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I. INTRODUCTION AND SUMMARY
A. Program History

In September 1988, USAID approved the project paper for a $50 million
Housing Guaranty (HG) program that provided for the refinancing of
long-term loans for low-income housing in India. For this purpose,
it authorized $25 million in loan funds, to be provided through the
National Housing Bank (NHB) of India. NHB had been established under
the National Housing Bank Act of 1987 and had commenced operations in
July 1988. NHB has functioned as an apex housing finance institution
and is wholly owned by the Reserve Bank of India (RBI).

NHB carries out a number of key functions in connection with the
fledgling housing finance system in India. It acts as the key
regulatory and supervisory agency of Housing Finance Companies
(HFCs). At the same time, it is responsible for fostering the
creation and growth of HFCs, so as to expand the availability of
housing finance in India. Consistent with its promotional function,
NHB refinances housing loans made by approved financial institutions
such as commercial banks and HFCs. Support of NHB's core functions
of regulation, supervision, and promotion of HFCs is central to the
USAID Housing Finance System Program (HG-003). In addition, another
major component of HG-003 has been to provide additional resources
for NHB to refinance loans made to below-median income households, in
an effort to expand the supply of formal housing finance available to
this group.

In April 1991, USAID and NHB signed the HG Loan and Guaranty
Agreements for an authorized $25 miliion in loan funds, and NHB drew
down and disbursed the entire amount of the loan. An interim
evaluation of the program was conducted in June 1991 and concluded
that program progress with regard to the stated objectives, as well
as the needs of the HFCs for financial resources to sustain their
growth, supported authorization and disbursement of an additional $25
million. By June 1991, USAID had authorized another $25 million of
HG-003 loan funds. This document assumes that this second tranche
will be disbursed by mid-1992.

This Project Paper (PP) Supplement provides support for recommending
an expansion of the HG-003 program, through the authorization of $50
million of additional HG funding. The expansion program (HG-003A)
will build upon the gains that have already been realized during the
first three years of the HG-003 program and those that are expected
to occur during the coming year. The program expansion is being
initiated at a time of potentially great change in the Indian
financial system and economy. HG-003A thus ensures continuity in
A.1.D.'s involvement during a critical period in India's trazsition
to a market-oriented, financially-sound housing finance system. The
program expansion is expected to be carried out over five fiscal
years, from mid 1992 through September 1996.



This PP Supplement also supports a recommendation for authorization
of a new Development Assistance (DA) grant of $4.3 million, which is
expected to be expended over five fiscal years, between mid-1992 and
September 1996. The DA grant consists of an agenda of training,
technical assistance and applied research studies, and the management
support services for implementation of the same.

Information in this document is supplemental to the HG-003 Project
Paper. The material is based on the June 1991 interim evaluation
report, other consultant reports, material obtained from NHB, and
interviews with NHB, HOFC, and experts in housing finance, low-income
housing supply, and low-income-oriented financial intermediaries.

B. Problems to be Adiressed

The first two years of the HG-003 program have witnessed significant
progress in the regulatory and legal environment in India affecting
housing finance. The growth of the housing finance sector has been
extremely rapid. Nevertheless, important areas will need to be
addressed in order to achieve the goals of the program.

The HG-003 Interim Evaluation (IE) noted that NHB has actively
promoted expansion of the housing finance system, has mob lized
resources for the sector and has established the regulatory framework
for the systems operations. However, the IE identified several areas
that warrant immediate and concerted attention, including the need to
strengthen NHB's supervision of HFCs.

These recommendations will he reflected in ar updated Master Program
Implementation Plan (MPIP) which will establish conditions for the
disbursement of the second $25 million tranche of the HG-003 program.
The HG-003A program expansion will provide sustained support in these
key areas, as well as in additional policy areas.

The IE also estimated that, to date, approximately 20 percent of the
rupee volume of NHB-refinanced loans (equivalent to more than US $50
million) has comprised loans to households below the urban median
income. An emphasis of the HG-003A program expansion will Le to
increase the supply of formal-sector housing finance to households
with incomes below the median, including informal sactor workers.

C. New Project Description (NPD) Review
A number of issues were identified by the APRE review of the NPD for

HG 003A. These have bean fully examined within the IE or within this
Project Paper (PP) supplement.




The rationale for the program expansion and the DA grant program is
discussed below. It notes that the key function of the HG program is
to foster policy dialogue and policy change on reiated issues and
that the HG funds will provide a stable source of funds during a
critical period in the history of the housing finance system in
India. Thre DA-funded technical assistance (TA) and training greatly
enhance the effectiveness of the HG program by providing the means to
strengthen discussions on policy issues. Specific TA and training
plans for the DA component and an illustrative budget are contained
in this PP Supplement.

0. Recommendations

The Mission and RHUDO recommend approval of $50 million in additional
HG resources to support the India Housing Finance System Program
Expansion (HG-003A). Disbursement of resources will be contingent
upon satisfactory progress on policy issues which are described
herein and which will be described in the revised Program
Implementation Agreement. Part of the focus of the program expansion
is to increase access to formal-sector housing finance by low-income
households. As part of this effort, a portion of HG funds will be
set aside to refinance housing loans made to low~income households
through a model housing lcan program that is designed to more
effectively reach low-income households.

The Mission and RHUDO also recommend appris/al of a new $4.3 million
DA grant, which will fund a series of TA and training activities
which support the objectives defined in the proposed Policy Matrix
(Annex B) und provide management assistance for the program.

II. OQVERVIEW OF THE HOUSING FINANCE SYSTEM PROGRAM (386-HG-003)

A. Program Goal and Purpose

The Housing Finance System Program (386-HG-003) was designed to
support the development of a financially sound, market-oriented
housing finance system that serves a wide range of households. The
original program goal and purpose remain unchanged. .

The program strategy is to assist the NHB in developing the policy
framework for a market-oriented housing finance system and by that
help reduce the financial resource constraint on the growth of HFCs.
The HG-003 program expansion continues these goals, with a view
toward sustaining the.expansion of the private housing finance system
and intensifying the focus on loans for low-income households.



B. Relationship to GOI Policies

The HG-003 program and its expansion are consistent with the
Government of India's (GOI) twin goals of economic growth and social
equity, especially with the expansion's added emphasis on increasing
access to formal housing finance by low-income and informal-sector
households. The HG~003A objectives will be greatly furthered by the
recent GOI efforts to reorient economic policies such as: delicensing
all but eighteen industries, opening up nine more areas for private
competition, liberalizing foreign investments (up to 51 percent
foreign equity allowed for 34 industries), de-controlliig hiring of
foreign technicians, and substantial relaxation in monetary and
financiai controls. The RBI has given flexibility to banks to raise
lending rates beyond the floor rate of 11 percent depending on
analysis of risk. Similar announcements are in the offing for term
lending institutions. The RBI has relaxed its guidelines to finance
companies and leasing units. This reoriented policy environment is
likely to induce more competition in the financial sector including
housing finance, thus making the sector expand more effectively to
include a wide variety of households including low income group and
informal-sector ones.

In order to promote equity with economic growth, the 1991-92 GOI
Budget incorporates resource mobilization schemes for the poor.

These include: a) a safety net program which is proposed to be
started with GOI funding in order to provide a social safety net to
workers from the adverse consequences of the economic transformation;
and b) 40 percent of the unrevealed/untaxed income deposited with the
National Housing Bank which will be utilized for financing low cost
housing for the poor, and the remaining 60 percent which can be
withdravna by the depositor without any question asked.

World Bank's 1991 Annual Economic Memorandum provided specific
recommendations on India's future financial sector reforms. These
included the need to introduce more competition into the banking
system and capital markets; liberalize interest rate controls;
strengthen financial institutions' capital structure; and phase out
directed credit targets and interest subsidies in the system. The
expanded policy agenda of 003A will support these recommendations.
Increasing the number of market oriented lenders, providing
additional training, and developing a trade association will
introduce more competition in the banking system. Fulfilling some of
the key preconditions to the development of the secondary mortgage
market will introduce more competition into capital markets. NHB
requesting RBI to allow HFCs to set interest rates and terms on
deposits and interest rates on loans will liberalize interest rate
controls. Increasing NHB's and HFCs' share of resources obtained
fromidomestic competitive markets will help to phase out interest
subsidies.



C. Relationship to the Mission Strategy
1. Relationship with the CDSS

The Mission's strategy aims at supporting an evolution in India to
middle-income status by addressing critical constraints to increased
growth and productivity, while ensuring complementary, well targeted
actions to help alleviate poverty among Indfa's most vulnerable
groups. The program expansion supports efforts to address one of the
most critical constraints on urban economic development, distorted
financial markets. Housing finance is a visible part of India's
overall financial sector and plays an important role in setting the
stage for market-oriented policies. The program expansion will build
on A.1.D's excellent track record in policy change in this sector.

The Mission's Program Performance Information System (PPIS) includes
housing as one of its major components. This indicates the priority
given to the HG-003 Program within the Mission's portfolio.
Application of these indicators have provided dramatic evidence of
the performance of India's housing finance system.

One of the principle outcomes of the program expansion will be to
improve the envivonment and health in urban areas. This proposal is
supportive of the Mission's Health Sector Goal, "to enhance India's
capacity to improve public heaith through increased system
efficiencies."

The Mission's strategy aims to support well targeted actions to
alleviate poverty. The HG program necessarily benefits poorer
households by virtue of its being targeted to below-median income
families. The increased availability of housing finance will help to
alleviate poverty conditions by supporting improvements to living
conditions for low-income households. The program will explore
outreach mechanism whereby HFCs work with organizations which are
more directly involved with poor communities to expand their services
in those communities. Finally, increased financing for housing will
improve access to job opportunities for low-income workers in the
field of building trades and supplies.

2. Relationship to the Urban Strategy

The USAID/India Urban Strategy Statement identifies support for the
development of a housing finance system as integral to continued
economic development in India. India's urban population is expected
to double over the next twenty years. Unless job formations can keep
pace with population growth, household incomes will decline.

The program expansion is designed to stimulate housing supply as an
important economic development tool. Increased availability of
housing finance will stimulate housing construction related jobs. In
addition, the forward and backward linkages with job formation in
other domestic consumption markets can be substantial. It is
estimated that an investment in housing has an overall economic
multiplier effect of from 3 to 7 times the original investment.

m



D. Accomplishments of HG-003
Accomplishments of HG~-003 ftov Date

Since the authorization of HG-003 in September 1988, the main change
in the regulatory and supervisory environment that has directly
affected housing finance has been the establishment of NHB and its
assumption of many of the regulatory and supervisory functions of the
Reserve Bank of India that pertain to housing finance institutions.
HFCs can now deal with an institution that is specifically dedicated

to housing finance.

The recent Interim Evaluation (IE) of HG-003 noted three major
program accomplishments:

1. The NHB was commended for its very active promotion of new
HFCs.

The growth of HFCs has been explosive. Approximately 300 HFCs are
now registered. The number was 30 in 1988. NHB has reviewed and
classified 31 of these companies and has recognized 16 as eligible
for loan refinancing. The number of loans sanctioned by HFCs has ,
grown by 50 percent per year. The number of branch offices of the 16
recognized HFCs has grown from 51 to 136 in just two years.

2. The HFCs have performed well in terms of risk management,
raising funds, and profitability.

The newly formed HFCs have demonstrated good management practices
which have resulted in good repayment and low credit risk, reasonable
exposure on interest rate risk, and a good debt to equity ratio.
These companies have raised considerable levels of resources, mainly
through domestic term loans (almost half of 1iabilities), and from
deposits (one-quarter of liabilities). Finally, as a group, the HFCs
have surpassed the minimum acceptable level of profitability (15-20%
given an inflation rate of 12%).

3. One gquarter of the borrowers have been below the median income.

The HFCs have increased their lending to below median income families
faster than total lending has grown. This has occurred in part
because of the growth of branch offices in smaller cities. The iE
estimates that there will be substantial demand for HFC lending to
this income group, about $75 million in the next few years.



Expected Additional Achievements of HG-003

The IE also made recommendations regarding NHB's activities in the
near term, principally the strengthening of NHB's supervisory
function. These recommendations will be reflected in an updated
Master Program Implementation Plan (MPIP) which will establish
certain conditions for the disbursement of the second $25 million
tranche of the HG-003 program., These include:

- NHB will establish a management information system (MIS) that
allows for supervisory reporting, effective HFC management
analysis, and monitoring of HG-refinanced loans;

- NHB will develop a strategic plan fer its own funds mobilization:
and

- NHB will make quarterly contacts with all recognized HFCs and
establish a schedule for review of them. The disbursement of the
second loan tranche is expected to take place by mid-1992.

E. Summary of the Expanded Program and Policy Objectives

The goals, purposes, and objectives of the HG-003 program remain the
same in the HG-003A expansion. The expansion program builds upon the
gains of the HG-003 program in the areas of resource mobilization for
housing finance, the establishment of a financially sound system of
market-oriented HFCs, and lending to low income families.

A 350 million HG loan and a $4.3 million grant are envisioned over a
five-year period beginning mid-1992 and completed by the end of
fiscal year 1996. Out of the HG loan, four loan tranches of $12.5
million each are proposed to be disbursed in 1993, 1994, 1995 and
1996. These disbursements will be contingent upon the progress
achieved in the policy objectives outiined in the amended Proyram
Implementation Agreement. The host country matching contribution to
the $50 million HG loan will consist of $35 million to be mobilized
by the NHB and $15 million as downpayments from individual households
that borrow from HFCs.

The DA grant, which will also contain funds for program management
support, will be expended from mid-1992 through mid-1996. A
commi tment from NHB of an additional $1.5 miliion will consist of a
combination of in-kind contributions and financial assistance.

Accordingly, the entire program described below will have a five-year
budget of approximately $105.8 million, including HG, DA and
counterpart funds.




Policy Objectives of the Expanded Program
The policy agenda of HG-003A is organized around three strategic

objactives:

to increase domestic, private-sector sources of funds for

housing finance; to expand market-oriented housing finance institutions;
and to expand the supply of housing finance to low income families.

Annex 'B' presents these objectives in a policy matrix which outline the

benchmarks for reviewing the progress made towards policy objectives
using proposed HG funds and the DA grant funds.

F. Expected Additional Achievements of the Expanded Program (HG-003A)

1. Increased Resources for the Housing Sector

This will be accomplished by:

-
(* 30

HFCs increasing household savings as share of total
resouvces; and

The share of NHB and HFCs rasaurces derived from
market-oriented sources being increased as a share of
total resources.

2. Expansion of Market-Oriented Housing Finance Institutions

This will be accomplished by:

a.
b.

c.

Increasing the number of recognized HFCs;
Training being made available to recognized HFCs;

Level of management quaiity and technical expertise in
housing finance being improved throughout the nation; and

. Improving supervision of HFCs by the NHB.

3. Expanded Supply of Housing Finance to Low-Income Households

This will be accoplished by:

a.

b.

Creating a greater share of housing loans for families
below median income; and

Increasing access to institutional housing finance by
families from the informal sector.
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G. Institutionalization

The DA Grant funded activ:ties will identify the training needs for
housing finance system development by developing an information base
through research studies and developing training modules on housing
finance. The program will develop the local capacity to provide
long-term training and technical assistance support for an expanded
private housing finance system.

H. ripti Policy A f h

Policy Objective I: Increased Resources for the Housing Sector

1. Continuing Problem

To be self-sustaining, the housing finance system will have to
mobilize funds that are priced at market rates of interest. Mature
HFCs, which have established a solid track record, are likely to be
able to raise funds in the wholesale market through the issuance of
bonds and debentures. HFC subsidiaries of the big state-owned
commercial banks and insurance companies generally have access to the
resources or backing of their parent companies. In contrast, the
new, independent institutions will not have access to the wholesale
market for some time. It is likely that the major source of funds
available to the small HFCs, and particularly the private ones, wiil
be from the household snctor.

However, the competition for household savings is substantial. The
largest mobilizers of such savings in India are all in *the public
sector.* As government bodies, these institutions enjoy the
confidence of the public. In addition, certain impediments in HFC
deposit regulations, such as the minimum term on deposit accounts and
the rigid interest rate structure set by the RBI, work against the
mobilization of savings by the HFCs.

These include government agencies such as the National Savings
Organization (postal savings), statutory corporations such as the
Life Insurance Corporation, the General Insurance Corporation and the
Unit Trust of India, and the large public-sector banks.




Unless both NHB and the housing finance lenders develop domestic
resource mobilization capabilities, the housing finance system cannot
become self-sustaining. And unless HFCs develop domestic resource
mobtlization capabtlities (which require a supportive legal and
regulatory environment), their growth represents only another vehicle
for disseminating public funds which are in limited amounts and
should be targeted to the very lowest income groups.

2. Expected Accomplishments of HG-0Q3A

a) Household savings in HFCs will increase as share of total
resources;

b) The share of NHB's and HFCs resources derived from
market-oriented sources will increase as a share of total

resources.

Some of the actions by NHB which are expected to help increase
household savings in the housing finance system are detailed in the
policy matrix (Annex 8) as benchmarks. For example, relaxation of
restrictions on savings deposits, lending rates, and advertising
should increase the competitiveness of HFCs with public sector banks
and in turn help them to capture more savings.

3. HG Conditions

@) NHB will implement a formal, written strategic plan for

generating sufficient resources to meet current and projected
obligations through 1995, with particular atten:ion to funds

cbtained from domestic, market-oriented sources.

b) Housing finance institutions eligible for HG funds will consist
only of those HFCs that are without substantial access to public-
sector funds. This will be a determination made jointly by USAID and
NHB, based on the following principles, but necessarily involving
some subjective judgment: HJ funds are intended to support the
sound growth of market-oriented HFCs that are establishing a market
presence and achieving the necessary scale for efficient operations.
Eligibility for NHB refinancing will be based on the extent of
actual and potential funding that an HFC has arranged with a
public-sector parent company or affiliate and not only on the basis
of equity ownership. Institutions that have a substantial resource
base of and access to public-sector funding will be excluded from HG
refinancing.

¢) A per-institutior cap of 25 percent of HG funds over the life

of the HG-003A period will be imposed to ensure that a number of the
newer, smaller organizations will have access to HG refinancing.

10
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4. DA Grant Funded Activities

The companion grant of the HG-003A program will support technical
assistance, training and studies on resource mobilization for
housing finance. Grant funded TA and studies will include, among
others, the following:

Development of marketing strategies and tools that can be
used by HFCs operating under the current regulatory
framework, to enable them to more effectively mobilize
households savings and to better tap the savings market
potential through their branch office system.

Evaluation of the factors that affect saver's use of
different natfonal savings institutions (e.g., postal
savings scheme, commercial banks, HFCs, mutual funds, and
pension funds).

Studies of demand for the Home Loan Accounts (HLA) scheme
as tt is now devised with recommendations for increasing
its effectiveness and reducing its impact on the
obligation of NHB; review of other compulsory,
loan-1inked savings schemes; and other ways of attracting
financial savings for low-income depositors.

Studies on HOFC's experience with mortgage-backed .
securities and the feasibility of mutual fund and pension
fund models for NHBs ability to raise domestic,
market-oriented resources.

Studies of assessment of demand for mortgage-backed
securities recommendations and considerations for
establishing standards for mortgage loans and estimation
of aggregate supply of standardized mortgages that are
Iikely to be available for sale in the secondary mortgage
marketing.

Training activities related to resource mobilization will include:

Fee based seminars/workshops for senior HFC management on
methods of marketing deposit accounts.

Development of training modules and staff training in areas
such as marketing techniques for deposit instruments.

1



Policy Objective II: Expansion of Market-Oriented Housing Finance
Institutions

1. Continuing Problem

The fact that the formal housing finance sector has developed so
recently means that the breadth and depth of knowledge and expertise
is, in general, less than desirable, This {s true of housing
finance participants a: all levels: government policymakers,
regulatory agency management and staff, management of the housing
finance lenders, loan customeres, and investors.

With the emergence of new HFCs, the supply of training opportuntities
has grown -- for example through courses and seminars sponsored by
HDFC or NHB, or through in-house efforts. HDFC has opened a housing
finance training center and NHB has plans for opening its own
national training institute for housing finance. Yet, there is not
enough capacity in India to provide enough TA and training of the
types that are critical for the sound development of a
quickly-growing, market-oriented housing finance system.

More training and TA are needed to disseminate information on the
current state of new techniques to participants in the Indtan
housing finance system. At a more basic level, a number of applied
research studies are needed to clarify the institutional and
economic behavior of housing finance sector participants and to
recommend improved TA and training approaches specifically geared to
the Indian context. Especially when these concepts are conveyed to
the level of senior management or through trainers to management,
these efforts can lead to a permanent rate of increase in the
expertise within India.

2. Expected Accomplishments of HG-0Q3A

a) The total number of recognized HFCs increases.

b) Training is made available to the recognized companies and
the level of management quality and technical expertise in
housing finance improves throughout the nation.

€) NHB is increasingly capable of engaging in effective, forward
looking supervisory regulations, which are aimed at developing
a stronger and more competitive, dynamic housing finance
system.

Some of the actions by NHB which are expected to help in the

expansion of market-oriented housing finance institutions are
detailed in the policy matrix (Annex B) as benchmarks. These

12



include actions related to making foreclosure for non-payment more
available to HFCs, strengthening NHB's regulatory powers in cases
where HFCs are troubled, and determining the extent to which other
private financial institutions like cooperatives should participate
in NHB refinancing.

3. HG Conditions

An MIS system is developed and is operational for all recognized
HFCs. This will facilitate regular supervisory reports to NHB by

the HFCs.

4. DA_Grant Fynded Activities:

The companion grant of the HG-003A program will support technical
assistance, training and studies for expanding market-oriented
housing finance institutions. Grant funded activities will include

the following:

- Development of training modules for NHB and other training
institutions in subjects such as a) loan portfolio
diversification; b) credit underwriting appraisal; ¢) loan
management and collections; and d) customer service and
fiscal accountability.

- Exploring possibilities and establishment of collaborations
between NHB and U.S. training institutions on development and
delivery of training on the above subject.

- Sponsoring study tours and participant training of Indian
professionals in U.S. institutions and other third countries
on the subject of housing finance and related subject.

- Evaluating the potential for cooperative housing lenders to
be included as HG eligible sub-borrowers.

Policy Objective III: Expanded Supply of Housing Finance to

Low-Income Households

1. Continuing Problen

As detailed in the IE, most housing finance lenders are targeting
their loans primarily to middle and high-income households.

However, the very large market of households with below-median
income is likely to contain a large, creditworthy element that could

13



contribute substantially to the profitability, rate of growth, and
efficiency of market-oriented housing finance lenders. Yet,
considerable uncertainity persists as to what are the risk and
return characteristics of loans made to low-income households and
how that risk and return may be affected by the financial
institution's structure and its methods of underwriting, appraisal,
service delivery, loan counseling, and collection.

Information that is now available on low-income housing production
indicates a serious lack of housing finance suppiy. These
households need relatively small loans to purchase and improve
housing which often has no legal title. Low-to-middle income
households who work in the informal sector also lack a ready supply
of housing finance.

The obstacles to obtaining housing loans are based in part on
characteristics of low-income households that may reduce their
effective demand, such as their low (and often less-stable) incomes,
informal-sector housing, and low levels of savings. However, within
the low-income sector there are many creditworthy borrowers.
Therefore, it appears that the obstacles also may be due to supply
factors, most prominently the failure on the part of formal-sector
financial institutions to assemble information that would identify
creditworthy low-income subgroups. Moreover, little effort has gone
into developing efficient techniques for low-income l1oan marketing,
loan underwriting, and loan collection. These may be quite
different from the cost-effective methods that have been developed
for middle and high-income households.

As a result, many low-income and informal-sector households obtain
housing finance primarily from informal sources at extremely high
interest rates. Access to formal-sector housing finance would
improve the quality of housing, thereby increasing the welfare of
low-income households, the income-generating activity of those with
home-based enterprises, and opportunities for upward income mobility.
Increased access to housing finance could also instill greater
motivation for financial savings by these income groups.

2. Expected Accomp)ishments of HG-Q03A

a) A greater share of housing Toans by HFCs for families below
medium income.

b} Increased access of institutional housing finance to low
income families from informal sector.

14
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Some of the actions by NHB which are expected to help in the

expansion of below median income and informal sector borrowers are
detatled in the policy matrix (annex B) as benchmarks. These include
development of experimental lending programs for the target population
which use Non Governmental Organizations (NGOs) as a channel for
lending from HFCs to low income groups which do not have access to
formal finance. A risk sharing mechanism and a set aside of HG
resources may also be developed as potential incentives for increasing
loans to this group. The purpose of the experimental programs will

be to demonstrate that such lending can be carried out in a market
environment and are viable. In case the feed back recetved on the
experimental lending programs are positive, TA and training programs
will be suitably modified to incorporate support for making the
programs replicable.

3. HG Conditions

In order to encourage the growth of low income-~oriented HFCs, a smal)
portion of HG funds will be set aside to refinance loans made through
the two model lending programs.

4. DA Grant Funded Activities

The companion grant of the HG-003A program will support technical
assistance, training and studies for expanding the access of low
income and informal sector families to formal housing finance. Grant
funded studies will include, among others, the following activities:

- Development of non-traditional underwriting criteria for
fnformal sector borrowers (potential model for a
Group-Guarantee Housing Loan Program is attached in Annex J);

- Technical assistance in financial management for NGOs involved
in the experimental lending; and

- Feasibility studies of incentive and risk sharing mechanisms
for lending to low income families.

III. Technical Analyses
A. Institutional Framework
1. Natiomal Housing Bank (NHB).

NHB, established under the National Housing Bank Act of 1987,
commenced operations in July 1988. It functions as an apex housing
finance institution and is wholly owned by the Reserve Bank of
India. A major component of the HG-003 program, authorized soon
thereafter, was to provide support to NHB in helping to achieve its
objectives.



NHB has the responsibility not only ¢7 promoting the expansion of a
housing finance system, but also of serving as a key regulatory and
supervisory agency for HFCs. NHB refinances housing loans of approved
financial institutions, including commercial banks and HFCs.
Furthermore, it is authorized-to provide up to 20 percent of the
equity capital in selected institutions. While some of the functions
of NHB appear to be somewhat in conflict -- such as supervising an
institution in which it holds an equity position -- the broad range of
functions was deemed desirable (at least initially) to provide the
necessary impetus for this newly-forming industry.

MHB was created at a noint in time when the housing finance system was
fairly primitive and had two clear characteristics: it was heavily
dominated by governmental bodies, and it was delivering a low volume
of housing finance. NHB is attempting to implement a new vision of
the housing finance system in which the government acts as more of a
facilitator of resource mobilization and less as a direct participant.
Its view is that local development authorities should restrict
themselves to the preparation and allocation of serviced sites, and
that housing construction and finance should be left to the private
sector, including households, employers, and developers.

At the same time, an innovative HFC -- the Housing Development F.inance
Corporation (HOFC) -- had been demonstrating for a decade what could
be done by a market-oriented firm if it was given mudest latitude to
operate in the financial markets. A major part of NHB's mission is to
foster the creation and growth of additional HFCs as a vehicle for
expanding the availability of housing finance. Support of this
mission is the heart of the USAID program.

Further details of NHB's financial resources and regulatory
activities, including 1imits of the terms on HFC deposit accounts,
guidelines for refinancing, and other programs, are contained in
Annex C.

2. Housing Finance Companies (HFCs).

Some 300 firms have now registered as HFCs with the Registrar of
Companies, although it is not clear how many are actually

functioning. Of these, only 31 have been formally classified by NHB,
and, of the 31, NHB has officially recognized 16 which are eligible
for NHB refinancing. At preseni, two more HFCs are in the process of
applying for NHB recognition. Based on current USAID equity~based
definitions, two of the recognized firms are public sector enterprises,
seven are joint sector firms and seven are private. Both firms
applying for NHB recognition are joint sector firms.
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One criterion for NHB recognition that has excluded many HFCs from
NHB loan refinancing is the minimum capital requirement of Rs. 10
million, or $385,000. Nevertheless, the growth of the industry has
been very rapid. Virtually all HFCs, with the exception of HDFC,
were founded after 1984; only 30 HFCs existed in September 1988.

HFCs' share of formal sector housing finance amounted to 10.1 percent
in 1987-88. Over the last three years, HFCs' housing finance volume
increased by approximately 60 percent per year. In 1991, total loans
sanctioned by nine of NHB's recognized HFCs totalled Rs. 12.6 billion
($485 million). Thus, even though housing investments by other
formal.sector lenders grew significantly over the last three years,
it is likely that the market share of HFCs has increased.

Several factors have contributed to the growth of this industry.
HOFC's tremendous success in the field has inspired much emulation.
HOFC earned an impressive 33 percent return on equity during fiscal
year 1989-1990, and in the following year it sanctioned ioans
totaling Rs. 8.1 billion. The creation of NHB has also encouraged
entrance to the field. Many potential investors viewed the NHB's
founding as an indication that the GOI would increasingly target the
housing finance sector and thus that the profitability of this sector
would improve.

Several commercial banks have created HFC subsidiaries and more

are under consideration. In addition, the two largest insuUrance
companies, Life Insurance Corporation of India (LIC) and General
Insurance Corporation of India (GIC), felt that their direct lending
programs for housing were becoming too large to be accommodated under
their general corporate structures. LIC has launched an HFC and GIC
is in the process. Many real estate developers have also entered the
field as a means of providing financing to their customers.

Overall, HFC branch growth has been very rapid. NHB-recognized firms
alane have increased their total number of branches from 51 in
1988-1989 to 136 in 1990-1991, an annual increase of 63 percent.

While HFCs initially establish offices in the largest cities, most
branch expansion takes place in cities with populations below one
million. Firms are moving into smaller cities because they encounter
Tess competition there and housing is more affordable for prospective
borrowers. HFCs are now present throughout the country, although
there are still relatively few in the northern and eastern regions.
Additional information on HFCs is provided in Annex C.



8. Women in Development

The HG-003A program expansion continues the goal of increasing access
to below-median income households in India. HG-003A introduces a
number of new efforts to increase access to formal-sector financial
institutions by low=income groups living and working within the
informal sector. Because women are cver represented among the
low-income, low-wealth, landless, informal-sector, and illiterate
populations, achievement of the objectives of HG-003A has the
potential of benefiting them more than their representation in the
Indian population overall.

C. Other Donors

The Overseas Economic Cooperation fund (OECF) of Japan has entered
into an agreement with NHB to provide a 20-year loan in the
Yen-equivalent of approximately $22 million to support NHB's refinance
facilities under the same terms and conditions as USAID's HG program.
The International Finance Cooperation (IFC), one of the original
shareholders in HOFC, has recently committed an additional $100
million to HOFC in general furtherance of its objectives. A 340
million direct loan by IFC has already been disbursed. The additional
$60 million will be syndicated by IFC with various international
commercial banks under the IFC umbrella. Thus, there ts
complementarity between USAID's support of the development of a -
housing finance system and the activities of the other international
donors involved in this sector. (See Annex G.)

0. Environmental Assessment

A.1.D.'s environmental review procedures aim to ensure that the
environmental consequences of USAID-financed activities are identified
and considered. They also aim to help developing countries better
evaluate the environmental effects of proposed projects and introduce
effective environmental programs. Environmental considerations were
addressed in a June 1991 analysis by an urban environmental team (see
Annex L). A categorical exclusion for this project was recommended,
since 1t supports an intermediate credit institution (NHB) and since
USAID does not reserve the right to review or approve individual loans
made by NHB.

The recommendation was accompanied by several observations and
suggestions of relevance to the HG-003A program. First, environmental
problems associated with informal sector or slum (squatter) settlements
are far more severe than those associated with the formal housing
sector. Accordingly, to the extent the HG program assists in
upgrading the quality of residential housing for low-income

households, it reduces some of their most serious health hazards.
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Within the formal housing sector, adequate environmental review is
being carried out by the major institutions, although perhaps not by
the newer and smaller HFCs. NHB is in a position to introduce
training programs, technical assistance, public education efforts, and
requlatory policies that would have the effect of better invegrating
an environmental awareness into lenders' investment and construction
reviews, developers' construction designs and procedures, and
consumers' home purchase decisions.

E. Debt Risk Assessment

Assessment by the Mission (August 1991) of India's debt servicing
capability over the next three to five years concluded that India will
continue to service its external debt, India's credit rating will
improve in the near future, and that the current account deficit of
India's balance of payments will improve within the next three to five
years. Detailed Country Risk Assessment is provided in Annex 0.

F. Program Management

A U.S. firm will be contracted to provide management support. This
will include providing an on-site management coordinator with home
office back-stopping and coordination of State-side activities.

Working with the designated representative of A.I.D. and the
designated representative of NHB, the contractor will develop an
Implementation Plan, to be approved by A.I.D. and NHB, for delivery of
technical assistance and training. The Implementation Plan will be
amended annually during the 1ife of the contract to ensure that
technical assistance and training are both current and appropriate.
The contractor will meet as required with both A.I.D. and NHB and will
Rr?vide adwrigten quarterly status report in a form to be approved by
.1.D. and NH8.

The U.S. firm will be selected through competitive procedures and
awarded an institutional contract. U.S. firms will be evaluated in
part on their ability to draw from a wide variety of specialized
experts in both India and U.S.

G. A.I.D. Management Resources

A RHUDO-funded Resident Advisor, supported by Mission funded FSN
positions will be responsible for AID project management. The
resident advisor will be A.I.D's designated representative for key
contacts batween USAID and NHB and will aiso be responsible for
coordinating all program activities for both USAID and RHUDO.
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The Resident Advisor will be responsible for integrating the HG loan
activities with the DA funded technical assistance and training
component to ensure cohesive program implementation.

RHUDO is responsible for program oversight of the HG loan. This will
be accomplished through communications between RHUDQ/Bangkok and
USAID/New Delht, including temporary duty assignments by RHUDO in
India. In addition to funding the Resident Advi.or, RHUDO will
provide occasional nominal funding support as and when necessary to
fund staff development and activities to carry out the program goals
and objectives.

Management of the HG-003A expansion program will require considerable
contact with NHB in Bombay in order to adequately evaluate the
achievement of goals and objectives. Mission OE funds will be
required to support travel for FSN staff in connection with program
monttoring.

H. Monitoring Evaluation

Work is beginning under the current program (HG-003) on the system
development and implementation of an integrated MIS which will, among
other *hings, enable NHB to report to USAID in detail about

- HG-refinanced loans, the lending institution it refinances, and
beneficiary households. This will greatly improve regular monitoring
of the operations of HFCs and the HG program.

A system of small annual interim evaluations will be tied to each
amendment of the Implementation Plan. These annual interim
evaluations will, among other things: 1) measure progress in achieving
policy objectives of the revised Program Implementation Agreement,
both before and after disbursing HG loan proceeds; and 2) evaluate the
effectiveness of technical assistance and training activities and
recommend changes.

Gender-disaggregated data, which were not available at the outset of
the HG-003A program, are now expected to be available. Accordingly,
the interim evaluation will draw from these data (and analyses
contained within DA grant funded studies) (1) to identify constraints
to women's participation in all project activities and opportunities
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for enhancing women's participation; (2) to recommend strategies to
overcome these constraints or to make use of these opportunities; and
(3) to recommend benchmarks to measure progress in implementing these

strategies.

A final evaluation will be conducted at the end of 1996. It will
contain evaluations of NHB's supervision and domestic resource
mobilization; HFC management and resource mobilization; and the
achievements, difficulties, and lessons learned from the two model

‘anding projects.

I. Cost Estimate and Financial Plan
The program involives several distinct activities to be financed by

different mechanisms over the five year 1ife of the program. The
financial plan as described in the Project Paper for HG-003 remains

the same except as listed below.

1. Financial Analysis
A.1.0. will guaranty a HG 1oan to be disbursed in several tranches

- totalling U.S. $50 million over the five year life of the program.

NHB will mobilize refinancing resources equal to the rupee equivalent
of approximately U.S. $35 million. Individual househoids that borrow
from HFCs will contribute their own funds as downpayments for
acquiring or improving their homes. Assuming that HFCs achieve an
average loan to value ratio of 70 percent, then the matching household
contribution will be the rupee equivalent of approximately U.S. $15

million.

A total of U.S. $4.3 million of A.1.D. grant funds over five years
will be used to fund program management support, technical assistance,
training in both the U.S. and in India, interim and final program
evaluations, and non-federal audits. NHB will contribute a minimum
fn-kind rupee equivalent of U.S. $1.5 million over five years for
annual costs of administering the program.

Table H-1 provides project summary cost estimates, and Table H-2
provides details on expenditures by fiscal year.

Program management support by a U.S. firm under the terms of an
institutional contract is estimated to be $900,000 over five years.
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TABLE H-1
ILLUSTRATIVE SUMMARY COST ESTIMATE ($000)

A.l.D.
FX LC TOTAL HC. TOTAL

CAPITAL RESOURCES

HG loan 50000 0_50000 0 50000

NHB Matching Refinance Resources and

Individual Borrower' Downpayments ca e 50000 50000

TOTAL CAPITAL RESOURCES 50000 080000 50000 100000

ILLUSTRATIVE SUMMARY OF DA
FUNDED PROJECT BUDGET BY INPUT
ELEMENTS

Technical Assistance

384" 1930 0 1930,

U.S. Training 07t
In-country Training 0 540
Evaluations, non-federal audits and other S
payment verifications. 200 50 250 0 250
Contingencies C:183 38 - 180 0 . . 1g0
Inflation S 286 64 320 0 . 330
TOTAL FOR ILLUSTRATIVE SUMMARY OF .+

DA FUNDED PROJECT BUDGET BY INPUT ~ . E
ELEMENTS 3364 936 - 0 . 4300
NHB MATCHING FUNDS FOR RECURRENT . 4
OPERATING COSTS : 0 0 . .0 1500 ~ -1500
TOTAL FOR ALL FUNDS 53364 936 $4300 51500 105800
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TABLE H-2
PROJECTION OF EXPENDITURES BY FISCAL YEAR ($000)
FY'82:.. -  FY'93 FY '94 "~ FY '95 FY'96 = TOTAL TOTAL
3N > SR T FX LC X Lc X 1IC X Lc FX LC BOTH
ALD. EXPENDITURES e : _
HG Loan 0 . D 12500 0 12500 0 12500 0 12500 0 50000 0 50000
Technical Assistance 197 48 384 96 AB4 96 384 96 197 48 1546 384 1930
U.S. Training 140 - 0 265 0 265 0 265 0 135 0 1070 03970
In-country Training 17 50 35 100 35 400 35 100 18 - 50 140 400 540
Evaluations 0 0 40 10 40 -~ 10 40 10 80 20 200 50 250
Total at Current Costs 354 98 724 206 724 206 724 206 430 118 2956 834 3790
Contingency 19 4 38 10 38 - 10 38 10 19 4 152 38 190
Inflation 32 8 64 16 64 16 64 16 32 . 8 256 64 320
Tota! for AID Grant Funds 405 110 826 232 826-. 232 826 232 481 130 3364 936 4300
Tota! for all AID Funds 405 110 13326 232 13326 232 13326 232 12981 130 53364 936 54300
HOST COUNTRY EXPENDITURES
Recurrent Operaling Cost 0 225 0 350 0 350 0 350 225 0 1500 1500
Matching Refinance and :
Downp:yments 0 0 0 12500 0 12500 0 12500 12500 0 50000 50000
Total for Host Country S S
Expenditures for HG A SR
Comnonent 0 225 0 12850 0 12850 0 12850 12725 0 51500 51500
TOTAL FOR ALL
EXPENDITURES 405 335 13326 13082 13326 13082 13326 13082 12981 12855 53364 52436 105800




Training In the U,S. 1s estimated at $1,070,000. Over five years this
should provide funding for training approximately 107 participants.
Training in India 1s estimated at $540,000. Over five years, an
estimated 540 participants will be trained in various aspects of
housing finance.

The technical assistance component is estimated at $ 1,930,000 over
five years. This will fund research and analysis by short-term U.S.
experts and local consulitants. The U.S.training, the in-country
training and the technical assistance estimates include the cost of
program management support services.

Five evaluations are planned over the five year 1ife of project and
non-federal audits and payment verifications will be performed as
required. Contingencies and inflation have provided for in the
Summary Budget (Ref. Table H-1) @5% and 8% respectively.

2. Recyrrent Cost Analysis

The host country's contribution of $1.5 million (matching contribution
for the DA grant program) will be provided by NHB and the HFCs. This
accounts for 25.86 percent of project cost. Thus the stipulation of
Section 110 of the FAA that the host country must contribute”... at
least 25 percent of the costs-of the entire program, project or
activity...” has been complied within so far as the costs relate to
the program to be implemented by the NKB.

Recurrent costs are defined as the operating expenditures needed to
carry out the project activities. The recurrent costs envisaged under
this project include the cost of training center charges, salary
payments of staff directly/indirectly associated with the
implementation of the Project; the costs of office space to be
provided by NHB and HFCs to carry out identified activities; and the
costs of domestic travel of faculties participating in the seminars,
workshops, outreach programs and training courses conducted within
India. Because NHB is an autonomous institution, it does not have to
seek approval/assistance from any agency of the GOI in planning for
its recurring costs.

Because NHB already has a cell which manages its HG related programs,
the recurring costs associated with this project will be provided from
the budgets of that cell. NHB will also provide floor space and other
fnfrastructurdl support within its office premises to the staff
assigned to manage this project and to related consultants.

2.1 Audit

NHB is a financial institution incorporated by an act of the Indian
Parliament. It is statutorily required to maintain various books and
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reports. Also, NHB is required to have its books of account audited
each year by a Chartered Accountant (Indtan equivalent of a CPA).
A.1.D. will have access to all NHB records of operations pertaining to

the project.

2.2 The Project agreement will contain the standard provisions
allowing A.I.D. reasonable access to project records and accounts.

In addition, A.I.D. may directly contract for non-federal audits
during the course of the Project. The budget for evaluation includes
provision for local payment verfication services and audits.

2.3 Disbursement procedures

The amount under DA grant funds for TA and Training will be contracted
by A.1.0. to a U.S. institutional contractor who will manage the
different elements of the Project such as: procurement of technical
assistance, training in U.S. and elsewhere including India,
commissioning of studies. Payment under these procurement actions
will be made directly by A.I.D. to the institutional contractor and

charged to the Project.

3. Demand for HG Refinancing

The interim evaluation estimated that demand for HG refinancing would
exceed $50 miliion over a three-year period, even under very °
conservative assumptionrs (see Annex C-9). This conclusion, however,
should be supplemented ..y several other considerations. Chief among
these is the likelihood that the current criterion for HG-eligible
housing loans (loans that are less than Rs. 55,000 and therefore
affordable to below-median-income households) may be changed to a
requirement that the loans are actually made to below-median income

households.

Based on information provided in the IE, it is possible to make a
rough estimate of the portion of the 1990-91 volume of loans that were
made by eight recognized HFCs to below-median-income households. Even
under a very conservative assumption of no growth in the velume of
lending to below-median-income households since 1991 (and assuming a
per-institution cap of 25 percent), the total volume of HG-eligible
Toans over the four-year period would be Rs. 1,394 million, or $54

miliion.

Additional factors that would considerably raise this estimate include
the additional volume of low-income lending by all other recognized
HFCs (but excluding those that are dependent on funds From
public-sector parent companies); the expected increase in the number
of recognized, HG-eligible HFCs over the next four years; the
possibility that USAID will confer HG-eligibility to market-oriented
housing institutions other than HFCs; and reasonable rates of growth
of lending to below-median-income households over the next five years.
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However, other factors that could significantly offset this tncreas.
in the estimate of HG demand are restrictions to HG eligibility that
are proposed as part of the HG-003A program expansion. One proposal
restricts HG-eligibility to those HFCs that have no ready access to
519?1;1cant amounts of funs from public-sector parent companies or
affiliates.

On net, effective demand for HG refinanring is likely to exceed 350
million over the course of the HG-003A expansion program. The exact
level will depend greatly on the continued pace of expansion of the
housing finance sector, as well as on the precise conditions that are
determined for HG eligibility during the HG-003A program expansion.

J. Implementation Schedule

Authorization of the HG-003A program expansion is expected to occur by
September 30, 1991, Disbursement is expected to occur for the first
HG-003A tranche by early 1993. Upto four tranches are expected to be
disbursed over the life of the project. The HG-003A program expansion
is expected to be completed by September 1996.

The DA grant is expected to be obligated during the first quarter of
FY'92 and to be available for funding during the second quarter of

Fy'92.

Details of the proposed Implementation are as follows:

Negotiations with NHB on amending the HG By 31 December 1991
Program Implementation Agreement, and

entering into a new Program Agreement for

DA assistance completed

Contracting for the U.S. firm to provide By 31 March 1992
management support services completed

Second HG-003 loan tranche disbursement By 30 June 1992
completed

Commence activities under the program By 30 June 1992
management support contract

Implementation Plan approved by A.I.D. By 30 September 1992
and NHB
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First Annual Interim Evaluation completed By
First HG loan tranche disbursement completed By
First Amendment to Implementation Plan By

approved
Design of Model lending programs completed By
Second Annual Interim Evaluation completed By

Second HG loan tranche disbursement completed By

Second Amendment to Implementation Plan By
approved
Third Annual Interim Evaluation completed By

Third HG Loan tranche disbursement completed By

Third Amendment to Implementation Plan By
approved
Fourth Annual Interim Evaluation compieted By
Fourth HG Loan tranche disbursement By
completed
Final Evaluation completed By

PACD 30
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31 March 1993
30 June 1993
30 June 1993

30 September 1993
31 March 1994
30 June 1994
30 Junm 1994

31 March 1995
30 June 1995
30 June 1995

31 March 1996
30 June 1996

30 September 1996
September 1996



HOUSING FINANCLE SYSTEM PROGRAM EXPANSION
PROJECT DESIGN SUMMARY LOGICAL FRAMEWORK

P T

NARRATIVE VERIFIABLE MEANS OF IMPORTANT
SUMMARY INDICATORS VERIFICATION ASSUMPTIONS
Program & Sector Goal: Measures of Goal

Assumptions for

Achievement: achieving goal_ ftargets:
Sector Goal: To improve Increase in the amount of |Special finance sector That increased
housing conditions of funds lent for housing by [studies. Project recoids. availability of formal
low-income houscholds. the formal private sector. housing finauce will

e o e I e o Fo i St | o s B e 0

Project Goal: To increase [{Increased borrowing by
the availability of formal Jlow-incomc households.
housing finance to low

incoine houschotds

nanonwide.

result 0 ncreased
borrowing by low-mcome
housecholds.  That
increased borrowiag  will
improve the housing
conditions of low ncome
households.
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Project Purpose:

Conditions thai
purpoesé has been
achieved: End of Project
Status

indicate

Assamptions for
achieving purpose:

To promote the
development of a
financially-sound,
market-orienied housing
finance system which
makes long-term shelter
finance available 10 a
wide range of
households—including
those below the median
income.

1) loan volume for HFCs
incscases by z0% per
year, 2) loan volume for

below median income
borrowers, as a
percentage of total loan
volume, increases by 10%
10 15% per year; 3)
Number of tecognized
HFCs doubles over life of
program; 4) Volume of
loans to below median
income households
Jdoubles over life of
program; 5) loan volume
of HDFC, as a percentage
of twotal loan volume for all
HFCs, declines by 15% per
year.

Monitoring ol oaumber
and distribution of
commercial HFCs and
their branches; studies of
financial structure,
soundnaess; markct
shares; loan collection
rates; terms of loans and
types of faciliies; volume
of lending to low income
houscholds; etc.

That the formal financial
sector will peunnit new
HFCs to operate in a
financially sound
manner. That sufhicient
demand exists in the
target populauon to

support  sysiem  expansion.

(%]

xoun!
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Outpults:

Magnitude of Outputs:

Assumptions for
lachieving

1) Increased resources
derived from household
savings, as a share of
HFCs' to1al resources; 2)
Increased resources
derived fromm markei-
onented sources, as a
shaic of NHB's and HFCs'
1otal resources; 3) Access
by HFCs 10 a newly
evolving secondary
morigage market; 4)
lucreased number of
recognized HFCs, 5)
Expanded traumng
available 10 HFCs; 6)
Increased market-
oricntied lending by
Housing Finance
Institvuons:  7) Improved
housing finance system
supervision by NHB; 8)
Support for immuaung a
housing Llinance ‘trade
association: 9) Increased
share of HFC loans to low-
income households: 10)
Increased access by

other

Ny ST TIPS

informal sector fanulies 1o
formal sector housing
finance instilutions.

F

1) HFC houschold savings
as percentage of total
resources; 2) NHB & HFCs
market-oriented
fesources as pcrcemagc
ol total; 3) Number of key
pre-conditions  for
secondary markel
development; 4) NHB
doubles recognized HFCs,
HFC branch offices
mcreased; 5) Ongoing
fece-based training
modules established,
recogmzed HFCs trained;
6) Co-op housing lenders
included or excluded as HG
eligible sub-borrowers;
7y MIS reports on
recognized HFCs., NHB
supervision exiended (o
classified HFCs; 8) Trade
association formed; 9)
Number and volume of
HFC loans for low-income
borrowers, as a shace of
total lending; 10) Number
of informal sector
households with loans
from formal sector
housing finance

institutions.

For indicators 1, 4, and 9)
Mounitoring NHB's
teporling  generated
its MIS; 2) An
examination of NHB
financial records and
audited annual reports;
tor indicators 3, 5, 6, 7 and
8) Monuoring program
implementation activities
and evaluvations; 10)
Evaluation of modcl low-

from

income lending

programs.

oulputs:
1) Growith of housing
finance system will be
sustained by: HFCs'
adracting more  houschold
savings; NHB's incieasing
access to matket-onented
resources;  initauon of
secondary mortgage
market. 2) Number of
market-oniented  housing
finance insututions  will
be expanded by: NHB's
improved  supervision,
estabhshed capacuy ftos
sustained  housing hnance
tramning; determine  HG
cligaibility tor housing co-
op lenders; develop uade
association.  3) Supply of
housing hnance 10 low-
mcome households  wiil
cxpand by increasing
access of low-income
bosrowers (0 loans

trom

HFCs.access ol ntoanal R
sector famulies to foumal ’:
sector housing finance '2
institutions.



|lnpuls

Implementation Target
(Type and Quantity)

Assumptions for
roviding inpuls:

1) HG loan funds; 2) NHB
resource mobilization and
Jporrower down payments;
3) DA grant funds for
jmanagcment suppont, TA
and training, and
levaluations; 4) NHB
funding for program
administration.

1) $50 million in
additional housing
guaranty authority, with
isbursements over 5
cars beginning in FY '92;
) $35 million in
additional " resources
mobilized by NHB and $15
million in borrower down
payments; 3) $4.3 million
in grant funding over 5
years to fund
management support,
technical assistance, U.S.
and in-country training,
and cvaluations; 4)
Micimum of $1.5 Million
for NHB administration
-0Sls.

For all indicators, project
records and evaluations

) That NHB assigns
adequate staff and other
resources; 2) that
necessary agrcements are
concluded bciween A L.D.
and NHB, and between
NHB and HFCs; 3) ihat the
number of HICs
recognized by NHB will
continue 10 increase.
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STRATEGIC OBJECTIVES - POLICY AGENDA

1. INCREASED RESOURCES FOR THE HOUSING SECTOR

A. Increase household deposits in HFCs

PROPOSED POLICY MATRIX

BENCHMARK S

HFCs derive an increasing share of their
total resources from nousehold deposits;
{e.3: this shar2 increase dy 5-7 percentage
paints each year ralative to the baseline
established as of January 1992, to ve
negotiated).

Y4B desmonstrates progress on discussions
with RBI on the 24-month aimaua aaturity
on iffC household savings deposits,

if it 1s shown that this significantly
affects the competitiveness of HFCs

{see grant funoed study).

N8 initiates discussion with R31 on
relaxation of interest rate ceilings
on housencld aeposits.

#i8 relaxes restrictions on advertising
for recognized HFCs.

NMB permits access of more recognized
HFCs to offer the LA scheme, if it is
shown that HLAS are 3n appropriate funding
wechanisa. (See grant funded stucies.)

All studies, TA and training of household
savings supply and HFC aarketing methods
eviluate data disaggregated by level of
household income, houshold composition,
and yender of borrower.

TA, TRAINING, STUDIES/GRANT FUKDED

1. Develop tools for {#FCs to tap the
savings markat potential of dranch
offices.

2. Develop marketing strategies and tools
for HFCs to mobilize nousehold savings.

3. Carry out study on the dewand for the
HLA scneme and recommend .idys tO \nCrease -
its effectiveness and reduce 1ts impact
on the liabilities or iM8.

4. Carry oul a study on the factors
affecting demand for different types of
national institutions, e.g. postal
saving scnese, commercial oanks,

mutual funas, etc.

>
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STRATEGIC ORJECTIVES - POLICY AGENDA

8. Facilitate aevelopoent of ssiondary
mortgage market.

C. Increase marxet-derived domestic
resources for Mid°s refinancing program.

BENCHMARKS

Some ey grecanditions to the development
of a secondary mortgage marret are
fulfilled in order to increase the future
Vikelinood of ¥¥L"s access to domestic
wholeszie fuags.

WHB increases its share of resources for

refinancing generated from:

- market deventures {vs. Goverment
bonds }; and

- mutual funds/pension funds,

- mortgage backed securities.

NH8 increases the total share of its
resources obtained from domestic, market-
oriented sources {by e.g. 10 percentage
points per year: to be negotidted).

TA, TRAINING, STUDIES/GRAHT FUMOED

1. Carry cut studies on growth potential
of mortgage backed securities.

2. Develop strategies to facilitate
secandary sortgege markel transactions.

1. Carry out amalysis of the feasibility
of the mutual-fund and pension-funds
models for raising resources for NHB.

2. Prepars a case study of the experience
of HOFC with mortgage-backed securities —
and implications for its future use by
WHB. Carry out a study of demand for
such securities.

3. Carry out a study on standardization
of mortgage instrusents for wmortgage-
backed securities. Eéstimate the impact
of alternative mortgage siandards on the
volume of standardizsd mortgages, dis-
aggregated by level of housenhold composi-
tion, and gender of borrower.

4. Carry out a study analyzing the
re)ationship between HFC's costs of funds and
their current mortgage interest rate schedule,

5. Analyze the feasibility of using depentures
for raising resources for the housing sector.

7-9 Xauuy
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STRATEGIC OBJECTIVES - POLICY AGENDA

D. Ensure the availability of sufficieat
resources to meet NHB's refinancing neecs.

BENCHMARKS

As part of the Haster Program lmplementation
Plan (#PIP), NHB proviaes a plan for
generating sufficient resources to meet
current and projected obligations through
1995 with particular attention to schemes
like HLAs. This will be updated regularly.

B datermines if there should be cap on
refinancing, and whether the refinancing
instrusent can be ysed to encourage the
mobilizatior of other kings of resources,
e.g., after the first tnree crores of
refimncing provide refinancing ona 1 to |
basis with increases in household deposits.

TA, TRAINING, STUDIES/GRANT FUNDED

1. Analysis of NHE's refinancing program.

£-§ xauuy
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STRATEGIC OBJECTIYES - POLICY AGENDA

BEHCHMARKS

II. EXPANSION OF MARXET ORIENTED FIMANNCE IMSTITUTIONS

A. Develop the local techmical assistaace and

tratning capacity to support am expanded
private housing finance system.

8. Comsiger refinencing to additional
privage sector iaszitutions.

‘v

Operations of 300 registered companies
are reviewed and help provided to
viable ones; 40 companies reorgam zed
over 3 years (3aseline:Jan.'92}).

W Develops training mocules over one year
{see grant-funded activities)

Training provided to 40 recognized HFCs.

NAB pruvides support to initiatives takem
by WC(s to form a Traoe Association.

Determine if housing cooperatives should
be considered eligidle for KS funding.

TA, TRAINING, STUDIES/GRANT FUNDED

}. Develop fee based training modules, with

appropriate training initiations, for training

in india in: {a) the role of Board of
Directors in HFC aevelopment, (bifiscal
accountability, (c) developing a market-
ing facility for savings ang lending
services, (d) opening branches and
managing branch services, {e) developing
ano using MIS systems, (f) developing a
capital base ana diversifying the loan
portfolio, and {g) developing & customer-
service orientation.

2. Provide information and technical
assistance for establishment of-a HFC
Trade Association.

1. Review KHB's criteria faor providing
refinancing to housing finance coopera-
tives, cooperative banks ang private
Commercial banks.

2. Oevelop criteria for identifying
financially viable cooperative institu-
tions.

3. Study on how cooperatives reach low-
income households and women. Provide
criteria for any that should be
considered eligible for HG refinancing.

’
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STRATEQIC OBJECTTIVES - POLICY AGENDA

C. Support policy changes whick will
strengthea private housing finance
institutions.

BENCHMARK S

Progress made on adopting legislation by the
NHB to streamline foreclosure procedures.

NHB obtains powers to close HFCs in
cases of near vnsolvency.

Progress made by NHB on request to RB{ for
giving MHB/HFCs some latitude in setting
interest rates on loans.

JA,

TRAIHING, STUDIES/GRANT FUNDED
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SIRATEGIC OBJECTIVES - POLICY AGEMDA

BERCHMARK S

[11. EXPAND THE SUPPLY OF HOUSING FINANCE FOR LON INCOME FAMILIES

A. Develop the information oa savings and

lending models that will atlow formal-
sector financial iastitutions to reach
wefarmal-sector housenglas.

Carry out two experimental lending programs
for low-income, 1ntormal-sector households.

HFCs increase percentage {to be negotiated]
of borrowers below median 1ncome.
{baseline - Jan. 1992}

TA, TRAINING, STUDIES/GRANT FUNDED

). Develop alternatives to traditional
underwriting criterid (e.g. using

group loan guarantee models). Estimate
the mpac: of #lternative underwriting
criteria on effective demand for housing
Joans, disaggregated by household 1ncome
Jevel and composition and by gender of
individual.

2. ldentify NGOs which could act as
intermediaries between.HF{s and low-
income, informal sector nousehold in
obtaining household loans.-

3. Design and implement 3 paper-based HIS
for NGOs. At reqular intervals, analyze
the data describing the lending programs,
s0Cio-economiC and demographic
characteristics of beneficiaries, size
and terms on their housing loans, and
repayment records.

4. ldentify HFCs willing to participate
in experimental lending programs.

5. Develop the institutional arrangesents
for NGO-HFC model lending programs.

6. Analyze the feasibility to using 3
A scheme for low-income,informal-sector
households. .
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STRATEGIC OBJECTIVES - POLICY AGENDA

B. Develop incentives 1o eacourage WF(s
to lend to low-i1ncome, informal-sector

groups .

50940

BENCHMARK S

WHB consideras establishing a small guaranty
funa {e.g. $500,000) to cover the first 105
losses on loans made to low-incame,
informal-sector housenolds {see grant-funded
activities.)

USAID establisnes a set-aside of a small
portion [e.g. approx. 102 to be negotiated)
of HG funds to refinance eligible loans wade
to low-income, inifarmal-sector households.

TA, TRAINING, STUDIES/GRANT FUMDED

1. Carry out a feasibility study on the
potential value of developig a guaranty
fund to Support lending to low-income,
informal-sector households. Estwmate
expected claims on the fund by household
income level arnd composition, and

by gender of individual.

2. Evaluate the pros and cons of NHB
establishing a guaranty fund to support
the experimental lending programs.
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Annex C
Updated Institutional Anafysis: Overview

A sigiifican: groportion of all financial (ransactions continues (o take place outside the
formal financial system. [n the case of housing finance, for cxample, less than 20 per cent of
new housing units are financed by the formal housing finance system,

The formal sector includes budgetary allocations of the central and state governments,
financial institutions such as the Life Insurance Corporation (LIC), the General Insurance
Corporation (GIC), the Unit Trust of India (U'I'T), commercial banks and provident funds and
the public sector housing finance institutions, HHousing and Urban Development Corporation

Limited (HUDCQO), and the National Housing Bank,

Many of the specialized housing finance institutions up until recently have beer heavily
dependent on general financial institutions. for financial resources, either by way of loans or
by way of subscriptions to their debentures and bonds. Muore recently, they have been able to
obtain refinancing from NHB. LIC and scheduled conumercial banks cither channel their

funds directly to individual beneficiarics and or to the specialized housing linance institutions.

LIC is obliged to invest one-fourth of the net accretion to its controlled funds in socially
oriented schemss - housing, electricity, water supply, sewerage and road iransport. This it
does by extending loans to primary and apex cooperative housing finance societies and.to
state governments. LIC is the principal source of finance {or housing cooperatives. UTI and
GIC route their finances exclusively through intermediaries, principally HUDCO. Provident

funds, on the other hand, deal dircctly with beneficiaries.

In 1987-1988, the last year for which complcte figures for the sysicm are available, total
formal sector housing investment totaled Rs. 116.3 billion. The formal housing finance
system provided approximaiely 22 pereent of this or Rs, 25.3 billion. As table C-1 indicates,
the GOI, provident funds and insurance companies were the largest contributors to this
maket. HFC loans accounted for only 10 percent of total housing finance, but have since

grown significantly.

Other Institutions

Commercial Banks, The Reserve Rank of India (RBI) has been making annual credit

directives to the commercial banks for lending to the housing sector. The allocation has
increased from Rs.1.5 billion in 1987 10 Rs.2.25 billion in 1988. For the year April, 1989 .

March 1990, the banks were asked to lend 1.5 percent of their incremental deposits, that is,

LN - e e S VT P VST o



Tahle C-1
Share of Total Housing Finance by Sector

Share of ‘Totw (Percent)

Sculor
State and Ceniral Govemmeris 21.1%
HUDCO 174
LIC and GIC 14.9
Coopcratives 12.9
Provident Funds 12.6
HFCs 10.1
Banks 9.4 .
Unit Trust of India - 1.6

..........................................

Sourcc; Munjee (1991)

about Rs. 3.6 billion, with increasing emphasis on dircct lending to beneficiaries. As bank
deposits have in the recent past grown at the rate of 17 percent per annum, banks will
continue to have a major role to play in the housing finance system unless the system of

directed credits changes.

The lending norms for housing loans by banks have also been revised in consultation
with the NHB. Under the revised norms, effective November 1988, margins have been
reduced; interest rates on loans in the ranges of Rs. 5,000 to Rs. 20,000 and Rs. 50,000 to Rs.
100,000 reduced; the period of repayment extended {romn 10 to 15 years; and banks have been
given the discretion to fix the instailiments on a graduated basis. Where mortgage of propenty
or government guaraniee is not availnble, banks have been penmitted to accept other forms of
security. Bank credit can now be extended for additions, repairs and allerations. Banks have
also been asked to lend to public agencies for acquisition and development of land and to
private builders for construction. More recently the banks have been setiing up subsidiary
housing finance companies and one of them, CanFin is the most active HFC next to HDFC.

HUDCO. The Housing and Urban Devclopment Corporation, Ltd. (HUDCO), set
up as a wholly-owned company of the GOI in 1970, raiscs resources by way of debentures or
bonds, subscriptions to which are made by LIC, GIC and scheduled commercial banks by

virtue of these being guaraniced by GOI. [TUDCO finances State housing boards,
development authorities cte. The thrust of housing finance of HUDCO is towards the lowest

income groups. Fifty-five percent of HUDCQO's funds are micant for the lowest categories. [n
terms of dwelling units, 90 percent benefit the lowest two groups.

HUDCO has co-financed with the World Bank urban development projects in Madhya
Pradesh and Tamil Nadu. Further, it has secured assistance {rom German aid for low-income
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housing. Besides financing housing leans, the corperation renders technical services sucht as
arca_planning, physical and social infrasiructure plannieg, layout and architectural planniig
ete, 11 also supponts project management, conservation, supply of building matcrials and
research and training in all areas relevant to human seitiements. HUDCO's annual
disburscment has reached the order of Rs. 4.3 billion.

Cooperative financial institutions. A large number of financial institutions in Incia
arc cooperalively owned. The most important institutions in connection with housing finance
are the systems of cooperative banks and cooperative housing finance societies. Each
cooperative sysiem is organized in a pyramid structure, with institutions &t the national, state,
district, and primary level. The region in their title refers only to the geographic region
within which they operate, and not 1o ownership. Cooperalives are not govemment-owned
institutions; rather the cooperatives at cach level are owned by the cooperatives at the next
level below; primary cooperatives have individuals as members.

NUB finances cooperatives at the state level. It deems institutions at various levels as
"scheduled” if they meel certain minimal criterin.? All scheduled cooperatives are eligible for
direct refinancing from NUIB; in addition, unscheduled primary cooperatives can obtain
indirect refinancing if their state apex cooperative is scheduled.  Despite the lax criteria, only
14 of the 28 State Cooperative Banks and only 14 of the 1,400 primary cooperatives are
scheduled. The critera for housing loans made through the 25 state housing cooperative
socicties and 44,000 primary cooperative housing sociclics are even looser,’ but information
on the number of scheduled organizations is not readily available. B

Each state has a State Cooperative Land Development Bank (fonmerly known as an
Agricultural and Rural Development Bank). Lately, the agricultural finance focus of these
organizalions has been widencd to include rural housing finance. Land development banks
plan 1o mobilize sources of funds through issuance of mortgage-backed Special Rural Housing
Dcbentures (SRIHDs), which are guaraniced by the state government in terms of repayment of
principal and payment of interest. Criteria for scheduling these institutions is also loose, and
information on the number that are scheduled is not readily available.

¥ Refinancing is available (o state cooperative banks Uit have housing loan recovery performance of at fcast
85 percent of the total volume of themsclves and eir urban primary cooperatives (however with regard to their totl
loan performance, recovery must exceed only 40 pereent of the tow! Toun volume and 80 percent of the total state
and primary loan volume). Scheduled primary cooperatives can ¢ refinanced dircclly if they meet the 85 percent

recovery rate on housing loans and 80 percent on all loans. (Source: NUIB Bombay)

T Scheduled cooperative housing finance socictics' primary cooperative members nust not exceed 25 percent

of loan volume over the last three years.

*  Scheduled Stae Cooperative Land Development Banks must have a recovery performance of at least 65
pereent of overall fending during the immediniely preceding year.



‘The Naltional Housing Bank

Overview, The NIIB, established under the National [ousing Bank Act of 1987,
conunenced operations in July 1988, It functions as an apex housing finance institution and
is wholly owued by the Reserve Bank of India (RBI). At the time FHG-003 was authorized,
NHB had just been formed. Support to the NIIB (o heip achieve its objectives was a major

component of the HG-003 program.

NHB is the principal agency that promotes the expansion of a imarket-oriented housing
finance system. In this context it is also the regulatory and supervisory institution for bousing
finance companics, it will raise its own resources and it will provide refinancing for specific
programs to approved institutions. It will also be able 10 provide up to 20 percent of the
cquity capital in selected institutions, While sotne of these functions may appear to be
somewhat in conflict -- for example, supervising institution in which it holds an equity, the
broad range of functions is deemed necessary, at least initially, 1o provide the necessary
impetus (o get this newly-forming industry off the ground.

As an apex institution, NIHB does not lend directly to households or developers, but
rather operates through existing financial institutions, including comumercial banks and
specialized housing finance companics (11 Cs).

Consistent with the GOI's shift in approach to the housing sector embodied in the
Eighth Five-Year Plan (1990-1995) (the actual start of the Plan has been delayed due to:inter-
im governments), the NHB is trying 10 implement a ncw vision of the housing finance
system. NIB envisions the government acting as more of a facilitator of resource
mobilization and less of a direct participant, Its view is that local development suthorities
should restrict themszlves to the preparation and allocation of serviced sites. Construction
and financing of housing should be lcft to the more efficient practices of the private sector,

including houscholds, cmployers, and developers.

The National flousing Bank was created at a point in time when the housing finance
system was fairly primitive and had two clear characteristics: it was heavily dominated by
governiment bodies, and it was delivering a low volume of financing for home purchase and
much less for housing development by the privine sector. [lowever, at the same time, an
innovative privote housing finance company -- the Housing Devclopment Finance Corporation
(HIDFC) -- had been deimonstrating for a decade what could be done by a private firm if it
was given modest latitude 1o operate in the financial markets. A major part of NHB's
miission is to foster the creation and growth of additional HFCs as a vehicle for expanding the

availability of housing finance and support of this mission is the heart of the USAID
program, N
As of June 1, 1989 the regulatory powers concerning HFCs were transferred from RBI

to NHB. I this connection NHB issued formal dircctions effective June 26, 1989. The
directions encompass deposit acceptance activities of 1IFCs that are registered with the
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Regisirar of Companics as companics whose primary business is (he provision of finance for
housing. Of major importance is setting the maximum rate of interest that can be paid by
HECs for deposit and the minimum and maximum term of the deposit. (Sce Annex C-2).
Currently the maxinum rase of interest that can be paid for deposits is 14 percent and the
term must normally Le more than 24 months up to a maximum of 84 months. Lending rates
on housing loans are actualiy set by the RB{ and which, (herefore, affect the refinancing
programs of NIHB described below. Current lending rates are listed in table C-2.

Tabie C-2
Schedule of Permissible Interest Rales an Housing Loans

Rate of Inicrest (%)*

Amount of loin

Up to and including Rs.7,500 10%
Rs. 7.501 10 Rs. 15,000 11.5
Rs. 15,001 to Rs. 25.000 12
Rs. 25,001 to Rs. 50,000 14
Rs, §0.001 to Rs. 200,000 15
16

Rs. 200,001 and over

Notc: The rate of intcrest will be relaled to the full amount of loan and is not on slab basis, i.c.,
different interest rates no not apply to scparate components of a loan.

NHDB has two offices, onc located in New Delhi and the other in Bornbay., The New
Delhi office handles policy and developimental activities and the Bombay office deals with the
financial operations and regulatory work relating (o housing finance institutions. NHB is thus
a wholly-owned subsidiary of the RBI, which has assumed its regulatory and supervisory
functions from RBI, and has obtained many of its staff member from RBI.

NIIB’s lending programs. NIIB's lending programs take the form of refinancing a
specified set of programs to eligible institutions. The primary lending institutions eligible for
refinance from NHB are: Scheduled comimercial banks; Scheduled State co-operative banks;
Scheduled urban co-operative banks; State level apex co-operadve housing finance socictics;

and HFCs.

To pursue its programs NHB has issucd guidelines for (i) the promotion of HFCs, (ii)
finance of land development and shelter projects (which can be undertaken by public
agencies, co-operative socicties and professional developers), (iii) financing rental housing
projects to be undertaken by employers in the organized sector for low-income employees,
and (iv) supporting building material projects through equity investments. Summaries of
these programs arc contained in Arnex C-3. lowever, the USAID program is focused on the

promotion of HFCs and the financing of residential housing particularly aimed at low-income
)
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borrowers. Housing built in connection with projects firanced under the land deveiopment
and shelter program could be cligible for other USAID (inancing.

NHB's standard refinancing program currently entails 100 percent refinancing of direct
loans up to Rs. 100,000 made for the acquisition of construction of new housing units with a
built-up area of 40 square mraters or where the cost of the unit, excluding land, does not
excced Rs. 200,000. (loans eligible for disbursement against the HG Program have been until
now all those up to Rs.50,000, a proxy for those loans affordable to median-income
houscholds). In addition o new construction, NHD will refinance loans up to Rs. 30,000 for

apgrading and mijor repairs, irrespective of the house sizc.

NHB's interest rates on refinance curremly range between 8 and 14 percent. Borrowers are
charged between 10 1 15 percent; the later being governcd by the RBI directions (see table C-
3). Thus, the spread between intercst rates on refinance and those on retail loans is 2 percent for

Jousing loant =2 Rs. 25,000, 1.5 percent for housing loans between Rs. 25,001 and 50,000 and
| percent for . 10ins above Rs. 50,000. NI has also extended its refinance window to
HECs for financing various land development and shelter project schemes, described in more

detail in Annex C-3.

Table C-3
Interest Rates on NHD Refinancing

‘ Ratc of Interest (percent per annum)

© To borrowers Refinancing by NHB

Up to Rs. 7,500 10% 8%
Rs. 7,501 to Rs. 15,000 1.5 9.5
Rs. 15,001 to Rs. 25.000 12 10
Rs. 25,001 1o Rs. 50,000 14 12.5
Rs. 50,001 to Rs. 200,000 15 14

Finally, NHB will fully guaranice refinancing of loans made under a contractual savings
program known as the Home Loan Account (HLA) Scheme, offcred by commercial banks and
approved HFCs. HLA is a loan-linked scheme for a three- or five-year period paying 10 percent
interést compounded annuaily to the panicipants. FHousing loans are available up to some
multiple of savings, as shown in table C-4. Note that the interest rates on these loans are

somcwhat below those charged on standard loans.

Although NHDB describes this program as a scheme by which NHB will mobilize a
significant portion of its funds from houschold savings, in fact, [{LA generates a net future claim
on its resources and thus represents another program against which it provides refinancing. An
cligible institution that offers HLA accounts has use of the funds during the contract period. At
the time of maturity, participants apply the funds in the account toward a down payment. The




HEC will make the loan and seek NIIDB refinancing.  (Sce Annex C-d4 for a more detiiied

description of the HLA.)

Table C-4
Description of ITome Loan Account Scheme

Loan as a Mulliple Rate of Interest

of Accumulaied Savings Amount of Loan (Rs.) (per annum)
4 limes up to 50,000 10.5%
3 times 50,001 1o 100.000 12.0
2 limes < 100,001 10 200,000 13.5
1.5 times 200,001 and above 14.5

NHDB's resources. NHB's anthorized share capital is Rs. § billion (3192 million), of which
Rs. 2 billion ($ 77 million) is paid up. NIIB can raise resources in addition 1o its capital by issu-
ing bonds and debentures and borrowing from RBI, its parent; central government-approved
institutions; and external agencies. From RBI, NHB can obtain both short-term funds not
exceeding 18 months, and long-tcnn loans from the National Housing Credit Long Term
Operation Fund. Externally, NHIB is receiving funds through the HG Program and the Japanese
QECF (see Annex C-5). Table C-5 indicates sources of funds for the nine-month period from

July 1, 1990 through March 31, 1991.

Table C-§

Synopsis of NIID's Sources of Incrementnl Funds
July 1990 - March 1991

..............................................................................................................................

Inicrest Rate Amount Pcreent
Source (annual) (Crores) of Tolal
Capital (RBI) - 50. 12.8
Profit . 21.6 5.5
Borrowings :
RBl-Long tcrm 60 - 50.0 12.8
Operating fund
GOl-guaraiteed bonds 1.5 50.0 12.8
Capital gains bonds 9.0 43.2 1.1
LIC 12.0 171.0 43.7
Misccllaneous - * 4.3 1.0
Total N 390.6 99.7

* inlerest rate not known,
Note: This listing docs not include e Japancse loan or the first $25 million HG-003 loan.

- -



One of NHB's major sources of funds 1 the (uture is expecied to be through the
issuance of capital gains bonds. These are three year 9 percent bonds which offer tax
cxcmption to holders on capital gains accruing from the sale of long-term capital assets. A

description of the program is contained in Annex C-6.

NUHDB's operations to date. To put <ome perepective on NIHB's operations to date, it s
uselul to look atits refinancing data which is available fur the pericd through March 8, 1991
Up to that date, NHB had refinanced loans totaliing Rs. 3,237 million (%125 million) for
147,475 units. Of this, Rs.1,704 millicn (3G6 million) was refinancing for HFCs (excluding
loans handled by HFCs but originated by HUDCO). This amounts to some 52 percent of
total NHB refinancing. By comparison, commercial banks availed themselves of NHB
refinancing for less than one percent of individual unit loans (although banks did finance Rs.
148 miltion in land development and shelter projects for public agencies).

. Of all individual housing loans (excluding loins by HUIDCO) 68 pereent were for loans
below Rs. §0,000. In addition, NHB refinanced some 7,000 upgrading/repair loans amounting
to Rs. 122.8 million (§4.7 million). Further details arc contained in Anner C.7.

Housing Finance Companies (HHFCs)

HFCs are public limited companics registered with the Regisuar of Companies (ROC)

under the Companies Act. An HFC is engaged only in financial activity and its main
business is in providing long-term finance for the construction or purchase of residential
housing. Seventy-five percent of an HIFC's lending activities must be addressed to loans for

housing.

After registration, and designation as an HFC by the ROC, the HIFC's registration is
forwarded to NINB. NIHB formally classifics the company as an 11FC after review of
documentation. Under NIIB guidelines, HIFCs are directed 10 mobilize resources mainly
through houschold deposits and to minimize borrowings from institutions. Although
ciassification generaily docs not confer any direct benefits on an HHFC, it is important to the
HEFC in enabling it to obtain certain tax advantages.

Of more importance, however, is for an [IFC to be fonmally "recognized” by NiiB,
which grants it access to the NHB refinancing program. In addition, NHB recognition
conveys to investor and savers assurance of the HIFC's soundness and integrity. Recognition
is based on an application and review by NIIB for complinnce with its guidelines, and usually
must be substantiaied by an established track record. The review can take several months {or
public or joint sector firms and longer -- up to scveral ycars -« for firms that are defined as

private.

3} NHB defincs a private scctor HIFC as one with over 50 percent of its equity owned by private sector inicrests;
a joint sector finm as with no more Uran 80 percent ownership by the public scctor; and a public sector firm as with

over 80 percent owncership by the public scclor.
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As noted in the earlier tabic, HIECs beid 10.1 percent of formal-sector housing finance in
1987-88. Over the last three years, the volume of HFC hausing finance increased by
approximately 60 percent per year. In 1991, total loans sinctioned by nine NHB-recognized
IHEFCs totailed Rs. 12.6 billion (8485 willion). Thus, while lousing invesunents by most of
tiie other formal sector lenders in housing has grown significantly, it is likely that the share of
the total mivket by MFCs has increased above 10 percent over the last three years,

Some 300 firms have now regisicred as HECs although it is not clear how many arc
actually functioning. Of these, only 31 have been formally classified by NHB and of the 31,
16 have been officially recognized. (Two more are in process.) Two of the recognized fimms
are public sector enterprises, scven are joint sector firms and seven are considered private.

Both finns in process are joint sector firms.

Many of the unrccognized [11:Cs probably du not have sufficient capitalization (Rs. 10
million or $385 thousand) to qualify. Nevertheless, the growth of the industry has been very
rapid. Virtuaily all FLFCs with the exception of [IDFC were founded aficr 1984; the HG-003

PP indicates there were only 30 HFCs in September 1988,

Several factors have contributed to the growth of this industry. HDFC's tremendous
success in the field has inspired much emulation. In its fiscal 1990-1991 year, HDFC
sanctioned loans totaling Rs. 8.1 billion and the company had an impressive 33 percent return
on equity in 1989-1990. The creation of the NIIB has also encouraged entrance to the field.
Many potential investors viewed the NHB's founding as an indication that the GO! would
increasingly be targeting the housing finance sector and thus that the profitability of this
sector would improve, Several commercial banks have created HFC subsidiaries and more
arc under consideration. [n addition, the major insurance companics have either launched an
HFC (LIC) or are in the process (GIC). Many developers have also entered the field as a
means of providing financing to their customers. Finally, extremely low barriers to entry and
exit have encouraged many investors to create 11I°Cs as subsidiaries (o their main business or

to register without any finn plans to begin operations.

While HFCs initially establish branches in one or scveral metropolitan cities, most branch
expansion takes place in cities with populations below onc million. Firms are moving into
simaller cities, where they encounter less competition and where housing is more affordable
for prospective borrowers. HFCs are now present throughout the country, although there are
still relatively few in the northern and eastern rcgions of the country. Overall, branch growth
has been very rapid. NHB- recognized firms alone have increased their total number of
branches from §1 in 1988-1989 10 136 in 1990-1991, an annual increase of 63 percent.

Growth in the number of formally classified and recognized HFCs has not kept pace with
overall industry expansion. This appears to be due in large measure to difficulties the NHB
has had in contacting and monitoring new {inns and the organization's caution regarding
approval of private companies. Monitoring problems arc primarily engendered by the
oversight group's lack of resources and the small size of many HIFCs.2
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Leoding norms for housing fInance

From time to tima, the Reserve Bank ol india(RBI) has been revising the

landing norms for housing linance by scheduled banks. Salien! features are

given below !

i

The scheduled banks can exlend housing loans 1o individuals al

.interest rates ranging from 10% lo 16% per annum with margin

requirements between 20 and 35 per cent. Relaxalions have been
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made in security requiremenis, where morigage of property or
Government guarantee is not leasible. The earlier repayment period of
10 years has been extended, with built-in morateiium or repayment
holiday. Banks can accep! repayments under gradualed inslalment
mathod 1o make housing finance allordable by fower income groups.
Housing finance can be exlended lo an owner for repairs, addilions,
glc. to a house/llal, even il it is tenanl-occupied.

‘cheduled commercial banks are now required lo allocate 1.5% of their
ncremental deposits for housing linance. Of this allocation, 30% should
be by way ol direct lgnding to individuals, including groups or co-
operalives of individuals. Half of this direc! lending should be in rural
and semi-urban areas.

Scheduled commercial banks were advised to channel lerm loans lo
housing linance institutions, housing boards, olher public housing
agencies elc, particularly for augmenting the supply ol serviced land
and construcled units.

The sarlier ceiling of Rs.3 lakhs on individual housing loans has now
been removed. However, housing loans exceeding Rs.J lakhs will not
form part of the above housing finance allocation.

Lsnding by banks lor ihe housing sector has increased from less than
Rs.80 crores in the calendar year 1983 lo Rs.315 crores in 1989-90.
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L Iousing finance companies

NHB has been en!rust2d with the respcns.tilily of gromotion and
development of housing linance instituiions on sound lines, It has, .n
censequence, evolved guicelines for gremotion of housing finance
cormpanies in private and joint seciors, ccmpiance with which 1s g pra-
congition for drawirg relinance from NHB. Resources of HFCs sheuld
approprialely come mainiy through mebiisalion ol household savings
which would hinge cn the public confidence an HFC s able (o inspire
which, in turn, would depend on the size and character of its equity
base, besides the quahty ol its management and the linancial disciphine
observed by il. Accordingly, the guidehnes incorporate {he following :

a. An HFC should be a public limited company and normally have a
minimum paid up capital of Rs.1 crore.

b. It should lunction only as a financial institution and should not
engage itsell in any Irading or conslruction aclivily and should not
have any conrectlion with any company engaged in construction
aclivity.

¢. There should be al leas! two Direclors from scheduled banks or
public financial instituions failing which MHB reserves the right to
nominale twe Direclors.

d. Prior approval ol NHB should be oblained lor appointment of
Auditors.

e. Sevenly five percent of the tolal lending should be by way of fong
term housing loans (lo justily the lax concessions given 1o the
HFCs).

NHB has separately issued the Housing Finance Companies (NHB)
Directions, 1989, under the National Housing Bank Act, 1987,
regulating the maturity period of deposits, inleres! rates thereon, ceiling
on borrowings, elc. (These generally conform 1o the directions issued
by RBI to non-banking financial companies other than HFCs). '

The object is lo creale an enabling environment for the growth of

housing finance companies on sound lines. At the same lime, HFCs
should be able to compete wilh one another, on level ground, in a

* .., heaithy manner.

il,

Land development & shelter projects

In view ol the overall perception of NHB ol the complementary roles of
the public, private and co-operalive agencies, guidelines for linancing
Lanc Development & Shelter Projects for all the three calegories of
agencies have been announced. NHB will provide loans lo public
agencies, co-operative societies and prolessional developers I<v
implementalion of the project within a stipulaled period, which includes
development, construction, alloiment and handing over of plols/

dwelling unils.
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acarg s e oputhe agencies
NHB will linance it ated projects. in e case ol serviced piols,
75% ol the plols should te in (ne size range uplo 6 5q:n. or 255!
range upto Rs.5C,0C0 and ro piot should normally exceed 200
sq.m. in size, At the same tune, mirinium 50 per cart ol the ne!
resicentral area shculd te allocaled o the small plols These
requirements can be relaxed in smalier hurtan salllemer!s,
provided ‘e average plol size does nol exceed 100 sgm or
average cosl of the piol does not exceed s 75,000

in the case of built-up unils, 75% of dwelling unils should be in the
size range uplo 40 sgm. or ¢ost range uplo Rs. 1.5 lakhs and the
maximum size uplo 120 5gm Al the same time minimum 50 per
cent ol lhe nel residential area should be for smaller dwelling
units.

For land areas measuring less than 2 hectares, the agencies can
adop! somewhat flexible norms 1o respond to the special needs or
potenlial of the neighbourhood.

For keeping tand prices within the aflordability ol economically
weaker seclions(EWS), NHB will advocale internal cross
subsidisalion in the sale prices, 10 the exlen! leasible For the
purpose of assessing the allordability of EWS, income norm of
Rs.1,150 per month may be adopled, willh a sub-group of Rs.600
paricularly in rural areas. The allordable cost of a dwelling unit for
EWS may be assumed lo be aboul 30 limes the monihly income.

NHB will provide hundred per cent project inance, including cost
of land. However, fand acq rsition alone will nol be censidered.
Public agencies are expected to give preferentiai alloiment of
plots/ houses to members ol HLA scheme, which has gol in-built
queue facility for allotment The emphasis in projects o be
undertaken by public agencies will be on provision ol serviced
plots. Lending norms also favour supply of serviced plots.

. The primary co-operalive housing societies engaged In

construction of houses are olien handicapped due to delays in
payment of instalments by their members. NHB inignds lo remove
this handicap through provision of huncred per cent cost of project
as loan, while members separalely save, under the HLA scheme,
for obtaining housing loans lor acguirning these unils on
complelion. The houses should have an average area not
exceeding 60 sq.m. or lhe average caost should be less than
Rs.2.25 lakhs. Itis expected hat llus scheme will have a signilicant
impact on the progress ol construction ol houses by the co-
operative housing socielies and may well reduce Ihe present ime
taken, by half. All the mmembers of the co-operalive sociely will
have to be members of the HLA scheme



¢. In the casa of 2:2i9cts vy profasgalonal doevalopors, '™
guideiings are trcad'y s miar C-2iuding and espacially tha
stipulalicns regarding tha s:izes ¢l e .od £'cis ¢r dwBanng units)
19 thcsa in raspect ol cubi'c agencas Tha daveicnaris 'reg 19 sgll
20% of tha sa'eatig land of buill-up acc~mszatss, whig (hg rest
3% will have 19 59 s2id al predetermired prices w4 pra‘arential
aliotment 9 HLA membtgrs. NH8 wiil finanze 80 par cant of the
crojact cost. It is exgesiad (hal this schamg will a'so .ncreasing'y

profassionalise the censlrucian indusiry.

{{l. Rental housing projects

In view of Ihe considerable nesd for rental housing lor the employeas of
public/private seclor organisations, MHB has arnounced a scheme lor
linancing of rental housing prejects in respect of their low income
empicyeas (wilh avarage buill-up area not exceeding 60 sqm. ¢r an
average cost cf the unil nol exceeding Rs.2.25 lakhs). The schemeg
provides for tinancing of such projects upto 100 par cent of the cost of
construction(excluding cos! of land) or 75 per cent of the projact cost,
whichever is lgss. In the ¢ase of specilic disadvantaged groups like
working woman elc., employed by dillerent employers any cradil-worlky
agercy can avail of this lacilily, provided no built up unit excesds 40
sq.m. in araa or Rs.1.5 lakhs in cost.

Il may be noled that in the case ol projecls by public agencies and
prefessional davelopers, 75% of (e units should hava built-up area ranging
uplo 40 sq . or ceiling upto Rs.1.5 lakhs and the slipulated maximum size
of the dwelling unit is 120 sq.m. However, in the case ol projects by co-
operalive housing societios and rental housing projects the slipulaled
average area is 60 sq.m. or gverage cost is Rs.2.25 lakhs. Thus, irrespective
ol the typs of agency being funded, the broad policy obisctive ol optimum
land use is sough! lo be unilcrmly achieved. Simultaneously, the cost
ceilings provide for larger accommodation in human setllemenls whare land

is lass scarca.

lv, Bullding material projects
NHB seeks 10 suppcn buitding material induslries as a part ol its real
secicr intervention. it offers egquity assistance o privala/pudlic limited
" companies generally having paid up capital of nct iess than Rs.1 crore.
Promoter's conlribution should not be less than 20 per cent ¢l the cos!
ol the project, NHB normaliy exlends assislance in the form of squily
participalion upto 20 per cent of the paid up tapital (in exceptional

cases uplo 30 per cent).
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purchase of HEC loans (o beiow-median-incore househoids, This chapter considers whe!
effective demand fom households beiow the medins-income s sulhicient 10 aheorly theee
finds.

There is a widespread perception (hat below-medinn-inceme houscholds have touble
affording fonnad housing finance, HFC management were unanimous in their beiiel that fand
and consiructon prices nave i;c:c::scd very rapidly in recent years and that a loan of Rs.
55,000, currently deemed (o be the maximum that a houschold at the median income can
afford, is adequate (o cover the cost of the consuuction or major repair or exicnsion ot‘.'a
house cnly if famsilics are able 1o make very significant downpayments. tiowever, the increase
in the share of loans to below-median income borrowers by the nine recognized [EFCs for
which data were available indicates that soinse houscholds are abic 1o take advantage of simall
lcans for housing purposes. IUFC managing dircciors also report that below-median-incomie
hcuscholds are saving increasing amounts and making extra efforts 1o bridge the diffcrence
Setween e loan amount they can afford and the cost of their project.

i The main question is the desire and abiiity of wecognized [1FCs to icnd to beiow-
median income people. An imporiant deteaninant of the ability of these HI°Cs to neet this

demand is their network of branches. India is predominantly rural. Unsatisfied effective

5.1
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in Chapter 2, HECs have gieatly expanded thierr branen neitwork (0 sanier ciics,

r houscholds eligidle for NHB refnancing and for HG taains. As Chaprers 3 and

record so faris good. [n additon, the rauent nise i the cost of THFCs” funds has
narrowed the options for resources suitable for these fims and, hence, focused their atication
on NTiB reflnancing. Oue company, for exmple, projects s average cost ol fumds for 1991
92 at 141 percent, This riie is above the NHB regulated tate of 14 percent for Joans below
Rs. 50,000, Thus, [1FCs increasingly must e sheir own funds to make larger loans, wihich
carry rates above the cost of these funds, and utilize NUDB refinancing to fund smalier loans.

For these reasons, the problem facing the [1F°C industry in the medivm tenn is likely (o be an

insatable demand for NHB refinancing, and with it [IG funds, rather than a fack of demand,

Estimates based on the projectons of the seven' recognized [HFCs with data for NIIB
refinancing Lear out this conclusion. Tabie 5.1 details the HIFCs' refinancing projections.
Loans {or up to Rs. 50,000 are cligible for refinance under the HG program. Thesefigures
shown in Table 5.1 are considerable underestimates of jikely future demand because data
were unavailable for Can Fin and LIC ILFC, the second and third largest HFCs. Perhaps
pastly for this reason, the compound annual growth rate (CAGR) of 22 percent is less than

“alf that of total loan volume and loans 1o below-median-income houscholds from 1988-1939

to 1990-1991.

' Dewan, Gruh, IIDEC, IHFD, PHFC, Sava, and SBI.
5.2
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TABLE 5.1
REFINANCING PROJECTION BY SEVIERAL RECOGNIZED HITCS
FOR NUDB REFINANCING

VN LAKIS)

FeAr foans up 0 ot
RS. $0.000 loans

1991-92 e 31,357

1995-96 24,472 92,862

compound annuil

. growth rate
for 1991.92 10
1995-96 21.6% 27.5%

Soutce: NIIB Records

Yeteven basc’d on this conservative CAGR, refinancing cligible under the [{G
program subsiantially exceeds availuble funds. USAID regulations currendy specify that no
w25 percent of HG funds go to onc HIFC, HDIC, whose loan voluine far exceeds
Ute other recognized HECs, has already used this amount and therefore is unable to draw (rom
Use retntning US $25 miliion. On the assumption that an [l percent devaluation in the mipee
reiative to the dollar in the next year, six other [{FCs project a demand of US $22,680.327 for
the refinancing of loans up to Rs. 50,000. This amcunt is US $2.2 million short of,the towal
US $25 million remaining to be disbursed.  Yet, as noted, the two HEFCs {or which refinance
projections a:cg unavailable, Can Fin ard LIC IFC, have been the largest 'enders of the group

of eight by far, accounting for a total of 76 percent of loans sanctioned of these eight HFCs

in 1990-91.
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ssihion in HG-cligibie refinancing next yeur, iadeed, ihe 147

259,.00.000 ‘appreximaiely US SIS mufiion) ut or

and can scek approximately an addivonai US 34.7 imiliion in refinancing whiic remdiining

under the stipulated 25 percent maximwin. Thus, absorbing the second US $25 million in

’

1991-92 is highly Likely.

‘The HG-cligible refinancing demand esiiimate for 1991-92 is generally based on the

[UFCs’ operating budgets for next year, and therefore should be refadvely reliable, The

plausibility of this demand estimate is further reinforced given the companies’ 19901991

voiume of loans under Rs, 50,000, Table 5.2 compares 1990-1991 volume of loans under Rs.

30,000 to 1991-1992 relinancing requitetients for loans of the same size.

5.4



TAULE 8.2
1990-1991 LOAN YOLUME YERSUS
1991-1992 REFINANCING PROJECTIONS

coigaty 1990-1991 19911992 refinanciig
vel loans refinancing vol To previous
< Rs. 5G,5C0 < Rs. 5C.7C0 Year voinme
{in Rs. iakns) (in Rs. iakhs)

"DEWAN 1643 1330 S1%
GRUH 1,957 1,054 54%
HDEC 16,783 5.666 1.558%
HiFD 77 1,200 {00%

e LS 1,200 10007
SAYA { 300 707
SBl 664 400 0%
TOTAL 22,300 11,200 50%
TOT W/0 HDFC 5,517 5,534 100%

Source: NIMB Records

As the table indicates, most companics’ projecyons call for them to refinance fewer
wuns under Rs, 50,000 in 199(-1992 ihan they sanctioned the year before. Only [HFD and
Saya expect to refinance significandy mere loans in this size bracket next year than they
underwroic this year, and both comnpanics are projecting this rapid growth {rom a very sinall
case. Excluding HDFC, companics overall expect to refinance next year the same volume of
ioans under Rs, 50,000 as they made this year. Given that these companics have a combined
growth mite in lending volume of over 100 nercent per yeir for the last iwo years, these
proiccuons scem ottainable.

Thus, it scems clear that there currently exists sufficient deimand to utilize US 325

nui.ion of 11G-003 refinancing in 1991-1992.

5.5
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Zvalvating the NTIB program’s potemiiai 10 abseid an Mddiion U3 §50 wiinen a2
folicwing three years is a scumewhat inore cainplex undertaking. [ order 10 gauge this
demind, we mave cvaluaied Gie sivation under several seenasos. Tabie 5.3 projects the

grz e in loass below Rs. 50,000 in 1991 US doilars based on an overall CAGR of 22

percent in loan veluine and a depreciation in the mupee refutive 10 e doliar of 1 percunt per

year. The projection is for tie twree years when the proposed HG funds of US $50 million

woid be used: 1992-93, 1993.94, and 199495,

TABLLE 5.3
PROJECTION OF HG-ELIGIBLE
REFINANCING DEMANDED BY

SEVEN RECOGNIZED HHFCS

year . amount
(1991 US $)
1992.93 50,457,902
1993-94 55.474.209
1994.95 60,822,630
total 166,822,530

Source: Teamn's calculations based on NIIB Records

According to this projection, total financing demanded is US $166 million. This

figure is low in that it excludes demand from two importani HI*Cs, Can Fin and LIC HLFCs,

scven additional recognized HIFCs and HLFCs that may become recognized during this period.

But a consistent 22 percent CAGR might be considered high, even though the recognized

5.6



1HIFCs have expanded at nearly twice that riate over the last thice years, [n addition,
entrepreneurs sometimes overestimate future growih, [or this reason, Table 5.4 duiincaies
demand for refinancing for loans less than Rs. 50,000 assuming no expansion in HIFC demand

for loans of this size beyond Uiat projected for the 19911992,

TABLE 54
PROJECTION OF HG-ELIGIBLE
REFINANCING DEMANDED FROM
SEVEN RECOGNIZED NIFCS,
ASSUMING NO GROWTH BEYOND 199192

year amount
(1991 US $)

99193 41,158,936

1993.94 37271214

1994.95 - 33,532.934

total 12,163,084

Source: Teain's calculations based on NHB records

Finally, USAID regulations currendy specify that no more thin 25 percent of (otal HG
funds should go to one HFFC. Currently, HDIEC has exceeded this 25 percent. Despite the
growth of other HFCs, it might do so again under the proposed additional US $50 million in
HG [unds. Table 5.5 assurcs both that HDFC is limiicd 10 25 percent of the total and that no

growth in demand will occur beyond 1991-92 for any of the HEFCs.



ANNEX -~ D

UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

6 September 1991

NEW DELHI, INDIA

ACTION MEMORANDUM FOR THE APRE ENVIRONMENTAL OFFICER ‘
THROUGH s Walter G. Bo]]ﬁgﬁir - DIR, USAID/New Delhi LA] LV
FROM: John A, Grayzel(U- TDE/USAID/New Delhi

ACTION: To approve a Categorical Exclusion from Envirommental
Procedures for USAID/India's 1) Housing Finance System
Program (386-HG-003A) Amendment in the Amount of $50
million and 11) a New DA Component of $3.5 million for
Technical Assistance and Training Support to the Program

BACKGROUND: The Amended Housing Finance System Program (HG-003A)
and the new DA component for training and technical assistance
support will be implemented through the National Housing Bank

(NHB). NHB 1s an intermediary credit institution and will have
complete review and approval authority for the AID Housing Guarantee
(HG-003A) funds which are loaned to Housing Finance Companies (HFCs)
and the DA funded training and technical assistance component.
Therefore, both the amended Housing Finance System Program (HG-003A)
and the new DA funded Component are eligible for a Categorical
Exclusion from Envirommental Procedures under 22 CFR Part
2.16.2(c)(2)(x).

However, USAID and NHB have ‘agreed that training and technical
assistance support, under the DA component, will be provided to NHB
to exert greater influence on the newer and smaller HFCs as well as
existing HFCs in increasing and expanding their environmental
awareness, Further, the envirgrmental considerations are already
adequately covered under both NHB and HFC's existing technical
review process for loan approvals and these requirements apply to
Project-funded activities.

RECOMMENDATIONS: That you sign below indicating your approval of
the attached Initial Environmental Examination which states that

both the Projects (HG funded and the DA Component) are Categorically
Excluded from further Envirormental Procedures.

Approved/Disapproved

| oo &C\r. 2 44|
nvironnenta 1cer
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Annax D2

INITIAL ENVIRONMENTAL EXAMINATION

The Housing Finance System Program (HG-003A) Amendment (Housing
Guarantee funded) and the new DA-funded training and technical
assistance projects will be implemented by an intermediate credit
institution, the National Housing Bank (NHB). Per 22 CFR Part
2.16.2(c)(2) of A.1.D's Envirommental Procedures, Housing Finance
System Program (HG-003A) and the DA Component for Training and
Technical Assistance support are categorically excluded from an
Initial Envirommental Examination, Envirormental Assessment, or
Envirommental Impact Statement under section (x):

"Support for intermediate credit institutions when the
objective 1s to assist in the capitalization of the
institution or part thereof and when such support does not
involve reservation of the right to review and approve
individual loans made by the institutions.”

NHB will have complete review and approval authority for Housing
Finance System Program (HG-003A) funded loans as well as the DA
funded training and technical assistance.

During June 1991, envirommental aspects of India Housing Finance
System Program were reviewed by a team of U.S. experts. The team
concluded that 1) Conscientious and adequate environmental scrutiny
existed at the National Housing Bank and the larger Housing Finance
Companies (HFCs); 1i) enviromental considerations are adequately
covered under the existing technical review process for NHB and HFC
Toan approvals; and 111) those review processes suggest not only a
general awareness of environmnental issues but more specifically
address, to some extent, the importance of site suitability, sofls
and construction material analysis, and the availability of
infrastructure as broader envirommental/underwriting concerns. All
these factors are already incorporated into the Indian loan approval
process for residential development.

NHB is a development finance institution with a mandate of
developing a healthy housing finance system, through refinancing
support to a network of housing finance institutions. Therefore,
NHB is in an excellent position to both receive and promote
technical assistance and training that will facilitate the future
development and integration of environmmental policies and
guidelines., Although AID is not involved in the review and approval
of individual loans, providing training and technical assistance
support to NHB will equip MHB to exert greater influence on the
newer and smaller HFCs as well as existing HFCs in increasing and
expanding their envirommental awareness.

62990
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TABLE 5.5
PROJECTION OF HG-ELIGIBLE REFINANCING
ASSUMING IIDFC DOES NOT EXCELD THE 25%
LIMIT AND NO GROWTH BEYOND 1991.92

year amount
(1991 US §)
1992.93 27.267.799
1993.94 24,552,412
1994-95 22,089,520
total . 73,910,031

Source: Team's calculations based on NIB records

In this most conservative scenario, lending for 11G-eligible loans levels off. ‘This
could be caused by a shortage of affordable housing with legal title on which loans could be
made or competition from other lenders, i.e., commercial banks or state bodies. Even then,
the recognized HFC rc'quircmems for 1iG-cligible funds still significantly exceed the pr;poscd
US 350 million.?

In sum, the demand for HG-cligible funds is likely 10 excced the $50 million currently

proposed. Even if no growth in demand for refinancing occurs afler 1991-1992 and HDFC is

limited 10 25% of total refinancing, demand still substantally excecds supply.

? This conclusion is based on the assumption that the rules governing the eligibility of loans
for HG refinancing are not modificd.

5.8

- — — e



ANNEX €

Revised Economic Analysis

The TIG-00F expansion progrm continues the goal of incieasing access 1o fonmal-sector
housing finance by houscholds with belaw-median incomes. This will result in a reduction of
financing costs and an increase in the construction and upgradation of formal-sector housing.
Accurdingly, the types of forward and backward linkage effects on income and employment that
were discussed in the [1G-003 PP continue 1o hold under the expansion program.

[towever, HG-003A also introduces new efforts 1o increase nccess to housing finance by
lower-income, informal-scetor houscholds,  Some of these will obtain formal-sector housing.
Many more will obtain housing which, while not formal.sector, will be larger, better-built and
focated in a more sunitary enviromment,  Many of these honscholds will produce some of the
building materials themsclves and will provide their own labor to the construction of their
housing.  Thus, real nationil product will increase, although it may not be measured by a
corresponding incicase in the reported GNP (that is, by market-mediated, officially-reported,

formal-sector transactions).

HG-003A's emphasis on lower-income, informal-scctor houscholds is likely to have
significant impacts on the level of cconumic aclivity, apart from its impact on housing
construction. Many low-income houscholds cirry out at least a portion of their cconomic activity
wvithin the home.  For these, improved access (o housing finance should gain them larger and
better-built housing which, in turn, should increasc the volume of their home-based production
and total income. Thus, the expansion program is expected 1o increase overall economic aclivity
and income, (although, again, they may not be recorded in the national income and production

stutistics),

As discussed in the Environmental Analysis (Annex L), 1G-003A will improve access to
housing located in more sanitary and less polluted surroundings, particularly for the lower-income
houscholds, many of whom are now highly exposed. These houscholds are likely to benefit from
improved health, lower medical costs, and hence, greater capacity for continued economic activity
and financial savings. Economic benefits will tend to accrue particularly to members of
houscholds who both live and work within the home, as well as 1o household members who

typically bear the responsibility of caring for the sick.

The model lending programs arc cxpected to provide still other stimuluses to economic
activity of the lower-income, informal-scctor beneficiarics. The NGOs that are involved in
organizing the lending program typically provide a host of other training, educational, and social
service programs. These act in a complementiary way to the specific economic impacts of the
1G program. By increasing access to housing finance at the same time other training, day care,
clder care, and other services are provided, NGOs can help many low-income houscholds achieve
quantum icaps in both the level and rate of growth of ccononic activity.

P et T et L)Y o ——— i ol o o LT
. ) AN

—



#

ANNEX F

Revised Sacial Analysis

The 11G-003 expansion progrim comtinues the goal of increasing access to below-median
income houscholds in Indin, 1G-003A introduces ncw ¢fforis to increase access to formal-sector
financial institutions by low-income groups hving and working within the informal sector. [t
introduces nontraditionul methods of ensuring creditworthiness, which serve as alternatives to
household wealth and fim title 10 land, Tt also provides for training of public educators (both
men and women) who will explain -- in the local linguage and in a formal accessible to illiterate
ndividuals <« the Tunction of formal-ctar financind institations, and the opportunities provided
by the two model fending programs. e use women are overrepresented amang the low-income,
tow-wealih, landiess, informil-sector, ancliterate populations, achicvement of the objectives of
1G-003A has the poiential of benefitting them more than thcir representation In the Indian

populition overall,'

Two planned MIS systeims will provide the first sysiematic information on the household
income and composition of 1G beneficiaries. They will also indicate whether women are in fact
recciving benefits of the G program in proportion to their representation in the beneficiary
population.  The computer-based MIS system for HECs, which is to be designed and initiated
during the 1[4G-003 program, is intended to improve information not only on the financial and
managerial condition of HIFCs, but also 0. the characieristics of their cusiomers (including
sociveconomic and demographic characteristics of the houschold), the size and terms of the lnans

they obtain, and their sabscquent repayment history,

A sceond, paper-based MIS system will be developed during HG-003A for NGQs and iheir
affifiated low-income-oriented financial intermediaries (including those participating in the two
model lending programs). This MIS system will produce data to supplement that generated by
participating HFCs. 1t will focus on the extent to which the mode! programs help overcome the
types of constraints that affeet low-income houscholds in gencral, and women in particular, If
women and other disadvantaged groups do not rcceive benefits in proportion to their
representation in the model lending program beneficiary populations the data may provide clues
as to which obstacles prevent them from doing so."

Finally, the DA grant funds a number of studics of the supply of houschold savings, access
to housing loans, and reluted constraints. Al of these are expected 1o obtain and evaluate data

*® Feimale beneficiarics include those who gain access 10 housing finance as the sole head of houschold, as weil
as those who gain access Lo housing finance as une of two or more adults within a houschold.

" The beneficiary populations for the general TG progrun consists of houschoids with below-median income:
for the mede! lending programs, the beneficiary populaton is lower-income, informal.scctor houscholds.
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disaggregited by houschold income, houschold composition, and the gender of the loan recipient,
In particular, since gender-disaggregated data and benchimarks are not available at the project
design stage, the grant-funded studies will be expecied o specifically identify obsiacles to
women's participation i finansial Instiwtions' savings amd lending programs, to identify
siralegics for overcoming these obstacles (or making use of oppoitunitics) during the life of the
project.'? Achievement of these objectives will be facilitaicd by the development of the MIS

systems discussed above,

"' Sce AID Mandbgok 3. Chapter 3, Project Devclopiment, Analysis, and Presentagon, 3C9, "Gender
Considerstions," p. 3-26, June 14, 1990, Also scc Trans. Mcemo. No. 3:69, Appendiz 3P, “Indicators for Assessing R

{ntegratian of Gender Considerations into AID Projects,” p. 3P-1, June 14, 1990.
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ANNEX G
Other Donor Activitles In the Housing and Urban Scrtyr
The Yorld Dank fs lhe largest of e Internalional bevelomment
the ollior il

agencins work fng in the urban and sheftnr sector of lmlia,

principal donors are the Governments of Greal Mrilain, Lhe
Hathieriands and Germany, The UNDI, UNICLF and Lhe (IH's Habilat -
sponsor workshops, tralning aml poverly alleviation proyrams, r
especially YIICEF's interest in primary health care, .

L.

e World Bonk program consists af 14 yrhan pmrojecls aml 2
substantial loan of 4250 million Lo HOFC., Total Warld Bank
toan/cradit value Is $1,406 million for the urban sector, 1ie loan
Lo rC seeks to 1) fnitiate the development of a regulalory
envirgment for housing Timanen; and (2) promobe compel il ive resonren
mobilization and the formulation of weaswres Lo veduse credil risks,
The 14 urban projects are all wilhin single melrapalilan areas or
urban centers throughout fudividual states, thesn urbhan prajocls
have traditionally focussed on sile amd service projecls ol
communnity upgrading schemes., Uin more vecent projecls have
emphasized componenls intended Lo iwprove urban management i .o
resaren mobitization capabiilitios, e most recent goneralion of
projects also inclule fnnovations in land management and delivery,

Me Oritish Govermmenl program includes financial assislance for slum
upgrading and comwnity development projeats in several citles in
central and eastern India, with o lotal current commitment of $50
million grant (inance. 1L also fnelwles training prograwms Lhat will
support activities derived from a recenlly completed Training fleeds
Assessment Study for Housing in Iudia. e Helherlands Govermmnnt
provides training assistance and research funding Lo India Uhraugh
ils Institule for Nousing Studies (IH5) fu supporl of Lhe linan
Setticment Management [nsCilule. The ielherlands fs also financing
programs for the develnpment of remole srusing and inlerprelation
center at Uchra Oun and Hyderabad and sewage Lrealment work fn a
number of cities in Ultar Pradesh as parl of ils envirommental
improvewent program. The German Govermment, through Kfw, is financing
a program of Toans Lo HUNCO and ofFered a line of credil to GRUN,

through HUFC, for on-lending to rural CH5 hiouseholds,

Te Overseas Economic Cooperalion Mund (0LCT) of Japan, has recently
conmitted assistance of around $20 willion to IB for expanding

availability of housing finance Lo urban households. The decision by

the DECF was mainly based on USAIN's long lerm conmilment Lo housing

finance system developmenl along with ils ongoing HUB wnmnitoring

activities. The International Finance Corporation (I1FC) has recently
committed assistance of $100 milljon to HUFC wifch seeks to provide

HDFC, access to the {nternational capital market. The proceeds can he .
used by HDFC in [ucthecrance of its ohjectives. $40 millfon out of total
$100 millfon has been dishursed by 1FC as direct asnistance to NDFC the
balance amount ol $60 million will he syndieated by TFC with var{nus
fnternatinnal comnercial banks under 1FC umhrella,
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ANNEX 1

Current Issues in Domestic Resource Mobilivation

IF'unds Mobilization by NIIB

‘The need for NHB to raise resources must be vicwed in the context of its lending
commitments. In effect, NI1B has open-end commiunents to rcfinance all loans that meet the
criteria it has set forth. This ingludes refinancing related to the Ilome Loan Account (HLA)
Scheme which will begin to niature in 1994, To e, NHB has not mide any systcimatic
estimate of the size of these commitments. ‘This necds to be done. NIHB's commitments arc
dikely\éxceed the volume of low-cost funds it will be able to atain from “favored sources”
(allocated by government bodies) or through government guarantces and capital gains bonds.

NHB has, therefore, begun exploring options for obtaining funds from the market, albeit
at a very difficult time while market interest rates move upward. [For example, it is considering
establishing a closed-end mutual fund; crcating a pension fund aimed at the seif-employed; and
selling mortgage-backed sccuritics in the capital market. Nonc of these ideas has yet been

converted to a firm plan. A sound stratcgy is required.

One problem is that all of the schemes described above will entail higher interesi.rates
than NEHDB aow pays. If NIIB reserves its low-cost {unds for [ow-income loans, it may not be
able to refinance larger foans with market-rate funds and retain the current refinancing interest
ratcs. In the final analysis, the nced to mobilize domestic rcsources may cause NIIB to
reconsider raising its refinancing rates and, therefore, mortgage interest rites on housing loans.
Anncx C-7 provides a more detailed description of NHB's plans to raise funds in the market.

[IFCs and Mobilization of Resources

The 1IFCs in India as a group have raised resources in six forms: deposits, term loans,
capital market issucs, NIIB refinancing, extcrnal (international) sources, and equity. Table A-1

provides a breakdown of these liabilities.

In discussing the capacity of and potential for 11FCs to mobilize resources it is necessary
to make some distinctions among HFCs. First, HDFC must be considered separately: it has been
in business over 10 years, has solid conncctions in corporate and financial sectors, has a well-
dJescrved reputation for excellent management quality has housing loans outstanding of Rs. 17.3
billion ($66S million), all factors that engender confidence. HDFC is the only HFC that has
issued bonds to daie or that has borrowed from intemational sourccs.
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TADBLE A-l

COMPOSITION OF LIABILITIES OF RECOGNIZED HFCS, 1990.91
(PERCENT DISTRIBUTION)

TYPE OF LIABILITY SHARE INCLUDING SHARE l’.'XCLUDING
HDI'C HorC .
Deposits 38.0 28.7
Ronds 8.5 0.0
Tenn Loans 25.3 48.6
NIIB Refinancing L4 17.9
External Sources 7 240 4.8

Source: NHB Records

- o

Secondly, it is nccesswy to distinguish the {{FC subsidiarics of the large public sector
conunercial banks and insurance companics, institutions with huge bases for mobilizing savings.
These HFC subsidiarics have access to resources and enjoy the prestige of association with the
parent company. Thus, although the IE concluded that the review sample of HFCs have
performed well in raising funds, that conclusion niust be qualified for HFCs overall. Some of
the NIiB-recognized HFCs have obtaincd alimost all of their funds through NHB refinancing.
Those that obtain a large portion of their liabilitics from deposits obtain a high percentage from
organizational (vs. houschold) deposits. Table A-2 indicates the deposit share of total liabilities

of recognized HICs.

TABLE A-2

SHARE OF DEPOSITS IN TOTAL LIABILITIES
OF RECOGNIZELED IIFCS, 1990-1991

HEC DEPOSIT SHARE OF TOTAL LIABILITIES
CANFIN 61.6%

DEWAN 9.5

GRUH 13.5

HDFC 40.8

[HFD 3.9

LiC 0.0

PHFC 0.0

SAYA/SIF N.A.

S.B.L 0.0

--------------------------------

Source : NiIB Records
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For the bulk of new HICs, there are two polential alicrnatives sources of domestic market
funds: term loans and capital mirket issues. [owever, because of discounting, service fces and
redemption fees, the effective cost of any bond issue in the capital markets in mid-1991 is
probably above the rates at which an HFC could lend even if it is perceived ns a good credit risk,

The same fuctors apply (o tenn loans, which typically have a maturity of at least one
yeir. Outside of HDFFC, most HFCs with this source of funds are associated with large, public
scctor institutions, LIC's FIFC subsidiary, for instance, derives almost all of its labilities from
its pauent. Joint sector HFCs, too, often have access to below-market rates from their afliliates.

HDEC has concluded that household savings will become a major source of its liabilities
in the future, This may not be an option for other HFCs, at least in the short run. The issue of
lack of public trust applics particularly 1o the priviie HFCs: joint sector 1FCs are able to allay
this mistrust by their affilintion with a public sector company. Thus, private HFCs will have to
build up their reputation, such as HDEC has done. OF major significance is the endorsement of
soundness and relinbility that “recognition” by NIHB could convey if it is properly marketed,

Unfortunately, a number of regulatory barviers work against MFEC mobilization of deposits,
particularly household savings. First are the NI{B regulations of deposit interest rates, [{FCs
are limited to paying a maximum interest ratc of 14 percent on deposits plus a maximum
conunission of 2 percent to agents who secure deposits. Of more importance, beginning in 1989,
HFCs lost the ability to take deposits from individuals for a period less than 24 months (it had
previously been six months). Although this regulation docs not apply to corporate and foundation
deposits, it presents a major obstacle 1o aturacting houschold savings, which represent the largest

potential for HI'Cs.

The action taken by the RBI o restrict the deposit term by HFCs was, at least partially, to
protect the commercial banking system from competition.! The action badly undercut NI{B's
mobilization strategy for attracting houschold savings to the housing finance system. NHB has
worked quictly bechind the scenes, but without cffect, to have the deposit term for HIFCs

shoriened.

Conunercial banks pay [0 percent for two-year deposits, while IHFCs can offer up o 14
percent, HECs are now offering interest rates of 12.5 to 14 percent and pay commissions 1o
agents. lJowever, these higher intercst rates are offsct by restrictions on HFC advertising for
funds and the coliection of tax on interest income at source for HHFCs but not for commercial

banks.
Contractual Savings: The Home Loan Account (HLA) Scheme

As structured, the HLA scheme represents a major liability for NHB rather than a source of

' The argument was also made that it would being the term structure of HIFC fiabilitics more in line with (hat
ol their asscls.
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funds. Unless account volume grows sulficiently rapidly, depositors whose accounts mature are
promised by NHB a loan equal to a multiple of their deposit uccount, Thus, maturing HHLAs

generate a need for additional funds sources for NIIB,

HLA enables depositors to demonstrate their ability to make regular payments over a
sustained period and qualify for a loan. Fowever, LA participation has been far short of
axpectations, One reason may be that the interest rate on savings fags far behind the current
rate of housing price appreciation, so that savers often cannot afford a house when the

account maturer

Sccondary Morigage Market

A secondiry mortgage market represents a polential source of domestic market-oricnted
funds, NHB is, in fact, a secondary financing facility itsclf, since it refinances against a block
Jof "cligible” morigage louns.  However, it does not puichase these loans nor Jo the loans
specifically. represent the collateral against the refinancing. The NIIB refinances against the
general creditworthiness of NI{B-recognized 1ICs.

IDFC has spent several years structuring a morngage-backed sccurity (sec Annex C-8 for
a brief description), but is unlikely to issue it while market interest rates are so high. An
additional problem associaied with sccondary morigage market instruments is the difficulty of
foreclosing on the underlying mortgage il the loan becomes delinquent. NHB has inroduced new
legislation to improve the foreclosurc process. A third difficully in developing a secndary
mortgage market is that the mortgage inswument is not yet standardized.
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Annex J

Potential Models for a Group-Guarantee Housing Loan Program

A number of non-governmental organizations (NGOs) have evidenced the
capacity to provide housing finance to their low-income members.
These include Self Employed Women's Association (SEWA) of Ahmedabad;
Annapurna Mahila Mandal of Bombay and Vashi (Annapurna); Punervaas of
Delhi; Working Women's Forum (WWF) of Bombay; Ainashi Lingam
Education Trust Institutions (AETI) in Coimbatore; the Bihar milk
producers cooperative; Society for Promotion of Area Resource Centers
(SPARC) in Bombay; and Rayala Seema Sewa Samittee in Tirupat:.
Interest in emulating these types of organizations has sprung up in a

number of other cities.

These organizations currently provide short-term loans to
informal-sector entrepreneurs. In many of these loan programs,
default rates have been quite low, some even on the order of
two-to-five percent. The high repayment rates are achieved through
use of innovative lending techniques, such as group-guaranteed loans,
use of scheduled, incrementally-increasing loans, and so on. Many of
these teshniques have been used in other countries with similar
success.,

Most NGOs that are associated with low-income households focus on
upgrading skills and income and providing human services. However,
several established NGOs have evidenced an interest in adding housing
lending to their integrated range of services. SEWA has already made
some housing-related loans. Annapurna has legally established a
housing finance cooperative, has purchased a plot of land that would
house 10 households, and members have begun saving for the
downpayment of the construction and housing loans. Punervaas is
affiliated with the Delhi Co-operative Housing Finance Society, has
obtained limited amounts of concessional financing from the Oriental
Bank of Commerce, and is attempting to obtain HFC financing for its
slum upgradation projects. Punervaas housing loans are insured by a
GIC group policy against death, fire, destruction, etc.

Housing is recognized as a potentially valuable productive input for
expanding a low-income, informal-sector household's income generating

* See examples of group lending schemes and cooperative financial |
nstitutions listed in The World Bank, MWorl
ford University Press, 1989, pp. 116-21.
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capacity. Permanent, electrified housing enables parents to work
longer hours, both away from and within the home, and contributes,
through improved sanitary conditions, to better health and increased

" productivity. In turn, higher productivity and higher and more
stable income enables homeowners to repay housing loans more

promptly.

NGOs that establish community-~based financial institutions (such as
housing finance cooperatives) would negotfate with HFCs interested

fn collaborating with them. Loans would be made to {ndividual
cooperative members on the basis of individuai credit underwriting
and appraisal criterfa. Ownership of the land is in the name of the
cooperative; rights of tenure and ownership of the house is accorded
to the household's primary cooperative member and/or spouse. Home
purchases and sales are permissible, subject to the purchaser meeting
maximum income and other eligibility requirements of the cooperative
and obtaining approval for membership. Loan repayment is guaranteed
by the mortgage or other collateral; the group guarantee and loan
collection mechanism provided by the cooperative; and the potentially
highly effective, non-judiclial procedures in regard to delinquency
and default for loans to cooperative members (e.g., under the Delhi

Cooperative Societies Act 1972).
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STATUIORY CHECKLIST i

. NAME OF COUN TIY |
| !

|

!

|

PRUJECT MU.386 -116-003A

ANSHER YLS/NU 11 1P 1A
REFERENCES AND/QR ENELANAT (O
4 WIERE APIRUPRINIE 4
|
A, General Criterta Wider HG Statutory !
Authority. '

following criteria.

(1) 1s Intended to increase the availa-
bility of domestic financing Ly
demonstrating to local entrepreneurs
and institutions that providing low- Y
cost housing 1s financially viable; es

(2) s intended to assist in marshalling y
resoyrces for low-cost housing; es

Section 221(a)

Will the proposed project meet the
|
l
A
|
(3) supnorts a pilot project four low-cost !
shelter, or is intended Lo have a :
maximum demonstration impact on !
local institutions and national i
{

policy; and, Yes

l

(4) 1s intended to have a long run goal !

to develop domestic construction ' !
capabilities and stimulate local (
credit institutions to make X

~. available domestic capital and !
- other management and technological |
resources reauired for effective low ‘

. cost shelter programs and policies. Yes . .
. !
Section 222(a) '
3 ) Wil the Issuance of Lhis quaranty cause
the total face amount of guaranties Issved
and outstanding at this time to be in
excess of §14718,000,0007~ No .
$ 2,565% 000,000 ;
Will the quaranty be issved prior to :
Seotember 30, 19917 No )
::
|
] ©repeep om0 rm @iy eoy -'---.—.--—---~-.'-.-r-.-.r1'.""!"-""-"='""_-"'
R - e haleteiibin s bty A J L R soreH Tt TASER TN . ! ce

s

¢



gtv‘”

e

Ny

tection 222{b)

Wil1l the proposed quaranty result in
activities which empliasize:

(1) brojects providing fmproved home
siteg to poor families on which to
buitd shelter and related services;
or

{2) Drojecfs comprised of expandable
core shelter units on serviced siles;
or

(3) slum uparading projects desianed to
consarve and {mprove existing sheiter;
or

{4) shelter projects for luw-fncome people
desioned for demonstration or institu-
tion byilding; or

(5) commynity facilities and services in
support of projects authorized under
ihis section to improve the shelter
occupied by the poorl

Sectign 222{c)

If the project reguires the use or con-
servation of energy, was consideration
afven to the use of solar eneroy
technologies, where economically or
technically feasible?

Section 223{a)

WiTl the A.1.,0. quaranty fee be in an
amount authorized by A.I.D. in accordance
with its deleqgated powers?

Saction 223(f)

ls the maximum rate of interest allowable
to the eligible U.S. Investor, as
crescribed hy the Administrator, not more
than one 'percent (1%) above the current
rate of interest applicable to housing
mortgages insured by the Department of
Housing and Urban Development?

No

No

Yes

-- a————yt t Snm—

Yes.

Na

N/A

Yes

N/A

cwmaim s mamy s o mpe me

- ma—n s
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Saction 223{J)

(1) wit1 the oroposed Houstna Guaranty
be coordinated with and complementary
to other devalooment assistance in the Yes
host country? : o

(2) Will the proposed Housing Guaranty
demonsirate the feasibility of
partfculsr kings of housing and other
fnstitutional arrangements? Yes

(3) Is the project desioned and olanned
by A.1.0. so that at least ninety
percent (90%) of the face value

‘ of the proposed guaranty will be for
housing suitable for families Lelow
the median urban income for housing
fn urban areas, in the liost country? Yes

(6) Wi1) the issuance of this gquaranty

cause the face value of quaranties

tssued with respect to the host country

to exceed 325 million In any fiscal

year? _ No

¢ at——— (o o 00 § 4 PE———

(§) Will the {ssuance of this quaranty
cause the average face value of all
housing ouaranties fssued in this
fisca) year to exceed $15 million? No

Section 238(c)

Hill the quaranty agreement provide that (&

will cover only lenders who are “"eligible

investors”" within the meaning of this

section of the statute at the time the

quaranty i1s issued? Yes

B, Criterla Under General Foreian Assistance
Act Authortty.

Section 620/620A

(3) Does the host country meet the general
criterfa for country eligibility under
the Foreign Assistance Act as set forth

- in the country eligihility checklist

prepared at the begqinning of each yrar? Yes

PR B2 2 40 X At =~
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(2) Is there any reason to belfeve that
circumstancas have changed in the host
country so that 1t would now be in-
elfalble under the country stotutory No

check1ist?
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P et v 4o v ey v iy
o e 4 Mt T N

’ ce eprme g e

. v .

» L eaigs

P mwmay e
. !

=




s gy

[ATATA N *YAY 8

PROJECT PAPER SUPPLEMENT FOR
THE HOUSING FINANCE SYSTEM PROGRAM EXPANSION - (386-HG-003A)
AND A NEW DEVELOPMENT ASSISTANCE GRANT PROGRAM =-(386-0520)

5C(1) - COUNTRY CHECKLIST

Listed below are statutory criterfa applicable to the eligibility of countries
to receive the following categories of assistance: (A) both Development
Assistance and Economic Support Funds; (B) Development Assistance funds only,
or (C) Economic Support Funds only.

a. Y
1991 Appropriations Act Sec. 559(b)): No
Has the President certified to the
Congress that the government of the
recipient country {s failing to take
adequate measures to prevent narcotic
drugs or other controlled substances
.which are cultivated, produced or
processed 111icitly, in whole or in
part, in such country or transported
through such country, from being sold
illegally within the jurisdiction of
such country to United States Government
personnel or their dependents or from
entering the United States unlawfully?

b. P iy ifi FA
Sec. 481(h)): (This provision applies
to assistance of any kind provided by
grant, sale, loan, lease, credit,
guaranty, or insurance, except assis-
tance from the Child Survival Fund or
relating to international narcotics
control, disaster and refugee relief,
narcotics education and awareness, or




G
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the provision of food or medicine.) If
the reciptent 1s a "major {11icit drug
producing country" (defined as a country
producing during a fiscal year at least
five metric tons of opium or 500 metric
tons of coca or marijuana) or a "major
drug-transit country” (defined as a
country that 15 a significant direct
source of 1114cit drugs significantly
affecting the United States, through
which such drugs are transported, or
through which significant sums of drug-
related profits are laundered with the
knowledge or complicity of the
government):

(1) Does the country have
in place a bilateral narcotics agreement
with the United States, or a multilateral
narcotics agreement?

(2) Has the President in
the March 1 International Narcotics
Control Strategy Report (INSCR) deter-
mined and certified to the Congress
(without Congressional enactment,
within 45 days of continuous session,
of a resolution disapproving such a
certification), or has the President
determined and certified to the Congress
on any other date (with enactment by
Congress of a resolution approving such
certification), that (a) during the
previous year the country has cooperated
fully with the United States or taken
adequate steps on its own to satisfy the
goals agreed to in a bilateral narcotics
agreement with the United States or in a
multilateral agreement, to prevent
f11icit drugs produced or processed in
or transported through such country from
being transported into the United States,
to prevent and punish drug profit laun-
dering in the country, and to prevent
and punish bribery and other forms of
public corruption which facilitate
production or shipment of illicit drugs
or discourage prosecution of such acts,
or that (b) the vital national interests
of the United States require the
provision of such assistance?

i

ANNEX L-2

Yes

The certification was
made in March 1991,

A
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Ac..
(This saction applies to the same cate-
gories of assistance subject to the
restrictions in FAA Sec. 481(h), above.)
If recipient country is a "major {111cit
drug producing country" or "major drug-
transit country" (us defined for the
purpose of FAA Sec. 481(h)), has the
President submitted a report to Congress.
11sting such country as one: (a) which,
as a matter of government policy,
encourages or facilitates the production
or distribution ov 11licit drugs; (b) in
which any senior official of the govern-
ment engages in, encourages, or facili=
tates the production or distribution of
t11egal drugs; (¢) in which any member
of a U.S. Government agency has suffered
or been threatened with violence
inflicted by or with the complicity of
any government officer; or (d) which
fails to provide reasonable cooperation
to lawful activities of U.S. drug
enforcement agents, unless the President
has provided the required certification
to Congress pertatning to U.S. national
fnteresus and the drug control and
criminal prosecution efforts of that
courtry?

2. Indebtedness to U.S. Citizens
(FAA_Sec. 620(c)): If assistance is
to a government, is the government
indebted to any U.S. citizen for goods
«* services furnished or ordered where:
(a) such citizen has exhausted availabie
legal remedies, (b) the debt is not
denied or contested by such government;
or (¢) the indebtedness arises under an
unconditional guaranty of payment given
by such government or controliled entity?

3. Seizyre of U.S. Property (FAA
Sec. 620Ce)(1)): If assistance is to a
goverr.ment, has it (including any govern-
ment -.gencies or subdivisions) taken any
action which has the effect of
nationalizing, expropriating, or other-
wise seizing ownership or control of
property of U.S. citizens or entities
beneficially owned by them without
taking steps to discharge its obliga-
ticns toward such citizens or entities?

)

ANNEX L=3

No

No

No

¢



b
4. Communist Counkries (FAA Secs,
620¢a), 620(f), 6200: FY 1991 Appro-
Is reci-

pient country a Communist country? If
s0, has the President: (a) determined
that assistance to the country is vital
to the security of the United States,
that the recipient country {s not con-
trolled by the international Communist
conspiracy, and that such assistance
will further promote the independence
of the recipient country from interna-
tional communism, or (b) removed a
country from applicable restriction

on assistance to Communist countries
upon a determinalion and report to
Congress that such action is important
to the national interest of the United
States? Wiil assistance be provided
either directly or indirectly.to Angola,
Cambodia, Cuba, Irag,-Libya, Vietnam,
Iran or Syria? Will assistance be
provided to Afghanistan without a
certification, or will assistance be
provided inside Afghanistan through the
Soviet-controlled government of
Afghanistan?

5. Mob A n_(FAA :
Has the country permitted or failed
to take adequate measures to prevent
damage or destruction by mob action
of U.S. property?

6. QP vestmen ran
(EAA Sec. 620(1)): Has the country
failed to enter into an investment
guaranty agreement with OPIC?

7. Seizure of U.S. Fishing

Vessels (FAA Sec. 620(0): Fishermen's
iy f 1

Se¢. 5): (a) Has the country seized,
or imposed any penalty or sanction
against, any U.S. fishing vessel
because of fishing activities in
international waters? (b) If so,
has any deduction required by the
Fishermen's Protective Act been
made?

ANNEX L-4

No,
No;

N/A

No

No
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8, Loan Default (FAA Sec, 620(g):
FY 1991 Appropriations Act Sec. 518
jment)): (a) Has the
government of the reciplent country
been in default for more than six
months on interest or principal of
any loan to the country under FAA?
(b) Has the country been in default
for more than one year on interest
or principal on any U.S. loan under
a program for which the FY 1991
Appropriations Act appropriates funds?

9. Military Equipment (FAA Sec.
620€s)): If contemplated assistance
is development loan or to come from
Economic Support Fund, has the Adminis-
trator taken into account the percent
of the country's budget and amount of
the country's foreign exchange or other
resources spent on military equipment?
(Reference may be made to the annual
"Taking Into Consideration" memo: "Yes,
taken into account by the Administrato
at time of approval of Agency OYB."
This approval by the Administrator of
the Operational Year Budget can be the
basis for an affirmative answer during
the fiscal year unless significant
changes in circumstances occur.)

10. Diplomgti 1
fAan Sec. 620(t)): Has the country
severed diplomatic relations with the
United States? If so, have relations
been resumed and have new bilateral
assistance agreements been negotiated
and entered into since such resumption?

17, U.N. Obligations FAA Sec.
620€y)): MWhat is the payment :tatus
of the country's U.N. obligations?
If the country is in arrears, were such
arrearages taken into account by the
AID Admi.iistrator in determining the
current AID Operational Year Budget?
(Reference may be made to the "Taking
into Consideraticn® memo.)

ANNEX L-5

(a) No
(b) No

N/A

No

India is in arrears;
however, this has been
taken into account by

the Administrator at time

of approval of Agency QvYB.



a. Sanctuary and Support
jations Act Sec, 556:

: Has the country been
determined by the President to: (a)
grant sanctuary from prosecution to any
individual or group which has committed
an act of international terrorism, or
(b) otherwise supports international
terrorism, unless the President has
waived this restriction on grounds of
national security or for humanitarian
reasons?

b, Al
1985 Sec, 552(b)): Has the Secretary
of State determined that the country is
a high terrorist threat country after
the Secretary of Transportation has
determined, pursuant to section
1115Ce)(2) of the Federal Aviation Act
.of 1958, that an airport in the country
does not maintain and administer effec-
tive security measures?

13. Discrimination (FAA Sec.
666(b)): Does the country object, on
the basis of race, religion, national
origin or sex, to the presence of any
officer or employee of the U.S. who is
present in such country to carry out
;cogomic development programs under the

AA?

14. MNyclear Technol FAA .
669, 670)): Has the country, after
August 3, 1977, delivered to any other
country or received nuclear enrichment
or reprocessing equipment, materials or
technology, without specified arrange-
ments or safeguards, and without special
certification by the President? Has it
transferred a nuclear explosive device
to a non-nuclear weapon state, or if
such & state, either received or
detonated a nuclear explosive device?
If the country is a non-nuclear weapon
state, has it, on or after August 8,
1985, exported (or attempted to export)
illegally from the United States any

ANNEX L-6

(a) No

{(b) No

No

No

To our knowledge, India

has not delivered or
received such equipment,
materials or technology
nor transferred a nuclear
device. There is no
official USG determination
that India has detorated

a nyclear explosive

device and therefore is
subject to the prohibitions
of FAA Sections 669 and 67C



.

material, equipment, or technology
which would contribute significantly
to the ability of a country to manu-
facture a nuclear explosive device?
(FAA Section 620E permits a special
walver of Section 669 for Pakistan.)

15.

: Was the country repre-
sented at the Meeting of Ministers of
Foreign Affairs and Heads of Delegations
of the Non-Aligned Countries to the 36th
General Assembly of the U.N. on Sep-
tember 25 and 28, 1981, and did it fatl
to disassociate itself from the
communique issued? If so, has the
President taken it into account?
(Reference may be made to the "Taking
into Consideration" memo.)

16. Military Coup (FY 1991 Appro-

riations A 1 Has the duly
elected Head of Government of the country
been deposed by military coup or decree?
If assistance has been terminated, has
the President notified Congress that a
democratically elected government has
taken office prior to the resumption of
assistance?

17.  Refugee Cooperation (FY 1991
Approprigtions Act Sec. 539): Does the

recipient country fully cooperate with
the international refugee assistance
organizations, the United States, and
other governments in facilitating
lasting solutions to refugee situations,
including resettiement without respect
to race, sex, religion, or national
origin?

18. Exploitation of Children

FY 1991 A rigtions A . D,
amending FAA Sec. 116): 0Does the reci-
pient government fail to take appropriate
and adequate measures, within its means,
to protect children from exploitation,
abuse or forced conscription into mili-
tary or paramilitary services?

ANNEX L-7

India was represented
at the meeting and

did not dissociate
ftseif from the
communique. However,
this was taken into
account by the Admini-
strator at time of

approval of Agency OYB.

No

Yes

No
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. Human Rights Violations (FAA
Sec. 116): Has the Department of State
determined that this government has
engaged in a consistent pattern of gross
violations of internationally recognized
human rights? If so, can 1t lie demon-
strated that contemplated assistance
will directly benefit the needy?

2. Abortions (FY 1991 Appropria-

i A ¢ Has the Presfdent
certified that use of DA funds by this
country would violate any of the prohi-
hitions against use of funds to pay for
the performance of abortions as a method
of family planning, to motivate or coerce
any person to practice abortions, to pay
for the performance of involuntary
sterilization as a method of family
planning, to coerce or provide any
financial incentive to any person to
undergo sterilizations, to pay for any
biomedical research which reiates, in
whole or in part, to methods of, or the
performance of, abortions or involuntary
sterilization as a means of family
planning?

C. CQUNTR TY CR APPLI
TQ ECON T FUNDS (“ESF"

1. Huyman Rights Violations (FA
Sec. 502B8): Has it been determined
that the country has engaged in a con-
ststent pattern of gross violations of
internationally recognized human rights?
[f so, has the President found that the
country made such significant improve-
ment in its human rights record that
furnishing such assistance is in the U.S.
national interest?

ey

ANNEX (-8

No

No

N/A
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5C(2) ASSISTANCE CHECKLIST

" CROSS REFERENCE: IS COUNTRY CHECKLIST UP-TO-DATE? .

CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPORT FUNDS

V.

"f ¢ Information
and conclusions on whether assistance
will encourage efforts of the country
to: (a) increase the flow of fnterna-
tional trade; (b) foster private initia-
tive and competition; (c) encourage
development and use of cooperatives,
credit unions, and savings and loan
assoctations; (d) discourage monopoli-
stic practices; (e) improve technical
efficiency of industry agriculture, and
commerce; and (f) strengthen free labor
unions

Listed below are statutory criteria applicable to the assistance resources
themselves, rather than to the eligibility of a country to receive
asststance. This section s divided into three parts. Part A includes
criterifa applicable to both Development Assistance and Economic Support Fund
Part B includes criteria applicable only to Development Assistance
;esgurces. part C includes criterfa applicable only to Economic Support
unds.

Yes

(a) The purpose of the
Development Assistance (DA)
Program s to assist the
development of a dynamic
private houstng finance
sector in India including
enhancement of the sector's
capability through use «f US
based professional sei~ices
and funds from U.S. investors
for housing loans. A fairly
developed  Indfan  housing
finance system will increase
international trade related
to horsing and allied areas;
(k) project activities are
aimed at the Indian private
sector; (c) model lending
programs for the poor will
aim at the wuse of these
institutions after 3
feasibility study; (d) pro-
gram activities should incr-
ease the number and strength
of private housing finance
companies, thereby reducing
potential for monopoly; (e)
assistance will be provided
for improving efficiency and
effectiveness of  housing
finance sector thus making
housing finance loans to
households  including low-
income commercially
viable; and (f) no assistance
is being provided for this
purpose.

g
e



2.

Informa~
tton and conclusions on how assistance
will encourage U.S. private trade and
fnvestment abroad and encourage private
U.S. participation in foreign assis-
tance programs (including wuse of
private trade channels and the services
of U.S. private enterprise).

a. Geperal Reguirement (FY
Appropriati

1991

. If money ts to
be obligated for an activity not pre-
viously justified to Congress, or for
an amount in excess of amount pre-
viously Justified to Cony-ess, has
Congress been properly notifie’ (uniess
the notification requirement has been
waived because of substantial risk to
human health or welfare)?

b. HNotice of New Accoynt Qpii-
fon 1_Appr

914): If funds are being obligated
under an appropriation account to which
they were not appropriated, has the
President consulted witn and provided a
written justification to the House and
Senate Appropriations Committees and
has such obligation been subject to
regular notification procedures?

c. Cash Transfers and

Nonpr i FY 1
Appropriations A
If funds are to be made available in
the form of cash transfer or nonproject
sector assistance, has the Congress-
ional notice included 2 detailed
description of how the funds will be
used, with a discussion of U.S. inte-
-octs to be served and a description of
economic policy reforms to be
promoted?

4, Engineering _and Financial
Plans (FAA Sec. 611(a)): Prior to an
obliga tion in excess of $500,000, will
there be: (a) engineering, financial or
other plans necessary to carry out the
assistance; and (b) a reasonably firm
estimate of the cost to the U.S. of the
assistance?

\

Assfstance under the project
will foster linkages between
U.S. and Indian Institutions
and businesses specially in
the private sector related
to training, technical
assistance and housing
finance.

A Congressional Notification
for the DA funds will be
completed in the FY 92, '

N/A

N/A

(a), (b)Y - Such information
js included in the Project
Paper Supplement and Program
Agreement.
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¢ If legislative actfon s
required within racipient country with
respect to an obligation in excess of
$500,000, what 1{s the basis for a
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose
of the assistance?

6. Water Resoyrces (FAA _SecC,

801): If project is for for water or
waterrelated land resource construction,
have benefits and costs been computed
to the extent practicable in accordance
with the principles, standards, and
procedures established pursuant to the
Water Resources Planning Act (42 U.S.C.
1962, ef seg.)? (See A.I.D. Handbook 3
for quideiines.)

7.

Assistance (FY 1991 Appropriations Act
Sec, 575(b)): Will cash transfer or
nonproject sector assistance be main-
tained in a separate account and not
commingled with other funds (unless
such  requirements are waived by
Congressional notice for nonproject
sector assistance)?

8. ;tal Assistan F
611¢e)): If project is capital assis-
tance (e.g., construction), and total
U.S. assistance for it will exceed $!
miliion, has the Mission Director
certified and Regional Assistant
Administrator taken into consideration
the country's capability to maintain
and utilize the project effectively?

N Multiple Coyntry _Objectives
(FAA__Sec. 601¢a)): Information and

conclusions whether project will en-
courage efforts of the country to: (a)
increase the flow of international
trade; (b) foster private initiative
and competition; (c) encourage deve-
lopment and use of cooperatives, credit
unions, and savings and loan associa-
tions; (d) discourage monopolistic

No such action 15 required

N/A

N/A

No capital assistance will
be provided under this pro-
ject for any construction
activities. The  housing
guarantee funds will be
borrowed by National Housing
Bank directly from US inves-
tors to be utilized for re-
financing housing loans made
available by housing finance
companies. Thus, no direct
USAID assistance is involved
for any construction.

See response to para | in
this Part A,



practices; (e) improve technical
effictency of, {industry, agriculture
and commerce; and (f) strengthen free
labor unions.

10. (S, Private Trade (FAA Sec,
6Q1¢(b); Information and conclusions
on how project will encourage U.S.
private trade and investment abroad and
encourage private U.S. participation in
foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

11, Local Currencies

a. Reg

Describe
steps taken to assure that, to the
maximum extent possible, the country fis
contributing local currencies to meet
the cost of contractual and other ser-
vices, and foreign currencies cuned by
the U.S. are wuti.ized 1in 1lieu of
dollars,

n r £
Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have been
made for its release?

c. Separate Account (FY 1991
Approprigtions Act Sec. 5785): If

assistance 1is furnished to a foreign
government under drrangements which
result in the generation of local
currencies:

b. -

(1) Has A.I.D. (3) required
that local currencies be deposited in a
separate account established by the re-
rinient government, (b) entered into an
) ment with that government provid-
ing the amount of local currencies to
be generated and the terms and condi-
tions under which the currencies so
deposited may be wutilized, and (c)
established by agreement the responsi-
bilities of A.I.D. and that government
to monitor and account for deposits
into and disbursements from the
separate account?

Sep response to para 2 fin
this Part A,

A major portion of the DA
funds will be utilized to fi-
nance dollar costs of train-
fng in US and hiring US/fore-
fgn based TA Even though AID
grant funds will finance some
of the local currency compo-
nents, a major portion of
local currency expenditures
will be incurred by Govern-
ment of India for in-country
expenses.

No

N/A



(2) WiI1 such local currencies,
or an equivalant amount of local curren-
cies, be used only to carry out the pur=-
poses of the DA or ESF chapters of the
FAA (depending on which chapter s the
source of the assistance) or for the
administrative requirements of the U.S.
Government?

(3) Has A.I1.D0. taken all
appropriate steps to ensure that the
equivalent of local currencies dis-
bursed from the separate account are
used for the agreed purposes?

(4) If assistance s termi-
nated to a country, will any unen-
cumbered balances of funds remaining in
a separate account be disposed of for
purposes agreed to by the recipient
government and the United States
Government?

2. TIrade Restrictions

a, r i E
Appropriatigns Act Sec. 521¢3)): If
assistance is for the production of any
commodity for export, is the commodity
likely to be in surplus on world markets
at the time the resulting productive
capacity becomes operative, and is such
assistance likely to cause substantial
injury to U.S. producers of the same,
similar or competing commodity?

b. Textiles (lautenberq Amend-
ment) (FY 1991 Appropriations Act Sec,
921€c)):  Will the assistance (except
for programs in Caribbean Basin Initia-
tive countries under U.S. Tariff Sche-
dule "Section 807", which allows
reduced tariffs on articles assembled
abroad from U.S.-made components) be
used directly to procure feasibility
+tudies, prefeasibility studies, or

¢t profiltes of potential invest-
ment in, or to assist the establishment
of facilities specifically designed
for, the manufacture for export to the
United States or to third country
markets in direct competition with U.S.
exports, of textiles, apparel, footwear,
handbags, flat goods (such as wallets
or coin purses worn on the person),
work gloves or leather wearing apparel?

N/A

N/A
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Tronical forests (FY 1991

Will funds be used for any program, pro-
joct or activity which would (a) rasult
in any significant 1oss of tropical
forests, or (b)) involve industrial
timber extraction in primary tropical
forest areas?

14. PVQ Assistance

st el
assistance {s being made available to a
PVQ, has that >rganization provided
upon timely request any document, file,
or racord necessary to the auditing
requirements of A.1.0., and is the PVO
registered with A.1.0,?

b, Fupding  Soyrces (FY . 1991
Appropriations Act. Title II. under

lyntary Qrgani.
zations'): If assistance 1is to be
made to a United States PVO (other than
a cooperative development organization),
does it obtain at least 20 .percent of
fts total annual funding for interna-
tional acttvities from sources other
than the United States Government?

15.  Project Aareement Oocumenta-
.um_xmumw

Has confirmat1on of the date of signing
of the project agreement, including the
amount involved, been cabled to State
L/T and A.I.D. LEG within 60 days of
the agreement's entry into force with
respect to the United States, and has
the full text of the agreement been
pouched to those same offices? (See
Handbook 3, Appendix 6G for agreements
covered by this provision.)

16,  Metr m ni Ir
v Competitiveness Act of 1988 Sec
164 r nferen

report, mendin Metri nversion
Act of n implemen

threuygh A.X1.D.  policy): Does the
assistance activity use the metric
system of measurement in its procure-

a3

No

N/A

N/A

The aggregate amount cf DA
funds being provided is less
than $25 milljon; therefore,
this requirement is
fnapplicable.

To the extent practicable,
metric measurements will be
used in all procurements,
grants and other activities
under the Project. No bulk
purchases are contemplated.
All  commodity procurements
will use metric measurements,
to extent practicable and AID
will also use such measure-
ments throughout the Proje-t.

K



ments, grants, and other business-
related activities, except to the
extent that such use fs impractical or
fs 1ikely to cause significant fnefff-
clencles or loss of markaets to United
States firms?  Are bulk purchases
usually tc be made in metric and are
componants, sub-assemblies, and semi.
fabricated materials to by :pecifted in
metric units when economically avail=
able and technically adequate? Wil
A.1.D. specifications use metric units
of measure from the earliest program-
matic stages, and from the earliest
documentation of the assistance
processas (for example, project papers)
fnvolving  quantifiable  measurements
length, area, volume, capacity, mass
and wefght), through the fimplementation
stage?

Homen in Development (FY 1991
Annmp.mxjms_au._lj.u_e__u_undu

Will assistance be designed so that the
percentage of women participants will
be demonstrably increased?

18. Regional _and Multilateral
Assistance (FAA Seg. 209): Is

assistance more efficiently and
effectively provided through regional
or multilateral organizations? If so,
why is assistance not so provided?
Information and conclusions on whether
assistance will encourage developing
countries to cooperate in regional
development programs.

19. AQQr; ons (FY 1991 Appropria-

tions Act, ; e II, under heading
“Popylation, DA," and Sec. 525):

a. Will assistance be made
available to any organization or pro-

Although HG-003A activities
are not aimed specifically
at women in devalopment, spe-
ctal design provisions have
been made to ensure maximum
possible benefit to women
cifents for housing finance.
Specifically, the model! lend-
ing programs will be designed
fn such a way as to benefit
low-income population of a
target area inciuding women.

Other multilateral donors
providing assistance for
housing finance is 1imited;
however, the focus of such
assistance is generally
limited to a particular state
or enterprise or is under-
taken  through  government

entities. Given AID's
interest in private housing
finance companies, our

objectives could not be
achieved through regionai or
multilateral organizations.

No




gram which, as determined by the
Prasident, supports or participates in
the management of a program of coercive
abortion or involuntary stertlization?

b. W11 any funds be used to
lobby for abortion?

20, :
Will assistance help develop coopera-
tives, espacfally by technical assis-
tance, to assist rural and urban poor
to help themselves toward a better 1ife?

21. (LS.-Owned Forefgn Currencies

a. Use of Cyrrencies (FAA
Secs.612(b), 636(h): FY 1991 Appropria-
b H] + Describe
stepe taken to assure that, to the
maximum  extent  possible, ‘foreign
currenctes owned by the U.S. are
utilized in lieu of dollars to meet the
cost of contractual and other services.

b. Release of Currencies (FAA
Sec, 612¢d)): MNoes the U.S. own excess
foreign currency of the country and, if
so, what arrangements have been made
for its release?

22. Procyrement

a. Sm
.+ Are there arrangements to
permit U.S. small business to partici-
pate equitably in the furnishing of
commodities and services financed?

b. WU.S. Procyrement (FAA Sec.
604Ca)): Will all procurement be from
the U.S. except as otherwise determinec
hv the President or determined under

¢ gation from him?

c. M3rine Insyrance (FAA
Sec.  604(d)): If the cooperating
country discriminates against marine
insurance companies authorized to do
business in the U.S., will commodities
be insured in the United States against
marine risk with such a company?

No

Housing related cooperative
lenders will be eval.ated as
one of the possible mecha-
nfsms to cater to low fncome
households,

See response to para I1l.a of
this Part A.

No

Wherever feasible, procure-
ment opportunities will be
advertised publicly, includ-
ing in AID publications
aimed at small businesses.

Yes: except as permitted by
A.1.0.'s Buy America policy,
procurement will be from the
U.S. wunless a waiver s
executed.

Yes:; however, there is no
evidence that India discrimi-
nates against U.S. marine
insurance companies.

(18
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d. MNon-U.S, Aqricultyral Pro-

4 : If non-

u.S. procurement of  agriculturai

commodity or product thereof is to be

financed, 1{s there provision against

such procurement when the domestic

price of such commodity is less than

parity? (Exception where commodity

financed could not reasonably be
procured in U.S.)

e. Construction or Engineer-
ing Services (FAA Sec. 604(g)): Hill
construction or engineering services be
procured from firms of advanced deve-
loping countries which are otherwise
eligible under Code 941 and which have
attained a competitive capability in
international markets in one of these
areas? (Exception for those countries
which receive direct economic  assis-
tance under the FAA and permit United
States firms to compete for construc-
tion or engineering services financed
from assistance programs of these
countries.)

f. Carqgo Preference Shipping
(FAA __Sec. 603): Is the shipping
excluded from compliance with the
requirement in section 901(b) of the
Merchant Marine Act of 1936, as amended,
that at least 50 percent of the gross
tonnage of commodities (computed
separately for dry bulk carriers, dry
cargo liners, and tankers) financed
shall be transported on privately owned
U.S. flag commercial vessels to the
extent such vessels are available at
fair and reasonable rates?

g. Technical Assistance (FAA

¢ If technical assistance
is financed, will such assistance be
furnished by private enterprise on a
rontract basis to the fullest extent
;s ticable? Will the facilities and
resources of other Federal agencies be
utilized, when they are particularly
suitable, not competitive with private
enterprise, and made available without
undue interference with domestic
programs?

No agricultural commodity or
product 1s expected to be
procured.

To the extent engineering
sarvices are procured the
nationality will be from U.S.

No

Yesﬁ Yes



h, .S, Air Carriers (Inter-
pati ran ion Fair Compe-

titiv ¢ If air
transportation of persons or property
is financed on grant basis, will U.S.
carriers be used to the extent such
service is available?

i. Termination for Convenience
of U. ve nt (F 1A rig-
tions Act Sec. 504): If the U.S.
Government is a party to a contract for
procurement, does the contract contain
a provision authorizing termination of
such contract for the convenience of
the United States?

j« Consylting Services (FY
| ropriation . 4): If
assistance is for consulting service
through procurement contract pursuant
to 5 U.S.C. 3109, are contract expendi-
tures a matter of public record and
available for public inspection (unless
otherwise provided by law or Executive
order)?

k. Metric Conversion (Omnibys
Trade and Competitiveness Act of 1988,
as interprefed by conference report,
amending Metric Conversion Act of 1975
sec. 2, and as implemented throygh
A.1.0. policy): Does the assistance
program wuse the metric system of
measurement in its procurements, grants,
and other business-related activities,
except to the extent that such use is
impractical or is likely to cause signi-
ficant inefficiencies or loss of markets
to United States firms? Are bulk pur-
chases usually to be made in metric,
and are components, sub-assemblies, and
semi-fabricated materials to be speci-
fied in metric units when economically

available and technically adequate?’

Will A.I.D. specifications use metric

t *s5 of measure from the -earliest
programmatic stages, and from the ear-
liest documentation of the assistance
processes (for example, project papers)
involving quantifiable nmeasurements
(Tength, area, volume, capacity, mass
and weight), through the implementation
stage?

com

Yes

Yes, such a provision will
be included 1in all AID
direct contracts.

Yes; such a provision wili
be included in the
procurement contract.

Metric measurements are used
to the maximum extent
practicable under the USAID/
India assistance program. No
bulk purchases are contem-
plated under the project.
Where measyrements are

included in project design
documentation, such "measure-
ments are stated in metric
units unless impracticable.

0y
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1. m v n_Pro-

F . ] : HWill the

assistance wutilize competitive selec-

tion procedures for the awarding of

contracts, except where applicable
procurement rules allow otherwise?

23. Construyction

a. Capital _Project (FAA Sec.
601¢d)): If capital (g.q., construc-
tion) project, will U.S. engineering
and professional services be used?

b, n ntr F
Sec. 611(c)): If contracts for con-
struction are to be financed, will they
be let on a competitive basis to
maximum extent practicable?

c. Large Projects, Congressional
Approval (FAA Sec. 620(k)): If for
construction of productive “enterprise,
will aggregate value of assistance to
be furnished by the U.S. not exceed
$100 million (except for productive
enterprises in Egypt that were described
in the Congressional Presentation), or

does assistance have the express

approval of Congress?

24. '.S. Audit Rights (FAA Sec.
301¢d)): If fund is established solely
by U.S. contributions and administered
by an international organization, does
Comptroller General have audit rights?

25. mm istan F .
620(h)): Do arrangements exist t
insure that United States foreign aid
is not used in a manner which, contrary
to the best interests of the United
States, promotes or assists the foreign
aid projects or activities of the

~wnistbloc countries?

26.  Narcotics
a. h_Reimbyrsemen FAA Sec.

483): Will arrangements preclude use
of financing to make reimbursements, in
the form of cash payments, to persons
whose il1licit drug crops are eradicated?

Yes

This housing related DA pro-
gram is not a capital pro-
ject. It will definitely
finance US based professional
services but related to only
housing finance.

N/A

N/A

N/A

Yes

Yes; All assistance wunder

the project must meet agreed
upon criteria.

) O\\o
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b. Assistance _to  Narcotics
Traffickers (FAA Section 487): Wil
arrangements  take "all  reasonable
steps" to preclude use of financing to
or through {ndividuals or entities
which we know or have reason to believe
have either: (1) been convicted of &
violation of any law or regulation of
the United States or a foreign country
relating to narcotics (or other con-
trolled substances); or (2) been an
illicit trafficker 1in, or otherwise
involved in the illicit trafficking of,
any such controlled substance?

27. ropriation an nd R

(FAA Sec. 620(g)): Will assistance
preclude use of financing to compensate
owners for expropriated or nationalized
property, except to compensate foreign
nationals in accordance with 3 land
reform program certified by the
President?

28. Poli ng P FAA .
060): Will assistance preclude use of
financing to provide training, advice,
or any financial support for police,
prisons, or other law enforcement
force$, except for narcotics programs?

29. A__Activiti FAA .

662): Will assistance preclude use of
financing for CIA activities?

30.  Motor  Vehicles (FAA _Sec.
636(i)): HKWill assistance preclude use
of financing to provide for purchase,
sale, long-term lease, exchange or
guaranty of the sale of motor vehicles
manufactured outside U.S., wunfess a
waiver is obtained?

31, Personn FY
Appropriations Act Sec. 503): HWill
assistance preclude use of financing to
i pensions, annuities, retirement
pay, or adjusted service compensation
for prior or current military personnel?

32. Paymen f UN. A men
FY_1991 Appropriations A :
Will  assistance preclude use of
financing to pay U.N. assessments,
arrearages or dues?

A

Yes, to the extent such
knowledge exists.

Yes

Yes

Yes

Yes

Yes

Yes

‘8
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33. 1ti1 1 rganization
3t A
Will arrangements preclude
use of financing to carry out provi-
sions of FAA section 209(d) (transfer
of FAA funds to multilateral
organizations for lending)?

34, Export of Nuclear Resources
(FY 1991 Appropriations Act Sec. 51Q):

Will assistance preclude use of }inancl
ing to finance the export of nuclear
equipment, fuel, or technology?

35. Repression of Population (FY

1991 A riati A , 1)
Will assistance preciude use of financ-
ing for the purpose of aiding the
efforts of the government of such coun-
try to repress the legitimate rights of
the population of such country .contrary
to the Universal Declaration of Human
Rights?

36. Publicity or Propaganda (FY

1991 rigtion A . 16):
Will assistance be used for publicity
or propaganda purposes designed to
support or defeat legislation pending
before” Congress, to influence in any
way the outcome of a political election
in the United States, or for any publi-
city or propaganda purposes not
authorized by Congress?

37. Marine Insyrance (FY 1991
Appropriati A : Will

any A,I.D. contract and solicitation,
and subcontract entered into under such
contract, include a clause requiring
that U.S. marine 1insurance companies
have a fair opportunity to bid for
marine insurance when such insurance is
necessary or appropriate?

38. n Prohibi Act
(A | A riations A . :
Will any assistance be provided to any
foreign  government  (including any
instrumentality or ‘agency thereof),
foreign person, or United States person
in exchange for that foreign government
or person undertaking any action which
is, if carried out by the United States
Government, a United States official or
employee, expressly prohibited by a
provision of United States law?

El

Yes

Yes

Yes

No

Yes

No

13

| Lo



bl

TN

CRITERIA APPLICABLE TO DEVELOPMENT ASSISTANCE ONLY

JDLS!_Il_l__JiJELJE_.iﬂu_nﬂ_i
Amgngmgnn (E IQQI AQQ[QQ[HHQM SI

rgngg report for Q[iging! en ;;;mgg;)
If assistance is for agricultural deve-
lopment activities (specifically, any
testing or breeding feasibility study,
variety improvement or introduction,
consultancy, publication, conference,
or training), are such activities: (1)
specifically and principally designed
to increase agricultural exports by the
host country to a country other than
the United States, where the export
would lead to direct competition in
that third country with exports of a
similar commodity grown or produced in
the United States, and can the activi-
ties reasonably be expected to cause
substantial injury to U.S. exporters of
a3 similar agricultural commodity; or
(2) in support of research that is
intended primarily to benefit U.S.
producers?

2. Tied Aig CrgQifg' (Y1391
Apprgprig:iggs Act., Title II, under

heading "Economic Support Fynd"):
Will DA funds be used for tied aid
credits?

3. Appropri Technol FAA
Sec. 107): Is special emphasis placed
on use of appropriate technology
(defined as relatively smaller, cost-
saving, labor-using technolcgies that
are generally most appropriate for the
small farms, small business, and small
incomes of the poor)?

4, nd R

(FAA Sec. 281(b)): Oescribe extent to
which the activity recognizes the parti-
¢+ ir needs, desires and capacities of
people of the country; utilizes the
country's intellectual resources to
encourage institutional development;
and supports civic education and train-
ing in skills required for effective
participation in governmental processes
essential to self-government.

N/A

No

Even though the DA funds will
not finance directly appropr-
fate technology schemes, the
indirect beneficiaries of the

project receiving  housing

finance i.e. the below median
income group, are expected
to utilize appropriate
technology for cost saving.

The key objectives of the DA
project is to assist Indian
private sector housing fina-
nce companies to develop
skills and mechanism for
domestic resource generation
and through market oriented
strategies effect participa-
tion of low-income households
in the formal housing finance
system.




5. nomi velopmen FAA
101¢a)): Does the activity give
reasonable promise of contributing to
the development of aconomic resources,
or to the increase of productive
capacities and self-sustaining economic
growth? ’

6. i velopm

FAA 1 :
Describe extent to which activity will:
(a) effectively 1involve the poor in
development by extending access to
economy at Jocal level, increasing
labor-intensive production and the use
of appropriate technology, dispersing
investment from cities to small towns
and rural areas, and insuring wide
participation of the poor in the bene-
fits of development on a sustained
basis, using appropriate U.S. institu-
tions; (b) encourage democratic private
and local governmental institutions;
(c) support the self-help efforts of
developing countries; (d) promote the
participation of women in the national
economies of developing countries and
the improvement of women's status: and
(e) wutilize and encourage regional
cooperation by developing countries.

*»

The DA project will streng-
then the demonstraticn models
of viable and self sustaining
housing finance companies and
assist in the development of
effective  and profitabie
methods of lending to low-in-
come/informal sector house-
holds.

(a) The DA project which
will complement the HG
element will facilitate the
supply of market oriented
housing loans to low-income
households 1iving in wurban
areas including small towns.
The US tech. assistance will
be used to promote program
sustatnability; (b) the
program  will focus on

private housing finance
system development including
strategies to develop

supportive govt. policies.
It will explore the
possibility of benefits
reaching to selected coopera-
tives; (¢) assistance- will
address the need to increase
domestic private sector
sources of funds for housing
and thus supports the self
help efforts being made by
National Housing Bank, the
implementing Indian agency;
(d) assistance will encourage
participation of female bene-
ficiaries to gain access to
housing finance. Since the
program has a special focus
on low-income groups, women
from this group are expected
to respond favorably to the
formal housing finance sche-
mes, as it would mean better
standard of living for the
entire household; and (e)
since the purpose of the
project is specifically to
enhance India’'s housing
finance system development
capabilities, regional co-
operation is not appropriate
at this time,
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7. Recipient Country Contribution
FAA Sec. 110, 124(d)): Will the reci-
pient country provide at least 25 per-
cent of the costs of the program, pro-
ject. or activity with respect to which
the assistance is to be furnished (or
is the latter cost-sharing requirement
being waived for a "relatively least
developed" country)?

8. Benefit to Poor Majority (FAA
Sec. 128(b)): 1f the activity
attempts to increase the institutional
capabilities of private organizations
or the government of the country, or if
it attempts to stimulate scientific and
technological research, bhas it been
designed and will it be monitored to
ensure that the ultimate beneficiaries
are the poor majority?

9. Abortion FAA ion 104(f):
EY 1991 Appropr A i
ynder headi ! "
sec. 935):

3. Are any of the funds to be
used for the performance of abortions
3s 3 method of family planning or to
motivate or coerce any person to
practice abortions?

b. Are any of the funds to be
used to pay for the performance of
involuntary sterilization as a method
of family planning or to coerce or
provide any financial incentive to any
person to undergo sterilizations?

C. Are any of the funds to be
made available to any organization or
program which, as determined by the
President, supports or participates in
the management of a program of coercive
abortion or involuntary sterilizaton?

d. Wil
available only to wvoluntary family
planning projects which offer, either
directly or through referral to, or
information about access to, a broad
range of family planning methods and
services?

. -_-a;

funds be made

Yes; NHB, the implementing
entity for the project and
the private sector entities
who will recefve assistance
under the project will
contribute at least 25% to
the DA project.

The DA program will increase
the 1{nstitutional capabili-
ties of private housing fi-
nance companies, non-govern-
mental  organizations and
nodal public sector bank,
viz. NHB and the supply of
market oriented housing
loans to low-income groups.
Thus, through housing
finance, the program will
promote development.

No

No

No

N/A



e, In awarding grants for
natural family planning, will any
applicant be discriminated against
because of such applicant's religious
or conscientious commitment to offer
only natural family planning?

f. Are any of the funds to be
used to pay for any biomedical research
which relates, in whole or in part, to
methods of, or the performance of,
abortions or involuntary sterilization
as a means of family planning?

g. Are any of the funds to be
made avaflable to any organization fif
the President certifies that the use of
these funds by such organization would
violate any of the above provisions
related to abortions and involuntary
sterilization?

10.  Contract Awards (FAA Sec.
601Ce)):  Will the project wutilize

competitive selection procedures for
the awarding of contracts, except where
applicable procurement rules allow
otherwise?

11, van nterpri F
1991 Appropriations Act Sec., S867):
What portion of the funds will be avail-
able only for activities of economically
and socially disadvantaged enterprises,
historically black colleges and univer-
sities, colleges and universities having
3 student body in whichk more than 40
percent of the students are Hispanic
Americans, and private and voluntary
organizations which are controlled by
individuals who are black Americans,
Hispanic Americans, or Native
Americans, or who are economically or
socially disadvantaged (including
women)?

12. Biglogical Diversity (FAA Sec.
119¢g)):  Will the assistance: (a)
support training and education efforts
which improve the capacity of recipient
countries to prevent loss of biological
diversity; (b) be provided under a
longterm agreement in which the reci-

ANNLX M-1/
N/A

No

No

Yes

A specific portion of project
funds have not been set aside
for disadvantaged enterpri-
ses. However, the Mission
will ensure that any con-
tract in excess of $500,000
which is financed under the
project includes a require-
ment for 10% of the value of
the contract to be subcon-
tracted to  disadvantaged
enterprises unless AID regu-
lations provide otherwise.

Some of the Project's acti-
vities will indirectly
result in reducing environ-
mental damage caused due to
unplanned housing develop-
ment. However, no antivities
are specifically targeted to
the issue of bio-diversity.
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pifent country agrees to protect ecosys-
tems or other wildlife habitats; (c)
support efforts to identify and survey
ecosystems in  recipient countries
worthy of protection; or (d) by any
direct or indirect means significantly
degrade national parks or similar
protected areas or introduce exotic
plants or animals into such areas?

13. Tropical For FAA
118; FY 1991 Appropriations Act Sec,
533¢c)-Ce) and (q)):

a. A R jon :
Does the assistance comply with the
environmental procedures set forth in
A.1.D. Regulation 167

b. Conservation: Does the
assistance place a high priority on
conservation and sustainable management
of tropical forests? Specifically,
does the assistance, to the fullest
extent feasible: (1)  stress  the
importance of conserving and sustainably
managing forest resources; (2) support
activities which offer employment and
income alternatives to those who other-
wise would cause destruction and loss
of forests, and help countries identify
and implement alternatives to coloniz-
ing forested areas:; (3) support train-
ing programs, educational efforts, and
the estabiishment or strengthening of
institutions to improve forest manage-
ment; (4) help end destructive slash-
and-byrn agriculture by supporting
s* hle and productive farming
practices: (5) help conserve forests
which have not yet been degraded by
helping to increase production on lands
already cleared or degraded; (6) con-
serve forested watersheds and rehabili-
tate those which have been deforested;
(7) support training, research, and

Yes; although the Project is
entitled to a categorical
exclusion under 22 CFR 216.2
(c)(2)(x), a requirement is
included in the OA Grant
Agreement to ensure that as
far as relevant environ-
mental factors are consi-
dered in providing assistance
under the project.

N/A




other actions which tead to sustainablz
and more environmentally sound prac-
tices for timber harvesting, removal
and processing; (8) support research to
expand knowledge of tropical forests

and identify alternatives which will .

prevent forest destruction, loss, or
degradation; (9) conserve biological
diversity in forest areas by supporting
efforts to identify, establish, and
maintain a representative network of
protected tropical forest ecosystems on
a worldwide basis, by making the estab-
lishment of protected areas a condition
of support for activities involving
forest clearance or degradation, and by
helping to identify tropical forest
ecosystems and species in need of
protection and establish and maintain
appropriate protected areas; (10) seek
to increase the awareness of U.S.
government agencies and other donors of
the immediate and long-term value of
tropical forests; (11) utilize the
resources and abilities of all relevant
U.S. government agencies; (12) be based
upon careful analysis of the alter-
natives available to achieve the best
sustainable use of land; and (13) take
full account of the environmental
impacts of the proposed activities on
biological diversity.

¢. Forest Oeqradation: Will
assistance be used for: (1) the procure-
ment or use of logging equipment, unless
an environmental assessment indicates
that all timber harvesting operations
involved will be conducted in an
environmentally sound manner and that
the proposed attivity will produce
positive economic benefits and sustain-
able forest management systems; (2)
actions  which will significantly
degrade natiomal parks or similar
protected areas which contain tropical
fc asts, or introduce exotic plants or
animals into such areas; (3) activi-
ties which would result in the conver-
sion of forest lands to the rearing of
livestock; (4) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for
logging or other extractive industries)
which pass through relatively undegra-

i1

(1) No
(2) No
(3) No
(4) No
(5) No
(6) No



ded forest lands; (5) the colonization
of forest lands; or (6) the construc-
tion of dams or other water control
structures which flood relatively
undegraded forest 1lands, unless with
respect to each such activity an
environmental assessment indicates that
the activity will contribute signifi-
cantly and directly to improving the
livelihood of the rural poor and will
be conducted in an environmentally
sound manner which supports sustainable
development?

d. Systainable Forestry: If
assistance relates to tropical forests,
will project assist countries 1in
developing a systematic analysis of the
appropriate use of their total tropical
forest resources, with the goal of
developing a national program for
sustainable forestry?

e, Environmental Impact
Statements: MWill funds be made avail-
able in accordance with provisions of
FAA  Section 117(c) and .applicable
A.1.D. regulations requiring an
envirommental impact statement for
activities significantly affecting the
environment?

14, Enerqy (FY 1991
Appropriations Act Sec. 533(¢)): If
assistance relates to energy, will such
assistance focus on: (a) end-use
energy efficiency, least-cost energy
planning, and renewable energy
resources, and (b) the key countries
where assistance would have the
greatest impact on reducing emissions
from greenhouse gases?

Sub-Saharan Africa Assistance
(FY. 221 Apnrgpri;;igns ;: Sec. 562,
aidin w_FAA ch FA
496)): If assistance w11l come fr0m
the Sub-Saharan Africa DA account, is
it: (a) to be used to help the poor
majority in Sub-Saharan Africa through
3 process of long-term development and
economic growth that is equitable,
participatory, environmentally
sustainable, and self-reliant; (b) to

N/A

See response to para 13(3)
in this Part (B)

N/A

N/A



be used to promote sustained economic
growth, encourage private sector
development, promote individual
inittatives, and help to reduce the
role of central governments in areas
more appropriate for the private
sector; (c) to be provided in a manner
that takes into account, during the
planning process the local~level
perspectives of the rural and wurban
poor, fincluding women, through close
consyltation with  African, United
States and other PVOs that have
demonstrated effectiveness in the
promotion of Tocal grassroots
activities on behalf of long-term
development in Sub-~Saharan Africa; (d)
to be implemented in a manner that
requires local people, including women,
to be closely consulted and involved,
if the assistance has a local focus;
(e) being wused primarily to promote
reform of critical sectoral economic
policies, or to support the criticii
sector priorities of agricultural
production and natural resources,
health, voluntary family. planning
services, educatton, and income
generating opportunities; and (f) to be
provided in a manner that, if policy
reforms are to be effected, contains
provisions to protect vulnerable groups
and the environment from possible
negative consequences of the reforms?

16. Qebt-for-Nature Exchange (FAA
sec. 463): If project will finance a
debt-for-nature exchange, describe how
the exchange will support protection
of: (a) the world's oceans and
atmosphere, (b) animal and plant
species, and (¢) parks and reserves; or
describe how the exchange will promote:
(d) natural resource management, (e)
local conservation programs, (f)
conservation training programs, (g)
puhlic commitment to conser vation, (h)
land and ecosystem management, and (i)
regenerative approaches in farming,
forestry, fishing and watershed
management.

17. Deobligation/Regbligation (FY

1991 Appropriations Act Sec. 515): If
deob/reob authority is <cought to be
exercised in the provision of DA assis-

N/A

Yes,



tance, are the funds being obligated
for the same general purpose, and for
countries within the same region as
originally obligated, and have the
House and Senuta Appropriations
Committees been properly notified?

18. Loans

. Repayment Capacity (FAA
Sec. 122(b)): Information and
conclusion on capacity of the country
to repay the loan at a reasonable rate
of interest.

b. ng-ran 1 AA
122(b)): ~ Does the activity give
reasonable promise of assisting long-
range plans and programs designed to
develop economi¢ resources and increase
productive capacities?

c. nter R F
122¢(b)): If development loan s
repayable in dollars, is interest rate
at least 2 percent per annum during a
grace period which is not to.exceed ten
years, and at least 3 percent per annum
thereafter?

d. Exports to United States
(FAA Sec. 620(d)): If assistance is

for any productive enterprise which
will compete with U.S. enterprises, is
there an agreement by the recipient
country to prevent export to the U.S.
of more than 20 percent of the
enterprise's annual production during
the 1life of the 1loan or has the
requirement to enter i{nto such an
agreement been waived by the President
because of a national security interest?

19. v m iy

111 11 1 :
Extent to which activity will: (1)
ettuctively involve the poor in
development, by expanding access to
economy at local level, increasing
labor-intensive production and the use
of appropriate technology, spreading
fnvestment out from cities to small
towns and rural areas, and insuring
wide participation of the poor in the
benefits of development on a sustained

N/A

N/A

N/A

N/A

See response to
this part B.

para 6

in



basis, using the appropriate U.S. finsti=-
tutions; (2) help develop cooperatives,
especfally by technical assistance, to
assist rural and urban poor to help
themselves toward beiter 1ife, and
otherwise encourage democratic private
and loca' governmental finstitutions;
(3) support the self-help efforts of
developing countries; (4) promote the
participation of women in the national
economies of developing countries
countries and the improvement of women's
status; and (5) utilize and encourage
regional  cooperation by developing
countries?

20. Agriculture, Rural Development
and __Nytrition. _an Agricyltural
Resegrch (FAA Secs. 103 and 103A):

a. Ryral Poor and Small
Earmers: If assistance is being made
available for agriculture, rural deve-
lopment or nutrition, describe extent
to which activity s specifically
designed to increase productivity and
income of rural poor; or if.assistance
is being made available for agricul-
tural research, has account been taken
of the needs of small farmers, and
extensive use of field testing to adapt
basic research of 1local conditions
shall be made.

b. Nytrition: Describe
extent to which ass1stance fs used in
coordination with efforts carried out
under FAA Section 104 (Population and
Health) to help improve nutrition of
the people of developing countries
through  encouragement of increased
production of crops with greater
nutritional  value;  improvement  of
planning, research, and education with
respect to nutrition, particularly with
reference to improvement and expanded
use of fndigenously produced
foodstuffs; and the undertaking of
pilot ~ or demonstration programs
explicitly addressing the problem of
malnutrition of poor and wvulnerable
people. '

c. FQod  Security: Describe

extent to which activity increases

See
this

N/A

N/A

. ANNLA 1muu

response to para B8 of
Part B.

&
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national food security by improving
food policies and management and by
strengthening natfonal food reserves,
with particular concern for the needs

of the poor, through measures
encouraging domestic production,
building national food reserves,

expanding available storage facilities,
reducing post harvest food losses, and
improving food distribution.

21. Population and Health (FAA

. 4 n : If assis-
tance s being made available for
population or health activities,
describe extent to .which activity
emphasizes low-cost, integrated
delivery systems for health, nutrition
and family planning for the poorest
people, with particular attention to
the needs of mothers and children,
using paramedicals and auxiliary
medical personnel, clinics and health
posts, commercial distribution systems,
and other modes of community outreach.

22. i Hunan . R T

v . ;. If assis-
tance is being made available for edu-
cation, public administration, or human
resource development, describe (a)
extent to which activity strengthens
nonformal education,  makes formal
education more relevant, especially for
rural families and wurban poor, and
strengthens management capability of
institutions enabling the poor to
participate in development; and (b)
extent to which assistance provides
advanced education and training of
people of developing countries in such
disciplines as are required for
planning and implementation of public
and private development activities.

23. Energy,  Private Voluntary
Qrognizations, and Selected Development
Activities (FAA Sec. 106): If assis-

tance is being made available for ener-
gy, private voluntary organizations,
and selected development problems,
describe extent to which activity is:

HHLA 1= a

N/A

N/A

Some assistance will be pro-
vided indirectly or directly
to private voluntary organi-
zations to promote the
feasibility of model lending
programs for the low-income
groups.

, N



a. concerned with data collec~
tion and analysis, the training of
skilled personnel, research on and

+ development of sultable energy sources,
and pilot projects to test new methods
of energy production; and facilitative
of research on and development and use
of small-scale, decentralized, renewable
energy sources for rural areas, empha-
stzing development of energy resources
which are environmentally acceptable
and require minimum capital investment;

b. concerned with technical
cooperation and development, especially
with U.S. private and voluntary, or
regional and international development,
organizations;

c. research into, and evalua-
tion of, economic development processes
and techniques;

' d. reconstruction after
natural or manmade disaster and
programs of disaster preparedness;

. for special development
probiems, and to enable proper utili-
zation of infrastructure and related
projects funded with earijer U.S.
assistance;

f. for urban development,
especially small, labor-intensive enter-
prises, marketing systems for small
producers, and financial or other insti-
tuticns to help urban poor participate
in economic and social development.

N/A.

The DA program will promote
Indo-US collaboration related
to professional services for
developing a self-sustaining
housing finance system.

Assistance will be used for
pilot research studies and
model programs to demonstrate
profitable methods of housing
finance lending to different
households including low-
fncome households.

N/A

N/A

Assistance will indirectly
promote planned, environ-
mentally and hygienically
safe housing schemes for the
urban poor thus leading to
their economic and social
development.



CRITERIA APPLICABLE TO ECONOMIC SUPPORT FUNDS ONLY

1, Economic and Political

i1 FAA : Will
this assistance promote economic and
political stability? To the maximum
extent feasible, 1is this assistance
consistent with the policy directions,
purposes, and programs of Part I of the
FAA?

2. ilitary Puyr F
931Ce)): Will this assistance be used
for military or paramilitary purposes?

3. Commodity _ Grants/Separate
Accounts (FAA Sec. 609): If
commodities are to be granted so that
sale proceeds will accrue to the
recipient country, have Special Account
(counterpart) arrangements been made?
(For FY 1991, this provision is
superseded by the separate account
requirements of FY 1991 Appropriations
Act Sec. 575(a), see 575(a)(5).)

4. Generation and Use of Local
rr FAA : Wil
ESF funds made available for commodity
import programs ‘- or other program
assistance be used to ganerate local
currencies? If so, will at least 50
percent of such local currencies be
available to support activities
consistent with the objectives of FAA
sections 103 through 106? (For FY
1991, this provision is superseded by
the separate account requirement of FY
1991 Appropriations Act Sec. 575(a),
see Sec. 575(a)(5).) :

5. r_Requiremen F

1 ions A Titl
"Econgmi rt Fuynd,"
and Sec. 575 (b)): If assistance is

in the form of a cash transfer:

a. Separate  Account: Are
all such cash payments to be maintained
by the country in a separate account
%nddngt to be commingled with any other

unds?

N/A

N/A

N/A

N/A

N/A

N/A



b. : Will
all local currencies that may be
generated with funds provided as a cash
transfer to such a country also be
deposited in a special account, and has
A.1.D. entered into an agreement with
that government setting forth the
amount of the local currencies to be
generated, the terms and conditions
under which they are to be used, and
the responsibilities of A.I.D. and that
government to monitor and account for
deposits and disbursements?

c. LS. Government Use of
Local Currencies: MWill all such local
currencies aiso be used in accordance
with FAA Section 609, which requires
such local currencies to be made
available to the U.S. Government as the
U.S. determines necessary for the
requirements of the U.S. Government,
and which requires the remainder to be
used for programs agreed to by the U.S.
Government to carry out the purposes
for which new funds authorized by the
FAA would themselves be available?

d. Congression3) Notice: Has
Congress received prior notification
providing in detail hcw the funds will
be used, including the U.S. interests
that will be served by the assistance,
and, as appropriate, the economic
policy reforms that will be promoted by
the cash transfer assistance?

N/A

N/A

N/A
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ACTION: AID-2 [INFQO: AME DCM PQL RCON SCI FAS FCS (8)

VZ2CZCNEQ312 : 31-\U6-91 TO®: ¢6:28
PP RUFHNE CNt A4213
DF RURHC #9¢927 2430524 CHRG: AID
INR UUUUU ZZH H%%T: AID

P 3105217 AUG 91
Fit SFCSTATE WASHCC

TO RUEHMNE/AMFEMBASSY NFW DFLHI PRIORITY A514 GRANT 386-HG-003 A

INFO RURHBK/AMEMBASSY BANGKOKX PRIQRITY 65F0

BT

UNCLAS STATE 289@27 09/03/1991

oo . GHCRLFiE ggpy =

E.O0. 12356: N/A

TAGS: ' TUE-3
SUBJECT: ‘' INDIA HOUSING FINANCF SYSTFM PROGRAM
(386-HG-283); APPROVAL TO AUTHORIZE AMENDMONT INFO
RFF A) NEW DFULHI 17208  B) NEW DELHI 27469 ‘ RLA
C) NE¥ DFLHI 13128 D) STATR 133977: A
e
1. RFFTELS REPRFSENT APRE RTVIFW PR0OLTSS FOR MO D2LAI
PRNPOSFED AMENDMENT TC H4G-233 AND DOCUMENT TIIE 0
COLLARORATIVE EXTAMINATION AND RESOLUTIOM OF A RANGF OF
ISCUES REGARDING CONTINYATION OF MISSION'S !OUSIN~ POPS
PPCGRAM. ,
CliRON

2. PASED ON THIS RECORD, AA/APRE UERTZBY DSLEGATFS TOQ
MISSICN DIRECTOR THE AUTHORITY TO APPRQVE AMINDMENT TO G-
223 IN THE AMOUNT OF DOLS 50 MILLION. THE MISSION
DIRECTOR IS ADVISED THAT LETTERS OF ADVICE SENT TOQ THE
SOVERNMENT OF INDIA, BY WHICH THE GUARANTE® COMMITHUENTS
WILL BF MADFE, ARE LIMITED BY THE FISCAL TEAR AVAILA3ILITY
0¥ FUNDS AND STATUTCRY DOLLAR LIMITATIONS. THE LATTERS QOF
ACVICE WILL BE SIGNED Y THE DIRECTOR OF APHE/H O% HIS
DFESIGNEE AFTER FUNDS CONTROL APPROVAL Ri AfD/YW/FW AVD
BUREAU PROGRAM OFFICE. IN ADDITION, MISSIOW DIRECTOR MAY
AUTHORIZE DA COMPONENT AT LEVEL OF [OLS 3.5 MILLIOY. .

3. A5 MISSION MAY KNOW, APRE IS IWNYQOLVED IN FOCUS AND

CONCENTRATION EXFRCISE AT THIS TIME WHICH MAY AFFFECT

FUTURE PROGRAM DEVZLOPMEMT IN THF HOYSING SECTOR.

THEREFORE, BUREAU VISHES TO ADVISE MISSION THAT APPROVAL

FOR THIS ACTION IS BASFD ON PATIONALZ THAT IT IS AW

AMTNDMENT OF AN EXISTING ACTIVITY RATHRR THAN INITIATION .
OF A NEW PROGRAM, IRRESPRCTIVE OF FXTSNT DEHAND.

4. MISSION. TS REMINDED THAT AUTHORIZATION REQUIRES [FE
APPROVAL BY RURFAU ENVIRONMENTAL COORDINATOR. SUGGRST
THAT YOU SUBMIT IEE IMMEDIATELY TO MOLLY KuX, APRR/DR/TR,
TO AVOID HG AUTHORIZATION DELAYS.

S. PLFASE PROVITE APRE WITH COPIFS OF APPROVEDR TOCUMFTNTS
FOR OFFICIAL FILES.

FAGLFBURGER -
BT

UNCLASSIFIED STATE 7muuw T AT AR
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AID 09/10/91
D:WGBOLLINGER

PDPS/PPE:NNAGPAL:SS WGe
PDPS:MCGUPTA PODFS:JO'ROURKE PDPS:TMAHONEY TDE:CBILLAND

AID

NN

AMEMBASSY NEW DELHI MCG
SECSTATE WASHODC
INFO AMEMBASSY, BANGKOKf. JOR

AID/W FOR JEREMY HAGGER, APRE/HOUSING TMM
BANGKOK FOR RHUDO (DRAFT)
* ce
AIDAC (DRAFT)

Y]
(DRAFT)

E.0. 12356: N/A
SUBJECT: INDIA HOUSING FINANCE SYSTEM PROGRAM
- EXPANSION (HG-003A) - RISK ASSESSMENT

REFERENCES: A) STATE 163977 B) NEW DELHI 13108
- C) STATE 216558

1. THE FOLLOWING RESPONDS TO REFTEL A, PARA & REQUEST
FOR RISK ASSESSMENT.

SUMMARY

INDIA HAS EXPERIENCED PERSISTENT AND DETERIORATING
PEFICITS IN EXTERNAL TRADE AND THE OVERALL BALANCE OF
PAYMENTS (BOP) OURING THE LATTER HALF OF EIGHTIES. THIS
DIFFICULT BOP SITUATION CULMINATED IN A SEVERE FOREIGN
EXCHANGE CRISIS IN EARLY 1991. IN RESPONSE TO THE
CRISIS, THE GOVERNMENT OF INDIA (GOI) TOOK DECISIVE
ACTION TO AMELIORATE THE IMMEDIATE LIQUIDITY CRISIS AND
HAS INDICATED A WILLINGNESS TO PURSUE A LONGER TERM
STABILIZATION PROGRAM. THE DECISIVE EMERGENCY MEASURES
SUGGEST THAT INDIA WILL MAKE ALL EFFORTS TO REMAIN

\t

ECON:DBURNETT
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CURRENT ON ITS EXTERNAL OBLIGATIONS. THE SUBSTANTIAL
EXTERNAL ASSISTANCE OFFERED BY THE IMF AND WORLD BANK
MAY HELP IMPROVE INDIA'S CREDIT RATING IN THE SHORT RUN,
AND THE RECENTLY (JULY 1991) ANNOUNCED TRADE, INDUSTRIAL
AND FOREIGN INVESTMENT POLICY REFORMS, IF IMPLEMENTED,
WILL HAVE A POSITIVE EFFECT ON THE BOP SITUATION IN THE
MEDIUM TERM,

END SUMMARY //"

2y BACKGROUND: FOREIGN EXCHANGE LIQUIDITY POSITION

SUCCESSIVE DEFICITS IN THE BALANCE OF PAYMENTS HAVE
GREATLY WEAKENED INDIA'S EXTERNAL LIQUIDITY POSITION.
INDIA'S EXPORTS, WHICH WITNESSED ROBUST GROWTH OF 19.5
(NINETEEN POINT FIVE) PERCENT PER YEAR (IN DOLLAR TERMS)
BETWEEN 1987-90, SLOWED CONSIDERABLY IN 1990~91 (ONLY
9.1 PERZENT) PRIMARILY BECAUSE OF POOR PERFORMANCE OF
GEMS AND JEWELERY ALTHOUGH -OTHER IMPORTANT EXPORT
SECTORS (ENGINEERING AND CHEMICALS) ALSO SLOWED. THE
SLOWDOWN IN EXPORTS WAS ACCOMPANIED BY GULF WAR OIL
PRICE INCREASES WHICH ADOED DOLS. 1.05 BILLION TO
INDIA'S ANNUAL IMPORT BILL. THIS WAS FURTHER
EXACERBATED BY A DECLINE IN THE OOMESTIC OUTPUT OF CRUDE
OIL - FROM 54.5 MMT TO 32.8 MMT - DUE TO DISTURBANCES IN
ASSAM. AS A RESULT, INDIA'S TOTAL OIL IMPORT BILL
INCREASED BY DOLS. 1.96 BILLION, OR FIFTY TWO (52)
PERCENT ABOVE THE PREVIOUS YEAR. THE FOREIGN EXCHANGE
CRUNCH WAS ALSO EXACERBATED BY THE ESTIMATED LOSS OF
DOLS. 870 MILLION IN REMITTANCES FROM INDIAN WORKERS
DISPLACED FROM THE PERSIAN GULF, (INDIA'S CURRENT
ACCOUNT DEFICIT REACHED AN ALL TIME HIGH OF DOLS. 9.9
BILLION OR 3.5 PERCENT OF GOP IN 1990-91, UP FROM DOLS.
8.3 BILLION IN 1989-90 OR 3.1 PERCENT OF GOP.)

3. T“AGAINST THIS BACKDROP, INDIA RELIED HEAVILY ON
EXTERNAL BORROWINGS WHICH INCREASED TO 0OLS. 70 BILLION
IN 1990-91 FROM DOLS. 63 BILLION IN 1989~90. WITH
DECLINING CONCESSIONARY AID FLOWS AND GROWING DEBT
BURDEN, OEBT SERVICING WAS INCREASINGLY FINANCED FROM
THE ALREADY DWINDLING FOREIGN EXCHANGE RESERVES.

- IN MARCH OF 1991 THESE RESERVES WERE EQUIVALENT TO
DOLS. 2.3 BILLION, OR ONLY FOUR WEEKS OF IMPORTS. TWO
MONTHS LATER, IN MAY 1991, RESERVES DIPPED FURTHER ~ TO
AN ALL TIME LOW OF DOLS. 1.2 BILLION. :

A Ot ST X LS oTs T I
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4. IN JANUARY, 1991 THE IMF PROVIODED 0OOLS. 1.8 BILLION
IN FINANCING TO HELP PAY FOR ESSENTIAL OIL IMPORTS AND
TO AVOID DEFAULT. DESPITE THIS LLOAN, INDIA'S FOREIGN
EXCHANGE POSITION DETERIORATED FURTHER, AND ITS CREDIT
WORTHINESS DECLINED TO A POINT WHERE INTERNATIONAL BANKS
BEGAN TO CUT OFF CREDIT. MAJOR INTERNATIONAL CREDIT
RATING AGENCIES DOWNGRADED INDIA TWICE IN 1991. MOODY'S
AND STANDARD AND POOR DOWNGRADED INDIA FROM THE
INVESTMENT GRADE TO THE SPECULATIVE GRADE. EARLIER THIS
YEAR, MOODY'S LOWERED INDIA'S RATING FROM BAA 3 TO BA 2
FOR LONG TERM DEBT AND TO 'NOT PRIME' FROM °'PRIME 3' FOR
SHORT TERM DEBT. STANDARD AND POOR HAD LOWERED INDIA'S
LONG TERM DEBT RATINC FROM BBB TO B8 - THE HIGHEST

SPECULATIVE GRADE.
5. REFORM AGENDA AND PROSPECTS

- C R R R R R R N

WITH THE SLOWDOWN IN EXPORTS, AN ESCALATING IMPORT BILL,
PRECARIOUSLY LOW FOREIGN EXCHANGE RESERVES, INCREASED
SHORT-TERM EXTERNAL BORROWINGS AND TWO YEARS OF
POLITICAL INSTABILITY (GREATLY EXACERBATED BY THE MAY
ASSASSINATION OF RAJIV GANOHI), THE CRISIS REQUIRED BOLD
GOI ACTION TO RESTORE INTERNATIONAL CONFIDENCE. THE NEW
GOVERNMENT THAT ASSUMED OFFICE IN JUNE 1991 QUICKLY
DEMONSTRATED ITS RESOLVE TO AVOID DEFAULT BY AIR
FREIGHTING ALMOST 47 TONS OF OFFICIAL GOLDO RESERVES TO
THE BANK OF ENGLAND AS COLLATERAL. THE GOVERNMENT ALSO
DEVALUED THE RUPEE BY ALMOST 23 PERCENT AGAINST THE
DOLLAR IN JULY 1991. (THIS BROUGHT THE TOTAL

" DEPRECIATION AGAINST THE U.S DOLLAR SINCE THE BEGINNING

OF THE YEAR TO APPROXIMATELY 43 PERCENT.)

6. DEVALUATION WAS FOLLOWED BY A PACKAGE OF SWEEPING

INDUSTRIAL AND TRADE REFORMS INCLUDING AN AUSTERE GOI

DEFICIT-REDUCING BUDGET, BOLD STEPS TOWARD THE ABOLITION

OF INDUSTRIAL LICENSING AND REDUCING RESTRICTIONS ON

BOTH DOMESTIC AND FOREIGN INVESTMENT, THE REMOVAL OF

EXPORT SUBSIDIES, THE INTRODUCTION OF TRADEABLE EXIM

SCRIPS, AND- AMENDMENT OF THE STRINGENT FOREIGN EXCHANGE .

e i e amaee e e Sebme . e ST YUY
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REGULATION ACT (FERA) TO ALLOW FOR FOREIGN EQUITY
INVESTMENT UP TO 51 PERCENT FOR 34 SPECIFIC INODUSTRIES.
THESE GOI MEASURES ARE INTENDEO TO STIMULATE GREATER
FOREIGN INVESTMENT IN INOIA AND INTEGRATE THE INDIAN
ECONOMY WITH THE INTERNATIONAL ECONOMY. NOTWITHSTANDING
BOLD POLICY INITIATIVES AND INDIAN EXPECTATIONS, FOREIGN
BUSINESSES ARE SKEPTICAL OF SMOOTH IMPLEMENTATION OF NEVW
POLICIES PRIMARILY BECAUSE OF UNHELPFUL ATTITUDE OF
GOVERNMENT BUREAUCRACY 'PARTICULARLY AT LOWER LEVELS.

7. CURRENTLY FOREIGN DIRECT INVESTMENT LEVELS IN INDIA
ARE SMALL - DOLLARS 350 MILLION IN 1989-90 - A MINISCULE
AMOUNT FOR AN ECONOMY OF THE SIZE OF 0DOL. 280 BILLION.
ALTHOUGH THERE IS UNLIKELY TO BE A SUBSTANTIAL INCREASE
IN INVESTMENT IN THE NEAR TERM, AND MUCH ODEPENDS ON GOI
IMPLEMENTATION OF THE NEW INVESTMENT COOE, MEOIUM AND
LONG TERM PROSPECTS ARE FAVORABLE. BOTH QFFICIAL AND
UNOFFICIAL INDIAN SOURCES ESTIMATE THAT FOREIGN DIRECT
INVESTMENT WILL RISE SHARPLY IN THE NEXT THREE TO FIVE

YEARS.

8. ANY ASSESSMENT OF INOIA'S *‘COUNTRY RISK' OR 'CREDIT
RISK' MUST TAKE INTO CONSIDERATION THE RECENT POLICY
REFORMS INSTITUTED BY THE GOVERNMENT. ALTHOUGH IT 15
EXPECTED THAT THE MEDIUM TERM IMPACT OF THESE REFOQRMS
WILL BE FAVORABLE, IN THE NEAR TERM INDIA WILL REQUIRE
EXTERNAL ASSISTANCE TO ADORESS ITS IMMEDIATE LIQUIDITY
PROBLEM. BASED ON THE REFORM MEASURES ALREADY TAKEN AND
INDIA'S ANNOUNCED INTENTIONS, THE IMF AND THE WORLD BANK
HAVE EXPRESSED THEIR INTENT TO PROVIDE SUBSTANTIAL
CREDIT. THE FIRST TRANCHE OF ALMOST DOL 2 BILLION IS
EXPECTED TO BE MADE AVAILABLE BY SEPTEMBCR 1991. IT
MAY, HOWEVER, BE NOTED THAT INDIA'S FOREIGN EXCHANGE
LIQUIDITY POSITION CONTINUES TO BE EXTREMELY PRECARIOUS,
AND EVENTUALLY COULD JEOPARDIZE THE ENTIRE REFORM
PROGRAM. FOREIGN EXCHANGE FINANCING 1S A WEEK-TO-WEEK
SITUATION, WITH THE GOI STRUGGLING TO MEET A 00LS. 400
MILLION GAP EACH MONTH ON ITS CURRENT AND CAPITAL
ACCOUNTS. WITHOUT CONFIDENCE OF THE INTERNATIONAL
BANKING COMMUNITY, AND WITH FEW FOREIGN LOANS, THE GOI
MAY HAVE TO MAINTAIN STRICT IMPORT CURSBS.
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9. CREDIT RATING

OFFICIAL DONORS LIKE THE WORLD BANK HAVE REITERATED THE
NEED TO PROVIDE EXTERNAL FINANCIAL ASSISTANCE TO SUPPORT
THE GOI'S ADJUSTMENT PROGRAM. DONOR ASSISTANCE
FORTHCOMING WILL NOT ONLY HELP INDIA MEET ITS IMMEDIATE
COMMITMENTS AND RESTORE 'LIQUIDITY, BUT 1T WILL HAVE A
SIGNIFICANT BEARING ON HOW OTHER CREDITORS VIEW INDIA.

10. STANDARD AND POOR CONSIDERS THE FOLLOWING FACTORS
WHEN JUDGING INOIA'S CURRENT CREDIT WORTHINESS; (A) THE
1991 GOI BUDGET; (B) EVIDENCE .OF SUBSTANTIAL OFFICIAL
ASSISTANCE AND RESTORATION OF LIQUIOITY, AND (C) OTHER
ELEMENTS OF THE NEAR TERM STABILIZATION PROGRAM. THE
GOI'S RECENTLY PRESENTED 1991-92 BUDGET AND THE
ANNOUNCED POLICY REFORMS DEMONSTRATE THE GOI'S INTENT TO
PURSUE A VIABLE STABILIZATION AND RESTRUCTURING PROGRAM.

11. WHEN VIEWED IN TERMS QF THE FOLLOWING TWO ACCEPTED
INDICATORS, INDIA DOES NOT APPEAR TO BE 'SEVERELY

INDEBTED';

- A) EXTERNAL DEBT/GNP: THE CRITICAL VALUE FOR THIS
RATIO IS 50 PERCENT. THE VALUE FOR INDIA IN 1989-90 IS
ESTIMATED TO BE 24.1 PERCENT, MUCH BELOW THE CRITICAL
VALUE. HOWEVER, THE VALUE OF THIS CRITICAL RATIO IS
EXPECTED TO INCREASE FURTHER IN 1990-91 AND 1991-92,
PRIMARILY DUE TO SHARP DEPRECIATION OF THE INOIAN RUPEE.
IT MUST BE NOTED THAT OESPITE THE ADVERSE BALANCE OF
PAYMENTS POSITION AND POLITICAL PROBLEMS, INDIA'S
ECONOMY (GOP) CONTINUED YO GROW AT FIVE (5) PERCENT RATE
PER ANNUM IN 1990-91 (VERY HIGH BY INTERNATIONAL
STANDARDS). THE DOMESTIC RATE OF GROWTH, HOWEVER, ODOES
NOT RECEIVE MUCH WEIGHT IN INDIA'S CREODIT RATING.

- ~8) DEBT SERVICE RATIO: THIS RATIO WHICH IS
DEFINED AS A PROPORTION OF GROSS CURRENT RECEIPTS, WAS
27 .4 PERCENT IN 1989-90 AND 28.2 IN 1990-91 - BELOW THE
CRITICAL VALUE OF 30. THE FUTURE TREND AS PROJECTED 8BY
THE WORLD BANK SUGGESTS A STEAOY IMPROVEMENT IN THIS
RATIQO IN THE NEXT THREE YEARS.
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12. CONCLUSION

TNODIA'S BOP POSITIOM AND FOREIGN EXCHANGE CRUNCH ARE
CAUSE FOR CONCERN, BUT PROJECTIONS FOR FUTURE TRENDS
MUST TAKE INTO CONSIDERATION THE RECENT GOl POLICY
REFORMS. BASED ON GOI IMPLEMENTATION OF THE REFORMS TO
DATE AND THE ANNOUNCED 'ADDITIONAL MEASURES WE CONCLUDE

THAT:

- INDIA WILL CONTINUE TO SERVICE ITS EXTERNAL DEBT

- INDIA'S INTERNATIONAL CREDIT RATING WILL IMPROVE
IN THE NEAR FUTURE.

- THE CURRENT ACCOUNT DEFICIT OF THE BALANCE OF
PAYMENTS WILL IMPROVE WITHIN THE NEXT THREE TO FIVE

YEARS.
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S VARADACHARY o e gy mment of Indin
JOINT SECRETARY(TC) e orumes Aindstey of Finanee

bk fonn P iment of Fesnontie Ay
D:OoN°-2(40)-AID/88 ""." n,"""n/'r.’/ll, 2509-1991 1

Dear Mr Bollinger,

Pleace refer to my D.O.letter of 23rd September,
1991 communicating our formal clearance for the Housing
Finance System Programme Expansion to the tune of US
$§ 50 million in Guarantee Funds and upto US § 3.5 million
as Development Assistance Grant.

I have had the matter reexamined. In view of
USAID's agreement with National Housing Bank 'to increase
the assistance towards the Development Assistance, we
have no objection to the Development Assistance Grant
upto US $ 5 million for the purpose.

Sz, Yours sincerely,

o

{ tyia Tevr

(S VARADACHARY) ~

Mr Walter G Bollinger
Director

UsaiD

New Delhi
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UNCLASSIFIED STATE 317567 HItA Y

ACTION: AID-2 INFO: AMB DCM POL ECON SCI FAS (7)
VZCZCNEQOS33 25-5EP=91 TORs ©2:20
PP R"EHNE CNs Q7659
DE RUEHC #7567 2680218 CHRG: AID
ZNR UUUUU. 2ZH DIST: AID
P 2502197 SEP 91 ADD:

FM SECSTATE WASLDC

TO R"EHNE/AMEMBASSY NEW DELHI PRIORITY 9425
INFO R"EHBK/AMBEMBASSY BANGKOK PRIORITY 7738
RT

UNCLAS STATE 317567

AIDAC

T.0. 12356: N/A

TAGS:

SUBJECT: DELEGATION OF AUTHORITY HG~@@3A-INDIA; LOAN
NUMBER HG-2311

1. THE OFFICE OF HOUSING AND URBAN PROGRAMS REQUESTS THE
DIRECTOR OR THE DEPUTY DIRECTOR OF USAIO/INDIA OR THE U.S.
AMBASSADOR TO AMTHORIZE AND ISSME A LOAN GUARANTY
COMMITMENT, IN THE NAME AND ON BEAALF OF THE UNITED STATES
OF AMERICA ACTING THROUGH THE AGENCY OF INTERNATIONAL
DEVELOPMENT (A.I.D.), FOR ".S. COLLARS 5.4 MILLION UNDIR
THE AMENDED ".5. DOLLARS 5@ WILLION HOMSING G"ARANTY
PRCGRAM (486-HG=-0@3A; LOAN NO. HG-211) FOR HOUSING FINANCE
SYSTEM DEVELOPMENT APPROVED IN SEPTEMBER 1891. FM/LM HAS
VERIFIED IBE AVAILABILITY OF EXISTING G"ARANTY A"THORITY
TOR THIS AUTHORIZATION.

2. THE LIRECTOR OR DEP™TY DIRECTOR OF "SAID/INDIA OR THE
AMPASSADOR 1S REQUESTED TO SIGN: (A) AN AUTHORIZATION AND
(B) A LSTTER OF ADVICE, BOTH IN THE FORM THAT HAVE BEEN
CLEARET BY GC/APRE AND THE REGIONAL HOUSING AND URBAN

* DEVELOPMENT OFFICE FOR ASIA, TO COMMIT U.S, DOLLARS 5.4

MILLION OF HOUSING LOAN G"ARANTIES TO TAE NATIONAL HOMSING
BANE (NHB), A SUBSIDIARY OF TRE RESERVE BANK OF INDIA:
THIS WILL ENABLE THE NEB, IN CONJ"NCTION WITH "SAID/ INDIA"

AND APRE/E, UPON FULFILLMENT OF ANY APPLICABLE CONDITIONS
58303?35%.233 PROCSED WITH THE BORROVING OF FUNDS FROM A
.S. s L]

3., FOLLOVING BIEC"TION OF THE A"THORIZATION AND DELIVERY
OF THE LETTER OF ADVICE, PLEASE NOTIFY RBUDO/ASIA AND
APRE/H BY CABLE AND SEND ONE ORIGINAL SIGNED COPY OF BOTH
THE AUTHORIZATION AND THE LETTER OF ALVICE TO FM/IM AND
SEND COPIES TO RHUDO/ASIA AND APRE/H. BAKER EAGLEBURGER
BT

H7567

NNNN

UNCLASSIFIED STATE 317567
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UNCLASSIFLIED STATE 319160

ACTION: AID-2 INFOt AMB DCM POL ECON SCI FAS

YZCZCNEO128 26~SEP=-91 TOR: @2:37
PP RUEHNE CN: @8245
DE R"EHC w6163 26923231 CHRG: AID
INR UUUUU 72ZH DIST: AID
P 2632317 SEF 91 ADD:

FM SZICSTATE WASHDC

T0 RUEANE/AMEMBASSY NEW DEHLI PRIORITY 9473 HG~003A
INFO R"EHBK/AMEMBASSY BANGKOK PRIORITY 7783

RT '

UNCLAS STATE 319163

AITAC

E.Q. 1235€6: N/A

TAGS:

SURJECT: DELEGATICN OF AUTHORITY HG-4@3A INDIA
REF: STATE 317567

1. THE LCAN NUMBZK CITEL IN THE REFTEL FOR THE DELEGATION
OF AUTHORITY HG-3@3A IS NOT CORRECT. THE LOAN NUMBER FOR
THE HG-2J3A AUTHORIZATION OF DOLLARS 5.4 MILLION SHOULD BE
BG@12.  EAGLEB"RGER

T

#G1€2

NNNN

UNCLASSIFIED STATE 319160

09/26/91
16:00
ACTION:
TDE-2
INFO:

D
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