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1. BRIEF DESCRIPTION OF THE COUNTRY

1.1 Physical, Demographic and Socio-Economic Profile

Physical Profile     

India is located in South Asia and is the seventh largest country in terms of geographical area and the second most populous country in the world. It is bounded by the Indian Ocean on the south, the Arabian Sea and the Bay of Bengal on the west and east respectively. India has a long coastline of length 7,517 kilometers. Several countries share a border with India i.e. Pakistan in the west, China, Nepal and Bhutan to the north east and Bangladesh and Burma in the east. In the vicinity also lie Sri Lanka, the Maldives and the Indonesia.
Population of India

As per the Census of India 2001 data, the total population of India was 1028.6 million of which 286.1 (27.8%) million were residing in urban areas and the remaining 742.5 million (72.2%) in rural areas. Out of the total population of 1028.6 million the population of males as per Census 2001 is 532.2 million and the population of females is 496.5 million. As per the Census of India 2001, India has a fairly young median age i.e. 24.9 years.
In terms of Census 2001, the sex ratio in India is 933 females per 1000 males. Approximately 81% of the population which resides in India is Hindu
 and 12 % of the total populations are Muslims. Other religious groups in the country are Christians, Buddhists, Jains and Jews, Zoroastrians, Bahais and other tribals. The literacy rate in India is 64.8% (females-53.7 & males- 75.3%). The State of Kerala has the highest literacy rate (91%) and the State of Bihar the lowest (47%).

TABLE 1.1: POPULATION GROWTH AND DISTRIBUTION
	
	As per latest Census (2001)
	As per previous Census (1991)

	Total Population 

(Number)
	1028.7 million
	846.3 million

	Urban (percent)
	27.78
	25.71

	Rural (percent)
	72.22
	74.29


Source: Census 2001

Urbanization

Urbanization is concomitant with economic growth. The net addition of population in urban areas during the decade 1991-2001 was about 68 million, and it is estimated that nearly fifty per cent of the country’s population will be living in cities by the year 2041. Some reports show that urbanization has occurred due to rural push and the huge influx of poverty stricken rural migrants which has led to a collapse and problem in basic amenities such as availability of drinking water, housing, slum, roads, electricity etc. The decadal growth of urban population can be tabled as under;
TABLE 1.2: GROWTH OF URBAN POPULATION
	Year
	Total Population

(million)
	Urban Population

(million)
	% share of Urban Population

	1901
	238
	26
	11%

	1911
	252
	26
	10%

	1921
	251
	28
	11%

	1931
	279
	33
	12%

	1941
	319
	44
	14%

	1951
	361
	62
	17%

	1961
	439
	79
	18%

	1971
	548
	109
	20%

	1981
	683
	159
	23%

	1991
	844
	217
	26%

	2001
	1,027
	285
	28%


Source: Census 2001 

The decadal growth rate of urban population in India is significantly higher than rural population, being 23.9 per cent and 20.0 per cent during 1981-91 and 21.4 per cent and 18.0 per cent during 1991-2001 respectively. The average annual rate of change (AARC) of total population in India during 2000-2005 is estimated at 1.41% with 2.81% for urban and 0.82% for rural sectors (Source: NHHP 2007). Further it has been estimated by UNESCAP that half the population of India will live in cities and urban centres by 2025 leading to urbanization and housing challenges.
Major Economic Indicators
The economy of India has been classified by the World Bank as a low income economy but the economy has been growing and is now the twelfth largest economy
 of the world. India’s economy encompasses agriculture, handicrafts, textile, manufacturing and a multitude of services
. India’s huge population has a per capita income of $1089 in nominal terms as per 2007 estimates.
TABLE 1.3: KEY MACROECONOMIC INDICATORS

	Indicators
	2004-05
	2005-06
	2006-07
	2007-08
	2008-09

	GDP(at current prices –US $ BN)
	700.9
	808.7
	916.4
	1173.1 e

	1179.8 e

	GDP growth(at constant prices %)
	7.5
	9.5
	9.7
	9.0

	6.7*

	Agriculture and Allied
	20.2
	19.5
	18.5
	17.8
	17.0*

	Industry 
	26.2
	26.4
	26.7
	26.5
	25.8*

	Services
	53.6
	54.1
	54.8
	55.7
	57.3*

	Inflation Rate(WPI, avg % )
	6.5
	4.4
	5.4
	4.7
	8.3

	Exchange rate (Rs/US $, avg)
	44.9
	44.3
	45.3
	40.2
	45.9

	Unemployment Rate
	9.50
	9.20
	8.90
	7.80
	8.1%


Source: http://www.eximbankindia.com/ind-eco.pdf  [e = estimates, * = CSO Revised Estimates. Accessed on November 12, 2009] 
The Gini Coefficient, a measure of statistical dispersion is used as a measure
 of inequality of income distribution or inequality of wealth distribution. A low Gini Coefficient indicates more equality in terms of distribution of wealth. The value of the Gini Coefficient of India is 0.36. 
1.2 Political and Administrative Structure
India is the largest democracy in the world. The Government of India officially referred to as the Union Government, and commonly as Central Government, was established by the Constitution of India, and is the governing authority of a federal union of 28 states and 7 union territories, collectively called the Republic of India. The preamble of the constitution defines India as a sovereign, socialist, secular, democratic republic. India has a quasi-federal form of government and a bicameral parliament. It has three branches of governance: the Legislature, Executive, and Judiciary – which broadly comprises of the President of India, Prime Minister, Upper and Lower Houses, the Council of Ministers, the Union Ministries, the Supreme Court, High Courts etc. The legislative powers are distributed amongst the Central and State Governments. 
The existing institutional framework for housing in India comprises, aside from the relevant Ministries and Departments viz. Ministry of Housing and Urban Poverty Alleviation, Ministry of Finance, Ministry of Rural Development etc, HUDCO and State-level housing boards, development authorities and housing finance institutions with National Housing Bank as the apex institution for housing finance. The focus and portfolio of their investments, priorities and conditions of lending are well documented and known.

The legal framework for housing consists of a host of Constitutional provisions, Land Acquisition Act, Revenue Acts, Town and Country Planning Acts, Stamp Duty and Registration Acts etc. 

1.3 Financial Sector 

India has experienced nothing short of an economic transformation since the liberalization process began in the early 1990’s. In the last few years, with a soaring stock market, significant foreign portfolio inflows including the largest private equity inflows in Asia, and a rapidly developing derivatives market, the Indian financial system has been witnessing an exciting era of transformation. 

The financial sector of India is characterized by well defined policies, vibrant equity and banking norms. The financial system of India is regulated by independent regulators in the sectors of banking, insurance, capital markets, competition and various services sectors. In a number of sectors Government plays the role of regulator. The Ministry of Finance, Government of India looks after financial sector in India. The annual budget
 proposes changes in taxes and changes in government policy in almost all the sectors and budgetary and other allocations for all the Ministries of Government of India. The Central Bank of the Country is the Reserve Bank of India which was established by an Act of the Parliament in 1935. RBI is regulator for the financial and banking system, formulates monetary policy and prescribes exchange control norms. The Banking Regulation Act, 1949 and the Reserve Bank of India Act, 1934 authorize the RBI to regulate the banking sector in India. 

India has a two-tier structure of financial institutions with All India Level Financial Institutions and State Level Financial Institutions. All India financial institutions comprise term-lending institutions, specialized institutions and investment institutions, including insurance. State level institutions comprise of State Financial Institutions and State Industrial Development Corporations providing project finance, equipment leasing, corporate loans, short-term loans and bill discounting facilities to corporate.

The banking system in India is the most extensive
 and it includes commercial banks,                co-operative banks and regional rural banks. The commercial banking sector comprises of public sector banks
, private banks and foreign banks. The Reserve Bank of India (RBI) has effectively managed the country’s monetary policy over the last six decades. The Non-banking Financial Institutions provide loans and hire-purchase finance, mostly for retail assets and are regulated by RBI. The Housing Finance Companies are specialized institutions dealing with housing finance and are regulated and supervised by the National Housing Bank (NHB). 

India has a transparent, technology enabled and well regulated stock market  defined by the most modern on-line screen based trading system, a T+2 rolling system and a market cap of $1 trillion in mid 2007. India also has the largest investor base in the world with 10,000 listed companies and 23 stock exchanges. India currently has two major stock exchanges: the National Stock Exchange (NSE) established in 1994 and the Bombay Stock Exchange (BSE), the oldest stock exchange in Asia, established in 1875.

The Insurance sector in India has been dominated by state owned Life Insurance Corporation of India, General Insurance Corporation and its four subsidiaries. Since the liberalization of the economy in 90s, a number of new joint venture private companies have entered into life and general insurance sectors and their share in the insurance market in rising. Insurance Regulatory and Development Authority (IRDA) is the regulatory authority in the insurance sector under the Insurance Regulatory and Development Authority Act, 1999.

FIGURE 1.1: BANKING SECTOR
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CBOs/MFIs/NGOs/Cooperative Sector Financial Market:
Though there are a large number of Regional Rural Banks and Cooperative sector institutions
, however, they were not sufficient to lend to the poor and thus the poor had to rely on the local moneylenders to fulfill their credit needs
. India has the second highest number of financially excluded households in the world with 135 million, of which a large population is in the rural and agricultural areas. Around 51.4% of farmer households
 are financially excluded from both formal/informal sources and only 27% can access formal sources of credit, one third of this group also borrow from formal sources. Overall, 73% of farmer households have no access to formal sources of credit. 
 The structure of informal financial market in India is extremely heterogeneous. The sector comprises of partnership firms, sole proprietary concerns, own account enterprises, financial auxiliaries such as share broking firms, loan brokers, Non-Governmental Organizations (NGOs), Self-Help Groups (SHGs), share brokers and traders, multani shroffs, pawnbrokers, chettiars, etc. Informal credit systems have evolved which allow the poor to make investments during seasons when they earn the most money and match periodic cash outflows with their wage cycles. One study reflects that the source of more than 93.5% of credit is from the informal sector. However the interest rate charged is exorbitant and often repaying becomes very painful for the urban poor. For the Poor, loans from informal sources such as the local moneylender and pawnbrokers are conveniences. The lender often lives or has an agent who lives, within the borrowers’ community and understands the borrowers’ financial situation and constraints. Loans may be short term and exchanges of money may be done near home. This source is also not restricted by delays; money can be borrowed almost immediately in case of emergency. However, interest rates are seen to be exploitative as the moneylender might exercise monopoly power in the slum. 
The emergence of microfinance has shown that the poor are bankable .Currently around 800-1000 institutions including NGOs are involved in microfinance activities in India. The microfinance institutions in India follow different models and lend to the poor on different terms and conditions. One of the most common models is the NABARD-SHG linkage model and the Grameen Bank model which is followed by many NGOs /MFIs in the country. 
The investments in microfinance have been on the rise due to the involvement of the capital market and private sector investors
. Corporate governance norms in India have strengthened rapidly in the past few years. .In the last few years’ microfinance has contributed in a big way to financial inclusion and is now attracting venture capital and for-profit companies – both domestic and foreign. Through increasing outreach and providing much-needed financial services to millions of poor Indian households microfinance has emerged as an important element of the Indian financial system.

1.4 National Development Policies 
The Development activities in India have been structured on the basis of Five Year Plans since 1951. The Government of India has based its economy on Five Year Plans and they help in setting goals for the Indian Government. 
They are designed, implemented by the planning commission. India has already implemented ten Five Year Plans, and the 11th one is underway. The major objectives of the five year plans till now are enclosed as Exhibit 1 in the annexure.
The total investment in housing has increased from Rs. 11.5 billion under the first plan to Rs. 7.26 trillion (US $ 0.15 trillion) in the tenth plan. 

TABLE 1.4: CAPITAL EXPENDITURE ON HOUSING UNDER FIVE YEAR PLANS 

(INR BILLION)
	(Rs. Billion) Plan Period 
	Public
Investment 
	Private Investment 
	Total 
Investment

	1st (1951-56) 
	2.50
	9.00
	11.50

	2nd (1956-61) 
	3.00
	10.00
	13.00

	3rd (1961-66) 
	4.25
	                          11.25
	                          15.50

	4th (1969-74) 
	                            6.25
	                          21.75
	                         28.00

	5th (1974-79) 
	                            7.96
	                          36.40
	                         44.36

	6th (1980-85) 
	                          14.91
	                        180.00
	                        194.91

	7th (1985-90) 
	                          24.58
	                        290.00
	                       314.58

	8th (1992-97) 
	315.00
	660.00
	975.00

	9th (1997-02) 
	520.00
	990.00
	1,510.00

	10th(2003-07)* 
	4,150.00
	3,113.00
	7,263.00


Source- NHB Trend and Progress Report, 2003


*estimated figures as per Plan Document

Other than the 5 year plans the Government of India have allocated funds in the budget for designing policies pertaining to housing, habitat, education, and infrastructure for the rapid social and economic development of the country.
With the objective of inclusive growth taking centre stage, the Government has strengthened its efforts for social sector development in recent years. The expenditures of the Government of India on social services and rural development have more than doubled over the last four years. Impressive outlays on education, health, water supply and housing indicate the emphasis which the Government places on these sectors.
More recent plans recommend major reforms to enable the Government to play its role as a facilitator and encourage development of the mortgage market in India. 


2. HOUSING CONDITIONS AND HOUSING POLICIES
2.1 Housing Conditions

Housing is a basic necessity of life, next only to food and clothing in importance. Housing constitutes an important component and a measure of the socio-economic status of people. Housing has great relevance not only in terms of improving the quality of life, but also in terms of capital formation by boosting household savings. It is well acknowledged that housing is an important source of financial stability and economic well being as also social inclusion. 
The housing stock and housing conditions in India are captured by the Census of India which is conducted every ten years. The last census for the country was conducted in the year 2001. Further, the National Sample Survey Organization of the Ministry of Statistics and Programme Implementation, Government of India has also conducted its 58th round of survey during July-December, 2002 on Housing Stock and Constructions and Household Amenities and Constructions. 
Housing Stock

As per the Census 2001, the total housing stock in India was 249,095,869 units (249 million) out of which 29% (72 million) were in urban areas and 71% (177 million) in rural areas. Similarly the total number of households in country stood at 191,963,935 of which the rural households comprised of approximately 72% and the urban 28%.
Housing Conditions 

A growing population and sustained urbanization have kept the available housing stock under increasing pressure. There has been a sustained improvement in the quality of housing stock in the country. Further, India’s National Sample Survey Organization (NSSO) uses three classes, known as katcha (built with non durable materials), semi-katcha (built with both katcha and pucca materials) and pucca (permanent houses built with permanent materials) to differentiate between the types of houses. 
The housing conditions and housing policy information has been captured by the data of the National Building Organization, under the Ministry of Housing and Urban Poverty Alleviation, Government of India, which is reflected in Table 2.1.

Table 2.1 indicates that the majority of the households live in permanent or semi-permanent houses. Further, there has been a marked improvement in the condition of houses in both rural and urban areas. The definitions adopted for this classification are included as Exhibit 2 in annexure.
Out of the total households, the proportion of households with no exclusive room, one room, two rooms and more than two rooms have also been provided in Table 2.1.

Exclusive Amenities available in houses in India have also been improving as depicted in Table 2.1. However, rural and urban, rich and poor disparities continue to exist.
TABLE 2.1: HOUSING CONDITIONS AND HOUSING POLICIES
	
	As per latest Census Data (2001)
	As per previous Census (1991)

	Total Housing Stock (Number)
	249 million
	153.2 mn

	Urban (percent)
	28.87
	26.57

	Rural (percent)
	71.13
	73.43

	Other 
	
	

	Condition of Housing (percent)
	
	

	Urban 
	
	

	Permanent/ Good
	79.2
	75.8

	Semi-permanent/Livable
	15.6
	15.8

	Dilapidated/ Need Replacement
	3.2
	8.4

	other
	2
	-

	Rural 
	
	

	Permanent/ Good
	41
	33

	Semi-permanent/Livable
	35.8
	34.2

	Dilapidated/ Need Replacement
	14.8
	22.8

	other
	8.4
	10

	Home Ownership (percent)
	
	

	Urban
	
	

	Own
	66.8
	63.1

	Rented
	28.5
	34.1

	Other
	4.7
	2.8

	Rural 
	
	

	Own
	94.3
	94.5

	Rented
	3.6
	4

	Other
	2.1
	1.5

	Access to basic infrastructure (percent)-
	
	

	Urban 
	
	

	Drinking water
	90.60
	81.60

	Electricity
	87.60
	75.90

	Latrine/Sewerage
	73.70
	63.60

	Rural
	
	

	Drinking water
	80.50
	55.90

	Electricity
	43.50
	31.10

	Latrine/Sewerage
	21.90
	8.80

	Average living space in Sq. metre per person or No. of rooms
	
	

	Urban 
	
	

	One Room
	35.1
	39.6

	Two Rooms
	29.5
	30.4

	Three Rooms
	17.1
	12.8

	Four or more Rooms
	16
	14.7

	No exclusive rooms and unspecified rooms
	2.3
	0.5

	Rural 
	
	

	One Room
	39.8
	40.8

	Two Rooms
	30.2
	30.6

	Three Rooms
	13.3
	13.5

	Four or more Rooms
	13.3
	14

	No exclusive rooms and unspecified rooms
	3.4
	1.1

	Total Housing Backlog (amount)
	24.7 million
	22.9 million

	Urban (amount) 
	10.6 million
	8.2 million

	Rural (amount)
	14.1 million
	14.7 million

	Total Slum Population (number)
	42.58 million
	


Source: National Building Organisation, Census 2001, NHB Trend & Progress & NSSO 2004                                    
. 
Slum Population

The Slum Census 2001, in towns with more than 50,000 population, numbering 607, reported 40.606 million slum dwellers which amounted to 22.76% of the population living in those 607 towns/cities. This implies, nearly one out of every four persons reside in slums in our cities and towns. The proportion of population living in slums and squatter settlements is much higher in metropolitan cities. For instance in Mumbai, almost 60 per cent of the total population live in slums.
It may be mentioned that the Census 2001, while estimating slum population, has left out towns having population less than 50,000. The exercise of estimating slum population in towns having population between 20,000 and 50,000 is currently being undertaken by the Registrar General of India (RGI). Meanwhile estimates of Town and Country Planning Organization 2001 (TCPO) estimating urban slum population at 61.8 million in 2001 are normally being used.
The National Sample Survey Report No. 486, 58th round (July-December 2002) revealed existence of increased number of slum and squatter settlements numbering to 52,000 slums holding 8 million urban households, representing about 14% of the total urban population and only half the poor—the others live on the streets. Infrastructure facilities are equally bad: only 15% of these households have drinking water, electricity and latrines in their premises. Less than 25% of them have sanitation systems.

The slum population in India has grown from 26 million (16.3% of the total population) in 1981 to 61.8 million (21.6% of the total population) in 2001 as per the MH&UPA Annual Report 2006-07
Housing Shortage
Housing shortage in India was first recognized during the World War II and particularly after India’s independence in 1947 when about 7.5 million displaced persons migrated to India in the wake of the partition of the country. Exponential growth of population coupled with nuclearization of families resulted as additional pressure on the existing available houses as well as increasing housing demand.  The housing shortage calculations take into account the following factors:

a. Excess of households over available houses including homeless households;

b. Congestion which is the number of married couples requiring a separate room; 

c. Replacement or upgradation of unserviceable houses; and

d. Obsolescence/replacement of old houses.
Though the residential housing stock in the country in urban and rural areas has increased, the housing shortage in the country has been showing an increasing trend except during the decade 1981-1991 as can be seen from the following table. As per census 2001, there were 191.96 million households (83.50 million in 1961) as against 187.1 million occupied houses used as residential and residential cum other purposes  (79.2 million in 1961), indicating absolute housing shortage of 4.86 million units (4.30 million units in 1961). However, if the unserviceable kutcha houses needing immediate replacement are also taken into consideration, the housing shortage is always at higher level. As per National Building Organization (NBO), Govt. of India (Housing Statistics - an overview, 2006), and the housing shortage in India is estimated at 24.7 million units in 2001 as compared to 15.2 million units in 1961.                                     

TABLE 2.2: HOUSING SHORTAGE - TRENDS

 (In million)

	Year
	1961
	1971
	1981
	1991
	2001

	Total
	15.2
	14.6
	23.3
	22.9
	24.7

	Rural
	11.6
	11.6
	16.3
	14.7
	14.1

	Urban
	3.6
	3
	7
	8.2
	10.6


Source: Housing Statistics an Overview 2006, NBO, Govt of India

India is undergoing a transition from rural to urban society and as a result, the percentage share of urban population which was 18 per cent of the total population in 1961, has gone upto 27.8 per cent in 2001 and  it is expected that by 2025, nearly 36 per cent of the India’s population will be residing in urban areas. As a result, the requirements for housing would be more in urban areas. As per estimates by NBO, Govt. of India, housing shortage in urban areas at the beginning of 2007 is about 24.71 million units and is likely to go up to 26.53 million units by 2012. Similarly in rural areas, the housing shortage is estimated to be 47.43 million units by 2012.  (draft technical report of Working Group set up by Ministry of Rural Development, Government of India). 

TABLE 2.3: CATEGORY-WISE URBAN HOUSING SHORTAGE (01.04.2007)
	Total
	24.71 million
	100.00%

	EWS
	21.78 million
	88.14%

	LIG
	2.89 million
	11.69%

	MIG & HIG
	0.04 million
	0.16%


Thus more than 99% shortage in urban areas is for EWS and LIG segments.

2.2 Stakeholders in Housing:

The stakeholders in housing would include the policy makers, regulators, the suppliers of housing, financing institutions, the construction workers and the common man i.e. the user of houses. The policy makers would include the Government Departments relating to various aspects of housing both at the Centre as well as State level. Their initiatives are directed towards creating a supportive and conducive fiscal, monetary and legal environment for increased flow of institutional credit and investment in housing, through various policy measures, formulating and implementing social housing programmes, etc. The role of Government has been conceived as a provider for the poorest and vulnerable sections and as a facilitator for other income groups and private sector by the removal of constraints and the increased supply of land and services.

The supply side of the housing market comprises of various players both in the public and the private sector. On the public sector side, Government Housing Boards, Development Authorities, HUDCO, Public Agencies, Municipal Corporations, Urban Local Bodies, Slum Improvement Trusts and Re-development Authorities, Building Materials and Technology Promotions Council, National Disaster Management Authority, etc are in one way or the other contributing to the planning, designing and implementing (building/monitoring) housing and housing related projects and infrastructure. There are various other Departments and Organizations such as the Central Public Works Department (CPWD), State Housing Boards and local and municipal development authorities such as the Delhi Development Authority, Madhya Pradesh Housing Board etc.

In India the supplier of houses can be any of the following:
Owner Built Housing: Owner built housing is one of the most popular forms of housing production among all income groups and across all types and qualities of housing. Owner built housing gives full control over the whole process i.e. the house can be built in accordance to his tastes, needs and aspirations and resources. Urgent housing needs in India are being addressed by the poor themselves by building their own houses which are informal settlements. 

Government Built Housing including Social Housing : The Government usually supplies housing usually in the form of subsidized apartments in low, medium and high risen blocks and in large housing colonies and in the periphery of the city. This mass produced public housing is faster and cheaper
 as compared to the other forms of government housing. Now however the government is turning its role into that of an enabler and is shifting its focus to supporting the housing production of others
 with the help of different regulatory and financial tools and focusing only on social housing under which Government provides housing at subsidized rates to the poor who cannot afford own or rented housing from the formal markets.
Private Sector Housing: Private sector developers have become major housing producers (particularly in urban areas) in 3 ways: (i) Suppliers of components of housing, (ii) Contractors which build houses and (iii) Producers or sellers of houses as commercial speculative products.
The private entities having stake in housing and real estate, include a large number of builders, developers and construction companies undertaking land development and housing and township projects. Further these are also linked with real estate agents/brokers etc.  The emergence of Public Private Partnership and Joint Ventures in the housing and real estate sector has also been on the rise in India particularly in some States. 

Finally, the individual efforts both in terms of Self Help Groups, cooperative housing societies as well as individuals undertaking construction also form a sizeable percentage of the housing market. In order to mobilize these groups, there are a large number of NGOs/Federations. The following chart depicts the stakeholders, their extent of participation and the focus areas.

TABLE 2.4: STAKEHOLDERS AND PARTICIPATION IN HOUSING
	Stakeholders
	Extent of Participation
	Focus Areas
	Share of the Market*

	Government 
- Centre and State Level
	Formulating and announcing policies;
Formulating and announcing programmes for the EWS/LIG;
Monitoring Programmes
	Policy Formulation
Supportive and Conducive Environment
Special Programmes for EWS/LIG
	 

	Public Sector
	Housing Boards, Development Authorities, Public Agencies, Municipal Corporations etc.
	Provision of land and basic infrastructure.
Focus on EWS/LIG/MIG housing 
	       10%

	Private Sector
	Developers
Builders
Construction Companies
	Integrated Township Development particularly in metro and semi-metro areas.
Focus on MIG/HIG segments
	       20%

	Individuals in the Formal market
Cooperative societies
	Individuals for Cooperative societies in cities for constructing houses
	Co-operative Societies

	    Negligible

	Individuals in the informal market
	Self Builders – sub-contracting
MFIs/NGOs on lending for housing loans
	Individual housing 
	      70%


 


*Estimates by NHB

2.3 Housing Policies- Government and Civil Society:

Recognizing the importance of housing as an engine of economic growth, the Government of India and the Reserve Bank of India have been according a thrust and priority to the sector. The focus is towards affordable housing
 and financial inclusion aimed at the EWS/LIG segments. In view of these objectives, many policy measures both regulatory as well as fiscal as also specific programmes have been announced by the Government of India. The policy measures have also made efforts in linking the efforts of the civil society with the formal sector. Housing has always been a part of the Five Year Plans of the Indian Government.

Government of India – Five Year Plans
In the First Five Year Plan (1951-56), the emphasis was given on institution building and on construction of houses for Government employees and weaker sections. The Ministry of Works & Housing was constituted and National Building Organization and Town & Country Planning Organization were set up. The general directions for housing programmes in the Third Plan (1961-66) were co-ordination of efforts of all agencies and orienting the programmes to the needs of the Low Income Groups. A Scheme was introduced in 1959 to give loans to State Governments for a period of 10 years for acquisition and development of land in order to make available building sites in sufficient numbers. Recognizing the need to provide housing finance to low-income groups, Housing & Urban Development Corporation (HUDCO) was established in 1970 to fund the remunerative housing and urban development programmes, promising a quick turnover. HUDCO’s mandate was to provide such groups with loans at subsidized interest rates and with longer repayment periods. At the same time, HUDCO also sought to finance urban development activities to help decongest cities. HUDCO actively bought bonds floated by various State Housing Boards and sought to provide other form of financial assistance to them, effectively acting as a wholesale lending arm for housing finance.
The Fifth Plan (1974-79) reiterated the policies of the preceding Plans to promote smaller towns in new urban centres, in order to ease the increasing pressure on urbanization. The Urban Land (Ceiling & Regulation) Act was enacted to prevent concentration of land holding in urban areas and to make available urban land for construction of houses for the middle and low income groups. The thrust of the planning in the Sixth Plan (1980-85) was on integrated provision of services along with shelter, particularly for the poor. The Seventh Plan (1985-90) stressed on the need to entrust major responsibility of housing construction on the private sector. A three-fold role was assigned to the public sector, namely mobilization for resources for housing, provision for subsidized housing for the poor and acquisition and development of land. The National Housing Bank was set up to expand the base of housing finance. NBO was reconstituted and a new organization called Building Material Technology Promotion Council (BMTPC) was set up for promoting commercial production of innovative building materials. The Seventh Plan explicitly recognized the problems of the urban poor and for the first time an Urban Poverty Alleviation Scheme known as Urban Basic Services for the Poor (UBSP) was launched. The Indira Awaas Yojana (IAY) was launched during 1985-96 as a sub-scheme of RLEGP which was then launched as a separate scheme in 1996.
As a follow-up of the Global Shelter Strategy (GSS), National Housing Policy (NHP) was announced in 1988. The long term goal of the NHP was to eradicate homelessness, improve the housing conditions of the inadequately housed and provide a minimum level of basic services and amenities to all.
During the Ninth Plan (1997-2002), the National Housing and Habitat Policy 1998 was formulated which sought to provide shelter for all by the end of the plan period. The National Housing Bank’s Golden Jubilee Rural Housing Finance Scheme was also announced in 1997.
Under the Tenth Plan (2002-2007) the Government initiated institutional mechanisms to augment the housing delivery mechanism in urban areas. Also, fiscal concessions coupled with legislative measures have been initiated to encourage increased investments in housing
.Under the 10th Five Year Plan, the Government focuses on facilitating the State governments to bring in the required institutional reforms and introduce legislative measures to enhance housing delivery by State Agencies and Private Sector and also hasten the process of bringing into the market packages of serviced urban land.
The plan outlay for Housing & Urban Development increased from Rs 488 million in the First Plan to Rs 405000 million in the Tenth Plan.
The Government of India and the Reserve Bank of India have been constantly providing an enabling environment for the furtherance and development of the housing finance sector. Some of the initiatives taken by the Government and the Reserve Bank of India are enumerated below.
Recent Government Initiatives

· The National Housing and Habitat Policy was adopted by the Government in 1998 with the main aim of facilitating an investment environment for housing. It was revisited in 2005 and subsequently a National Urban Housing and Habitat Policy was announced in the year 2007. Urban Housing and Habitat Policy, suggesting inter-alia, setting up of a National Shelter Fund and Risk Fund with the initial corpus from the Government, to serve the underserved segments. The Policy seeks to enhance the spotlight on ‘habitat’ with a ‘Regional Planning approach’ as well as further deepen the role of Government as a ‘facilitator’ and regulator.’ Moreover, the new Policy lays emphasis on earmarking of land for the EWS/LIG groups in new housing projects. The new Urban Housing & Habitat Policy lays emphasis on Government retaining its role in social housing so that affordable housing is made available to EWS and LIG of the population as they lack affordability and are hopelessly out priced in urban land markets.
· Launch of the Interest Subsidy Scheme for Housing the Urban Poor (ISHUP) by the Government of India for the EWS and LIG segments. (More details in later Chapter)
· Launch of the Affordable Housing in Partnership Scheme under the Jawaharlal Nehru National Urban Renewal Mission. (More details in later chapter)

· To strengthen the recovery mechanism, Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002 (SARFAESI Act) was enacted and Housing Finance Institutions included in the eligible list of institutions. 
· The fiscal incentives available to individuals under Sections 80 C and 24 of the Income Tax Act, 1961 in terms of tax exemptions on repayment of principal on housing loan and interest thereon and to the Corporate sector in terms of Section 36(1)(viii) of the Income Tax Act, 1961 continue to drive the demand and supply of credit into the housing sector in India. Section 36(1)(viii) enables a Housing Finance Company (HFC) to transfer to a special reserve, 20% of the profits derived from the business of providing long term finance (computed before making any deduction under this clause) for residential houses. The above section is significant for HFCs who are working on a very thin margin.

· Foreign Direct Investments (FDIs) allowed up to 100 percent under the automatic route in townships, housing, built-up infrastructure and construction development projects to catalyze investment in a vital infrastructural sector of the economy. FDI has also been opened up for construction-development projects over 50,000 square meters including housing, hotels and resorts, hospitals, commercial premises and educational institutes. However, a minimum investment cap of $10 million in 100 percent FDI projects and $5 million in joint venture projects has been prescribed. Further, the existing 40-hectare stipulation has been reduced to 10 hectare for investment under FDI. 
· A policy was introduced on April 1, 2000 for setting up of Special Economic Zones (SEZ) in the country with a view to provide an internationally competitive and hassle free environment for exports. The policy provides for setting up of SEZ's in the public, private, joint sector or by State Governments.  In terms of this policy, the SEZs will include inter-alia the facilities like world class Residential Premises and Social Services. 
· Setting up of a High Level Task Force on ‘Affordable Housing For All’. The major recommendations of the Task Force have been summarised in the Box below:
[image: image1.wmf]
With respect to rural housing, Planning Commission under the aegis of Ministry of Rural Development set up a Group on Rural Housing for the 11th Plan in 2006 which in their draft report inter-alia, recommended increase in capital assistance under IAY (has since been announced in the Union Budget for the year 2008-09), launching of market based composite housing loan schemes for just above poverty line rural borrowers i.e. EWS and LIG segments, setting up of National Rural Shelter Fund, introduction of Title Indemnity Scheme and interest subsidy scheme etc. 

Sub-National Housing Policies and Schemes

Many States have been implementing their own housing schemes particularly targeting the EWS/LIG segments and the rural population. Nearly fifteen States/UTs have their own schemes enabling them to increase their coverage to a much larger group than what is possible under IAY. Most of the State-run rural housing scheme broadly follow the IAY pattern of providing subsidy for construction of houses and are financed through State budgetary allocations. However, the ceiling on assistance varies from State to State. These schemes target different groups of beneficiaries and exhibit a range of unit cost with varying proportions of subsidy, credit and beneficiary contribution. The implementation agencies also vary depending on the Scheme and from state to state unlike in the case of IAY where DRDAs are the implementing agency.

Realizing the importance of housing, many of the States have now formulated their own housing policies so as to provide a greater thrust to housing and housing finance sectors.

Civil Society Initiatives

In the National Urban Housing and Habitat Policy 2007 of Government of India (GOI), a specific area of action outlined is that Micro-Finance Institutions (MFIs) would be promoted at the State level to expedite  the flow of finance to urban poor. In this regard, suitable mechanisms would be evolved to develop simplified norms for prudential rating and providing finance to MFIs. Adequate regulation of MFIs would be undertaken to ensure that MFIs do not burden the poor by charging usurious interest rates and their operations are kept transparent. For slum improvement and upgradation it has also been suggested that the setting up of Group Cooperative Housing Societies of urban poor and slum dwellers will be encouraged across the country for providing better housing serviced by basic amenities through thrift and credit based Community Based Organisations (CBOs) .

The GOI is considering a Bill wherein Microfinance in India is sought to be regulated and the Not-for-profit organizations engaged in Microfinance activities will be allowed to mobilize savings from their members, thereby increasing their sources of funds. The MH&UPA is also considering the possibility of involving MFIs in the ISHUP scheme. The MH&UPA has also recently set up a task force to explore setting up of institutions catering exclusively to the housing needs of the poor and examine the issue of how the existing MFIs can be allowed/encouraged to enter into micro-housing finance either through change in the existing rules and regulations or other measures. 



3. Housing Finance System

3.1 History and Evolution of the Housing Finance System

Till the late eighties, the housing finance sector was dominated by informal sources. There were few takers of housing loans and practically no access or support existed for the formal sector. The few institutions which existed included Life Insurance Corporation of India (LIC), Housing and Urban Development Corporation (HUDCO), Housing Development Finance Corporation (HDFC), Apex Cooperative Housing Finance Societies (ACHFS) and commercial banks. The main aim was to channelize resources to housing sector through budgetary allocations especially for Economically Weaker Sections (EWS) housing/housing for migrated population. The Government Agencies were taking the role of builders through development agencies, housing boards and not as facilitators. Housing finance as a financial intermediation started in 1977 when HDFC was set up which provided loans to individuals. 

In 1988, the National Housing Bank (NHB) was established as a 100% subsidiary of the Reserve Bank of India, (the central bank of the country), to operate as a principal agency to promote housing finance institutions both at local and regional levels and to provide financial and other support incidental to such institutions and for matters connected therewith. The National Housing Bank also promotes, regulates and finances Housing Finance Institutions. 

Since 1988, the number of specialized institutions namely Housing Finance Companies increased both in public and private sector. As on date, fourty-four housing finance companies having over 1,000 branches across the country are registered with the National Housing Bank. 

Although commercial banks were the largest mobilizers of savings in the country, traditionally banks were rather reluctant to lend for housing as they preferred financing working capital needs of industry. Several banks had set up housing finance subsidiaries which functioned as independent units with little support or interest from their parent bank. Towards the end of the 1990s, against the backdrop of lower interest rates, industrial slowdown, sluggish credit off-take and ample liquidity and financial deregulation, commercial banks shifted their focus from the wholesale segment to retail portfolios. The lower interest rate regime, rising disposable incomes, stable property prices and fiscal incentives made housing finance an attractive business. Further, housing finance traditionally has been characterized by low nonperforming assets (NPAs) and given the vast demand for housing loans, almost all the major commercial banks plunged into the business of housing finance.

Since late 1990s, the economic reforms have been introduced and the interest rates have been liberalized. The setting up of a secondary mortgage market for exploring new sources of funds have been accelerated. The above measures have resulted in increased people’s confidence in the housing finance system. 
Some of the factors which can be identified for the growth of the housing finance market are as below:

a. Government of India’s thrust on housing by having an enabling environment including legal, fiscal and monetary initiatives.
b. RBI created enabling monetary environment through monetary instruments like:
i. Deployment of minimum 3% of the incremental deposits for housing by  commercial banks
ii. Bringing loans upto Rs. 2 million under Priority Sector Advances for banks. (Priority sector advances involves lending to those sectors of the economy which are prioritized by the government as they are considered crucial for growth. It includes industries like agriculture and small and medium enterprises etc. Banks are directed by the central bank of the country to provide funds to such sectors on reduced interest rates to promote and develop them. ) 
iii. For increasing credit flow for rural housing, synchronized loan repayments with crop cycle
iv. For encouraging loans below Rs. 3 million at lower risk weight
c. Development of the financial sector and capital market 

d. Higher disposable incomes, increasing trend of nuclear families, enhanced affordability etc. 
e. Increased urbanization – With the migrant population increasing in cities, the demand for housing has kept rising thereby also resulting in growth of slum population.
The following figure outlines the evolution of the housing finance market in India during the last 2 decades.
TABLE 3.1: EVOLUTION OF HOUSING FINANCE MARKET IN INDIA
	Phase I 

Up to late 1990’s
	Phase II 

1998 – 2003
	Phase III 

2003 onwards

	Specialized Lending Institutions namely the  Housing Finance

Companies (HFCs)

Emergence of HFCs sponsored by Bank and Insurance Companies

HFCs promoted by Builders/Developers

HFCs promoted by Companies
	Aggressive entry of Bank in housing finance market

Lose of market share of HFCs

Irrational Competition

Rapid Disbursement

Credit quality issues
	Oligopolistic market structure

Top 3 key players have over 80% of

Incremental market share

More rational Market

Sustained  mortgage growth at 25%


The phase I of the table converted into phase II after the liberalization process that occurred in India in late 1990’s which ultimately led to penetration of housing finance market by a number of banks. This ultimately resulted into an intense competition in the housing market. The competitive situation further enabled many players to enter the market; however, many players also disappeared due to this situation leading to a market with oligopolistic nature with sustainable growth.

Due to the emergence of the banks in the housing finance market there has been an exponential growth in housing finance during the last 5 years and the CAGR has been around 30%. However, during the year 2008-09, a slight slowdown in off- take of housing finance is noticed, though not significant mainly on account of the global economic crisis. The housing loan outstanding increased from Rs 494 Billion in 2000-01 to Rs 3886 Billion in 2007-08 while the housing loan disbursals increased from Rs 182 Billion to Rs 1288 Billion. (Source:  NHB Annual Report 2006-07 & 2007-08 and NHB, Report on Trend and Progress of Housing in India 2005).

The housing finance market has been rather buoyant in the last decade with the share of public and private housing finance companies declining and that of the commercial banks increasing.
FIGURE 3.1: HOUSING FINANCE DISBURSALS (Rupees/billion) 
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Some Key trends in housing finance have been as under:

· Banks market share increased from 31% in 2000-01 to over 60% in 2008-09 due to their wider network, access to low cost deposits and support in terms of capital infusion from the government.
· HFCs share decreased from 69% in 2000-01 to about 38% in 2008-09 due to their limited reach, lack of access to low cost funds and inadequate support from the government.
· Aggressive Lending by Primary Lending Institutions owing to increased support from the government and regulatory authorities.
· Main Beneficiaries have been salaried class, professionals and tax payers due to their steady income stream, availability of income proof and property titles etc.
· Affordability and Accessibility are still major challenges for the lower income population mainly on account of absence of regular income sources, absence of property titles, high cost of funds etc.
· The secondary markets are yet to be developed but there are initiatives being taken to help make the market more active such as widening and deepening of Residential Mortgage Backed Securitization (RMBS) market, legal and regulatory issues, accessing long term funds and creating institutional framework. The Reserve Bank of India issued guidelines in February 2006 to help in orderly development of securitization market in India. 
3.2 Contribution of Housing and Housing Finance to the Economy

The housing sector is known to be a powerful contributor to the economy and is recognized as an “engine for growth”. Some of the direct and indirect benefits of housing are as below:

· Investment in housing contributes to the growth in GDP. As per a Central Statistical Organisation (CSO) estimate, the Housing Sector contributed 4.5% to India’s Gross Domestic Product (GDP) in 2003-04 at current prices. The contribution of housing in urban areas to the GDP in 2003-04 was 3.13%.
· Further, approximately 16% of the Indian work force is engaged in Construction and Transport Sectors. It is estimated that overall employment generation in the economy on account of additional investment in the Construction/Housing Sectors is eight times the direct employment (IIM Ahmedabad : 2005). Thus investment in housing drives demand and production in other sectors.
· Impact on Connected Industries: In view of the substantial use of cement, steel, marble/ceramic tiles, electrical wiring, PVC pipes and various types of fittings; construction activity has a multiplier effect on industrial demand for these items.
· Impact on Income Generation: The impact of investment in the housing sector on income generation can be classified into two ways (a) income generation in the housing sector itself and (b) income generation in various other sectors connected with the housing sector. 
Accelerated growth of housing finance has resulted in increase in its share in GDP. Outstanding housing loan as a percentage of GDP has risen from 3.4% in 2001 to 7.25% in 2007(estimated). However, the mortgage debt as percentage of GDP is far below the US (54%), UK (57%), Malaysia (34%) and Thailand (17%).The mortgage debt as percentage is higher than that of China (7%). In view of the increased investment in the services sector which contributes about 50% to the nation’s GDP and growth in urbanization, it is expected that the share of housing in GDP would go up substantially in the coming years.
FIGURE 3.2: MORTGAGE DEBT AS PERCENTAGE OF GDP ACROSS COUNTRIES
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3.3 Governance of Housing Finance Market

As of today, the need for long term finance for housing in the country is catered to by the following types of institutions:

· All India Level Financial Institutions
· Scheduled Commercial Banks

· Scheduled Cooperative Banks (Scheduled State Co-operative Banks, Scheduled District Co-op Banks and Urban Co-op Banks)

· Regional Rural Banks,

· Agriculture and Rural Development Banks

· Housing Finance Companies, and

· State Level Apex Co-operative Housing Finance Societies

· NBFCs/MFIs/SHGs have also been lending for housing though in a small way. Besides these a large informal sector comprising of money lenders, individuals, friends and relatives etc is also involved in housing finance.
On account of the varied types of lending institutions both in the formal and the informal housing finance market, the governance of the housing finance market is depicted hereunder: 
FIGURE 3.3: HOUSING FINANCE SYSTEM IN INDIA
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Source: Trend and Progress of Housing in India, National Housing Bank
The Housing Finance framework in India consists of:

      Commercial Banks which are both Government owned as well as private and regulated by the Reserve Bank of India. They have a wide network and are present in both urban and rural areas.
      Housing Finance Companies which are primarily owned by the Private Sector are present in urban and semi-urban areas and have limited presence in rural areas. They are regulated by National Housing Bank. 

      Institutions in the Co-operative sector which are regulated by the respective State Co-operative Acts are also providers of housing finance.

      Microfinance Institutions/Community based organizations are un-regulated and are present in both rural and urban areas. They have very minuscule role in housing finance at present and steps are being taken to encourage them to provide housing finance for low income groups just as they lend for micro-enterprise loans. 

      Other NBFCs are regulated by the Reserve Bank of India but have a limited housing finance role.
TABLE 3.2: HIERARCHY OF HOUSING FINANCE FRAMEWORK IN INDIA

	Institution
	Regulated by
	Focus Areas
	Sources of funds

	Government Department/ Ministry
	Government of India
Ministry of Housing & Urban Poverty Alleviation

Ministry of Finance & Ministry of Rural Development
	EWS/LIG, Pro-poor housing
	Budgetary Allocations of GoI

	Apex Level Institutions viz. NHB, NABARD
	Reserve Bank of India


	Refinancing Institutions catering to all segments of the society with focus on EWS/LIG and rural segments
	Market related borrowings from banks/FI, floating of bonds (tax free and tax), GoI, External Assistance etc.

	Financial Intermediaries 

(Lending Institutions)
	--
	--
	--

	Banks (commercial banks, State Co-operative Banks as well as Foreign Banks)
	Reserve Bank of India
	All cross section of society in both urban and rural areas, however focus on large size loans above Rs. 500,000 in recent years.

Have taken major steps towards linking the informal sector with the formal sector..
	Retail deposits, borrowings from banks/FIs,  refinance assistance from NHB/NABARD, External Borrowings etc.

	Housing Finance Companies

- Specialized Housing Finance Institutions
	National Housing Bank
	Dedicated institutions lending for housing. Catering largely to the middle and higher income groups particularly in the urban and semi urban areas. Limited presence and reach in rural areas.
	Deposits, borrowings from banks/FIs,  refinance facility from NHB

	Regional Rural Banks
	NABARD

(supervised by RBI)
	Rural housing particularly for the poor
	Sponsored Banks, Deposits, Refinance

	Community-based Institutions
	
	
	

	MFIs/NGO/SHG
	Unregulated

(Act to be introduced for regulating the same)
	Micro financing.

Recent foray into housing particularly in respect of home improvement finance catering to the poor and lower income segments.
	Savings and borrowings from banks/FIs

	Housing Cooperatives
	State Cooperative Acts
	A sector which has deep roots in the country, however, on account of poor financials has had limited success in lending for housing in the recent years.
	Insurance Companies, Banks and Refinance from NHB

	Other- NBFCs 
	Reserve Bank of India
	Limited foray into housing particularly for industrial and salaried class
	Banks and FIs


Source: NHB

The National Housing Bank (NHB) is the apex Financial Institution for housing in India with the objective to operate as a principal agency to promote housing finance institutions both at local and regional levels and to provide financial and other support incidental to such institutions and for matters connected therewith. It is engaged inter-alia in the business of extending financial assistance for housing by way of refinance to various primary lending institutions (PLIs) such as Housing Finance Companies, Scheduled Banks and Co-operative Sector Institutions against the housing loans given by the PLIs for acquisition and construction of new dwelling units as well as up-gradation of existing dwelling unit.  It also provides direct finance to project loans to public agencies, joint ventures MFIs etc. In terms of the powers vested with it, it regulates and supervises the Housing Finance Companies (HFCs) in the country by issuing necessary guidelines/circulars/registration etc. Promotion and Development roles played by NHB contribute majorly towards the development of the sector. 

The Banks provide credit for different sectors of the economy including housing. They are regulated and supervised by the Central Bank of the country namely the Reserve Bank of India. Thus the housing portfolio is also governed and regulated by the norms/guidelines/circulars issued by the RBI. 

The Cooperative sector institutions adopt the norms as defined under the Registrar of co-operatives societies registered in each State. Due to which these institutions can have varied norms depending upon the State laws etc. The MFIs/NGOs/SHGs do not have a regulatory body and as such are guided and governed by their respective norms/principles etc. 

Regulatory bodies under their respective acts also frame guidelines and directions on areas such as lending norms, prudential norms, provisioning requirements, asset quality and capital, asset liability management, Know your customer guidelines, fair practice codes, anti-money laundering requirements of capital, etc . For instance the National Housing Bank had issued Housing Finance Companies (NHB) Directions, 2001, in exercise of the powers conferred, by sections 30, 30A, 31 and 33 of the National Housing Bank Act, 1987 (53 of 1987).

Specific powers are vested in specific institutions /regulatory bodies by different statutes for effective implementation of the laid down provisions. Foreclosure norms and other norms related to recovery of loans by way of disposal of property and other such matters are laid down under Securitization and Reconstruction of Financial Assets and Enforcement of Securities Interests (SARFAESI) Act, 2002 and other statutes for the time being in force and rules and regulations framed there under.  
3.4 Structures and Functions of Housing Finance Institutions: 
The housing finance system in India comprises of various category of institutions all having different set-ups, structures, linkages, target segment, source of funding etc. As has been indicated earlier, the Indian housing finance system and its institutions are linked with each other.
The Apex institution for housing finance in the country namely the National Housing Bank (NHB) has a key role to play in the development, promotion as well as financing of the sector.  Further, the following table outlines the structures and functions of these categories of institutions including the products and major sources of finance:
TABLE 3.3: HOUSING FINANCE INSTITUTIONS – ROLES/PRODUCTS
	No.
	Category
	Description of Institution
	Products/Resources

	1
	Wholesale finance institutions 
	
	

	1.1
	Wholesale finance institutions (Banks)
	Providers of wholesale finance facilities that may be used by housing institutions for internal capital needs or for retail lending
	Wholesale loans

Institutional loans

Market Related Resources

	1.2
	Specialist housing finance institutions (NHB,HUDCO)
	Specialist DFIs established with state support in order to increase the number and capacity of housing finance institutions through providing inter alia wholesale finance. Regulated by special statutes
	Wholesale loans

Institutional loans

Government Funding

Market related resources



	2
	Retail finance institutions


	
	

	2.1
	Banks
	Commercial banks /RRBs/State Cooperative Banks etc. regulated by the RBI
	Mortgage Finance

Market related resources

NHB

Public deposits

ECB

	2.2
	Housing Finance Companies
	Specialist housing institutions providing end-user financing for housing products 
	Mortgage finance

NHB

Banks and 

Public deposits

ECB



	2.3
	Non bank lenders
	Non Banking Finance Companies (NBFCs)
	Mortgage loans

	2.4
	Microfinance institutions
	Non-Governmental organizations, Self Help Groups, Federations of MFIs etc.
	Unsecured small loans

Saving-backed microfinance

Banks

NHB

NABARD

	3
	Co-operatives sector Institutions


	
	

	3.1
	Apex Cooperative Housing Finance Societies (ACHFS)
	The co-operative sector institutions having a three-tier level with State level apex body, then primary societies and at the grass root level the individuals. These operate both in urban as well as rural areas
	Mortgage finance

Construction finance

LIC

NHB

HUDCO



	3.2
	Agriculture Rural Development Banks (ARDBs)
	The co-operative sector institutions having a three-tier level with State level apex body, then primary societies and at the grass root level the individuals. These operate in rural areas only
	Construction finance

Mortgage finance

LIC

NHB

HUDCO




The banks have a very wide network and are present in Metropolitan cities, major cities and towns as well as in rural areas. This enhances their reach and coverage, resulting in their occupying a greater share of the housing finance market. The HFCs have a limited network and are present in metropolitan cities, other major cities and small towns and have very limited rural presence. The HFCs have been providing housing loans in rural areas but they are limited in comparison to banks.  The network of the NBFCs is also very similar to that of the HFCs. The co-operative sector institutions are present in urban as well as rural areas whereas the ARDBs are present in rural areas only. The Development Financial Institutions provide refinance to all the above institutions. Microfinance Institutions and other Community based organizations are present in urban areas as well as rural areas. They, in fact, cater to those customers who are not served by any of the above financial institutions. 
A comparison between the key players viz. commercial banks and the housing finance companies is as given below:
TABLE 3.4: COMPARATIVE STATEMENT – BANKS AND HFCs
	Parameter
	Banks
	Housing Finance Companies

	Market Share
	~ 60%
	~ 38%

	Types
	Banks in public and private sector
Regional Rural Banks
	44  registered with NHB

	Provisioning requirements and  Risk Weight age
	In terms of RBI Guidelines
	In terms of NHB Guidelines

	Source of Funds
	Deposits from Public, Borrowings from the Market, Refinance support from other financial institutions like NABARD, SIDBI, NHB etc. and capital infusions from the Government. 
	Limited access to public deposits, Borrowings from the market and Refinance support from NHB. 

	Borrowing Costs
	Lower when compared to HFCs as they have access to cheaper sources of funds such as public deposits.
	Higher as compared to Banks since limited access to public savings. 

	Reach
	Have a large network of urban and rural branches and have a competitive advantage 
	Concentrated in the metros and urban centres.

	Statuary Provisions  
	40% of the total loans should be to the priority sector which includes housing
	Specialized housing finance institutions having at least 75% of their lending towards long term housing finance.


The market share of the Housing Finance Companies has been declining while that of the Banks has been increasing because the Banks have a large network and also have access to low cost deposits which have helped them in offering home loans at cheaper rates of interest. The cost of borrowing for HFCs is higher and they do not also get support in terms of capital infusion from the Government like the Banks. It needs to be mentioned however, that the HFCs in spite of their constraints have been providing housing loans to a wide customer base ranging from salaried professionals to informal sector workers. They find it difficult to compete with Banks in terms of interest rates. 
3.5 Legal Provisions & Regulations Relating to Housing Finance
There exists a multiplicity of legislation in India pertaining to housing and housing finance. Further, many of these laws are State specific. Thus, while the Central Government may make amendments and issue guidelines, implementation remains the option for State Governments. 

Generally the lending institutions take mortgages by deposit of title deeds (equitable mortgage) or English mortgage after properly investigating the characteristics and nature of the title. The main requisites of a mortgage by deposit of title deed are (1) Debt (2) Deposit of title deeds in a notified town (3) intention that the title deeds deposited would be a security for the debt. To secure a debt, the borrower/owner of the property calls on the lender in the town, specified in the Transfer of Property Act or duly notified by the Central/State Government and hands over/deposits with the official of the lender the title deeds relating to the immovable properties proposed to be mortgage with an intention that the title deposited shall be held as security by the lender for the debt due. There is no stamp duty payable on this type of mortgage nor is it required to be registered though some States have in recent past imposed stamp duty on mortgage by deposit of title deeds by requiring the parties to pay stamp duty on any note writing or document relating to transaction of such mortgages. 

Some of the major laws relating to housing finance are as below:

Law relating to Transfer of Immovable Property:
Transfer of Property Act, 1882: Entry 6 of List III (Concurrent List) of Seventh Schedule to Constitution reads ‘Transfer of property other than agricultural land; registration of deeds and documents’. The Act applies only to voluntary transfer or property. Transfer of property is a ‘Concurrent Subject’ and both Central and State Government can take legislative action in respect of transfer of property except that relating to agricultural land. 
Registration Act: The Registration Act contains provisions for the purpose of maintaining land records Registry and registration of all transactions relating to immovable properties. 

Indian Succession Act: An Act to consolidate the law applicable to intestate and testamentary succession; WHEREAS it is expedient to consolidate the law applicable to intestate and testamentary succession. 

Stamp Duty Laws: The Constitution of India provides for the power of the State Governments to prescribe the rates of stamp duty in respect of most of the documents relating to transfer or creation of interest in property, both movable and immovable. The documents normally used for conveying the property are liable to stamp duty as per stamp law in force in the State. As law, loans backed by mortgages are treated as immovable properties, their conveyance for securitization purposes also attract stamp duty as conveyance of immovable property. 
The Securitization and Reconstruction of Financial Assets and Enforcement of Securities Interests (SARFAESI) Act, 2002: The Act empowers Banks / Financial Institutions/HFCs (select) to recover their non-performing assets without the intervention of the Court. The Act provides three alternative methods for recovery of non-performing assets, namely; Securitization, Asset Reconstruction and Enforcement of Security without the intervention of the Court.
The provisions of this Act are applicable only for NPA loans with outstanding above           Rs. 100,000. The Act empowers the financial institutions:

· To issue demand notice to the defaulting borrower and guarantor, calling upon them to discharge their dues in full within 60 days from the date of the notice. 

· To give notice to any person who has acquired any of the secured assets from the borrower to surrender the same.   

· To ask any debtor of the borrower to pay any sum due or becoming due to the borrower. 

· Any Security Interest created over Agricultural Land cannot be proceeded with. 

If the borrower fails to comply with the notice, the following one or more measures may be taken:

· Take possession of the security 

· Sale or lease or assign the right over the security 

· Manage the same or appoint any person to manage the same 

Other Initiatives on Legal Reforms: 

     a) Linking of financial assistance through reforms under JNNURM: Under the Jawaharlal Nehru National Urban Renewal Mission (JNNURM) programme of GOI for urban development, cities need to negotiate and enter into Memorandum of Agreements (MoAs) with the Ministry of Urban Development to implement urban reforms in order to access the JNNURM funds. Some of the reforms include repeal of Urban Land Ceiling Act, reform Rent Control Laws, Property Tax reforms, rationalization of stamp duties etc. In fact in Rajasthan, one of the states in India, the stamp duty for EWS/LIG housing has been fixed at a nominal amount. Through the above programme, strengthening of the Urban Local Bodies (ULBs) is also being undertaken. The ULBs have a very important role to play in the provision of houses to the urban poor. In the recent ISHUP scheme of MH&UPA, ULBs have also been entrusted with the responsibility of identification of EWS/LIG beneficiaries. 
b) Repeal of Urban Land Ceiling Act: The enactment of Urban Land (Ceiling and Regulation) Act, 1976 was to provide for the imposition of a ceiling on vacant land in urban agglomerations and prevent the concentration of urban land in hands of a few persons. However, the enactment failed to achieve its objectives and the Act has been repealed in most of the States and all Union Territories.
c) Model legislations for housing cooperatives, apartment ownership and Real Estate Development Regulation Bill:  In order to facilitate efficient functioning of housing management, business transactions, recovery of dues, post construction maintenance, powers and functions of managing committee and rights and duties of members etc are circulated to States for adoption/incorporation in the respective co-operative laws. A Model Real Estate Development Regulation Bill to regulate the activities of the builders and promoters is also on the anvil.
3.6 Terms and Conditions of Lending for Housing

Mortgage lending is associated with a standard package of terms and conditions that specify the beneficiary contribution or ‘margin money’, the interest rate to be charged on the loan (and the option of fixed or variable), the period of the loan (potentially with penalties for early and late repayment), and Loan to Value (LTV) ratios (the maximum percentage of the loan against a verified value of the dwelling), the Income Installment ratio (IIR) (the amount a lending institution is willing to lend in relation to the borrowers income) etc.
The following table outlines some of these factors vis-à-vis the type of lending institutions. 
TABLE 3.5: LENDING INSTITUTIONS AND TERMS OF LENDING
	Parameter
	Banks
	HFCs
	CSOs/MFIs

	Housing Product offered
	Wide range of products from new home loans, home extension loan,  land purchase loan etc.
	Wide range of products including home improvement loans, home extension loan, short term bridge loans, land purchase loan, home equity etc
	Limited products mainly catering to home improvement loans being integrated with livelihood finance.

	Average LTV Ratio
	Maximum 85%
	Maximum 85%
	Maximum 85%

	Average IIR
	45-50%
	    50%
	Maximum 35%

	Loan Size
	Average size Rs. 0.4-0.5 million
	Average size Rs. 0.7 million
	Usually upto Rs. 0.05 million

	Usual contract length
	Maximum 25 years
	Maximum 20 years
	Maximum 5-7 years

	Interest rates

	Linked to Prime Lending Rates and are usually most competitive on account of low borrowing cost.
Both floating and fixed being offered.
	Slightly higher than Banks however more competitive than CSOs/MFIs.
Both floating and fixed being offered.
	Usually higher than other institutions on account of higher costs.
Only fixed rates of interest offered.

	Security
	Mortgage of the property finance
	Mortgage of the property finance
	Mortgage of the property finance/group guarantee etc

	Other collaterals
	Guarantors
Insurance Policies
DP Notes

	Guarantors
Insurance Policies
DP Notes

	Not insisted upon

	Administrative and service charges
	Maximum 0.5%
	Maximum 2%
	Between 2-3%

	Prepayment Charges
	Maximum 2%
	Maximum 2%
	Not insisted upon

	Other transaction charges
	Legal documentation and site visit charges
	Legal documentation and site visit charges
	-


                                                                                                                                Source: NHB

In a competitive environment, customization of loan products and terms and conditions is essential and most providers offer flexibility in repayment options, loan-to-value ratios, prepayment charges etc. With competition, currently the norm, products are designed to be flexible as possible in order to satisfy borrower’s diverse needs. Many lending institutions have devised various innovative products to meet this purpose, offering flexible repayment facilities or add-on benefits such as insurance or credit card facilities, on top of a housing loan.

The Table below also gives the category-wise classification of individual housing loans given by Banks as on March 2008. 
3.7
Global Economic Crisis and Impact and Learning of Indian Housing Finance Market

The on-going world economic crisis which started as a sub-prime mortgage crisis has to a large extent not impacted the Indian housing finance market directly largely on account of the following in-built mechanisms:

· Simple products for housing finance and absence of ARMS products in India;

· Superior appraisal methodology in terms of calculation of loan eligibility and repayment capacity viz. adopting cash flow appraisal methodology;

· Limited portfolio and small size of securitization market (ICRA has estimated the market as Rs. 587.1 billion as in March 2008) for lending institutions;

· Fairly strong and stable regulation both for the banks and the Housing Finance Companies by Reserve Bank of India and National Housing Bank.
· Introduction of risk weights, provisioning during 2007-08 for both banks and HFCs.

However, a slowdown has been observed on both supply and demand side of the real estate market. Sales have dropped significantly due to the high interest rates. The demand for property has slackened and direct housing loans have also decelerated. Since October 2008, the HFCs were caught in a liquidity bind and resorted to short term financing through commercial papers etc. at lower interest rates. As banks increased interest rates on loans to HFCs, they were not able to raise adequate funds in the market to redeem their short term borrowings as well as to meet committed disbursements. 

Financial markets in India, which, by and large, remained orderly from April 2008 to mid-September 2008, witnessed heightened volatility subsequently reflecting the knock-on effects of the disruptions in the international financial markets and the uncertainty that followed. This necessitated the Reserve Bank to undertake a series of measures to inject rupee and foreign exchange liquidity from mid-September 2008 onwards. Liquidity conditions turned around and became comfortable from mid-November 2008.

Both the Government and the Reserve Bank have acted to protect the economy from the adverse impact of the crisis since mid-September 2008. While the Government has announced three major fiscal stimulus packages, the endeavour of the Reserve Bank has been to provide ample rupee liquidity, ensure comfortable dollar liquidity and maintain a monetary policy environment conducive for the continued flow of credit to productive sectors. Towards this endeavour, the Reserve Bank has adopted both conventional measures such as, for example, reduction of the cash reserve ratio (CRR), as well as unconventional measures such as, for example, the dollar swap facility for banks.
With specific reference to the housing and housing finance sector, some of the major measures taken by Government of India have been summarized in Annexure-III. 



4. PRO-POOR HOUSING PROGRAMMES

The poor in India have been classified into the Economically Weaker Sections, Lower Income Groups and Below Poverty Line. The definitions of each of the categories are as follows:

Economically Weaker Sections (EWS)
 – Households having an average monthly income upto Rs 3,300.
Lower Income Groups (LIG)
 – Households having an average monthly income between Rs 3,301 upto Rs 7,300.
Below Poverty Line (BPL) – The Planning Commission of India estimates the proportion and number of poor separately for rural and urban India at the national and State levels based on the recommendations of the Task Force on ‘Projections of Minimum Needs and Effective Consumption Demands’ (1979). The Task Force had defined the poverty line (BPL) as the cost of an all India average consumption basket at which calorie norms were met. The norms were 2400 calories per capita per day for rural areas and 2100 calories for urban areas.
The majority of India’s population, especially the urban poor living in slums, lack access to housing and housing finance from the formal sector. Some facts of the conditions of housing for the poor are under:

· Significant segments of the housing stock particularly in urban areas were characterized by congestion and obsolescence.

· 61.82 million Persons or 23.1 per cent of the urban population reside in slums where the quality of housing stock and amenities (potable water, sanitation, sewerage, storm water drainage and solid waste disposal) is extremely poor.

· Urban poor have limited access to basic services. According to the Census 2001, there is a 9% deficiency in drinking water, 26% in toilets and 23% in drainage.

· 99% of the housing shortage of 24.7 million at the end of the 10th Plan pertains to the Economically Weaker Sections (EWS) and Low Income Groups (LIG) sectors. 

· Given the fact that 26.7% of the total poor in the country live in urban areas, the issue of affordability assumes critical significance.
4.1 Pro-Poor Government Programmes:

The Constitution lays down certain Directive Principles of State Policy, which though not justiciable, are 'fundamental in governance of the country', and it is the duty of the State to apply these principles in making laws. One of these principles is to secure for all its citizens an adequate means of livelihood. Since housing comes under the means of livelihood, it has been gaining momentum in the agenda of the Government by increased schemes and budgetary expenditure. 
The Government of India and State Governments had initially adopted a two-pronged approach to housing development for the poor in the past, i.e. sites and services programmes and permanent housing. Under sites and services, basic infrastructure facilities like drinking water, internal roads, approach roads, drainage, community toilet, etc., were provided to develop layouts and also help the beneficiaries by providing construction assistance for building shelters. Initially the government would provide housing facility to people who could avail the loan facility. However, the government modified its schemes tremendously to include different income group and reach the intended target. 
In 1991, India adopted a more ‘inclusive’ view of economic development by emphasizing that it must integrate with the global economy. The National Housing Policy, 1994 was a product of this economic point of view. The 1994 Policy in its section on “Goals” sought to increase supply of land serviced by basic minimum services with a view to promoting a healthy environment. The National Housing & Habitat Policy, 1998 laid greater emphasis on the aspect of “Habitat” as a supplementary focus to housing. The emphasis on “providing” housing continued in this Policy with emphasis on both quality and cost-effectiveness especially to vulnerable sections of society. 
The National Urban Housing and Habitat Policy (2007) seeks to enhance the spotlight on ‘habitat’ with a ‘Regional Planning Approach’ as well as further deepen the role of Government as a ‘facilitator’ and ‘regulator.’ Moreover, the Policy lays emphasis on earmarking of land for the EWS/LIG groups in new housing projects. The Policy also lays emphasis on Government retaining its role in social housing so that affordable housing is made available to EWS and LIG of the population as they lack affordability and are hopelessly out priced in urban land markets. 
The broad elements of the strategies adopted by the Government of India to tackle the problem of housing the poor are: 
a) The provision of basic services to the urban poor including security of tenure at affordable prices, improved housing and earmarking at least 20-25 per cent of developed land in all housing projects for the EWS and LIG category with a system of cross subsidization under the JNNURM

b) Improving the affordability of the weaker sections of the society through suitable capital or interest subsidies under the NUHHP, 2007;

c) Inclusive growth as the key goal of the Eleventh Plan.
The above are achieved through launch of Programs/Policies etc.

· Launch of Special Missions such as Jawaharlal Nehru National Urban Renewal Mission (JNNURM), Bharat Nirman Programme.

· Special Schemes/programmes targeted subsidy to the poor and vulnerable groups viz Indira Awas Yojana, Valmiki Ambedkar Awas Yojana (VAMBAY) etc.

· Schemes/Programmes with no subsidy but with annual targets such as The Two-Million Housing Programme etc.
·  Loan assistance to governmental agencies/beneficiaries at below-market interest rate for housing and at normal rate for housing/ infrastructure through the National Housing Bank (NHB) and Housing and Urban Development Corporation (HUDCO).
· Creation of housing assets as part of employment and income generation programmes, promotion of cost-effective and eco-friendly building materials and technologies and creation of an enabling environment for private sector initiative. One successful example is the Indira Awas Yojana (IAY) which helped in providing housing for targeted groups in rural areas through employment creation
Changing role of the Government: Over the years in providing housing finance to the poor, the role of the Government has changed from that of a provider to that of a facilitator. To help make housing a people’s activity, the Government has helped in ensuring access to  developed land, basic services and building materials, technology, construction skills and finance. This approach has been adopted mainly by the Government to foster public private partnerships with the provision of appropriate incentives to the private sector, promotion of housing finance institutions, propagation of alternate building materials and technologies and extension of support to NGOs, CBOs, co-operatives and the private sector. 

The performance under the various housing programmes of the Government of India schemes are as under:

Jawaharlal Nehru National Urban Renewal Mission:
The JNNURM supports 63 cities across the country. The Mission is reform driven, fast track planned development of identified cities with focus on efficiency in urban infrastructure, services delivery mechanism, community participation and accountability of Urban Local Bodies. 

The Basic Services for the Urban Poor (BSUP) seeks to provide a garland of 7 entitlements/services – security of tenure, affordable housing, water, sanitation, health, education and social security – in low income settlements in the 63 Mission cities. The Integrated Housing and Slum Development Programme (IHSD) seeks to provide the aforementioned garland of 7 entitlements/services in towns/cities other than Mission cities. Under the JNNURM programme, the financial and physical progress under its two Schemes viz. Basic Services to the Urban Poor (BSUP) and Integrated Housing and Slum Development Programme (IHSDP) till March 2008 is as below:
TABLE 4.1: FINANCIAL AND PHYSICAL PROGRESS OF BSUP & IHSDP
	Parameter
	BSUP
	IHSDP

	No of States Covered
	30
	24

	No of Cities covered
	61
	391

	No of Projects Approved
	274
	416

	Total Project Cost Approved
	1742.11 INR Million
	396.99 INR Million

	Total Central Share approved
	876.10 INR Million
	284.76 INR Million

	Total dwelling Units approved
	7,87,111
	2,57,609

	1st Installment approved
	219.069 INR Million
	141.85 INR Million

	2nd & 3rd Installment approved
	17.29 INR Million
	

	ACA released (Rs. in crore)
	212.77 INR Million
	125.97 INR Million


Source: Annual Report 2007-2008 Ministry of Housing and Urban Poverty Alleviation 

These two schemes will replace the earlier launched schemes of VAMBAY and National Slum Development Programme. 

Bharat Nirman Programme
Bharat Nirman Programme was announced by the Government in August 2005 covering six components of rural infrastructure viz. irrigation, roads, housing, telecommunication, power and water supply.  Under the programme 6 million houses are to be built in rural areas during 2005-09 i.e. 1.5 million houses per year.
Under this programme, during 2005-06, 1.552 million houses were constructed against a target of 1.441 million houses and towards this, a sum of Rs.3,653.90 crore was utilized by the states during 2005-06 of which the share of Central Government was Rs. 2,907.53 crore. During 2006-07, against the target of 15.33 lakh houses, 14.98 lakh houses were constructed. In the current financial year 2007-08, 10.6 lakh houses have been constructed against the target of 21.27 lakh houses. Besides, 8.40 lakh houses are at various stages of completion. Again for 2008-09, adequate budget provision has been made by the Planning Commission for coverage of more than 20 lakh houses. As a result, the goals of Bharat Nirman would be more than exceeded.

Indira Awas Yojana (IAY)
IAY, is a cash subsidy scheme for rural BPL families for construction of dwelling units on their own using their own design and technology. It was launched in 1985-86 as a sub scheme of Rural Landless Employment Guarantee Programme (RLEGP) and became an independent Scheme from 1st January 1996.  The present per unit assistance is Rs.35,000 in plain areas and Rs.37,500 in hilly areas. Funding under the Scheme is provided by Centre and the State in the ratio of 75:25. 

Since inception of the scheme in 1985-86 and till end March 2008, a total of 171 lakh houses have been constructed/upgraded against the target of construction/upgradation of 190 lakh houses with a total (Central and States) budgetary expenditure of Rs. 33,919 crore.
VAMBAY
VAMBAY, a centrally sponsored Scheme was launched in 2001-02 with the purpose to ameliorate the conditions of urban slum dwellers living below poverty line who do not posses adequate shelter.  The Scheme inter-alia facilitates construction and upgradation of dwelling units for urban slum dwellers. Under the Scheme, GOI provides subsidy of 50 per cent and the balance 50 per cent is to be arranged by State Government with ceiling cost prescribed both for dwelling units/community toilets. 

VAMBAY has been subsumed in a new scheme called Integrated Housing and Slum Development Programme (IHSDP) along with Jawaharlal Nehru National Urban Renewal Mission (JNNURM) which has been mentioned earlier. 
Interest Subsidy Scheme for Housing the Urban Poor (ISHUP)

The Government of India, Ministry of Housing & Urban Poverty Alleviation, have recently announced the Interest Subsidy Scheme for Housing the Urban Poor (ISHUP). The ISHUP will seek to supplement the efforts of the Government through the JNNURM besides enhancing affordability of the urban poor and leveraging funds from the market for the urban poor. 

The Scheme provides for interest subsidy of five per cent per annum on the loan amount of up to Rs. 1 lakh for the economically weaker section and lower income group in the urban areas for acquisition/construction of houses.  The Scheme is proposed to be implemented by the Primary Lending Institutions (PLIs) viz. Scheduled Commercial Banks and Housing Finance Companies. The NHB and HUDCO have been designated as Central Nodal agency under the Scheme through which subsidy will be administered. The Scheme will leverage flow of institutional finance for the EWS and LIG segment households and result in creation of additional housing stock of 310,000 houses over the next 4 years.

Affordable Housing in Partnership

The Scheme of Affordable Housing in Partnership aims at operationalizing the strategy envisaged in the National Urban Housing & Habitat Policy (NUHHP) 2007, of promoting various types of public-private partnerships – of the government sector with the private sector, the cooperative sector, the financial services sector, the state para-statals, urban local bodies, etc. – for realizing the goal of affordable housing for all.

This Scheme is a part of the Jawaharlal Nehru National Urban Renewal Mission (JNNURM) and has come into effect from 1st April, 2009.  

The basic aim of the Scheme is to provide stimulus to economic activities through affordable housing programmes in partnership. Its immediate objective is employment generation to the urban poor, especially construction workers, where adverse impact of current economic downturn is being experienced. The Scheme will also strive to ensure equitable supply of land, shelter and services at affordable prices to all sections of society, and thereby to prevent the growth of slums in urban areas.

The projects which should be eligible under this scheme for assistance would need to meet the following two criteria:

a) Dwelling units should be a mix of EWS/LIG/MIG categories with the maximum size of a dwelling unit being at 1200 square feet super area, with at least 25% of them for EWS of about 300 square feet. In terms of carpet area, the minimum carpet area for EWS category shall be 25 square metres and maximum carpet area for MIG category shall be 80 square metres.

b) The sale price of dwelling units should have an upper ceiling in terms of Rupees per square metre of carpet area. The price ceiling would be settled in consultation with the States/UTs for different classes of cities.

The scheme modifies the guidelines of JNNURM (BSUP) for providing Central Assistance to States to incentivise land assembly for affordable housing to promote development of projects for a total of 10 lakh affordable housing units by provision of central assistance of 25% for the cost of provision of civic services for projects for affordable housing at an approximate cost of Rs.5,000 crores to Central budget.

1% Interest subvention on Housing Loans upto Rs 10 lakhs

The Government of India in the Budget 2009-10 has announced a scheme of 1% interest subvention on all individual housing loans upto Rs 10 lakh. The interest subvention will be available to individuals for construction/purchase of a new house or extension of an existing house, provided the cost of construction/price of the new house/extension does not exceed Rs 20 lakh. The scheme will be implemented through Banks and Housing Finance Companies(HFCs) and will be operational for 1 year. The Reserve Bank of India and the National Housing Bank will be the nodal agencies for this scheme for Banks and HFCs respectively. 

Rajiv Awaas Yojana (RAY)
The President of India, through her address to both houses of Parliament in June 2009, announced the Government’s vision for inclusive urban growth and the track on which the policy for inclusion must be directed. She said that;
“My Government proposes to introduce a Rajiv Awas Yojana for the slum dwellers and the urban poor on the lines of the Indira Awas Yojana for the rural poor.  The schemes for affordable housing through partnership and the scheme for interest subsidy for urban housing would be dovetailed into the Rajiv Awas Yojana which would extend support under JNNURM to States that are willing to assign property rights to people living in slum areas.  My Government’s effort would be to create a slum free India in five years through the Rajiv Awas Yojana.”
The Rajiv Awaas Yojana intends to make India slum free by according tenure rights to the urban slum dwellers, thereby giving them an opportunity to own a permanent accommodation. Consequently preparatory work is being taken by the Government of India for releasing the guidelines of the scheme. 

Sub-National level Initiatives

Many Sub-National Governments or the States in India have been implementing their own housing schemes particularly targeting the EWS/LIG segments and the rural population. The Government of Maharastra for example has set up the Slum Rehabilitation Authority (SRA) to serve as the planning authority for all slum areas in Greater Mumbai and to facilitate the rehabilitation schemes. SRA’s responsibilities are: to survey and review the existing position regarding slum areas in greater Mumbai; to formulate schemes for the rehabilitation of slum areas; to get the slum rehabilitation schemes implemented; to do all other such acts and things as may be necessary for achieving the objective of rehabilitation of slums. 

Some of the schemes and programmes implemented in other states have been highlighted in the following pages.
	Box 4.1 Government Programme for EWS Housing
The Chattisgarh State Government in India has recently started to build new houses for the economically weaker sections of the society under the New Atal Awas Yojana (NAAY) – a tailor made scheme for the EWS. Under the Scheme 7,000 new houses are being built in 2008-09. Further, 50,000 such houses would be built between 2009-10 and 2013-14 in the State district headquarters. The nodal agency for the project is the Chattisgarh Housing Board (CHB).

According to the plan, these low-cost, environment friendly houses with access to a developed road network will have two rooms, kitchen, a toilet and a bathroom. Each house will be independent, built on a plot of 560 sq ft with built up areas of 320 sq ft. In the first phase, the land has been issued by the Government at Rs. 1 sq.ft.  However, in subsequent phase, the CHB will acquire private land. The colony will have metalled roads, assured water, streetlights, parks, school and a community centre. The design of the house will be such that it provides scope for vertical and horizontal expansion in the future. 

To apply for a house under this scheme, an applicant’s income must be less than Rs. 60,000 per year. Initially, each house will cost Rs. 1,10,000. Of this, the applicants pays a down payment of Rs. 10,000. The Financing Institution (viz the State Bank of India) and the State Government  put in Rs. 50,000 each. A district level committee headed by the collector does the selection of the beneficiaries. The total cost of the project is Rs. 110 crore. There is a 10 year cap against renting or sale of the property and if anyone violates the rule, the allotment will be cancelled. 

The key differentiating aspects (small but significant) of the programme, making it different than the existing programmes including keeping in mind the community-oriented needs of the beneficiaries include the following:

· The concept of high-rise buildings for the EWS was dropped – “It was felt that the poor are not used to living in box-type flats, they are used to open spaces” – therefore only independent houses are being built. 

· The CHB decided to build two rooms instead of one which is usually the norm in the other EWS programmes.

Financing

In most EWS housing projects, financing is a major hurdle as cash strapped applicants cannot access home loans from banks as they are unable to provide documents like income certificates etc. Further, getting them to pay back the loan is a problem for the housing boards too. To overcome these problems, the CHB decided to sign a special MoU (Memorandum of Understanding) with the State Bank of India to finance the poor applicants on poor-friendly terms, including home insurance with the loan. As of now, the fixed rate of interest is around 9%. 

Understandably, the no-profit, no loss project is a hit with the people. More than 15,000 forms were sold for the 7,000 houses to be built in the first phase, all of which are already booked. 



	Box 4.2: Ahmedabad Municipal Corporation’s (AMC) Slum Networking Programme (SNP)                                                      
The Gujarat State Government has been adopting the SNP also known as Parivartan(Change) which has been celebrated globally for being a best-practice policy for upgrading slums. The SNP seeks to provide basic infrastructure and services to informal communities without requiring the formal proof of tenure. SNP offers, and that is of outmost importance, a verbal no-eviction guarantee for the ten years following implementation; through this means it overcomes the legal bottleneck to the social and economic inclusion of slums. Interestingly, it was the City’s department installing the community infrastructure that required the City to issue the (though informal) no-eviction guarantee. The department feared that it otherwise make wasteful investments in settlements that might soon after be evicted. The package of basic services includes individual water and sewer/toilet connections, paved roads, street lighting, and solid waste management. In many slums household electrification
 complements the SNP service package. Other schemes that are potentially integrated are the Door-to-Door solid waste collection scheme, and individual toilet construction in the scope of the so-called 90-10-Scheme, the former providing not only a reliable income source to the waste pickers but also a sound living space to the upgraded community. 



There exist many other such initiatives of the State Governments which are well documented.
Impact of the Government Housing Schemes on the poor
Some of the above mentioned policies and programmes have yielded fairly positive results in the area of housing and habitat with respect to the supply of serviced land, shelter and related infrastructure. Many State Governments are in the midst of examining the relevance of rent control laws as also the need to reduce stamp duty rates and registration fees. These are steps in the right direction and need to be speeded up in order to impact positively on the housing market.

However, considering the massive need and requirements, the housing Programs designed by the Government have had a limited impact. The problems are varied but the main issue is that focus was exclusively on providing low-cost shelter, without consideration for interrelated issues that ultimately determine actual effectiveness (ventilation, number of inhabitants, sanitation facilities, etc.). Existing programs of housing construction and resettlement carried out by the Government are inefficient, substandard, and serve to perpetuate caste divisions, rather than to ease them.
4.2 Pro –Poor Programmes of Formal Housing Finance Institutions

Housing finance continues to remain a highly underdeveloped component of the housing market for the poor. Lending for housing is relatively small and also poorly accessible on account of the perceived risks associated as also lack of property titles.  An important source of finance for the poor is the State. The Government institutions such as NHB, HUDCO, NABARD, commercial banks as well as city development authorities and Municipal Corporation have intervened in the housing market. Further, important roles have been played by State Level Housing Board, Development Authorities and a large number of HFIs. However, access to finance for housing from all these sources is able to meet a fraction of the total demand for housing finance considering that presently, no formal financing institutions caters to the exclusive needs of the poor segment in India.

TABLE 4.2: LOW-INCOME HOUSING LOANS UNDER FORMAL HFI

	Market Type
	Accessible
	Collateral
	Purpose of Loan
	Term
	Repayment*

	Public Sector
	Difficult
	Conventional
	Fixed by the Lender
	Long
	Fixed

	Formal Private Sector
	Unlikely
	Conventional and social
	Fixed by the Lender
	Medium – Long
	Flexible


*Repayments can be tailor-made to suit individual customer requirements

Source: Smets, 2004
The Government tries to encourage commercial banks to serve low-income markets. The Reserve Bank of India (RBI) requires that 40 per cent of all commercial bank lending activity be made to the “Priority Sector” which includes housing in   addition to agriculture, education, small business and micro enterprise. To ensure that low-income earners within the Priority Sector
 have access to credit, the RBI requires that 25 percent of all bank Priority Sector lending, or 10 percent of net bank credit, be made to “Weaker Sections.” Weaker Sections under the Priority Sector include small and marginal farmers, artisans and cottage industries, certain castes and tribes, and self-help groups. 
The National Housing Bank (NHB) has also taken various steps to encourage lending for the EWS/LIG housing programmes through various efforts such as:

a. Providing 100% refinance support to scheduled banks, HFCs and co-operative sector institutions;
b. Launch of special scheme for the poor such as the Refinance Scheme for Top-Up Loan to Beneficiaries under Indira Awas Yojana: Various studies conducted on the functioning of IAY have revealed that 50 – 90% of beneficiaries are not satisfied with the grant – in – aid provided under the scheme. Inadequacy of cash assistance for construction has resulted in poor quality of house, non – fulfillment of requirements of the disaster- prone areas and debt trap on account of the beneficiaries having to borrow funds to complete the construction of a house. 
Accordingly, at the request of the Indian Banks Association, NHB has announced a 100% refinance scheme for Scheduled Commercial Banks for top up loan upto Rs. 20,000/- repayable in 7 years which are extended by the banks.
c. Launch of Productive Housing in Rural Areas

With the objective of developing of a single point delivery for housing and productive loans, to hitherto unserved and underserved segments in rural areas, NHB has also launched a composite loan product for housing and income generation viz. Productive Housing in Rural Areas (PHIRA). The purpose of this composite loan is to provide financial assistance for construction of house/incremental housing and repairs and augmenting income generation activity in any of the following categories so as to enable the borrower to repay the loan:

d. Announced the equity support guidelines for setting up HFCs catering to the LIG/EWS segments:
e. NHB provides project finance assistance to public agencies, public-private partnerships joint ventures, NGOs, MFIs etc. Loans have been provided for slum improvement/redevelopment and low cost housing under NHB’s Special (VDS) Fund to some of the agencies.
f. Housing Microfinance: Financial support is provided to NGOs and MFIs for addressing the housing needs of the EWS/LIG category of beneficiaries.

TABLE 4.3: NHBs HOUSING PROJECTS FOR EWS/LIG
	Name of the Agency
	Project
	Project Cost
	No. of dwelling units
	Amt. of Loan

	A.P. State Housing Corporation Limited
	Tsunami Reconstruction in 9 coastal districts of A.P.
	Rs.161.44 cr
	40000
	Rs.70.00 cr

	Surat Municipal Corporation
	EWS Project at Surat
	Rs.26.28 cr
	4260
	Rs.14.91 cr

	Ahmedabad Urban Development Authority
	VAMBAY Project at Ahmedabad
	Rs.7.73 cr
	1088
	Rs.4.90 cr

	SPARC 
	Slum Rehabilitation Project at Dharavi
	Rs.6.28 cr
	147
	Rs.5.82 cr

	Rajasthan Housing Board
	EWS Project at Jaipur
	Rs.7.42 cr
	785
	Rs.3.93 cr

	Vadodara Municipal Corporation
	VAMBAY Project at Vadodara
	Rs. 13.61 cr
	1854
	Rs. 6.49 cr


a) Source: NHB 
g. Special Fund – Slum Improvement and Low Cost Housing Fund
In terms of The Voluntary Deposits (Immunities and Exemptions) Act, 1991, National Housing Bank was allowed to retain 40% of the voluntary deposits, which was credited to a Special Fund maintained in the Bank for financing slum clearance and low cost housing for the poor. Under this Fund, a sum of Rs.61.82 crore was received by the Bank as corpus amount at the time of inception.  
Special Fund is a revolving fund to which repayments of principal and interest in respect of the loans disbursed out of the Fund are ploughed back. Borrowers under this Fund include Public Housing Agencies for their EWS/LIG projects, NGOs/MFIs, etc. Approximately 1,00,000 dwelling units have been constructed out of the disbursements of the Fund. As on March 31, 2009, the total funds available for disbursement are, approximately, INR 18 Million 
Till date, 96 projects have been sanctioned out of this Fund, with disbursements amounting to INR 17.78 Million.  

Role of HUDCO

The Housing and Urban Development Corporation Ltd (HUDCO) was incorporated in 1970 as the first Government led initiative focusing on the social aspects of housing and utility provision. HUDCO used to earmark more than 50 per cent of its housing finance portfolio for  EWS/LIG. However, over the years the role of HUDCO has been changing and the focus of HUDCO has shifted from housing to infrastructure. 
The Housing and Urban Development Corporation (HUDCO), the Government run institution that caters to housing and urban infrastructure requirements, plans to sanction Rs. 14,700 crore in 2009-10. In terms of the Memorandum of Understanding (MoU) signed by the agency with the MHUPA for 2009-10, HUDCO will focus on new government projects such as interest subsidy for housing and affordable housing and the JNNURM. 

Though the restructuring of HUDCO is underway, what is required is a coherent institutional framework to promote housing for the poor – a dedicated, partnership institution which could harness private sector creativity and energy, be well funded partly by the Government but mostly in a manner that enables the use of market oriented funding to ensuring sustainability. 

External & Bilateral Assistance

Projects relating to the urban poor – EWS housing, slum improvements and redevelopment etc. are underway with the help of multilateral and bilateral institutions in collaboration with the GoI, Ministry of Housing and Urban Poverty Alleviation. These projects are funded by Overseas Development Administration, kfW, Germany, the Japan Bank for International Co-operation, Habitat for Humanity, CLIFF foundation, UK Department for International Development (DFID) etc.  
Housing Finance Companies

Amongst the Housing Finance Companies, registered with the National Housing Bank, Repco Home Finance Limited, GRUH Finance Ltd, HDFC & Dewan Housing Finance Corporation Limited (DHFL) are today considered to be the largest company targeting lower income segments. However, information reveals that while 85% of their low income housing portfolio is in the monthly income level of Rs. 5,000- Rs. 10,000, their challenge lies in reaching the income-threshold of Rs. 5,000. The issues in lending to this group mainly revolve around the volatile income of low-income groups and the vulnerability of these groups to small economic shocks which could adversely affect repayment. Further, those employed in the informal sector have greater problems accessing credit. Complicated land title and collateral issues make the business all the more difficult. 

HDFC has been making continuous and sustained efforts to reach the lower income groups of society, especially the economically weaker sections.  HDFCs' response to the need for better housing and living environment for the poor, both, in the urban and rural sectors materialized in its collaboration with Kreditanstalt fur Wiederaufbau (KfW), a German Development Bank, KfW sanctioned DM 55 million to HDFC for low cost housing projects in India.  In 1986 HDFC and the Aga Khan Fund for Economic Development established GRUH Finance Limited, a private finance company, to provide home construction, purchase and improvement loans to low-income and underserved populations in India. However, GRUH has come to serve the same clientele as HDFC and now directly competes with HDFC.        
Further, Rajiv Gandhi Rural Housing Corporation Limited a Government company of the State Government of Karanataka, established specially to address the issue of housing for the poor through housing microfinance. They have built 7,70,244 houses already and another 2,26,365 houses are under progress. The Corporation earlier did not obtain any collaterals in the initial years of its operations, however, over the years the system has been standardized and documentation is compulsory.
Banks
The commercial banks in India, who have around 60% of the housing finance market share have launched several products for providing housing to the poor. Banks have specific products which are targeted at providing housing loans to the poor like the Syndicate Bank of India’s Syndkuteera Scheme, State Bank of India’s Sahyog Niwas scheme (explained below in Box_) etc.  
	Box 4.3 SBI’s Sahayog Niwas

This is a loan given to Self Help Groups for on lending to members for housing in rural areas. The loan is given for the purposes of purchase or construction of house, work space or shed; renovation or repairs of the house; purchase of land for house or work shed.

Eligibility                              : Self Help Groups (SHG) with a good track record 

Quantum of loan                  : 10 times the savings of the group 

Maximum loan amount        : Rs.50,000 per member for construction, Rs.25,000 for  

                                                repair of house or purchase of plot 

Security                                 : Group guarantee of members



The formal lending institutions perceive high risk in serving the poor because of the following reasons:
· Credit Risk 

· High transaction and service cost 

· Absence of land tenure for financing housing 

· Irregular flow of income due to seasonality 

· Lack of tangible proof for assessment of income 

· Unacceptable collaterals such as crops, utensils and jewellery
These reasons act as a deterrent and thus banks and housing finance institutions have not succeeded in reaching out to the poor both urban and rural and realizing the goal of affordable housing for all.

4.3 Pro-Poor Programmes of CSOs/NGOs/MFIs/CBOs/Cooperatives:
Housing Microfinance has been initiated by different Microfinance Institutions, Nongovernmental organization, community based organizations as a measure to attain the goal of sustainable housing for the poor. Housing microfinance consists of small loans to low and lower middle-income households, typically but not necessarily without collateral, specifically intended for housing-related endeavors, including new constructions; repairs, improvements.
The type of loans for low income groups provided by NGOs/CBOs and the type of institutions existing for the same have been detailed in the following figures.
TABLE 4.4: LOW-INCOME HOUSING LOANS UNDER CSOs/NGOs/MFIs/CBOs

	Market Type
	Accessible
	Collateral
	Term
	Repayment*

	Informal Sector
	Yes
	Often social
	Short-Medium
	Flexible

	‘Semi-formal” financial institutions
	Yes
	Often mix of conventional and social
	Short-Medium
	Flexible

	NGOs
	Yes
	Conventional and/or social
	Medium – Long
	Flexible

	CBOs
	Yes
	Social
	Short – Medium
	Flexible



*Repayments can be tailor-made to suit individual customer requirements

Source: Smets, 2004

TABLE 4.5: TYPES OF INSTITUTIONS AND LOANS FOR LOW INCOME GROUPS
	Sr No
	Sector
	Key Type of Lenders

	1
	Informal Sector
	Personal lenders, commercial lenders and financial self-help organizations, relatives or neighbours

	2
	Semi-formal Financial Institutions
	Institutions which are recognized by the Reserve Bank of India such as licenced chit fund, money lenders, pawnbrokers and finance corporations.
The recognition carries an ability to go to court in case of default.

	3
	Non-Governmental Organisantions and Community Based Organizations
	Recent entry into housing microfinance and proving to be quite efficient on account of their relatively more efficient and effective operations and access to the poor.


The housing loans being offered by the CBOs/NGOs have the following characteristics:

· Most of the housing loans are of small amounts. 

· Most of the housing loans are for incremental purposes which include repairs/renovations/addition to existing rooms etc. It is commonly acknowledged that poor build progressively over time. 

· The housing loans have also been combined with income generation loans to help increase the income of the borrowers. For example: loan for construction of a workshed can be combined with a loan for working capital for business to be done in the workshed. 

· The housing loans are for short duration when compared with the loans offered by formal financial institutions.

· Alternative forms of collateral have been taken by such institutions like Group Guarantee/compulsory savings etc.

· Close monitoring and follow up of the borrowers by the institutions has helped them in maintaining high rates of recovery in housing loans also.

· Technical/Construction assistance is also sought to be provided by the institutions. 

· Very few institutions are offering long terms loans for fresh construction or purchase of houses. 

Some of the initiatives of the NGOs/CBOs have been detailed in the following Boxes:
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While there are only a handful of MFIs that offer HMF as a formal product, it is observed almost every MFI makes housing repair/upgrade loans without having a product that comes separately under the heading of housing loan. Often in case of microfinance, people use it for purposes other than initially intended for. As a matter of fact, as it was described earlier, MFIs have observed that a sizable portion of clients divert micro-enterprise loans towards housing.  
For instance, a microfinance institution BSS based in Karnataka allows older clients to use half their loans for “Life Quality Improvements,” which is used by many a clients for house constructions and repairs. However generally this loan can be used only for repairs and not for building because the maximum limit is Rs 20,000.
Thus demand for loans for housing repairs and improvements and separate housing products is on the rise. However the MFIs have to bear in the mind the risks while lending for housing purpose. An example of this was an MFI in Tamil Nadu, where the MFI was unable to sustain their housing product due to high levels of default and lack of funding. This shows that importance of assessing the demand for the product and clients’ loan absorption capacity and procuring funding sources with sufficient time horizon should not be undermined.

5. EXPANDING HOUSING FINANCE
5.1 Potential Housing Finance Market
The total housing requirements during the 11th Plan Period (2007-2012) including the carried over housing shortage has been estimated at 26.53 million units in urban areas alone, where majority of the poor live. As per the estimates of Ministry of Housing & Urban Poverty Alleviation (MH&UPA) the financial investment required for overcoming the housing shortage including infrastructure is Rs 6000 billion.  

The projected housing scenario based on the 11th Plan and the achievements of some of the key programmes are as below. 

TABLE 5.1: PROJECTED HOUSING SCENARIO

	
	DUs in million

	JNNURM launched in December, 2005 envisages provision of housing and basic service to 1.5 million beneficiaries
	1.5

	Interest Subsidy Scheme for Urban Poor (ISHUP) envisages provision of housing to 0.4 million beneficiaries
	0.4

	HUDCO (10% more than their achievement during 10th Plan)
	1.53

	HFIs/Banks (10% more than their achievement in 10th Plan)
	2.46

	Cooperatives (10% more than their achievement in 10th Plan)
	0.44

	TOTAL
	6.33 Million DUs


As against the total requirement of Rs 6000 billion for meeting the shortage, the outlay made available to the MH&UPA under the 11th Plan are as under:

Source: MH&UPA
	For JNNURM
	INR 180 Billion

	For ISHUP
	INR  11 Billion

	For AHIP
	INR  50 Billion

	Total
	INR  241 Billion


Therefore as has been clearly shown out of the total requirement of funds, the Government will be able to meet only a small amount and the rest of the money has to come from financial institutions. It shows that Government alone by itself will not be able to meet the housing shortage and it requires dovetailing of efforts of the financial institutions.
FIGURE 5.1: HOUSING CONDITIONS- URBAN


The potential for India’s urban housing market is easy to understand when looking at two potential customer groups: (i) the poor already living in substandard housing, and (ii) the increase in urban population: 

(i) According to UN-Habitat, the number of urban residents living in slums and/or substandard housing increased from 131 million in 1990 to 158 million in 2001, linearly extrapolating this trend yields roughly 178 million people, equivalent of a shortage of 40 million dwelling units in 2008.
 

(ii) According to the 2007 Revised Edition of the World Urbanization Prospects, India’s urban population will grow by another 41 million people between 2005 and 2010, equivalent to a need of roughly 2 million housing units per year. The annual urban growth rate is projected to increase to 2.6 percent in the first half of the 2020s, and thereafter to decline to 1.7 percent in 2050. Though any projections about the future should be treated with caution, the UN’s prediction illustrate the power of exponential growth and compounding: while the growth rate is expected to decline after 2025, absolute increases are expected to continue increasing to roughly 5 million in 2040 (compared with only 2 million today), and only thereafter expected to decline slowly.

The enormous size of both customer groups – the existing housing gap of roughly 40 million units, and the expected increase in urban residents ranging between 2 and 5 million per year – illustrates the large potential for an Indian housing market. 
The High Level Task Force on ‘Affordable Housing for All’ (2008) set by the Government of India, estimates that alleviating the urban housing shortage could potentially raise the rate of growth of GDP by at least 1-1.5 percent and have a decisive impact on improving the basic quality of life. The Task Force further pointed out that notwithstanding the positive role of this sector, housing and urban development stands relegated to a peripheral place in the country’s development profile and no serious attempt has been made to look at the real estate and the construction sectors in their entirety, nor have the complex issue of land been reviewed at any stage. The primary recommendation of the Task Force is to put “affordable housing” at the centre of public policy.

5.2 Expanding Housing Finance – Formal Sector
Co-ordination between various Government bodies

The government programs and schemes have had positive but limited achievement in terms of providing affordable housing for all. The role of the Central Government is confined to laying down broad principles of social housing schemes, providing necessary advice and rendering financial assistance in the form of loans and subsidies to the State Governments/Union Territories. This gives the local governments and municipal corporations
 a lot of autonomy in taking decisions and also to the state housing corporations.

A collaboration between the Central, State and Local Governments could be initiated to expand the reach. This would be an essential step towards achieving the goal of affordable housing for all. Since the Central Government's role is confined to regulations, both the state and local authorities can play a major role in expanding services to the poor. The State Government can liberalize the legal and regulatory regime to give a boost to housing and supporting infrastructure. to promote private sector and cooperatives in undertaking housing construction for all segments in urban and rural areas. Along with this, it can empower the local bodies to discharge their responsibilities in regulatory and development functions. 
The Local Authorities need to prepare housing programs by identifying specific housing shortages. The local authorities can prepare District Housing Action Plans for rural areas and devise various local schemes and programmes to meet housing shortages and help in providing land at affordable prices for the economically weaker sections, plan expansion of both urban/rural infrastructure services. Local authorities with the help of regulations by the central government can enforce the schemes at the grassroots level. 

The successful programs such as IAY, JNNURM, Bharat Nirman, ISHUP are laudable and need to be taken to the next level wherein the operations also need to be upscaled.

Revival of Housing Boards/Development Authorities

Some of the other key constraints in providing housing to the poor remain on the supply side i.e. the houses themselves. The role of the State Housing Boards and Development Authorities need to be revived and they need to once again become the suppliers of housing particularly for the EWS and LIG segments. Since the cost of land constitutes the major cost of a house in India particularly in the metropolitan areas, land supply and land cost with adequate infrastructure are the key elements to be addressed apart from using appropriate construction material and technology and also stress on the role of public and private sectors. 

Technology for Cost Effectiveness
Appropriate housing typology and technology options are important to help reduce the cost of construction and to increase the speed of construction. Low-rise, high density built form is an appropriate measure for upgrading, redevelopment or construction of housing projects for the poor. 

Tenure and Title Rights

Providing tenure and title rights for the poor is high on the Government’s agenda. The same would help in mortgage of the property to avail housing finance as also leverage the same for other income and employment generating activities. The recently announced Rajiv Awaas Yojana’s  (RAY) objective is to realize a slum-free India by according title and tenure rights to the urban slum dwellers.
Creation of Risk Fund and Shelter Fund

	Box 5.1:  Guarantee Fund for Housing the Urban Poor
Constitution of a Government-supported Guarantee Fund can act as a strong risk-mitigant for meeting the housing needs of the low income people. The Guarantee Fund, as an effective risk-mitigant for the lending institutions can support both public-oriented programmes as well as market-oriented lendings.
The need for such Fund is critical for serving the EWS/LIG housing needs, since the scope of pure market funding for this segment is limited. The Guarantee fund will provide a backstop support as a credit enhancement measure to enable a dedicated line of assistance for this segment. The availability of initial corpus contribution by the Government together with its leveraging effect ,will have immediate benefits in terms of i) activating the credit channel for this segment, ii) better “social and financial inclusivity” and iii) affordable housing for this segment of the population. Besides, as the larger benefit, the formal financial sector will develop a better and more inclusive outreach mechanism for serving the housing needs of the target segment on a long term basis. This mechanism will help in building up the capacity of the formal financial system to be able to lend to this segment on a sustainable basis and better understand the risk profile of this segment. 
The Guarantee Fund will act as Risk fund to cover the credit risk associated with lending to this segment and will provide the necessary comfort to the lending agencies in reaching out to this target group. The provision of Risk Fund wills also kick start the lending to this segment. The fund will be actually tapped/used only in the event and to the extent of the loan losses faced by the lending institutions. In the regime of stringent regulatory and prudential norms for the banks and HFCs, including the norms for recognising the NPAs and provisioning for the same, it is felt that the risk fund will be a critical support to the lending agencies. This will help in their abilities to balance the regulatory requirements and their social lending operations for this segment, without compromising on the viability and sustainability of their operations. 
The proposal for creation of the Guarantee Fund will have benefits viz. i) the lending institutions will be enabled to lend to the target segment for meeting their housing needs and credit will become “available”; ii) with the Fund available, the lending agencies will have better risk perception of such lending’s, thus making loans more “affordable” through better pricing; iii) this will help in the development of a market-based mechanism to serve the cause of “social inclusivity”. The benefits under the proposal can potentially translate into social and economic gains for the society at large and expand the scope of the market to serve this segment.
  


Encouraging Housing Microfinance by Formal Sector Institutions
The efforts of the National Housing Bank in converging and aligning its programmes with the National level and State level housing policies are encouraging and need to be taken forward. Introducing of various risk mitigants such as title indemnity, mortgage credit guarantee/insurance on which the NHB is working on would help in making formal institutions to expand their lending to the poor. The efforts of the NHB towards initiating the MFIs into housing and linking them with the formal housing finance sector also need to be scaled up.

 NHB has launched its own Housing Microfinance Program with Microfinance Institutions. The MFIs have been getting financial assistance from Banks in the form of loans for micro enterprise activities for shorter periods say 1-4 years. NHB came up with a housing loan product wherein loans were advanced to the MFIs for longer periods say 5-15 years. This enabled the MFIs in on lending funds for housing to their members for longer terms. NHB selected those MFIs which had been in existence for a long time, were governed by a Board/Management which consisted of professionals who had wide ranging experience in finance and community mobilisation, had a good track record of repayments to financial institutions, had recovery rates in excess of 95% from their clients and above all had a matured client base. Minimum completion of three loan cycles was stressed upon for selecting the client base so that the credit histories of the clients are established. 

Banks are already lending to MFIs for micro enterprise activities and if they can also lend to MFIs for housing loans on a pilot basis, then it may prove to be a mechanism wherein the strengths of the formal and informal sector institutions are pooled together for providing pro-poor housing solutions.

5.3 Expanding Housing Finance – CSOs/ NGOs/ MFIs/ CBOs/ Co-operatives Sector

The role of Microfinance Institutions, Non-Governmental organizations and Community based organizations in Pro-Poor housing finance has remained limited. Housing microfinance can be a promising channel to meet some of the demand for low income housing effectively, assuming MFIs can overcome some of the challenges below:

· Long term nature of loans and lack of long term sources of funding for such loans: Housing Microfinance by its very nature is long term 5-10 years, sometimes upto 15 years. This is necessary from the considerations of affordability of the borrowers and asset quality of the lenders. Most of the existing MFIs have been lending small amounts for short periods for productive/consumptive purposes and there is not much experience in terms of long term loans. Banks are more comfortable lending to MFIs for micro-enterprise or productive loans, rather than for housing which they see as a long-term consumption loan and are often unable to assess the credit risks in the low-income sector for such a product.
· Quantum of loan: Microfinance generally involves loans of amounts upto Rs 10,000 and exceptionally upto Rs 25,000. On the other hand the amounts in Housing Microfinance range between Rs 50,000 and Rs 1, 50,000. The higher amount introduces a higher element of risk perception, debt burden on the borrowers and capacity of the HMFIs. 

· Loan repayments and collections: Issues arise such as should the borrowers who have availed of a housing loan from the MFI be eligible for other loans? The short term loans may have weekly repayments and the housing loan may have monthly repayments. How will the borrowers manage their income so that they are able to make all their loan repayments in time?

· Regulatory: Microfinance in India is largely unregulated. Microfinance Regulatory Bill is under discussion. There is a need to put in regulatory mechanisms to protect the borrowers’ interests.  There have been instances where the MFIs have been charging interest rates of the order of 24% p.a. and above for the consumption loans. Such high interest rates are clearly unaffordable for housing loan borrowers who have to pay the higher interest throughout the repayment period of the loan. There is a need to restrict the interest rates in the case of housing loans as the repayments will be spread over longer periods and the income of the borrower which is irregular should not result in default. 

· Technology: Technology has to be used comprehensively in all the processes of the MFIs so that the transaction costs are reduced and delivery is enhanced which will ultimately result in lower interest rates for the borrowers. 
· Credit enhancement: Credit enhancement tools need to be developed like Mortgage insurance, Guarantees for bank loans to developers for slum upgrading construction projects and guarantees for bank line of credit to NBFCs/MFIs/NGO partners taking up housing microfinance programs. There is a need for upscaling of title insurance and mortgage insurance products which will further serve in addressing the default concerns of the agencies.

· Use of alternate forms of collateral: Most of the urban poor do not have land titles. There is a need to look at other forms of collateral like compulsory savings for 6-12 months (which cannot be withdrawn) which will act as a risk mitigant for the loan to be given or co-signers/guarantors for the loans to be given.

· Convergence with Government Programs/Schemes: There are several housing schemes of the Central and the State Governments. There is a need to integrate them with the microfinance programs. For example the grants under the Indira Awaas Yojana (IAY) or the Indiramma scheme of the Andhra Pradesh Government being provided can be supplemented by a loan from the MFI which will not only provide larger amounts to the borrowers thus resulting in construction of better and more houses or cover more borrowers. 

· Institutional structure: The institutional structure for HMF is evolving. Currently cooperative banks, commercial banks and Regional Rural Banks provide rural microfinance through the SHG-Bank linkage model, generally with refinance from NABARD. SIDBI extends finance to MFIs operating in urban areas mainly for productive and consumptive purposes. NHB has recently commenced Housing Microfinance which is extended as direct financial assistance to MFIs. 
The MFIs who have successfully implemented large HMF loans (loans which cover more than 50% of the home value) are usually larger MFIs with a well-diversified range of products. Thus, their HMF programmes appear to be based on a foundation of a long experience with micro-credit lending. These MFIs understand and assess the demand for housing finance and capacity to pay for it within the community of their borrowers well. HMF providers are also able to secure sufficient funding for their programmes, either via commercial debts or donor grants. Finally, successful programmes are likely to involve partnerships between MFIs, governments, traditional home lenders and construction assistance providers amongst others. This is particularly true of urban HMF efforts or slum upgradation efforts where land cost is high and access to civic amenities low. 

Allowing MFIs/NGOs/CBOs access to Savings

Offering full scale financial services to the poor is a critical component of increasing access to financial products for the poor. The financial institutions lending to the poor employed in the informal sector must be allowed to not only issue credit but also take deposits. This is important on account of the following:
a) Poor need to save a lump sum amount required for a down payment; and

b) Assessing the customer’s savings capacity is an important part of the risk screening process.

However, severe constraints and high inflation in the land market, as well as increasing prices for construction material and the recent increase in food prices challenge the viability of the project: the urban poor are not only negatively affected by increasing real estate prices but also by decreasing incomes disposable for housing.
5.4 Recent Initiatives and Innovation in Housing Finance
Housing Microfinance (HMF)
The National Housing Bank has carried pilot projects of providing housing microfinance in places such as Tirupathi in the south and Dharavi in Mumbai and other places is planning to scale its operations largely. NHB has also devised a credit scoring model for rating of MFIs in collaboration with M-CRIL (the rating agency in India for MFIs).- See Box 6.

Housing Microfinance Policy of National Housing Bank

a) The eligible borrowers for Housing Microfinance (HMF) loans from NHB at present include: 

· Housing Micro Finance Institutions

· Non Government Organizations/Not-for-profit organizations registered under various state laws
· Non Banking Finance Companies undertaking EWS / LIG housing projects

· Any other institution approved by Govt. / RBI for purposes of undertaking microfinance

b) The financial assistance is provided in the form of Term Loans for construction of new houses and repairs/upgradation of existing houses including construction of toilets. 

c) The individual loan size is Rs 1,50,000 in case of HMF loans for new construction and Rs 50,000 for repairs and upgradation. 

d) The interest rate charged is at a fixed rate benchmarked to NHB’s Prime Lending Rate. Floating rate may also be extended if so desired by the borrowers. 

e) The tenure for which loans can be extended may vary from 3-15 years. 

f) The security obtained from the borrowing agencies includes Hypothecation of book debts and Agreement to mortgage. The borrowing agencies in turn follow the Know Your Customer norms for the selection of beneficiaries and take either original title deeds or any other form of security from the beneficiaries besides Group Guarantee of the concerned Self Help Group (SHG)/Joint Liability Group (JLG). There is no requirement of deposition of title deeds by the borrowers in case of loans upto Rs.50,000. 

g) The borrowing agencies arrange for life insurance of the borrowers besides getting the houses insured for all risks at every point in time till the repayment of the loan and all other dues with NHB as the sole loss payee. 

 h) The borrowing agencies have to submit quarterly progress reports to NHB and an inspection of the projects is carried out by the officers of the Bank every six months. 

i) NHB has also prescribed certain selection criteria for selection of beneficiaries which are:

· Age of the borrower should be between 18 to 55 years

·  Monthly household income of the beneficiaries   should be sufficient to pay the EMIs respectively. 

· Borrowers should have completed minimum three loan cycles with at least 95% recovery.
· The borrowing agency shall lend to the SHG members at a rate not exceeding 5%over the rate charged by NHB.
· Borrowers should belong to a SHG. 
	Box 5.2 Internal Credit Rating Model for assessing Micro Finance Institutions and Not-for-Profit Community Organizations (Salient Features of Rating Model)
· M-Cril has developed a comprehensive rating model which provides independent tools for the assessment of NBFCs, NGO-MFIs and NGOs. 

· The tool is designed to cover three broad parameters viz. Governance, Management and Financial Performance. The weights assigned to the sub-parameters vary on the basis of their importance and relevance for the different categories of organizations. The assigned weights for broad parameters for risk assessment:
Parameter
Weightage NBFC
Weightage NGO-MFI
Weightage NGO
Governance
25%
30%
40%
Management
25%
30%
30%
Financial Performance
50%
40%
30%
· The rating scale for each sub parameter is between 0-10. This ensures uniformity and comparability in scoring. The consolidated score returns a “grade” which acts as an indicator for how much lending is desirable, given the current balance sheet size of the organization.


The National Housing Bank has initiated various schemes which include Productive Housing in Rural Areas (PHIRA) which combines housing loans with livelihood finance.  areas, Many lending institutions participating in NHB’s Golden Jubilee Rural Housing Finance Scheme and have now initiated plans of partnering with microfinance institutions and community based organizations in order to encompass low cost rural housing and integrate it with the mainstream housing finance market. 
Both public, private and microfinance institutions are adopting various other innovative practices. which include cross-subsidization, differential interest rates, realistic cost ceilings, flexible repayment periods, preferential allocation of resources to the socially disadvantaged, promotion of innovative, cost-effective building materials and technologies and innovative designs to assist the economically weaker and disadvantaged sections.One popular practice which is being followed by different MFIs is that of a tailor made repayment schedule which coincides with the farmers cash flows.
REPCO Model

The Repatriates Cooperative Finance & Development Bank Limited (REPCO) was created in the year 1969 by Govt. of India with the main objective of rehabilitating repatriates from Burma and Srilanka. REPCO Bank has three subsidiaries namely: REPCO Home Finance Limited (RHFL), a housing finance company, REPCO Foundation for Micro-Credit (RFMC), a not-for-profit organization established by the Bank and REPCO Infrastructure Development Company Limited (RIDCL). RHFL while providing housing finance to the poor had faced the following constraints for lending to such sections namely: Non availability of: property title, income proof, house estimates/expenditure budget, Scheduling repayments, delay in house construction, minimum margin contribution, abandoning of house construction in the middle and the high cost of administration in servicing such small loans. REPCO group has therefore sought to address these issues by developing an innovative model involving all its subsidiaries for providing housing finance to the poor which is detailed below:

Table 5.2: The REPCO Model
	Subsidiary
	Role
	Details

	RFMC
	Demand aggregation/mobilization/servicing of repayments
	RFMC will organize SHGs involved in similar activities, provide vocational training and assist in marketing their products. The benefit of RFMC involvement could be reaped in assessing the income based on the prevailing market rates of SHG products and sales volume and RFMC would also be instrumental in providing the credit linkages with RHFL & REPCO Bank. Monitoring and recovery could also be done at lower cost. 

	RIDCL
	Construction/Technical assistance for shelter-cum-workshed
	RIDCL would systematically assess the shelter area requirement and work area requirement, provide requisite technical expertise for low cost building materials, plan the layout and finally undertake construction & delivery. One major obstacle- i.e. abandoning / delaying construction by beneficiary at times owing to diversion of funds for other productive activities – could be taken care of through RIDCL’s involvement in the process. Besides, proper estimate of funds requirement could also be done as budgeting etc would be done by them.

	REPCO Bank and RHFL
	 Financing
	While RHFL will provide assistance for shelter, Bank will look after the financial assistance needed for income generating activities. Refinancing would be arranged through relevant institutions. Because of these integrated approach, initial margin requirement could also be met through family labour and locally available materials of beneficiary.  


Success of this REPCO model is more guaranteed because of the integrated approach and with all the concerned institutions belonging to same group the mutual stake holding as well as cooperation would be much higher. Owning to the integrated approach, overall monitoring would also be better resulting in much lesser rate of default & delinquency.
Figure 5.1: New Institutional Structure
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Linkages between various Stakeholders
Linkages are now being formed between community based financial institutions and housing finance companies- See Box 5.3 &5.4

	Box 5.3: Institutional Mechanism for the Urban Poor – Housing Finance Company

Micro Housing Finance Corporation Limited 

Micro Housing Finance Corporation Limited (“MHFC”) a housing finance company registered with the National Housing Bank with its objective of providing housing finance for lower income households (mostly in the informal sector) in urban India. 
The Company has been set up specifically for providing finance to the low income urban poor – either through the SHG mechanism or individuals so as to address the gap lack of finance available to buy such homes. 
The promoters behind the Company include finance and property development professionals with several years of local and international experience between them. The company will also be working closely with other developmental institutions which have an interest in stimulating the lower income housing sector.



Involvement of Private developers in Affordable Housing Projects

Of late, some of the private sector developers have started constructing houses for the lower segments of the population. See Box 5.6

	Box 5.6 Tata Housing - Affordable Housing- Private sector Intervention
The Tata Housing (a private limited company) has recently announced a low-cost housing project which envisages construction of 1,300 houses in Mumbai suburb in Thane district and later plans to expand it to Tier I and II cities. The cost of each house is expected to be in the range of Rs. 0.4 to 0.7 million. Each housing unit comprises of a 1 room kitchen and 1 bedroom hall kitchen flats and designed as an integrated township with school, playground and hospital facilities. Further, it will be a Ground +2 building with landscaped courtyards and eco-friendly green development with water harvesting facility.
The response of the Scheme has been overwhelming.
Other affordable housing schemes announced by private developers in various parts of the country are (Source: Business Today, May 31,2009):
Group

Project & Location

Ticket Size

Offer Price

Shapoorji Pallonji

Shukhobrishti, Kolkata

1 BHK (320 sq. ft.) and 2 BHK (480 sq.ft.)

Rs 0.4-0.6 million

Sterling Developers

Janadhar, Bangalore

1 BHK and 2 BHK

Starting from Rs 0.4 million

Matheran Realty Company

Tanaji Malusare City, Karjat, Maharastra

1 room kitchen (225 sq.ft.), 1 BHK (300 sq.ft.) and 2 BHK (375 sq.ft.)

Rs 0.3-0.7 million




Public Private Partnership

Public Private Partnership project means a project based on a contract or concession agreement between a Government or statutory entity on the one side and a private sector company on the other side for delivering a service / utility. Public Private Partnerships in Housing in India have recently started taking shape. The State has limited resources – financial, technical & managerial and therefore the reliance is on market driven approach with the objective of augmenting flow of resources without however eroding the option for housing for the lower segment of the population. Keeping in view the need for weaving the two conflicting objectives of commercial viability of a project and social commitment towards the weaker section of the society, the public private partnership in the form of Joint Venture Company is found to be a viable alternative. This invariably involves collaborative efforts of the two sectors which would strengthen the delivery mechanism by placing capital resource generation, management and time bound implementation and construction quality assurance under private sector with in-built guidance, regulatory power of State and access to land by the State agency. Therefore, by creating a linkage between the two sectors would protect the weaker section, safeguard the interest of the consumers and will still ensure economic viability of the scheme including fair return to the participants in Joint Venture.The Public Private Partnership models in housing in India exist and are of various types (See Annexure-IV). However, the scale of these models are limited.

Examples of PPP in Affordable Housing
 

· Bengal Ambuja Housing Development Ltd.

· A Joint Venture between Gujarat Ambuja Cements Ltd. and  West Bengal Housing Board 

· Township development in Kolkata suburbs, Asansol Durgapur and Bardhaman

· Houses priced at Rs. 2.5 lac to Rs. 6 lac for the benefit of LIG and MIG

· Dharavi Slum Redevelopment, Mumbai

· Asia’s biggest in-situ slum rehabilitation scheme

· Private developer undertakes the scheme with incentives from Slum rehabilitation Authrotiy (SRA)/ Brihanmumbai Municipal Corporation (BMC)
· SEWA’s Parivartan Project, Ahmedabad

· Provision of basic infrastructure and linkages in Ahmedabad slums

· Tripartite arrangement involving SEWA Bank, Community and Ahmedbad Municipal Corporation (AMC)
· JNNURM funded slum redevelopment schemes across India

· E.g. Pimpri Chinchwad, Nagpur, DDA Tehkhand etc.

· New Town, Rajarhat, Kolkata: 

· Shapporji Pallonji and West Bengal Housing Infrastructure Devt. Corp. Ltd. 

Internal Best Practices

Various Housing Finance Companies and Scheduled Commercial Banks as a part of their internal best practices have come out with innovative methodologies to enhance their credit policies. For example GRUH Finance Limited, a HFC registered with the NHB has developed in house a credit rating model which involves 21 parameters. The credit score model was also shown to CRISIL, a prominent rating agency who have reviewed and approved the model using various statistical models. The credit score model has been rolled out across all the branches and is being used to rate the customers in terms of their credit quality across all loan products. The pricing on loans has also been linked to the credit score and hence depending on the Credit band in which the customer falls, the rate of interest on loan is decided. This process of risk based pricing also helps avoid any kind of discrepancy in the pricing of loans and also bring about a more objective method of assessing credit quality. The model takes into consideration various parameters such as income, stability of income, qualification and experience in the same field, references, saving habits, others borrowings etc.


6. CONCLUSIONS AND RECOMMENDATIONS

The housing finance sector has grown in the past few years but the goal of “Affordable Housing for All” is still a distant dream. Four key elements of a well functioning financial market may be identified as follows.

a)  First liquidity should be adequate to meet demand but not excessive as to suppress risk related pricing. 
b) Second financing for housing needs to be available at affordable cost and long tenor. 
c) Third, risk mitigants in the form of insurance and guarantees are required. 
d) Finally, effective regulation that ensures development of the market on healthy and sound lines. 
Based on the above, the Indian housing finance market has certain gaps which need to be plugged. The market in India is vast and customer needs and investment capacity is varied. Thus, an in-depth assessment of the market, identifying target customers, developing specialized housing products, cost effective delivery mechanisms, and reforms in regulations are essential for the housing market to grow. The major producers of housing in India are the owners themselves, government, public sector, private sector.

On the supply side of housing, issues such as supply of land, cost of land, functioning of the land market, provision of infrastructure, construction and delivery mechanism as also the role of public and private partnership still remain. Similarly, providing finance to the developers for project finance/integrated township developments – including supply and cost of funds versus the debate of whether market based solutions are the solution still remains.

On the financing front, statistics reveal that the formal housing finance institutions while registering growth in their housing loan portfolio, remain inclined towards lending higher ticket loan sizes rather than small size loans for a larger number of houses i.e. growth has been value driven rather than volume driven. Issues of affordability as also accessibility on account of various factors as outlined in the report earlier remain for the poor despite the robust growth and stability experienced in the housing finance sector. 

Building an inclusive housing finance system:
It is worthwhile at this juncture to reflect on future challenges. The issues of affordability new and customized products, delivery channels, policy interventions and their sequencing assume relevance. While the expanding middle and higher income groups may continue to access conventional housing finance, increasing attention will need to be paid to the needs of the unserved and underserved. Increasing urbanization in the last decade has led to a greater demand of houses in urban areas. Also, there is a concerted need for action to facilitate flow of funds to rural housing since the rural population has not been the focus of the formal housing finance institutions. 

At the same time, the housing finance market is an integral part of the financial market and would need to be deepened, widened and made more sophisticated by participation in the liberalization of the financial sector.
The constraints/challenges confronting pro-poor housing finance in India along with the initiatives in meeting those constraints in the existing framework and the recommendations within the existing framework are detailed below: 

Land

Land is a key constraint for providing housing to the urban poor. The total urban land stock in India is 2.3 percent of the country’s total geographical area, housing roughly 30 percent of the country’s population.

	Existing Framework
	Changes required

	The prices of land have sky-rocketed in recent times. The land cost forms a major part of the the housing costs. There have been instances where the issue of availability of land for housing the poor has been ought to be resolved through various means. The case of SRA in Maharshtra is an example. 

Slum Rehabilitation Authority (SRA) in Maharashtra was established in 1995 with the idea of utilizing the underlying land of the slums. 

The slum dwellers are organized into co-operative housing societies, they appoint a developer who in turn after working out the details of the plan and the layout of the houses, submits it for approval to SRA. During construction of houses on underlying land, the slum dwellers are provided transit accommodation and after the construction of houses, the underlying land is transferred in the name of the society of slum dwellers. The houses are constructed free of cost by the developers. 

The developers are given incentives in the form of development rights.  The amount of development rights generated by a project is dependent on the location of the plot and the building design.  Developers may use development rights in excess of those needed to build free housing units to construct additional housing and/or commercial units for sale if space allows, and/or to sell the rights as Transferable Development Rights (TDRs)  on the open market
	· Land in India is highly regulated and there is a need for deregulation which will result in bringing in additional land into urban usage on a regular basis

· Upward revision of Floor Area Ratio/Floor Space Index

· In-situ development with involvement of NGOs and Civil Society groups.

· Security of tenure  through mechanisms such as regularization of settlements, community or cooperative ownership, use rights etc.


Financing

One of the biggest constraints faced by MFIs/NGOs is availability of long term and low cost funds. As housing loans are for a longer tenor, it becomes necessary that funds are also available to these institutions for a long term to avoid asset liability mismatches. No-for-profit organizations in India are not allowed to mobilize deposits from the public which further puts a lot of pressure on their funds. Therefore loans for housing are of a low priority for them, even though they want to give the benefit of the product to their members. 

Another issue is the cost of funds which in fact affects the affordability of housing loans by the borrowers. Unless low cost funds are made available to these institutions, they will not be able to pass on the benefit to their members. If Banks and other institutions are going to lend to these institutions at the prevailing market rates and after adding the loan loss/administrative/operational costs for these agencies, the final interest rate to the borrower becomes very high.
	Existing Framework
	Changes required

	The risks associated with lending to the poor by the formal sector institutions as wells as MFIs/NGOs/CSO include the following:

Land Title and Collateral: Access to formal sources of housing finance is limited by one’s ability to show evidence of legal title and formal employment. Low-income households who inhabit informal settlements seldom have formal legal titles. Their rights to land exist through other forms of land security which poses as a challenge to microfinance providers. 

Construction Services and Technical Assistance: Technical assistance and supervision of the construction process implies increased administrative costs and often the cost of which gets passed on to the consumer, making it more expensive for clients to borrow. 

Subsidies One of the relevant topics on housing to the poor are subsidies Discussion on subsidies is central to housing for the poor/microfinance. The general perception is that government subsidy programmes and institutional grants for housing tend to cloud prospects for housing/micro finance for the poor.. They create a culture of expectation amongst the beneficiaries and furthermore perpetuate a culture of non-repayment.

Interest Rates  :If a housing loan is secured by the beneficiary’s home, housing loans should be cheaper than micro-enterprise loans. But foreclosure is not a realistic picture for most MFIs. Furthermore, most banks are not comfortable lending to MFIs for housing purposes since banks are unable assess credit risk
 of low-income groups. 

Delivery mechanisms :For micro-credit loans, MFIs predominantly used joint liability methodology although some large MFIs in the country have started experimenting individual lending. In the context of providing housing microfinance, both methods are currently in use: SEWA,Evangelical Social Action Forum (ESAF) and IASC lend to individuals, while the other MFIs like Sanghamithra use group lending through their SHGs. However, it is important to note that even some of those MFIs, such as IASC, that are using individual lending method utilize existing group structure to select borrowers, disburse loans, and collect repayments. In such a case, each individual is liable to only her own loan but group lending helps to reduce administrative costs.

Reaching the poorest: A private sector housing finance company, revealed that while 85% of their low income housing portfolio is in the monthly income level of Rs. 5,000-Rs. 10,000, their challenge lies in reaching the income-threshold of Rs. 5,000. The issues in lending to this group mainly revolve around the volatile income of low-income groups and the vulnerability of these groups to small economic shocks which could adversely affect repayment. Further, those employed in the informal sector have greater problems accessing credit. Complicated land title and collateral issues make the business all the more difficult. 

Some other factors that has been detrimental to the market development is the presence of substantially high (10-16%) spread between buying and selling prices, absence of a secondary mortgage market, multiplicity in legislation etc. 

There have been instances however of institutions which have been developed innovative solutions in providing housing loans to the poor. The case of SEWA Bank and the REPCO model highlighted in the previous chapter are a case in point. In the REPCO model, the not-for-profit organization is promoted by the Bank itself therefore the self help groups promoted by the entity do not have any problem in accessing funds from the bank.

There is a need for a tri-partite partnership between the NGO/MFI/CBO, Developer/entity providing infrastructure and the Financial Institution. The NGO/MFI/CBO will be responsible for demand aggregation/servicing of repayments/capacity building of the community, the developer will construct the flats/provide technical and construction assistance and the financial institution will provide financing to the community. If all the three entities have one promoter which could be a government or a private organization, then it will only make things easier. 
	There is a need therefore to provide risk mitigants for the formal financial institutions in order to encourage then to lend to the poor. These could in the form of: 
Title Guarantee: In majority of the slums/rural areas, 

clear title of the land pertaining to the existing houses,is not available. In the absence of such clear titles, the PLIs find it difficult to provide housing loan on such property. However, the ownership is not in doubt as certificate from the village Panchayats or Land Revenue Officer, or payment of local property tax are adequate proof apart from local community feedback. Title guarantee is a noble option in such cases that would provide the necessary comfort to the PLIs. 

Risk Fund: Presently, the PLIs have high risk perception for lending to EWS and LIG categories. A Risk Fund may be set up which will provide credit guarantee cover for loans upto Rs. 1 lakh taken by EWS and LIG borrowers, where collateral is not available, title is defective. The corpus of the Fund may be contributed by Government of India, with some contribution from NHB, major banks, NABARD etc. 

Mortgage Credit Guarantee: NHB’s proposal to set up a Mortgage Credit Guarantee Company with equity participation from overseas is under consideration of the Reserve Bank of India (RBI) from the regulatory angle. 
Setting up a National Habitat Fund: NHB may consider setting up National Habitat Fund for providing housing finance for EWS/LIG  by way of refinance and direct finance in manner that the ultimate rural borrowers get loan at a fixed rate of 7.50% -8.00% p.a on the lines of agricultural loans being provided at 7%. The proposed Fund will act as the main vehicle for financing borrowers having repayment capacity in the categories of LIG and above as well as for schemes like “Productive Housing in Rural Areas (PHIRA) i.e. housing loan scheme with livelihood. There would be no direct subsidy from the GOI unlike in case of agriculture lending. However, NHB may be allowed to access the funds through:

* Floatation of Capital Gains Bonds under Section 54 E of I.T. Act (on tap with the    caveat that the entire funds be used exclusively for rural housing and upto a ceiling)

Promotion of Household Savings

Offering full scale financial services to the poor is a critical component of increasing access to financial products for the poor. The financial institutions lending to the poor employed in the informal sector must be allowed to not only issue credit but also take deposits. This is important on account of the following:

a) Poor need to save a lump sum amount required for a down payment; and

b) Assessing the customer’s savings capacity is an important part of the risk screening process.

Broadly, the financial and fiscal framework for housing the poor must have three complementary components:

a) Allocation of additional budgetary resources

b) Creation of a pool of funds or resources

c) Incentive structure so as to encourage investment flow into the sector




Institutions
	Existing framework
	Changes required

	In India, there are a few institutions that are systematically providing affordable loans to the poor. There are examples, of some formal sector institutions like State Bank of India/SEWA Bank and informal sector institutions like certain MFIs providing housing loans to the poor. 


	· There is a need for examining the idea of setting up of a micro-housing finance company whose exclusive focus will be on micro-housing loans 

· At the same time, existing institutions such as SEWA Bank, AVAS and other similar micro finance institutions should be encouraged, supported and upscaled by effecting changes in the existing regulations that constrain their operations.




Policy and Regulatory Changes

	Existing framework
	Changes required

	The rules and regulations with regard to housing have been modified from time to time to encourage the financial institutions as well as enable the poor in accessing housing loans. The example of SARFAESI Act which helped in easing the concerns of the formal financial institutions in recovery of housing loans is a case in point. 

Under JNNURM, funding is entirely linked with the reforms that need to be implemented by the urban local bodies which include reform of rent control laws, land ceiling act rationalization of stamp duties etc. 
	For Poor/EWS Individuals/Families

· Transparency in identification of beneficiaries under Government sponsored schemes

· Restriction on resale/transfer of land/house/flat allotted to poor for at least 10 years.

· Customised housing cum savings linked/insurance linked/income generating loan products be introduced.

For Government/Institutions

· Setting up of Risk Fund to cover housing loans to be given to the poor and premium on such risk covers to be borne by the Government.

· National Shelter Fund to be set up for providing lesser cost refinances  to Financial Institutions for such loans

· A part of insurance funds be allowed to be tapped by Financial Institutions and such loans be classified as investment in Government securities.

· Risk weight on housing loans to the poor should carry lesser weight say 25% instead of 50% or 75% depending on LTV.

· Fixing of sub-targets within the ceiling of priority sector lending for poor. 

Public agencies

Public agencies must be strengthened to continue to acquire land and build houses/flats for the poor.

Financial Institutions

· Income from housing loan financed to the poor be exempt from income tax and/or

· The limit for creation of special reserve under Section 36 (1)(viii) be revised to 40% wherein specifying 20% from financing to the poor.

· The benefit of Section 36(1)(viii) be allowed to banks also.

· Financial institutions be allowed to tap funds from multinational agencies

· Specific portion of long term funds from Insurance Companies be directed for poor financing to be raised by Financial Institutions.

Public Private Partnerships/Builders

· Encourage housing projects with “High Volume-Low Margin” concept for the poor.

· Conversion/Development charges or any other cess/charges levied by Government be waived

· Additional FSI equal the housing projects for the poor be allowed in other projects

· No Value Added Tax (VAT)/taxes on the building materials used in housing projects for the poor. 




Other Changes

Rental Housing

There is a need for fostering an environment that would make rental housing for the EWS and LIG categories of households a worthwhile activity to invest.

Technology for Cost Effectiveness
Appropriate housing typology and technology options are important to help reduce the cost of construction and to increase the speed of construction. Low-rise, high density built form is an appropriate measure for upgrading, redevelopment or construction of housing projects for the poor. 

Credibility of Housing Finance Institutions
More than three decades of experience of housing finance in India has demonstrated the credibility of mortgage finance even when there was an absence of suitable foreclosure laws. However, this evolution has helped develop the market for housing finance for a particular segment: those formally employed in the organized sector ( currently estimated at 35 million persons). No housing finance institutions, so far, has helped finance the vast majority of people who are self employed (currently estimated at 350 million persons). The new institutional regime would necessarily have to concentrate its attention to the latter market.
Waiving of Stamp Duty and Registration Fees
The public sector and the government housing finance systems should evaluate options to completely
 waive property registration and stamp duty fees
 for the poor. While stamp duties and registration fees are legitimate financing instruments, most of the poor cannot afford them and therefore opt for the informal market. Thus, the public sector does, anyways, earn (virtually) no revenues from the poor. On the other hand, the government as the entire formal city incurs significant cost not only through later required upgrading schemes but also through suffering the externalities of informal construction and under provision of services. In sum, the opportunity cost of maintaining registration and stamp duty fees are high, while the waiver would benefit all residents – the poor as well as the better-off in fact everybody would be benefited. For example: In Rajasthan, one of the states in India, the stamp duty for EWS/LIG housing has been fixed at a nominal amount
Optimizing housing inputs
The case study on SEWA illustrates well that in order to deliver market-based pro-poor housing the provider needs to optimize the set of inputs, instead of dedicating attention only to one or two of them. For example, in metropolitan formal markets a low-end final plot (net of public streets, etc) costs about Rs. 10,000 or US$ 250 per square meter. In Gujarat the permissible super-built area on the plot is ceiled at 45 percent, i.e. 55 percent need to be dedicated to open space! The minimum formal apartment size is 20 square meter (built-up area) and to build a 20 square meter area a family would have to buy a 45 sq meter plot which would not be affordable. The 45 square meter plot alone would cost 4.5 lakh rupees or US$ 11.250, equivalent to more than 11 annual incomes of the poor. Therefore, one alternative could be to house the poor in multi-family and multi-storey buildings
.
Development of Secondary Markets
A need has emerged to develop secondary markets, which would allow Housing Finance Companies to mobilize more funds. This will lead to higher liquidity volumes in the housing finance sector. Most of HFCs are meeting their fund requirement from relatively costlier sources, which results in higher cost of loans for consumers and the real estate market. Interest rates may have come down for the domestic housing loan, but they are still very high compared to the international levels (3-4%).
Financial Reforms and Innovation
There are two types of financial reforms which are needed. On the one hand side, the poor require special financial products such as SEWA’s negative amortization mortgage or Government’s interest subsidy. On the other side financial markets need to be enabled to guarantee effective refinancing; e.g. international lending and equity investments are still limited, and Banks are constraint in investing in housing or in the land market.

Also financial services to the poor must be convenient and frequent to mobilize higher savings on the margin; to finance a dwelling unit over the long-term, even small increases in savings can make significant differences. Also, the poor need not only loans but also saving-up schemes, combining the latter with a savings incentive (subsidy) might be an interesting policy option to kick off sustainable long-term housing-finance; without a saving-up scheme.
Choosing between Incremental versus comprehensive housing finance
Generally speaking, pro-poor housing finance in India takes place either in the scope of comprehensive housing with mortgage financing or of incremental housing. In the former case the affordability gap is bridged through (mostly) government subsidies; due to overall heavy subsidies, some argue that the scalability is limited. In the latter case the affordability gap is bridged through the poor limiting the incremental construction cost to the affordable loan amount.

Stability in macroeconomic environment
A stable macro economy with stable and (preferably low) inflation is essential to finance long-term debt.
 Inflation challenges the viability pro-poor urban housing: the urban poor are not only negatively affected by increasing real estate prices but also by decreasing disposable income.
Summing Up
The vast territory, population and myriad culture of India offers a challenge to the policy makers in providing housing solutions to the poor. It can be concluded that there cannot be one single solution for all the problems confronting the issue of pro-poor housing finance in India. There are a lot of institutions both formal and informal who have been doing pioneering work in pro-poor housing finance. There is a need therefore to learn from these models and tweak them according to the ground realities in each region. In fact even a combination of solutions could also be applied. The entire idea is to provide ‘Affordable housing for All’ and whatever means can be used to reach the goal, should be used with full earnest.

We need to define what is acceptable living conditions of our poorest urban dweller – not the minimum size of concrete blocks. Decent human living requires space and privacy for a civilized existence. Renewed focus needs to be generated in respect of existing Government programmes mainly Jawaharlal Nehru National Urban Renewal Mission and Indira Awas Yojana for the beneficiaries in lower income groups and rural areas respectively and various State Government housing schemes. Further, the recently approved Interest Subsidy on Housing the Urban Poor (ISHUP) and Affordable Housing in Partnership need to be implemented in due earnest. The NHB has already launched the RHF to address the needs of this segment and has been identified as one of the nodal agencies for the ISHUP programme. The agricultural growth during the first three quarters of the current year has been encouraging. Since rural housing encompasses agricultural growth, rural housing to emerge as a major thrust area for banks and HFCs.
Secondly, a stimulant for construction finance on the supply side is a much needed intervention so as to make available affordable housing for the EWS and LIG segments. The NHB’s refinance of construction finance scheme for affordable housing is one such initiative.
In order to expand the market to the lower segment, availability of mortgage guarantee products through setting up Mortgage Guarantee Companies for which the Reserve Bank of India has already issued the Guidelines need to be launched. The NHB is working on the same and will shortly launch a Mortgage Guarantee Company.
Just like the Nano Car launched by the TATA’s recently in India which provided a car at Rs 0.1 million to the customers, there is a need for Nano Housing. If the market forces can produce a decent  house at 0.1million, excluding the land costs, there will a ready made market for the same and the company producing such houses can earn profits in the long run.
An attitudinal shift has to be made from the dependence on subsidies to developing business models for low-income housing which will be viable and profitable in the long run. The Monitor group has estimated that a housing finance company which focuses on low income groups can turn profitable after 3 years of operations. The other features of the company would include: 

· Focussing on individuals whose monthly salary ranges from Rs 0.005-010 million

· Target group will be salaried customers who are unable to access home loans and informal sector customers, i.e. self-employed and salaried unorganized individuals
· Loan Amount: 2 – 8 Lakhs (Families earning between Rs. 5,000 and 20,000 can afford homes costing up to 40 times their monthly income, i.e. Rs. 3 – 10 Lakhs)

·  Loan to Value of 50 – 80%: A minimum of 20% equity from the customer will help mitigate the financier’s risk, while ensuring that the loan is not sub-prime
·  Installment-Income Ratio (IIR) of 30 - 40%: This income group typically pays between 20 - 25% of their monthly incomes as rent, so a 30 - 40% EMI is feasible

The monitor group has also estimated that it would cost approximately Rs. 32,000 to serve each customer, i.e. cost to serve is about 8% of loan size and the  HFC would earn approximately Rs. 88,000 in net income from each customer and the Net Profit Per Customer Over 8 years (not including other costs)  will be approximately Rs. 56,000. There is money to be made at the bottom of the pyramid; the need is therefore to develop the right institutional model.

There is a need also for a continuous dialogue between the various stakeholders which could lead to sharing of experiences and propagating of ideas. In this regard National Housing Bank has to play an important role as that of a ‘facilitator’. National Housing Bank can implement innovative pilots which can be showcased for the formal financial institutions, share the innovative mechanisms being adopted nationally/internationally with the various stakeholders and attempt to influence the thinking of the policy makers and civil society groups.
However, the above steps are small considering the needs of the housing and housing finance sector. Much more needs to be done through an integrated approach so as to benefit all segments of the society.

To conclude housing finance in India has had a glorious run so far particularly over the last few years. The market needs to be deepened and widened and taken to the next higher plane. Gaps are requires to be filled in. Potential for growth is well recognized. Innovation, orientation towards the unserved and underserved i.e. the bottom of the pyramid market infrastructure development is called for. The task is both important and urgent.
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Annexure 1

  Exhibit 1
Year Plans of the Government and their Major Objectives

	Plan
	Duration
	Major Objectives

	1st
	1951-1956
	 Agriculture, community development, communications, land rehabilitation.

	2nd
	1956-61
	Hydroelectric projects, steel Mills, production of coal, railway tracks.

	3rd
	1961-66
	defense, price stabilization, construction of dams, cement and fertilizers plants, education etc.

	4th
	1969-74
	Nationalization of 19 major banks. The funds raised for industrialization was used in the Indo-Pak war of 1971. India also conducted nuclear tests in 1974.


	5th
	1974-79
	Employment, poverty alleviation, justice etc

	6th
	1979-84
	Iinformation technology, Indian national highway system, tourism, economic liberalization, price control, family planning etc.

	7th
	1985-89
	 Improving productivity by upgrading technology.

	8th
	1992-1997
	Modernization of industries was the main target of the eight five year plan.

	9th
	1997-2002
	agriculture and rural development, food and nutritional security, empowerment of women, accelerating growth rates, providing the basic requirements such as health, drinking water, sanitation etc.

	10th
	2002-2007
	Reduction of poverty ratio, increase in literacy rates, reduction in infant mortality rate, economic growth, increase in forest and tree cover etc.


	11th
	2007-2012
	income generation, poverty alleviation, education, health, infrastructure, environment etc


Annexure II
  Exhibit 2
House Definition
	Permanent Houses
	Houses, the walls and roof of which are made of permanent materials. The materials of walls can be any from the following namely, galvanized iron sheets or other metal sheets, asbestos sheets, burnt bricks, stones or concrete. Roof can be made of from any one of the following materials namely, tiles, slate, galvanized iron sheets, metal sheets, asbestos sheet, bricks, stones or concrete.



	Temporary Houses
	Houses in which both walls and roof are made of materials which have to be replaced frequently. Walls may be made from any one of the following materials, namely, grass, thatch, bamboo, plastic, polythene, mud, unburnt bricks or wood. Roof may be made from any one of the following temporary materials, namely, grass, thatch, bamboo, mud, plastic or polythene.



	Semi-permanent Houses
	Houses in which either the wall or the roof is made of permanent material or the other is made of temporary material.




Source: Census 2001

Annexure III

Steps taken by Government of India during Global Economic Crisis to strengthen the Housing finance sector and NHB’s role.

· Allowing HFCs registered with NHB to borrow short term foreign currency from multi-lateral or bilateral financial institutions, reputed regional financial institutions and foreign equity holders;

· LAF facility extended for HFCs. The access to this facility is intended for fresh credit to MFs/NBFCs/HFCs and for renewal/rollover, on maturity of existing facilities;

· Loan granted by banks to HFCs for on-lending to individuals for purchase/ construction of  dwelling unit not exceeding Rs.20 lakhs per dwelling unit per family has been brought under Priority Sector lending. This would apply for loans granted by banks to HFCs up to March 31, 2010;

· Announcement of a proposal for refinance facility for NHB (on the lines of LAF for SIDBI) for an amount of Rs.4,000 crore under Special Refinance Facility (SRF) ; 

· Risk weight on exposure to commercial real estate reduced from 150% to 100% and Provisioning requirements for all types of standard assets reduced to a uniform level of 0.40%.

· Rural Housing Fund (RHF) of NHB for refinance to RRB, HFCs, Cooperative sector institutions for on lending to eligible borrowers in rural areas.

· Government of India announced incentives for loans on housing up to Rs. 5 lakhs and upto Rs.20 lakhs by Public Sector Banks. After the announcement, public sector banks on December 15, 2008 announced revised rates of interest on housing loans for all housing loan borrowers. The rate of interest on housing loans upto Rs. 5 lakhs is now 8.25% while on loans above Rs. 5 lakhs and upto Rs. 20 lakhs, rate of interest is 9.25% p.a. There have been further changes as on date.

· Announcement of the Interest Subsidy Scheme for Housing the Urban Poor (ISSHUP) wherein Government will provide subsidy of 5% per annum on interest rates on housing loans extended by banks, HFCs to EWS/LIG for loans upto Rs. 1 lakh. 

The above measures by Government of India and RBI will result in boosting of demand for housing from the low and middle income segments. The reduction in taxes will result in lowering of cost of production of Steel, Cement and other building materials which will ultimately result in reduction in the cost of dwelling unit thus prove to be effective supply sides intervention measures to meet the affordable level of prices of dwelling units for low and middle income groups.  

NHBs Role

In order to ensure the sustainable growth of the housing finance sector, NHB has also taken various initiatives in line with the announcements made by the Government of India and Reserve Bank of India. Some of these initiatives include the following:

· Special Refinance Facility for HFCs: As announced by the Reserve Bank of India of the Special Refinance Facility (SRF) of Rs. 4,000 crore to NHB, NHB has launched a Scheme.

· Rural Housing Fund: Based on the announcement by the Hon’ble Finance Minister in his budget speech for 2008-09, a Rural Housing Fund (RHF) with a corpus of Rs. 2,000 crore has been set up in NHB for refinance to RRBs, HFCs and cooperative sector institutions. The contribution is made by the Scheduled commercial banks with shortfall in priority sector lending. 
· Refinance of Construction Finance for Affordable Housing: In order to facilitate availability of affordable homes through construction financing, NHB has launched its refinance scheme to support projects pertaining to EWS/LIG segments, slum redevelopment projects, rental housing projects for migrant labour in metro and other cities etc. 
Further, interventions by NHB include the following: 

· NHB has reduced to the risk weight on exposure of HFCs to commercial real estate from 150% to 100% w.e.f. December 2, 2008.

· NHB has reduced the risk weight on housing loans sanctioned to the individuals upto Rs.30 lakhs secured by mortgage of immovable property which are classified as standard assets where TLV ratio is = or < Rs. 30 lakhs from 75% to 50% w.e.f. December 2, 2008.

· NHB has placed on its website the eligibility criteria for Short Term Foreign Currency Borrowings by Housing Finance Companies along-with Application format in terms of the RBI press release in the matter on dated 17.11.2008. 

The learning from the global economic crisis are being reflected in more prudent lending and in-depth appraisal methodology being adopted by all lending institutions. Further, boost of the economy is being undertaken through the housing sector in India. 

Annexure-IV

Existing models of PPP in India

Model I - Joint Venture between Public Agency and Private Sector Company

(i) A Joint Venture Company is set up as a Special Purpose Vehicle (SPV). The Public Agency and the Private Sector Company have equity partnership, say 49.5% each with the balance being for public subscription. Alternatively, lower equity participation by the Public Agency of minimum 26% (to ensure blocking minority) may be considered with suitable clauses built in into the JV Agreement. 

(ii) The land acquired by the Public Agency is transferred to the JV Company by power of attorney and execution of Development agreement enabling the Company to Plan & execute the scheme dispensing the need for registration & stamp duty payment. The JV Company pays for the land cost. Equitable mortgage of the land & building is provided as security for obtaining loans from banks/FI.

(iii) The State Govt. nominates the Chairman while the Managing Director / Chief Executive Officer is appointed by the participating Private Sector Company. The Board has equal representation from the Govt. and the Private Sector Company.

(iv) The JV Company is expected to maintain a fair mix of dwelling units for LIG, MIG &HIG with LIG & MIG housing component to figure at say, minimum 2/3rd, the guiding principle being to ensure commercial viability. 

(v) Essentially, the JV Company works on the principle of cross-subsidization. 

(vi) After the delivery of the houses and an official period of maintenance, the SPV will be dissolved and the profit shared pro rata.

(vii) This model ensures efficiency, management, timely delivery, social justice, affordable housing and security for buyers due to the presence of the State. West Bengal has adopted this model.

Model II - Non Equity Collaboration

(i) A developer is chosen through open tender for construction of specified number of houses and related infrastructure and sale at prices fixed by Govt. for different categories. LIG / MIG constitute minimum 2/3rd, with any combination between LIG / MIG as decided by the Govt.

(ii) A SPV will be set up by the Private Sector Company. The Govt. will have no or one golden share. Govt. will have representation on the Board.

(iii) Land will be acquired by the Govt. and sold to the SPV at concessional rates.

(iv) A Developer’s Agreement along with power of attorney is executed between The Public Agency and the successful Private Sector Company enabling the latter do all acts on behalf of the Public Agency including development of land, construction of roads, infrastructural facilities, marketing of flats and retaining the sale proceeds, raising project finance from financial institutions by allowing the Company to use the land for collateral as security for the debt.

(v) Title to the land is assured by the Govt. and registration charges and stamp duty are dispensed with.

(vi) Essentially the model works on the cross subsidization principle, with the profit on sale of HIG / commercial space subsidizing the LIG / MIG.

(vii) The Private Sector Company takes the marketing and construction risks. In return, 100% of the profit in the SPV accrues to the Private Sector Company.

(viii) West Bengal has adopted this model in the development of New Town at Rajarhat.

Model III - Revenue Sharing

(i) This model envisages equity participation between the Public Agency and the Private Sector Company in the ratio of 51:49 (minimum) through mutual agreement.

(ii) The Public Agency values the land parcel along with notional profit on development. Based on the valuation, a cap on paid up equity of the JV is agreed upon. 

(iii) Portion of land consideration is converted as 49% equity contribution of the Public Agency.

(iv) Balance portion of land consideration is paid to the Public Agency as per agreed payment schedule.

(v) The Public Agency has representation on Board of the JV company.

(vi) The Public Agency’s approval on key issues related to development is stipulated as a precondition.

(vii) There is an obligation on each party to offer shares to the other party on similar terms before sale to any third party.

(viii) External technical consultant is appointed to formulate DPR.

(ix) The Private Sector Company is responsible for financial closure.

Model IV - Revenue Sharing through Competitive Bidding

(i) In this model, the Public Agency decides basic parameters like FSI, no. of units under LIG and general infrastructure requirements and calls for competitive bidding.

(ii) Eligible bidders are invited to offer competitive prices; selection is based on development fee (amount of profit which the Private Sector Company proposes to share with the Public Agency).

(iii) The successful bidder pays to the Public Agency the offered development fee over pre-determined payment milestones. The Public Agency executes power of attorney in favour of the successful bidder.

(iv) The Private Sector Company is responsible for financial closure.

(v) Monitoring is undertaken by the Public Agency as per agreed DPR; no deviations are permitted. 

Model IV - SRA Model

(i) This model envisages that the Private Sector Company / NGO has to approach the slum dwellers in a Slum Redevelopment Authority (SRA) approved slum. 

(ii) If more than 70% of the occupants agree for redevelopment of slum, the Private Sector Company / NGO forms a co-operative society of slum dwellers and SRA is approached for approval of redevelopment project. 

(iii) The Private Sector Company / NGO constructs dwelling units for all the slum dwellers free of cost as per plans approved by the SRA in the location of slum. 

(iv) In lieu of the same, SRA permits the Private Sector Company / NGO to utilize the balance land available in the slum area for development of residential / commercial units and sell the same at market price. 

(v) If the additional area in the slum is insufficient as per SRA norms of FSI, addition TDRs (Transferable Development Rights) are sanctioned by SRA which could be utilized by the Private Sector Company / NGO or sold to other developers to give them additional FSI in other non-slum projects. Additional TDRs are permitted also in case of relocation of slum dwellers projects. 

ABBREVIATIONS

CBO            Community based Organisation

DRDA          District Rural Development Agency

DFI               Development Financial Institution

DP Note        Demand Promissory Note

ECB              External Commercial Borrowings 

EWS             Economically Weaker Section

FDI              Foreign Direct Investment

FI                  Financial Institution 

GDP             Gross Domestic Product

GOI              Government of India

HFC             Housing Finance Company

HFI               Housing Finance Institution 

HIG              Higher Income Group

HDFC          Housing Development Finance Corporation

HMF            Housing Microfinance

HUDCO      Housing & Urban Development Corporation Limited

IAY              Indira Awaas Yojana

ICRA           Credit Rating Agency 

INR              Indian Rupees

ISHUP         Interest Subsidy for Housing the Urban Poor

I.T. Act        Income Tax Act

JNNURM    Jawaharlal Nehru Urban Renewal Mission

LIC              Life Insurance Corporation of India

LIG              Lower Income Group

MFI             Microfinance Institution

MH&UPA   Ministry of Housing & Urban Poverty Alleviation

MIG             Middle Income Group

MOF            Ministry of Finance  

NABARD    National Bank for Agriculture and Rural Development

NBO            National Building Organisation

NBFC
         Non Banking Finance Company 

NGO            Non Government Organisation

NHB            National Housing Bank

NPA             Non Performing Asset

NSSO           National Sample Survey Organisation

NUHHP       National Urban Housing & Habitat Policy

PLI               Primary Lending Institution

PPP              Public Private Partnership

RAY             Rajiv Awaas (Housing) Yojana

RBI              Reserve Bank of India 

RMBS          Residential Mortgage Backed Securities

RRB             Regional Rural Banks

Rs
         Indian Rupees

SARFAESI   Securitisation and Reconstruction of Financial Assets and Enforcement of  Security Interest Act 2002

SEZ              Special Economic Zone

SEWA          Self Employed Women’s Association

SIDBI           Small Industries Development Bank of India 

SHG             Self Help Group

SRA              Slum Rehabilitation Authority

ULB             Urban Local Body

VAMBAY    Valmiki Ambedkar Awaas (Housing) Yojana (Plan)

Reserve Bank of India (Central Bank and Monetary Authority)
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Box 2.1: Major Recommendations of the High Level Task Force on ‘Affordable Housing For All’





Suggested parameters for Affordable housing for EWS/LIG categories of households as a unit with carpet area most likely between 300 and 600 sq. ft, with (i) the cost not exceeding four times the household gross income (ii) EMI/rent not exceeding 30 percent of the household’s gross monthly income.


Suggested parameters for Affordable housing for MIG category of households as a unit with carpet area not exceeding 1,200 sq.ft., with (i) the cost not exceeding five times the household gross income (ii) EMI/rent not exceeding 40 percent of the household’s gross monthly income.


The Task force felt that there was an urgent need for a fresh land policy that is able to address the large and growing housing requirements of the urban population and receommended that the Government of India should commission a professional study which is adequately funded to examine the range of issues covering urban land and recommend a comprehensive, long-term urban land policy. 


Bring in additional lands into urban usage on a regular basis and Upward revision of Floor Area ratio/Floor Space Index.


“In-situ” development on public lands.


Revamping of State Housing Boards and the funds raised through sale of land transactions by State Housing Boards must be ring fenced, with a definite proportion to be redeployed only for affordable housing. 


Task force felt that a financial and fiscal framework for affordable housing must have three complimentary components: (i) allocation of additional budgetary resources for affordable housing (ii) creation of a pool of funds or resources, with a potential for replenishment, and (iii) an incentive structure so a to encourage investment flows into this sector. 


JNNURM funds for affordable housing be increased by 100%


A dedicated National Shelter fund to be managed by National Housing Bank.


Reduction in stamp duty rates and registration fee for affordable housing.


Promotion of Housing Micro Finance and Household Savings. 
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Box 4.3: Experience of SPARC





The Society for the Promotion of Area Resource Centres (SPARC), a Bombay based NGO supports two people's movements - the National Slum Dwellers Federation (NSDF) and Mahila Milan (MM). NSDF and MM organise hundreds of thousands of slum dwellers and pavement dwellers to address issues related to urban poverty, and collectively produce solutions for affordable housing and sanitation. SPARC develops inclusive affordable housing schemes with the aim to provide model projects that can be scaled up and/or replicated by other groups, seeks to engage financial institutions to deliver pro-poor finance that is not only affordable but also tailored to the poor’s needs and priorities, and builds the capacity of local community based organizations.� 





Given the limited scope of formal financial services and given that there are only few developers willing to target the poor – with the opportunity to make large profits on, however, smaller margins, SPARC launched its own housing developer, SPARC Samudaya Nirman Sahayak, in 1998 that by now has completed seven housing and two infrastructure projects (mainly in Mumbai). However, though the initiative is important and significant by itself, compared with the need for affordable housing the scope of financing and construction is limited, since its initiation one decade ago, Mahila Milan has issued 15,000 loans� and Nirman has constructed less than 3,000 units.� 





Furthermore, SPARC claims that usual forms of financing “do not work for poor communities”, and therefore launched its own schemes: Nirman’s housing projects are financed “in a variety of ways and in a number of combinations. These include loans from formal and non-formal financing agencies, grants, guarantees, bridge funds and revolving funds from donors, contracts and subsidies from the government, and community contributions.” SPARC’s statement provides some evidence for the above-made claim that (unsubsidized) comprehensive housing does not (yet) exist. (Source: �HYPERLINK "http://www.sparcindia.org"�www.sparcindia.org� and www.nirman.org)





Box 4.4 Shri Mahila SEWA Sahakari Bank Ltd (SEWA  Bank)


The Self Employed Women’s Association (SEWA) is trade union of poor, self-employed women workers registered in 1972. SEWA members earn a living through their own labour or small businesses. SEWA’s main goals are to organise women workers for full employment and self reliance. SEWA aims to mainstream marginalised, poor women in the informal sector and lift them out of their poverty. In order to mitigate the problems of the self-employed women and producers who were not provided access to financial services such as working capital requirement due to non-ownership of assets and were in the clutches of money lenders, SEWA came forward with their own solution in December 1973, "a bank of their own" namely SEWA Bank. SEWA bank was registered as a cooperative bank under the dual control of the Reserve Bank of India (RBI) and the State Government of Gujarat in May 1974. The Bank’s initial capital came from the contributions of approximately 4,000 members, the vast majority of whom are very poor women belonging to the Self Employed Women’s Association (SEWA).SEWA Bank has been providing housing loans to its members which include loans for repairing, extension/upgradation and addition of services like water, drainage and electricity facilities. The housing loans are for short period and are repeat loans in small amounts. The loans are extended to their members without any collateral and are also combined with a business loan to increase the income of their members.


 


The challenges faced by SEWA Bank in providing housing loans to such sections are met by: 


Assessing the credibility and financial behaviors of the members, rather than depending on traditional concepts of collateral for repayments, 


Putting emphasis on peer group pressure as a mechanism to ensure prompt repayments, 


Providing extensive credit related extension services, 


Creating the bank's own track record of banking for women, 


Designing simple and suitable procedures and products, 


Linking credit with other much needed support services like insurance, health care, child care, legal aid and skills training, in order to reduce the women's financial vulnerability 


Establishing a continuous, personal and interactive relationship with the clients. 





SEWA Bank had also recently started a housing mortgage loan where loans were extended to members for a period ranging from 5-15 years and the amounts ranged upto a maximum of Rs 5 lakhs.  





SEWA Bank has provided housing finance assistance to 4892 women with an outstanding housing finance of Rs 7.18 crores (Source: Presentation by SEWA Bank in NHB-UNESCAP Pro-Poor Housing Finance workshop held on 30th October, 2009)








Box 5.4 Om Shanti Nagar-2 Project at Ahmedabad





Santosh Associates, a private realty firm based at Ahmedabad recently launched a low cost housing project in southern Ahmedabad. The project consisted of 1000 flats with the basic price of a two-room kitchen flat being Rs 3.5 lakhs and the three-room kitchen flat costing Rs 5.25 lakh. After the announcement of the scheme, all the flats were sold off within three days. Santosh Associates had signed MoUs with GRUH Finance limited, a Housing Finance Company and also SEWA Bank for tying up financing of the beneficiaries who may show interest in the purchase of flats. SEWA Bank in fact took more than 100 of their members who were informal sector workers for an exposure visit to the flats and in the end 22 women were provided finance to purchase the flats. As the flats were sold off in quick time and there was not enough time for SEWA Bank to provide finance for more poor women for the flats, it was then decided that some of the women would pre-book flats in another upcoming low cost housing project of Santosh Associates. At present pre-booking amount of Rs 15,000 has already been collected by the realty firm from 50 women.(Source: Ahmedabad Mirror and Discussions with Gujarat Mahila Housing SEWA Trust)





The above case again highlights an interesting example of a linkage between a private  developer developing low cost houses targeted at a particular segment and the segment being provided finance from a formal financial institution for the purchase of such houses.





Box 5.5 SEWA to Set Up Housing Finance Company for the Poor


        


With its decades experience in lending for the Poor, the SEWA is in the process of launching the SEWA Housing Finance in 2009/10. They are in the process of looking at various alternatives with regard to regulation, equity infusion, market size and geographical locations etc .and soon to finalize their business plan. 








Box 5.7 Illustration of a PPP Model in the State Of Rajasthan





The new Housing Policy of the Government of Rajasthan promotes Public Private Partnership. It aims to construct 75,000 houses (60% of budgeted target) for EWS / LIG segments through PPP. The locations are Global city, Neemrana, Greater Bhiwadi and New Jaipur. The various options available under PPP are:


(1) Private Developer on Private Land:


Developer constructs G+3 EWS / LIG flats on 25-40% land owned by him


The said flats handed over to Govt. at pre-determined price of Rs. 750 per sq. ft. 


Developer gets additional Floor Area Ratio (FAR), twice the permissible limit on entire plot


Additional FAR can be utilised on remaining plot area or exchanged for Transferable Development Rights (TDR).


Waiver of EDC, Plan approval fees, Conversion charges; lower stamp duty


(2) Private Developer on Govt. Land / Acquired Land


50% of the land earmarked for construction of EWS / LIG flats


Bids invited, Developer offering maximum no. of (free) EWS / LIG flats selected


Developer free to construct and sell MIG / HIG flats on remaining 50% land 


(3) Slum Redevelopment with participation of Private Developer 
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� Over 800 Million people


� GDP of US $1.50 trillion  in 2008


� Service sector now comprises 55% of GDP


� The Gini coefficient requires that no one have a negative net income or wealth


� Finance Ministry every year presents annual budget on February 28 in the Parliament


� Banking sector in India has been transformed completely. Internet banking and Core banking have made banking more user friendly 





� The public sector banks comprise the ‘State Bank of India’ and its six associate banks and nineteen other banks owned by the government and account for almost three fourth of the banking sector


� The lessons for formal markets from informal credit systems include the importance of simplicity and flexibility, the need for security and the importance of taking on the borrowers transaction costs





� Annual credit demand by the poor in the country is estimated to be about Rs. 60,000 crores





� A committee headed by C Rangarajan in 2008 submitted its report . Downloaded from 


“http://www.financialexpress.com/news/Rangarajan-panel-calls-for-mission-on-financial-inclusion/269008/2”


� Deutsche Bank, ICICI Bank and Citibank have entered the microfinance segment in a big way


�Due to large volumes it  manages to achieve the economies of scale


� Such as the private sector, cooperative societies


� Commonly accepted guideline for housing affordability is a housing cost that does not exceed 30% of a household's gross income. Housing costs generally include �HYPERLINK "http://en.wikipedia.org/wiki/Tax" \o "Tax"�taxes� and �HYPERLINK "http://en.wikipedia.org/wiki/Insurance" \o "Insurance"�insurance� for owners, and usually include utility costs.


� Investments by both individuals and corporates


� Guidelines for Interest Subsidy Scheme for Housing the Urban Poor – MH&UPA


� Guidelines for Interest Subsidy Scheme for Housing the Urban Poor – MH&UPA








� Given the provision of street lighting, additional costs for metered household connections are marginal.


� Commercial banks can achieve their Priority Sector targets through “direct” or “indirect” housing


finance transactions


� Assumed average household size is 4.5.


� United Nations, 2005 Revision of World Urbanization Prospects


� Ahmedabad Municipal Corporation is one of the successful examples


� Public Private Partnerships in Housing for the Poor : Harish Khare, HDFC, National Workshop on Pro-Poor Housing Finance


� Globally, HMF loans  have shown up to 97% repayment rates, signifying that the risk is not as high as it is


Currently calculated.





� Shri Lalit Kumar, Deputy General Manager, National Housing Bank, National Workshop on Pro-Poor Housing Finance 


� If completely not possible then a marginal fee amounting to the true administrative costs can replace the existing stamp duty fees and registration fee


� Stamp duty and registration cost are very high in India ranging between 6-15%. Comparable rates in Thailand are 0.5% and Malaysia 1%. 





� However the permissible built-up area is sealed at an Floor Space Index in the entire municipality of Ahmedabad


� The case study on SEWA’s negative amortization mortgage does not conclude that inflation was not bad. In fact, the higher the expected inflation, the higher any nominal fixed interest rate; and, the higher the volatility of inflation, the higher the risk premium on fixed debt or the higher the vulnerability of the poor, if the interest rate floats.
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