorganized and self employed) households earning more than Rs. 5,000 per month
· Customers in this segment can afford market based housing but the key challenge is getting financial institutions to provide loans. Financial institutions are concerned about credit risks and high transaction costs of serving this segment and addressing these concerns is the key task
· 3. Households earning between Rs. 2,500 and Rs. 5,000 per month
· Affordability is a key barrier for this segment and pure market based solutions will not be enough to bridge the gap and serve this segment. 

· If home ownership is to be promoted in this segment, making housing affordable for customers in this group will require using a number of levers – a combination of market based levers, policy initiatives and some direct support from the government
3
Solutions for Target Customer Segments and a potential Integrated Plan for Market Development
Salaried households earning greater than Rs. 5,000 per month

Pure market based solutions are likely to work for many customers in this segment - as project findings demonstrate, affordability is not an issue for most of these customers and there is high interest among stakeholders, especially in an employer facilitated model, i.e., a model in which the employer provides access to employees, administrative support in terms of documentation and most importantly, payroll deduction for EMI payments. 
The “employer facilitated” model is a fundamental business innovation which makes low income housing attractive to the private sector. It both addresses the main risks for all the key players and enhances the economics so that the returns are attractive. For example, for an FI, getting a pool of customers from a large organization that facilitates the process and provides payroll deduction is attractive as it (a) reduces risk - inherently these customers are lower risk, (large companies are unlikely to retrench their staff and employees are unlikely to leave except to take up a better job);  furthermore through payroll deduction the FI knows as soon as an employee leaves and hence can actively monitor the individual to ensure continued EMI payments- again lowering risk; and (b) reduces costs - access to and information on a large group of homogeneous customers reduces costs on marketing, sales, verification, collection, etc.  
Similarly, this model is very attractive to a small developer because it (a) gets a pool of “pre-financed” customers, which reduces his “market risk” (typically the biggest risk for him) and (b) improves his returns - typically a small developer has to tie up his capital for an extended period of time, as he uses funds from an initial set of buyers to finance construction for the next set of buyers and so on - in the employer-led model, the developer has access to construction finance that allows him to fund the full project, which will greatly reduce the timelines and increase his ROI. 
FIs seem open to construction finance especially where retail finance is arranged for customers - it provides take-out financing on the construction loan. However, they do have concerns about serving small developers and hence it may be necessary to facilitate construction financing to such developers

Pure market based solutions can help start this market.  Demonstrating results from such initiatives, and spreading the word across a broad section of employers, developers and FIs will help broaden the market.  However, policy initiatives may be very effective in helping scale up.  Such measure could include:
· Increasing the supply of affordable land. These initiatives could include, for example, higher floor space index (FSI) on property across the city (which could make land in “non-prime” areas more affordable) capital value based property taxes that could discourage hoarding of land, etc.

· Encouraging a broader set of developers to serve this market, for example, by requiring a fixed portion (say 10-15%) of land to be used for such housing in “non-prime” zones and/or giving some level of “free FSI” for such housing. One of the cautionary points mentioned by many of the experts in this context was that these initiatives should be aligned with the market situation – a general requirement that all new housing projects should have a fixed percentage allotted to low income housing may not be effective because if the development is in a “prime” zone, where land prices are high, the provision for low income housing may get subverted (e.g., two apartments may get combined to make a larger one, etc). However, if the provision is made in a non-prime zone where lower income people may be able to afford housing, then it is more likely that the provision will be used for its intended purpose.
Additional initiatives that could enhance affordability and make it feasible for a larger base of customers to purchase such houses (or to buy larger houses) include: 

· Standardizing norms to lower construction cost using alternate materials / techniques. A number of developers recognize the potential to lower cost of construction using alternate materials / techniques (a few are even currently using some of these techniques), and estimate that about 20% of construction costs can be shaved off – this would translate into about a 16% saving from the final selling price. (on a 250 sq. ft unit available at Rs. 1,000/sq. ft, with Rs. 500/sq. ft. as the construction cost)  Currently these techniques are not being used by most developers as there is no strong need to use them. Origination and growth of a low income housing market with bring with it a focus on cost efficiency and this may encourage more developers to use low cost construction materials & techniques as it could increase their margins. However, given the plethora of ways to lower the cost of construction, it would be very useful to develop a standard set of norms that can be adopted by the industry and are accepted by FIs.
· Initiatives such as exemptions / lower slabs on stamp duties may also help lower cost to the end customer.  Current stamp duties range from 5-15% in most states in India
 and an 8% reduction in duty would reduce final price of a unit by 8%. 

An important point to note is that while the Government can play a very vital role in helping the market for salaried customers scale up, it may not involve a financial “cost” to the government. For example a reduction in stamp duty for small dwelling units would not lead to loss in revenue for the Government, since no one is making such houses currently. Similarly the policy changes to make land more affordable or encourage developers to build such housing may not have any negative revenue implications on the Government. In fact, the revenue impact may be positive  (e.g., additional revenues from capital value taxes, additional excise duties/sales tax due to materials used in building such housing, etc.)  There may also be other significant benefits, such as the creation of jobs in the construction industry, etc.

The graphic below shows an integrated solution that could potentially help stimulate the housing market for low income salaried sector households earning greater than Rs. 5,000 per month. This can potentially serve a large number of the 5-6MM households in the target group (household income of Rs. 5,000-8,000 per month); as well as in the 4-5MM households in the Rs. 8,000-11,000 range (which are also under-served).
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Informal sector (self employed and salaried unorganized) households earning greater than Rs. 5,000 per month 

As the field research indicated, customers in this segment can afford market based housing but the key challenge is getting them financing. Financial institutions are concerned about credit risks and high transaction costs of serving this segment and hence, a key prerequisite to serving this segment would be to use approaches that mitigate risk and help reduce transaction costs.  

Based on a scan of global analogs, analysis of the Indian context and discussions
 with financial institutions, MFIs, and organizations working with MFIs (e.g., Acumen, Michael and Susan Dell Foundation), the project team has identified and refined business models and products that address these concerns. The business models include using MFIs as intermediaries, using NBFCs to serve their premium customers, and a direct to customer lease-to-purchase vehicle. The products include loan products (savings linked loans, flexible EMI loans), and risk sharing solutions (credit guarantee, mortgage insurance). The team has also identified ‘forward thinking’ financial institutions that are willing to pilot these models and products. 

The section below provides a brief description of these business models and products and an assessment of their potential to facilitate lending in this segment. 

Business Models and Products to Mitigate Credit Risk and Reduce Transaction Costs

Business Models

Use of Intermediaries like MFIs, NGOs, and cooperative societies. As described in the section under Findings from Microfinance Institutions, MFIs are both interested and well positioned to play an agency role for FIs. In addition to being low cost, they can help reduce risk by providing emergency loans and consumer education, and they are willing to align incentives with FIs. 
Feedback from FIs that had tried using cooperatives and NGOs was not very good. Some of the issues raised were that these organizations did not have the right positioning with the customers to be able to really enforce EMI payment, and that they were not geared to handling monthly/weekly financial transactions.
NBFCs targeting their own customers. As mentioned in the section under Findings from Financial Institutions, some NBFCs are interested in providing housing finance to their premium customers. They would also offer additional loans using the home as the underlying asset (i.e., home equity loans). The NBFCs flagged potential issues (e.g., foreclosure), but since this could be an effective channel, especially in the future as they expand their reach and base of repeat customers, it is worth exploring to find ways to make it work. 

Direct to customer, “lease to purchase” vehicle. This is a “new” business model designed around the “lease to purchase” product. It is discussed in greater detail in the product section below.

Products
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 terms 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, there would be capital required, and FIs were 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 from 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 if they were renting than in a traditional “ownership with mortgage” situation)
However, FIs were not comfortable providing such a product as (a) it would have to go on their books and would impact their capital structure
, (b) the buyer would have to pay double stamp duty, and (c) concerns around maintenance.

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, while working with the customer to solve the repayment problem. 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.

Mortgage Insurance:
This is a classic insurance product that would reduce the risk for lenders, thereby allowing them to serve the informal sector. While conceptually this would be the ideal product to develop this market, from a practical perspective there are three issues:
(1)  This product is not available in India. Regulations are still being framed and it will take time before the product appears in the market.

(2)  When the product does appear it is likely to start off by serving middle income self employed customers since this segment is also underserved and has the ability to pay a premium. It may take a while before lenders start moving down to serve low income informal sector customers.

(3)  In the initial stages, since there is no data on risk for this segment, the pricing is likely to be relatively high.

NHB and other key stakeholders recognize the potential for this product to really help scale up the market, and they are working on brining it to market. In the meantime, a credit guarantee may be a good intermediate step to provide risk mitigation to FIs and collect data that can be used to price the mortgage insurance.

Credit Guarantee: 
A simple guarantee structure that could work at this stage in India could be a partial guarantee with first loss being borne by the lender. The level of first loss would have to be low (maybe consistent with the broader housing mortgage portfolio) to encourage lenders to participate in this market, but it would be good from a design perspective as it aligns incentives in the right way. The actual execution of the guarantee could be simple – once the portfolio losses (on an individual loan, the loan would be considered a “loss” at a predetermined stage – say 90 or 180 days of no payment – and the amount of the loss would be the unpaid interest and principal) cross the threshold, the guarantee fund would pay out the losses in proportion to the pre-agreed guarantee level. When the FI is able to collect any funds from the customer, the same proportion as the pre-agreed guarantee level are re-deposited in the guarantee fund. The advantage of this structure is that the guarantor only has to bring in funds when actually required and the re-depositing of recoveries renews the fund.
Financial institutions were very interested in this product as it would reduce credit risk and they felt it would really help them start serving the informal segment of low income customers. Two issues were brought up by them, however:
· Financial institutions would have liked the guarantee to cover first loss – however, they were open to it not covering first loss if the level was low.
· In the absence of credit data for this segment of customers, the guarantee provider may charge a relatively high amount (to cover perceived risk) which might make it unaffordable for customers. Hence a player interested in developing this market may have to provide the guarantee at an “affordable” price to help stimulate the market. 
Based on the above assessment of financing models/products:
· Intermediaries such as MFIs (primarily as agencies with aligned incentives) may be able to play a useful role in facilitating lending to the informal sector. They were interested in the market and felt that they would like to use a combination of some of the products listed below and some additional safety measures. For example, it could be the group liability model for a rolling one year EMI guarantee where during group formation and the initial life of the group, they participate in a “savings product.”  Safety measures such as the presence of a guarantor, ensuring that at least one family member has a salaried job
 or ensuring that the household possesses enough gold (to be able to pawn for one month’s EMI) may be implemented under such a scheme. While it was not clear exactly which elements would be important, the feeling was to be conservative and put in some extra “elements” in the initial stages, and after understanding performance, to reduce some of the requirements.

Successful implementation of these models and products can play a critical role in demonstrating that the key concerns of FIs can be addressed, and eventually can help establish market based models for lending to the informal sector
· However, in the short-to-medium term, to get the market started, financial institutions are likely to need risk sharing support while they build confidence in the low income informal sector customers – this may have to be provided through ‘reasonably priced’ credit guarantees in the initial stages and a robust mortgage insurance market in the medium term 

· It is likely that in the initial stages, there may be a need to partly subsidize the cost of the credit guarantee to ensure it does not become unaffordable for customers

· Establishing the regulatory framework for mortgage insurance may be important to facilitate market development over the medium term; data collected on the credit history of these customers will further facilitate pricing of mortgage insurance products in the medium-long term

Note that the business model being suggested here has analogy to the employer-led model for the salaried households earning greater than Rs. 5,000 per month. It also uses the same underlying “cluster approach” – aggregating demand (via an MFI instead of an employer), lowering cost for the FI (using the MFI as an agency) and managing risk for the FI (using products like a group liability for rolling one year EMI guarantee, aligning incentives with the MFI, and using a credit guarantee). The model for the developer is the same as earlier – arranging a large volume of pre-financed customers to manage market risk and getting construction finance. In other words, the proposed model addresses the main risks for all the key players and enhances the economics such that the returns are very attractive. 

While this makes the base economics attractive, broader policy initiatives may be needed to encourage a larger set of FIs to serve this segment and help scale it up. While the actual initiatives need to be determined by the Government, some examples of such initiatives could be:

· Income tax credits on profits made by serving low income customers

· Giving extra priority sector benefits for housing loans for small houses (e.g., loans that are less than  Rs. 500,000 or 300,000)
The above financing solutions are in addition to the elements included in the “potential integrated solution” for salaried customers – those would also be helpful in stimulating housing for this segment:
· Availability of construction finance to small and medium developers
· Policy initiatives to increase the supply of affordable land and encourage developers to serve the market.

· Standardizing norms to lower construction cost using alternate materials / techniques 

· Initiatives to lower cost to the end consumer such as reduced stamp duty.
As in the case of salaried households earning greater than Rs. 5,000 per month, while the Government could play a very vital role in helping the market for informal sector customers to scale up, most of the support required may not involve a financial “cost” to the government. The only initiative that may have financial implications is a credit guarantee. However, the cost of this is likely to be low (and decreasing over time as data on actual defaults becomes available) compared to the benefit generated.

The graphic below shows a potential integrated solution that could be used for stimulating the housing market among low income informal sector households earning greater than Rs. 5,000 per month. 
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Households earning between Rs. 2,500 and Rs. 5,000 per month
As findings demonstrate, affordability is a key barrier for this segment and pure market based solutions will not be enough to bridge the gap and serve this segment. 

If home ownership is to be promoted in this segment, making housing affordable for them may require using a number of levers – a combination of market based levers, policy initiatives and direct support from the Government
. 

The chart below depicts the affordability gap that needs to be bridged to serve customers in this segment and lists out the types of levers required to bridge this gap. These include: smaller size housing units, lowering the final per sq. ft. price to the customer (from Rs. 900/sq. ft. assumed below) and increasing the loan amount that the customer can borrow
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The chart below shows an estimate of the break-up of the final price per square foot to the customer and the different ways in which one can reduce it. 
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Need to Use Multiple Levers to Bridge Affordability Gap (2/2)


The project team evaluated the various levers on two dimensions to identify priority levers. The two dimensions included impact on affordability and the practical feasibility of implementing / changing the lever.  The latter includes both the ease of getting government/relevant stakeholders to implement the change and the likelihood that the change would be used for the intended purpose.  For example, an excise duty reduction on steel used for low-income housing has the potential to be misused as developers may use those materials in higher income housing. 

The tables below provide an evaluation of all levers on these two dimensions; the shaded ones represent the higher priority levers:
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.

Based on the analysis above, some of the more effective levers that could be use to bridge the affordability gap are:
· Smaller sized housing units (e.g. units with 200 sq. ft. built up area instead of 250 sq. ft. built up area)

· Increase in FSI

· Low cost materials / technologies

· Exemption on stamp duty charged to the customer 
· Upfront monetary contribution through lump-sum subsidy to partially fund EMI payments
While the above levers can be of use to bridge the affordability gap, an important practical barrier to serving this market is the potential lack of interest from financial institutions. They are concerned about the high transaction costs (due to small ticket size and disaggregated customer base) and risk of default. Hence there may be a need to supplement the above levers with additional policy initiatives, direct support and a reasonably priced credit guarantee to encourage financial institutions to serve this segment. 
· Policy initiatives such as income tax exemption on profit generated from low income housing loans (e.g. loans below Rs. 300,000) to encourage credit flow to this segment

· Support to financial institutions to cover their higher transaction costs for serving this segment

· Reasonably priced credit guarantees providing risk sharing support 

In addition, elements of the solutions required for the other two segments (households earning > Rs. 5,000 per month) could be applied to this segment as well – these include

· Availability of construction finance to small and medium developers

· Policy initiatives to increase the supply of affordable land and encourage developers to serve the market
· Standardizing norms for construction using low cost materials / techniques

· Initiatives to lower cost to the end consumer such as reduced stamp duty

Unlike the earlier two segments, (salaried households earning greater than Rs. 5,000 per month and informal sector households earning greater than Rs. 5,000 per month) where the Government could help scale up the market potentially without involving a significant financial “cost”, in this segment, if home ownership is to be promoted, there may be an element of financial support required. This support may have to be for both impacting the direct affordability of the dwelling unit and to cover the higher cost of service by FIs. However, even for this segment (households earning between Rs. 2,500 and 5,000 per month), the extent of support required for the dwelling unit may be much less than without market based solutions and the suggested policy changes. 

The graphic below shows a potential integrated solution that could help stimulate a housing market among households with Rs. 2,500-5,000 of monthly income 
[image: image9.png]o Support o buy
down ENI & cover
additional cost to
seve for FI

[ALELEE]
Institutions

Developers

Government may have to arrange for financial suport for this segment, but level may
be much lower given the benefit of market based solutions & effective policy
initiatives

Note: 'Self Employed/ Salaried Unorganized





Note that in the segment-wise development of the solutions, there is a clear recognition that market based solutions have their limits and hence one needs to have “smart” support from the Government 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” 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 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, (a) there is still a gap which Government may have to provide for, and (b) as FIs are reluctant to serve this market, government may have to provide incentives to get FIs interested.
A potential integrated phased approach for market development
The solutions developed above highlight how each of the key lower income segments could be served. However, it may be easier to stimulate the market in a phased manner, starting with “low hanging fruit”, and in parallel, building the foundation for serving the more challenging parts of the market, and subsequently building off the momentum of the easier segments to broaden the market.

The key elements of the initial phase could be:
· Initiate the market for salaried households earning more than Rs. 5,000 per month. This is both a large group of customers that need to be served (over 10 million such households in urban India) and it can help start the “real” sector by demonstrating that smaller sized units are in demand, and can be profitable
· In this early stage, there is also an opportunity to potentially set the norms for the market - establish benchmarks of quality, introduce customer education, stimulate construction finance, set standards for low cost construction techniques, etc.
· In parallel, a few financial institutions and intermediaries interested in the informal sector (self employed and salaried unorganized) earning more than Rs 5,000 per month, could develop and field test financing products / models for this segment.
· Government could also potentially develop a comprehensive housing policy for households earning between Rs. 2,500 and 5,000 per month to facilitate delivery through a combination of market based solutions, policy initiatives and subsidies

· Government could play a vital role in helping the market scale up by implement policy that would address key issues that impact all the segments (e.g., measures to increase supply of affordable land, standardizing low cost construction, etc.).

In the next phase, as housing for the salaried segment earning more than Rs. 5,000 per month gains momentum, financial institutions could broaden the scope of their activities in the informal sector (involve more intermediaries, develop standard protocol to serve such customers, etc.) and Government could potentially test some of its approaches to serve households earning between Rs. 2,500 and 5,000 per month at scale (e.g., at a state level). Note that an important lever that may help ensure success of this phase would be policy changes to support scaling up. (e.g., increasing the supply of affordable land)
This could lead to the third phase, in which the market may be well developed for the salaried segment earning more than Rs. 5,000 per month, vibrant for the informal sector earning more than Rs. 5,000 per month, and delivering houses at scale for the segment earning between Rs. 2,500 and 5000 per month. 
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4
Pilot Projects (Current Status)
While working on the project, the team has interacted with many developers, FIs, and other interested stakeholders. A number of these organizations have found the approach compelling and have wanted to be part of the pilots. While it has not been possible to follow-up with all the organizations that have shown interest, the team has followed up with quite a few of them to date (and will be following up with more of them in future). 

The typical process is to first understand the role that the potential participant can play (based on past experience) and their level of interest. If the player seems genuinely committed and can play a lead role, (i.e., be an anchor) the team then assembles other players to develop the pilot. (e.g., if a developer is interested, the team would find aggregated demand such as appropriately located employers who will facilitate their employers participating in the pilot, an FI that will fund the customers, an FI that will fund the developer, etc.) At the current stage, one pilot has been started, one more is about to be started and a number of others are more early stages of discussion. Based on this, it is likely that two to three pilots would be initiated by the end of the project (June 2007). Details for some of these pilots are provided below. 

Interestingly, the easiest piece to bring into the pilots has been customers – be it employer driven or aggregated by an MFI. The “need” for housing is very strong and the employers/intermediaries recognize this need and are keen on helping out.

In-depth support for the pilots has led to the development of models of interaction between the stakeholders that ensure there is coordinated commitment to address their differing concerns. For example in the Mumbai pilot, the developer wanted a high level of assurance that the customers would not back out (as he was negotiating for the land).  Hence UTI Bank (the employer sponsor) got the customers to put Rs. 10,000 each into an escrow account to show their commitment. A flow-chart for one such process of getting buy in and building coordinated commitment is illustrated in Appendix 4.
A number of early stage, but promising discussions are focused around innovative business models (e.g., an MFI serving as an agency, a new dedicated fund for low income housing, a new low income housing company, a new microfinance service company dedicated to housing, etc.) and products (e.g., a social venture capital fund providing a credit guarantee, a foundation supporting development of a new product for the informal sector, etc.) 

While most of the conversations have been around specific pilots, some of the organizations have expressed interest in being part of multiple pilots (especially the FIs). 
We are also in early stages of discussions with 4 individuals / organizations that see significant opportunity in this market and are interested in setting up dedicated businesses to serve the market.
A brief description of the pilots and some of the other discussions with potential pilot participants are provided below.
Mumbai Pilot
The two “anchor” participants here are UTI Bank and Casa Bella Developers.

Casabella 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 (suburban town on the western railway line in Mumbai).  The owner, Mr. Prashant Choksey, is a US trained engineer and the quality of Casabella’s work is the best the project team has seen. He commands about a Rs. 100/sq. ft. premium to other developers working in the same area. He is interested in low income housing and has worked with his architect to develop designs of dwelling units that are well ventilated, well lit, have nice common spaces, etc. (see Appendix 5).
UTI Bank is also keen to participate in the pilot. They recognize 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 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 Rs. 325,000) in 4 storey walk up buildings. 

The drivers have seen the neighborhood and the developer’s quality of construction, and 50 of them have already given UTI bank a token amount of Rs. 10,000 to confirm their participation.
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.
A “focus group” with about 20 SEWA employees and clients confirmed the “crying need” for housing. The discussion also confirmed that many of them can afford housing at rates prevalent in the suburbs of Ahmedabad; the group helped the project team identify geographical preferences. 
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 Rs. 800/sq.ft.
The Sewa Bank Managing Director and a core team have seen the work of the two developers and are now getting internal clearances for taking the proposition to the SEWA clients and employees.

Pune Pilot
The “anchor” here, Bajaj Auto (one of the largest two-wheeler manufacturers in the country), 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.
The project team is discussion with two local developers who are active in the area to explore construction options.
Other pilots in early stage discussions and other potential participants
· The project team is also in discussions with a new low income housing company, Tripod, which is currently looking for land for a low income housing pilot in Hyderabad.  
· Mimo Finance is a new MFI based in North India (Uttranchal). They are interested in housing and are trying to initiate a pilot in Uttranchal. 
· Development Innovations Group has formed a joint venture with ICICI to set up a service company, and they are trying to initiate a low income housing pilot in Chennai. 
· Housing Solutions is setting up a dedicated India low income housing fund and has expressed interest in financing the developers involved in the pilots.
· Acumen Fund is an international social venture capital organization, who focuses on a number of social areas, including housing. They have been involved in many low income housing projects in developing countries, and recently provided a credit guarantee to promote financing to low income customers in Pakistan. They are interested in partnering in the pilot projects and providing credit guarantees for retail and developer finance.

5
Dissemination Campaign

The dissemination process that is currently on and will continue until the end of the current project in June 2007 (and beyond) is geared around highlighting the overall opportunity to three target groups:

(1) Suppliers, e.g., developers, FIs, etc. to get them to see the economic value in the market and raise their interest in serving the market 

(2) Government and related organizations to build awareness about the need for low income housing, the potential opportunity to get market based solutions to meet some of the need, and to stimulate thinking about ways to provide an enabling environment for low income housing, and 

(3) Other interested stakeholders (such as social venture funds, foundations, etc) and thought leaders who will help “make the market”. The dissemination campaign includes:
The emphasis for the dissemination campaign in the current project has been in reverse order of these three target groups – basically targeted the thought leaders/interested stakeholders as (1) the feedback from them can be used to validate/refine the ideas and (2) given their influence in the market, they can help propagate the concepts.

The approaches being used to identify and reach out to such individuals / organizations are mainly through networking (i.e. following-up with people that NHB, World Bank and the consultants know are interested in this space to share the work, and to use those linkages to identify others.)
Current Status and Elements Likely to be Completed
 by End of Project (June 2007)

Events involving Suppliers
· The project team has presented the findings to over 200 developers who attended the NAREDCO (National Real Estate Development Council) National Conference in Delhi on April 4, 2007

· NHB, World Bank and the project team presented the findings to senior management of over 25 FIs and over 500 Developers in a two-day National Conference organized by the Ministry of Housing and Urban Poverty Alleviation on June 1 and 2, 2007
Government (one-on-one meetings)
· NHB had arranged for the project team to share the findings of the work with a number of key Government officials in the Ministry of Finance and the Ministry of Housing and Urban Poverty Alleviation. All of them recognize that there may be a potential opportunity to use market based solutions to provide for some of the need for housing of lower income households. NHB has actively worked with senior Government officials in the Ministry of Housing and Urban Poverty Alleviation to facilitate awareness building (e.g., arranged for the project team to speak at the NAREDCO conference in April, and for the World Bank and the project team at the National Conference on “Affordable Housing for All” in Mumbai in June)

· The findings have also been shared with some Government officials involved with housing in Rajasthan, Karnataka, Andhra Pradesh and the cities of Mumbai and Pune. They have all indicated their interest in a market based solution to low income housing, and in most cases, have said they would like to explore how this can be done in their state/city.
 
Interested Stakeholders 
· NHB has involved a set of interested stakeholders since the beginning of the project. These include some key Government officials, representatives from a few public housing organizations, representatives from a leading housing finance organization, a leading private sector bank and a leading public sector bank, representatives from organizations interested in microfinance, representatives from organizations & foundations that are interested in helping provide housing for lower income households, representatives from leading industry associations, etc. The project team has presented its findings to this group of stakeholders on October 20, 2006, November 22, 2006 and February 14, 2007. 

· The project has conducted one-on-one and small group sessions to share the findings of the work with over 150 interested stakeholders. This includes architects, organizations involved in slum rehabilitation, organizations supporting city development, private equity funds that invest in real estate, leading national and global foundations, etc. Some of these individuals are included in Appendix 6
6
Preliminary Feedback 
Private sector participants: Most of the players (e.g. small developers, employers, financial institutions) that have heard the project findings have found them insightful. They all recognize that the “raw” demand is there (i.e. that many people rent houses and all of them would like to own a house) but the findings made them understand the tradeoffs that customers are willing to make, and the feasibility of building housing at current real estate prices and interest rates. They also felt that the “cluster approach”
 being suggested makes the market attractive for the private sector – it addresses their risks and improves economics such that the risk adjusted returns are decent. In fact many of them have offered to be part of the pilots. Quite a few individuals/organizations that work in this space or allied spaces have said they may be interested in staring up a unit that pursues this business opportunity. 
Four organizations/individuals have found the opportunity compelling enough that they are actively exploring starting business ventures in low income housing.
Local stakeholders: The local thought leaders/organizations involved/interested in this space have found the work compelling. They feel the approach has potential and many have offered to support the effort moving forward. In addition to serving a large group of lower income households, quite a few feel that this model may provide superior housing to the current work being done in slum rehabilitation programs, and may set a “benchmark” for the broader work done in slum rehabilitation and housing for the poor.
International experts: Many of the international experts commented on the rigor of the analysis and the integrative nature of the recommendations. They especially liked the depth of the “customer perspective” and its inclusion in the development of solutions. They also appreciated the fact that the analysis looked at both the financing part and the “real” side. In general they felt the approach could work and suggested “going after the easy market first” (i.e., focusing on the employer facilitated model). A few international experts highlighted issues around the size of housing being too small, and the difficulty in getting low income customers to pay for maintenance. They also felt that this would be a good time in the evolution of the housing finance market to actively promote customer education 
7
Conclusions
The interest from segments of suppliers and other stakeholders, combined with the positive feedback from over a hundred interactions with a wide group of stakeholders and thought leaders in the dissemination sessions as well as the strong interest in participating in the pilots all indicate that (in the current real estate and interest rate regime in India) with the “cluster approach
” proposed in this report, market based solutions may be viable for families earning more than Rs. 5,000 per month.
However, market based solutions have limits and one may need to have “smart” support to extend them. For the salaried customers earning more than Rs. 5,000 per month, the base risk-adjusted economics are good and the employer-led model makes it commercially attractive, 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 in serving this market.

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, of many potential interventions have no cost, however the “affordable” credit guarantee would have some cost. The only place 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 develop a vibrant market-driven low income housing market, a number of challenges exist and a phased approach may be appropriate. For example, starting with the “low-hanging fruit” (the employer facilitated model for salaried customers) to demonstrate the commercial viability of this market, and in parallel developing and piloting ways to serve the informal sector while simultaneously facilitating enabling policy changes. 
Then as housing for the salaried segment gains momentum (and establishes the supply from the “real” sector), the scope of activities in serving the informal sector is expanded to get FIs comfortable with the segment which could lead to scaling up of this part of the market.

In parallel, if home ownership is to be promoted for customers earning between Rs 2500 and 5000 per month, there may be an opportunity for Government to develop a comprehensive program which leverages off the private sector led market for customers earning between Rs. 5,000 and 11,000 (e.g., use the same developers to build this housing).


Feedback from relevant officials in the Government 
The reaction from Government officials to the findings and recommendations of the project has been positive. Basically, the timing of the project is fortuitous. At the National level, the Ministry of Housing and Urban Poverty Alleviation has recognized that “housing” is not just a problem of the poor, but that low income households are also not able to afford housing. They have made “affordable housing for all” their main focus and are exploring a number of options to address the key challenges in the areas of land, finance, construction technology and regulation.

The market based solutions work that the project has done fits well with their framing of the market. It substantiates their thesis that the market is not meeting the needs of lower income households. It also shows that there is a large profitable opportunity for the private sector – the number of such households is very large, they want housing, and can afford it. They are using the findings of the project to highlight the opportunity to the suppliers. Government also recognized that they have to facilitate development of this market through appropriate policy measures and have been interested in the recommendations highlighted in the project (e.g., ensuring adequate supply of affordable land).
Creating this market would require involvement from multiple constituencies – from small builders to FIs to Government to many other stakeholders. It is therefore important to have a lead coordinator – a player that has the capability, recognition and motivation take an active role in leading the process. NHB, the coordinating sponsor for this project, has committed to taking on this role. With its experience in supporting the successful development of a robust housing finance market in India, its position as a leading government institution, and its explicit mandate of driving the growth and reach of housing finance across urban and rural India, NHB is ideally positioned to execute on this role. 
The potential impact of creating such a low income housing market is immense. The segment that can be served through market based solutions (monthly income of Rs. 5,000 to 11,000) itself is 23 - 28 million households. The financial and social impact could be transformative:
· Conversion of rent to ownership would improve overall economic prosperity 

· Owned housing would provide a safety cushion – a critical support in a country where there is currently no formal safety net 

· Quality of life would improve vs. current, often sub-par conditions
· Emotional security vs. renting, where the power lies with the landlord 
It could also have a systemic impact on urban development by providing a potential benchmark for slum rehabilitation and options for housing that in the long term may lead to slum prevention
It should be noted that while the potential for market based solutions seems very significant, it needs further work on validation of the economic opportunity (of which the pilots are a key first step) and on scaling up (which are likely to include urban issues, financial instruments, etc). Also, as mentioned earlier, these solutions should be thought of in the broader context of low income housing and as an option that compliments other approaches - incremental housing, slum re-development, rental housing, etc.

Appendices

Appendix 1: Payments by Customers During Construction

The chart below shows the payments that developers would like customers to make during the construction phase. Under current practice – while the customer pays the instalments during the period in which the building is under construction; the bank finances these payments by extending a loan but requires interest payments during the construction phase. 

For the target customers (those earning between Rs. 2,500-8,000 per month), this would be difficult to afford. For example, a household earning Rs. 7,000 per month and paying Rs. 1,500-2,000 as rent (with savings of Rs. 1,000-1,500 per month) would find it very difficult to afford additional interest payments of Rs. 1,500-2,000 to finance the construction. 
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Most customers will find it difficult to purchase an under construction house — given the 
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

Value of the Property – Rs. 3,07,500



Bank Loan – Rs. 2,37,500



Customer Equity – Rs. 70,000 



Interest Rate – 11%



Tenure – 20 Years

Monthly Interest Payments by Customer During the Construction Phase

Cumulative 

Loan

34,000

34,000

68,000 68,000 68,000 68,000 34,000

32,000

32,000

36,000

68,000

100,000

NIL

68,000

168,000

NIL

68,000

236,00

NIL

34,000

270,000

NIL

Note: 

1 

Numbers are for customers with HH income of ~Rs. 7000; under current practice, the buyer pays installments while the building is under 

construction; the bank finances these payments but requires interest payments

2 

Payment made at the end of each month except for the booking amount 

which is paid at the beginning of first month; 

3

Interest calculated on outstanding loan amount at the beginning of the month

Source: Discussion with Industry Participants, Monitor Analysis


Appendix 2: Select List of Managers at FIs Interviewed during the Project 

	
	

	Public Sector Banks
	Mr. Prithvis Dutta, CEO, Shamrao Vithal Bank, Mumbai

	
	Mrs. Bhavana Urangkar, DGM, Shamrao Vithal Bank, Mumbai

	
	Mr. K V Rangnekar, Chairman, Saraswat Bank, Mumbai

	
	Mr. P G Kamath, GM, Saraswat Bank, Mumbai

	
	Mr. Manish Mehta, Director, Bank of Baroda

	
	Mr. Narendra Kumar Jain, AGM, Bank of Baroda

	Housing Finance Companies
	Mr. Saurabh Srivatava, GM, LIC Housing Finance, Mumbai

	
	Mr. Kapil Wadhwan, MD, Dewan Housing Finance, Mumbai

	
	Mr. Shiv Kumar, GM, Dewan Housing Finance, Mumbai

	
	Mr. Sudhir Choksey, MD, Gruh Housing Finance, Ahmedabad

	
	Mr. Kamlesh Shah, GM, Gruh Housing Finance, Ahmedabad

	
	Mrs. Renu Karnad, ED, HDFC, Mumbai

	
	Mr. Prabhat Rao, Regional Manager, HDFC, New Delhi

	
	Mr. Abhijeet Bhargava, ICICI Home Finance, Jaipur

	
	Mr. Saurabh Gupta, ICICI Realty Finance, Jaipur

	Private Sector Banks
	Mr. Nachiket Mor, Deputy MD, ICICI Bank, Mumbai

	
	Mr. Manish Kirpekar, ICICI Bank, Mumbai

	
	Mr. Harish Bhargava, ICICI Bank, Jaipur

	Non-Banking Financial Companies
	Mr. Apul Nayyar, Vice President, CitiFinancial

	
	Mr. Sandip Kundu, Director, Real Estate Capital Markets, Wachovia Securities, Mumbai

	
	Mr. Darshan Gangolli, Kotak Realty Fund, Mumbai


Appendix 3: List and Profile of Developers

List of developers interviewed during the project
	
	

	Large Developers
	Unitech, New Delhi

	
	Shapoorji Pallonji, Kolkata

	
	Akruti Nirman, Mumbai

	
	Eldeco Housing, Lucknow

	
	Sahara Group, Lucknow

	Medium Sized Developers
	Bakeri, Ahmedabad

	
	Janapriya Engineering, Hyderabad

	
	Mangalam Developers, Jaipur

	
	Krishna Developers, Lucknow

	
	Naiknavare & Associates, Pune

	
	Sanjeevani Builders, Pune

	
	Ashiana, Delhi

	Small Sized Developers
	Alekhya Developers, Hyderabad

	
	Libra Shelters, Hyderabad

	
	Kayvee Developers, Hyderabad

	
	Casabella Developers, Mumbai

	
	Globe Constructions, Vishakhapatnam

	
	Vizag Profiles, Vishakhapatnam

	
	Pawan Developers, Vishakhapatnam

	
	GK Developers, Hyderabad

	
	Namrata Developers, Pune

	Public Private Partnerships
	Bengal Shrachi, Kolkata

	
	Bengal Shelter, Kolkata

	Government Bodies
	West Bengal Housing Board, Kolkata

	
	Rajasthan Housing Board, Jaipur

	
	Andhra Pradesh Housing Board, Hyderabad

	
	Andhra Pradesh Housing Corporation, Hyderabad


Appendix 3 (continued)
Profile of Developers
	Type
	Scale of Operations
	Target Customer Segment
	Size of Projects
	Land Bank Availability / Current Project Area

	Large Private Developers with a Pan-India presence, such as Unitech, DLF, Ansal Housing & Construction Ltd. and SP Construction
	· Completed 
>15–20 projects of >200 units each

· Key focus on luxury townships and premium residential apartments

· Currently leveraging the trend towards premium housing, retail, IT sector expansion into small cities and SEZ development
	· Mainly premium and HIG
 segment

· MIG segment to a certain extent

· E.g., Ansal’s ‘Anand’ brand of housing for mid end townships
	· Construct premium residential townships enclosing apartment buildings or stand alone premium flats

· E.g., Unitech’s Nirvana Country Gurgaon or DLF’s Park Palace

· 2–4 BHK
 apartments measuring 1,000–2,800 sq. ft. and  luxury row houses
	· Own large land bank ranging between 5,000–11,000 acres 

· E.g., Ansal Properties has a land bank of ~5,500 Acres with 170 m sq. ft. developable area

· DLF has  a land bank of 10,225 acres with 574 m sq. ft. developable area

	Large Private Regional Developers, such as Anant Raj, Prajay, DSK, Peninsula
	· Completed 
>10–15 projects >100 units each

· Construction activity in residential and commercial real estate

· Strong regional presence 

· E.g., Anant Raj in NCR or Prajay Engineers in Hyderabad
	· Mainly Premium, HIG and MIG segment
	· Construct high quality residential townships or stand alone high grade flats

· E.g., DS Kularni’s Madhuban or Prajay Syndicate’s Moonrock Apartments

· 2–4 BHK apartments measuring >800 sq ft and independent row houses
	· Possess large land banks concentrated in regional pockets

· Prajay Engineers has  a fully paid land bank of 
~ 700 acres 

· Peninsula Land Limited has a saleable 30 lakh sq. ft. in Mumbai, Goa and Pune

	Medium Sized Developers, such as Bakeri, Janapriya Engineers Syndicate, Naiknavare & Associates
	· Completed 
>5 projects of 
>50 units each

· Most of construction is concentrated in a one or two cities

· Janapriya Engineers Syndicate in Hyderabad and Bangalore
	· Mainly HIG and MIG segment

· Premium housing to certain extent
	· Construct standard apartment complexes to cater to the Middle and High income groups  

· Naiknavare’s Trinity Court in Pune

· Janapriya’s Vilas in Hyderabad

· Mostly 2–3 BHK apartments measuring 
700–1,600 sq. ft.
	· Possess medium size land bank mostly within one city

· Janapriya, Hyderabad has a land bank of ~150 acres mostly concentrated in Hyderabad

	Small Private Developers, such as Casabella Developers in Mumbai
	· Completed 
<5 projects of 
>50 units each

· Single city presence

· Casabella Developers, Mumbai

· Libra Shelters, Hyderabad
	· Mainly MIG segment with HIG housing to a certain extent
	· Constructs standard apartments mainly for the Middle Income group

· Mostly 1–2 BHK apartments measuring 
600–1,200 sq. ft.
	· Possess negligible size land bank 

· Typically undertake 1–2 projects at a time

· Purchase plot of land and then undertake residential project


Appendix 4: Process Map for Initiating the Mumbai Pilot 
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Appendix 5: Potential Layout for the Mumbai Pilot (Casabella Developers)
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Appendix 5 (continued)


Appendix 6: List of Organizations part of the Dissemination Campaign
	Name of Organization
	Description
	Name of Person

	I. Project Sponsors
	

	National Housing Bank 
	
	Mr. Sridhar, Chairman & Managing Director
Mr. Verma, Executive Director
Mr. Surendra Kumar, ED

Mr. PK Kaul, GM

Mr. Muralidharan, Dept. GM

Mr. Berry, Ast. GM

Mr. Lalit Kumar, Ast. GM
Ms. Rita Bhattacharya, Manager

	World Bank
	
	Mr. Olivier Hassler, Senior Housing Finance Specialist
Mr. Niraj Verma, Financial Specialist 

Mr. Richard Clifford, Lead Urban Specialist
Ms. Sonia Hammam , Sector Manager Water & Urban

Mr. Robert  Buckley, Urban Real Estate Advisor, Infrastructure Dept.

Barjor E. Mehta, Senior Urban Specialist 

	FIRST Initiative


	
	Mr. Jim Rives

Mr. Robert Woodbridge 

	II. Financial Institutions / Venture Funds
	

	HDFC
	Large housing finance company
	Ms. Renu Karnad, Executive Director

Mr. Prabhat Rao, Regional Manager 

Mr. Rahul Bhargava, Manager- Technical

	ICICI 
	Large private sector bank. Largest player in the housing finance market 
	Dr. Nachiket Mor, Executive Director
Mr. Senthil Kumar, Assistant General Manager
 Mr. Manish Kirpekar, Chief Manager
Mr. Arjun Uppal, Rural Micro & Agri Business Group
Ms. Shalaka Joshi

Mr. Rajiv Sabharwal, Chief Operating Officer, ICICI Home Finance
Mr. Amit Bhagat, Business Head, Property Services

	Deewan Housing Finance Ltd
	Mid-size housing finance company 
	Mr. Shivkumar Mani, Head, Marketing

	UTI Bank
	Large private sector bank
	Dr. PJ Nayak, Chairman

	ABN Amro Bank
	Large international bank
	Mr. Viral Balsari,  Vice President Sustainable Development, India

	PNB Housing Finance Limited
	Medium-sized housing finance company
	Mr. VK Khanna, Managing Director

	UCO Bank
	Medium-sized bank
	Mr. Anil Kumar, Asst. GM, Retail

	Lok Capital
	Micro-finance venture capital fund
	Mr. Donald Peck, Managing Partner, Actis Advisors Pvt. Ltd

Mr. Vishal Mehta, General Manager

	Acumen Fund
	Social venture Fund
	Mr. Varun Sahni, India Country Manager

	Avishkaar
	Social venture Fund
	Mr. Vineet Rai,  Chief Executive Officer

	Beekman Helix
	Real estate investment firm
	Mr. Shekar Narasimhan, Chief Executive Officer
Mr. Manish Parwani, President

	SVB Global
	Provides diversified financial services to companies in specialized markets
	Mr. Ajay Hattangadi, Senior Vice President, India

	Actis
	Private equity investor in emerging markets
	Mr. Probir Talathi, Investment Principal

	IDFCPE
	Large private equity fund focused on infrastructure
	Mr. Luis Miranda, President & CEO

	IDFC 
	A specialised financial intermediary for infrastructure
	Dr. Rajiv Lall, MD & CEO

	Housing Solutions
	Designs and implements affordable housing investment programmes
	Mr. Dhaval Monani

	Kotak Mahindra Realty Fund
	
	Ms. Ameeta Patel
Vikhyat Shrivastava, Associate VP

	Morgan Stanley
	International investment bank
	Ms. Ellen Brunsberg, MD

Mr. Ian Callaghan, MFI investments

	JM Morgan Stanley
	Financial services firm; joint venture between JM Financial and Morgan Stanley
	Mr. Rajeev Chitrabhanu 

	Goodwell
	Social venture fund
	Mr. Wim van der Beek

	III. Developers, Architects and related organizations
	

	NAREDCO
	National Association of Real Estate Developers
	Presented at NAREDCO’s national conference to over 200 developers
Brig. (Retd.) R. R. Singh, Director General
Mr. Sumit Jha, Deputy Director

Col. Prithvi Nath, Executive VP

	Pell Frischmann Prabhu
	International structural engineering and architectural company
	Mr. Tushar Prabhu, Director
Mr. Jagdeesh Raje, Director

	CREDAI

	Confederation of Real Estate Developers Associations of India
	Mr. G.P. Savlani, Resident Director

	HUDCO
	Housing and Urban Development Corporation Ltd.
	Mr. R.K. Khanna, ED (Operations)

	Delhi State Industrial and Infrastructure Development Corporation 
	
	Mr. Jalaj Shrivastava, MD
Ms. Rita Kumar, Executive Director

	FICCI
	Federation of Indian Chamber of Commerce and Industry
	Ms. Mousumi Roy, Deputy Director

	Best & Crompton
	Engineering company
	Mr. Vasan, Chairman

	CII
	Confederation of Indian Industries
	Mr. Rajneesh Sharma

	Ekibeki Inc.
	Architect, urban design
	Ms. Vishpala Hundekari

	Shirish Patel & Associates
	Structural engineer, ex-board member of MMRDA, SPARC etc.
	Mr. Shirish Patel

	4.4 Design
	Architect and design firm
	Dhruti Vaidya, Founder

	IV.  NGOs/ Foundations 
	

	Packard Foundation
	International Foundation
	Mr. Lester Coutinho, Country Program Advisor

	NACDOR 
	National association for Dalit groups
	Mr. Ashok Bharti, National Coordinator

	Bill & Melinda Gates Foundation
	International Foundation
	Mr. Ashok Alexandar, Director

	Ashoka Innovators for the Public
	Ashoka works with social entreprenuers
	Ms. Sohini Bhattacharya, Director, South Asia Partnerships

Ms. Shivani Manaktala, Sr. Advisor – Full Economic Citizenship

	GMR Foundation
	GMR Group is one of India’s largest project management groups
	Ms. Meena Raghunathan, Director

	Satyam Foundation
	Satyam Computers’ urban foundation
	Dr. Rama Seshu, Lead Partner

	Hunter Foundation
	International Foundation
	Mr. Tom Hunter

Mr. Ewan Hunter

	Clinton Foundation
	International Foundation
	Mr. Deepak Verma, Chief Operating Officer

	Sir Dorabji Tata Trust
	One of India’s largest foundations
	Mr. Sarosh Batliwalla, Secretary & Chief Accountant
Mr. Bhaskar Mittra, Program Officer

	TechnoServe
	Provides business advice and access to markets and capital to businesspeople in developing countries
	Ms. Nithya Jayraman, Country Head

	Charity Focus
	Internet-based volunteer organization
	Mr. Mark Jacobs

Ms. Yoomi Lee

	Manav Sadhana
	Ahmedabad based NGO
	Mr. Jayesh Patel

	Ambuja Foundation
	Foundation of the Ambuja Cement company
	Ms. Pearl Tiwari  (General Manager of Ambuja Cements Ltd.)

	Development Alternatives 
	NGO that works in low cost technology
	Mr. Arun Kumar, President – Business Initiatives 

	Asia Society
	Dedicated to educating Americans about Asia and fostering understanding between Americans and the peoples of Asia
	George Jose, Programme Director

	V. Micro Finance Institutions and related organizations

	MCRIL
	Micro-credit rating agency
	Mr. Sanjay Sinha, Managing Director

	IFMR
	Institute for Financial Management and Research
	Ms. Cheryl Young, Research Associate

	UNITUS
	Global microfinance accelerator
	Mr. Sandeep Farias, CEO

Mr. Abhijit Ray, Senior MFI Analyst

	Michael and Susan Dell Foundation
	International Foundation

(Microfinance Team) 
	Mr. Barun Mohanty, Director - India

Ms. Caitlin Baron

	Janalaxmi
	Bangalore based MFI
	Mr. Ramesh Ramanathan

	Ujjivan Financial Services Pvt. Ltd.
	Bangalore based MFI
	Mr. Samit Ghosh

Ms. Anjali Banthia

	SPARC
	National organization that works with slum dwellers. Has a construction company that builds low income housing for slum dwellers
	Ms. Sheela Patel

Mr. Sundar Burra

	Swadhaar
	Mumbai based MFI
	Ms. Veena Mankar, Director

	BASIX
	Andhra Pradesh based MFI
	Mr. Vijay Mahajan, Group CEO
Mr. Ramana, CEO

	SWAS
	Hyderabad based MFI
	Mr. Ramamurthy

	VI. Government

	Ministry  of Housing & Urban Poverty Alleviation 
	
	Mr. SK Singh, Joint Secretary - Housing

	Ministry  of Housing & Urban Poverty Alleviation
	Jawaharlal Nehru National Urban Renewal Mission
	Dr. P.K.  Mohanty, Joint Secretary & Mission Director

	Ministry of Rural Development, Andhra Pradesh
	
	Mr. K Raju, Principal Secretary

	Ministry of Finance, Department of Economic Affairs
	
	Mr. Amithabh Verma, Joint Secretary

	Ministry of Finance, Department of Economic Affairs
	
	Mr. PP Mitra, Economic Adviser to Government of India

	Karnataka Housing Board
	
	Mr. M.Lakshminarayana, Housing Commissioner

	Government of Rajasthan
	
	Ms. Aditi Thorat, Officer on Special Deputation to the CM
Mr. Pawar, Principal Sectretary, Housing

	Pune Municipal Corporation 
	
	Dr. Nitin Kareer, Municipal Commissioner

	Reserve Bank of India

	
	Mr. CS Murthy, Chief GM-in Charge, Rural Planning and Credit Dept.

	VII. Employers/ Companies
	

	Asian Paints
	
	Mr. Jason D’Souza, Manager Communications

	Dr. Reddy’s Labs
	
	Dr. Anji Reddy, Chairman
Mr. Prasad, CEO
Mr. Satish Reddy, Managing Director & COO

	LV Prasad Eye Institute
	
	Dr. Rao, Chairman
Dr. Balasubramanian

	Bajaj Auto
	
	Mr. Rajiv Bajaj, Managing Director

	Infosys
	
	Mr. N. R. Narayana Murthy,  Chairman of the Board and Chief Mentor

	UTI Bank
	
	Mr. M. V. Subramaniam, Executive Trustee & CEO, UTI Foundation
Mr. Sujan Sinha, VP – Retail Assets

Mr. Premchand

	Mobile Creche
	Works with children on construction sites
	Ms. Devika Mahadevan (ex-SPARC)

	Pratham
	National primary education NGO
	Mr. Ujwal Thakar, CEO
Mr. Aditya Natraj

	Videocon
	
	Mr. Suresh Hegde, Finance Controller

	Aditya Birla Group
	
	Mr. Ashish Dwivedi, VP, Corporate Strategy & Business Development

	Gujarat Ambuja Cement
	
	Mr. Narotam Sekhsaria,  Vice Chairman

	VIII. Multilateral Agencies
	

	SDC
	Swiss Development Corporation
	Mr. Adrian Marty, Country Director
Dr. Veena Joshi, Team Leader for Rural Energy and Housing

	IFC
	International Finance Corporation
	Mr. Anil Sinha, GM,  SEDF
Kanika Bansal, Investment Officer

	USAID
	U.S. Agency for International Development


	Ms. Rebecca Black, Director - Office of Economic Growth

Mr. Nabaroon Bhattacharjee, Program Manager- Office of Economic Growth

	JBIC
	Japan Bank for International Cooperation 
	Mr. P Rajasekharan, Regional Specialist

	IX. Others
	
	

	ICG Consultants Private Ltd.
	Social Sector Market Research
	Ms. Hema Vishwanathan, Director

	TERI
	Tata Energy Research Institute
	Mr. Mark Runacres, (ex-British High Commission)

	AT Kearney
	Global Management Consulting firm
	Mr. Nilesh Hundekari


Appendix 7: Executive Summary of work done to explore potential of expanding the housing finance market to cover lower-middle income segments in rural India
Project Context & Rationale

Housing is a major issue in rural India. The housing shortage is estimated to be between 12 to 14 million houses (this includes homeless households and those living in “unserviceable non-durable” houses
). In addition to this, a large number are in poor living conditions (both multi-family households living in one & two room houses and households living in poor quality houses
). Interestingly enough, this “need” is not just among low income households – NSSO data indicated that it exists even in lower-middle income and upper-middle income households, who should be able to afford better housing. 

The question therefore was, for the families that can afford it, why do they not improve their housing situation? Is it because they don’t have access to good construction material, is it because of a lack of finance, or is it just not a priority? Also, are things changing - some earlier studies had suggested that housing may not be a priority, but recent data from MFIs had shown that customers were interested in housing loans.

Objectives of the Study

The aim of this study was to assess if there is a sizeable opportunity to provide market based solutions for housing in rural India.  If the opportunity exists, what would be the target segments and what could be some potential market based solutions to address the opportunity. The list of solutions would not be exhaustive, but it would give confidence that there was a decent chance that the opportunity was not just a “theoretical opportunity”, but a real one that could be commercially addressed. The study would also use this understanding of the market to lay out a focused action plan to get more confidence around the market based housing opportunity, and to build a medium term strategy to stimulate the housing market in rural India.

Approach

The plan, as outlined in the initial TOR and Monitor’s response to it, was to review existing studies, talk to experts and organizations that work in the field, integrate this data and perspectives in order to identify high potential opportunities, issues that need to be addressed and potential solutions. This would subsequently be shared with potential private sector and public sector participants to gather their input on what they would require to give them confidence to pursue the opportunity.  This information could then be used to design a plan to further investigate the opportunity and build a strategy to stimulate the market.

Unfortunately, even with support from a number of leading organizations and industry experts, the project team was not able to locate appropriate data at the level of detail required on the customer side. Hence the team conducted primary research - 53 in-depth interviews in 3 states across India, with customers having monthly incomes from Rs. 2,500 to 20,000 and income sources, both agricultural and non-agricultural, and both salaried and self employed. In addition to this the project team spent time with 5 FIs, 5 NGOs that work in rural India, 3 MFIs and one Micro Finance Accelerator. This data was then integrated to assess the opportunity, identify approaches to commercially address it, and design a plan to further investigate the opportunity and build a strategy to stimulate the market.   

The sample sizes in the field research were small as it was designed to get a feel of the issues rather than for quantification. Hence the data cannot be used for purposes such as sizing or feedback on specific preferences (e.g., acceptable interest rates), but the data (especially since it is consistent with perspectives of players that work in the field) can be used to assess the overall opportunity, identify potential approaches to address the opportunity and design the plan to build the strategy.

Key findings from the research: Customer Perspective 

Households earning more than Rs. 10,000 per month
In general they live in “good” housing - usually RCC frame structures or houses made with brick/stone and cement which require minimal maintenance. The residents are quite satisfied with their housing and their “needs” are to upgrade from an existing decent brick/stone and cement based house to an RCC structure or construction of an additional new house due to nuclearisation
 of the family, etc. The funds they need for such housing are in the range of Rs. 200,000 to 500,000. They have a decent level of saving (25-35% of annual income) and in most cases, can provide 50-75% of the funds needed from their own savings. They seem to be able to raise the rest quite easily from FIs (or soft loans from family and friends). 

Households earning between Rs 6,500 and 10,000 per month.
Most of these households also live in houses that are in decent condition (as demonstrated by the fact that they do not spend much on repairs or maintenance). While quite a few of them would like to improve their housing and could afford it, when asked about using their savings or taking a loan to do so, many said that they would rather use the money for income generating activities 
. Some respondents said that they were saving for a marriage in the family. Some households prioritized housing (either said they would use the money for housing or had recently undertaken construction), and these were mainly households who were/had been living in housing that was significantly inferior to their peers
 (e.g., stone with mud mortar instead of stone with cement or RCC based units).
On average households in this income segment saved 25-35% of their annual income and many had access to the formal financial system (e.g., the households with agricultural income had taken crop loans
). 

Of those that prioritized construction, most were open to taking loans (they wanted loans in the range of Rs. 100,000 to 125,000 to be repaid in 5 years
) and wanted to obtain them from banks as interest rates would be much lower than those of SHGs or moneylenders. However, they were not able to get housing loans from banks. They also said they would not be “willing” to pay interest rates of over 12% (although this needs to be explored further as some of them seem to have borrowed money from moneylenders and SHGs for housing at much higher interest rates – though smaller sums). They complained about the tedious application processes (extensive documentation required) to get loans from banks and the need to give bribes to get loans approved.

Households earning between Rs. 4,000 and 6,500 per month
Many of these households live in poor quality housing. (e.g., made of wood and mud or stone and mud) They have to spend significant amounts (e.g., up to Rs. 3,000 per year) on repairs, often in the monsoons when roofs leak and walls break or collapse. Improving the quality of their house is an important priority for them (unlike the segment earning Rs. 6,500 – 10,000 per month, where if they could get money they would rather use it for income generation). They save 25-35% of their annual income, so they could potentially service a loan. They would likely build a house that costs in the range of Rs. 100,000 – 150,000, and they would prefer a loan of Rs. 50,000 to 100,000 to be repaid in 5 years
. They wanted to borrow from banks as they felt the interest rate would be lower, but some were worried about borrowing from a bank due to the possibility of asset seizure if they failed to repay on time. As in the case of households earning between Rs. 6,500 and 10,000, they said they would not be “willing” to pay interest rates of over 10% (although this also needs to be explored further as some of them seem to have borrowed money from moneylenders and SHGs for housing at much higher interest rates – though smaller sums).

Households earning between Rs 2,500 to 4,000 per month
All the respondents the project team spoke to in this income group live in poor quality housing. (e.g., made of wood and mud or stone and mud) They frequently spend time repairing their house, especially in the monsoons when the roof leaks and walls collapse. Improving the quality of their house is an acute need for them. They would like to have brick and cement houses costing in the range of Rs. 70,000 – 100,000. Households earning less than about Rs. 3,000 cannot afford such houses, while quite a few households in the monthly income range of Rs. 3,000 – 4,000 can. Most of these households (in the latter income range) would like to take a loan from a bank; those who do not, are concerned about their ability to repay the loan and the potential consequences. The desired loan is for Rs. 50,000 with a 5 year repayment period. 

Highest opportunity segments for market based solutions
One of the highest potential opportunities in the rural housing scenario is financing households earning between Rs. 4,000 and 6,500. Their “need” is high (many live in poor quality housing), it is an important priority for them, and they can afford better housing if they could get access to financing.

Another good potential opportunity is financing households earning between Rs 6,500 and 10,000. While the segment is smaller
 and the overall “need” in the segment is lower than in the segment earning Rs. 4,000 to 6,500 (i.e., households in this segment typically live in better houses) and many of them would not prioritize a housing loan, there are a still a significant number that would prioritize housing and would like a loan. 

Households earning more than Rs 10,000 per month are less of an opportunity, because they already tend to have access to funds. 

For households earning less than Rs. 4,000 per month, the need is there, but affordability is an issue. Households earning less than Rs. 3,000 per month do not seem to be able to afford the cost of upgrading their houses.  The group in between – households earning between Rs. 3,000 and 4,000 – felt they could service the loan they needed to upgrade the house (typically around Rs. 50,000) but looking at their historical savings pattern and the annual payments, this may be an issue. Hence this group is not seen as a high potential opportunity when compared to the segment earning between Rs. 4,000 and 6,500 per month (where the need is high and they can clearly afford such an undertaking).

Note, in all the places the project team visited – availability of construction material was not an issue. They saw well constructed RCC based housing in every village they visited.

Key findings from the research: Perspective of Financial institutions

Banks
  
Banks said they are comfortable giving crop loans to household earning above Rs. 5,000 (note the field data suggested that the actual income level at which one could get a crop loan may be higher
). They do this because of need to meet Priority Sector lending requirements, and because they are able to assess the creditworthiness of customers using NABARD’s valuation criteria. In general, they are comfortable with small, short term crop loans, but not with housing loans. 

The housing loans they do provide are typically to higher income households, living relatively close to urban centres (within about a 30 km radius) and the loans are low LTVs (about 30%) for 5 to 7 years.

The reason banks are not comfortable giving housing loans in general in rural areas is because (1) they feel the cost-to-serve is high (interest rates should be around 20% to cover costs rather than the current rates of 10 to 12%); (2) it is difficult to accurately assess income and repayment capacity (and hence the branch manager is concerned about NPAs); and (3) rural areas often have a lack of land titles in the borrower’s name.

MFIs
While the overall presence of MFIs is still limited, they do reach quite a few parts of the country. In the areas where they are present, they serve customers in the segments that appear most promising for market based solutions (e.g., households with monthly income in the range of Rs. 3,000 to 10,000). In other words, they do have presence and infrastructure required to serve this market in sizeable parts of the country.

Currently most MFIs are not providing housing loans, but they are interested in the opportunity. Some MFIs have tried giving housing loans, but they found a lack of demand for the short tenor housing loans they were offering at 18 to 24% interest rates. They recognize that this may not be the right product for the market, but financial constraints limit the size and tenor of loans they can offer (which impacts the interest they charge, which in turn impacts the demand for the loans). They are very open to exploring other options to serve the market.  

Potential market based solutions to address rural housing needs

1. FI-MFI collaboration to serve households earning between Rs. 4,000 and 6,500:
As mentioned in the customer research findings, one of the highest potential opportunities in the rural housing scenario is financing households earning between Rs. 4,000 and 6,500. 

They are currently not being served by banks, and given the banks’ concern about housing loans, (high cost to serve, difficulty in assessing income and repayment ability, lack of titles, etc.) it may be difficult to get banks to serve them directly. However, based on the work done in the urban context, we have found that some banks may be open to serving this segment if they could find an intermediary that is low cost and will bear some of the risk.

MFIs are currently serving these clients for consumption and income generating loans and they are interested in providing them housing loans. While most MFIs don’t have the capital structures to give their clients the housing loans they need, based on the research the project team did in the urban areas, it seems MFIs are well positioned to pay an agency role – they are interested in serving this market, have some of the required reach and are open to aligning incentives. They could also help reduce risk by providing emergency loans and consumer education. The project team developed some potential approaches that MFIs can use to serve such customers in the urban context (e.g., a group liability product that provides a “rolling guarantee” for one year of EMI, a savings product that allows a customer to build a track record of savings, etc); these approaches may be applicable in the rural context as well. With the right product design, such an arrangement may be able to lower cost-to-serve and enable lower interest rates, which will address some of the current perceptions of low demand.

Hence a Bank-MFI collaboration may work well to reach out to this market. Based on the work in the urban context, banks seem to require some sharing of credit risk and it may be necessary to provide a credit guarantee (at least in the initial stages, until they develop a better idea of the actual risks involved).

From a size perspective – this is a large opportunity. There are 15 million households in this income group that live in “katcha” or “semi-pucca” houses (i.e., houses that are made completely or partially made of “non-durable” materials) which need upgrading. Another 15 million live in “pucca” houses (i.e., houses made with durable materials), but some of these households would also like to upgrade their homes (e.g., houses made with stone and cement). 

2. Banks serving households earning between Rs 6,500 and 10,000:
As mentioned in the customer research findings, another potential opportunity is financing households earning between Rs. 6,500 and 10,000. 

While banks are not currently serving this market as they are worried about credit risk, cost to serve and titles, this may be a good market for them to serve. Banks already have relationships with the customers (e.g., in providing agricultural loans), so they may be able to select customers with good credit histories (which would address some of their concerns about defaults). The loan size is likely to be large, so this may reduce the relative cost to serve.  On the bank’s need to get clear titles, while this should be addressed systemically in the medium term, a near term fix may be to provide the bank with a credit guarantee.

In both the opportunities mentioned above (FI-MFIs collaborating to serve households earning between Rs 4,000 and 6,500 and Banks serving households earning between Rs 6,500 and 10,000), the Government may be able to significantly help in facilitating the development of the market by introducing enabling policy and appropriate incentives. Some examples of this could be allowing agricultural households to repay loans when they have surplus funds (basically post-harvest) and use corresponding agricultural crop loan NPA norms. Or to address concerns about a security for a housing loan, the Government can potentially include housing as an agricultural purpose, so that agricultural land can be mortgaged for a housing loan
. Or to incentivize FIs to serve this market, the Government can possibly include rural housing loans under agricultural priority sector lending. These are just preliminary ideas for potential government support; they are not intended to be recommendations, but rather, are initial ideas to stimulate thinking.
Action plan to build a medium term strategy to stimulate market based housing in rural India.

The field research and the potential solutions described above show that there may be a sizeable opportunity for market based solutions in rural housing. At the same, the research and the solutions also highlighted a set of issues that need to be addressed to ensure successful development of the market. The action plan in this section, describes a potential approach to addressing the issues and building a medium term strategy to stimulate the market. The key elements of the action plan are:

Develop a more granular understanding of the housing finance needs and financial situation of the potential customers.  As mentioned in the field research, a large number of households earning in the range of Rs. 4,000 to 10,000 have housing as a priority and would like to take loans towards this. The task here would be to get a more detailed understanding of the housing needs (what are the issues driving the need, the benefits of upgrading – economic and social, etc.), the financing needs (size of loan, tenor, interest rate, repayment schedule, potential risks, etc), the existing financial situation (both finances and access to finance/financial relationships) and the potential trade-offs the customer is willing to make. This task could also include a quantification of the opportunity.

Exploring potential solutions with FIs. A number of FIs are currently operating in rural India and the task here would be first to understand their current (and potential) interactions with the target segment – both direct and indirect (e.g., through agents, SHGs, etc). Based on this, discuss the potential solutions described above to identify issues, explore potential ways to address the issues, and identify ways to make the market attractive to the FIs.

Exploring potential solutions with MFIs. As in the case of FIs, the first task here would be to understand their current (and potential) interactions with the target segment. Based on this, discuss the potential solutions described above to identify issues, explore potential ways to address the issues, and identify ways to make the market attractive to the MFIs.

Review potential solutions with Government agencies and other stakeholders. A key aspect of stimulating the market will be to incentivize FIs to serve it (directly or indirectly) and to provide an enabling environment. Hence the task here would be to share the potential solutions (and concerns of FIs) with the relevant Government agencies and other knowledgeable stakeholders, in order to explore ways to both stimulate the market and address the stakeholders’ concerns.

Build a medium term strategy to stimulate the market.  Once the above steps are completed, the next step would be to assess the different solutions developed, both in terms of impact and feasibility (including what needs to be in place for the solution to succeed).  There will also be a need to explore synergies between solutions, and then to integrate these perspectives to compile a portfolio of high potential solutions that can be developed in a phased way (so the easy to develop solutions are used to start the market and the other solutions build on them). The strategy should clearly identify the activities that need to be executed to develop the solutions and the associated timelines and milestones.






























































































































































































































































































































































































� Monitor is a management consulting and merchant banking firm started by Michael Porter and a group of his colleagues at Harvard Business School. We have 30 offices across the globe and have been in India since the mid nineties. One of our key focus areas in India is “using market based solutions for social change”


� Source : NHB (in USD)


� For example for a house costing Rs 225,000 and a down payment of Rs. 45,000, a 20 year loan at 12% will results in an  EMI of  Rs. 1970 (about 33% of income) versus a typical rent of Rs. 1500).  


� Current mortgage rate for the retail customer is 12%


� 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


� Source : NHB


� Source : NHB


� Based on interviews with over 20 FIs (public sector banks, private sector banks, housing finance companies, etc)


� NHB estimates of the deficit are 24.7 million households.


� Cities included 3 large towns – Kolkata, Ahmedabad, Jaipur and 2 small towns – Kolhapur and Vizag


� Includes customers working in firms with more than 100 employees; unorganized salaried includes those working in firms with less than 100 employees


� This is based on interviews with customers that were done as part of the work on initiating pilots.


� The project team identified areas in the various cities where apartments could be constructed at property rates of Rs. 800-1,000/sq. ft and these specific locations were tested with respondents





� 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. 


� Typically once an NBFC has given multiple loans to a customer and “proven” their credit worthiness, these customers get targeted by other NBFCs with larger loans/lower interest rates.


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


� Some states levy a lower stamp duty on smaller houses.


� Many of the innovative ideas presented in this section were based on a series of working sessions that the product team did with Veena Mankar of Swadhaar, Sandeep Farias and Niketa Kulkarni of Unitus, Caitlin Baron and Geeta Goel of The Michael and Susan Dell Foundation, and Anjali Banthia of Ujjivan








� 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). 


� This could be a salaried job in the informal sector, but it means the individual can get help from their employer in an emergency.


� The support may not be a direct financial subsidy from the Government, e.g., it may be through regulations that require developers to cross subsidize such housing, but eventually it leads to financial support for the end customer.


� 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.


� Some of these events may not be completed by June 2007, but they are likely to be coordinated by then and the project team will present the findings at these events.


� The “cluster approach” being suggested here is an integrated approach that uses demand aggregation (e.g., via employers, MFIs) to provide volumes, applies novel approaches (e.g., payroll deduction and MFIs as an agency force) to manage costs for FIs, introduces innovative products (e.g. group liability for a rolling EMI guarantee, aligning MFI incentives and credit guarantees) to manage risks for FIs, provides “pre-financed” customers to manage market risk for developers, and uses the pre-financed customers to get developers construction finance. In other words it systematically addresses the main risks for all the key players and enhances the economics, making low income housing a commercially attractive proposition.


	





� HIG: High Income Group; MIG: Middle Income Group; LIG: Low Income Group 


� BHK: Bedroom Hall Kitchen


Source: Discussions with Industry Participants, Industry Reports


* Note: Indian Rupee based. Rate of 1 USD = Rs. 44 can be used for approximate conversion.


� The term used in the local language to describe “non-durable houses” is “Katcha”. It implies “non-permanent” and would typically be a house made of mud walls, thatched roofs, etc. 


� 58 million households live in “semi-pucca” (or “semi-durable”) houses. This category includes a wide spectrum of housing, much of which requires upgrading (e.g., stone with mud mortar walls) 


� Most households interviewed in this income group were joint families with average of 7 family members. 


� Out of 17 respondents who said they wanted to improve their house, 12 said that if they got a loan, they would rather use the money for income generating activities. Note the sampling was stratified (the project team was trying to speak to both customers who had not done any construction in the past 5 years and customers who had done construction), hence these numbers cannot be extrapolated to the general population.


� Some of the households who had recently constructed houses had done so to expand their earlier dwelling or to build a new unit for a family member who wanted to live separately.


� Many “non-agricultural” households (i.e., households with a majority of their income from non-agricultural sources) also had some income from agricultural sources and hence had taken loans from the formal financial sector.


� Agricultural households wanted payments to be annual. Non-agricultural households were willing to make their payments  in 7 to 8 payments a year


� Agricultural households wanted payments to be annual. Non-agricultural households were willing to make their payments in 7 to 8 payments a year


� The total number of households earning Rs. 6,500 and above (i.e., both Rs. 6,500 – 10,000 and over 10,000) are 16 million while the estimated number of households earning between Rs. 4,000 and 6,500 are 30 million)


� This included HDFC, ICICI, Repco, Andhra Pragati Grameen Bank (Syndicate Bank) and Fatehpur Regional Rural Bank.


� While banks told the project team that they provide agricultural loans to customers earning more than Rs 5000 per month, field research showed that banks tend to focus on higher income customers – more in the income range of 6,500+.


� This has been done in the state of Uttar Pradesh.
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