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PREFACE AND ACKNOWLEDGEMENTS 

In the quest for economic and financial reforms, issues of growth have become of prime 
importance. However, to make this growth sustainable and equitable, it is essential to address the 
questions of access to credit for all sections of the society. In the past, this has largely meant 
subsidized endeavours. But these have proved to be unsustainable and ineffective. During the last 
decade there has been a significant increase in community based finance systems. Unfortunately, 
and ironically, in housing finance the emphasis on loans with subsidized interest rates still 
continues. No effort has been made to use the more sustainable community based systems to 
enhance the reach of the low income groups to housing finance despite the increasing demand 
from these systems for housing finance. 

This study explores the potential of using community based finance systems for 
downmarketing housing finance. This will help to enlarge the market for housing finance. I,will 
also help to strengthen the community based finance systems, if appropriate partnerships between 
formal finance institutions and the Communit based Finance Systems are developed. 

This study has been undertaken for the Abt Associates, Massechusettes. who are the 
Mnagement Support Systems contractors to the USAID, for the Indo-USAID Housing Finance 
Expansion Program. I have benefitted a greatly from the stimulating discussions on the study 
approach and its initial findings with Ms. Sally Merrill, Mr. Richard Genz, Mr. M. Prahhakaran 
and Mr. Harry Garnett of the Abt team at different stages of the work. 

This part of the study is based on the initial review and analysis of the HFIs and CFSs 
through a study done at the National Institute of Urban Affairs. New Delhi. to which I was an 
advisor. I would like to acknowledge the excellent discussions and support in this study, 
especially from Dr. Dinesh Mehta and Ms. Saswati Ghosh of the NIUA. Ialso acknowledge the 
excellent support from the network of my past students, especially. Mr. V. Satyanarayana, Ms. 
Padma Desai, Mr. Adwait Khare. Ms. Swati Tanna, Mr. Abhijit Tanna, Ms. Esther Kumar and 
Mr. RaJesh Sharma. in a variety of tasks. 

The officials of the housing finance institutions. NGOs, community finance institutions 
and coopcratives took time out from their busy schedules to discuss and provide all possible 
information. I an. thankful to them for this. It is the 'dreams' and 'visions'. especially of the 
people working at the grassroots with these community based finance systems, which have helped 
mc to go beyond mere statistics, to visualize more systemic responses towards developing a 
system that reaches the po(,r 

The findines of this study and the proposed strategy are envisaged to he implemented 
through a number of carefully developed pilot proicects. I hope that these will hel) to attain the 
twin objectives of downmarketing husing finance and strengthening the community based 
ll.11kc sVstens. 

Meera Mehta 
.ii''. 199.4. New Delhi. 
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- EXECUTIVE SUMMARY 

the world over.The last two decades have seen dramatic changes in housing policies 
have changedWithin less than a generation, public policies and outlooks in this sector 

significantly. The last few years have seen the collapse of old orthodoxies. There is a continuing 

search for new paradigms which are both market friendly and ensure a better coverage and reach 

to all sections in society. Within the realm of housing policies there is a realization of the 

changing role of the government and the need to focus on enabling policies, especially related 

to land and housing finance. 

in the housing financeThe last decade in India has seen considerable developments 

system. While the role of private retail lending for housing finance has increased manifold, it still 

accounts for only 20 percent of the estimated total housing investments in the economy. There 

is thus ample scope for further expansion of the housing finance system in India. 

The expansion of housing finance system poses two critical problems. First, in order to 

ensure adequate resource mobilization, it must be done in commercially viable terms. This 

becomes even more important in view of the financial sector reforms underway in the country, 

which will lead to decline in the directed credit systems. Secondly. however, such expansion must 
toalso ensure a better coverage and reach across different sections in society and not lead 

a small section. It is within this two foldincreased conspicuous consumption of housing by 
objective that this study explores the possibilities of a commercially viable downmarketing 

strategy for the housing finance industry. 

Study Outline: 

The role of newly emerging HFIs in financing the groups below median income is very 

limited at present, with its share of about 13.5 percent of total lending. This is despite the fact 
from these groups as evidenced by thier borrowings fromthat there is an explicit demand 

informal sources. Thus, the major issue in downmarketing of formal HFI lending appear to be 
the low incomethat of an appropriate matching of the demand for housing finance among 

households to that of the requirements of the HFIs. This study pertains to evolving a 
the variety of community based financialdownmarketing strategy for housing finance through 

over the country as well as the urbansystems. It has looked at 18 NGOs working in cities all 
cooperative credit systems in three states. We have also interviewed 8 HFIs for their willingness 

a summary of these studies based on ato participate in these linkages. This report presents 
detailed two part report which also has profiles and case studies of 8 HFIs, 18 NGOs and 6 

1994). The final section brings together these findings to identifycooperative societies (NIUA, 
the basic design principles and detailed guidelines for evolving a downmarketing strategy for 

housing finance in India. 
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Community Based Finance Systems (CFS): 

The review focusses on two different types of CFS,namely those developed through the 
efforts of the Non Governmental Organizations (NGOs) and the others which have .ome up
through the network of cooperative finance institutions. There is a considerable overlap amongst
these two systems, as many of the NGOs have used the cooperative systems for developing their 
finance systems. Occasionally, an NGO has specifically focussed on developing cooperative 
finance systems. 

The NGO linked CFSs seem to be at different levels of development. Those NG(s which 
have focussed on strategising and creating external linkages have been able to expand their
activities considerably, with an NGO linked Community Finance Institution (CFI) like the SEWA 
Bank having over 3(XXX) members. The two forms of CFSs, the single and multi tiered ones 
present differing opportunities in terms of growth potential. zontrolling establishment costs and 
creating external linkages. It is necessary to evolve the linkages with these CFSs in relation to 
the organizational stn 'ires which have emerged. However, the linkages need to help strengthen
the CFS by assistance on financial management and adequate spreads to cover the establishment 
costs. A review of the savings and credit operations suggest very systematic procedures with an
emphasis on personal rapport, flexibility and group/social pressure for recovery rather than the 
conventional notions of high interest rates, long repayment periods and very safe collateral. It,
therefore, seems essential to ensure that these characteristics are preserved in any linkage
arrangement by allowing the NGO linked CFIs to originate and service the loans. The available 
:iubsidies. if any, need to be devoted to strengthening these CFSs, rather than being used for 
lower interest rates. 

The urban co 1 ,.., .c systems are quite widesrcad in India with a network of 
over 32MX) urban credit cooperative societies (UCCS), with a total working capital of Rs. 32
billion and a membership 15 as well as aboutof over million, 1400 cooperative banks, with a 
total working Rs. 134 billion by 1991. About 75 percent of the UCCS were based at the place
of work and organized as employees' service credit cooperatives whereas the other were 
neighbourhood based. Their savings and credit operations are also based on personal rapport with 
emphasis on developing regular thrift habits. Their financial performance, however, varies 
considerably and any effort at linkages will need to assess each society carefully. The costs of 
management arc lower than those of the NGO linked CFSs. As the ECCSs are able to do payroll
deductions, the risks are considerably less. However, their reach is limited to the workers in the
formal sector. The urban cooperative banks require specific policy changes like revising the 
ceiling limit,; on housing loans for inclusion as priority sector, permission for lending to primary
housing societies, for extending lending operations for housing built on land exempted from the 
Urban Land Ceiling Act, revising the limits on housing finance and the possibility of" receiving
relinance from the N IlB for housing loans for the non schcdulcd cooperative banks. Some of the 
smaller cooperative banks will also benefit from technical assistance for servicing longer term 
housing Itans. 

Compar.d to the experiences of cooperative finance system of operating a commercially 
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viable housing finance activity, albeit on a small scale, the existing cfforts by the HFIs to reach 

the households below the median income groups seem to focus on use of earmarked funds from 

donor agencies for specific projects. These emphasise lower interest rates and longer repayment 

as a project lending rather retail facilities for individual borrowers.
periods designed 

Downmarketing of housing finance on commercial terms is perceived to be difficult by the HFIs,
 

essentially due to three problems; i) lack of adequate affordability in relation to the prevailing
 

housing prices, ii) likelihood of high credit risks and iii) very high transaction costs to reach the
 

poorer households.
 

PROPOSED STRATEGY FOR DOWNMARKETING: 

The strategy envisaged for downmarketing housing finance to moderate and low 

using the existing CFSs. The important objectives
income groups, in urban areas, is based on 

to help enlarge the market for housing finance for the emerging housing
of this strategy are 

and to enable large segments of the 
finance institutions in the country on commercial terms, 

a better access to credit for housing
urban population to improve their living conditions through 

and community level infrastructure ficilities. 

The third objective of this strategy goes beyond the confines of housing finance. It is 

envisaged that it will also help to consolidate the different forms of community based finance 

systems by enabling them to expand their activities in a viable manner, enhancing their savings 

and help to integrate these systems with the general financial systems in 
mobilization potential 
the country. These structures would be far more replicable than the public housing projects with 

their limited reach. 

Key Design Principles: 

a
The development of a downmarketing strategy for housing finance requires 

careful identification of the perceived consiraints for a commercially viable system and the key 

design principles which attempt to overcome these constraints. Our review of the existing housing 

suggest three main areas of constraints for a commercially viable 
finance institutions 

I along with the main design principles
downmarketing stratev. These are illustrated in Table 

We would highlight the approach which moves away from the conventional 
to deal with these. 
notions ofreaching the low income groups through subsidies with an overemphasis on mortgage 

appropriate loanmore innovative efforts at evolving moresecUritv. The strategy aims towards 
the higher establishment costs. The underlying

products and enabling larger spreads to meet 
access to housing finance is more critical for the low 

premise of this approach is that wider 
more access to a limited few at lower costs. This strategy will also be far

income groups than 

sustainable in the long run.
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Table I : Constraints and Key Design Principles 

Constraint Design Principles 

1. High Credit Risk 

i. Measures to cover credit risk including insurance cover
ii. Delinquency Risk Fund 
iii. Appropriate Underwriting 

2. Affordability for Housing 

i. Design of appropriate new loan instruments 
ii. Selection of appropriate markets 
iii. Technical support 

3. High Transaction and Servicing Costs 

i. Developing CFI capabilities 
ii. Adequate scale of operations 
iii. Spreads to cover establishment costs 

Types or Linkages: 

In view of the basic design principles, two types of linkages between HFIsthe andcommunity based finazvce Systems are envisaged in this strategy. The first is based on FinancialIntermediation bv a CFI through a Bulk loan from the HFI/FI. Basically the arrangementinvolves a bulk loan from the HFI to the Community Financial Institution (CFl) with specifiedterms and conditions for on lending to the households. The CFI will have the responsibilities forloan origination and servicing and, would, therefore, also bear the credit risk. Many of the NGOssurveyed for this study, expressed a desire for such independence and freedom. In thisarrangement, the limit on total hulk loan maybe specified in relation to the capital base of theCI- or the thrift and credit groups under a NGO federation/association. The basic aim of thislinkage would be to use the grass roots strength of the CFI for downmarkeing and use thehousing finance to consolidate the CFI itselt" Within this, two forms of intermediation are 
visualised. 

i. Multi-tier Intermediation 
ii. Single-tier Intermediation 

The multi-tier intermediation uses the structure of federation or the apex agencies, whichin turn lends to :he primary CFI. The CFI in this case may either be linked to NGO or to the 
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Table 2 

FINANCE BEST AVAILABLE DOCUMENT
HFI-CFI LINKAGES FOR HOUSING 

INSTITUTIONAL RESPONSIBILITIES 
TYPE OF LINKAGE 	 ORGANIZATIONAL LINKAGES 

A.BULK LOANS/ 
HFI - Providing bulk credit 

LINE OF CREDIT 
- Defining credit and underwriting terms 

Loan purposes include home 
- Providing financial management

constructionlpurchaso. 
upgra jahon e xenion 

indivdual	 assistancepurchase of land. plot, home N 
Federalton - Appraise and monitor TCGs for bulk credit 

an,or cormumity infrastructure 

- Mobilize DRF 

Technical supportI-
a.Multi-lered - Market information-.. -

I ~, . -- C.I. kocrl Thrift and - Loan origination and servicing 
Intermediation 

il N--'-
lrl" 	 r Credit Groupi. NGO-Federation- Thrift l Credi Group
 

and Credit Group Model 


SHFI - Providing bulk credit 
r- Defining credit and underwriting termsIII ""l' " E(C.U 

Employer - Ensuring payroll deductions . - iii. 	Employer-ECCS Model L-


ECCS - Loan origination and servicing
 

FN ,,. I Registrar/ - Assist In identifying ECCS 

L T- DCCB 

Providing bulk creditMenhcr/ HFI -
IIFI1 iiioe Borrower - Defining credit and underwriting terms. 

DCCB - Appraise and monitor TCGs for bulk credit 

- Mobilize DRF 
I Rstrar - Technical support and market information. 

uccs - Loan origination and servicingL-Eo 17".4 
l)CCIt 
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Table 2 (cont'd) 

HFI-CFI LINKAGES FOR HOUSING FINANCE 

TYPE OF LINKAGE 	 ORGANIZATIONAL LINKAGES INSTITUTIONAL RESPONSIBILITIES 

b. 	 SIngle-tIered
 
Intermediatlon 


HFI - Providing bulk credit 

HFI 	 , , mbir/ - Defining credit and underwriting terms 
iv. NGO linked CFI Model BNGO - Facilitate appraisal of CFI.generation of DRFnituion REGISTRAR/ and loan servicing 

DCCB/
h i.GiSi.H EMPLOYER - Technical assistance and market 

OiF 
C,'HA-CX 	 informationG) 1 VIS/I
DUCG( 	 CFI - Loan origination and servicing 

I.,i'1OYtlIi 

B. NGO FACILITATION 
Loan purposes include home . 

_
 

construction/purcnase, [ 
 -l-tlri r
 
eajons j 
 T 	 HFI - Loan origination and servicing 

NGO/CFI - Facilitate loan origination
v. 	 NGO Facilitated housing iu- Loan servicing 

loans 
 Ggu11",C
 
J 	 ! lFinanc:ial 

EI(,( n titutm n 

HFI - Housing Finance Institution 
DRF - Delinquency Risk Fund 
NGO - Non-governmenlal Organization 
ECCS - Employees' credit cooperative society
UCCS - Urban credit corporative society BEST AVAILABLE DOCUMENT 
TCG - Thrift and credit group 69W 
CFI - Community/cooperative financial institution 
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cooperative institutions. In the single-tier intermediation, the HFI will deal directly with a primary 
CFI. which again maybe either linked to an NGO or be a primary cooperative society. The NGO 
or the cooperative registrar would facilitate the identification and assessment of the CFI. The 
detailed institutional responsibilities are shown in Table 2. 

The second form of the linkage is the NGO/CFI facilitated direct lending by HFIs. This 
arrangement is similar to the one that some of the HFIs like HDFC. LICHFL. Griha Vitta and 
GRUH have been currently experimenting. In this linkage, the loan agreement is directly between 
the HFI and the individual borrower, though the process is facilitated by the NGO or the credit 
cooperative society. The latter may help in loan origination and also actually service the loan on 
behalf of the HFI,at a fee. The credit terms and underwriting criteria suggested in Table 4 will 
also be 	applicable here. The basic aim of this linkage would be to encourage the HFI to develop 
a working knowledge of lending to these groups more directly, though its costs may be kept 
under 	a check by using the NGO-cooperative structures for loan servicing. 

Financial guidelines: 

The emphasis in the HFI-CFI linkages for bulk loans for housing finance is on developing
the basic financial principles for giving bulk credit to the community based financial institutions 
so that the risks are minimized and more appropriately shared. This will make it possible to 
replicate this arrangement on a larger scale in the future. The important elements of these are 
highlighted in Table 3. Major changes from the existing practices relate to the loan products in 
terms of purpose and security requirements, creation of a delinquency risk fund which is linked 
to the recovery performance of the CFI, allowing adequate spreads to cover the higher
transaction costs of the CFI at least in the long run, legal registration of the CFI and not only the 
NGO and the limits on bulk credit linked to the net worth of the CF. Such financial guidelines 
need to be worked out jointly by the HFI/Fl and CFI. These will get refined through the 
implementation of the pilot projects. However, initially negotiation with an open mind are 
essential to evolve mutually beneficial set of guidelines. 

Table 	3 :Financial Guidelines For IJFI-CFI Linkages 

1. 	 Mutually agreed upon and flexible purpose of loan, credit terms and underwriting 
2 	 DlMliLnuCncy risk fund. 

Group insurance to cover housing loans in the event of' death 
3. 	 Necessary spreads to covcr establishment costs. 
4. 	 Legal form for the community finance institutions - to permit borrowing of bulk credit. 
5. 	 Plan of operations for th bulk credit to be submitted by the community finance 

institutions (CFI). 
6. 	 Limits on bulk credit (overall debt equity ratio of around 10 for CFI). 
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Support Systems: 

The linkages between the HFIs\Fls and CFIs can succeed only through a supportive 
mechanism. There are three main components of a Support Package. The first one is Technical 
support for evolving viable projects for housing and/or community level infrastructure. The CFIs 
often donot have the necessary expertise to guide their borrowers and do proper assessment of 
the proposed housing action. 

Another totally neglected area is market information for these groups regarding available 
housing options and the related prices. A property information service would help to overcome 
this to a great extent. It would also enable the NGO or the cooperative to develop a better 
understanding of the housing costs. The third part of the support relates to the building up the 
financial management capacities of the CFIs through a better reporting system and through better 
auditing services. Appropriate training in this regard is essential. 

Such a support system will need to be evolved by national level agencies like the 
National Housing Bank in the initial period. Subsequently the HFIs or regional associations 
should take up these tasks. Such a system maybe supported initially through a grant carefully 
planned for phasing out. Over time, however, it must operate through a fee structure which will 
make it self supporting over time. 

Towards Pilot Projects: 

While the downmarketing strategy envisages expansion of the housing finance system to 
lower income groups on a widespread basis, the process may be initiated through selected pilot 
projects. The pilot projects need to be selected carefully to represent different models discussed 
above and aim for replicability. They will also need specific support systems as discussed above. 

While the design of the pilot projects will imply benefits both for the HFIs and CFIs, it 
is likely that the process needs to be facilitated, both by creating opportunities for interaction 
amongst the potential partners and by providing the necessary inducements by a careful use of 
subsidies for insurance cover, risk fund and support systems related to technical assistance, 
developing market information and training in financial management for the community based 
financial institutions. This support, through the necessary subsidies will need to come from the 
National Housing Bank or the USAID. 

The different NGOs will, however, require considerable efforts to meet certain pre
requisites like legal registration, developing a plan of operations, mobilizing funds for 
Delinquency Risk Fund and compilation of essential financial reports. Such assistance would also 
be helpful in enabling the other smaller NGOs with nascent arrangements to become a part of 
the downmarketing strategy. Similarly, the HFIs will also need to make considerable adaptations 
in their lending procedures. Specifically. they will have to extend the concept of bulk lending to 
CFIs. Most HFIs at present use this concept for lending to the corporate sector in any case. 
Secondly, they will also have to design new lending instruments (especially for non-mortgage 
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lending) and.evolve suitable financia. guidelines for these linkages. 

Conclusion: 

The growth of housing finance system in India in recent years has not been accompanicd 
by significant downmarketing. The downmarketing strategy as outlined above is cast in a pareto 

optimal mould, as the benefits accrue to both the sides; the HFIs developing a commercially 
viable expansion of their markets and the low and moderate income households gaining acces:; 

to housing finance which has largely eluded them so far. An additional benefit in this process 
will also be a further strengthening of the different forms of Community Finance Systems in the 
country and their integration with the general financial systems in the country in the coming 

years. These efforts, however, require careful design, the will to innovate and improve from 

'learning by doing' and above all the readiness to respond to the constraints of the partners in 

a positive manner in these partnership experiments. 
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SECTION ONE 

INTRODUCTION 

The last two decades have seen tremendous changes in housing policies the world 
over. Within less than a generation, public policies and outlooks in this sector have changed 
dramatically. The last few years have seen the collapse of old orthodoxies and a continuing 
sca,ch for new paradigms which are both market friendly and ensure a better coverage and 
reach to all sections in society. Within the realm of housing policies there is a realizatien of 
the changing role of the government and the need to focus on enabling policies. especially 
related to land and housing finance. 

The last decade in India has seen considerable developments in the housing finance 
system. The role of private retail lending for housing finance has increased manifold. For 
example, in the period from 1987 to 1991 , the total institutional finance for housing is 
estimated to have increased from 9(X) to 2600 million rupees. Even then this constituted just 
20 percent of the estimated total housing investments in the economy. There is thus ample 
scope for further expansion of the housing finance system in India. 

The expansion of housing finance system poses two critical problems. First, in order 
to ensure adequate resource mobilization, it must be done in commercially viable terms. This 
becomes even more important in view of the financial sector reforms underway in the 
country, which will lead to decline in the directed credit systems. Secondly, however, such 
expansion must also ensur, a better coverage and reach across different sections in society 
and not lead to increased conspicuous consumption of housing by a small section in society 
only. It is within this two fold objective that this study explores the possibilities of a 
commercially viable downmarketing strategy for the housing finance industry. 

The limited information available on the share of below median income groups in the 
retail lending indicates some down marketing efforts by the housing finance companies being 
made already. However. the available evidence suggests that only 13.5 percent of the 
.istitutional lending is for families below the median income (JPS, 1993). This is unfortunate 
as the demand for housine by the households below the median income has been well 
documented. Mlehta and Mciha (1989) report housing expenditure of nearly 17 per cent of 
monthlv income amnra low income households as against just 5 per cent. for higher income 
groups. NIUA ( 1991) reports that access of fornal housing finance is quite limited for the low 
income groups. In this survey of 2(X) households, 41 per cent households were found to be 
using finances from informal sources. Nearly 31 percent of households borrowed for short 
term period at interest rates exceeding 24 per cent per annum. Flexible collateral, easy 
accessibility and quick processing were the three main factors that seem to have forced the 
low income households to borrow from informal sources. Mehta and Mehta (1992) based on 
a study of two cities in Gujarat also highlights the greater financial leverage achieved by 
lower income households when they had access to institutional finance as compared to the 
middle and upper income households. 

Thus. the major issue in downmarketing of formal HFI lending appear to be that of 
an appropriate matching of the demand for housing finance among the low income households 
to that of the requirements of the HFIs. Downmarketing of housing finance on commercial 



terms is perceived to be difficult by the HFIs, essentially due to three problems; i). lack ofadequate affordability in relation to the prevailing housing prices. ii). likelihood of high credit
risks and iii).very high transaction costs to overcome the other problems. 

The need for such alternatives has been increasingly recognised in the general financialframework of the country. For example, the Chief of the Central Bank (RBI) was quoted ina recent public address to have pointed to the need for "People's participation credit deliveryand recovery and the linking of formal credit institutions with (low-income) beneficiariesthrough intermediaries such as non-governmental organisations could be thought of asalternative mechanisms for meeting the credit needs of the poor" (Economic Times, 1994). 

Innovative financing arrangements and linkages which enable the use of alternativemechanisms for assessing creditworthiness, group security, door to door collection of savingsand loan instalments, and alternate collateral are needed to increase the reach of HFIs. 

Study Outline : 

This study pertains to evolving a downinarketing strategy for housing finance. Theinitial terms of reference for the study focussed e;.,Jusively on the identification of NGOs aspotential intermediaries to reach the low income hous,.holds. The study began with a list ofeight potential NGOs which have done significant work in the housing sector and/or settingup of community - based finance institutions for mobilizing savings and providing credit tothe low income groups. As we began the work, the list of eight NGOs was expanded to 18NGOs. T-his was necessitated to understand the diversity of housing related activities and therange of experiences associated with the community based finance systems. 

While examining the formal organisational structure of these community basedfinancial institutions, it was found that most were established under the cooperative finacialinsitution statutes. It was thus deemed appropriate to dwell deeper into the cooperativefinance institutions and their potential role in down marketing housing finance. India has awide network of over 30,000 registered primary non-agricultural credit cooperative societies.In the states of Andhra Pradesh, Gujarat and Maharastra, where a large number of urban
credit cooperatives are located, detailed 
case sudies were undertaken to assess their capacity

for participation in housing finance.
 

This report presents a summary of our analysis of the major Housing FinanceInstitutions, the NGOs and the Cooperative Finance Institutions. The next section presents themajor findings of these existing systems. This summary is baed on a detailed two part reporton this analysis along with profiles and case studies of 8 HFIs, 18 NGOs and severalcooperative societies (NIUA, 1994). The bringsfinal section together these findings toidentify the basic design principles and detailed guidelines for evolving a downmarketing
strategy for housing finance in India. 
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SECTION TWO 

COMMUNITY BASED FINANCE SYSTEMS 

A Summary of Study Findings 

During the last decade, there has been a growing awareness of the importance of 

community based approaches in developmental action and processes. Whether it is in the 

national policy outlooks or the agenda of the international agencies, there is a consensus on 

the potential offered by the community based systems. This study has focussed on two 

different types of community based finance systems (CFS), namely, those developed through 

the efforts of the Non Governmental Organizations (NGOs) and the others which have come 

up through the network of cooperative finance institutions. There is a considerable overlap 

amongst these two systems, as many of the NGOs have used the cooperative systems for 

developing their finance systems. We present the main findings of the detailed studies of these 

two finance systems in several Indian cities. 

2.1 NGO LINKED COMMUNITY FINANCE SYSTEMS 

Our review covers 18 different NGOs spread throughout the country and who have 

been involved with housing and/or finance related activities. Out of these, 12 have been 

involved with community based finance systems. Table 2.1 highlights the profiles of these 18 

NGOs. 

Coverage and Organizational Roles 

While limited coverage and reach has often been cited as limitations of the NGO 

sector, our analysis suggests that some of the NGOs have a large and expanding coverage. 

This increase in scale and coverage is critically linked to evolution of appropriate 
are.organisational roles and lir:kaecs. The three critical roles in this regard 

Grass roots base with through community groups or own organisation 

a single activity delivery of a single service in or a fewone 
comrnnuflii'iC. 

Developmental activities 	 many related activities like provision of 
education and health services. savings and credit 
groups, training for income generating activities, 
etc. in one or more communities. 

External linkages and to mobilise resources, receive technical 

strategy assistance, enhance interactions and expand the 
coverage. 

All the three roles are critical for 	 an effective coverage and expansion of NGO 

operations. Thus, those NGOs which have combined these roles, like SEWA, BCC, SPARC. 

FTCA. etc have enhanced their coverage significantly and effectively. 

3 
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Table 2.1 
NGO Profiles 

N(;O 
(Year (if
Inception) 

Areas of 
Operaion 

Coverage ltouslng/infrastructure 
Related Projects
(No.of Projects) 

Finance Related Activities 

Form Members/ Purpose of 
S - Single tiered Size Credit 

SEWA 
(1972) 

Ahmedabad, 
Gujarat. MP. 

UP 

50000 members of 
SEWA Union 

I Project - New housing 
(150) 

N - Multi tiered 

Co-operative Bank (S) 25000 
Members 

IGA 
Housing 

BCC 
(1966) 

Baroda 30 Slums, 1300 HHs I Project - New housing
(200) 

Unregistered Thrift and 
Credit Association (S) 

4000 
Members 

IGA 
Housing 

Infrastructure 

SPARC 
(1984) 

FTCA 

Bombay. 
Kanpur. 

Banglore 

Hyderabad, 

5 Federations 
covering many sluns 

14 Regional 

2 Projects - New housing 
(350) 

Unregistered Thrift and 
Credit Groups with 

Federations (M) 
Rgd/Unregd Thrift and 

5 Federations 
(Members 

not known) 
380 TC 

Health 

IGA 
Consumption 

Crsis 
IGA 

(1989) AP, TN,
Kamataka, 
Kerala, Goa, 

Pondichery 

Assoiations and 380T&C Associations 
282000 members 

Credit Groups with 14
Regional Associations with 
National Federation (M) 

Groups with 
282000 
Members 

Consumption
Housing 

AVAS 
(1980) 

Bangalore 12 Slums 4 Projects - New housing 
(435) 

-

Upgradation 
VIKAS 
(1978) 

Ahmedabad. 
Janibusar 
Taluka. 
Gujarat 

Not Applicable 4 Projects - New housing 
(325) 
Emergency Shelter (50) 
Infrastructure Maintenance 

-

LWS 
(1974) 

Calcutta, 
Orissa, WB, 

21 Slums in Calcutta, 
2 Slums in Cuttak 

AP, TN 40000 Persons 
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Tahle 2.1 continued 

NGO 
(Year of 
Inception) 

Sharan 
(1979) 


Deepalaya 

(1978) 


CII)MA 

(1977) 


Shranik Uharati 
(1986) 


Adhikar 
(1989) 


CASP-PI.AN 
(1979) 


Punervas 


(N.A) 


DPG 

(NA) 


.......... 

Areas of 
Operuthon 

Il)lhi 

Delhi 

Madras. 

Vellore. 
Iljiiore 

Kanpur. 

Kanpur 

District 


Bhubaneshwar 
. Rural Areas 
of Orissa 

Bombay. 
Delhi, Pune 

Delhi 

Madras. TN. 
Al. 
Karnataka. 
Pondichery 

Coveraige liouslng/Infrustructurm 
Related Projects 
(No.of Projects) 

6 Slums 
75 "'I&C Groups 
1675 Members 

21 Slums 

150() Children 


214 ('130s with 31 

I.akh ien.hels 

27 Slumis 

10 Slums 

1-2 Slums 
27 T&C Groups with 
875 memibers 

3 Areas in Delhi 

6 Slums 
4(XX) IIliIs 

Not Applicahle 

3 Projects -


Self help housing (925)
 

4 Projects - New housing 
Cooperative Housing 
(4000) 

2 Projects - New Housing 
(129)
 

Drinking water (bore wells 

in 40 villages) 

Finance Related Activities 
oo 

Form
S - Single tiered 

M - Multi tiered 

Unregistered Thrift and 

Credit Groups with 3 

Federations (M) 

Regd/Unregd Thrift and 

Credit Groups (M) 


Unregistered Thrift and 

Credit Groups (M) 

RegdlUnregd Thrift and 

Credit Groups with 1-2 
Federations (M) 

Credit Cooperatives (S) 

-

-

Membersl
size 

75 Groups 


with 1700 
Members 

188 Groups 

with 20000 
Members 

67 Groups 


with 1500 
Members
 

25 Groups 

with 875 
Members 

3 with 200 
Members
 

Ptird Of
Credit 

IGA 
Consunpion 
Health 

IGA 

IGA 

IGA 

IGA
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Housing Related Experience : 

About half of the 18 NGOs have been involved with housing related activities. General 
discussions, however, suggest that housing related experience is limited, as dealing with 
housing projects puts considerable and intensive demands on them. As a result their housing 
activities have been quite limited. Involvement with housing projects require access to land 
or a secured tenure. In most cases, the NGOs have been working with slum dwellers, where 
the tenure related problems inhibit new housing construction. Housing projects by NGOs have 
been taken up, only with a supportive land policy by the government with intensive 
involvement in the housing process. Some NGOs have been involved in providing support for 
legal issues related to tenure and evictions. 

While most NGOs expressed a keen interest in housing and infrastructure of the 
communities, there is often a lack of technical expertise which is essential to develop specific 
projects. Support to develop such projects with community participation is a very important 
need. Secondly, financial innovations to cater to different preferences for scheduling of 
payments of different borrowers need to be evolved even in a project approach. 

In comparison to specific housing projects, however, more NGOs are inolved in 
housing finance through community organisations. These provide finance, especially for house 
repairs and upgradation. An additional area where NGOs can prove effective is the 
information on opportunities in the housing market. At pn-sent, the information about low 
income housing market is very weak. However, given their access to low income 
communities, a market information system catering to their needs would be very useful and 
assistance should be provided for this. 

Forms of Community Finance Systems 

Out of the 18 NGOs surveyed, 12 have been involved with thrift and credit related 
operations. This is in response to needs emerging from the communities, especially for crisis 
and income generation related activities (e.g. SEWA, SPARC, Sharan) or indirectly through 
repayments for housing related loans. (e.g. AVAS, CASP-PLAN). Only in one case, the 
FTCA, the NGO has specifically focussed on activities related to development of finance 
systems. In a few cases, these operations have led to a separate financial institution, as for 
SEWA. FTCA or BCC. This is also being visualized by some of the other NGOs 'ike Sharan 
and SPARC, and will probably emerge as a strong organizational form for all NGOs. 

Multi-tiered System : Figure 2.1 highlights the two generic forms of community 
based finance systems. The first is a multi-tiered system which is a financial arrangement 
of a thrift and credit groups, linked to an NGO supported hierarchy of financial institutions. 

In this model, the initial efforts are linked to the development of small savings groups, 
which begin with 12 to 25 households. The decisions regarding terms and conditions and 
procedures for compulsory savings and credit, as well as actual sanction of credit to members 
are done by the groups themselves. Over time, as more groups develop, there is generally an 
attempt to form federations er associations of several groups, both in order to share the 
financial resources as well as exchange ideas regarding improvements in systems and provide 
management training and support. In most cases, except for FTCA, there is no separate apex 

6 



-------- 

Figme 2.1 
Fomu of 10 Linked COmmity Finance $sa 

- ProqotIor/Fac II I t I ontTra Inng LInkages
 

immmntopial Financial Linkages .--- l External Financial Linkages
 

Mlti-tiered 

___________----------------------------------------------------F i 1
 
SFinanciaca
 

nterrkeiart
 

I 

r----- ---------------.. 
IPromotion 


Federtin Federation/ Federation/
 
Training Regional Regional Region
 

iAssociation A ssociation
 

.1
 
rmo ion------


Thrift and TCG2I TCGn/
 
Training Credit Group I/ CCS 2 CCS n
 
-r *t 


Credit
Cooperatire
 

Promotion Soociet I
 

Training
 

Members 	 Members
 

Single-tiered (a.Direct External Linkages) 

i Externa:HG Promotion Comunit t 
Financi,;
 

Institution 

- - Financial ;4 ...................................................... 


Institute'
 
Capital
 
Markel
 

Support in
 

Financial
 
Operat i ori3 

Borrowers from Low Income 
Communi ties 

Single-tiered (b,External Linkages through MO0' 

Commu:WGOExternal ty !Prootio 

Financi Prmoio..................................................... 	Final
 

Institute,
Institutior. 
14.......
 

Support in 	 BEST AVAILABLE DOCUMENT 
Financial
 
Operations
 

Borrowers from Low Income
 
Commun i ties
 



financial intermediary of all the federations/associations. 

NGOs which have been using this model include FTCA, SPARC, Sharan, Deepalaya, 
CASP-PLAN, Adhikar and Shramik Bharati. Their organizational and financial structures are 
illustrated in Table 2.1. These NGOs make considerable efforts to develop the groups and 
continue to provide organizational and management support. Even a small NGO like Adhikar, 
seems to have made attempts to inculcate seeds of financial discipline amongst the groups by 
laying down the accounting procedures to be followed. Others like SPARC and Sharan have 
also realized the importance of sustainability. However, their efforts at introducing systems 
have been at the centralized level with complete automation through computer basad 
packages.
 

In this perspective, it is necessary to review the FUCA experience which represents 
an advanced version of this model, even though it is a relatively new NGO. FTCA's 
experience stands apart in several ways. First, its focus is explicitly on the development of 
thrift and credit societies only. Secondly, it has introduced a clear and logical organizational 
structure, where the local decision-making is retained by the thrift and credit groups which 
may or may not be registered. (75 percent are registered as non-agricultural cooperative 
societies under the relevant State COoperative Acts). The extent of operational sophistication 
is thus dependent upon the group characteristics. However, at the level of the Federation and 
the apex financial intermediary, greater sophistication in financial management is possible to 
introduce and is being developed with external donor agency support. Attempts are also being 
made to move towards supporting the establishment costs at these levels through financial 
operations. 

SPARC also envisages a similar structure in their vision for 'Jansampati', which is 
visualized as an apex financial intermediary serving the federations in different cities. Under 
the federations are the different thrift and credit groups which aren't always legal registered 
entities and largely operate on an informal group basis. Vikas Centre for Development, in 
Ahmedabad has also suggested a similar model in their proposal for a Habitat Development 
Fund (HDF). However, its focus is more on the 800 existing informal and unregistered thrift 
and credit groups which Vikas has surveyed through a research study for HDFC. 

Single-tiered System : The second generic form of single-tiered system is based on 
a larger community based institution with low income groups being its direct members rather 
than through the smaller savings groups as in the case of the earlier model. The decision
making is thus more centralized, though it is through their representatives on the Board of this 
Financial Institution. For example, in SEWA Bank, the members elect the managing 
committee of the Cooperative Bank. This model, though not widespread, represents two 
examples of NGO linked financial arrangements, namely SEWA Bank in Ahmedabad and the 
Community Savings and Loan Asso.iation (CSLA) by BCC in Baroda. 

Comparison of the Ntutli-tiered and Single-tiered Models : The two forms, in actual 
operations present different opportunities and constraints. The first is in terms of the growth 
potential of the CFS. The first model presents far greater possibilities in this regard, as it is 
possible to expand the system even in areas where the NGO may not have any significant 
presence through thrift and credit groups. In fact, even SEWA Bank has been using the group 
approach to expand in the rural areas. It is also possible to incorporate the existing thrift and 
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credit groups as is being done by the regional a&,ociations under the FTCA, and proposed by 
Vikas centre for Development. This means that the expansion can be delinked from intense 

NGO inputs which tend to be very expensive and time intensive. 

The second comparison should be with regard to internalizing the establishment costs. 

On one hand, in the multitiered model there is a possibility of linking the services and pooling 

of resources at appropriate levels. As proposed in case of the FT-CA, these costs can then be 

covered at each level by surpluses generated by appropriate financial services. However, if 

the nature of services at each level are not carefully identified, this may only end up in adding 

unnecessary costs at each level. This will ultimately increase the costs for the borrower. In 

relation to the development of role and functions of the NGO structures, the lowest level of 

the thrift and credit group in the three tier structure in the multitiered model focuses on the 

The middle tier of federation or regional association as in the FTCAgrass roots base. 
structure, focuses more on the developmental activities including those related to finance. The 

the external linkages and strategy development.top/apex tier concentrates on 

In this aspect, the second model of NGO linked financial intermediary is likely to be 

more dependent on the NGO for meeting its establishment costs, albeit indirectly. This is 

to the fact that the grass roots base comes from the NGO operations andmainly due not 

directly as in the case of the group based model. In this model, the scale of operation of the 

NGO and its grass roots strength become crucial for the success of the financial intermediary 

also. 

The third aspect relates to the potential for external resource mobilization and access 
flexibility withto credit for an individual member. In the group model, there is far more 

regard to external resource mobilization as illustrated in Figure 2.1. An institution in any tier 

has the opportunity to mobilize external resources. depending on its abilities and preferences. 

On the other hand, individual credit-worthy members of a poorly performing society, maybe 

unnecessarily constrained for funds. In the second model, while there is less flexibility for 
has more direct access to a largermobilizinL" external resources, an individual member 

institution and its greater resources. For an external finance institution, the multitiered model 

a large number of small groups through a single institution.makes it easier to reach 

Savings and Credit Operations: 

The main difference in these NGO linked community based financial arrangements are 
are highlighted in tablethe procedures and mechanisms used for savings and credit. These 

2.2. The main observations which emergc from these are as follows: 

Savings Mobilization: Unlike the conventional notions that these groups do not have any 

capacity to save, the CFSs very clearly demonstrate the possibility of mobilizing savings from 

these groups. The average savings amounts are. however, not very high and range from Rs. 

15 to Rs. 501 per month. However. introduction of special savings schemes for housing and 
Unfortunately,infrastructure provision have generally evoked a very positive response. 


detailed and systematic data on savings patterns is not maintained to draw more meaningful
 

results.
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Table 2.2 
Savings and Credit Operations - NGO Linked Community Finance Institutions 

SNGO Savings Credit 

Collection method Frequency of 
collection 

Rate of Interest 
(%) 

Rate or interest 
(%) 

Repayment 
period 

Maximum 
loan 

Minimum savings 

SEWA Door to door 
collection by 
bank's field staff. 
Savings boxes 
provided 

Weekly/monthly As per RBI 
guidelines, 
Higher rate than 
comm. banks 

10.5 to 16.5% as 
per RBI 
guidelines, based 
on loan amounts 

I to 3 years 
(can give long 
term loans for 
10 years also) 

Maximum 
unsecured 
loan Rs 
15000 

Repayment/savings 
round checked 

BCC Savings collected 
from menibers & 
deposited with 

accountant 

Weekly 
(Friday/Sat.) 

6% 12 % p.a 20 months Rs 2000 Minimum balance at 
20% of loan amount for 
a period of 6 months 

SPARC Door to door 
collection by 
community 
volunteers 

Dily Not known 12 % for 
Consumption 
24 % for 
Productive 

Fixed by 
borrower not 
exceeding 2 
years 

Generally 
not 
exceeding 
2500 

Minimum savings period 
is verified but not 
specified 

Sharan Deposited by 
members in group 
meetings 

Monthly Varying rates 
for each gioup 
decided by 
them 

Interest rates 
decided by cacti 
group. May vary 
from bank rate 

12 months 

naximum 
Rs 2000 Decided by each group 

FTCA Done by each 
group separately 

Monthly Varying rates 
for different 
groups (9 to 
16%) 

Varying for 
different groups 
(14 to 24%) 

Varying for 
different 
groups (Rs 
1000 to Rs 

33.3 % of loan amount 

AVAS Saving boxes 
provided 

Monthly Bank rate for 
Savings 
Accounts 

40000) 
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Table 2.2 continued .......... 

NGO Savng Credit 

Collection method Frequency (if 
collection 

Rate of Interest 
(%) 

Rate of Interest 
(%) 

Repayment 
period 

Maximum 
loan 

Minimum 
. 

Avlngs. 
" " 

IDXepalaya De")sited by 
members to group 
leaders 

Montily Bank rate 
savings 
accounts 

for No interest 
charged 

NA NA Ma. balance of 10 %of 
loan amount for 6 
month 

Adhikar ikexpsited with any 

official of co-
oxprative. 

Monthly Batk Rate 24 to 60% Max 18 

months 

Rs 2000 to 

6000 

Amount not specified but 

min of I year 

CASP-
PLAN 

IX-eX)sited by 
members with any 
official of credit 
co-op. 

Monthly Bank rate 14 % 12 months 6 times 
contribution/ 
savings 

For 18 months 
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i. Method and frequency of collection: There are essentially two methods of collection being 
used. The first is door to door collection by paid staff (whose costs are generally covered by 
other programmes of the NGO which are financed by grants) or by community volunteers. 
The collection frequency varies from daily (reported only by SPARC) to weekly or monthly. 
The second method, which is used by most in the group based arrangement, is either monthly 
collection during the group meetings or members directly depositing with the group/society 
leaders. Many NGOs have also introduced the system of special collection boxes which are 
kept by the women/members to collect savings as and when possible. These are then opened 
in the presence of the member and NGO or CFI staff/community volunteer. 

ii. Returns on savings and other incentives: It isinteresting that the returns offered on savings 
are generally not high, despite the fact that in many cases, the interest on loans are kept high. 
In most cases, it is linked to the prevailing bank interest rates for savings accounts. In some 
cases, however, no interest is paid at all. The main attraction for the low income groups to 
save in these CFSs is thus not the returns but the possibility of access to loans at rates far 
lower than the informal 'moneylenders'. 

In many cases, the NGOs have also attempted to introduce other incentives related to 
insurance, special savings scheme related to housing or community infrastructure, as done by 
SPARC in Bombay and BCC in Baroda slums. lhe F'TCA in Hyderabad has, through its 
regional associations, introduced a death relief scheme. 

iii. Minimum savints requirements: Most NGO linked CFSs, like the credit cooperatives 
reviewed in the next section, have minimum savings requirements which carry some, at times 
very severe, penalties for delayed payments. While this is very important for inculcating a 
habit of regular thrift, it does not link the savings to the household economy directly. Most 
NGOs do not have innovative savings instruments related to time deposits or monthly 
incomes, as done by the more mature cooperative societies. 

Credit Operations: The credit operations in the CFSs are in direct contrast to the prevailing 
notions of financing the low income groups. 

i. Small, short term loans: In most CFSs, the credit policies focus on creating access to the 
maximum possible number of borrowers by keeping a ceiling on the maximum loan amounts 
and lending for short to medium term only, which permits the maximum roll- over of funds. 
The shorter terms are also felt to be essential for reducing the credit risk. In most cases, there 
is some attempt to assess the credit-worthiness by previous savings and repayment records. 
Some of the agencies require a minimum savings period of 6 to 12 months. Some of the CFSs 
also require a minimum savings balance, ranging from 10 to 33.3 percent of the loan amount. 
Thi, assesses the past savings behaviour and provides a hedge against default. 

ii. Loans for different purposes: Another important aspect of lending to the low income 
groups relates to their need for credit for a variety of purposes, ranging from crisis. 
consumption, income generating activities as well as for housing and infrastructure services. 
Of the different CFSs, only SEWA (50%) and BCC (66%) show a significant proportion of 
the lending for housing, largely for repairs and upgradation purposes. In the case of AVAS 
and CEDMA, housing loans from other financial institutions have been routed through them. 
Some of the thrift and credit groups/societies under FTCA have been providing housing loans 
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upto Rs. 40.000 for housing construction. 

iii. Cost ofcredit: Probably, the most important finding relates to the rather high interest rates 

at which credit is given. This is especially true when the group/community decide the rates 

on their own. The interest rates range from about 12 to 36 percent. These are generally fixed 

in relation to the prevailing 'market rates' in the locality. This finding is in direct contrast to 

the usual misconceptions about subsidised interest rates on the grounds of affordability. 

iv. Security for loans: A large proportion of the loans are unsecured and based on the direct 

knowledge of the borrower. In some cases, the personal guarantees of one to two other 

members is required, especially for larger amounts. In cases of registered financial 

institutions, like the cooperative societies or cooperative banks. the value of unsecured loans 

cannot exceed Rs. 20,000. For secured loans, the security is largely in the form of gold or 

other movable property. 

case, except when an external financingMortgage loans are not found in any 
institution has used the NGO as a facilitator while lending to the households directly or to 

their housing cooperative. The two specific cases in this regard have been AVAS, for its 

Sudhamnagar project and SPARC for two of their housing projects in Bombay. In both the 

cases, the loans have been provided by HDFC. The experience in these suggest the need to 
level to deal with the delays in projectintroduce more innovations at the project 

implementation as well as repayments. 

to hear claims of very high 'cost recovery'v. Default and delinquency: It is very common 
by most NGO linked CFSs. However, systematic evidence based on an analysis of the 

available records is often not readily available to ascertain these observations. Only for three 

of the CFSs such analysis was available. Amongst these the delayed payments range from 8 

to 16 percent of outstanding loan balance for SEWA. The FTCA reports recovery rates for 

the primary thrift and credit cooperatives in the range of 75 to IiX) percent. 

The only other NG(. BCC. which was able to give a detailed estimate for 

delinquency. reported 31 percent of total loan accounts to be in default. While this rate may 

seem very ligh. it must be remembered that the loans are made for a maximum of 21) months 
as prepared by the BCC-CSLA are the first step to pursuingand that the detailed reports 

bk ttcr loan recovery by any financial institution. Further despite the delays in payments, there 

ar often some regular payments being made by these defaulters. This suggests that a better 

assAessment of the credit-worthiness of the borrower initially, or more sensitive loan 
are necessary. Moreinstruments with periodic adjustments of the repayment period 

importantly, linkages using the CFSs need to build up reserves to compensate for the likely 

delinquency. 

Discussions with the staff of many NGOs and their financial intermediaries suggest 

that bad debt is almost absent. For example, for BCC only 1 percent of the loan accounts 

were actually bad debt. The main reasons for these were linked to death and riots. Even in 

these few cases, their savings and shares with the CSLA were to the tune of 38 percent of the 

outstanding loan balance. 
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Financial Performance and Management of Community Finance Systems: 

The reporting systems in most of the CFSs are rather weak even though the basicrecord keeping is being done at the group level in all of them. This makes it difficult to assess
the financial performance. However, for at least three of these, namely, SEWA Bank,Community Savings and Loan Association (CSLA) of BCC and the FTCA and its regional
associations, better financial reporting permits this to some extent.' 

Capital Structure: The details of capital structure presented in Table 2.3 show the importanceof thrift and deposits, which range from 50 to 90 percent in the total capital employed. ForSEWA Bank, the debt equity ratio is already high, though its plans to enhance its equity basemay provide the possibility of further deposit mobilization and borrowing. In fact, it has
shown considerable growth in deposit mobilization in recent years. 

For FTCA, the capital, for itself and the RATCs, has essentially come from capital andother grants from donor agencies as well as the deposits from the PTCGs under differentschemes like the Death Relief Assistance Scheme (DRAS), fixed deposits and the RegularThrift Contribution Scheme (RTCS). The volumes under these schemes are so far not reallyadequate to cover the costs. The debt equity ratios of 2.7 for the Primary Thrift and CreditS(c.icties (IPTCG) under the RATC lyderabad are lower than for SEWA Bank
BCC-CSLA, suggesting the possibilities of further 

and 
credit absorption, especially as the

utilization of available funds is very high at almost 90 percent. 

Lendint- and profitability: The analysis presented in 2.3Table shows rather contrastingperformance for SEWA Bank and BCC-CSLA. Both have reasonable profit levels, comparableto some of the HFIs, though lower than the leading ones like HDFC and LIC Housing.However, in both these cases, the profitability has declined over the last three years. Thereasons for this appear to be different. In the case of SEWA Bank, the maybereasons
attributed to the decline in credit to deposit ratio. As it does not report the interest incomefrom lending and investments separately, this may only be speculated. It may also be linkedto the rising cost of funds which may have resulted from the changing structure of deposits.On the other hand, in the case of CSLA - BCC, the declines seem to be related more toconsiderable expansion in lending with problems of the delayed payments. The data availablefrom them suggest that about 31 percent of the loan accounts are in default. For SEWA, thedelayed payments as a proportion of recoverables are to the tune of 16 percent. 

SEWA Bank's low credit to deposit ratio suggests the possibility of increased lendingfrom their own funds. Further, SEWA has recently increased its authorized share capital fromRs. 3 million to Rs. 5 million. It may thus be able to more than double its share capital overthe next few years. This will also allow it to mobilize far greater funds, cither throughdeposits or external borrowings. On the lending side, SEWA has so far avoided long termloans, concentrating only on short and medium term loans. It is however, now set to consider
these both to improve its credit-deposit ratios, and therefore, profitability, as well as satisfy
the emerging demand for housing finance from its members. 

I We would, however, point out that this assessment is based on the reported andpublished figures as the scope of this assignment did not permit more detailed inquiries into 
the accuracy of the reported information. 
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Table 2.3
 
Financial Performance of SEWA Cooperative Bank, CSLA-BCC, FrCA and RATC, 1992-93.
 

SEWA Bank 

Ahmedabad 

CSLA-BCC 

Baroda 

FTCA 

lyderabad 

R A 
TC 
llyd 

a. CAPITAL STRUCTURE 

1. 
2. 

Deposits/Owned Funds 
Debt Equity Ratio 
(Deposits+Borrowings)/Owned Funds 

8.9 
9.4 

3.3 
4.0 

3. Liability Structure 
Total Liabilities and Owned 
Funds (Rs Lakhs) 

671.2 11.6 15.7 26.1 

(Percentage to total) 
Share Capital 
Rcsewre., 
Deposits+Compul.sory Savings 
Borrowings 

100 
3.4 
6.2 

86.0 
4.3 

100 
15.7 
4.4 

65.9 
14.0 

100 
-

50.2" 
49.8 
0.0 

100 

7.8' 
92.2 
0.0 

b. OP-RATIONS 

4. 

5 

I)cb.eovcrage Ratio 
(Income-op. exp)/lnt.exp. 
Cost coverage ratio 
(Income-it. exp.)/op. exp. 

1.2 

1.4 

_ 

2.4 

-7.4 

0.1 

0.7 

0.7 

6, Cost of Funds (q) 
Returns on l,cnding ('9) 
Spread () 

8.1 
11.4 

3.3 

0.0 
2.4 
2.4 

5.0 
9.6 
4.6 

9.4 
16.4 
7.0 

7. 
8 

I .,)i,( ) ,tM thldn'/I.1 ,it.(', 
l.o:i,,( ,..tumdmgf~oikitw ('api:d (') 

38.4 
30.6 

136.7 
87.9 

51.8 
25.' 

76.5 
70.5 

10. 
(()11111C payment, ; a ';of toutl recoveries) 
'sl.(o'st()ULS .st:inig1AoiS (") 10.7 2.0 88.0 9.1 

c. PROITABII.ITY ANAIYSIS 

II. l'irfi,, L'a r(of 
total ;t.as, 

1.2 2.4 _ 0.08 

12. l'rofit, a.a % of 
Sharchodtlcr "FuHd, 

13.8 12.2 -

Sources: Based on the Annual Repxorts of SEWA Bank. CSLA-BCC. FI7'A and RATC. 
Note Resource.s includes capital gntts received from donor agencies 

BEST AVAILABLE DOCUMENT 15 



Despite the high fund utilization and a spread ranging from 2 to 12 percent across the 
different PTCGs under the RATC Hyderabad, their aggregate performance shows rather low 
profits at 2.4 per cent return on assets and 9.7 percent returns on total equity. This may hint 
either at high transaction costs or significant delays and defaults in loan repayments. 

Costs of Operation: It is often not recognized that the costs of reaching the low income 
groups are likely to be very high. This is evidenced by the available data from these three 
institutions. The reported establishment cosis for SEWA Bank at about 10 to I1 percent of 
the outstanding loans are almost double those reported for the urban credit cooperative 
societies for Gujarat. The reported costs for BCC-CSLA are very low at 2.0 percent in 1992
93. However, in both these cases, the actual costs as absorbed by the parent NGO are very 
high. While we do not have the information for SEWA, BCC's estimates are that the value 
of-time spent by BCC staff on CSLA activity is as high as 22 percent of all loan assets. 

This is also true for FICA and the various RATCs under it. At present, the 
establishment costs are being met by grants from external donor agencies. However, there is 
a consciousness regarding this and attempts are being made to introduce financial services 
wh(ose spreads will in the future be able to cover these costs. The different deposit 
mobilization schemes and lending permit the RATC to cover 66 percent of its costs at present. 
Its spreads are as high as 7 percent. The picture for the FTCA itself is different, with the 
financing services having been started only recently, and the considerable reliance on 
subsidies for meeting the establishment costs. However, the funding agencies have shown 
awareness regarding these and there is discussion on the possibility of capital expansion to 
cover the costs. It is in this regard that the possibility of routing bulk housing finance through 
this arrangement also needs to be explored. 

2.2 URBAN COOPERATIVE FINANCE SYSTEMS 

The cooperative movement in India has been quite widespread with a very large 
network of primary cooperative institutions which is supported by a governmental structure 
of financial, regulatory and training institutions. 

Types of Urban Cooperative Financial Institutions: 

Within the cooperative structure in the country, there are two primary cooperative 
financial institutions which operate in the urban areas, the primary cooperative banks and the 
primary non-agricultural cooperative credit societies (PNASs). As a large proportion of these 
institutions are in the urban areas, they are also referred to as 'urban cooperative banks' 
(UCBs) and Urban Credit Cooperative Societies (UCCSs). There are basically two types of 
credit societies, namely the Employees' (or Salary Earners') Credit Cooperative Societies 
(ECCSs) and the other Urban Credit Cooperative societies (UCCSs). In 19,X)-91, of the total 
PNASs, almost 75 percent were of the former type, that is the SECSs. The overall 
organizational structure of the urban cooperative finance institutions is illustrated in figure 2.2. 

Cooperative Credit Societies: As it is common to relate the cooperative movement with the 
rural sector, it is not often recognized that there are over 32(0) credit cooperative societies 
in urban centres in India with over 15 million members. Their total outstanding lending in 
1990-91 was around Rs. 20 billion, with deposits of Rs. 12 billion and a total working capital 
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FIGURE 2 

COOPERATIVE FINANCE INSTITUTIONS IN URBAN-CENTRES 
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of Rs. 32 billion (NAFCUB, 1992). Inquiries and discussions with the concerned cooperative 
officials suggest that these societies cater largely to the lower middle classes and low income 
groups. though specific studies of the income profiles of their members are not available. 
Their main source of funds are the deposits of their members and their owned fund, with a 
relatively low debt equity ratio of 2.1. As their credit deposit ratio is very high, them is a 
possibility of enhancing their operations through external borrowing. However, this needs to 
be done carefully, as the experience of different societies for overdues on loans and overall 
financial viability is quite varied. Thus external borrowing needs to be closely linked to 
incentives for improved financial management. 

Cooperative Banks: In addition to these societies, the other important cooperative financial 
institutions are the 1400 primary urban cooperative banks with over 3400 branches throughout 
urban India. The available evidence regarding the spread across size class of cities in Gujarat 
highlights their importance in smaii and medium sized urban centres. 

The cooperative banks mobilize deposits from the household sector and lend to both 
the small trade and manufacturing enterprises as well as the households. They can thus 
essentially be classified as Savings Banks. Their close rapport with the households for savings 
mohilizatioa make them ideal vehicles for financing the household sector. The total 
membership of these UCIs was about 14 million in 1990-91 with outstanding loans of over 
Rs. 80 billion and deposits worth Rs. 101 billion. 

The UCBs have a higher aggregate debt equity ratio at 6.9, though they are dependent 
only on deposit mobilization. Credit deposit ratios are lower than those of the UCCSs and 
ECCSs, though comparable to the commercial banks in general. Their larger scale enables 
more profitability and possibility of absorbing the overdues. Thus, in Gujarat, none of the 
cooperative banks made losses in 1990-91 and the percent share in Maharashtra was also only 
3.4. 

While recent studies on the relative shares of these cooperative institutions in savings 
mobilization and lending to the household sector are not available, an older study covering 
the period from 1951 to 1975 highlights the very important role of these societies and 
cooperative banks. During the period from 1971-72 to 1975-76, the cooperative institutions' 
share of total borrowings by the households was as high as 31 percent as against only 5.6 
percent of the savings (Swami, 1981). The available data for 1989-90 and 1990-91 suggests
that the share of cooperative banks in net deposits by the household sector had increased to 
14.9 and 18.1 percent.2 In 1990-91, the aggregate deposits of the urban cooperative 
institutions were Rs. 11,337 crore (NAFCUB, 1992a), or 5.24 percent of the aggregate 
deposits of the scheduled commercial banks.' 

- The total net deposits for cooperative banks for these two years were Rs 1428 
and Rs 1497 crore (NAFCUB, 1992a) and for the household sector were Rs 9572 and Rs 
8248 crore (CSO, 1993) respectively. 

The aggregate deposits of the scheduled commercial banks were Rs 216279 

crore (RBI Bulletin, November 1993) 
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Table 2.4 
Finandal Status of Urban Cooperative Societies and Urban Cooperative Banks, India 

(All monetary values are in Rs Lakhs) 

Cooperative Banks
Cooperative Societies 


All India Average
 
Per Bank


All India Average 

Per Society 


1397
32080 

14957 466


Total Number 

Members ('000s) 


I. 	 CAPITAL STRUCTURE
 
(June 19911
 

44807 32.07
65419 2.04
1. 	 Share Capital 
 103276 73.93
19703 0.61
2. 	 Own Funds 
 1015689 727.05
118009 3.68
3. 	 Deposits 
 0 	 0.00
58579 1.83
4. 	 Borrowlna 
 1338953 958.45
319692 9.97
5. 	 Working Capital 


800313 572.8B
19758b 6.16
6. 	 Outstanding Loans 


II. 	ANNUAL PERFORHANCE
 
(1989-90)
 142816 102.2?
10871 0.34
1. Net Deposits 
 98296 n.a.
195221 6.30 

(lIgo-9i.
 

149680 107.14
 

2. 	 Loan Advances 

14956 0.47
1. Net 	Deposits 

200185 6.23 	 n.a.
 

2. 	 Loan Advances 


III. 	FINANCIAL RATIOS
 6.8f
 
1. Deposits/Owned Funds 1.39 

6.8i 
- Debt Equity Rat ,, -. C 

Depn, t s ,- orrwin.s .*wned Fund4
 

Loans ,ussttJdti.fI'o t$ . -7
 
0. 6c, 

4. 	 Loans Custan JnriDrkVln Capita. 

statistics only, as detailed
Note-. 	 Th, Finarisal rat:s art- Dsei or.agtregate 

in~ormaitOn on insvid.a:: szoetesDanks is not available
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Table 2.5 
Comparative Financial Status and Performance 
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.. ......................... 
Adhra Gujarat Naha-
Prdesh r..htra 

1986-97 Jun. 1991 1990-91 

I. 

2. 

No.of ;Ocieties/Banks 

Average Mentefrshtp per 

Society/Bank 

2541 

298 

2724 

40 

6117 

441 

620 

392 

4790 

44-

61 

7327 

248 

7228 

391 

11717 

1. 

4 

6 

Average Working Capital
per S cie.y, ank I . Lekh.l 

Flnancial Ratios 

7'e$o'Fula/C,-nTed8unds 

Debt Ef y RatloDepo~ls.ao rrownga I / ned Fnd 
%an IsnadInr/P.apcI4 

LLan. out ndinlWorking C 

Lialil7.ry troo¢ tre 

1.00 

0.82 

1.37 

2.60 

1 08 

6.94 

0.91 

1 jo 

2 30 

0.7S 

17.14 

0.30 

0.61 

3.57 

0.76 

5.25 

1.]] 

1.62 

1.68 

0.67 

5.65 

1.16 

1.43 

1.24 

0.62 
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Financial Operations of Credit Cooperative Societies: 

The main functions of the SECS, UCCS and UCBs are to mobilize thrift and enable 

their members to have access to credit. The regularity of thrift is an important consideration 

in deciding on the credit-worthiness of the member. The UCBs with a far greater volume also 

offer regular banking services. 

a 

far greater reliance on their own funds, with the debt equity ratios generally not exceeding
Capital Structure: Most of the credit cooperative societies, as we observed earlier, have 

2.0. However, there is some tendency to rely more on deposits, once a certain volume of 

owned funds is achieved. The basis and extent of different sources are explained below in 

greater detail. 

Share Capital: Besides an entrance fee. a new entrant to a society ha. to buy shares of the 

society, which are generally Rs. 10 each. The share capital is also enhanced by conversion 

of the compulsory savings to share capital at the end of a given year. This helps in enhancing 

the owned funds of the society. The member is generally willing for such conversion as the 

interest on deposits is lower than the 12 percent dividend paid by most of the societies. 

Secondly. any member who does not have adequate deposits (25 percent of the loan amount) 

is required to retain some percent of the loan as share capital. Some societies make it 

compulsory for the members to have a specified percentage of the loan amount as shares. For 

example. SECS of the Bhavnagar District Cooperative Bank requires the members to buy 10 
as shares for the first loan and 2 percent of the loan amount forpercent of de loan amount 

till the member has at least 25 percent of the maximum permissible loanthe second loan, 

amount in the society's shares.
 

The society bye-laws generally also put a maximum limit on the total shares which 

can be held by an individual member. Given the cooperative nature of the society. the voting 

rights are not linked to the share capital. Each member has only one vote. 

External lBorrowins: Accordine- to the State Cooperative Acts in some of the state.,; or by 

convention. the I'NASs are permitted to borrow from the respective District Central 

Cooperative Banks. 

In Guiarat. the DCC'Is have been lendine to the PNASs under the 'incidental financc" 

facility or through the over draft facility. The loan has to be repaid in I year. though in mo.st 

cases. if the repayment is found satisfactory, the loan is renewed. The interest is 16.5 percent. 

with a penal interest rate of an additional 1.5 percent for delays. The data for Gujarat 

indicates that on an average 58 percent of the ECCSs and 50 percent of the UCCSs had 

borrowed in this manner during 1990-91. The borrowings were, however, of very low values 

and generally did not exceed 2 to 3 times the net owned funds. 

The PNAS is not constrained by any RBI regulations regarding the interest rate to be 

charged on lending. Thus the decision regarding spread for the borrowings from DCCB is 
in the range ofessentially a decision of the executive committee. In most cases, the rates are 

18 to 19 percent. Our studies of a few societies suggest that the UCCSs tend to charge a 

slightly higher rate of interest, probably due to greater problems with delayed payments. In 

some cases, the societies borrow from the DCCB for a specific purpose like purchase of 
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Table 2.6 
Financial Performance of Selected Urban Credit Cooperative Societies 
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televisions by the members, as was done by the Ahmedabad Cotton Mills' Employees' 
Cooperative Credit Society. In such cases. the members had to produce a bill as proof of 
purchase for this loan. 

It must be pointed out that for the DCCBs. lending to thq PNAS, especially the SECS 
is a preferred option, due to the higher rate of interest, good repayment records and relatively 
lower transaction costs. In fact, in most cases, these societies have a good rapport with the 
DCCBs and it is easy for the DCCBs to assess their track record as there is regular 
accounting done by the society and annual audit by the Cooperative Registrar's office. Of the 
societies reported in Table 2.3. only 2 of the 7 UCCSs had external borrowings, while 4 of 
the 7 ECCSs had external borrowing. In both cases the borrowings have not exceeded the 
share capital. 

The details of the DCCBs from Bombay and Ahmedabad suggest that they have 
adequate additional resources with credit to deposit ratios being low at 0.5, as against a 
permissible 1.0. If it is possible to work out some arrangement for them to extend housing 
finance to the PNASs, it will be possible to use it as an incentive to augment their own 
resources. Thus. HFCs can in fact consider lending to DCCBs on a part refinance basis for 
onlending to the SECSs and UCCSs for housing purposes, based on their assessment of these 
societies depending on their past repayment record. 

Savings Mobilization: Most societies have a compulsory thrift system. Under this, an amount 
decided at the formation of the cooperative society, is to be saved by each member every 
month. The amounts may range from as little as Rs. 10 to Rs. 100 and more. The amounts 
are decided on the basis of ability and willingness of a large proportion of the members. Over 
time, the society may also increase this amount. The interest to be paid on savings is also 
decided by the society. Of tile societies reported in Table 2.3, this has ranged from as low as 
6 percent to a higher return of 14 percent. The deposits with the PNASs are not covered by 
the deposit insurance, as are the deposits with the banks. 

TFhe procedures for savings mobilization vary for different societies. In most cases, the 
members are expected to make the deposits in the office of the zooperative before a fixed 
date every month. Most socictics also have penal charges in case of delayed payments. For 
SECS. however, the compulsory savings are deducted directly from the monthly salary of tile 
employec through an arrangement with the employer. 

Some of the larger and/or older societies have also introduced different savings 
instruments like fixed deposit schemes where the amount is doubled in five years, or other 
time deposits. 

Credit - Assessment, Disbursal and Recoveries: Credit is available to all members. There 
is generally a minimum period of regular compulsory savings required by all societies before 
a member becomes eligible for a loan. This varies from 6 months to about 2 years. The 
procedures for sanctioning the loans are simple as the exf" :utive committee generally has a 
fairly good knowledge of the member. Essentially, the procedure involves applications by all 
the interested members by a specified date each month. The loans are sanctioned on the basis 
of date of application. Rejections are not many (about 5 percent for the selected societies). 
Depending on the cash flow situation there maybe waiting lists, in which case the application 
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is carried over to the next month. For the older societies, the borrowing limits from the 
DCCB provide adequate funds. This is largely due to the limits on maximum loan size and 
the dominance of short term loans. For example, the available details for Gujarat suggest that 
92 percent of the loans advanced during 1991-92 were for a short term. 

Purpose of Loans: The loans are available for any purpose. However, they are largely used 
to meet social obligations, health related expenses and also for housing upgradation or 
construction. The details for Gujarat suggest that the ECCSs had given 14 percent of the 
short term and 33 percent of the medium and long term loans for housing during 1991-92 
with a total value of Rs. 227.6 million. 

Loan sizes: The size of the loan is generally linked to the savings and is four to five times 
this amount. Alternatively, as noted above, a certain proportion of the loan amount is required 
as shares. There are clear limits in all the PNASs regarding the maximum loan amounts 
available to any member. Clearly, this amount is linked to the total resources of the society 
and are determined by both owned funds (share capital and reserves) as well as deposit 
mobilization. The former of these also determine the total bo1Towings possible from the 
DCCB. At the initial formative stages of a cooperative, the maximuml loan amounts are low, 
in the range of Rs. 5(X to Rs. 2,(W)9. Over timle, as the funds position improves, the maximum 
loan amounts are also increased. For example, for the Shramik Credit Cooperative Society in 
Ahmedabad which is only 6 years old, the maximum loan amount is only Rs. 2,5(X). 
Ilowever, for the Platinum Credit and Consumer Cooperative Society in Bhavnagar, which 
is 34 years old, the maximum loan amount is Rs. 50.()00 and the maximum repayment period 
is 50 months. 

The detailed analysis of loan sizes for Gujarat, highlights the fact that credit 
cooperative societies focus on giving a large number of smaller loans. Thus, generally over 
50 to 70 percent of the loans are for less than Rs. 1,000. In terms of the value, however, the 
largest share is of loans between Rs. 1,090 and Rs. 5,(0. Even for ECCSs, the loans above 
Rs. 10,000 are about 20 percent of the total loan amounts advanced. 

Security for Loans and Defaults: The loans advanced by the credit cooperative societies are 
unsecured and largely based on personal surety/guarantee of other members. The UCCSs also 
gave 16.4 percent of the total loans using immovable property as security. (Refer table 4.13). 

The real effective security in cooperative society lending thus is group and peer 
pressure. The rapport of the executive committee with the members and aquick follow-up are 
critical in this approach. Further, the high priority given to the past repayment records and 
regularity in thrift for credit sanctions also act as an incentive for regular payments. This is 
evident from the detailed information on delayed payments presented in Table 4.14 for 
Gujarat. During 1991-92, only about 3.5 percent of the borrowers had defaulted. The total 
default amounts ranged from 3.8 to 14.6 percent of the total outstanding loans for the ECCS 
and UCCS respectively. Unfortunately, as the available data does not report the total 
recoverables, it is not possible to ascertain the recovery rates. 

Profitability: At an aggregate level, as we reviewed earlier, the cooperative societies in 
Gujarat show a better performance with only 12 to 15 percent of them making losses. The 
ECCSs in Maharashtra perform even better. However, amongst the UCCSs in this state, 
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almost a fourth are in the red. The profitability analysis shown for the selected societies in 

Table 2.6, range from 7 to 27 percent on shareholders' funds and 1.6 to 9 percent on the total 

working capital. We explore the possible explanatins for this perfonnance below. 

Spread on Operations: For a financial institution, one of the main aspects of profitability 

relates to the spread achieved. Interestingly, for the selected credit cooperative societies, the 

spread was negative for three ECCSs and ranged from 0.7 to 11.7 for the others. For UCCSs, 

the spreads were generally higher with only one society having a low spread of 1.1 percent. 

For all others, these ranged froni 4.2 to 110.9 percent. 

Costs of Management: Compared to the very high management costs reported for the NGO 

linked financial systems in the previOtUs chapter, the credit cooperative societies show a much 

lower level of costs. For the 14 selected cooperative societies, the establishment costs ranged 

fromin as low as 0.27 percent of the total outstanding loan balance to the highest at 7 percent. 

For most, however, the costs were largely in the range off I to 2.5 percent. Further, in most 
with the cost coverage ratioscases, the financial operations adequately covered these costs 

being generally in the range of 3 to 5 with no significant difference between the ECCS and 

UCCS. 

The detailed analysis for Gujarat for 1991-92 suggest somewhat higher costs of 

management. including depreciation and other expenses at about 6 percent of the outstanding 

loans. 

Role of Urban Cooperative Banks (UCBs): 

The UCBs play a significant role both in 	 mobilizing household deposits and, 
have a fairly g')od rapport with theirespecially, in lending to the household sector. They 

members which can be extremely useful Ior housing finance also. In fact, the available data 

for Gujarat suggests that tile banks played an important role in housingurban cooperative 
with the outstanding loans of over Rs. 16460 million for this purpose in 199(0 at about II 

percent of the total lending. Detailed studies of the Anyonya Cooperative bank in Baroda, 

Guijarat showed that the housing loans as a proportion of total outstanding loans has comfe 

down firom 51 percent in 1984-85 to 33.4 percent in 1989-9( (Karvekar, 1991 and Mehta and 

Mchta, 1992). 

The possible reasons for this based onl the discussions with soife of the leading banks 

in Ahmedabad, Baroda and Bombay are as follows. 

Ilousing as a Priority Sector: The UCBs are required to lend 60 percent of their funds for the 

priority sector. For housing, the loans of less than Rs. 25,0(10 are considered as a part of the 
loan ratiosprice 

the other hand, for many of the banks, the credit to 
priority sector. Given tile levels lor housing, this limit makes the price to 

unattractive for potential borrowers. Oin 
deposit ratios are rather low, ranging betwecn 0.5 to (.6, suggesting the potential for increased 

aslending. It would thus be advisable to increase the loan ceiling fkor housing to be included 

a priority sector, at least in line with the NIIl patternIor refinance. The recent revision in 

the ceiling oil housing loans to Rs. 200(1(0 for inclusion as priority sector for the commercial 

banks needs to be extended to the cooperative 	banks also. 
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Limits on Extent of Housing Finance: The Rll, through its circular in 1989, has fixed tie 
maximum limit o leitding for housing and oilicr block capital loans at 10 percent of total 
deposits. While this limit may not aiffec tie very large UCBs, some of' tile smaller UCBs,
which had all extensive portfolio for housing, have been constrained by this limit. It is of 
course possible to overcome this constraint by creating linkages for long term funds through 
loans or refinance as these are not included in tile limit. 

Possibility of lending to Primary Ilousii, Cooperative Society: At present, due to tile State 
Cooperative Acts, the UCBs which are also considered primary Oiiis,as are not permitted to 
induct tile primary housing societies as iticHICers. If this is penniti d, it would enable tile 
UCds to improve their lending I' hoIusing purposes ctsiderably. "'his requires a change in 
tile state level Cooperative Acts. 

Permission to lend f'ol scheilles under Section 21 of' UICRA: At present, tile UC13S are not 
permitted to lend 1'0or htousing schenes takenuip under Urban Land Ceiling exemptions. As
these schemes are cieaper and cotmpatihle wi the aflfordability of tie borrowet groups, such 
a permission vill enhance their role iil reaching the lower middle classes for housing finance. 
It maybe pointed oUt that I IDIC has been permitled to lendIfor schemes under Section 21 of 
ULCRA. 

Technical Assistance/ Relinance/ Risk Fund: Soiime of tile smaller UCI3s like SEWA do not 
have tile cxpelte nec of long terut ill ortgage finanicing. They would helelt from technical 
assistance and sonic soupport in tie Io rnl of a risk fund in tile initial years to get them started. 
This may also be tlue for other Women's UCBs. This approach Vill help larger cooperative
societies that do not require additional funds. These fin1ace ilstitulions will be able to 
improve their credit/deposit and credit/vorking capital ratios and, therefore, improve
profitability. l-h,wcvcr, initially it may be helpfl'i to provide ref'inance (line olf cledit) for this 
purpose which %killhelp to build tLlp their explertise aid colfidCncC f'tor long term lending. 
Subsequently, they will be able to carry out these activities with their own funds. 

Refinance by N1113 to Urhan Cooperative Banks: NI 113's r'finance fiacilitics for housing loans 
upto Rs. 50(0)0 are cuLretitly available only to the scheduled cooperative banks. Many of 
the smaller cooperative banks have i)CClt lellding for housing or have a tremendous potential,
especially for reaching tile households ill smaller urbat centres and those below the median 
income. It viil, tlielCoie, be uIscful to conisider tile possibilities of refinaticing even the-non
scheduled cooperative banks, if*the UCO generates adequate volume of' housing loans. 

2.3 DOWNMAIRKE'ITING BY IHOUSING FINANCE INSTITUTIONS 

As we reviewed in the first section, the role of tile emerging housing finance 
institutions in reaching the households ielow median income has beetn rather lilited so far. 
The available estiuates suggest that tile Fini an ce to these g,'oups probally does not exceed 15 
percelti. The (lilly eolipaniy which had a spccif'ic natidate to serve these groups was IIUDCO, 
a comipaiiy fully owned by the Government ol' India. It earmarks 55 perce t of its lending for 
these groups. BesidCs I III),C( the only oti.le comiipaliy which has itade specific attemipts in 
this regard is the IIl FC thrlugh its lrAL'cl financing for the KI-W line of credit which is 
meant for houscholds with a miloitlthly incomtie of" less thant Rs. I00tlO. Tlhe only other attempts 
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have been through projects financed by LICHFL and GIC Grihvitta for low income workers 
in Bombay through payroll deductions. -

HUDCO's emphasis for the low income finance has been by offering subsidized 
interest rates and more favourable credit terms, especially longer repayment periods and 
higher loan to cost/price ratios. It has largely operated through the public housing agencies 
for providing bulk finance for what has been termed as 'social housing'. Over the years, 
however, public agencies have found it difficult to provide housing within the cost ceilings 
imposed by HUDCO. HUDCO has recently also introduced a scheme to provide loan 
assistance to NGOs for housing projects on a pilot basis. However, even in this the emphasis 
is on aspecific projec: and inadequate attention is paid to developing viable finance systems. 

The emphasis on subsidized interest rates is also evident in the HDFC projects through 
KFW line of credit. KFW, a German development bank has sanctioned a total of DM 55 
million (about Rs. 770 million) in two lines of credit. The first one was of DM 25 million. 
Under this, HDFC has so far sanctioned 43 low income projects for Rs. 400 million and 
disbursed almost Rs. 160 million, loans to low income households have been either given 
directly to households with NGO facilitation or routed through the NGOs. The loans to low 
income households are at 7 percent interest to be repaid in 22 years with a 1.25 percent 
spread for HDFC but none for the NGOs. 

The only notable case of using the Community based Finance systems fcr housing 
finance is by the GRUH in Gujarat. It has attempted to use the cooperative societies for 
identifying potential borrowers and assessing their creditworthiness. However, their attempts 
to use these structures for intermediation have not materialized. However, GRUH emphasizes 
that this would a far better arrangemenL 

On the whole the HFIs have been extremely wary of reaching out to the households 
below the median income, while most of them visualize the possibilities of expanding market 

opportunities through such reach, they feel that specific constraints, especially related to a 
p.rccived high credit risk, lack of affordability for housin,, and high transaction costs, inhibit 

such expansion. oiowevcr, our discussions with eight of the leading HFIs suggest that all but 

one was interested in experimenting with innovative measures. In the next section we nreseti 

a strategy for enhancing the reach of low income groups through a downmarketinn approach 
using the community based finance systems discussed earlier in this section. 
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SECTION THREE 

STRATEGY FOR DOWNMARKETING 

The strategy envisaged for downmarketing housing finance to moderate and low 

income groups, in urban areas, is based on using the existing finance systems. It is hoped that 

this will in turn consolidate and develop these systems further. The strategy may be initiated 

as p series of pilot projects, which can be replicated widely. This necessitates a gradual 

approach which builds on the strengths of these pilot projects while also recognizing their 

inherent limitations. 

Many of the problems related to housing for low income groups, especially regarding 

legal access to land at affordable prices and those related to foreclosure laws, have long been 

pursued in housing policy. It must be recognized that solutions to these will emerge only 

gradually. This strategy, therefore, takes the current conditions as system limitations and 

suggests indirect measures to overcome these. In a longer term perspective, demand pressures 

created through the improved access to credit for housing will itself help find solutions to 

these constraints. 

3.1 OBJECTIVES OF DOWNMARKETING STRATEGY: 

This strategy, if successfully implemented, will fulfill three important objectives. First, 

it will help to enlarge the market for housing finance for the emerging housing finance 

institutions in the country on commercial terms, and secondly, it will enable large segments 

of the urban population to improve their living conditions through a better access to credit for 

housing and community level infrastructure facilities. 

The third objective of this strategy goes beyond the confines of housing finance. It is 

envisaged that it will also help to consolidate the different forms of community based finance 

systems by enabling them to expand their activities in a viable manner. These structures 

would be far more replicable than the public housing projects with their limited reach. More 

importantly, they will help to integrate these sys,.ems with the general financial systems in tIe 

country. 

Consolidating and Integrating the Community Based Financial Systems: The 

recent literature on housing finance has repeatedly emphasized the possibility of enhancing 

household savings rates and general finance system development with better housing finance 

systems. In a similar vein, the downmarketing strategy as envisaged in this paper will also 

help in the consolidation of the different forms of community based finance systems in the 

country and lead to their better integration with the general financial systems. The emphasis 

on such arrangements for housing finance will also mean a change from the subsidised 

interest rate financing, that has been the mainstay of public policy for low income housing 

finance in India so far. The emphasis nov shifts to supporting development of commercially 

viable community based finance systems. Any available subsidies must be consciously utilised 

for the initial building up of such systems. These efforts however, need to be designed to 

become financially self-sustaining in the medium to long term. 

Enhancing Savings Mobilisation: It must be realised that the access to housing 
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finance can also be. critical to sustaining and increasing the desire for regular thrift by the low 
income groups. The experience of SPARC (housing savings) and BCC (group infrastructure 
savings) suggest that it would be possible to enhance savings, if access to housing finance is 
possible. Infact, discussions with SPARC personnel suggest that in later years, it was difficult 
to sustain the flow in their housing savings scheme as the housing loans did not materialize. 
Similar cbservations were also made by another NGO, Sharan in Delhi. They indicated that 
in their savings groups, there is now a demand emerging for larger loans ,and for purposes 
related to housing. However, such loans would require funds beyond those available with the 
community based syslems themselves. There is thus a need to ensure that the system does not 
collapse only on account of lack of funds. 

3.2 CONSTRAINTS IN DOWNMARKETING AND KEY DESIGN PRINCIPLES: 

The development of a downmarketing strategy for housing finan requires a careful 
identification of the perceived constraints for a commercially viable stem and the key 
design principles which attempt to overcome these constraints. Our re% iw of the existing 
housing finance institutions suggest three main areas of constraints for a cummercially viable 
downmarketing strategy. 

1. High Credit Risk: 

The first and the most emphasized constraint stated by many HFIs relate to the high 
credit risk perceived in lending to these groups. Our review of the community based financial 
systems, either those linked to the NGOs or the cooperative institutions, suggest that while 
delinquency is likely to be prevalent, bad debt is not very common. This has also been the 
experience of HDFC which has largely used the NGO mode for routing its KfW line of 
credit, meant for the low income groups. 

These experiences suggest that appropriate financial arrangements and strong grass 
roots base is essential for controlling the bad debt. Abetter tracking of actual extent of bad 
debt is essential. However, the discussions with NGOs suggest that this may occur due to 
either death or other calamities like fire or loss of income/assets due to riots. In fact some of 
the NGOs linked CFIs have either their own insurance schemes (like the Dekth Relief 
Assistance of FTCA) or started to avail the group insurance facilities of LIS (as done by 
SEWA as well as SPARC for their members). 

Greater check on delinquency on the other hand probably requires better underwriting 
criteria, more sensitive lending instrument design and a financial mechanism to cover the 
delinquency risk. In the case of the Community based Financial Institutions (CFIs) which 
have grown beyond a small community controlled group, better record keeping for tracking 
the defaulters' - is also important. 
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Table 3.1 
Downmarketing Housing Finance 
Constraints and Key Design Principles 

Constraint Design Principles 

1. High Credit Risk 

i. Measures to cover credit risk including insurance cover 
ii. Delinquency Risk Fund 
iii. Appropriate Underwriting 

2. Affordability for Housing 

i. Design of appropriate new loan instruments 
ii. Selection of appropriate markets 
iii. Technical support 

3. High Transaction and Servicing Costs 

i. Developing CFI capabilities 
ii. Adequate scale of operations 
iii. Spreads to cover establishment costs 

Specifically, the following design principles emerge as important to overcome the 

perceived constraint of high credit risk. 

. Measures to cover the credit risk: In the initial period of downmarketing strategy, 

the risk of bad debt will need to be borne by the community based (NGO linked or the 

cooperative) intermediary financial institutions or through subsidies for insurance cover. This 

is important to fir.t create a willngness by the HFIs to initiate the downmarketing. Over time, 

as the experience builds up and a better assessment of actual levels of credit risk become 

known, this arrangement may change. 

The linkage arrangement needs to also support the CFI to introduce better systems of 

record keeping and loan recovery which are prerequisites to good financial management. In 

addition and more importantly, the CFI must also be encouraged to introduce some type of 

insurance cover for bereavement and loss/damage to property. The experiences of FTCA for 
groupdeath relief assistance scheme or of SEWA and SPARC's insurance cover through 

must include these insurance arrangements as ainsurance need to be emulated. The linkage 
part of the cover for the larger housing loans. In the initial period, the insurance cover may 

be provided through subsidies as essential. 
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In addition to these measures, tile CFls have largely focussed on group and peerpressure to minimize the credit risk and this must be continued. In case of the EmployeesCredit Cooperative Societies (ECCS). payroll deductions with the employers' consent will also
help to reduce the credit risk to a minimum. 

ii. Delinquency Risk Fund: Delayed payment or delinquency is likely to be quitecommon, as suggested by the limited data available about the CFIs and the discussions withthem. In order to cater to cover this risk, the HFIs must be ensured of payments in time. Thismay be achieved by keeping a delinquency risk fund as a block balance or deposit with theHFI. It may be drawn upon by the FII in case of delayed payments by the CFI. The size ofthis fund must be linked to the past recovery performance of the CFI, so that it acts as anincentive to improve the cost recovery performance. At the end of the loan period, the
unutilized deposit with the accumulated interest will be returned to the CFI. 

iii. Appropriate Underwriting: The bulk loan arrangement must also require andercourage the CFI to move towards appropriate underwriting criteria for housing finance forthe.e groups. Besides the instalment to income ratio (IIR) used by most of the HFIs. aminimum period of regular savings and regularity in the repayment of past credit need to beemphasised. It is the latter criteria which have been used-by the CFIs in the past. For largerloans, participation in special savings scheme for housing can be made mandatory. 

The HFI also use a cap on loan to cost/price ratio for determining the loan amount.However, as we discuss below, the control of credit risk is linked more to the otherarrangements rather than the security of mortgage, it wouIl. w preferable not to use thisconsideration at all. In fact, unduly low ratios would necessitate the use of other moreexpensive sources of finance like the moneylenders, increasing the possibility of credit risk 
on CFI finance. 

2. Affordability for Housing: 

The second constraint relates to a perceived lack of affordability for the low andmoderate income households in relation to the prices of available options in the housing

market. Many of the HFIs have posed this as a major constraint.
 

The question of affordability is, unfortunately, not spelt out clearly. Housingaffordability is generally viewed only in the context of household income. It should, in fact,be examined in the context of the terms at which finances are available, the ability of thehousehold to make the downpayments and the proportion of the monthly income (theinstalment to income ratio), that would be made available by the household to service theloan. Table 3.2 highlights the affordable housing costs under a range of these parameters. Ourinquiries in some of the cities that were visited, suggest that the range of affordable costs
presented in Table 3.2 are adequate to meet the 
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Table 3.2
 
Maximum Affordable Housing Costs (Rupees)
 

1111 Instalment Repayment 	 Interest Rate (% per annum) 

Income to Income period 
Rs per ratio (%) (Years) 
month
 

1500 0.1 2 


5 


8 


15 


0.25 	 2 


5 


8 


15 


28(X) 0.1 2 


5 


8 


15 


0.25 	 2 


5 


8 


15 


12.0 


Loan to cost ratio 


0.9 0.7 

3541 4463 


7493 9209 


10255 12335 


13887 16091 


8851 11158 


18731 23023 


25637 30839 


34717 40227 


6609 8331 


13986 17191 


19142 23026 


25922 30036 


16523 20828 


34965 42977 


47855 57566 


64806 75090 


18.0 

Loan to cost ratio 

0.9 0.7 

3338 4292
 

6563 8439
 

8450 10865
 

10349 13306
 

8346 10731
 

16408 21097
 

21126 27162
 

25873 33265
 

6232 8012
 

12252 15752
 

15774 20281
 

19319 24838
 

15579 20030
 

30629 39380
 

39435 50702
 

48297 62096
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costs related to housing upgradafion, housing construction costs (without the land component)
and community infrastructure provision. Even for purchase of new housing, some options,
which match the affordability of the households in the 40th-50th percentile, are available in 
the formal housing market. For example, in Ahmedabad, private sector housing in the eastern
periphery is available at Rs. 75.000. This matches the affordability levels of the households 
in the income range of Rs. 2500 to Rs. 3(XX). The prices in the informal markets are even 
lower and well within the reach of households even in lower income brackets. 

These observations suggest the urgent need of information about local housing
markets, especially for those options which fall within the affordable range of below median 
income groups. Secondly, technical systems which help lower the costs of construction for 
new house a:; well as for upgradation should be made available to these groups. This will help
improve the effectiveness of credit targeted at them. More importantly, it becomes necessary
to provide housing finance for a variety of purposes which are more in tandem with the 
affordable levels to facilitate incremental improvements. 

Specifically, the following design principles emerge as important to overcome the 
perceived affordability constraint. 

i. Design of Appropriate Loan Instruments: It is necessary to design appropriate
loan instruments which are more in tune v'ith the affordability and housing market conditions. 
This requires two major changes. First, the purposes for housing loans must include besides 
new housing, home upgradation, purchase of land and community infrastructure projects.
Secondly, the loan amounts need to match the affordability, permitting much smaller amounts. 

Thirdly, and most importantly, the new instruments must permit non-mortae based
loans, especially in order to cover the options in the informal housing. This requires a clear 
change in the conventional UFI lending and may be promoted through bulk lending to the 
CFls. Initially, such lending may be promoted as far as the loan amounts are small enough
(o be covered by other forms of non mortgage security or guarantees. 

ii. Selection of Appropriate Markets: The question of affordability for new housing

is linked to selection of appropriate markets. This necessitates a proper information system

about the affordable 
housing options in the given housing markets. The pilot projects must 
support the building up of a market information system for the low and moderate income 
groups. It would be also necessary to select appropriate markets where such affordable options 
are likely to be available. 

iii. Technical support: To maximize the effectiveness of available credit and to help
formulate community level projects, technical support for the CFI should also be a part of the 
pilot project. Such support, however, must be properly costed and accounted for, in order to 
move towards meeting these costs from the surpluses of financial operations. 

iligh Transaction and Servicing Costs: 

The third constraint pertains to the high transaction or loan servicing costs associated 
with downmarketing. The IIFls are often reluctant to make small loans to the below median 
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income families as this would add to their administrative costs of loan servicing. However, 
reaching this group through NGOs or Cooperative institutions is probably more expensive 
route. Our analysis for the community based finance systems highlights the high establishment 
costs of NGOs as compared to the HFIs. Unfortunately, adequate data is not readily available 
to ascertain the possible effect of economics scale on these costs. 

Analysis of the available data suggests that as compared to the NGO linked CFIs, the 
loan servicing costs are lower amongst the cooperative societies, both because of the 
decentralised loan administration and availability of voluntary staff. Some of the services 
required for training and regulatory iunction, are also being met through government 
supported machinery in the cooperative sector at the state and district levels. Some NGOs like 
the FTCA in Andhra Pradesh. have also been providing these services to their members. This 
is possible given the large scale of its operation. The NGO operations are generally supported 
by grants from national and international donor agencies. Over time, it is necessary to make 
a realistic estimate of the total costs of NGOs' operations, pertaining to housing finance, to 
make the system replicable in a commercially viable manner. The system, then, needs to be 
designed to meet these costs from the surpluses generated through financial operations. 

It is with this commercial viability in mind that the following design principles, for 
alleviating the constraint of high establishment costs, are suggested. 

i. Scale of Operations: The arrangements must aim at an adequate scale of operation 
for a given CFI. This requires a careful assessment of the demand for housing finance and 
requisite time for external support until the CFI moves towards sustainable level. This means 
that in the initial period the CFI maybe suppored through grants to meet the establishment 
costs which are phased out over a carefully designed time period. If the linkage is established 
without such a plan of operations, there may be serious difficulties for the CFI to sustain its 
activities. 

Any linkage arrangement developed in the pilot project should ideally be related to 
a community based financial arrangement providing all types of credit, so that there is a scope 
for generating surplus from the financial operations to cover the establishment costs. It should 
not be confined only to a specific housing project as has been done in the past by both HDFC 
and HUDCO. unless they are designed with a purpose to develop or strengthen a CFI. 

ii. Spreads to Cover Establishment Costs: The interest rates to be charged on 
housing loans must be decided by the CFI, depending on their rate structure for other loans. 
However, adequate spread must be available to meet the establishment costs over a defined 
period. Initially, grants may be provided to set up a system, with an explicit plan for phasing 
out the grant. 
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Table 3.3 
Comparative Assessment of Establishment Costs 

Institution .Estahlishmcei. 

NGO Linked 	Institutions, 1992-93 
- SEWA Bank, Ahmedabad 
- BCC - CSLA, Baroda 

- RATC - Hyderabad 

FIFI - 1992-93
 
- GRUH 
- LICHFL 
- CHFL 
- CBHFL 
- SBIHFL 
- GGVL 
- HDFC 
- HUDCO 

Cooperative Societies 
ECCS. Gujarat, 
UCCS, Gujarat, 

1991-92 

1991-92 


Selected UCCS in Gujarat 
and Maharashtra, 1992-93 
Selected ECCS in Gujarat 
and Maharashtra, 1992-93 

costs as 
percent of outstanding 
loans 

10.7' 
2.0 
(20.0)" 
9.1 

2.5 
0.8 
1.2 
1.0 
1.6 
2.2 
0.9 
0.3."
 

6.4 
6.1 

0.25 to 4.35 

1.08 to 7.07 

Source 	 From the relevant annual rcports of different financial institutions. 
For Gujarat, State Registrar of Cooperatives. 

Note 	 Does not include the probable costs of SEWA Union Employees. 
Including the CSLA estimate of the value of BCC staff time spent for 
CSLA activities. 
HUDCO provides only bulk loans. 
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Even in cases where the HFI plans to use the CFI or NGO only as a facilitator with 
direct loans to the households, the establishment costs for the NGO or CFI need to be costed, 
recognized explicitly and covered by a service charge paid to the CFI by the HFI. 

iii. Capacity for Financial Management: In order to recover the establishment costs 
entirely through its financial operations, the CFIs have build up their capacity for financial 
management, without sacrificing their special measures for savings and credit operations. The 
linkage arrangement must encourage this capacity building through necessary training and 
interaction with the HFIs. 

3.3 TYPE OF LINKAGES: 

In view of the basic design principles, two forms of linkages between the HFIs and 
community finance institution (CFI - NGO linked or cooperative) are envisaged. 

i. tHFI-CFI Linkages for Bulk Loans for Housing: 

Our review of Cooperatives and NGOs has illustrated a wide variety of arrangements 
as well as different stages of development of community based financial institutions. They 
range from the nascent financial arrangement; like those with SPARC, Sharan, Adhikar, to 
the more developed ones like SEWA, FTCA and the Community Savings and Loan 
Association of the BCC. Similarly. amongst the cooperatives also, there are many which are 
very small with low credit absorption capacity. while others have grown fairly large with a 
greater absorption potential. There are substantial regional variations in the availability of such 
arrangements. In all cases, however, the strength of these community based systems is their 
close rapport and linkages with the community and their members. It is this rapport that has 
to be used to further develop and strengthen the systems. 

In response to these, the Downmarketing strategy envisages a linkage arrangement 
between the HFI and the community finance institution (CFI) which is flexible enough to 
accommodate institutions at different levels of d'.velopment and promotes their further 
consolidation and strengthening. Basically the arrangement involves a bulk loan from the HFI 
to the Community Financial Institution (CFI) with specified terms and conditions for on 
lending to the households. The CI will have the responsibilities for loan origination and 
servicing and, would, therefore, also bear the credit risk. 

Many of the NGOs surveyed for this study, expressed a desire for such independence 
and freedom. In this arrangement, the credit risk would be borne by the CFI and the limit on 
total bulk loan maybe specified in relation to the capital base of the CFI or the thrift and 
credit groups under a NGO federation/association. The basic aim of this linkage would be to 
use the grass roots strength of the CFI for downmarketing and use the housing finance to 
consolidate the CFI itself. 

Institutional Arrangements: 

In order to evolve a successful and viable linkage arrangement, it is important to 
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define the role of differeat institutions. Based on our review of the community finance 
systems, different potential models are identified as illustrated in Table 3. 

Basically, two forms of intermediation are visualised. 
i. Multi-tier Intermediation 
ii. Single-tier Intermediation 

The multi-tier intermediation uses the structure of federation or the apex agencies,
which in turn lends to the primary CFI. In the single-tier intermediation, the HFI deals 
directly with a primary CFI. The description of each is provided in subsequent sections. 

Multi-tiered Intermediation 

Under this framework, there are many possible options to link the existing networks
of primary CFIs, Cooperative Societies and the of theHFIs. Three potential approaches
arising from the study are described below. 

i. NGO-Apex Federation-Thrift and credit group model: In this model, the bulkloans for housing are envisaged to be routed through an apex federation or regional
association of thrift and credit groups. The review, assessment and monitoring of the TCGs 
can be handled better by this federation or association, which will also take theon 
responsibility of mobilizing the Delinquency Risk Fund (DRF). However, the loan origination
and servicing will be done by the primary CFI or Thrift Group which may or may not be a
registered entity. This arrangement will mean spreads at two to three levels (federation,
regional association and TCGs), However, the different activities, as they take place at
appropriate scale are likely to be more cost effective. The institutional responsibilities for 
different activities are also highlighted in Table 3. 

ii. Employer - ECCS model: The second model envisages use of the widespread
structure of Employees' credit cooperative societies (ECCS) in the country. The HFI can, with
the help of the state/district registrar of cooperatives and the district central cooperative bank,
identify potential ECCS. This selection may be based on their past financial performance. The 
bulk loan would be routed either through the District Coop. Bank/Employer to be given to
the ECCS. The employer will also play a facilitating role to permit payroll deductions. This 
model thus, has very low or no delinquency risk. 

iii. DCCB - UCCS model: Compared to the NGO linked arrangements, bulk loans 
to be routed through the Urban Credit Cooperative Society (UCCS) require a greater scrutiny
and appraisal. However, our earlier review suggests that there are many large and viable 
UCCSs in operation. The bulk loan may be routed cither through the DCCB. to be onlent to
the UCCS. The role of DCCB needs to be considered only in case where no NGO linked 
federation structure is already available. The activities related to technical assistance, market 
information, etc. are crucial for the UCCS to service large volume of loans. 

Single-tiered lntermediation: 

iv. NGO linked CFI model: In this model, the NGO linked CFI assumes far greater 
responsibility. The CFI in this case may be a primary Credit Co-operative Society, co
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operative bank or registered under any other relevant Act. The legal basis is, however, 
essential, as described below. The HFI bulk loan will be given directly to this CH, with the 
NGO only facilitating the liaison. NGO will, however, be involved in the loan recovery 
process indirectly by the deployment of its staff, as has been happening for the SEWA bank 
and BCC linked CSLA. In order for the CH to shoulder all the envisaged activities, it must 
operate at an adequate scale. It is likely that access to funds for housing finance can itself aid 
in this process. 

The different institutional responsibilities for different activities in the four models are 
highlighted in Figure 3.1. 

ii. NGO Facilitation: 

The second form of the linkage is the facilitation of direct lending by HFIs. This 
arrangement is similar to the one that some of the HFIs like HDFC, LICHFL, Griha Vitta and 
GRUH have been using to some extent. In this linkage, the loan agreement is directly between 
the HFI and the individual borrower, though the process is facilitated by the NGO or the 
credit cooperative society. The latter may help in loan origination and also actually service 
the loan on behalf of the HFI, at a fee. The credit terms and underwriting criteria suggested 
in Table 3.5 will also be applicable here. The basic aim of this linkage would be to encourage 
the HFI to develop a working knowledge of lending to these groups more directly, though its 
costs may be kept under a check by using the NGO-cooperative structures for loan servicing. 
Direct payroll deductions for employment based Credit Cooperative Societies are also 
possible. In other cases, a risk fund to cover the delinquency risk may also be required. 

3.4 FINANCIAL GUIDELINES: 

The emphasis in the HFI-CFI linkages for bulk loans for housing finance is on 
developing the basic financial principles for giving bulk credit to the community based 
financial institutions. So that the risks are minimized and more appropriately shared. This will 
make it possible to replicate this arrangement on a larger scale in the future. 

i. Purpose of loan, Credit terms and Underwriting: A major change in the general
outlook in the housing finance industry will have to be made in terms of the different 
purposes for which loans may be given. These should include, besides the house construction 
or purchase, purchase of land plot, house repairs, house upgradation/ additions, addition of 
sanitation facilities and community infrastructure. While most HFIs are not likely to have the 
experience of community infrastructure projects, this is an important demand from the low 
income groups in urban areas. Further, many studies have shown that provision or 
improvements in community 
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Figure 3.1 

HFI-CFI LINKAGES FOR HOUSING FINANCE 
tILL'E 

TYPE OF LINKAGE ORGANIZATIONAL LINKAGES INSTITUTIONAL RESPONSIBILITIES 

A.BULK LOANS/ 
LINE OF CREDIT 

Loan purposes Include home 
constructlon/purchase, 
purchase of land, plot, home 
upgradation/exenion. iodiidual 

and/or community infrastructure. 

NGO] 

II 

HFI 

Federation 

- Providing bulk credit 
- Defining credit and underwriting terms 
_ Providing financial management 

assistance 

- Appraise and monitor TCGs for bulk credit 
- Mobilize DRF 

a .Multi-tlered 
-Technical support 

- Market information 
IntermedlatIon 

Fne aoWn Thrift & Member/ Thrift and - Loan origination and servicing 

I. NGO-Federation- Thrift 
and Credit Group Model 

HFI Regional 
A. o: n 

0 Credit 
Group 

Borrower Credit Group 
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Employ- ECCS 10.Borrower 

HFI -
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Providing bulk credit 
Defining credit and underwriting terms 

ii. Employer-ECCS Model 

. poeE SMdl 

I eof 

Employer 

ECCS 

Registrar/ 

-

-

-

Ensuring payroll deductions 

Loan origination and servicing 

Assist in identifying ECCS 

DCCB 

Member/ 
FSBorower 

HFI -
-

Providing bulk credit 
Defining credit and underwriting terms. 

iii DCCB-UCCS Model 
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DCCB -
-

Appraise and monitor TCGs for bulk credil 
Mobilize DRF 

Regittrar I- Technical support and market information. 

Lrq7 UCCS - Loan origination and servicing 

DCCB 
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Figure 3.1 (ccntd) 

HFI-CFI LINKAGES FOR HOUSING FINANCE 

TYPE OF LINKAGE ORGANIZATIONAL LINKAGES INSTITUTIONAL RESPONSIBILITIES 

b. Single-tiered 
Intermediation 

iv. NGO linked CFI Model 

MiC.iii( 

Financial 
Instiudon 

Borrawer 

HFI 

NGO/ 
REGISTRAR/ 
DCCB/
EMPLOYER 

- Providing bulk credit - Defining credit and underwriting terms 
- Facilitate appraisal of CFI. generation of DRF 

and loan servicing 

- Technical assistance and market 
((XI.- KA 

iWL'NII 

(-'dii L)YI(' 
CFI 

information 
- Loan origination and servicing 

B. NGO FACILITATION 
Loan purposes include homeco nsruction/pu rchase 
Major house upg radation/extenseon u atnHFI 
et n-i 

loNs Faciltated housing 

. 11171 

NGO7 ' 
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- B r o e 

NGO/CFI 

- Loan origination and servicing 

- Facilitate loan origination 
- Loan servicing 

HFI - Housing Finance Institution 
DRF - Delinquency Risk Fund 
NGO - Non-governmental Organization BEST AVAILABLE DOCUMENTECCS - Employees* credit cooperative society
UCCS - Urban credit corporative society
TCG - Thrill and credit group
CFI - Communty/cooperative financial institution 
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infrastructure will help augment demand for housing finance considerably. Annex I gives the 
details of the community infrastructure loans. 

Table 	3.4 
Financial Guidelines For IIFI-CF! Linkages 

1. 	 Purpose of loan. credit terms and underwriting as per Table 3.5. 

2. 	 Delinquency risk fund as per Tables 3.6 and A.1. 
Group insurance to cover housing loans in the event of death - Rs 7-9 per annum per 
Rs 1000 of outstanding lean. 

3. 	 Necessary spreads to cover costs. 

4. 	 Legal form for the community finance institutions - to permit borrowing of bulk 
credit. 

5. 	 Plan of operations for the bulk credit to be submitted by the community finance 
institutions (CFI). 

6. 	 Limits on bulk credit (overall debt equity ratio of around 10 for CFI). 

SUPPORT SYSTEMS 

1. 	 Technical support. 

2. 	 Market information. 

3. 	 Accounting, auditing and monitoring for the use of loans. 

Table 3.5 illustrates the suggested credit terms and underwriting criteria which maybe 
linked to the loans for different purposes. For large loans beyond, the amounts generally 
handled by these CFIs, mortgage security may be essential. However, for smaller loans, group 
guarantee or peer pressures may be sufficient. In specific cases, where mortgage is not 
possible, flexibility in accepting lease papers or other documents suggesting defect security 
of tenure, should be accepted. 

ii. Delinquency Risk Fund : To cover the risk of delinquency, a Delinquency Risk 
Fund (DRF) should be required in proportion of the bulk loan from the lending agency (HFI). 
The DRF is essentially a deposit kept with the lending agency to cover the delinquency risk. 
It earns interest at the standard deposit rate and would be owned by the CFI. The balance, if 
any, would be paid back to the borrowing CFI at the end of the repayment of the loan under 
the bulk credit. 
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Table 3.5 BEST AVAJI L [31CUME NTSuggestive Credit and Underwriting Terms of Dilferent loan lurposes For Outlending by CFIs 

Loan purpose Loan amounts Repayment Security 
(Rupees) period (Years) 

House 
construction 
purchase 

Maximum to 
60,000 

5 to 15 years - For loans above 
20.000. mortgage 
- For loans less 

than 20,000. two 
known guarantors 
or gold or LIC 
po)licy 

Purchase of 
land plot 

Maximum 
30,000 

5 to 8 years - Mortgage 
- Lease papers 

frm public 

authorities 

House 25.00 to 20.000 Upto 5 years - Two known 
upgradation/ 
repair 

guarantors or gold 

(including 
toilets, and 

other water
sanitation 
facilities) 

Maximum Minimum Period of Regular Savings 
Instalment to 

Income Ratio 

Loan amount Years 
(Rs) 

25.0 Uptill 20,000 1 
Above 20,000 

2 

15.0 UptilU 20,000 1 
Above 20,000 

2 

10.0 (Total I 
housing 
expenditure to 
not exceed 35% 
oT income) 
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Table 3.5 contd. Suggestive Credit and Underwriting Term. of Different Loan Purposes For Outlending by CFIs 

Loan purpose Loan amounts Repayment Security Maximum Minimum Period or Regular Savings 
(Rupees) period (Years) Instalment to 

Income Ratio 
(%) ____________ 

Loan Amount Years 

louse 2,500 to 60,000 2 to 15 years - For loans above 25.0 (Total Upill 20.000 1 
extensions 20,000, mcrlgagc housing Above 20.000 2 

- For loans less expenditure to 
than 20.000, two not exceed 35% 
known guarantors of income) 
or gold or LIC 
policy 

Community Uptill 5,000 for 2 to 8 years - Mortgage of lan.d 10.0 (Ttal 
infrastructure household or housing 

covered - Compensating expenditure to 
block balance - not exceed 35% 
size (5 to 30%) of income) 
linked to 
availability of 
approval of public 
agency 
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While the CFI will not be able to have access to this account till the loan is fully repaid, the HFI 
may draw against the DRF, if the CFI fails to make a regularly scheduled loan payment or makes 
only a partial payment. 

The size of the DRF should be linked to the assessed recovery performance of the CFI,
and may range from I to 15 percent, as illustrated in Table 3.6. The details of the method used
for determining the size of DRF, as a percent of the bulk credit, are given in Table A. 1. This 
linking of DRF with the repayment record of the CFI can act as an incentive to improve the cost 
recovery performance of the CFI. 

Savings for Housing: In order to meet the DRF requirements, the CFIs maybe
encouraged to start a Savings scheme for housing. Some of the NGOs, notably, SPARC has 
operated such a savings scheme with considerable success. Similarly, BCC has, very recently,
introduced a savings scheme for receiving group finance for community infrastructure. Studies 
of low income housing suggest that there are considerable unanticipated delays linked to external 
factors like permissions, linkages for services, etc. The savings pool can help provide bridge
loans to meet such contingencies. 

Table 3.6
 
Delinquency Risk Fund Requirements (as a % of total loan)
 

Rate of Interest on Bulk Credit Recovery Rate (Recovery as a %of Total 
to be Repaid in 12 Years Recoverablcr9emand at any given Month) 

95% 85% 75% 60% 

12% 0.8 2.7 5.1 9.8 

15% 0.9 3.1 5.8 11.2 

18% 1.1 3.5 6.6 12.7 

20% 1.2 7.13.8 13.7 

Note: See "rable A. I for details of the methods used. 

iii. Necessary Spreads: The spreads necessary on such bulk credit arrangement should 
ideally cover both establishment costs and the credit risk. While the actual data on bad debt has 
not been available for most CFIs, the estimate from BCC-CSLA and discussions with several 
CFIs suggest that it is not very high. The risk of delayed payments will be covered by DRF as 
discussed above. 

The question of establishment costs may be linked to the scale of operations. While 
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detailed estimates for the scale effects are not available, the FITCA provides an example for 
sharing services at different level. As contemplated for the FTCA, it isessential to plan for the 
establishment costs at each level to be met with the surplus from the financial services/operations 
at that level. In fact, the FTCA and RATCs under it, suggest that the routing of housing finance 
through these CFls can itself contribute to the improvements in their cost coverage ratios. 

For example, for the Hyderabad RATC, to meet the shortfalls in current cost coverage, 
as well as the additional establishment costs attributable for housing loans, would probably 
require total loan volume of 5 million rupees a year with a 1.0 percent spread. It is likely that 
the RATC may require at least 2 to 3 years to reach such a target. However, in the interim 
period, the establishment costs can be supported by a grant with a clear mandate to cover the 
costs from financial operations beyond this period. Thus, as a principle, while in the long run, 
the spreads should cover these costs, in the initial period, it is necessary to support the system 
development through grants. The costs will reduce in the future with increased scale of operations 
and can be absorbed by the financing arrangement without any subsidies. 

A different aspect of the permissible spreads relates to the general lending rates adopted 
by the CFI. Some of these have been lending at high interest rates of 18 to 24 percent. Ideally, 
they should be permitted to charge these rates with an explicit proviso that a part of the profits 
will be kept as a special reserve whicl" can be used for DRF requirements for the future loans 
or be used for the necessary technical support services. (and its records) in the future. Over time, 
the DRF requirement can be linked directly to the repayment performance for the bulk credit 
itself. 

iv. Legal Form of the Community Financial Institution: An appropriate legal status for 
the community financi I institution (CFI) to be able to receive the bulk credit is essential. Our 
review of NGOs suggest a variety of legal forms ranging from simple registration under the 
Societies Act, or as a primary credit cooperative society or even as aprimary urban cooperative 
bank. The legal form should permit receipt of bulk credit for housing related activities. 

It must be emphasized that while almost all the NGOs reviewed are registered under some 
appropriate Act, many of the CFIs linked to the NGOs have not been registered so far. For 
example, the savings and credit groups with SPARC, Sharan, Deepalaya, etc. Despite this HDFC, 
for its KfW funds, has lent to the NGO in such cases. HUDCO under its new scheme of 
financing NGOs also plans to do this. However, it is useful to insist on registration of a CFI or 
a membership of some federation. This would facilitate rating of CFI through annual audits of 
cooperative departments. Such ratings would help route the Bulk loans to the CFIs from the 
intermediaries. 

v. Plan of Operations for the Bulk Credit: The CFI wishing to receive bulk credit in 
this arrangement need to develop aPlan of Operations for one to three years. Such a plan needs 
to cover the different loan purposes for which the bulk credit for housing finance is sought, the 
general socio-economic and housing profiles of the borrower groups and the prevailing housing 
costs. The selection of actual borrowers and loan amounts within the permissible underwriting 
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criteria should, however, be left to CFL 

vi. Limits on Bulk Credit: The total volume of bulk credit can be controlled by keeping 
a limit on the bulk credit to equity ratio. In instances when the,CFI can pass on mortgage assets 
to the HFI. the outstanding loans o:, this need not be included in this ratio. The overall debt 
equity ratio for the CFI should be around 10.0. 

3.5 SUPPORT SYSTEMS: 

The linkage of HFIs and NGO can succeed only through a supportive mechanism. The 
support system described below need to be evolved by national level agencies like the National 
Housing Bank in the initial period. Ef.bsequently the HFIs or regional associations should take 
up these tasks. 

i. Technical Support: In the housing sector a variety of support activities related to 
technical inputs for construction have received attention. Our., review of NGO experience also 
suggests the need to have such supports for them to venture !nto housing related activities. In 
fact, most of the NGOs, who have been engaged in housing, related activities have had such 
support, through either in house technical expertise or linkages with other agencies. A lack of 
such support has often limited their scope in such activities, (e.g. Sharan). Such support would 
help the borrowers to evolve better and more cost effective solutions. It will also help the agency 
to better assess the repairs, upgradation and construction costs. 

The need for technical support is very essential for developing projects for community
infrastructure provision and upgradation also. 

ii. Market Information: Besides the technical inputs,, another totally neglected area is 
market information for these groups regarding available housing options and the related prices.
A property information service would help to overcome this to a great extent. It would also 
enable the NGO or the cooperative to develop a better understanding of the housing costs. Such 
a system maybe supported initially through a grant, but must operate through a fee structure 
which will make it self supporting over time. 

Such support systems covering both the technical inputs and the market information 
should be developed to assist the borrowers to use the loans more effectively. 

iii. Accounting, Auditing and Monitoring for the Use of Loans: The review of the 
NGO linked financial arrangements suggest the need for introducing better accounting procedures
for the CFIs. In the cooperatives such practices are quite commpn. with a regular annual auditing.
The FTCA and RATCs also p'rovide such services and training for these to the member thrift and 
credit societies. The costs of these services also need to be accounted for properly and support 
services for these need to developed. Inspecific pilot projects, the emphasis on development of 
these systems must receive priority. Proper reporting systems are essential to improve financial 
management. The system, however, need tc be simple and easily understandable by the staff of 
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the community based financial institutions. 

The CFIs are often weak in offering different innovative lending instruments to their 
members. However, they have attempted to keep flexibility in lending arrangements. Many of the 
CFIs do not use the concept of EMI in their lending operations. It would be particularly useful 
to develop the necessary illustrations of EMI and or repayment schedules for different financing 
terms, in simple tabular formats. This should be used as ready references by the CFIs. 

The main responsibility to monitor the use of loan for housing related purposes will need 
to rest with the borrowing CFI. However, it is likely that lending for housing is new for the CFI, 
or has not been monitored in the past. It would be necessary to assist the CFIs to evolve cost 
effective monitoring mechanisms. Ideally, the monitoring should be integrated with the support 
services discussed above. 

3.6 TOWARD PILOT PROJECTS 

While the downmarketing strategy envisages expansion of the housing finance system to 
lower income groups on a widespread basis, the process may be initiated through selected pilot 
projects. The pilot projects need to be selected carefully to represent different models discussed 
above and aim for replicability. They will also need specific support systems as discussed above. 

Institutional Roles: 

While the design of the pilot projects will imply benefits both for the HFIs and CFIs, it 
is likely that the process needs to be facilitated, both by creating opportunities for interaction 
amongst the potential partners and by providing the necessary inducements by a careful use of 
subsidies for insurance cover, risk fund and support systems related to technical assistance, 
developing market information and training in financial management for the community based 
financial institutions. This support, through the necessary subsidies will need to come from the 
National Housing Bank or the USAID. 

Potential Agencies to Participate ipi Pilot Projects: 

For the models identified earlier, it is possible to suggest some of the potential agencies. 
For the bulk loan arrangement, two NGO linked models have been suggested. For the first, multi
tiered intermediation, FTCA or source of its regional associations already have the appropriate 
structure in place. Other NGOs like SPARC and Sharan also have nascent arrangements aimed 
at similar models. On the other hand Vikas, in Ahmedabad has also developed a similar proposal 
but lacks the grass roots base as yet. An NGO like AVAS has considerable strengths on the 
housing front and needs to be supported to develop financial systems. For the second model with 
single-tiered intermediation, there are two NGO linked financial institutions, namely the SEWA 
BANK and the Community Savings and Loan Association of the BCC. 

The different NGOs will, however, require considerable efforts to meet certain pre
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requisites like legal registration, developing a plan of operations, mobilizing funds for DRF and 
most importantly compilation of essential financial reports. Such assistance would also be helpful
in enabling the other smaller NGOs with nascent arrangements to become a part of the 
downmarketing strategy. 

Similarly, the HFIs will also need to make considerable adoptions in their lending
procedures. Specifically, they will have to extend the concept of bulk lending to CFIs. Most HFIsat present use this concept for lending to the corporate sector in any case. Secondly, they will
also have to design new lending instruments (especially for non-mortgage lending) and evolve 
suitable financial guidelines for these linkages. 

For identifying the specific cooperative institutions without the NGO linkages, it will be 
necessary to work in liaison with the Federations of Cooperative institutions as well as the state
and district level Registrar of Cooperatives and State and District Central Cooperative Banks. 

CONCLUSION: 

The growth of housing finance system in India in recent years has not been accompanied
by significant downmarketing. The downmarketing strategy as outlined above is cast in a pareto
optimal mould, as the benefits accrue to both the sides; the HFIs developing a commercially
viable expansion of their markets and the low and moderate income households gaining access 
to housing finance which has largely illuded them so far. An additional benefit in this processwill also be a further strengthening of the different forms of Community Finance Systems in the 
country and their integration with the general financial systems in the country in the coming
years. These efforts, however, require careful design, the will to innovate and improve from
'learning by doing' and above all the readiness to respond to the constraints of the partners in 
a positive manner in these partnership experiments. 
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ANNEXE 1 

PROJECT LOANS FOR COMMUNITY INFRASTRUCTURE 

Many of the settlements inhabitated by the low and moderate income households suffer 
from severe infrastructural deficiencies. However, financing improvements in the community 
level infrastructure poses at least three problems. First, in many cases, the land titles are not 
clear. Thus, though there maybe implicit security of tenure, formal legal tenure may not be 
possible. Often, the public authorities allow the settlement to exist, but authorization can take a 
long time as it is linked to political influences and would imply financial commitments to provide 
basic amenities through subsidies. Secondly, as a concomitant of this process, the 
households/communities from these settlements expect to receive subsidies at some stage and 
therefore, would prefer to wait for these. Even when there is an ability to pay for these services 
through loan finance, this is not availed of or it is difficult to access this finance due to the land 
tenure problems. Thirdly, the finance for this purpose would require to be made on a 
community/group basis as the investments have to be made on a joint basis also. The second 
envisaged financial linkage of a Project loan for community infrastructure attempLs to overcome 
some of these problems. 

Essentially two forms of organizational linkages are envisaged. In the first case, the 
involvement of the public agency is included in case the freehold tenure is not available. The 
advantage in this would also be that the community can pool the resources from the subsidies 
of the public agency with the loan resources and it becomes possible to finance without freehold 
tenure. In the second model, the arrangement maybe directly with a CFI. In this arrangement, the 
loans maybe given for the settlements without the tenure also. However, in this case, the size of 
the DRF will be higher to cover at least a part of the bad debt risk also. 
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Table A.1 
Delinquency Risk Funi - Approach to Measures 

Total loan Amount (Rs) (L) 100.000 
Rate of Interest (%) (1) 20 
Repayment Period (R) 12 
Recovery Rate (% to demand) (RR) 60 

0
 

Year (t) Required annual debt Total Actual Shortfall to be met 

servicing (ADS) Demand (D) Collecton (C) from DRF (Siti) 

1 22039 22039 13224 8816 

2 22039 30855 18513 3526 

3 22039 34381 20629 1411 

4 22039 35792 21475 564 

5 22039 36356 21814 226 

6 22039 36582 21949 90 

7 22039 36672 22003 36 

8 22039 36708 22025 14 

9 22039 36723 22034 6 

10 22039 36728 22037 2 

II 22039 36731 22038 1 

12 22039 36732 22039 

Present value of shortfall to be 13713
 
met from DRF at discount rate (12 

DRF as % of loan 13.7 

1. Required Annual Debt Servicing (ADS) = L
2. Total Demand (DJ = ADS + SHIA
3. Annual Collections (C,) DI RR / I(X)4. Shortfall in Collections (SHW D, C1 
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ANNEXE 2 

EXPLANATIONS FOR TERMS IN THE REPORT 

Non Governmental organization (NGO) : 

A generally registered legal entity which is set up on the principle of non profit and/or 
cooperation amongst its members to carry out developmental activities in either low income 
communities or for promoting and supporting the other such agencies or CFIs. Most NGOs 
are registered under an appropriate Act like the Cooperatives Act, Societies registration Act. 
Public Charitable Trusts Act or Section 25 under the Companies Act. Most NGOs also receive 
grants from national or international agencies or the government for carrying out their 
activities. 

Community Finance Institution (CFI) 

A registered or unregistered agency primarily dealing with savings and credit activities 
with direct participation and control by a 'community' which maybe based in a 
neighbourhood or a collection of individuals at the placc of work or based on a certain 
characteristic like occupation or common geogr'.phic origin. The CFI may be developed by 
the community itself or be promoted through the efforts of an NGO or governmental agency. 

The CFI may be either a primary institution with members coming directly from the 
community or an apex institution which offers financial services to the member primary CFIs. 
The CFI can also mobilize external resources as permitted by its legal form. 

Some of the CFIs arenot registered and continue to operate on an informal 
understanding amongst the members, though even these generally have a fairly systematic 
though flexible set of procedures. The others which are registered are generally under an 
appropriate Act like the Societies Registration Act, Cooperative Act (as a primary non 
agriculture society or a primary cooperative bank) or as a non profit development corporation 
under section 25 of the Companies Act. 

Primary Non-Agricultural Society (PNAS) 

Within the cooperative structure in the country, there are two primary cooperative 
financial institutions which operate in the urban areas, the primary cooperative banks and the 
primary non-agricultural cooperative credit societies (PNASs). As a large proportion of these 
institutions are in the urban areas, they are also referred to as Urban Credit Cooperative 
Societies (UCCSs). There are basically two types of credit societies, namely the Employees' 
(or Salary Earners') Credit Cooperative Societies (ECCSs) and the other Urban Credit 
Cooperative societies (UCCSs). The ECCSs are organized at the place of work and enable 
payroll deductions. The UCCSs are organized by a group of individuals coming together on 
the basis of place of residence, geographic origin or caste. Both of these are 
controlled/regulated under the respective State Cooperative Acts. They are regularly audited 
by the Registrar of Cooperatives. 
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Urban Cooperative Banks : 

Urban Cooperative Banks are also organized under the State Cooperative Acts. They
ale, however, also controlled/regulated by the Reserve Bank of India. Many of the PNASs 
graduate to become a UCB. They essentially operate as a Savings bank. They play a
significant role in financing the household and the small enterprises sector. They also offer 
many banking services. They are regularly audited by the Registrar of Cooperatives. 
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