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GUARANTY AUTHORIZATION 

PROJECT NO. 386-HG-002 

PROVIDED FROM: Hous1ng Guaranty Au~hor1ty 

FOR	 Ind1a - Pr1vate Hous1ng F1nance 

Pursuant to the author1ty vested 1~ the Ass1stant Adm1n1strator, Bureau for 
As1a, by the Fore1gn Ass1stance Act of l~~l, as amended (FAA), and the 
de1egat10ns of author1ty 1s5ued thereunder, I hereby author1ze the 1ssuance to 
e1'g,ble U.S. 1nvestors (Investors) acceptable to A.I.D. of guarant1es 
pursuant to Sect10n 222 of the FAA of not to exceed Twenty M11110n Un1ted 
States Dollars ($20,000,000) 1n face amount. The guarant1es shall assure 
aga1nst losses (of not to exceed one hundred percent (100%) of loan 1nvestment 
and 1nterest) w1th respect to loans, 1nc1ud1ng any ref1nane1ngs thereof, made 
to f1nance hous1ng projects 1n Ind'a. These guaranteed loans shall be made to 
the Hous1ng Development F1nance Cor~orat1on L1m1ted (Borrower) to prov1de 
long-term f1nan1cng for low 1ncome hous1ng. 

These guarant1es shall be subject to the fo11ow1ng terms and eond1t1ons: 

1.	 Term of Guaranty: The loans and any ref1nane1ng thereof
 
shall extend for a per10d of up to th1rty (30) years from
 
the date of d1sbursement and may 1ne1ude a grace per10d of
 
up to ten (10) years on r~payment of pr1nc1pa1. The
 
guarant1es of the loans shall extend for a period
 
beg1nn1ng w1th the f1rst d1sbursements of the loans and
 
shall cont1nue untll suet, t1me as the 1nvestor has been
 
pa1d 1n full pursuant to the terms of the loans.
 

2.	 Interest Rate: The rate or rates of 1nterest payable to
 
the Investor pursuant to the loans shall not exceed the
 
allowable rate of 1nterest prescr1bed pursuant to Sect10n
 
223(f) of the FAA and ~hal1 be cons1stent w1th rates of
 
1nterest generally ava11ab1e for s1m1lar types of loans
 
made 1n the long term U.S. cap1tal markets.
 

I
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3.	 India Guaranty: Prior to disbursement of any loan amounts 
pursuant to this Guaranty Authorization, a written 
guaranty to indemnify A.I.D. against all losses arising by 
virtue of A.I.D.'s guaranties to the Investor or from 
non-payment of the guaranty fee shall be provided in a 
form satisfactory to AID by a publicly-owned bank in India 
authorized by the Government of I~d1a to provide such a 
guaranty and approved by A.I.D. 

4.	 Fee: The fee of the United states shall be payable in 
dollars and shall be one-half percent (1/2%) per annum of 
the outstanding guarantied amount of the loans plus a 
fixed amount equal to one perce~t (1%) of the amount of 
the loans authorized or any part thereof, to be paid as 
A.I.D. may determine upon disbursement of the loans. 

5.	 Other Terms and Conditions: The guaranties shall be 
subject to such other terms and conditions as A.I.D. may 
deem necessary. 

Charles W. Greenleaf, 
Bureau for Asia 

~Date 

( , 

I(
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I SUMMARY AND RECOMMENDATIONS
 

A. INTRODUCTION AND PROGRAM HISTO~Y
 

The Housing Development Finarce Corpor'ation Ltd. (HDFt) is the first, and 
so far only, private housing finance institution in India. KJFC was 
incorporated in 1ate. 1977 and ",perati ons got underway ; n June 1978. The 
impetus to form HDFC came from the Industrial Credit and Investment 
Corporation (ICICI) of India, a leading development bank which receives 
considerable support from the World Bank. HDFC attracted foreign support from 
the International Fi nance Corporation (IFC) and the Aga Khan group, each of 
whi ch subscribed to 5t of the equi ty along wi th the ICIC I. The remainder of 
the shares were taken up by government-owned commerc1al banks and insurance 
companies, cooperative banks, privLte companies and individuals. 

After almost six years of operation, HDFC's performance has been 
remarkabl e. Through March 31, 1984, the corporation will have approved loans 
for 68,851 units amounting to some Rs 2,453 million ($231 million) and 
disbursed almost Rs 1,608 million ($151 mi11ion)*. 

HDFt's corporate objectives include: providing long-term finance to 
middle and lower-income households; promoting home ownership; contributing to 
the mobilization of savings for housing investment; supporting the development 
of a national system of housing fi~ance; promoting the growth and development 
of the capital market; and supporting the growth of a diversified bUilding
industry and the development of appropriate building technology. 

AID's contacts with HDFC go back to the time of its incorporation when 
HDFC approached AIDls Office of Housing (PRE/H) concerning possible 
assistance. More fonna1 discussion of assistance to India's housing sector 
was initiated by AID at the Joint Indo-U.S. Economic Subcommission meeting 
held in Washington in the spring of 1980. Subsequent discussions were held 
with the Ministry of Finance (I~OF), the Ministry of Works and Housing (MWH) 
and HDFC by USAID and PRE/His Asia Regional Housing and Urban Development
Office (RHUDO) in Iwgust and OCtober, 1980. 

In early February 1981, the MOF indicated its approval for AID to proceed 
with project identification. The resultant PID proposed a $30 million program
(HG-001) to support HDFC. The first tranche of $20 million was authorized in 
Iwgust 1981. Because of high interest rates in the US capital market in 1981­
82, HDFC waited until January 1983 to actually consummate a loan agreement. 
The full $20 million was drawn down in February 1983. 

Techni cal and operati onal eva1 uati ons undertaken in 1ate 1982 by RHUDO 
consul tants, i ndi cated s i gnifi ca'1t projec t progres s toward stated objecti Yes. 
RHUDO therefore began preparation of a Program Memorandum to support 
authorization of the second tranche of $10 million. In June 1983 HG~OOl Phase 
II was authorized. A loan 
di sbursed in Janua ry 1984. 

agre~ment was signed and the $10 mil'lion was 

* Exchange Ra te used for 1984: SUS 1 I: Rs 10.6 
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AlD's intention has been to develop u long-tenn relationsh'ip with HDFC as 
a means of assisting in the development of a fonnal private sector housing 
finance system in India and. consequently,
for homeownership by low-income households. 

creating increased opportunities 

B. THE PR OBl EM TO BE ADDRESSED 

The shelter deficit in India exceeds 30.000.000 units. Public sector 
efforts in India, although not wholly ineffectual. have provided only a small 
proportion of current needs for both production and financing of housing. 
These efforts ~e unlikely to increase significantly in the foreseeable 
future. Ther£:11.:2 the private sector must supply the great bulk of capital 
and productive capacity required if the current shelter deficit is to be 
reduced and future needs accomodated. However government policies have 
precluded effective formal private sector responses to the housing problem. 

It is not realistic to expect the array of public policy impediments to 
private housing production to vanish in the face of compelling argument or 
even an increasing need. particularly if the sources of the argument and needs 
assessments are i nternati ona 1 agenc i es. Therefore a narrower statemen t of the 
problem is the lack of an influential. domestic voice speaking in favor of the 
rationalization of housing finance and production. 

C. SUMr1A.RY PRCXiRAM DESCRIPTION 

The $20 million HG proposed here. is part of a larger program to be 
authorized over a five-year period. It is designed to support 1I0FC'~ 
transition to a more active pursuit I)f its low-income client group and to 
support the institution's stable financial growth through the provisic1l1 of 
additional long-tenn capital. It is ba;;ed on the PID which was approved ill 
r1arch 1984. Tne project proposed for authorization is comprised of two basic 
elements: 

1.	 A Housing Guaranty loan of $20 million to HDFC in FY84; and 

2.	 Technical assistance to include: a) a proposed $120.000 from central 
funds administered by PRE/H. (part of a proposed $250.000 to be 
obligated incrementally over a tw:>-year period) to fund a resident 
adviser who will develop specified elements of a housing finance 
strategy and. b) traini ng for housi ng finance staff and management to 
be funded through the PRE/H FY83 0bligation of $100.000 made for these 
purposes. 

The loan guaranty ~d 11 be used to increase HDFC FY 84-85 resourcec; 
roughly 17~ and to pennit a corresponding increase in their resiof'll 
lending. This increase in capacity will allow HDFC to expand its "I <, ~'-,vll~ 
geographically by opening new branch offices and to increase its already 
significant efforts to finance homes for luwer-income households. 
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The techni cal assistance will contri bute to the overall program goal of 
housing finance system development and will contribute to HDFC's staff and 
management development efforts. It is cal cul ated to ass; st in the growth of 
existing and new markets for unsubsidized, formal sector housing finance; to 
develop new financial instruments to serve low-income consumers; to decentral­
i ze formal pri vate se.ctor 1endi ng and deposi t-tak i ng for housi ng; to support 
act'j vi ti es di rected toward tappi ng domesti c resources for housing acti vi ti eSt 
and, to increase HDFC's staff and management capabilities. 

The long-tenn goal of the HG Program is to develop a fUlly functioning 
pri vate housi ng fi nance system in :ndi a whi ch rai ses its capital internally 
and which makes long-tenn shelter finance available to households with a wide 
range of income levels including lower income households. Nt expanding HDFC 
is the first building block in SUt::h a system. To achieve the goal, additional 
$20 million authorizations will be requested in FY's 86 and 88. A detailed 
analysis leading to a more specific strategy will be undertaken during 1984 
which, coupled with an evaluation of HDFC's continuing operations, will 
determine the composition of the subsequent authorizations. 

The initial authorization will finance more than 8,000 units for house­
holds which have incomes below the urban median and will leverage roughly $40 
million in other resources generated by benefitting households. It is also 
expected that HDFC's enhanced inportance as a housing lender will further 
expand its influence in the process by which policy i~ fcrmulated by central, 
state and local governments in India. 

D. ISSUES IDENTIFIED DURING PID REVIEW 

1. Issues Critical to Project Approval 

The only category A issue(i .e., critical to approval of the project).
raised by the APAC in its review rf the PID concerned the appropriateness of 
HDFC lending to employers for the provision of worker housing whereby owner­

. ship of the housing remains with the employer. 

H:lFC's loans to corporations comprise about 1m of all HDFC disburse­
ments. Borrowers include pla"tations, and corrmercial and industrial 
companies. In some cases, these loans are actually made to employees but are 
guaranteed by the corporation; in others. corporations borrow from HDF(; and 
re-lends to employees, usually with interest rate subsidies and/or for 
extended terms. Fi nally, HDFC makes loans to corporati ons for the 
construction of housing to be occupip.d by workers but owned by the employer. 
The first two programs, although related to corporations, appear as individual 
borrowing in HDFC reports since their effect is to promote individual 
homeownership. It is only the third facility which HDFC calls "corporate 
loans" and which is the subject of PID-related concerns. 

Al most a11 of HDFC I S "corpnrate 1oans" have been to i ndustri al concerns 
newly located in underdeveloped areas of the country or to plantations. 
There fore the program supports the government I s pol icy to decentral i ze 
industry away from the existing population centers. Additionally, the income 
level of beneficiaries under'HDFC's corporate loan program..is also much lowe....· 
on average than that of HDFC's individual borrowers. 
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The study confinned that there fs an extreme housing shortage in India 
and that there is little data on housing provided by private corporations for 
workers. By law housing must be provided for all plantation workers. 
Hcwever, investment in employee housing hy other employers usually enjoys a 
low priority and there is no general nonn. 

Information gathered from the corpo~ations surveyed indicated that they
differ in their policies regarding employee housing. Generally, however, the 
survey found that other private housing is usually not available in GOI desig­
nated "undeideveloped areas" and that most workers do not wish to buy their 
own housing in these areas because they do not re gard ita s thei r pennanent 
place of abode. Workers get signifi(antly better housing as part of the terms 
of their employment than they could otherwise afford because such housing 
contains a full range of amenities, is more spacious, and is maintained by the 
companies. 

Employees who had not been providec housing expressed a desire to live 
in employer-provided housing. In some cases employers provided a Housing Rent 
Allowance or transportation allowance to workers who did not get housing. 
While the GOI takes 10% of an emplcyees salary for rent for government 
provided housing the private corporations surveyed did not charge a rental 
fee. Other benefits (i.e. medical, community facilities etc.) were lhe ~.i1If1-:: 
for workers with or without housing. In the corporations surveyed n. 
ownership of the house stayed with the corporation and employees would have tc 
vacate the pre- mise within a week or 3 months (depending on the corporirtion) 
after stopping employment. At such time as workers wished to leave they were­
f re e to do so. 

Results from this initial 5urvev and other anecdotal evidence indicatr: 
exploitation of workers ""ho are provided with housing by their employer is not 
a probl em. In fact workers look upon housing as an extra or expected 
benefit. The problem of losing ones accomodation upon leaving employment 'is 
not considered a problem by the workers since most of them prefer to return to 
the'ir region of origin rather than remain in the region of employment. 

While HDFC is not in a position to dictate housing policy of private/ 
corporations it has taken a position that corporate loan applications which 
include the provision of housing for lnwer income workers will be given 
priority for loan approval. This is significant since employers who do 
provide employee housing often neglect thi~ group. 

HDFCls 
While there do not appear to 
corporate housing loans, as a 

be ary issues of concern with reo' 
matter of prudent project mannfyrnE:rn. 

"0 

AID 
will request rDFC to secure from borrowing corporations statemE:nts of their 
housing policies and terms and conditions under which workers receiVE 
housing. AID will review these statements prior to approval of HG 
disbursement. As part of AlDis evaluation of this first phase of the project 
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AID will review these corporata practices. If it appears that there are 
problems, or the potential for serious problems, AID will (1) eliminate 
corporate loans from the HG prugram, (2) reduce the percentage of el i.gible 
corporate loans or (3) establish criteria which provide the minimal corporate 
housing policies which will be acceptable to AID. 

The PID approval cable concluded that HG financing for HDFC's 
IIcorporate program ll should not exceed the 44~ level of HG-001. This condition 
wi" be incorporated in the Implementation Agreement. 

2. Additional Project Review Comments 

The APAC review produced a number of additional comments and sugges­
t ions to be cons i dered in the preparati on of the PP as apnropri ate. These 
issues are covered extensively in Section III of this paper: 

(a) Local resource mobilization and management caj)ability were 
i denti fi ed as areas upon Wh1 Ch AID efforts shou Id be concentrated. HOFC has 
recently developed new sources of funds and increased its deposit-taking 
activities. Most important of these new efforts have been its recent 
successful $10 million bond issue and approval by the Reserve Bank of India 
for increased lending to /{)FC by commercial banks. Plans for opening new 
offices should lead to increaserj deposits and will be supported by AID as 
appropriate and needed. 

The management capability of HDFC is well-documented. Improvements 
in organization, personnel pract~ces and procedures are discussed in Section 
III. 

(b) The application of AID technical assistance and training funds to 
support /{)FC's development of ar. in-house training capacity and related 
efforts will continue AIDs inv0lvement in the development of resource 
mobil ization and management capabil ities. HDFC has recently completed two 
weeks of training seminars for ali its staff with the assistance of the 
Institute for Financial Education funded by AID. The seminal~ was considered a 
major success and is the first step in setting lip iJ fonnalized in-house 
training program. /{)FC's pro- ~osed training activities through 1985 are 
presented as Annex 6H. These efforts will be supported by $100,000 of central 
funds obligated for this purpose in FY 83. 

N>AC suggested that the 1eve1 of technical assistance proposed in 
the PID was inadequate for a $60 million program and that efforts should be 
made to find other resources for this propose. For this first phase of the 
project with /{)FC, AID's prior unexpended obligation of $100,000 is considered 
sufficient. The need for additional TA which may be required for Phases II 
and III will be evaluated prior to preparation of the project authorization 
documents for those phases. 

(c) The approval cable also outlined the need for a clearer under­
standing of India's shelter sector and potential'beneficiaries, and suggested 
that key studies be identified to provide the basis for future HG 
programming. It is recommended here that a resident advisor develop such 
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studies and to focus on the areas suggt!c;ted (see Annex 6G). A detailed 
strategy for 10ng-tenn goal sand assi stance for private housi ng finance 
development in Ind i a is currently in preparati on. Infonnati on to be assembl ed 
by the proposed resident advisor is the fi"st step and will provide the basis 
for refinement of the strategy. 

(d) particiration of women in HDFC lending is covered in the Social 
Soundness Jlnalys; s/v1nex 6£}. Our review shows that there are no fonnal 
barriers to the participation of women in HDFC's lending programs. 

E. RECOMMENDATION 

It is recommended that a $60 million Housing Guaranty Loan be approved in 
principal to support HG Private Housing Finance for Low-income Families in 
India program. It is further recommended that a $20 million Housing Guaranty 
Loan to the !busing Development Financ~ and Corporation Limited of India bf1 
ap pro ved and author; zed in one tranche in FY84. Subsequent authori zati ons of 
$20 million in FY86 and FY88 will be based on an assessment of private housing 
finance institutional development, including management objectives and 
capabilities, in FY85 and FY87 respectively. 
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II. DETAILED PROGRAM RATIONALE AND DESCRIPTION 

A. THE HOUSIIJG SITUATION IN INDIA
 

The 1981 Census of Ind i a estimated the popu1 ati on of Indi a to be 685 
million. an increase of 25~ from 1971. Because the average household size de­
creased during that decade from 5.6 to 5.2 persons. the rate of increase in 
the number of households (34.S%) exceeded that of population. By 1981, there 
were 131.7 million households in India. 

A1 so in 1981. there were approximately 108.5 million dwelling units. It 
has been estimated that 6.3~ (6.8 million) of these units are vacant and, for 
the most part. unavailable as a consequence of either deterioration or unwil1­
i ngness of owners to subject themse1 ves to rent control. Thi s 1eaves 101.5 
million dwellings available. for an apparent shortfall of 30.2 million units. 
Because two or more households sometimes share a single unit, not all of these 
househo1 ds are necessarily wi thoL't housi ng. However, the data avail abl e i n­
dicate that perhaps 20 million households (on the order of 50-100 million 
persons) are home1 ess. 

Unsurprising1y, in view of the preceeding. occupancy densities are high. 
In 1970. the latest year for which data is available. the average residential 
density was 2.8 persons per room, as compared with 2.6 in 1960. Since that 
time, it is likely that densities have increased because the surplus of house­
~olds over occupied dwellings has increased at a much faster rate than could 
likely be off-set by the relatively small decrease in average household size. 

The gross data, even allowing for likely inaccuracies. describe a pr5b12m 
of Hima1 ayan proporti on s. H::>wever the full measu re of the imbal ance between 
supply and demand can be tak~n only after a look at what is included as 
housing in these figures. In general. the supply comprises four types of 
d\~e 11 i ng s : 

n j Pucca: constructed of superior quality materials in a manner which 
will withstand foreseeable natural conditions and normal use for an extended 
peri od of time; 

(2) Semi-pucl·~. construct~d of a combination of pucca and kutcha 
material s and therefore 1ikely to requi re more than ordinary maintenance to 
withstand normal conditions and u~e; 

(3) Ku tcha: thatched-roof, mud-wall constructi on 1i kely to req"ire 
major, al though inexpensive. annual repairs; 

(4) Semi-k utc:ha: constructed of thatched roof and wall sand un1 ikely to 
survive foreseeable weather. 

Roughly one-thi rd of the housin~ supply is of the kutcha or semi-kutcha 
type. It is generally accepted that the 2.4 mill ion such units located in 
urban areas provide inadequate housing for their occupants. An additional 10 
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million units are rural semi-kutcha dw~llings and are also considered inade­
quate. Thus, without any adjustment for deterioration in pucca, semi-pucca or 
rural kutcha houses, and without any correction for overcrowding, the housing
deficit in India is on the order of 32 million units. 

Of equal importance are data concerning the availability of basic services 
to existing dwellings; A survey done in 1973-1974 showed that only about two­
thir~s of urban households had access to tap water, either in their own dwell­
ing or communally. One-third of urban households had no access to any type of 
1atri ne facil i ty, communal or otherwi see Thus, many units which are adequate 
from a structural standpoint are deficient in terms of basic services. Infra­
structure and serviceable dwellings are in even shorter supply in most rural 
area s. 

B. Pf\OGRAMS STRATEGY AND DB] ECTIVES 

1. Government of India Shelter Po1icie3 

India's national development p1an'lers are becoming increasingly aware 
of both the enormous shortfall of shelter production compared with need and 
the major role that the private sector must play if the housing deficit is to 
be reduced. The current Five Year Plan (running through FY85) suggests that 
the problem can be addressed over a 20-year period and proposes an investment 
in shelter over the Plan period of Rs 129 billion {:16.l billion). The Plan 
prescribes the production of 18.7 million dwellings including 13 million rural 
and 5.7 million urban units. 

The central government1s strategy to date has been to allot to the 
private sector 85% of the responsibi1itJ for investment in housing. ThiS-pre­
scription would not be unusual if it was accompanied by the legal and policy 
changes necessa ry to encourage the prl v"te sector to produce and market 
hnusing with reasonable freedom. However, governments at all levels in India 
have erected barriers in the form of rent controls, land use and building
standards restrictions and tax provisions which combine to steer investment 
away from housing and towards other investment or consumption. 

Recently, there have been signs trat the central government is will­
i ng to sta rt to remove some of these barri ers. TIli sis evi denced by a number 
of policy and regulatory changes granted to pennit HDFC to issue its first 
bonds and by changes in tax law to put hDFC depositors in a more favorable 
position. 

In addition, at least tacit support for changes in the more sensitive 
obstacles, such as rent controls and the Urban Land ceiling /let, seems to ~e 

c ammon. However, fundamental charges in these restri cti ons are un1 i kely lit 

the state governments charged with their implementation are convince;; '. 
their constituents are willing to tolerate such improvements. 
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2. Program Q)a1 and Purposes 

The 10ng-tenn goal of this program is to develop a fully functioning 
private housing finance system in India which raises its capital internally 
and which makes long-term shelter finance available to households with a wide 
range of i n.,:ome 1evel s i ncl udi n9 1ower-i ncome hou~eholds. The basi s for the 
achievement of such a goal is in the Housing Development Finance Corporation 
(HDFC) • 

The purposes of the program include are: 

(a)	 To provide long-term housing finance to lower-income households 
and to broaden the exposure of the private housing finance sector 
to lower-income borrowers and depositors; 

(b)	 To provide geographically dispersed private housing finance faci­
lities; 

(c)	 To enhance the ability of the private se~tor to raise domestic 
capital for housing finance activities; 

(d)	 To create direct anC: indirert employment. 

3. Program Strategy 

HDFC is at the core of AID's strategy for achieving the long-tenn goal 
and each of the purposes subsidiar.v to it. It is essential that a private
housing finance system be developed in India beca!!se the GOI approach to 
development assume!=; Lhat the great bulk of housing finance will be 'by a 
pri vate sector. Si nce the fonnal pri vate sector' is currently in an early 
stage of development, I{)FC, a; its sol e successful actor, is the only 
institution upon which an effective system of private housing finance could be 
based· 

As HDFC begins to capture a significant segment of the unsubsidized 
housi ng market and thi s demonstrates the efficiency of private sector remedies 
for housing supply problems, its political influence will increase correspond­
ingly. Most importantly, though, ne; ther AID nor any other international 
agency can hope to have much d; rect i nfl uence on Gor policies which are 
currently inhibiting housing development. It is only by assisting the 
development of Indian entities which have intrinsic interest in rationalizing 
the development process that AID can hope to improve the policy environment in 
any fundamental way. HDFC's effective advocacy on behalf of pol icy changes 
sup- ported by AID is an important precursor to the development of other 
needed housing institutions in the private sector. 

In large part, I{)FC is influential because it is successful, both in 
tenns of its profitability and its social utility. The $20 million HG autho­
rization and technical assistance proposed by t~is Project Paper is necessary 
to conti nue HDFC development on beth frvnts. Prom the profi tabil i ty stand­
point, AID assistance will allow ~n expansion of loan volume needed to support 
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the opening of two new offices and to meet increases in demand throughout the 
HJFC system. From the perspective of sccia1 policy, conditions precedent in 
the Project Authorization and periodic dialogue with HDFC in the context of 
AID project monitoring and technical assistance activities will insure that 
HDFC maintains its attention to the needs of lower-income households. 

Expansion of t-D.FC is therefore important to AID's short-term strategy. 
In the longer run, it will be necessary for AID to assist in the development 
of other needed housing finance and C1evelopment institutions. This is 
important to expand the reach of the pri vate sector in housing, to pennit 
speci ali zati on and market segmentati on, t J encourage competi tion, to promote 
financial deepening, and to increase the number of private sector voices 
advocating needed policy charges. 

4. Relationship to CDSS 

One of the components of the overall USAID approach in India as 
described in the CDSS, is to support the expansion of established private 
enterrri se initiatives '1n sectors such as nousing finance where the government 
has been predominant. 

The application of this approach involves assistance in strengthening 
the capital markets. The expansion of housing finance can be considered an 
integral part of capital markets growth, particularly in view of the capacity 
of a housing finance institution to rais~ equity financing, to issue its own 
ul::utillstruments such as bonds or perhaps eventually, to sell its mortgages in 
a seconda ry market. 

HDFC is a focal point of thi s approach to expand pri vate s~ctor 

activities into areas where government i,; predominant. Because of its o'fln 
relationships and contacts in the private sector, HOFC has been able to assist 
USAIO in assessing opportunities and making contacts with key individuals or 
organizations. Additionally, HOFC has bel:ome an innovate player in India's 
capital markets. The cOF1'oration has some 14,000 stockholders. It's stock is 
traded on the Bombay Stock Exchange and it has just (March) issued its first 
bonds. Finally. f{)FC is consideri ng certai n (lncill ary activities beari n9 on 
capital market fonnation. For example it has under consideration the 
fonnation of a leasing company with joint venture partners. Over the long 
tenn, implementation of the capital markets portion of the COSS in the shelter 
areas will require the development of additional private sector institutions. 

C. PROGRAM 0ESLP.I PTIO N 

1. The Program 

The As i a Bu reau I s approval of the P10 endorsed the further de'n 
of a $60 million program for housing finance in India of which tht: ril'~t $20 
million is contl;!mplated for authorization in FY84. This Project Paper 
provides a detailed description, ana'fysis and justification for that $20 
million authorization. 
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The $20 million HG to the Housing Development Finance Corporation of 
Indi a (HJFC) proposed here is a foll ow-on to previous authorizati ons of $20 
million and $10 million which comprised Phases I and II of HG-DOl in March 
1981 and June 19B3, respectively. 

The project will provide HG financing for HDFt housing loans which 
benefit households with incomes below the urban median. It wnl reach this 
target group through three types of lending by HDFC: (1) housing loans made to 
individual borrowers who fall into AID's target group; and (2) that portion of 
HDFC corporate loans which are devoted to housing occupied by workers in 
underdeveloped areas. to a limit of 44% of total HG disbursements; and, (3) 
through the use of at least '15% of HG resources for special low-income 
initi at; ves. 

HDFC has ambitious pl ans to continue ; ts expansion as a nation-wide 
housing finance institution. To do so will require opening a number of new 
branches and increasing lending activities and the mobilization of resources. 
At present, ~FC'S overall financial projections carry through June 1986 but 
it has done dEtailed projecti')ns of potential resources, inclUding this 
proposed HG, only through June 1985. The approved PID envisions follow-on 
authorizations of $20 million in both FYB6 and FYBB. Because HDFC's capacity 
to generate new domestic resources is expected to increase rapidly, final 
determination of the use of the follow-on $40 million will be kept open. If 
it appears that HJFC can usefully employ additional HG funds and that they 
would be required to achieve HDFC and AID 
a11 or pa rt cf the addi ti ona 1 resource s may 
hand. it is determined that other investment
HG resources to achieve AIDls £lOa'j of a 
finance system, then other recipients will be recommended. 
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2. The Borrower 

HDFC will administer and 1mplement the project and will be the borrower 
of the HG funds. The exact detai'ls remain to be worked out but one option it 
;s that HDFC will be the borrower of record in the U.S. and the dollars will 
be converted to rupees by the Reserve Bank of Indi a. The RBI will guaranty 
the availability of dollars for repayments and HDFC will obtain a guaranty of 
the loan to AID by one of the government-o~med commercial banks. (See Section 
IV A and C on borrowing procedures and conditions) 

3. Inputs 

a. Cap i ta1 

Capital inputs would take the form of $20 million in HG funds 
converted to rupees for ~FC lending. At the current exchange rate, this 
would amount to Rs 212 million. or about 28% of HDFC's projected disbursements 
i n ~ FCiS FYB 5 (Ju1y 1 - June 30). 
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In FY85, HDFC will be raising iJdditional resources amounting to, ap­
proximately $80 mill ion. In addition, KlFC' requires down payments of 3m from 
its i ndi vi dual borrowers and 51n from its corporate borrowers. Indi vi dual 
borrowers often make down payments of as much as 60% in order to qualify for 
loans or to lower their monthly payments. Thi s means that beneficiaries also 
will be contributing a substantial part of the initial capital invested in the 
housing financed under the program. 

b. Techni ca 1 Assi stance 

Under HG-001. $200.000 in c~ntra1 grant funds were authorized for 
technical assistance. To date $100,000 has been utilized to assist in the 
development of a staff training program for HDFC and to fund HDFC senior staff 
attendance at shelter workshops. The remaining $100.000 (obligated in FY83) 
\d11 support the continued development of HDFC' s staff training capacity and 
to fund traini ng for key staff in support of rIDFC' s institutional development. 

In addition, it is proposed that a total of $250,000 of FY84 and 
FY85 central funds will be utilized to fund a resident technical advisor for 2 
year period to develop specified elements of a housing finance strategy. 

kmex 6G provides a scope of responsibil ities for the proposed 
resident advisor. Annex 6H presents an evaluation of the technical assistance 
provided to HDFC to date and HDFC's pro~osed training programs and management 
goals through 1985. The latter provides the framework for AlDis technical 
assistance activities with HDFC. 

4. Outputs 

The proposed project will have the following outputs (indicators): 

- An increased number of lower-income units financed annually by the 
formal private sector (10% annual increase in the number of HDFC loans made to 
lower income househol ds); 

- Expanded private sector operations, both in tenms of locations 
served and loan applications approved (HDFC opens 1 new branch office every 18 
months and a 3at annual increase in the value of individual loans sanctioned); 

Increased 1oca 11 y-generated r~sou ree s ava il ab1 e for pri vate sector 
housing finance activities (HG represents a decreasing percentage of HDFC's 
long term capital requirement); 

- Provision of housing finance ir. newly-developing areas to suppor' 
the development dispersion strategy of the GOI (not less than 80% of I: 
corporate loans are for housing construct;on in newly developing areas); 

• Increased opportunities for homeownership (30% annual increase in 
value of HDF'C loans sanctioned for individual borrowers); 

- Enhanced institutional and management capability of HDFC (training 
for +200 HDFC staff). 
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5. Replicability 

Important measures of the success of AID projects are the extent to 
which they are sustainabl e and repl icabl e without further AID assistance. 
Certai n1y in the case of HDFC the potenti al for sustainabl1 ity wi thout AID 
resources is very hig~. as evide1ced by its history of rapid development and 
its sound management and cOll'orate strategy. 

Rep1icabi1ity is somewhat more difficult to demonstrate in the absence 
of actual rep1 ication. There appears to be growing evidence, however, that 
I{)FC~s success will inspire imitators. For example there are presently four 
i nstances ~/here pri vate interests are cons ideri ng the possibil ity of creati ng 
new housing finance institutions. Although they are local in nature and 
connected with larger groups. they £ppear to have been motivated by HDFC's 
success. A brief description follows to indicate some idea of the 
possibi1 ities. 

(a) In Delhi. an orgar,ization which is mainly in development 
activities wants to start a hOLJsing finance company. This organization's 
strategy is to tie housing finance into its overall organization, an approach
being tried by some builders in the U.S. today. 

(b) In r~adras a big industrial house which has interests in tea. 
coffee, electronics and other manlJfacturing also owns an investment company. 
Investment Corporation of India (IC!). IC-I wants to fonn a housing finance 
subsidiary. ICI is fairly liquid and is looking for good investment 
possibilities. Housing finance seems like a good potential. 

(c) In Indhra Pradesh (,iYderabad) there is a large industrial 1Jroup 
which, during the last couple of years. has formed a hire purchase company. a 
leasing company, a finance company and a mutual fund. It feels the next 
logical extension is a housing finance company. 

(d) The Tata industrial group in Bombay has already established the 
Tata Housing Development Company. Tata has a large number of charitable 
trusts \'/hich have excess land which is available for development. The Tata 
Housing Finance Company was created to help solve the problem of housing for 
Tata employees using this exces.i land. Severil1 projects have been started 
with construction financing provided by tile Company. Before offering any 
housing to the pUblic. Tata advertised the availability of these projects to 
all Tata employees. Tata is not providing the long-tenn financing although 
their intent is to do so. For now, Tata wants I-IDFC to provide the long-tenn 
financing directly to individual home purchasers. 

Except for the lata group, these institutions are only in the planning 
stage, but demonstrate the likelihood that the HDFC model will be replicated. 
They have all approached I-IDFC for technical advice and, in some cases, for 
equ i ty cap ita1. 
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It is perhaps an equal reason for optimism concerning the replicability 
of the HJFC model that it is designed to capitalize on an enonnous effective 
demand for housing by leveraging marke~ rate loans with household resources 
which would otherwise remain outsidE the formal economy. These condition~ 
appear to prevail throughout India. Replicability will. of course be further 
enhanced to the extent that GOl policy changes which have benefitted HDFC are 
extended and other counter-productive restrictions are eliminated. 

6. Beneficiaries 

The di rect benefi ci ari es under tt, is proj ect wi 11 be the approximately 
8,000 families with household incomes of less than Rs 1,800/ month in Bombay 
and Rs l,400/rnonth el sewhere who benefit from HG financing. The target group 
are families below the urban median fami~y income. The computation of median 
-income levels and further discussion of beneficiaries is contained in Annex 
6A and E. Assumi ng an average urban family size of 4.8, approximately 40,700 
people will directly benefit frem better housing financed through the HG. 

Other direct beneficiaries of the project will be HDFC staff who will 
receive training through technical assistance activities. Indirect benefits 
to consumers in the Indian housi ng market are expected to materialize in at 
1east two ways: 

(a) A growing recognition of HD':C's success on the part of at least 
some GOI official has led to HDFC playing a major role in policy discussions 
such as those currently underway in cornection with the development of the 
Seventh Five Year Plan. The potential policy changes resulting from this type
of involvement will benefit a wide range of housing consumers. 

(b) If HJFC and its potential imitators are able to expand the private 
housing finance system, there will be a better balance between demand and 
supply in at least some segments of the housing market. The effect will be to 
reduce the unfavorable discrepancy between inflation rates in housing prices 
and the prices of other goods. 

D. EYALUATIOtl OF HDFC PERFORJr1A.IJCE TO DATE 

The 1981 Project Paper outlined a strategy of supporting the growth of 
HDFC through a large infusion of capital to assist it to expand its operations 
more rapidly than would otherwise h;:.ve been possible. Underlying this 
strategy was the concept of a nationwide system of private hou:;ing finance 
institutions strong enough to adequately serve low-income households. 

In 1981, it was recognised that a new institution attempting to rai-;;> 
resources at market rates and to 1end these resources at rates whi ch cO"'- : 
costs and made a reasonabl e profi t for stockhol ders mi ght have some di II I.U I ...y 
making direct loans to AID s target group. It was therefore assumed that 
most, if not all, of the initial HG resources would be utilised to support 
ffiFC's corporate loan program in newly developing areas of India. These 
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borrowers were ptOepared to pay a rell.ltively hi gh rate of interest over a 
shorter term, which enabled HDFC to operate with less risk and at a lower cost 
while at the same time financing houses for 10wer~income workers. The intent 
was that as H:>FC strengthened and broadened its operations, AID ~ould a~so 
\-/ork with them on alternative \-/ays to reach low-income families. thus, as a 
conditicn for the authorization of HG-OOl Phase II, HDFC was required to adopt 
a specific policy increasing the extent to which it reached lO\'1er-income 
borrowers. In addition prior to the Phase II disbursement, HDFC was required 
to adopt a low income action plan (see Annex SA and B). 

IDFC has had unanti ci pated su:cess in reachi ng 1ower-i ncome borrowers in 
its individual loan program. Thus, while assumed that such households would 
be served exclusively by loans to empljyers, some 56% of HGOOl Phase I and 60% 
of Phase II financing went to individual borrowers who were below the median 
urban family income (defined at that time as Rs 1,200 per month). This is in 
the context that some 8at of HDFC's outstanding loans, by amount, has gone to 
individual borrowers and of these borrowers about 15% were edrning below 
Rs.l,OOO/rnonth. 

What this reflects is that HDFC has made a concerted eff:>rt to reach 
1ow-i ncome borrowers and tha t demand from such borrowers is effecti ve under 
current market conditions. HDFC processes all appl ications on a "first come, 
first served" basis without regard to income. ~FC staff have worked with 
lower-income borrower~ to help structure their loans and to suggest what kind 
of unit they can best afford. HDFC has also been prepared to permit 
payment-to-income ratios in excess of the 25% standard nonnally imposed. The 
result has been that I-OFC has reached a higher number of lower-income 
borrowers than originally anticipa~ed. 

As to its overall operations, HDFC has expanded more rapidly than 
projected while achieving profh: margins which allow it regularly to pay 
dividends to its stockholders. "(he Project Memorandum for HG 001 Phase II 
compared IDFC's performance as of ·June 1983 to original projections by AID and 
by the IFC. The project memorandum shows that HDFC has substantially met AID 
projections and exceeded those of IFC on a consistent basis. 

With regard to the development of a national system of private housing 
finance, two points are relevant to an evaluation of the program goals so 
far. In the first place, HDFC has increased its number of branches to 10 
covering 8 states and will open two more in states not now served during this 
calendar year. Its operations are accordingly taking on a more national 
scope. secondly, there a re currl~ntly a number of proposal s bei ng considered 
for additional housing finance in$titutions to be created, modelled in varying 
degrees after I-OFC and growi n9 out of HDFC's perceived success. Thus, one of 
AID's more important objectives, replicability, seems to be achievable. 

While it would be unfair to say that HDFC would not have been commercially 
successful without AID participation through the HG program, it is clear that 
the HG resources, coupled wi th the technical assistance provided through the 
grant funds, have contributed to HDFC's more rap'id growth and to its greater 
responsiveness to serving low-incon.e families. 
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E. COOPERATION WITH OTHER DONORS
 

The principle international development agency in India is the World Bank, 
which in FYB3 provided more than $2 billion in IDA and IBRD funds to develop­
ment projects in a variety of sectors of the Indian economy. With respect to 
urban deve1opment. the Bank's approach in recent years has been to fund infra­
structure and urban. management pro.) ects in maj or metropol i tan centers. In 
FYB3. $147 million in IDA funds were approved for the third in a series of 
comprehensive development projects in Calcutta. Bombay has been the recipient 
of similar attention and is scheduled for possible additional funds (perhaps 
$lBO million) in FY84 and FYB5. 

A second and more recent approach by :he Bank has been to focus on a state 
rather than a single metropolitan areil. In FYB3. for example, $24.1 million 
was allocated to area development. slum upgrading. sanitation, policy develop­
ment and project implementation in ten cities in the State of Madhya Pradesh. 
A similar approach is contemplated in Gujarat. 

In the housing sector. the Bank's approach has been to support pUblic 
programs which emphasize sites-and-services and slum upgrading for the urban 
poor while encouraging government sponsor's to move in the direction of full 
cos t re covery . 

The Bombay urban development project is of pa rt i cul ar interest in the 
context of this Project Paper because one of its outputs will be B5.000 
sErvicEd sites upon which client households will be expected to construc.:t 
dwe1iings. Project planners contemplate sites varying in size fro!;. 25 to 100 
t~2 (7a.t will be smaller than 30 r~2) which will be 1eased for tenns of 60 
years. The Bank is currently negotiating with HDFC to provide unsubs;dized 
financing to some of the prospective occupants. The Bank's motivation for 
seeking this arrangement results from their experience in the Madras Urban 
Project in which many of the serviced :;ites allocated to qualified families 
remained unimproved as a consequence f)f the unavailability of financing. 
Should such an arrange- ment materialize, it financing could be extended to 
such households. The Bombay Project, whirh also includes the construction of 
55,000 units over the four-year 1ife of the project, is the biggest housing 
scheme ever financed by the Bank. 

Ivnong other, much smaller. international aid programs in India is a 
British grant of approximately $35 million to, the Housing and Urban 
Development Corporation to be used for soft loans to state housing boards and 
authorities throughout India. The grant is actually in the nature of forgiven 
interest payments on previous loans to India. The British ~pproach does not 
appear to emphasize cost recovery and i 5, to that extent, inconsistent wi !~. 
the approach of AID and the World Bank. 

A German program currently being discllssed with HDFC would proVide as yet 
unspecified technical and financial assistance to the corporation to establish 
a depo$1t.. linked below-market-rate home finance program. In general. this 
scheme requires households to make lcw~ield deposits accumulating to a 
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specified mln1mum amount for a s?ecified minimum period of time before they 
can recei ve a home purchase loan at below-market rates. Si nce 1ow-i ncome 
house- holds usually receive low or no returns on their investible assets 
anyway J the approach contempl ated by thi s program shoul d be attracti ve to 
potential HDFC clients and should increase HDFC's capacity to mobilize 
resources. This program will al1o\! a potential borrower who does not have a 
credit histoljl adequate to justify a conventional loan, to establish credit 
worthiness through a consistent savi~gs record. 
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III. PROGRN~ ANALYSIS 

A. THE INST1TUTIONAL FRAMEWORK 

1. The Government Sector In Housing 

The housing problem in India is a consequence of an array of public 
policies. The practical consequence of tt.ese policies has been to seriously 
distort the housing market. This, in turn, has encouraged disregard for the 
most stiffling of these measures. There remains in place a web of pUblic con­
stra i nts on development whi ch, al though imperfectly enforced, create a good 
deal of uncertainty and unnecessary cost for investors, developers, and ulti­
mately consumers. These include: 

(a) Rent control s. The most obvi ous1y counterproducti ve i nterven­
tion in the shelter sector is rent control, which was first introduced in 1918 
and re introduced in 1938 by the Rent Control Ac t of that year. The current 
Pet is not binding on states, which are free to accept or ignore it as they 
enact their own state-level legislation. Thus, there are currently 21 
di fferent rent 
control acts among the States and Union Territories. 

Most Pets apply to both residential and commercial units. t·lany 
Acts exempt units constructed after a specified date from controls, although 
in some of these the exemption i~ good only for a limited period (usua1)y 
between 5 and 10 years). Evictions are generally controlled by separate 
statutes which, in combination with a dilatory legal system and rent controls, 
make it impossible for landlords to legally earn a profit from rental units in 
most jurisdictions. 

(b) Capital and Credit Controls. Through a variety of controh, 
including direct annual allocations of Teri'Oing authority to banks and other 
lenders, the Reserve Bank of India pushes capital towards industrial, agricul­
tural and energy resources development. This approach had its origin in the 
goal of the First through Fifth Development Plans to nationalize thE 
industrial and financial sectors in order to promote exports and import 
s ubsti tuti on. 

Among the most important nationalizations were the life insurance 
companies (nationalized and consolidated into the Life Insurance Corporation 
of India in 1972) and major commercial banks (1969 and 1981). Combined with 
government development and operati on of th(· posta'1 sa vi ngs system and the Uni t 
Trust of India (an investment fund), these n:Jtiona1izations have left little 
room for private entrepreneurial activity in the formal capital market sysh'ln. 

The capital allocation targets which guide these puhlic 1inancial 
institutions derive from the investment objectives in the five-year 
Development Pl ans. From 1950 through 1980. the cumul ati ve pl anned investment 
in housing was about $11.5 billion or '14.3% of overall investment. The trend 
through this period was downwards. The Sixth Plan, running through FY85. 
reduces the proportion of investment in housing to 7.5%. 
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Increasingly apparent problems with this approach began, around 
1975, to receive recognition in the central government. which in turn, began 
to promote policies to increase employment and production through private en­
terprise. Although the Seventh Plan has yet to be released, advance publicity 
indicates that it may include a greatly increased emphasis on housing 
construction and rehabilitation which may, in turn, result in a 
liberalization of constraints on the private development industry. 
~couraging signs include the recent authorization for HDFC to raise capital 
in the bond market and changes in tax 1aws to make HDFC competi ti ve wi th 
commercial banks in its deposit-taking activities. 

(c) Land use and ownet'Shi~ controls. The Urban Land Ceiling Act 
was enacted in 1976 at the request of I states and the Union Territories with 
the objective of eliminating spec~lative ownership of vacant urban land in the 
face of a sca rci ty of sites for housi ng and other "soc i a111 needs. The Pet 
provides for public acquisition of all vacant urban land owned by any person 
in excess of a ceil i ng amount (rangi ng from 500 to 2,000 M2, depending upon 
the size of the urban area in whi.;h it is located). Acquisition is at a price
below market value as defined in the Act, which contrasts with the provision~ 
of the earlier, and now optional, Urban Land Acquisition Act which requires 
payment of a 15% premium over market value by acquiring public agencies. In 
addition to certain stipulated categorical exemptions, the Act allows an 
implementing state to exempt any iandowner if such an exemption would serve 
the pUblic interest or prevent undue hardship to any person. 

The granti ng of exemptions has been a source of controversy, 
leading in many jurisdictions to near total paralysis of the market for vacant 
land subject to the Act. This has had the effect of inflating the price of 
sites not covered by the Ac t. ~ 

The Ministry of Works and Housing (I~h'H) is the central government IS 
principle vehicle for the development of housing policy and programs. The 
bul k of the t1WH housing budget is devoted to housing fo'- central government 
employees. The Central Public Works Department, the 13rgest construction 
company in India, sets standards for and builds a'l G.O.I. buildings, 
including employee housing. o:cupying households are charged 1~ of their 
salary for rent for housing whic, they can occupy only during the period of 
their employment. 

There are a number of public and quasi-public organizations which 
report to MWH, the most important of which is the i-t>using and Urban ~velop­

ment Corporation (HUOCO). HUOCO ~/as established in 1970 to undertake housing 
and urban development programs by providing project financing to state and 
local agencies. HUOCO IS primary objective is to provide financing for the 
construction of houses for low-income groups. Therefore, it insists that its 
borrowers adopt HUOCO guidelines \tIith regard to material and cost specifica­
tions, income groups and differential interest rates. HUDCO obtains the bulk 
of its resources from the Life Insurance Corporation of India (LIC) and 
through the issue of government-~uaranteed debentures and bonds. The latter 
are offered at lower-than-market rates of interest and are purchased mainly by 
commercial banks who are permittad to count them towards minimum reserve 
requirement!. 
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Most of the housing programs in the public !:ector were introduced in 
the late 1950s and most are now being implemented at the state level, although 
much of the fi nanc i ng comes from HUDCO and LIC. They i ncl ude programs for 
govern- ment employees, village housing, low and middle-income housing, land 
acquisi- tion and site deve10pment r slum.improvement, and sites and services 
p,·ograms. 

2. The Private Sector in Housing 

Private sector housing deve10pment in India il. largely infonnal and 
frequently extra-legal. Its informality is the result of the low level of 
househol d incomes and cul tural re!~i stan';e to persona'l deDt financing. The 
informal development process in India, as r:!lsewherl~, is labor-intensive, 
relies upon locally available materials, and works best on relatively 
inexpensive and unregulated land in rural area~; and urban squatter 
settlements. The products of such development, except .or government 
sites'l1nd-services or slum upgrading schel':1es, tend tn be impennanent (kutcha 
and semi-kutcha) and u~1er-serviced dwell~ngs. 

Informal housi ng development may invol ve both informal construction 
(generally construction by owner-builders or unlicensed contractors without 
buil di ng penni ts or occupancy certHi tate s, frequentl y emp1 oyi ng nondurable 
materials and using sites not owned by I?ither the builoer or the purchaser) 
and i nforma1 fi nance (e.g. the convers; on of personal property to cas h or 
borro\oling from friends, relatives or "indigenous" lenders). Roughly, 80% of 
gross domestic capital formation in the housing sector is informally financed 
in India. 

The frequent resort of developers and consumers to a now pervasi ve 
system of 'black money" to support the production and consumption of housing 
is mostly a consequence of the considerable obstacles to fonnal development 
erected by governments ae all levels in Injia. Thus, both formal ann infonnal 
development rely upon incomplete enfoJ"(:ement of land use, rent com.rol, tax, 
materials and credit anocation, and other public restrictions. For example, 
payments by builders for both land and building materials is frequentiy 
divi ded between a recorded payment and an unrecorded cash payment. Th·j 5 

allows sellers to avoid taxes on at least a portion of any gains realized in 
such transacti on s. SUbsequently, when the bui 1der sell s compl eted uni ts to 
hvusing consumers a similar arrangen,ent allows him/her to avoid taxation as 
well. Arla10gous devices are used to avoid rent control s. 

These contortions are, of course, means by which market forces assert 
themse1 yes in an overl y-regul ated economy All actors in thi s market pl ace, 
including HDFC, must accept the fact th~t housing costs and values are usual' 
much higher than is apparent from official records and that purchaser eq: 
(or non-HDFC horrowing) is likely to b~ very high in proportion tc 
financing. 
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One important market fOl''Ce is urbanization, which ought to encourage a 
greater formali:dtion of the shelter sector and the investment of an 
.~ ncreas i ng pro port i on of househol d ; ncomes in housing. The maturati on of 
formal housi ng fi nance and deve' opment i nsti tuti on s will be accot-d1ngly more 
important to meet future housi ng needs in Ind i a than 1t has been. Efforts of 
the GO I to di vert ur~aniza ti on away from curren t metropol i tan centers to new 
or exi sti og secondary growth centers has created severe housing supply/demand 
imbalances in such new centers. These imbalances and the willingness of 
employers to help correct them by financing employee housing create 
opportuni ti es for both developers and 1enders to extend the reach of the 
formal sector. AID policy ought to encourage this extension. 

Formal sector residential development actiVity can be divided into 
three not entirely exclusive ca'~egories: market housing; cooperative 
development; and employer-assisteJ development. 

(a) t~arket Housing. Tr.e private sector developer of market rate 
housing faces three maJor challenges. At the outset, she/he must find 
buildable sites. In urban areas, site costs have increased by as much as 3000; 
since 1980. Effects of the Urban Land Ceiling /let and zoning restrictions 
imposed by municipalities have helped to increase per unit land costs and, 
therefore, housing costs faster than incomes. kcordingly, unsubsidized urban 
developers are inclined to target an increasingly wealthy market segment,
lower their product standards (e.g. by building smaller units), and/or require 
greater investments by purchasers. 

Secondly, the develop€:-r must have financing. Few developers are 
we11-<:apita1 ;zed, so receiving money at the f"ont end is usually criti:al to 
proj ect feas i bil i ty. One common 1p proach taken by developers is to pre-sell 
some or all of the units in a project, requiring a pre-construction payment of 
say 2m of the purchase price and additional payments at stipulated points
during construction. Larger projects are likely to be phased so that early 
cash flows can be used to sustain later construction. Site investments are 
sometimes reduced by joint venture arrangements with property owners. 

Thirdly, developers must be able to obtain construction materials at 
competitive prices. Although substantial recent capacity increases in the 
cement industry have eased pri cp.s (from Rs 80 to Rs 60 per 50 kg bag) and 
increased availability somewhat, steel continues to be in periodic short 
supply. Transportation problems ~~use occasional local shortages for both and 
encourage expensive stockpiling. 

(b) Cooperative housing. Cooperative housing development in India is 
the primary function of state level organisations k.nown a~ apex housing 
cooperative finance societies of which there ;s usually one in each state and 
union territory (a total of 19, nationwide). ~ex societies make housing con­
s tructi on and permanent loans to pri mary cooperati ve hous i n9 soci eti es of 
which there are roughly 30,000. ~e.( societies obtain the bulk of their funds 
from share capital purchases and state-guaranteed,borrowing from LIC. 
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Housing cooperatives have COI,tri buted an estimated 6 mill ion units 
to the national housing stock, with an additional 4 million under 
constructi on. Because roughly hal f of construction costs are contri buted by 
members, cooperative financing, in effect, leverages a large amount of 
personal saving!;. However, a significant portion of this contribution is, in 
effect, financed by LIC, through share purchases financed by a portion of LIC 
housing loans. The majority of the beneficiaries of cooperative housing 
schemes are househol ds havi ng incomes helow Rs 1 ,000 per month. (Nousi ng 
cooperatives are discussed at greater 1ength in Annex 6C). 

(c) Bnployer-assisted Housing. r:.mployees in certain sectors of the 
Indian economy are customanly prol/ided housing or housing assistance 
payments. The 1aw requires that all plantation employees be provided 
housing. State and central government agencies usually provide either housing 
at below-market rates or an allowance in lieu of housing. Industries in 
outlying areas fre- quently provide housing as a recruitment inducement 
because skilled laborers and prafessional staff are not available locally. 
Commercial banks often pro- vide loans to their employees for the construction 
or purchase of housing. It is nonethele!.s far from ordinary for lower paid 
employees to be provided hous- ing by their employers. As a means of 
encouraging more depth to employee housing programs, HDFC uses as an 
application evaluation criterion the exten~ to which an employer/borrower will 
provide housing for lower-income employees. 

Conceivable disadvantages associated with emp10yer-provided housing 
appear not to have material izedi n India despite several decades of 
experience. In particular, the "double jeopardy" of an employee threatened 
with the loss of both his/her job and housing does not appear to be an issue, 
as indicated by the lack of organized labor actions, which are a common 
feature of the Indian commercial landscape, related to this concern. Nor do 
employer-owned units develop into company towns in the American sense. This 
is partly a con- sequence of the fact ·"hat the commercial activities that 
servic~ such develop- ments remain outsidE the control of the employer. 

What is reported as a problem is that employees lose their right to 
occupy employer-provided units upon retirement. The shortage of housing in 
most parts of India results ill difficulties for many retirees when, as their 
incomes fall to pension levels, they must increase their outlays for housing.
For this reason, HDFC provides loans for retirement units and is experimenting 
\~ith a specialized loan program in which loans are secured by government­
provided insurance policies and are piggy-backed on to government loans. 

3. The Financial Sector and Housing Firance 

Formal financial institutions are largely instrumentalities of thr 
which sets long tenn financial policy through the five year plans pl'("ilJ~nj uy 
the Pl anni ng Commi ssi on and short term pol icy primari ly through toile: Reserve 
Bank of India (RBI). Al though RBI's proportionate share of total fonnal 
sector assets has declined in recent years as a consequence of higher growth 
rates in other institutions, its influence has steadily increased as its 
regulatory controls have become increasingly pervasive. Its basic tool is th(; 
prescri pt'ion of 1ending and borrowing rates and amounts for all financia1 
insti tuti on s. 
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Beneath the RBI, financial institutions are divided by Indian law into 
banks and non-banking financial institutions. The most important hanks are 
the scheduled commercial banks such as the State Bank of India, regional banks 
such as the State Bank of tr1a~arashtra, and the co-operative banks. With few 
exceptions, the fonnal institutions which can provide credit and capital for 
housing are dominated by the Government. (See Annex 6D for additional 
infonnation on the Indian banking system). 

The largest single inve~tor in housing is LIC. At the end of FY 83, 
10.3& of its assets (which total $7.8 billion) were invested in housing. By 
law, 25% of LIC's annual "ne t accretions" must be invested in specified 
socially-oriented schemes including housing. Some portion of an additional 
10%, set aside for private sector investment, could also find its way into the 
housing market. During FY83, LIC made $124 million in housing loans, with the 
largest portion going to cooperatives. (See Annex 6B for additional infonna­
t ion). 

The General Insurance Corporation (GIC), although it also has 
substantial premium-based revenues is less useful than LIC as a source of 
housing finance. This is because its liabilities are generally shorter tenn 
and it is accordingly requited to maintain greater liquidity than is 
consistent with major invest,ment:; in mortgage lending. Nevertheless, GIC is 
statutorily required to inves,,: 35% of its net accretions in: (l) loans to 
State Governments for housing; and (2) loans to, or the purchase of the bonds, 
debentures and preferred stock s of HUDCO. At its present rate of accretion, 
GIC will invest roughly $150 mi~lion per annum in housing. 

HUDCO is the apex public housing finance institution in India. 
However, most of its resources come from other pUblic institutions in the fonn 
of loans, equity capital or proceeds from the sale of debentures. HUDeO does 
not make direct loans to individuals. Less than 1% of its loaned funds 
directly enter the private sector; virtually all go to state housing boards 
(62%), development authorities (16%) and other pUblic agencies (21%). The 
total amount of 1oans sanction~d by HUDeO in its thirteen years of operation 
was $1.095 billion. FY 83 loarl volume was $131 million. 

Housing co-operative stJcieties are an important channel of housing 
investment. Apex societies car. accept credit (usually as loans) both from the 
banking side of the co-operative system (i .e. from State and District central 
Co-operative Banks) and from outside the co-operative universe (e.g. from 
LIe). In addition, the housing societies themselves raise capital from their 
members in the form of dues and share capital and act as aggregators at the 
household level for down payments and construction progress payments. Because 
funds obtained from LIC and coop members are currently cheaper than those 
borrowed from wi thi n the system, loan s from coop bank s make up a small 
proportion of the resources of Jpex societies. 

Commercial banks, although not prohibited from housing investments, are 
not active in this sector. The Bank of India, for example, has less than .1'; 
of its assets invested in housing. Total direct housing finance by cOrmlercial 
banks is around $100 million per annum, three-fourths in the form of HUDeO and 
state housing agency bonds. About 20% goes to 1ndiv.idual mortgage lo'ans 
(mostly to bank employees) and the balance to HDFC. 
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Provident Funds are a significant source of housing finance for indivi­
duals who after a 5 years may withdraw tneir contribution for specified pur­
poses, one of which is housing. Roug~ly 1% of total Provident Fund resources 
(on the order of $15 million) are devoted to housing. 

In the fomal private sector, HDFC is the only specialized housing 
finance institution.. HJFC is primarily a retailer which mobilizes domestic 
resources both inside and, more significantly, outside of the public finance 
sy~ tern. After nearly six years of rapi d growth, ~FC is now approachi n9 SlOO 
million/year in loan approvals. More than 20,000 units of housing will be 
financed by ~FC in FY84, While this provides a relatively small impact on 
the supply of housing in India, HDFC's business success and responsiveness to 
soci al needs provi de a useful model' fer government pol icy-makers as they 
struggle with an increasing shortage of auequate shelter. 

B. ADMINISTRATIVE AND TECHNICAL ANALYSI: OF HDFC 

1. Creation of the Housing Development Finance Corporation 

Consideration of the possibility of establishing a private housing 
finance institution in India began in 1975 within the Industrial Credit and 
In- vestment Corporation of India (ICICn, under the guidance of the latter's 
Chaiman (now Chainnan of HDFC). M earl) participant in these considerations 
was the International Finance Corporation (IFC) and, subsequently, the Aga Kahn 
Group. These efforts grew out of a perceved need to create a private housing 
finance institution which would generate resources and provide long-term hous­
ing finance to middle and 10l-fer-income families. It was seen as supplementary 
to government-subsidized programs which were concentrating increasingly on 
sites and services, core housing, and upgrading at the very lowest income 
level. These efforts culminated in the registration of the HDFC on OCtober 
17, 1977 under the Indian Companies Act and commencement of operations in May 
1978. 

2. CMnership and Fi nancial Structure 

f-DFC has an authorized share capital of Rs 250 million ($31.25 million, 
1979 equivalent) and an issued and subscribed capital of Rs 100 million ($12.5 
million) with a par value per share of Rs 100. Of this, the original 
promotors, i.e., ICICI, IFC and the Aga Khan Group each in-wzsted Rs.:3 
million. CNer 25% of the equity was subscribed by government-owned banks, 
insurance companies and other financial institutions. 

f.mong the major shareholders are the central Bank of India (Rs.2.2 
million), one of the major commercial banks, and the Life Insuran~f 

Corporation of India (Rs 2.5 million). C"e hundred nineteen companies hn1, 
1east 1,000 shares indicating a broad bas£= of corporate support. In ado: . 
~FC has over 11,000 shareholders, most of them individual or small accounts. 

In addition, as of 12/31/83, H[IFC had reserves and surplus of Rs.59 
million, had raised Rs 583 million through term debt and had deposits of Rs 
882 million. Thus, total resources amounted to some Rs 1,623 million ($153.1 
million 1983 equivalent). 
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3. Policies and Objectives 

HDFC's primary objective is to provide long term finance to middle and 
lower-income individual s, associations of individual s, and corporate bodies 
for construction, purchase, and ownership of residential units. Their purpose 
is to increase the housi ng stock in the country primarily through loans to 
individuals and to promote homeownerrhip in general. 

Lhtil 1983 J{)FC di d not ha Ie a set of poii ci es or programs specifi call y 
geared towards low income households. Since the initial HG authorization in 
1981. PRE/H, tilrough the RHUDO, has had a continuing dialogue with HDFC about 
more "active pursuit of its lower~income target group. As part of this process 
and as a condition precedent to authorization of Phase II of HG-OOl, HDFC 
adopted a 1ow~i ncome pol icy statement. In fulfilment of a CP for 
di sbursement, ffiFC submi tted its firs t annua 1 acti on pl an for impl ementati on 
of this policy. Continued active pursuit and updating of this plan will be a 
Condition Precedent to borrowing. 

Another HDFC objective is to mobilize long-term resources in the form 
of deposits and term debt and to transform ~hort-term savings into long-term 
housing investment. A longer~term objective of HDFC is to support the 
development of a national system uf housing finance and relatedly, to support 
the growth and development of the ~apita1 market in general. 

In addition to its individual housing finance activities, HDFC, as its 
name implies, also intended to playa broader development role. Thus HDFC 
finances housing facilities in new industrial zones and in agricultural and 
mi ning enterpri ses, thereby contri buti ng to regi ona1 development as a who1 e. 
I-DFC fonned a development subsi di alOy to tes t the assumption t~at b~tter 
quality construction can be obtained at the same or lesser cost than currently 
offered by developers. Plans incLlde ventures with: a charitable trust for a 
large scale urban residential project; the public sector (HUDCO) for 
demonstration projects for the International Year of the I-bmeless; and other 
finance institutions to form a 'leasing company specializing in equipment 
designed to enhance environmental quality. HDFC also actively participates in 
task forces and working groups formed by the National Pl anning Commhsion to 
stUdy and make recommendations on housing policy. 

An overriding HDFC concern, however, and related to all of the above, 
is to uperate on a sound and co.nmercially viable basis and to provide a 
reasonable rate of return on shareholders' equity. Without this, HDFC cannot 
succeed as a private sector initia:ive. 

The ori ginal statement of Operating Pol icies agreed to by HDFC and :iFC 
is contained in A1nex SC. Arlnexes SA and 58, respectively, contain the 
special low~income policy statem~nt and the action plan to implemel'lt. that 
pol icy. 
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4. Organization. Administration and St~ffing 

HDFC is ,governed by a Board of Directors representing various 
professions including finance. insurancE. engineering and construction. The 
Ooard is ch ai red by a prominent member of the fi nanci al communi ty. fonnerly 
President of the Bombay Stocl< Exchange and ChainJlCtn of ICICI. The IFC and the 
Aga Khan group both have one member on the Board. Responsibility for overall 
operati on of the Corporati on is di vi ded between two Executi ve Directors who 
are responsible for the overall operations of the Corporation and its 
subsidiary. 

At HDFC's head office in Bombay there are four departments: 

(l) Operations which 1s responsible for credit evalution. technical 
appraisals and monitoring, and the preparation of loan documents; (2) Finance 
and Planning. which is responsible for corporate planning and development as 
well as the accounting function; (3) Resource Mobilization. which is 
responsible for all resource mobilization activities; and (4) filman Resources. 
a department which is being created to include administration, personnel and 
training. In addition. there are staff positions for an Economist. an 
Internal Au di tor and a Corporate Secretary. 

In addition to the head office in Bombay, HDFC has nine branch offices 
located at Ahmedabad, Bangalore, Calcutta, Cochin, Dadar (Bombay). MYderabad. 
Madras, New Delhi and Pune. Both Pune ana Dadar are located in the same state 
as the corporate headquarters in Bombay. HDFC is currently p1 anning to open 
an office in New Bombay, where HDFC is ~roposing to put up its own building, 
as well as branches in three new states, Llttar Pradesh. Rajasthan and Madhya 
Prades h. 

Each branch is headed by a branch manager, who is professionally 
qualified in one of HJFC's fields of operation. Each branch office 
essentially duplicates the head office in terms of its organization and 
functional l~esponsibi1ities, except that head office Departments have ultimate 
authority over branch operations with respect to their areas of concern. 
Branch managers review loan applications 1nd forward their recommendations to 
the head office for approval. They do not yet have authority to approve 
loans; however, the Board has approved a plan for decentralization of loan 
approvals to the branches and this will be implemented in a phased manner. 

At the end of February 1984, HJFC had a total staff of 327. of which 155 
were at headqudrters in Bombay. The staff i nc1 udes the whol e range of 
individuals necessary to run a housing finance institution, inclUding loan 
officers, engineers. architects, 1awyp.rs, accountants, individuals with 
business degrees, etc. Key personnel are well-experienced. ~wever. because 
of the rapid growth of HDFC, a number of the junior staff, .:'i1e 
well-qualified by education. lack experie1ce. This is due to the fact that 
since HDFC is the first specialized private sector housing finance institution 
in India there is no existing labor pool from which to draw exprienced 
personnel. 
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HD Fe. wi th techni cal asshtance from AID. is currently in the process 
of fonna1 izi ng a traini ng program for both exi sti ng staff and new hires. Thi s 
has become necessary to support HDFC development. To date a total of $100,000 
of PRE/H central funds have been spent on BOFC training-related activities. 
The majori ty of these funds went for: a training assessment team from the 
Institute for Financial Education (IFE); sending two senior HDFC staff to work 
with the US team to 'adapt IFE training materi a1s to the India context; and 
conducting two weeks of two-day human resource development seminars for HDFC's 
officers and staff (over 250 people). These seminars, conducted in February 
and March 1983. provided HDFC's management with the input required to develop 
sp ec i al i zed staff training programs. Addi ti ona1 AID funds will be used for 
the continuation of this process I'hich is to result in a capacity within HOFC 
to develop. conduct. and refine or-going activities to meet its staff training
and human resource development needs. (See Pnnex 6H) 

5. Su bsid i ari es 

to 
In 1981. HDFC 

deve11p housi ng 
created 

estates 
a wholly··owned subsidiary, 
and integrated projects. 

HDFC 
Their 

Developers 
intent 

Ltd, 
was to 

broaden HDFC's role in the delivery of housing by becoming directly involved 
in the design and c:Jnstruction process. The idea was to demonstrate that HDFC 
could deliver housing projects (or office buildings) that would be of a higher 
quality and lower cost than other private developments. 

HDFC Developers now has three projects underway; (1) 600 flats in a 
nC'r:ly developing industrial area in the city of Pune. along with commercial 
facilities and shops; (2) 200 fla:s in New Bombay; and (3) an office building 
in New Bombay whi ch will be partly occupied by HDFC. It al so has under 
consideration a venture with a charitable trust. This would be fbr a 
10-15,000 unit low-middle income housing development which would include the 
rehabilitation of an existing squatter settlement in the Greater Bombay area 
on land owned by the trust. 

More recently HDFC has entered into negotiations with one of the large 
commercial banks and an international leasing company to set up a leasing 
venture. The new company will differ from existing leasing companies, which 
tend to concentrate on industrial equipment and machinery. in that it will 
specialize in leasing equipment. and machinery related to environmental 
pollution control. garbage removal, sewage disposal, water treatment, 
fire-fighting. health care, infrastructure etc. ~'ajor clients are expected 
to be metropolitan development authorities, municipal corporations and local 
government authori ties whose annual operating budgets 1imit direct capital 
financing activities. 

Both HDFC Developers and the leasing company are consistent with HDFC's 
efforts to improve the overall qUi'.lity of life in communities where it is in­
volved in financing housing. In addition the leasing company promotes HDFC's 
interest in the overall strengthening of the capital market. 
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6. Types of Loans 

HDFC has three major types of housing finance loans: individual, 
project, 1i ne of credi t and corporate. Each of these 1endi ng programs is 
described below•. However it should be ~ept in mind that HDFC groups these 
programs into two major categories, individual ownership and corporate bodies 
and these are the groupings used in det~rmining eligible HG disbursements. 

Loans to Individual Borrowers: HDFC makes loans to individuals to 
acqui re resi denti al accommodati ons. The loan amount is based mainly on the 
creditworthiness of the individual and the value of the dwelling unit, but may 
does not exceed 7rth of the value. The maximum loan is Rs 150,000 ($14,150). 
The repayment peri od is from fi ve to fi fteen years up to the age of .65, or 
retirement, whichever is earlier. Monthly repayments generally do not exceed 
30% of th~ individual's gross monthly income. 

Loans are made for acquisition of apartments which are secured by a 
mortgage on the underlying apartment, and for the construction and acquisition 
of individual houses secured by a mortgage of the land and building. HDFC 
financing is not available for resort hOJses or for repaying loans taken for 
housing purposes. 

The rate of interest is determined by the amount of the loan as follows: 

Up to and including Rs 20,000 12.5% p.a. 

Between Rs 20,001 and Rs 50,000 13.5% p.a. 

Between Rs 50,001 and Rs 100,000 14.0% p.a. 

Rs 100,001 and above 14.5% p.a. 

Group Projects: H:lFC also makes loans to registered cooperative 
societies and associations of apartment owners. In the case of cooperatives,

. the total loan amount is determined by aggregating the eligible loan amount 
for which each member is el igible. In the case of apartment associations, 
each apartment owner actually signs a loan document. As with individuals, the 
1oan-to-val ue ratio generally does not exc~ed 7rth. 

The security for such loans is a mortgage o.n all of the underlying 
property. Individual members may have terms varying from 5 up to 15 years. 
The age and income of the members are tne primary criteria for determining the 
maximum for a particular member's term. The rate of interest for such projects 
also ranges from 12.5 to 14.5 percent. 

Line of Credit: This program provides housing loans to indi\ L "i 

through their employers. Companies who wish to encourage indiviuual home 
ownership among their employees can approa~h HDFC for a line of credit varying 
from Rs 500,000 to Rs 5 million. Two appt'oaches are used: 
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(1 ) Li ne of Credit It~lrough" the EmplFi;er. In this case the borrower 
is the individual employee. Loans follow FC's standard norms with a 
maximum period of repayment of 15 years. The rate of interest is from 13.5 to 
14.5 ~. The security for the loan is an unconditional and irrevocable 
guarantee from the employer in addi ti on to a IIOrtgage on the property 
financed. In most cases employers make some contribution to the payment, thus 
1oweri ng the effective amortization burden on the employee and enhancing
his/her eligibility for a loan. The employer's guarantee is not terminated if 
the employee leaves his/ her job during the tenn of the loan. 

(2) Line of Credit 1~0" '::he fmployer. lilder this scheme, HDFC makes 
loans to companles for on-l enting to employees who will own the units. As 
such, the loan is a direct obligation of the company. The current rate of 
interest to a company is 13.E to 14.5% with a maximum tenn of 15 years. 
Security for the line of credit is a mortgage of fixed assets of the company 
and/or any other securi ty acceptable tc ~':lFC. . 

Here again, the companies generally offer more favorable terms to their 
employees with respect to amount, period, and rate Df interest than those 
offered to the company by f{)FC. Typical interest rate:, for example, are in 
the 4-6% range. 

Corporate Loans: To mef't the demand for housing in newly-developing 
areas HDFC has a program whereby it makes loans to corporations for construc­
tion of worker housing and related facil",ties. The property to be financed is 
owned by the corporation. HDFC €xposur~ in such cases is generally restricted 
to a maximum of Sat of the value of ti1e property; the tenn is restricted to 
3-7 years. The current rate of interest charged is between 14.5 and 1m. 
Security for the loan is a mortgage on the property and/or any other security 
~FC may deem necessary. A discussions related to beneficiaries of this 
pro gram is conta i ned in Annex 6E and F. 

7. Loan Processing, Disbursement and Services 

Loan applications from individuals generally are SUbjected to the' 
following reviews: (1) an apprais31 of the potential borrower's credit-· 
worthiness; (2) a technical Evaluation of the property with a view to 
determining, inter alia, the adequacy of security; and (3) a legal review to 
insure that documents are in order and that procedural and other requirements 
have been met. 

Loans to individual members of cooperative societies or corporations 
follow a similar process with an extension of the review to cover the society 
or corporation and its proposed project. 

HDFC's disbursements usuclly start after the individual, society or 
c orporati on has expended its cont ro ; buti on. The Technical Secti on then revi ews 
the work in place before the initial disbursement is approved and before each 
subsequent disbursement. 
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Interest only is paid during the construction period; equal monthly 
payments (principal and interest) for the term of the loan commence after 
construction is .complete. At the end of every month. a 1ist of unpaid 
accounts is forwarded to the follow-up section. To date there has been a low 
delinquency rate and no defaults. This is partly due to the high downpayments 
that f-OFC requires and to HDFC's rigorous credit review process and loan 
c011 ecti on procedures.. HDFC recogni zes, nowever, that foreclosure is a very 
di ffi cu1 t and 1eng thy proces sin the rndi ar. 1ega1 system and that. shoul d 1ate 
payments increase to the point where fore~losures were required. it might not 
be possible to recapture the HDFC inv~stment within a reasonable period of 
time. 

8. Types of Housing and Housing Construction Finance 

A study of FY83 individual loan approvals for households earning Rs.1200 
month or less was done as part of the PP development. This study indicated 
tha t 51 % of the un its fi nanced were apa rt'Tlents, 43% were 'lbungal ows II (d~tached 

houses) and 6% were rO I
:.' or town houses. This varied considerably. hO\'lever, 

from one location to another. In Dadar, Bombay and tEw Delhi, almost all of 
the units were apartmerlts. In other citi?s a 1arger proportion of the units 
were detached. This tends to hold fer all income levels. With regard to 
employer-provided housing, the units are usually apartments although accom­
panied by all amenities without regard for the incomes of occupying workers. 

Al most all of the housing units financed by HDFC are constructed of 
permanent materials. As an experiment in attempting to reach lower-income 
households, HDFC is financing very basic units utilizing some imperTnanent 
materials in one of the more rural areas. The problem in such construction 
is, of cour~e, that it requires continui~y maintenance. 

With regard to size and cost, throuyh January 1984. the average size of 
all units financed by I{)FC on an indiviCJual basis was 70 M2 at an average 
cost of Rs 92,000. The comparable average figures for corporate housing
financing by HJFC, \'{hich is designed for a generally low£r income group, were 
47 M' and Rs 43,000. Although unit size is stable the cost per unit is 
rising, reflecting rising costs of labor, materials and land. 

The study done for the PP design (Annex 6E) looked more specifically ~t 
individual lower-income borrowers. For sur;h borrowers the unit size tended to 
be below 40 M2 with the cost ranging between Rs 40-60.000. Geographic 
variations from this norm were substantia'" however. In Bombay, for example, 
about 7m of the units financed by HOFf for lower-income households were 
smaller than 40 M2, and only 4% were large than 60 M2. In Cochin, on the 
other hand, less than 10% were sr.lal1er than 40 M2 while 55% exceeded 60 M2. 

HOFC finances loans which cover four general types of owner-crHI 
relationships: 

Owner Self-~lg: An owner can construct his own dwelling, purchasing 
building matenals dlrect1y and investing his own labor in construction as 
long as professional control is maintainpd through the hiring of an architect 
or engineer as supervisor. SUch an owner can save up to 3,5'1, of the standard 
cost of a house. 
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Owner as General Contractor: The purchase of all building .materials by 
the owner can save up to 15% of the building cost. In this case the owner 
contracts for the labor to consti-uct, on an individual basis or through a 
genoral contractor. 

Contracted Construction: In this case the owner chooses a contractor 
to fully supervl se and cons truct the house. ptla rtment projects, typical of 
Bombay, for instance, woul d fall into thi s category. 

co~orate l1:>using: In most c'\ses, at the time employers apply to HDFC 
for direc financing of a project, they have a detailed project proposal which 
contains plans, specifications, and cost estimates along with the phased 
schedul e of constructi on. After nroj ect appra i sal and approval, the employer 
arranges to let construction contracts and for supervision of the contracts. 
In group projects or 1ine-of-cl·edit to or through corporations, similar 
procedures are followed. 

9. Technical Review 

The head of HDFC I S Techni cP.l Secti on reports to the General Manager.
There are currently three technical appraisers at headquarters. There are 
also appraisers in the branch offices who work under the administrative 
con tro1 of the Branch r"ldnag er but recei ve techni ca1 supervi s i on from 
headquarters. Where there is no bt'anch office within a suitable distance of a 
project, a panel of registered vJluers is employed to inspect and evaluate 
projects, submitting the reports to the branch office in charge. 

Technical review and appraisal is done with varying frequency, depend­
ing on the size and type of the project. The first review provides an 'input 
to the loan approval process and occurs after th~ credit appraisal work is 
completed. The Technical Section is consulted concerning the suitability of 
plans, reasonableness of the estimate and, in some metropolitan cities, the 
reliability of the builder. (HDFC has compiled a builders' performance file 
and occas;onany recommends that a loan should not be approved unless a 
reputable and reliab1e builder is employed). The final amount of the loan is 
decided after confirmation of cred~t and completion of the technical appraisal. 

HDFC does not directly concern itself with reviewing design standards 
but relies partially on approvals given to projects by municipal agencies
utilizing by-laws drawn from the National Build.ing Code. The code is 
advisory, but serves as model for adoption in all states and municipalities ot 
Ind i a. 

The Technical Section, during its pre-disbursement inspection, reviews 
the construction from the following points of view: (1) structural safety, 
(2) completion of work cited in the certificate from the builder or architect 
and (3) quality of the work. Difficulties in any of these areas must be 
rectified before disbursement is authorized. 
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Responsibility for quality control rests legally on the architect and 
engineer of any given project who must file Supervision Certificates with the 
municipality in \'lhich the project is locdt.ed. In addition. the municipality 
inspects plumbing and electricity hookups IIpon request and inspects foundation 
work to ascertain confonnity with site plan restrictions. The structural 
engineer al so submits calculation sheets to demonstrate the adequacy of the 
structural design. At the completion of a project. Completion Certificates 
are filed by the architect and engineer team. At this point. the municipality 
has a site inspection that leads to an Occupancy Certificate being awarded. 

10. Sources of Funds 

Unt il recently HD FC funded its operati ons th rough long-tenn borrowi ng 
on commercial terms and through two deposit schemes. In r~arch 1984, HDFC 
floated its first bond issue and by the enrl of 1984 it will start a new closed 
system deposit scheme. 

HDFC's current deposit facilities are a Certificate of Deposit Scheme 
(CD) and a Loan-Linked Deposit Scheme (LLD). The LLD scheme is an attempt to 
encourage future homeowners to save regularly for a period of years before the 
purchase of a house. HDFC supplements their savings with a loan of up to four 
times their accumulated savings after a minimum period of three years from the 
date of their first deposit. The maximum amount that can be saved is 
Rs.50,000, exlusive of interest. The current rate on such savings is 9%. 

Tne CD scheme attracts short and 'lledium term (6 months to 5 years) 
deposits from institutions, trusts, cooperatives and co~panies and to a lesser 
extent, ~rom individuals. It is compe:itive in these activities with public 
institutions, especially the commercial banks. The current rate being"ruid 
ranges from 9-l~, depending on the maturity period, with a minimum deposit of 
Rs 2,000. The average cost to HDFC of all deposits as of June 1983 was iO.3~. 

Since significant amounts of funds are available for deposit by chari­
table trusts and cooperative institutions, HDFC has lobbied and obtained 
changes in the various provisions of the Income Tax /Jet and the Indio" Trust 
Act in order to be able to mobilize sur:h funds for housing. Income from 
deposits with I{)FC is exempt from income tax up to Rs 3.000 for such income. 
Deposits are exempt from the Wealth Tax up to Rs 150,000. 

I{)FC plans to commence a contractual savings program starting in July 
with the assistance of the DEG, a German development bank. It will be set up 
as a separate pool or fund. HDFC will contract with an individual to receive 
some specified sum. The individual would have to save 40':, of this and Hould 
then receive a loan for the remaining 6m. The minimum savings period will b~ 
18 months. HDFC \o,ill pay 5% on savings and make loans for 7%. A contractlli.;l 
savings scheme would also be open to companies. This scheme assumes that d-,': 
will be a constant influx of new money from which to make the loan~. ~L.b is 
providing TA on the scheme and may also provide some amount of s~ed money to 
the fund. HOFC will also seek additional ~eed money from its shareholders and 
allot money from its reserves. 
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HDFC long-term loans (up to ten years) have been obtained from the two 
nati ona1 i zed insurance compani eS r the Li fe Insurance Company (LI C) and the 
Ge nera1 In surance Company (G IC) ana from e1 even Commerc i a1 banks. 

~FC al so obtained a one-time term loan from the International Finance 
Corporation in connection with IFC's initial equity investment. It has, of 
course, also obtained' $30 million in loans under the HG Program prior to the 
current proposal. 

HDFC's first bond issue was sold in early 1984 at 12.5". HDFC was 
authorized to issue Rs 100 mill ion of bonds at a par value of Rs 5,000. The 
issue was fully subscr; bed even though HDFC did not use an underwri ter. 
l>1aturities range frum 1992 (8 years) to 1996 (12 years). The marketability of 
this issue was to a large extent the result of HDFC's success in obtaining 
changes in regul ati ons whi ch imp12ment the Indi an Trusts A:t and the Income 
Tax Act and its increasing profita~ility. The effects of thse changes were to 
permit certain pUblic agencies such as port authorities to buy HDFC bonds and 
to increase the after-tax yield of such investments. 
noteworthy that H)FC's issue was the first by any f
\'/i thout a government guaranty. 

It 
inan

is 
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C. OPERATIOtJAL REVI EW AIm ASSESSME:'JT OF HDFC 

From the outset HDFCs operati ,)Os increase dramati cally. The rapi d bui 1d­
up in staff and expansi on of !.'ranch operati on s and resource mobil i zati on 
efforts have enabled HDFC to sustain this increase in its activities. 
Detailed financial and operationd~ statistics are contained in the latest 
balance sheet, and profit and loss statement, appended as Annex 5E, and F. 

1. Portfolio Arlalysis: 

HDFC was established with a basic objective of encouraging individual 
homeownership. The number of individual app1 ications received by HDFC from 
pro sp ecti ve homeowners increased from approximately 1,600 in the fi rst year, 
FY79, to almost 9,000 in FY81 and to almost 18,000 in FY83. Through the first 
three-quarters of the current fiscal year almost 12,000 additional 
applications have been received. HDFC received 55,773 applications for 
individual loans through January 1984. of which almost 44.000 were approved 
loans with another 4,300 still under process. Thus, the approval rate is 
rough1.." 8~. Approvals for group projects totalled 78 through January, 1984. 
Fi fty-five corporate projects had been approved by that date. 

The value of total loans approved grew from Rs 71 million in FY79 to Rs 
314 million in FY81, Rs 440 million in FY82 and reached Rs 726 million in FY 
83. That represents increases ot 4C1.t in FY82 and 65" in FY83. Through 
January of t.hi~ year an additional Rs 528 million had been approved for a 
cumulative total to that point of Rs 2.3 billion ($217 million). This 
represents the financing of nearly 70,000 units by HDFC through January 1984. 
Total disbursements amounted to Rs 1.5 billion ($141.5 million). 
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. In tenns of HDFt's lower-income clientele, 9% of all units financed for 
ind'ividual ownership during FY83 were f(,r households having monthly incomes 
under Rs 1,000. Households whose monthly incomes ranged from Rs 1,000 to Rs 
2,000 represented 42% of the FY83 uni ts financed. The average loan approved 
for individuals in these two categorirs was Rs 20,000 and Rs 29,000, respec­
tively. The percentage of individual borrowers below R~ 1,000/month income on 
a cumulative basis i5·14%, showing a trend toward somewhat higher incomes for 
individual borrowers. These increases are due to inflation in both costs and 
incomes. 

HD FC corporate has acti vi ty reached more 1ower-i ncome househol ds per 
Rupee invested than have the individual loan programs. The average income of 
beneficiaries from this type of finan~ing has been at the Rs 1000/month 
level. I-bwever for FY83 the average income was Rs 1,300, again indicating 
increasing income levels. Through Januar~1 1984,82% of all corporate program 
beneficiaries earned under Rs 1,000/mont.l. Significantly, however, the year 
to date percentage is up to 8~. (A rr.ore detailed treatment of beneficiaries 
is contained in lfinex 6E). 

In tenns of the geographic distribution of HDFC's lending portfolio, 
there has been a deconcentration of activity. HDFC commenced operations in 
1978 with its headquarters in Bombay, a branch in a suburb of Bombay, and 
other branches in calcutta and Madras. This resulted in a concentration of 
loans in the western region of India. W~th the opening of additional branches 
in different parts of the c0untry the cumulative breakdown for all loans by 
vaiue by the end of FY83 was 2~ irl ~hc south, 12% in the north, 5% in the 
east and 54~ in the west. 

2. Financial Analysis 

Operations to Date: During the Fiscal Years 1979-1983, total income 
grew from Rs 3.8 million to Rs 15.1 million, Rs 34.8 million, Rs 84.5 millicn 
and I\s 144.6 million, respectively. In HDFC's first year of operations, as it 
began to build up its portfolio, only 10.5% of its income came from inte~est 
in housing loans with nearly 82% coming from investment income and the rest 
from fees and charges. H:>wever, with HDrr.'s rapid growth in lending activity, 
by FY81, interest on housing loans contributed 63% of total income while 
invest- ment income had been reduced to 19'1,. This shift in the major source 
of income has continued. FY83 interest un housing loans amounted to Rs 104 
million or 72% of total income of Rs 144.6 million. Investment income dropped 
to only 17~ of the total. 

Interest expense totalled Rs 87 million in FY83 and the average cost of 
debt amounted to about 12%. The average return on loans was about 13.5% givil" 
HDFC a positive spread in their loan portfolio of l.f;~. 

(£neral and administrative expensf~s have shown a gradual increase be­
cause of the rapid expansion in new branches and staff, reaching Rs 14.3 
million in FY83. These expenses are conlrletely covered by fees and charge~ 

(amounting to Rs 15 mill ion in FY83) HDF: appl i.es to its processing of loan 
applications. 
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Profit after taxes has increased steadily from a modest Rs 600,000 in 
the first year of operations to Rs 10.7 million in FY81 and Rs 28.9 million in 
FY83. Di vi dends were not di stri buted in the fi rst two years of operati ons but 
KJF'C declared its first dividend of 5% of par value in FYS1. This was 
followed by dividends of 7.5% in FY82 and 10% in FY83. Dec1aration of these 
di vi dends is importaF}t to ~FC as it seek s to demonstrate ; ts financial 
vi abil ity to potential investors and depositors. HDFC's stock trades on the 
Bombay Stocl< exchange at sl i ghtly below its issue price. The most recent 
dividend of 10%, represents a l"ate of return of 11% on current value • 

. Mobilization of Resources: Certificates of Deposit represent HDFC's 
largest source of funds. Funds from this source re~ched Rs 666 million at the 
end of FY83 and rose further to Rs 873 million ($82.4 million) by December 31, 
1983. 

The Loan-Linked Deposit Scheme had attracted only Rs 4.7 million 
through FY 1982-83 and by the end of December- the figure stood at only Rs.6.3 
million. This relatively poor performance is due to less competitive rates of 
interest coupled with a lack speciel incentives for investment (HDFC borrowers 
need not to be depositers in order to secure a mortgage loan). 

As a long-term lender, HDF~ is interested in stretching out the averege 
maturi ty of its 1i abi 1i ti es. To th is end it must increase its long-term 
borrowing. 

As o'f December 31, 1983, after 5 1/2 years of operati on, term debt 
stood at Rs 583 million ($55 million) at December 31, 1983. Of this, $20 
mi 11 i on was HG fundi n9. At the end of FY81, term debt represented 34% of 
total debt; thi s increased to 37% at the end of FY83 and to 40~ by De~mber 
31. HDFC's first bond issue in t~arch 1984 represents a major step forward in 
HJFC·s long term resource mobilization efforts. SUbsequent bonds issues, \'/hen 
coupled with the new HG, will provid~ a solid long-term basis for HDFC·s debt. 

Projections for the Future: HDFC makes financial forecasts for a 
three-year period, based on projections of loan approvals, disbursements and 
repayments. Projections for FY84-86 are contained in Table 1 which shows that 
loan approvals are expected to grow by 44.6%, 36.2% and 29.3~ in FYs 84, 85 
and 86 respectively. This appears to be realistic given HDFC·s past and 
yea r-to-d ate performance. Repayment proj ecti ons are based on the val ue of 
loans outstanding and the repayment terms. Disbursements are assumed to 
remain a constant function of the value of loan approvals. Year-to-date 
figures indicate that the disburs.?ment assumption may be too low. In the 
first nine months of FY 84 (July-t~arrh) the rate of increase for disbursements 
was 51%. 
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Tabl e 1
 
PROJECTED CASH FLOW STATEMENT
 

(~il1 ion of Rupees)_ 

1982-83 1983-84 1984-85 1985-86 

( AI: tUJl) 

Sources 

Profit after interest and tax 28.9 36.6 46.8 59.5 
Add: ~n-cash charges .2 •1 .2 .2 

29. 1 36.7 47.0 59.7 

Net increase in deposits 272.0 300.0 300.0 400.0 
Increase in term loans/bonds 235.0 400.0 700.0 900.0 
Repayment of principal 57.0 93.2 151.6 236.4 
Others .2 

TOT AL: 593. 1 829.9 1,198.8 1,596.1 

USES 

Loan disbursements 478.4 750.0 1, 150.0 1,540.0 
i~t 10crease in fixed assets .4 10.0 7.5 7.5 
Decrease in term loans . 3.5 24.3 4.2 8.4 
t~t increase in investments 2.2 10.0 10.0 10.0 
Dividend 10.0 12.0 14.0 15.0 

494.fi 806.3 1,185.7 ',580.9 

ItJCREASE/(DECREASE) in 
NET CU RRENT AS SETS 98. b 23.6 13.1 15.2 

Opening NCA balance 84.8 183.4 207.0 220. 1 
Closing NCAbalance 183.4 207.0 220.1 235.3 

ASSUWT IONS FOR THE PROJECTED CASH FLOW STATEMENT 

(Mi11ion of Rupees) 

Years Sanctions Disbursement Repayments 

1982-83 725.9 478.4
 
1983-84 1 ,050.0 750.0 93.2
 
1984-85 1,430.0 1 ,15 O. 0 151.6
 
1985-86 1,850.0 1 ,540.0 236.4
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With regard to the mobilization of reSOUt'Ces, HDFC attempts to do 
detail ed pl anni ng one year into the future and to make assumpti ons based on 
continuing
projections 

sources for· the 
for the upcoming 

remaining t\~O years. Table 2 
fiscal year i.e. 1984-85 with 

contains HDFC 
regard to net 

resource mobilization. 

Tab1 e 2 
(R5 in millions) 

Deposits '300 

Long-tenn debt 
Commerc i al banks 200 
Bonds 200 
Life Insurance Corpo;ation/ 
(£nera1 Insurance Corp')rat ion 100 
Housing Guaranty 200 

Repayments 150 

1,150 

These projecti ons a re based on the foll owi ng: Lendi ng by conmerci a1 
banks to HDFt has already been approved by the Reserve Bank of India at Rs.200 
million for FY84 and should continue at no less thail this level in FY85. 
Recent discussions with the insurance companies indicate Rs 100 million is 
forthcoming. This year's response to the HDFC bond issue i'ldicates that HDFC 
could double this next year. With regard tc deposits, HDFC projections called 
for total deposits to be Rs 1 bil',ion by June 30, 1984. This figure was ectu­
ally reached in t·1arch. It represel"lts a net increase over the enci of FY 83 
figure of Rs 334 million. Thus. the projected net increase in deposits of 
Rs.300 million for F~5 appears cClrlservative. 

In fact, rIDFC intends to concentrate its efforts on increasing indivi­
dual deposits in FY85 to supplement its corporate and trust deposits. It will 
do this by employing a large number of agents to sell CDs on a commission basis 
to obtain a much wider coverage tha.n it has heretofore. To this can be added 
increased efforts on the Loan Linked Deposit Scheme and the initiative of the 
Gennan Contract Sa vi n.:"lS Scheme. 

Roundi ng out the pi cture wi11 be the $20 mi 11 ion in HG resources. Thi s 
represents sl i ghtly over 17% of t~e total resources rIDFC expects to raise in 
1984-85 and 2Ef:, of its tenn-debt resources. The HG is not dominant but does 
provide the capacity to HDFC to continue its rapid expansion. 

3. Assessment of Operations 

Mon i tori ng of HDFC I 5 perf onn3nce is done by the RHUDO through regul ar 
visits from BangkOK. With regard to formal evaluation, two finanrial analyses 
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have been done. The fi rst was done in November 1982 by a say; ngs and loan 
executi ve under the auspi ces of the Nati onal Savi ngs and Loan League. The 
second, a Financial and Mortgage Portfolio Analysis, was done in September 
1983 by an analyst from the Federal !-bme Loan Bank Board. Both gave HDFt high 
marks and nei ther i dentifi ed any s i gni fi cant probl em areas. Both noted that 
al though the number of I{)FC borrowers who are low-income has increased 
steadily, the percentage of all borrowers who full below AID's median income 
standard has declined. To a great extent, of course, this is attributable to 
the fact that the income standard had not been increased instep wi th ; ncome 
inflation in India. ~vertheless, it i1rgues for continuing pressure on HDFC 
to develop new facilities and projects which will reach low-income households. 

On the technical side, a consultant from PADCO prepared an evaluation 
of HDFCls projects and operations in August 1982. This report confinned that 
HDFC·s technical operations were sound. 

In addition to AIDls evaluations, the IFC conducts regular annual 
supervisory visits to HDFC in connection with its equity investment and loan. 
These reports have been consistently favorable. They have noted, however, 
that I-DFC n,:eds to make a number of management changes and to review its 
interest r~te policies in order to increase efficiency and profitability. 

AID, IFC and illFC have all made ~rojections of HDFt: financial perfor­
mance. HDFC has substantially met or exceeded all of these forecasts, demon­
strating their ability to achieve corporate targets. 

4. Problem Areas and Management Response 

The 1981 Project Paper cited sev£--ral improvements which needed to be 
made in HDFC operations. It noted that the projected growth in lending 
activities, branching and staffing would require HDFC to rationalize its 
organization and fonnalize its policy and procedural guidelines. The IFC had 
identified similar needs. M additional problem cited was that loan approvals 
were r"unning ahead of the resources being raised. That is, HDFC was issuing 
COr.1- mitments \'t'hich exceeded obligated resources. Thus, special attention had 
to be focussed on the problem of resources mobilization. Other management 
needs, noted in connection with the Phase II authorization, were 
decentralization of authority to the branches and the development of a 
formalized training program for HDFCls rapidly expanding staff. Finally, both 
pp1s argue for increasing attention by HDFC to lower-income borrowers but 
recognized that HDFC must remain profitabin. 

HDFC has made substantial strides in all of these areas. A revised 
organizational structure is in place which addresses most of the q 

weaknesses. The credi t, techni cal and 1egal functi ons have been consol i d 
in an Operations ~partment. A Finance and Planning Department h~ 
created. A Resource Mobilization Department and a Human Resources Department 
is being established. 
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The latter will estabish at the department level the responsibility for 
all personnel and administration. Through the initial AID grant of $100,000, 
HDFC has undertaken to set up a fonna1 staff training program. The first 
formal \'/orkshop was held in February-March 1984. A system for recruitment 
based on proj ecti on of future needs is being establ i shed. HDFC will take on 
eight management trai~ees this year. 

On branch operations, proyress is slower and delegation is proceeding 
on a phased bas is. I-DFC is imp1 -:menti ng a "profi t center" approach whereby 
each branch will be responsible for raising resources sufficient to cover its 
operati ng expense s. Increased branch ~1Jt.hori ty wi 11 be based on indivi dua1 
branch perfonnance. TIle concept cr setti i'lg up regional centers for branch 
operations is being explored. 

For the first time. HDfC:s mobi1izatiun of resources has begun to come 
abreast of its lerdi~g approvals. This has been accomplished in a variety of 
ways including increased term 1endin~,from the commercial banks, increased use 
of certificates of deposit and the floating of its first bond issue. 

With regard to low-income lending, the results are encouraging. HDFC 
has adopted a low income policy and developed an action plan which is to be 
updated annually. HDFC continues to seek ways in which it can be more 
responsive to low-income families, particularly those who may never have had 
access to formal housing finance. 

The most interesting effort in this regard is an experimental program 
with a voluntary agency in a rural area of ~jarat State. Here HDFC is 
lending at a slightly subsidized rate to about 400 families whose incomes are 
as low as Rs. 10 per day for housing constructed from impennanent and sa1~aged 

mater; al s. People are encouraged ':0 save a small amount each day and deposit 
it in a local bank once a month for remittance to HDFC. The security for 
loans on such houses is low, col' ecti ons a re cumbersome and credi t appra i sal 
;s difficult, S(J the risk and cost to HDFC is obviously greater than nonnal. 
However, it is a useful test of the extent to which HDFC can extend its 
financing facilities to households who currently rely exclusively on the 
informal sector. 

HDFC, through HDFC Developers, is exploring the possibility of a joint 
venture with a Charitable trust on the trust's land to develop a large-scale 
project of 10w-incor.Je housing. The project will also include upgrading the 
housing and related infrastructure of squatters already living on a portion of 
the land. 

HDFC has recently been appl'oached by and is considering working with 
the tbusing and Urban Development Corporation (HUDCO) to develop a ;Jroject 
serving low-income families for the United tJation's Year of the Homeless in 
1987. 

These examples demonstrate HDFC I S commi tment to seek innovati ve 
approaches to expand its services t? lower-income "families. 
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5. Special Achievements 

Among the factors contri buting to HDFC' s success has been the abil i ty 
to obtain important concessions from the government. In an economy such as 
India's where the government plays a large role, particulnrly in the financial 
sector, it is crucial for a private sector institution such as HDFC to be able 
to create a favorable legal and policy environment for itself. Most 
noteworthy among such achievements by HDFC have been the following: 

(l) Being given trustee status~ thereby permitting charitable and 
other trusts to deposit money with HDFC. 

(2) Amendment.s to the income tax 1aw to exempt trusts from taxation 
on interest earnings on HOFC deposits. 

(3) Obtaining from the Reserve Bdnk of India an HDFC allocation for a 
portion of the commercial banks' lencing which must go for housing. 

(4) Obtaining permission under the Companies Act to advertise for 
deposits. 

(5) Obtaining approval from the i~;nistry of Finance for a bond issue, 
the first such issue by a private financial institution without a government 
guaranty. 

6. Co nc 1. us ions 

HDFC has expanded as a private instituion into a sector where 
government institutions playa dominant role. It has done this succe~srul1y 
by expanding rapidly. operating at market rates and earning a reasonable 
profit. It has reached low-income families through on even-handed approach 
and some imaginative schemes. 

In the larger context. HDFC is contributing to the broader expansion of 
capital markets as a private sector intermediary. transfonning savings into 
long-term investments in housing, issui1g its stoclc in the Bombay Stock 
exchange and, most recently. successfully issuing its bonds without guaranty. 

AID can take some of th~ credit for this success as a result of it 
capital contributions and its technical assistance to strengthen .-IDFC's 
management and staff capabilities. f!s HDFC moves into its next phase of ex­
pansion by increasing its lending operations and opening new branches it will 
become increasingly more national in scope. HDFC's intent is to continue 
efforts to broaden its appea 1 to 1ower-i ncome househol ds through both new 
deposit schemes such as the contract si:1\1ings plan and through lending (( .. 
activities such as rural housing program and large-scale, low-eost projfrt 

For the next several years additional inputs of HG resources can help
speed this process while giving AID sufficient access to HDFC's policy devel­
opment process to insure that the corporati on conti nues its efforts to serve 
lower~ncome households. 
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D. SOCIAL ANALYSIS SUMMARY
 

The Soci al Soundness Analysi s whi ch provides background on the socio­
cultural context and social analysis of the program is included IS Annex 6E. 
SUninarized here are findings relevant to beneficiaries and ""omen in develop­
ment, issues raised in the PID approval cable. 

1. HDFC Beneficiaries 

AID has recently undertaker. studies of the beneficiaries of both HDFC·s 
individual and corporate housing programs. In the study of individual 
borrowers, only HG-eligib1e house.holds were included while in the corporate 
housing research, the general features of all beneficiaries of the programs of 
four employers were examined. 

The i ndivi dual borrO\'1er ana1ysi s showed that roughly 18% of HDFC I S 
approvals for individual borrowers during 1983 were given to households with 
incomes below the median. The typical low-income borrower was male or a male 
with a male co-borrower (82%) and came from a household with a monthly income 
between Rs 801 and Rs 1,200. Fourty·four percent of HDFC·s low-income clients 
had monthly incomes between Rs 1,001 and Rs 1,200,40% were between Rs 801 and 
Rs 1,000 and 16% had incomes 1e!:s than Rs 801. These fi gures i ndi cate the 
considerable success HDFC has had in reaching households across a wide rang~ 
of incomes and the depth of the eff~ctive demand for housing in urban India. 

A large proportion (78%) of low-income borrowers purchased units valued 
at less than Rs 1,500 M2 ($13/sq.ft)' of floor area. Higher costs in cities 
such as Bombay and Dadar are largely attributabl e to site costs. Two-thirds 
of the units were no larger than SO M2. Thus, the value of most o~ the 
units purchased by these households was less than Rs 75,000. 

Fourty-six percent of lO\'1-incume borrowers devoted 26 to 30% of their 
household incomes to the amortiza::ion of their loans. An equal number paid 
between 21 and ~5%. The balance paid less than 21%. The relatively high 
proportions of income which borrowers are budgeting for housing indicates both 
their great need for housing and HDFC's confidence in the creditworthiness of 
their low-income clients. This last conclusion was confirmed by an analysis
done by the Federal ~me Loan Bank Board in September, 1983 which showed that 
the del inquency rate on HDFC's loans was very low and that there was no 
significant correlation between income level sand HDFC loan rejections nor 
between income levels and de1inquences. 

In the survey of corporate housing projects (see Annex 6G) a somewhat 
different picture emerges, partly ~s a consequence of the different approaches 
taken in the two studies. Eight~t-three percent of the workers studied \fere 
between 22 and 30 years old and 85% were married. The weighted average house­
hold size was 3.25 persons as compared with 5.2 persons per household for all 
of India. Fourty-seven percent had dependents who resided in their community 
of origin rather than with the borrower. This may help explain whY only 20% 
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of the surveyed employees indicated an interest in purchasing an 
employer-provided unit. With respect to one of the employers (a plantation), 
however, a better explanation is that since the law requires that all 
employees be provided housing for free, there could be little incentive to 
pun:hase. Units provided by the four employers studied were almost always 
smaller than 30 M2. Two of the employers provided rent allowances to 
employees who did not receive employer-~rovided housing, but those employees 
were frequently di sadvantaged by lony commute requirements because housing 
close to their jobs was frequently unavailable. r~oreover, sewage, water and 
electrical service to employer - provided units tended to make them much more 
attractive as dwell i ngs. In addition to housi ng benefits, three-fourths of 
the employees surveyed received salary increases of at least 20t as an 
additional inducement to relocation, indicating the bargaining power of 
employees willing to relocate even in Ind~a's job-poor economY. 

In summary, the studies of HDFC beleficiaries undertaken in conjunction 
with this Project Paper support the following conclusions: 

(a) HJFC experience has demonstrated that many lower-income house­
holds can afford unsubsidized housing financed by the private sector; 

(b) HDFC has been able to consistently increase the number of lower­
income households served by its loan programs; 

(c) Possible problems with empinyer-provided housing such as those 
cissoc)ilted with "company towns" in the U.s. have not materialized. 

2. Impact on Women 

HDFe is committed to equal oppo·~tunity in terms of its lending anc 
employment practices. Women particip~te in HDFC programs in a vadety of 
ways. HDFC considers a spouse's income as part of household income wher, 
determining the loan amount. The wife, in a number of cases, is co-borrower 
and her income plays an important role in determining loan amount. In other 
situations women are the primary or the only borrower. Women also occupy key 
HD Fe pos i ti ons. 

In summary, women face no formal barriers in either the loan applica­
tion procedures or in the employment pract~ces of HDFC. 

E. PROGRAM FINANCIAL ANALYSIS 

One of the central objectives of this project is to stimulate the expan­
sion of the formal private housing finance sector in which HDFC is current' 
the only speciel ized actor. It is accordingly necessary to consider the 1,· 
of effective demand for HDFC's financing facilities among households Ilt a 
range of income levels. In view of AID's statutory confinement to households 
with incomes below the median, the feasibility of AID participation will 
depend upon the depth of effective demand given present market conditions. 
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The approved PID descri bes the methodology employed to estab1 ish medi an 
household income levels for Bombay (Rs 1,778) and all other urban areas 
(RS.1,403). Assuming that a household at the 1983 Bombay median can afford to 
spend 30% of its gross income on amortization, such a household borrowing at a 
fixed rate of 13% for a tenn of 13 years (typical of HDFC loans) could afford 
a loan of roughly Rs 40,000. In othEr urban areas the comparable amount would 
be Rs 32,000. 

The propensity of households in India to devote a high percentage of 
househo1 d incomes to savi ngs (appr·)ximate1y 25t) means that a potenti a1 home 
purchaser is 1ike1y to bring a considerable cash resource to such 
transactions. While there is no conclusive statistical basis for an 
assumption that low-income households save at the same rate as others, there 
is unanimous anecdotal evidence that all but the poorest families mRke great 
consumption sacri fices in order to accumulate savings. These savings are 
frequently he1 d in the form of per~onal property such as jewel ry rather than 
cash. It is not surprising, then, that studies of households in several 
Indian cities indicate that, on tht.! average, more than half of household 
investment for housing came f, ,-'m personal assets*. Other sources are a1 so 
frequently available, inc1udin~ unsecured loans from family and friends, 
providE:nt funds and borrowings From indigenous money-lenders. Thus, the 
typical HDFC client can be expected to borrow less than half the purchase 
price of his/her home. Assuming 40% fonnal sector financing, .3 income to 
payments ratio. 13 year loan terms and 13% interest, Table 3 shows 
hypothetical purchase prices for households at 60. 80, and lOOt of the median 
income level for Bombay and other urb~n areas. 

TABLE 3 

Affordable PUI'chase Price for M~dian and Below-Median Income Housholds: 

80% of 60% of 
Median Median Median 

Bombay P.s 100,000 Rs 80.000 Rs 60.000 

Other Urban Rs 79,000 Rs 63,000 Rs 48.000 

Whether these expenditure capac', ties are adequate to create effective 
demand by lower-income households is, of course. a question of prevailing 
house prices. As has been noted in the Social Analysis. most lower-income 
HDFC borrowers pay 1ess than Rs "75,000 for their homes. At the prevail ing 
rate of Rs.1500 M2, including site costs, this amount would, on the average, 
produce a 50 M2 (540 square footl unit. At 40 square meters. the purchase 
price would be on the order of Rs 60.000 which would be affordable at 60t of 
the Bombay median and 80t of the other urban median. 
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While these generalized calculations do not describe the reality of 
particular projects on particular sites or actual households, they do help to 
explain what is shown forcefully by HDFC ' :; actual experience which is that it 
is feasible from a financial and a market standpoint for HDFC to make 
unsubsidized loans to lower-income households without ignoring either profit 
or prudence. 

F. PROGRAM ECONor~I C ANALYSIS 

An analysis of the proposed projec~ from the standpoint of economic effi ­
ciency must consider whether it is the most cost-effective means of achieving 
the projectls proposed goals. If so, a second consideration should be whether 
the repayment burden incurred as a consequence of the proposed loan guaranty 
will be manageable from the standpoint of the Indian guarantor and the economy 
as a whole. 

With respect to the first of these issues, the initial question should be 
what other approaches might achieve the s-ame goals. /{nong the options is to 
have no HG program in India, on the th~ory that the unassisted development of 
the housing sector will produce most of the benefits anticipated from a HG 
investment. Al though the competence with whi ch the managers of HDFC execute 
their responsibilities makes this option something more than a straw man, the 
history of AlDis relationship with that organization make it untenable for a 
couple of reasons. 

In the fi rst pl ace, HDFC owes its sharehol ders the duty to earn the 
highest returns consistent with reasonable levels of risk. There is 
acordingly a fair amount of pressure on r,lanagement to minimize the extent to 
which their portfolio becomes socially oi';ented. AID participation in ~FCIS 
resource pool and its provision of techlical assistance provide a business 
rationale for programs targetted to lc.wer-income households. At some point, 
of course, HDFC will have a sufficient operating hi:;tory with a variety of 
financi ng facil iti es to be abl e to demonstrate the profitabil ity of servi ng 
that market segment. AID support may then be 1ess important from a pol icy 
perspective. 

Secondly, projected HDFC resources, exclusive of HG loans, will not be 
adequate to allow the rate of expansiJr, warranted by projected level s of 
demand. Thus, disapproval of the projPct proposed here would reduce the 
number of units to be financed in FY84-85 by about 8,000 and the amount of 
other capital leveraged by roughly ~50 million. This assumes .40 
loan-to-value ratios (consistent with HDFC experience) and that AID's 
contribution could not be obtained frtJm other sources which would otherwisp 
not be invested in housing. 

Lall, V1nay D. Some Asyects of Economics of Housing in India. The Ti mes* 
Research Foundation, 19~. pp 74-76. 
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Put generally, then, the no-pr~ject option is not desirable because it is 
not possible to achieve any significant portion of the purposes of the program 
without some kind of housing sector investment. A more substantial question 
is whether the option proposed here of a HG loan to HDFC is the most efficient 
vehicle for achieving AID aims in India. Three other possibilities are worth 
considering: 

(1 ) Guarantee of loans to HUDCO. 

It is difficult to compare HUDeO efficiencies with those of HDFC 
because HUDCO does not provide housing finance directly to housing consumers 
and because it makes no attempt ~o operate market rate programs designed to 
make a profit from the satisfaction of effective demand. Because HUDCO 
capital is provided at subsidi;..,ed rates, there is much less than full 
recapture and recycling of loaneci funds. Therefore, continuous subsidized 
capital inputs are required to keep HUDCO operational. It would, of course, 
be possibl e to use HUDCO as the administrative entity for a market rate 
program similar to HDFC's or to allow them to blend AID capital with th~ir 
other sources in order to expand their lendable resources. However, HUDCO 
does not currently have the administrative capacity to operate a retail 
lending program and its program operating agents (mostly state housing boards) 
have been sompwhat disappointing in their efforts to administer HUDeO 
programs. t~oreover, providi ng furds to HUDCO woul d do nothi ng to strengthen 
the private housing finance sector or to create a constituency for 
rationalization of the housing market. 

(2) Guarantee of loans to LIC. 

The Life Insurance Corporation of India has several programs th'rough 
which it provides direct loans to policy holders and employees from more than 
800 branches throughout India. One scheme, which is generdlly comparable to 
HDFC's individual loan programs is UC's IIOwn-Your-l1:>me ll (OYH) program. In FY 
83, LIC approved 1,215 OYH loans in the total principle amount of Rs.61.3 
million. The average loan was appro,~imately Rs 50,500. In a similar scheme 
for its own employees, LIC's avert.ge loan was Rs 60,000. This compares with 
the /-DFC average of Rs 40,000. ThlJ s. in terms of housi ng uni ts produced per 
Rupee loaned, HDFC is about 25'.t more efficient than LIC's best efforts in 
similar programs. Because LIC's lending criteria (13% interest, 15 year 
terms, .70 loan-to-value ratio) are no less stringent than those of HDFC, the 
average loan comparison also indicates that LIC i.s serving higher income 
borrowers than HDFC since a Rs 50 - 60,000 loan obviously requires a much 
greater amortization capacity than a Rs 40,000 loan. In addition, LIC is a 
nationalized company so that it stands in no better place than HUDCO in terms 
of the objective of strengthening Ue private house finance community. 

(3) Guarantee of loans to one or more apex housing cooperatives. 

The possibility of using one or more cooperatives as borro~/ers in an 
Ind i a HG program has somewhat mor~ appeal than the LIC and HUDCO opti ons. 
Although apex cooperatives vary gr1atly in their levels of activity, the most 
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productive societies are competitive with HDFC in their use of capital. For 
examp1 e, the average loan of the Gujurc t State Cooperative J-busi ng Finance 
Society (the biggest of the apex societies) is about Rs 25,000, or Rs 15,000 
less than HDFC. In addition, the c1ie'1ts of cooperatives appear, on the 
whole, to have lower incomes than YDFC. Unfortunately, however, serious 
problems in loan collections, as evidenced by delinquency rates over 25~ in 
the largest apex societies, along with 0ther management weaknesses, mean that 
any AID involvement with these organizatons ought to be preceded by a good 
dea 1 of ana1ysi s of what is needed to permi t AID to guarantee loans to them 
within ordinary standards of prudence. It is likely that technical assistance 
would be required in advance to any agreement on an HG program. Thus, 
although, cooperatives could conceivably rrove to be as economically ~fficient 

as HDFC, their management problems currently prec1 ude such a judgement, but 
argue for serious attention to an evaluation of them as potential borrowers 
following a 
assistance. 

period of management d~ve1opment encouraged by technical 

The 
analysis in 
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$20 million HG 

service c
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to India's debt situ3tion if a GOI institution is the effective borrower. The 
interest charge will be less than for funds it would otherwise borrc,w from 
commercial sources in the coming year. The underlying premise in makhg such 
a guarantee is that India will continu~ to show discipline in borrowing from 
international capital markets and coincidentally continue to maintain its 
excellent credit rating. 
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IV. PROGRAM IMPLEMENTATION, MONITORING AND EVALUATION 

A. BORROWING PROCEDURES 

HDFC will be the implementing institution and borrower of record for the 
HG loan. A government-owned bank will guaranty the borrowings. Detailed pro­
cedures have yet to be determined. One option is that HDFC will be the bor­
rower of record in the U.S. and that the dollars will be converted to Rupees 
by the Reserve Bank of Indi a. The Bank will guaranty the avail abi 11 ty of 
dollars for repayment and HDFC will obtain a guaranty of the loan in favor of 
AID from one of the government-owned commercial banks. 

Prior to seeking a U.S. lender' HDFC will submit to AID a written proposal 
which includes the India entities and their roles in the borrowing process. 
AIDls agreement shall be forwarded in writing to HDFC prior to entering the 
U.S. capital market for a HG borrowing. 

B. PROJECT PLANNING, APPROVALS AND DISBURSEMENT 

HDFC, using its normal lending procedures, will approve and disburse loans 
to individual s, associations of individual s, and corporate bodies for the 
purchase of housing. HDFC will process all applications in accordance with 
established procedures. 

Once applications have been 8pproved, it may seek reimbursement from HG 
sources for loans to those borrowers whose household incomes do not exceed the 
urban medi an. 

Loans disbursed by HDFC after May 1, 1984 to individuals in the target 
group may be eligible for reimbursement under HG-002. 

AID, through its Regional HousinJ and Urban Development Office (RHUDO) in 
Bangkok, will identify those port:ons of HDFC-approved "corporate loans" for 
worker housing which may be con5idered e1 igib1e for HG reimbursement. That 
portion of any corporate loan eligible for the HG program will be cDrl1puted by 
mul ti p1yi ng the number of un: ts constructed for bel ow-medi an-i ncome 
households, times unit costs, t)mes the HDFC loan-to-cost ratio for that 
project (usually around 5at). In anyone project, of course, the HG amount 
will represent only a portion of the total project investment, which often 
includes funds for an array of community facilities as well as non-eligible 
units. Corporate loans approved b~v AID as eligible for disbursement under 
HG-OOl but not disbursed under HG-DOl will be eligible for HG-D02 
reimbursement. However a11 s:.Jch reimbursements will be subject tf) ~he 1imit 
that not more than 44% of HG-D02 proceeds can be used to finance such 
employer-provided housing. 

In addition, RHUDO will app:'ove loans sanctioned by HDFC through its 
individual group, line of credit or corporate, or other programs which will be 
eligible for disbursement as special low income initiatives which demonstrate 
efforts to serve progressively lower income groups. At least 15t of any HG 
disbursement must be for loans made as AID approved special initiatives. 
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For both special initiatives and cor-pQrate projects, Project Implementa­
tion Letters shall define the name of the sUb-project and amount of the loan 
eligible for HG refinancing. Projects pr'Jposed 1n HDFC's Low-Income Action 
Plan will be eligible under the special initiatives category by virture of 
AID's approval of the Pl an. 

The planning and approval of projects will be done in contemplation of the 
stated objective of I{)FC to provide "10ng term finance to middle and lower ­
income individuals, associations of individuals ..• for housing in India. and 
to promote home ownership". AID's Office of /-busing and Urban Development has 
had a continuing dialogue with HDFC with the aim of encouraging a more active 
pursuit of lower-income borrowers. Continued active pursuit and updating of 
HDFC's Low-Income Action Plan will help t=> insure that the planning and ap­
proval of projects is guided by policies ~hich, within the limits of prudence, 
encourage attention to the shelter needs 04= the target population. 

HJFC fi 1es and reports will provi de evi dence of the el i gibil i ty of bene­
ficiaries. In addition AID will conduct periodic surveys of HDFC disburse­
ments to individual s in the target gl'oup. RHUDO/Bangkok will monitor the 
project. 

Borrowing and disbursement of the first tranche of $20 million is pro­
jected for the second quarter of 1985. 

C. COtJDITIONS AND COVENANTS 

fol
The Conditions 

l owi ng: 
Precedent for the initial $20 million HG will be the 

1. Condition Precedent: Prior to seeking a U. S. investor, for any amount 
pursuant to the Project AJthorization, HDFC shall adopt, in a form 
satisfactory to AID, an updated Low-income Action Plan which shall describe in 
detail its plans, including, where practicable, measurable objectives and 
timetables, for increasing the extent to which it provides benefits to 
lower-income households. 

The reason for thi s condi ti on is to insure that in addi ti on to con­
forming ::0 the requirement that all HG beneficiary households have income 
below the median, HDFC will look more generally at what it can do to provide 
housing to an increasingly lower-income clientele. 

2. Condition Precedent: Prior to seeking a U.S., investor for any amounts 
pursuant to the Project ,~thorization, HDFC shall permit and assist AID or its 
agents to conduct a study using HDFC files, reports or other informaticrI 
available from HJFC to determine the current percentage of HDFC resouru·: 
which are disbursed to households having incomes below the median urh,jn ;11':'Jlil: 

level s prescribed by AID and to determi~e the current percentugr; vi HDFC's 
clients comprised by such households. 

The reason for this condition is to detennine the extent to which 
actual current I{)FC disbursements ,"S opposed to loan approval s, are 
benefitting HG eligible households. 
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3. Condition Precedent: Prior to ~;eeking a U.S. Investor for any funds 
pursuant to this Project Authorization. AID and HDFC shall agree in writing to 
the process by which loan funds g~aranteed pursuant hereto shall be guaranteed 
and di sbursed to HDFC. That agreE:ment shall specify to the satisfaction of 
both parties hereto at least the f )llowing: 

(a) The allocation of foreign exchange risk; 

(b) The entity other than AID that will guaranty payment of the' loans; 

(c) The borrower of record and any enti ti es havi ng authority to 
receive. hold. use or' disburse the proceeds of AID guaranteed 
loan s. 

4. Condition Precedent: Priot' to disbursement of any amounts pursuant to 
this Project AUthorization. HDFC shall demonstrate to the satisfaction of AID 
that no more than 44% of all amounts actually disbursed shall be app'lied to 
loans designated as IIcorporate loals ll \'/hich do not result in individual owner­
shi p. 

Th2 reason for this condition is to implement the direction provided in 
the PID guidance cable (klnex 1). 

5. Condi ti on Precedent: Pri or to di sbursement of any amounts pursuant to 
thi s Project J\lthorization, HDFC sha',l demonstrate to the satisfaction of AID 
tnat no less than 15% of the HG lOln amounts to be disbursed shall be applied 
to special low income initiatives agreed to in writing by AID and designed to 
reach progressively lower-income b~rrowers. 

The reason for thi s condi ti on is to insure continui ng efforts on the 
part of HDFC to develop new programs and financing facilities which will 
benefit households having the lowest incomes practicable. consistent with 
1ending prudence and a fair return to HDFC. 

In addi ti on a covenant wi 11 b:~ i ncl uded in the Impl ementati on Agreement 
which will require HDFC to obtain. from each corporation for which it will 
seek HG loan reimbursement. a stfl.ternent of the corporation's housing policy 
and terms and conditions under which workers receive housing. This covenant 
is included so that AID may have a clearer understanding of the variety of 
private corporate policies presently in effect and to insure that there are no 
undue burdens 01' restaints placed nn workers who receive the housing. 

D. AID MANAGEMENT 

Management and administration of this project will be the responsibility 
of RHUDO/Bangkok and will be accomplished through periodic visits to Bombay.
Delhi and selected project sites. RHUDO will. in effect. serve as USAID/ 
Delhi's housing expert by providing ':>riefings to the Mission on the progress 
of the project and seeking policy 3uidance from the Mission. The Mission will 
designate one person as the contact for this project who. where desired. may 
accompany RHUDO staff for field review of i:he project at HDFC offices and 
project sites. The proposed reside;"Jt advisor wil 1 be responsible to the RHUDOr 
work plans and priorities will be mutually agreed upon by RHUDO and USAID. 
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Surrmission of all pl ans, documents and correspondence will be directly 
from HDFC to the RHUDO. However, copies of all correspondence will be sent to 
the Mi ssion. All program management and administrative actions will be the 
responsibility of RHUDO. However, the Mission will make all policy decisions, 
fol lowing consideration of the recommendations of RHUDO. 

E. PROGRAM MONITORING AND EVALUATION 

The HDFC management reporting system is based upon a monthly operations 
report whi ch di spl ays essenti a1 characteri sti cs of its borrowers and loans, 
including mean loan amounts, status of applications received, loan approvals 
and disbursements by region, distribution of borrowers by income group, size 
uf shelter units approved and other factors. In addition, HDFC will make such 
infonnation available with respect to th2 class of its borrowers who ar'e HG 
beneficiaries. RHUDO will visit Bombay, Delhi, and project sites to review 
program progress, and will prepare trip reports with copies to USAID/Delhi. 

RHUDO and HDFC will prepare a detaill1d monitoring plan which will include 
the dates of visits to India, places ~f visit, and the general nature of the 
monitoring to be accomplished du~ing these visits. Information copies will be 
provided to USAID/De1hi. The project will not require site visits by the 
Mission's engineer. 

Program evaluation will take p1 ace on a periodic basis. The first pronram 
evaluation will take place one year following the signing of the Implementation 
Agreement. RHUDO will be responsible f0r this evaluation. However, it \'n11 
be conducted jointly with HDFC, whichwi1~ provide necessary staff support und 
infonnation. This evaluation will concentrate primarily upon: 

1.	 Progress towards the objectives in the Logical Framework. 

2.	 Major accomplishments of the proglam and assessment of implementaion of 
HDFC's Low-Income Policy and Action Plan. 

3.	 Major probl ems in the program and correcti ve acti ons to be taken by 
I-{)FC and RHUDe. 

4.	 Recommendations and/or expectations for the next year. 

F. AUTHORIZATION IN PHASES 

This $60 million program will be a Jthorized in three phases. $20 million 
will be authorized in 1984 following approval of this project paper. Prior to 
recommending subsequent tranches for authorization an evaluation of the progriJm 
to date and a Program Memorandum will be prepared. 

G. NEOOT IATING STATUS 

Pursuant to approval of this Project Paper, AID will authorize a $20 
mill ion HG loan and send a Letter of Advice to HDFC. Upon receipt of the 
letter and after all Conditions Precedent have been met, HDFC will seer. 



- 51 ­

guidance from its guarantor and investment advisor on the best time to enter 
the capi ta1 market. HJFC will keep the Offi ce of ~usi ng i nfonned of every
development and the timing of its borroh'i ng. The Office of Housing will 
fac111tate the process. to the extent pennitted by AID policy. and will 
encourage u.s. lenders to participate in the program. 

The contracts to be executed into in connection with this project are: 

1.	 The Implementation Agreement between AID and HDFC. 

2.	 The Loan Agreement between the U.S. lender and HDFC. 

3.	 The Guaranty Agreement between AID and the U.S. lender. 

4.	 The QJaranty Agreement of the participating Indian bank. 

H. PROGRAM IMPL EMENTATION SC HEDULE 

CY	 1984 

Second QU arter 

1.	 Authorization for HG $20 million for HDFC Phase I HG-D02 signed.
2.	 Letter of Advice issued 

iid ,""d QU arter 

1.	 Draft Implementation Agreement prepared for review. 
2.	 HDFC completes adaptation of IFE training programs.
3.	 Draft Project Delivery P1 an pr~pared by HDFC. 
4.	 Approvals obtained for Resi tent Advisor and PIO/T i~:·'ed. 
5.	 HDFC updates Low Income Action Pl an. 
6.	 HDFC t~chnica1 staff go for short term training in U.S. 

Fourth Quarter 

1.	 Implementation Agreement signed.
2.	 Resident Advisor in place and completes one short term housing finance 

study.
3.	 Project Delivery Plan Approv~d. 

CY	 1985 

First Quarter 

1.	 Resident Advisor completes survey of HDFC disbursements. 
2.	 AID Certifies conlp1iance of all Cp·s. 
3.	 External consultant completes report on HDFC staff appraisal system and 

completes related training sessions. 
4.	 HDFC seeks U. S. Investor. 



- 52 ­

second ()Ja rter 

1.	 HG loan and Guaranty Agreements negotiated and signed.
2.	 Loan fully disbursed to HDFC. 
3.	 HDFC staff attends Shelter Workshcp.
4. Resident Advisor completes one sho:·t-term study. 

Third Quarter 

1.	 HDFC prepares updated Low Income Action P1 an. 
2.	 HDFC r~nagement Trainee Program for potential Officers in place. 
3.	 HDFC second corporate-wide human r~source development training session 

held. 
4. Resident Advisor completes one short-term study. 

Fourth Quarter 

1.	 Evaluation of Phase I completed.
2.	 Resident Advisor completes one sh:>rt-tenn study and prepares interim 

summary of activites and identifie~ priority activities for next year. 

CY	 1986 

Fi rs t Qua rter 

1.	 Preparation of Project Memorandum for Authorization of Phase II. 
2. Resident Advisor completes one short-term study. 

Second Qu arter. 

1.	 Authorization for HG $20 million ~G-002 Phase II signed and Letter of 
Advice issued. 

2.	 Resident Advisor completes one short-term study. 
3. Implementation Agreement drafted for review 

Thi rd Quarter 

1.	 Cp' s for Phasee I I met. 
2.	 Borrower seeks U.S. investor. 
3.	 HG loan and Guaranty Agreements negotiated and signed.
4. Resident Advisor completes final short-term study. 

Fourth Qu arter 

1.	 HG Phase II disbursed. 
2.	 Resident Advisor completes summary Report. Contact ends. 

CY	 1987 

1. Evaluation of HG Phase II. 
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CY 1988 

1. Preparation of Project Memor~ndum for Phase III. 
2. ItIthorization Signed and Lel.l.er of Advice issued. 
3. Implementation Agreement signert. 

CY 1989 

1. Loan and Guaranty Agreement\ signed
2. HG Phase III disbursed. 
3. Proj ect Comp1 eti on Date 6/3(,/89.
4. Final Evaluation of HG-002. 
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THE HOUSING GUARANTY PROGRAM 
ORAl-I 

STATUTORY CHECKLIST 

PROJECT NO.386-HG-OO 2-
ANSWER YFS OR NO PUT 
PP PACE REFERENCES 
ANDIOR EXPLANATIONS 
WHERE APPROPRIATE 

A. General Criteria Under HG Sta tutory Autnority. 

Seetioo 22l(a)
 
~the proposed projeet further one ur more of
 
the following polley goals?
 

(1)	 is intended to increase the availablli ty of
 
domestic financing by demonstrating to
 
local entrepreneu~ and institutions that
 
providing low-cost housing is financially
 
viable;
 

(2)	 is intended to assist in marshalling re~ources
 

for low-cost housing; YES
 

(3)	 supports a pilot projeet for low~cst shelter,
 
or is intended to have a rnaXlmUJIl demon­

stration impact on local institu:ions and
 
national; and/or; YES
 

(4.)	 is intended to have a long run goal to
 
develop domestic construction capabilities
 
and stimulate local crec:t institutions to
 
make available domestic capi tal and other
 
management and technological reSOUN.:es re­

quired tor low-cost shelter prog-. tims and
 
policies?
 YES 

(l)	 projects providing improved hom~ sites to 
poor fa milies on which to build shelter and 
rela ted services; or NO 



---------

----------

----------

---------
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(2) projects comprised of e:q:>andable core
 
shelter units on servicedsites; or _ ....N~Q~ _
 

(3)	 slum upgrading projects designed to eon­
serve and improve eXlsting shel ter; or NO _.........~--------

(4)	 shelter projects fer low-i~ome people 
designed Cor demonstration or- institution 
building;· or YES 

------------~-

(5)	 community facilities and ser, ices in support 
of projects authcrized unc.er thlS section to 
improve the shelter occupied by the poor? NO

Section 2:!2(c) 
U the project requires the use or conserva tion or 
energy, was consideration given to the use of 
solar energy technologies, where economically or 
technically feasible? N/A

Section 223(a) 
Wlll the A.I.D. guaranty fee be in an amount 
authorized by A.LD. in accf\rdance with its 
delega ted powers? YES

Section 223(f) 
IS the ma:omum ra te of interest allowable to the 
eligible U.S. Investor as prescribed by the Admin­
istra tor not more than one percent (l %) above the 
current rate of interest applicat'le to ho')sing 
mortgages insured by the Department of Housing 
and Urban Development? 

Sectia'l 223(h) 
will the Guaranty Agreement provide too t no 
payment may be made und~ any guaranty issued 
for any lOS! arislng out of fraud or misrepre­
sentat:ion for which the party seeking payment is 
responsible? YES 

Section 223(j) 

(l)	 Will the proposed Housing Gus:anty be coor­
dinated with and compiementary to other 
development aS5i.stance in the host country? YES

(2)	 Will the proposed Housing Guaranty demon­
strate the feasibility of particular kinds or 
housing and other institutional arrange- YES 
men~?	 . 
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(3) 

(4) 

(5) 

Is the project designed and planne.d by A.l.D. 
so that at least 90 percent of the face value 
of the proposed guaranty will be fer hou~lng 
suitable for families below the median 
income~ or­ below the median urban income 
fer­ housing in W"ban" areasp '1T the host 
country? 

Will the issuance of this guaranty cause the 
face value of guaranties issued with respect 
to the host country to exCt:ed $25 million in 
any fiscal year? 

Will the issuance of this guaranty ~use the 
average face value oC all housin ~ guaranties 
issued in this fisC!il yeM to exceed $15 
million? 

_..:.Y..:,:F..5:::::... 

_.:.;.N~O 

NO 

_ 

_ 

B. 

Section 238(c) 
will the guarflnty agreement provide that it will 
cover only lenders who are " eliglble investors" 
within the meaning of this section cf the statute 
at the time the g'JB.rMty is issued? 

Criteria Under General Foreign Assistance Act 
Authority. 

Section 620/620 A 

1. Docs the host country meet the general 
criteria for country ellglbility under the 
Foreign Assistance Act as set forth in the 
country eligibility checklist prepared at the 
beginning of each year? 

Is there any reason to believe tha t circu m­
stances have changed in the host C( untry so 
t~ t it would now be inelig'iblf under the 
country statutory checklist? 

YES ---------

YES 

NO 
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NARRATIVE SUMMARY 
Prell,e", or S.ch,. Gool: TJ,e Lroodu o\>lecllY. 10 

-"ie" I"" poi-cl CClfllrl\>uI":	 (A-1) 

To develop a fully functioning private 
housing finance system which raises 
its capital internally and which makes 
long-term shelter finance available 
to households with a wide range of 
income levels, including lower-income 
households. 

lU. or P,ol.cliPROJECT DESIGt: SUJlMARY F,CInI FY '0 Fy,	 _ 
lO(;JCAL FRAMEWORK	 (INSUUCTIC'I", '~n IS,." OPTlOtfAl

rolU' 'l'IllCH CAN 1lf uno AI AN AIO T0'01 U.5. Fundlnll~ ­
'0 O"CAlII1~C: n"'A rOil 'Ill[ 'All OOl'P,.par.d~· t ­

_	 R(rOln. "NHO NO' II! 11£''''"[0 
OR SlIl1Jo1I11( 0.1 

OBJECTIVELY VERIFIAOLE "~OIC2A~TO~R~S~---~~~~~M~~S~O~F-V~E~·R~I~F.I~C~A~T~IO~H~ __~~__~I~~O~R~T~A~H~T~~~S~U~M~P~TI~~~~~S~ 
Mpo,uru .. Gool AchieY,m.nl:	 CA- Z) 

1.	 Increase in amount or formal 
private sector investment in 
housing. 

2.	 Increase in percent of all
 
formal sector investment in
 
housing which is private.
 

3.	 Increase in percent of ~Il 

housing finance which Is from 
formal private sector. 

4.	 Increased availability of 
affordable financing to 
lower-income hquseholds. 

CA-) 

1.	 llistorical comparison of annual 
reports for "orc. I f other 
private sector institutibns are 
created, comparison of totals 
from annual reports in. the year 
of operation with totals from 
previous years. 

2. Determine	 lotal formal sector 
inv~stment from LIC, GIC, IIUDCO, 
Commerci~l banks, etc. annual 
reports. Compare with (1) above 
on a year-to-year basis. 

3.	 Determine number of lowe,-ihcome 
househo1ds served by IIOrc " 
compare on a.year to year basis. 

A.."",pllonl ror acMevl"9 fool 'or~lI: 

1. Continuin9	 regulatory and po 
accommodation by GOI. 

2. Continuing availability of ~ 
and building materials at p~ 

which'do not inflate at a ri 
greatly in excess of wages. 

I 
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HARRAT IVE SUMMARY 

P,o;'o", 0' S.clOt' Gool: T}'~ I.roodu o!.jnlivi 10 

".},Ie,", 1},11 ~oilCl con"ILulU:	 (A-l) 

To develo~ a fully functioning private 
housing finance system which raises 
its capital internally and which makes 
long-term shelter finance available 
to households with a wide range of 
income 1eveIs. Inc Iud i ng IO'd~r- i "come 
households. 

lll...r P'''!''1lPRlJJ=CT DESIGH SUMMARY F,,,,,,, F'f '" f(_ 
'_~r,I(AL fRAMEWORK	 In:n IIl1CT 1('<1, 1~n is n' :",' I," II. 

roRJ.l YIIICH CAH e( un') ~I ': ,,:J T0101 U. S. f ,."oi",,'--__ 
10 OIlCAJIIZIHC nA '''' rOil', • I ~ DOI.r"rc:-1d,-·---- ­_	 II(ro'". IT "((0 H01 fI( '" ',.,
 
OR ~UllllI TH 0.1
 

OB) ECT1V ELY VERIF IA0 LE Ii1D Ie _".;..1O.=.;,,;.R:...S-t .;..M.:.::E:.;..N:...I~S....;O:...:F---'V_=E:.:..R:..:.I:..F;..:IC:.:..A.;",,:T...;,.IO::..;H-,-'__~ IMPOR TMIT AS SUMP TIC 
J,~~o,u .. , of Goal Achl~vem.nl: (,.-2) (A-)	 ;'Humpllon. fer och'e .... lr>g 0001 lDrf" 

1. increase ill amount of	 formal 1. Historical comparison of annual 1_ Continuing regulatory a 
private sector investment in reports for IIDFC. If olher accommodation by GOI. 
housing. private sector institutibns are 2. Continuing availability

2.	 Increase in percent of all created, comparison of totals and building materials 
formal sector investment in from annual reports in. the year which'do not inflate at 
housing which is private. of operation with totals	 from greatly in excess of wa 

3.	 InCI-ease in percent of all previous years.
 
housing finance which is from
 2. Determine tolal formal sector
 
formal private sector.
 investment from LIC. GIC,	 IIUDCO, 

4.	 Increased availability of Commercial banks, etc. annual
 
affordable financing to
 reports. Compare w~th (I) above
 
lower-income hquseholds.
 on a year-to-year basis. 

3.	 Delermine number of 1ower-ihcome 
households served by f1DFC ~ 

compare on a.year to year basis. 
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Pi\c:: 
NARRATIVE SUMMARY 

0,"""",,: (C-l) 

1.	 Increased number of lower income 
units financed annually by the 
fOl1mal private sector. 

2~	 Exp~nded private sector operations, 
both in terms of locations served 
and loan applications approved. 

3.	 Increased locally generated 
resources available for private 
sector housing finance activities. 

4.	 Provision of housing finance in 
newly-developing areas to support 
the development dispersion 
strategy of the GOI. 

5.	 Increased opportunities for 
homeownership. 

6.	 ~nh~~ced institutional ~nd 

management capability of HOFC. 

ODJECTlVEl Y VERIFIAOLE IUDICAIUlS fAEAHS OF VERIFICATION 
J.tll!7"llud. of Ovlpvll: (C- 2) (C-J) 

1. 10% annual increase in number 1. ~rogram monitoring and 
of loans made to lower income evaluation.
 
households by IIOfC.
 

2. llOFC records. 
2.	 IIOFC opens 1 new office 

every 10 months and a 30% 3. RI\ reports.

annual increase in ~ of
 
llldns sanc ti oned. \ii.\~c:.
 

3.	 HG resources represent a 
decreas~ng percentage of 
HOFC's long term capital 
requirements. 
Targets Phase I 30% 

Phase II 20:
 
Phase I II 10%
 

4.	 Not less than 15% of IIG loan 
amounts sanctioned by IIOFC wi 11 
be useo for.specia1 low income 
initiatives 

5. No less than 801 of IIOFC 
• - -- - ,- - ,?W1y­

6 

7 Ing 
SIH!cHlc 

~C stafr. 

8	 Iementa ti or. 

IMPORT AtH ASSUtAPTIOHS 

AII"nlpllonl for oeMul"9 ovtpvlI: (C-6) 

1. Contfnued efficient operattor 
of tlOFC. 

2. Continued .GOI support of IIOFC 
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NARRATIVE SUMI.t"RY OIlJECTIVELY VERlriAOLE ItID1CATORS MEANS OF VERIF ICA TION IMPORTANT. ASSl 

f!\p vtl : (D-1) I",pl!!_nlalian T O'9!!I (Typ~ and Qu<nllly) 

(0-2) 
(0-) Auumpllonl ler prCNldln, Ir 

1. HG loan. 

2. local IIOFC investment. 

3. Training and technical assistance. 

1. S20.mllllon IIG authorizations 
in FYB4, 36, 88 for a total of 
$60 million. 

2. A total of $600mlllion fror.l 
7/1/33 through 6/30/09. 

1. AlD records. 

2. Program monitoring and 
evaluations. 

1. HG's authorized. 

2. Timely completion 
~gt.eel!l~n~~~.: 
1.\:.1.. ': •• ' I 

3. Centrally funded Resident 
Advisor and USAIO funded 
training and short term 
technical assistance. 

3. Timely HG borrowi 
drawdown. 

4. HOFC providing 10 



H\.JUSIN17 ut. vtLUP~1\tN I 
Flt-JANCE CORPORATION L1~ff) 

Ref	 H/,; .: May 1, J 984 Rlmon Hous., 
'GO. BackbllY 
ReClamation, 
Bombay 400 020. 

Mr Peter Kimm 
C/o USAID 
United States Embassy 
New Delhi. 

Dear Hr Kimm : 

As you are awa re, HDFC h as rei sed US $ 30 mi llion so far under the 
:JSAID Housing Guarant~· Program in two phases. We are now completing 
final disbursements oj Rs 10 crored in respect of the us $ 10 million 
rajseu in the U S cap:tal market ~arlier this year. The P.s 30 crores 
thus fl\dde available tCI HDFC has been utilised to finance low income 
farnilir::.:' for housing ;111 QVel Inciia. Approximately 12,000 units 
have U":'f.. n financed unCler the programme. 

;'Ie nOlo.' r 12quest you to autilor ise hOl:sing guarantees of $ 60 million 
to enal)]e us to borrow that amount in the United States and use the 
fu~ds t~us made available for further increasing our financial 
assist"ar.ce for low income househo~.ds. vie expect that approximately 
24,00(' rouseholds woula stand to oenefit under tllis program. Once 
you haVE in:.:icated your approval .'.n principle to our request for a 
housing guarantee of $ 00 million under your Housing Guaranty Prograrr., 
we will approach the Covernment o~ InJia and the Reserve Bank ~f 

Inuia fer permission to raise funds in the United States against 
these g~arantees. 

Yours	 sinaerely,

(f): ;.) 
PRADI P P :;)HAH 

General '-1anager 

c.c.	 Mission Director, USArD 
He -I Delh i . 

cd 

Phonl	 220265/220282/220908 • Tolo,vnm: HOU5CORP Oomba\, • Tole~: HDFC 6762 



ANNEX SA 
HDFC Pol icy Statement or, Low Income Housi ng Finance 

1. HDFC will, as part of its general lending policy, ensure that access 
to lower income groups as individualt and as employees of the corporate 
sector is actively encouraged. 

2. Wherever possible~ HDFC will attempt to link longer term loans (over 
15 years) with the mobilization of long tenn resources, especially for 
lower income people. This will heip to increase the average loan/cost 
ratio for jow income beneficiaries. 

3. HDFC will strengthen its technical capabilities so as to be in a 
position to influence housing project design, extent of implicit 
subsidies, the use of non-traditional materials, optimum use of land with 
required densities in order to reduc~ the cost per unit. This type of 
capability will enable HDFC to study nousing projects more closely and 
offer advisory s0rvices to corporate and other institutional clients who 
wish to broaden the beneficiary groups which they wish to serve. 

4. HDFC wi;l playa more active part in urban shelter projects being
undertaken by ci ty development autrori ti es in conjuncti on \ii th 
international institutions primarily for low income people. A strong 
technical/financial input by HDFC would be a crucial factor not only in 
the planning and financing of projects but in actual construction control 
and monitoring. 

5. HDFC's participation in large urban projects may be through direct 
financing of a lower .income target group for the construction or 
improvement of permanent homes and/or by offering a service facility in 
ori9inating mortgages with funds pTovided externally. 

6. HDFC will also put in place a systematic training programme for its 
existing and new staff. The training prograrrrne will, in uddition to job 
specific training, acquaint staff with the overall issues in housing 
policy and finance. -

Emphasis will also be given to train staff to give special attention 
to individual applicants from low in~ome groups. This training wi:l make 
HDFC·s staff more sensitive.to the ~pecial requirements and problems that 
low income applicants face in procuring housing loans. 

7. HDFC will make a systematic erfort to reach smaller towns in order 
to increase accessibilityn of lower income groups of people to HDFC's 
lending programme. 

8. HDFC will work towards the setting up of an Institute for Housing
Research. The Institute would study new technical methods by which to 
lower housing costs and would al~o examine innovative methods of 
financing low income housing projects. 



ANNEX 5B
 
HDFC ACTION PLAN FOR IMPLEMENTATION OF LOW INCOME
 

HOUSING POLICY STATEMENT (1983-84)
 

I. General Lending policy and Low Income Projects 

Sections one and two of the Pel icy Statement are being implemented. 

Over the period 1983-84; HDFC wi11 help finance several projects
targetted sp~cifically to low income households. 

(1) In the June Board Meeting, the Board noted various methods by
which loan eligibility to low in~ome households could be enhanced. These 
involved the following factors: 

(a) Step up repayment Plan (SURP)
(b) Increase Term of Payment
(c) Lower rate of interest 
(J) Linking Loan to D~monstrated Saving Capacity (to help 

mainly low income and self employed people). 

(2) HDFC is also actively considering a loan to sugarcane farmers 
in the State of Maharashtra. Trlese farmers presently resi de in thatched 
houses built with local materials spread over 44 Villages. They are al' 
members of a sugar co-operative begun in 1960 called the Pravara Sahakari 
Karkhana "Limited (PSS). The co-operative-plans to construct 1,500-2,000 
houses of which 125 will be built 1.n the first phase for which HDFC will 
provide Rs50,OO,OOO (USSSOO,OOO). 

To be implemented November 1983. 

(~) Rural Project Finance 

In the 39th ~eeting ~f the Board of Directors of HDFC, a 
proposal to finance a rural pr~ject was approved which covers 5,500 poor
families in 40 Villages of Valod TaluKa in Gujarat. 

The loan of Rs500,00~ (US$50,000) for about 150 units costing 
an average Rs3,000 (USS300) at a rate of interest of 10: per annum will 
benefit mainly landless tribals and small and marginal farmers. 

To be implemented October 1983. 

(4) With the recent flood devastation in Gujarat, HDFC has agreed 
to help the State Government of Gujarat reconstruct houses that have been 
severely damaged or destroyed. HOrC will provide Rsl,OO,OO.OOO 
(USS1,OOO,000) at l2-l/2~ per Jnnum to be utilised through State­
Government agenc; es (through tne Guj arat Housi ng Board and the Gujarat 
Rural Housing Board). The average assistance per unit will be Rs7,500 
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(US$750) and the loan would benefit approximately 1,350 families with 
incomes between Rs500 and Rsl,OOO (USS50 - US$100) per month. 

Under both (3) and (4), HDFC will waive all processing and other 
fees. 

II. Technical Services 

Under Section 3 of the Policy Statement, HDFC intends to st~engthen 
its technical department so as to enhance its technical adviso~ 
capabilities. 

November 1983: HDFC will appoint ~n overall supervisor in the 
technical aepartment of Head Office and one assistant. 

OCtober-February: HDFC will recruit technical personnel for three 
of its Brancn orrlces (Ahmedabad, Bangalore and Delhi). 

May 19B4: HDFC will put 'in place an advisory service for corporate 
clien~s wnlcn encompasses technical advice on construction methods, plot 
layouts, cost reduction methods, project design and effective use of 
subsidies. For this purpose a team consisting of an architect/engineer
and a fianc;al appraiser will be availaJle. 

III. Shelter Projects 

Sections 4 and 5 of the Policy Sta;ement is already under active 
discussion with the State Government and,the World Bank under which HDFC 
has agreed to finance a portion of the beneficiaries under the Bombay
Urban Development Project - I. HDFC will be involved in beneficiary 
selec~ion (mainly for plots earmarked for households earning between 
Rs850-1,250 (USS85 - $125). and will finance the superstructure component
of 'the sites and ~ervices project (the plot being offered on a hire 
purchase basis). Lower income households will thus be able to finance a 
core house on plots provided to them by public sector agencies. In this 
manner, pUblic sector funds will help finance the plots while HDFC will 
be able to provide finance for construction. The total HDFC commitment 
of funds would be of the order of about Rs250 million (USS25 million) 
over a period of five to seven years. 

IV. Geooraphica1 ~pread 

As HDFC will consolidate its existing operations vis-a-vis its 
present branch network during the year 1983-84 no new branch offices are 
likely to be establisheJ. However, HDFC will use its existing branches 
to make periodic visits to smaller cities and towns to provide custcm~r 
service on lending and deposit operations. 
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Longer Term Perspective 19Sj - 1988 

1. Targetted Beneficiari~s. HDFC will ensure an increase of at 
least lO~ each year from June 1983 to June 1988 in the number of units 
targetted specifically to lower income households at or below the median 
income level as determined jointly by HDFC and USAID. 

2. Legislativ~ Amendments 

(i) HDFC will seek tu introduce mortgage insurance by either 
working jointly with the insurance corporations or through the Deposit 
Insurance and Credit Guarantee C"rporation of the Reserve Bank of India. 
Mortgage insurance would help HDFC broaden its beneficiary group by
reducing the risk associated with particular types of lending. 

(ii) HDFC will also ~eeK legislative amendments which would 
previde positive incent1ves for greater housing act;vi~ for those in 
lower income groups. For example. Section 32 of the Income Tax Act 
provides an incentive to companies to build low income housing as they
canclaim accelerated depreciation to the extend of 40~ in the first year 
if the housing is targetted to worKers earning less than RslO,OOO per 
year. By increasing this figure slightly. a large number of targetted 
beneficiaries would become eligible. 

3. New Saving and Loan Schemes 

HDFC will attempt to introduce saving schemes such as the type 
operated by the Bausparkessen in West Germany in order to make housing
loans more accessible to lower income groups and those households that 
have irregular income atreams. 

The preliminary outline of the scheme to be introduced by HDFC 
wll' be discussed later this year ~.nd the scheme is likely to become 
operational some time toward the end of 1984 or early '9B5. 

4. Institute for Housing Research 

HDFC. over time. will require to be actively involved in 
housing development programmes of ~~e counrt~. For this purpose it 
proposes to establish an Institute for Housing Research which wi" be 
actively associateoon the problems of Housing Finance, low cost housing,
innovative technologies etc. 

A preliminary proposal f,r this type of Institute will be 
draft~d and its objectives outlinld in mid 1984. The Institute will be 
formally re9istered early 1985 and wil' commence sometime later that year
in HDFC·s new premises in New BOMbay. 
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5. Training 

A preliminary proposal has already been discussed with the 
Institute of Financial Education in Chicago, USA, to provide HDFC with a 
comprehensive "internal" training progra~e for new and existing employees 
at all levels in the Organization. 

November 1983: Two persons tn visit HDFC for initial 
discussions-on tne formation of an apprtpriate training progrmme. 

December 1983: Two persons fromHDFC to visit Chicago to 
finalize tra1n1ng mater1a1 and presentations. 

January 1984: Implementation of initial training programme in 
Bombay and Bangalore 

September 1983 



ANNEX 5C
 
STATEMENT OF OPERATING POLICIES
 

HOUSI NG DEVELOPMENT FI NAt£E CORPORATION LIMITED 

STATEME NT OF OP ERATI NG POL IC IES
 
AGREED BE'.'WEEN 1FC AND HDFC
 

I. OBJECTI VES 

Housing Development Finance Corporation Limited (HDFC) has been 
established to obtain inter alia, the following objectives. 

A. To provide long-term fiaance to middle and lower income 
individuals, associations of individuals, cooperative societies of 
individuals, other groups of individuals, and bodies corporate for 
housing in India, and to promote ~ome ownership. 

B. To contribute to the mobilization of long-tenn savings, and 
transformation of short-term savings for long-term housing investment. 

C. To support the development of a national system of housing 
finance. 

D. To promote the growth and development of the money and capital 
__ .... t ••• 

1I1"'~"'~". 

E.. To support the growth of a diversified building industry, and 
the development of appropriate bUIlding technology. 

I!. OPERA TIOtJS 

A. Borrowers - The primary cl ientele which HDFC will serve is 
middle and lower-income in£ividuals, borrowing for owner-occupied family 
residences. In order to reach as many people as possible at the lowest 
feasible cost of intermediation, HOFC will finance for the purpose of 
residential accommodation, individuals, associations of individuals. 
cooperative societies of individuais, and other groups of individuals in 
the framework of mainly large-scale residential developments. Such 
borrowers will normally acccunt fflr the major part of total funds 
advanced by HDFe from time to tin,e. 

SUch individuals who are employees of companies and formed into 
groups under the company's aegis with its financial and/or administrative 
support will also borrow for individual housing. HDFe will also finance 
bodies corporate for financing housing for their emrlOyees. The fact 
that an individual or corporation !iponsoring an emp oyee group may be a 
shareholder,' depositor, debenture h~lder or other investor in HDFt may be 
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considered but save the special benefits that may be made available to 
shareholders and other investors as stated in the Prospectus issued in 
April 1978, shall not be givE~n undue weight in allocating funds among 
competing applicants. 

B. Purposes - Loans ''Ii 11 be grantee. for the construction of new 
residential unlts for or by one borrower, the acquisition of new or 
existing housing or the substantial improvement or extension of building 
housing units. HDFC may also consider financing nursing homes, shopping
premises are the amenities which go with housing schemes. 

C. Distributin2 - HDFC will strive, to the extent consistent with 
sound management and flnancia1 soundness, to dlstrlbute lts loans 1n 
proportion to the effective market demand in all major region of the 
country so that not more than 18c:, of the ar,ount of loans approved are 
allocated for housing units in any single region. 

D. Terms and Cond; ti ons 

(1) Amounts - Of the total number of loans granted, normally 
at least 70% shall be for an initial principal amount not exceeding 
Rs70,000 per dwelling unit, which fisure shall 'be revised from time to 
time to re fl ect changes in construcb on costs. For thl s purpose, 1n case 
of loans to cooperative societies, associations of individuals and group5
of individuals, the number of loans ~hall he deemed to be as many as the 
number of dwelling units financed. The total amount of loans or other 
financial assistances granted and outstanding at any time to any
individual shall not exceed one-half of l~ of the paid-up share capital, 
surplus and reserves of HDFe and in the ca~e of financial assistance for 
associations of individua~s, cooperative societies, groups of individuals 
or other legal entities, such limit shall De 10c:, of the paid-up share 
capital, surplus and reserves. HDFC will generally require an appraisal
of the property to be financed and will generally not finance more than 
80% of the value of the property to be buil t or acquired. The loan 
amount per borrower will take into account the borrower's expected 
ability to service the debt having regard to his current and prospective 
income and other obligations. 

(2) Term - ,>verall, HDFC win fix the tenn of its loans so 
as to strike an optlmal balance between, 01 the one hand, granting the 
longest term feasible to reach as broad a clientele as possible and, on 
the other hand, revolving its funds to serve as many clients as 
possible. The term of its loans will take into consideration the tenn, 
mi x and stabi 1i ty of its resou ree s, and the borrower I s expected abil i ty 
to service the debt, having regard to his current and prospective income 
and other obl igations. 

(3) Interest Ra te - The interest rates HDFC charges on it:: 
loans wil 1 be determlned to reflect its cost of resources, to enablf; i l­
to earn an adequate return on its capital, and to attract additional 

~\
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resources. to compensate HDFC for the risk it assumes on its loans. and 
to cover overhead and operating lxpenses. including adequate provisions 
against losses. giving due regard to rates charged similar borrowers by
comparable sources ~f financing. 

(4) Security - HDFC wi'l require as security for its loans, 
a f1rst mortgage on the properties (w~th clear title) it finances, 
and/or. any other security to its satisfaction. HDFC may also, as it 
deems appropriate. require the properties it finances to be covered by
adequate hazard insurance and thei~dividuals it finances to be covered 
by adequate life insurance. with the policies insuring to the benefit of 
HDFC. 

HDFC may eventu~lly seek to develop a variety of 
individual and group insurance scnemes. in cooperation with the life 
Insurances Corporation of India und the General Insurance Corporation of 
India to serve borrowers most effectively and efficiently 

"(5) Follow-Up - HDFC will administer its loans in such a 
manner as to minim1se arrears and will act promptly to collect arrears 
that do occur. If, after a reasonable period of times. satisfactory
settlement has not been received on amounts in arrears, HDFC will taKe 
such action as it may deem necess~ry within the due process of law to 
collect the amounts owing. 

E. Other Inve stments - t~DFC wi 11 not i nve st in real property for 
its own account, except 1n the case of premises for its own occupation,
property acquired from borrowers as a resclt of default or property held 
temporarily pending development. In accordance with prescribed legal 
procedure, property acquired in :he last manner will be sold as soon as 
praction:ble after acquisition. 

III. RESOURCES 

A. General - HDFC will diversify the sources of funds in addition 
to its share cap1tal to include loans contracted from or the sale of 
obligations to institutional sa\ers, small and medium-size individual and 
institutional investors. It maj also develop schemes to attract savings
and time deposits, including thrse linked to possible housing loans, and 
a variety of marketable obligati~ns in line with its objective of capital 
market development. 

B. Term - HDFC may undertake to transform relatively shorter-term 
savings it moo11izes into longer-term loans, taking into consideration 
the limits that may be imposed by the mix and stability of its 
resources. HDFC ffiay constitute ~dequate reserves, obtain lines of credit 
and/or rediscount facilities anG foster the development of secondary 
markets for the loans it makes to protect itself again5t ~e liquidity
ri SKS inherent in such tern tra.lsformati on. 
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C. Indebtedness - HDFC will not i,cur debts, including contingent 
liabilities, 1n excess of 15 times its paid-in share capital, surplus and 
free reserves. 

IV. PROFITS AND DISTRIBUTION 

HDFC's continuing profitability and the maintenance of a sound loan 
portfolio and capital structure is essential for its growth and financial 
security and for its effective contribution to the development of India1s 
financial sector. Earnings may be retai~ed to the extent necessary for 
financial stability. and dividends there~fter paid out at a rate 
sufficient to enable HDFC to attract additional capital. It will be an 
endeavour of HDFC to protect its equity ~ase from erosion from the 
affects of inflation. 

V. MANAGEMENT 

, A. ?eneral - In all its operations. HDFC will seek to develop a 
reputation Tor operating efficiency and acceptances by the public 
consistant with optimising the mobilization of savings and their 
application to its lending operations. In this manner, it will seer to 
serve both savers and borro\~ers by keeping the cost of financial 
intermediation to a minimum consistant with the provision of a high level 
of professional services and the earniny of a fair ret~rn on its net 
worth in the interest of its shareholders, depositors, creditors and the 
general community. ' 

B. Management Reports - In addition to the provision of 
independently aua1tea annual financiai statements as required by the 
Articles of Association of HDFC, management will produce such monthly 
reports as may be required for the effective control of operations. 
These reports may include financial statements detailed by organizational
unit and/or activity. ana'ysis of overdLc loans, collection efforts and 
provisions for leases. Appropriate genpral and statistical information 
of business conducted and general econumic and financial reviews as they
affect the operations may also be includ:d. These reports will be 
submitted to the Board of Directors' mettings. 

C. Staff - HDFC will endeavor to recruit and retain highly 
qualified starr fo~ whose services appropriate compensation and 
incentives will be provided. In furtnerance of this goal, HDFC may
provide continuing training and development programmes to maintain this 
level of professional competence. 

D. Procedures - Management will establish and publish internal 
operating proceaures for the conduct cf HDFC's business, and makE these 
procedures known to all employees, and particularly to new employees.
Management will establish appropriate ocerationai credit and limits 
required for the effective'appraisal anJ superVision of the 



- 5 ­

creditworthiness of borrowers and the condition of property financed. 
Branch managers .and senior manageme:lt will be given autonomy in 
accordance with their experiences and qualifications for credit approvals 
up to limits fixed from time to time by the Board of Directors. 

E. Geographic Expansion. In pursuit of the objective to support
the development of a natl0nal nou~ing finance system, HDFC may, to the 
extent permitted by its own operrtions and management capabilities, 
develop a branch network and aid 10cal initiatives to establish local and 
regional housing finance institutions throughout India. 

F. Confiicts - HDFC will not involve itself directly or 
indirectly, ln any transaction with any directors, officers, employees or 
shareholders of HDFC, which would involve a real of apparent conflict of 
interest between the company and these individuals, their families or 
other entities with which they have a significant business relationship, 
unless all the following conditions are met. 

,. No special conce~sions are given to the party involved 
in the transaction. 

2. Commitments are made only after formal decision by the 
Board of Directors or a Committee of Directors. 

3. The circumstances of a conflict of interest and the 
circumstances of a proposed transaction are made known in wri~;ng to the 
Board of Directors or a Committee of Directors, prior to the commitment 
being considered. 

4. The individual~ involved takes no part in the decision 
to make the commi~~ent. 

5. In the eyent th~t the commitment is to be made, a 
written record of the reason for the Board or Committee's decision is 
prepared and retained, and 

6. Where a commitment ;s made under this section, all 
SUbsequent transac:ions with the some party are treated as new 
transactions subject to the provisions of (1) through (5) above. 

-VI. Revision of Policies - Any proposal to modify this Statement of 
Operatlng PO'1c,es, snali be co.lsidered by the Board of Directors only 
after each member has been given an adequate opportunity to study and 
comment on the proposal. Any such modificat,on shall become effective 
only after it has been adopteu ,t a meeting of the Board of Directors. 

May 29, 1978
 



ANNEX 50
 

LfJAN ,I' ROC ::DI.lRfS 

CREDIT APPRAISAL 

Individual! 

At the time or'purchasing the application forms, most individuals 
make enquiries regarding the amount of loan t~t they would be eligible 
for, the time that it would take to process the application, how the 
various details required in ~he rorm are to be filled out, ~tc. This 
is attended to generally by the r~ceptionist and only for specific queries 
is ·the individual asked to contact the Crodit DepCfrtment. 

The indfvidual then ~ubmit8 the applic~tion form duly filled out 
with relevant documents attache~ togethvr with the requirud processing 
fees (attached)A If the applicant is self-emp)oyed, income-tax returns 
and corrputaUon of income duly certified by a ChiJrtored accountant for 
the preceding three years is reQuir~d. In case thu applicant is employed, 
a salary slip and the verification of employment form is required. 

On receipt or the application, the Credit D~Drtment sends out the 
reference forms to the refer~ncos indicilted by t~c: cpplic:;nt and also sonds 
out the verification form to the employ~r, in case the BlJplicant is ~mploy~d 

or a bank reference if self-empl.Jyed. 

The applicant is then gener~lly c~lled for an interview by the 
appraiser end relevant papers su~h a~ b~nk pass books. LIC policies, etc. 
are verified. 

Once appraisal is complete, the 3p~roi5er recommends the case to the 
sanctioning authority for approval ~r rejoction. 

If the loan is approved, an orfar latL~r setting out the main terms 
and conditions of the loan is i~sued to the applicant. The applicant is 
required to sign the acceptance ~opy of the offer letter and return it to 
HDrC together with the legal and teChnical fees (attaChed) indicating 
acceptance of the terms and conditions of the loan. 

GroUD Projects 

Such projects are usually 10an9 to individu~l members of co-opcrutive 
societieso If all or a majority of the membero or 8 society are int~r~st~d 

in a loan then each memb~r 50 interested, fills out the nor"~l individual 
application form and submi ts it together wi th the processing fees Ctnd the 
other documents as applicable to _ndividuals~ Certain details such as 
property details, title clearance reports etc. which are common to the 
property, need not be submitted b~' eech member .. The process or ev.-.lu.JUon. 
approving and conveying the decision of the applicant is es~entially the 
same 8S in the case of individual loan applicDnts. 



Corporate bodies 

Before receiving a formal applicc::tion rr~m COII~I ..lnlt.'~, iJ J:,IrcU IId,n~ry 

discussion is held to COVIH the bru~d a~p~cts of th~ p r~.Ju::;::..l, ~uch il:': 

project details, project location, bE.>nDficiariu:3 of tIll.: hf.JIJH.i.UlJ 9chlJIIIU, 
the proposed 10un amount, etc. 

Once this has been cleared, the c01rpany can make a formal application 
with thQ processing fses. The followin~ documents are also BubmlttQd 
with the applicatione I 

- M~~orandum end articles of association of the Company. 
Detailed cost estimates and approved plans of the proposed 
project. 
AudJt&d annual Bccount~ Dr the Company ror the past three yeare. 
Projected financial st'atements for the next t'hree years. 
A brief write-up on the past and future of th~ Company, ~ith 

respect or its background, er~as of operations, expansion programmes, 
its houaing activitie8, etc. 

The application is scrutinized by :he Credit, Technic~l and Legal 
D~artments and the representatives of t,e COlT9any are calli::ld in fur 
discussions. 

If the Company's financial performance as reflected by the analysis 
is found to be satisractory, then the case is put up for approval. 

Ir the loan is approved, an offer letter setting out the main terms 
and condi tions or the loan is ,issued to the Conpany. The Co~any is r&quircd 
to s1gn the acceptance copy of the offer letter and return it to HOrC 
together with the legal and technical re~s indicating its acceptance of 
the terms and conditions of the loan. 

TECHNICAL APPRAISAL 

lndividuals 

for individuals purchasing an existing house or apartment, once 
the loan offer is accepted, and legal and technical fees are paid, the 
technical appraiser inspects the property and verifies th~t the building 
is structurally 8t~blo, functionally sou,d and aesthetical~y good. In 
case or en individual purchasing a flat in a building under construction 
or financing e house whiche he is constr'Jcting tho technIcal apprailiQr 
does the valuation of the work don~. Generally, threD such ap~rais~ls ere 
carried out during construction. 

The technical appraiser's repo~t approved by the co-oridnator i~ 

forwarded to the Legal Department for further action. 

. •. 3/­
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Corooratu Bodies 

In casco of cOt;:lor:Jts bodius, the rf:chnic.l\. DI.~pnrt/ll(mt is c(JlIsul~l=d
 

prior to the case being put Lp fur approv.:ll r:":').Jrding tl'~ :iul!;sbllity
 
of the plans, the reanonablentOs of tho e9tim~te and, in ~ome ntutropnlitan
 
cities, the reliability 'Jf tt.e builder. Gen~Nlly, the Technical
 
Department also i'nspects the '.:l!'operty prior to the loan being epproved
 
taking into account the following factors :
 

location of the p r~erty
 

selling rates of land in the neighbourhood and
 
service availability.
 

On the basis of the Technical Department roport p the case is put
 
up for app roval.
 

Once the loan offer is ar'::~ tad and the 1 egal and techn.;.. ca1 faes
 
are paid and thb corporation hHve fully u~ili~&d their own contribution,
 
the tachr'\,ical appraiser then inapects the property, assesses the progras3
 
of work, and verifies whether tho corporate body have utilised their own
 
contri bution. The app raiser' 9 rep ort veri f1 ad by the co-oridnB tor i:s
 
then forwarded to tho Legal Dapal'tment for necessary action.
 

LEGAL REVlfuJ 

1ndi vidl.~!~ 

On:e the loan offer is accsp ted and the legal and technical feas
 
paid, the individual borrower contacts the Legal Department who provides
 
gU~d3nce regarding various documents that need to be fu~nishDd. The
 
documentatiorl varies depending on the nCJture anI; type of property or the
 
owelling unit thiJt the individo 31 intends to acquire. e.g.
 

1 ..	 It may be a flat bQing constructed by a professional builder. 
Such a flat may be either under construction or may be ready 
ror occupa tionr 

2.	 It may be a flat from a registered co-operative society, where 
the soci~ty owns the plot of land and the bu11din~. The building 
mey be under construction or may havo b~~n compl~t~d in all 
respects and poz:.;ess10n of the flat i:. available Il11mediat~ly 

again:st full payment to the society. 

3.	 It may be the applicant's own houae whiCh is being constructod 
on a plot of land owned by the applicant or acquired unaer • 
long leas e. 

••••4/- !\~ 



Once a 1.1 the documents havk! br:lln submi t ted Clnd roune to be 
satisfactory and the t~chnict1l d~partmt)1 t ha~ rucolllmunded 0 diubur:;cml::nt, 
the legal a~()rai~al r~port iu prcpJrud Jnd d;Jto i~ fixt:d fo" disbur~H,')I/I~H1t. 

A disbursement memo i~ pr~ured in uach case duly authori:.ed by the 
Assistant Manager (Operations)/ Assistant M~nugur (Leg3l)/ Bra~~h Manag~r. 

At the time of disbursement the individual borrower is required 
to execute a loan agreement, a promissory note and e letter of declaration 
and indemr.l ty. 

In co-operative/corporate esses, a similar set or documents is 
required. 

DISBURSEMENT 

The borrower is issued a Disbursemont Advice detailing the repayment 
terms ror bis ready reference at the time of dio bur:.ement. 

LOAN SERVICING 

Repayment of the loan b>' Equated M:mthly Inztalments (EM! ) cornllumcus 
only after the full loar, ':'s disbursed. -lowtlvcr, thlJ bor.!'ow~r is ruqu.i.r~d 

to pay simple interest on the disbursed portior. of the locn from the dute(s: 
of disbursemen~ ~o ~he di3t8 of commt.'ncomcnt of [r"'I}. Aepaym&nt by (MI 
commences in tht:l month following the month in which final disbursemul1t ie 
made. 

All puyments of [r'lI and Pre-EMJ interest arc due on the last day of 
the month. Bo:rOWElfS are assigned specific loan account numbers and their 
individual records are maintainad in the Pre-eMI Ledger o~ the EM! Ledger. 



(a) lndividuals .. 
Loan Applied for	 Fees 

1.	 Upto and including Rs. 20,000/- Rs.125.00 

2.	 8etween oRs. 20,00'/- and Rs. 50,000/­ Rs. 27 5.00 
(both inclusivD) 

3. 
3..	 8t:!tween Rs. SO,oov- and Rs. 1,00,000/­ Rs. 400.00 

(both inclus'ive) , 

~.	 Over Rs. 1,00,000/- Rs. 600.00 

(b) Grow Proiects: 

Each indivicual pays the fees as per the s~ale
 

ebove for the amount that he applies for.
 

(c) Comorate Bodies: 

1/2% 0' the loan amount a~plled for suoject to
 
a minimum of Rs. 1,000/­



LEGAL AND TECHNICAL r~,s 

(a)	 Indlvidu~ls 

1% or the loan !.ncunt ~Dnctlonad subject to 8 minimum . 
of Rs. 300/­

(b)	 Groue Pr01ects 

Each individual pays 8S per the loan sanctioned to him 
as per the scale above. 

(c)	 Coroorate Bodies 

,% of tho loan am~unt sanctioned. 
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1\NNEX 5-£ 

BALANCE SHEET AS AT JUNE 30, 1983 

H. T. Parekh 
Chainnon 

For S. B. Bllllmoria " Co. Dinctors: 
CharCnwd ACC'OUIIWJlI.s Keshub Mohlndra 

J. N. Saxena
lIoshal\8 S. n.IUmorla S. D. Palel 
Pl.lrhwr N. L. lIIugoranJ 

Uhukar MIUer 
G. V. Kapadia 
C. R. Ramakrlshnan 
S. S. Mehla 

D. S. Parekh 
110MnAY, Augusl :to, aDS3. E:r.eutiU4 Director 

Schedule June 30, 1983 JUIlt! 30, Hl82 
FUNDS EMPLOYED Rupees Hupees UUllee5 
SIIAREIIOLDERS' FUNDS 
Share Capilal I 0,98,02,000 0,07,;6.621; 
Reserves alld Surplus 2 4,26,97,269 2,~7,30.UH 

14,23,99,269 12,36,07,669 

LOAN FUNDS 
Unsecured 3 107,05,27,219 66,;0,35,6·16 

121,29.26,478 6!I:05,"~.215 

APPLICATION OF FUNOS 
HOUSING LOANS 4 98,62,91,465 66,39,26,164 

INVESTMENTS 6 3,13,02,86;1 2,9U,GU,G2G 

CURRENT ASSETS, LOANS AND 
ADVANCES 6&7 22,66,02,266 II, IG,63,083 

Less: CURRENT LIABILITIES AND 
PHOVISIONS 8 4,32,41,236 2,(;7,76.lIil._--­

18,34,61,030 8,48,87,022 

FIXED ASSETS . 9 
Gross moc~ 15,27,694 38.12,7111 
Loss: Depreclalloll 12,49,260 7 ,Ii i ,3·18 

Net Ulock 33,78,334 30,21,:.153 

Advallces In respect of Fixed Assets 
(Nole 5) 86,79,833 8li,60,G16 

MISCELLANEOUS EXPENDITURE 
lo lhe exlt!llt nol wrillen off: 

Preliminary Expenses I 7,63,147 lJ,03,776 
Public Issue Expenses 6(1,806 83,7G8 

. 8,22,963 0.87,61-1 

121,29,26,478 tiU,Ufj,4:J,216 

Noles forming part of the Accounls 17 
Accounlillg Pullcies 18 
Slalement of Changes In Financial 

Poslllon 19 
Statement pursuant to Section 212 
of lhe Companies Acl, 196G 20 

Schedules 1 t·) 20 annexed herelo form parl of lhe Dalance She!;!t and Proflt/& Loss Account. 



1\Nf!fo:X 5-F 

=========-
PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED JUNE 30, 1983 

A' per our report auached II. T. PArekh 
Chairman 

For S. n. nllllmoria " Co. Dir~c1()r:J: 
Cltllrlwrrd Am7U"toIlCl Keshub Mahlndrll 

J. N. S"xena
IImhan. S. D1l11morta S. n. ralel
!'art".,. N. L. IfIngorllnl 

DhMkar r.f1tter 
O. V. Kapadia 
C. R. Ramekrlshnlln 
S. S. Mehle 

D.S. r..-ekh1_ DOM9AT. AIlIU,1 30, 11183. E:recuUVCf Dirrdor 

INCOME FROM OPERATIONS 
Inlerest on lIol/!'lng Loans 
Fees and Other Charges 
Olher Inleresl, Dlvldcnd~ and Discount 
Prom on SAle or Inveslmen13 (Nel) 
Other Income 

EXPENDlTum~ & CHAnGES 
Interest and Other Charges 
Starr Expenses 
Eslab1l5hment Expenses 
Other Expenses 
Depreciation 
Provision for Conllngencies 
Preliminary :md Public Issue EXllens"!s 

Wriuen orr 

PROFIT BEFORE TAX 
Less: Provision for Tax 

PROFIT AFTER TAX 
Add: Profit brought forward from 

Previous Year . 

PROFIT AFTER TAX AVAILABLE FOR 
APPROPRIATION 

Less:	 APPROPRIATIONS 
SreclAJ Rel'crv'! 
General Ileserve 
Proposed Dividend 
(at 10% subject to deducllon of Tax) 

nALANcE CARRIED TO BALANCE SHEET 

Note! forming pnrt of the Accounts 
Accoullllng Policies . 
Statement of Changes In Financial Position 
Statement pursuant to Section 212 of the 

Compnnles Ad, 1066. 

Schedule Rupees Rup~es 

Previous 
Yenr 

Rupces 

10 
II 
12 

10.42,29,047 
1,55,89,248 
2,29,37, I97 

11,34,732 
7,46,334 

6.36,45,488 
95,73,646 

1,86,87,017 
20,14,704 
6,12,8:)7 

14,46,36,658 8,45,33,692. 

13 
14 
16 
16 

8,71,20,463 
46,02,686 
27,90,846 
62,32,816 

4,67,912 
10,00,000 

4,79,78,440 
33,20,828 
16,61,021 
39,9,1,618 

3,46,503 

1,54,691 1,64,S91 

10,13,69,243 6,73,78,931 

4,32,66,316 
1,44,00,000 

2,71,64,761 
89,70,000 

2,88,66,316 1,81,84,161 

20,37,944 21,71,183 

3,09,04,269 2,03,65,944 

1,77,70,000 
10,00,000 

1,08,18,000 

1,00,00,000 76,00,000 

2,87,70,000 1,83,18,000 

.21.34,259 20,37,044 

17 
18 
19 

20 

Schcrtules 1 to 20 Annexed hereto fonn part of the Balance Sheet and Profit &: Lo5.'l Account. 



SUMMARY OF PERFORMANCE
 

HOUSING DEVELOPMENT FINANCE CORPORATION LIMITED ......~~--------------------------------------------.-

( RS. H~ L\CS ) 

SANCT IONS olS8U~SE:';;::IHS 

Period Cur rent 
Year 

Previous 
year 

%Gr')\oJth 
over Prev 
ious year 

Current 
Year 

--
Previous 

Year 
% growth 
over pre­
vious year 

JULY 183 '857.55 . 
AUG. 183 1261 .72 

Y.T.D. 2119.27 

669.25 

295.18 

964.43 120% 

763.04 

_399.72 
1162.76 

307.02 

302.87 

609.89 91 ~, 

SEPT 183 
v . / .;1.D. 

336.83 
2456.10 

707.91 

1672.;4 4 7~~ 

548.74 

1711~5Q 

352.94 
Q~? R~.,,--11 ... 78:~ 

OCT. 183 

Y. To. D. 
871 .75 

3327.85 

453.96 

2156.30 54;~ 

529.71 
2241 • 21 

304. 76 
1267.59 77% 

NOV. 183 729.48, 

Y.T.D. 4057.33 

387.76 

2544.06 59~~ 

1; 464 ~ 19 

2705.40 

518.00 

1785.59 52~~ 

DE C• 183 

Y.T.D. 
6€ -.J. 73 

4718.06 

845.44 

3389.50 39~~ 

562.10 

3267.50 

250.78 

2044.37 60~~ 

JA'~ • 184 

Y.T.D. 
559.88 

5277.94 

439. 10 -
3828.60 38% 

526.80 

3794.30 
368.32 

2412.69 57;~ 

F(S. 184 

't.T.D. 

786.32 
6064.1.6 

661 .74 

4490.34 34% 

650.71 

4445.01 
348.5Q 

'7 ... 01.19 61 ;.~ 

,\\AR eH I 84 

Y.T.D. 

~~ t.. .;5~ 
~=r¥,"8~ 

594.59 

5084.93 
3:.31'~ ..{Y'..pc "2.. 5' "2' 

':i(.)"':)c.~:r 

605.40 

3366.59 
Sl~ 

============================================================================== 
-t -9[' YhJ ~ rS ,.. hv. Ill\-). tA.- v .L ~ e;,..-~t 



(~ in Lacs) 

Sanctions 

--------­
% grc·../th 

---------
Disbu:-­
sement------­-

~~ ~ro"'/t.h 

~--...-_--

30th June 1979 708.51 130.73 

30th June 1980 2274.73 221~~ 905.81 593% 

30th June 1981 3143.80 38% 2208 .. 43 144~' 

30th June 

30th J'une 

1982 

1983 

4401.70 
. 

7259.15 

40% 

65% 

2979.77 

4784.26 

35% 

61% 
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IHY.lCA,nAL - . 
l"lIelllllCllu~criWe 10,00,000 Eouily IN.... Df til. 100 I.ch 

Le.. : c.»t_A"..... 
••• '.000.00 

1.M 

In.m 
R!I!FlVlS ANO 'U"~~UI 
Spec..1,. irI II"'"' of ~ 3B1'X" Df tN IftDDmI Til Aa\. 'Ifn 384,83 
Gene,..1 Fin .... 10.00 
~Ir:.1lCl Lon Aeeount-Surplul 21'" 

.25.;7 

1.•23.89 
823 

""5.76 
LOAN 'UNOS-UnHcurwd IlrlCludin~ II1teNIIl.CClWd.nd due) 
Teom Loella INllln .II .1lCl :\):
 

SchCCule BIn.. 2.'37.00
 
~ '.561.341
 

3.898'" 
e.7D6.83 

'0.70S e7 
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A~NEX 6A 

February 1983
 

MEDIAN INCOMES DATA UPDATE 

A review of reports available frum Government and Non-Government 
Organizations in Bombay and inquiries made of USAID, Delhi, failed to 
locate any more recent household incomes and expenditures studies than 
the NCAER's (National Council for Applied Economic Research) 1975-1976 
survey of House-hold Income arid it$ Disposition (which survey was not 
publ'ished until 1980 1nd1cat1ng seme of the problems of data-processing 
in Indi a) and the IBRD "Staff Appra i sa1 Report. SE'cond Bombay Water and 
Sewerage Project" (1978)* which ~'as used to establish the 1981 median 
urban income of Rsl,200 (Private Sector ~ousing Finance Program, India. 
Project Paper, Project No. 386-HG-000, July 1981), in 1981. 

Consequentl)', it was decided to follow the same method of updating 
incomes as that used in the Project Paper. The Centre for Monitoring the 
Indian Economy (CMIE: Basic Statistics, August 1982) forecasts a 7.1~ 
increase in the consumer price index from December, 1981 - December, 1982 
(Index Num~ers of Consumer Prices ~or Industrial Workers, 1939 - 1982). 
Using simp;e extrapolation alone end not counting for any real increase 
in income levels, such an increase brings the current median income up
from Rsl, 200 to Rs 1,288 in December, 1982. A fUt,ther foret.:ast increase 
vf 9: (Dec. 1983) would bring thl median urban income to Rsl,403. In 
1981 the median income for Bombay was Rsl,520. Using the sa~ forecasts 
for Bombay would give an estimatLd median income of RSI,631 (Dec. 1982)
and Rsl,778 (Dec. 1983). 

It must be stressed that no real increase in income has been taken into 
consideration, and that this is a purely nominal increase adjusting for 
inflation; hOl't'ever, CMIE estimates a trend rate of growth of 3.3~ in Real 
National Income 1971-83. 



ANNEX 68
 

ROLE OF THE LIFE INSURANCE CORPORATION OF
 
INDIA III HOUSING FINANCE
 

The Life Insurance Corporation of India (LIC) is the largest 
institutional investor on the Indian housing market. LIC invests both 
directly, through loans to employees and policy-holders and indirectly
through purchases of bonds and debentures of, and loans to, HUDeO, and 
cooperatives. 

-The .$124 million in LIC housing investment during FY83 was us~d as 
follows: 

1. State Government for housing schemes	 $30,000,000 

2. Apex Co-operative Housing finance Societies	 76,000,000 

3. HUDCO	 Rs18,OOO,000 

TOTAL	 Rs124,000,OOO 
============= 

The Corporation's cumulative contribution to housing as of 31st March 
1983 was roughly $1.4 billion, distribution as shown in Table 1. 
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Tabl e 1 

LIC Contribution to Housing Development Cumulative to 31st March 1983: 

Amount 
(Rs in crores) 

l.	 Loan to State Government 463.70 
2.	 Loan to Apex Co-operative Housing Finance Societies 

and other Authorities, for financing Co-op. societies 621.22 
3.	 Loans to Housing Boards 10.15 
4.	 Loans tu HUDCO 73.00 
5.	 Loans to Mortgage of Houses/Properti?s 67.07 
6.	 Loans under 'Own Your Home I Scheme 91.43 
7.	 Loans to Public Limited Companies '5.43 
8.	 Loans to Co-operative Societies of er.lployees of Public 

Limited Companies 2.19 
9.	 Loans to Co-operative Societies of the Corporation's 

employees 17.43 
10. Loans to individual employees of the Corporation 38.69 
ll. The 'Own Your Apartment' Scheme 0.78 
12.	 Scheme for Qrant of loans to Agents (Club members) 0.66 
13.	 LIC Individual Employees Flat Scheme 
,,.,.." COiporation's own bUilding constructions 

0.28 

Staff Quarter 13.65 
Township Developmen+ 11.24 24.89 

Total	 1,416.92 
======== 

Under the "Own Your Home" and "Ovm Your Apartment" schemes, LIC has made 
home purchase loans to more than 27,000 policy holder households in 
principal amounts exceeding $91,000,000. The program for loans to pUblic
limited companies has resulted in 36 loans for approximately $5,000,000 
for housing for 3,700 employees. Employee housing loans to co-operative 
housing societies formed by employees of ~ublic limited corporations have 
been made to 35 societies for 1,435 dwell:ngs. 

LIC housing loans to 6,890 of its own employees have also been passed
through cooperative housing societies. 2i5 such societies have 
participated to date. 
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FY 83 LiC HOUSING INVESTMENTS: 

LIe 
LIC Indi vi dual 

Property 
Mortgage 
Schemes: 

Own your 
Home 
Scheme: 

(L IC) Sta ff 
Societies 
Scheme: 

Individual 
Employees 
Schemes: 

Employment 
Flat 
Schemes: 

OVA 
Scheme 

Agent's 
Scheme: 

Zone: 
No. of" 
App1i­
cation 

Amount 
in 
1akh.; 

No. of 
App1i­
cation 

Amount 
in 
1akhs 

No. of 
App1i­
cation 

Amount 
in 
1akhs 

No. of 
App1i­
cation 

/\mount 
in 
1akhs 

No. of 
App1i­
ca ti on 

Amount 
in 
1akhs 

No. of 
App1i­
cation 

Amount 
in 
1akhs 

No. of 
App1i­
cation 

Amo 
in 
1ak 

sanc­ of sanc­ of sanc­ of sanc­ of sanc­ of sanc­ of sanc­ of 
t~oned Rupees tioned Rupees tioned RUp~cs tioned Rupees tioned Rupees tioned Rupees tioned tio 

Central 19 14.27 83 37.0~ 0.44 163 102.97 4 2. 

Eastern 111 93.20 121 46.02 0.01 132 70.74 2 0.96 

NUI·~hern 204 220.05 163 91.27 335 218.96 3 2. 

Southern 304 247.16 810 406.94 204 172.16 3 2.38 8 7. 

Hestern 16 14.61 30 25.29 3 28.95 54 30.27 14 7.76 4 3. 

TOTAL: 654 509.29 1,215 612.55 3 30.20 900 595.10 17 10.14 2 0.96 19 15. 
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Table 2 sho~/s, among ether things, the extent to which LIe investments 
have been concentrated in the southern and, to a lesser extent, the 
northern regions of the country. That table also shows that its 
investments are roughly balanced emong the Own Your Own Home, Loans to 
Employees and Property Mortgage schemes. 



ANNEX 6C
 
HOUSING COOpERATIvES IN INDIA
 

The original authority for the creation of cooperative societies was the 
Cooperative Societies Act of 1912 which has current effect only in states 
which have not adopted their ow~ enabling ligislation. In states such as 
Gujarat and Maharashtra, state law grant~ toone or more state agencies
the authority to contribute to tle share capital of, or make loans and 
grants to, apex societies, to guarantee loans to them, and to regulate
the terms of financing by societies at all levels. 

The 19 apex housing cooperative finan~~ societies and roughly 30,000 
primary housing cooperative societies (including tenant-ownership, tenant 
co-partnership, house mortgage anc house construction societies) are the 
basis for all cooperative housing development in India. Apex societies 
make housing finance loans to primary societies who in ~urn provide 
housing for their members. The itates with the most active cooperative 
housing organizations are Maharcstra. Gujarat. and Tami Nadu. Karnataka 
and Andra Pradesh are also impor~ant. 

Apex societles obtain the bulk of their funds from share purchases by
primary societies and loans from LIC. Much smaller amounts corne from 
membership dues. the sale of share to scheduled and cooperative banks and 
to other investors and from fees. Share purchases are frequently 
amortized by being deducted from the proceeds of LIC loans. Loans and 
loan guarantees from state governr,lents may be important in i ndi vi dual 
~c~c~. In theory. apex societies could raise funds by issuing bonds and 
by taking deposits. Regulatio,n (f issuance authority by the central 
government has precluded the bonj option because the government has not 
generally made housing a priority for capital allocation. HDFC's recent 
success in obtaining approval for a small bond issue may portend some 
relaxation of this policy. With respect to deposits. cooperative 
societies are statutorily prohibited from accepting deposits with terms 
of less than a year. Prevailing interest rates for such deposits are 
currently around l5~ which'is l~ higher than LIC's current lending rate. 
Since, in addition, the overhead costs of raising funds through deposits 
would be much higher than for borrowing from LIC, apex societies have 
thus far resisted deposit-taking as a means of resource mobilization. 

Some intermediation in favour of apex societies may result from recent 
changes in Indian law which pennit District Central Cooperative Banks and 
certain other scheduled banks to invest up to 10~ of their total deposits 
or 25~ of long term resources, whichever is great~r. in housing. 

The majority of the beneficiaries of cooperative housing schemes are 
households having incomes below Rsl .000 per month. While foreclosures 
are rare, as a consequence of the practical difficulty of pursuing that 
remedy in the Indian legal system. late payment rates are high for at 
least the largest apex societies. Table 1 shows basic fiscal and 
operating data for the two 1~rgest apex societies. 

~I~
 
\ 



- 2 -

TABLE 1
 

COMPARATIVE DATA FOR TWO APEX
 
COOPERATIVE HOUSING F:NANCE SOCIETIES
 

Gl.jarat* Maharashtra** 

Net Worth Rs ?45,100,000 "2,592,000
Liabilities 1,724,306,000 ',340,524,000
Source of funds: 

LIe loans outstallding 1,286,893,000 1,000,000,000
HUDCO loan outstanding 2,942,000 
State' Government loan 25,682,000 
State bank credit 3; 0,027 ,000 
Other loans t'3,214,OOO 
Share capital 181,523,000 11°,100 ,000

Loans outstanding 1,8?O,373,000 1 ,11 5,561 ,000
Units for which loans sanctioned 195,789 125,335 
Units constructed 84,901 68," 1 

* The Gujarat State Cooperative Housing Finance Society Ltd • 
.,..... The Maharaslltra Cooperative Housing Finance Society Ltd. 
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ORGANIZATION OF E~tJKIIJG SYSTEM IN INDIA
 

All Indian Banks are organize~ in accordance with an "Area System ll 

developed by the RBI in the mid-1570's. ~nder this systi?m. "l ead-bank N 

responsibility for all of India except Greater Bombay, Calcutta, Madras 
and the Union Territori~s of Delhi, Chandigarh and Goa is divided up on a 
district basis among the public sector banks (the State Bank of India and 
its 7 subsidiaries and the major na~ionalized commercial banks). In each 
of 338 districts, the Bank with, le,d authority is responsible for 
developing periodically a district development program with the advice of 
a committee of district lenders. This program should be based upon a 
survey of credit gaps and should 1nc1ude plans for the creation of new 
branches, satell i tes, mobil e off.ices and the 1i ke and new credit 
~~cilities where needed to advanc~ general economic development and 

1 fare. 

The imposition of the district-based area system on commercial banks 
made their structure congruent with previously established co-operative 
system. In general, there are two parallel co-operative systems in 
India, one for credit and the othe~ for services and production. On the 
credit side, each State has an apex state co-operative bank, beneath 
which are arranged central co-operative banks in each district and a 
larger number of primary co-opera~ive credit societies from which 
deposits are fed into the system. The organization of the production 
side is similar with state level JDeX organizations, secondary nd primary
societies. Primary cooperative hQusing societies may and frequently do 
generate housing finance resources although they do not accept deposits. 



Annex 6 E 

Socica1 Analysis
and Study of HOFf Individual Loan Clients 

1. INTRODUCTION AND SUMMARY 

This report provides a brief overview of the housing problems in India 
as related to HDFC and its lending programs. It incorporates the 
findings of three studies on low iucome beneficiaries of the Housing
Development Finance Corporation (~)FC) and a supported field visit to 
India (March, 1984) to examine the social context for the proposed new 
housing guaranty (HG) loan with ~FC. The three studies include: 1) I'A 
Socia-Economic Analysis of HDFC'!' Low-Income Beneficiaries", Office of 
ij:>using, Ma rch, 1984 herei n referred to as the "1984 HDFC Low- Income 
Housing Study"; 2) "HDFC Low Incc.,ne Applicants in Bombay and Bangalore",
PADCO, February, 1983, herein ref':!rred to as the PADCO study and 3) 
"Report on Corporate Housing with Special Emphasis on Certin Projects 
Financed by HDFC in India", herein referred to as the "Corporate Jbusing 
Study". The fi ndi ngs of the "1984 HDFC Lc,w- Income Housing Study" are 
presented at the end of this analysis. 

The studies provide ample evide~ce that HDFC is serving the low income 
target population as outlined in the project design for HG loans in 
India. The studies show that the corporate housing program serves a 
large number of low income beneficiaries in an efficient and cost 
effective manner. Although corporate low income families do not 
typically benefit from the securicy of home ownership, the majority of 
corporate beneficiaries would not want to purchase a house even if they 
were offel4 ed one since their place of work is not considered by them to 
be their primary residence. Many of the corporations provide housing in 
"backwa rd areas II far away from the wOt4 kers' home state and in areas where 
adequate housing often is not available. 

The indi vi dua1 1oan_ progl:'am of I-DFC serves more low intome fami 1ies 
than it did in the initial phases of the program. Although the low 
income portfolio as a percent of ~he total portfolio has decreased due to 
the rapid expansion of HDFC, the absolute number of loans to lower income 
households has increased annually. HDFC's individual loan program 
continues to serve low income persons who previously had no access to 
housing finance to purchase adequate housing. 

Finally, the studies suggest some areas for further analysis and 
policy consideration. These include: 1) follow up on the Corporate 
Housing Study by collecting more da~a on the corporate housing policies
and the type and extent of employer provided housing in India; 2) analyze 
what counseling techniques that might be employed to assist women to more 
actively participate in joint home ownership; 3) survey the HG 
beneficiary loan disbursements to obtain more detailed information on 
current di sbursements to the ta rget group. 
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2. THE SHELTER PROBLEM
 

There is a major housing shortage in India, with an estimated housing 
deficit of over 30 million units. India is primarily an agricultural 
country with approximately 76% of its population living in rural areas,
and 80% of the country's housing deficit is in rural areas. 

In recent years the urban population of india has begun to expand at a 
rapid pace from 107 million in 1971 to 156 rrillion in 1981. If present
growth rates continue, about 5at of India's population growth over the 
next twenty years will be in urban areas. ~le urban housing deficit 
ranges from a 1971 Census figure of 2.9 mil',ion t.o a projected urban 
housing need in the Sixth Five Year Plan of 12.8 million units. 

The sheer size of the urban population problem becomes apparent when 
one ~onsiders that even for a predominantly rural country, the urban 
population of India is larger than the total population of Japan. The 
absolute size of the population coupled with rapid urban growth, 3.9% or 
approximately 4.3 million people per year has created serious deficits in 
urban infrastructure, services and shelter. 

The Government of India is ver,y concerned with the rapid increase in 
urban population and the concentration of in1ustria1 activities in these 
areas. In an attempt to slow down the growth of large urban centers and 
to develop less developed areas of the country, GOI has adopted a policy 
of industrial decentralization and regional development. 

In accordance wi th this pol icy, both the central Ci>vernment and the 
state governments provide incentives for industries to move into new 
industrial development zones located in the outlying areas. Various tax 
benefits are provided and state governments have established state 
finance corporations which provide long-term financing to new industries 
locating in these dev~Jopment zones. Infrastructure facilities such as 
roads, power, and water are also made availalle. Housing, however. has 
not been incorporated formally into the devElopment plan. Industries 
moving into these areas are encouraged to hire local labor where 
available, however, a significant number of workers is also drawn from 
overcrowded urban areas which is one of thv benefits. However this also 
aggrevates the already grave problem of lack of adequate shelter units in 
rural India. 

The urgent need in India now is to increase the supply of available 
shel ter. Lack of avail abil ity of housi ng fi .,ance, various adverse 
government policies and controls and land sClrcity place major
constraints on increasing India's housing supply in urban areas. In 
rural areas scarcity of building materials a'ld financing are the major 
obstacles for increasing housing pro~uction. The common problem to both 
urban and rural areas is the lack of availability of financing for 
housing. 
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3. HOUSING FINANCE 

~II India there is almost no fonnalized pri vate housing finance system 
a1 though housi ng is overwhelmingly' privately financed. IlIri ng the per10d 
1978/83, the pUblic sector contribution of the country's total estfmat~d 
housing investment was only 19t. The vast majority of housing is 
produced by the infonmal sector end housing is financed largely through 
informal arrangements. Individu~l wealth and private savings are the 
major sources of housing finance throughout India. l 

HDFC was created to provide a formal private sector source of
financing for housing production in India. Until, until HDFC was 
established a typical working class person had almost no access to fonmal 
long term financing to supplement their savings in order to purchase a 
home. Various government sponsored programs serve only a fraction of the 
demand for housing finance. 

It is important to reemphasize that the purchasing power of individual 
households living in inadequate s.le1ter is sizeable. kld it is the 
working lower class including fOnT.al sector workers such as welders, 
peons, clerks, assistant teachers, and self-employed people in the more 
informal sector such as seamstresses, drivers and mp.chanics who have 
moved into their own homes through the finance system offered by HDFC. 

HDFC has been able to flourish within a government regulatory
envirollment which pervades the national private finance system and a host 
of government controls which severely'restricts private sector housing 
investment. I{)FC experience with '~heir individual low income clientele 
has demonstrated the creditworthiness of the HG target population and 
demonstrates the willingness of t'tis population to devote a reasonable 
proportion of their savings and rr.onthly income to housing.2 
Thus it provides evidence of an effective demand for private housing 
finance by the target population. 

4. PROVISION OF HOUSING BY EMPLOYERS 

Provision of housing or housing allowance by employers 'Lv its 
employees is an accepted practice i~ India. Most employees in India 
receive a compensation package madp up of a number of elements: medical 
schooling, retirement fund, annual bonus. etc. The pa,ckage, especially
for public sector workers and for some private sector employees. ~ 
include a house. a housing allowarce, or low interest loan for the 
purchase of a house. Higher paid employees. in both pUblic and private 
sectors, are most often the recepients of these housing bp.nefits. The 
employee and employer both look at the total wage benefit package:
employer from the point of view of total cost of hiring and doing
business and employee for making his or her decision to work for a given
organization. It is useful to emphasize that none of the items in this 
compensati on package are considered a "subsidy" by the employer or tile 
employee. These are considered mere'/y different modes of payment for the 
services rendered by the employee. 

1. Lan, VD. Some Economic As~ of Housing Finance India. Times 
Resea rch Founaat1 on, Septembe 2. 
2. Wu M. Financial and Mortgage Portfolio Analysis of HDFC. FHLBB 
Sept£'mber 1983. 
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In terms of housing, private employers sometimes provide loans to the 
employees to buy their own homes, at rates of interest often lower than 
the cost of money to the employer. In som~ cases private employers may
guaranty private loans obtained by its empllyees. Finally, there are 
private corporations who build or rent hou~ing in order to provide
accomodations to the employees. Financing ,onder the HG loan has been 
made available to employer~ for all of the above purposes which lead to 
the construction of new units. 

5. HDFC FINANCING OF EMPLOYER PROVIDED O~ ASSISTED HOUSING ACTIVITIES 

Of the total HDFC portfolio, approximately 30% is related to 
corporate and institutional housing finance. Seventy percent is for 
individual home ownership loans. Of the 3ar related to 
corporate/institutional loans, one-third i~ for individual ownership 
loans guaranteed by the "j nsti tuti on and two··thi rds or roughly 2m of 
HDFC's total portfolio, is related to corpor~te ownership housing. 
Clearly, individual homeownership is the ma, or form of housing finance 
offered through H:lFC. Within HDFC's institutional housing portfolio, 
there are two basic lending mechanisms. One is what HDFC calls its "line 
of credit ll scheme, which results in indivijual home ownership. The other 
is what HDFC calls its "corporate loan program" which predominately
finances corporate owned units. 

HD FC Po rt f 01i 0 

Individual Ownership ~o rporate/ In sti tuti on 
Otlnership 

7~ 
Direct Individual 

Loans 

10% 
Lines of Credit 
to Institutions 
for individual Loans 

20% 
(Backward
Areas Program) 

The '1ine of credit schem::" involves an arrangement with a company
under which HDFC provides loans to individual employees or groups of 
employees nominated by the company, wi th Vie company guaranteei ng the 
loans. Companies provide financial assistance for housing without the 
responsibility for owning and maintaining residential units. Interest" 
rates for loan under the line of credit program range from l3.5~ to 14.5% 
depending upon the size of individual loans processed under the program. 
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If the employee leaves the company, HDFC and the company work out 
alternative arrangements for loan repayment. To date there have been no 
defaults and employees who change employment hav~ secured other means of 
financing through the HDFC indiv~dual loan or other corporate line of 
credi t programs. 

The institutions involved in t.hese programs include not only private 
sector businesses and industries. but also associations of workers such 
as the cotton gr :ers, onion and potato workers, Sugarcane Growers 
Cooperatives an,_ .' ate and local agencies such as the State Industrial I 

Promotion Agency The following provide examples of these types of HDFC 
activities. 

Cotton Growers Cooperative 

In the case of the cotton grcwers, the factories to which the growers
supply cotton are prov; di ng ;{lFC wi th appl ication data and a guaranty 
for housing loans made to me~bers of the cooperative. HDFC estimates 
that processing this type of institutional line of credit 
applications takes approximately 29% of the time required for the 
same numb~r of direct individual loans. 

Bayer (India) Ltd. 

In this case the company borroNs HDFC funds and in turn offers 
subsidized housing finance for non-managerial staff. The amount of 
the loan provided is equal to one'month's salary for ever,y year of 
service with a maximum of 10 .nonths salary or Rs. 10,000. The rate 
of interest for the employee is 4% per annum and the loan is repaid
in monthly installments equal to 8.33% of basic pay. 

Pravara Sahakari Sakhar Karkhana Limited (PSS) 

PSS was the fi rst _sugar· factory to be regi stered as a cooperati ve 
society in Maharastra State and now has 7,000 members. The 
cooperative undft~akes social, educational and agricultural programs
and provides mec)ical services for the surrounding conwnunity. It is 
an example of tne success of the rural cooperative movement in India. 

PSS has recently promoted a I~ouse building society' and has 
negotiated with HDFC a scheme for financing housing for the rural 
farmers. In the fi rst phase ()f thi s agreement 119 houses in over 44 
villages, with an average cos~ of Rs. 60,000 and an average built up 
area of 45 square meters are being financed. 

The examples above indicate that HDFC has been able to stimulate low 
income housing production under its line of credit scheme. By prOViding 
more favorable interest rates for slnaller loans or more favorable tenns 
for loan packages which include low income worKers and through a variety 
of other institutional financing schemes HDFC has been able to assist low 
income households obtain access tc formal housing finance. 
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However the examples noted above represent only a small portion of 
HDFC's total portfolio. Since HDFC often provides concessions (i.e. 
lower interest rates or waiving aPflicatior fees etc.) in order to access 
these lower income households. a s gnificant increase in these types of 
activities cannot be expected unless they tan be made profitable or can 
be balanced by other more profitable lendinD schemes in HDFC's portfolio. 

HDFC's "comorate loan program" provides a mechanism by which HDFC 
can provide larger. shorter~erm. and higher interest loans for the 
production of corporate owned housing. ~ a part of the GOI policy to 
disperse industries to under-developed regions. companies are provided 
i ncenti yes to expand into sparsely settl ed "backward areas". However 
there is a critical lack of adequate housing in these areas. HDFC's 
corporate loan program addresses this major social problem in an 
effici ent and cost effeci tve manner by fina.lci ng projects in rural zones 
of expansion in backward areas where the re~idents have relocated for 
employment purposes and where little or no housing is available. 

The	 "c orporate program" has several majJr advantages: 

1)	 it addresses the problem of scale by m~eting housing needs in a more 
cost effective, efficient manner; 

2)	 loans to corporations are balanced by corporate deposits to HDFC 
which generate more capital for housing and permits HDFC to enter in 
ongoing'dialogues with major institutions who can provide major 
resources for housing and permits'HDFC to enter in ongoing dialogues
with major institutions who can provide major resources for housing. 

3)	 housing is provided in rural areas wher~ shelter is in acutely short 
supply. 

In rt1arch 1984 the Office of Housing sp~nsored a study of the HDFC 
corporate loan program_entitled, "Report on Corporate f'busing and Special 
Emphasis on Certain Projects Financed by HDFC in India". prepared by
Maser Private Limi ted. an Indi an management consul ti ng finn. In thi s 
study housing projects in four categories were selected based upon the 
type of institution and representativeness rf the projects selected. i.e. 
corporate housing by industry, by a public utility, by a plantation and 
by a city development body (CIDCD). They differed in teMmS of corporate
pol ici es and practices, 1ocati on, and 1egal requi rements. The summary of 
the report's findings is presented as Annex 6 H. 

The HDFC's overall policy and portfolio give priority to programs
resulting in home ownership. The corporat? program is a response to both 
the market and the need to produce as many units as quickly as possibl~ 
especially for low income households. Corporate projects have result~u 
in more uni ts for' more househol ds lower down the income seal e than has 
HJFC individual lending programs. Moreover, HDFC currently gives lowest 
priority to applications from corporations ~hich do not contain 
construction of housing units for low income beneficiaries. 
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6. HDFC' s LOAN PROGRAM
 

Roughly 8~ of HDFC's total pnrtfo1io provides for individual home 
ownership. HDFC's policy is to foster home ownership and to provide
financing for middle and lower income families. 

In 1981 when the first HG was authorized for KlFC, it was assumed 
that it would be extremely diffi';u1t for HDFC to reach AID's target 
group. This was due to the newne~s of HDFC as a unique institution, the 
hlgh interest rates, and the high cost of housing in India's urban 
centers (especially in Bombay which is HDFC's headquarters and largest 
institutio~a1 center for servicing loans). The recently completed "1984 
HDFC Low-Income Housing Study" was undertaken to examine HDFC's low 
income benefi ci ari es. It focused I;!xc1 usive1y on the AID target 
population within HDFC's individual loan program. The findings of this 
study, summarized at the end of this analysis shows that HDFC's 
individual program is serving thf low income target group and provides 
every indication the the size of this group can continue to grow as 
HDFC's overall portfolio expands. It confirms there is effective demand 
for housing finance by a portion cf the lower income population.
However, the depth of this deman~ is not yet clear. 

While HDFC uses 2~ as a guiding principle for detennining how much 
of a household's monthly income can be devoted to housing, the overall 
financial condition of each low income household is reviewed and eve~ 
effort is made to assist these families secure formal financing without 
subjecting them to undue financial burden. The process is designed to 
assure that the housing is affordable and that neither HDFC as an 
institution, nor the individual hJuseho1d assume an unreasonable 
financial risk. The study shows that almost half of the loans approved 
for AIOls target group in 1983 WOJld require the use of over 26'.t of 
monthly income to service loan repayment. The fact that HDFC approves
such loans to lower income households indicates their willi~gness to try 
to work out a financial package for this group. A1981 financial 
analysis of the HDFC foan portfolio demonstrated, through past HDFC 
experience, that families in the target group have been able to service 
these loans. (For detail s see: Fi nancial and Mortgage Portfo1 io 
Pna1ysis of HDFC, FHLBB, september, 1983). 

On discussing with HDFC staff the ability to repay and credit ­
worthiness of low income borrower~, it appears that social and cultural 
factors influence both the willingness of many low income persons to 
borrow an d the seri ousnes s wi th wt. f ch they assume respons i bi1i ty for 
repayment. The perceived social stigma associated with indebtedness 
often acts as a deterrent for low income persons to even consider 
borrowing for housing. However, once the decision to borrow is made, the 
perceived social responsibility to repay is high. 
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7. AFFORDABILITY 

The major indication of the affordability of units financed for AID's 
low income target' group is HDFC's record ~o date. That is, HDFC 
experi ence shows that loans have been d~ sbursed to the target group and 
the loans are being repaid. 

In terms of the affordability of units being purchas~d by the target 
group, the units are affordable when combined with a large initial 
investment by the borrower. Thi sis true 'lor all HDFC borrowers. 
Although HDFC will finance up to 7rJ1J of thr cost of a unit, the average 
portion of financing provided by HDFC to individuals is only 45%. For FY 
83 it was 42% and for FY 84 year to date it is 4o.t. Thi s indicates that 
households use HDFC to cap off their finan~ing needs rather than as a 
prima ry source of fundi ng. 

Astudy entitled, Some Economic As e~~ts of Housin in India (V.D.
Lall, NIPFP, September 2 lnc u e a survey 0 orrowers in 
Bombay and Bangalore to ascertain where HDFC borrowers obtained funds for 
the purchase of their homes. The data showed that 63% and 511;, for 
Bombay and Bangalore respectively, of the f~nding came from personal
savings and disposal ofassets.1his and oth..?r city surveys of financ'jng 
for housing indicated that these two source~ were the predominate source 
of funding for private housing in India. ~e conclusion of the study was 
that while the data confirmed the high sa vi Igs rate in India (approx­
imat~ly 25% of income) and the willingness of households to invest these 
savings in housing, there is a clear need to increase the availability of 
other sources of financing for housing. 

The problem with affordability of housing in uruan India is a growing 
concern. Due to the shortage of bUilding materials tn the late 1970's 
and early 1980·s, the scarcity of available land and the chronic shortage 
of housing, the cost of housing in the past decade has increased at a far 
more rapid pace than Lncome5. 

According to the Federal Home Loan Bank 30ard financial study of 
HDFC, the average cost per unit for individLal ownership lending was Rs. 
84,000 in FY 1980-81 and increased to Rs. 100,000 in FY 1982-83, a 19% 
increase in two years. However, because of the existence of a black 
market, especially in Bombay, the rate ofi nfl ati on may not reflect the 
true market condition. The average cost per unit for HDFC corporate loan 
programs was Rs. 48,000 in FY 1980-81, and increased to Rs. 85,000 in FY 
1982-83, a 77% increase in two years. Cost per square meter increased 
68,t in the same period. The unit cost for corporate bodies probably 
reflects more accurately market conditions. 

Therefore, since housing price is the single most important factor 
affecting homeowner affordability. the affor1ability gap for the HG 
target group is still a serious issue. HDFC assists applicants by
adjusting the allowable percent of monthly income which it will approve 
for a loan and. more importantly. works wit~ applicants to try to adjust 
their expectations to more realistic level!. 
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HDFC offers financing on a demand basis and approves a level of 
financing which is in accord with what a hOllsehold can afford. So while 
HDFC can set an affordability limit on financing it cannot set a limit on 
the cost of a unit a household wishes to purchase if the household can 
provide the funds to fill the cost gap. HDFC does not disburse its loan 
until a borrower has invested his ~~are of financing in the unit to be 
purchased/constructed. ihis provides HDFC the assurance that the 
borrower can afford the unit and also decreases the likelihood of loan 
default. This last point is impcrtant since India law precludes 
f orecl osures. 

Given the adverse forces outside of HDFC·s control, HDFC has still 
been able to assist AlDis target group obtain housing. Given the data 
obtained in 1981 for HG-DOl and the recent surveys and studies, it is 
evident that within the target group, HDFC has been able to maintain and 
even improve its effectiveness in reaching the low income population. 

?,. IMPACT ON WOMEN 

HOFC i s cornm~tted to equal o.Jpo:tunit~ in tenns of its lending and 
employment practlces. Women partlclpate ln HDFC programs in a variety of 
ways. HDFC considers a spouse's income as part of household income when 
determiningthe loan amount. The wife, in a number of cases, is 
cu-borrowerand her, inco~e plays an i~portant role in detennining loan 
amount. In other s1tuatl0ns women are the primary or the only borrower. 
In 1 a!"ge cities whe!"e there are a number of single working women, they 
are l1kely to benef,t from HG and HDFC programs as much as men. Women 
also playa key role in HDFC mana~Ement positions. For example the new 
director of human re~.ources, respunsible for personnel manageme~t 
training and organizational development is a highly qualified woman. 

Irl summa ry, women fac e DO fcrma 1 barri ers in ei ther the loan 
application procedures or in the employment practices of HDFC. 



1984 HDFC LOW-INCOME ~~~SING STUDY
 
(A Socio-Economic Malysis of HDFC'; Low Income Beneficiaries)
 

Background: 

During APAC meetings on the PID, Private Housing Finance for 
Low-Income Families (386-HG-002), a series of questions were raised about 
the socio-economic characteristics of the HG target population 
(households with income less than Rs 1200) who are beneficiaries of the 
HDFC HG program. Although a detailed socio-economic analysis entitled 
"HDFC Low Income Applicants in Bombay and Bangalore" prepared by PADCO 
had been compl eted in February 1983, the project paper team determined 
that a more up-to-date analysis was usefu~. This report then, is one of 
a series of AID sponsored documents which is designed to prov)de 
continuing feedback to both AID and HDFC management regarding the social 
impact of HDFC's low income policy initldtives. The objectives are 
threefold: 

1.	 to describe the income level, occupational status and size, cost gIld
affordabi1 i ty of current I-DFC mortgage financi ng; 

2.	 to verify and/or update other related detailed reports and analyses
which used smaller sample sizes, more limited geographic coverage and 
were implemented at an earlier date, e.g. the PADCO Study referred to 
above, the HDFC Sample Survey on HG bEneficiaries, HDFC management 
reports, Federal Home Loan Bank Board Study, "Fi nancial and Mortgage
Portfolio Jlna1ysis of I-DFC", SeptembE'r 1983; 

3.	 to make recommendations regarding t!le implementation of HDFC's low 
income policies and programs based upon the results of the survey. 

~lethodo1 ogy: 

Data was extracted from the HDFC Agend~ I loan sanction files from 
December 29, 1982 - December 28, 1983. These files are the record of the 
Board approved loans for HDFC during the period. Agenda materials are 
divided int0 five groups by type of loans (corporate, line of credit and 
ind'~~:~al) and for individual borrowers by loan amount. The Agenda I 
category includes almost all the individull loan applicants eligible for 
HG financing, i.e. households earning 1ess than 1200 Rs. per month. 
However, in reviewing the records a few insignificant number of low 
income tv.-rowers Jp Jeared in the Agenda II records. The total number of 
HDFC individual burrowers during the period were recorded by book, i.e., 
by date of meetings held and by each b~~nch office. The total number of 
borrowers in the Agenda I was then recorded in the same manner, Out of 
the total Agellda I category, every fifth a"p1 icant whose income was 1200 
Rs or less was selected. The data was then recorded by sex, income 
range, value per square meter, size per sq"arp. meter, investment income 
ratio, occupation, and type of dwelling. 
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Calculation of value per sqpare meter is based upon the value of the 
improvements plus land at current estimated (by HDFC) fair market value. 
In some cases, actual pun:hase price of land is used. Values are not 
based on appraisals but rather upon the knowledge of HDFC staff of 
current values in project areas. This "current value", according to 
HDFC, does include the black market cost of the unit, i.e. additional 
costs paid in cash but not reconjed by either party, a practice prevalent
in many areas in India, especially large urban centers such as Bombay. 

With respect to c1assificat';on of borrowers by sex, joint purchases
of two males were counted as ma1~, by two females as female. The couple 
category was used only for male/female pun:hasers. 

The study's sample size was 543 out of a total of 2589 loans approved 
for households who earned less than 1200 Rs. a month dur;ng the year 
under study. The samp1 e si ze for each of the 10 branch offi ces ranged
from a 10w of 10 to a high of 113. The sample size for any reporting
peri od ranged fro m20 to 69. 

The sample pool for various characteristics differ for any sampling
date because occasionally, loans are sanctioned without a prospective
property bei ng specHi ed. In such cases, all ava; 1ab1 e characteri stics 
were recorded rather than de1eti'lg such households from the sample. 
Recalculation of results without such borrowers resulted in no 
statistically significant variatlons in the results. 

Principle Findings of the Analysis 

1.	 The 2589 approvals for HG eligible beneficiaries represented 18% of 
total HDFC individual borrowers for 1983. Of the 543 sample 
beneficiaries, 45l had monthly incomes of Rs. 1001 - 1200,40% had 
monthly incomes of Rs. 801 - 1000; 13% were!n the Rs. 601 - 800 
range and 3% earned Rs. 600 or less (see Table 1). There are 
considerable regional variations in income levels bp.10w Rs. 1200. 
For example, in r1adrils, over 3at of the sample fell below Rs. 800. 
Although the sample ~Jas small for New Of:lh; (24), over 37% had 
incomes of Rs. 800 or below. This was contrary to the pen:eption 
that income levels would be higher due to the large number of 
government workers in the capital. HDFC has been able to serve a 
substantial proportion of the target group be10w the highest strata 
inclUded in the cate~lory Rs. 1001 - 1200. HDFC was able to reach 
even the lowest income levels on occasion and provide substantial 
value for the cost of housing. 
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TABLE I
 
Loan Approvals forSam~le of HnFC Low Incom@ Borro~ers
 

Income Group	 DecemJer 1982 - December 1983 

(Monthly Income Rs.)	 No. Clf S 
Loans 

600	 or below 15 2.8 

601	 - 800 7C 12.0 

801	 - 1000 216 39.8 

1001 - 1200 242	 44.6 

543	 100.1 

2.	 Most of the low income beneficiaries obtain dwellings which are less 
than 50 square meters; 43% are less than 40 square meters. Except
for Bombay and Dadar almost all of the dwellings have a value per 
square meter which is Rs. 1500 or les~. 

3.	 variations in housing type are considerable depending on the region. 
51% of the survey dwellings were flats; 43% were bungalow type houses 
and 6% were row or town houses. In the ~ajor cities like Bombay and 
New Delhi, the dwellings were almost exclusively flats. 

4.	 The income investment i"'atio, (% of income devoted for housing), (IIR) 
was used to assist low income families t) obtain housing by
increasing the monthly payments to a level higher than the 
institutional proc_edura~ guideline of 25%. Over 4m of the sample
households paid more than 25% of their monthly income for housing. 

5.	 While the most recent Lall study of HDFC beneficiaries suggested a 
highly educated, upwardly mobile population profile, the low income 
survey demonstrated a wi de range of occupati onal categori es incl uding
both formal sector clerical workers and ',aborers, .and informal 
sector, self-employed beneficiaries. MalY of the participants in the 
program might eventually move to a somewhat higher income level over 
time. However, their job titles are thoc.e of the lower class, e.g.,
clerks, assistant teachers, fitters, sor·..ing assistant, packing
girl. Moreover, the income level category from Rs. 1200 to Rs. 2000 
also includes persons with little more '.:raining or occupational 
status than the current HG program ben~ficiaries. 
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6.	 The study included a much larger sample and much wider geographic 
coverage than the socio-economic analysis performed by PADCO in 
December, 1982. The 1982 study; however, included even more detailed 
information obtained from individual application and loan files. In 
comparing the findings available from the geographic areas included 
in the 1982 survey with the results of the 1984 stu~. the prior data 
conforms wi th the current irformation obtained. Therefore, one might
expect the data on loan finlncing, sources of self-financing. age, 
marital status and family size would also be similar. 

7.	 The sample shows that the o~erwhelming majority of the borrowers are 
male -- 91~ for Bombay and 96~ for Bangalore in the previous PADCO 
study and Bet and 9at respectively for this survey. In the current 
survey the percentage of couples borrowing was l~, females 4~ and 
males 82%. There are no forma~ barriers to women securing a loan and 
they would benefit from the mere secure position that joint title 
would provide. Discussions with HDFC staff regarding the large 
percentage of males as sole borrowers indicate that social custom and 
cultural conditioning accourt for the practice. Men often want the 
option to transfer ownershi~ to their children or family. Many men 
do not ever inform wives ab01t their financial affairs, especially
since borrowing is not looked upon favourably in many areas. Women 
are not generally disposed to even request such an option as 
obtaining joint title. However, a wife's income is included in the 
income calculations for determining loan size. This study shows that 
nuFC might consider further analysis to examine how these cultural 
factors can be reduced so that more women participate in the 
ownership and titling process, 

8.	 Acomparison of the different types of HDFC loan programs show that 
the corporate and line of cr~dit schemes provide greater flexibility
in meeting low income needs through a variety of financing mechanisms 
and economies of scale in cor struction and maintenance of 
properties•. Creatfve financiilO such as lower interest rates, longer
terms, corporation cor.tribut10ns to downpayments and fees and 
corporate guarantees - all assist HDFC to provide financing for 
applicants who might not otherwise qualify for housing finance. 
However, the study demonstrates that HDFC has had success in meeting
housing need for a variety of applicants below the median income in 
all its programs. Even with t.ramatic inflation of building costs in 
the last two year;:: (68% for corporate housing) ~FC has reached 
further down in the income s(a1e to income levels which are 20% to 
50% lower than the HG eligib~e ceiling of Rs. 1200. By establishing 
a low income policy which encourages staff to work with all 
applicants re~ard1ess of inc~w.e, the demand driven expansion of HDFC 
has also increased the number's of low income benefici ari es. 

9.	 Turning to unit size criteria, 38% of all individual program units 
and 6St of the employer-provided units were less than 50 square 
meters. (The low income survey indicates that in the period December 
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1982 - December 1983, 66~ of the units of HG eligible beneficiaries 
were less than 50 square meters and in Bombay over 6Bt of the units 
of HG eligible beneficiaries were 40 square meters or less). In both 
the corporate and individual program the current year data indicates 
a decrease in unit size. Over 40% of the individual program units 
and over 8s.t of the corporate units are 10W less than 50 square 
meters. 

10.	 While the study did not specifically exanine the sources of housing 
finance. two recent reports suggest cone usions which were confirmed 
by re vi ewi ng HDFC loan procedures. In compari ng the PADCO study of 
low income app1 icants and the La11 report on "Some Aspects of 
Economics of Housing in India", it is ~enera11y true that low income 
loan applicants qualify for a smaller percent of the total housing 
cost than those with higher incomes. While there are major regional
variations in borrowings for low income applicants, e.g. 3~ in 
Bombay and 2at in Banga1 ore. data on the total HDFC portfolio
indicate that only 4~ of the financing ,'equired come from 
borrowings. Generally. low income app1i~ants must dispose of a 
greater percentage of investments and receive a smaller percentage of 
their housing finance from formal sector loan financing. 

11.	 While 18% of the total 1983 individual loan program borrowers are HG 
eligible beneficiaries. 78% of all bene:iciaries in the corporate 
loan program earned under Rs. 1000 per mon th duri ng FY 82-83. Thi s 
shows that the corporate programe reaches more low income 
beneficiaries than the individual program. 

The	 HDFC management reports provide an even more detailed analysis of 
the relative proportion of low income beneficiaries by type of 
program. Tne latest management report d~ted March 1984 for the 
period ending January 31,1984 indicates that 1~ of the cumulative 
individual beneficiaries and 82% of the I umu1ative corporate 
beneficiaries have_monthly incomes below Rs. 1000. The corporate 
current year totals as a percent of the loan portfolio have actually
increased to 90% while the individual b~neficiaries current year
total indicates a decrease to 8~. How2ver. the actual number of low 
income beneficiaries has increased. This study shows that HOFC 
should examine the individual loan program to consider additional 
mechanisms to stimulate the growth of the low income portfolio as the 
overall portfolio increases. 
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Occupation Laborer 19 16 52 40 2 19 2 36 6 11 203 37.4 

Clerical 46 22 11 8 7 21 4 23 5 17 170 31.3 

Profess i ona1 32 17 6 5 5 19 3 10 5 10 112 20.7 

Other 12 15 3 _~O_....:3~--=-2_.::..1_--.;:..3_~7_...:1:.::.2_....:5~8~--=-1O~.:.:....7__ 
Type Bungalow 2 21 60 53 13 5 9 41 1 20 225 43 

Flat 96 30 10 o 3 56 1 29 18 27 270 51 

---=..R:.:;o.:.:..w...:o:.:..r_T:....::o::..:..:\tJ~n __0:::--_1::.::3:.----=2_--=-0_....:1=--- 5 0 2 4· 3 30 6 



ANNEX 6 F 

Summary "Report on Corporate Housing wi th Speci al £mphasis 
on c'ertain Projects Financed by HDFC in India" 

. Prepared by Maser Private Limited 

2. SUMMARY 

2.1 The objective of this study was to get a brief overview of the 
situation in regard to corporate housing in India. and to study the 
benefits accruing from the housing constructed in 5 specific 
projects, especially to pe\sons earning less than Rs. 1200 per
month. Therefore the study was divided into three parts taking into 
account the nature of data required by 'U.S. Aid': 

a) Desk survey for data on housing and corporate housing in 
India. The findings al~e dealt with in detail in Chapter 4 and 
in Annexures 3 to 17. 

b) Corporate-level sur~ey of the 5 nominated projects for 
data on over all hous~ng provided, policies, etc. This is 
dealt with in Chapter 5 and in Annexures 18 to 23. 

c) Worker-level sur/ey in the nominated projects to get a 
d.irect feedback on living conditi'ons, wages, worker family 
profile, previous jOb~ etc. These are discussed in ~abtjr 6 
and in Annexures 24 ~o 36. The findings are discusse e ow 
in brief. 

2.2 Housing in India(Chapter 4) 

2.2.1 There is a tremendouf shortage of housing in India. The 
estimates of shortfall vary from 21.3 Million units in 1980-81 
(Uational Buildings Organisation) to 75.33 Million units (Indian 
Institute of Management, ~,medabad). In 1990-91, this figure may 
even cross laO Million unit3. 

2.2.2 Nearly four-fifths ~f the shortage is likely to be felt in 
rural India, where 94% of the houses are occupied by the owners 
themselves. This would imply that those who have to live in rural 
India due to their employment and do not buy their own house, will 
find it increasingly difficult to find accommodation unless their 
employers provide housing. 

2.2.3 Only 19% of the houses in rural India and 64% of the houses 
in urban India are 'pucca l The quality of housing in rural is poor
and the amenities available too are inadequate. (Annexure 17). 
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2.2.4 Three-fourths of the households in India live in dwellings 
whi ch have one or two rooms, and the averLlge number of rooms per
household in India is a shade over two. 

2.2.5 The gross capital fonnation in housing in India as a 
percentage of the GOP was lower in the seventies as compared to that 
in the sixties. The short-fall in housing investment is widening. 

2.2.6 Against this backdrop of a widening gap between housing
demand and supply, we have the following scenario emerging: 

a) The Government of India are, through the Industrial
Licensing Policy, trying to disperse industries to the
under-developed regions, thereby creating job opportunities in
the unskilled categories for the locals in those araas while
simultaneously shifting the nodes of employment for skilled 
and other employees from the urban areas and their home-towns 
to these areas which are at best temporary homes for them. 
Thus the increased demand for rental residential accommodation 
is an offshoot of this policy. 

b) The expectation of these new migrants in tenms of type of 
housing is higher than is readily available. Hence the 
increase in demand for housing in rural areas will arise not 
only in overall numbers but also in qualitative tenms. 

c) Companies in India have never recognised their 
responsibility to provide housing to employees. There is a 
genuine paucity of investment funds and the employee-housing 
is low on their priority list. Courts in India have also 
supported the view that Companies should not be burdened with 
the duty to provide housing. The exception is in the case of 
Plantations where the Government feels that it is necessary to 
protect workers from exploitation by employers. Companies,
therefore, house only the bare minimum numbers in order to 
attract employees and to retain their services. 

2.3 Corporate survey findings (Chapter 5) 

2.3.1 CIOCO should be treated separately for analysis because it is 
a line of credit from HOFC whereby beneficiaries are not employees
of CIOCO but persons engaged in the wholeasale vegetable and fruit 
trade. croca came in the picture because the market was to be 
shifted to New Bombay City which is being developed by CIDeD and the 
persons connected with this trade would need housing near the 
proposed market location. 

The scheme compri sed of 400 housing units was completed. These 
units are described in Chapter 5. 
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2.3.2 9~ of ·worker s· in the other 4 Compani es are unslcill ed. 3' 
are skilled and 4~ fall ifl the'·other staff· category. (See Chapter
7 for defini tion s). Corporate housi ng has been provided to 991 and 
8~ of these categories of ·workers· respectively. The picture is 
totally dis~orted by the giant work-force of Tata Tea where housing
is compu1 sor,y by Law. 

The percentages ·for the other 3 Companies. excl uding Ta ta Tea, are 
consequently much lower. There is a trend to give a lower priority 
to housing of unskilled workers than other workers, partly due to 
seniority considerations, plucity of funds and due to the fact that 
many of them are sons-of-the-soi1. 

2.3.3 Less than 1~ of the ·workers' earn more than Rs. 1200 per
month in these 4 Companies. Ev~n if Tata Tea is excluded the 
percentage would be arounG 95~. Since U.S. Aid is interested in the 
analysis of persons earning less than Rs. 1,200, the entire 
workforce of these 4 Companies can be treated as belonging to that 
category. Most of the workers have non-earning dependents, as a 
consequence of which the per capita family income in all cases is 
much less than Rs. 1200 per month. 

2.3.4 Companies provide housing to their employees in order to 
attract workJ.len and to house thei r essenti al staff. 

2.3.5 The wages and general facilities are the same for those with 
und without company housinl. The question of house rent allowance 
is treated differently ~y each Cpmpany. It does not arise in the 
case Tata Tea who provide dccommodation to all; it is not paid by 
Uir10n (Roha) as policy; it is paid to workers without housing by
KPCL and OC. 

2.3.6 All the respondent Companies provide tenements having 3 rooms 
to their workers. The area of the tenements vary (Annexure 19).
The all India housing average is 2.13 (rural areas) and 2.05 (urban 
areas) . 

2.3.7 Amenities provided in Company houses are far superior to 
those available in the alt~rnative housing available in surrounding 
area s. 

2.4 Worker Survey (Chapter 6) 

2.4.1 90% of the workers interviewed in OC and KPCL earned less 
than Rs. 1200 per month and none earned more than Rs. 1800 per 
month. The average size of household is 3.25 as compared to the all 
India average of 5.86. 
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am of the workers were married and all were males above 22 years of 
age. 

2.4.2 All the worker houses W2re of t',e 'pucca' type. Temporary 
structures erected in OC have not been treated as Company housing. 

2.4.3 Workers without company housing gnerally stayed in smaller 
houses with less'amenities. than the Company houses. 7~ of them 
commute upto 10 Km to work. 

2.4.4 Most of the workers without Company housing desire it because 
of the various facilities and advantages that accrue from it. 

2.4.5 Workers with Company housing wh1 have worked elsewhere before 
joining the present Company did not h~ve to sacrifice their 
emoluments when they took up this job. In fact most of them have 
got at least 20% more than their previo'Js income. 

2.4.6 Half the workers in the sample had a dwelling place elsewhere 
in Indi a and had dependents 1 i vi ng thrre. Very few of them actually
owned them. In fact, 78% of the 'workers" expressed a desire to own 
a dwelling place. 

It should be noted that the four Companies had no intention of 
selling the dwelling units provided to workers but the workers too 
by and large had no desire to buy tho~~ tenements. Detailed 
stati sti cs are gi ven in Chapter 6. tt>f wanti ng to purchase the 
Company accommodation is explained by the fact that only a part of 
the workers are locals and for the rest, 'home ' is elsewhere. 

2.4.7 Most of the workers who expressed a desire to own a house, 
also indicated that they would think r.f loans from their employers 
as the source of funds. Awareness of other loan schemes was low. 

t.5 It may be concluded from this study that, there is a crying 
need for company housing in India but companies cannot channel their 
limited investment funds into this area which enjoys low priority.
This is a matter that should be investigated in depth by HDFC with a 
view to develop some viable and practical loan schemes which will at 
least party solve a major social probler:. 

It will have to be either tackled at th~ Company level by prOViding 
incentive to invest in housing for low and medium income group
workers by way of low-interest bearirg loans which cann<>t b.e 
diverted for other use, or by providing loans for housing schemes 
with as low a margin as practical or at the individual level by 
providing loans to group housing schemes in industrial growth
centres in such a way that the loan recovery is guaranteed and 
decentralised. 



ANNEX 6G
 
DRAFT SCOPE OF RESPONSIBILITIES FOR RESIDENT ADVISOR
 

The Resident Advisor will be responsible for two kinds of 
activities. On a'long-term basis she/he will be responsible for 
astisting RHUDO and USAID in the evaluation and monitoring of HDFC. This 
assistance shall include an an~lysis of HDFC disbur~ements to 
lower-income households and on~ or more survp.ys of beneficiaries with a 
view to producing recommendations to RHUDO, USAID a~ld, ultimately, HDFC 
about how the lowest practicable income levels can be served by HDFC 
without subsidies. 

Also as part of his/her long-term responsibilities. the Resident 
Advisor shall, upon request, provide assistance to Indian institutions 
which provide or plan to provide housing finance for lower-income 
households. The emphasis of tl is assistance shall be the development of 
formal pri vate sector enti ti es t'lhi ch have as a corporate goal the 
provision of unsubsidized capital for the production of housing 
affor'Clable to such households. In particular, it is expected that the 
Resident Advisor will provide assistance to one or more apex housing 
cooperati ves. 

Secondly, the Resident Advisor shall produce or manage the 
production of a series of studies designed to provide to USAID and RHUDO 
infonnation and ana'ysi~ relevar,t to the development of selected elements 
of a sector strategy. They will be calculated to establish the basis for 
f~t~:e HG programming, to imprcve low-income targeting, and to identify 
and evaluate possible recipien~s for ,HG funds. To the extent penmitted 
by time a:ld budget constraints. Such studies as the following will be 
undertaken, with priority given to those efforts which will most directly 
support changes in institutional design needed to provide housing
financial services to lower-income households: 

(l) M analysis of capital flows in the housing finance sector in 
India: This analysls should show quantities and directions of flow among
public and private institutions including the nationalized insurance 
corporations, commercial bank~, development banks, international 
agencies, central state and local governments, cooperatives, corporate 
and other investors, and indiviJual households. It should consider the 
role of the infonnal sector in hJusing finance, inclUding "black ll money,
"pugreell and other practi ces. ':n addi ti on to appropr.i ate graphi c 
depictions of these flows, an analytical narrative should describe the 
statutory, regulatory and market constraints on, or incentives for, 
investment in housing. 

(2) The development of recommendations for the mobilization of 
currently unused or i ncompl etely Ij;;ed resources for housi n~ fi nance: 
ThlS study ought, to exam'jne in porbcular the ways 1n Wh1C pnvate 
sector institutions can attract the univested resources of Indian 
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households, and the marketing of debt 1nstru~e~ts, including bonds. 
notes, and debentures, anc of/equities. 

(3) Adetailed evaluation of the mel.ns by which access to capital
is regulated by the pUbl,c sector ln Indla wlth the goal of detenmlnlng 
the extent to which government policy, as opposed to demand, determines 
the cost and quantity of capital for housing. This discussion should 
lead to a description of those changes which would do the most to make 
capital markets more responsive to effectivp demand from housing 
consumers. 

(4) An extensive survey of private emoloyers which provide housing 
benefits to their employees to determine thl pervasiveness of such 
benefits, the kinds of programs offered, the value of the subsidies, if 
any, including tax advantages, and the costs to employers. 

(5) An analysis and comparison of '/drious kinds of housing 
financial facilities currently used or usable,n India from the 
perspective of their comparative utility to lower-income households. At 
a minimum, this evaluation should include loan-linked deposit schemes 
(including, e.g., the ~EG scheme), variable rate instruments, cooperative 
financing, institutionalization of indigeno~5 systems and pension fund 
financing. It should compare the amortization burdens, risks, and 
discounted 1He-cycle costs of each of the alJproaches examined. Only
those facilities which are commercially viable in an unsubsidized context 
should be considered. 

(6) An assessment of the need for dna feasibility of establishing
a secondary mortgage market 1 n India. Thl s study should conslder whetner 
the volume of mortgage paper foreseeable in the residential real estate 
market is sufficient to justi fy the fonnation of secondary purchasers, 
whether, in any case, such cycling would hav~ any impact on the 
availability of mortgage loans to 10wer-incJme households, any legal
obstacles tu a secondary market and such ins~itutional design 
impli~ations as are revealed by other aspec~~ of the study. 

(7) A feastbil tty study of mort9a~e insurance in Indi a. The 
limited objectives of thls analysis woul be to determine whether there 
is any market justification for mortgage i~surance and whether its 
availability would have any effect on lower-income households. 

(8) M evaluation of the effect of threats to tenure on household 
and institutional willin ness to invest in housin. This discussion 
s ou lnc u e reglstratlon an tlt lng pro ,ems, t e uncertanties 
created by the Urban Land Ceiling Act and go'ernment policies towards 
squatter tenure. 

(9) M analysis of the levels of effe~tive demand for unsubsidizeu 
housing. Thl s analysls shOUld estlmate the cost of vanous .._._­
configurations (bungalows, apartments, etc. ) of pucca a1d semi-pucca 

\ \\{; 
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housing in different regional m~rkets and compare those costs with income 
levels in such markets. These calculations should lead to conclusions 
about the extent to which the private sector is or could meet the 
unsubsidized demand for housing in major Indian markets. 



ANNEX 6H
 
EVALUATION OF PAST AND SCHEDULE AND COST
 

FOR FUTRE HDFt TRAINING PROGRAMS
 

I. Initial HeFC Training Program funded hy USAID central grant funds 
($100.000) 

Brief Description 

HDFt conducted its first systematic ~11 India training program for 
all its staff during the month of February/~1arch 1984. The idea of this 
training programme was discussed with USAID in February 19P3. In order 
to identify an appropriate organization in the USA which would be able to 
carry out a program suitable to its needs, PDFe had discussions with a 
number of U.S. savings and Loan Associatior,s, U.S. Universities, the 
FEderal Home Loan Bank board and the Institute for Financial f"'Jcation, a 
subsidiary of the U.S. League of Savings Ass1ciations. IFE \',J$ finally 
se1er.ted as the most appropriate InstitutioJ. /1r. George Cardis of IFE 
and Mr. Curtis Coo~ ot San Jose University, California visited HDFC for 
two weeks in November 1983 and conducted ar organizational audit with 
specific reference to the type of training required. A detailed 
questi orma i re was a1so fi 11 ed in by a11 members of staff whi ch was 1ater 
analyzE:d to assist in the fonnu1ation of an appropriate program. The 
prime objective of the program was to design and initiate an on-going
in-house staff training programme which would be used to train all HDFC 
employees in corporate objectives, operatio~s and interpersonal skills. 

Pro gram Des i gn 

As a result of the organizational audit, a detailed report was 
prepared in which specific recommendations were made. The key 
requirements with respect to training are 1 isted briefly below: 

(1) An emphasis on personnel development was identified: with 
specHi c re ference to 

(a ) /11 nageria 1 51< ills 
(b) Communication Techniques 
(c) Incenti ve & Rewa rd Structur\:s 
(d) Career P1 anning 
(e) Q:>a1 setting and Planning A signments 

(2) Developing a T~aining and Personnel Development function 
wi th in HJFC. 

(3) Deve1 opi ng perfonnance eva 1uati on, systemati c job descri pti ons 
(i.e. 'key result areas" for which employees are responsible). and 
accountability for individual work objectives. 
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(4) The need for an 8np~oyee Orientation Programme was also 
identified, including: 

(a) mpch~nised audio visuals; 
(b) planned system of job rotation 

(5) Branch manager training: training not only in achieving a 
Branch Manager's role but in interacting with the Head Office. 

In summary, the report outlined the need to enhance work 
effectiveness by improving: 

(a) Communication 
(b) Task or work expectations
(c) The practice of managing
(d) Incentives and care£r planning 

The traini ng progl'am ul timately desi gned cover these fou"" maj or 
areas with considerable emphasis on (a) and (b) owing to their complexity. 

Program Evaluat'ion 

The tra i iii ng programme was conducted in two centres. Bombay and 
Bangalore and covered almost al I HDFC staff (excluding drivers and peons) 
totall ing about 270 persons. '(hey were organized in five two day
sessions for all staff includip) managers. A special session was also 
organized for only managers and Jfficers of HDFC. In the general 
::::~:~:l managers and officers played the role of facilitators for staff. 

The training programme proved to be a learning experience for all 
staff. tr10stwere unfamiliar with the materidl as well as the style of 
presentation. The programme was designed to maximise participation with 
a minimum reliance on lectures. In each session different techniques 
were used to illustrate provocatively the nature of the problems being 
discussed. Some of the techniq"es that were used were: 

(l ) ro1e p1ayi ng
(2) team probl~m solving 
(3) illustrative games 

One of the most useful sessions proved to be the Group Work Session 
at the close of the first day. Each team selected a current problem that 
they felt urgently needed attenticn at HDFC, worked on' it and made a 
presentation next morning, They were encouraged to use the techniques to 
which they were expvsed during the day. 

The content and quality of the presentations were of an extremely 
hi gh arc! er ina 11 the pre sentati Jns. All pre sentati ons have been 
preserved for future use. Many of the ideas and recommendations made 
have a potential use for future ~ystems change in various departments. 
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Perhaps one of the most useful end products of the training 
programme was the opportun1ty of HDFC staff to meet each other and 
discuss common issues. For many, it was the first time that they had 
vi sited the Head Officf!. It was in fact th€ first opportunity for all 
staff to get to know the organization better, exchange notes with 
colleagues, discover that problems were not branch specific, and to 
imbibe HJFC cul ture. 

The present train'ing programme will place all HDFC staff on a commol'! 
level; they will have acquired a common voclbulary on which to build. 
They will also be mlJch more aware of HDFC itS an organization, its 
problems and its people which will help considerably in promoting growth
through better co-operation and co-ordination. 

Adetailed questionnaire has been sent to all staff who attended the 
training sessions under this program. Aca~eful evaluation of the 
results will be made shortly to help us dete mine in more detail the 
reaction of staff members as well as plan for future programmes. 

Preliminary indications suggest that the program was widely
appreciated. It has boosted morale and created expectations among staff 
members for a more systemati c approach to t,'aini ng and career 
developrnent. HDFC looks ahead to buil ding on the fi rm foundations that 
have been established. 

II. Attendance at Training Workshops in Washington, D.C. 

HDFC has benefitted considerably by it~-regular attendance at the 
Shel ter Workshops hel din Washington. These courses provide useful 
insights into the nature of the shelter prob12m with special regard to 
lm't'er-income households. While I-[)FC has, in its initial years,
concentrcted on building its institutional base, it has targetted some 
proportion of its funds specifically to lowrr-income households. With a 
renewed emphasis on training and attendance at relevant seminars and 
worksh9ps in India and abroad, HJFC hopes to be able to reach out, to 
households earning well below the median income level. New Techniques of 
mortgage lending and loan appraisals as well as savings linked loans will 
make housing finance accessible to lower income people. Training will be 
a crucial requirement Rnd this has been built into future HDFC programs. 

III. Future Training Programs and Management Goals 

HDFC's rapid gro~/th and diversification will require a highly 
trained and adaptable staff. Several deficiencies which were highlighted
in the recently held training programmes will take prima~ place in the 
future action programme of the Corporation. 

One of the primary tasks that emerges is to identify the specific
traini ng needs of HJFC over the short and medium term. In order to do 
this several prerequisites will become necess3ry. Manpower needs can be 
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arrived at by carefully evalu~t,ng the present staff in terms of career 
development and deciding at what entry points new staff are required.
This in turn will determine the need for training (i) additional staff 
and (ii) training existing staff to take on new responsibilities 
including tran~fers. 

The need for training can only be determined by evaluating an 
employee's current work activity with that expected of him at that task. 
The gap indicates the training requirement. In order to evaluate this, a 
systematic procedure for performunce appraisal with clearly spelled out 
job responsibility and reporting channels need to be established. In 
brief, human resource developme t will require a systematic attempt at 
evaluating job standards, setting objectives, modifying them and finally
appraising demonstrated perform~nce. This will indicate career paths of 
existing staff as well as the e~try points for new staff. 

In order to fulfill these objectives the following program is 
planned for the period June 1984 to December 1985: 

June 1984 (l ) To appoint an external consultant to recommend an~ 

to d~sign an appraJsal system commensurat~ with the size 
Feb. 1985	 and growth of the Corporation. This would include job 

standards, pro~otion policy together with remuneration 
packages, appr~isals and recruitment. The consultant 
would also help design training packages for specific
identified nee~s. 

Cost: Rsl,200 
Duration: 5 days per mon th 

for eight months 
Total	 cost: Rs48,400 Approx. US$5,000 

(2)	 The External COI,su1tant would also, in the course of 
this time organize four six day training sessions to 
initiate the il plementation of the newly designed system. 

Cost: RslO,OOO 
Duration: six days per 

pre gramme x 4 
Total cost: Rs40,OOO Approxa US$4,OOO 

Organization expenses of Seminars ptJ prox. US$l 0,000 

June 1984 (3) To establish a t4inagement Trainee Programme within HDFC 
to for all new recruits who are potential officers. This 

Sept 1985	 program would use material imported from IFE and would 
also develop ma;eria1 in India to extend and adapt 
material already available. The process would be 
mechanized in tIe form of Audio Visuals and other 
traini ng aids. 

\ 
, i\ . \ 
\ Vi . 



-5-

At present three Audio Visuals are envisaged 

(i) Orientation to HDFC and housing finance in India 
(ii) mortgage lending protedures 

(iii) mortgage servicing pr1cedures 

Cost:	 Rs40,000 
per audio visurl x 3 

Total cost:	 Rsl,20,000 Approx. US$12,OOO 

Other organizational expenditure
via Task Forces Regional training 
programmes etc.	 Approx. US$20,OOO 

sept 1984 (4)	 To develop with IFE several of the packages already 
available in terms of Mortgfge Operations, Mortgage
servicing and supervisory management. lhese packaged 
programs need to be adapted and structured for our own 
requirements. second, the correspondence courses 
offered by IFE need to be ~xami ned for use by HOFC ; n 
Indi a. 

Assessing our requirements: 

(i) Cfle IFEperson in
Bombay for two weeks 
Fa re $1 ,450 Per Di em 
$120x14 
Fees: $300x14	 $7,330 

(i i) One HDFC person in 
Chicago to work with 
at least one IFE person 
HDFC Fa re $1 ,450 
Pe r Di em $7 5x 14 $2,500 
IFE Fee $300x14 $4,200 

(i i i) In Bombay to set up
and train HDFC trainer~. 

Cfle IFE person in BombdY 
for two weeks $ 7,330

$21 ,360 

(iv) Course Material cost etc $ 2,500
$23,860 Approx. US$25,OOO 
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Sept 1985 (5) To organize a ~~cond major training session involving 
all staff in t;le latter half of 1985 to reassess the 
development ot the training and personnel functions in 
HDFt as a result of the programs envisaged. In other 
words an aSSEssment of the activities planned under el) 
·(2) (3) and ,4) above together with a more advanced 
specialist trlining programme. 

Estimated cost: Three weeks 
two trainers 

Fte: 
Per Di em: 
Fare: 

US$45 Ox21 x2 
US$12 5x2l x2 
US$'J ,600x2 

$18,900 
$ 5,250 
$ 3,200 

$27,350 

Domesti c Cost 
approx. Rs4,OO,OOO $40,000 

$67,350 Approx US$70,OOO 

(6) To continue to be actively involved with international 
and local seminars on housing policy, finance with 
special referenr.e to lower-income people such as the 
Shelter Workshop in Washington, EARCPH, courses at U.S. 
Universities such as Berkeley and MIT etc. It may be 
advisable in some cases to_send a team of people ot some 
courses so thLt HDFC can utilize ideas in greater 
measure. 

Cost of such programmes estimated at Approx US$lOO,OOO 

(7)	 To attend special training courses for trainers and to 
acquire pre-prepared material in the fonm of books, 
audio visuals, films that facilitate in-house training 
programmes . US$25,OOO 

As may be seen, the overall orientation of the program is to develop
the human resource management ald training activities within HDFC in 
or'der ttl ensure that exi sti ng rranpower is used optimally, mati vat; on, 
incentives and remuneration packages are satisfactory and recruitment 
policies follow a predetermined 5trategy relating to the entry points 
identified by careful evaluatio.l. Thi s approach is also designed to 
reveal the training needs of existing staff. 

An important factor in the overall orientation of training will be 
to reduce procedural requirements in current operations, make operating 
systems more efficient as well a~ to access a greater number of lower 
income households to HDFe's savings and lending programs. With a . 
widening geographical spread, HDFC's training programmes will be crucial 
for future development. It ~i1' emphasize the importance of common 
objectives and the manner in whi~h these are to be achieved. 
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ANNEX 7 

Debt Service Capability: 

India's long standing policy of selective and cautious use of 
borrowing has prevented the emergence of severe debt servicing problems.
In this regard, Indian policy ma~ers are acutely aware of the debt 
servicing crises experienced by vther developing countries in recent 
years and from all evidence are d~termined to avoid this type of 
problem. Most recently, India d !monstrated its conservative approach to 
international borrowing by decidillg to refrain from drawing down the last 
SDR 1.1 billion tranche under the Extended Fund Facility arrangement for 
SDR 5.0 billion agreed to in 1981 with the IMF. 

The major change in India's financing of external debt in the medium 
term will be the continued rise in commercial borrowing and the decline 
of concessiona1 assistance. Indi~'s credit rating, which is good and 
will likely remain strong, should provide it with the required access to 
international capital markets fo" commercial borrowings. The debt 
servicing associated with larger borrowings in commercial markets will be 
greater, of course, than with concessiona1 assistance. In this respect,
Housing Guaranty borrowing under current market conditions is 
advantageous vi s-a-vi sal ternati I'e non-c oncessi ona1 sources of funds. 
The recent Housing Guaranty loan to HDFC was made on a floating rate 
basis at an effective interest rate of 9.3 % (30 basis points over 90 day
Treasury rate). In contrast Indian borrowing in the international 
capital markets has been at an effp.stive rate of 10.62 % (62 basis points 
over London Inter-Bank Offered rat~). 

Table I A-C shows India's debt service ratio from 1973-74 to 1982-83 
and estimates from 1983-84 to 1ge~-90. The estimates show a rapidly 
rising debt service ratio througll 1986-87 and then a stabilizing of the 
ratio through the end of the deca1ell. The short term situation will 
be readily manageable; the medium term, difficult but nevertheless 
manageable. The GOI's economic sJrvey for 1983-84 summarizes the 
s i tuati on as foll ows: "The economy may have to face a not very
comfortable external financing problem in the Seventh Plan and the 
adjustment policies initiated at the beginning of the Sixth Plan would 
need to be continued. II 

The Sixth Plan adjustment policies referred to abo~e were developed
in response to the oil price incrpase of 1979-80. At that point more 
than three-quarters of India's ex~ort earnings were being used to pay its 
oil import bill. The government, \lS part of the SDR 5.0 billion loan, 
worked out with the Fu nd an adjus'ment strategy that it hoped woul d allow 
the economy to integrate the higher oil prices while not sacrificing 
economic growth. The crux of the strategy was first to open up the 
highly protected Indian market to more imports of intermediate and 
capital goods as well as foreign 

l! Data were provided by World Ba~k/India and are drawn from GOI 
sources. 
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investment and technology. It was hoped that the influx of foreign 
equipment and know-how would, over the medium tenn, make Indian 
industry more efficient and energize the stagnant export sector. At 
the same time, the Government launched an in~estment program of $6-7 
billion over five years aimed at greatly ex~~nding domestic oil 
production. 

So far the second part of the strategy has been far more
 
successful than the first. Domestic production of crude oil has
 
almost tripled and net oil imports have decli~ed to only 3~ of
 

. export earnings. In fact, the improvement in ~he oil import account 
has been sufficient to contain the current account deficit to $3,948 
mill ion in -1983-84, less than two percent of Gr,P. On the capital 
account, the balance of payments was bolstered by a continuing flow 
of remittances and a significant increase in deposits from Indians 
residing abroad which more than doubled in 19J3-84 to reach the $1 
bill ion level. 

Despite these improvements the medium term outlook for the
 
balance of payments is uncertain. Growth of non-oil exports has
 
been stagnant for the past few years, i.e. the estimated 1983-84
 
level is approximately the same as the 1980-81 level. Both the 
Government and many Indian businessmen acknow1Ldge that Indian 
manufactured products have difficulty competing successfully in 
overseas markets. Also, it now aprears that f( reign assistance on 
cancessiona1 terms will not increase during the coming years. Thus, 
unless India can somehow increase its hard currency export earnings 
it will have to turn increasingly, as it alre~dy has begun to do, to 
commercial loans on harder terms for financbg the rising flow of 
high technology imported capital goods that it will need during the 
second half of the eighties. 

The Government clearly recognizes India l 3 vulnerability, and 
in the context of its explicit policy of not ex~eeding debt service 
1imits, imports may have to be limited during the planning period 
that will begin in 1985. This could result in :ndia following a 
slower growth path. An alternative, imprUdent >orrowing, is 
considered highly unlikely in light of India's conservative record. 
The excellent interest rate India has obtained on recent commercial 
borrowings in the midst of the upheavals in ioternationa1 commercial 
markets reflects this assessment. . 

The following table shows the decline in India's trade
 
deficit over the past several years in millions of dollars. It is
 
likely the trade gap will continue to narrow in 1984-85.
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Year Imports 
(includ~s 
net oi 1 
imports} 

Exports
(excludes
oil ) 

Defici t 

------­ -------­
1981-82 15,500 8,519 6,981 
1982-83 14,249 8,001 6,248 
( Es t) 
1983-84 14,412 8,466 5,946 

Asubstantial increa5e in domestic oil production and 
relatively soft international oil prices were the main factors which 
accounted for the reduction in th~ trade deficit. Oil production
doubled from 10.5 million metric tons in 1980-81 to 21.1 million 
metric tons in 1982-83. Producti >n is projected to further increase 
to 26 mi 11 ion metri c tons in 1983-34 and to ~ ~. ~ mi 11 ion metri c tons 
in 1984-85. At present 6 million metric tons of crude are exported 
each year; such exports will continue until all the country's 
refineries have been retrofitted to process Indian oil. Thus, as 
retrofitting is completed exports and imports will decline. Since 
1980-81, net oil imports as a percent of non-oil export earnings 
have declined from 7f!l, to a projec:ed 3m in 1Ni4-85. 

As the following table indicates, e>ports other than oil 
have been stagnant in dollar tenrs for the past several years. 

Year tiJn-Oi 1 .):ports ~ Change 

1980-81 s. 8,504 million 
1981-82 $. 8,519 million 0.2 
1982-83 s. 8,001 mi 11 ion -6.09 
1983-84 $.8,466 million 5.81 

To a certain extent the appreciation of the US dollar relative to 
the Indian rupee has limited grow' h of export earnings in dollar 
terms. More fundamentally, howev~r, it is a reflection of the high 
cost and relatively low quality of many Indian manufactured 
exports. An additional factor has been the international recession, 
which reduced demand for many prirllary products and increased 
competition in areas where Indian exporters of manufactured goods
had hoped to build a market presence. 

Net invisible receipts fe~l from $2,373 million in 
1982-83 to $1,998 million in 1983-8~, but the drop was not as steep 
as expected. While remittances from Indians abroad, principally 
workers in the Middle East. have declined from the high mark of 
$2,861 million in 1980-81, they no I appear to have steadied at about 
$1,800 million, at least for this year and next. The major change 
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in the invisible account was a sharp increase in interest payments 
on past borrowi ngs, especially to the IMF and t.e.. cOrmlerci al banks. 
Another negative factor was that GOI interest revenues have fallen 
because of reduced levels of foreign exchange reserves excluding 
gol d from FY 82 onward. 

The current account deficit grew to $3,874 million in 
1982-83 and to a projected $3,948 in 1983-84. As a proportion of 
GOP, the deficit was the equivalent of 2.2% in 1982-83 and 1.93% in 
1983-84. 

On the receift side, net concessional aid disbursements 
increased from $1,456 m11ion to $1,771 million in 1982-83 and is 
projected at $1,655 million in '1983-84. At pre!»ent the World Bank 
accounts for more than half of gross aid flows. During the years 
1981-83, IDA committed $3,244 million to India for development
projects. U1der the new three-year IDA rep1 enis;lment, whi ch is in 
process of negotiation, it is likely the GOI wi.1 receive 
substantially less. While the hard loan window of the World Bank 
will offset the dec1int in IDA commitments, thE stiffer loan terms 
(20 years at near market rates) would cause cuncessiona1 aid flows 
to dec1 ine. 

Asource of strength to the balance of payments in recent 
years has been the willingness of Indians residing abroad to hold 
their savings in the for~ of deposits in Indiar. banks denominated in 
rupees, dollars or sterling. To encourage thesE flows the GOI has 
placed a 2% interest premium on hard currency deposits by
non-resident Indians over other domestic deposits and has guaranteed
their convertibility without exchange risk. Thus a non-resident 
Indian can earn 13% annually on a 5 year certificate of deposit. 
While this rate of interest is higher than thai India pays to the 
commercial banks some observers believe the advantage of the 
non-resident deposits is that there is a strong possibility that 
they may not be repatriated for many years. Nevertheless it must 
also be recognized that these flows are sensitive to the level of 
interest rates elsewhere, principally in Europe and the U.S. If 
interest rates abroad were to go up, the GOI w~uld have to match the 
increases or risk having the flow of non-reside~t deposit dry up or 
perhaps even turn negative. The flow of deposit~ increased from 
about $96 million in 1981-82, to $466 million ir 1982-83, and is 
projected at $1,000 million in 1983-84. 

An increasingly important source of external funds is 
commercial borrowings and supplier credits. ihough these are for 
shorter terms and considerably costlier than normal sources, the 
drying up of concessional aid makes some additional recourse to 
cOrmlercial borrowings inevitable. Total commitments of commercial 
loans including supplier credits increased from $1,348 million in 
1981-82 to $2,462 million in 1982-83. Commitments are expected to 
amount to about $1,978 million in 1983-84. The bulge in commitments 
during 1982-83 occured because of large borrowin~s to finance 
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capital equipment for the Oil and Natural Gus Commission, the Rihand 
Thermal Power Project, and Air J,dia. Disbursements of commercial 
loans were substantially less than commitments: they amounted to 
about $177 million in 1981-82, $456 million in 1982-83, and a 
projected $841 milli on in 1983-J4. 

As a result of increJsed pressures on the balance of 
payments because of the 1979 oil price increase, India obtained a 
3-year SDR 5 billion loan from IMF in NOvember 1981. Of this 
amount, India drew SDR 600 million in 1981-82, SDR 1,800 million in 
1982-83, and plans to draw SDR 1,500 million over the next year, for 
a total of SDR 3,900 million. Pro~pted by the decline in India's 
trade deficit over the past 2 years, Prime Minister Gandhi announced 
on January 15, 1984, that India ~ou1d forego the balance of SDR 1.1 
billion under the IMF loan. There were good policy reasons for 
adopting this course. Chief amtng them was the fact that given the 
improvement in the current acco/lnt, the final SDR 1.1 billion 
tranche of the IMF would buy little, if any, additional policy 
latitude for the GOI over the n~xt year or two, but would increase 
the debt service burden in the late 19801s. 

Gross foreign exchange reserves, inclUding gold holdings,
will increase from $5,288 million in IFY 83 to $6,202 million in IFY 
84, sufficient to cover about 5 months of imports. However, India 
officially values its gold ho1din~s of 8,594,000 ounces at only SDR 
35.00 per ounce. If this were in~reased to the current market price
of about $400 per ounce, total reserves would increase by $3,137 to 
$9.34 bill ion, sufficient to cov,r 8 months of imports. 

In sum, the preceedinr analysis shows that the $20 
million Housing Guaranty loan would be advantageous to India1s debt 
service situation. The interest charge will be less than for funds 
it would otherwise borrow from commercial sources in the coming 
.year. The underlying premise in making such a guarantee is that 
India will continue to show discipline in borrowing from 
international capital markets and coincidentally continue to 
maintain its ~xce11ent credit rati~g. Insofar as the past is an 
indicator of future performance, there is no evidence to indicate 
India will behave differently. 
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Tab1 e 1 - A 

(I)	 India's Debt service Ratio (DSR}: 
Receipts &payments, Iff 1914-19~ 

Debt servi ce 
Rati o(~) 

----------­
(3)x100 

(2 ) 
(1) 

Receipts on 
CUrrent ale 
($mill. ) 

(2) 

Puyment
!pri nc i pa 1 + 
interest) 
($lin 1. ) 

(3) 

a) Actualz 

1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1S31-82 
1982-83 

16.9 
14.3 
12.3 
14.2 
12.6 
10.8 
8.2 
7.1 
7.5 

10.1 

3,862 
5,147 
6,121 
7,726 
9,098 

10,271 
12,920 
15,254 
14,439 
12,828 

6 i2 
737 
754 

l,IJ93 
1,148 
1,143 
1,059 
1,078 
1,0:-8 
l,Z~9 

b) Estf8ltes 

1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 

12.9 
15.8 
17.4 
21.1 
21.8 
21.3 
20.6 

13,405 
14,613 
16,736 
19,206 
22,145 
25,790 
29,797 

1,732 
2,244 
2,845 
3,975 
4,774 
5,439 
6,096 
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Tabl e 1-8 

I I. Breakdown of Receipts on CUrrent AlC 
By Its ComrfriIT~s: IFY 1974 - 1990 

i"TO'nJ 

Exports
Merchand Nonfactor .Total Fac tor CU rrent Total 
dise Services Exports Income Trnsfer Recpts 

(1 )+(2) (3 )+(4 )+(5) 

(1) (2 ) .(3) (4) (5) (6) 

(a)Actuals 

1973-74 3,239 384 :,623 54 185 3,862 
1974-75 4,174 578 4,752 118 277 5,147 
1975-76 4,672 825 5,497 134 490 6,121 
1976-77 5,753 1,057 6,810 209 707 7,726 
1977-78 6,315 1,384 7,699 311 1,088 9,098 
1978-79 6,978 1,612 8.590 478 1 ,203 10,271 
1979-80 7,948 2,304 1C,252 796 1,872 12,920 
1980-81 8,504 2,881 11 ,385 1,083 2,786 15,254 
1981-82 8,519 2,669 11 ,188 912 2,339 14,439 
1982-83 8,001 2,523 lJ,524 434 1,870 12,828 

b) Estimates 

1983-84 8,466 2,643 11,109 486 1,810 13,405 
1984-85 9,386 2,877 12,263 501 1,849 14,613 
1985-86 10,823 3,317 14,140 598 1,998 16,736 
1986-87 12,642 3,884 16,526 502 2,178 19,206 
1987-88 14,787 4,553 22,145 431 2,374 22,145 
1988-89 17,346 5,354 22,700 502 2,588 25,790 
1989-90 20,201 6,224 26,425 590 2,782 29,797 
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Table l-C 

Breakdown of Interest Pltments And Resayments 
By Its COmponents: I Y1974 - 199 

(smilli 0 n ) : 

Repayments Interest Payment~ Total 
Payments 

IMF Excl. Total IMF Excl. Total 
IMF (1)+(2) IMF (4)+(5) (3 )+(6) 

(1) (2 ) (3 ) (4) . (5) (6) (7) 

it) Actual s 

1973-74 402 402 NA NA 250 652 
1974-75 484 484 NA NA 253 737 
1975-76 503 503 NA NA 251 754 
1976-77 337 491 828 NA NA 265 1,093 
1977-78 330 527 857 NA NA 291 .. ,148 
1978-79 158 603 761 NA NA 352 1,113 
1979-80 672 672 NA NA 387 1,059 
1980-81 700 700 NA NA 378 1,078 
1~m -82 674 674 NA NA 404 1,078 
1982-83 701 701 NA NA 598 1,299 

b) Es t ; ma te oS 

1983-84 70 783 853 307 572 879 1,732 
1984-85 140 818 958 350 936 1,286 ..; ,244 
1985-86 208 1 ,176 1,384 365 1,095 1,460 2,845 
1986-87 563 1,823 2,386 333 1 ,256 1,589 ,975 
1987-88 849 2,181 3,030 275 1,469 1,744 4,774 
1988-89 1,003 2,411 3,411 201 1,827 2,028 5,439 
1989-90 825 2,846 3,671 148 2,277 2,425 6,096 



- 9 -

Tab1 e I I " 

Balance of Payments 
(Sffil111 on) 

Actuals Estimates 
1980/81 1981/82 1982/83 1983/84 

Exports (f.o.b. -exc1dg. 
Crude 8504 8519 8001 8466 

Primary (exc1.crude) 2841 2573 2453 2519 
Manufactures 5663 5946 5548 5947 

Imports (c. 1. f. ) -16204 -15500 -14249 -14412 
Ed ib1 e oi 1s -865 -700 -235 -619 
Fertil izers -1037 -783 -281 -642 
Iron & steel -1080 -1348 -1190 -895 
Non-ferrous metals -605 -445 -290 -393 
P.O.L.(net of exports) 
Others 

-6672 
-5945 

-5590 
-6634 

-4613 
-7640 

-3395 
-8468 

Trade Balance -7700 -6981 -6248 -5946 
-----­-~----

Non-factor services 
Exports 
Imports 

2880 
-1515 

2669 
1695 

2523 
-1583 

2643 
-1787 

Resource Balance -6335 -6007 -5308 -5090 
-----­ -----­ -----

In vestment Income (net) 
Current Transfers 

6(,0 
2771 

286 
2318 

-415 
1849 

-648 
1790 

(memo item:net invisib1es) 4736 3578 2374 1998 
Current Account Balance -2964 -3403 -3874 -3948 

------
Concessional Aid (net) 1634 1456 1771 1655 
of which: 

Gross disbursements 2138 1957 2310 2188 
Repayments 

Medium &Long-term 
Borrowing (net) 

-504 

318 

-501 

441 

-539 

614 

533 

1003 
of which: 

Gross disbursements 514 613 776 1253 
Repayments -196 -172 -162 -250 

LM.F. Credit (net) 1035 690 1980 1295" 
Capital, n.e.i. 
of whi ch: -368 -1582 12 914 

Non-t'esident deposits 0 96 466 1000 
change 

In Reserves (-=increase) 345 
Reservf~ Level (end of year) 6859 

2398 
4461 

-503 
4964 

-919 
58e3 

Memo items: 
Cur.Bal GOP mp (S) 1.8 2.0 2.3 2.1 
O.S.R (i). 7.1 7.6 10.1 12.9 


