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~ c k g r o n n d  

This  s e c t i o n  provides  a broad overview of t h e  Housing Development 

Finance Corporat ion (WFC), its ope ra t i ons ,  and t h e  approach of t h e  

eva lua t i on  team; as such it e s t a b l i s h e s  a framework f o r  t h e  e v a l u a t i o a  

f i n d i n g s  presented i n  t h e  balance of t h i s  summary. Following a b r i e f  

ske t ch  of t he  o r i g i n s  and o b j e c t i v e s  of HFDC, we look a t  t he  types  of 

loans  it makes and its sources  of funds t o  date.  A f i n a l  b r i e f  no t e  

de sc r ibe s  t he  appro8c.h followed by t h e  ceam. 

The Housing Deweloprcnt Finance Corporat iono HDFC began ope ra t i ons  

Ln Nay 1978, wi th  t h e  princi.pa1 equ i ty  c o n t r i b u t o r s  beirsg t h e  I n d u s t r i a l  

C red i t  and Investment Corporat ion of I n d i a ,  t he  I n t e r n a t i o n a l  Finance 

Corporation,  and t h e  Aga Khan Group. I n i t i a l  paid  up c a p i t a l  was $10 

 illio ion. The founding of HDFC was s i g n i f i c a n t  i n  t h a t  it is t h e  f i r s t  

p r i v a t e  f i nance  development i n s t i t u & o n  ded ica ted  t o  housing. 

The primary o b j e c t i v e  of t h e  Corporat ion is t o  provide long t e r m  

f inance  t o  middle and lower income households, aasmA.ations of 

i n d i v i d u a l s ,  and corpora te  bndies  f o r  t h e  c c n s t r u c t i o n ,  purchase,  and 

ownership of r e s i d e n t i a l  un i t s .  HDPC's purpose is t o  i nc r ea se  t he  

housing s t o c k  in t h e  country  general ly .  Another HDFC o b j e c t i v e  is t o  

mobi l ize  long-term resources  i n  t h e  f  o m  of d e p o s i t s  and term debt  and 

t o  t r ans f  o m  shor t - term resources  i n t o  long-term housing Lrwestment . A 

Longer-tern o b j e c t i v e  is t o  l e ad  and support  t h e  development of a - 

s a t i o c a l  housing f i nance  syscem, and r e l a t e d l y  t o  f o s t e r  t h e  growth of 

t h e  c a p i t a l  market i n  genera l .  



In June 1984 ( the end of t h e  HGOOl disbursement per iod)  HDFC had 

nine branches s c a t t e r e d  around the  country i n  a d d i t i o n  t o  its 

headquarters  i n  Bombay. However, loans  have been concentrated In t he  

West and South regions of t h e  country;  and funds mobi l iza t ion  has been 

concentrated a t  corporate  headquarters.  

Types of Loans. EDFC engages in f o u r  types of mortgage lending. 

These inc lude  loans t o  i nd iv idua l s  f o r  acqui r ing  a hone, loans t o  

corporat ions  f o r  whrkers' D x s i n g  o r  f o r  on-lending t o  workers f o r  home 

a c q u i s i t i o n  ( ca l l ed  the  l i n e  of c r e d i t  program), and loans  t o  groups of 

homeowners who have formed an a s s o c i a t i o n  f o r  acqui r ing  an apartment 

building.  

An i dea  of t he  r e l a t i v e  importance of tnese d i f f e r e n t  types of 

loans is a v a i l a b l e  from the  fol lowing tabula t ion ,  which shows loans made 

in HDFC's f i s c a l  year  1984 ( the  f i n a l  year  of IiG001 disbursements) and 

cumulative t o t a l s .  

Percentage DFstribation of Laaxm by Type [a] 

Loans Made in ET 1984 Ccmulative Loans Made 

Loan T y ~ e  u n i t s  h o u n t  Lent Uni t s  - - Amount Lent 

Ind iv idua l  72 82 6 9 78 

Group - - 2 2 

Line of Cred i t  3 4 4 4 

Corporate 25 14 25 16 

To ta l  (percent )  LOO LOO 100 100 

To ta l  Uni t s /$  26,407 $LOO m i l l .  79,760 $285 m i l l .  

a. Excludes a small number of development period loans.  



Soarces of Fonds- I n  addi t ion t o  its i n i t i a l  equi ty,  IIDFC has 

generated funds t o  support its lending operat ions from depos i t s  and 

borrowings -- including term loans,  che Housing Guaranry 001 lo%, and 

most recent ly ,  s e l l i n g  i c s  own bonds. The following t abu la t ion  shows the 

pa t t e rn  of funds mobilized in the  f i s c a l  years  ending in i981 and 

1984. These a r e  f l o v  f igu res ;  1.e-, they show the sau rc r s  of new funds 

raised* 

'Changes i n  BDFC's Sources of Punds 

Over the Previona F i s c a l  Year 

(per 'entage d i s t r i b u t i o n )  

~E!& -, 1984 - 1981 

Depasits 57 8 6 

Tota l  100 100 

To ta l  (mi l l ions)  $ 93 $ 26 

Incre3se yecr-to- 
yezr (percent ) 86 

The $20 mi l l ion  of the  Housing Guaranty 001 Loan diobursed Fn 1984 

cons t i tu ted  almost a qua r t e r  of the t o t a l  funds mobilized Ln t h a t  

year. A comparison of the  tvo years  shows HDFC's s u b s t a n t i a l  

divers . ' . f icat ion of sources w e t  the period. 

The Borming Guaranty Loan- The broad objec t ive  of the HGOOl loan 

was to  cont r ibute  to  a f u l l y  funct ioning and v iab le  housing f inance 

system i n  India. I n  essence, the p ro jec t  purposes were t o  improve 



HDFC's a b i l i t y  to  r a i s e  addi t ional  domestic cap i t a l ,  accelera te  the 

ins t i tu t ion ' s  development on a broad geographic bas is ,  and to encourage 

BDFC t o  make more long-term loans which would d i r ec t l y  benefi t  lower 

income households. An addi t ional  purpose, associated with the corporate 

lending, vas t o  support GO1 policy f o r  decentra l iza t ion  of industry away 

from the l a rges t  c i t i e s .  One of the goals establ ished was tha t  

approximately one-third of the loan benef ic iar ies  be households with 

incomes below the i ed ian  income figure. 1 

The ra t iona le  a ~ , d  approach underlying the loan a r e  w e l l  expressed 

in the  Strategy Statement of the Projec t  Paper: 

AID'S s t r a tegy  is t o  as.sist  the HDFC, a s  a pr ivate  
sec tor  i n s t i t u t i on ,  to  expand its operations a t  a more 
rapid r a t e  so  t ha t  it can make a s ign i f i can t  beginning 
in the p r w i s i o n  of long-term hrusing finance to  a l l  
income ievels .  By helping t o  expand IiFDC's operations, 
the HG w i l l  not only contr ibute t o  increased earnings of 
the HFDC but should have a c a t a l y t i c  e f f e c t  on HDFC's 
a b i l i t y  to a t t r a c t  addi t ional  investors ,  lenders and 
depositors because of the expanded operations. (pp. 11- 
12) 

The $30 mil l ion HGOOl  loan was released in two tzanches of $20 

miJ.l.ion and $10 million, respectively, in 1983 and 1 9 8 4 0 ~  Although HDFC 

did not u t i l i z e  the EG au thor i ty  t o  borrow the guarantied funds u n t i l  

January 1983, the  Loan Agreement permitted HDFC to  apply the funds 

obtained t o  loans disbu&d a f t e r  July 1, 1981. The f i n a l  l iquidat ion  

of HGOOl funds was In June 1984; hence, the t i m e  period w e r  which the 

1. For more on the prod e c t  ob j ect i-~es,  see Annex A. 
2. Because of the t i m e  l ag  in transforming the guarantied loan a s  

borrowed i n  New York i n to  rupees supplied to  RDFC by the  borrowing 
Indian bank, $10 mil l ion appears in the HDFC f inanc ia l  report  f o r  FY 
1982-1983 and the balance in 1983-1984. Mgre information on key dates 
is provided fn Annex B. 



HGOOl funds were used by HDFC t c  f i nance  loans corresponds almost 

exac t ly  t o  t he  t h r e e  HDFC f i s c a l  yea r s  1981/1982 t o  1983/1984. 

A f i n a l  aspec t  of t he  loan wtrich is important t o  no te  a t  the  o u t s e t  

l t j  the  evolu t ion  of t h e  focus on lower kncome households wer t h e  per iod 

of t he  loan and p a r t i c u l a r l y  between the  two loan  tranches.  The genera l  

t a r g e t  remained the  same, i n  t he  sense  t h a t  about one-third of HDFC's 

b e n e f i c i a r i e s  were t o  be lower income householdse The change came i n  

the  mechanism f o r  teaching them. I n  t h e  o r i g i n a l  P r o j e c t  Paper it was 

eavisioned t h a t  the  primary, even s o l e ,  v e h i c l e  f o r  a s s i s t i n g  lower 

income households would be the  corpora te  program f o r  workers. Here the  

b e n e f i c i a r i e s  would be lower income households, even i f  they could not 

themselves a f f o r d  the  u n i t s  they were occupying. As  events  developed, 

HDFC Pound t h a t  a considerable  percentage (about 17 percent )  of the  

households who were rece iv ing  loans i n  t h e  i nd iv idua l  loan  program were 

a l s o  lower income households, a s  def ined by the  median income d e f i n i t i o n  

in the  P r o j e c t  Paper. Thus, t h e r e  was an inc rease  in t h e  number of 

veh ic l e s  used t o  s e rve  t h e  poor. 

' A s  p a r t  of the  condi t ions  f o r  the second t ranche of the  EGO01 loan, 

AID requi red  HFDC t o  develop' an e x p l i c i t  s ta tement  on se rv ing  lower 

income households and an a c t i o n  p lan  t o  begin executing it . This 

requirement should b e  thought of r e a l i s t i c a l l y  a s  p o s i t i v e  pressure  on 

HDFC t o  go beyond what it had been a b l e  t o  achieve with l e s s  e f f o r t  i n  

t h i s  d i r ec t ion .  

Las t ly ,  no t e  t h a t  in a d d i t i o n  t o  the  funds provided under the  

Housing Guaranty loan, AID a l s o  p r n i d e d  a $100,000 g ran t  f o r  t echn ica l  

a s s i s t a n c e  during the  same period. 



Ewaluatioo Team Approach- The team, composed of two consultants 

and one person deta i led  from the U.S. Department of Housing and Urban 

Development, spent approximately s i x  days in Washington and Bangkok 

(RHUDO/Asia) reviewing documents, discussing the HGOOl projec t  with AID 

s t a f f  and consultants previously d i r e c t l y  involved with it, and 

discussing Indian housing finance and cap i t a l  markets with World Bank 

s t a f f .  The team then spent two weeks v i s i t i n g  HFDC of f ices  in India, 
I 

both the headquarters in Bombay and three  of nine (as of June 1984) 

branch o f f i c e s  - Pnne, Hadras, and Bangalore. The team was a s s i s t ed  

while in  India by an AID engineer who carr ied  out a s e r i e s  of 

inspections of the q-tality of dwellings financed by HFDC. 

The balance of t h i s  summary addresses the series of i s sues  outlfned 

i~ the terms of reference and concludes with an overa l l  assessment of  
# 

t h e  success of the  Housing Guaranty Program with HFDC over the 1981- 

1984 period and an ou t l i ne  of the  balance of the  report. 

BLscnuce 240bclization 

.HDFC has c l ea r l y  accomplished the goals  s e t  f o r  it with respect to 

mobilizing resources, minimizing the problems associated with the  

development of a v iable  f i nanc i a l  i n s t i t u t i on ,  and a f fec t ing  public 

policy to encourage the development of a cost-ef f e c t i ve  housing finance 

sys tern. 

Aa f o r  its quant i ta t ive  accomplishments, a t  the end of FY 1984, 

HDFC was more than 150 percent l a rge r  than had been projected by the 

i n i t i a l  fFC Proposed Investment Paper. It was 6 percent l a rge r  than the 

forecast  made in the i n i t i a l  Housing Guaranty Project  Paper; it had 

increased its rel iance on financing through term borrowings to 40 



percent  of t o t a l  borrovings,  whereas t h e  i n i t i a l  Projece Paper fo recas t  

t h a t  term borrowings would increase  from 34 t o  45 percent. (By the end 

of calendar year 1984 the share  of term borrowings had r i s e n  t o  42 

percent.) I n  t h e  t h r e e  year  period taken t o  d isburse  the  EGO01 loan, it 

had r a i sed  25 percent more resources in l o c a l  markets than had been 

targetted. a s  a des i r ab le  achievement l e v e l  i n  two years  by the  i n i t i a l  

P ro jec t  Design Logical  Framework. 

On the  o the r  &ad, it does not seem l i k e l y  t h a t  the f i r m  v i l l  

achieve the longer term goal  of d i r e c t l y  r a i s i n g  $400 mi l l ion  of 

domestic resources wi th in  f i v e  years  of t h e  HG loan disbursement. For 

example, t he  most recent  December 1984) IFC balance shee t  pro jec t ions  

suggest t h a t  HDFC w i l l  f a l l  approximately 15 percent shor t  of the  f i v e  

year  ta rge t .  One must question, however, whether t h i s  goal,  which 

implies an annual growth rate oC 40 percent p s s  year f o r  an extended 

time period, is in the  b e s t  i n t e r e s t s  of  the  firm. While i t  is c l e a r  

t h a t  t h e  f i r m  can and has grown very  rap id ly ,  it is a l s o  c l e a r  t h a t  

growth apur ts  fn ,domest ic  resource mobil izat ion,  such a s  che 94 percent 

- r ea l i zed  between FY 1983 and FY 1984, should be followed by periods i n  

which such ga ins  a r e  consolidatedm 'this consol ida t ion  of ga ins  seems 

p a r t i c u l a r l y  important because of the  sources and the context  within 

which EDFC can r a i s e  a s  w e l l  as leverage o the r  domestic resources. 

There a r e  th ree  bas i c  types of resources d i r e c t l y  ava i l ab le  t o  

HDFC: (1) deposi ts ,  made by corporat ions and individuals ;  (2) term 

borrowings, made exclus ive ly  by l a r g e  f i n a n c i a l  intermediar ies ,  such aa 

commercial banks and insurance companies; and (3) bond issuances t h a t  

p e r m i t  HDFC t o  tap the c a p i t a l  markets d i r ec t ly .  I n  addi t ion,  perhaps 



equally important a s  its d i r e c t  mobilization, HDFC can mobilize domestic 

resources i n d i r e c t l y  i n  two o the r  ways: f i r s t ,  by taking an equity 

pos i t ion  along with providing technica l  advice in other  f inanc ia l  

i n s t i t u t i o n s  t h a t  provide housing finance services  t o  low income 

households; and, second, by helping t o  implement public  pol icy changes 

tha t  make the  regulatory environment more conducive t o  the  development 

of BDFC imi ta tors-  This sec t ion  concentrates on the  " t radi t ional t1  

sources, while the  'next two explore these other  avenues. 

Deposits. A t  the  end of the  1984 calendar year, 58 percent of the  

firm's t o t a l  debt derived from deposit  schemaam The overwhelming share 

(about 85 percent) of these depoaits  come from corporations, of whom 

about 20 percent (mostly government awned corporations] make the 

deposi ts  ae pa r t  of a broader f i n a n c i a l  package i n  which HDFC then 

agrees t o  make Individual  housing loans avai lable  t o  the  corporation's 

employees. Depending upon the  overa l l  composition of the f i n a n c i a l  

arrangement, imem depending on the maturity and s i z e  of the deposi t ,  

HDFC has var ied  the r a t i o  of housing loans to  corporate deposi ts  between 

three  and two t o  one. = 

HDFC follow8 a s imi lar  ''broader f i n a n c i a l  package" approach i n  its 

e f f o r t s  t o  mobllize household deposits. A mortgage loan l inked savings 

scheme has been t r i e d  and a plan based upon the  German Bausparkassen 

program is in the planning stages-  Both schemea, a s  w e l l  an the firm's 

outreach e f f o r t s  t o  non-urban areas ,  a r e  based on the notion t h a t  the 

advantages t o  depositors of placing t h e i r  funds i n  EDFC a r e  not 

s t r i c t l y  l imited t o  the re turn  on the deposi t sm Access t o  c r e d i t  f o r  

households, and the maturity scructura of the  deposi t  schemes and 



r e l a t i v e  s a f e t y  of r e tu rn  f o r  corporat ions,  a r e  important considerat ions 

i n  the p o r t f o l i o  dec is ions  t h a t  govern the  growth of HDFC deposi ts .  

I n  the  context  of the Indian f i n a n c i a l  system, which r e l i e s  heavi ly 

upon centrally-imposed i n t e r e s t  rate c e i l i n g s ,  such non-price 

competition i a  not surpr i s ing .  HDFC at tempts  t o  f ind  "niches" in t he  

market in which the  whole a r ray  of se rv ices  i t  p r w i d e s ,  not j u s t  the  

e x p l i c i t  r e tu rn  on t he  deposi t ,  o f f e r s  the depos i tor  the  h ighes t  a v e r a l l  

i m p l i c i t  return. Thus, t he  growth of HDFC's depos i t s  r e l i e s  heavl ly  

upon an aggressive outreach program i n  which the non-price aspec ts  of 

HDFC savings a r e  explained t o  p o t e n t i a l  customers. 

The growth of depos i t s  is e s s e n t i a l  t o  the  f i r m  so t h a t  fund 

sources w i l l  be highly i i iverslf  ied. And c r e d i b i l i t y ,  market presence, 

and s t a b i l i t y  of t h e  i n s t i t u t i o n  a r e  the major ingredients  i n  

determining the  densand f o r  HDFC depos i t s -  Because of the i n t a n g i b i l i t y  

of these f a c t o r s  and t h e i r  s e l f - f u l f i l l i n g  nature,  it is difficult t o  

fo recas t  deposi t  growth. Nevertheless,  i t  is poss ib le  t o  argue t h a t  

HDFC's record has been impressive e s t ab l i sh ing  i t s e l f  and explaining 

the  value of its services .  Some evidence of t h i s  is provided by t h e  IFC 

p ro jec t ion  of a 150 percent increase in  the  firm's deposi t  base aver the 

next three  years  - 
Term Boxmndngs- HDFC's domestic term borrowings come from: (1 ) 

t h e  Reserve Bank of India  which provides an a l l o c a t i o n  level f o r  funds 

from commercial banks; (2) t h ree  d i f f e r e n t  insurance companies; and (3) 

a loan from the  I n d u s t r i a l  Credi t  and Investment Corporation of India.  

1- HDFC doea not make previous depos i t s  a condi t ion f o r  grant ing 
loans, but depos i tors  doubtless f e e l  more secure about t h e i r  f u t u r e  loan 
p o s s i b i l i t i e s  0 



Its in te rna t iona l  borrowings have been the  EG loan and an IFC l i n e  of 

credi t .  Over the  t i m e  period of disbursement of the  HGOOl loan, 

domestic borrowings increased by $27.4 million. I n  addit ion,  in the 

past  year the commercial banlea have allocat.ed up t o  $20 mi l l ion  of such 

loans f o r  EDFC, the  Army Group Insurance Company has loaned HDFC $15 

millfon, and o ther  armed services  insurance funds have made smaller  

a l loca t ions  

The r e l a t i v e l y  

s t a f f  e f f o r t  needed 

Perhaps the c e n t r a l  

t h e i r  "lumpinessn. 

because of concerns 

long maturity of these loans and the lower l e v e l  of 

. to  generate them rakes them a t t r a c t i v e  t o  HDFC. 

operat ional  imp1i:ation f o r  HDFC of t h e i r  use is 

For example, i n  FP 1984 the  Reserve Bank of India, 

about comercia1  bank p r o f i t a b i l i t y ,  a l loca ted  no 

connnercid bank funds t o  housing a f t e r  having a l located  $10 mi l l ion  i n  

each of che two previous years. I f  the  f a d s  were a  s i g n i f i c a n t  share 

of HDFC's l i a b i l i t i e s ,  such v a r i a b i l i t y  in funds could c rea te  obvious 

problems f o r  a f i rm with a  f i n a n c i a l  s t r u c t u r e  l i k e  BFDC's- On the  

o ther  hand, a s  noted abwe,  there  have been encouraging developments 

towards grea ter  diversification of funding sources. 

B o d  Issues- In the  l a s t  f i s c a l  year HFDC successful ly issued its 

maiden public bond offer ing  of $10 mill-ion. The success of the  iasuance 

has po ten t i a l ly  important implicat ioas f o r  the  firm's growth and 

p r o f i t a b i l i t y ;  and it seems very l i k e l y  that EGO01 contributed 

s ign i f i can t ly  to  t h i s  ~ u c c e s s f u l v e n t u r e ~  I n  an i n t e r e s t  r a t e  cei l ing-  

coastrained f i n a n c i a l  system, timing is a very important f a c t o r  in the  

success of a  public debt offering. If market conditions a re  s t r ingen t ,  

it is more d i f f i c u l t  to ge t  a f u l l  subscript ion,  because the e f f e c t i v e  



i m p l i c i t  market i n t e r e s t  r a t e  is much higher  than the  nominal bond 

rate .  However, i f  l e s s  than f u l l  subscr ip t ion  f o r  a maiden o f fe r ing  is 

obtained, it might w e l l  suggest t h a t  the  market lacks confidence i n  the 

o f f e r i n g  i n s t i t u t i o n .  Having the  capaci ty to  wai t  f o r  a. p rop i t ious  

moment f o r  debt issuance may wel l  have long-tern! consequences f o r  

corporate  growth. It appears t h a t  the  BG loan p r w i d e d  such capacity.  

HDFC received permission from the Ministry of Finance f o r  a bond 

issuance without gaverumeat guarantees in 1982, but  waited u n t i l  1984 t o  

make the offer ing.  I n  the  event,  it wa,s wersubscribed.  

I n  t h e  pas t  year  HDFC has issued $4.5 mi l l ion  i n  p r iva te  placement 

bonds and has done some of t h e  a n a l y t i c a l  groundwork necessary t o  

determine whether bearer  bonds might be an  e f f e c t i v e  instrument t o  tap 

c a p i t a l  markets. If GO1 were t o  approve the  use of such an instrument 

it might be used to  channel some of the  a l l eged  l a r g e  amounts of black 

money i n t o  the formal f i n a n c i a l  sector .  Such channeling, i f  i t  occurs . 
on any s i g n i f i c a n t  s c a l e ,  should a l s o  help resource a l l o c a t i o n  

generally.  

' Other F o r m  of Locd Resoarcs Mobilization- HDFC is in t h e  design 

s t ages  of two particu1az:ly innovative ways t o  mobilize l o c a l  

resources. They a r e  brought up a t  t h i s  poin t  simply t o  i n d i c a t e  t h a t  

t h e  long term d i r e c t  mobil izat ion goal of $400 mi l l ion  wer f i v e  years  

s t a t e d  in t h e  EGO01 Projec t  Paper may have been too narrowly construed. 

Simply put,  both proposals involve HDFC along with ochers tak ing  a 

mall equi ty  pos i t ion  in houaing ffnance i n s t i t u t i o n s  i n  loca t ions  

cu r ren t ly  under-served, imam, r u r a l  Gujarat  and the  eas t e rn  a rea  of t h e  

country. There almost quest ion t h a t  equi ty  p a r t i c i p a t i o n  



i n t e r n a t i o n a l  agencies in these  p r o j e c t s  - which is i n  f i rm  prospect  - 
would not have been forthcoming without  HDFC's p a r t i c i p a t i o n  and promise 

of t echn ica l  assds  tance  t o  these  f i m a m  

Cumulatively, t h e  team views HDFC's l o c a l  resource mobi l iza t ion  

e f f o r t s  a s  enormously successful .  The f i r m  has d i v e r s i f i e d  t h e  number 

and type of i n v e s t o r s  and depos i tors ,  and it has  con t inua l ly  sought t o  

e x p l o i t  "niches" i n  t h e  market t h a t  a r e  o f t en  c rea t ed  o r  a s soc i a t ed  with  
i 

an i n t e r e s t  r a t e  c e i l i n g  system. The f i rm  seems p a r t i c u l a r l y  w e l l  

placed t o  develop the depos i t  market by r e l i a n c e  on brokers  f o r  

i nd iv idua l  depos i t s  and t h e  new technologies  t h a t  a r e  emerging i n  t he  

gathering of deposi ts .  

FxnaUcCllt Management 

The chief  types  of problems confront ing a f i r m  l i k e  HDFC are 

developing market acceptance and avoiding unnecessary r i s k  exposure* 

The record on funds mobi l iza t ioa  has been reviewed- Here che focus is 

on t he  fou r  types  of r i s k  t o  which HDFC is exposed: d e f a u l t  r i s k  by 

households, interest rate r i s k ,  corpora te  loan  r i s k ,  and commitment o r  

s anc t ion  de l ive ry  r isk.  

Default Pisk- In the Ind ian  l e g a l  system foreclosure laws a r e  such 

t h a t  a t echn ica l  d e f a u l t  on mortgage payment may t ake  yea r s  t o  

resolve* As a consequence the  expected coa t s  of d e f a u l t  a r e  very 

l a r g e *  RDFC has c l e a r l y  avoided t h i s  problem. It has done s o  through: 

requSring l a r g e  downpayments by households; r equ i r ing  guarantees  from 

o t h e r  i nd iv idua l s  on about 30 percent  of t he  i nd iv idua l  loans;  providing 

t echn ica l  advice t o  borrowers on adjustments i n  cons t ruc t ion  and/or 

p o r t f o l i o  plans  t h a t  wi l l  pzrmit them t o  f u l f i l l  t h e i r  a s p i r a t i o n s  more 



e f f i c i e n t l y ;  and by convincing s t a t e  governments t h a t  EmFC loans  should 

be e l i g i b l e  f o r  payment through s a l a r y  deductions. 

The record speaks f o r  i t s e l f .  On aver  76,000 loans they have had 

no indiv idual  loan de fau l t s  and t h e i r  loans in a r r e a r s  r a t i o  is - 3  

percent,  lower than those of bui lding s o c i e t i e s  in the  UmKm and 

considerably lower than U.S. ra tes .  The record on preventing de fau l t  is 

perhaps the chief  reason why the  IPC is wi l l ing  to  take an equi ty 

pos i t ion  in a ru ra l '  housing f inance  scheme in Gujarat S t a t e =  

Interest Pate Bisk- The f i r m  has c a r e f u l l y  s t ruc tu red  its a s s e t s  

and l i a b i l i t i e s  so  t h a t  t he re  '2 very l i t t l e  i n t e r e s t  r a t e  r i s k  

exposure. Not only is the re  very l i t t l e  imbalance between the  

matur i t ies  of its a s s e t s  and l i a b i l i t i e s ,  but  loan terms a l s o  include a 

fall-back c lause  t h a t  permits BDFC t o  increase i n t e r e s t  r a t e s  i f  i t  so  

chooses. This provis ion is tantamount t o  giving the  f i r m  a ca tas t rophic  

insurance policy. A s h i f t  in the  i n t e r e o t  r a t e  s t r u c t u z e  t h a t  had such 

onerous implicat ions f o r  the  U.S. t h r i f t  i n s t i t u t i a a s  cannot impose 

similar coats  on HDFCe While HDFC does perform some maturi ty  

intermediat ion and has made it c l e a r  t h a t  i t  rill not  r a i s e  r a t e s  unless  

it has to ,  it never the less  has p ro tec t ion  aga ins t  l a r g e  s h i f t s  i n  

f i n a n c i a l  circumstances. 

Corporate Bisk Bxpomre. Because EDFC wakes loans  t o  corporat ions 

and t o  blocks of employees of p a r t i c u l a r  corporat ions,  the  f i rm is 

exposed to  the same type of r i s k  as would be a commercial bank t h a t  l e n t  

t o  corporate borrovers l The team reviewed HDFC 's decision-making 

process f o r  such loans and found t h a t  each firm's balance shee t  and 



prospects are  closely reviewed a s  pa r t  of the loan decision. The team 

sees these prac t ices  a s  effect ive.  

SanetiaP Riak meare.  By agreeing to make c red i t  avai lable  if a 

homehold can get the  other  necessary resources together,  HDFC a l so  

a f f ec t s  the conatructfon of housing.of those who ul t imately do not make 

use of the c o ~ t m e n t ~  Because a household knows that  a ce r t a in  amount 

of funds w i l l  be avai lable  ff it l iqu ida tes  other  asse ts ,  borrows from 
i 

parents, buys land, etc., it may be wi l l ing  20 undertake these ac t ions  

even if in the end it does not use EDFC funds. EDFC s t a f f  estimate tha t  

about 7 percent of t h e i r  loan sanctions a r e  not disbursed, and tha t  

about half of these cancelled sanctiona occur because the household got . 

money elsewhere. 

BDFC has minimized its r i s k  exposure in  t h i s  area i n  three ways: 

(1) reducing the r a t i o  of sanctions t o  disbursements from 2.56 t a  1.29 

over f i v e  years; (2) leaving its commitment open-ended a s  to  the  

i n t e r e s t  r a t e  it w i l l  charge; and, (3) d ivers i fy ing its deposi tors  and 

investors  so t ha t  ra t ioning decisions by another f inanc ia l  i n s t i t u t i o n  

or  guvernment regulator  have less e f f ec t  on its a b i l i t y  to  de l ive r  on 

its agreement. 

I n  sum, HDPC has c l e a r l y  moved aggressively i n to  housing f inance 

Incermediation. Equally c lea r  is the cautiousness of the ins t i tu t ion .  

Under present operating pract ices  it is subjec t  to  very l i t t l e  r i s k  

exposure. Furthermore, its debt t o  equity r a t i o  is much lower than 

those thought prudent f o r  U.S. f inanc ia l  i n s t i t u t i ons  tha t  have been 

much more r i sk  exposed. 



Policy Iopacts 

The r e a l i z a t i o n  of HDFC's f i n a n c i a l  record, a s  w e l l  a s  the 

development in India  of a regula tory  environment i n  which spontaneous 

development of a market-oriented housing f inance system can occur, is in 

l a rge  p a r t  a t t r i b u t a b l e  t o  t h e  firm's regulatory entrepreneurism. A s  

the f i r s t  i n s t i t u t i o n  of this  s o r t  i n  India ,  i.e., ne i the r  a bank nor a 

noel-financial firm, HDFC has had t o  seek modif icat ions t o  a number of 

regula t ions  t h a t  canstrained its operations.  For example, i n i t i a l l y  

HDFC could not adve r t i se  f o r  deposi ts ;  its deposics had to  be of a t  

l e a s t  six month maturity;  the  tax treatment of the  depos i t s  was more 

onerous than t h a t  on commercial bank depos i t s ;  t r u s t  funds could not 

make such deposi ts ,  and a f t e r  they were permitted t o  do s o  their t a x  

treatment was s t i l l  onerous; p r w i d e n t  fund savings could be used f o r  

housing payments but not  HDFC mortgage payments; mqttgage pape r i t s  could 

not be deducted from t h e  s a l a r i e s  of many workers by employers; and, t he  

firm's e l i g i b i l i t y  t o  rece ive  fund a l loca t ions  from other  Large 

f i n a n c i a l  intermediar ies ,  e.g., commercial banks, had yee t o  be 

detekmined. 

A good dea l  of p r i n c i p a l  s t a f f  t i m e  (on the  order  of 15 percent )  

has gone i n t o  the  development and marketing o r  proposals and 

recommendations f o r  regula tory  changes. A l l  the  above mentioned 

regula t ions  have been changed o r  modified a s  a d i r e c t  r e s u l t  of HDFC 

s t a f f  and Board e f f o r t s .  Furthermore, while t h i s  kind of s t a f f  

expenditure does not seem inordina te ,  it has been very ef fec t ive .  For 

example, in one of the Chairmaa's previous capac i t i e s  he was aware of a 

modification made t o  t h e  Indian  Trust  Act of 882 h a t  enabled the  0 



Indian Unit T r u s t  t o  avoid a bout of disSntermediation. H e  used t h i s  

experience to  propose HDFC a s  the  second p r iva te  sec to r  exception to 

th io  a c t ,  making it e l i g i b l e  f o r  t r u s t e e  s t a t u s  f o r  cha r i t ab le  t r u s t s .  

Achieving t h i s  s t a t u s  has not only permitted char i t ab le  t r u s t s  co imrest 

fa HDFC, it a s  well  gives the  f i rm the equivalent of a AAA c r e d i t  

rat ing.  

HDFC8s regulatory entrepreneurism a l s o  plays a l a rge  r o l e  in the 

firm's a l loca t ioaa  'of commercial bark funds- I n  1978 a Reserve Bank of 

India commission (the Shah Commission) recommended t h a t  the  commercial 

banking system could play an important r o l e  in the development of the 

housing finance system. Aa a r e s u l t  of t h i s  study *he RBI agreed tha t  

commercial bank should a l l o c a t e  $100 mill ion t o  housing finance- The 

following year RBI a l loca ted  another $150 million. Ultimately HDFC was 

able  to  obta in  w e r  $40 mi l l ion  of these funds through pers is tenc  

lobbying* 

I n  sum, the  regulatory change and s h i f t  in  f i n a n c i a l  a l loca t iona l  

emphasSis has helped t o  e s tab l i sh  ground m l e s  t o  enable the  p r iva te  

sec to r  t o  become increasingly in te res ted  in housing f inance services-  

Two firme have recently been l i s t e d  on the Bombay stock exchange t o  

engage in such a c t i v i t i e s -  One of these is a d ive r s i f i ed  f inanc ia l  

serv ices  f i rm with over 150 branch off ices.  Thw, EFDC can expect 

increasing competition f o r  the funds a l loca ted  by l a r g e  f i n a n c i a l  

intermediaries- I n  the  fu tu re  it w i l l  not j u s t  compete wich public 

sec to r  firma f o r  housing c r e d i t  a l loca t ions .  However, given the G O 1 8 s  

recent pronouncements on the need t o  expand such a l locat ions ,  i t  seems 



l i k e l y  t h a t  the supply of fund:, 3houl.d expand, a t  l e a s t  i n  the  immediate 

fucme,  a t  l e a s t  a s  i?apidly a s  t h e  increase  in competing demands. 

Law Znerra T m j p a  of HDH: Loans 

The Uousing Guaranty loan had the e x p l i c i t  objec t ive  of increasing 

HDFC's enphesis on loans tha t  provide housing f o r  lower income 

households. Aa objec t ive  set by AID a t  the  outse t  of HGOOl vas tha t  

one-third of EDPC's benef ic ia r i e s  should be lower income householdsm 

Before the second cxanche of the  loan guaranty could be used, AID 

reauired HDFC t o  develop a low income policy statement and an 

implemenration plan enumerating specis'ic measures the f i rm was taking o r  

intended to  take t o  reach more iower income people- 

'Lhe Recad- During the period t h a t  HGOOl funds were being used, 

HDFC's f i s c a l  years  1982-1984, a?proximately 30 percent of a l l  the  

henef i c i a r i e s  of HDFC l o a m  were lower income households, following the 

de f in i t ion  agreed t o  by AID and HDFC of 1200 rupees per month (about 

$120). This incame l e v e l  was intended t o  r e f l e c t  the income 

d i s t r i b u t i o n  of the urban port ion of the  Indian population- This 30 

percent c o t a l  is made up of both indiv idual  borrowers and benef ic ia r i e s  

of HDFC's Corporate Loan Program. 

Among loans repayable by individual  borrowers, including line of 

c r e d i t  and group loans, BDFC data shows tha t  17 percent of borrowers had 

incomes below 1200 Rs-/mom a t  the t i m e  the loan was sanctioned- This 

is confirmed by a f i l e  sea'rch undertaken by AID which concluded tha t  18 

percent of the loans sanctioned between December 1982 and December 1983 

were t o  households below L200 Rs./mo. 



HDFC management r epo r t s  es  t imate  tha t 79 percent  of the workers 

intended to  occupy housing b u i l t  wi th  an HDFC loan repayabls  by the 

corpora t i o n  had incomes below 1200 R s  ./mo. The team's v i s i t s  to  seven 

corpora te  housing p r o j e c t s  conf inned t h a t  the  types of workers f o r  whom 

the housing was planned a r e  indeed l i v i n g  there .  

T h e  team's f i nd ing  i s  t h a t  tiDFCOs record r ep re sen t s  e f f e c t i v e  

achievement of the goa l  t h a t  approximately one- t h i r d  of households 

benef i t ti* f tom HDFC. loans have incomes be low 1200 R s  . /moo 

Lor Inc- Policy and P h .  HDFCOs approach t o  a t tempting to  reach 

a broad range of income l e v e l s ,  including a s u b s t a n t i a l  number of those 

below median income, has  been to  tl:y through its loan processing 

p r a c t i c e s  to overcome barriers t o  qva l i f y i n g  lower income app l i can t s  f o r  

loans. This is dona to  the e x t e n t  f e s s i b l e  w i th in  the s tandard 

s t r u c t u r e  and underwri t i n g  r u l e s  e s  tah l i shed  f o r  the ind iv idua l  loan 

program. Otherwise HDFC has moved slowly and cau t ious ly  i n  a number of 

a r e a s  where i t  uas bel ieved tho t innovat.ions might reach add i  t i o a a l  

lower i ncoma borrowers wi thout  compromising the firm's f i n a n c i a l  

i n t e g r i t y .  For example, HDFC has experimented with some v a r i a n t s  on its 
- - 

standard loan terms, b u t  has been r e l u c t a n t  to  do t h i s  on a broad 

scale. Thcra has been r a  thar more emphasis placed on s p e c i a l  p r o j e c t s  

of a h igh ly  ind iv idua l  nature.  

Stoodrrd Prrocticas. HDFCOs s tandard loan terms include an i n d i r e c t  
I \ 

croes-subs id iza t ion  of Lower income borrowers through its schedule of 41 \ L- 

'I I i n t e r e s t  rates f o r  Loans a t  d i f f e r e n t  amounts. Borrowers of Less th 
1 7  

\ I R s .  20,000 usua l ly  have incomes below 1200 Rs./mo. and a r e  charged 
I \ 

pe r i en t ,  s l i g h t l y  below HDFCO:r marginal borrowing r a t e  of abo 



percent. HDFC out;eeach to p o t e n t i a l  borrowers includes considerat  l e  

emphasis on groups l i k e l y  to  include lower income people -- fac tory  

workers, Low pe..;..iJ nublic  employees such a s  schoolteachers  and pos ta l  

workers, and r e s iden t s  of smal le r  t o m s  within the region coveted by 

each HDFC branch of f ice .  There has been a growing emphasis on cust-mar 

r e l a t i o n s  i n  HDFC s t a f f  t r a in ing ,  which mag be p a r t i c u l a r l y  important 

f o r  lower income people who have d i f f i c u l t y  g e t t i n g  through the f a i r l y  

conp lex and r i g o r o w  loan app l i c a  t i o a  process. 

F ina l ly ,  t&e underwriting of HDFC loans emphasizes working through 

the s p e c i a l  problems of appLicants who do not  on f i r s t  review appear to  

be a b l e  to  a f fo rd  the Loan. HDFC technical  s t a f f  advise  appl icants  on 

reducing the s i z e  and design of the house. I n  many cases ,  a f t e r  a 

review of the family's t o t a l  f i n a n c i a l  s i  tua t i o n  and p o t e n t i a l  income 

growth, Loans t h a t  requi re  more than 25 percent  of income f o r  repayment 

(HDFC's s tandard ru le )  a r e  permitted. 

The team's conclusion is t h a t  HDFC views lower income borrowers a s  

an important p a r t  of its market and t h a t  t h i s  is r e f l e c t e d  i n  both the 

marketing and processing of its indiv idual  loan program. 

On the corporate  s ide ,  HDFC appears l a rge ly  to  process the loan a s  

appl ied f o r ,  l e t t i n g  the corpora t i o n  determine the income ranges of 

workers who w i l l  Live i n  corporate  housing. There have, however, been 

some cases in which HDFC has successfu l ly  suggested t h a t  the corpora t ion  

reach a d d i t i o n a l  people by bui ld ing  more un i t s  a t  Lower c o s t  per uni t .  

H e r  Approrchs. HDFC has made a very few loans with 20 year terms, 

making an excep t ion  to its skzndard maximum 15 year t e r m  i n  the 

individual  loan program. The f inn  is r e l u c t a n t  to  expand t h i s  p rac t i ce ,  



not  only because of the r i s k  of i n t e r e s t  rate mismatch between long t e r m  

a s s e t s  and s h o r t  term l i a b i l i t i e s ,  b u t  a l s o  because of a concern thn t 

some of its c u r r e n t  sources of funds could disappear  a l l  together  

through unpredic tab le  changes i n  Government of Ind ia  tax and c r e d i t  

a l l o c a t i o n  po l i c i e s .  HDPC has a l s o  experimented with a form of 

gradua tad payment mortgage ( the S tep- up Repayment P lan)  bu t  has been 

r e l u c t a n t  to expand t h i s  e f f o r t  because of the increased d e f a u l t  r i s k  

and the adminis t r a t i v e  cos t a  of varying s tandard c o l l e c t i o n  prac t ices .  

F ina l ly ,  HDFC has been gear ing  up f o r  over tbree years  to in t roduce a 

Home Savings Plan,  modeled a f t e r  the West German Bausparkassen program, 

. i n  which an ind iv idua l  w i l l  c o n t r a c t  t o  d e p o s i t  a c e r t a i n  amouirt with 

HDFC over a two to seven year  pesiod,  rece iv ing  a below market i n t e r e s t  

r a t e ,  and then w i l l  be permitted t o  borrow an a d d i t i o n a l  amount a t  a 

below market rate. This innovat ion has been delayed besause of 

l i m i t a t i o n s  on s t a f f  t i m e  and is now planned to  begin i n  Hay 1985. 

HDFC's goal  is f o r  a g radua l  build-up of Home Savings Plan account. The 

f i rm acknowladges that the pool of funds e s t ab l i shed  under t h i s  program 

may n o t  be adequate t o  permit  draw-down of loans and may, theref  o re ,  

r equ i r e  a subsidy from o the r  HDFC resources .  

Spacial Projects. The low income implamentation p lan  prepared f o r  

AU) emphasized a group of s p e c i a l  p r o j e c t s  designad to  reach Low income 

t a r g e t  groups. Since then o the r ,  similar p r o j e c t s  have been i d e n t i f i e d  

by HDFC and A I D  a s  s p e c i a l  low income i n i t i a t i v e s .  Indeed, the terms of 

the HG002 loan r equ i r e  t h a t  a t  l e a s t  l.5 percent  of loan funds be used 

f o r  such p ro j ec t s .  Of the p r o j e c t s  i d e n t i f i e d  during the HCOOl period,  

two have come to  f r u i t i o n .  These have provided loans t o  r u r a l  



p o p u l a t i o n  groups ,  i n  one c a s e  t o  upgrade t r a d i t i o n a l  housing made of 

impermanent materials and in a n o t h e r  t o  r e p  l a c e  such  housing w i t h  

permanent s t r u c t u r e s .  Two ocher  p r o j e c t s  ia the o r i g i n a l  low income 

p l a n  are s t i l l  i n  the p l a m i n g  s t a g e s  and HDFC's u l t i m a t e  r o l e  is 

doub t fu l .  

The team concludes  that HDFC has  made a good f a i t h  e f f o r t  t o  

implement the low income p o l i c y  and p Lan a g r e e d  to w i  th A I D  as a 

c o n d i t i o n  f o r  r e l e a s i n g  the  second t r anche  of HGOOl.  The p o l i c y  and 

p l n n  have i n c r e a s e d  HDFC's emphasis  on r e a c h i n g  Lower income people.  

; Howevar, i t  is the  team's view that a n  e x c e s s i v e  amount o f  HDFC s t a f f  

:, energy h s  been s p e n t  on s p e c i a l  p r o j e c t s  and,  a s  w i l l  be d i s c u s s e d  

; f u r t h e r  below, r ecornends  that t h i s  a r e a  be deemphasized i n  f a v o r  of new 

approaches  t h a t  w i l l  have a more sys temic  e f f e c t  on KDFC's mainstream 

loan  Frograms. 

The Corporate Loan Program 

IfDFCOs c o r p o r a t e  housing program p r o v i d e s  l a r g e  b e n e f i t s  t o  the 

workers  who occupy company-omed u n i t s  on a r e n t a l  b a s i s .  They 

typically Live i n  housing s u b a ' t a n t i a l l y  better than they could  o t h e r w i s e  

a f f o r d  on the b a s i s  of  a heavy subs idy  from t h e i r  employer. Rent  

c h a r g e s  a r e  low -- r a n g i n g  from no r e n t  t o  5 o r  LO p e r c e n t  of s a l a r y .  

I n  a s t a n d a r d  case rental payments cover  o n l y  15 p e r c e n t  of the  620 

rupee  ave rage  monthly c o s t  of  the housing u n i t  t o  the  c o r p o r a t i o n ,  and 

the subs idy  r e p r a s e n t s  a 50 . p e r c e n t  inc rement  i n  t h e  employee's b a s i c  

s a l a r y .  The s u b s i d y  is viewed by both the company and its workers as 

p a r t  of the compensation package. 



HDFC f inancing makes i t  poss ib le  f o r  companies t o  provide housing 

f o r  t h e i r  workers by making loans t h a t  a r e  e a a i l y  a v a i l a b l e ,  un l ike  

loans from governmental i n s  t i  t u t i o n s  , and a v a i l a b l e  a t  more favorable  

r a t e s  than the p r i n c i p a l  non-governmental a 1  terna t i v e  source of funds,  

i n  tar-corpora t e  borrow.:ng. 

The s t r u c t u r a l  q u a l i t y  and ameni t ies  of corpora te-provi  ded housing 

a r e  b a s i c a l l y  the same a s  f o r  u n i t s  purchased by individ'ual  borrowers a t  

income l e v e l s  a t  o r  below 1200 Rs./mo.; and the number of occupants f o r  

the s i z e  of the u n i t  is usua l ly  lower. Units v i s i t e d  by the team were 

s t r u c t u r a l l y  sound and well maintained. 

While the occupants of r e n t a l  worker housing must vaca te  t h e i r  

u n i t s  when they leave the comuany's employment o r  re t i r e ,  t h i s  does n o t  

appear to  cause hardship. Most workers s t a y  wi th  a company u n t i l  

r e t i r emen t  and a somewhat common p a t t e r n  is f o r  a worker t o  begin buying 

h i s  re t i rement  house s e v e r a l  years  i n  advance, using a combination of 
n 

withdrawal of provident  funds,  o the r  savings,  and, some times, 

homeownership loans from the company. The low c o s t  of company r e n t a l  

housing may, i n  f a c t ,  con t r ibu te  t o  the high savings rates t h a t  make 

homeownership poss ib le  f o r  these workers. 

I n  a d d i t i o n  t o  providing low r e n t  houaing a s  p a r t  of workers' 

compensation, a number of compaaies bu i ld  worker housing because t h e i r  

p l a n t  is located i n  an a rea  remote from a populat ion c e n t e r  with a 

s k i l l e d  labor  force.  Housing must be provided f o r  s k i l l e d  workers 

because there  is no acceptab le  l o c a l  housing o r  no housing c lose  enough 

to the fac tory .  The a v a i l a b i l i t y  of an HDFC Loan makes poss ib le ,  o r  a t  

l e a s t  advances the schedule,  of i n d u s t r i a l  expansion i n  such areas .  It 



thus supper ts the Government of India's program of d i spe r s ing  indus t r y  

away from major metropol i tan a reas .  

Worker r e n t a l  housing b u i l t  wi th  HDFC f inanc ing  usua l ly  is part of 

a l a r g e r  sys  tem of company provided housing ass i s tance .  There a r e  a t  

l e a s t  three ways i n  which HDFC f inances  homeounership f o r  i n d u s t r i a l  

workers, and a company t h a t  owns worker r e n t a l  housing usua l ly  is  a l s o  

involved i n  a t  l e a s t  one of them. (1)  An HDFC corpora te  loan,  i. e., a 

loan the corpora t ion  is d i r e c t l y  respons ib le  f o r  repaying, some times i s  

used by the company to  bu i ld  housing t h a t  is so ld  to  workers on an 

i n s  tallmsnt bas i s ,  with or  wi thout  an  i n t e r e s t  subsidy, r a t h e r  than 

r e n t a l  housing. ( 2 )  HDFC has a program that provides a l i n e  of c r e d i t  

to the company, which screens  i nd iv idua l  homebuyers from among its 

employees and guarantees  repayment to  HDFC. (3) Many companies' 

employees take loans from HDFC on an ind iv idua l  bas i s ,  and, where 

permitted by l a w ,  the company agrees  to deduct t h e i r  monthly payment to  

HDFC from t h e i r  s a l a ry ,  As noted above, HDFC some times l i n k s  corpora te  

depos i t s  to commitments t o  make a c e r t a i n  volume of loans t o  the 

company's employees. 

Thare a r e  circumstances i n  which homeownership, even with a 

subsidy, is n o t  possible .  Where the p l a n t  is located i n  a remote a r e a ,  

the workers may n o t  ba w i l l i n g  to  buy housing u n i t s  , even i f  they can 

a f f o r d  &em, a s  they in tend t o  r e  tu rn  to  t h e i r  p lace  of o r i g i n  at 

re t i rement .  In add i t i on ,  tho company may want to  keep a s t o c k  of 

company-owned housing because i t  needs i t  f o r  e s s e n t i a l  s t a f f  near  the 

p l a n t  s i t e .  Such e s s e n t i a l  s t a f f  include,  f o r  example, s k i l l e d  workmen 

who s e r v i c e  machinery. 



Where workers are w i l l i n g  to  buy and a 1  terna t i v e  housing i s  

a v a i l a b l e  f o r  f u t u r e  workers, some companies have been w i l l i n g  to  

provide a homeownership subsidy, r a t h e r  than low r e n t  housing, a s  p a r t  

of the compensa t i on  package. Foms of subsidy include t r a n s f e r  of 

company-owned land and in-kind con t r ibu t ions  to  cons t ruc t ion ,  a s  well a s  

i n t e r e s t  subsidies .  The trade-off between subsidized homeownership and 

low r e n t  company-owned housing is a matter of company po l i cy  and, 

some times, nego tia t i o n  w i  th the unions. 

The corpora te  loan program is a money-maker f o r  HDFC, ca r ry ing  

higher i n t e r e s t  r a t e s  and s h o r t e r  terms than ind iv idua l  loans. I t  thus 

i n d i r e c t l y  helps  HDFC reach iower income borrowers through the 

ind iv idua l  loan program without  compromising the firm's f i n a n c i a l  

i n t e g r i t y .  

Prospects f o r  growth i n  HDFC's corpora te  Loan program appear 

good. The Government of India's Seventh P lan  cont inues  t o  emphasize 

incent ives  f o r  p l a n t  l oca t ion  i n  o f f i c i a l l y - d e s i g a a t e d  backward a r e a s  

and, i n  a countxy wi th  a severe  housing shortage,  workers a r e  l i k e l y  t o  

cont inue to  press  f o r  housing a s  p a r t  of their compensation. 

If HG funds could n o t  ba used f o r  HDFC corpora te  loans,  t h i s  would 

no t  a f f e c t  the volume of such Loans. Rather,  the e f f e c t  would be to  

l i m i t  HDPC's o v e r a l l  growth r a t e ,  s i n c e  HG funds would be drawn down 

more slowly. This might pu t  some a d d i t i o n a l  pressure  on tiDFC to reach 

lower income borrowers through its ind iv idua l  program. However, g iven 

the -reasonable e f f o r t s  HDFC is making to  t a r g e t  its ind iv idua l  Loan 

program to Lower income borrowers, the team does n o t  be l ieve  t h i s  

cons idera t ion  should be given much weight. 



I n  sum, the team concludes t h a t  the corporate loan program i,s an 

appropriate  use of HG funds. It provides subs tan t i a l  benef i t s  to lower 

income workers by rea l i z ing  companies' willingness to provide housing a s  

. compenna t i o a  f o r  workers, thereby adding to the housing stock i n  sr 

\ country with a vas t  shortage of decent hou8ir.g. And i t  supports the 
I 
! a b i l i t y  of HDFC to reach other  low income households through cross 
! 

I 
' subsidies.  Moreover, i n  a highly unionized environment l i k e  India ,  the 

exp lo i t a t ive  aspecgs of "company towas" a r e  unl ikely to  e x i s t ;  and the 

team saw no evidence cP t h i s  a t  the projec ts  v is i ted .  Finally,  the 

a v a i l a b i  lit7 of financing f o r  company-owned housing has not acted a s  a 

b a r r i e r  to homeownership oppor tud  t i e s  f o r  Indian workers. 

The $100,000 i n  technical ass is tance  funds provided during the 

HGOOl period was used f o r  w h a t  can be broadly defined as  t ra in ing  

a c t i v i t i e s .  About two- th i rds  of these funds suppor tad a management 

a u d i t  and general s ta f  f t ra in ing  exercise.  The training concen t r a  ted on 

s i g n i f i c a n t  def ic iencies  i n  personnel matters and in t ra- f i rm communica- 

t ions documented i n  the a u d i t  report. It is the team's opfniou t h a t  the 

a u d i t  was thoroughly done and the r e s u l t s  e f f e c t i v e l y  coarmunicatad to 

HDFC. I n  addit ion,  the Zraining conducted a s  a d i r e c t  consequence of 

the aud i t  was a very high p r i o r i t y  to the firm. The a u d i t  and t ra in ing  

taken together had s i g n i f i c a n t  impacts on HDFC. It  provided the overa l l  

framework f o r  the improvement of non-f inancia 1 management procedures and 

personnel prac t ices  including recruitment, t raining,  and compensa tion. 

I t  a l s o  achieved i m e d i a  to gains i n  the form of improved working 



re la t ionships  within the firm, even down to the s t a f  f-manager level ,  a s  

well  a s  between cen t ra l  and branch off ices .  

The balance of the technical  a s s i s t ance  funds supported executive 

t ra in ing  of two major types, both of which involved sending senior  s t a f f  

to conferences, seminars aud s imi lar  events: meetings focused on low- 

income housing and urban dave lopmen t i ssuas , and meit t i q s  on f inanc ia l  

management and entrepreneurism. The gains here a r e  much more d i f f i c u l t  

to measure, but the experience seems to have genuinely 'broadened the 

perspective of those involved, especia l ly  i n  regard to low income 

housing a l t e r n a t i v e s  and ways of a s s i s t i n g  lower income households. 

This i n  turn has made those pa r t i c ipa t ing  more receptive to  working on 

i n i  t i a  t ives  invo lving low income househo lds . 
Eoosi.ng Quality 

Questions have been ra ised  about the qua l i ty  of the housing 

financed by W C ,  not  because of any indica t ion  of problems ex i s t ing  but  

r a the r  a s  p a r t  of a general  concern about sound business pract ices.  

From HPDC's perspective, Loans on poorly cons t ruc  tad buildings could 

increase the l ikel ihood of mortgage de fau l t s  and mar its reputation. ' 

From AID'S perspective, associatiorr with d e f i c i e n t  un i t s  -- through its 

lending to HFDC -- could be a source of embarrassment. To study ,his 

issue  che team reviewed the procedures followed by HFDC i n  appraising 

and inspecting un i t s  on which i t  might make loans and an A I D  engineer 

inspected a sample of proper t ies  f o r  which AU) funds had been employed 

f o r  the mortgage to determine i f  ~ r ~ r s s  def ic iencies  were present. 



The team's f i nd ings  are:  

( a )  the procedures fellowed by HDFC regarding in spec t ions  of u n i t s  

dur ing cons t r u c  t i o n  and a p p r a i s a l  a r e  prudent and adequate;  

(b )  XDFC'.? exposure to l o s s  is extremely l imi ted  due its h ighly  

conserva t i ve  underwrit ing p r a c t i c e s ,  which a r e  designed to  pro tec  t i t  

from the a e c e s s i  t y  of fo rec losu re  proceedings ; 

( c )  inspec t ious  of 7 corpora te  p r o j e c t s  and 2 1  u n i t s  involving 

ind iv idua l  loans s e l ec t ed  by the team from three  branch o f f i c e s  

uncovered no i n s  taaces  of d e f i c i e n c i e s  ; cows t r u c  t i o n  quaLi t y  a s  r a  ted by 

the AID engineer  ranged from sa  t i s f a c  t o ry  to  exce l l en t .  

Based on these f i nd ings ,  the team concludes that there  is no reason 

f o r  A I D  t o  undertake inspec t ions  of iiDFC-financed u n i t s .  

Overall Ccnaclosioo and B c c o c n d a t i a ~ s  

HDFC is a f i n a n c i a l l y  sound i n s t i t u t i o n  whose a b i l i t y  to s u s t a i n  

i t s e l f  a s  such i n  the f u t u r e  is  without quest ion if c u r r e n t  p o l i c i e s  a r e  

followed. Moreover, the team be l i eves  that the Housing Guaranty loan -- 
both i n  f ts timing and magnitude -- important ly  a f f e c t e d  the a b i l i t y  of 

HDFC t o  achieve its p re sen t  pos i t ion .  There is no ques t ion  t h a t  HDFC is 

playing a key r o l e  i n  the development of a p r i v a t e  housing f inance  

sys  tern In Ind ia  and i t  may have modest longer term e f f e c t s  on the 

e f f i c i e n c y  of the f  i n a n c i a l  s e c t o r  in  genera l  by demons t r a  t i n g  the 

u t i l i t y  of p r iva  ta i n s  t i m  t ioos  and i n  accomplishing regula tory  changes 

which w i l l  pave the way f o r  the e s  t ab l i shaen t s  of o t h e r  f i rms.  I n  t h i s  

sense, the broad purposes of the Housing Guaranty loan have been 

achieved. 



I n  addit ion t o  the general object ives,  the  EG had severa l  s p e c i f i c  

goals regarding EIDFC development. These quan t i t a t ive  goals, which were 

i n  the l o g i c a l  framework of the 1981 Projec t  Paper, a re  l i s t e d  i n  Table 

1.1, al.ong with the  a c t u a l  HiIFC experience. A t  the t i m e  the  i n i t i a l  

Project  Paper was wr i t ten ,  it was ant ic ipa ted  t h a t  the HG funds would be 

dispersed over a two year period. Hence, two year  goals and longer- 

range f i v e  year goals  were developed. The a c t u a l  disbursement period 

turned out t o  be t l k e e  years. So, some in te rpo la t ion  is needed i n  

comparing the  goals .  v i t h  accomplishments. 

The team's opinion is t h a t  EDPC subs tan t i a l ly  achieved the  goals  

s e t  f o r  it. To appreciate  the reasons f o r  t h i s  judgment some coament on 

severa l  of the  g a d s  is necessary. 

o Regarding increased resource a v a i l a b i l i t y ,  EDFC was below the  
two year t a r g e t  a t  the  end of two years but its growth 
accelera ted  in 1983- 1984. Moreover, it is important t o  note 
t h a t  HDPC has subs tan t i a l ly  exceeded the  project ions in t h i s  
a rea  which the  In te rna t iona l  Finance Corporation made f o r  i t  
and is e s s e n t i a l l y  in l i n e  with i ts own project ions made in 
1981. 

o I n  terms of expanded operations, the number of branches opened 
f e l l  shor t  of the  goal (2 vs. 6 w e t  three years)  . On the  
other  hand, EDFC has opened three  branches s ince  the end of 
the  loan period. More loans have been processed than s t a t e d  
as the  goal  (on an annual basis) .  

o Aa t o  loane t o  corpora t iow,  the number of l o a m  is almost 
exact ly on t a rge t ,  if one uses the annual r a t e  implied by the  
f i v e  year  goal  (133 l o a w  a c t u a l l y  made vs. a goal of 135). 
The number of un i t s  financed a below the goal by severa l  
thousand units. However, the  goal was s e t  on the  bas i s  of the 
HG funds being devoted eo corporate loans, when in f a c t  a 
la rge  port ion of HG funds have supported individual  loans. 

o HDPC has e s s e n t i a l l y  m e t  its t a rge t  with respect  t o  the share 
of benef ic ia r i e s  (home owners plus workers l i v i n g  i n  corporate 
housing) who have incomes below the  median household income 
f igure  employed i n  the project.  



goal actual 
5 year 2 y u r t  3 prs (1981-1984) 

increased resource 
a v a i l a b i l i t y  (mill .)  $400 $110 

expanded operat ions - new branches - loan app l i ca t ions  
processed ( t o t a l )  

2 per  year 2 t o t a l  

78,000 32,000 56,506 

increased corporate  
loans - number of loans 225 7 5 - number of u n i t s  22,000 13,500 

low income 
bene f i c i a r i e s  

approximately one-third 
of loan r ec ip ien t s  o r  
bene f i c i a r i e s  

Note: the  number of loan appl ica t ions  included under the  second 
activ-lcy a r e  f o r  indiv idual  loans only. 



The a b i l i t y  of HDFC t o  pursue the  development of a f i n a n c i a l l y -  

sound housing f inance  system 13 Ind ia  depends on the  continued success  

of r egu la to ry  enZrepreneurism. There a r e  s t i l l  a number of important 

l e g i s l a t i v e  and regula tory  requirements t h a t  tend t o  i nc rease  the  cos t  

and reduce the  a v a i l a b i l i t y  of funds f o r  housing f inance ,  p a r t i c u l a r l y  

f o r  low income borrowers. HDFC s t a f f  a r e  continuing t o  hold d i scuss ions  

wi th  GO1 o f f i c i a l s  t o  e f f e c t  t hese  changes. 

In t h i s  l i g h t , , t h e  second HG loan  can be viewed a s  a s u s t a i n i n g  

housing investment s i m i l a r  t o  t h e  f i r s t  loan. However, it is even more 

an investment i n  e s t a b l i s h i n g  a r a t c i o ~ a l i z e d  housing f inance  system than 

the i n i t i a l  loan. If HDFC is succese fu l  i n  achieving the  r egu la to ry  

change i t  seeks,  it w i l l  have es t ab l i shed  a set of ground r u l e s  f o r  a 

new type of i n s t i t u t i o n  t h a t  is not only f i n a n c i a l l y  sound but a l s o  a b l e  

t o  provide a s s i s t a n c e  t o  lower income households. A s  HDFC - and the 

housing f inance  system -- matures, s e v e r a l  adjustments t o  i ts 

a c t i v i t i e s ,  inc lud ing  those undertaken wi th  HG funds, could be made 

which the  team be l ieves  could p l ace  it on a b e t t e r  foo t ing  f o r  t he  

future .  

These recommendations f a l l  i n t o  t h r e e  groups: (1) l o c a l  resource 

mobil izat ion;  (2) low incozze pol icy;  and, (3) t h e  corpora te  loan  

program. 

(1) Ses ides  t he  d i r e c t  e f f e c t  of helping t o  provide adequate 

housing f o r  lower income households, the  primary accomplishment of BDFC 

has been the  delnonstration t h a t  funds can be e f f e c t i v e l y  mobilized f o r  

t h i s  purpose by r e l i a n c e  on p r i v a t e  s e c t o r  i n i t i a t i v e s .  These 

i n i t i a t i v e s  a r e ,  however, constra ined by Ind ian  c r e d i t  market p o l i c i e s  



t h a t  limit e x p l i c i t  competit ion f o r  funds. The f i r m  has shown a good 

d e a l  of c r ea t iveness  i n  exp lo t t i ng  oppor tun i t i e s  t h a t  a r e  e i t h e r  c rea ted  

by o r  a s soc i a t ed  wi th  e x i s t i n g  c r e d i t  market cons t r a in t s .  This  a c t i v i t y  

should be encouraged because i t  is only through the  development of a 

broad-based inves to r  const i tuency t h a t  t he  firm's f i n a n c i a l  independence 

can be assured. Furthermore, it is through t h i s  type of compet i t ive  

endeavor t h a t  t he  b e n e f i t s  of a formal f i n a n c i a l  system a r e  made more 

apparent t o  an economg t h a t  channels less than 20 percent  of its 

f i n a n c i a l  t r a n s a c t i o n s  through f i n a n c i a l  i n t e rmed ia r i e sm 

Accordingly, t he  team recommends t h a t  HDFC s t rong ly  pursue its 

pol icy  of expanding its base of i nd iv idua l  deposi ts .  Addi t iona l ly  w e  

admonish AU) t o  cons ider  not  simply t h e  b e n e f i c i a r i e s  of BDFC loans  i n  

computing a measure of HDFC's a s s i s t a n c e  t o  t he  lower income s e c t o r .  

The long run ga ins  t o  low income depos i to r s  -- flowing from e s t a b l i s h i n g  

a r e l a t i o n s h i p  w i t h  a formal f i n a n c i a l  i n s t i t u t i o n  - represen ts  aa  

important pub l i c  po l i cy  imprwement . 
(2) Through its e f f i c i e n c y  HDFC t ~ s  reduced housing f inance  

cosrs. However, t he se  ga ins  cannot be expected t o  o f f s e t  t h e  h igher  

housing c o s t s  f o r  many lower income households assoc ia ted  with  o t h e r  

housing and c r e d i t  market regula tory  s t ruc tu re s .  While cross- 

subs id i za t ion  of HDFC loan  r e c i p i e n t s  beyond the  l imi ted  s c a l i n g  of 

i n t e r e s t  races  a l ready  in p l ace  would he lp  ind iv idua l  households, it 

would a l s o  have the  

e x i s t i n g  regula tory  

W i t n  its smll 

r e a l  e s t a t e  f inance  

perverse  s f f e c t  of r e l i e v i n g  pressures  t o  remove 

impediments - 
s t a f f ,  EDFC's chief  func t ion  is t o  provide e f f i c i e n t  

s e rv i ces ,  and t h e r e  is a very  sho r t  supply of such 



se rv ices  i n  the Indian economy- Accordingly, i n  implementing i t s  low 

income pol icy  the  f i rm should focus more on systemic f i n a n c i a l  aspec ts  

of housing r a t h e r  than the  present ,  s t a f f  i n t e n s i v e  emphasis on s p e c i a l  

housing p ro jec t s  t h a t  e i t h e r  may not  be r ep l i cab le  o r  e l s e  do not, i n  

f a c t ,  d i f f e r  s i g n i f i c a n t l y  from HDFC's s tandard corporate  o r  l i n e  of 

c r e d i t  programs. 

In  p a r t i c u l a r ,  t h e  team recommends tha t  a t t e n t i o n  be given t o  two 

pressing areas: increas ing  a f f o r d a b i l i t y  through loan term 

modification; and e q a n d i n g  the  supply of market r a t e  mortgage c r e d i t .  

In t h e  f i r s t  area,  we recommend the  considerat ion be given t o  schemes 

t h a t  reduce mortgage pa:ynents without s u b s t a n t i a l l y  increas ing  the  

firm's r i s k  exposure. For example, a g rea te r  wi l l ingness  t o  experiment 

with graduated payment schemes o r  with schemes t h a t  lengthen loan terms 

without a major increase  i n  i n t e r e s t  r a t e  r igk  exposure would be i n  

order-  I n  addi t ion ,  resources should be a l loca ted  t o  an ana lys i s  of how 

forec losure  laws rntght be amended s o  t h a t  t he  expected cos t s  of d e f a u l t  

might be reduced. Such a reduction could help t o  lower the very high 

downpayment requirements cu r ren t ly  i n  e f f e c t  

As f o r  the  suppljr of mortgage c r e d i t ,  HDFC can b e s t  leverage its 

resources and t echn ica l  s k i l l s  by providing these  se rv ices  t o  o ther  

financial i n s t i t u t i o n s  on e i t h e r  an equi ty  p a r t i c i p a t i o n  o r  se rv ices  

cont rac t  bas is ,  r a t h e r  than pursuing p ro jec t s  of a non-financial 

nature 

(3 )  The corporate  loan program provides s u b s t a n t i a l  bene f i t s  t o  

lower-income households. i t  is both d i r e c t l y  p r o f i t a b l e  f o r  HDFC and 

l inked i n  important ways t o  funds mobilization. In the  team's view, 



HDFC should continue t o  make t h i s  program a key p a r t  of the  firm's 

opera t ions ;  and AID should cont inue t o  make corpora te  loans  an e l i g i b l e  

use of HG funds. I n  order  t o  maintain and even expand the  low income 

t a r g e t i n g  of t h e  corpora te  program, HDFC should be more aggress ive  about 

recommending t o  corpora te  loan  app l i can t s  t h a t  they keep u n i t  s i z e  small 

and design modesc i n  order  t o  house a l a r g e r  number of workers f o r  a 

given cos t .  BDFC t echn ica l  s t a f f  should be involved a t  the  e a r l i e s t  

s t a g e  of d i scuss ion  of corpora te  loans  t o  mazimize the  chance t h a t  t h e i r  

advice w i l l  be e f f ec t ive .  

The balance of t h i s  document c o n s i s t s  of fou r  p a r t s ,  containing a 

t o t a l  of seven chapters.  The f i r s t  p a r t  provides a d d i t i o n a l  background 

information,  concentrat ing on t h e  housing f inance  system in Ind ia  and 

HDFC's p l ace  wi th in  it. P a r t  Two dea l s  wi th  HDFC's record i n  mobil iz ing 

domestic resources  i n  t h e  pas t  and reviews p ro j ec t ions  f o r  the  f u t u r e  

grovth in the  funds a v a i l a b l e  f o r  mortgage lending. This  p a r t  a l s o  

examines t h e  ex t en t  t o  which t h e  f i r m  has been e f f e c t i v e  in a l t e r i n g  the  

"ground ru les"  under which a l l  housing f inance  i n s t i t u t i o n s  opera te  t o  

f a c i l i t a t e  development of t h e  o v e r a l l  housing f inance  system. Pa r t  

Three focuses  on the  ways HDFC has a s s i s t e d  lower income households - 
both through ind iv idua l  loans  and through the cons t ruc t ion  of housing 

f o r  workers by corporations.  This  p a r t  documents t h e  sha re  of loan 

b e n e f i c i a r i e s  who have incomes below t h e  median income l e v e l  f o r  

households LI urban areas.  F ina l ly ,  P a r t  Four examines two o the r  

aspec ts  of BDFC operat ions:  &e the r  HDFC has exerc i sed  acceptab le  

procedures t o  insure  t h a t  t h e  q u a l i t y  of t h e  housing on which it makes 



mortgages has been adequate to keep its risk of foreclosure for 

coastruction-quality related reasons to a minimum; and the impact on 

EDFC operations of the technical assistance resources provided to it by 

AID aa part of the Housing Guaranty package. 



PART I: BACKGBOUM) 



I n  order  to evaluate  the Housing Development Finance Corporation's 

operat ions and the e f f e c t s  t h a t  the Hourring Guaranty Load might have had 

on t h i s  firmCs behavior, some background on the Indian  f i n a n c i a l  s ec to r  

and the Indian economy warrant discussion. Perhaps the most mteworthy 

fea u r e a  of the Indian f i n a n c i a l  s i t u a t i o n  a s  they r e l a t e  to  HDFC are: 

(1) the high degree of cen t ra l i zed  government con t ro l  and presence i n  

the f i n a n c i a l  markka;  and ( 2 )  the r e l a t i v e l y  high savings r a t e  of the 

economy. The f i r s t  f e a t u r e  is importan; f o r  an understanding of the 

i n s  ti tution's evolu t ion  and the somewhat unusual ua t u re  of t h i s  housing 

f inance i n s  t i  tu  tion's s t r u c t u r e  r e l a t i v e  to  the kinds of ins t i  tu  t ions  i n  

o ther  count r ies  at s imi l a r  l e v e l s  of economic development.1 I t  is a l s o  

important f o r  understanding how the HG loan, through its e f f e c t s  on 
, 

HDFC, may a f f e c t  the broader pol icy  process i n  India. The second 

fea tu re  helps to focus a t t e n t i o n  on some of the broader economic gains 

that can be derived from such an i n s t i t u t i o n ,  a s  well as the possible  

Limitations on those gains. 

1. Comparisons of economic circumstances across  count r ies  a r e ,  of 
course, notor ious ly  d i f f i c u l t  t o  make. Nevertheless, Goldsmi th provides 
some i n t e r e s t i n g  perspect ives  on t h i s  kind of comparison p a r t i c u l a r l y  
with r e spec t  to  f i n a n c i a l  development. For example, he says t ha t  " in  
1975 India  had Less than me-half  the r e a l  n a t i o a a l  product per head 
t h a t  the U.S. had enjoyed a century e a r l i e r ;  to reach the Indian l eve l  
of 1975 one has to go h c k  i n  the U.S. a t  Least to the beginning of the 
nineteenth century." H e  a l s o  poin ts  o u t  tha t  in 1975 the Indian per  
cap i t a  c a p i t a l  s tock  was 6 percent  of the U.S. f igure .  Raymond 
Goldsmith, The Financial  Development of India ,  Japan and the U. S - . , Yale 
Universi ty  Press;  New Haven, 1983. 



Housing Finance and Tha C a p i l x l  Markets 

HDFC is a hybrid i n s  ti tution.  I t  represen ts  the f i r s t  Ind ian  

p r iva t e  s e c t o r  f i rm  to  a t tempt  to  provide f i n a n c i a l  s e r v i c e s  f o r  housing 

purchases. A s  a "pr iva te  firm" r a t h e r  than a f i n a n c i a l  i n s  t i  tu t ion ,  

HDFC faced an a r r a y  of regu.lations t h a t  were designed to  maintain the 

c e n t r a l i z e d  c o n t r o l  over f i n a n c i a l  flows. For enmp l e ,  t o  name j u s t  one 

example, HDFC i n i t i a l l y  could n o t  a d v e r t i s e  f o r  depos i t s  because t h i s  

would i n  a sense compete with  o t h e r  f i n a n c i a l  i n s t i t u t i o n s  whose 

i n t e r e s t  r a t e s  ward se t  adminis t ra t ive ly .  Thus, a s  w i l l  be discussed i n  

Chap t a r s  3 and 4, a good dea l  of HDFC's a c  t i v i  ties have gone i n  to three 

resources r e l a t e d  to  its hybred nature:  (1)  i d e n t i f y i n g  the p a r t i c u l a r  

."non-competi t ive" niches  i n  the f i n a n c i a l  market t h a t  i t  could se rve  

wi th in  the s t r i c t u r e s  placed on i t  by the r egu la to ry  environment; ( 2 )  

a r t i c u l a t i n g  a l l  the non-price b e n e f i t s  t h a t  might be a s soc i a t ed  with  

its se rv i ces  to  both borrowers and inves to r s ;  and (3) engaging i n  

discussions w i t h  r egu la to r s  as t o  the e f f i c a c y  of changes i n  many 

regula t i oos  . 
But more than being a new type of i n s t i t u t i o n ,  the establ ishment  of 

HDFC' is a break wi th  previous f i n a n c i a l  policy.  I t  r ep re sen t s  a 

mechanism that responds to  consumer demands by r e ly ing  upon market 

incent ives  ra t h e r  than the cen t r a l i z e d  con troL p o l i c i e s  t h a t  govern 

a l l o c a  t i o a s  o f  f i n a n c i a l  resources  and lead t o  the n a t i o n a l i z a t i o n  of 

the l i f e  insurance companies i n  1945, the  coannercial banking system i n  

1969, and the genera l  insurance compani e s  i n  1973. I n  o the r  words, i t  

1. Ranjam Madhusudhan, Housing and Housing Finance in  Ind ia ,  
Washingtw, D.C., World Bank, Water Supply and Urban Deve1opmen.t Dept. .  - -  - - - 
Report UUDD 33, 1983. 



represents  a systematic  change f tom what Goldsmith r e f e r s  to a s  "a 

Soviet-  type plan, with primary emphasis on heavy indus t ry ,  and the 

achiavement of . . . central-government con t ro l  of the c r u c i a l  s ec to r s  

of tha economy . . ."' Inatsod of being e s t ab l i shed  as an e x p l i c i t  

i n s  triunent: of government pol icy that claimed ongoing government 

expenditures and cont ro l ,  HDFC was e s  tab l i shed  a s  a p r iva te  s e c t o r  

i n s  ti tu t ion  tha t  would f u l f i l l  na t i o a a l  housing pol icy objec t ives  by 

providing f i n a n c i a l  s e rv ices  to a wide range of savers. The basic  

philosophy was tha fr appropr ia te ly  pr iced f i n a n c i a l  serv ices  could induce 

c r e d i t  flows to the non-lux%ry housing sec tor .  

A l a rge  p a r t  of the HDFC experience has  i n  f a c t  been a 

demonstration to the Covernmeut of India  (COX) t h a t  such an i n s  t i  tu t ion  

could mobilize resources without subs id ies  o r  mandated c r e d i t  

a l loca t ions .  Thus, f o r  India ,  HDFC is much more than a new type of 

f i n a n c i a l  ins ti tu t ioa ;  i t  is, accotding to a r ecen t  government 

publ icat ion,  The Approach to the Seventh Five-Year a successfu l  

example of a way of addressing ecooomic problems. The success of such a 

venture makes f t much more l i k e l y  t h a t  such marke t -or ien  tad mechanisms 

w i l l '  be r e l i e d  upon i n  the development of the ' 1ndi.an housing f inance 

system. This is an important ga in  because a market-oriented approach is 

l i k e l y  to be much more economically e f f i c i e n t  than the cent ra l ly-  

con t r o l l e d  approach uoually followed i n  India ,  and recent ly  recommended 

1. Raymond Goldsmith, The Financial  Develoment of India  1,860-1977, 
Yale Universi ty  Press ,  1983, pa 145. H e  says t h i s  i n  descr ibing the 
second five-year pLan. H e  goes on to say t h a t  the f i f t h  plan 1974-78 
continued the p o l i c i e s  of the second to  fou r th  R Laos. 

2. ~ova&mant of India ,  The Approach to ~ h c  Seventh Plan: P a r t  1 
Overview, June 1984, p. 29. 



a study by The Indian National I n s t i t u t e  of Public Finance and Policy 

Indian Housing Finance. ' 
Tha large government presence i n  the f i n a n c i a l  markets is a l s o  

important i n  understanding why HDFC, unlike housing finance i n s t i t u t i o n s  

i n  most o ther  countr ies ,  does not  r e l y  upon the personal sec to r  f o r  most 

of its funding. It is usual ly the case that a s  a country's f inanc ia l  

system develops t h a t  the b.ousehold sec tor  r e l i e s  upon i t s  o m  savings to 

f inance its copsumption of longer-lived goods. In  o ther  words, some 
i 

households supply the crecdi t other households demand through f inanc ia l  

i n t e r m e d i a r i e ~ . ~  I n  India ,  where there ha. been a rapid growth i n  

f i n a n c i a l  development -- the r a t i o  of f inanc ia l  a s s e t s  to GNP more than 

doubled between 1951 and 197g3 -- t h i s  has not been the case. Outside 

of HDFC, mortgage c r e d i t  has been supplied by channeling a small port ion 

of household savings through the public sec tor ,  predominantly througb 

the l i f e  insurance company's ipves tments i n  HUDCO and s t a t e  housing 

agencies. In  t b a  case of HDFC, the major funding source has not been 

tke household sec to r  d i r e c t l y  but the corporata sac t o r ,  and other  

The reason that mobilization takes t h i s  form i s  that since the 

e a r l y  L960s, the c e n t r a l  government has placad large  demands on the 

1. D.V. Lall, Housing Finance i n  India,  Delhi: NIPFP, 1984. An 
i n t e r e s t i n g  discussion of the cant ra l izad  system in tha La11 study is 
contained lo. Nasser Munjaa's "The Seventh ~ i v a  Y e a r  PLaa: U h i  the; 
Housing Finance, I' HDFC, Bombay 1985. 

2. Sae Mark Boleant, National Housing Finance Systems, Croom H e l m ,  
London 1985. Chaptar 2 f o r  a discussion of funding iources across 
countries.  

3. Eleanor Heuit t ,  India Housing Finance Review, Washington, D.C., 
The World Bank, Water Supply and Urban Development Dept., September 
1984. 



c r e d i t  markets a s soc i a t ed  providing f inancing f o r  over 40 percent  of 

t o t a l  domestic c a p i t a l  formation a s  w e l l  a s  government d e f i c i t s .  For 

example, i n  1975, more than two-thirds of the a s s e t s  of the Reserve Bank 

of Ind ia  wera Ln government s e c u r i t i e s ,  more than 60 percent  of the 

po r t fo l io s  of l i f e  insurance companies and nea r ly  n ine ty  percent  of the 

provident  funds were s i m i l a r l y  invested.  1 

I n  c o n t r a s t ,  a l s o  i n  1975, the t o t a l  i n s t i t u t i o a a l  indebtedness of 

the Ind ian  non farm populat ion was about  5 percent  of thei.: income. I n  
i 

the U.S. and Japan, on the o t h e r  band, such debt  exceeded SO percent  of 

income.2 I n  Ind ia  the government, i n  ef f a c t ,  uses its a u t h o r i t y  t o  

determine d i r e c t l y  where the household savings w i l l  be used. I t  

c o l l e c t s  these savings from over 39,000 commercial bank brarrches and 

o the r  na t iona l i zed  in te rmediar ies ,  and over the f i r s  t s i x  f ive-year 

p lans  has a l l o c a t e d  a dec l in ing  share to  housing.3 Up through the 

presen t ,  very  Little househoLd savings has flowed back to  the household 

sector .  By g iv ing  a higher  p r i o r i t y  to Government i n d u s t r i a l i z a t i o n  

plans  the government cons t ra ined  households from biddiag f o r  c r e d i t .  

Rather than engaging i n  competit ion f o r  household funds i n  i t a  i n i t i a l  

years  HDFC sopped up the l i q u i d i t y  of the corpora te  s ec to r .  Only a f t e r  

establishing i t s e l f  as a c r e d i b l e  f i n a n c i a l  i n s t i t u t i o n ,  t h a t  is 

opera t ing  i n  conformance with  na t i o u a l  economic ob jec t ives ,  has i t  been 

a b l e  t o  garner  G O 1  support  f o r  c r e d i t  a l l o c a t i o n 8  from the o the r  

1. Raymond Goldsmith, The F inanc ia l  Development of I n d i a ,  Japan 
and The United S t a t e s ,  Yale Uaivers i  ty  P re s s ,  1983, p. 86. 

2. Ib id ,  pp. 93-94, and 211. 
3. See Bolaant, op. c i t . ,  f o r  f i g u r e s  on commercial banks, and 

H e w i t t  op. c i t .  f o r  t h a ~ a l l o c s t i o n s  to-housing. 



governmen t -cont ro l led  f i nanc ia1  i n s  t i  tu  t i ons  t h a t  ga the r  nos t of the 

personal  sector's f i n a n c i a l  savings. 

In summary, an over r id ing  f e a t u r e  of f i n a n c i a l  i n  termedia t i o n  i n  

Ind ia  is government presence and control .  Most i n t e r e s t  r a t e s  and 

c r e d i t  a l l o c a  t i o n s  a r e  c e n t r a l l y  de termirred and competit ion f o r  funds is  

i n d i r e c  t. F inanc ia l  i n  termedia t i o n  between save r s  and borrowers is n o t  

s t r i c t l y  based on the e x p l i c i t  p r i ce  of a p a r t i c u l a r  a s s e t  a s  i t  would 

be i n  a f r e e  market systam. The form and l e v e l  of savings is governed 

by the r a t e s  t h a t  GOI permits on f i n a n c i a l  instruments.  Such ra t ion ing  

of c r e d i t  f lows and. r e tu rns  meaw t h a t  borrowers and lenders  engage in 

what is termed non-price negot ia t ions .  For example, a household may 

agree  t o  save crore, o r  p lace  its savings i n  a f i n a n c i a l  a s s e t ,  such a s  a 

depos i t ,  ra ther than i n  a r e a l  a s s e t ,  such a s  gold,  because the r e  tu rn  

on the depos i t ,  p l u s  the  promise of access  to  mortgage c r e d i t  i n  the 

f u t u r e  is higher  than the re tu rn  on a1 terna t i v e  investment o r  

consumption opportuni t ies .  S imi l a r ly ,  f inns may be w i l l i n g  to  p lace  

funds i n  an i n s t i t u t i o n  a t  a lower i n t e r e s t  rate i f  t h e i r  employees can 

g a i n  access  t o  c r e d i t  through t h i s  i n s  ti tut ions .  I n  the lat ter  case the 

s a c r i f i c e  in y i e l d  on r e t a ined  earn ings  is more than o f f s e t  by the non- 

s a l a r y  compenea t i o n  t o  employees a s soc i a  ted with  c r e d i t  access.  

I n  s h o r t ,  HDFC operates  much more l i k e  an investment banker t h a t  

t rades  on its c r e d i b i l i t y  in the f i n a n c i a l  markets, than a t r a d i t i o n a l  

housing f inanca  ins ti t u t i o a  that just. c o l l e c t s  smell  depos i t s  from 

households and packages them i n t o  bigger  mortgage loans. A very 

important f e a t u r e  of its opera t ions  is the o v e r a l l  value of s e rv i ces  i t  

o f f e r s ,  a s  w e l l  as the c r e d i b i l i t y  t h a t  i t  w i l l  indeed be a b l e  to  



provide fu tu re  se rv ices  f o r  present  depos i t s .  This kind of context  

sugges ts t h a t  i n s  ti tu t i ona l  c r e d i b i l i t y  is a very impor t a u t  

considerat ion i n  resource mobilization. 

Because India's f i z a c i a l  intermediar ies  have not  been accountable 

f o r  the risks involved w i  th such intermedia t ion ,  the government usua l ly  

has to assure  savers  that t h e i r  claims w i l l  be honored. Less typ ica l ly ,  

as is the case of HDFC, the f i n a n c i a l  s t r u c t u r e  of the firm has to  

provide such assurances.  A s  a recent  s tudy i n  The Indian Journa l  says,  

the economic cos t s  'associated with Einanical  a l l o c a t i o n  decis ions made 

i n  the more typ ica l -  way a r e  probably very high.' We now turn to the 

poss ib le  broader ga ins  tha t  might be assoc ia ted  with increased use of 

incent ive-directed f i n a n c i a l  intermediat ion such a s  HDFC undertakes. 

T b  Importance of the P r i v a t e  Sector Initiative 

The Indian savings r a t e  is r e l a t i v e l y  high and has beerr 

increasing. It increased from L5.6 between 1965-1970 to 20 .5 percent 

betueen 1970-80, to  22.6 percent  between during ,1980-83. When t h i s  

r e l a t i v e l y  high and a l ready r i s i n g  savings r a t e  is considered, i t  is 

obvious t h a t  the major general  economi= g a i m  from improving f i n a n c i a l  

e f f i c i ency  a r e  no t  to  be detived f tom increasing the savings ra te .  The 

chief gains must come from changing the f o m s  in which savings takes 

place to b e t t e r  match the s i z e ,  r i s k s ,  and ma tu r i t i e s  sought by savers  

and borrowers. For example, Keynes s ta tament i n  19 13 t h a t  "India . . . 
a l ready was t a s  f a r  too high a proportion of i t  resources i n  the needless 

- - 

1. R. S. Johar  , "Determinants of Business Inves tment i n  fndia  ," 
Indian Journa l  of Economics, 1978. 



accumuk t i o n  of precious medals ,"' seems, a t  l e a s t  t o  some observers ,  an 

accu ra t e  commentary on Ind ian  wealth holding p a t t e r n s  i n  more r e c e n t e 2  

Such demands f o r  "real"  r a t h e r  than f i n a n c i a l  a s s e t s  may well be 

savers' response to  the adminis t r a  t i v e l y  con t r o l l e d  i n t e r e s t  r a t e  on 

f i n a n c i a l  a s se t s .  I f  t h i s  i s  so ,  then one of the major c o s t s  of the 

c u r r e n t  f i n a n c i a l  sys  t e m  is the t i t  does n o t  provide s u f f i c i e n t  

incent ives  to houaeholds so  that they place t h e i r  savings i n  the formal 

f i n a n c i a l  systam. The r e s u l t i n g  savings p a t t e r n s  may impose l a r g e r  than 

necessary t ransac  t i ons  c o s t s  on economic a c t i v i t y .  

For example, t o  take a simple i l l u s t r a t i v e  example, Timberg and 

Aiyar show that the modal informal market i n t e r e s t  r a t e  i n  Ind ia  is 2 to 

ax higher  than the fo-1 f i n a n c i a l  market ra t a m 3  Since f i n a n c i a l  

a s s e t s  by 1980 were equal  t o  103 percent  of GNP, each percentarge po in t  

increase  i n  the share of in te rmedia t ion  t h a t  is brought i n t o  the formal . 

f i n a n c i a l  s e c t o r  w i l l  reduce the share  of GNP expended on nego t i a t i ng  

loans by a t  l e a s t  2 percent  and ma;,be by a s  much a s  8 percent. This 

imp l i e s  tha t each percentage p o i n t  expans ion  of the GNP tha t flows 

through the f  orma1 f i n a n c i a l  s e c t o r  can produce a t  l e a s t  twice t h a t  - 
amount of a d d i t i o n a l  income f o r  the economy. I f  the HDFC promise of 

access  t o  mortgage c r e d i t  can increasa  the o v e r a l l  r e t u r n  to  saving i n  a 

f i n a n c i a l  i n s t i t u t i o a  by a s u f f i c i e n t  amount the approach may be a more 

e f f e c t i v e  means of bringing the savings of the informal s e c t o r  i n t o  the 

1. J.H. Keynes, Indian Currency and Finance, Vol. 1, London: 
Macmillan 1913 pp. 69-70. 

2. Goldsmith op. c i t .  p. 218. 
3. Thomas Timberg and C.V. Aiyar, " ~ n f o r m a l  Cred i t  Markets i n  

India," Economic Development and Cu l tu ra l  Change, October 1984. 



f o r m 1  f i n a n c i a l  system than is the extens ive  branching system r e l i e d  

upon by the commercial banks. 

The word "can" i s  underlined in  the previous paragraph no t  only to 

q u a l i f y  the p o t e n t i a l  ga ins  from improved f i n a n c i a l  e f f i c i e n c y  i n  Ind ia ,  

but  to stress t h a t  i t  is n o t  j u s t  the f i n a n c i a l  s e c t o r  t h a t  is a f f ec t ed  

by r egu la t ions  and r e s  t r i c  t ioas .  World Bank Reports , the  Shah Report, 

of the Reserve Bank of Ind ia ,  and Nasser Munjee's P r o f i l e  on Housing 1 

a l l  d i s cuss  the de l e t e r ious  e f f e c t s  of r e n t  con t ro l  regula  t i o a s ,  the 
I 

Urban Ce i l i ngs  Land A c t ,  and l o c a l  development regula t ions  have ou the 

housing merket and on Lower income groups i n  t h a t  market. Improvements 

i n  f i n a n c i a l  e f f i c i ency ,  by themselves, cannot be expected to off  set  the 

e f f e c t s  of a l l  these regula  t ioas .  Indeed, a t tempts  to  use the 

e f f i c i e n c y  g a i  n s  from increased f  orma1 intermediat ion to  o f f s e t  the 
\ 

c o s t s  of these tegula  t ions  ( through, f o r  example, cross-subsidizing 

borrowers adverse ly  a f f e c t e d  by the r egu la t ions )  may well be Ferverse i f  

they make the c o s t s  of the var ious  r egu la t ions  less onerous: 

Clear ly  in an economy as l a rge  a s  India's an  i n s t i t u t i o n  of the 

s i z e  of HDFC, which in the p a s t  yea r  made loans t h a t  amount t o  a t r i v i a l  

percent  of GNP, does n o t  have l a r g e  e f f e c t s  on to fa1  output  o r  the t o t a l  

t r ansac t ion  c o s t s  of intermedia tion, None the less ,  i f  p r e s e n t  t rends 

cont inue this economy w i l l  add 70 m i l l i o n  more urban dwel lers  i n  the 

next  decade; a t  p r e sen t  i t  has formal f inancing f o r  l e s s  than 20 percent  

1. See The World Bark Reports c i  tcd e a r l i e r .  Also see William 
Whea ton, "A Bombay Sec tor  S tudy in  Urban Housing and Land," 1980 A 
Report prepared f o r  the IBRD. The Shah Report is Finance f o r  Housiug 
Schemes, A Bepcrt of The Working Group of The Reserve Bank of Ind ia ,  
1978. Naser Hunjee P r o f i l e  on Housin&, Center f o r  Understanding the 
Economy, Bombay 1982. 



of hc use purchases; and i t  has housing condi t ions  of deplorable  

condi t ion. l  I n  such a contex t  the p o t e n t i a l  macro-economic ga ins  from 

expanding a f i n a n c i a l l y  s e l f - s u f f i c i e n t  housing f inance  system may be 

enormous. 

The next  chap t a r  concentrates  an HDFC's record i n  mobilizing 

funds. AS a final. b i t  of background f o r  t h a t  d i scuss ion ,  the nex t  

s e c t i o n  of t h i s  chapter  d i scusses  the s p e c i f i c s  of HDFC's lending 

mechanisms. 
1 

HDFC Lard* Activity 

I n  1984 HDFC disbursed about  $75 m i l l i o n  i n  mortgage loans;  these 

funds helped i n  the purchase of 21,278 uni t s .  It approved loans f o r  

another  26,407 u n i t s ,  w i t h  an aggregate  value of about  $100 mi l l ion .  

HDFC had used f o u r  major types of housing f inance loans: ind iv idua l ,  

p r o j e c t ,  group p r o j e c t  l i n e  of c r e d i t ,  and corporate .  These a r e  

descr ibed i n  tu rn  below. However, i t  should be kep t  i n  mind t h a t  HDFC 

groups these programs i n t o  two m a  j o t  ca t ego r i e s  , i nd iv idua l  ownership 

and corporate  bodies; and these a r e  the groupings used i n  de terxuining 

e l i g i b l e  HG disbursements. 

Loans to Ind iv idua l  Borrowers. HDFC makes loans to ind ividua 1s 

to acqui re  r e s i d e n t i a l  accommodatiogs. The loan amount is  based mainly 

on the cred i twor th iness  of the i nd iv idua l  and the value of the dwelling 

u n i t ,  bu t  may n o t  exceed 70 percent  of the value. the maximum loan is 

R s  . lSO,OOO ($L~,ooO) .  The repayment per iod is from f i v e  to f i f t e e n  

years  up to the age of 65, o r  re t i rement ,  whichever is e a r l i e r .  Monthly 

1. B e w i t t ,  op.. c i t .  On housing coadi t ions  see Vheatoa, op. c i t . ,  
o r  L a l l ,  op. cite 



repayments gene ra l ly  do n o t  exceed 30 percent  of the individual's gross  

monthly income. 

Loans a r e  made f o r  a c q u i s i t i o n  of apartments which a r e  secured by a 

mortgage on the underlying apartment, and f o r  the cons t ruc  t i on  and 

a c q u i s i t i o n  of i nd iv idua l  houses secured by a mortgage of the land and 

building.  The rate of i n t e r e s t  is determined by the amount of the Loan 

a s  fol lows,  ranging from 12.5 to 14.5 percent  with  l a r g e r  loans ca r ry ing  

high i n t e r e s t  r a  tea. 1 

G#roup P ro j ec t s .  HDFC a l s o  makes loans to  r e g i s t e r e d  cooperat ive 
m 

s o c i e t i e s  and a s s o c i a t i o n s  of apartment owners, I n  the case of 

cooperat ives  , the t o t a l  loan amount is determined by aggregat ing the 

e l i g i b l e  Loan amount f o r  which each member is e l i g i b l e .  In the case of 

apartment a s soc i a t ions  , each apartment owner a c t u a l l y  s igns  a loan 

document. A s  wi th  i nd iv idua l s ,  the loan- to-value r a t i o  genera l ly  does 

n o t  exceed 70 percent.  HDFC has found these loans cumbersome and has 

made compara t i v e l y  few i n  the r ecen t  past .  

Line of Credi t .  This program provides housing loans to i nd iv idua l s  

through t h e i r  employers. Companies who wish t o  encourage ind iv idua l  

home ownership among t h e i r  employees can approach HDFC f o r  a l i n e  of 

c r e d i t  varying from Rs. 500,000 t o  R s ,  3 mil l ion.  Two approaches a r e  

used : 

(1) Line of Cred i t  "through" the Employer. I n  t h i s  case  the 

borrower is  the ind iv idua l  employee, Loans fol low HDFC's s tandard 

norms w i t h  a maximum period of repayment of 15 years.  The r a t e  of 

1. Loans below Rs. 20,000 have a 12.5 percent  r a t e  while those 
above Bs. 100,000 c a r r y  a 14.5 percent  ra te .  



i n t e r e s t  is from 13.5 to 14.5 percent.  The s e c u r i t y  f o r  the Loan is  an 

uncondi t i o n a l  and i r revocable  guarantee from the emp loyer  i n  add i  t i on  to 

a mortgage on the proper ty  financed. I n  most cases  employers make some 

con t r ibu t ion  to  the payment, thus lowering the e f f e c t i v e  amor t iza t ion  

burden on the employee and enhancing h i s  e l i g i b i l i t y  f o r  a loan. The 

emp layer's guarantee is  not  termina tad i f  the  emp Loyee leaves  h i s  job 

during the term of the loan. 

(2)  Line of Credi t  "to" the Employer. Under t h i s  scheme, HDFC 

makes Loans to  companies f o r  on-lending to  employees who w i l l  own the 

un i t s .  ha such, the loan is a d i r e c t  ob l iga t ion  of the  company. The 

c u r r e n t  r a t e  of i n t e r e s t  t o  a company is 13.5 to 14.5 percent  with a 

maximum term of 15 years.  Secu r i ty  f o r  the Line of c r e d i t  is a mortgage 

of f i xed  a s s e t s  of the company and/or  any o the r  s e c u r i t y  acceptab le  to  

HDFC. The companies gene ra l ly  o f f e r  more favorab le  terms to t h e i r  

employees with r e spec t  to  amount, period,  and r a t e  of i n t e r e s t  than 

0 those o f f e red  to  the company by HDFC. These loans are c l a s s i f i e d  a s  

corpora te  loans i n  HDPCOs accounting. 

. Corporate Loans. To meet the demand f cr housing i n  newly- 

developing a r e a s  and to  serve corpora t ions  more gene ra l ly ,  HDFC has a 

program whereby i t  makes loans t o  corpora t ious  f o r  cons t r u c t i o n  of 

worker housing and r e l a  tad f a c i l i t i e s .  The proper ty  t o  be f inanced is  

owned by the corporation.  HDFC exposure i n  such cases  is gene ra l ly  

r e s t r i c t e d  to  a maximum of 50 percent  of the value of the property;  the 

term is r e s t r i c t e d  to 3-7 years.  The c u r r e n t  rate of i n t e r e s t  charged 

is  between 14.5 and 16 percent. Secu r i ty  f o r  the Loan is a mortgage on 

the proper ty  and/or any o the r  s e c u r i t y  HDFC may deem necessary.  



The f inn began opera t ions  i n  mid 1978, with the p r i n c i p a l  equ i ty  

con t r ibu to r s  being the I n d w  tr ial  Cred i t  and Inves men t Corpora t i on  of 

Ind ia  (ICICZ) , the  I n  t e m a  t i  ona l  Finance Corpora d o n  (IFC) , and the Aga 

Khan Croup. I n i t i a l  paid up c a p i t a l  was $10 mil l ion.  The impe tu s  to  

form HDFC formally  came from I C I C I ,  a lending development bank t h a t  

receives  World Bank support. The rest of the shares  were taken up by 

government-owned commercial banks and insurance companies, cooperat ive 

banks, p r i v a t e  companies and ind iv idua ls .  The timing of i n i t i a l  

a c t i v i t i e s  coincided wi th  the pub l i ca t ion  of The Report of The Working 

Group on The Banking System, Finance f o r  Housing Schemes.' This ,  U k e  

a previous o f f i c i a l  r e p o r t  -- The Report of The Sara iys  Banking 

Commission -- recommended tbe es tab l i shment  n o t  only of a well developed 

housing f inance  sys tea, bu t  one t h a t  would evolve through p r i v a t e  

s e c t o r  i n i t i a t i v e s  a f t e r  the govemmen t crea  tad an enabl ing pol icy  

environment.' HDFC is the i n i t i a l  p r i v a t e  s e c t o r  venture  i n t o  housing 

f inances  i n  Ind ia .  P r i o r  t o  its es tab l i shment ,  i nd iv idua l s  had l i t t l e  

3 d i r e c t  access  t o  housing loans. 

I n  June 1984 ( t h e  end of the HCOOl disbursement period) HDFC had 

n ine  branches s c a t t e r e d  around the country in addi:.ion to its 

headquarters i n  Bombay. However, loans have been coincentra ted i n  the 

India ,  Report of The Working Group on The 
Banking Systam, Finance f o r  Housing Schemes, R.C. shah chairman, 1978. 

2. I b i d  P O  36. 
3.  This shor tage  of housing f inance  bas been documented by The 

Shah Report a s  well a s  a number o f  World Bank s tud ies .  See the 
c i t a  t i o a s  i n  Chapter 2. 



West and South reg ions  of the  country;  and funds  mobi l i za t ion  has been 

l a r g e l y  concencra tad a t  corpora  te headquar t a r s .  

Host of HDFC's funding sources  a r e ,  as suggested i n  Chapter 2,  

r e l a t e d  to  the  types  of loans  i t  makes. Its d e p o s i t s  are r e l a t e d  t o  

acces s  to  i nd iv idua l  and corpora te  loans;  its acces s  to  government- 

c o n t r o l l e d  term borrowers is r e l a t e d  to the  ~01's views on the  

worthiness  of audience served by its i n d i v i d u a l  loana;  and its access  to  

the  bond market is .af f e c  tad by the COX'S de  termina tiau t h a t  HDFCOs 

mortgages have a f i d u c i a r y  soundness a s  well a s  s o c i a l  u t i l i t y .  Each of 

these  funding sources  as w e l l  as HDFC's a b i l i t y  t o  gene ra t e  f e e  income 

and pos s ib ly  tap the e q u i t y  markets a r e  d i scussed  i n  turn. P r i o r  to  

t h a t  d i scuss ion ,  however, w e  f i r s t  p r e s e n t  a t a b l e  which i d e n t i f i e s  

HDFCOs sources  of funds  over  t i m e .  

M)I?Cs Selected Sources of Funds* 
( m i l l i o n s  of rupees)  

FY 1980 - 8 1 - 8 2 8 3 - 
( 1) Curren t  L i a b i l i t i e s  2. 72 12 39 12 92 16.55 

(2 )  . Long Term L i a b i l i t i e s  38.3 239.3 258 .4 506.7 

(A) Borrowings 100 .O 38.7 234.7 

(B) C e r t i f i c a t e s  
of Deposi t  38 .8 139 .2 219 .3 268.7 

( 3 )  Cash Flow from Operat ions  6.2 11.5 18 -2  28.9 

(4 )  T o t a l  Sources of Funds 105.7 293.2 327 6 573.9 

Long Tern Debt as a 
Share of (4 )  0367 .5 16 -789 .884 

+The sources  Lis ted do n o t  sum to the t o t a l  because we have f o r  
s i m p l i c i t y  ignored minor sources.  

u r  e A F i  a n  i a l  Ra t i o  Analysis  prepared f o r  Bertrand Renaud of 
'%e g,6o;ld ~+d, f984. 



The tab le  makes i t  c l e a r  that  HDFC's funding sources  a r e  

predominately longer- term. I n  f a c t ,  according to  HDFC, the average term 

of its L i a b i l i t i e s  was 5 L/2 years  a s  of June 30, 1984. 

Dapoai tr 

I n  the l a s t  chapter  w e  showed t h a t  HDFC's primary audience f o r  

loans has been ind iv idua l  households, uho took down about  70 percent  of 

the loans,  followed by corpora t iona  with 25 percent.  These sources of 

fund demanders i n t i*a t e ly  of f e c  t HDFCOs fund suppl ie rs .  For example, a t  

p resen t  a lmost  85 percent  of HDFC's depos i t s ,  or  s l i g h t l y  more than ha l f  

of its borrowed funds, a r e  the depos i t s  of corporat ions .  These f i rms,  

i n  turn,  a r e  induced to  make depos i t s  with HDFC i n  r e t u r n  f o r  the 

promise of mortgage loana being made a v a i l a b l e  t o  employees o r  because 

of the y i e l d / s a f e t y  preferences  of the deposi t .  The HDFC depos i t s  have 

a s i g n i f i c a n t l y  Lower y i e l d  than the competing in te rcorpora  t e  Loan 

market, bu t  they a r e  perceived as being much s a f e r  a s  well a s  y i e ld ing  a 

prospect ive b e n e f i t  t o  employees. A s  of June 1984 the average matur i ty  

of depos i t s  was 2 years  and the e f f e c t i v e  i n t e r e s t  rate was 10.56 

percent.  Depending upon the o v e r a l l  cotnposi t i on  of the f i n a n c i a l  

arrangement, i ,e ,  depending on the maturi ty  and size of the depos i t ,  

HDFC has v a r i e d  the r a t i o  of housing loans to  corpora te  depos i t s  between 

three  and two to  one. 

HDFC fol lows a s i m i l a r  "broader f i n a n c i a l  package" approach i n  its 

e f f o r t s  to  mobilize household deposi ts .  A mortgage loan l inked savings 

schene has been t r i e d  and a plan based upon the German Bausparkassen 

1. Source: LiDFC, 1985. 



program is i n  the f i n a l  planning s t ages .  Both schemes, a s  well a s  the 

firm's outreach e f f o r t s  to small towns, are based on the no t ion  t h a t  the 

advantages to  depos i to r s  o f  placing t h e i r  funds i n  HDFC a r e  n o t  s t r i c t l y  

l imi ted  t o  the r e t u r n  on the deposi  ts.  Access to c r e d i t  f o r  households, 

the matur i ty  s t r u c t u r e  of the d e p o s i t  schemes, and r e l a t i v e  s a f e t y  of 

r e  tu rn  f o r  corpora  t iona a r e  important  considera  t ions  in the p o r t f o l i o  

dec is ions  t h a t  govern the growth of HDFC depos i t s .  

I n  the context ,  of the Indian  f i n a n c i a l  sys  tern, which r e l i e s  heavi ly  

upon centrally-imposed i n t a r e s  t r a  te c e i l i n g s ,  such non-price 

competit ion is n o t  surpr i s ing .  HDlPC a t tempts  t o  f i n d  "niches" i n  the 

market i n  which the whole a r r a y  of services i t  provides,  n o t  j u s t  the 

e x p l i c i t  r e t u r n  on the depos i t ,  of:ters the depos i tor  the h ighes t  o v e r a l l  

re turn ,  Thus, the growth of HDFCOs d e p o s i t s  r e l i e s  heavi ly  upon an 

aggress ive  outreach program i n  which the non-price a spec t s  of HDFC 

se rv i ces  a r e  explained to  p o t e n t i a l  cuo tomers. If succassf u l ,  t h i s  type 

of outreach may have s i g n i f i c a n t  e f f e c t s  on the composition of household 

savings.  A s  d iscussed i n  the previous chapter ,  a s i g n i f i c a n t  po r t i on  of 

Ind ian  household savings is accumulated in  nouf i n a n c i a l  a s s e t s  such a s  

precious metala. Non-price f e a t u r e s  of HDFC depos i t s  amy be of 

s i g n i f i c a n t  va lue  i n  convert ing these  r e a l  asset savings i n t o  more 

fungib le  f i n a n c i a l  a a s e u .  For example, consider  the value a household 

might p lace  on having a loan commitment from a f i n a n c i a l  i n s  ti tu  t ion  

t h a t  w i l l  be honored, In Ind ia  such a reasonable expec ta t ion  is not  a s  

t y p i c a l  a s  one might think, A number of State home lending i n s  t i  tu  t ions  

have n o t  been ab le  t o  make good on t h e i r  commitments to provide mortgage 



credi t . '  Because the funding f o r  these i n s t i t u t i o n s  der ives  from one 

f i n a n c i a l  i n  tenuediary a reduc t i on  i n  t h i s  in  termedimy's a l l o c a  t i on  to  

housing implies  t h a t  the agency has to d e f a u l t  on its loan commitmen t to 

the borrower. Because the borrower has mobilized a l l  t h e i r  o the r  

resources ,  e.g., land purchase, a s s e t  s a l e s ,  etc. ,  t h i s  c o m i  tman t 

d e f a u l t  can impose high c o s t s  on borrowers. Hence, i n  order  t o  mobilize 

t h e i r  own resources  to undertake a house purchase, o r  t o  have incen t ive  

to  p lace  t h e i r  depoa i t s  i n  an i n s  ti t u t i o n  based on the promise of f u t u r e  
i 

c r e d i t ,  households have to  have some conf idence that the i n s t i t u t i o n  

w i l l  i n  f a c t  be a b l e  t o  d e l i v e r  the c r e d i t .  

Branch managers i n  each of the thzae branches v i s i t e d  as w e l l  a s  

c e n t r a l  off  ice s t a f f  a r e  i n  f requent  con tact w i  rh corpora t ions  , 
s o c i e t i e s  of corpora te  emp lo yeas, and households explaining the 

advantages of HDFC. In add i t i on ,  a good d e a l  of s t a f f  t i m e  (on the 

order  of 15 percent)  i n  branches is spent  going to  neighboring towns to  

expla in  the HDFC "package" and s o l i c i t  depos i t s .  

The growth of depoai t s  is e s s e n t i a l  t o  the f i rm so tha t  funding 

sources w i l l  be highly d ivezs i f ied .  I n s t i t u t i o a a l  c r e d i b i l i t y ,  market 

presence, and s f a b i l i t y  of the i n s t i t u t i o n  a r e  the major i ng red ien t s  i n  

de tarmining inves tors' confidence t h a t  the  i n s  ti tu  t i o n  w i  11 n o t  only 

continue to grou, b u t  to grow i n  such a way that i t  cannot be ra t ioned  

1. G r a h a m  Alder,  The Cu j a r a  t S t a t e  Co-opera f i v e  Housing Finance 
Society  and The Haharash txa Cs-opera t i v e  Housing Finance Society  , A 
Report prepared f o r  USAID Of f i ce  of Housing and Urban Development, Sept. 
1984, shows t h a t  da fau l t a  on such comi tments  on loan sanc t ions  have 
been on the order  of 20 t o  30 percent. 



o u t  of the f i n a n c i a l  markets. The development of t h i s  confidence w i l l  

i n  turn l a r g e l y  determine the demand f o r  HDFC deposi ts .  

Because of the i n t a n g i b i l i t y  of these f a c t o r s  which a f f e c t  i nves to r  

conf idenca and t h e i r  s e l f - f u l f i l l i n g  M t u r e ,  i t  is d i f f i c u l t  t o  f o r e c a s t  

d e p o r i t  growth. Nevartheless ,  i t  is poss ib le  to  argue and adduce 

evidence tha t  HDFCOs record has been impressive i n  two respects :  (1 )  

e s t a b l i s h i n g  i t s e l f  and expla in ing  the value of its s e r r i c e s ;  and (2 )  i n  

i nc raas ing  the breadth of its depos i tor  base s o  t h a t  i t  can be assured 

of access  to  funds. Some of evidence of success  is provided by: (A) 

the IFC pro jec t ion  of a 150 percent  i nc rease  i n  the firm's depos i t  base 

over the nex t  th rae  years ;  (B) a $10 m i l l i o n  a year  depos i t  made by the 

Liquid i ty  r i c h  Uni t  T tus  t of Ind ia  over each s f  the p a s t  three years ;  

and (C) the 1984 dec i s ion  of the Reserve Bank of Ind ia  t o  permit  HDFC to  

sho r t en  the mininun t i m e  period on its depos i t s  from 6 to  3 months. 

This  Last  s t e p  should inc rease  the l i q u i d i t y  of HDFC's depos i t s  by a 

good dea l ,  and given the ra t iooing t h a t  takes p lace  i n  the f i n a n c i a l  

sys  tam the l i q u i d i t y  pramium m y  be very high. 

The HG loan d id  n o t  d i r e c t l y  a f f e c t  HDFC's depos i t  mobi l iza t ion  

e f f o r t s  as i t  did o f f  a c t  HDFC term borrowing and bond i s s u e  e f f o r t s  . 
However, a s  w i l l  be shorn,  t o  the e x t e n t  the t the HG loan played a 

s i g n i f i c a n t  r o l e  i n  these o the r  mobi l iza t ion  e f f o r t s  i t  a l s o  played a 

sus  t a in ing  r o l e  i n  HDFCOs d e p o s i t  mobi l iza t ion  e f f o r t s .  This form of 

mobi l iza t ion  is i m p o r u n t  to  the firm's long run growth and v i a b i l i t y ,  

and i t  is a l s o  important  t o  the e f f o r t s  t o  i nc rease  formalized savings 

i n  India .  However, success  on these e f f o r t s  w i l l  take time. The 

i n s  ti tu tion's c r e d i b i l i t y  and the va lue  of s e r v i c e s  w i l l  no t  be gra.sped 



immedia t e l y  by the po ten t i a  1 audience. Hence, the i n d i r e c t  sus  t a in ing  

support  of the HG loan is a l s o  important  f o r  t h i s  funding source. 

Term borrowings. HDFCOs domestic term borrowings come from: (1)  

the Reserve Bank of Ind ia  which provides an a l l o c a t i o n  l e v e l  f o r  funds 

from c o m e r c i a l  banks; (2)  th ree  d i f f e r e n t  insurance companies; and (3 )  

a loan from the I n d u s t r i a l  Cred i t  and Investment Corpora t i o n  of India .  

Its i n t e r n a t i o n a l  borrowings have bean the HC loan and an  IFC l i n e  of 

c r e d i t .  Over the time per iod of disbursement of the HGOOl loan,  

domestic borrowings increased by $27.4 mil l ion.  I n  add i t i on ,  i n  the 

past year  the commel=cial banks have a l l o c a  tad up to  $20 m i l l i o n  of such 

loans f o r  HDFC, the Army Group Insurance Company has loaned HDFC $15 

mi l l ion ,  and o the r  armed s e r v i c e s  insuraace funds have made smaller 

a l loca t foas .  The Loans made under t h i s  funding arrangement gene ra l ly  

have 'a matur i ty  of about  10 years  and a 13 -25 percent  i n t e r e s t  r a t e .  

The r e l a t i v e l y  long matur i ty  of these loans and the Lower l e v e l  of 

s t a f f  e f f o r t  needed to  genera te  them makes them a t t r a c t i v e  to HDFC. 

Perhaps the c e n t r a l  operationaL impl ica t ion  f o r  HDFC of t h e i r  use is 

t h e i z  "iumpiness." For example, i n  FY 1984 the Reserve Bank of Ind ia ,  

because of concerns about  commercial bank p r o f i t a b i l i t y ,  a l l oca t ed  no 

commercial bank funds to  WFC a f t e r  having a l l o c a t e d  $10 m i l l i o n  i n  each 

of the two previous years. Such v a r i a b i l i t y  i n  fund a v a i l a b i l i t y  could 

create obvious problems f o r  a f i rm  with a f i n a n c i a l  s t r u c t u r e  l i k e  

KDPC's if  there  was a g r e e t  d e a l  of r e l i ance  on a small number of 

funding sources.  

A s  noted above, there  have been encouraging developments towards 

grea t a r  d i v e r s i f i c a t i o n  of funding sources. Nevertheless,  am j o r  



increments have no t  mater ia l ized  d e s p i t e  G O 1  endorsement of the need to  

expand the supply of housing finance1 and the 1978 Recommendation of the 

Shah comanission t h a t  the commercial banks a l l o c a t e  $7.5 m i l l i o n  o r  5 

percent  of annual incremental  depos i t s  per  yea r  to  housinga2 I n  

add i t i on ,  the Ptaviden t Funds, which are one of the f a s  t e s  t growing 

s e c t o r s  of the f i n a n c i a l  system -- growing a t  more than twice the rate 

of o the r  f i n a n c i a l  a a s e t s ,  a s  well a s  an i n s  t i t u t i o n  t h a t  should p r e f e r  

to  hold longer  t e r n  a a s e t s  -- as of y e t  makes very l i t t l e  c o n t r i b u t i o n  

to  the supply of mortgage c r e d i t .  I n  s h o r t ,  HDFC has made s u b s t a n t i a l  

progress i n  d i v e r s i f y i n g  its funding sources ,  b u t  there  is s t i l l  

subratantial  room f o r  growth i n  t h i s  area .  

The HG Loan played a s i g n i f i c a n t  r o l e  in t h i s  a r ea  because i t  

permitted HDFC a degree of i n s u l a t i o n  from the c y c l i c a l  t igh ten ing  of 

i n t e r n a t i o n a l  c r e d i t  comii t i o m  t h a t  occurred dur ing  the per iod  of 

disbursement. The sharp jump i n  r e a l  i n t e r e s t  rates i n  1980 c rea t ed  . 
f i n a n c i a l  problems f o r  many developing count r ies .  By permi t t ing  access  

to  the U.S. c a p i t a l  markets a t  low e f f e c t i v e  borrowing c o s t ,  the HG Loan 

provided s e r v i c e s  t o  HDFC much Like those provided to  savings and loan 

a s soc i a t ions  i n  the U.S. by Federal  Home Loan Bank Board (FHLBB) 

advances during t h  1960s and '70s. I n  the period before  i n t e r e s t  rate 

c e i l i n g s  were el iminated from the U. S. f i n a n c i a l  sys  tea depos i t  inflow 

to  t h r i f t s  quickly dr ied  up whenever i n t e r e s t  r a t e s  exceeded ce i l i ng -  

cont ro l led  d e p o s i t  ca tas .  The FHLBB advances, f iuanced by c a p i t a l  

1. The Approach To The Seventh Plan,  Government cf Ind ia ,  June 
1984, p. 2 9 ,  "The s t rengthening  of the e x i s  t i ng  i n s  t i  tu  t i ons  l i k e  HUDCO 
and HDFC . . . would be necessary." 

2. Shah Report, op. c i t .  p. 8 4 .  



market debentures ra t h e r  than deposi ts , 2rovided these ra t ioned  

deposi tory i n s  ti tu t i ons  w i t h  an  a 1  t e r m  t i v e  source of funds. 

I t  appears t h a t  an analoguous s i t u a t i o n  a p p l i e s  to  the Ind ia  

commercial bank housing c r e d i t  a l l o c a t i o n s  during the period of the HG 

loan. Because the connnsrcial banks were s u f f e r i n g  something of a  

p r o f i t a b i l i t y  squeeze, no a l l o c a t i o u s  of c r e d i t  to  housing a t  l e s s  than 

the moximun i n t e r e s t  r a t e  were made. The HG loan, l i k e  the FHLBB 

advances, allowed we mortgage lending i n s t i t u t i o n  to  no t  bear the f u l l  

b runt  of depos i t  s h i f t s  r e l a t e d  to  genera l  macro economic condi t ions  . 
s us, the HG loan permitted HDFC to weather the exigencies  of r ecen t  

f i n a n c i a l  condi t ions  in b e t t e r  f i n a n c i a l  condi t ion  and a t  a .  higher  r a t e  

of growth than would otherwise have been the case. 

The chief  drawback of HDFCOs tarm borrowings is t3e exchange r a t e  

r i s k  assoc ia ted  wi th  the i n i t i a l  I F C  Loan, and the subsequent 

d e t e r i o r a t i o n  i n  the value of the rupee r e l a t i v e  to  the d o l l a r  f o r  the 

HG dollar-denomina ted loan. 

Bond Issues. I n  the Last f i s c a l  year  HFDC succes s fu l ly  i s sued  i ts 

maidan publ ic  bond o f f e r i n g  of $10 mil l ioa .  The success  of the issuance 

has  p o t e n t i a l l y  important  implica t i ons  f o r  the f  inn's growth and 

p r o f i t a b i l i t y ;  and i t  seema vary l i k e l y  that H G O O l  cont r ibu ted  

s i g n i f i c a n t l y  t o  t h i s  success fu l  venture. 

I n  an i n t e r e s t  rate c e i  ling-cons t ra ined  f  inanc ia  1 sys  tem, timing is  

a very important f a c t o r  i n  the success of a publ ic  debt  o f fe r ing .  I f  

market condi t ions  a r e  s t r i n g e n t ,  i t  is more d i f f i c u l t  to  g e t  a  f u l l  

subscr ip  t ion ,  because the e f f e c t i v e  i m p l i c i t  market i n t e r e s t  r a t e  i s  

much higher  than the nominal bond ra te .  However, i f  l e s s  than f u l l  



subscr ip  t i o n  f o r  a maiden o f fe r ing  is ob ta iaed,  i t  might well  sugges t 

t h a t  the market lacks confidence i n  the o f fe r ing  i n s  t i  tu tion. Having 

the capaci ty  to wai t  f o r  a propi  t i o w  moment f o r  debt  issuance may well  

have long- term conaaquences f o r  corporate  grow th, It appears t h a t  the 

HG loan provided such capacity.  DFC received permission from the HOF 

f o r  a bond issuance without government guarantees in 1982, bu t  waited 

u n t i l  1984 to make the of fer ing .  I n  the event,  i t  was oversubscribed. 

I n  the p a s t  year  HDPC has issued $4.5 mi l l ion  i n  p r iva te  placement 

bond3 and has done some of the a n a l y t i c a l  groundwork necessary to 

determine whether bearer  bonds might be an e f f e c t i v e  instrument to tap 

c a p i t a l  markets. I f  the G O 1  were t c  approve the use of such an 

instrument i t  might be used t o  channel soma of the a l l eged  la rge  amounts 

of black money i n t o  the formal f i n a n c i a l  sec tor .  Such channeling, i f  i t  

occurs oa any s i g n i f i c a n t  sca le ,  should a l s o  help resource a l l o c a t i o n  

general ly .  

Other forma of 10-1 reaorrrce wbiliutioa, HDFC is i n  the design 

s t ages  of two p a r t i c u l a r l y  innovative ways to mobilize l o c a l  resources,  

They a r e  brought up a t  t h i s  po in t  to ind ica te  t h a t  the long t e r m  d i r e c t  

mobil izat ion goal of $400 mi l l ion  over f i v e  years  s t a t e d  in the HCOOl  

P r o j e c t  Paper m y  have been too narrowly cons trued. 

Simply put, both proposals involve HDPC, along with o ther  f i n a n c i a l  

i n s  t i  tu t ions  taking a samll equi ty  pos i t ion  i n  housing f inance 

i.ns t i  tu t ions in  loca t ions  cur ren  t l y  under- served, i. e., r u r a l  Gu j a r a  t 
- 

and the aas  t e rn  a rea  of the country.' I n  the former case the IFC w i l l  

1. See Proposal f o r  a New I n s t i t u t i o n  f o r  Housing Finance i n  
Eaa t e r n  India ,  A F e a s i b i l i t y  Study, HDFC March 1985. A s imi l a r  study on 
the Gujara t  p r o j e c t  a l s o  ex i s t s .  



take aa  equi ty  posi  t ion  along with HDFC. There i s  almost no question 

tha t  the IFC funding -- which appears to be in firm prospect  -- would 

not  have been forthcoming without HDFC's p a r t i c i p a t i o n  and promise of 

technical  a s s i s t ance  to the firm. I n  the l a t t e r  caae, the Unit  T rus t  of 

India ,  a n t  I C I C I  have agreed to pa r t i c ipa te .  This p r o j e c t  may help to 

b e t t e r  i n t e g r a t e  the eas t e rn  a rea  i n t o  ua t i ona l  c r e d i t  markets than did 

HDFC's branch opera t ions i n  the a rea .  Uhile i t  cannot hope to compete 

i n  terms of convenfence and y i e l d  with the extensive e x i s t i n g  depository 

ins  ti t u t i o n  o r  provident fund sys terns, i t  can provide the local ized 

uudernri t ing  t a l e n t s  that w i l l  a ssure  low d e f a u l t  and delinquency cos t s  

so t h a t  funds so  mobilized can be used prof i tab ly .  Ultimately,  the 

success of these programs is an empir ica l  ques tiou. I t  is simply 

impossible to  know before the f a c t  how households i n  these a reas  w i l l  

se rv ice  t h e i r  loans. However, HDFC has: (1) leveraged the funding of 

other  Large intermediar ies  i n t o  sharing t h i s  r i sk ;  (2)  n o t  exposed HDFC 

to excessive r i s k  should a p r o j e c t  f a i l ;  and (3)  designed a mechanism 

that can i n  p r inc ip le  work i t  any such mechanism can work. 

F ina l ly ,  i n  the p a s t  year  HDFC's s tock p r i ce  increased to  above par 

value f o r  the f i r s t  time. The f a c t  that earnings have cont inual ly  r i s en  

and planned dividends of 12 percent. were met u i t h i n  the forecas ted  time 

period has increased the a t t r a c t i v e n e s s  of the company's stock. This 

trend sugges ts that the company's c a p i t a l  r e s  t ruc  tur ing towards more 

debt  has been favorably received by the market. I n  o the r  words, i t  

suggests t h a t  the expec tad increase i n  p r o f i t a b i l i t y  more than o f f s e t s  

any increase i n  r i s k  exposure t h a t  might be associated with the 

increased levarage of the f i m .  The finn's track record on 



p r o f i t a b i l i t y  and earnings growth is c e r t a i n l y  consis  t e n t  with t h i s  

F ina l ly ,  tho behavior of KDFC's stock p r i ce  a l s o  suggests 

that the firm's a b i l i t y  to  t a p  the bond markets success,Fully and to 

continue to  prosper and grow through recen t  aus te re  f i nanc ia l  condi t ions 

speaks highly of its fu tu re  prospects . 
I n  summary, HDFC bas c l e a r l y  accomplished the goals  s e t  f o r  i t  with 

respect  to  mobilizing resourcra,  and minimizing the problems assoc ia  ted 

with the devePopment of a v i ab le  f i n a n c i a l  ins  ti tut ion.  A s  f o r  i ts 

quant i  fa r ive  accomplishments, a t  the end of FY 1984, HDFC was more than 

150 percent l a r g e r  t b n  had been projected by the i n i t i a l  IFC Proposed 

Investment Paper. It was 6 percent l a r g e r  than the f o r e c a s t  made i n  the 

i n i t i a l  Housing Guaranty P r o j e c t  Paper; i t  had increased i ts r e l i a n c e  on 

f inaacing through term borrowings to 40 percent  of t o t a l  borrowings, 

whereas the i n i t i a l  Projec t Paper f o r e c a s t  t h a t  term borrowings would 

increase from 34 to 45 percent. (By the end of calendar  year  1984 the 

share of tezm borrowings had r i s e n  to 42 percent.) I n  the three year  

period taken to  d isburse  the HCOOL loan, i t  had r a i sed  25 percent  more 

resources i n  l o c a l  markets than had been t a rge t t ed  a s  a des i r ab le  

achievement Level in  two years  by the i n i t i a l  P r o j e c t  Design Logical 

Framework, 

On the other' hand, it does n o t  seem l i k e l y  that the f i rm w i l l  

achieve the longer term goal i n  the 1981 Proj  a c t  Paper Logical Framework 

of d i r e c t l y  r a i s i n g  $400 mi l l ion  ~f domestic resources within f i v e  years 

1. Net income a s  a percent  of equi ty  grew from 6.07% to 10.48X, to 
15.39% to 21.71% between FY8O and FY83, Other t r a d i t i o n a l  measures t e l l  
a s imi l a r  s tory ,  A very r i c h  source of such comparisons i s  provided i n  
the study  prepared f o r  B ~ r t r a n d  Renaud of The World Bank, op. c i t .  



of the HC loan disbursement. For example, the most recent  (~ecember 

1984) IFC balance sheet  project ions suggest that  HDFC v i  11 f a l l  

approximately 15 percent s h o r t  of the f i v e  year target .  One mua t 

ques tion, however, whe ther  t h i s  goal,  which imp l i e s  an annual growth 

ra ta of 40 percent per year f o r  an extended time period, is  i n  the bas t  

i n t e r e s t s  of the firm. While it is c l e a r  that the firm can and has 

grown very rapidly, i t  is a l s o  c l e a r  t h a t  growth spur t s  i n  domes t i c  

resource mobilization, such a s  the 80 percent rea l ized  between FY 19b3 

and FY 1984, should be followed by periods i n  which such gains a r e  

consolids ted. This consolidat ion of gains seems p a r t i c u l a r l y  important 

because of the sources of funds and the context  within which HDFC can 

raise a s  wall a s  Leverage other  domestic resources. There i s  evidence 

that the firm is s t i l l  expanding the ef f i c i ency  with which i t  mobilizes 

funds, i. e . , the operating expenses to opera t ing income r a  t i o  continued 

to decl ine throughout the firm's l i f  e,' suggesting t h a t  such rapid 

growth can be undertaken profi tably.  Nevertheless, the most recent  IFC 

r e p o r t  of operat ional  s t r a i n s  re la ted  to high growth suggests a t  l e a s t  a 

cautionary note i n  t h i s  regard. 

Curnula t ive ly ,  the team views HPFC0s Local resource mobiliza t ion  

e f f o r t s  a s  enormously successful. The f inn has d ive r s i f i ed  the number 

and type of investors  and deposi tors ,  and i t  has continual ly sought to 

e x p l o i t  "niches" i n  the market &hat a r e  o f t au  created or associated with 

an i n t e r e s t  rate c e i l i n g  system. The firm seems pa r t i cu la r ly  well 

placed to develop the deposi t  market by re l iance  on brokers f o r  

individual  deposits and over time to take advantage of any new 

1. Compu ta t ions from varioua annual repor ts  . 



technologies  the t emerge in '  the gatlhering of depos i t s .  Lf the firm's 

growth and development can be sus t a ined  f o r  a number of years ,  it is 

very l i k e l y  that HDFC w i l l  have made a s ign i f i ca r r t  c o n t r i b u t i o a  to the 

development of a system of f i n a n c i a l  intermedia t i o n  t h a t  the World Bank 

says w i l l  overcome "a s e r ious  cons t r a i n  t t o  housing inves  tmen t and 

sec t o r a l  ef  f ic iancy.  "' I n  the nex t  chapter  we d i scuss  how w e l l  HDFC has 

managed the r i s k s  a s soc i a t ed  wi th  its funds mobi l iza t ion  and the pol!.cy 

changr s i t  has pursued to e s t a b l i s h  the prof i t a b i l i t y  of that 

mobiliza t ion.  

1. S i t u a t i o n  and Prospects  of The Indian Economy - A Medium Term 
Perspec t ive ,  701. 1, Executive Summary, World Bank, Apr i l  1984, p. 27. 



4 73i.E BBOMKR EFFECTS OF KDPC ACTIONS 

I n  the previous chapter the record on funds mobilize t ion  was 

reviewed. Here the focus is  tho r i s k s  and regulatory impediments 

involved with t h a t  mobilization. I n  the f i r s t  s ec t ion  we discuss  the 

f i v e  d i f f e r e n t  r i s k s  t h a t  HDFC confronts ;  i n  the second sac  t ion  we 

review the regulatory issues r e l a t ed  to HDFC's e f f o r t s  " to  c r e a t e  a 

pol icy environment i n  which housing sac  t o r  i n i t i a t i v e s  can f l ou r i rh ;  "l 

and i n  the t h i r d  sec t ion  w e  d iscuss  the balance of payment aspec ts  of 

the KG involvement with HDFC. 

Tha Bisb of Mortgage Intermediation 

HDFC is exposed to f i v e  types of r i sk :  d e f a u l t  r i s k  by households, 

i n t e r e s t  r a t e  r i sk ,  corporate  loan r i sk ,  commitment or sanct ion de l ivery  

r i sk ,  and l i q u i d i t y  r i s k a 2  Each of those r i s k s  and HDFC's approach to  

deal ing with them a r e  t rea ted  i n  turn. 

Defaul t  Risk, I n  the Indian l e g a l  system forec losure  l a w s  a r e  such 

tha t  a technical  d e f a u l t  on mortgage payment may take years to  

resolvem3 As a consequence, the expec tad sos  ts of d e f a u l t  a r e  very 

large.  HDFC has c l e a r l y  avoided t h i s  problem. I t  has done s o  through: 

requir ing la rga  downpaymenu by housaholds ; requir ing guarantees from 

1. Sea the Shah Report, op c i t . ,  p. 36. 
2. The i n s t i t u t i o n  is a l s o  i n  p r inc ip le  sub jec t  to two o ther  kinds 

of r isk:  prepayment r i s k  and cons t ruc t ion  Loan risks. However, i n  the 
cur rent  economic enviropmsn t these r i s k s  a r e  t r i v i a l .  

3. See Bijlani's Report, H.U. B i j l a n i ,  Housing Finance, Mortgage 
Insurance and Secondary Nortgaga Markets, HUDCO Chairman's Paper, 1980, 
a s  well  a s  the Shah Report, op. c i t .  

4. Pradip Shah, op c i t .  p. 19 says t h a t  in  1983 HDFC's loan to 
c o s t  r a t i o  was .44. Moreover, c o s t s  a r e  probably s i g n i f i c a n t l y  Lower 
than value s o  even t h i s  f igu re  is  an overstatement. 



o t h e r  i nd iv idua l s  on about  30 percent  of the i nd iv idua l  loans;  providing 

technica l  advice to  bortowars on adjustments i n  cons t ruc  t i on  and/ or  

p o r t f o l i o  plans t h a t  w i l l  permit  them to f u l f i l l  t h e i r  a s p i r a  t i o a s  more 

e f f i c i e n t l y ;  and by convincing s tab governments t h a t  HDFC Loans should 

be e l i g i b l e  f o r  payment through s a l a r y  deductions.  l 

Their  record speaks f o r  i t s e l f .  On over 76,000 loans they have had 

no ind iv idua l  loan d e f a u l t s ,  and t h e i r  loans i n  a r r e a r s  r a t i o  is . 3  

percent ,  lower than those of bu i ld ing  s o c i e t i e s  i n  the U.K. and 

considerably lover  than U. S. r a  t e s  . Their  record on preventing def a u l  t 

is perhaps the chief  reason why the IFC appears t o  be w i l l i n g  to  take on 

equ i ty  pos i t i on  i n  a r u r a l  housing f inance  scheme i n  Gujarat  S t a t e .  

Uhi l a  the f inn has taken the precaut ions  necessary t o  p r o t e c t  

itself from undue exposure to  d e f a u l t  r i s k ,  t h i s  p ro t ec t ion  -- pr imar i ly  

i n  the form of higher  downpayments -- has reduced the a b i l i t y  of lower 

income households to  a f f o r d  housing. A s  is discussed i n  Chapter 5 ,  

lower income households a r e  more l i k e l y  to  be adverse ly  a f f e c t e d  by hi6h 

downpaymen t requirements because the equi  t y  required f o r  r i s k  avoidance 

comes from family members, a s s e t  a a l e s ,  o r  ind igenow money lendars.  

The i n t e r e s t  rates charged by the lenders  f r equen t ly  exceed 25 

percent. Because Low income households a r e  l e a s  l i k e l y  t o  have access  

t o  a s s e t s  to  se l l  o r  family wealth than a r e  higher  income households, 

they a r e  more l i k e l y  to  have to  r e l y  upon money- lenders  if they purchase 

- -- 

l. S t a t e  approval is required f o r  the use of the deduction of 
payments from wages. I n  1984 HDFC received approval of its loans a s  a 
deduct ib le  item. In  some a r e a s  of the country,  Bangalore f o r  example, 
Large por t ions  of payments a r e  made i n  t h i s  way. 



a home. However, w h a t  is more l i k e l y  is that the high coots  of these 

funds w i l l  reduce the demand f o r  purchase by t h i s  group. 

I t  is important to note t h a t  HDFC has been attempting to minimize 

and avoid t h i s  kind of r i s k  exposure r a the r  than irrsure or  transform 

it. Ln the cur ren t  Legal and regulatory anvironmerrt, t h i s  s t r a t e g y  is 

appropr ia te  f o r  the firm. However, i n  order to increase the brceadth of 

households who can and w i l l  want to f inance housing, improved 

i n s  t i  t u t i o n a l  arrangements f o r  deal ing with t h i s  kind of r i s k  a r e  

nsceasary. ~ e v e r t h ' e l e s s ,  such improvements a r e  f a r  beyond the scope of 

resources a v a i l a b l e ,  to  HDFC. 1 

Intersst Rate Risk, The f i rm h a s  c a r e f u l l y  s t ruc tu red  i, ts a s s e t s  

and l i a b i l i t i e s  so that there is very l i t t l e  i n t e r e s t  r a t e  r i s k  

exposure. The d i f fe rence  i n  the expected weighted average ma tu r i t i e s  of 

the firm's a s s e t s ,  9.3 years ,  and l i a b i l i t i e s ,  5.5 years ,  is about 4 

In f a c t ,  the dura t ion  imbalance is even smaller  s ince  a number 

of mortgage loans a r e  being prepaid ear ly.  

Not only is there very l i t t l e  imbalance between the matu~:it ies of 

its a s s e t s  and l i a b i l i t i e s ,  but  loan terms a l s o  inc:Xudtr a fall.-back 

clause that permits HDFC to  increase i n t e r e s t  raterr i f  i t  so  chooses. 

This provis ion is fan tamount to  giving the firm a ca, tars t rophic insurance 

policy. A ah i f  t i n  the i n t e r e s t  rats s t r u c t u r e  of the s o r t  that: had 

such onerous 3 mp l i c a  t ions  f o r  the U . S . t h r i f t  i n s  t i  tu t i ons  caarao t impose 

1. For example, the equi ty  requirements of a d i r e c t  d e f a u l t  o r  a 
re- i n su re r  of d e f a u l t  r i s k s  of o ther  in s  ti tu t ions  a r e  s ign i f i can t .  

2. Data provided by HDFC. The average moturity of HDFCOs a s s e t s  
is in fe r red  from HDFC data which shows the weighted awerage term of the 
firm's housing loans to b e  11.1 years. These a s se t a  make up 75 percent 
of t o t a l  a s se t s .  We assumed that  the maturi ty  of oth1e.r a s s e t s  was 2 
years; hence 9.3 is the ove ra l l  a s s e t  maturity.  



s i m i l a r  coa ts  oa HDFC as  Long a s  i t  can enforce i ts  contrac ta .  While 

HDFC doas perform some maturi ty  intermediat ion,  and has made i t  c l e a r  

t h a t  i t  w i l l  no t  r a i s e  r a t e s  unlaas i t  has to ,  i t  neverthalasa has 

con t r a c  tua l  pro t a c  t ion  a g a i n s t  la rge  s h i f t s  i n  f i n a n c i a l  

circums tancas . Final ly ,  tID'ECes corpora t e  loan program has much ahor t a r  

ma tu r i t i e s ,  6 -25 years ,  than i t s  indiv idual  Loaas, 13.2 years ,  so t h i s  

program help8 to raduca ove ra l l  r i s k  exposure. The following tab le  

i d e n t i f i e s  the var ious  y i e l d s  and m a t u r i t i e s  of HDFCOs housing a s s e t s  a s  
I 

of June 30, 1984. 

WUSIE LOANS AS AT JUNE 30, 1984 

Individuals  

Corporate 

Line of Credi t  

Cooperatives 

0 thers  

Total  

Source: HDFC 

Value 
(RS i n  Lacs) 

Average 
Xnteres t 

Ra t e  
Average 
Term 

C k ~ r p o z a t e  Bisk Erposura. Because .HDFC makes loans to corpora t ions 

and to blocks of employees of p a r t i c u l a r  corporat ions,  the f i rm is 

exposed to the same type of r i s k  a s  would b e  a connnercial bank that l e n t  

to corporate borrowers. The team reviewed hUFCes decision-making 

process f o r  such loans and found that each firm's balance s h e e t  and 

prospects a r e  c l o s e l y  reviewed as part of the loan decision. The team 



sees  these prac t ice8  a r  sf f r c  t iva .  HDIC'a c e n t r a l  off lcr mekea a 

c a r e f u l  raviau of the income statemanta and bulanca ahaeta of the 

company i n  qucra t ion.  One might a l s o  axpact  t h a t  aa the f i r m  axpendo 

t h i s  type of r i s k  w i l l  ba i nc raa r ing ly  d i v a r a i f i e d  ac ro r s  aconumic 

a c t i v i t y  . 
Suxc*Aop Biak Expolom. By agreeing to make c r e d i t  ava l lob le  i f  a 

household can g e t  the o t h e r  nacss ra ry  reaourcrs  together ,  T3FC a l s o  

a f f e c t s  the ems t ruc  t i o n  of housing of those who u l t ima te ly  do not  makr 
I 

use of tha commitmant. Because a  household know8 t h a t  a  ca r tx fn  amount 

of funds w i l l  be a v a i l a b l e  i f  i t  l i q u i d a t a s  o the r  a s s e t s ,  borrows from 

paren ts ,  buys land, etc., i t  may be wi l l i ng  to undertake there a c t i o n s  

aveu i f  i n  the end it  does no t  use HDFC funds. . HDFC 8 taff a s  d n a  to t h a t  

about  7 percent  of t h a i r  loan sanc t ions  a r e  no t  disbursed,  and that 

about  half  of these cancelLed sanc t ions  occur because the household go t  

money elsewhera. 

- HDFC has minimizad its r i s k  axporure i n  t h i s  a rea  i n  throe ways: 

( 1) reducing the r a t i o  of sanc t ions  to  disbursaments from 2.56 to 1.29 

over f i v e  years ;  (2 )  leaving its commitment open-ended a s  t o  tha 

i n t e r e s t  r a t e  i t  wi l l -charge ;  and, (3) d i v e r s i f y i n g  i t s  depos i tors  and 

inves to r s  so  tho t r a  t ion ing  dec is ions  by ano t h e r  f i n a n c i a l  inu ti tu  t i o n  

o r  gwernment r egu la to r  have l e s s  e f f e c t  on its a b i l i t y  to  d e l i v e r  on 

i ts agreeman t . 
Liquid%- BisL Any levaragad f  inanc ia  1 ins  ti tu  t i o n  with 

L i a b i l i t i e s  that a r e  of sho r t e r -  term than its a s s e t s  is subjrict  to the 

r i s k  t h a t  its L i a b i l i t i e s  w i l l  be c a l l e d ,  and t h a t  i t  w i l l  no t  have on 

hand s u f f i c i e n t  c a p i t a l  a v a i l a b l e  to  s a t i s f y  a l l  the demanders of 



funds. I n  the U.S. and the Indian commercial banking system, t h i s  risk 

is d e a l t  with through depos i t  insurance,  and by mainmining Liquid 

reserves ,  HDFC does n o t  have such depos i t  insurance and over t i m e  its 

l i q u i d  reserves have dec l ined  However, HDFC dea l s  ui tfl 

Liquid i ty  r i s k  by having what amounts to  l i n e s  of c r e d i t  wi th  o t h e r  

l a r g e  f i n a n c i a l  in termediar ies .  I t  has es t ab l i shed  sucB Lines of c r e d i t  

wi th  the Unit T r u s t  of Ind ia  t h a t  e f f e c t i v e l y  g ive  the i n s  t i  tu t ion  "deep 

pockets." I n  add i  t ion ,  HDFC depos i t s  a r e  n o t  a v a i l a b l e  on demand; they 
I 

kii.~ had u n t i  1 r e c e n t l y  six-mon th minimum ma t u r i  t i e s ,  and average 

m a t u r i t i e s  of 2 1/2  jrears. I t  might a l s o  be noted t h a t  the IFC 

investment c a r r i e s  a covenant r e s  t r i c t i o a  that no f r e s h  indeb tednass 

should occur i f  the i n t e r e s t  coverage f a l l s  below 1.2. This res t r i c  t i c n  

mean8 that HDFCC8 i n t e r e s t  ea rn ings  must always exceed its i n t e r e s t  

ob l iga  tiorw by a t  Least 20 percent ,  o r  i t  has t o  avoid more indebtedness 

u n t i l  t h i s  r a t i o  is rea l ized .  With a g e n t l y  upward s lop ing  term 

s t r u c t u r e  of i n t e r e s t  r a t e s ,  t h i s  covenant w i l l  help  avoid l i q u i d i t y  

problems a s  long us i t  is viewed a s  a minimum t a r g e t  r a t h e r  than a 

f i g u r e  t o  maximize.2 F ina l ly ,  i n  the  c u r r e n t  s t a b l e  i n t e r e s t  r a t e  

er~viroament of the I d i a n  economy l i q u i d i t y  r i s k  is n o t  g rea t .  There is 

l i t t l a  i ncen t ive  f o r  "hot money" o r  i n t e r e s t  s e n s i t i v i t y  on the p a r t  of 

depos i tors .  A s  a consequence, there  is Little Likelihood of runs on the 

i n s  ti t u t i o n  a s  long a s  o the r  risks a r e  thought to  be managed 

e f f e c t i v e l y .  

1. HDFC's l i q u i d  reserves  a s  a percent  of depos i t s  has followed 
t h i s  pat tern:  FY80, 10.7%, M81 43.42, FY82 12.02, FY83 4.9%. 

2. The l a t t e r  type of s t r a t e g y  could expose the i n s  t i  t u t i o n  to  
i n t e r e s t  rate r i s k  because the r e  turn on longer term a s s e t s  would be 
grea t a r  than on s h o r t e r  term Loans. 



I n  sum, HDFC has c l e a r l y  moved aggress ive ly  i n t o  housing finance 

i n  termedia tion. Equally c l e a r  is the cau tiousnesa of the i n s  ti tu tion. 

Under present  operat ing prac t i c e s  i t  is subj ec t to  very l i t t l e  i n t e r e s t  

r a t e  r i s k  exposure. Furthermore, its debt  to equi ty  r a t i o ,  11.8 a s  of 

June 30, 1984' is much lower than those thought prudent f o r  U.S. 

f inancie , l  i n s  t i  tut iona t h a t  have been much more r i s k  exposed, and lower, 

t ha t  those of building s o c i e t i e s  i n  the U.K. t ha t  appear to have 

s l i g h t l y  more c r e d i t  r i s k  end s l i g h t l y  l e s s  i n t e r e s t  r a t e  r i s k e 2  It  has 

reduced its sani:tion r i s k  and d e a l t  wish i ts  l i q u i d i t y  and corporate  

'loan r i s k s  i n  a p r a c t i c a l ,  e f f e c t i v e  manner. Defaul t  r i s k  w i l l  always 

be a concern because of the p o s s i b i l i t y  of simultaneous occurrence. 

Nevertheless, the firm's e f f o r t s  of t h i s  score have been exemplary. 

Regulatory Issues and HDPC 

The r e a l i z a t i o n  of HDFC's f i n a n c i a l  record, a s  well a s  the 

development i n  India  of a regulatory environment i n  which spontaneous 

development of a market-oriented housing f inance sys tem can occur, is i n  

la rge  p a r t  a  t t r i b u t a b l e  to the firm's regulatory entrepreneurism. A s  

the . f i r s t  i n s t i t u t i o n  of t h i s  s o r t  i n  India ,  i.e., n e i t h e r  a  bank nor a 

a m - f i n a n c i a l  firm, HDFC has had to seek modifications to  a number of 

regula t ions  t h a t  cons t ra ined  its opera t ions  . For example, to  men t i o n  

j u s t  some of the more important regulatory changes HDFC has been 

involved in: i n i t i a l l y  HDFC could not  adve r t i se  f o r  deposi ts ;  i ts  

1. IFC Report ope c i t .  p. 9.  HDFC's debt  to equi ty  has r i s e n  from 
2.8 i n  FY81 to 4.6 i n  FY82 to 7.5 i n  FY83 to 11.8 i n  FY84. The IFC has 
a covenant r e s t r i c t i n g  HDFC's debt  to equi ty  r a t i o  to 15 : 1. This r a t i o  
compares to a 25:l r a t i o  f o r  savings and loan assoc ia t ions  ia the U.S. 

2. See Boleat, op. c i t .  



depos i t s  had to  be of a t  l e a s t  s i x  month matur i ty;  the tax treatment of 

the deposi ts was more onerous t h a n  t h a t  on connnarcial bank depos i t s ;  

t r u s t  funds could n o t  make such d e p o s i t s ,  and a f t e r  they were permitted 

to  do so t h e i r  tax t reatment  was1 s t i l l  onerous; provident  fund savings 

could be used f o r  housing payments bu t  n o t  HDFC mortgage payments; 

mortgage payments could n o t  be. daduc ted from the s a l a r i e s  of many 

workers by employers; the firm's e l i g i b i l i t y  t o  r ece ive  fund a l l o c a t i o n s  

f  rout o the r  l a rge  f i n a n c i a l  i n  teranediaries , e. g . , c o m e r c i o l  banks, had 
I 

y e t  to be determined, and once such de te;rminations of e l i g i b i l i t y  a r e  

made the amount of a l l o c a t i o n  must s t i l l  be decided upon. 

The list could be extended an~d a chronology of changes could be 

. developed. However, the po in t  i3 n o t  that there  a r e  an obvious set  of 

regula  t iona that need to  and can a n s i l y  be changed. Regulatory change 

does n o t  take p lace  i n  a  vacuum. The e f f e c t s  of changes in  o v e r a l l  

economic condi t ions  on e x i s t i n g  r egu la to ry  burdens, as well as the 

e f f e c t s  of suggested regula tory  changes on o the r  a c t o r s  i n  the f i n a n c i a l  

markets must be a n t i c i p a t e d  and anal.yzed in what one U.S. observer  

r ecen t ly  r e f  e r r ed  to  a s  "a regula  to ry  d i a l e c  ti'c. tt  1 

I n  order  f o r  t h i s  process to  produce change, tbe proponents of 

change mu8 t be c red ib le .  The c&irma\n and the p r i n c i p a l  s t a f f  a r e  

h igh ly  regarded by both the Ind ian  f i :nancial  and r egu la to ry  community, 

as well a s  by World Bank and IFC staff. Their  i n t e l l e c t u a l  c r e d i b i l i t y  

and the b a s i c a l l y  s t rong  caae that they have f o r  gene ra l  r egu la to ry  

reform enable  them to  argue e f f e c t i v e l y  on broad economic e f f i c i e n c y  

- - - 

1. Edward Kane , "Change i n  Con temporary Hor tgage Harke ts" Housin? 
Finance Review, J u l y  1984. 



terms r a t h e r  than to be seen a s  proponents of s t r i c t l y  t h e i r  own s e l f -  

i n t e r e s t .  

A good d e a l  of HDFC pr inc ipa l  s t a f f  time (on ale order  of 15 

percent)  has gone i n t o  t h i s  regula tory  d i a l e c t i c ,  i. e., i n t o  the 

devalopmsn t and marketing o r  proposals and recoaunenda t i o a s  f o r  

regula tory  changes. A l l  the above mentioned r egu la t ions  havu been 

changed o r  modified a s  a r e s u l t  of HDFC s t a f f  and Board e f f o r t s .  

Furthermore, while t h i s  kind of s t a f f  expendi ture  does n o t  seem 
J 

i no rd ina t e ,  i t  has been very e f f e c t i v e  due 

s t a f f .  

For example, i n  one of the Chairman's 

aware of a modif i c a t i o n  made to  the Ind ian  

to  the c r e d i b i l i t y  of HDFC 

previous c a p a c i t i e s  he was 

T r u s t  Act of 1882 t h a t  

enabled the Ind ian  U n i t  T r u s t  to avoid a bout of dis intermediat ion.  H e  

used t h i s  expar isnce t o  propose WFC a s  tho second pr iva  t a  s e c t o r  

exception to  t h i s  a c t ,  making i t  e l i g i b l e  f o r  t r u s t e e  s t a t u s  f o r  

c h a r i t a b l e  t rus t s .  Achieving t h i s  s t a t u s  has n o t  only permitted 

c h a r i t a b l e  t r u s t s  to i n v e s t  i n  HDFC, i t  a s  well g ives  the f i rm the 

equ iva l en t  of what would be an AAA c r e d i t  r a t i n g  i n  the U.S. sys  tem. I n  

a f i n a n c i a l  sys  tam that does' n o t  have e x p l i c i t  c r e d i t  r a t i n g s ,  t h i s  type 

of i m p l i c i t  r a t i n g  can usua l ly  only be e s t ab l i shed  by a long, success fu l  

h i s  t o ry  o r  government f i a t .  In the HDFC case  it has  been accomplished 

with a sho r t ,  succes s fu l  h i s t o r y  and government confidence i n  the firm's 

f i d u c i a r y  soundness and s o c i a l  u t i l i t y .  F ina l ly ,  the achievement of 

this kind of r a t i n g  t h a t  makes it much less l i k e l y  t h a t  the i n s  t i  tu  ti on 

can be ra t ioned o u t  of access  to  funds. 



HDFC's regula tory  entrepreneurism a l s o  plays a l a rge  r o l e  in the 

firm's a l l o c a t i o n s  of commercial bank funds. As aoted  e a r l i e r ,  i n  1978 

the Shah Commission recommended tha t the commercial banking sys  tem could 

play an important r o l e  i n  the development of the housing f inance 

sys  tam. A s  a r e s u l t  of t h i s  s tudy the RBI c a l l e d  on the banla t o  

a l l o c a t e  $100 m i l l i o n  to  housing f inance  of which IiDFC was to  rece ive  $5 

mill ion.  due to t i m e  c o n s t r a i n t s  HDPC was a b l e  t o  u t i l i z e  only $4.4 

m i l l i o n  of such loans. The fol lowing yea r  RBI a l l o c a t e d  another  $150 

m i l l i o n  of which WFC was to  rece ive  $10 mi l l ion .  The f i rm made use of 

the f u l l  $10 mi l l ion ,  and LP the nex t  f i s c a l  yea r  drew down $10 m i l l i o n  

more o u t  of the r e s t  of $140 mi l l i on  t h a t  was Lef t  over f rom the 

previous year. I n  the most r e c e n t  f i s c a l  year ,  HDFC received RBI 

a u t h o r i t y  f o r  another  $20 m i l l i o n  of the s t i l l  unused por t ion  of the 

h i  tial $150 m i l l i o n  a l l oca t ion .  Ul t imately ,  HDFC was a b l e  to ob ta in  

over $40 mi l l i on  of the $150 m i l l i o n  a l l o c a t i o n  through p e r s i s  t e n t  

lobbying and aggress ive  p u r s u i t  of the unused po r t ions  of the 

a l l o c a t i o n s .  This kind of Loan take down and accompanying Dousing 

cons t ruc t ion  a c t i v i t y  s t ands  i n  c o n t r a s t  t o  some of the publ ic  agency 

p r o j e c t s  descr ibed by the Shah ~ e ~ o r t . '  According to  t h a t  r epo r t ,  

de sp i t e  India's extreme shor tage  of housing, f t was of ten the case  t h a t  

pub l i c ly  b u i l t  housing went ttndemanded a f t e r  cons t ruc t ion .  

The s a m e  kind of s i t u a t i o n  seems to  apply to  the commercial bank 

a l l o c a t i o n .  Although 16 state housing agencies  t h a t  had almost ten 

times the p o r t f o l i o  s i z e  of HDFC were a l s o  e l i g i b l e  f o r  the bank's 

a l l o c a t i o n ,  the f i rm was ab l e  t o  use almost 30 percent  of the 

1. Op. c i t .  



allocat.ion. This pa t t e rn  suggests tha t while households may demand 

mortgage c r e d i t  and the RBI is wi l l ing  to supply it: to intermridiaries,  

ou ts ide  of HDFC, the e x i s t i n g  intarmediar2,es have not  brought demanders 

and supp l i e r s  of funds toge thcr. 

I n  yum, regula tory  change, and the apparent s h i f t  i n  f i n a n c i a l  

a l l o c a  t iorrsl  emphasis towards more housing c r e d i t ,  has  helped to 

e s t a b l i s h  ground ru le s  t o  enable the pr iva te  sec to r  to become in t e res t ed  

i n  housing f inance services.  However, it. must be noted t h a t  t h i s  demand 
I 

is in  its nascent  stages.  A s  noted i n  the previous chapter ,  HDFC s tock  

has only recent ly  sold f o r  more than par value. Following t h i s ,  two 

f i rms have r ecen t ly  beau l i s t e d  on the Bombay s tock  exchange to engage 

i n  such a c t i v i t i e s .  One of the newly l i s t e d  firms is a d i v e r s i f i e d  

f i n a n c i a l  s e rv ices  f i rm with over UO branch off  i ces .  

T h ~ s ,  HDFC can expect increasing competition f o r  the funds 

a l loca ted  by l a rge  f i n a n c i a l  intermediar ies .  In the f u t u r e  i t  w i l l  no t  

j u s t  compete with public s e c t o r  f inas who appear to pursue housing 

c r e d i t  a l l o c a t i o n s  somawha t r e c a l c i  t r a n  try.  However, given the C O I O s  

recent  pronouncements on the need t o  expand such a l l o c a t i o n s ,  and the 

f i g u r e s  that show t h a t  p r i o r  a l l o c a t i o n s  to the household s e c t o r  have 

been niggardly,  it seems i i k e l y  t h a t  the supply of funds should expand, 

a t  least i n  the immediate fu tu re ,  a t  l e a s t  a s  rap id ly  as the increase i n  

competing demands. 

We now turn to the last element of HDFCes funding sources -- i ts 

in t e rna t iona l  borrowing. 



The HC Loan and HDPC's International Borrowing 

The f i n a l  funding source f o r  HDFC's opera t ioaa  has come from 

i n t e r n a t i o n a l  inves tors :  the HC loans of $30 mi l l i on  and a  $4 m i l l i o n  

loan from the IFC. Because of the sharp de t e r i o r a  tiw i n  the value of 

the rupee r e l a t i v e  t o  the d o l l a r  s ince  1981 there  is some ques t ion  of 

who has borne t h i s  r i s k  and whether, i n  f a c t ,  t h i s  is  an app ropr i a t e  

r i s k  to  take. 

I n  the case  of the IFC dollar-denominated loan, HDFC hao borne the 

exchange r a t e  r i s k  and, a s  we d iscuas  below, i t  is n o t  a t  a l l  c l e a r  that 

the r i s k - a l l o c a t i o n  was appropr ia te .  I n  the case of the HG loans,  the 

S t a t e  Bank of Ind ia  (SBI) was the loan guarantor.  SBI used the d o l l a r  

loan f o r  its own fo re ign  exchange needs. I n  f a c t ,  according to HDFC 

s t a f f ,  SBI  on-lent in. d o l l a r s  t o  o t h e r  borrowers so  t h a t  the exchange 

r a t e  r i s k  was no'. borne by the f i n a n c i a l  i n s t i t u t i o n .  SBI made long- 

term fixed- ra  t e  rupee loana to  HDFC. Thus, i n  a narrow sense,  with the 

HDFC-SBI swap, r i s k s  a r e  being a l l o c a t e d  e f f e c t i v e l y .  The i n s  ti t u t i o n  

t h a t  is f inancing domes tic a s s e t s ,  HDFC, has domes t i c  L i a b i l i t i e s ,  and 

the i n s  t i  tu  t i o n  with  i n t e r n a t i o n a l  a s s e t s  and l i a b i l i t i e s  has 

intermediated i n  &e i n t e r n a t i o n a l  markets. With the IFC loan, on the 

o the r  hand, t h i s  kind of matching of r i s k s  was n o t  followed, and HDFC's 

10 percent  nominal i n t e r e s t  has been e f f e c t i v e l y  much higher. 

There is ,  however, a l s o  a Pergcr ques t ion  t h a t  a r i s e s  because of 

the i n t e rno  t i o n a l  d e b t  repayment problems t h a t  have been experienced i n  

r ecen t  years.  And from AID'S perspec t ive  t h i s  quest ion can be u s e f u l l y  

divided i n t o  two par t s :  



1. How good is the guarantor's guarantee? and 

2. Do these funds a l l e v i a t e  or  exacerbate India's a b i l i t y  to 
serv ice  its i n t e r n a t i o n a l  borrowings? 

The f i r s t  quest ion i s  a provincial  a s  to whether t h i s  is a 

reasonable r i s k  f o r  A I D  t o  be taking i n  l i g h t  o f .  the expectad cont ingent  

l i a b i l i t y  assoc ia ted  u i t h  the HG guaranty. The second question is a 

general  one of how the support f o r  t h i s  p r o j e c t  f i t  i n t o  the ove ra l l  

Indian economy a c t i v i t y  with respec t  to two f a c t o r s  : (a)  does i t  help 

s t imnlata economic  development i n  India? and (h)  does i t  a f f e c t  the 

country's a b i l i t y  to sen r i ce  its f ozeign debt? I n  other  :lords, does 

increasing its i n t e r n a t i o n a l  borrowings i n  t h i s  way a f f e c t  the soundness 

of guarantor's guarantee? Ua have then three ques t i o w :  

1. How good is the guarantor's guarantee? 

The guarantor's guarantee must be thought of as of high qual i ty .  

I t  is t rue t h a t  the World Bank fo recas t s  t h a t  "Based on cu r ren t  trends a 

gap w i l l  emerge around 1987 between c a p i t a l  requirements and estimated 

a ~ a i l a b i l i t ~ . " ~  However, on the o the r  s i d e  of the ledger,  Indian 

in t e rne  t i o n a l  borrowing s t r a t e g y  has always been consarva t ive  so t h a t  

India  a t  the end of 1983 had only $2 b i l l i o n  i n  debt  to  banks 

ou t s  tanding, ranking i t  32nd of the seventy nine developing 

coun t r i e se2  I n  addi t ion ,  according to World Bank ana lys i s ,  a prime 

source of India's borrowing problems is a cutback i n  concession 

lending. The HG terms a r e  super ior  to coatmercial replacements f o r  the 

tI 1. World Bank, "Si tuat ion and Prospects.  . . , op. c i  t., p. 11. 
2. Even t h i s  ranking u n d e r s a t e s  the soundness of India's r e l a t i v e  

s t l z u s  given the s i z e  of the Indian economy r e l a t i v e  to those of o t h e r  
developing countr ies .  The data  on developing countries '  debt  comes from 
Intrrrra t i o n a l  Capi ta l  Markets, Developments and Prospects 1984, The - 
In t e rno t iona l  Honetary Fund Occasional Paper, No. 31, p. 89. 



declinio,g a v a i l a b i l i t y  of concession c red i t .  Thua, they should help 

India f i l l  the "gap" iden t i f i ed  i n  the World Bank analys is .  

2. Does the HC Loan s t imula te  economic development i n  India? 

I n  an absoluta sense, the answer is c l e a r l y  yes. I n  a r e l a t i v e  

sense, i m a m ,  compared to a l t e r n a t i v e  inves tmenta tha t  could be made, the 

question, f o r  very p r a c t i c a l  reasons, is bes t  answered by the G O I .  

Since they have approved the guarantying of the Loan by Indian 

commercial banks, one must presuma that the answer is a l s o  

aff i rmative.  The World Bank's positf,on seems to be i n  agreement. Their 

analys is  says "India w i l l  need external  c a p i t a l  inflows to augment its 

own resources f o r  the foreseeable fu tu re ,  given the Low per capi ta  

income levels.  . . , the already high savings r a t e ,  and the import 

requirements associated with somewhat improved growth ra tea. 1 t 1  

3. Does the HG loan a f f e c t  the qua l i ty  of the country's guarantee? 

The answer i s  no. The $30 mi l l ion  Loan is equal to 0.3 o f  one 

percent of exports i n  1983-84 and hence, cannot be expected to e x e r t  

much of an inf  h e n c e  on foreign exchange ra t a s  one way or  the other.  

I n  sum, i t  seems t h a t  the possible  adverse fore ign  exchange e f f e c t s  

of the HG loan have been managed e f fec t ive ly ;  tha t  the Indian government 

believed t h a t  the exchange rate r i s k  was worth taking and t h a t  while 

India may confront some medium- term i n  t a m  tiona 1 borrowing problem, i t  

is nevertheless  i n  r e l a t i v e l y  good shape i n  thia  regard. Furthermore, 

becauaa the HG instrument provides an e f f i c i e n t ,  coa t -e f  f ac  t ive  means o f  

tapping the i n ~ r r n a t i o n e l  c a p i t a l  markets, the HG loan should help 

improve ra the r  than exacerha t e  India's debt  .' 
I B  1. Uorld Bank, " ~ i  tua t ion  and Prospects . . . , op. c i  t., p. 11. 

2. For (L discussfon of tha e f f i cacy  of the HG loan a s  a c a p i t a l  
market instrument, see Robert Bucklay and Raymond Struyk, "A> Economic 
dnalysis o f  the  AID Eousing ~uaranty," The Urban I n s t i t u t e ,  February 1985. 



PART III: UJU INCOME BglPEPICUUES 

One of HDFCOs ob jec t ives  a s  a f i rm is to make housing f inance  

a v a i l a b l e  t o  people a t  var ious  income l eve l s .  A I D c s  goa l s  a r e  even mote 

e x p l i c i t .  Cons t r a ined  by l e g i s  l a  t i o n  to serve  only housuho l d s  below 

median income, AID made a goa l  of the  HGOOL loan t h a t  one- t h i r d  of the 

bene f i c i a r i e s  of KDFC programs should have incomes below median. 

HDFC has two bas ic  types of programs from the po in t  of view of 
I 

bene f i c i a r i e s  : homeowners h ip  loans t o  i nd iv idua l s  and loans to  

corporat ions  to bukld company-owned housing f o r  workers. A t  the start  

af HGOOL, AID was no t  c e r t a i n  whether KDFCOs ind iv idua l  loan programs 

wouLd. be ab l e  t o  reach below median income households; so  the focus was 

on tha corpora te  loan program a s  the means of f u l f i l l i n g  the income 

t a r g e t t i n g  goals.  A s  i t  turned o u t  dur ing the use of the f i r s t  tranclie 

of HGOOL, both ind iv idua l  and corpora te  loans reached some lower income 

households. . 
A s  a condi t ion  f o r  r e l ea s ing  the second tranche of HGOOL, A I D  

required HDFC t o  i s s u e  a low income po l i cy  s ta tement  and implementation 

plan, enumerating a s e r i e s  of a c t i o n s  the f i rm  would take t o  i nc rease  

its e f f o r t s  t o  reach lower income households. This p lan  focused on the 

ind iv idua l  loan program. Noue t h e l e s s ,  the corporate  program remains an 

important veh ic l e  f o r  HDFCOs reaching lower income households. Of the 

HDFC Loan amounts declared e l i g i b l e  f o r  disbursement of HCOOL funds,  44 

percent  were f o r  corpora te  loans. 

Chapter 5 reviews KDFCOs o v e r a l l  record i n  reaching lower income 

households through both the ind iv idua l  and the corporate  Loan programs. 



I t  then discuaaes the low income pol icy  and plan,  aseasa ing  both the 

progress  HDFC has made i n  implementing the p lan  and the prospects  f o r  

var ious  approaches t o  i nc reas ing  the a v a i l a b i l i t y  of housing f o r  the 

Lower income through HDFC programs. 

Chapter 6 is a mare d e t a i l e d  review of the corpora te  Loan program, 

examining such i s s u e s  a s  the na tu re  of the  housing b e n e f i t s  f o r  lower 

income workers, the r e  l a  t i onsh ip  be tween company-owned housing and 

h o m e o ~ e r s h i p  oppor tun i t i e s  f o r  workers, the corpora te  program's r o l e  i n  

support ing indus t r i a l  d i s p e r s a l ,  and the ptospec ts  f o r  continued growth 

of the corpora te  program. 



5 U V  INCOME BENWICLABIESZ THE OVEBALL RECORD 

Targating by 'type of Loan 

Ind iv idua l  Loans - 
HDFC maker. th ree  types of homeownership loans to i nd iv idua l s  

through programs c a l l e d  ind iv idua l ,  l ine-of - c r ed i  t and group loam. 

From the p o i n t  of view of income t z rge t ing ,  the d i s t i n c t i o a a  amona the 

three types of loans a r e  n o t  important. I n  the l i ne -o f - c red i t  program, 
I 

a corpora laion o r  o ther  i n s  ti tu  t i o n  guarantees the individual's repayment 

to  HDFC, b u t  the underwrit ing s tandards  a r e  the same a s  f o r  o the r  

ind iv idua l  loans.  Group Loans a r e  made to homebuyers who have formed an 

a s s o c i a t i o n  to  bu i ld  an apartment building.  Again, the underwrit ing 

s tandards  appl ied  to  borrowers a r e  the saue a s  f o r  the ind iv idua l  Loan 

program. Line-of-credi t  and group Loans together  accounted f o r  only 6 

percent  of HDFCOs cumulative business ( i n  both dwelling u n i t s  and amount 

loaned) a s  of 1984. They a r e  n o t  separated from o the r  ind iv idua l  loans 

fn HDFC's records  and there  is no reason to be l i eve  income l e v e l s  i n  

these two programs d i f f e r  i n  any systematic  way from income l e v e l s  f o r  

o the r  i nd iv idua l  loans. 

HDFC maintains  information an the income of borrowers a s  of the 

t i m e  a loan is sanctioned o r  approved. Incomes of both husband and wife 

a r e  recorded. Other family members' income is included only i n  the case 

of co- borrowers. This informa t i o n  is  tabula  ted p e r i o d i c a l l y  i n  regular  

management r epo r t s ,  prepared f o r  use a t  HDFC board meetings. Since 

these r e p o r t s  have been q u i t e  unif o m  i n  format and d e f i n i  t i o m ,  they 



can be used to i d e n t i f y  income Lavels of ind iv idua l  Loan r ac tp i en t a  

during the HGOOL period. 

A t  the t i m e  HC001 waa approved, AID ea timated that urban madion 

incoma i n  Ind ia  was 1,200 Ra./mo. and t h a t  f i g u r e  was agrevd upon f o r  

determining whether an HDFC loan was an e l i g i b l e  usa of HG funds. 1 

Table 5.1 is based on the HDFC board r e p o r t s  f o r  the baginning and and 

of tha HCOOl period (JULY 1981 through June 1984) and shows the 

d i s t r i b u t i o n  of u n i t s  by income l e v e l  f o r  loana sanc t ioned during t h a t  
i 

period. Because HDFC's income c a t e g o r i e s  do no t  include 1,200 R , S . / ~ O . ,  

the team has assumed t h a t  loans to  households between 1,000 and 2,000 

Rn . lmo. a r e  evenly d i s  t r i bu t ed .  Thus, we a s  tima t e  tha t 17 percsn t of 

loans eanc tioned during. the KO01 per iod were f o r  houeeho l d s  below 

median income. 

This e s t ima te  is confirmed by a f i l e  search  conducted by A I D  s t a f f  

i n  e a r l y  1984, which concluded t h a t  18 percent  of loans sanct ioned 

during the period December 1982 - December 1983 were to households below 

A poss ib le  weakness i n  these e s t ima te s  is  t h a t  they a r e  based on 

Loam sanctioned, n o t  Loans actuaLly disbursed.  Some households drop 

o u t  between HDFC's approval of the loan and its a c t u a l  d i sbu r sa l .  I t  

appears,  however, that the propor t ion  of Lower income b e n e f i c i a r i e s  of 

HDFC indiv idua l  loans doe8 n o t  change s u b s t a n t i a l l y  between the sanc t ion  

1. See Annex C, Note oa Est imat ion of Median Household Income. 
2. A more d e t a i l e d  ana lys i s  of income l e v e l s  f o r  loans sanct ioned 

i n  Apri l  1983 suggests  t h a t  t h i s  is a reasonable assump tion. Off i c e  of 
Housing and Urban Programs. P r o j e c t  Paper: India  - P r i v a t e  Sec t o r  
Housing Finance Program (Second Phase) , 386-HG-001, 1.983, p. L7 - 

3. Helene Kaufman, Socio-economic Analysis of N7FC's Low Income 
Benef ic ia r ies ,  March 1984, p. 15. 



Totals LOO 

Source: HDFC, "Hanagamant Raport: Operation8 as a t  June 30 ,  1991" 
and "Haxugamant Raport: Opara t ioar ar on June 30, 1984." 



and disbursement s tages .  If some households drop ou t  because they 

cannot i n  the end a f f o r d  to  buy a house, o the r s  never draw t h e i r  HDFC 

loan because t h e i r  o t h e r  sources of funds a r e  s u f f i c i e n t  without the 

HDFC loan. HDFC ca l cu la t ioua  of the percentage of loan funds sanct ioned 

t o  househslds below 1,470 Rs./mo. i n  J u l y  1983 - June 1984 (14 percent )  

and disbursad to  households below 1,400 Ra./mo. dur ing ,'r,?,y - September 

1984 (15 percent)  sugges t  there  is l i t t l e  n e t  change i n  income l e v e l s  a s  

a r e s u l t  3f dropouts. 1 

During the XGOOl period,  HDFC used very  broad ca t ego r i e s  f o r  

r epo r t ing  iacomes of borrowers, wi th  no d isaggrega t ion  below 1,000 

Rs./mo. The only source of infotmat ian on how f a r  below median income 

the ind iv idua l  loan program was a b l e  to reach is the s tudy conducted by 

A I D  s t a f f  based on l o a ~  sanc t ion  f i l e s  f o r  the period December 1982 - 
December 1983. Table 5.2 is based on t h a t  r e p o r t e 2  

I t  is c l e a r l y  very d i f f i c u l t  f o r  HDFC to reach households with in- 

comes below 800 Rs./mo. This is  not  s u r p r i s i n g ,  given a simple c a l c u h -  

t i on  ~f the a f f o r d a b i l i t y  of the most bas i c  u n i t  with durable  construc-  

t i o n  and indoor s a n i t a r y  f a c i l i t i e s .  A t  about  1,000 R s .  per sq. m., 3 

- 
1. HDFC, "Note on Trends i n  Key Lending Ind ica to r s  ," February 12, 

1983, and "Study of Ind iv idua l  Disbursements." 
2. Umufman, cp. c i  t. This s tudy a l s o  provides more information 

on demographic and occupat ional  c h a r a c t e r i s t i c s  of low income HDFC 
- - 

borrowers, as does P A D C ~ ,  A Socio-economic Analysis of HDFC Low-Income 
Loan Applicants in Bombey and Bangalore, Washing ton, D.C., Februaty 1983. 

3. This is sn avexage! c o s t  p e r  sq, m. f o r  the corpora te  program i n  
1984, which is considerably lower than the average c o s t  f o r  the 
i nd iv idua l  program, p a r t l y  because the average inc ludes  Cewer houses 
wi th  above midmun amenities.  I t  a l s o ,  however, some times does n o t  
include Land costx and o t h e r  in-kind con t r ibu t ions  by the c o q o r a  t ioa .  
Thur, i f  anything, t h i s  may unders ta te  a minimum poss ib le  c o s t  t o  an 
izmdividuai homebuyer. The average c o s t  par  sq. m. i n  the i nd iv idua l  
loan program iu 1984 was R s .  1,600 and the cumulative average a s  09 1984 
was R s .  1,350. 



TABLE 5.2 

PmCEUTWB DISTRIEUTIOU OF 
U)Y =COME BEIfEFXCUB;ZgS IN THE INDIVIDUAL 
U)U P B O C U s  DE-KB 1982 - DE-EX 1983 

U- ~./mo. Borhlr m:.irr - All 0-r T o t e l  - 
1,001 - 1,200 47 55 42 44 

600 or less 3 - 0 - 3 - 3 - 
Totals 100 LOO LOO 100 

Source: Helene Kaufmcm, Socio-Economic Analysis of KDFC's Low 
Income Beneficiaries, March 1984, p. 21. 



a 35 sq. a. dwelling (about 350 sq. f t.: one o r  two o m a l l  rooms p l u s  

kitchen, stoop t o i l e t  and bath s t a l l )  c o s t s  35,000 Rs. To ca r ry  a 

mortgage of 70 percent  of t h a t  c o s t  o r  24,500 R s .  a t  13.5 percent  f o r  15 

years  (HDFC standard terms f o r  loans between Rs .  20,000 and Ls. 50,000) 

a family paying 25 percent  of incoma would need an income of 1,272 

Rs./mo., o r  1,060 Rs./mo. i f  paying 30 percent  of income. A family with 

an income of 800 ~s. /mo.  paying 30 percent  of income would be ab le  to 

ca r ry  a n  HDFC loan of Rs .  19,500 ( a t  12.5 perceut  f o r  15 yea r s )  and 

would need to  make a downpayment of R s .  15,500 o r  44 percent  of the 

value of the house.' 

Outside of the p a r t i c u l a r l y  high c o s t  Bombay/Dadar a rea ,  the 

percentage of Loana made to f ami l i e s  with incomes below 800 ~s . /mo .  was 

somewhat higher (19 percent ,  compared with 6 percent  f o r  Bombay and 9 

f o r  Dadar). 

The percentage of HDFC borrowers with Lncoues below 1,000 Rs./mo. 

declined over the KG001 period, f ram 13 percent  i n  M 1980-1981 ( the 

year  preceding the H G O O l  loan) t o  8 percent  i n  FY 1983-1984.  o ow ever, 

given the o v e r a l l  increase  i n  HDFC volume, the number of loans to lower 

income households incraaoed, from 989 to 1,498 . ) l  Because df concerns 

about whe thar  the low income ' a r g e  t ing  of the HDFC ind iv idua l  loan 

program was weakening, HDFC did  a s p e c i a l  ana lys i s  i n  e a r l y  1985, 

attempting to con t ro l  f o r  f r < f  la t ion  i n  incomes. Using the Consumer 

P r i ce  Index developed by the 7ent re  f o r  Monitoring the Indian Economy, 

- - -- 

1. HDFC, "~anagemea t Report: Operations a s  a t  June 30, 198 1" and 
" ~ a ~ g e m e n t  Report: Operations a s  a t  June 30, 1984." A s  ao tee! above, 
HDFC did no t  use the H G O O l  d e f i n i t i o n  of 1,200 R s  ./moo f o r  repor t ing  
purposes . 



HDFC en tab l i shed  an income f i g u r e  f o r  1984 comparable to  1,000 R s . / m s .  

i n  1980. Using t h i s  new income f i g u r e  (1,470 R s .  /no.) a s  the bas i s  f o r  

analyzing 1984 loan sanc t ions ,  the r e p o r t  concluded t h a t  loans to 

households below 1,000 RS. /no. represented 14 percent  of t o t a l  rupees 

loaned to  i nd iv idua l s  i n  both 1980 and 1984.' This a l s o  implies  t h a t  i f  

low income households are defined using 1,470 R s .  /mom i n  1984, the 

pezcentage of u n i t s  f inanced f o r  low income households has a l s o  remained 

constant.2 The HDFC s p e c i a l  a n a l y s i s  a l s o  ind ica ted  t h a t  overage c o s t  
i 

par u n i t  remained about  the same i n  cons t an t  rupee terms during the 

th ree  f i s c a l  years  of the HGOOl loan. A mors r e l i a b l e  i n d i c a t o r  t h a t  

low income ra rge t ing  of the ind iv idua l  loan program is no t  weakening m y  

be u n i t  s ize .  Again, HDFC's s tandard r~ cr t inz  c a t a g o t i e s  do n o t  

include a sf  ze catagorl-  a s  small a s  might be useful.  However, 50 uq. m. 

is a f a i r l y  modest s i z e  (about  500 sq. f c.). The perceztage of u n i t s  

below 50 sq. m. s t a r t e d  a t  36 percent  i n  the year  j u s t  before the HGOOl. 

period and increased to 41 percent  i n  FY ~ 9 8 4 . ~  

The team concludes that i n  its ind iv idua l  loan programs HDFC 

achieved a r e a l i s t i c  amount of t a rge t ing  to  households with incomes 

below 1,200 Rs./mo. dur ing the H G O O l  period. E f f o r t s  t o  s u s t a i n  and 

make modest improvements on t h a t  record of income ta rge  t ing should 

continue. Further  d i scuss ion  about the na tu re  of those e f f o r t s  w i l l  

found l a t e r  i n  this chapter .  

1" HDFC, " ~ o t e  on Trends i n  Key Lending Ind ica to r s  ," February 12, 
1985. 

2. Th~s would n o t  be the case m l y  if loan amounts per low income 
average household have increased r e l a t i v e  7.3 Loan amounts to  higher  
income households. 

3. HDFC, "Hanagemant Report: Operations a s  a t  June 30, 1981 ," and 
"~arregement Report: Opera t i o ~ l i  a s  on June 30, 1984." 



Corporate Loans 

HDFC's managemen t r epo r t s  provide informat ion on income l e v e l s  of 

households who w i l l  occupy housing produced under corpora te  loans. 

Unlike the information on ind iv idua l  loans,  however, t h i s  is n o t  based 

on a c t u a l  income data c o l l a c  ted on a household- by- household bas i s ,  bu t  

on information supplied by the corpora t ion  on the s a l a r y  l e v e l s  of the 

workers f o r  whom the housing is being b u i l t .  HDFC s t a f f  use t h i s  da ta  

to  c a l c u l a t e  rough e s t ima te s  of the number of u n i t s  f o r  households 
I 

with in  t h e i r  s tandard repor t ing  ca t ego r i e s  (up to  1,000 R s .  /mo., 1,001- 

2,000, e tc . ) .  Table 5.3 is based on these management repor t s  and shows 

the d i s  t r i b u  t i on  of incomes f o r  corpora te  loans sanct ioned during the 

HGOOL period. Again, the tearn has assumed t h a t  incomes a r e  evenly 

d i s t r i b u t e d  between 1,000 and 2,000 Rs./mo. and concludes t h a t  79 

percent  of corporate  program housing u n i t s  were f o r  workers with incomes 

below 1,200 R s .  /no. 

The team made a d e t a i l e d  review of AID'S f i l e s  on the corporate  

p r o j e c t s  approved a s  e l i g i b l e  f o r  use of Hi3001 Loan funds. I t  appears 

t h a t  HDFC asked AID t o  approve f o r  HC funding v i r t u a l l y  a l l  corpora te  

p r o j e c t s  on which IiDFC funds were d i s b u z ~ e d  during the HGOOl  period.1 

These p r o j e c t s  were suhn i t t ed  to  the A I D  Regional Housing Off ice  

(WDO) , which of ten approved only a po r t i on  of the units -- and 

corresponding d o l l a r s  -- f o r  each p r o j e c t ,  based on the s a l a r y  schedule 

1. This included loans sanct ioned by HDFC before  June 1981 but n o t  
disbursed u n t i l  a f t e r  t h a t  da t e ,  so informa t i on  from the RHUDO f i l e s  
does n o t  p rec i se ly  correspond with i n fo rna t ion  i n  Table 4.3, from which 
sanc t ions  p r i o r  to J u l y  1981 have been ne t tad  out. 



maME LEVELS OF CORPORATE LOAM 
BWlEPLCIdlIUES .(JULY 1981 - JDbTB 1984) 

Ifrebar of U n i t s  Percent of U u i t s  

below 1,000 Rs./mo. 9,042 76 

3,  O O W  

Totals LOO 

Source: KDFC "Unagement Report: Operations a s  a t  June 30,  1981" 
and "~aaagamen t Report: Operations as  on June 30, l984." 



aupp l i e d  by the corpora t ions  , toga the r  with confirmatory informat ion 

such a s  s i z e  and c o s t  of the proposed un i t s .  

The f i l e  review confirmed that  roughly 80 percent  of the u n i t s  

planned under HDFC0a corpora te  program were f o r  workers with s a l a r i e s  

under 1,200 Rs./mo. The team a l s o  v i s i  fed s e v e r a l  corpora te  p r o j e c t s  

and found t h a t  the types of workers f o r  whom the housing had been 

planned were indeed Living there. 

Because of the var ied  na ture  of the s a l a r y  ca tegor ies  repor ted  i n  

app l i ca t ions  f o r  corpora te  housing loana,  i t  is d i f f i c u l t  eo determine 

an income d i s  t r i b u t i o n  f o r  low income benef i c i a r i e s  of HDFC's corpora te  

loan program. Table 5.4 g ives  a rough p i c t u r e  of income l e v e l s  by 

providing upper and lower bounds. Column A shows the percentage of 

u n i t s  a l l  of which a r e  f o r  workers below c e r t a i n  income cu t -o f f s ,  while - 
colurmr B shows the percentaga of u n i t s  which include - some occupants 

below the s p e c i f i e d  cut-offs .  The t ab l e  excludes p r o j e c t s  f o r  which 

there  was no s a l a r y  information sugplied.  These were mainly tea 

p lan@ t ions  and mining ope=ations,  believed to have very low s a l a r y  

s c a l e s  compared with the o t h e r  types of i n d u s t r i e s  represented i n  the 

tab le ,  so  the t ab l e  o v e r s t a t e s  the s a l a r y  l e v e l s  of the o ~ c u r * ~ q t s  of a l l  

HDFC-f inancad corpora te  housing. 

According to the f i g u r e s  i n  Table 5.4, a t  l e a s t  25 percent  of the 

u n i b  i n  the corpora te  loan program were planned f o r  workers with  

s a l a r i e s  below 800 Rs./mo., while no more than 22 percent  were 

exc lus ive ly  f o r  workers i n  the 1,000 - 1,200 Rs./mo. cri tegory. 

Gompaxing these f i g u r e s  with Table 5.2, it  appears t h a t  We corpora te  

program is a b l e  to reach poorer households than the ind iv idua l  loan 



below 600 13 - 
Totals 100 

Parcaa t Uni t. 
for W c h  Lowas t 

Salaried Ow-upurta 
Are Within Range 

LOO 

Excludes tea plantation& and some mines. These comprise a large 
number of units which are almost certainly in  the lower salary 
ranges (many below 600 ~ s . / m o . ) ,  but for which salary daki were not 
avai lab le  . 
Source: REiUDO f i l e s  of HDFC corporate housi7~g loans. 



program. A couple of caveo ts a r e  i n  order ,  however. One is t h a t  t h e m  

a r e  single-worker salaries, while  the incoma f i g u r e s  based on 

underwri t.ing information f o r  HDFC ind iv idua l  loans of t en  include 

s a l a r i e s  of both huuband and wife. Another cavea t  is t h a t  i n d u s t r i a l  

workers' s a l a r i e s  may be  i nc reas ing  f a s t e r  than o t h e r  incomes i n  Ind ia ,  

so  t h a t  the incomes of the b e n e f i c i a r i e s  of corpora te  workers housing 

may be higher  r e l a t i v e  t o  i nd iv idua l  HDFC low income borrowers than i s  

sugges tad by informa t i o n  c o l l e c t e d  a t  the time of the o r i g i n a l  Loan 
i 

app l i ca  tion. 

The percentage of u n i t s  f inanced by corpora te  loans n 4  intended 

f o r  workers w i t h  s a l a r i e s  below 1,000 Ra./mo. did  no t  dec l ine  durrng the 

HGOOL per iod,  but  a c t u a l l y  increased,  from 64 percent  i n  the year  j u s t  

preceding the WOO1 period to  87 percent  i n  FY 1984.l Unlike the 

incomes f o r  ind iv idua l  loan r e c i p i e n t s ,  these f i g u r e s  can be heavi ly  

inf luenced i n  any one year  by a l a rge  s i n g l e  p r o j e c t  intended f o r  low 

sa l a r i e d  workers. . I n  add i  t i on ,  s ince  corpora t ions  r a r a l y  recover the 

f u l l  c o s t s  of the housing from its occupants, r i s i n g  land and 

cons t r u c t i o a  c o s t s  a r e  no t  as l i k e l y  to  be ref  h c t e d  13 the income 

ta rge t ing  of corpora te  worker housing as they a r e  i n  the ind iv idua l  loan 

program. 

A s  !a t&e ind iv idua l  loan program, u n i t  s i z e  is a reasonably good 

proxy f o r  the t a rge t ing  of corpora te  worker Housing. During the HGOOl 

pe r i rd ,  72 percent  of corpora te  f inanced u n i t s  were under 50 sq. m. and 

the aveTage s i z e  of corpora te  u n i t s  was 49 aq. m. i n  L982, 56 i n  1983 

1. HDFC, "2anagement Report: Operations as at June 30, 1981" and 
"IYanagemeat Report: Operations as on June 30, 1984." 

2. Ibid. - 



and 42 i n  1984.' Table 5 . 5  shows a percentage d i s  t r i b u t i o a  of the s i z e  

of those corpora te  u n i t s  declarad e l i g i b l e  f o r  H G O O l  funds. Ae i n  the 

case of Frcome f i g u r e s ,  t h i s  table. excludes moe t tea p l a n t a t i o n  and mine 

workers' u n i t s  and, tharef o re ,  ptobably over-as tima tes  the t yp ica l  s i z e  

of Housing financed under the corpora te  program. Evan so,  56 percent  of 

the u n i t s  a r e  below 40 sq. m. i n  s ize .  

The team concludes t h a t  the corpora te  loan program is heavi ly  

targe tad to workers whose s a l a r i e s  a t  the t i m e  of p r o j e c t  planning were 

below 1,200 ~s./mo: and t h a t  A I D  has dona a reasouable job of excluding 

from HG e l i g i b i l i t y  corpora te  llousFng intended f o r  higher s a l a r i e d  

employees. 

Income Target ing and the H G O O l  Goal 

Combining the i nd iv idua l  loan program and the corpora te  Loan 

program, approximately 30 percent  of the b e n e f i c i a r i e s  of HDFC housing 

f inance programs had incomes below 1,200 Rs./mo. a t  the time the loans 

were r a n c ~ i o a e o . ~  The t s a m ' s  f i nd ing  is t h a t  HDFCOs record r ep re sen t s  

e f f e c t i v e  achievement of the HGOOl goa l  t h a t  ap; - ~ x i a a t e l y  one-third of 

households b e n e f i t t i n g  from HDFC locas  have incomes belov 1,200 Rs . /mo. 

However, the team recommends t h a t  HDFC make a modest change to its 

computerized data systems 30 ti;=: i n  the f u t u r e  continuous information 

on the income l e v e l s  of sanctioned loans is preserved. This would n o t  

only ease AU) monitoring of the income l e v e l s  of HDFC b e n e f i c i a r i e s ,  bu t  

1. HDFC, " ~ v e r a g e  Loan P r o f i l e  (corpora te  o rne t sh ip )  , I 9  December 3, 
1985 w 

2. mFC, "Ifanagemeat Report: Operations a s  a t  June; 30, 1981,'' and 
"Management Report: Operations a s  oo June 30, 1984." 



Sq. Xathrs Percme of U n i t s  
average s i z e  = 

42.5 sq. m. 
Over LOO 1 

LO- 19+ 2 - 
LOO 

+ Soma number of units below 29 sq. m . ,  possibly one-third, are barracks 
for workman unaccompanied by families.  

Source: RHUW f i l e s  of HDFC corporate housing Loam. 



would a l s o  enable HDFC to  analyze b e t t e r  the r e s u l t s  of i t s  various 

eff  o r t a  to  reach lower income households. 

On the corpora te  s i d e ,  the team found considerable  missing data  on 

income l e v e l s  of the intended occupants of worker housing. While both 

HDFC and RHUDO made reasonable judgments a s  to the probable income 

l e v e l s  of workers t o  be housed through these loans,  HDFC should be more 

i n s i s  t e n t  t h a t  companies applying f o r  loans supply s a l a r y  information.  

perhaps wi th in  s tandard ca t ego r i e s  smal l  enough t o  permit  a n a l y s i s  of 

t rends (e.g., below 600 ~s , /mo . ,  600-800, 800-1,000, e t c . ) .  

Low Incou Policy and P h  

The Implementation Agreement f o r  the f i r s t  tranche (phase I)  of the 

HGOOl  loan c a l l e d  f o r  HDFC t o  "adopt a po l icy  s ta tement  o u t l i n i n g  its 

in t en t ions  regarding the promotion and f inancing of progress ive ly  lower 

income housing i n  India." Fur ther ,  a s  a "condi t ion precedent" to  

r e l ea s ing  the second tranche of HCOOL, A I D  required HDFC to develop an 

a c t i o n  p l an  f o r  the implements t i o n  of its low income policy.  AID'S 

increas ing  concezn was Linked i n  p a r t i c u l a r  to  the "SLOW but s teady  

trend upward" i n  the income l e v e l s  of loan r e c i p i e n t s  i n  the ind iv idua l  

loan program. 1 

HDFC adopted a "Policy Statement on Low Income Housing Finance" ow. 

Apr i l  12, 1983, and an "AC t im P lan  f o r  Implement. t i on  of Low Income 

liousing Po l i cy  Statement" i n  Sap tembar 1983 .2 

2. Ibid., Amex E and Off ice  of Housing and Urban Programs, - 
P r o j e c t  Paper: India  - Pr iva t e  Housing Finance f o r  Low-Xncome 
Families. 385-tiG-002, May 1984, Annex 53. 



The Action Plan waa a mixture of gener8f.~l proposals f o r  a 1  t a r i n g  o r  

enhancing the way HDFC does buainese and s p e c i a l  p r o j e c t s  Fntandtld f o r  

s p e c i f i c  groups of Louar income b a n e f i c i a r i e s .  Table 5.6 group8 rhaaa 

propoaed a c t i o n s  and i n d i c a t e s  s p e c i f i c  implementation goa ls  when they 

were s t a t ed .  

While we w i l l  review the s t a t u e  of :he various proposals  included 

i n  HDFC's Low income pol icy  and plan,  the t e a m ' s  most important  ove rn l l  

f ind ing  is t h a t  HDFC cons iders  lowar income borrowers a key market f o r  

the firm and v igorous ly  pursues making loans to  homebuyers of modest 

means a s  an i n t e g r a l  p a r t  of i ts  d a i l y  business.  

S tandarrl P r a c t i c e s  

HDFC's approach to at tempting to  reach a broad range of income 

l eve l s ,  lac. ',.~:.?!.ng a subs tan t i a l  number of those below median income, has 

been to  t ~ y  through its loan processing p r a c t i c e s  to  overcome b a r r i e r s  

to qua l i fy ing  lower income app l i can t s  f o r  loans. This is done to  the 

e x t e n t  f n-asible wi th in  the standard s t r u c t u r e  and underwrit ing r u l e s  

er; t ab l i shed  f o r  the i nd iv idua l  loan program. HDFC's s tandard Loan terms 

i m l u d e  an i n d i r e c t  cross-subsidiza  t i o n  of lower income borrowers 

through its schedule of i n t e r e s t  r a t e s  f o r  Loans a t  d i f f e r e n t  an ;~un  t s .  

Borrowers of less than R s ,  20,000 usua l ly  have incomes below 1,200 

Rs./mo. and a,re charged 12.5 percent ,  s l i g h t l y  beLow HDFCOs marginal 

borrowing r a t e  of about  13.3 percent.  HDFC outreach to p o t e n t i a l  

borrowers includes  considerable  emphasis c? groups Likely to  include 

lower fscome people -- f a c t o r y  workers, low paid publ ic  employees such 

a s  school teachers  and + v s t s l  vorkers ,  and r e s i d e n t s  of smal le r  towus 

within the region :ovared by each HDFC branch off  i ce .  There has been a 



L. A 1  tar4ng mortgage trrmr 

a. a t e p u p  repayment plan 

b. increase  loan term beyond U years 

c. lower r a  tr of i n t e r a a  t 

d,  Loan linkec) dapos i t r  (ganara l )  

a. loan l inkad daporrit schsma 
modelled on German Bausparkassen 

2, S t reng thening technica l  s e rv i ces  
t o  a s s i s  r c o s t  reduct ion 

a. r ec ru i  t more technica l  s t a f f  

b. advisory s e r v i c e  f o r  corpora te  c l i e n t s  

3. Working toward mortgage insurance 

4. Increase tax b e n a f i t  f o r  Low-income 
corporate  housing 

9. Training t o  include s p e c i a l  problems of 
Low incoma Loan applicanti'1 

6. Outreach to  cirnallnr towns 

Special Pro j ec m 

$500,000 loan to sugar cane farmers 
in Haharashtra 

$50,000 Loan to  v i l l a g e  dwel lars  i n  
Valod Taluka, Guj a r a  t 

3 l , O Q O ,  000 loan to  Cu j ara t gcvernmen t 
agencies  f o r  f lood recons t ruc t ion  

$25,000,000 Xndividua 1 loans to 
b e n e f i c i a r i e s  of Wozld Bank Bombs!- 
Urban Developr~eut S i t e s  and Services  
Proj a c t  

no t  ataced 

not  s t a t e d  

w t s t a  tad 

no t  s t a t e d  

to  ba opa ra t iona l  
e a r l y  1985 

Oct. 1983 - Feb. 1984 

to be Fn place May 1,984 

not  s t a t e d  

no t  s ta tad 

Nov. 1983 - Jan. 1984 

no t  s t a t e d  

to be implemented 
November 1383 

to be implemented 
October 1983 

not  s t a t e d  

over a f i ve  to  
seven year  per iou 



growing emphasis on c w  tomer r e i a  t i ons  i n  HDFC s t a f f  t r a in ing ,  which may 

be p a r t i c u l a r l y  important  f o r  lower income p m p l e  who hclve d i f f i c u l t y  

g e t t i n g  through the f a i r l y  complex and r igorous loan app l i c e  t i o n  

process. 

F ina l ly ,  the undttrwri t i ng  of HDFC loaoa emphasizes working through 

the s p a c i a l  problems of app l i can t s  who do n o t  on f i r s t  review appear to  

be a b l e  t o  a f f o r d  the loan. HDFC t echnica l  s t a f f  advise  app l i can t s  on 

reducing the s i z e  and design of the house. I n  earl.y L985 9DFC had just 

begun a r e a l  e s t a t e  s e r v i c e  thcr t, among o the r  th ings ,  was to  help 

prospec t ive  homebuyers i d e n t i f y  l oca t ions  and b u i l d e r s  wi th in  t h e i r  

p r i c e  range. I n  many cases, af tar a review of the family's t o t a l  

f i u a n c i a l  s i t u a t i o n  and p o t e n t i a l  income growth, HDFC penni t s  loans t h a t  

r equ i r e  more than 25 percent  af income f o r  repayment. 

These s tandard HDFC p r a c t i c e s  were n o t  only descr ibed by top s t a f f  

in Bombay, brit were confirmed by the team during ex tans ive  interviews a t  

the th ree  KDFC branch o f f i c e s  v i s i  tad. 

On the corpora te  s i d e ,  HDFC's e f f o r t s  t o  reach lower s a l a r i e d  

workers a r e  l e s s  c l ea r .  HDFC appears  l a r g e l y  t o  process the Loan as 

appl ied  f o r ,  l e t t i n g  the corpora t ion  determine the income ranges of 

workers who w i l l  l i v e  i n  corpora te  housing. There have, however, been 

some cases  i n  which HDFC has succes s fu l ly  suggested that the corpora t i o n  

reach a d d i t i o n a l  people by bu i ld ing  oora units a t  lower c o s t  per  un i t .  

HDFC haa an  informal poXicy, Cascribed to the team, nf permi t t ing  a 

h igher  than loan c o s t  r a t i o  than tha s tandard 50 percent  po l icy  f o r  

corpora ta  loans,  i f  the housing is designed f o r  lower s a l a r i e d  

workers. However, the team was unable to determine t h a t  t h i s  pol icy had 



i n  f a c t  been used Sy HDFC to in f luence  the t a rge t ing  of spec iP ic  

corpora te  pro j  ec  lx. 

Genczral Proposals i n  the Low Iucome Pol icy  and PLan - 
Although they f e a t u r e  prominently i n  the Low income pol icy  and 

plan,  HDFC has moved wi th  great, cau t ion  on poss ib l e  modif icat ions  t o  its 

standard loan terms. 

It w i l l  be r eca l l ed  t h a t  HDFCOs s tandard mortgage includes  a c l ause  

that permits an adaustment i n  the i n t e r e s t  rate, However, t h i s  f e a t u r e  

is  n o t  emphasized i n  loan d iscuss ions ,  does n o t  have the e f f e c t  of 

permi t t ing  Lover i n i t i a l  i n t e r e s t  r a t e s ,  and HDFC in tends  to  use i t  only 

i f  dramatic increases  i n  the c o s t  of funds th rea t en  f i n a n c i a l  

ca tas t rophe  f o r  the firm, Thus, from the p o i n t  of view of loan 

a f f  o t d a b i l i  ty,  HDFCOs s tandard mortgage is a level-payment s e l f -  

amort iz ing mortgage with  a 15 yea r  tenn. 

The f i rm  has f o r  some t i m e  had a form of graduated payment mortgage 

( the Step up Repayment Plan,  i t e m  1.a. on Table 5.6), b u t  has made only 

a handful of such mortgages. I n  t h i s  mortgage, the payment i ac reases  a t  

f ive-year  i n t e n r a l s  and the f i r s t  increase  - 15 to 20 percent  of the 

o r i g i n a l  equated monthly in s t a l lmen t  -- w i l l  occur i n  1986. HDFC s t a l f  

is r e l u c t a n t  t o  expand t h i s  e f f o r t ,  both because of the p o s s i b i l i t y  of 

increased d e f a u l t  r i s k  and because of the admin i s t r a t i ve  costs of 

implementing a schedule f o r  changing W I O s  (of  ten deducted from the 

borrower's s a l a r y  and s e n t  d i r e c t l y  t o  CIDFC by h i s  employer), On the 

o ther  hand, HDFC s t a f f  appears to be l ieve  that the p r e d i c t a b i l i t y  of a 

GPH mske i t  more e a s i l y  marketable i n  Ind ta ,  where households 



t r ad i t iona l ly  a r e  conserva t ive  i n  thei r  f inancia 1 dealings, than many 

other al. terna t ive mortgage ins  trumen ts . 
The very small scale  on which the Step-up Repayment Plan h a s  been 

t r ied  make it unlikely that much w i l l  be learned from the experience 

with the f i r s t  "steps" i n  L986, and the team believes that  CPM's a r e  a 

type of mortgage HDFC might begin making on a wider experimental basis 

immediately aa a major par t  of the firm's e f f o r t  to maintain and 

increase the targeting of its individual loan program to lower income 

households. 

HDFC h a s  made a very few loans with 20 year terms, making an 

exception to its standard amximum 15 year term in  the individual loan 

program (item 1.b on Tabla 5.6). The firm is re luctant  to expand th is  

practice, not only because af  the r i sk  of i n t e r e s t  ra te  mimatch between 

long- term asse t s  and shorter- term l i a b i l i t i e s ,  but a lso  beczuse of a 

concern that  some of its current  sources of funds could d i ~ a p p e a r  

a1  together through unpredictable changes i n  Government of India tax and 

c r ed i t  a l locat ion policies. Par t i cu la r ly  as HDFC continues to broaden 

its baso of funds mobilization, the team believes that  i t  could 

experiment more boldly with longer- term loans. For example, a loan vrith 

a roll-.over feature a t  a s e t  date (e.g., ten years in to  a twenty-year 

loan) could m i  t iga te  the in te res  t-ra te  r i s k  associated with a longer- 

term mortgage. An increase i n  loan terms from 15 to 20 years would 

lower monthly payments on the loan by about 10 percent -- enough to help 

qualify borrowers who a re  now a t  the margin. 

There is no question conceptually that  loan terms could be adjusted 

so that monthly payments could be reduced -- fo r  example by increasing 



the loan term -- while i n t e r e s t  r a t e  r i s k  exposure need no t  be increased 

through, f o r  instance,  e x p l i c i t  agreements to r e c a s t  the loan ia  say 5 

o r  LO years. There is, however, l e g i t i m ~ t e  concern on the p a r t  of HDFC 

s t a f f  t h a t  such recaa t ing  may c r e a t e  p o l i t i c a l  problems i n  the 

r e a l i z a t i o n  of scheduled i n t e r e s t  r a t e  increases .  Such problems have i n  

the p a s t  genera fed Leg i s l a  t ive  ~ o l u t i o n s  i n  Canada and Great Br i t a in ,  1 

and mote recent ly  Brazi l  (1984) h a s  introduced a subsidy program to 

avoid having to  increase mortgage r a t e s  a s  much a s  the agreed to  index 

Reducing i n t e r e s t  r a t e s  f o r  lower income borrowers ( i tem 1.c.) i s  

perhaps the moat obvious way of making HDFC loans more affordable .  The 

team f e e l s ,  however, t h a t  HDFC would be making a ser ious  mistake by 

a1 t e r ing  its i n t e r e s t  r a t e  s t r u c t u r e  i n  a way t h a t  would compromise the 

firm's f i n a n c i a l  i n t c g r i  ty  o r  conceal the a c t u a l  c o s t  of '  supplying 

c a p i t a l  f o r  housing, I f  HDFC is to be involved i n  subsidized housing 

f inance schemes, the subsidy should be kept  e x p l i c i t  -- as, f o r  example, 

when i n  its cur ren t  programs, HDFC loans to  a corporat ion o r  o ther  

i n s t i t u t i o n  which then on-lends the funds a t  a subsidized ra te .  

W F C  has had f o r  seve ra l  years  a loan-linked depos i t  scheme ( i  tem 

l e d . ) ,  which has not  been very successfu l  i n  a t t r a c t i n g  customers. I n  

r e tu rn  f o r  a lower i n t e r e s t  r a t e  paid on depos i t s  ( 9  percent compared 

with its CD's, which pay up to 12 percent ) ,  borrowers who have saved a t  

l e a s t  Rs .  3,600 over a m i n i m u m  of 18 months a r e  e l i g i b l e  f o r  somewhat 

more favorable loan terms: an 80 percent r a t h e r  than 70 percent 

1. See Robart Buckley and Kevin V i l l a n i ,  "~ rob lems  with Adjustable 
Rate Mortgage Regula t i oas  ," The Housing Finance Review, F a l l ,  1983. 



loa-,/cost r a t i o  and a 20 year  term r a t h e r  than 15 years .  Apparently 

these terms a r e  no t  s u f f i c i e n t l y  advantageous to o f f s e t  the Lower 

i n t e r e s t  rate on deposi ts .  Uhile the longer loan term would reduce 

monthly payments somewhat, most lower income homebuyers would no t  be 

a b l e  t o  c a r r y  a loan f o r  80 percent  of the c o s t  of a house, so  t h i s  

l e a  tu re  is  n o t  an e f f o c  t i v e  i ncen t ive  to p a r t i c i p a t e  i n  the schema. 

I n  a f u r t h e r  e f f o r t  to  reach households who cannot  c u r r e n t l y  a f f o r d  

to buy, HDFC has been gear ing  up f o r  over th ree  yea r s  to  int roduce 

another  v a r i e t y  of ' loan-linked savings plan. I n  this Home Savings Plan 

( i tem L C =  an Table 5.6) ,  modeled a f t e r  the West Ceman Bausparkassen 

program, an ind iv idua l  w i l l  c o n t r a c t  to depos i t  a c e r t a i n  amount with 

HDFC over a two to seven yea r  period,  rece iv ing  a below market i n t e r e s t  

r a t e ,  and then w i l l  b e  permitted t o  borrow an  a d d i t i o n a l  amount a t  a 

be low tnarka t ra te. l Thi. innova t i on  has bear delayed because of 

l i m i t a  t i o a s  on s t a f f  time and is now planned to  begin i n  Ha;. 1985. 

HDFC's goal  is f o r  a gradual  build-up of Home Savings Plan accounts. 

The f i rm  acknowledges t h a t  the pool of funds e s t ab l i shed  under t h i s  

program may n o t  be adequate to  poxmi t draw-down of Loans and may, 

therefore ,  r equ i r e  a subsidy from o the r  HDFC resources .  

T h  t e a m  consider3 that the a 1  red terms of t h i s  new approach to  P 
loan-Linked savings may s t i l l  n o t  overcome market r e s i s t a n c e ,  e s p e c i a l l y  

i n  view of the plan's complexity. The amount of s t a f f  t i m e  required to  

s a t  up and adminis te r  a s p e c i a l  program involving both depos i t s  and 

1. The household rece ives  6 percent  i n t e r e s t  on depos i t s .  Uhen the 
account reaches the goal ,  the savings a r e  withdrawn and HDFC lends an 
a d d i t i o n a l  amount up to 150 percent  of the amount saved, a t  8.5 percent.  
The household can borrow f u r t h e r  a t  s tandard HDFC r a t e s ,  bu t  both loans 
a r e  counted i n  the maximum 70 percent  loan /cos t  r a t i o  and i n  HDFC's 
c a l c u l a t i o n  of the borrower's a b i l i t y  to  senrice: the loan. 



loans i s  a cause f o r  concern, a s  is the l ike l ihood  t h a t  HDFC w i l l  have 

to b a i l  the program o u t  a t  some point .  While HDFC should be recommended 

f o r  taking some r i s k s  i n  an e f f o r t  to he lp  lower income people f inance 

housing, i t  would be p re fe rab le  f o r  +Ae firm to take these r i s k  through 

s impler  and less s t a f f  i n t e n s i v e  a 1  t e r a  t i o n s  i n  its standard mot tgage. 

I n  a d d i t i o n  to  varying its mortgage tenns, another  type of genera l  

proposal i n  HDFC's low income po l i cy  and plan has to do with  reducing 

the c o s t  of the h o u s i q  u n i t  i t s e l f  , r a t h e r  than its f inancing ( i  tems 

2 .a and b) . The idea is t h a t  both i n s  ti t u t i o n a l  and ind iv idua l  

borrowers can be advised on more i n t e n s i v e  land use, more e f f i c i e n t  

design,  coat-saving ma te r i a l s ,  and the l i ke .  HDFC has moved on i ts 

plans  to  h i r e  a d d i t i o n a l  t echnica l  s t a f f  ( c i v i l  engineers)  both a t  the 

head o f f i c e  and branches, a s  foreseen  i n  the low income plan. A s  noted 

above, advice on down-scaling and 9 t he r  cos t-con tainment measures is 

p a r t  of the regu la r  underwrit ing process f o r  lower-income borrowers i n  

the ind iv idua l  loan program. I t  appears  t h a t  HDFC could b e  more 

aggressive about  recommending t o  corpora t e  loan app Lican ts the t they 

keep u n i t  s i z e  smal l  and design modest i n  order  to  house a l a r g e r  number 

of workers f o r  a given cost .  HDFC t echnica l  staff should be involved a t  

the e a r l i e s t  s taga of d i scuss ion  of corpora te  loans t o  maximize the 

chance that t h e i r  advice w i l l  be e f f e c t i v e .  

A s  f o r  HDFC's plans to e s t a b l i s h  an  I n s t i t u t e  f o r  Housing Research, 

the team is somewhat s k e p t i c a l  t h a t  there  awai t  discovery cos t-saving 

measures n o t  a l r eady  known to its t echnica l  s t a f f .  Plans f o r  the 

i n ~ t i t ~ i t e  do no t ,  i n  any case,  appear to be a s  f a r  along a s  pred ic ted  by 

the Lou income plan a s  of September 1983. 



Perhaps the c e n t r a l  c o n s t r a i n t  on HDFCOs a b i l i t y  to provide 

mortgage f inance to  lower income households is the expected c o s t  of 

foreclostrre in the Indian Legal sys tea. The Shah Report d e t a i l s  a t  

g r e a t  length the complexity of the l ega l  processes assoc ia ted  with 

forec losure  on a Loaa that is in  arrears . '  I t  says t h a t  i t  zould take 

a s  long as ten years  to  complete l ega l  proceedings. A s  de t a i l ed  

e a r l i e r ,  WFC has gone to  g r e a t  lengths to avoid incurr ing  t h i s  r i s k ,  

i.e., through very l a rge  down payment requirements, the use of co- 

s igne r s ,  and moral 'suasion, Neverthele:.ls , the f a c  t remains that HDFCOs 

methods avoid t h i s  . r isk;  they do not  fnsuxe it. A s  a r e s u l t ,  a s  the 

L a l l  s tudy shows, lower income households -- who a r e  l r  - l i k e l y  to be 

ab le  to borrow from r e l a t i v e s  -- face the l a r g e s t  increase i n  o v e r a l l  

f inancing c o s t s  a s  a r e s u l t  of HDFCOs d e f a u l t  r i s k  avoidance approach.2 

They a r e  l e f t  e i t h e r  to borrcr~  f tom indigenous money Lenders a t  much 

higher i n t e r e s t  r a t e s ,  o r  w ~ L ~ o u ~  the a b i l i t y  to  mobilize s u f f i c i e n t  

resources f o r  purchase. I t  i s  important to  s t r e s s  t h a t  t h i s  observation 

is no t  a c r i  t ic ism of HDFC's ~ n d e r w r i  t ing  approach. The f i n a n c i a l  

i n t e g r i t y  of the f i rm requi res  t h a t  the firm n o t  take on the r i s k s  of 

such de fau l t ;  i t  has : l e i thar  reserves of s u f f i c i e n t  s i z e  to  accommodate 

def aui  ts nor the l ega l  av i ronment  to rec  t i f y  l a rge  s c a l e  payment 

delinquencies. 

The development of some means of deal ing with th i s  r i sk ,  such a s  

through mortgage d e f a u l t  insurance ( i  tern 3) is v i t a l  to the development 

of a wider housing f inance system i n  India ,  and p a r t i c u l a r l y  t o  

1. R.C. Shah, op. c i t .  
2. D.V. La l l ,  1984, op. c i t .  



mobilizing funds ro be loaned to  homebuyers a t  lower income levels .  A 

key question f o r  HDFC w i l l  be whether to i t s e l f  become a mortgage 

insurer  or  whether to play an a c t i v e  advisory ro le  to the Government of 

India and state governments i n  removing l e g i s l a t i v e  ba r r i e r s  to mortgage 

insurance.' HDFC's advisory ro le  has already begun, with the firm'a 

legal  s t a f f  working on ways to modify Indian foreclosure Laws. 

Another area i n  which HDFC is working to inf h e n c e  Legisla t ion is 

the u x  t r e e  tmen t of corporate investments i n  lower- income workers 

housing ( i  tern 4).  Currently the law ( ~ e c  t i o a  32 of the Income Tax Act) 

p e n n i  ts a company to depreciate  i n  the f i r s t  year 40 percent of the c o s t  

of housing targeted to workers earning l e s s  than R s .  10,000 per year 

(833 Rs .  /no. ) . This income f igure  is now unreal i s  t i c a l l y  low, 

especia l ly  compared with pay sca les  f o r  s k i l l e d  and unskilled i n d u s t r i a l  

workers i n  Western India. An increase i n  the income Level r a l a t ing  to 

t h i s  tax -provision would have the e f f e c t  of increasing corporate 

cons t ruc t ion of workers' housing both w i  th HDFC financing and f tom other  

sources of funds. 

The f i n a l  two general proposals i n  HDFC's low income pLan (items 5 

and 6 )  have been f u l l y  implemented and incorporated i n t o  HDFCOs regular 

operations. Ad hoc t ra in ing  of loan o f f i c e r s  a t  various HDFC branches 

emphasizes helping lower- income loan app l i c a a t s  to  succeed i n  ge t t ing  a 

loan. This of ten involves patience, and t a c t ,  as  well a s  general s k i l l  

i n  f inanc ia l  counseling. I t  is sa id  to have pay-offs beyond the 

1. An in te res t ing  d i s c w s i o n  of lower income lending issues and 
some possible  policy rcsponses is contained i n  Pradip P. Shah, 
"Operational Problems and Po ten t i a l  for Low Income Lending," i n  
Proceedings: Housing Finance Seminar Coa, India o f f i c e  of Housing and 
Urban Programs Agmcy f o r  In ternat ional  Development, Harch, 1984. 



ind iv idual  loan made, a s  r e l a t i v e s ,  neighbors and co-workers of the 

o r i g i n a l  loan app l i can t  a r e  encouraged to approach HDFC f o r  a loan. 

The program of outreach to  smaller  toma involves pe r ioa ic  v i s i t s  

by HRFC s t a f f  to  s o l i c i t  depos i t s ,  take Loan a p p l i c a t i o u ,  complete the 

underwti t h g  process,  and so  fo r th .  Branch managers i n  tarviewed by the 

team e s  tima ted that they spend seve ra l  s t a f f  days per month on these 

v i s i t s  and t h a t  a s  many a s  25 percent  of t h e i r  loans a r e  made a s  a 

resu l t .  

Spec ia l  P ro jec t s  i n  the Low Income Policy and Plan 

The Low Income Action Plan prepared f o r  AID included four  s p e c i a l  

p ro jec t s  designed to teach p a r t i c u l a r  low income t a r g e t  groups. Since 

then o ther ,  s i m i l a r  p ro jec t s  have been i d e n t i f i e d  by HDFC and A I D  a s  

spec ia l  low income i n i t i a t i v e s .  Indeed, the terms of the HC002 Loan 

require  tha t  a t  l e a s t  15 percent  of Loan funds be used f o r  such 

projects .  

Of the p ro jec t s  i d e n t i f i e d  during the! HGOOL period, two have come 

to f r u i t i o n .  The loan to  f inance housing f o r  sugar cane fanners  i n  

Hahatashtra ( i tem 7 on Tabla 5.6) was l a rge ly  disbursed by the end of 

caLendar 1984. It appears to d i f f e r  from other  HDFC group loans c h i e f l y  

in that benef i c i a r i e s  were previously l iv ing  i n  housing made of 

impermanent ma te r i a l s  and the loan permitted the bui lding of permanent 

s t ruc tu res .  On the o the r  hand, the un i t s  c o s t  R s .  60,000 and the Loan 

is f o r  15 years  a t  13.5 percent.1 I n  order  to car ry  a f u l l  70 percent  

Loan a t  30 percent  of 

1. HDFC, P r o j e c t  
January 1985. 

income, a borrower would need an income over 1,800 

Board Notes and " ~ p d a  ted Low Income Action Plan," 



Rs./mo. Households a t  1,000 Rs./mo. ( t h e  average income mentioned i n  

p r o j e c t  plans)  must be be borrowing only 23,000 rupees and f inanc ing  the 

o the r  37,000 ou t  of savings.  Loan/cost r a t i o s  below 50 percent  a r e  n o t  

unusual f o r  HDFC borrowers, even low income borrowers. The po in t ,  

however, is that &is p r o j e c t  is innovat ive f o r  HDFC only i n  being a 

r u r a l  project .  Otherwise i t  is standard HDFC busineys. 

The loan to  v i l l a g e  dwel lers  i n  Valod Taluka, Gujara t  ( i t em a),  

made poss ib le  the upgrading of t r a d i t i o n a l ,  r u r a l  housing made of 
i 

impermanent ma te r i a l s  a t  an average c o s t  per  dwelling u n i t  of Rs. 

5,000. The project '  is p a r t l y  financed by a g r a n t  from a ti'est German a i d  

organiza t ion  and HDFC f u r t h e r  subsidized the p r o j e c t  by making the loan 

a t  a 10 percent  i n t e r e s t  rate. '  The loan was ful1.y disbursed i n  June 

1984, and, according to HDFC s t a f f ,  c o l l e c t i o n s  a r e  proving to be a 

problem. This p r o j e c t  reaci .0~ a p ~ p u l a  t i on  fundamentally J i f  f  e r e n t  from 

the s tandard HDFC low income borrower in t h a t  the households do n o t  have 

a s t a b l e  source of income. The p r o j e c t  a l s o  depa r t s  from HDPC's po l icy  

of lending only f o r  permanent cons t ruc t ion  with f u l l  f a c i l i t i e s .  On the 

o the r  hand, given the heav i ly  subsidized na tu re  of the p ro j ec t ,  i t  does 

n o t  appear ' t o  be a l i k e l y  model f o r  a new type of HDFC loan program. 

The loan f o r  r econs t ruc t ion  of f lood  damaged houses i n  Gujara t  

( i tem 9 )  has no t  been d r a m  d o n  because o the r  sources of f inanc ing  were 

a v a i l a b l e  and the HDFC loan was no t  needed. 

f5DFC is a l s o  cont inuing d iscuss ions  with the World Bank on poss ib l e  

p a r t i c i p a t i o n  ia a l a rge  s i t e s  and s e r v i c e s  p r o j e c t  i n  Bombay ( i  t e m  

LO). I f  HDFC p a r t i c i p a t e s  i n  t h i s  p r o j e c t ,  its r o l e  w i l l  be to make 



mortgage loans f o r  the cons t r u c  t i o n  of u n i t s  on se rv iced  s i  t a s  , using 

i ts r egu la r  underwrit ing standards.  This pro j  ec t appears  t o  d i f f e r  from 

o t h e r  HDFC ind iv idua l  loans t o  households who have obtained land 

developed by publ ic  a u t h o r i t i e s  only i n  the p o t e n t i a l  number of 

households who may be involved. 

F ina l ly ,  HDFC is i n  the design s t a g e  of two similar means of 

leveraging i t s  s k i l l s  s o  t h a t  reaouzcea can be mobilized i n  under-served 

a reas .  Plans call  f o r  the firm, t o  take a smal l  equ i ty  posi  tiota and 

provide technica l  a s s i s t a n c e  on loan underwrit ing to  both a r u r a l  

mortgage c r e d i t  program i n  Gujura t  Skate and i*to a f i rm  i n  ea s t e rn  

Indian. 1,n the t'ormcr ca se  o the r  p a r t i c i p a n t s  a r e  the IFC, I C I C I  and 

Gujura t S ta t e .  I n  the lat ter  case ,  the Unit  T r u s t  of I n d i a ,  s i m i l a r  to  

a aa t i o n a l  mutual fund, is the major pa r t i c ipan t .  A 1  though the r i sks .  

involved a r e  d i f f i c u l t  to  measure beforehand, bo tb s t r a t e g i e s  a r e ,  

conceptual ly  w e l l  thought o u t  and the company's exposure is l imited.  

Furthermore, it is very Likely t h a t  HDFC's p a r t i c i p a t i o n  i n  these 

programs is a s i n e  qua non f o r  the involvement of such l a r g e  - - 
in te rmediar ies  as the  IFC, I C I C I ,  and the Unit  T r u s t  to  share  i n  this 

developmental r i s k  taking. 

C o a c l ~ i o o  

HDFC has made a good f a i t h  e f f o r t  t o  implement the low income 

po l i cy  and p l an  agreed to a s  a condi t ion  f o r  drawing down the f i r s t  

tranche of HG001. The ex i s t ence  of the po l icy  aud plan appear to have 

increased HDFC's o v e r a l l  emphasis on reaching lower income peop l e  , 
looking f o r  oppor tun i t i e s  t o  reach lower income occupat ional  groups and 



to  make loans on housiag u n i t s  i n  a p r i c e  range a f fo rdab le  to  low and 

moderate income households. 

However, i t  is the team's view t h a t  more emphasis should be placed 

on a spec t s  of the  low income po l i cy  t h a t  can have a systemic e f f e c t  on 

HDFC's programs and prac t ices .  This includes  a g r e a t e r  wi l l ingness  to  

experiment w i t h  changes to the s tandard mortgage inst rument  and a 

continued push f o r  l e g a l  changes t h a t  w i l l  make poss ib le  the c r e a t i o n  of 

some means of more e f f e z t i v e l y  dea l ing  w i t h  d e f a u l t  risks, such a s  the 

es tabl ishment  of a mortgage insurance industry.  P a r t i c u l a r l y  important,  

a s  well, is a continued push i n  the a r e a  i n  which HDFC's record is 

a l ready  most impressive: d a i l y  outreach and loan processing p r a c t i c e s  

t h a t  increase  the numbers of lower income people who apply  f o r  loans and 

t h a t  help these app l i can t s  succeed i n  g e t t i n g  loans and buying houses. 

The team is  s k e p t i c a l  about  the u t i l i t y  of s p e c i a l  p r o j e c t s  a s  a 

c e n t r a l  t h r u s t  of IiDPC's -- and AID'S -- push f o r  g r e a t e r  t a rge t ing  to  

the lower income. The s p e c i a l  p r o j e c t s  included i n  the 1983-1984 pol icy  

and plan, a s  well a s  more r e c e n t l y  i d e n t i f i e d  s p e c i a l  p r o j e c t s ,  e i t h e r  

do no t  appear to  be  s i g n i f i c a n t l y  d i f f e r e n t  from o t h e r  HDFC loans t h a t  

happen to  reach lower income households, o r  do n o t  appear t o  be e a s i l y  

rep l icab le .  Tne main s p e c i a l  f e a t u r e  about  these p r o j e c t s ,  unfortu- 

na te ly ,  i . r  that they r equ i r e  an  e s p e c i a l l y  Large amount of HDFC s t a f f  

energy. The team be l ieves  t h a t  both s t a f f  time and funds earmarked f o r  

exp~r imen ta  t i on  would b e  be t b r  spen t  i n  a r eas  t h a t  a r e  l i k e l y  t o  lead 

to increased lending to  lower income households through HDFC's main- 

stream a c t i v i t i e s .  Under t h i s  approach, f u r t h e r  b r g e  t i n g  on lower 

income households seems more l i k e l y  to  be sus ta ined  a f t e r  AID'S d i r e c t  

involvement with  KDFC terminates.  



: RESOURCE MOBILIZATION 

A c e n t r a l  i s s u e  i n  an  a n a l y s i s  of a  f i rm t h a t  a t t empts  t o  b r ing  n o t  

only a  new method of f i n a n c i a l  in te rmedia t ion  to a  country,  bu t  a l s o  a 

method t h a t  r e p r e s e n t s  the f i r s t  p r i v a t e  e f f o r t s  t o  provide f i a a a c i n g  

f o r  housing is: How s u c c e s s f u l  was the i n s t i t u t i o n  i n  mobi l iz ing 

resources?  And, i n  o rder  to focus on the e f f e c t s  of the KG Loan t h i s  

ques t ion  must be c a r r i e d  a  s t e p  f u r t h e r  t o  cons ide r  how che p rov i s ion  of 

the  HG loan a f f e c t e d  p a s t  mobi l i za t ion  e f f o r t s  and p rospec t s  f o r  f u t u r e  

mobi l iza t ion.  That  is the top ic  of Chapter 3. We cons ide r  i n  some 

d e t a i l  how the  f i rm has f a r e d  i n  each of the  d i f f e r e n t  methods i t  has 

used to  mobi l ize  funds. We a l s o  ana lyze  the  possibi .e  e f f e c t s  t h a t  the 

HG loan had on these  e f f  a r t s .  Then, i n  Chapter 4 we e v a l u a t e  the r i s k s  

and p o l i c y  i n i t i a t i v e s  t h a t  the f i r m  took to  c a r r y  o u t  i ts  mobi l i za t ion  

of resources.  We review each of the  types of r i s k s  to which HDFC i s  

exposed a s  well a s  the  p o l i c y  reforms t h a t  the  f i r m  has pursued to  

reduced these  r i s k s  and broaden its access  to  the c r e d i t  markets. 

F i n a l l y ,  w e  d i s c u s s  the p o s s i b l e  balance  of payments e f f e c t s  of the HG 

swap agreement. 



6. 'WE CQBPOMTE PROGRAM; UOJiRERS' REl4TA.L HOUSING 

HDFC makes loans to  corpora t i o m ,  including both pr iva  t e  companies 

and s ta te-owned ina ti t u  t i o n s ,  to bui ld  hous i n g  f o r  emp lo  yaes . Generally 

owrzership of the housing is re t a ined  by the! company, a 1  though i n  a fav 

cascs  companies have set  up Lease-purchase arrangements under which 

ownership w i l l  eventua l ly  pass to  the. occupants. 

HDFC gene ra l ly  Leads up to  50 percent  of the value of the housing 

and the r e p a p s n t  period ranges from three to seven years.  The t y p i c a l  

i n t a r e s  t r a t e  13 15 percent.  

During the HGOOL period,  about  15 percent  of HDFC funds sanctioned 

f o r  Lending were f o r  corpora te  housing and t h i s  produead some 11,800 

u n i t s  o r  20 percent  of the t o t a l  u n i t s  f inanced by i%K.  

Although A I D  recognized from the i n i t i a l  planning of H C O O l  t h a t  the 

corpora te  program was a major veh ic l e  through which HDFC reaches lower 

income households , there  have been scme misgivings about  A I D  involvement 

in a program which produces r e n t a l  housing with  tenure under the con t ro l  

of the employer, r a  ther  than uni  ts owned by lower income households . 2 

The eva lua t ion  team reviewed A I D  f i l e s  on corpora te  housing 

p r o j e c t s  submitted f o r  i!G disbcrsement during the H G O O l  period,  a s  well 

as case s t u d i e s  of corpora te  p r o j e c t s  prepared f o r  A I D  by an Indian 

- -- 

1. Since A D  approved f o r  disbursement under HGOOL some corpora te  
loans that had been sanctioned before June 1981 bu t  no t  y e t  disbursed by 
HDFC, these f i g u r e s  on u n i t s  sanctioned during the HGOOL period do n o t  
correspond to  u n i t s  e l i g i b l e  under ffi001. 

2; See, f o r  exampie, Off ice  of Housing and Urban Programs, P r i v a t e  
Housing Finance f o r  Low-Income Families,  Ind ia ,  P r o j e c t  Paper, 386-HG- 
002, 1984, pp. 3-5 and 22. 



consult ing firm i n  1984. I n  addi t ion  to interviewing LiUFC s t a f f  on 

po l i c i e s  and trends i n  the corporatn loan program, the team v i s i t e d  

seven corporate projec ts  in three Indian s t a t e s ,  examining the qua l i ty  

of the uni fs  and interviewing corporate o f f i z i a l s  on company housing 

po l i c i e s  and tho d e t a i l s  of the p a r t i c u l a r  projects .  2 

huefits to Occupmta o f  Uorker Hoosing 

Workers who oocupy company-owned housing on a r e n t a l  basis  

typ ica l ly  l i v e  i n  housing s u b s t a n t i a l l y  be t t e r  than they could o thervise  

afford. Rent charges a r e  Low, ranging from no r e n t  to 10 percent of 

salary.  A review of f i l e s  found no case i n  which the company was 

attempting to recover the f u l l  c o s t  05 the housing on. the basis  of r e n t  

charges, I n  a standard case, a worker earning 900 ~s./mo. would be 

Living i n  a 35 sq. m. u n i t  which c o s t  the company Rs.  34,000. The 

monthly c o s t  to tha company f o r  the uni t  would be R s .  621 (assuming an 

HDFC loan a t  15 percent f o r  5 years 2nd the same c o s t  of funds f o r  the 

port ion of the c o s t  f inancad from other  company resources).  I f  the 

worker is charged 10 percant of sa la ry  o r  90 Rs./mo. f o r  the uni t ,  the 

f i rm is subsidizing 85 percent of the cos t o r  R s .  531. In  e f f e c t ,  the 

worker's sa la ry  has been increased by over 50 percent. 

The s t r u c t u r a l  qual i ty  and ameni t i e s  of corpora ta-provided housing 

are bas ica l ly  the same as f o r  u n i t s  purchased by individual  borrowers a t  

income lave l s  a t  o r  below 1,200 Rs./mo.; and the number of occkij snts  f o r  

1. Hoser Pr iva te  Limited, Report on Corporate Xousing with Special 
Emphasis on Certain Projec ts  Financad by H.D.F.C. h India.  March 1984. 

2. See Annex G f o r  the method by which s i t e s  ware selected and 
Anna E f o r  the interview guide used by team members. 



the s i z e  of the u n i t  is usua l ly  lower.' Units v i s i t e d  by the tear. were 

s t r u c t u r a l l y  sound and w e l l  maintained. 

This s u b s t a n t i a l  subsidy through the provis ion of good q u a l i t y  

housing a t  low o r  no r e n t  is viewed by both the company and its workers 

a s  p a r t  of the compensation package. I n  f a c t ,  according to  HDFC s t a f f  

who d i scuss  loan plans  with corpora te  o f f i c i a l s ,  the  reason f o r  a 

company's i n  teres t i n  bu i ld ing  workers' housing some times is tha t the 

company is being pressed f o r  such a b e n e f i t  i n  l abo r  negot ia t ions .  One 

company v i s i t e d  by .the team is  a paras fatal corpora t ion ,  f o r  which the 

p l a n t  manager pointed o u t  workers' d i r e c t  s a l a r i e s  a r e  l imi ted  by Law, 

but  provis ion of Low-rent housing is not .  

I n  some cases ,  workers w h ~  do n o t  l i v e  i n  company-owned housing 

receive a housing allowance instead.  This is usua l ly  3 small sum 

compared to  the c o s t  of r en t ing  equ iva l en t  housing. For example one 

coupany reported a s  i t s  housing allowance the same 5 percent  of s a l a r y  . 
t h a t  i t  derlttn, ted from the s a l a r i e s  of workers who l i v ?  i n  the c0mpan.y 

housing pro jec t .  

A l t e rna t ive  housing a v a i l a b l e  to  workers who do n o t  l i v e  i n  

company-supplied housing depends on the type of a r ea  in which the 

company is located.  I n  urban a r e a s ,  workers Live i n  less d e s i r a b l e  

u n i t s  a t  h igher  c o s t  t o  them (e.g., i n  u n i t s  wi th  shared r a t h e r  than 

individua 1 s a n i t a r y  f a c i l i t i e s  and l a s s  v e n t i l a t i o n ,  and s sue  times 

made of less s o l i d  ma te r i a l s )  o r  l i v e  with  extended fami l ies ,  I n  

i n d u s t r i a l  s i t e s  located i n  small town o r  r u r a l  a r e a s ,  workers without 

~ - - -- -- 

1. Typica l ly  four  family members ins tead  of s ix .  See a l s o  Naser, 
op. cit .  ,. pp. 47 and 53. 



company-provi ded housing typ ica l ly  a r e  l o c a l  people Living i n  

t r a d i  t i ona l  dwelling uni  ts of impermanent ma t e r i a l s  . 
While the occupants of r e n t a l  worker housing must vacate t h e i r  

u n i t s  when they Leave the company's employment o r  r e t i r e ,  t h i s  does not  

appear to cause hardship. Host workers s t a y  with a company u n t i l  

re t i rement  and a somewhat common p a t t e r n  is f o r  a worker to begin buying 

h i s  ret i rement  house seve ra l  years  i n  advance, using a combination of 

w i  thdrawal of provqdent funds, o the r  savings,  and, some times, 

homeownership Loans from the company. The lot.? c o s t  of company r e n t a l  

housing may, i n  f a c t ,  cont r ibute  to the high saving3 r a t e s  t h a t  make . 

homeownership poss ib le  f o r  these workers. 

I n  addi  t ion  to housing un i t s ,  companies tha t  bui ld  housing with 

corporate  Loans f rorn HDFC of ten provide o the r  f a c i l i t i e s  f o r  t h e i r  

workers, such a s  a rec rea t ion  room with s communal TV s e t ,  classroom 

space f o r  ch i ld ren  i n  kindergarten and lower Levels of grade school,  and 

school busing f o r  o lder  children. Especia l ly  f o r  f a c t o r i e s  i n  remote 

a reas ,  there  may be a cooperative s t o r e ,  although a t  most s i t e s  v i s i  fed 

by the t e a m  uorkors shopped f o r  food, c lo th ing ,  and o ther  consump t ion  

i tems i n  the l o c a l  v i l l a g e  o r  urban neighborhood, It is important to 

p o i n t  o u t  t h a t  i n  a l l  cases  such f a c i l i t i e s  were viewed by both 

employers and amp loyees a s  p a r t  of the workers' benef i t package. I n  a 

highly unionized environment l i k e  India ,  the e x p l o i t a t i v e  aspec ts of 

*@ company towas" a r e  unl ike ly  to  a x i s  t, and the team saw no evidence of 

t h i s  a t  the p ro jec t s  v i s i t ed .  



Worker r e n t a l  housing b u i l t  with HDFC f inanc ing  usua l ly  is part of 

a l a r g e r  system of company provided housing a s s i s t ance .  There a r e  a t  

Least three ways i n  which HDFC f inances  honeownership f o r  i n d u s t r i a l  

workers, and a company that  owns worker r e n t a l  housing usua l ly  is a l s o  

involved i n  a t  l e a s t  one of them. L 

(1) I n  a faw cases ,  tb,e corpora te  loan i t s e l f ,  i .e.,  a loan che 

corpora t roa  is d i r e c t l y  respons ib le  f o r  repaying, has been 

used by the company to  bu i ld  housing tha t is then so ld  to 

workers on an in s t a l lmen t  bas i s ,  r a t h e r  than r e n t a l  houstqg. 

S i x  of the 73 p r o j e c t s  approved a s  HG e l i g i b l e  during tbe 

KO01 p e r i ~ d  were on- l e n d i w  p r o j e c t s  of this type, and the 

team v i s i t e d  two such prof e c  t s :  Vanaz Engineers, a t  Pune, and 

S t a t e  I n d u s t r i e s  Promotion Board of Tamil Nadu, near  

Bangelore. 

(2 )  Some corpora t i o a s  par  t icFpa to  i n  the HDFC l ine-of  - c r cd i  t. 

program, i n  which the company screens  ind iv idua l  homehuyers 

from among its employees and guarantees  t h e i r  l can  repayments 

to  iiDlX. Seven corpora t ions  which had taken CICOOl e l i g i b l e  

loans f o r  workers' r e n t a l  housing were i d e n t i f i e d  by HDFC 

s t a f f  as a l s o  having D F C  l ine-of -c red i t  loans to  help workers 

buy r e  tiremen t housing. 

1. I n  add i t i on  to the corporate  projee  ts v i s i t e d  by the team, the 
team reviewed "housing pol icy  s ta temen ts" whf ch a r e  now submi t t e d  by 
corpora te  loan app l i can t s  ( a  raquiremlen t of HC002). Several  of these 
s ta tements  described corpora te  homeownership programs, i n  add i  t i o a  t o  
the r e n t a l  p r o j e c t  f o r  which the HDFC Loan would be used. 



(3) Many companies' employees take loans from HDFC on an 

individual  basis ,  and, where permitted by law, the company 

agrees to deduct t h e i r  manthly payment to KDFC from t h e i r  

salary.  A s  noted above, HDFC sometimes l inks  corporate 

d rpos i t s  to commitments to  make a c e r t a i n  volume of loans to 

the company's amp boyees . 
Table 6.1 describes the homeowrutship programs found to e x i s t  a t  the 

seven corporate housing s i t e s  v i s i t e d  by the t e a m .  

There a re  a number of reasons why company-owned workers' r e n t a l  

housing may be more s u i t a b l e  than homeownership programs f o r  some 

workers and soma companias. The f i r s t  and most obvious is income 

levels.  In order to afford  t o  buy the R s .  34,000 u n i t  used i n  the 

example above, with a 30 percent down payment and standard HDFC 

individual loan terms (15 years a t  13.5 percent),  a household would have 

to have an incoue of a t  Least 1,000 Rs./mo. and be able  to pay 30 

percent of income to ' s e rv ice  the Loan, A family with an incoue of 800 

R s  ./mo. could only afford a u n i t  coa t in8  an. 27 ,850 ,~  a modest p r i ce  

even.assuming some i n d i r a c t  subs id ies  from the co~poratioza, such a s  

be low-awrke t land. 

Another reason f o r  r e n t a l  r a t h e r  than owned housing m y  be the 

10catFon of the company's oparations. Where the p l a n t  is Located i n  a 

remote area, the workars may n o t  be wi l l ing  to buy h o u i n g  un i t s ,  even 

i f  they can af ford  t h e m ,  a s  they intend to :cum to t h e i r  place of 

o r ig in  a t  reeltement. I n  addit ion,  the company may want to keep a stock 

1. The i n t e r e s t  r a t e  would be 12.5 percent i n  t h i s  case, bacause 
the loan would be under R s .  20,000. 



Company 

Polychem L td. 

Varrnz Engineers 

Bajaj Auto 

S ta t e  Indus t r i e s  
Promo t ioa  Board 
of Tamil Nadu 

Type of location* Homeo~ership  Program 

temo ta 

not  remo te 

not  remote 

not  remote 

Premier H i l l s  ramo h 

Hadtas Cement remo te 

TaaPL Nadu S t e e l s  remo te 

subsidized homeounership losns 
ava i l ab le  a f t e r  LO years serv ice  -- used f o r  ret i rement  housing 

corporate loan is f o r  
homeownership -- lease-purchase 
over an 8-9 year period 

extensive use of HDFC individual  
loan program with srrlary check-off 
by emp loyees w i  th higher s a l a r i e s  
than ren ta 1 occupants 

corporate loan is f o r  
homeomesship -- wits to  be 
sold to  individual  companies and 
then to workers. Projec t  is 
having marka t ing problems. 

company is holding addi t ional  land 
f o r  fu tu re  homeownership program 
a s  area develops 

company provides homeownership 
subsidies  ( ba low-marka t land, 
idras t ruc  ture  and Rs. 3,500 
i n  t a ras  t-f ree loan) ; uaed i n  
combination with HDFC individual 
loans with s a l a r y  chack-off 

extausive use of HDFC individual  
loan program with s a l a r y  check-of f 

* Team members' observa tioas.  
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of company-owned housing because i t  needs i t  f o r  e s s e n t i a l  s t a f f  near  

the p l a n t  s i  te. Such e s s e n t i a l  o t a f f  include,  Eor example, s k i l l e d  

workmen who se rv i ce  machinery. This po in t  was emphasized by three  of 

the companies mvisi ted -- Polychem, L td., i n  r u r a l  Maharas tra, and Madras 

Cements and Tamil Nadu S t e e l s  i n  r u r a l  Tamil Nadu. 

Where workers a r e  w i l l i n g  to  buy and a1 t a r n a t i v e  housing is 

a v a i l a b l e  f o r  f u t u r e  workers, some companies have been c i l l i n g  to  

provide a homeowne2ship subsidy, r a t h e r  than low r e n t  housing, a s  p a r t  

of the compensa t i o a ,  package. Forms of subsidy include t r a n s f e r  of 

company-owned land and in-kind con t r ibu t ions  t o  coas t ruc t ion ,  a s  we l l  as 

i n t e r e s  t subsidies .  Again, using the example of a R s .  34,000 house and 

a worker's household with  a n  income of 900 R s  ./mom, if the family could 

r a i s e  a down payment of R s .  14,000 o r  41 percent  of value and the 

company ve re  w i l l i n g  to provide a R s .  20,000 mortgage a t  10.5 percent  

i n t e r e s  t f o r  LO years, homeownarship would be f e a s i b l e .  A1 farna t i v e l y ,  

the company might provide f r e e  land and i n f r a s t r u c t u r e  thereby reducing 

tha loan pr inc ipa l .  

The c o s t  of homeownership subs id ies  of these types f o r  the company 

would gene ra l ly  be less than the Bs. 531 r e n t a l  subsidy t o r  the same 

uni t  ren ted  a t  10 percent  of s a l a r y ,  bu t  the cornparry would n o t  end up 

owning the asse t .  

1 n the team's view, the trade-off b e  tween subsidized homeownership 

and low-rent company-owued housing should be l e f t  a mat te r  of company 

pol icy  and aego t i a t i o n  w i t h  the unions. An a t tempt  on HliFC's part, o r  

AID'S, t o  push companies t o  change housing plans  from r e n a l  to 



homeownership could have the perverse  e f f e c t  of discouraging companies 

from providing housing f o r  t h e i r  lower-salaried workers. 

COrp0r&h U a b r  Eloruing and Induatzhl D b p e r a d  

In a d d i t i o n  to providing LOW r e n t  housing a s  p a r t  of workers' 

compensation, a number of companies bu i ld  worker housing because t h e i r  

p l a n t  is  Loca tad i n  an a rea  remote from a populat ion cen te r  wi th  a 

s k i l l e d  labor  force.  Housing must be provided fox s k i l l e d  workers 

because the re  is no acceptab le  l o c a l  housing o r  no housing c lose  enough 

to the fac tory ,  The a v a i l a b i l i t y  of an  HDFC loan makes poss ib l e ,  o r  a t  

l e a s t  advances thet schedule,  of i n d u s t r i a l  expansion i n  such areas .  It 

thus supgorts  the Government of India's program of d i spe r s ing  i n d w t r y  

away from major m e  t r o p o l i  tan a reas .  

The Government of Ind ia  and var ious  state governmeuts maintain 

systems of tax incent ives  t o  encourage i n d u s t r i e s  t o  l oca t e  i n  so-cal led 

"backward a r e a s  .I1 Backwardness is def ined i n  terms of r ecen t  investment 

h i s  to ry  and designa t ioua and boundaries of such a r e a s  s h i f  t over t ime .  

t he^ ' m a y  n o t  be d i r e c t l y  r e l e v a n t  t o  the ques t ion  of whether the 

c o ~ s t r u c t i o n  of uorker  housing suppor t s  i n d u s t r i a l  d i s p e r s a l ,  s i nce  low 

investment a r eas  auy have a pre-sxis  t i n g  houitng s tock,  while a r eas  i n  

which housing must be b u i l t  t o  at tract  wcrkers may no t  be o f f i c i a l l y  

designa tad b a c h a r d  a reas .  

HDFC staff f a m i l i a r  with corpora te  p r o j e c t  l oca t ions  i d e n t i f i e d  38 

of 68 corpora te  p r o j e c t s  e l i g i b l e  f o r  HC001, with  some 3,500 of 6,200 

units., a s  Located i n  a r e a s  where workers' housing was e s s e n t i a l  f o r  the 

success of the enterpr i se .  These f i g u r e s  exclude tea p l ana t ions  and 



mines, a n o a e r  7,500 u n i u ,  s ince  t h e i r  locat ion i n  remote areas  is not  

relevant  to  i n d u s t r i a l  diapersal.  

HDPC and thr brporatm Lau Program 

The corporate loan program is a money-maker f o r  HDFC, carrying 

Mgher i n t e r e s t  r a t e s  and shor te r  terms than individual  loans. I n  1984, 

the average r a t e  of i n t e r e s t  was 13.56 percent f o r  the individual  loan 

program and the average term was 13.15 years,  while i n  the corporate 
i 

program the average i n t e r e s t  ra  t e  was 15.09 percent and the average loan 

' 1  term was 5.78 years. 

While i n  theory corporations can take loans f o r  howing f o r  low 

sa la r i ed  workers from pubLic i n s t i t u t i o n s  -- HUDCO and L I C  -- a t  more 

favorable r a t e s ,  i n  prac t ice  such loans have been d i f f i c u l t  to obtain. 

Several company o f f i c i a l s  s t a t e d  i n  interviews with t e a m  members tha t  

they had given up on HUDCO o r  L I C  af t a r  interminable 'processing delays 

and turned to  HDFC, 

The other  pr inc ipal  source of non-governmental funds which 

corpora t ious could use to bui ld housing, i n  tar-corpora te borrowing, is 

more u c p e ~ s i v e  than HDFC, 

The prof i ;:abi li ty of corporate loans from HDFC's s tpndpoin t 

ind i rec t ly  helps HDFC reach other  lower incoaa households through the 

individual  loan program by making it possible  to keep individual  loan 

ra tes  low (12.5 percent f o r  loans up to  RS. 20,000 and 13.5 percent f o r  

loans from R s .  20,000 to 50,000) without compromising the firm's 

f inanc ia l  in tegr i ty .  

1. HDFC, "Hanagament Report: Operations as on June 30, 1984. " 



During the HGOOl  period, the s i z e  of HDFC's corporate program 

increased, from a t o t a l  value of sanctioned Loans of $3 mi l l ion  f o r  the 

year j u s t  before HGOOL to $U .5 mil l ion  i n  FY 1984. The corporate 

program has no t  grown qu i t e  a s  rapidly as HDFC's individual  loan 

program, however. A s  a percentage of cumulative Loan amounts 

sanctioned, the corporate program declined from almost 19 percent of 

HDFC bwinesa a s  of the end of 1981 to 16 percent aa of the end of 

Prospects f o r  growth i n  HDFC's corporate loan program appear 

good. The Government of India's Seventh Plan continues to emphasize 

incentives f o r  p lan t  loca t i o a  in of f ic ia l ly-des igna  ted backward a reas  

and, i n  a countty with GA severe shortage of minimally acceptable 

housing, workers a r e  l i k e l y  to  continue to press  f o r  housing a s  p a r t  of 

t h e i r  compensationm2 WFC branch managera' interviewed by the team 

predicted a subs tan t i a l  increase i n  corporate Lending over the next 

three years. 

I f  HG funds could not be used f o r  IiDFC corporate loans, t h i s  would 
. . 

not  a f f e c t  the volume of such loans, s ince  HDFC would s t i l l  make as  many 

of these highly prof i t a b l e  loans a s  i t  could. Rather, the eff a c t  would 

ba to l i m i t  HDFC's overa l l  growth r a t e  s ince  HC funds would be drawn 

down more slowly i f  they could only be disbursed aga ins t  individual  HDFC 

loam. This might put  soma add i t iona l  pressure on HDFC to reach lower 

income borrowers through its individual  program. However, given the 

1. mPC, "Hanagemant Report: Operations as a t  June 3 0 ,  1981" and 
"Hanagemant Report: Opera t ions as a t  Juce 30,1984 ." 

2. ~ ~ a n n i n ~  ~oeunission, The Approach to-  the Seventh Plan (Dslhi: 
Government of India, 1984) , pp. 6 and 28. 



reasonable e f f o r t s  HDFC is making to ta rget  its individual  Loan program 

to lowar income borrowers, the t e a m  does not believe t h i s  conaideration 

should be given much weight. 

The team concludes t h a t  the corporate loan program is an 

appropriate  use of HG funds. It  provides subs tan t i a l  benef i t s  to lower 

income workers by rea l i z ing  companies' willingness to provide housing a s  
i 

compensation f o r  workers, thereby adding to  the housing stock i n  a 

country with a vast ' .shortage of decent housing. And i t  supports the 

a b i l i t y  of KDFC to reach o ther  low income households through cross 

subsidies.  Horaovsr, there is no evidence tha t  occupying housing o m d  

by t h e i r  employer presenm problems o r  disadvantages to Indian 

workers. Final ly,  the a v a i l a b i l i ~ y  of financing f o r  company-ownad 

housing has not  a c  tad as a b a r r i e r  to  homeownership opportunit ies;  

indeed, HDFC has used corporate loans a s  an entry-point to  marketing 

individw.?. loans to workers who can af ford  them. 



PART 3CB 

SELECTED ASPECTS OF HDPC OPERATIONS 

Two r a t h e r  d iverse  topics  a r e  t r ea t ed  i n  t h i s  p a r t  of the report .  

First, we examine the procedures followed by HDFC to assure  t h a t  the 

qua l i ty  of the u n i t s  on which is makes aortgages is good, These 

procedures -- and t h e i r  nffec t iveness  -- a r e  importaut because they i n  

part determine the degrae of r i s k  to  HDFC from delinquencies o r  

f oreclcrsures that =auld r e s u l t  from ser ious  cons t ruc  t i o n  de fec t s  . The 

second topic ,  the sub jec t  of Chapter 8 ,  is the impact of the expenditure 

of  the technica l  a s s i s t ance  resources provided by AID to  HDFC f o r  

in s  ti tu  t i ona l  davelopment. The resources were devoted to  making 

improvements i n  the non f i n a n c i a l  a spec t s  of the firm's opera t ions ,  

p a r t i c u l a r l y  i n  the personnel f unc t ion. 



Questions have been r a i s ed  about  the q u a l i t y  of the housing 

financed by HDFC, n o t  because of any i n d i c a t i o n  of problems e x i s t i n g  but 

7;rther a s  p a r t  of a gene ra l  concern about  sound business  p rac t i ce s .  

From ilDFCes payspec t i v e ,  loans on poorly cons t ruc ted  bu i ld ings  could 

increase  the l ike l ihood  of mortgage de fau l t ,  From AID'S perspec t ive ,  

associat:Lon with d e f i c i e n t  u n i t s  -- through i ts lending to HDFC -- could 

be a source of embarrassment. To s tudy t h i s  i s s u e  the team reviewed the 

procedures followed'  by HDFC i n  app ra i s ing  and inspec t ing  un i t s  on which 

i t  might make loans and an  A I D  engineer inspected a  sample of p r o p e r t i e s  

f o r  which A I D  funds had been employed f o r  the mortgage to  determine i f  

grosa d e f i c i e n c i e s  were present .  

This chapter  f i r s t  summarizes the procedures followed by mF.C and 

then examines the e x t a n t  of the Corpora tion's f i n a n c i a l  exposure i n  the 

case of defau l t .  The f i n a l  s e c t i o n  presen ts  the r e s u l t s  of the a c t u a l  

HDPC' Procedures 

Both a p p r a i s a l s  t o  determine the value of the u n i t  and inspec t ion  

to  check on u n i t  q u a l i t y  a r e  done by the same group o f  engineers  and 

a r c h i t e c t s .  Of t an  these engineers  are  r egu la r  members of the HDFC 

s t a f f  , but  i n  some of the branch of f  i c e s ,  where the volume of work is 

l e s s ,  coa t r ac  tad s e r v i c e s  a r e  used. I n  terms of appraisaln, a screening 

takes placo a t  the t i m e  of the mortgage app l i ca t ion ,  The a p p l i c a t i o n  



i t s e l f  asks  f o r  genera l  information on the u n i t  to be purchased o r  

cons t r u c  tad such t h a t  a  c o s t  par  square f o o t  can be computed. Whare 

t h i s  f i g u r e  appears t~ vary s i g n i f i c a n t l y  from the norm, f u r t h e r  

i n q u i r i e s  are made, The o b j e c t i v e  here is to  guard a g a i n s t  i n f l a t e d  

house c o s t s  -- which could r e s u l t  i n  tIDFC psoviding a mortgage on the 

proper ty  c o n s t i t u t i n g  a l a r g e r  share  of its a c t u a l  va lue  than its 

guide l ines  p e r m i  t -- and a g a i n s t  unders ta ted c o s t s  , which could r e s u l t  

i n  the un i t - s  COPS t r u c t i o n  n o t  being completad. Based on t h i s  review, 

the 

the 

I 

loan is sanctioned, i.e., a  loan is p rov i s iona l ly  approved based on 

borrower's a b i l l t y  to  pay. 

The d e t a i l e d  a p p r a i s a l  comes p r i o r  to the dSsbursernent of the 

loan, The HDFC loan is only made af  t a r  the household's o the r  'sources crf 

funds have been invested i n  the property.  So a t  the time a t  which the 

borrower asks  f o r  h i s  funds, the app ra i se r  v i s i t s  the proper ty  to  i n su re  

t h a t  work equiva len t  to t h a t  claimed has a l ready  been accomplished, t h a t  

the funds t o  be borrowed w i l l  be s u f f i c i e n t  t o  complete the u n i t  a s  

proposed, and t h a t  the cons t ruc t ion  q u a l i t y  is adequate. This is the 

key s t ep ,  and tiDFC o f f i c i a l s  informed the t e a m  that loan disbursements 

had been denied a t  t h i s  p o i n t  oa a small number of p rope r t i e s .  

A key elsment ir: the a p p r a i s a l  process is e s t a b l i s h i n g  the va lue  of 

the property.  This is e s p e c i a l l y  d i f f i c u l t  i n  Ind ia  because of the 

widespread p r a c t i c e  of s i d e  payments between seller and purchaser (so- 

c a l l e d  "black money") which reduce the nominal c o a t  of the u n i t  i n  order  



to  reduce t r a n s f e r  taxes aud to  e s t a b l i s h  a lower propar ty  tax base. 1 

HDFC tends to  use informa t i ou  on development 50s ts r a t h e r  than value 

e s  tima t e s  f o r  this reason. For i nd iv idua l  uni ts (bungalows) and 

corpora t a  housing p r o j e c m ,  ir i  de tennining the loan to  c o s t  ra t;o, the 

c o a t  is  computed a s  the purchase p r i c e  of the land ( n o t  c u r r e n t  value)  

p lus  the c o a t  of development, S imi l a r ly ,  when the borrower is 

purchasing a f l a t  i n  a m u l t i u n i t  proper ty  the a p p r a i s e r  computes the 

c o s t  of the  u u i t  to  the e x t e n t  possible .  This c o s t  1s compared with the 

agreed upon purckiase p r i ce ;  a higher  maximum Loan to  c o s t  r a t i o  is 

permit ted i f  necessary to a d j u s t  f o r  the presence of black money. 2 

The key t o  understanding HDFC's r o l e  i n  car ry ing  o u t  in8pecf ioos  of 

dwelling q u a l i t y  is &e f a c c  that under Ind ian  law the a r c h i t e c t  i s  

f u l l y  l i a b l e  f o r  de f i c i enc i e s  i n  workmanship and v i o l a t i o n s  of bu i ld ing  

codes. I n  order  f o r  a u n i t  t o  be cono t ruc  ted I.egal.ly, the a r c h i t e c t  

must p re sen t  h i s  plans to  0, aun ic ipa l  a u t h o r i t y  f o r  approval. HDFC 

makes a loan on the bas i s  of an  approved set of plaus.  During t h e  

cons t r u c t i o n  process,  HDFC w i l l  periodica.2ly make inspec t ions  , with a 

primary purpose of insur ing  t h a t  the funds disbursed i n  p r i o r  tranches 

have been used i n  the cons t ruc t ion ;  a secondary o b j e c t i v e  is to  insure  

a g a i n s t  negligence i n  a c t u a l  cons t r u c  tion. The munic ipa l i ty  does a 

1. The e x t e n t  of black money has bean reduced i n  the p a s t  couple 
of yea r s  by a nmw law which g ives  government the r i g h t  to purchase any 
un i t  f o r  which i t  can e s t a b l i s h  that the market va lue  exceeds the 
purchase p r i c e  by more than 25 percent. Government has done t h i s  i n  
some cases  and t h i s  measure seems to be having some e f f e c t .  P r i o r  to  
t h i s  i n  Bombay a t  Least, black money is s a i d  to  bave accounted f o r  half  
of the t ransac t ion ,  Note that the black money phenomena is gene ra l ly  
less p reva len t  i n  smal le r  c i t i e s .  

2. The maximum Loan rises from 70 to 85 percent  of c o s t ,  a l though 
the loan to  value r a t i o  rernaios a t  70 percent  o r  Less. 



g e n e r a l  i n s p e c t i o n  of t h e  u n i t  p r i o r  t o  i s s u i n g  a c e r t i f i c a t e  of 

occupancy. HDFC a c c e p t s  t h i s  cestif  i c a t e  a s  the  i n d i c a t o r  of  

subs  t a n  t ia l  comp le  t i o n  of c o n s t r u c t i o n .  1 

A s  n o t e d  above, the  same e n g i n e e r s  a r e  invo lved  in b o t h  t h e  

a p p r a i s a l s  and inspections f o r  HDFC. To d a t e  HDFC has n o t  developed a 

q u a l i t y  c o n t r o l  system which r o u t i n e l y  checks  a sample of t h e  engineer's 

work. On the o t h e r  hand, the  f i r m  w i l l  do a d d i t i o n a l  a p p r a i s a l s  of 

p r o j e c t s  i n  which i t  w i l l  make l o a n s  on a number of u n i t s .  
I 

HDPC R i s k  

The e x t e n t  of KDFC's exposure  depends on the l i k e l i h o o d  of  d e f a u l t  

and the  c o s t  of  each  d e f a u l t  t h a t  ac tw l.ly occurs .  Among the reasons  

f o r  d e f a u l t ,  poor q u a l i t y  coos t r u c t i o n  is the f a c t o r  of interest here. 

To a p p r e c i a t e  t h e  e x t e n t  of HDFCOs exposure  in  p r i n c i p l e ,  t h i s  s e c t i o n  

examines its exposure  to d e f a u l t  l o s s  g e n e r a l l y .  The next s e c t i o n  

comments on the extent of  coos t r u c t i o n  d e f e c t s  t o  d a t e  and m C ' s  

response  t o  them, and reviews the  r e s u l t  of the i n s p e c t i o n s  of  HDFC- 

f inanced  u n i t s  under taken a s  p a r t  of t h i s  e v a l u a t i o n .  

' HDFCOs exposure  is g e n e r a l l y  q u i t e  Limited. F i r s t ,  t h e  mximum 

loan- to-value  r a t i o  f o r  i n d i v i d u a l  loans  is .7; on c o r p o r a t e  loans ,  i t  

is -5 .  I n  p r a c t i c e ,  t h i s  r a t i o  has been a b o u t  .5 f o r  i n d i v i d u a l s  a s  

w e l l  because borrowars a r a  more c o n s t r a i n e d  by a b i l i t y - t o - p a y  than by 

the l o a n  l i m i t s .  Also, n o t e  t h ~ t  t y p i c a l l y  the v a l u e  ( o r  c o s t )  b a s i s  

1. HDFC bas begun "p rcqua l i fy ing"  u n i t s  in some p r o j e c t s .  The 
platla of t h e  p r o j e c t s  be ing  developed by a r c h i t e c t 3  and b u i l d e r s  with 
whom HDFC bas had good exper ience  in  the  p a s t  a r e  examinad, and, on this 
b a s i s ,  HDFC a g r e e s  t o  p rov ide  f i n a n c i n g  t o  q u a l i f i e d  p u r c h a s e r s  of the  
u n i t s .  Th i s  s h a r p l y  reduces  the  r i s k  to the  deve loper  and speeds  t h e  
loan  approva l  p r o c e s s  f o r  borrowers. 



f o r  t h i s  r a t i o  is conserva t ive  because land is valued a t  book, r a t h e r  

than cu r r en t ,  value. Second, HDFC r equ i r e s  varying amounts and types of 

guaran t ies ,  depending on i ts views about  the r i s k i n e s s  of the loan. So, 

f o r  example , more ex t ens ive  guaran ties a r e  required from s e l f  -emp loyed 

and o the r s  with v a r i a b l e  incomes than from f a c t o r y  workers whose 

payments a r e  deduc tad  au  toma t i c a l l y  from their s a l a r y  payments and 

remitted d i r e c t l y  t o  HDFC by the company. The c o l l a t e r a l  can be 

personal guaran t ies ,  signed by f r i e n d s  and r e l a t i ves1  whose f i n a n c i a l  

posi  t i o a s  a r e  a t  l e a s t  a s  s t rong  a s  the borrowers a s  well  as by 

ass ign ing  a s s e t s  over t o  CIDFC. Such a s sees  include s tocks  and the cash 

value of whole l i f e  insurance po l i c i e s .  Should ex tens iva  del inquencies  

occur, HDFC can call the gua ran t i e s ,  which p laces  g r e a t  p ressure  on the 

household to  come to  an  arrangement with  the Corporation. Third,  the 

r e l a t i v e l y  s h o r t  loan terms f o r  its loans o f f e r s  HDFC a d d i t i o n a l  

pro tec  t i on  a g a i n s t  d e f a u l t  from any cause. 

Against the very s t rong  p o s i t i o n  i n  which HDFC has pl sced i t s e l f  is 

the extremely high c o s t  of a c t u a l  forec losure .  The l e g a l  process f o r  

obtaining possession af a proper ty  is Long, complex, and cos t ly .  A 

highly e f f i c i e n t  proceeding might taka a s  l i t t l e  a s  two years ;  a asre 

typ ica l  one, f i v e  t o  seven years.  I n  r e a l i t y ,  however, households a r e  

r e l u c t a n t  t o  engage i n  such Legal proceedings even though they would 

r e t a i n  possession of the home f o r  t h i s  per iod,  because of the g r e a t  

l e g a l  expenses they have to  bear. 

A s  a consequence of the high c o s t  to  the household of fo rec losu re  

proceedings and the pressura  which HDFC can p lace  on the household by 

1. O f  r e l a t i o n s h i p  no c l o s e r  than cousins.  



contac t ing  those who have provided guaran t ies  and by taking possession 

of c o l l a t e r a l  a s s e t s ,  KDFC has y e t  to  begin Legal proceedings i n  the 

case of ex tans ive  del inquencies .  Rather, the Corporation has been a b l e  

to work o u t  the sale of the u n i t  by the household, wi th  the family 

having to  f i n d  a 1  t e r m  t i v a  l i v i n g  arrangements . HDFC o f f i c i a l s  r e p o r t  

that t h i s  extreme a c t i o n  has only occurred i n  a handful of cases.  

Hence, HDFC's a c t u a l  a s  well aa  nominal d e f a u l t  r a t e  has been extremely 

low. 

C o w  lxuc tion Q t u l i  ty 

A s  noted, w e  have two types of information on problems with the 

q u a l i t y  of new housing f inanced by HDFC. One is HFDCOs r epor t  to  the 

team on the number of complaints brought to them. The o the r  is the s e t  

of independent inspec t ions  of completed u n i t s  c a r r i e d  o u t  by an  A I D  

engineer  . 
HDFC r e p o r t s  t h a t  i t  g e t s  a few complaints per year  about dwelling 

cons t ruc t ion ,  perhaps a ha l f  dozen. These problems tend to  be i n  small 

pro jec t s .  As ind ica ted  e a r l i e r ,  i n  such p r o j e c t s ,  s p e c i a l l y  where HDFC 

is f inanc ing  only one o r  two u n i t s ,  the Corporation does fewer 

inspec t ions  of its om.  In any event ,  HDFC has i n  such cases  contacted 

the bu i lde r  and helped to  g e t  a c o r r e c t i o n  of the problem. The 

Corpora t i o n  has been qui  t e  succes s fu l  i n  t h i s  regard,  s ince  the b u i l d e r  

wants t o  be a b l e  to sell  u n i t s  i n  the f u t u r e  t o  purchasers using HDFC 

f inancing.  I t  is important t o  note t h a t  o the r  problems may w e l l  e x i s  t, 

which bave been d i r ec t ed  to  the a r c h i t e c t  o r  b u i l d e r  and about which 

HFDC is theref o re  ignorant.  From HDFC's perspec t ive ,  the problem is a 

small one. 



A s  noted, a s  p a r t  of t h i s  p r o j e c t ,  an A I D  engineer  undertook 

independent inspec t ions  of p r o p e r t i e s  which had received HFDC 

financing. The p r o p e r t i e s  were s e l e c  tad from the a r e a s  se rv iced  by the 

three  branch o f f  i c e s  which were v i s i  tad by o the r  team members; both the 

engineer and another  team member v i s i  fed each of the prope r t i e s  

inspected. The p rope r t i e s  were s e l e c t e d  randomly, s u b j e c t  t o  some 

t r a v e l  c o n s t r a i n t s ;  the procedures are o1:tXnad i n  Annex D. The number 

of u n i t s  inspected is a s  follows: 

O f f  ice Corpora fa Uorkers InclirSdaa1 Loans 

P r o j e c t s  Uaitv - ( u n i t s )  

Banga l o r e  2 15 5 

Puna 3 22 8 

To ta l  7 55 20 

Hence, a t o t a l  of 75 u n i t s  were inspected f o r  s t r u c t u r a l  soundness. 

While t h i s  number is no t  l a rge  enough to c o n s t i t u t e  a s t a t i s t i c a l l y  

v a l i d  sample, i t  should provide an i n d i c a t i o n  of the presence of a high 

incidence of s t ruc  t u r a l  problems. 

No cases  of de f i c i enc i e s  i n  cons t r u c  t i o a  were found. Cons t r u c  t i o n  

quality ranged from s a t i s f a c t o r y  to  e x c e l l e n t  with  a l l  b u t  u n i t s  a t  one 

corpora te  p r o j e c t  r a  tad higher  than s a t i s f a c t o r y .  Overal l  the A I D  

engineer was impressed with the q u a l i t y  of the design and cons t ruc t ion ,  

aa w e l l  as the proceduzes followed by HDFC in a s su r ing  u n i t  qua l i fy .  1 

1. The engineer's summary r epo r t s  i s  included a s  Annex F. 



COPCLU~FOP. 

The general conclusion is that AID has no reason to be concerned 

about the qua l i ty  of the uni t s  financed by HBFC using Housing Guaranty 

resources. Inspection procedures a r e  prudcnt and adequate. KDFC's r i sk  

exposure on its loans is vary limited, theraby protect ing i t  from the 

probabil i ty of having t o .  en te r  i n to  cos t l y  foreclosure proceedings. 

Final ly,  ac tua l  u n i t  qual i ty  is ce r t a i n ly  acceptable. There appears, 

therefore, to be no reason f o r  A I D  to undertake independezt inspections 
I 

of uni ts  financed w f  th HG funds by KDFC. 



I n  add i t i on  to the resources  provided to  HDFC under the HC loan 

i t s e l f ,  a g r a n t  of $100,000 was a l s o  made. These funds were to  be used 

f o r  s h o r t  term advisors ,  o f f i c e  equipment and t ra in ing .  A s  i t  turned 

o u t ,  a l l  of the funds were expended on which can be broadly def ined 

a s  t ra in ing .  An inventory of the uae of the funds is  provided i n  

Table 8.1. A c t i v i t i e s  f inanced i n  1981 and 1982 p l u s  the f i r s t  two 
1 

l i s t e d  i n  1983 were a l l  f o r  the t r a i n i n g  of s e n i o r  and middle management 

-- e i t h e r  i n  housing f inance  i s sues  per  se o r  f o r  broadening t h e i r  

perspec t ive  on how t o  serve lower income households. The balance of the 

expendi tures  -- shown below the broken l i n e  on the page -- were f o r  

corporation-wide t r a i n i n g  and management improvements. I n  the  fol lowing 

d iscuss ion  w e  w i l l  r e f e r  t o  these a s  execut ive and corpora te  t r a i n i n g ,  

respec t ive ly .  

The s p e c i f i c  fask i n  the s ta tement  of work is to  eva lua te  the 

impact of the t echnica l  a s s i s t a n c e  on HDFC ope ra t iom.  I n  t ry ing  t o  

make t h i s  asseaGment the team has had to  r e l y  heavi ly  ou the response of 

HDFC s t a f f  -- both thove a t  corpora te  headquarters  and those in the 

th ree  branch o f f  i c e s  v i s i t e d .  The balance of t h i s  chapter  b r i e f l y  

reviews the t r a i n i n g  and our  assessment of its e f f e c t s .  

carporate Training 

The corpora te  t r a i n i r g  c o n r i s t s  of a s i n g l e ,  l a rge  a u d i t  and 

t r a i n i n g  a c t i v i t y .  Since about  70 percent  of the t o t a l  t echnica l  

a s s i s t a n c e  funds were devoted to  t h i s  a c t i v i t y ,  i t  has received more 

a t t e n t i o n  from the team. 



Year - Purpose 

198 1 Attendance by one person a t  A I D  She1 ter 
Works hop 

1982 Attendance by one person a t  mae t ing  of 
I n  tenre t iona l  Union of Building Socie t ies  
and Saving8 Asaocia t ions i n  A u s  t r a l i a  

Two persona v i s i t  the U.S. to  speak to and 
learn f ;om investment bankers 

Two par t i c ipan t s  to  AID housing conference 
i n  Colombo 

Branch manager a t t ends  AID'S Shel ter  
Works hop i n  Washing ton 

1983 Branch manager a t t ends  AID'S She1 t a r  
Works hop i n  WAS hing ton 

Two par t i c ipan t s  to Eas t  Asian Regional 
Conference f o r  Planning and Housing 

Contract with National Savings and Loan 
Lemgue to evalua t e  a 1  tern8 t i v e  t r a in ing  
i n s  ti tutioua 

Contract with Ins ti tu t e  f o r  Financial 
E d u u  t ion  f o r  t r a in ing  needs assessmen t 
and design and conducting t ra in ing  

HDFC loca l  expandi tures  f o r  t ra in ing  
sessions i n  Bombay and Bangalore 

Cost - 
$5,707 

Total  



HDFC was wel l  aware t h a t  a s  its opera t ions  expanded r a p i d l y  i t  was 

having o rgan iza t iona l  problems -- ranging from s t a f f '  t r a in ing  to  

i n t e r n a l  commuaications. Such problems were a l s o  observed by seve ra l  

ALD consu l t an t s  and they are noted in the  IFC monitoring r e p o r t s  and 

P r o j e c t  Papers w r i t t e n  i n  1983 and 1984. I n  response,  HDFC, with 

a s s i s t a n c e  f r c a  the  National; Savings and Loan League, i d e n t i f i e d  the 

Ins  ti tu  te f o r  F inanc ia l  Educa t i on  ( IFE) to  provide a s s i s  tance . 
The a s s i s t a n c e  program had three  d i s t i n c t  par t s .  I n  the f i r s t ,  a 

two person team from IFE v i s i t e d  HDFC (headquarters  and two branches) t o  

conduct a management audi t .  The a u d i t  was a Large e n t e r p r i s e ,  involving 

interviews with  120 people and the f i e l d i n g  of two surveys with  a 

combined sample of over 200. The team re turned  t o  Chicago and prepared 

a dtaf  t repor t .  I n  the second p a r t ,  two HDFC execut ives  met i n  Chicago 

with the IFE team and o the r s  t o  review the d r a f t  r e p o r t  and to  develop a 

consensus on the type of t r a in ing  that would be h ighes t  p r i o r i t y .  The 

revised r e p o r t  is a b r i e f ,  Lucid d e s c r i p t i o n  of the s treng tha and 

wealsnesses of the  HDFC personnel func t ion  and genera l  rnab_sgcment 

prac  t i ce s .  The problems Lis ted i n  the r e p o r t  a r e  s u m e r i z e d  i n  Table 

8.2. Personnel and communications i s s u e s ,  broadly defined, dominate the  

List. 

The t h i r d  phase of the program involved a c t u a l  t r a i n i n g  se s s ions  

conducted i n  Ind ia  by IFE staff i n  the sp r ing  of 1984. A l l  together  s i x  

two-day workshops were conducted. The f i r s t  was f o r  HDFC execut ives  and 

managers, and the o t h e r  f i v e  were f o r  the balance of the staff, 

L c  C.U. Cook and G.P. Cardis ,  Organizat ional  Audit and Human 
Resources Devalapment Recommendations f o r  Housing Development Finance 
Corpora tion. ( Chicago: I n s  ti tu  te f o r  F inanc ia l  Educa t ion ,  1982) . 



Recruitment, selection, and ratantion of professional personnel 

a. Perceived compensation inequities both within the f i rm and 
between those in  the firm and thosa working for other f irms. 

b. Inconsis tancies in  urrders tanding how individuals in  specific 
job8 'If i t  into tha HDFC organize tion." 

c. Inconsistencies in  the way Assistants are treated by Managers 
and Officers. 

Managerial de teraina tion and assignment of organizational tpaks - 
unclear job descriptions, non orderly assignment of tasks to 
Assisants ,  etc. 

Organizational Structure: home offica vs. branch office functions 
and roles - over centralization leads to reduced eff icierrcy and low 
morale and slower development of branch managers. 

Poor communications a t  all, lavbls: lack of shared informa tion, 
misunderstPndings, managers "being out of touch or unaware" of the 
problems ancounterad by m g i s  tants who directly interact  with 
cwtomers, and ambiguity over a number of issues important to the 
staff .  

0 

Deficiencies in  in  tarnal 'planning and managemen t sys tems 

a. Neglect of the "developmental" side of personnel practices 

b. Need for a long-term .process for identif ica tion of new branch 
s i  tam, including Long- term phase in  of n a w  branches 

c. Process for goal sett ing needed 

d. More a t t u a  tiop to caraer planning a1 tarna tives and 
oppor t u a i  t i e s  

e. Upgrading of compu t a r  information sys tern i s  needed. 

Source: Cook and Cardis (1983). 



inc lud ing  a l l  the s t a f f  from the branch o f f i c e s  (except  d r i v e r s ,  

sweepers, e tc . ) .  A l i s t  of tha s e s s ions  f o r  the Executives and Managers 

workshop is given Ln Table 8.3. A s  is ev ident ,  the workshops focused on 

personal  s k i l l  development and " t e a m  bu i ld ing  using a problems so lv ing  

f o r m a t . ' h s  p a r t  of each se s s ion  the problems discovered i n  the a u d i t s  

were reviewed and then smal l  groups of s t a f f  worked on developing 

so lu t ions  t o  s e l ec t ed  problems. Their  coaclusions were Later presented 

to  a l l  workshop a t t endees  f o r  d i scuss ion  by the group including 

management. These have formed one of the inputs  which management has 

used i n  deciding on va r ious  admin i s t r a t i ve  changes and t r a i n i n g  

i n i t i a t i v e s  . 1 

1. To ob ta in  a more completa understanding about  the degree of 
follow-up on the management a u d i t  f ind ings ,  the team made i n q u i r i e s  i n t o  
two problem a reas  i d e n t i f i e d :  ( a )  personnel management, and (b) the 
decen t r a l i za  t i on  of a u t h o r i t y  to  the branch o f f  ices .  I n  both i n s  tances , 
i t  was found that while some progress  is d e f i n i t e l y  being made, 
improvement i n  these non f i n a n c i a l  management a r e a s  c l e a r l y  has a lower 
p r i o r i t y  t h a t  the s t r i c t l y  f i n a n c i a l   aspect?^ of the firm's opera t i ous  . 
A t  the same time, it should b e  s t r e s s e d  t h a t  top management is aware of 
the p o t e n t i a l  i n t e r a c t i o n  between the two managerent a r e a s ,  but  so f a r  
a t  l e a s t  has been unable t o  devote the aecesaary resources  to  more rap id  
impxovemant i n  the personnel and d a c a n t r a l i z a t i o n  a reas .  

W i t h  regard to  the persoonel management func t ion ,  f o r  example, the  
f i rm has n o t  c rea ted  and f i l l e d  an o v a r a l l  personnel manager pos i t ion .  
Job  desc r ip t ions  f o r  the s t a f f  have y e t  t o  be c r ea t ed ,  which i n  mariy 
ways is the f i r s t  s t e p  to  eskabl i sh ing  ca ree r  l adders  and a f i rm bas i s  
f o r  performance evaluat ion.  Likewise, recrui tment  remains somewhat 
haphazard and s a l a r i e s  a r e  n o t  w e l l  a l ignad  among those apparen t ly  
having similar r e spons ib i l i t y .  On the o the r  hand, cons iderab le  progress 
has been made i n  organizing a personnel o f f i c e  and two of the three 
middle management pos i t i ons  i n  i t  have been f i l l e d .  A performance 
a p p r a i s a l  system is slowly g e t t i n g  off  the gro  nd -- including a dry-run 
i n  the headquarters o f f  i c e  l a s t  December. Addi t ional ly ,  an impressive 
management t r a inee  program has been e s t ab l i shed  and i t s  f i r s t  c l a s s  
is about  t o  j o i n  the ranks of the  regular  workers, a f t e r  a year's 
t ra in ing .  Also, a customer r e l a t i o n s  course f o r  a l l  s t a f f  dea l ing  with  
the publ ic  has been deveisped and a t  this po in t  the s t a f f  a t  most of the 
branch off  i c e s  have pa r t i c ipa t ed .  

A s  to  the decen t r a l i za t ion  of a u t h o r i t y  from the headquarters t o  
branch managers, the t e a m  heard from the branch managers interviewed 



SUmART OF ZW T u I M I l a  ma mFC lfmAGEus AM) O r n I d X B s  
(Topics covared a t  t ra in ing sessions) 

Issues i n  managemen t ef f oc tiveness 

Communication f o r  businesses 

Developmental performonce appra isa ls  

Coal-setting and performance object ivas 

Team act ion  planning f o r  problem solving 

Team presentat ions of problem-solving ac t ion  plans 

no t i v a  t ion  f o r  team effect iveness 

Managarial s t y l e  and leaded: e f fac  tiveness 

Team building a t  HDFC 

Nota: Training program f o r  other  s t a f f ,  which managers and 
o f f i c e r s  attended as w e l l ,  had o grea te r  emphasis on (a )  
communicatioos within the firm, and (b) goal s e t t i ng  and 
parformonce evaluation. 

that  they thought considerably mora could be done i n  t h i s  direct ion.  
The responaa from top management was twofold. F i r s t ,  they perceive a 
g rea t  variance among the branch managers i n  thciz a b i l i t y  to  handle more 
r a s p o ~ i b i l i t y .  T h y  poiatad to tha r e su l t s  of in te rna l  aud i t s  which 
showed varying Lavels o f  f i n ~ n c i a l  and qua l i ty  control  within each 
branch ( the  t e ~ u l t s  of thaaa aud i t s  a r e  routinely reviewed with the 
auuaagers). Hance tha r a k  of decmt r a l i z a t i on  with vary s i gn i f i c an t l y  
amoqg branches in  any avant. Sacand, dacentra l iza t ion  has been delayed 
by the slowness of ahif  t ing  soma kay bookkeepiag functions to compu t a r s  ; 
when th i s  is dons, f a r  example, the plan is f o r  the d isbursa l  of loan 
funds to be tururrd o v m  Lhe branch off ices .  Again, some progress is 
being mads, but  l.3 p ~ 6 b . l . y  occurring more slowly than desi rable  
f o r  both op r r a t i owJ  a.f%icfetlcy and morale reasons. I t  should be 
amphssizad, hown)vs~:, :hat the t e a m  did not  have the time to invas t iga  te 
these areas in any bata i l ;  and the atatements j u s t  made should be taken 
a s  impressioof s tic. 



HDFC management views the r e s u l t s  of the audi5  and follow-up 

t r a in ing  is  a very p o s i t i v e  l i g h t .  For purposes of eva lua t ing  the 

impacts of the a u d i t  and t r a in ing  i t  is b e s t  to  consider  them a s  a 

s i n g l e  event. Five a f f e c t s  ware i d e n t i f i e d  a t  headquarters  and i n  

d i scuss ions  with branch managers: 

o the a u d i t  e s t a b l i s h e d  the o v e r a l l  framework f o r  addressing 
personnel and non f i n a n c i a l  management problema, and t h i s  
framework is a c t i v e l y  baing used by HDFC; 

o immediate ga ins  i n  i n t r a -  f i rm communica t i ons  were achieved 
through thdr t r a i n i n g  riinging from s t a f  f-manager l e v e l  to  that 
betwaen branch o f f i c e s  and headquarters;  

o c survey of p a r t i c i p a n t s  made s e v e r a l  weeks a f t e r  the t r a i n i n g  
showed t h a t  the m j o r i  ty  eel t the t r a i n i n g  had improved t h e i r  
own work environment and about one- third  reported c l e a r  changes 
i n  the work bebavior of t h e i r  superv isors ,  col leagues,  and 
suboodina tes ; . 

o middle managers were s u f f i c i e n t l y  impressed by the p roduc t iv i ty  
of t r a in ing  t h a t  they have been much more willicrg to  r e l e a s e  
s t a f f  f o r  t echnica l  t r a i n i n g  than they were previously,  so  t h a t  
the o v e r a l l  volume of t r a i n i n g  has risen; 

o a d d i t i o n a l  formal t r a i n i n g  has been undertaken, including a 
formal management t r a in ing  program, i n i  t i a l  t r a in ing  f o r  
un ive r s i  t y  graduates  en t e r i u g  the technica 1 departments, and a 
customer r e l a t i o n s  course  f o r  a l l  those dea l ing  with  Loan 
app l i can t s  and depoai t o r s .  

This l f s  t of e f f e c t s  should by no means be i n t s r p r e  ted a s  suggest ing 

t h a t  the  problema i d e n t i f i e d  i n  the a u d i t  have been resolved f u l l y .  

Rather,  the a u d i t /  t r a i n i n g  has had c l e a r  and pos i  f i v e  impacts. 

Executive Training 

A s  noted e a r l i e r ,  the t r a i n i n g  i n  t h i s  a r ea  was e i t h e r  i n  h o u s i n ~  

f inance i s s u e s  per  se o r  f o r  broadening the perspec t ive  of those 

p a r t i c i p a t i n g  on how to help lower income households improve t h e i r  

housing. The impacts of t h i s  type of t r a i n i n g  a r e  much more d i f f i c u l t  



to  i s o l a t e  than a r e  those f o r  corpora te  t ra in ing .  One c l e a r  e f f e c t  f o r  

those a t t end ing  t r a in ing  se s s ions  dea l ing  with low income housing was 

t h a t  i t  increased t h e i r  r e c e p t i v i t y  t o  being involved i n  s p e c i a l  

p r o j e c t s  dea l ing  with t h i s  group. A s i d e - e f f e c t  of a t t end ing  

conferences i n  both the low incoma and f i n a n c i a l  a r e a s  worth not ing is 

that HDFC p r i v a t e  approach to  providing housing f inance  was o f t e n  viewed 

as novel and therefore  a t t r a c t e d  considerable  a t t e n t i o n .  This i n  tu rn  

permitted the HDFC people t o  take a p re sen te r  r o l e  on occasion,  wi th  an 
I 

a t t e n d a n t  increase  i n  self-awareness and confidence i n  the s t r a t e g y  

which the corpora t ion  was taking. Uhile i t  is n o t  poss ib l e  to  document 

the e f f ec t iveness  of t5e var ious  t r a in ing  a c t i v i t i e s  under taken i n  t h i s  

a r ea ,  the team's sense is t h a t  the broadening and deepening of the s t a f f  

involved was valuable  and may have e f f ec t ed  the o v e r a l l  achievements of 

the Housing Guaranty Loan pos i t i ve ly .  
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Annex h 
Objectives of H6-001 for India 

The original Project Paper (1981) specifies the following Program Outputs, 
which seem to provide the best statement of intended objectives for the 
loan (pp.3-4): 

1. "The first year's authorization will directly finance $20 
million of housing units, all for families at or below RS 1,200 per month 
income. Since HOFC policy is to finance no more than 50 percent af 
corporate housing projects, an additional $20 million of housing units will 
be constructed as pa+t of the overall financing package of which some 
portion will be used for lower income uorkers. Using the average cost of 
housing unit3 financed under corporate loans in FY 1981 of RS 46,000 
(J5,570) and allowing for an inflation factor of 15 percent, an estimated 
6,000 units will be constructed as a result o f  the first $20 million HG. 

' I n  FY 1982, it is possible that some individual units will be 
included for ftnanciag under the HG. I f  so, and with a 30 percent 
downpayment, the number of units financed may be somewhat smaller." 

2. "The short-term technical assistance and training will result in 
increased capability of HOFC staff." 

3. "The institutional output will be an expanded HOFC, operating 
more effectively, uith an increased level of lending and with the 
reputation and capacity to attract and absorb higher levels of borrowing 
and deposits." 

These 'latter two points are expanded upon in Section G.l of the PP, i.e. 
Expected Achievements - Institutional (pp.15-16) 

"a. Short-term: The major achievement that this program aims for 
is a strengthened HOFC which will be increasing the amount o f  funds i t  is 
raising from the domestic capital market and from depositors and, 
therefore, increasing its loan activity. To attribute some part of HOFC's 
increased level of activity directly back to the provision of HG financing 
other than that specifically contributed by the HG, i.e. a multiplier 
effect, would be difficult... 

'b. medium- and long-term: Over the medium term, the objective 
wrll be to assist in increasing the scope of HOFC's operations from the 
level i t  is now at in terms of geographic coverage, in income levels 
reached and type of shelter financed and in its expanded variety and 
sources of debt obliqations including deposits, loans, bonds, secondary 



market creation, etc. 

'Over the long term, the objective is to contribute to the 
Punctioning of a country-wide housing finance system. 

'c. Sustainability and Replicability: The whole premise on which 
this program is based, if valid, assures its replicability. That is, that a 
private sector institution can raise capital, both institutional and from 
individual savers, to finance housing for a wide range of income levels and 
on an unsubsidized basis drawing on the dynamism of the private sector." 

The statement in the Logical Frameowrk of the PP specifies the 'magnitude 
of outputs" expected 'from the project in some detail for all of HOFC's 
operations. (That is, theso are goals beyond the direct use of HG resources 
for assisting low incpme households.) In most cases it  gives a five year 
goal and a two-yeat goal; since the loan disubrscment period turned out to 
cover a three year period, some interpolation between these goals and 
accomplishments is necessary. 

output 5-year ouput 2-year OL t pu t 

1. increased resource 
availability to HDFC 3400 million $110 million 

2. increased number of approx. one-third of all loan 
low ~ n c o m e  beneficiaries loan recipients will be low income 

3.expanded HOFC 2 new branches yearly; 2 new branches yearly; 
operations; officss 01 78,000 d.u. 32,000 d.u. 
loan applic's processed 

4.incrpased avail. in 225 corporate loans; 75 loans; 13,500 bene- 
outlying areas 22,000 benefitting HH ficiaries (10,000 w. HG 

resources 
(There is some inconsistency between the targets for the number of HG- 
assisted households listed here and those in the statement of objectives.) 

The Project Paper for Phase I1 of HG-001 (June.1983) amended the objectives 
stated in the original PP in only one signficant way, i.s., in increasing 
the focus of HOFC's own resources on lower income househo!ds. This is most 
clearly stated in Section 1II.h of the PP --Phase 11 Program Objectivev - 
Current Program. 

'...Phase I1 of the current H6 program, while continuing to 
support HOFC's institutional development and continued growth, also marks a 
shift in program emphasis toward increasingly more active pursuit by HOFC 
of accessing lower income clients. This pursuit however must be staged 



uithin the context of organization31 realities. Adopt~on of a low income 
policy ctotemcnt was clearly a necessary move in this direction. The next 
step t i 3 1  the development o f  a realistic action plan for policy 

1 . .  implementation. Th is  is to be a condition precedent to t h e  borrowing of 
Phase I 1  funds..." 



Annex B 
Kay Oates and Exchange Rates i n  H6-001 f o r  Indla  

Sequence o f  wants 

F i r s t  t r e n c h  

7 /81 date  f o r  HOFC t o  d i s b u r s e  funds a g a i n s t  l o a n  

12/81 iniplementat i o n  agreement 

1/83 loan  axeduted 

2/02 ?* icds d i sbu rsed  t o  HOFC 

6/83 d i sbu rsed  funds f u l l y  l i q u i d a t e d  

Second t r a n c h  

8/83 implementa t ion  agreement 

1/94 loan agreement s igned  and funds d i s b u r s e d  t o  HOFC 

6 /84 d i sbu rsed  funds a r e  f u l l y  1 i q u i d a t t d  

Appl i cab le  sxchsnqe r a t e s  

. f i r s t  t ranch:  Rs. 9.53 t o  $US 1 

second t r a n c h  RS. 10.56 t o  $US 1 

F o r  purposes o f  t h i s  e v a l u a t i o n ,  we w i l l  trse an exchange r a t e  
o f  Rs.10 t o  $US1 th roughout .  



Annex C 
Note on Estimation of  Median Household Income 

Accurate data on the distribution of income ia lacking in many 
developinq countries. In India the problem of accuracy of data has been 
compounded by delayed reporting, so that the analyst has to adjust 
distributional data for a large number of years to obtain figures that 
obtain to the preaent time period. 

In preparing the 1981 Project Paper the analysts relied up a World 
Bank aponsored survey in 1977 of household rncomes done as part of an 
appraisal for a water and sewer project in Bombaytll. The figures were 
updated to 1981 using the GO1 estimated increase in the consumer price 
index between 1977 and 1981 (49 pe~ccnt). This produced an estimate of 
median housshold income of 1,500 Rs. per month. Based on various 
judgements, i t  was decided that the corresponding figure for all urban 
areas was about 20 percent leas than for Bombay -- or 1,200 Rs. per month. 
This Piqure has been used throughout HG-001 in determining the eligibility 
of households for HG-supported loans. 

The most recent national income distribution data for India that has 
been thoroughly analyzed and released are for 1975-1976. A paper by Rao 
prssents a full description of these data and revised urban and rural 
income distributionstZ1. These data show a median annual household income 
in urban areas at the time of the survey of 5,040 9s. or 420 As. per mooth. 
Inflating this number to 1981 Rs. using the CPI yields a median monthly 
income figure of 710 Rs. In 1984 values the 1,200 and 710 Rs. figures are, 
respectively, 1,560 and 923 Rs. Finally, one must note that these 
adjustments for inflation make no allowance for growth in real incomes over 
tha decade from 1975 to 1984. In India it would appear that real per 
capita income has been on the order of 0.7 percent per annum.l31 Applying 
this rate on a compounded basis to the 1984 figures just cited, gives 
revised median monthly incomes of 1,672 and 989 Rs., respectively. 

- 
On the basis of these figures i t  would appear that the median 

houshold income in Bombay is about double (i.e., in 1981 Rs. 1500 vs. 310) 
the average value in other urban areas, rather than only 20 percent 
greater as used in arriving at the Rs. 1,208 figure. While there is no 
ground for disputing the accuracy of the median income Piqure being used 
for Bombay, the foregoing does sug~est resson to question a 20 percent 
reduction of the Bombay figures to use for all urban India. 

fit the same time, one must be aware that there is very likely a good 
deal of between city variation in income levels, perhaps both by region of 
the country and size of place. Moreover, the fact that the basic income 
data being used are a decade old introduces enormous uncertainty into any 
such calculations. I n  ;articular, national income grouth may have favored 
cities over the period nuking the higher income levels used in the project 
correct. For this reason i t  is difficult to argue for a change in the 



median income figure now being employed. Hawever, the figure should be 
appropriately aligned as soon as new income data are available. 

Lastly, the problems of comparing income data gzthered in household surveys 
with those reported by HOFC loan applicants might be noted. There is a 
well-known pattern of underreporting of income in household surveys; 
households are understandably reluctant to reveal all of their income, 
despite promises that the information collected will not be used for tax 
and other purposes that could harm them. The HOFC loan applicant by 
contrast has a strong incentive to report all of his income: the greater 
his income the larger the loan for which he =auld qualify. These 
conflicting reporting patterns mean that there is strong tendency for 
comparisons of HOFC applicants' incomes with general income distribution 
data to overstate the relative income position of the applicants. 
Unfortunately, thereiis no way to estimate how large this error might be. 

1. Staff 4ppraisal Report, Second Bombay Water Supply and Sewerage 
Project, Washington, O.C.: World Bank, Report, no.1970b-IN, 1978. 

2. U.V.B. Rao, "€PO Income Distribtuion Project: Oata on Income 
Oistribution in India," Washington, D.C.: World Bank, Economic and Social 
Oeta Division, Working Paper No. 1980-2, 1980. 

3. Oata on rates of population growth and in aggregate real GOP a r s  from 
Tables 1.3 and 2.2(b) of the Statistical Annex of, World Bank, Situation 
and Prospects o f  the Indian Economy - A Medium Tern Perspective. 
(Washington, O.C.: World Bank, South East Programs, 1984). 



h n e x  0 
Plan for Inspection o f  Unitstal 

Purpose 

The inspection of the units ia to insure that the units were 
adequately constructed, i.e. free from gross defi~iencies and 
that the property is capable of a life at least as long as 
the mortgage on the property, assuming proper ,maintenance. 
(The rough criteria of freedom from gross deficie:mies is 
being used because of the considerable tine, up to several 
years, which mdy have passed between completion of the unit 
and this inspection. 

The resources likely to be available for these inspections 
precludes inclusion of enough units to constitute a 
scientific sample with a reasonable standard error of the 
estimate. Rather, a small sample of units will be inspected, 
which will yield indicative information on this point. 

Samplin~ plan 

The unlts to be inspected will be drawn from the areas 
covered by the same branch offices that members of the 
evaluation team will visit, in order to provide reinforcinp 
information on operations in each of these three areas. The 
three branch offices are: Puns, 8angalors, and Madras, 

Corporation workers' houaing. Inspections will be of the same 
projects which members of the evaluation team actually visit. 
It is anticipaked that at least two projects will be visited 
from each branch office. The inspector should examine 3 to 5 
units at each project, selecting different types of units for 
inspection. (The projects themselves will be selected on the 
basis of a combination of accessibility, number of units 
involved, and the proportion of units designed for occupancy 
by lower income households. The team will suggest projects 
which were financed with H6 funds; and th team and HOFC will 
mutually agree upon those to be visited.) If more than two 
projects are visited by the team members, the inspector will 
select two projects from among those visited by the team. 

Individud loam. The inspector will examine five separate 
structures involving individual loans from HOFC, i . e . ,  i f  in 
a multiunit structure several units have HDFC loans, only one 
unit from the structure should be selected. The sample will 
be drawn randomly from sanctions on Agenda 1, i.e. those with 



low loan amounts. Those sample units selected which are too 
far from the branch office to permit the inspector to viait 
them jfficiently will be replaced with other randomly drawn 
units. 

Report 

The inspector will prepare a report, organized by branch 
office and within each branch office by individual vs. 
corporate loans. For each unit inspected he will list its 
name, the type of loan involved, location, year built, a 
brief description of the condition of the unit, the presence 
of any serious deficiencies, and, in the case of the presence 
of such deficidncies, whether they can reasonably be 
attributable to poor construction and i f  they are of a nature 
that proper inspections during the construction process 
should have identified them and lead to their correction. 

In addition, the inspector will provide a general estimate of 
the cost of USA10 doing an inspection of dwelling integrity 
for each unit or project financed with Housing Guaranty 
funds. These costs should include only the actual cost of. 
inspects, ignoring the coat to US410 of organizing and 
managing these inspections. 

a. This statement was prepared in the field and given to 
and reviewed with the fiID engineer who did the actual 
inspections. It served as his terms of reference. The 
engineer visited the corporate projects in two of the three 
branch office areas with one other team member. 



Annex E --- Branch Office Interview Guide --- 

Branch offica: Manager : 

fl. Funds moblitation 

1. Our understanding is that moat branches make loans worth more money 
than they funds they take in in deposits. Is this true of this branch? 

About uhat percerct od the funds you lend do you collect in deposits? 

Has this percentage been the same for the past several years or has i t  been 
changing? I f  it has been changing, are you becoming more or less dependent 
on Bombay for funds? 

2.What methods do you use to raise deposits from corporations? [newspaper 
ads, flyers, personal visits, follow-up of possibilities sent frbom 
headquart era? 1 

Has the change in the regulation permitting tlOFC to advertise ?or aposits 
made a difference in your overall marketing strategy? 

Do you offer corporations special loan rates i f  they have deposits with 
your branch7 How does this work, 1.0. is there a minimum balancs of CDs 
required, etc. What is the size of the reduction in interest rates to the 
corporations? 

&a there other forms of preferential treatment given to corporations for 
loans i f  they are depositors? 

3. What do you do to get households to deposits funds with the HOFC? Could 
you explain your approach in general? 

(After the initial answer prompt, as appropriate, with the following: 
brokered deposits? do you give sons sort of preferential treatment to 
depositors for mortgage loans71 

4. How do HOFC's rates campare with those of other insitutions in the area, 
with the rates available from informal lenders? 

' S. Among household accounts, what would you say is the average savings 
balance? Is there a large proportion of very small accounts? Ars these 
accounts worth maintaining givsn the cost of servicing them? 



0 .  Individual Loan Program 

I .  How do housebuyers find out about the availability of 
loans from this branch office of HDFC? 

2. Do developers send potential housebuyers to you? Do you 
seek out davelopers who are building low cost housing and 
suggest that they tell their potential customers about HDFC 
loans? 

Do you ever try.to persuade developers to reduce the size or 
cost of housing units? 

3. Does this branch have a program of outreach to smaller 
towns? When did it start? How many days per month has your 
staff spent on visits taking loan applications in smaller 
towns? How many loans have resulted? About what percent of 
your overall individual loan program during the same period 
d i d  that represent? 

Are the incomes of the borrowers in smaller towns lower than 
the incomes of borrowers in cities? Are the housing costs 
lower? If they are, is i t  because of lower land costs or 
different use of materials or other factors? 

4. What are your nost common reasons for turning down loan 
applications? 

When an applica~t can't afford the loan, what is your 
approach7 Suggesting sources of larger downpayment? 
Recommending areas with lower land costs? Recommending 
building a smaller house? 

S. How do you determine when a loan applicant can pay more 
than 25 percent of income for a loan7 What is the highest 
you permit? 

6. 8esides visits to smaller towns, do you have any other 
program designed to reach more lower income homebuyers7 



C. Corporate Loan Program -- General 

1. How do you make contact with corporations interested in 
building worker housing? 00 you seek them out or do they 
hear about HDFC and come to you? 

2. What are you looking for when you review a loan 
application for worker housing? Do you give priority for 
certain types- o f  applications? HOFC depoaitors? 
Applications with housing for workers in lower salary ranges? 

3. When you discuss plans for worker housing with 
corporations do you try to persuade them to 6uild smaller or ' 
lower cost units? To increase the number of units for lower 
salaried workers? 

Have you ever rejected an application because the income 
levels for which the housing was being built were too high? 

4. no you think you could persuade corporations to build 
more housing for lower salaried workers i f  you offered an 
interest rate dependent on the cost of the units (like your 
scaled interest rate structure for individual loans)? 

5. How much additional demand for corporate worker housing 
do you think there is in the area coverad by this branch 
office? How much of this kind of business do you expect to 
do over the next three years, compared with the last three? 



0. Questions on Each Corporate Project Visited 

1. f'ease tel1,me about the . The records I 
have seen show i t  having the following characteristics (use 
information sheet for each project). Is that correct? 

2. I f  you were involved in reviawing the project before it 
was approved, what made you think it would be a good project7 

What do you think the outlook is for this industry in this 
area? For example, is the demand for the product strong? Do 
you fvesee labor problems with this industry or problems 
with government regulation? 

What about this firm? Is its outlook good? 

Did you have any discussions with the corporations on the 
sire or cost of units or on the income levels of the workers 
for whom the housing was being built? 

Did you discuss the possibility of making this a line-of- 
credit loan in which the corporation would on-lend the money 
tor workers to buy the houses? 

3. Tq this project in an area designated as a backward area 
by the 601 or the state government? 

Do you think the worker housing was essential for getting 
workers to agree to locate hers? Workers at all salary 
levels for which the housing is provided? 

Where would the workers have lived i f  this housing had not 
been built? 

Without the HOFC loan, do you think the corporation would 
s.til1 have built the housing? Some of i t  or all of it? 



E. Training 

I .  Did you participate in the training program conducted for HOFC em~loyees 
by the Institute for Financial Education last year? 

How effective do you think this training was, i.e. do you think that HOFC 
is aptrating better now because communcations among the staff is better, 
because central office and branch office relationships are better, and so 
forth? 

Did you personally learn much from attending the seasions7 Can you give me 
an example of how you have changed your work practices because of what you 
learned at the traininq session? 

2. Have you participated in other training exercises while you have been at 
HOFC? which? How would yo2 rate their effectiveness? 

3. What special advice or training hl-tve you received about dealing with 
lower income mortgage loan applicants? Has this dealt with how to attract 
such applicants as well as how to help them qualify for a loan? 

Have you given special instructions to your staff about dealrng with lower 
income applicants? What type? Is it now part of the standard, formal 
training for new loan service officers? 

4.  In your opinion what is the greatest existing need f ~ r  training, not 
only for branch managers like yourself, but for the staff in general? 

F. ~eckntralirat ion of  authority 

1. Do you have the authority (without obtaining explicit review from the 
central office) to: 

a. approve individual Loans 
b . approve 'corporate (workers ' housing loans 
c. hire clerk3 and underwriters; dismiss junior level staff 

2. Do you have any training resources under your control. For example, can 
you authorize some time off ,for an employee to take a job-related course at 
a local institution? Can you authorize payment of training course fees? 

3. How is the marketing strategy for attracting funds for thij branch 
developed? Do you prepare a plan and submit it  to Bombay or what? 



4. Would you say that branch managers have about the right amount of 
latitude in making decisions? If there are areas of change needed, which do 
you think are the most important? 

6. Inspection o f  dwellings during construction 

These questfona concern the procedures that your office uses in making sure 
that units are properly constructed. They concern both individual loans and. 
corporate loans for worker' housing; so when answering please distinguish 
between the two, i f  the procedures are different, 

1. At what point in the construction process, i f  any, does an HOFC building 
inspector go out to t,he site and examine the quality of the construction 
work? 

is this person on the.HOFC staff or is he under contract to HOFC? 

What are the qualifications of the inspector3 you use? 

2. Is the local government also responsible for inspecting the units during 
construction? Which government is this? 

00 these inspections occur at the same points in the process as do the HOFC 
inspections or at other times? 

In your personal opinon, based on yo<? *xperience over the years, do you 
believe that the government officals always do the inspections that are 
supposed to be required? Sf not, how often do you think that they skip one 
or more of the required inspections? 

How much da the procedures we have just been discussing vary among local 
government jurisdictions? 

1. As part of the standard underwriting process, ; understand that an HDFC 
appraiser examines the property in question to determine what its value is 
or will be after the dwelling is built. Sometimes the actual value of the 
unit exceeds the sales price, in order to avoid taxes. 00 you have a rough 
idea, on average, of the difference between the full value and the sales 
price? For example, would the s d s s  price be 75% or 50% of the full value? 



Intornstion from AID/RHUDO files 

- units sq.meters ,c:os t /uni t incomes 
I 

- units sq.meters cost/unit incomes 

- units sq.meters cost/unit incomes 

- units sq.metors cost /uni t incomes 

- units sq.meter¶ cost/unit  income^ 

1. i understand you have the following size units (describe 
using sq. meters. Ars there other units financed by the HOFC 
loan that I've missed? (Add in). 

2. Please tell me some other things about these units. 

How many rooms? 

What kind of sanitary facilities? 

Construction materials? 

Bachelor units or for families? 

Number of people living in each type of unit? 

3. For each type of unit, can you tell me: 

(Notex Don't repeat f i l e  Lnfo -- looking for independent 
anauer ) 

a. the jnb titles or job descriptions of the workers who 
are living in tho units; 



b. their 3alaries or salary ranges7 

4. For each type of unit,how many of the workers living in 
the units are local people and haw many came from somewhere 
else? 

I f  you had not built this housing, would you have been able 
to find workers? Where would the people who live in this 
housing be living instead i f  they are local people? I f  they 
came from outside this area, what kind of housing would they 
have been ab le  to find? 

5. 00 you maintain the units (e.g., painting, repairs) or do 
the occupants do this? (Note observation on condition of 
units. 

6. 00 workers who do not live in the corporation's housing 
receive a hou.:ng allowance? How much? 

Ouestians 7-11 4ra on rental projects. 

7. 00 the occupants of this housing pay reet? How much? 

Who pays for the electricity? 

8. 00 you offer the occupants an opportunity to buy the 
units if they want? How does that work? 

9. When you planned this housing and discussed the loan with 
HDFC, did you ever consider having the workers buy the units 
with some sort of subsidy or guarantee from the corporation? 
Why didn't/wouldn't that have worked? 

10. What happens when a worker leaves the company but still 
wants to stay in this area and live here? 

11. What happens when the worker retires? 

Quertiona 12-15 are on honaounarshlp projects. 



12. What a re  t he  terms under which the  occupants w e  buy ing 
the u n i t s ?  

3 f i re you p r o v i d i n g  a subsidy o r  i s  t he  cos t  o f  the u n i t s  
be ing f u l l y  recovered from the workers who buy them? 

14. Why t i d  you decide t o  make t h i s  a homeownership program 
r a t h e r  than hav ing t he  c o r p o r a t i o n  own t he  housing? 

15. Do you haye same workers f o r  whom a homeownership 
program would not  work? Where do they l i v e ?  Oo you have any 
p lans  f o r  p r o v i d i n g  housing f o r  them? 

fisk qusstions 16-19 f o r  a l l  p r o j e c t s .  

16. 8esides housing, does the  c o r p o r a t i o n  p rov ide  o r  s e l l  
o t he r  consumption i tems t o  the  workers? Where do t he  workers 
shop f o r  food, c l o t h i n g ,  e tc .?  

17. I f  t he  HOFC loan had no t  been a v a i l a b l e ,  would you have 
acqu i red  t he  funds t o  b u i l d  t h i s  housing Pram some o the r  
source? (Probe: i n t e r c o r p o r a t e  loans,  HUDCO, I C I C I ,  e t c . )  

18. How does the  HDCC loan  r a t e  compare w i t h  r a t e s  f o r  o t h e r  
sources o f  funds? 

19. Do you have p lans  f o r  expanding t he  amount o f  worker 
housing you p rov ide?  I f  so, will t h i s  cover more o f  your 
cu r ren t  workers o r  be p a r t  o f  an expansion o f  your, 
operat ions? 

Oo you hope t o  he lp  f i nance  t h i s  a d d i t i o n a l  worker housing 
w i t h  an HDFC loan? 
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A T t M  O l l  

~ U U R C ~ ~  Evaluation of Housing Guaranty Loan 001 t o  Indla,  The Houslng 
Devel opment F i  nanc a Corporatl on (HDFC ) 

TOI Mr. Robert W. Nachtrieb - 

A. I NTRODUCTI ON 

The cvaluatlob team consisting o f  Ms. J i l l  Khadduri and Messrs 
Raymond J. Struyk (leader), Robert Buckley and Y.P. Kumar v i s i t e d  
HDFC's headquarters a t  Bombay and branch o f f i c e s  and various housing 
s i t e s  a t  Bangalore, Madras and Poona from March 7-21, 1985. Ms. 
Viviann Petterson assisted the team. This repor t  pertains t o  the 
engineering review o f  the HDFC program which I carr ied  out as p a r t  
o f  the evaluation. 

B. OBSERVATIONS AND FINDINGS 

The team v i s i t e d  two company s i t es  (corporate 1 oan program) each 
a t  Bangalore and Madras, and three a t  Poona. The number o f  un i t s  i n -  
spected were 15, 18 and 22 respectively. The number o f  un i ts  inspec- 
t e d  under ind iv idual  loans were f i v e  i n  Bangalore, seven i n  Madras 
and e igh t  i n  Poona. The t o t a l  number o f  u n i t s  inspected, both under 
corporate and ind iv idual  loans, i s  75. Random select ion o f  s i t es  
were made a t  the above three branches. The inspection was ca r r i ed  
ou t  w i  t h  rpeci a1 at tent ion t o  the qual i t y  of bu i ld ing  material s used, 
and qual i t y  o f  z hi 1 , e l  e c t r i  c, p1 umbi ng and sewerage d i  sposal works. 

FINDINGS 

1. A1 1 bui ld ings were found t o  be s t ruc tu ra l l y  sound. 

2. The construction qual i t y  was found t o  be generally good. 

3. A1 1 necessary f a c i l i t i e s  such as e l e c t r i c  supply, plumbing 
and sewerage disposal were found t o  be i n  place and ' ~ c t i o n i  ng 
sa t is fac to r i l y  . 

4. Construction was found t o  have been car r ied  out w i th  
general 1 y accepted speci f i c a l i  ons i n Ind i  a and sound engineering 
practices. 



5. The res ldent la l  u n l t s  being constructed f o r  lower Income 
borrowers were wel l  designed, functional and had proper a l r  
c l  rculat lon.  

6. I n  addl t lon t o  the  above, I reviewed HDFC f l l e s  f o r  2 4  
loans f o r  corporate sector houslng and 30 f o r  lndlvldua1 loans. It 
was found t h a t  loans were f u l l y  secured mostly by mortgage o f  pro- 
perty, and I n  few cases under corporate loans, by p l  edglng o f  equl t y  
shares. I n  some cases HDFC makes disbursement agalnst a bank guaran- 
tee furnished by the corporate sector borrower I f  there I s  delay I n  
creat lon o f  a mortgage due t o  1 egal formal1 t les.  The bank guarantee 
remains vat I d  u n t l l  the creat lon o f  a mortgage. Addlt lonal securl- 
t l e s  such as pledglng o f  shares, f t xed  deposits, Insurance po l l c l es  
etc. are also taken f o r  tndlv ldual  loans. It was also found tha t  an 
I rtdepth appral sal ,d I ncludl ng engineer1 ng aspects, I s made before any 
loan I s  sanctioned t o  protect  the In terests  o f  HDFC. It was found 
t h a t  the 1 oans glven by HDFC are adequately secured. 

7. For the corporate sector, the bui ld ings are designed and 
plans are prepared by reputed archl tects, and construction supervi- 
sion I s  carr ied out by a f u l l  time arch i tect 's  resident engineer and 
c l v l l  engineers o f  t he  company. For Ind iv idual  loans, a p r l v t e l y  
engaged archl t e c t  o r  but1 der 's archl  tec ts  desl gn the bud 1 d i  ngs. The 
contractors carry o u t  t he  construction under the supervision of 
bui1 der's engineers I n the case o f  mu1 ti -story bui ld ings and/or 
s i ngl e-s tory compl exes. The but 1 ders have consi derabl e experl ence 
I n  b u i l d i  ng construction. Designs and construction supervi sion o f  
the dwell ings were found t o  be adequate. 

C. CONCLUSION 

It would appear t h a t  there I s  no need f o r  USAID t o  p e r f o n  engi- 
neering Inspection o f  HDFC un i t s  t o  be financed under HG-002; I t  i s  
possible f o r  AID t o  r e l y  on HDFC's own extensive in te rna l  checks and 
bal ances f o r  adequate construction qua1 i ty. 

Clearance : PD :GPW:shneya A 



A n f i a r G  
S i t e  S e l e c t i o n  f o r  Vinita to tIDX Branch Off ices  

The s i t e  v i s i t s  had hJo primary objec t ives :  

(1 )  to ga in  a d d i t i o n a l  informat ion on firm's p o l i c i e s  and 
prac t i cea  beyond t h a t  a v a i  l nb l e  from w r i t t e n  po l icy  s ta teman ts 
and interviews with key s t a f f  i n  Bombay; 

(23 to  v i s i t  sevexal  worker housing p r o j e c t s  to  make d i r e c t  
observat ions  on the hr?csing q u a l i t y  and occupancy and to  
interview corporate  o f f i c i a l s  on the coupany's housing 
p o l i c i e s .  

The t e a m ,  theref or&,  detarmined to  v i s i t  a s  wide .a range of branch 
o f f i c e s  and corpora te  p r o j e c t s  a s  the time c o n s t r a i n t s  of the p r o j e c t  
would permi t and to  choose branch otf i c e s  and a i  t e s  with a  minimum of 
guidance from HDFC. 

The f i r s t  s t e p  was to e l imina te  branch o f f i c e s  with very small 
ind iv idua l  Loan programs (e.g., Cochin) o r  too d i s  t a u t  f o r  a  48-hour 
t r i p  i rom Bombay (Calcu t ta ) .  

Bombay and Dadar (a suburb of Bombay) were e l iminated because of the 
team's ex tens ive  opportuni ty  to interview HDFC s t a f f  i n  Bombay and to  
v i s i t  HDFC-financed p ro j ec t s  i n  the Bombay area.  

Next the team made a  d e t a i l e d  review of the f i l e s  kep t  by AID/RHUDO of 
a l l  corporate  p ro j ec t s  approved f o r  disbursement under HGOOL. Uith the 
a i d  of a  map, s eve ra l  corpora t a  p r o j e c t s  were s e l ec t ed  u i  thin the 
j u r i s d i c t i o n s  of three branches : Pune (eau t e r n  Naha.rashtmj , Baagalore 
(Karnataka), and Madras (Tamil Nadu). 

Within the list of p r o j e c t s  f o r  each branch, p r o j e c t s  ware put  i n  
p r i o r i t y  order  based oa such cons idera t ions  a s  number o f  u n i t s  approved 
f o r  HGOOL and s a l a r y  ranges of occupants. The team wanted to 
concentrate  on p r o j e c t s  in r e l a t i v e l y  remote loca t ioas ,  b u t  a l s o  to  
include oae o r  tuo p r o j e c t s  where the workers would eventua l ly  own the 
uni ts .  

HDFC recommended a  modest number of changes to  the 11s ts -- @.go,  i n  one 
case the p r o j e c t  had n o t  been b u i l t  y e t ,  while another  p r o j e c t  was more 
than a day's t r i p  by car from the nearea t a i r p o r t .  Otherwise, HDFC 
staff arranged f o r  v i s i t s  to  the corpora te  p r o j e c t s  requested by the 
team, including interviews with corpora te  o f f i c i a l s .  Tenm members a l s o  
had ample opportuni ty  to interview the HDFC branch managers and to v i s i t  
u n i t s  f inanced by ind iv idua l  HDFC ioans.  

Interview guides  used by the team can be found a t  Annex E. 


