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I. SUHHARY AND RECOMMENDATION 

A. INTRODUCTION AND PROGRAM HISTORY 

Since 1981, the Housing Guaranty (HG) program i n  I n d i a  has 
focused support on the Housing Oevel opment Ficance Cc:rporat i o n  (HDFC 1, a 
j o i n t  sector mortgage lender which s ta r ted  operations i n  i938. Under the 
Government o f  I nd ia ' s  (GOI) h i gh l y  regulated f i n a n c i a l  system asd i t s  use 
of d i rec ted c red i t ,  HFDC, as a market-oriented housing f inz~,-zs 
i n s t i t u t i o n ,  was a t  a severe disadvantage i n  mob i l i z ing  rescxrces fo '  
lending t o  household borrowers. 

The HG support t o  HDFC has consisted o f  t o t a l  HG i i3thor i i :at ions 
o f  $ 125 m i l l i o n ,  o f  which $90 m i l l i o n  have already been disbursed t o  
reimburse HDFC f o r  e l i g i b l e  mortgages, i.e., t ha t  po r t  ion o f  t h e i r  
po r f  01 i o  which represents loans t o  households having incomes below the 
median. The program, whose i n t e n t  was t o  strengthen HDFC1s a b i l i t y  t o  
provide housing f inance t o  lower income households, has been successfu~. 
I t provided c r i t i c a l l y  needed lending c a p i t a l  t o  the i n s t i t u t i o n  i n  i t s  
ea r l y  years, and HDFC's success i n  market-oriented lending on sound 
commercial p r i n c i p l e s  has a t t r ac ted  other p r i va te  and j o i n t  sector  
companies t o  housing finance. I t  has also a t t rac ted  funding from other 
in te rna t iona l  sources, such as the German KfW and the World Bank, which 
has j u s t  approved a f 250 r ~ r i  11 ion loan t o  HDFC. 

As the  cur rent  HG program comes t o  a close, the Government o f  
I nd ia  (GO11 has ind icated t h a t  i t wishes any f u tu re  HG program t o  take 
new d i rec t ions.  S im i la r l y ,  USAID/New Del hi, recognizing t h a t  the r o l e  o f  
HDFC i n  advancing the goals o f  the housing program has l a r g e l y  been 
f u l f i l  led, intends t o  use the experience o f  the cur rent  program t o  expand 
the market-oriented housing f inance system by d i r e c t i n g  HG support t o  the 
new p r i va te  and j o i n t  sector  ( f i r m s  owned j o i n t l y  by pub l i c  and p r i v a t e  
e n t i t i e s )  housing f inance companies. 

The program w i l l  seek t o  develop a system o f  market-oriented 
housing f inance companies by ( 1 ) p rov id ing c r i t i c a l  ly-needed lending 
c a p i t a l  t o  meet near- and mid-term needs o f  e l i g i b l e  companies serving a 
number o f  geographic areas; ( 2 )  f os te r i ng  a re l a t i ons  hip between recent 
ent rants  t o  the sector and the  newly establ ished Nat iona l  Housing Bank i n  
order t o  improve the new f i rms1  a b i l i t y  t o  mobi l ize resources, manage 
t h e i r  po r t fo l i os ,  increase lending t o  low income house holds, and operate 
more e f f e c t i v e l y  w i t h i n  the  e x i s t i n g  pub l i c  p o l i c y  environment; and ( 3 )  
addressing a number o f  sectora l  const ra in ts  on expanding the system, 
through technica l  assistance, t r a i n i n g  and p o l i c y  dialogue. I n  i t s  focus 
on a market-oriented system t o  serve low income households, the program 
presents an -innovat l ve  approach t o  housing f inance w i t h i n  t he  Ind ian 
f inanc ia l  and p o l i t i c a l  context. By d i r ec t i ng  support t o  a number of 
p r i va te  and j o i n t  sector companies, ra ther  than t o  a s i ng le  
wel l -establ  i s  hed j o i n t  sector company, the program continues t o  break new 
ground i n  the  Indian housing sector. r .  



B. SUMMARY OF P R O B L E M  T O  BE A D D R E S S E D  

GO1 c r e d i t  po l i c i es ,  a f f e c t i n g  both pub l i c  and p r i va te  sector  
i nvesment, have d i rec ted  funds away from the housing sector. A t  the 
same time, I n d i a ' s  populat ion has continued t o  grow a t  h igh rates,  3-4s 
i n  urban areas over the l a s t  two decades, and urban mig ra t ion  has 
increased w i t h  i n d u s t r i  a1 i z a t i o n  and economic growth. Not su rp r j  ~i ngly, 
then, an enormous d e f i c i t  i n  housing u n i t s  has b u i l t  up, est imated a t  
over 7 m i l l i o n  urban u n i t s  i n  1988. Populat ion growth alone r e s u l t s  a 
need f o r  about 1.5 m i l l i o n  new u n i t s  annually over the nex*: decade. (See 
Sect ion 1I.A.) 

Concurrent w i th  the r i s e  i n  the housing d e f i c i t  has been a 
d e t e r i o r a t i o n  i n the cond i t i on  o f  the housing stock, charaLter i  zed by 
overcrowding, inadequate per  cap i t a  f l o o r  space, and a d c l  i n e  i n  
owner-occupancy. A1 though access t o  water and san i ta ry  f ac t  1 i t i b s  has 
improved i n  urban areas, the p ropor t ion  o f  people 1 i v i n g  i n  slums has 
i ncreased. i 

Due i n  p a r t  t o  cons t ra in ts  on the formal housing f inance system, 
described i n  greater d e t a i l  i n  Section I L I . A ,  the  vast  ma jo r i t y  o f  the 
demand f o r  housing i s  being f inanced by the informal  sector. This means 
t h a t  savings and investments t h a t  might  enter  the formal f inance system 
v i a  the housing sector  are e f f e c t i v e l y  l o s t  t o  the cap i t a l  market; it 
a l so  means t h a t  poor households who must borrow on the in formal  market 
are l i k e l y  t o  be paying much higher r a tes  o f  i n t e r e s t  f o r  much shor te r  
per iods than the formal system could  o f f e r  i f  i t  had s u f f i c i e n t  lend ing 
c a p i t a l  . 

The GO1 has recognized the need f o r  p r i v a t e  as wel l  as p u b l i c  
i nvo l  vement i n  meeting the demand f o r  housing f inance, and the na t iona l  
housing p o l i c y  promulgated i n  7988 addresses the need f o r  mob i l i z i ng  
resources f o r  pub l i c ,  cooperative and p r i v a t e  f i nanc ing  i n s t i t u t i o n s .  

The commercial market, meanwhi 1 e, seed ng HDFC ' s  success, has 
a1 ready responded t o  the  possi b i l  i t i e s  f o r  sappi ng the po ten t i a l  l y  huge 
market by producing a number o f  p r i v a t e  mi j o i n t  sector  housing f inance 
companies, whose po ten t i a l  i s  assessed ' ~ n  t h i s  paper. 

C . SUMMARY PROGRAM DESCRIPTION 

The Housing Guaranty program i s  designed t o  expand and deepen the 
market-oriented housing f i  nance system by d i r e c t i n g  HG-003 support t o  a 
group o f  p r i v a t e  and j o i n t  sector  housing f inance companies. The program 
w i l l  channel funds through an intermediary, the National Housing Bank 
(NHB), which w i l l  on-lend rupees t o  housing f inance companies t h a t  meet 
e l i g i b i l i t y  requirements: p r i  nc ipa l  l y ,  adherence t o  sound commercial and 
f i n a n c i a l  p rac t i ces  and lending t o  households below the median income. 



The NHB, o r  i t s  designee approved by the GO1 and A I D ,  w i l l  borrow d o l l a t s  
on the U.S. market, u t i l i z i n g  the  A I D  guaranty. I t  w i l l  generate an 
equiva lent  value i n  rupees which w i l l  be used t o  c a p i t a l i z e  a loan fund 
f o r  the p a r t i c i p a t i n g  companies, which w i l l  be able t o  obta in  advances 
based on t h e i r  needs f o r  funding mortgages f o r  households below the 
median i ncone. 

The funding requ i red over. the f i v e  year  l i f e  o f  p r o j e c t  i s  
est imated a t  $50 m i l l i o n .  An analys is  o f  the demand f o r  funds by the 
primary lenders ind ica tes  an absorpt ive capaci ty s u f f i c i e n t  t o  u t i l i z e  a t  
l e a s t  t h i s  amount. $25 m i l l i o n  o f  program resources w i l l  be reserved f o r  
f i rms  which are e n t i r e l y  i n  p r i v a t e  ownership. I n  order t o  achieve a 
broad-based d ispers ion o f  funds, no s i ng le  company w i l l  be able t o  
rece ive more t h a t  25% o f  the t o t a l  amount o f  HG funding wi thout  the 
express consent o f  AID. 

I .  
The comerc ia1 r i s k  o f  . thb rupee t ransact ions w i l l  be borne by 

NHB, which w i l l  review f undi ng requests from candidate compani es 
according t o  lending standards agreed w i t h  AID based i n  p a r t  on f i nanc ia l  
r a t i o s  app l icab le  spec i f  i c a l  l y  t o  housing f<nance. The fo re ign  exchange 
r i s k  o f  the d o l l a r  t ransact ion w i l l  be borne by a f i nanc ia l  i n s t i t u t i o n  
designated by the  GO1 and approved' by AID.  As intermediary, NHB w i l l  
assume primary responsi b i l  i ty For program imp1 ementation. AID w i  11 no t  
approve o r  disapprove i nd i v i dua l  on-lending t ransact ions except t o  v e r i f y  
t h a t  they conform t o  the e l i g i b i l i t y  requirements contained i n  the 
Program Implementation Agreement agreed between NHB and AID.  A I D ' S  
moni tor ing o f  the  program w i l l  be designed t o  ensure conformity w i t h  the 
program's condi t ions and covenants agreed w i th  NHB: e.g., a l l  HG e l i g i b l e  
mortgages provided t o  borrowers w i t h  below median income, standards f o r  
e l  i g i  b i l  i t y  o f  primary lenders, minimum funding f o r  p r i va te  sector 
companies, a f f o rdab i l  i t y  c r i t e r i a ,  resource mob i l i za t i on  e f f o r t s .  

Technical assistance and t r a i n i n g  are an important  component o f  
the  program. TA and t r a i  n i  ng w i  11 be d i  rec tsd  both a t  NHB, t o  enable i t 
t o  administer housing f inance programs, and a t  the primary lenders, t o  
enable them t o  func t ion  e f f i c i e n t l y  and, most important ly ,  t o  help them 
mob i l i ze  resources i n  add i t i on  t o  HG funds. 

While the  major t h r u s t  of the program i s  development o f  the 
c m e r c i a l  ly -or iented primary mortgage market, a re1 ated a c t i v i t y  

' 

i nvol ves assessment o f  the po ten t i  a1 fo r  development o f  secondary market 
f a c i l i t i e s .  While actual HG support would be premature, 1 aying the 
foundations f o r  a secondary market a t  t h i s  stage i s  prudent, g iven the 
market 's need f o r  i ncreased 1 i q u i  d i  t y  . 
D.  ISSUES IDENTIFIED DURING P I D  REVIEW 

There werc no issues i d e n t i f i e d  by the ANE Pro jec t  Review 
Comi  t t e e  which would prevent p r o j e c t  development. However, there were 
several comments i n  the P I D  approval cab;* (Annex 1 ) which have been 
taken i n t o  considerat ion as p r o j e c t  design has progressed: 



1. The r e l a t i o n s h i p  o f  the  HG rogram t o  the Mission's CDSS i s  more 
f u l  l y a e s c r i b e d  i n  Section I 1  .ZX. B r i e f l y ,  tne HG program most d i r e c t l y  
add~esses USAID's e f f o r t s  i n  pove-ty a l l e v i a t i o n ,  by increas ing the 
resources a v a i l a b i ~  t o  low income households f o r  improvement o f  t h e i r  
she1 t e r  s i t ua t i on .  I n d i r e c t l y ,  increasing the amount o f  investment i n  
f i nanc ia l  assets w i l l  c o n t r i h t e  t o  ove ra l l  economic growth, though t h i s  
e f f e c t  w i l l  be too  sillall t o  be measurable, a t  l e a s t  dur ing the l i f e  o f  
the pro jec t .  

2. The p o l i c y  agenda t o  be advanced by the program addresses the  need o f  
the f i ec l g l i  nq h6r;sl n3 f inance system f o r  1 iquidit .y and, sirnu1 taneously, 
t o  support the GO1 ' s  own po l  i c y  i n i t i a t i v e s .  There are several po l  i c y  
areas where the GO1 i s  c u r r e n t l y  moving ahead, and where A I D  resources 
can support i t s  e f f o r t s .  These inc lude the mob i l i za t i on  o f  sdd i t i ona l  
domestic resources f a r  housing, extension o f  the bene f i t s  o f  housing 
f inance t o  lower income households and t o  wider geographic areas, and 
strengthening sus ta i  nabi 1 i t y  o f  the system by 1 ay i  ng the groundwork f o r  
devel opment o f  a secondary mortgage market. 

Regarding the  existence o f  o ther  cons t ra in ts  t o  the growth o f  
commercial f i nanc ing  o f  housing f o r  low income households, the needs f o r  
increased 1 i q u i d i t y  i n  the system are so overwhelming t h a t  p r o j e c t  
developers do n o t  consider i t  feas ib le  or, indeed, necessary t o  try t o  
use a $50 m i l  l i o n  program t o  address o ther  cons t ra in ts  (such as urban 
1 and pr ices,  tenure and t i t l i n g  problems, inadequate urban i n f  ra-  
s t ruc ture ,  etc.  ). An urban sector  assessment t o  be completed dur ing the 
course o f  HG-003 implementation w i l l  take a c loser  look a t  o ther  
const ra in ts  and how best  t o  address them. 

Section I 1  .C of the P ro jec t  Paper describes the f i n a n c i a l  and 
admin is t ra t ive  requirements which NHEi >ill apply t o  primary lenders. 
Domestic savings mob i l i za t i on  w i l l  be a sub ject  o f  techn ica l  assistance, 
and evidence o f  e f f o r t  i n  t c l i s  area w i ?  1 be a cond i t i on  o f  f u t u r e  year 
li sbursements t o  mortgage 1 enders . However, reviewers should c l e a r l y  
understand t h a t  the ar ray o f  GO1 po l  i c i e s  a f f e c t i n g  the a b i l i t y  of 
housi ng f inance conpani es t o  mobil i ze i n s t i t u t i o n a l  resources cannot be 
d i r e c t l y  a f fec ted  Sy the HG program. 

. The technica l  assistance and t r a i n i n g  components o f  the program have 
been expanded upon i n  Section 1V.B and Annex 7.5. 

4. The P ro jec t  ?aper reserves $25 m i l l i o n  f o r  pr imary '?enders i n  
exc lus ive ly  ~f vate ii'dnership. 

5. The NHB, o r  i t s  apprcved designee, w i l l  be the borrower o f  HG d o l l a r s  
ar?d w i l l  provide the guaranty o f  repayment i n  do1 l a r s .  

6. See S e c t i m  1V.D For the moni t o r i t q  and eva luat ion plan. 



E.  RECOMMENDATION 

The program design team recommends t h a t  the Mission D i r e c t o r  ( 1  ) approve 
a $50 n i l  l i o n  Housing Guaranty Loan t o  support the I n d i a  Housing Finance 
System Program and ( 2 )  authoieize the guaranty o f  a $25 m i l  1 i o n  loan t o  
the National Housing Bank i n  FY 1988. A subsequent au thor i za t ion  o f  
$25 m i l l i o n  w i l l  be cont ingent on evidence o f  adequate progress toward 
program goals and on the demonstrated f inanc ing neeas of the 1 f 

p a r t i c i p a t i n g  conpani es. 



11. PROGRAM RATIONALE AND DESCRIPTION 

# 

A. THE HOUSING SITUATION I N  IN31A 

I n d i a ' s  urban popula t ion i s  est imated t o  be about 208 m i l l i o n  i n  
mid-1988, and i s  p ro jec ted  t o  increase t o  314 m i l l i o n  by 2000, an average 
increase o f  almost 9  m i l l i o n  people a  year. Th is  impl ies  a  need f o r  
about 1  .5 m i l l i o n  new houses annually, f o r  the increase i n  populat ion 
alone. O f f i c i a l  est imates o f  the housing d e f i c i t  - 29 m i l l i o n  u n i t s  i n  
1988, o f  which about a  quarter  are  f o r  urban households - demonstrate the 
magnitude o f  the  country 's housing problem. The s t a t i s t i c s  a lso  prov ide 
an i n d i c a t i o n  o f  the  po ten t i a l  s i z e  of the market fo r  housing i n  a  
country as l a r g e  and diverse as Ind ia .  

There are many reasons f o r  the  h igh and cont inu ing d e f i c i t ,  among 
which are high p r i ces  f o r  1  and, i n f r a s t r u c t u r e  and housing construct ion.  
These i n  t u r n  r e s u l t  t o  a  l a rge  ex ten t  from inappropr ia te  goverment - 
standards, regu la t ions  and con t ro l  s. The inadequate supply of 

' i n s t i t u t i o n a l  f inance has been i d e n t i f i e d  as one of the more ser ious 
cons t ra in ts  on the  development o f  the housing sector  by a  ser ies  of GO1 
po l  i c y  statements, from a Planning Comnission Task Force ( l983),  through 
the Seventh Five Year Plan (1985) t o  recent m in i  s t e r i  a1 statements t o  the 
press (Annex 7.3). 

I t  i s  symptomatic t h a t  the share of housing investment i n  GDP has 
fa1 l e n  from 5% i n  t he  1960s t o  around 3% i n  the  1980s and t h a t  housing 
investment has f a l l e n  from 34% of t o t a l  investment i n  the F i r s t  Plan t o  
10% i n  the Seventh Plan. 

Ind ica to rs  o f  housing cond i t i on  suggest t h a t  the d e f i c i t  has been 
growing a t  a  s i m i l a r  r a t e  t o  t h a t  of the urban populat ion, and t h a t  
housing condi t ions have genera l ly  been de te r i o ra t i ng  i n  the l a s t  
in tercensa l  period. For instance, 

o  overcrowding has increased; 
o  the average per  cap i t a  f l o o r  space i s  low and decl in ing;  
o  i n  most metropol i t a n  c i t i e s  there has been a fa1 1 i n  r a tes  o f  

owner-occupati on; b u t  
o  on the  o the r  hand, access t o  water and san i t a t i on  have been 

improvi ng: by 1985, .73%0f the urban popul a t i o n  had access t o  
"safe water supply", and 28% t o  "san i ta t ion" .  

The p ropor t ion  o f  households 1  i v i  ng i n  slums has increased, t o  the  
ex ten t  t h a t  the  Nat ional  Bu i ld ings  Organi sa t ion  estimates t h a t  i n 1988 
slum dwel lers  form 32% o f  the popul a t i on  i n  Del h i ,  38% i n  Bombay and 42% 
i n  Calcutta. The same study f i n d s  t h a t  almost 70 per  cent o f  D e l h i ' s  
popul a t i o n  1  i ves i n  sub-standard condi t ions.  (See a r t i c l e  "Acute Housing 
Shortage i n  Major Cit ies", reproduced i n  Annex 7;3.) 



The housing finance system i s  i tself  constrained by a number of 
factors, predominantly by a shortage of capital a t  a readily acceptable 
price. Most formal financial f-esources are mobilized from institutions 
and capital markets under a system of allocated and contr~~lled credit: 
closely para1 lel ling the structure of the financial sector ?s a whole. 
Certain minor reforms and realigments of interest rates have been 
achieved i n  the recent past, b u t  structural change remains a priority. 
There are signs of increasing strain i n  the markets as financial 
resources become i ncreasi ngly scarce and of higher cost. 

The inefficiencies of the present finance system are such t h a t  about 
80-f capital for new housing derives from i nformal sources. Only a 
small proportion of finance i s  provided by the public sector, and most of 
t h i  s i s  subsidized and used ineffectively. The private housing finance 
system has been growing rapidly i n  recent years, b u t  meets only a tiny 
proportion of total need, and  i s  perceived t o  be better positioned t o  
meet the needs of upper-middle income households than of the urban poor. 

Other problems re1 at i  ng to housing finance i ncl ude credit risk 
(mortgage lenders are effectively unable to foreclose on defaulters), the 
absence of a system of mortgage inqurance, the lack of any effective 
regulatory system, the poverty of current research i n t o  most aspects of 
housing finance, and inadequate training faci 1 i ties. 

B. PROGRAM STRATEGY AND OBJECTIVES 

1.  Government of India She1 ter Pol icies 

Certain objectives have marked India's development strategy s i  nce 
Independence, and continue t o  influence the logic of the GO1 housing 
pol icy. Most notably, these i ncl ude: 

"Reduction i n  inequalities ... 
Development of a mixed economy w i t h  a strong public sector, 

especially i n  key areas of the economy.. . 
Promotion of balanced regional development.. . " (Ah1 uwal ia,  p.346) 

From the time of Independence in 1947 i t  was taken as a pri nciple of 
faith that the public sector must plqy a direct role in the provision of 
housing, particularly fo r  1 ow income households. Attempts to address the 
problem on the public side have concentrated on the direct financing of 
housing construction via  the Housing and Urban Development Corporati on 
(HUDCO) by various public housing boards a t  the state level. Cast 
recovery on these programs has been so poor as t o  serve as an effective 
subsidy for households which are often of mitdle income or even higher. 

Recent years have, however, witnessed a marked move towards 
restructuri ng the economy through a process of 1 i beral ization and 
increar,ed re1 ianc: on market mechanisms i n  a number of areas, 



i nc l  udi  ng she1 t e r .  There i s  a gradual l y  w i  deni ng unders tand i  ng among 
p o l i c y  makers, p rac t i t i one rs  and academics t h a t  the p u b l i c  sector  i s  not  
necessar i ly  e i t h e r  the co r rec t  o r  the best  nedium f o r  the p rov i s i on  of 
housing un i ts .  For instance, the nat iona l  housing p o l i c y  s ta tes  t h a t  

"Housing agencies and area development au tho r i t i e s  i n  the 
publ i c  sector  w i l l  . . . be reor ien ted  t o  ac t  more as promotors 
and f a c i l  i t a t o r s  o f  housing a c t i v i t y  r a the r  than bu i lde rs  o f  
housi ng units..  . " 

A recent seminar co-sponsored by the M i n i s t r y  o f  Urban Development 
confirmed t h a t  pub l i c  sector  i n s t i t u t i o n s  should take as t h e i r  pr imary 
responsi b i  1 i t y  the c rea t i on  o f  an "appropr iate and enabl i ng environment 
so t h a t  o ther  part:rers i n  the  housing sector  can successfu l ly  add t o  the 
nat iona l  housing,stock ...*. A t  the same time, it was made abundantly 
c l e a r  ?.hat, although the r o l e  o f  the p r i v a t e  corporate sector  i s  
recogn~red,  the gr4ater  p a r t  o f  the r e s p o n s i b i l i t y  f o r  cons t ruc t ion  i s  
envisaged t o  be assumed by the household and cooperative sectors. 
S i m i l  a r l y ,  a1 though there was seen t o  be a r o l e  f o r  the. p r i v a t e  sector  i n  
the p rov is ion  o f  mortgage f inance, i t  was no t  seen as appropr iate f o r  i t  

. t o  take a leading ro le .  (See a r t i c l e ,  "Housing Pol icy" ,  i n  Annex 7.3. ) 

The importance o f  housing f inance as a component o f  the housing 
de l i ve ry  system was recognized i n  the  1970s, f i r s t  w i t h  the c rea t i on  of 
HUDCO and then i n  1977, o f  HDFC. I t  was, however, n o t  u n t i l  the 
mid-1980s t h a t  any systematic a t t e n t i o n  was given t o  t he  development of a 
housing f inance system. This a t t e n t i o n  was f i r s t  a r t i c u l a t e d  i n  the 
Seventh Fi  ve Year PI an (7985-901, publ ished i n  October 1985, which 
ind ica ted  c l ea r  support f o r  a more d i v e r s i f i e d  and responsive housi ng 
f inance system. The t h r u s t  o f  the Plan was t h a t  the supply of funds 
ava i l  able f o r  housing f i nance should be increased by tapp i  ng household 
savings ra ther  than by increasing budget a1 locat ions,  Without s p e l l  i n g  
out  how t h i s  would occur, the  c rea t i on  o f  a nat iona l  housing bank was 
seen as an essent ia l  precondi t ion f o r  resource mob i l i za t i on  and system 
development. 

Subsequently, the Reserve Bank o f  I ndi a (RBI ) es tab l  i shed a committee 
t o  examine the i n s t i t u t i o n a l  framework fo r  housing f i  nance. That 
committee conff rmed i t s  support f o r  an apex housing bank, which would 
have the funct ions o f  coord inat ion and regu la t i on  of t he  indust ry ,  the 
p rov is ion  o f  f i  nancial  support t o  housi ng finance companies, and would 
have an advisory and p o l i c y  making ro l e .  I t  recommended t h a t  the re  
should be " l c ca l  1 eve1 i n s t i t u t i o n s  t o  n o b i l  i s e  household savings and 
provide home loans"; and proposed the establ  ishment o f  new i n s t i t u t i o n s  
"of the HDFC type". 

Legi s l a t i o n  t o  es tab l i sh  the National Housing Bank (NHB) was approved 
i n  December 1987, g i v i n g  i t  the  au tho r i t y  t o  undertake a wide v a r i e t y  of 
a c t i v i  t i e s ,  as envisaged by the RBI committee. Annex 4.1 describes the 
extent  o f  the powers given t o  the NHB. Parliament author ized the 



prov is ion  o f  Rs.139 crores o f  c a p i t a l  f o r  the Sank, w i th  an add i t i ona l  
Rs.100 crores t o  be used exc lus ive ly  f o r  prov id ing f inance f o r  r u r a l  
housing. t 

By September 1988, the Chairman o f  the Bank and a number o f  s t a f f  had 
been appointed and pol  i c y  papers were being d ra f ted  f o r  considerat ion by 
the Board. I t  i s  c l ea r  t h a t  the re levan t  GO1 m i n i s t r i e s  (Urban 
Development, and Finance) regard the  HHB as the u l t ima te  a u t h o r i t y  f o r  
coordinat ing a c t i v i t i e s  i n  the sector. There i s  no doubt but  t h a t  i t  
w i l l  have the power t o  shape the f u t u r e  o f  the housing finance indust ry .  

Other sectora l  developments i n  the  recent past  inc lude examples o f  a 
des i re  t o  address 1 egal cons t ra i  n t s  t o  housing development, the urban 
land c e i l i n g  l e g i s l a t i o n  and r e n t  con t ro l  l e g i s l a t i o n  i n - p a r t i c u l a r ;  the 
format ion o f  a working group t o  es tab l i sh  a mortgage insurance system; 
expressions o f  i n t e n t  t o  expedite the foreclosure processes; and 
increasing i n t e r e s t  shown i n  the development o f  a secondary mortgage 
market i n  India.  

2. Program Goal and Purpose . 
The sector  goal i s  t o  improve the  housing condi t ions o f  low income 

households. The program goal i s  t o  increase the ava i l  a b i l  i t y  o f  formal 
housi ng f inance t o  1 ow income households nationwide. 

The purpose o f  the  proposed program i s  t o  promote the development o f  
a f i nanc ia l  ly  sound, se l f -susta in ing,  housing f inance system which makes 
long-term she1 t e r  f i  nance ava i l  able t o  a wide range o f  households, 
p a r t i c u l  a r l y  those be1 ow the medi an i ncome. 

3. Program Strategy 

A I D  has determined t h a t  the bes t  way t o  achieve the program's goal 
and purpose i s  t o  f o s t e r  the development o f  a number o f  small, market- 
or iented housi ng f inance companies ( H E  ), both p r i va te  and j o i n t  sector. 
By making an add i t i ona l  $50 m i l  l i o n  (Rs.70 crores) immediately ava i lab le  
f o r  households below the urban median, by demonstrating t h a t  lend ing t o  
such households i s comnercial ly v i ab le  and by a s s i s t i  ng emerging H K s  ..to 
develop s o c i a l l y  product ive 1 ending programs,' AID'S s t ra tegy w i  11 
increase the number o f  low income households having access t o  mortgage 
c red i t .  By strengthening several H FCs, the s t ra tegy w i l l  encourage 
competi t ion and i t s  associ ated e f f i c i e n c i e s  and simultaneously w i  11 
permi t special i z a t i o n  and innovation. By o f f e r i n g  technical  assi  stance, 
i ncl  udi  ng funding f o r  research and workshops, and t r a i  n i  ng f o r  housi ng 
finance, the s t ra tegy w i l l  support GO1 i n i t i a t i v e s  f o r  development o f  the 
housi ng sector ,  



The most important  cons t ra in t  on the growth o f  these companies i s  
lack of access t o  lend ing cap i ta l .  Th is  i s  r e i t e r a t e d  by the management 
o f  the various H Z s ,  and confirmed by A I D ' S  own review o f  the f i n a n c i a l  
operat ions o f  the companies. The loan fund t o  be establ ished by the HG 
program w i l l  address t h i s  i m e d i  ate need by p rov id ing  a  l i n e  o f  c r e d i t  t o  
be used by companies t o  support mortgage lend ing t o  be1 ow-median inconle 
households. A t  t he  same time, companies w i l l  be assisted and requ i red  t o  
f i c d  ways t o  mob i l i ze  o ther  resources t o  ensure the long term: ' 
s u s t a i n a b i l i t y  o f  the system. The program w i l l  do t h i s  by cond i t i on ing  
KG c a p i t a l  assistance on ac t i ve  e f f o r t s  by the HFCs t o  develop o ther  
sources o f  funding, both  i n s t i t u t i o n a l  and household, and by p rov id ing  
techn ica l  assistance and t r a i n i n g  i n  resource mobi l iza t ion.  The program 
s t ruc tu re  w i l l  be u t i l i z e d  t o  o f f e r  assistance t o  strengthen and develop 
r e l a t e d  components of a  f u l  l y - f unc t i on i  ng market-oriented'housing f inance 
system. I t w i l l  promote appropriate research, o f f e r  technicla1 assistance 
f o r  sector  development, and provide l i m i t e d  t r a i n i n g  f o r  senio housing 
f inance professionals.  Add i t i ona l l y ,  the NHB w i l l  be instrume i; t a l  i n  
conducting a  pol  i c y  d ia logue w i t h  the GO1 t o  develop a  pub l i c  p o l i c y  . 
envi  romnent which t r e a t s  housing f inance i n  a  more balancedqway than 
h i t he r t o .  

Another concern i n  developing the network of companies i s  the longer 
term need f o r  s tandard izat ion i n  lend ing and appropr iate l eve l s  o f  
regu la t ion,  f i r s t  t o  ensure a  v iab le  system i n  which the pub l i c  has 
confidence and second, t o  form a sound base f o r  poss ib le  f u tu re  secondary 
market a c t i v i t y ,  which could serve t o  increase the f l o w  o f  resources i n t o  
the housing sector  as we1 1 as strengthen the c a p i t a l  markets. 

The program w i l l  achieve these ends by seeking the p a r t i c i p a t i o n  of 
p r i v a t e  and j o i n t  sector  companies which conform t o  standard e l i g i b i l i t y  
c r i  t e r i  a. These i n c l  ude using sound underwr i t ing pract ices,  operat ing on 
market p r i  nc ip l  es, implementing adequate co l  l e c t i o n s  procedures, and 
lend ing t o  households below the median income. Because f i rms  need the HG 
c a p i t a l  , they w i l l  ad j us t  t h e i r  cu r ren t  lend ing and management p rac t i ces  
t o  conform t o  c e r t a i n  minimum standards. The program w i l l  thus encourage 
the system t o  become se l  f -susta i  n i  ng. 

The r o l e  o f  the NHB w i l l  be t o  evaluate the candidate companies, t o  
s e l e c t  those which meet the c r i t e r i a  f o r  pa r t i c i pa t i on ,  and t o  ca r r y  ou t  
ac tua l  implementation a c t i v i t i e s .  I n  add i t ion,  the NHB w i l l  p lay  the key 
s t r a t e g i c  r o l e  o f  conductbr o f  a  p o l i c y  dialogue w i th  the GO1 regarding 
housi ng f inance po l  i cy .  

4. Relat ionship t o  the CDSS 

The Miss ion 's  CDSS f o r  1989-94 was completed i n  June 1988. I t  
recognf zes t h a t  I n d i a ' s  primary cha l l  enge i n  the next  decade w i l l  be t o  
sus ta in  and accelerate i t s  recent economic achievements i n  the face of 
massive poverty, a  p e r s i s t e n t l y  h igh populat ion growth r a t e  and 



increasing s t r a i n  on i t s  f i n a n c i a l  , institutional and natura l  resources. 
Only by increas ing the p r o d u c t i v i t y  and e f f i c i ency  o f  i t s  resources and 
investments across the board w i l l  I n d i a  be able t o  maintain a growth path 
t o  middle-i  ncome status i n the  next  twel ve-f i f t e e n  years. The strategy 
aims t o  support such an evo lu t ion  by addressing the c r i t i c a l  const ra in ts  
t o  increased growth and p r o d u c t i v i t y  whi le  ensuring cornpi ementary, 
we1 1-targetted act ions against  poverty among I n d i a ' s  most vulnerable 

. )  ' groups. 

The housing f inance system program i s  e n t i r e l y  cons is tent  w i t h  and 
support ive o f  t h i s  strategy. The program w i l l  lower the cos t  o f  housing 
f inance t o  be1 ow-medi an income households, who must cu r ren t l y  r a i se  
cap i t a l  a t  h igh cos t  from in formal  sources. It w i l l  thereby d i r e c t l y  
con t r ibu te  t o  the Mission goal o f  poverty a l l ev i a t i on .  A t '  the 
same time, by increasing t h e  housing stock and thereby reducing the I .  
demand f o r  subsidized housing by hwseholds who are able t o  a f f o r d  market' 1 rates, t he  program w i l l  a1 so improve the a c c e s s i b i l i t y  o f  the  poorest ! 
households t o  a f fordable  housing. The growth o f  a formal housing f inance 
system may be expected t o  increase the r a t e  o f  f i nanc ia l  savings o f  
households and thereby t o  con t r ibu te  t o  accelerat ing nat ional  economic - - 
devel opment. Through assi  s t i  ng the  devel opment of a secondary mortgage 
market and o ther  means, the program w i l l  a lso address t he  issue of 
r a i s i n g  the l e v e l  o f  e f f i c i e n c y  i n  f i nanc ia l  markets. 

C. PREPAM DESCRIPTION 

1. Overview o f  the Program 

The cu r ren t  Housing Guaranty Program i s  desi gned t o  expand and deepen 
the market-oriented housing f inance system by d i r e c t i n g  HG support t o  a 
group o f  p r i  vate and j o i n t  sector  housing f inance companies. The program 
w i l l  channel funds through an intermediary, the National Housing Bank 
(NHB), which w i l l  on-lend rupees t o  housing f inance companies t h a t  meet 
e l  i g i  b i 1  i t y  requirements. (See "E l i g i b l e  Borrowers", paragraph 3b 
below. ) The NHB, o r  i t s  approved designee, w i l l  borrow a t o t a l  of $50 
m i l l i o n  which w i l l  be used t o  generate an equiva lent  value i n  rupees 
(Rs.70 crores)  which, i n  turn, w i l l  be used t o  c a p i t a l i z e  a loan fund f o r  
the p a r t i c i p a t i n g  housing finance companies (HFCs). The. loan fund w i l l  
be managed by the NHB. 

The funding required over t he  f i v e  year 1 i f e  o f  the p r o j e c t  i s  $50 
m i l l i on .  An analys is  o f  t he  demand fo r  funds by the  primary lenders 
ind icates an absorptive capaci ty wel l  able t o  u t i l i z e  t h i s  amount (Annex 
6.4). Reconsideration of the  l e v e l  of funding may be warranted as the 
program progresses, however, s i  nce pro ject ions are d i f f i c u l t  t o  make a t  
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the cu r ren t  t ime f o r  newly-establ i shed organizations. Figure 1 presents 
a schematic overview o f  the f low o f  ,funds between NHB, i t s  primary 
1 enders and e l  i g i  b l e  households. 

Wi th in  the 1 i m i  t s  o f  HG resources, the program seeks t o  broaden the 
geographical and i n s t i t u t i o n a l  base o f  comnercial l y -o r ien ted  housi ng 
f inance a c t i v i t i e s  t o  the maximum ex ten t  possible. HD FC, government and 
cooperative housing f i  nance i n s t i t u t i o n s  w i l l  no t  be e l i g i b l e ,  no r  w i l l  
c l ose l y  he ld  organizat ions establ ished so le l y  t o  support cont ractor  
a c t i v i t i e s .  Rather, by encouraging p r i v a t e  and j o i n t  sector  companies, 
many o f  which are small and recen t l y  establ ished, the program hopes t o  
enhance confidence i n  the system, thereby enabl ing these f i rms  t o  
mobil i z e  add i t i ona l  funding on an ongoing basis. Some companies have 
already mentioned poss ib le  USAID support i n  t h e i r  promotional mater ia ls,  
i n  the b e l i e f  t h i s  w i l l  a t t r a c t  o ther  investors.  A1 so, having an 
establ ished re1 a t ionsh ip  w i th  Nh8, the  apex bank f o r  housing f inance, 
w i l l  provide cecur i  ty f o r  po ten t i a l  investors.  Evidence o f  e f f o r t s  t o  
mob i l i ze  add i t i ona l  resources on the  p a r t  o f  p a r t i c i p a t i n g  housing 
f inance companies w i l l  be a c r i t e r i o n  f o r  continued HG support t o  the 
HFCs and w i l l  be embodied i n  the on-lending agreements between them and 
NHB, and NHB w i l l  moni tor  progress. (See "Line o f  C r e d i t  between NHB and 
Primary Lenders", paragraph 3h be1 ow. ) 

$25 m i l  1 i on  o f  program lending w i l l  be earmarked f o r  p r i v a t e  sector  
companies. I n  add i t ion,  AID w i l l  discuss w i t h  NHB poss ib le  mechani sms 
f o r  achieving the broad-based d ispers ion o f  funds discussed above; these 
w i l l  i nclude a maximum loan disbursement o f  25% o f  the t o t a l  HG program 
t o  any sirrgle primary lender unless AID otherwise agrees. P a r t i c i p a t i n g  
borrowers w i l l  apply t o  NHB f o r  loan funds according t o  agreed-upon 
p r i n c i p l e s  regarding li nes of c r e d i t  and advances against  e l i g i b l e  
mortgages (paragraph 3h be1 ow). The coirmercial r i s k  o f  t ransact ions 
between NHB and i t s  borrowers w i l l  be assumed by NHB. NHB w i l l  review 
the requests according t o  standards o f  commercial lend ing agreed w i t h  
A I D ,  inc lud ing assessment o f  cap i t a l ,  asset qua l i t y ,  1 i q u i d i  ty, earnings 
and management. NHB has agreed t o  consider u t i l i z a t i o n  o f  an establ  ished 
organizat ion w i t h  exper t ise  i n  c r e d i t  r a t i n g  i n  order t o  develop 
appropr iate c r i t e r i a  and mechanisms f o r  t h i s .  I n  addi t ion,  NHB w i l l  
adopt appraisal procedures w i th  key f inanc ia l  r a t i o s  pe r t i nen t  
speci f i c a l l y  t o  housing f inance (paragraph 3(b)  below). 

NHB w i l l  assume responsi b i  1 i t y  f o r  implementation o f  the program. 
AID w i l l  no t  approve o r  disapprove i ndiv idua l  on-lendi ng transactions. 
Rather A I D ' S  monitor ing and eva luat ion o f  the program w i l l  be designed t o  
ensure conformity w i th  condi t ions and covenants establ ished between A I D  
and NHB and the framework of the agreements between NHB and the primary 
lenders. These condi t ions,  i ncl udi  ng preparat ion o f  a Master Program 
Implementation P l  an, w i l l  establ  i sh (1  ) standards regarding e l  i g i b i l  i t y  
o f  primary lenders, (paragraph 3b) ( 2 )  standards regarding m i  nimum 
fund i  ng o f  p r i  vate sector  companies and disbursement (paragraph 3c) ( 3 )  
a f f o rdab i l  i t y  c r i t e r i a ,  and standards f o r  e l i g i b l e  bene f i c ia r ies  
(paragraph 3d), ( 4  ) p?ovi s i  ons regard i  ng loan serv ic ing,  program 



eval uation, a u d i t  and so f o r t h  (paragraph 3h). Wi th in  t h i s  general 
f ramewrk, NHB w i  11 spec i fy  1 endi ng terns and condi t ions,  repor t ing  
requ i  rements, suggest t r a i n i n g  requirements and organizat ional  
improvements, and review plans by the primary borrowers t o  mob i l i ze  
addi t i o n a l  resources ( paragraphs 3 f  and 39). 

Technical assistance and t r a i n i n g  are an impor tant  component o f  the 
program. Th is  i s  p a r t i c u l a r l y  t r u e  f o r  the primary lenders who can be 
expected t o  b e n e f i t  from a wide range o f  resource development programs 
i ncl  udi  ng management and con t ro l ,  s t r a teg i c  planning, in format ion 
systems, appraisal,  mortgage o r ig ina t ion ,  resource mobi l iza t ion,  and 
outreach f o r  l ow  income lending. NHB w i l l  i d e n t i f y  the t r a i n i n g  needs o f  
i t s  borrowers and recommend t o  A I D  how bes t  t o  secure needed t ra in ing .  
I n  add i t ion,  NHB w i l l  work w i t h  A I D  t o  design and implement a program o f  
techn ica l  a s s i s t a n ~ e  and t r a i n i n g  f o r  the NHB i t s e l f  w i th  the ob jec t i ve  

! o f  developing the NH ' s  capabi l  i t y  t o  p lay i t s  cen t ra l  r o l e  i n  the Ind ian  
housing f inance sys t  m. As discussed below, NHB's appraisal and 
moni t o r i  ng procedures w i  11 be designed t o  meet the requirements o f  - ; . 
on-1 endi ng t o  housi ng f inance i n s t i t u t i o n s .  ~ e s o u r c e  m ~ b i  1 i za t i on  and 
i ntroduct ion o f  new 1 ending instruments t h a t  assi  s t  i n  i ncreasi ng the 
a f f o r d a b i l i t y  o f  lend ing terms t o  low income households are a1 so top ics  
f o r  technical  assistance and t . ra in i  ng. 

While the major t h r u s t  o f  t he  program i s  development o f  the  
commerci a1 l y  o r ien ted  primary mortgage market, a re1  ated a c t i v i t y  
i nvo l  ves assessment o f  development o f  secondary market f a c i l i t i e s .  I t  i s  
widely agreed t h a t  ser ious s t r u c t u r a l  cons t ra in ts  continue t o  h i  nder the  
development o f  the  primary market, i nc l ud ing  the  lengthy and cumbersome 
foreclosure p r o c e d u r e s  the lack  o f  mortgage insurance. A I D  w i l l  
continue t o  address these issues through whatever techn ica l  assistance 
and research i s  deemed advisable. I t  i s  a lso prudent, however, t o  begin 
e f f o r t s  t o  l a y  t he  foundations f o r  a secondary market. Despi te the 
cu r ren t  imna tu r i t y  o f  the primary market, i t s  p o t e n t i a l  i s  enormous. 
Prov is ion o f  i ncent i  ves f o r  adherence t o  sound commercial p r i  nc ip les  and 
lend ing p rac t i ces  can help improve the m a r k e t a b i l i t y  o f  low income 
mortgages, and eventual ly  mortgage r e f  i nanci ng f a c i  1 i t i e s  cou ld  he1 p 
address one o f  the market 's  major problems - lack o f  l i q u i d i t y .  (For 
f u r t h e r  d iscussion o f  the p o t e n t i a l  f o r  secondary market a c t i v i t y ,  see 
Annex 5. ) 

2. The Intermediary 

a)  Housing Guaranty Loan Borrower: The NHB w i  1 1 be the i ntermedi ary 
f o r  the program. E i t he r  the NHB o r  another f i n a n c i a l  i n s t i t u t i o n  agreed 
by the GO1 and AID w i l l  be the borrower o f  HG funds. The National 
Housing Bank Ac t  o f  1987 permits the NHB t o  undertake f o re i gn  borrowing 
under the terms o f  Chapter I V ,  sect ion 16 which s ta tes:  

"1 6. (1  ) Notwithstanding anything contained i n  the Foreign 
Exchange Regulat ion Act, 1973 o r  i n  any o ther  law f o r  the time 



being i n  fo rce  r e l a t i n g  t o  f o re i gn  exchange, the National 
Housing Bank may, f o r  the purpose o f  making loans and advances 
under t h i s  Act, borrow i n  such manner and on such condi t ions as 

t 

may be prescr ibed i n  consul t a t i o n  with the Reserve Bank and w i t h  
the previous approval o f  the Central Government, f o re i gn  
currency from any bank o r  f i n a n c i a l  i n s t i t u t i o n  i n  I n d i a  o r  
e l  sewhere. 

" ( 2 )  The Central Government may, where necessary, guarantee 
any loan taken by the National Housing Bank under sub-section 
(1 )  o r  any p a r t  thereof  as t o  repayment o f  p r i n c i p a l  and the 
payment o f  i n te res t  and o ther  i ncidental charges. " 

Although the  NHB i s  permi t ted t o  undertake f o re i gn  currency 
borrowing, i t s  operations w i l l  be conducted i n  rupees and w i l l  no t  
produce f o re i gn  currency earnings. For t h a t  reason it w i l l  be necessary 
f o r  e i t h e r  the GOI ,  o r  a f i n a n c i a l  i n s t i t u t i o n  approved by the GO1 and 
AID,  t o  ca r ry  the f o re i gn  exchange r i s k  associated w i t h  the HG loan  on. 
behal f  o f  the  NHB. This nay be done through any mechanism mutua l ly  . 
agreed by the GO1 and A I D  i nc lud ing  the designation of another f i n a n c i a l  
i n s t i t u t i o n  t h a t  would enter  i n t o  -the HG loan on behal f  o f  NHB and 
provide NHB w i t h  the rupee equiva lent  o f  the HG loan  on appropr iate terms. 

As permi t ted i n  the National Housing Bank Ac t  o f  1987, the GO1 w i l l  
guarantee indemni f i ca t ion  o f  A I D  f o r  any losses incur red under AID'S 
guaranty t o  the  U.S. i nvestor. The mechanism f o r  prov id ing the  GO1 
guarantee w i l l '  be agreed between the GO1 and A I D  be fom the f i r s t  HG 
borrowi ng i s star ted.  

b )  Role o f  the NHB: The NHB i s  t he  GO18s p r i n c i p a l  agency f o r  
promoti ng housing f inance i n s t i t u t i o n s  by prov id ing them w i t h  f i  nancial  , 
technical  and t r a i n i n g  assistance. As such, the NHB i s  i d e a l l y  placed t o  
operate as the  intermediary f o r  the HG-003 program. However, the NHB has 
only r ecen t l y  ( Ju l y  1985) begun t o  become operational.  

I n  order t o  f unc t i on  successful ly  as the intermediary f o r  the HG-003 
program, NHB has agreed t o  develop p o l i c i e s  and procedures f o r  p rov id ing  
loans t o  p r i v a t e  and j o i n t  sector  HFCs. NHB w i l l  r e c r u i t  and t r a i n  the 
s t a f f  necessary t o  ca r ry  out  c red i  t analys is  (w i t h  AID assistance as 
appropriate). The I n d u s t r i a l  Development Bank o f  Ind ia ,  I D B I ,  has , 

o f f e red  techn ica l  assistance t o  NHB . i n  any f i e l d  o f  i t s  operations. ' 

NHB w i l l  a1 so es tab l i sh  means f o r  i d e n t i f y 1  ng the technical  ass i  stance 
and t r a i n i n g  needs o f  emerging HFCs. Programs w i l l  be estab l ished t o  
address these needs, again w i th  A I D  assistance i f  necessary. 

By prov id ing a source of long-term funds f o r  HFCs the NHB i s  i n  a 
p o s i t i o n  t o  s t rong ly  i n f l  uence the  development o f  the Ind ian  housing 
f inance system. The NHB - w i l l  a lso  develop a capacity t o  moni tor  and 
regula,te the system wh i le  adv is ing the  GO1 on re levan t  p o l i c i e s  and 
programs. NHB's intermediary r o l e  i n  the HG-003 program w i l l  he@ t o  
focus t h e i r  a t t en t i on  on the special needs and c a p a b i l i t i e s  o f  the  
p r i v a t e  and j o i n t  sector  HFCs. 



c )  Program Admini s t r a t i o n  and Fundi nq: I n  c o n s u l t a t i o n  w i t h  AID, NHB 
w i  11 determine appropr ia te  i n t e r n a l  o rgan iza t i ona l  and a d m i n i s t r a t i v e  
arrangements f o r  managing the  rupee proceeds o f  t he  HG loan. NHB has 
undertaken t o  e s t a b l i s h  a management u n i t  t o  admin is ter  the  HG program. 
I t  may a1 so propose t o  e s t a b l i s h  a Housing Finance Companies Fund. 
Resources f o r  t n i s  Fund would n o t  be l i m i t e d  t o  HG l o a n  proceeds, and 
o t h e r  i n t e r n a t i o n a l  o r  domestic resources cou ld  be tapped f o r  t h i s  
purpose. Although AID w i l l  expect t o  be k e p t  i nfonned on t h e  source and 
use o f  o the r  c a p i t a l  used by NHB f o r  housing f inance, use o f  these o t h e r  
funds would be e n t i r e l y  a t  t he  d i s c r e t i o n  o f  NHB. 

3. Program S t ruc tu re  

a )  Agreement between NHB and A I D :  The agreements es tab l i shed  between 
A I D  and NHU w i l l  seek t o  c reate  an a d m i n i s t r a t i v e  environment i n  which 
NHB i s  f r e e  t o  undertake appra isa l  , 1 endi  ng , and moni t o r i  ng a c t $ v i  t i e s  
according t o  j o i  n t l y  agreed standards. An Imp1 ementat ion ~ g r e e m e h t  w i l l  
be negot ia ted by NHB and A ID ,  d e s c r i b i n g  t h e  program t o  be f inanced; l o a n  
disbursements; c o n d i t i o n s  precedent t o  disbursement; spec ia l  covenants; 
e l  i g l  b l e  lenders and b e n e f i c i a r i e s ;  l o a n  s e r v i c i n g  and fees; t r a i  n i  ng and 
techn ica l  assistance; and repor t i ng ,  moni to r ing ,  a u d i t s  and eva luat ions .  

b,) E l i g i b l e  Borrowers: Companies which may apply t o  NHB f o r  i n c l u s i o n  
i n t h e  program i nc l  ude p r i v a t e '  and j o i  n t  sec to r  companies, i n c l  u d i  ng 
those wi ~ ~ - H D F C  p a r t i c i p a t i o n ,  which have rece ived RBI r e c o g n i t i o n  as 
housing f i nance  companies. Goverrment companies and cooperat ives wi 1 1 
n o t  be e l i g i b l e  because o f  t h e i r  access t o  o t h e r  i n s t i t u t i o n a l  sources o f  
c a p i t a l .  Because o f  GO1 and AID concerns t h a t  t he  HG-003 program broaden 
t h e  housing f inance market, and because o f  HDFC's access t o  o t h e r  ma jo r  
sources o f  l end ing  c a p i t a l ,  HDFC w i l l  n o t  be e l i g i b l e  t o  borrow. Housing 
f i nance  companies c l o s e l y  he1 d and organized p r i m a r i l y  f o r  suppor t ing  t h e  
a c t i v i t i e s  o f  one developer w i l l  n o t  be e l i g i b l e .  

Companies w i l l  be r e q u i r e d  t o  demonstrate t o  NHB t h a t  they conform t o  
c e r t a i n  minimum standards which i n d i c a t e  t h e i r  f i n a n c i a l  i n t e g r i t y  and 
soundness. These standards are  as f o l  lows: 

- L i q u i d  assets equ iva len t  t o  a t  l e a s t  10% o f  depos i t  l i a b i l i t i e s ,  
on a day-to-day basis; 

- e q u i t y  c a p i t a l  t o  be a t  l e a s t  5% o f  t o t a l  assets; 

- t o t a l  ou ts tand ing balance o f  loans p a s t  due t h i r t y  days o r  more 
n o t  t o  exceed 7% o f  t h e  t o t a l  mortgage l o a n  p o r t f o l i o ;  

- underwr i t i ng  po l  i c i e s  t o  be determined such t h a t  debt  s e r v i c e  
responsi b i l  i ti es o f  i n d i v i d u a l  borrowers normal 1y do n o t  exceed 
302 o f  gross income; 

- i n t e r e s t  coverage r a t i o  t o  be a t  l e a s t  1.2:1. 



I n  addi t ion,  standards w i l l  be determined f o r  companies t o  maintain a  
reserve f o r  bad debts, a t  l e a s t  equivalent  t o  the value o f  loans 
outstanding f o r  twelve months and more; and t o  maintain an adequate 
spread between cost  o f  borrowings and re tu rn  on loans. 

Companies which f u l f i l l  these condi t ions w i l l  then be subject  t o  
appraisal  by NHB. They w i l l  be e l i g i b l e  t o  borrow under the HG program 
subject  t o  (1 ) s a t i s f y i n g  NHB's own, c r i t e r i a  f c r  assessing commercial 
r i s k  and (2 )  other condi t ions speci f i e d  i n  the implementation Agreement, 
as summarized i n the f o l l  owi ng paragraphs. 

c )  Disbursements t o  E l i g i b l e  Primary Lenders: I n  order t o  ensure a 
balanced development o f  the market and bec&use o f  the d i f f i c u l t i e s  faced 
by the exc lus ive ly  p r i v a t e  companies i n  att ,pacting lending .capi ta l ,  $25 
m i l l i o n  o f  HG funds over the  ; i f e  of the program w i l l  be reserved f o r  
p r i  vate sector  companies. * f s ing le  primary lender w i l l  no t  
exceed 25% o f  HG funds over the l i f e  o f  the program, unless A I D  otherwise 
agrees. Th is  p rov is ion  w i l l  ensure t h a t  one o r  two companies 
do no t  absorb a  d ispropor t ionate  share of the funds and t h a t  increased - 
compet i t ion i s  fostered. 

d )  E l i g i b l e  Benef ic iar ies :  The ~d program i s  designed t o  expand the 
opportuni ty f o r  1 ow i ncome households t o  ob ta in  housing finance. 
~ o r t g a ~ e s  e l  i g i  b l e  f o r  HG f inanc ing inc lude those made-to kousehol ds a t  
and below the urban median income. For the cu r ren t  program, the urban 
median income i s  def ined as Rs. 2,000 per month per household (Annex 
7.1). Th is  est imate was estab l ished as o f  June 1988; adjustments w i l l  be 
made by A I D  according t o  changes i n  the  consumer p r i ce  index f o r  
i n d u s t r i a l  workers, o r  o ther  appropr iate ind icators .  

e )  NHB Relat ionships w i t h  the Prima? Lenders: The " ins t i .Lut ion 
b u i l f i n g "  aspects o f  the p r o j e c t  are +- o major importance t o  the f u tu re  
v i a b i l i t y  o f  the housing f inance companies. NHB w i l l  a c t  as a  
developmental lender, he1 p i ng  the  primary borrowers t o  improve both t h e i r  
management p rac t i ces  and resource mobi l iza t ion.  Through i n fus i on  o f  
sound comnercial pract ices and t r a i n i n g  and technical  assistance, small 
companies can be assisted t o  mature as r a p i d l y  as possible. 

f )  T ra in ing  and Technical Assistance: NHB w i l l  determine what i t s  
borrowers requ i re  t o  enhance management performance, outreach and lend ing 
t o  1  ow-i ncome households, and mob i l i  r a t i o n  of add i t iona l  resources. With 
AID'S assistance, NHB w i l l  a l so  assess i t s  own needs w l t h  regard t o  s t a f f  
t r a i n i n g  and development and u t i l i z a t i o n  o f  ex i s t i ng  t r a f  n ing f a c i  1  i t i e s  
i n  housing finance. NHB w i l l  infonn A I D  o f  the requirements f o r  both i t s  
borrowers and i t s e l f  i n  the knowledge t h a t  AID w i l l  a s s i s t  w i th  funding 
f o r  appropri  ate t r a i n i n g  i n i t i a t i v e s .  Tra in ing i n  housing f inance 
o f fe red  by HDFC i s  ava i l  able f o r  t h i s  program. (For more informat ion on 
TA and t r a i n i ng ,  see Sect ion 1V.B. and Annex 7.5.) 



g)  On-Lending Terms and Conditions: NHB w i l l  assume the comnercial r i s k  
inkeren t  i n on-lend1 ng t o  i t s  e l  igi 'ble borrowers. Subject t o  condi t ions 
regarding e l i g i b i l i t y  o f  primary lenders, d i s t r i b u t i o n  o f  funds t o  
primary lenders, and e l  i g i  b i l  i t y  of benef ic iar ies ,  NHB w i l l  have f u l l  
approval r i g h t s  over t ransact ions and terms involved i n  on-lending HG 
resources. 

Mortgage lend ing e l i g i b l e  under the HG program encompasses d i r e c t  
f i nanc ing  o f  new construct ion,  a c q u i s i t i o n  o f  e x i s t i n g  dwel l  ings, and 
home improvements o r  expansion. Corporate borrowing w i t h i n  these terms 
would a lso be e l i g i b l e ,  as long as i nd i v i dua l s  ho ld  t i t l e  t o  the  house. 

NHB on-lending ra tes  w i l l  r e f l e c t  market condi t ions,  .be p o s i t i v e  i n  
rea l  t e n s ,  and provide a reasonable spread over the c o s t  'of funds 
employed. The spread w i l l  r e f l e c t  due considerat ion o f  both incen t i ves  
and p r o f i t a b i i f t y .  The HFCs r w r e n t l y  lend  t o  households a t  a v a r i e t y  of 
ra tes  but, f o r  loans appropr iate t o  t h i s  program they c l u s t e r  between 
13.03 and 15.0% (see Section III.B.6, "Lending Terms"). With spreads - 
t y p i c a l l y  o f  2.5%, the  companies are look ing f o r  funds cos t ing  no more 
than 12.5% i f  they a re  t o  main ta in  t h e i r  present s t r uc tu re  o f  lend ing 
rates. * 

The term o f  the loan repayments by HFCs t o  NHB w i l l  be cons is ten t  
w i t h  the term o f  the HG loan i t s e l f ;  and the HFCs, i n  turn ,  would be 
expected t o  o f fer  1 oans t o  benef ic iary  households on equ iva len t  terms. 

NHB1s on-lending terms w i l l  be sub ject  t o  agreement by AID. C e i l i n g  
ra tes f o r  lend ing  t o  households, w i l l  not, however be establ ished. 

h)  L ine  o f  C r e d i t  between NHB and Primary Lenders: NHB w i l l  e s tab l i sh  
w i t h  i t s  primary lenders a long-term 1 i ne  o t  c r e d t  designed as an 
advance system. The l i n e  o f  c r e d i t  w i l l  be establ ished a f t e r  NHB 
appraisal o f  the primary lender and completion o f  agreements on the terms 
o f  t h e i r  re1 a t i  onship and key program parameters. The agreements w i l l  
address the  f o l  lowing i tems: 

- use of HG funds exc lus ive ly  f o r  borrowers below the urban median 
i ncome ; 

- expl i c i  t p l  ans f o r  resource n o b i l  i za t ion ,  i n c l  ud i  ng mobil  i z a t i o n  
o f  deposi ts and o ther  i n s t i t u t i o n a l  sources o f  cap i t a l ;  

- maintenance of kqy f i n a n c i a l  r a t i os ;  

- cash f l ow  pro jec t ions,  i nc l ud ing  pro jec t ions o f  disbursements, 
sources o f  funds and key f inanc ia l  r a t i os ;  



- t r a i n i n g  and technica l  assistance plans f o r  such t op i cs  as 
management and s t r a teg i c  planning; outreach to' 1  ow i ncome 
borrowers, i n c l  ud i  ng women; 1  oan o r i g i n a t i o n  and underwr i t ing 
pract ices;  and automated in format ion systems; 

- o f f e r i n g  couples apply ing f o r  mortgages the opt ion o f  t i t l i n g  i n  
both spouses ' names. I . 

The f i r s t  disbursement t o  an HFC w i l l  be made on the basis o f  (1 )  
e l  i g i b l e  mortgages made since October 1, 1987 ( the  beginning of the 
f i s c a l  year o f  HG-003 author izat ion) ,  ( 2 )  e l  i g i b l e  loans cu r ren t l y  
sanctioned bu t  n o t  y e t  disbursed, and ( 3 )  pro jec ted cash f l o w  needs f o r  
the next  quarter. To the ex ten t  t h a t  t h i s  disbursement i s  .not covered by 
e l i g i b l e  mortgages, i t  w i l l  be t rea ted  as an advance. Subsequent 
disbursements can a1 so be made on an advance basis where j u s t i f i e d  by I 
loan sanctions and cash f l o w  project ions.  They w i l l  a1 so depend on 
sa t i s fac to ry  manageri a1 and f i nanc ia l  performance, and on evidence o f  
e f f o r t s ,  by the HFCs t o  mob i l i ze  o ther  lend ing resources. A l l  advances t o  
HFCs w i l l  be l i q u i d a t e d  against  presentat ion o f  e l i g i b l e  mortgages. 

NHB w i l l  moni tor  the primary 1e;lders according t o  standard 
procedures, t o  inc lude key r a t i o s  and parameters appl icable t o  the 
housing f i nance indus t ry  (paragraph 3b above). 

F ina l l y ,  the  primary lenders w i l l  supply NHB w i t h  t h e i r  d i s t r i b u t i o n  
o f  loans by i ncome l e v e l  and l oca t i on  i n  order t o  provide moni tor ing 
according t o  bene f i c ia ry  e l  i g i  b i l  i ty.  (For f u r t h e r  d e t a i l  on repo r t i ng  
requi rements, see Section I V  .D. ) 



I I I. PROGRAM ANALYSIS 

A. THE INSTITUTIONAL FRAMEWORK FOR HOUSING FI NANCE 

1. The F inanc ia l  Framework 

An ove r r i d i ng  feature o f  f i n a n c i a l  in termedia t ion i n  I n d i a  i s  
goverrment presence and con t ro l .  The GO1 d i  r e c t l y  and i ndi r e c t l y  a f f e c t s  
the f l o w  of f m d s  i n t o  the housing f inance sector, from both pub l i c  and 
p r i v a t e  sources, by means o f  a  complex network o f  po l i c ies ,  taxes and 
regulat ions.  D i r e c t  sectoral  con t ro l s  are exercised by the  GO1 by means 
o f  i n s t r u c t i o n s  t o  pub l i c  i n s t i t u t i o n a l  investors,  much o f  -whose funds 
must be invested i n  spec i f i ed  places such as s ta te  governments, cen t ra l  
government debt instruments and HUDCO debentures. Since 1951, GO1 has 
used these p o l i c i e s  t o  d i r e c t  c r e d i t  towards c e r t a i n  p r i o r i t y  sectors 
such as a g r i c u l t u r e  and heavy indus t ry  and therefore  away from housing.. 

Most c r e d i t  channel l e d  t o  housing goes t o  pub l i c  housing f inance 
agencies a t  below-market r a tes  o f  i n t e res t .  A s i g n i f i c a n t  volume of 
c r e d i t  ava i l ab le  t o  HDFC - and thus i n  p r i n c i p l e  t o  a l l  p r i v a t e  and j o i n t  
sector  housi ng f i nance companies who can compete f o r  i t  - i s a1 so 
d i rec ted  and subsidized. GO1 i n t e r e s t  r a t e  p o l i c i e s  d i r e c t l y  es tab l i sh  
lend ing ra tes  f o r  commercial banks, insurance e n t i t i e s  and o ther  pub1 i c  
pa r t i c i pan t s  i n  the c a p i t a l  markets, and p r i v a t e  lenders must r a i s e  
substant ia l  po r t i ons  o f  t h e i  r lendable resources from these sources. To 
t h i s  ex ten t  GO1 i n t e r e s t  r a t e  p o l i c i e s  in f luence  both the cos t  of 
l i a b i l i t i e s  and the r e t u r n  on assets o f  p r i v a t e  lenders. Although 
ne i the r  p r i v a t e  nor  j o i n t  sector  HFCs are sub ject  t o  any d i r e c t  con t ro ls  
on i n t e r e s t  r a t e s  they charge f o r  r e t a i l  mortgage lending, the re  i s  a  
widesprcad b e l i e f  t h a t  the HFCs would be penal ized i f  they deviated 
s i g n i f i c a n t l y  f r o m  the  norms estab l ished by HDFC. 

The GO1 a1 so has strong con t ro ls  over the sectoral  d i s t r i b u t i o n  o f  
cap i t a l  through d i r e c t  i n s t r u c t i o n s  t o  goverment f i n a n c i a l  i n s t i t u -  
t ions.  Thus, LIC i s  requ i red t o  devote 25% o f  i t s  annual new accret ions 
t o  cen t ra l  goverrment debt instruments, 25% t o  s ta te  governments, and 25% 
t o  o ther  approved uses (e.g. government-guaranteed debentures such as 
those issued by HUDCO and the l i k e ) .  The l i m i t s  are  p a r t i c u l a r l y  
important  because the LIC i s  the l a r g e s t  prov ider  o f  funds t o  the housing 
sector. G I C  and the  Army Insurance Fund a l so  i n v e s t  i n  the  she l t e r  
sector  and are sub jec t  t o  s i m i l a r  cont ro ls .  For example, the G I C  i s  
required t o  i n v e s t  35% o f  i t s  incremental funds i n  housing. 



S i m i l a r l y  , GO1 exercises de ta i l ed  con t ro l  over lending by commercial 
banks by s e t t i n g  targets  f o r  lend ing t o  p r i o r i t y  sectors and by 
determining i n t e r e s t  rates. 'For instance, u n t i l  recent ly ,  banks were 
d i rec ted  t o  lend Rs.150 crores ($110 m i l  l i o n )  annually f o r  housing. 
Vari ous o ther  f i nanc ia l  requirements and d i rec t i ves ,  however, 
severely 1  i m i  t the freedom o f  bank management t o  a l l oca te  t h i s  c r e d i t  
according t o  market p r inc ip les .  A t  l e a s t  50% o f  the  Rs.150 crores i s  
earmarked f o r  d i r e c t  o r  i ndi r e c t  1  endi ng t o  members ofi *the Economical l y  
Weaker Sections and Scheduled Castes o r  Tribes, under special c r e d i t  
schemes (ca r ry ing  4.5% i n t e r e s t )  designed t o  b e n e f i t  disadvantaged 
members o f  society. Another p a r t  o f  the a1 l oca t i on  f o r  housing i s  made 
avai 1  able as c r e d i t s  t o  bank employees. 40!% o f  the Rs.150 crores has t o  
be u t i l i s e d  as subscr ipt ions t o  guaranteed bonds o r  debentures o f  
spec i f i ed  pub l i c  sector agencies - o f  which HUDCO i s  the 14rgest - i n  
order t o  f u l f i l l  GO1 ' s  reserve requirements, t y p i c a l l y .  earning 9% 
i n te res t .  Any remaining c r e d i t  i s  ava i lab le  t o  HDK! ( q r  o ther  

. . borrowers), a t  12.5%. The 1988 budget ra ised  the lendilng t a r g e t  f o r  
commercial banks t o  Rs.225 crores i n  the cu r ren t  f i n a n c i a l  year, and to. 
Rs.300 crores annually thereaf ter .  

2. The I n s t i t u t i o n a l  ~ t r u c t u r e ' f o r  Housing Finance 

The M i n i s t r y  o f  Urban Development i s  the cen t ra l  government's 
p r i n c i p a l  veh ic le  f o r  the  de:lelopment o f  housing p o l i c y  and programs. 
I nso fa r  as housing p o l i c y  i s  h t rong ly  in f luenced by GO1 ' s  f i n a n c i a l  
po l i c ies ,  however, i t  i s  the M i n i s t r y  o f  Finance (MOF) which has the  more 
e f f e c t i v e  con t ro l s  over the  volume and terms o f  lend ing f o r  housing. As 
noted above, l e g i s l a t i o n  has been passed t o  es tab l i sh  a  National Housing 
Bank, although the  scope o f  i t s  p rac t i ca l  funct ions are s t i l l  a  matter  t o  
be f u r t h e r  def ined by the recen t l y  appointed Chairman and Board of the 
NHB. The NHB i s  a  who1 1y-owned subsidiary o f  the RBI ,  and w i l l  thus be 
the admin is t ra t i ve  responsi b i l  i t y  o f  MOF. NHB i s  discussed i n  some 
d e t a i l  i n  Section 1II.C. 

O f  the GO1 i n s t i t u t i o n s  which provide i n d i r e c t  f inanc ing f o r  housi ng, 
the most important  i s  the  L i f e  Insurance Corporation. By the end o f  PI 
1986, LIC had invested Rs.1,300 crores i n  housing, p r i m a r i l y  through 
loans t o  apex housing cooperative f i nance societ ies,  publ i c  housi ng 
boards and HUDCO. 

HUDCO i s  I n d i a ' s  apex pub l i c  housing f inance i n s t i t u t i o n .  I t  borrows 
from LIC and G I C ,  and has had the advantage o f  a  number o f  loans from 
in te rna t iona l  agencies ( t h e  German K f W  and B r i t i s h  ODA). I t  generates 
add i t i ona l  revenues through government-guaranteed debentures which can be 
used by commercial banks as p a r t  o f  t h e i r  reserve requirements. HUDCO 
onlends f o r  spec i f i c  projects,  p r i m a r i l y  i n  the  publ i c  sector. By e a r l y  
1988, i t  had made ava i lab le  Rs.2,700 crores ($2 b i l l i o n )  f o r  housing 
p ro jec ts  s ince i t  s ta r ted  operations i n  1970. 90% o f  the dwel l ings 
f inanced by i t were intended f o r  the economically weaker sections o f  the 
comuni  t y  . 



A t  the  s ta te  1 eve1 , HUDCO ' s funds and other  publ i c  resources are 
used by s ta te  and municipal housing ag$ncies - Development Au thor i t i es ,  
State Housing Boards, Slum Clearance Au tho r i t i e s  and the  l i k e .  Three 
states have we1 1-advanced proposal s t o  se t  up s ta te  housing f inance 
companies, which would address a complementary market t o  t h a t  served by 
HDFC and other  i ndependent housing f inance companies. The i r  establ ishment 
depends on r e c e i p t  o f  approval o f  the National Housing Bank. 

Cooperatives are another impor tant  source o f  housing f inance i n  
Ind ia .  The cooperative housing sector  has a two- t ie red s t ruc ture ,  
organized around 'pr imary '  and 'apex' soc ie t ies .  Pr imar ies are organized 
a t  a l o c a l  l e v e l  by i n d i v i d u a l s  o r  by p r i v a t e  developers who gain c e r t a i n  
advantages ( taxat ion,  and access t o  c a p i t a l )  from the coop form. Apex 
soc ie t ies  operate a t  the State l e v e l  ; o f  I n d i a ' s  31 states.  and union 
t e r r i t o r i e s ,  22 have such state-wide cooperative f inance i n s t i t u t i o n s .  
By 1987, the re  were 39,000 housing cooperatives, w i t h  almost 3 m i l l i o n  
members. Although cooperatives have long been p a r t  o f  I n d i a ' s  soc ia l  and 
economic f ab r i c ,  and housing soc ie t i es  have played an important  r o l e  i n  
she l te r  prov is ion,  they have n o t  been f u l l y  in tegra ted  i n t o  the 1 arger 
f inance system, nor have they been successful i n  mob i l i z i ng  t h e i r  own 
resources outs ide o f  the GOI's d i r ec ted  c r e d i t  system. 

3.  Pr i va te  and J o i n t  Sector Housing Finance Companies 

The e x i s t i n g  p r i v a t e  and j o i n t  sector  housing f inance sector  i s  
dominated by the Housing Development Finance Corpor l t i on  (HDFC) . The 
company was formed i n  1977, began operat ing i n  1978, and was a 
bene f i c ia ry  o f  a se r ies  o f  HG loans from 1981. I n  t he  per iod  s ince then, 
w i t h  the  support and assistance o f  AID, HDFC has been extremely 
successful i n  d e l i v e r i n g  housing loans t o  a wide range o f  income leve ls ,  
i ncl  udi ng be1 ow-medi an i ncome households. I t has had a consi s t en t  annual 
loan growth r a t e  o f  38%, by value, between 1981 and 1987. I t has 
pioneered many innovat ive savings and 1 oan instruments, and, by the 
development o f  some 18 branch o f f i c e s ,  provides serv ices t o  a l l  
geographic regions o f  the country. I t  i s  a lso p rov id ing  f i nanc ia l  and 
technical  assistance t o  several new housing f inance companies i n  the  
j o i n t  sector. HDFC has succeeded i n  prospering desp i te  a f i n a n c i a l l y  
r e s t r i c t i v e  domestic c l ima te  t h d t  has no t  favored the development of 
housing f inance companies. It has become the r o l e  model f o r  South Asia 
and f u r t h e r  a f i e l d .  Because o f  i t s  domestic success, it has been able t o  
in f luence  pub l i c  p o l i c y  a f f e c t i n g  housing f inance and, i n  the l a s t  few 
years, t o  have a t t r ac ted  a number o f  competi tor companies t o  the  sector. 

Some t h i r t y  f i rms  have been i d e n t i f i e d  as emerging housing f inance 
companies, a1 1 having been estab l ished since 1984. They broadly fa1 1 
i n t o  three groups. 

The f i r s t  i s  o f  p r i v a t e  sector, independent companies: publ i c  1 i m i  t ed  
and p r i v a t e  companies, quated on the stock exchange. 



The second group i s  o f  j o i n t  sector  companies, establ ished e i t h e r  as 
a subsidiary of one o f  the pub l i c  sector  banks o r  othorwi se w i t h  a . 
substant ia l  shareholding by a pub1 i c  sector  company. They are managed as 
f o r - p r o f i t  companies on conventional c o m e r c i a l  p r inc ip les .  The managers 
may o r  may n o t  be pub l i c  sector  employees. 

These two groups are discussed i n  d e t a i l  i n  Section I 1 1  .B. 

A t h i r d  group comprises companies whose primary business i s  no t  
housi ng f inance, and those which have been establ ished exc lus ive ly  t o  
f inance the i nventor i  es o f  s i  ngle developers, by mortgage o r  o ther  forms 
o f  loans. Several o f  these companies use questionable f i n a n c i a l  and 
marketing techniques, and t h e i r  s t a b i l i t y  may be dependent on l y  on the 
success o f  pyramid s e l l i n g  techniques. Other companies i n  t h i s  group are 
non-bsnki ng f i nance companies which do no t  spec ia l ize  i n  housing f inance 
bu t  which have sought t o  o f f e r  housing loans as p a r t  o f  a process o f  
d i v e r s i f i c a t i o n .  Several operate on t he  f r i nges  o f  l ega l  i ty ;  a t  l e a s t  
t w ~  have f a i  1 ed recent ly.  

The t h i r d  group would n o t  be e l i g i b l e  f o r  i nc l us i on  i n  t h i s  HG 
program. Except where i t  i s  expl i c i t l y  s ta ted  otherwise, the discussion 
i n  t h i s  paper o f  emerging housing f inance companies r e f e r s  only t o  
companies i n  the  f i r s t  two groups. 

The p r i n c i p a l  cons t ra i  n t  faced by the market-ori ented housi ng f inance 
companies i n expandi ng t h e i  r operations i s a shortage o f  1 oanabl e funds. 
A t  present, they r e l y  t o  a considerable ex ten t  on three means o f  
mob i l i z ing  resources: (1  ) the issue o f  equ i t y  cap i t a l  ; ( 2 )  savings and 
deposits from i nd i v i dua l s  and corporate e n t i t i e s ;  and (3 )  bank loans. 
Whereas s t r u c t u r a l  refarm i n  the shape o f  deregulat ion o f  the f i n a n c i a l  
system i s  needed t o  address the broade:t issues o f  resource a l l o c a t i o n  
and mobi l iza t ion,  there are a number o f  o ther  reasons f o r  the d i f f i c u l t y  
faced by the indus t ry  i n  increasing i t s  mob i l i za t i on  o f  domestic 
resources. 

The resource mobil i z a t i o n  a c t i v i t y  o f  the emerging companies 
contrasts w i t h  t h a t  o f  HDFC, p a r t i c u l a r l y  i n  i t s  ear l y  years. HDFC d i d  
not  r e l y  on the  personal sector  f o r  most o f  i t s  funding, b u t  successful ly  
accessed the corporate sector  and other  f i n a n c i a l  intermediar ies.  The 
emerging housing f inance companies do no t  have the same oppor tun i t i es  
and, by v i r t u e  o f  t h e i r  immaturity, are a t  a disadvantage t o  HDFC i n  
competing f o r  a circumscribed volume o f  i n s t i t u t i o n a l  funds. To a la rge  
extent, therefore, they w i l l  be ob l iged t o  d i v e r s i f y  the number and type 
o f  investors  and depositors from which they borrow, i n  a market whf ch has 
a1 ready been expl o i  ted  w i t h  some thoroughness by HD FC i t s e l f .  On the 
other hand, 1 i beral  i z a t i o n  and innovat ion i n  I n d i a ' s  f i n a n c i a l  markets 
are promi s i  ng t o  o f f e r  new oppor tun i t ies  o f  resource mobi 1 i zat ion.  



A major problem i s  t h a t  i nves t i ng  i n d i v i d u a l s  and i n s t i t u t i o n s  do no t  
always have f u l l  confidence i n  the f i n a n c i a l  i n t e g r i t y  o f  the smal ler  
housing finance companies. Robert Buckley e t  a1 ( A p r i l  1985) noted t ha t :  

"...HDFC operates much more l i k e  an investment banker t h a t  t rades on 
i t s  c red i  b i  1 i t y  i n the  f i nancial markets, than a t r a d i t i o n a l  housi ng 
f inance i n s t i t u t i o n  t h a t  j u s t  co l  l e c t s  small deposits from households 
and packages them i n t o  bigger mortgage loans. A very important  
feature  o f  i t s  operat ions i s  the ove ra l l  value of serv ices i t  o f f e r s ,  
as we l l  as the c r e d i b i l i t y  t h a t  i t  w i l l  indeed be able t o  prov ide 
fu tu re  services f o r  present deposits. This k i nd  o f  context  suggests 
t h a t  i n s t i t u t i o n a l  c r e d i b i l  i t y  i s  a very important  cons iderat ion i n  
resource mobi l iza t ion. "  

Both f o r  reasons o f  developing pub l i c  confidence and, more general ly ,  
t o  maintain sound f i n a n c i a l  management, i t  i s  c l e a r  t h a t  there i s  a need 
f o r  regu la t ion  o f  the housing f inance industry,  s i m i l a r  t o  the e x i s t i n g  
regu la tory  system o f  commercial banks by the  Reserve Bank o f  Ind ia .  The 
c rea t ion  o f  the Nat ional  Housing Bank w i l l  pe rmi t  the establ ishment o f  a 
regul  a tory  system fo r  housi ng f i natice. The h i  s t o r y  o f  f i  nancial 
r egu la t i on  i n  I n d i a  suggests, howeyer, t h a t  i t  w i l l  be necessary t o  
s t r i k e  a ca re fu l  balance between regu la t i on  which w i ?  1 create an 
environment f o r  growth, and regu la t i on  which could s t i f l e  operat ion o f  
market forces (Annex 4.2). 

An e f f e c t i v e  regu la tory  s t r u c t u e  should a1 so address c e r t a i  n non- 
f i n a n c i a l  const ra in ts .  For instance, companies should no longer be 
requ i red t o  ob ta in  R B I  permission every t ime they advert ise, a time- 
consuming procedure. 

Qua1 i ty o f  management a1 so a f fec ts  resource mob i l i za t ion .  A1 though 
various evaluat ions (by the PP team and others: see Wilson, 1988, f o r  
instance) have found t h a t  the small housing f inance companies 
are competently managed, there i s  a re1 a t i v e  dearth o f  sk i1  l e d  and 
motivated managers. This i s  evidenced by the leng th  o f  t ime taken t o  
r e c r u i t  Managing D i r e c t o r s  f o r  the Gujarat  Rural Housing Finance 
Corporation and f o r  the Housing Promotion dnd Finance Corporation. As 
noted i n  the P ro jec t  Paper Amendment f o r  HG-002, "Senior managers are 
d i f f i c u l t  t o  f i n d  because they should conbine a techn ica l  background i n  
lend ing w i t h  the so r t s  of p o l i t i c a l  savvy and connections t h a t  are 
essen t ia l  t o  entrepreneur i  a1 success i n  India..  . The economy genera l ly  
produces some managers w i t h  the needed po l  i t i c a l  sophi s t i c a t i  on. The 
d i f f i c u l t y  i n  the s t i l l  young housing f inance indus t ry  i s  f i n d i n g  
candidates who combi ne both.. . " 

I n  comparison w i th  o ther  i ntermedi ar ies ,  the  market-oriented housi ng 
f inance companies face several compet i t ive disadvantages i n  a t t r a c t i n g  
household savings. One o f  these d i  sadvantages - households savi ng f o r  
housing enjoyed lower tax  re1 i e f s  than those i nves t i ng  i n  UTI - was 



overturned by the 1988 budget. Others remain. For* instance, housing 
f inance companies are p roh ib i t ed  by the RBI from o f f e r i n g  c e r t a i n  kinds 
o f  depos i t  instruments, and can therefore  not  e f f e t t i v e l y  compete w i th  
c m e r c i a l  banks. 

There i s  considerable i n t e r e s t  shown i n  the oppor tun i t ies  f o r  
resource mob i l i za t i on  through the growth of a secondary mortgage market. 
L i q u i d i t y  i n  the primary mortgage market could be enhanced by l i n k i n g  
primary lenders w i th  the c a p i t a l  markets by packaging and sel l i n g  
mortgages, o r  by developing a market f o r  some form o f  mortgage-backed 
secur i t i es .  The consensus o f  opinion, however, i s  t h a t  the  primary 
market i s  as y e t  too small, imnature and saddled w i t h  ser ious cons t ra in ts  
f o r  I n d i a  y e t  t o  a c t i v e l y  pursue development o f  any secondary 
f a c i l i t i e s .  (But see Annex 5 f o r  recomendations f o r  1 aying the 
groundwork f o r  development o f  a secondary mortgage market.) 

I t  i s  thus not  c l e a r  t h a t  the smal ler  housing f inance companies are 
i n  a p o s i t i o n  t o  take f u l l  advantage o f  ex i  s t i n g  and emerging oppor- 
t u n i t i e s  f o r  cap i t a l  mobi l iza t ion.  Nor are they f u l l y  aware o f  the 
po ten t i a l  f o r  developing the range o f  serv ices offered. Th is  po in ts  t o  a 
need f o r  assistance and t r a i n i n g  t~ the housing f inance industry.  

There i s  consequently some urgency f o r  the p rov is ion  o f  f i n a n c i a l  and 
technical  assistance t o  the emerging HFCs. This i s  a format ive per iod  i n  
the development o f  I n d i a ' s  housing f inance system, and i t  i s  t ime ly  t h a t  
the GO1 's  i n i t i a t i v e s  be supported by assistance i n  c r i t i c a l  areas. The 
f i n a n c i a l  resources o f  the  HG program w i l l  enable the  p a r t i c i p a t i n g  
companies t o  maintain a sol  i d  growth r a t e  i n  t h e i r  ea r l y  years. Th is  i s  
essent ia l  i f  they are t o  be successful over the longer run i n  maintain ing 
confidence i n  themselves and i n  the  system and, thereby, t o  a t t r a c t  
add i t i ona l  domestic resources. Equal ly, confidence i n  i nd i v i dua l  HFCs 
w i l l  be enhanced by the f i nanc ia l  d i s c i p l i n e s  imposed by NHB, which i s  
p a r t i c u l a r l y  re levant  i n  t he  con tex t  o f  recent f a i l u r e  o f  f inance 
companies. (See a r t i c l e ,  "Smooth Scam", i n  Annex 7.3. ) As importantly, 
the f u t u r e  pa t t e rn  o f  HFC lend ing a c t i v i t i e s  may be molded by requ i r i ng  
and demonstrating t h a t  innovat ion,  outreach t o  lower income households 
and geographic outreach are cons is ten t  w i th  comnercial v i a b i l i t y .  

Other cons t ra in ts  are faced equal ly  by HDFC and the emerging f inance 
companies. Foremost among these i s  the  de fau l t  r i s k  by households. The 
l ega l  system i s  such t h a t  a de fau l t  on mortgage pqyments may take many 
years t o  resol  ve. I t  i s  a1 so a concern of housing f inance companies t h a t  
we1 fa re  considerat ions cou ld  over r ide  pure ly  j u d i c i a l  issues i f  a de fau l t  
case were brought t o  cour t ,  c rea t ing  an uncomfortable precedent. This i s  
one reason why the e x i s t i n g  laws o f  forec losure are r a r e l y  tested. 
Po1 i c y  makers are we1 1 aware o f  t h i s  problem, and are c u r r e n t l y  seeking 
ways o f  strengthening forec losure l e g i s l a t i o n .  



Another o f  the problems faced by the Ind ian housing f inance indus t ry  
i s  o f  i n t e r e s t  r a t e  r i s k .  Loan ma tu r i t i e s  general ly  range up t o  15 o r  20 
years, whi le  ' the longest  matu r i t y  on a t ime deposi t  i s  5 years. Long 
term borrowings are not  ava i l  able t o  housing f inance companies a t  ra tes  
they can prof i t a b l y  invest .  The r e s u l t  i s  long term assets financed by 
shorter  term l i a b i l i t i e s ,  l e a v i i i ~  a matu r i t y  gap which i s  s e n s i t i v e  t o  
changes i n  i n t e r e s t  rates. 

. . 
Other problems inc lude a web o f  pub l i c  const ra in ts  on development 

which create unnecessary c o s t  f o r  consumers. These inc lude r e n t  con t ro l  
acts, con t ro ls  over ownership and use o f  land under the Urban Land 
Cei 1 i ng Acts, and i nappropri a te  b u i l  d i  ng and planning con t ro l  s. 

B. PRIMARY LENDERS 

I nt roduc t i  on 

Over the 1 a s t  four  years, a number ' o f  market-oriented housing f inance 
companies have s ta r t ed  operations: some have been progeny o f  the  h i gh l y  
successful HDFC, others have attempted t o  compete w i th  it; some have the 
support o f  1 arge pub1 i c  sector  comnercial banks and f i n a n c i a l  
i n s t i  tu t ions ,  others are i n  e n t i r e l y  p r i  vate ownership; some have been 
we1 1 and prudent ly  managed, others have been f ly -by-n ight  e x p l o i t e r s  i n  
an unregulated market o r  f o r  o ther  reasons have f a i l e d  t o  survive; some 
perce ivr  t h e i r  market t o  comprise higher income households o thers  - 
i n c l  uding those descr i  bed below - understand the soci a1 and commercial 
importance o f  t a r g e t i  ng 1 ower i ncome households. 

A I D ,  wh i le  moni tor ing the course o f  HDFC ' s  implementation o f  the 
HG-002 program, has a1 so monitored the progress o f  other housi ng f i nance 
companies which have entered the marketplace. I n  add i t i on  t o  co l  l e c t i n g  
basic data on lend ing terms, ownership, etc., i t  has conducted a de ta i l ed  
study o f  the s t ruc ture ,  management and f i nanc ia l  hea l th  o f  some o f  the 
companies which seemed t o  be sound and o f f e r  good prospects f o r  growth 
(Wilson, 1988). Th is  study used the in format ion gathered t o  explore 
opt ions f o r  regul  a t i  ng the new indus t ry  i n  hopes o f  p rov id ing  some i npu t  
i n t o  the National Housing Bank's ro le ,  as y e t  no t  p rec ise ly  defined. 

The p r o j e c t  design team r e l i e d  on t h i s  repor t ,  on the repo r t s  o f  
USAID/New De lh i  ' s  housing advisor, and on a ser ies  o f  f i e l d  v i s i t s  t o  
f i v e  ,p r i va te  and j o i  n t  sector  companies i n designing the HG-003 program. 
The team emphasizes t h a t  ne i t he r  the  l i s t  o f  companies v i s i t e d  nor  the 
in format ion gathered are exhaustive: t ime and resource cons t ra i n t s  
prevented v i s i t i n g  a1 1 the new HFCs i n  Ind ia .  The companies were 
selected f o r  the team v i s i t  due t o  the  h i s t o r y  o f  on-going contacts  w i th  
then and due t o  t h e i r  records o f  sound management and business 
pract ices.  There are o ther  v iab le  H K s  known t o  A I D  and, doubtless, 
others o f  which the team i s  unaware. The p r o j e c t  concept a1 lows f o r  the 
ent ry  o f  new companies i nto  the  program. Nevertheless, the companies 



v i s i t e d  are bel ieved t o  be t y p i c a l  of those which w i l l  p a r t i c i p a t e  i n  the 
program. They have provided a considerable amount o f  in format ion on 
t h e i r  operations, which should reduce the i n i t i a l  assessment burden on 
NHB, a t  l e a s t  f o r  these companies, and which has given the team a 
valuable view o f  how the market i s  now funct ion ing.  

The fo l low ing  sect ions describe the r e s u l t s  o f  the various surveys o f  
the  f i v e  HfCs: 

P r i  vate sector  Dewan Housing Development Finance Ltd. ( "Dewan") 
I n d i a  Housing Finance A Development Ltd. (IHFD) 
Resi dency Housing Finance Ltd.  ( "Residency" ) 

J o i n t  sector Gujarat  Rural Housing Finance Corporation L td .  (GRUH) 
CanFin Homes Ltd.  (CanFin). 

2. ICo~pany H is to ry  
I 

A l l  the companies are r e l a t i v e l y  new. Dewan i s  the senior  ent rant ,  
comnencing' operations i n  1984. A l l  the others began i n  1987 and 1988. ' 

As a resu l t ,  the lending h i s t o r i e s  are too  l i m i t e d  t o  provide an accurate 
gauge o f  e i t h e r  cu r ren t  capaci ty o r  po ten t i a l  f o r  expansion, making 
p ro jec t ions  d i f f i c u l t .  Together, the  f i v e  HFCs have sanctioned 1 oans 
t o t a l  l i n g  over Rs.15 crores ($1 .l m i l  l i o n ) ,  about a t h i r d  o f  which i s  by 
the  two new j o i n t  sector  companies. Much o f  t h i s  business have been done 
i n  the very recent  past: a "constructed yea r ' s  business" (Annex 6.4) has 
a lnos t  Rs.20 crores o f  loan sanctions by the f i v e  companies. 

3. Equi ty Capi ta l  St ruc ture  

A1 1 o f  the i n s t i t u t i o n s  are adequately cap i t a l  ized, a1 though the 
p r i v a t e  companies have no t  y e t  been able t o  s i g n i f i c a n t l y  leverage t h e i r  
cap i t a l  w i th  deposi t s  o r  borrowings. None of the companies exper i  enced 
problems i n r a i  s i  ng cap i t a l  . 

The amount o f  equ i t y  cap i ta l ,  however, var ies  widely, from Rs.83 
lakhs ($600,000) f o r  the smal lest  t o  Rs.5 crores ($4 m i l l i o n )  f o r  the 
largest ,  the p r i v a t e  compani es tending t o  have a smal ler  amount o f  equ i ty  
than the j o i n t  sector  companies. CanFin and IHFD are planning t o  
increase t h e i r  pa id- in  cap i t a l  very subs tan t i a l l y  i n  the near f u tu re  t o  
accommodate expansion; they do not  an t i c i pa te  d i f f i c u l t y  i n  doing so. 
The a b i l i t y  o f  the o ther  companies t o  increase t h e i r  c a p i t a l i z a t i o n  i s  
unknown. 

The Reserve Bank o f  I n d i a  aoes not  have s p e c i f i c  cap i t a l  standards 
f o r  HFCs, b u t  R B I  o f f i c i a l s  say t h e i r  goal by 1990 i s  t h a t  equ i t y  should 
be a t  l eas t  2.5% of t o t a l  assets, compared w i t h  a goal o f  62 se t  by the 
Federal Home Loan Bank. Leasing companies now can leverage c a p i t a l  up t o  
10 times t h e i r  equi ty,  according t o  IHFD. 



A11 tne  companies s e l l  shares t o  the pub l i c .  The j o i n t  sec to r  
companies a1 so have c a p i t a l  from HDFC and such sources as Canara Bank, 
UTI and I C I C I  - see Table 1 o f  Annex 6. One o f  t h e  o the r  j o i n t  sec to r  
companies no t  i nc luded  i n  t h e  survey i s  a1 so owned i n  p a r t  by HDFC and a 
p u b l i c  sec to r  commercial bank. 

4. Lending Funds--Debt C a p i t a l  

The most c r i t i c a l  i ssue  f a c i n g  t h e  housing f inance companies, both 
p r i v a t e  and j o i n t  sector ,  i s  t h e  extreme d i f f i c u l t y  i n  o b t a i n i n g  debt 
c a p i t a l  i n  a s u f f i c i e n t  amount t o  a l l o w  them t o  meet c u r r e n t  demand and 
t o  expand t h e i r  markets. Adequate l e n d i n g  c a p i t a l  i s  essen t ia l  t o  
assur ing  p u b l i c  conf idence, hence developing o t h e r  deb t  c a p i t a l  sources 
(e.9. , depos i ts ) ,  ma in ta in ing  adequate cash f l ows  and reserves, and 
generat ing t h e  p r o f i t s  necessary f o r  l ong  term v i a b i l i t y .  

Wi thout  an on-going source o f  such funds, t h e  companies have been 
1 i m i  t e d  i n t h e i r  1 ending t o  t h e i r  p a i  d - i  n c a p i t a l  , mortgage repayments, 
loans f rom commercial banks and what depos i ts  they have been ab le  t o  
a t t r a c t .  Th is  s i t u a t i o n  i n e v i t a b l y  leads t o  cash f l o w  problems, low 
1 i qui  d i t y  and reduced p r o f i t s .  e 

5. Depos i t  Programs 

I n  r e c o g n i t i o n  o f  t h e i r  debt  c a p i t a l  de f i c iency ,  t he  companies have 
attempted t o  develop d i f f e r e n t  depos i t  schemes as a source o f  l end ing  
funds (Table 2 i n  Annex 6) .  U n l i k e  a l l  o the r  non-banking companies i n  
I n d i a ,  t h e r e  are no l e g a l  r e s t r i c t i o n s  on amounts o f  depos i ts  t h a t  H K s  
may take. However, r e s t r i c t i o n s  on t h e  t ype  o f  depos i ts  and t h e  f a c t  
t h a t  t h e r e  i s  no government secur ing  o f  t h e  accounts reduce t h e i r  
compet i t iveness w i t h  pub1 i c  sec to r  banks. I n t e r e s t  r a t e s  are s i m i l  a r l y  
n o t  c o n t r o l l e d ,  and they range f rom 9.0% t o  14.0% f o r  f i x e d  deposi ts ,  
depending on +,he l e n g t h  o f  t h e  term and on whether t h e  HFC has rece ived 
G3I approval f o r  a p p l i c a t i o n  o f  income t a x  exemption t o  depos i to rs '  
i n t e r e s t  earned. HDFC, by way o f  comparison, pays f rom 9.5% t o  12.0% f o r  
comparable schemes. Most companies a re  i nt roduc i  ng 1 oan-1 i nked deposi t  
schemes as a way o f  a t t r a c t i n g  funds. 

It i s  n o t  y e t  c l e a r  whether a t t r a c t i n g  household savings can prov ide 
an adequate f l o w  o f  lend ing.  c a p i t a l .  (A recen t  AID study - Struyk and 
Friedman, 1988 - f i n d s  t h a t  housing- l inked c o n t r a c t  savings schemes do . 
i nduce a d d i t i o n a l  savings, b u t  t h e  amounts i nvol ved are  re1 a t i  v e l y  
modest.) CanFin Homes, which has been t h e  most successfu l  i n  a t t r a c t i n g  
deposi t s ,  desp i te  o f f e r i  ng i n t e r e s t  r a t e s  1 ower than 1 t s  compet i tors,  has 
drawn funds main ly  from i n s t i t u t i o n a l  sources. 

6. Lending Terms 

Table 3 o f  Annex 6 summarizes t h e  l end ing  terms f o r  t h e  surveyed 
HFCs, and compares them w i t h  t h e  terms o f f e r e d  by HDFC. 



The companies make loans t o  i nd i v i dua l s  f o r  const ruct ion o f  houses o r  
f l a t s ,  extension o r  substant ia l  r e h a b i l i t a t i o n  o f  e x i s t i n g  houses; and 
some, no t  a l l ,  w i l l  f inance the purchase o f  an e x i s t i n g  dwel l ing.  They 
a1 so lend t o  companies f o r  the const ruct ion o f  housing un i ts .  

A l l  the companies recover the ma jo r i t y  o f  t h e i r  loans v i a  equal 
monthly payments. GRUH, however, which special izes i n  lending i n  r u r a l  
areas, o f f e r s  borrowers the opcion o f  making a s i ng le  annual pqyment i n  
l i e u  o f  monthly payments t o  b e t t e r  accomnodate a g r i c u l t u r a l  cash flows. 
CanFi n o f f e r s  a graduated payment loan, a " te lescopic repayment 
f ac i  1 i ty ", w i t h  repayments i ncreasi ng qu i  nquenni a1 l y  over a 20 year  
period. Residency, by contrast ,  has payments reducing i n  the  l a t e r  years 
o f  12 and 15 yea r  1 oans. 

Loan s izes range from Rs.7,500, which i s  only s u f f i c i e n t  t o  improve 
o r  expand an e x i s t i n g  dwel l ing,  t o  a "normal" maximum b f  I~s.200,000, and 
an absolute c e i l i n g  o f  Rs.300,000. Most o f  the f i v e  companies' lending, 
however, i s concentrated i n  the Rs.30,000 t o  Rs. 100,000 +ange. Assuming 
loan repayments t o  be 30% o f  household income, the maximum loan 
af fordab le  t o  households below the median i ncome var ies  w i t h  i n t e r e s t  
r a t e  and term but, by and large, i s  around Rs.50,000. The maximum term 
now o f fe red  by any o f  the companies i s  20 years, though a t  l e a s t  one 
company ind ica ted  an i n t e r e s t  i n .  30 year  mortgages, i f  i t  could secure 
s im i l  a r l y  long term loan funds. 

A l l  the HFCs v i s i t e d  charge 0.75-1.5 po in ts  app l i ca t ion  fee. The i r  
r a t e  s t ruc tu re  runs from 12.0% t o  16.5%, l a rge r  loans ca r r y i ng  higher 
rates. For a loan  o f  Rs.50,000, the r a t e  var ies by company from 13.0% t o  
16.0%. The companies have a 1.5 t o  2.4 percentage poi  n t  spread between 
t h e i r  cost  o f  funds and t h e i r  lend ing rates. This means t h a t  t o  continue 
1 endi ng t o  t he  t a r g e t  popul a t i o n  under t h e i r  cu r ren t  r a t e  s t ruc tures,  .the 
cost  o f  funds t o  the lowest-priced HFC should no t  exceed 11.5%. 

Maximum loan-to-val ue r a t f  os fa1 i i n t o  the range o f  70% - 80%. 
Figures were n o t  ava i lab le  on actual  downpayments received on the 
p o r t f o l i o s  t o  date. 

7. Underwri ti ng Pol i c i e s  and Procedures 

The companies' e x i s t i n g  underwr i t ing po l  i c i e s  are  i n the main 
conservative and minimize r i s k  i n  such a way t h a t  should produce an 
acceptable l e v e l  o f  delinquency, A1 1 o f  the companies except one have 
de fau l t  and delinquency ra tes wel l  below U.S. standards, bu t  most have 
been i n  business f o r  t o o  shor t  a t ime t o  conclude t h a t  these ra tes  w i l l  
be maintained. The one company w i t h  a r e l a t i v e l y  h igh delinquency r a t e  
a t t r i b u t e s  i t  t o  poor underwr i t ing i n  the ea r l y  lend ing per iod  and states 
t h a t  more recent  loan a c t i v i t y  has a much lower rate.  



The p rac t i ce  o f  some of the companies includes lending t o  i nd i v i dua l s  
"sponsored" by employers who deduct mortgage, payments from sal  a r i  es and 
send them d i r e c t l y  t o  the housing finance companies. Sometimes the 
employer w i l l  "guarantee" repayments, a t  l e a s t  wh i le  the borrower i s  
employed by t h a t  organization. This p rac t i ce  minimizes r i s k  t o  a 
s i g n i f i c a n t  ex ten t  and a1 so reduces co l  l e c t i o n  costs. This payment 
method s t i l l  provides f o r  i nd i v i dua l  homeownership, and t i t l e  res ides 
w i t h  the  i nd i v i dua l  and not  the employer. The o b l i g a t i o n  t o  repay the 
mortgage 1 oan ~ e m a i  ns w i t h  the i nd i v i dua l  , whether o r  no t  enpl oyed. 

GRUH, which works i n  r u r a l  areas, a1 so works through employment- 
r e l a t e d  groups such as the teachers ' unions and a g r i c u l t u r a l  
organizat ions t o  market mortgages i n  the  f i e l d ,  saving borrowers the  t ims 
and expense o f  t r ave l  t o  t h e i r  o f f i ces .  The organizat ions - p rov ide the 
oppor tun i ty  t o  meet w i th  many borrowers simultaneously, and a s s i s t  i n  the  
appl i c a t i o n  and se lec t ion  process, v e r i f i c a t i o n  of the appl i c a t i o n  data, 
and i n  co l lec t ions .  

Although no t  enough t ime has passed w i t h  respect  t o  the e n t i r e  
p o r t f o l i o  t o  es tab l i sh  f i r m  delinquency pro jec t ions,  nevertheless, 
e x i s t i n g  procedures and p rac t i ces  i nd i ca te  t h a t  the companies have 
conservat i  ve and ra t i ona l  underwri ti ng approaches t h a t  shoul d be adequate 
t o  minimize ri sk. The 1 oan- to-val  ue ra t ios ,  the  payment-to-i ncome 
r a t i o s ,  the requirement f o r  a t h i r d  pa r t y  guarantee, the process of 
sanctions ( loan  approval s) , disbursements and c o l  l ec t i ons  are designed t o  
assure loan repayments, y e t  permi t  p a r t i c i p a t i o n  by households be1 ow the 
median income. The companies' a f f o rdab i l  i ty r a t i o s  are based, i n  the  
main, on net  income a f t e r  deductions, i nc l ud ing  o ther  debt (Annex Table 
6.3). A l l  sa lary  and other  app l i ca t i on  in format ion i s  completely 
v e r i f i e d  and appl i ca t i ons  are, w i th  a few exceptions, adjudicated by 
commi ttees. 

Loans f o r  new const ruct ion are disbursed on ly  a f t e r  the buyers have 
f i r s t  used t h e i  r equ i t y  money t o  begi n construct ion;  disbursements 
are then made i n  ins ta l lments  based on cons t ruc t ion  progress. The 
engineers o f  the f inance company approve the const ruct ion plans p r i o r  t o  
the sanct ioning o f  the loan, and they moni tor  the progress o f  con t ruc t i on  
through completion. Thi s d i  sbursement process f o l l  ows the  general l y  
accepted p rac t i ce  o f  prudent 1 enders i n  the United States. 

Co l l ec t i on  p o l i c i e s  are genera l ly  unwri t ten,  and are no t  so t ime l y  as 
those i n  the U.S. For instance, although p o l i c i e s  vary, d i r e c t  con tac t  
w i t h  the  customer i s  made anywhere from one t o  three months a f t e r  a 
payment i s  due. 

The underwr i t ing pol  i c i e s  o f  the companies p r i m a r i l y  look t o  the 
credi tworth iness of the borrower and h i s  guarantors, and on ly  secondar i ly  
t o  the secur i t y  of the proper ty  as the bas is  f o r  mortgage approval. A l l  
the companies requ i red t i t l e  t o  the mortgaged proper ty  and documentation 
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of i noome, b u t  those companies operating in states i n  which there i s  a 
Tenancy Act stated t h a t  the legal pr.ocedures necessary to take t i t l e  t o  
and dispose of  t h 2  prbperty i n  the event of default are so lengthy as to 
render this remedy virtually wor th1  ess. In addition, there i s  a 
reluctance t o  undertake the foreclosure and eviction process i n  a country 
which has a strong tradition of protection for householders and tenants. 
(There i s  the further consequence that mortgages n o t  secured by the 
underlying prcperty are not marketable n a secondary market.) 

8. Geographic Distribution 

Though small, the companies are rapidly establishing a presence over 
a wide geographical area. GRUH covers the northwestern state of 
Gu ja ra t .  Residency, CanFin, and IHR) cover southern India. and Del h i ,  
with the 1 atter headquartered in Madras and the former two i n  Bangalore. 
Dewan serves the Combay and Delhi suburbs. Almost a l l  the companies 
visited had established or were i n  the process of setting up branches in 
many parts of India. 

Other housing finance companies are preparing to serve Calcutta, 
eastern and northeastern India (Hoysi ng Promotion and Fi nance 
Corporation) and the northern states ( P u n j a b  National Bank Housi ng 
Finance). Private housing finance companies - which may or may not be 
eligible for participation i n  this program - are also being formed t o  
serve central and northern Indf a. 

GRUH was established by H D F C  t o  serve the rural areas HDFC does n o t  
market to .  I t  defines "rural" somewhat broadly, as towns and villages 
below 50,000 i n  p o p u l a t i o n .  IHFD plans t o  set  up a new rural company 
which will a1 so serve towns and villages below 50,000, beginning i n  June 
1988. Since most of the companies market their loans t o  the low t o  
middle range of housing prices ( i n  part because of constrained lending 
capital ) , they are somewhat 1 imi ted i n their a b i  1 i ty  t o  serve expensive 
urban centers like Bombay and Delhi. A t  this stage of their development, 
i t  seems prudent t o  focus on secondary urban areas and suburbs which 
offer a deeper market demand that these companies can address. 

9. Management and S ta f f ing  

Whi 1 e staffing size, experience, depth of management and personnel 
background differ for the five HFCs, the various teams which have visited 
and interviewed them in the course of project development have found the 
companies t o  be well managed and adequately staffed, t h o u g h  some 
personnel may need addi  ti onal trai ni ng or experience i n housi ng finance. 
Most are pursuf ng expansion plans, in spite of the immediate shortage of 
lending capital, in the expectation of being able to mobilize additional 
funds, either from the HG program, other resources of  the newly created 
National Housing Bank ,  deposit accounts or other i nstitutional investors. 



Staff sizes of the companies range from a low of 15 to a high of 
100. Both private and joint sector companies have relied on their larger 
institutional backers for staff support, particularly at the managerial 
levels. Managers often have strong financial experience, even if it is 
not in housing finance per se. In addition to top management, technical -- 
disciplines represented on the HFCs' staffs generally include legal, 
engineering, accounting, architectural, underwriting and appraisal skills. 

Training is generally ad hoc. Flost companies have an orientation 
program, jdnd the joint sec€5rTmpanies ut i 1 ize their relations hip to 
HDFC to be~efit from training there. As the staffs grow and t';e 
companies Increase in complexity and specialization, both on-the-job and 
classroom training will be necessary. The Morld Bank loan to HDFC 
(Section 1II.D) specifically supports HDFC training and technical 
assistance to new housing finance companies. 

The companies are moving towards computerization of their 
applicakiqn, monitoring and collection systems. Two of the companies 
have at least partial systems in place, and one is in the process of 
automation. Use of microcomputers should be a subject for program- 
related technical assistance and training, as it will allow for an- 
expanded volume of loan activity in a sound and cost-effective manner. 
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All of the companies have independent, external, audit as required by 
law. Some of the companies also employ an internal auditor; others, due 
to their size, rely on the external audit supplemented by management 
reviews. 

10. Construct ion Subsidiaries 

Three conlpanies have construction subsidaries, and one plans to 
create one in the near future. The HFCs plan to fund individual loans 
for the purchase of houses or flats constructed by their subsidiaries. 
The finance companies argue that this approach wi 1 1  enable then to 
control the quality and cost of construction. (Not incidentally, the use 
of construction subsidiaries enables the firms to take advantage of their 
State government's write-down of the costs of land for the housing 
developments without jeopardizing the advantages of their status as 
exclusively housing finance institutions.) 

Similar subsidiaries are common in the United States savings and loan 
industry. So long as (1) good underwriting standards are strictly 
adhered to, and ( 2 )  the subsidiaries' loans are not the only l ~ a n s  funded 
by the parent finance company, then the subsidiaries can reduce risk and 
cost and can therefore be useful in achieving their goals of 
affordability and financial soundness. 



11. Low Income Lending 

Present loan  a c t i v i t y  c l e a r l y  denonstrates t h a t  the companies can 
e f f e c t i v e l y  meet the ob jec t i ve  o f  prav i  d i  ng market-rate 1 oans a f fo rdab le  
t o  household below the urban median income o f  Rs.2,000. Many o f  the 
companir.: :/AS fa r  seem t o  be making loans t o  an equivalent  o r  somewhat 
lower income group than i s  served by HDFC. 

The HFCs are reaching the  t a r g e t  group i n  a va r ie ty  o f  ways: e.g., 
as noted above, some are lend ing i n  smal ler  urban areas and r u r a l  areas 
where housing costs are low and have aggressive outreach programs; most 
o f f e r  terms o f  a t  1 east 10 and o f t en  20 years, and one i s  in t roduc ing  
low-s ta r t  mortgages, reduci ng the monthly payment burden; and spreads are 
reasonable, f cd i ca t i ng  t h e i r  operations are e f f i c i e n t .  - . 

12. Demand f o r  Funds 

An analysis,  described i n  Figure 2 and de ta i l ed  i n  Annex 6.4, 
ca lcu la ted the demand f o r  Housing Guaranty program funds over t h e  next  
f o u r  years. The ca l cu la t i on  took i n t o  account: ( 1  ) the surveyed 
companies' own estimates o f  what they could lend  t o  below-median income 
households; ( 2 )  an est imate of how much growth could be reasonably 
expected t o  be accommodated by a l l  e l i g i b l e  companies over the l i f e  o f  
the program; and (3)  an est imate o f  take-up o f  HG funds. 

The analys is  f i  nds, caut iously,  that ,  i f  there were no cons t ra i n t s  on 
the a v a i l a b i l i t y  o f  funds, low income lend ing by e l i g i b l e  companies could 
be i n  the order  o f  $83 m i l l i o n  over f o u r  years ($22 m i l  l i o n  f o r  the  
p r i v a t e  sector  and $61 m i l  l i o n  f o r  the j o i n t  sector  companies). Not a1 1 
o f  these companies, however, would be able and w i l l i n g  t o  borrow 
market-rate funds (assumed, f o r  purposes o f  t h i s  analysis, t o  c o s t  
12.5%). Taking t h i s  i n t o  account, the demand f o r  long-term market 
borrowing was est imated a t  $79 m i l l i o n  over four years. A cos t  o f  rupee 
funds higher than 12.5% would considerably reduce t h i s  l eve l  o f  demand. 
O f  t h i s  $79 m i l  1 ion, $22 would be demanded by the p r i v a t e  HFCs. Making 
allowance f o r  i n f l a t i o n  - which has not  been done i n  the ana lys is  - would 
r a i s e  p r i v a t e  sector  demand above $25 m i l l i o n ;  t o t a l  program demand would 
therefore  exceed $50 m i l  l i on .  

13. Commentary 

The j o i n t  sector  companies tend t o  have deeper i n s t f t u t i o n a l  support 
than the p r i v a t e  companies. Not only do they have HDFC backing, bu t  
la rge  pub l i c  sector commercSa' banks are p rov id ing  management support as 

. . we1 1 as equ i t y  cap i t a l .  These pub1 i c  sector 1 i nks  have enabled them t o  
a t t r a c t  other pub l i c  i n s t i t u t i o n a l  loans, which are not  r e a d i l y  , 
accessl b l  e t o  the p r i v a t e  sector  compani es. 
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Both j o i n t  and p r i v a t e  sec to r  companies 
f i nanc ing  f o r  a t  l e a s t  some low income hous 
companies appear t o  be b e t t e r  pos i t i oned  t o  
v i r t u e  o f  t h e i r  g rea te r  resources and i n s t i  

perceive the  need t o  prov ide  
ing,  b u t  t h e  j o i n t  sec to r  
reach such households by 

t u t i o n a l  s t a b i l i t y .  

Now t h a t  t h e  Nat iona l  Housing Bank i s  becoming opera t iona l ,  i t  i s  n o t  
unreasonable t o  expect  t h a t  t h e  j o i n t  sec to r  companies w i l l  be 
i n f l u e n t i a l  c l i e n t s ,  due t o  both t h e i r  p u b l i c  sec tor  t i e s  and t o  t h e  
volume o f  t h e i r  l end ing  a c t i v i t y .  Whether o r  n o t  d i r e c t l y  l i n k e d  t o  
HD FT., these companies should n o t  be underestimated as channel s  by which 
housing f inance p o l  i c y  may be affected. A1 though i n  semi-publ i c  
ownership, t h e i  r market  o r i e n t a t i o n  i nc ludes  them i n  the  " p r i v a t e "  sector- 
t o  which t h e  GOI's new ly -a r t i cu la ted  housing pol  i c y  looks  f o r  s o l u t i o n s  
t o  t h e  housing c r i s i s  i n  Ind ia .  

I 
, I C. ADMINISTRATIVE AND TECHNICAL ANALYSIS OF NHB 

1. Overview o f  t h e  NHB 
* 

Sect ion I 1  .B.1 descr ibed t h e  e v o l u t i o n  o f  the concept o f  t h e  NHB. It 
was f i r s t  envisaged i n  t h e  Seventh F i ve  Year Plan, was c reated by t h e  
Nat iona l  Housing Bank A c t  i n  December 1987 and, by the  appointment o f  i t s  
Chairman, became opera t i ona l  i n  J u l y  1988. The l e g i s l a t i o n  i s  
s u f f i c i e n t l y  broad t o  p e r m i t  t h e  Bank t o  p lay  a number o f  ro les ,  and i t  
w i l l  be f o r  t h e  new Board and management t o  determine more p r e c i s e l y  what 
i t s  ob jec t i ves  and p r i o r i t i e s  w i l l  be. I t  i s ,  however, c l e a r l y  
understood t h a t  i t  w i l l  be an "apex bank", w i th  the  r e s p o n s i b i l i t y  f o r  
f i nanc ing  housing, promoting housi ny f inance, and r e g u l a t i n g  t h e  housing 
f inance indus t ry .  

The NHB i s  a  who1 ly-owned subs id ia ry  o f  the  Reserve Bank o f  I n d i a  
(RBI). It i s  e f f e c t i v e l y  an autonomous Development Finance Company, 
l e g a l  1y sub jec t  on l y  t o  RBI d i r e c t i v e s .  The R B I  i t s e l f  has h i s t o r i c a l l y  
undertaken a  number o f  i n i t i a t i v e s  t o  develop the  coun t ry ' s  f i n a n c i a l  
system. Among o t h e r  i n s t i t u t i o n s  which were s t a r t e d  by the  R B I  a re  t h e  
U n i t  T r u s t  o f  I n d i a  and t h e  I n d u s t r i a l  Development Bank o f  I n d ' a  ( IDBI 1. 
I n  t h i s  t r a d i t i o n ,  RBI i s  comni t ted t o  the  i n s t i t u t i o n a l  development o f  
NHB, though t h e  p r o v i  s i o n  o f  t echn ica l  assi  stance, secondment o f  s t a f f ,  
use o f  comnon se rv i ce  f a c i l  i t i e s  and, where appropr iate,  f i n a n c i a l  
support. 

2. Object ives and P r i o r i t i e s  

The func t i ons  o f  t h e  NHB are l i s t e d  i n  the Nat iona l  Housing Bank Act,  
and are reproduced i n  Annex 4.1. The Bank management conf i rms t h a t ,  
a l though i t  i s  pe rm i t ted  t o  " t r a n s a c t  a l l  o r  any" o f  these func t ions ,  i t  
in tends t o  represent  them a1 1. S t a f f  a re  c u r r e n t l y  d r a f t i n g  P o s i t i o n  
Papers on d i f f e r e n t  aspects o f  p o l i c y ,  f o r  u l t i m a t e  guidance f rom the  
Board as t o  r e l a t i v e  p r i o r i t i e s .  Guidance i s  a1 so t o  be taken f rom an 
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Expert  Comni t t e e  on housi ng f inance p r i o r i  t i e s  which has been meeti  ng 
under t h e  chairmanship o f  Dr. C. Rangarajan, Deputy Governor o f  t h e  RBI. 

Sen ior  management o f  t he  NHB understands t h a t  i t s  o b j e c t i v e s  shduld 
necessar i l y  be consi s t e n t  w i t h  o t h e r  aspects o f  na t i ona l  po l  i c y ,  
i nc l  u d i  ng t h e  r e c e n t l y  a r t i c u l a t e d  Nat iona l  Housi ng Pol i c y  (see Sect ion  
I 1  .B.l). They have a1 so s t a t e d  t h e i r  c o m i t m e n t  t o  g i v i n g  p r i o r i t y  i n  
a1 1 aspects o f  t h e i r  opera t ions  t o  households below t h e  median income. 

Two o b j e c t i v e s  a r e  t o  t h e  f o r e  i n  the  Bank's immediate p lanning:  
m o b i l i z a t i o n  o f  a d d i t i o n a l  domestic resources f o r  housing f inance;  and 
the  promot ion of "base l e v e l  f i n a n c i a l  i n s t i t u t i o n s " ,  as envisaged by t h e  
r e p o r t  o f  t h e  High Level  Working Group on t h e  Nat iona l  Housing Bank 
(February 1987). 

One s p e c i f i c  scheme formulated t o  meet these o b j e c t i v e s  i s  t o  be - 
announced i n mid-September. Th is  i s  f o r  commercial banks throughout  t h e  
country t o  mob i l i ze  households savings f o r  mortgage lend ing  through a 
c o n t r a c t  savings scheme. I t  i s  proposed t h a t  depos i t s  made by 
i n d i v i d u a l s  under t h i s  scheme would be exempted f rom the  RBI's normal 
C r e d i t  Reserve R a t i o  and S t a t u t o r y  L i q u i d i t y  Ratio, and so would be 
e l i g i b l e  t o  earn  an a t t r a c t i v e  r a t e  o f  r e t u r n  f o r  t h e  banks. The banks, 
simultaneously, would be pe rm i t ted  t o  o f f e r  depos i to rs  r a t e s  o f  i n t e r e s t  
above t h e  normal maxima p resc r ibed  by the  R B I .  Mortgage lending,  w i t h  
funds thus generated, would take  p lace  i n  se lec ted banks i n  each d i s t r i c t  
i n  Ind ia ,  o n l y  a f t e r  e x p i r y  o f  t h e  i n i t i a l  c o n t r a c t  savings per iod.  

While i t was agreed t h a t  t h e  i n t e n t  o f  t h e  HG program descr ibed i n  
t h i s  paper i s  t o  support  t he  development o f  p r i v a t e  and j o i n t  sec to r  
HFCs, AID recognizes t h a t  t h e  NHB a l s o  considers i t  a h igh  p r i o r i t y  t o  
develop the  i nvol vement o f  c o m e r c i  a1 banks and c o p e r a t i  ves i n housi  ng 
f inance. Dur ing  t h e  course o f  program implementat ion, AID and t h e  NHB 
w i  11 exp lo re  t h e  poss i  b i  1 i ty o f  expanding t h e  program t o  i nco rpo ra te  
a c t i v i t i e s  w i t h  p r i v a t e  commercial banks and cooperat ives. 

3. NHB Lending P o l i c i e s  and Procedures 

The NHB i s  s t i l l  i n  t h e  process o f  f o r m u l a t i n g  i t s  l end ing  pa l  i c i e s  
and procedures as o f  mid-september 1988. However, sen io r  management 
descr ibed t h e  broad o u t l i n e s  o f  how NHB w i l l  approach i t s  c r e d i t  
operat ions. 

The NHB w i l l  operate much 1 i k e  o t h e r  development f inance companies i n  
Ind ia .  I t  w i l l  be an i n s t i t u t i o n a l  lender, i.e. i t  w i l l  p rov ide  c r e d i t  
t o  o the r  i n s t i t u t i o n s  i n  the  p u b l i c ,  j o i n t ,  and p r i v a t e  sectors,  which 
w i l l  undertake mortgage lend ing  t o  households. NHB loans w i l l  be based 
on c r e d i t  a n a l y s i s  o f  t h e  borrowers and t h e i r  agreement t o  f u l f i l  1  
cdndi t i o n s  and covenants on f i n a n c i a l  management and l e n d i  ng po l  i c y .  NHB 
management agreed t o  i n v e s t i g a t e  the  possi  b i l  i t y  o f  g e t t i n g  exper t  advice 
from IDBI o r  t h e  C r e d i t  Rat ing  In fo rmat ion  Serv ices o f  I n d i a  (CRISIL ) i n  
developing t h e i r  c r e d i t  ana lys i  s  and 1 ending operat ions. 



The NHB w i l l  concentrate on prov id ing long-term c r e d i t ,  a1 though the 
i n t e r e s t  r a tes  and terms o f  t h e i r  1  ending have not  y e t  been defined. The 
NHB may operate several d i f f e r e n t  k inds o f  lend ing programs f o r  d i f f e r e n t  
types o f  borrowing i n s t i t u t i o n s  and d i f f e r e n t  household t a rge t  groups. 
Work i s  a1 ready under way t o  develop a  "Deposit Linked Loan Scheme" t h a t  
would be implemented w i t h  pub l i c  sector  comnercial banks. 

NHB management i s  f u l l y  comnitted t o  increas ing the access o f  , .  
f am i l i es  w i t h  below median income t o  housing loans. I n  t h a t  regard, the 
use o f  HG resources t o  f inance mortgages w i th  borrowers below the median 
income i s  cons is tent  w i t h  NHB po l  icy.  They a1 so agreed t h a t  HG-related 
loans t o  p r i v a t e  and j o i n t  sector  HFCs should spec i fy  i n t e r e s t  ra tes  t h a t  
r e f l e c t  market condit ions, are p o s i t i v e  i n  r ea l  terms, and provide a  
reasonable spread over the c o s t  o f  NHB funds employed. - - 

4. NHB Accounting and Audi t ing I '  
' I 

I The NHB's l ega l  advisor has d ra f t ed  the "General Regulations" o f  the , 
Bank, which inc lude  the spec i f i ca t i on  o f  a  basic accounting s t ruc ture .  
These regu la t ions need t o  be approved by the Board o f  D i rec to rs  and w i l l  
be presented a t  t h e i r  f i r s t  meeting. I n  the  meantime, a  c h i e f  accountant 
i s  being r e c r u i t e d  a1 ong w i t h  several o f f i c e r s  f o r  the accounting 
section. These o f f i c e r s  should be i n  p lace by the end o f  October 1988 t o  
begin es tab l i sh ing  the NHB's accounting system. U n t i l  then, the RBI i s  
prov id ing accounting serv ices t o  the NHB. 

NHB management intends t o  maintain a  separate account f o r  HG-related 
funds. This w i l l  permi t  adequate accounting f o r  the use o f  those funds. 

The accounts o f  the NHB w i l l  be aud i ted annually by aud i tors  re ta ined 
by R B I .  I n  add i t ion,  the GO1 may, a t  any time, appoint the Con t ro l l e r  
and Audi tor  General o f  I n d i a  t o  review the NHB accounts. The NHB has not  
y e t  decided i f  i t  w i l l  a1 so maintain an i n t e r n a l  a u d i t  funct ion.  

5. Moni t o r i  ng o f  Housi ng F i  nance Compani es 

HFCs are present ly  regul  ated by the Department o f  Financial  Companies 
(DFC) o f  the Reserve Bank o f  India.  The Regis t rar  o f  Companies n o t i f i e s  
the DFC o f  the existence o f  a  company engaging i n  housing finance, f o r  
the purpose o f  determining whether i t  should be c l a s s i f i e d  as a  Housing 
Finance Company. The DFC does not  have approval au tho r i t y  i f  the company 
meets the s ta tu to r y  c r i t e r i a ,  which are v e r i f i e d  du r i  ng i nspections. I n 
ef fec t ,  there i s  f r ee  en t ry  i n t o  the system. The DFC does, however, have 
au thor i t y  over the deposi t  acceptance a c t i v i t i e s  o f  HFCs i n  order t o  
provide a  degree o f  p ro tec t ion  t o  depos i tors '  funds and as an adjunct  t o  
monetary and c r e d i t  pol  icy .  I n  exerc is ing  t h i s  author i ty ,  the DFC 
ca r r ies  ou t  annual inspect ions o f  the HFCs, t o  review asset qua l i t y ,  
earnings, 1  i q u i d i  t y ,  cap i t a l  and management. 



The NHB w i l l  take over  these regu la to ry  func t i ons  from the  DFC as 
soon as i t s  Regu la t ion  & I nspec t ion  D i v i s i o n  i s  adequately s t a f f e d .  

I n  d i  scussi ons, t h e  NHB management has recognized the  desi  r a b i  1  i ty 
f o r  t h e  Bank t o  exerc ise  t i g h t e r  r e g u l a t o r y  c o n t r o l  over HFCs, 
p a r t i c u l a r l y  t o  ensure f i n a n c i a l  i n t e g r i t y  and p u b l i c  conf idence i n  t h e  
system. (Opt ions f o r  r e g u l a t o r y  c o n t r o l  were descr ibed i n  a  recen t  A I D  
paper - see Annex 4.2). NHB w i l l  be i n v e s t i g a t i n g  these op t ions  a f t e r  
assuming t h e  s t a t u t o r y  o b l i g a t i o n s  summarized above. 

6. Assistance t o  Housi ng F i  nance Companies 

By e x e r c i s i n g  i t s  o b l i g a t i o n  o f  annual i n s p e c t i o n  o f  HFCs, and o t h e r  
superv isory func t i ons ,  t h e  NHB w i l l  have t h e  oppor tun i t y  of-  d iscuss ing 
issues w i t h  HFC managements and boards o f  d i r e c t o r s .  This i s  t h e  c u r r e n t  
p r a c t i c e  o f  t h e  DFC, which NHB has i n d i c a t e d  t h a t  i t  in tends t o  cont inue.  

The NHB management a l s o  be l i eves  t h a t  t he re  i s  a  need f o r  HFCs t o  . 
rece ive  var ious  forms o f  t r a i n i n g ,  and has i n d i c a t e d  i n t e r e s t  i n  
f a c i l  i t a t i n g  techn ica l  ass is tance miss ions t o  HFCs. The NHB in tends  t o  
assess t h e  needs o f  t h e  HFCs and to, exp lore  t h e  c a p a b i l i t i e s  and 
i n t e r e s t s  o f  var ious  t r a i n i n g  i n s t i t u t i o n s .  Th is  f u n c t i o n  i s  expected t o  
be the  r e s p o n s i b i l i t y  of t h e  Pol  i c y  & Planning D i v i s i o n  o f  t he  Bank, 
a l though t h e r e  a r e  p r e s e n t l y  no f i r m  p lans  f o r  p r o v i s i o n  o f  s p e c i f i c  
assis tance t o  HEs .  

A I D ' S  p r e l  im inary  assessment of t h e  t r a i n i  ng and techn ica l  ass i  stance 
needs o f  HFCs i s  i nc luded  i n  Annex 7.5. 

7. Organ iza t ion  and S t a f f i n g  

The NHB has two o f f i c e s .  The headquarters i s  i n  New D e l h i  and t h e  
second o f f  i c e  i s  i n  Bombay. Although t h e  o rgan iza t i ona l  s t r u c t u r e  o f  t h e  
NHB has n o t  y e t  been f i n a l i z e d ,  sen io r  management o u i l i n e d  the  s t r u c t u r e  
presented i n  F igure  3. 

The NHB i s  c u r r e n t l y  d i r e c t e d  by the  Chairman who i s  a1 so the  
Managing D i r e c t o r .  The Na t iona l  Housing Bank Ac t  c a l l  s  f o r  a  Board of 
D i r e c t o r s  t o t a l 1  i n g  15 p o s i t i o n s  (see Annex 4.3). The remainder o f  t h e  
Board i s  expected t o  be appointed i n  t h e  near fu ture .  Although t h e  NHB 
w i  11 have d i r e c t o r s  appointed by RBI, as we1 1  as by c e n t r a l  and s t a t e  
governments, t h e  Bank can be expected t o  r e t a i n  t h e  same k i n d  o f  autonomy 
accorded o t h e r  GO1 development f i nance  companies. 

Senior  management i n t e n d s  t o  n a i  n t a i n  a  l e a n  organ iza t ion ,  o f  
approximately 40-50 p ro fess iona l  s t a f f .  As of September 1988 the  NHB i s  
on ly  two ~ 0 n t h S  01 d  and has twel ve s t a f f  members, i n c l  ud i  ng t h e  
Chairman. An a d d i t i o n a l  s i x  s t a f f  members are under rec ru i tmen t  t o  be i n  
p lace w i t h i n  t h e  nex t  few months. High p r i o r i t y  i s  p laced on o b t a i n i n g  a  
c h i e f  accountant and h i s  i n i t i a l  s ta f f .  The o u r r e n t  personnel are drawn 





h e a v i l y  from the  RBI and appear t o  be of h igh  q u a l i t y .  Not s u r p r i s i n g l y ,  
there  i s  a  1  ack of housing f i nance  experience s ince  t h i s  i s  a  r a r e  
commodity i n  I nd ia .  Th is  weakness i s  recognized by NHB sen io r  management 
and they a r e  prepared t o  exp lo re  va r ious  s t a f f  t r a i n i n g  op t i ons  w i t h  A I D  
assistance. 

Overa l l ,  t h e  o rgan iza t i ona l  p lans  o f  t h e  NHB appear sound and w e l l  
s u i t e d  t o  f u l f i l  l i n g  t h e  bank 's  assigned r e s p o n s i b i l i t i e s .  Adequate 
progress has been made i n  s t a f f i n g ,  cons ide r ing  t h e  newness of t h e  
organ iza t ion .  Fur ther  progress i n  o rgan iz ing ,  s t a f f i  ng, and t r a i  n i  ng 
w i l l  be necessary be fore  t h e  NHB i s  ready t o  implement t h e  HG l o a n  
program, b u t  NHB sen io r  management i s  f u l l y  committed t o  t h i s  p r i o r i t y .  
NHB i s  a l s o  w i l l i n g  t o  exp lo re  coopera t ive  arrangements w i t h  IDBI  which 
has o f f e r e d  t o  a s s i s t  t he  NHB i n  s t a r t i n g  up i t s  operat ions.  

I 

8. F inanc ib l  Considerat ions 

The NHB i s ' f u n d e d  w i t h  c a p i t a l  o f  Rs.100 c ro res  ($70 m i l l i o n ) ,  
f u l l y  paid-up by the  RBI. The Na t iona l  Housing Bank Ac t  con ta ins  t h e  
p r o v i s i o n  f o r  t h i s  c a p i t a l  t o  be increased t o  Rs.500 crores,  which would 
a1 so be subscr ibed by the  RBI. * 

The source o f  a d d i t i o n a l  funds was undetermined a t  September 1988, 
a l though t h e  NHB was c o n f i d e n t  o f  be ing  a b l e  t o  access two s p e c i f i c  
domestic sources, as fo l l ows .  

Par l iament  has au thor ized t h a t  t h e  NHB should rece i ve  Rs.100 c ro res  
e x c l u s i v e l y  t o  b e n e f i t  r u r a l  housing, b u t  has n o t  s p e c i f i e d  the  source o f  
funds. I n  t h e  event, t h e  RBI has agreed t o  make Rs.50 c ro res  a v a i l a b l e  
f o r  t h i s  purpose, from i t s  Na t i ona l  Housing C r e d i t  (Long Term Operat ions)  
Fund. T h i s  would be a  l oan  t o  the  NHB, t h e  terms o f  which a re  p r e s e n t l y  
s t i l l  under cons idera t ion .  Precedent suggests, though, t h a t  t h e  i n t e r e s t  
r a t e  i s  l i k e l y  t o  be between 6% and 8.75%, t h e  l o a n  t o  be r e p a i d  over  
15-20 years. 

The second source o f  funds i s  expected t o  be a  bond issue.  NHB 
a n t i c i p a t e s  r e c e i v i n g  permiss ion  f rom RBI t o  borrow perhaps Rs.20-25 
c rores ,  some t ime  i n  i t s  f i r s t  f i n a n c i a l  y e a r  (up t o  June 30, 1989). The 
bond i s s u e  would be long-dated, . w i t h  a  9% tax - f ree  r e t u r n .  The volume, 
terms and t i m i  i n g  o f  t he  i s s u e  would be s u b j e c t  t o  agreement w i t h  t h e  RBI.. 

The NHB A c t  pe rm i t s  t he  Bank t o  make a  v a r i e t y  o f  domestic 
borrowings, and t o  borrow i n  f o r e i g n  currency " i n  such manner and on such 
cond i t i ons  as may be p resc r ibed  i n  consul t a t i o n  w i t h  the  Reserve Bank and 
w i t h  t h e  p rev ious  approval o f  t h e  Cen t ra l  Government". Both domestic 
bond issues  and f o r e i g n  currency borrowings may be guaranteed by G O I .  
The o r i g i n a l  NHB B i l l  con ta ined a  p r o v i s i o n  whereby t h e  GO1 would 
au tomat i ca l l y  assume t h e  f o r e i g n  exchange r i s k  on f o r e i g n  cur rency  
borrowings; t h i s  p r o v i s i o n  was de le ted  f rom the  approved Act, b u t  t h e  GO1 
has undertaken t h a t  t h e  f o r e i g n  exchange r i s k  o f  any HG borrowing w i l l  
n o t  be borne by the  NHB. 



8 As a wholly-owned subsidiary o f  the R B I ,  NHB e f f e c t i v e l y  has the  
uncondit ional f i nanc ia l  backing o f  I n d i a ' s  cen t ra l  bank. The R B I  i t s e l f  
i s  responsible f o r  monetary and c r e d i t  pol icy ,  f o r  management o f  the  
1 i qu id i  t y  reserves o f  c r e d i t  i n s t i t u t i o n s  and supervis ion o f  t h e i r  
operations, and i t  regulates a l l  t ransact ions i n  f o re i gn  exchange. The 
R B I  I s  balance sheet, and i t s  p r o f i t  and 1 oss account, f o r  the year  ending 
June 30, 1987, are  attached as Annex 4.4. 

The f i n a n c i a l  p o s i t i o n  o f  NHB cannot be formal ly  assessed a t  the  
present time, since i t  i s  on ly  now becoming operational.  However, g iven 
the competence o f  i t s  s t a f f ,  the  i n s t i t u t i o n a l  support r e a d i l y  ava i l ab le  
from the R B I ,  and the f i n a n c i a l  r e l a t i onsh ip  between NHB and the RBI, 
there should be no doubt about the adequacy o f  the NHB's f i n a n c i a l  
pos i t ion.  

9. Management o f  the HG Program 

NHB senior  management has c a r e f u l l y  reviewed an e a r l i e r  d r a f t  o f  t h i s  
p r o j e c t  paper. They understand the r e s p o n s i b i l i t i e s  which the NHB w i l l  
have t o  assume dur ing implementation o f  the HG program. As noted 
e l  sewhere i n  t h i s  review o f  NHB, senior  management has assured A I D  t h a t  
t h e i r  i n t e n t  i s  t o  take the measures necessary t o  perform t h e i r  r o l e  as 
intermediary i n  the HG program. 

Although the  NHS i s  no t  i n  a p o s i t i o n  t o  s t a r t  implementing the HG 
program a t  t h i s  moment, i t  appears feas ib le  f o r  them t o  begin w i t h i n  s i x  
months. I t  i s  an t i c i pa ted  t h a t  i t  w i l l  take approximately t h a t  1 ong t o  
prepare, negotiate, and s ign  an Implementation Agreement. I n  the 
in ter im,  the existence o f  an author ized HG program w i t h  the NHB w i l l  
provide a compel l i n g  r a t i o n a l e  fo r  GO1 approval o f  t r a i n i n g  and technica l  
assi stance which AID could provide t o  NHB f o r  pre-implementation 
a c t i v i t i e s .  

NHB senior  management has proposed es tab l i sh ing  a special Program 
Management U n i t  w i t h i n  the NHB t o  implement the HG program. This u n i t  
would i n i t i a l l y  consf s t  o f  one manager, p lus  the  par t - t ime assistance o f  
one o r  two add i t i ona l  s t a f f  as the work load requires. The Program 
Management U n i t  would be d i r e c t l y  supervised by one o f  the NHB's sen ior  
general managers. The NHB i s expl o r i  ng the possi b i l  i ty o f  c o l l  abora t i  ng 
w i th  IDBI t o  es tab l i sh  the  Unit.  IDBI has experience operat ing a 
long-term c r e d i t  program f o r  l eas i  ng companies whi ch could be d i r e c t l y  
re levan t  t o  implementing the HG program. As noted prev ious ly  (111 L . 4 )  
NHB senior  management a1 so plans t o  es tab l i sh  a separate account f o r  the 
HG program t h a t  could form the basis f o r  a Housing Finance Companies Fund 
w i t h i n  the NHB. 

A number o f  steps w i l l  need t o  be taken by the NHB t o  prepare f o r  the 
implementation o f  the HG program. U l t imate ly  these steps w i l l  requ i  r e  
approval by the NHB Board, bu t  they are cons is tent  w i t h  our cu r ren t  



understandings w i th  the NHB Chairman who has f u l l  au tho r i t y  t o  a c t  , 
on behal f  o f  the bank u n t i l  the Board i s  f u l l y  const i tu ted.  

O r  an i z i n  . NHB w i l l  de f ine  the respons ib i l i t y ,  au tho r i t y ,  
-gS an management procedures o f  a  Program Management U n i t  f o r  
the HG program. S t a f f  f o r  the U n i t  w i l l  a l so  be assigned. 

Accountin . NHB w i l l  e s tab l i sh  an account t h a t  w i l l  4 prov i  e  t e  basis f o r  f i n a n c i a l  in format ion on the HG 
program and the Housing Finance Companies Fund. S t a f f  w i l l  
be made ava i lab le  t o  keep accounting data up-to-date. 

Pol i c i e s  and Procedures. NHB w i l l  d r a f t  lend ing ' po l i c i es ,  
t e n s ,  and procedures t o  be appl ied t o  the HG laan program 
f o r  d iscussion w i t h  A I D .  

T ra i n i  n  . NHB w i l l  arrange t r a i n i n g  f o r  the s t a f f  o f  the / rogram Management U n i t  i n  c r e d i t  ana lys is  as i t  appl ies t o  
Housi ng Finance Companies. The s t a f f  w i  11 a1 so be t r a i ned  
i n  NHB p o l i c i e s  and procedures. ( I f  so desired, USAID w i l l  
provide assistance i n  c r e d i t  ana lys is  t r a i n i ng .  ) 

Contact. NHB w i l l  begin t o  contact  p r i v a t e  and j o i n t  
sector  HFCs t o  lea rn  about t h e i r  operations and i d e n t i f y  
const ra i  n ts  which i n h i b i t  t h e i r  development. 

Model Loan Agreements. NHB w i l l  develop a  model 1  oan 
agreement between NHB and HFCs f o r  discusston w i t h  AID. 
The model agreement w i l l  need t o  be f l e x i b l e  enough t o  
accommodate the  s p e c i f i c  terms and condi t ions t h a t  w i l l  
apply t o  i nd i v i dua l  HFCs based on the r e s u l t s  o f  c r e d i t  
analysis. 

Loan Ne o t i a t i on .  A f t e r  an Implementation Agreement i s  A. NHB wf l  1  comence c r e d i t  ana lvs i  s o f  
seiected HFCs and negot ia te  spec i f i c  loan agre&ents t h a t  
w i l l  become a  p a r t  o f  the HG program. 



D . DONOR ASSISTANCE t 

The World Bank i s  the l a r g e s t  of the in te rna t iona l  development 
agencies working i n  the urban and she1 t e r  sectors i n  Ind ia .  Present ly 13 
urban p ro j ec t s  have been completed o r  are i n  course o f  implementation, 
w i th  a  t o t a l  Bank comnitment of $1,015 m i l l i o n .  With the s i g n i f i c a n t  
exception o f  the most recent, a l l  are pub l i c  sector pro jec ts ,  whether f o r  
a  s ing le  metropo l i tan area o r  f o r  urban centers throughout a  state. 
Development assistance genera l ly  focuses on s i t e  and serv ice pro jec ts ,  
and set t lement upgrading schemes. The more recent p ro jec ts  have 
emphasized components intended t o  improve urban management and resource 
mob i l i za t i on  capab i l i t i e s .  Through i t s  urban program, the- Uor l  d  Bank i s 
a1 so maki ng e f f o r t s  t o  c u r t a i l  cen t ra l  government subsidies i n  pub1 i c  
serv ice prov is ion:  i n  the Ca lcu t ta  p ro jec t ,  f o r  instance, municipal 
lending programs are t i e d  t o  grant  system reforms. 

The s i ng le  housing f inance sector  p r o j e c t  f inanced by the  World Bank 
i s  the Housing Development Finance Corporation Project ,  approved and 
signed i n  1988. This p r o j e c t  e n t a i l s  a  loan o f  $250 m i l l i o n  t o  HDFC, 
guaranteed by GO1 , t o  help f inance the company's mortgage lend ing 
program. Among other things, the loan i s  intended t o  he lp  s t a b i l i z e  
HDFC ' s  " s h o r t - t e n  lend ing program dur ing a  t r a n s i t i o n  per iod  i n  the 
cap i t a l  markets". The loan  i s  t o  be repa id  over 20 years, i nc l ud ing  5  
years grace, a t  a  var iab le  i n t e r e s t  rate.  

The loan  i s  t o  be disbursed over a  3 1  /2 year period, and i s  
condi t iona l  on HDFC mob i l i z ing  o ther  resources such t h a t  the Bank loan 
represents no more than 30% o f  t he  company's lending program. 50% o f  the 
loan proceeds must f inance mortgages f o r  households below the urban 
median income, which was est imated t o  be Rs.1,700 per month i n  1986-87. 
Using the proceeds o f  the loan, HDFC w i l l  o f f e r  mortgage terms up t o  20 
years, contrasted w i th  i t s  present usual maximum o f  15 years. The 
p ro j ec t  Appraisal Report est imates t h a t  the loan w i l l  d i r e c t l y  b e n e f i t  
about 70,000 households. 

The l oan  i s  t o  be disbursed i n  two tranches, o f  $150 and $100 m i l l i o n  
respect ively.  Disbursement i s  t i e d  t o  condi t ions re1 a t i  ng t o  'I( 1 1 the 
i n i t i a t i o n  o f  a  regu la tory  envirorment f o r  housing finance; and (2 )  the 
promotion o f  compet i t ive resource mobi l iza t ion,  and the formulat ion o f  
measures t o  reduce mortgage cred i  t r i sk " .  Condf t i ons  f o r  d i  sbursement of 
the f i r s t  tranche are sa id  t o  have been met : namely, t h a t  "GO1 has 
a1 ready taken sat1  s f  actory steps . . . t o  i n i  ti ate  the sector  enabl i ng 
environment" - presumably, by passing l e g i s l a t i o n  t o  es tab l i sh  the  
National Housing Bank. 

There i s a substant ia l  technical  assi  stance component t o  the 
pro jec t .  I t  includes assistance w i th  HDfC's own i n s t i t u t i o n a l  
development, i n  pa r t i cu l a r ,  r w i  t h  the  computerizat ion o f  a1 1  branches, the 
development o f  t r a i n i n g  systems ( c u r r i c u l  a, development o f  t r a i  n i  ng 



modules, t r a i n i n g  of t r a i n e r s )  and f o r  overseas study t r i p s  " t o  s tudy  
, sec to r  pol  i c y  issues" .  The techn ica l  ass i  stance component a1 so a1 1  ows 

f o r  HD FC t o  p rov ide  s t a f f  t r a i n i n g  and management ass is tance (development 
o f  ope ra t i ng  systems, ope ra t i ona l  ass is tance du r ing  s t a r t - u p )  t o  new 
housing f i nance  i n s t i t u t i o n s .  The i n s t i t u t i o n s  i d e n t i f i e d  f o r  ass is tance 
inc lude,  b u t  a re  n o t  necessa r i l y  1  in i  t e d  t o  the  f o l  lowing: 

- Housing P r ~ r ~ i o t i o n  and Finance Corpora t ion  (HP FC ) - Gu ja ra t  Rura l  Housing Finance Corpora t ion  (GRUH) and - CanFin Hones. 

A l l  of these companies are p o t e n t i a l  borrowers under t h e  p resen t  HG 
Program. 

The magnitude o f  TA t o  new companies i s  est imated a t  Rs.2.1 m i l  l i o n  
over t h e  l i f e  t ime  o f  kh p r o j e c t .  7 

Other t h a n  d i r e c t  p r o j e c t  f i nanc ing ,  t he  World Bank a s s i s t s  w i t h  . 
t r a i  n i  ng o f  urban s e c t o r  p ro fess iona l  s  through programs o f  t h e  Economic 
Development I n s t i t u t e  (ED1 ). I n  December 1987, f o r  instance,  ED1 , 
together  w i t h  t h e  Un i ted .  Nat ions Centre f o r  Human Set t lements,  UNCHS 
( H a b i t a t ) ,  co-sponsored a  workshop and seminar i n  I n d i a  on urban f i n a n c e  
and management f o r  South Asia. USAID and ADB personnel at tended t h e  
seminar as resource persons. 

UNCHS c u r r e n t l y  has no p r o j e c t s  i n  I nd ia ,  b u t  i r  a  f requen t  sponsor 
o f  workshops and conferences i n  t h e  housing sector .  

Other  i n t e r n a t i o n a l  donors a c t i v e  i n  t he  urban s e c t o r  i n  I n d i a  
i n c l u d e  t h e  B r i t i s h ,  Dutch, Sov ie t ,  German and French Governments. Yet  
o the r  b i l a t e r a l  s  a r e  p r o v i d i n g  f i n a n c i a l  and t e c h n i c a l  ass i s tance  f o r  
r u r a l  housing. By c o n t r a s t ,  t h e  PP f o r  HG-002 (May 1984) i d e n t i f i e d  o n l y  
t h e  B r i  t i  sh and Germans as having an i n t e r e s t  i n I n d i a ' s  urban sec tor .  

The B r i t i s h  Government's program has two main components. The l a r g e r  
i s  o f  f i n a n c i a l  ass i  stance f o r  s l  um upgrading and c o m u n i  ty devel opment. 
A we1 I - rece ived demonstrat ion program i s  c u r r e n t l y  be ing  completed i n  
Hyderabad, and i s  soon t o  be extended t o  Visakhapatnam and o t h e r  towns i n  
e a s t  and c e n t r a l  I n d i a .  Th i s  program c o n t r a s t s  w i t h  t h e  p r o j e c t s  
a s s i s t e d  by the  World Bank i n  t h a t  t h e  B r i t i s h  program focuses more upon 
comnunity i n f r a s t r u c t u r e  than on t h e  upgrading o f  i n d i v i d u a l  u n i t s ;  and 
does n o t  r e q u i r e  t h e  f u l l  d i r e c t  recovery o f  cos ts  f rom b e n e f i c i a r i e s .  

The second p a r t  o f  t h e  B r i t i s h  program i s  o f  t r a i n i n g :  d i r e c t  g ran ts  
f o r  urban t r a i n i n g  i n  t h e  U.K .; sponsorship and management o f  t r a i n i n g  
programs i n  I n d i a ;  t e c h n i c a l  ass is tance t o  the  Human Set t lements 
Management I n s t i t u t e  i n  e s t a b l i s h i n g  s h o r t - t e n  p ro fess iona l  courses i n  
f i n a n c i a l  management, bas i c  s a n i t a t i o n  and s o l i d  waste management; 
long-term f i n a n c i n g  o f  a  resource person a t  t h e  School o f  A r c h i t e c t u r e  



and Planning, Madras; and, most recent ly,  a Tra in ing Needs Assessment 
Study f o r  human sett lements i n  Ind ia .  

The Nether1 ands Government provides t r a i n i n g  assi stance and research 
funding t o  I n d i a  through the  I n s t i t u t e  f o r  Housing Studies ( IHS;  former ly 
Bouwcentrum). Dutch funded advisors are attached t o  the Human 

. * 
S e t t l  ements Management I n s t i t u t e  t o  d i  r e c t  the research program, provide 
advisory services and a s s i s t  w i t h  the development o f  new t r a i n i n g  
programs. A new co l l abo ra t i ve  arrangement was negot iated w i th  IHS i n  
1988 whereby HSMI w i  11 b e n e f i t  from exchange w i t h  c e r t a i  n other t r a i n i n g  
i n s t i t u t i o n s  i n  the reg ion (Indonesia, Thailand, and S r i  Lanka). 

The German Government, through the K red i t ans ta l t  f u r  Wiederaufbau 
(KfW), i s  f i nanc ing  a program o f  loans t o  HUDCO. By 1987; -these had 

I t o t a l l e d  DM50 m i l l i o n  ($30 m i l l i o n ) ,  and a f u r t h e r  p r o j e c t  proposal 
consi s t i n g  o f  r u r a l  housing, basic san i t a t i on  and slum upgrading was 

I I being negotiated. K f W  has a lso announced t h a t  i t  i s  t o  o f f e r  a l i n e  o f  
I c r e d i t  o f  DM25 m i l  l i o n  ($15 m i l  l i o n )  f o r  HDFC t o  on-lend t o  households . 

w i th  incomes below Rs.700 per month, 'at a special r a t e  o f  i n te res t " .  

The French and Soviet  Governments are cu r ren t l y  o f f e r i n g  technical  
assistance t o  GO1 i n  the f i e l d s  o f  const ruct ion technology and physical  
planning. 

E. SOCIAL ANALYSIS 

1. P ro jec t  Bene f i c ia r ies  

Approximately three quarters o f  I n d i a ' s  800 m i l l  i o n  people 1 i v e  i n  
r u r a l  areas. Over the l a s t  decade, however, the  urban populat ion has 
been growing a t  an annual r a t e  o f  about 4%, reaching about 208 n i l l i o n  i n  
1988. By 2000, the urban popula t ion w i l l  have grown t o  314 m i l l i o n ,  one 
t h i r d  o f  the t o t a l .  I n  a d d i t i o n  t o  urban-rural d i f ferences,  I n d i a ' s  
g rea t  p l u r a l  i t y  o f  cu l tures,  re1 ig ions,  and languages, exacerbated by 
increasing conunal ism i n  some areas, presents a complicated context  f o r  
a nationwide program which aims a t  geographic d ispersion a t  the  same time 
as standardizat ion o f  lend ing pract ices.  For example, lenders w i t h  
branches i n  d i f f e r e n t  areas must produce loan documents i n  several 
1 anguages. Head o f f  i c e  management and moni t o r i  ng a1 so becomes d i f f i c u l t  
w i th  an increasing network o f  branches due t o  inadequate telephone and 
t ranspor ta t ion  networks. 

Th is  d i v e r s i t y  causes more fundamental problems as wel l .  Past 
e f f o r t s  o f  the GO1 t o  promote equal opportuni ty and a f f i r m a t i v e  ac t ion  
f o r  scheduled castes and members of r e l i g i o u s  groups have met w i t h  g rea t  
h o s t i l i t y  and sometimes violence. I n  urban Ind ia ,  women appear t o  have 
made a f a i r  amount o f  progress i n  pub l i c  and p r i v a t e  sector  employment, 
bu t  d i sc r im ina t ion  continues t o  be a major i n h i b i t o r  o f  economic 
advancement o f  women throughout Ind ia .  I 

I 



The HG program proposed i n  t h i s  paper accommodates d i v e r s i t y  through 
geographic d i s p e r s i o n  of lenders ,  w h i l e  f o s t e r i n g  s tandard i za t i on  o f  
l e n d i  ng p r a c t i c e s  through i t s  use o f  a  s i  ngle c e n t r a l i z e d  i ntermedi a ry  
i n s t i t u t i o n .  I t s  b e n e f i c i a r y  popu la t i on  i n  a1 1  cases w i l l  be households 
below t h e  median income. Although HDFC has been ab le  t o  do a  subs tan t ia l  
amount of l e n d i n g  t o  such households, i t  has on ly  r e c e n t l y  begun t o  
undertake t h e  k i n d  o f  outreach t h a t  cou ld  even tua l l y  a l t e r  t he  way 
housing i s  f i nanced  i n  Ind ia .  But, more impor tan t l y ,  HDFC cannot do' i t  
alone. The s i z e  o f  t h e  count ry  and t h e  huge low income popu la t i on  
needing t o  be served r a k e  i t  impera t i ve  t h a t  market-or iented housing 
f inance networks be developed and strengthened. 

The p r i v a t e  and j o i n t  sec to r  companies surveyed f o r  t h i s  paper serve 
both urban and r u r a l  areas; they have i n d i c a t e d  t h a t  a  s u b s t a n t i a l  
p r o p o r t i o n  o f  t h e  loqns i n t h e i r  t h e i r  c u r r e n t  p o r t f o l i o s  represen? 
mortgage lend ing  t o  households below the  median income. I n  f a c t ,  i t  
appears t h a t  t h e  more recen t  e n t r a n t s  t o  the  market have de l i be ra te1  1 
focused on a  segment o f  t h e  p o p u l a t i o n  having somewhat lower  incomes~than 
t h e  t y p i c a l  HDFC borrower. Most o f  t h e  comp.anies have s t a t e d  p o l i c i e s  . 
t h a t  t h e i r  t a r g e t  popu la t i on  i s  t h e  1 ow t o  middle income household, and 
t h e i r  maximum l o a n  amounts a r e  broad ly  c o n s i s t e n t  w i t h  t h i s  po l  i c y .  
I n t e r e s t  r a t e s  vary w i t h  l o a n  amount, so t h a t  lower  r a t e s  apply t o  
smal l e r  loans, another means o f  f a v o r i n g  lower  income borrowers. 

The program w i l l  d i r e c t l y  b e n e f i t  about 25,000 households, by 
p r o v i d i n g  mortgage loans averaging Rs. 40,000 each, over  i t s  f o u r  yea r  
1  i f e .  

2. Program A f  f o r d a b i l  i ty 

Two o b j e c t i v e s  o f  t h e  HG program are  (1 ) t o  deepen the  pr imary 
mortgage market  by expanding i t s  1  i q u i d i t y ,  i t s  i n s t i t u t i o n a l  base and 
geographic coverage and ( 2 )  t o  p rov ide  mortgage loans t o  households a t  o r  
below t h e  median income. The a n a l y s i s  o f  pr imary lenders  i n  Sect ion 
1 I I . C  above, and the  experience o f  HDFC, suggests t h a t  t h e  ob jec t i ves  are  
feas ib le .  A h i g h  p r o p o r t i o n  o f  t h e  p o r t f o l i o s  o f  t h e  pr imary  lenders  
v i s i t e d  d u r i n g  p r o j e c t  design c o n s i s t  o f  households whose incomes are a t  
o r  below median. I n  1986/87, above 3 5 " m f  HDFC ' S  p o r t f o l i o  was h e l d  by 
households a t  o r  below median income ( then  de f ined  as Rs. 1,700 p e r  
month). F i n a l l y ,  t h e  f u t u r e  growth p lans  o f  several o f  t h e  p o t e n t i a l  
pr imary lenders  cont inue t o  b o l s t e r  t h e  expecta t ion  t h a t  t he  
a f f o r d a b i l i t y  t a r g e t s  a re  f e a s i b l e ,  s ince  they  p l a n  t o  expand i n  smal le r  
urban areas where purchase p r i c e s  o f  homes are lower. 

Annex 7.2 addresses t h e  quest ion  of how market-or iented HFCs a r e  ab le  
t o  reach be1 ow-medi an i ncome households, The ned i  an i ncome o f  Rs.2,000 
would t y p i c a l l y  support a  l o a n  o f  about Rs.50,000: w i t h  a  loan-to-val  ue 
r a t i o  o f  0.45, t h i s  cou ld  purchase a  u n i t  cos t i ng  Rs.110,000. Housing a t  
o r  below t h a t  p r i c e  i s  r e a d i l y  a v a i l  ab le  outs ide  t h e  1  arge m e t r o p o l i t a n  
centers. 



However, i t  should be understood tha t ,  g iven the i n t e r e s t  r a t e  
s t ruc tu re  p r e v a i l  i ng  i n  Ind ia ,  comnercial l y  v iab le  lending f o r  housing 
cannot reach tbe lowest o f  the low income population. I t  can reach below 
the median, however, and the p rov is ion  o f  long-term f inanc ing under the 
HG program w i l l  enable the companies t o  o f f e r  terms t h a t  can perhaps 
extend even f a r t h e r  down the income scale than a t  present. The 
i n t r oduc t i on  o f  more f l e x i b l e  f inanc ing instruments such as graduated 
payment mortgages i s  another means o f '  maki ng housing f inance more 
accessible t o  1 ower income households. Technical assistance, where 
needed, w i l l  be provided t o  f o s t e r  such innovation. 

3. Impact on Women 

The p o s i t i o n  o f  women i n  i n d i a  i s  very complex, invol 'ving as i t does 
a wide range o f  re l ig ious ,  c u l t u r a l  ,,' lega l  and soc ia l  prescr ip t ions.  A11 
o f  the major r e l i g i o n s  d iscr iminate  i n  many d i f f e r e n t  ways against  women 
w i t h  regard t o  property r i gh t s ,  i n h e r i  k ance r i gh t s ,  etc. C i v i l  laws do, 
however, provide some protect ions o f  relevance t o  the HG program. One o f  
those i s  the p rov is ion  f o r  j o i n t  ownership o f  property between husband 
and wife; another i s  the p rov is ion  enabl ing women t o  ho ld  t i t l e  t o  
property as ind iv idua ls .  Instances o f  both were found i n  the l oan  
p o r t f o l i o s  o f  the companies v i s i t e d  dur ing P ro jec t  Paper preparation. 

A1 1 the  companies v i s i t e d  consider a w i f e ' s  i ncone i n  determining 
loan e l i g i b i l i t y .  A l l  s ta ted  t h a t  s ing le  women are e l i g i b l e  t o  apply f o r  
mortgages and t h a t  i f  they were given the loan, the t i t l e  t o  the  property 
would be i n  t h e i r  own names. One f i r m  noted t h a t  they had a number o f  
couples who p re fe r red  t o  p u t  the property on ly  i n  the w i f e ' s  name i n  the 
(mistaken) b e l i e f  t h a t  there were tax advantages t o  the strategem. 

I n d i a ' s  r ecen t l y -a r t i cu l  ated nat iona l  housing po l  i c y  i d e n t i f i e s  
w i  dows , s i  ngle women, and women-headed househol ds among the p r i  o r i  t y  
groups t o  be provided access t o  shel ter .  The GO1 c l e a r l y  perceives t h a t  
women are a t  a disadvantage i n  securing adequate housing. The HG program 
proposed cannot address the  under ly ing causes o f  t h i s  disadvantage, b u t  
it can ensure t h a t  women, whether married o r  not, have equal access t o  
the bene f i t s  o f  the program. A t  t h i s  po in t ,  there i s  no evidence t h a t  
the HFCs d iscr iminate  aga inst  women i n  determini ng c r e d i t  e l  i g i  b i l  i ty. 
Nevertheless, the Imp1 ementation Agreement between AID and the NHB w i l l  
inc lude a p rov is ion  that ,  p a r t i c u l a r l y  i n  cases i n  which a woman's income 
i s  considered i n  determining the mortgage amount, the op t ion  o f  j o i n t  
t i t l i n g  o f  the  proper ty  should be o f fe red  by the primary lender rece iv ing  
funds from the  i ntemedi  ary. 

F. THE ECONOMIC EFFECTS OF THE HOUSING GUARANTY PROGRAM 

The Housing Guaranty Program i s  i d e a l l y  timed and su i ted  t o  a s s i s t  
the GO1 i n  i t s  cur ren t  e f f o r t s  t o  increase ove ra l l  housing investment, 
increase market-orien2ed housing finance, and fac  ; I  i t a t e  increased growth 



and e f f i c i e n c y  i n  t h e  p r i v a t e  sector.  Although the HG program i s  small 
i n  terms of t h e  enormi ty  o f  ,housing needs, t h e  i n s t i t u t i o n a l  and 
regu la to ry  framework c reated under t h e  program i s  expected t o  f o s t e r  
increased m o b i l i z a t i o n  o f  resources and thcs  cont inued growth o f  
market-based c r e d i t .  

The a v a i l a b i l i t y  o f  formal c r e d i t  a t  market r a t e s  should l ower  
f i n a n c i n g  cos ts :  i n  t h e  absence o f  a housing f i nance  system, l o w  and 
moderate income households have had t o  conver t  assets ( l i k e l y  t o  be 
c o s t l y ) ,  undergo long  pe r iods  of saving ( f r e q u e n t l y  a t  negat ive r a t e s  o f  
i n t e r e s t ) ,  and/or borrow a t  h i g h  i n fo rma l  sec to r  r a t e s  and s h o r t  terms i n  
order  t o  o b t a i n  housing. A1 so, t h e  a b i l i t y  t o  f i nance  housing can 
encourage households t o  p lace t h e i r  savings i n  f i n a n c i a l  form, thereby 
i ncreasi  ng t h e  funds a v a i l  ab le  f o r  development, a1 though t h e  magnitude o f  
t h i s  s h i f t  i s  uncer ta in .  

The economic b e n e f i t s  o f  increased investment  i n  housing can be . 
addressed from several  viewpoints. Although housing has been viewkd i n  
t h e  p a s t  as a soc ia l ,  o r  non-productive, sector ,  t he  st rof ig  m u l t i p l i e r  
( o r  backward 1 inkage) e f f e c t s  on income and employment are  now we1 1 
accepted. The. World Bank has est imated a m u l t i p l i e r  o f  two f o r  housing 
c o n s t r u c t i o n  g loba l  l y  , w i t h  employment generated d i r e c t l y  i n t h e  
p r o v i s i o n  o f  supers t ruc tures  and associated i n f r a s t r u c t u r e ,  and an equal 
vo l  ume o f  employment generated by secondary and o t h e r  i n t e r - i  ndust ry  
e f f e c t s .  

Forward 1 inkage e f f e c t s  ( t h e  p r o v i s i o n  o f  space f o r  commercial and 
r e n t a l  a c t i v i t i e s  and t h e  impact  on p roduc t ion  o f  housing r e l a t e d  
durables and f u r n i s h i n g s )  are a1 so important.  I n  add i t i on ,  however, 
there  i s  increased evidence t h a t  t he  l i n k s  between housing and t h e  
macro-economy have been underrated and under.?stimated. T h i s  i s  
expl  i c i t l y  recognized i n  I n d i a ' s  Nat ional  Housing Pol i c y  statement, which 
s p e l l s  o u t  how housing i s  a "product ive  investment  [which] promotes 
economic a c t i v i t i e s " .  

Regulatory p o l i c i e s ,  p r i c i n g ,  and p o l i c i e s  a f f e c t i n g  t h e  f i n a n c i a l  
sec tor  .have g r e a t e r  i nf luence on t h e  housing sec to r  and on t h e  way i n  
which t h e  s e c t o r ' s  performance a f f e c t s  t h e  macro-economy. The Housi ng 
Guaranty program, i nc i ud i  ng techn ica l  assis tance regard ing regu l  a t o r y  and 
f i n a n c i a l  p o l i c i e s ,  speaks d i r e c t l y  t o  these issues. 

Assessments o f  I n d i a ' s  debt  s e r v i c i n g  c a p a b i l i t y  over  t h e  p a s t  year  
by several U .S. based f i n a n c i a l  i n s t i t u t i o n s  and USAID have concl  uded 
t h a t  I n d i a  i s  an e x c e l l e n t  c r e d i t  r i s k  over t h e  medium term. The basic 
assumption under l y ing  these assessments i s  t h a t  I n d i a  w i l l  con t inue  t o  be 
a prudent  borrower i n  i n t e r n a t i o n a l  c a p i t a l  markets. The HG l o a n  has 
been deemed t o  be a s u i t a b l e  form o f  assis tance by RHUDO and by USAID, 
which has prepared t h e  more d e t a i l e d  r i s k  assessment i nc luded  i n  Annex 8. 
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I V .  PROGRAM IMPLEMENTATICN, MONITORING, AND EVALUATION 

A. CONDITIONS AND COVENANTS 

The Condi t ion Precedent t o  inves to r  se lec t ion  w i l l  i ncl ude the 
f o l l  owing: 

A I D  and GO1 w i l l  agree i n  w r i t i n g  t o  the process by which loan  funds 
guaranteed under the P ro jec t  Author izat ion w i l l  be guaranteed and 
disbursed t o  NHB. AID proposes t h a t  the Imp1 ementation Agreement 
speci fy:  

( a )  t h a t  the f o re i gn  exchange r i s k  be borne by the G O I ,  through a 
mechanism t o  be agreed w i th  AID,  ne t  by the NHB o r  the HFCs; 

( b )  t h a t  the G O I ,  o r  a f i n a n c i a l  i n s t i t u t i o n  authorized by the G O I -  
and approved by A ID ,  w i l l  guaranty repqyment o f  the d o l l a r  loan; 

( c )  t h a t  the NHB, o r  i t s  approved designee, w i l l  be the borrower o f  
record having au tho r i t y  t o  receive, hold, use, o r  disburse the 
proceeds o f  A I D  guaranteed loans; 

( d )  the c r i t e r i a  and procedures t o  be employed by NHB f o r  apprais ing 
and se lec t ing  primary mortgage lend ing companies f o r  p a r t i c i p a t i o n  i n  
the HG program (see Section I 1  .C.3b); 

( e )  the parameters f o r  on-lending agreements t o  be executed between 
NHB and the primary mortgage lenders (e.g., on-lending 
terms, underwr i t ing standards, secur i t y  requ i  red, resource 
mob i l i za t i on  e f f o r t s ,  e l i g i b l e  mortgage d e f i n i t i o n )  (see Section 
II.C.3g and h); 

( f )  key program requirements: domestic resource mob i l i za t i on  e f f o r t s  
on the p a r t  o f  the  primary lenders, $25 m i l l i o n  set-aside f o r  p r i v a t e  
mortgage companies, 25% cap on lending t o  any one HFC. 

I n  addi t ion,  the NHB w i l l  demonstrate t h a t  i t  has adequate s t a f f  as 
we l l  as admin is t ra t ive  and accounting systems t o  manage the HG program. 

As a Condi t ion Precedent t o  the f i r s t  disbursement, NHB w i l l  prepare 
a Master Program Implementation P I  an f o r  A I D  approval. The Plan w i l l  : 

(a )  es tab l i sh  an organizat ional  u n i t  t o  operate the HG program; 

(b )  describe the operations o f  the l i n e  o f  c r e d i t  t o  be se t  up f o r  
primary lenders; 

( c )  spec i fy  moni tor ing and repor t ing  r e s p o n s i b i l i t i e s  o f  NHB and the 
primary lenders; 



( d )  c o n t a i n  cash f l o w  p r o j e c t i o n s  f o r  t he  f i r s t  y e a r  and fo recasts ,  
f o r  t h e  remainder o f  t he  program, t o  be updated annual ly ;  

( e )  s p e c i f y  a f f o r d a b i l i t y  r e q u i r e m e ~ t s  and documentation t o  be 
requ i red  f rom pr imary lenders  regarding lend ing  t o  below median 
income b e n e f i c i a r i e s ;  

( f )  descr ibe  how techn ica l  assis tance and t r a i n i n g  needs w i l l  be 
i d e n t i f i e d  and met; and 

( 9 )  i n c l u d e  t h e  t e x t  o f  a standard on-lending agreement between NHB 
and t h e  HFCs. 

Before subsequent disbursements from the  HG loan, NHB w i l l  update the  
Master Program Imp1 ementati on Plan, w i l l  document progress towards 
meeting domestic resource m o b i l i z a t i o n  ob jec t i ves ,  and w i l l  v e r i f y  
l end ing  volumes t o  t h e  t a r g e t  populat ion.  

TECHNI CAL ASS1 STANCE AND TRAI NIAG 

Long and s h o r t  term techn ica l  assis tance w i l l  be prov ided under t h e  
program. A RHUDO-funded r e s i d e n t  adv iser  i s  c u r r e n t l y  respons ib le  f o r  
on-goi ng program moni t o r i  ng, and t h i  s  p o s i t i o n  would be cont inued under 
the  HG-003 program, w i t h  fund ing even tua l l y  be ing taken over by USAID, 
most l i k e l y  under t h e  Technical Assistance and Support Pro jec t .  The 
r e s i d e n t  adv i se r  w i l l  be t h e  key l i a i s o n  between USAID and NHB, 
c o o r d i n a t i n g  a1 1 program implementat ion a c t i v i t i e s  f o r  USAID and RHUDO. 
USAID i s  a l so  now r e c r u i t i n g  a l o c a l  p ro fess iona l ,  who w i l l  p r o v i d e  
program support  under t h e  d i r e c t i o n  o f  the r e s i d e n t  adviser .  

Technical  ass is tance and t r a i n i n g  w i l l  be d i r e c t e d  a t  NHB, as t h e  
in termediary  i n s t i t u t i o n ,  and a t  t h e  pr imary lenders. NHB w i l l  develop 
p o l i c i e s  and procedures t o  appraise candidate p r o j e c t s  f o r  funding, 
determine approp r ia te  fund ing l e v e l s ,  and mon i to r  p r o j e c t s  under way. TA 
and t r a i  n i  ng w i  1 1 focus on parameters re1  ated s p e c i f  i c a l  l y  t o  housi  ng 
f i n a n c i a l  a n a l y s i s  and on underwr i t i ng  po l  i c i e s  and procedures t o  enable 
NHB t o  eva luate  HFCs. I n  add i t i on ,  TA and t r a i n i n g  w i l l  be used t o  
f a m i l i a r i z e  NHB w i t h  procedures f o r  s tandard i za t i on  across housing 
f i nance  p o r t f o l i o s  (see Sect ion  I 1  .C, Program D e s c r i p t i o n ) .  E a r l y  i n  t h e  
program NHB and AID w i l l  c o l l a b o r a t e  on an assessment o f  t h e  broader 
i n s t i t u t i o n  b u i l d i n g  e f f o r t s  needed t o  enhance t h e  NHB's capac i t y  t o  
per form i t s  r o l e  i n  t h e  I n d i a n  housing f inance system. Th is  assessment 
w i l l  de f i ne  a mutual l y  agreed program o f  techn ica l  ass i  stance and 
t r a i n i n g  t o  be implemented d u r i n g  t h e  course o f  t h e  program. 

Technical  assis tance and t r a i n i n g  t o  the pr imary  lenders, on t h e  
o t h e r  hand, w i l l  be d i r e c t e d  a t  long-term growth and s t rengthen ing o f  t h e  
i n s t i  t u t i o n s .  The support  w i l l  focus on th ree  l e v e l  s: t o p  management, 
mid-1 eve1 p ro fess iona l  and managerial, and techn ic ian  1 eve1 . By c a l l  i ng 



upon spec ia l ized exper t ise  from R B I ,  NHB w i l l  be able t o  i d e ? t i f y  
t r a i n i n g  and technical  assistance needs a t  the l a t t e r  two leve ls ,  most 
1 i k e l y  i n  such areas as underwr i t ing procedures, automated management 
in format ion systems, record-keeping, co l l ec t i ons  procedures, accounting, 
etc. Assistance t o  top management w i l l  be espec ia l ly  c r i t i c a l  i n  the 
areas o f  s t r a teg i c  p l  anni ng and resource mobil i za t ion .  P a r t i c i p a t i o n  i n  
seminars and i nformation exchanges w i th  counterparts e l  sewhere i n the 
region and t r i p s  t o  the U.S. and t h i r d  count r ies  t o  observe and study 
s i m i l a r  successful housing f inance operations w i l l  a l so  be a  p a r t  o f  
support t o  HFC management. Managers o f  the more successful companies 
could a1 so serve as prov iders  o f  advice t o  non-competing f i rms  w i t h i n  
I n d i a  o r  t o  HFCs elsewhere i n  the region. 

A major area f o r  assistance t o  the primary lenders w i l l  be i n  he lp ing 
the companies t o  mobil i z e  addi t i o n a l  resources, both f o r  cu r ren t  1  ending 
a c t i v i t y  and f o r  rep1 acing HG resources over the longer term. Resource 
mobil i z a t i o n  includes a t t r a c t i n g  i nd i v i dua l  deposits, bu t  the companies. 
need even more t o  be able t o  secure p u b l i c  and p r i va te  sector  
i n s t i t u t i o n a l  funding, as HDFC has done. Technical assistance i n  
mortgage insurance and i n  mortgage ,ref i nanci ng instruments w i  11 a1 so be 
needed. 

I n  add i t i on  t o  t r a i n i n g  and technical  assistance t o  program 
par t i c ipan ts ,  the  brcader needs o f  the housing sector  w i l l  r equ i re  some 
short-term support, v i a  t r a i n i n g  t o  o ther  ac tors  i n  the sector  such as 
the M i n i s t r y  o f  Finance, and t he  M i n i s t r y  o f  Urban Development. Because 
o f  the great  in f luence  on the sector  o f  these i n s t i t u t i o n s ,  an investment 
i n  t r a i n i n g  f o r  them could have d i r e c t  bene f i t s  t o  the on-goi ng program. 

Funding f o r  research w i l l  be another component o f  the program. 
Local i n s t i t u t i o n s  can provide low-cost studies on p a r t i c u l a r  issues such 
as the operat ion o f  the in formal  housing f inance system, land tenure and 
t i t l i n g ,  pub1 i c  and p r i v a t e  sector  i n s t i t u t i o n a l  investment pract ices,  
etc. U.S. based assistance i s  expected t o  be required t o  ca r ry  ou t  
studies such as o f  the demand f o r  mortgage c red i  t. (Annex 7.4 l i s t s  
recent AID-sponsored research i n  housing f inance i n  Ind ia .  ) 

Some o f  the required technical  assistance and t r a i n i n g  can be 
provided by sources w i t h i n  Ind ia ,  a'mong which HDFC and the Bankers' 
T ra i  n i  ng Col 1  ege are a1 ready p rov i  di ng t r a i  n i  ng t o  s t a f f  o f  associated 
companies. Expa t r ia te  assi stance, however, w i l l  a1 so be requ i red and 
w i l l  be provided v i a  the e x i s t i n g  con t rac t  w i th  the Urba;? I n s t i t u t e ,  the 
above-mentioned Technical Assistance and Support Project ,  and the 
Development Management and Tra in ing  (DMT) Project .  The DMT P ro jec t  has 
been amended t o  earmark $500,000 f o r  t r a i n i n g  i n  support o f  the present 
program, i n  - add i t i on  t o  un-earmarked funds f o r  o ther  t r a i  n i  ng f o r  the 
urban and she l t e r  sectors. These sources w i l l  a lso be used t o  fund a  
mid-term and f i n a l  evaluat ion by an expa t r ia te  consu l tant  team. 

I .  

Tra in ing and technical  assistance i s  discussed a t  greater  leng th  i n  
Annex 7.5. 



C. A I D  MANAGEMENT 

Management and admin is t ra t ion  of the program w i l l  be the 
r e s p o n s i b i l i t y  o f  RHUDO/Asia and w i l l  be accomplished through pe r i od i c  
v i s i t s  t o  the intermediary and t o  those o ther  +laces i n  I n d i a  where 
p r o j e c t  a c t i v i t i e s  are  being implemented. RHUDO w i l l  serve as USAID/New 
Del h i  ' s  techn ica l  support o f f i c e  f o r  housi ng programs by p r o v i d i  ng 
b r i e f i n g s  t o  the  Miss ion on program progress and. by seeking po l  i c y  
guidance from the Mission. The Mission has designated the D i rec to ra te  o f  
Technology Development and Enterpr ise as the  Miss ion 's  1  i a i s o n  w i t h  
RHUDO/Asi a  f o r  t h i s  program. The Mission's r es i den t  Urban 
Adviser (managed by RHUDO i n  consu l ta t ion  w i t h  the Mission) w i l l  provide 
day-to-day support f o r  program development and admini s t r a t i on .  

D. PROGRAM MONITORING AND EVALUATION I I 
A I D  w i l l  r e l y  on NHB f o r  actual  moni tor ing ojf the primary lenders. 

A t  t h i s  time, the  d e t a i l  s  o f  how NHB w i l l  moni tor  and r e p o r t  t o  AID have 
no t  been negotiated, bu t  basic ind ica to rs  t o  be tracked by NHB and 
reported t o  A I D  by company, probably on a  quar te r l y  basis, would 
include:  loan  amounts, s ta tus o f  appl i ca t i ons  received, 1  oan approvals 
and d i  sbursements by 1  ocation, d i  s t r i  bu t ion  o f  borrowers by i ncome 
groups, p r i ces  and s izes o f  uni  t s  financed, age and sex o f  
t i t l e -ho1  der(s)  , arrearages and defau l ts ,  and actua l  loan-to-val ue ra t ios .  

Two program evaluat ions w i l l  be conducted, one dur ing the second year 
o f  program implementation and one f i n a l  eva luat ion a t  the end o f  the 
program. Expat r i  a te  consul tants w i  11 conduct the eva luat ion 
j o i n t l y  w i th  A I D  and NHB. O f  p a r t i c u l a r  i n t e r e s t  t o  evaluators w i l l  be 
the volume, both absolute and r e l a t i v e ,  of lend ing t o  below median income 
households, d e f a u l t  ra tes  and arrearages, r a tes  o f  disbursement o f  the 
p r i va te  vs j o i n t  sector  f i rms, e f f o r t s  t o  mob i l i ze  other resources, and 
support provided by the i ntermedi ary t o  primary lenders. Thi  s i nformati on 
w i l l  be obtained from NHB records and by examination o f  the records o f  a  
se lec t ion  o f  both p r i v a t e  and j o i n t  sector pr imary lenders. 

E. NEGOTIATI NG STATUS 

Pursuant t o  approval o f  t h i s  P ro jec t  Paper, AID w i l l  au thor ize a  $25 
m i l  l i o n  HG loan  and send a L e t t e r  o f  Advice t o  the GO1 and the NHB. A 
program Implementation Agreement w i l l  then be negot iated and signed w i t h  
the NHB and, a f t e r  a l l  Condit ions Precedent have been met, the  NHB, o r  
i t s  approved designee, w i l l  seek guidance from i t s  investment adv isor  on 
the best  t ime t o  en te r  the c a p i t a l  ra rke t .  The NHB w i l l  keep the O f f  i c e  
o f  Housing i nfonned of every development and the t iming o f  i t s  
borrowing. The O f f i c e  of Housing w i l l  f a c i l i t a t e  the process, t o  t he  
ex ten t  permi t ted by A I D  po l icy ,  and w i l l  encourage U.S. lenders t o  
p a r t i c i p a t e  i n the  program. 



The cont racts  t o  be executed i n  connection w i th  t h i s  p r o j e c t  are: 

1. The Implementation Agreement between A I D  and NHB. 
2. The Loan Agreement between the  U.S. lender and the  NHB, o r  i t s  

approved designee. 
3. The Guaranty Agreement between A I D  and the U.S. lender. 
4. The Host Country Guaranty Agreement between A I D  and GOI .  

I 

F. PROGRAM IMPLEMENTATION SCHEDULE 

Sections 1V.A - E above have presented a na r ra t i ve  desc r i p t i on  o f  
program imp1 ementation. Assuming p r i o r  approval by GO1 o f  NHB ' s 
p a r t i c i p a t i o n  i n  the HG program, the an t i c ipa ted  sequence' o f  events i s  
out1 ined  below: , 

I 
Approval o f  $50; m i l  1 i o n  p r o j e c t  
paper; autk5r.i  ati ion f o r  $25 m i l  l i o n  
HG signed. 

O f f i c e  o f  Housing issues L e t t e r  
o f  Advice. 

NHB technical  s t a f f  rece ive shor t  
term o r i e n t a t i o n  t r a i n i  ng. 

D r a f t  Implementation Agreement 
prepared by AID and sent  t o  NHB. 

NHB i n i  t i a t e s  consul t a t i o n s  
w i t h  HFCs. 

AID r e c r u i t s  1 ocal professional  
f o r  program support. 

Signing o f  Impl ementation Agreement 
.by A I D  and NHB. 

Negot iat ion and s i gn i  ng o f  Loan 
Agreements 'between NHB and i ndi v idual  
HFC's. 

NHB processes f i r s t  disbursements t o  
HFC's. 

Completion o f  l ega l  opinions, Master 
Program Impl ementation Plan and other  
CPs t o  Inves to r  Select ion. 

11. NHB, o r  i t s  approved designee, seeks 
U.S. investor .  

By September 30, I988 

By September 30, I988 

By December 31, 1988 

By November 30, 1988 

By December 31, 1988 

By December 31, I988 

By March 31 , 1989 

By June 30, 1989 

By J u l y  15, 1989 

By September '30, 1989 

By October 31, 1989 



12. H G  Loan and Guaranty Agreements 
, negotiated and signed. 

13 NHB draws down authorized disbursement 
of HG loan. 

14. NHB prepares short-term Trai n i  ng PI an. 

15. Mid-term evaluation of the program 
by external  consultants.  

16. Master Program Imp1 ementation Plan 
updated. 

17. Authorization of second tranche. 

18. N H B ,  o r  i t s  approved designee, draws 
down and disburses  remainder of 
f i r s t  t ranche ~f $25 mill ion.  

19. Draw-down of second tranche cornpl eted 
(poss ibly  i n  more than one 
disbursement). 

20. Final evaluat ion o f  program. 

By December 31, 1989 

By December 31 , 1989 

By December 31, 1989 

By June 30, 1990 

By August 31, 1990 

By September 30, 1990 

By December 31 , 1990 

By December 31, 1992 

By June 30, 1993 
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V .  !=I NAIjCIAL PLAN 

A. FINANCING OF THE PROGRAM 

The program invo lves several d i s t i n c t  a c t i v i t i e s ,  t o  be f inanced by 
d i f f e r e n t  mechanisms f o r  the  f i v e  year  l i f e  o f  the pro jec t .  The e n t i t i e s  
i nvol ved are as f 01 1  ows: I - 

The U.S. Lender, which w i l l  f inance the 650 m i l l i o n  loan t o  the 
TJAB, o r  i t s  approved designee; 

NHB, which w i l l  provide technical  and manageri a1 support f o r  the - 
program. I t s  annual costs  o f  administer ing the program w i l l  
r i s e  from about Rs.0.3 crores ($0.2 m i l l i o n )  i n  the f i r s t  year 
t o  about Rs.1.7 crores ($1.2 m i l l i o n ) ,  which w i l l  be recovered 
through the charges made t o  p a r t i c i p a t i n g  HFCs. ~ d n i n i  s t r a t i v e  
costs over the  f i r s t  f i v e  years are est imated t o  be about Rs.4.2 
crores ($3.0 m i l  l i o n ) ;  

The p a r t i c i p a t i n g  HFCs, which w i l l  supply s t a f f  time, o f f i c e s  
and equipment i n  order t o  on-lend t o  benef ic iary  households; 

I nd i v i dua l  households, which borrow f ron the HKs,  w i l l  
con t r i bu te  t h e i r  own funds as downpayment f o r  the ~ u r c h a s e  o r  
improvement o f  t h e i r  homes. ~ s s u m i n g  t h a t  H FCs achieve an 
average 1oan:value r a t i o  o f  0.5 under t h i s  program, then the  
matching household con t r i bu t i on  w i l l  be the equivalent  o f  $50 
m i l  l i o n  (cu r ren t l y ,  Rs.70 crores);  

A I D  w i l l  p rov ide resources (a)  t o  guaranty the HG loan; ( b )  t o  - 
manage and administer  the program; ( c )  t o  provide t r a i n i n g  t o  
NHB , p a r t i c i p a t i n g  HFCs and other  nat iona l  housi ng f inance 
i n s t i t u t i o n s ;  ( d l  t o  provide short-term technical  assistance f o r  
sectoral  development; and (e )  f o r  eva luat ion o f  the program. 

grant  funds w i l l  predominantly be provided from two sources; 

The Development and Management T ra i  n i  ng (DMT) Project ,  as 
amended, which w i l l  f i  nance the t r a i  n i  ng component; 

The Technical Assistance and Support P ro j ec t  (TASP ) , which w i l l  
f inance the greater  p a r t  o f  the c o s t  o f  the long-term advisors, 
technical  assi stance and evaluations. 

Funds ava i l  abe from RHUDO w i l l  be ava i l ab le  t o  support the p r o j e c t  i n  
i t s  i n i t i a l  months u n t i l  funding i s  erccessi b l e  under DMT and TASP, An on- 
going con t rac t  funded by USAID/New Del h i  i s  ava i l  able f o r  a  p a r t  o f  the 
TA requirements f o r  the f i r s t  year. 

In format ion on cost  estimates by sources, use and year o f  expendi tu re  
i s  g iven i n  Tables 1 and 2. 



8. COST OF THE PROGRAM 

1. Housing Loan t 

The HG l o a n  o f  $50 m i l  1  i o n  w i l l  be matched w i t h  i n d i v i d u a l  
households' savings e q u i v a l e n t  t o  about  another  $50 m i l  l i o n ,  and w i t h  
NHB ' s  c o n t r i b u t i o n  o f  a d m i n i s t r a t i v e  expenses e q u i v a l e n t  t o  about $1.2 
m i l l i o n  annual ly .  

2 .  Advisors 

One e x p a t r i a t e  and one l o c a l  (FSN) adv isor  w i l l  be con t rac ted  t o  
USAID/New Del h i  f o r  t h e  d u r a t i o n  o f  t h e  program (see Sect ion  1V.C). 
I l l u s t r a t i v e  cos ts  f o r  t h e  f i r s t  y e a r  are as fo l l ows .  I n  e s t i m a t i n g  t h e  
l i f e  o f  program budget, s a l a r y  c o s t s  have been esca la ted  a t  5% p e r  annum. 

E x p a t r i a t e  - FSN 

Salary,  e tc .  $1 10,000 $6,000 
Trave l  and t r a n s p o r t a t i o n  28,000 7,000 
Other  d i r e c t  c o s t s  4,000 0  

T o t a l  * -  s m  

3. T r a i n i n g  

The p r e c i s e  components o f  t he  t r a i n i n g  program can o n l y  be determined 
as t h e  program proceeds (see Sect ion  1V.B). The f o l l o w i n g  l i f e  o f  
program cos ts  have been es t imated f o r  i 11 u s t r a t i  ve purposes. 

I ncountrv US o r  T h i r d  Countrv 

30 p a r t i c i p a n t s  a t t e n d i n g  3-week 
t r a i n i n g  programs $210,000 

Specia l  courses i n  mortgage l e n d i  ng $1 20,000 
Overseas study t r i p s :  12 t r i p s  o f  

2  weeks d u r a t i o n  $1 20,000 
Attendance a t  reg iona l  seminars: 

16 t r i p s  o f  1  week d u r a t i o n  $ 30,000 
Fees and c o s t s  f o r  l o c a l  t r a i n i n g  

courses (360 man-weeks) . $1 80,000 
I n s t i t u t i o n a l  support:  documents 

and equipment $1 00,000 
T o t a l  2280,0[30 5480,0(30 

4. Technical  Ass is tance 

An i l l u s t r a t i v e  c o s t  o f  t he  techn ica l  ass i  stance program over  t h e  
l i f e  o f  t h e  p r o j e c t  i s  as f o l l o w s :  

r 

5  seminars ( f o r e i g n  exchange c o s t  o i i l y )  $ 60,000 
Short- term techn ica l  ass is tance 

and s tud ies :  e x p a t r i a t e  
consu l tan ts  (150 man-weeks) . $940,000 

Local  research s t u d i e s  
T o t a l  



5. Eva1 uation 

The c o s t s  f o r  t h e ' t w  major evaluat ions  wil l  be $60,000 and $75,000 
each. This wi l l  cover s a l a r i e s ,  t r a v e l ,  per diem and a1 1 m i  s c e l l  aneous 
cos t s .  

6. Contingencies 

A 10% contingency allowance has been added t o  a l l  c o s t s  i d e n t i f i e d  
above excepting the  $50 mil l i o n  HG loan and equivalent  Host Country 
contr ibut ions .  

Table 1 
Summary Cost Estimate and Financial Plan - . , 

(US $'OOO) 

A 1  D Host Country H G TOTAL 
L C ( 3 )  FX LC LC(1) LC ( 2  

1. Housi ng 1 oan ~ 0 , 0 0 0  3,000 5- 
2. Advisors 445 200 645 
3. Training 480 280 760 
4. TA 1,000 100 1,100 
5. Evaluations 135 135 
6. Contingencies 205 55 260 

'Total 2,265 6 35 50,000 3,000 50,000 1- 

Note (1 ) Matching household contr ibut ion:  see Section V .A. 
( 2 )  Annual adminis t ra t ive  c o s t s  of NHB over 5 year  1 i f e  of program. 
( 3 )  Rupee equivalent  of the HG do1 l a r  loan. 

Table 2 

Project ion of Expenditure by Fiscal Year 
(US S ' O O O )  

F iscal  year A 1  D Host Country H G TO t a  1 

Total , 2,900 53,000 50 ,OW 1 03 ,900 



C .  BORROWING PROCEDURES 

NHB will be the implementing ins t i tu t ion  and the borrower of record 
for  the HG loan will be the NHB, or  i t s  approved designee. AID proposes 
tha t  the Government of India guarantee the borrowings. The procedures 
will be agreed upon by AID, NHB,  RBI and the GO1 prior  to  NHB's seeking a 
U.S. investor. 

N H B ,  using agreed upon lending procedures, will approve and disburse 
loans to primary mortgage lenders f o r  the financing of mortgage loans 
affordable to  house~olds be1 ow the median income. Subject t o  agreement 
w i t h  N H B ,  AID will approve borrowings to  reimburse NHB f o r  funds loaned 
to the primary lenders f o r  e l ig ib le  mortgages. I t  i s  anti'cipated t h a t  
the, f i r s t  tranche of the borrowing by NHB will be of $10 mil l ion,  subject 
to  agreement by AID and NHB. 

I 
i 

Advances to  HFCs will  be made based on e l  ig i  ble mortgages made since 
October 1,  1987, those sanctioned b u t  not disbursed and on projections of 
quarterly cash f 1 ow requirements. Advances w i  11 be 1 i q u i  dated against  
the volume of lending by the primayy mortgage lenders t o  households below 
the median income. 

As discussed i n  Section I1 .C, AID will not approve i n  advance NHB 
disbursements to  HFCs. I t  will approve the terms of the agreements 
between NHB and the companies. 

Disbursements under the AID grants f o r  t ra ining and technical 
assistance will be according to  the negotiated conditions of the specif ic  
projects under which they are  made. Disbursements f o r  advisors, 
evaluations and U.S. technical assistance will be made by d i r ec t  payments 
according to  AID contracting and payment procedures. Disbursements f o r  
in-country training and technical assistance will be made on a case-to- 
case basis. 

For the t raining components, AID will  finance 100% of the charges 
made t o  the par t ic ipa t i  ng ins t i tu t ions .  AID will a1 so finance 100% of 
the cos t  of the advisors, evaluations, short-term technical assi  stance 
and foreign exchange c o s t  of seminars held i n  India. In the  l a t t e r  case, 
AID will seek co-sponsors, who will  normally be expected t o  finance a l l  
local ,  rupee, costs. AID will be will ing t o  meet 100% of ' t he  cos t  of ' 

appropriate local research studies,  b u t  will seek co-sponsorship f o r  
these, whether f ram India o r  overseas donor sources. 

E .  AUTHORIZATION IN PHASES 

This $50 mil 1 ion program will be authorized i n  two phases. $25 
million will be authorized i n  M 1988, along w i t h  approval of t h i s  
project  paper. The second tranche will be authorized i n  M 1990 or  199 
dependi ng on program funding needs, f o l l  owing a posit ive recommendation 
of the mid-term evaluation. 
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PROJECT KO. 386 -HG- 003 I ' 

A. k n e r a l  C r i t e r i a  Under HG Statutory 
ku thori t y  . 

- 
ANSRER Y ES/KO PUT PP PAGE 

- 

REFERENCES hKD/OR E X P L A M T  I06 

( 3 )  supports a  p i l o t  project for low-cost 
she l t e r ,  o r  i s  intended t o  have a 
maximum demonstrat ion impact on 
1  ocal i n s t i t u t i o n s  a n d  national 

-. policy; and, 
. . .. .. - - 

. a  (4 )  i s  i n t k d e d  t o  &ve' k long run goal 
. . t o  develop domestic construction 

c a p a b i l i t i e s  and st imulate  local 
c r e d i t  i n s t i t u t i o n s  t o  make 
avai h b l e  domestic capi ta l  a n d  
other  management a n d  technological 
resouKes reauired f o r  e f f ec t ive  low 
cost  s h e l t e r  programs a n d  policies.  

Section 2 2 2 ( a )  

Section 2 2 1  ( a )  

Ki 11 the  proposed project meet t h e .  
following c r i t e r i a .  

( 1 )  i s  intended t o  increase t h e  availa- 
.:.: .-> b i l i t y  of domestic financing by 

. . .- demonstrating t o  local entrepreneurs 
-... and i n s t i t u t i o n s  t h a t  providing low- 

cos t  housing i s  f inancial  ly  vi zble; Yes 

( 2 )  i s  intended t o  a s s i s t  in marshalling 
resources f o r  low-cost housing; Yes 

Will the issuance of t h i s  quarznty cause 
the t o t a l  face  amount  of guaranties issued 
a n d  outstanding a t  t h i s  t i n e  t o  be i n  
excess o f  $2,158,000,000? 

Ril l  the ouarar,ty be issued p r io r  t o  
Segtmber 30, ? O W ?  

Yes 

Yes 

Yes 



Sect ion 2 ? 2 / 5 )  

Mill t he  proposed guaranty r e s u l t  i n  
a c t i v i t i e s  uh i  ch emphasize: I q 

(1 )  pro jec ts  provi d i n g  improved home 
s i t e s  t o  poor fami l ies  on  which t o  
bui ld she1 t e r  and re1 ated serv ices ;  

( 2 )  p ro jec ts  compri sed of expandable I 
core  s h e l t e r  u n i t s  on serviced s i t e s ;  I 
or  , 

t No . . 
( 3 )  slum upgrading projects  designed t o  

conserve a n d  improve ex'isting she l t e r ; ,  
o r  

( 4 )  s  he1 t e r  pro jec ts  f o r  1 ow-i ncome peopl e  
designed f o r  demonstration or ' ins t i tu-  
t i o n  building; o r  Yes 

( 5 )  community f a c i l i t i e s  and se rv ices  i n  
support of pro jec ts  authori zed under 
t h i s  sect ion t o  improve t h e  s h e l t e r  NO 

occupied by the poor? 

, If t he  project  reouires  the  use o r  con- - servat ion of energy, was consideration 
- given t o  the  use of s o l a r  energy 

technologies,  whey$, economj~al 1  y or 
technica l ly  f e ~ s i b l e ?  4 A -  

7 

Section 223(a) 

Will the A.I.D. guarznty f e s  be i n  an 
amount authorized b y  A . I . D .  in accoruance Yes 
with i t s  delegated ~ o w e r s ?  

Section 223( f )  

I s  t h e  maxiaurn r a t e  of i n t e r e s t  allowzble 
t o  the  e l i g i S l e  U.S. Investor, s s  
prescribed by the  kdninis t r ; tor ,  not note 
thcn one percent (1%) zbove t h e  cur rent  
r a t e  of i n t e r e s t  a?pl icable  t o  housing 
mortgages insured by the  Department of 
Housing and Vr ban Development? ..- N/A 

/ 



Kill  the DrOPOSed Housing Guaranty 
be coorclinated w i t h  a n d  complemefitary 
t o  other development zss i s tanfe  i n  the 
host country? 

Will the DroDosed Housing Guaranty 
demonstrate the f e a s i b i l i t y  of 
 articular kinds of housing and o ther  
in s t i tu t iona l  arrangements? 

Is the  project  desipned and planned 
by A . I . D .  so t h a t  a t  l e a s t  n ine ty  
percent (90%)  of t h e  face value 
of the proposed guaranty wil l  be f o r  
housing su i t ab le  f o r  famil ies  below 
the median urban income f o r  h o u s i n g  
in u r b a n  areas, in the  host coufitry? 

Ril l  the issuance of t h i s  guarznty 
cause the  f ace  value of guzrant ies  
i s s~ .?d  with respect t o  t he  host country 
t o  exceed $ 2 5  million in any f i s c a l  
year? 

k i l l  the issuance of t h i s  guzrazty 
cause the average face  value of a1 1 
housing quaranties issued in t h i s  
f i s c a l  year  t o  exceed $15 mi l l i3n?  

Section 2 3 S k )  . 
Kill the &aranty a'greement provia5 t h z t  

. ,wi l l  cover only lenders who a r e  "e l ig ib le  
investors" within t h e  mccning of t i l i  s 
section of the s t a t u t e  a t  t he  t i n e  the  
guaranty i s  issued? . 
Criter i  a Under k n e r a l  Forei a n  Ass! stance 
Act ku thori ty .  

Section 620/620A 

( a )  Does the  rhcst country meet t h ~  penerzl 
c r i t e r i a '  f o r  country el igiSi?i:y mder  
the Foreign Ass is tmce  A c t  e s  s e t  for th 
in the country e l i g i b i l i t y  chezkl is t  
prepared a t  the beginning of ~ x h  y ~ a r ?  

Yes 

Yes 

Yes 

Yes 

Yes 



( 2 )  Is there  any reason t o  bel ieve t h a t  
circumstances have chanped i n  the host 
country so tha t  i t  woula now be in-  
el iqi  b l e  under the country s t a tu to ry  
check 1 i s  t ?  
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ANNEX 4.1 

THE NATIONAL HOUSING BANK: FUNCTIONS 

The intention to create a new National Housing Bank (NHB) was 
announced in par1 iament in 1987; and the legislation was passed in 
December 1987. The Bank is to be owned by the Reserve Bank of India, 
and is to receive equity capital of Rs. 100 crores. The National 
Housing Bank Act permits the NHB to "transact all or anyN of the 
following kinds of business: 

"(a) promoting, establishing, supporting or aiding in the 
promotion, establishient and support of housing finance 
institutions; 

( b )  making of loans and advavces or rendering any other form of 
financial assistance whatsoever to housing finance institutions 
and scheduled banks; ! 

! 
! 

(c) subscribing to or purchasing stocks, shares, bonds, debentures 
and securities of every other description; 

9 

(d) guaranteeing the financial obligations of housing finance 
institutions and underwriting the issue of stocks, shares, bonds, 
debentures and securities of every other description of housing 
finance institutions; 

(el drawing, accepting, discounting or rediscounting, buying or 
selling and dealing in bills of exchange, promissory notes, bonds, 
debentures, hundies, coupons and other instruments by whatever 
name called; 

(f) forming, promoting and managing subsidiaries for carrying out 
a1 1 or any of its functions under this Act; 

(g ) undertaking research and surveys on construct ion tec hni ques 
and other studies relating to or connected with shelter, housing 
and human settlement ; 

( h) formulating one or more schemes, for the purpose of 
mobilisation of resources and extension of credit for housing; 

(i 1 formulating one or more schemes, for the economically weaker 
sections of society which may be subsidised by the central 
government or any state or any other source; 

(j) organising training programes, seminars and symposia on 
matters relating to housing; 



i k )  prsviding auiaelines t o  the housing fir- .nte ins:itu:ions :o 
ensure t h e i r  g r o w t h  on sound 1 ines: 

( 1 )  providing technical and administrative assistance t o  housing 
finance ins t i tu t ions ;  

(R) co-ordinating w i t h  the Life Insurance Cor~crat ion of India, 
the U n i t  Trust of India, the  General Insurance Corporation of 
India and other financial  ins t i tu t ions  in the discharge of i t s  
overall ' functions; 

( n )  exercising a l l  powers and functions i n  the performance of 
duties entrusted t o  the  National Housing Bank under t h i s  Act or 
under any other law f o r  the time being in force; 

( 0 1  acting as  agent of the Central Government, the S ta te  
Gover,nnent or the Reserve Bank or of any autharity as may be 
authori ed by the Reserve Bank; k 
( p )  any: other k i n d  of business which the Central Government may,. 
on the recommendation of the Reserve Bank, authorise; 

( q) generally, doing of a1 1 m c  h matters and things as may be 
incidental t o  or consequential upon the exercise of i t s  powers or 
the discharge of i t s  duties under this  Act." 



ANNEX 4 . 2  

SUMMARY OF REPORT "THE NATIONAL HOUSING BANK: REGULATORY 
OPTIONS AND ASSESSMENT FACTORS", KAREN J. WILSON, 

THE URBAN INSTITUTE FOR USAID/NEW DELHI, JANUARY 1988 

8 a 

Successful development of a private housing finance system wi 1 1  be 
dependent upon the financial integrity of the institutions in the 
system, and the development of public confidence in these institutions. 
The National Housing Bank (NHB) was recently created to promote housing 
finance institutions, provide financing, provide guidelines to promote 
sound growth and provide technical assistance, as well as to serve 
several other functions. The purpose of the study was to analyze 
various options available to the NHB in establishing guidelines and 
performing its oversight functions. 

The scope of work performed included analysis of four housing 
finance institutions currently in operation. The analysis took in a 
review of financial information, discussions with management and a 
review of policies and procedures.' Plans were also discussed with 
other prospective housing finance companies. 

The report discusses the three primary roles of a regu 
housing finance: 1 icensing, oversight of companies operat 
the closure of institutions. Each section describes: 

iator of 
ions, and 

o current regulation by the Department of Financial 
of the Reserve Bank of India; 

o assessment factors genera 1 ly used by regulators; 
o options for the fole of the NHB; and 

Companies 

o practices of the Reserve Bank of India and US regulators. 

In the area of licensing, options discussed include allo\iing free 
entry to all companies, restricting entry to the system and allowing 
access to the NHB to a restricted group of institutions. If entry to 
or use of the NHB is to be restricted, four primary factors can be 
used to assess those qualified for entry: the background of the 
organizers or ownership, management, market needs and financial 
viability. 

Currently there is free entry into the system. Conpanies are 
required to register and the RBI is notified, but there are no capital 
or other requirements to be met. As a rssult, HFCs can range in size 
and sop histication from one man operations to the largest institution, 
HDFC, which has assets of Rs.515 crores. The institutions reviewed 
were started by well known respected business and government people. 
Discussions with a representative of RBI Is Department of Finance 
Companies indicated that HFCs are sometimes used as a vehicle for 
persons lacking integrity or as a means to avoid taxes or other 
government limitations. A prerequisite to building depositor 
confidence in HFCs is to establish the integrity of these institutions. 



The report recommends that, in assessing the financial condition 
of various operations, five factors should be considered. These are: 
liauidity and funds management, capital, asset quality, earnings and 
management. In the discussion on liquidity, the report summarizes 
uays in which the NHB could help to mobilize additional funds for 
housing finance companies. Opt ions identified include direct loans, 
purchase of mortgages, guarantees and the development of new mortgage 
instrunents. 

The methodology 'for making assessments in these areas is discussed. 
Methods that can be used include analysis of financial and non- 
financial information, on-site inspections and auditor certification. 
As follow-up to the findings of such oversight, the NHB could be 
vested with authority to provide a variety of supervisory and 
enforcement actions. 

The report noles 1 .at the Department of Financial Companies 
currently performs q number of regulatory functions. In designing the 
role of the NHB, efforts should be made to avoid duplication. To the 
extent possihle, regulatory oversight should be centralized in one 
inst itution. 

The report concludes with a review of the companies visited, 
evaluated according to the assessment factors discussed in the report. 
The institutions reviewed were generally in sound condition. In the 
area of 1 iquidity and funds management, one institution had sound 
policies, was maintaining adequate liquidity and had adequate funds to 
meet its comitments. Two others had problems in this arez. Both had 
a low level of liquidity and lacked available funds to meet their 
commitments. The fourth institution had adequate 1 iquidity for the 
present. All companies met the RBI's 10% reserve requirement. 

Capital was adequate in all of the institutions reviewed. Only 
one institution had been able to adequately leverage its capital 
through borrowings and the acceptance of deposits. 

Asset qua1 ity was general ly good. Underwriting standards were 
general ly conservative although one institution had a liberal debt 
service requirement. There were no past due loans at the two newer 
institutions. Past dues (over 30 days) ranr2d from 5.6% to 7.7% at 
the other institutions. Earnings ,at all of the institutions were good 
based on their return on assets, which ranged from 9% to 11%. At two 
companies the return on assets was unusually high, as capital was the 
primary funding source. The return on equity ranged from 1 .Z% to 
21.5%. Those comapnies with a high level of capital had a poor return 
on equity. 

Management of the institutions was found to be good. Boards and 
senior management general ly had good experiene. The small er 



institutions generally lacked formalized systems such as written 
policies, Fl!S, training programs, and planning. Reliance on informal 
systems is curr.enily acceptable given the size and lack of complexity 

, of these instit~tions. All companies had an independent external 
audit as required by law. Two companies also employed internal 
auditors. 



ANNA' 2.3 

N I B  BOARD OF D I R Z i O R S  

C. (I) Th B o d  of Directors of the National Housing Bsnl-. shrli 
consist of thz following, namely: - 

(a) a Chnirman and o llanaging Director: 

Prollded 15::: the same pzrson may be appointed as Chairm~n 
2nd CP :dimaging Director; 

I 
I 
1 

(b )  thr2e directors from amollpt the e::pcr:s in C\e 5'216 0: 
housing. architec:ure, enpind~ering, s ~ ~ i ~ l u g j . ,  finance, law, ncn2+ 
mcnt in< corpo:ste ghnning or in any oiltc: field, spccicl bow-  
l e d ~  of which is considered, usoful to tho National Houslng B d ;  

(c) three dircctors, who s k l i  be pnrsons with experience ia tk 
working of institutions invo!vec! in providing funds for houshg ci 
eng@ in housing d ~ ~ c l o p n ~ c n t ;  

( c i )  two directors from ou! crf the directors of the Xeserve Emk; 

(cj three directors frozn amongst the oSciels of t!x Central 
Got~-ea:; 

(f) two directors frcm mongst  the officials of the St3te Govcra- 
nient. 

(2) Tne Chairmac, the Maaaging Director arid other directors ex- 
cluding the di-ectors rcferred tc in clause ( d ) ,  shall, be appointed by the 
Ccntral CkVernment in consultaticn with the Reserve Bani: and he", t@rs 

referred to ia &use ( d )  shzll be n o d a l &  by the Reservc B d .  

The National Housing Bank Act,  1987 



RESERVE U A S K  OF Ih2,I.A 
IIAL-\SCI: SIIEET AS AT 3OTll JUNE 1987 

lSSCE DEP.\KTXICST 

l.l.\l l l l. lTli3 I * ASSETS 

I<s. P. .. Ks. P. Rs. P. Rs. P. 
\ols\ hslii ~n the Gik! Co~n and Bullion: 
UimAtng L k p ~ r r n ~ e ~ i t  l t1.23.72.54\).\U l a ]  Held ln India 274.27,76.380.65 
L w r  ill ~IICII~.III<III 3tFfl7.4~.!3!.3-l~.Vl (h) Hcld outside Indid - 

Fore~pn Securities 1564.05.75.253.50 
\ 

'rrlt.~l >,w\ I~SLICJ w!? . ~ . 5 7 . ~ ~ 3 > 0  ~ o t a l  1831.33.5 1.634.15 
Hupcr Coin 50.19.85.449.35 

I tiuvernmrnt of India 

I Rupec Sccuriuo ?~39,13.20.8c0.W) 
I Internal Bilh of 

Exhanee and other 
Cornmcrc~al Papq - 

Total Liabilities ZOY?? .66.5i.Nu.S0 T aml Assets 3W33,66,57.88J.50 . 
1 

Il.\SKIY(; DEPART JIENT 

l.l-\1111.171ES ASSETS 

KI. P. Rs. P . 
C~p11a1 P.~id Up 5.W.tM.W.W .Notes 16.23.7~,5JO.W 
H s w v  Fund l50.00.W.W.W Kupee Coin 10.13.920.CO 
S.itlun~1 Indu\rrial CreJ~t ILTO) Fund 37:.(.00.00.W.W Small Coin 2.87.6Y4.W 
l k p i ~ t ~ :  Bills Purchased and Discounted: 
I;I I Goternment la) 1ntern;ll - 

I II Ccntr.rl Government 52.03.9 1.736.93 (b) External - 
t i i ~  State Governments 14.98.W.027. I9 (c) Government T r c z s u ~  Bills 395 1.67.01.333.14 

t 171 t{;inh.\ UuI.,mces held abroud 3675.82.3 1.835.27 
11) Sch+dulcd Commercial Banks 15853.31.3J.Y75.YY Investments(1) 201158.C1.36.934.27 
~ i i l  Scheduled Stale Co-operarive Banks IJb.21.63.WY.55 Loans and Advances to: 

t i i i l  Nun-Scheduled State Covperdt~ve tirnks Y.3Y.jS.Yj7.03 li) Central Government - 
t i * )  Other Ranhb 2 . 0  I , 5 5 4  I (ii) Slate ~overnments(~) 79.98,00,000.00 

(c l  K A B A K U  Deposit Loans and Advances to: 
I I) NKC ( Lung-Term 0per;ltionsl Fund - (i) Scheduled Commercial Banks 853.06.18.378.88 

t ~ i )  N I K  (Stab~liwtion) Fund 134.8?.20.915.61 (ii) State Co-operative Banks 30.77.59.~.00 
tdl Others 4YJ0.79.13.350.59 (iii) NABARD 949.66.16.000.00 
;ill\> Payable 126.50.59.489.06 (iv) Others 1 O i  .50.NY).000.00 
utncr Liabilities 96 I:. 12.26.908.55 bans, Advances 6 Investments from 4 

National lndustM1 Credit (LTO) Fund: 
(a) Loans & Advances to: 

(i) Indus~rial Development Bank of lndia '2875.29.80.$00.03 
(ill Export Impon Bank of India 345.00,00.000.00 

(b) lnvestmen~s in bondsldekntures issued by: 
(i) Industrial Development Bank of India - 

(ii) Expor( Import Bank of India - 
Other ~ssctsfl) 1852.7 1.76.409.30 

Total L iobi l i tk  347%.31,95.,545.80 Total Arrts U7p6SI ,%$aS.Y) 

1 1 1  lnsludes Ks.203b.55.13.302.37 held abroad in foreign currencies; - - . .  . . 

12) Include5 Ways B Means Advances. 
I ) )  1n;ludcs amounts advanced to or depusited w ~ t h  scheduled commercil banks unt-r spccial arrangements. 

Source: Annual Report of the Reserve Bank of India, 1986-87 -. .- 
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- Concluded 

PROFIT ANI) LOSS ACCOC'NT FOR THE YEAR EhUED30TII JL3E l9S7 

Rs. P. 
ISCO31E 

.................................................... Interest. Discount. Exchange. Commission. etc: 721 .;7.24.36?. 17 

EXPESDITCRE 
................................................................................... Establishment ............................................... D~rectors' & Local Board Mernben' Fees h: Exper~ses 
................................................................................... Auditors' Sees 

............................................................. Kent, Taxes. Insurance. Lighting. etc.. 
............................................................................. Law Charges i . ,  .... 

............................................ . . . . . . . . . . . . . . . . . . .  Pos~ape and Tr.legr.~ph Charges.. .:. 
........................................................................... Remittance of Treasure 

.................................................................................. Stationery. eta. 
....................................................... Secun~y Pnnt~ng (Cheque, Kote Forms. etc.) 

............................................. [>sprcc~;rtion. and P c p w s  to Bar..\ ?wpm).. .;. ....... 
........................................................... Apenc). Chargcs .: .................... 

............................................ Contributions to StdTGratuity and Supcmnnua~ion Funds 
.......................................................................... Misccll~ncous L~penses 

I 

........................................................................... Net ~vail.rble t,zl;!r.cc.. 

1.89163.79~. 10 
173.01.97.738.50 
- 8.31.98.24S.92 
163.6(.17.443.29 

2.65.00.000.QO 
S.K1.8?.31W.00 

Total 5 1 1.3!.M.028.80 
210.M.04.33L37 

Tol.1 72137253Q.17 

......................................................... S u v i . ; ~  payable 10 the Centnl Government ?10.W.01,333.3? 
-- 

'After making statutory contributions, and the usual or necessary provisions in terms of Section 47 of Reserve Bank of India Act. 1934. 

RESERVE FUND ACCOUNT 

Rs. P. 
...................................................................... Balance on 30th June, 1986.. 15o.~.al,003.00 

............................................................. Transfer from Profit and Loss Account - 
1 I U),OO.w.OOO.UO 

K.C. PATKAR 
Chief AccounIont 

Dated the 14th August. 1987. 

-. 
R.N. htALHOTRA Governor 
A. GHOSH Deputy Governor 
C. RANCARAJAH Deputy Governor 
P.D. OJHA Deputy Ciovernor 
P.R. NAYAK Deouty Governn* .- 

REPORT OF THE AUDITORS 
TO THE PRESIDENT OF INDIA 

We, the undenigned Auditors of the Reserve Bank bf India, do hereby repon to the Central Government upon the Balance Sheet and 
Accounts of the Bank as at 30th June, 1987. 

We have examined the b v e  Balance Sheet with the Accounts. Certificates and Vouchers re~aiing thereto of all Ofices of the &k 
and repon that where we have called for explanations and infomudon from the C e n t d  Boud. such information and explanations b v c  
been given and have k e n  satisfactory. In our opinion. the Balance Sheet is a full and fair Balance Sheet conraining the p a n i c u b  
prescribed by and in which the assets have k e n  valued in accordance with Reserve Bank of India Act. 1934 and Regulations f m e d  
thereunder and is properly dnawn up so as to exhibit a t ~ e  and correct view of the stale of the Bank's f l a i r s  according to the best of our 
inforrnat~on and the explanations given to us, and as shown by the Books of the Bank. 

hlls. BRAHMAYYA & CO. 
Mls. C.C. CHOKSHI & CO. 

Dated the 14th August. 1987 Mls. S.R. BATLIBOI & CO. Auditors 
MIS. DASSGUPTA & CO. 
MIS. VED & CO. 
MIS. HINGORAPJI M. & CO. 
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MINISTRY OF LAW AND JUSTICE 
(LcgisIative Department) 

N e w  Delhi, the 28th December, 1987/Pausa 7, 1909 ( S a h )  

The following Act of Pariiament received the assent of the President 
on the 23rd Decemebr, 1987, and is hereby published for general infor- 
ma tion: - 

THE NATIONAL HOUSING BANK ACT, 1987 
Xo. 53 OF 1987 

[23td Decembev, 1987.1 

An Act to establish a bank to be known as the National Housing 
Bank to operate as a p ~ c i  a1 agency to promote housing finan- 
ce institut~ons both at loca f and regional levels and to pro- 
vide financial and other sun~ort to such institutions and for 
matters connected therewit6 br incidental thereto. 

BE it enacted by Parliarneat in the Thirtyeighth Yeu of the Repub- 
lic of India as follows :- 

CHAPTER I 

1. (1) This Act may bt c a e d  the Nationd Housing Bank Aat, 1WT. Short 
title. 

(2) It exfends to the whoie of India. cxtcnt 
and (3) It shall come into f o r e  on such date as the Centtal Government tom- 

may, by notification in the Oscial Gazette, appoint, and different dates ,,,,. 
( 1 )  

mcnt 
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may be appointed for different provisions of this Act and any reference 
in any provisim to the commencement of this Act shall be construed as 
a reference to the coming into force of that provision. t 

2. In this Act, nnlcss the context otherwise requires,- 

(a)  "B~ard" means the Board of Directors of the National H o w  
ing Bank refemd to in section 6; 

( b )  "Chairman" means the Chairman of the Board appointed 
under section 6; 

(c) "director" means a director appointed under section 6; 

(d) "housing finance institution'' includes every institution, 
whether incorporated or not, which primarily transacts or has as 
its principal object, the transacting of the business of providing 
finance for housing, wheth?;. directly or indirectly; 

(e) "Managing Director" means the Managing Director appoint- 
ed under section 6; 

(f) "National Housing Bank" means the National Housing Bank 
established under see.on 3; , 

(g)  "notificationw means a notification published in the Of3dd 
Gazette; 

\ i c )  "prescribed" means prescribed by regulations made under 
thb Act; 

( i )  ,"Reserve Bank" means the Reserve Bank of India constf* 
ted under section 3 of the Rereme Bank of India Act, 1934; 2 of 1934. 

(j) words and expressions used. herein and ? not d&ed but 
dedned in the Reserve Bank of Lndia Act, 1934, shall have the m e w  
hgs respectively assigned to them in that Act; 

(k) words and expressions used herein and not deflned efther in 
:his Act or in the Reserve Bank of India Act, 1034, but defined in the 101,, 
B a n h g  Regulation Act, 1949, shall have the meaxiings respectively 
assigned to them in the Banking Regulation Act, 1949. 10 of 1949. 

3. (1) With effect from such date as the Central Government may, 
by notification, appoint, there shvll be established for the purposes of 
this Act, a bank to be b o r n  as the National Housing Bank. 

(2) The National Housing Bank shall be a body corporate with the 
name aforesaid having perpetual succession and a common seal with 
power, subjs t  to the provisions of :his Act, to acquire, hohj and d i s p  
of property and to contract, and may, by that name, sue and be sued. 

(3) The head oflice of the National Ha~whg B,dc  shall be at Bombay 
or at such other place as the Re~erve Bank may, by notification, specfw. 

(4 )  The National Housing 3 m k  m3y establish 05ces, branches or 
agencies at any plsce in India, and wJth the previous approval of the 
Reserve Eank, at any place outside India. 
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4. The authorised and paid up capital of the 1,atlunal Houslng ljank Capital 

shall be one, hund-cd crores or rupees and snail be subscnwd by the 
Meserve Bank: 

Provided that tile Central Govermneut may, 111 consultation with the 
Reserve Bank, oy ~~otification. increase the s a d  capital up to five hun- 
dred crores of rupees and the capmi SO increa~ed shall also be subs- 
arbed by the Heserve Bank. 

5. (1) The general superintendence, direction and management of h m -  
the afEaits and business of the National Housing Bank shall vest in the maat. 
Board of Directors, which shall exercise all powers and do all acts and 
things, which may be exercised or done by the National Housing Bank 

(2) Subject to the provisions of this Act, the Board, in discharging 
iis functions, shall act cln business principles wi:h due regard to public 
interest. 

(3) Subject to the provisions oi sub-secuon (1) and save as otherwise 
proviaed in the re&iations made under fhis Act,- 

(a) the Chaiman, if he is holding offices both as the Charman 
and the Managing Director, or 

(b) the Managing Director, if the Chairman is absent, 

shali also have powers of general superintendence, direction an? manage- 
ment of the affairs and business of the National Bousiag Bank and 
may also exercise all powers and do dl acts and things which may be 
exercised or done by the National Housing Bonk and shall act on business 
principles with due regard to public inbcrest. 

(4) The Managing Director shall, in the discharge of his powers and 
functions, follow such directions as the Chairnun may give. 

(5) In the discharge of its functions under this Act, the National 
Housing Bank shall be guided by such directions in matters of policy 
involving public inkrrst as the Central Gwernment, in consultation with 
the Racm BPnk, or the Reserve Bank, may give in writing. 

8. (I) Tb. Boud of Directors of the National Housing Bank shall Ed con* of the following, namely:- 
tots. 

(a) r Chrinnrn m d  r Managing Director: 

Provided that the same person may be appointed as ChllInnm 
and as Managing Director; 

(b) three directors from amongst the experts in the field of 
housing, architecture, engineering, sociology, Enmce, law, mruaOc 
m t  and corporate p1,anning or in any odler field, special brow- 
ledge of which is considered useful to th6 National Rousfng Bank; 

I 

(c) three directors, who shall be persons with experienct in the 
working of Institutions involved in providing funds for housing or 
engaged in housing development; 

(a) two dirocton from out of the directors of the Reserve Bmk; 
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(e) three directors from amongst the cdicials of the Central 
Gwernment; 

U) two directors from amongst the officials of the State Govern- 
ment. 

(2) The Chairman, the Managing Director and other directors ex- 
cluding the directors referred to in clause (d), shall be appointed by the 
Central Government in consultation with the Reserve Bank and directors 
referred to in clause (d) shall be nominatred by the Reserve Bank 

7. (1) The Chairman and the Managing D k t o r  shall hold o5ce for 
such t a n ,  not exceeding five y e m  and shall receive such salary and 
allowances and be governed by such terms and conditions of service os 
the Central Government may, in consultation with the Reserve Bank, 
specify and shall be eligible for reappointment: 

Provided that the Chairman or, as the case may be, the Managing 
Director shall, notwithstanding the expiration of his term, continue to 
hold office until his successor enters upon hie o5ce. 

(2) The director5 raferlhd to in claufes (b) and (c) of sub-oection 
(1) of sectmn 6 shall hold office for a term of three years: 

Provided that any such director shall, notwithstanding the expiration 
of his term, continue to hold office until his successtar enters u p  his 
office. 

(3) The Central Government may, in coilsultation with the Reserve 
Bank, remove the Chairman or the Managing Director, or any other 
director referred to in subsection (2), at  any time before the expiry of 
his term of o5ce after giving him a reasonable opportunity of showing 
cause ,against the proposed removal. 

(4) Notwithstanding anything contained in sub-sections (I) and (3), 
the Central Government, in consultation with the Reserve Bank, shall 
have the right to terminate the term of office of the Chainnan or, as the 
case may be, the Managing Director, at my time before the expiry of 
the tern specified under subsstion (1) :  by giving him notice of not 
less than three months in. writing or thr.:.. months' salary and allowan- 
in lieu t h e o f  and tht Chairman or the Managing Director, as the cam 
may be, dull also have the right to relinquish his oiace at anany time 
b e h e  the expiry of the term specified under subsection (I), by giving 
to the Central Government notice of not less than three months in 
wtlting or t h e e  months' salary and allowances in Iieu thereof. 

(5) The directors shall be paid such fees ar,d allowances as may be 
prescribed for attending the meetings of the B0,u.d or of any of its com- 
mittees and for attending to any other work of the National Housing 
Bank: 

Provided that no such fee shad be payable to any director, who is an 
o 5 d d  of the Government or a director of the Reserve Bank. 

8. No person shall be a director of th'e Board, if he-  

(a) is, or becomes of unsound mind and has been so declared by 
a competent court; or 
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(b) is or has been convicted of any offence which, in the opinion 
of the Central Goverpment, involves moral turpitude; or 

(c) is, or at any time has been, adjudicated as insolvent or has 
suspended payment of his debts or has compounded with his credi- 
tors; or 

(d) has, for any reason, been removed or dismissed from the 
service of- 

( i )  the Government, or 

(ii) the Reserve Bank, the State Bank or any other bank, or 

(iii) any public financial institution, or state financial corm 
poration, or 

(iv) any other carporation owned or controlled by the Gov- 
ernment. 

(a) becomes subject to any of the disqualifications mentioned b 
section 8; or u 

(b) is absent without leave of the Board for three or more aon- 
eecutive meetings thereof, 

his seat shall thereupon become vacant. 

(2) Any director may resign bis oface by giving notice t+*f in 
writing to the authority that appointed or, as th? case may be, L .- &at& 
him and on his resignation being accepted by such authority or if his 
resignation is not sooner accepted, on the expiry of three months &om 
the receipt thereof by such appointing authority, he shall be deemed 
to have vacated his office. 

10. If the Chairmaq or as the case may be, the Managing Director, is 
by infirmity or otherwise rendered incapable of carrying out his duties 
or '; absent on leave or otherwise, in circumstances not involving the 
vrrcation of his appointment, the Central Government may, appoint 
another person to act in his place during his absence. 

ll. (1) The Board shell meet at auch times and places and shall 
obscrve nuch nilu of procedk in regar6 to the transaction of business at 
its meetbgs, as may be prescribed 

(2) The Chairman, or, if for any reason he is unable to attend a meeting 
of the Board, the Managing Director, or, in the event of both the Chair- 
man and tbe Managing Director being unable to attend a meeting, m y  
other director nominated by the Chairman in this behalf and in the 
absence of such nomination, any director elected by the dirccton p* 
sent from among themsdves at the meeting, shall preside at the meet- 
ing* 

(3) All questions which come up before any meeting of the Board 
shall be decided by a majority of votm of the directors present and voting, 
and in the event of an quality of votes, the Chairm4 or, in his absence, 
the person presiding. shall have a second or cutkrn vob. 
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12. (1) The Board may constitute an Executive Committee consisting 

of sych number of directors as may be prescribed. 

(2) The Executive Committee shail discharge such functions as may 
be prescribed, or, as may be delegated to it, by the Board. 

(3) The Board may constitu?e such other committees, whether con- 
sisting wholly of directors or wholly of other persons or partly of directors 
and partly of other persons as it thinks fit for such purposes, as it 
may decide and any committee so constituted shall discharge such func- 
tions as may be delegated to it by the Board. 

(4) The Executive Committee or any other committee constituted 
under this section shall' meet at such times and places and shall observe 
such rules of procedure in regard to transaction of business at its meet- 
ings, as may be prescribed. 

13. Any director of the Board or any member of a committee, who has 
any direct or indirect pecuniary interest in any matter coming up for 
consideration at a meeting of the Board or a committee thereof, &dl, , 

as soon as possible after relevant circumstances have come to his h o w -  
ledge, disclose the nature of' his interest at  such meeting and the dis- 
closure shall be recorded in the mihutes of the Board, or the cammittee, 
as the case may be, and the director or mernber shall not take any part 
in any deliberation or decision of the Board or the committee with res- 
pect to that matter. 

14. Subject to the provisions of thi. Act, the National Housing Bank 
zuay transact all or any of the following kinds of business, namely:- 

(a) promoting, establishing, supporting or aiding in the promo- 
tion, establishment and support of housing Gnance institutions; 

(b) making of loans and advances or rendering any other form 
of financial asaiatance whatsowet to housing finance institutions 
and scheduled bulb; 

(c) rubrcdbing to or purchasing stocks, shares, bonds, deben- 
hars m d  securities of every other daaiption; 

(d) gwantccing the financial obligations of hausing finance in- 
stitutions and underwriting the i m e  of stocks, rhuts, bonds, deben- 
tura md securities of every 0th- description of housing hance 
it stftuttamr; 

(a )  drawing, accepting, discounting or rsdiscountiag, buying or 
selling and dealing in bills of exchange, promirnasy notes, bonds, 
debentures, hundies, coupons and other instruments by whatever 
name ~dd; 

v> forming, promoting and managing subsidiaries for carry- 
out all or any of its functions under this Act; 

(g) undertaking reszach ;nd surveys on construction techni- 
quo and other studies relating to or ,?onnected with shelter, housing 
and human settlement; 
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(h) formulating one or more schemes for the purpose of rnobi- 

Iisation of resources and extension of credit for housing; 

( i )  formulating one or more schemes for the economically 
weaker sections of. society which may be subsidised by the Centml 
tiwernment or any State Government or any other source; 

(j) organising training programmes, seminars and symposia 
on matters relating to housing;: . 

(k) providing guidelines to the housing finance institutions to 
m u r e  their growth on sound lines;. 

( I )  providing technical and administrative assistance to housing 
ftnance institutions; 

(m) cmdinating with q e  Life Insurance Corporation of Indio, 
the Unit Trust of India, the General Insurance Corporation of Indh 
and other financial institutions, ih the discharge of its overall func- 
tiom; . , 

(n) exercising aU powers and functions in the performance of 
duties entrusted to the National Housing Bank under this Act or 
under any other law for the time being in force; 

(0) acting as agent of the Central Government, the State Gomm- 
ment or the Rescnte Bank or .sf any authority as may be autharised 
by the Reserve Bank; 

(p) any other ldnd of busin- which the Central Govaamrnt 
may, on the recommendation of the Resetve Bank, authorfsc; 

(q) generally, doing of all such matters and things as may be in- 
cidental to or consquential upon the urrcise of fb powm or the d b  
charge of its duties under thia Act. 

U. (1) The National Hawing Bank m y ,  for the purpsra of cvrglng m-. 
out its functions under thir Act- i n g  and 

r a n p  
(a) issue and sell bonds and debentures with or without the - ef 

guarantee of the Central Govemmtnt, in such manner and on such 
terms as may be prescribed; Na- 

tioarl 
( b )  bomw money from the Central Government and from any Badry 

other authority or organisation or Mtitution approved by that 
Government on such tLn.- and conditions as may bc agreed upon; 

(c) accept deposits repayat't after the expiry of a p d o d  which 
shall not be less than twe:te rnonthj from the date of the mrldng of 
the deposit on such terms 9s may generally or specially be approved . 
by the Reserve Bank; 

(a) borrow mnney from the Reserve Bank- 

(i) repayable on demrr,d or on the expiry of bed. period# 
not exceeding eighteen months from the date of the arHng O! 

loan or advance, on such terms and conditions including the brmr 
relating to rccuriby and p m  as may be spccifld by tho 
Reserve B e ;  
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(ii) out of the National Housing Credit (Long 1 . rm Opera- 
tions) Fund established under section 46D of the Reserve Bank 
of India ,4ct, 1934 for any of the purposes specified in that section; 2 of 1 9 3 ~  

(e) receive for services rendered, such remuneration, commis- 
sion, commitment charges, consultancy charges, service charges, royal- 
ties, prernia, licence fees and any other consideration of whatever 
description; 

,: ' 
(f) receive gifts, grants, donations or benefaclons from Gov- 

ernment or any other source. 

'(2) The Central Government may, on a request being made to it 
by the National Housing Bank, guarantee the bonds and debentures 
issued by the National Housing Bank as to the repayment of principal 
and the payment of interest at such rate as may be b e d  by that Gov- 
ernment. I 

16. (I) Notwithstanding anything contained in the Foreign Ex- ' / 
Regulation Act, 1973 or in any other lsw for the time being in forqe rr 
lating to foreign exchange, the National Housing Bank may, for the 
purpose of making loans and advances under this Act, borrow in such 
manner and on such conditions as may be prescribed in consultation with 
the Reserve Bank and with the previous apptovd of the Central Govern- 
ment, foreign currency ftom any bank or financial institution in Indh 
or elsewhm. 

(2) The Central Government may, where necessary. guannke my 
loan taken by the National Housing Bank under sub-section (1) or m y  
part thereof ; r ~  to the repayment of principal and the paymeat d i& 
terest and other incidental charges. 

17. The rights and intacstr of the National Housing Bank (including 
any other rights incidental thereto) in relation to any loan or ad- 
made, or any amount rtcomrable, by it, may be kansf&td by tbs 
National Housing Bank, dther in whole or la put, by the e x d o n  or 
i m e  of any instrument or by the trpnsfer of any inrtnrmu~t by endo- 
m a t ,  or in any other manner in which the rights a d  interests in rthtion 
to such loan or advance may be lrwtully transfer&, md the National 
Housing Bank may, notwithstanding nrch trausfer, act aa the tnr.W 
within the meaning of section 3 of the Indian Tiubts Act, 1882, for tho 2 ,t 
tronderae- 

l8. Thc Notional Housing Bank shall have the r i a t  to acquire, by 
transfer or assignment, the rights and interests of my housing fkunce 
institution (including my other rights incidental thereto) in relation to 
any loan or advance made, or any amount rccovuable by such instftution, 
either in whole or in part, by the execution or ksud of m y  inrtnuncnf 
or by the transfer of any instnrment or in any other mmner in which 
the rights and interests in relation to such loan or advance may be law- . 
fully transferred. 

18. In entering into any transaction under this Chapter with my bor- 
rowing housing finance institution, the National Homing Bank m y  
impose such conditions as it may think necessary or cxpcdient for pro- 
tocting the interests of the National Houring Bank. 



;W. Notu-ithstandmg anything to the contrary contained in any agree- 
ment, the National Housmg Bank may, by notlce in mnting, require any 

, borrowmg housing finance insututmn to &charge forthwith in ful l  ifs 
l~abbties to the National Houslng Bank- 

(a) if it appears ?o the Board that false or misleadmg intormation 
m any material particular was given in the application for the loan 
or aavance; or 

(b) if the borrowing housing finance instituuon has failed to 
comply wth any of tne terms of the agreemeat with the National 
kiousmg Bank in the matter of the loan or advance; ar 

(c) if there is a reasonable apprehension that the borrowing 
housrng finaace instltutlon as unaole to pay its debts or that p d -  
rngs for liquidation may be commenced in respect thermf; or 

( d )  i f  for any reason, .it - -  necessary so to do tu p r o m  the 
interests of the National H@:isi .g Bank. 

21. (1)  The National Housing Yank shall have free access to all such 
records of any housing finance institution which seeks to avail of any 
credn iachfies trom the National Housing Bank and to all ~ u c h  records 
of any person who seeks to avail of any, credit facilities from such housing 
nnance mstitution, the p m a l  of which may appear to the National 
Housrng Bank to be necessary in connection with the providing of finance 
or other assistance to such housing finance institution or the refinancing 
of any loan or advance made to such person by that housing finance 
mstitution. 

(2) The National Housing Bank may require any institution or person 
referred to in sub-section ( I ) ,  to furnish to it copies of any of the records 
referred to in that sub-section and the institution or the person, as the 
case may be, shall be bound to comply with such requisition. 

22. ~u ' o tw i th s t and i~  anything to the contrary contained in any other 
law for the time being in force, the validity of any loan or advance made 
by the National Housing Bank in pursuance of the provisions of this 
Act shdll not be called in question merely on the ground of non-compliance 
with the requirements ,of such other law or of any molution, contract, 
or any instrument regulating the constitution of the borrowing housing 
finance institution: 

Provided that nothing in this section 'shall enable any company or 
co-operative society to obtain any loan or advance where the instrument 
relating to the canstitution of such company or cosperative society 
docs not empower such company or co-operative society so to do. 

23. The National Housing Bank shall not make any loan or advance 
on the security of its own bonds or debentures. 
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24. (1) The National Hoautg b a k  ixay at any tune ana shall, on 
oeug auectrd so to ao by u e  heserve ba~ui ,  cause an mspection to be 
maur oy our or mar? 01 its orhcers OA ally uoussg nnance UIstitUtiOn 
to arucn tile hational housliig bad has isnaae any ioan or aclvance or 
griulkd any other lmailclu ass.s~ance, ana ~ r s  booirs, accouurs and orner 
documents; and the National dousmg hank suall supply to tne houslng 
Iinance rnstltutlon a copy of its repor1 on sucn inspecton 

(2) 1. shall be the duty of every ofticer, employee or other person or 
persons1 in charge!of the wnole or part of the affairs of the housing 
linance institution to produce to any o5cer making an inspection under 
sub-secuon (I), all such books, accounts and other documents in his 
custody or power and to furnlsh withm suck time a the said officer may 
specify, any statements, information relating to the affairs of the housing 
finance institution as the s a ~ d  otficer may require of him. 

25. (1)  Tile National Housing i3ank may, for the purpose of the 
efficient discharge of its functions under this'Act, at any time direct any 
housing finance institution to subuiit to it :redit iniuamation in such 
i o n  and within such time as may be specified by the National Housing 
i3ank from time to time. 

(2) Every housing finance institution shall, notwi t b  landing anything 
to the contrary c o n w e d  in any law tor tne time bemg in torce or in 

A eemen t any msrrument regulating the constitution Uereof or m any ag' 
executed by it, relatrng to the sexecy of its dealings with ~ t s  consti- 
tuents, be bound to comply with any drrections lsSUed under sub-sectlon 
(1) .  

(3) The National Housing Bank may, for the purpose of the a c i e n t  
ciischarge of its functions under this Act,collect from the Central and 
State Govenrments, local authorities, the Reserve Bank, any bank or 
such fkanclal or  other insbtutions as the Reserve Bank may specify in 
this behalf, credit informat~on or other information. 

Ezplanutb.-For the purposes of ti& section and section 26, credit 
information means any information relating b 

( i )  the amount of loans and advances and other credit facilities 
granted for the purpose of housing; 

(ii) the nature of security taken for such loans, advances or 
other credit facilities; 

(iii) the guyantees furnished; and 

(iv) any other information which has a bearing on the credit  
worthiness of the borrower. 

26. The National Housing Bank, if it considers it in the public interest 
so to do, may publish any credit information br other information ob- 
tained by i t  under this Act, in such consolidated form or in any other 
form as it thinks fit. 

27. The National Housing Bank may provide advisory services to *he 
Central and State Governments, local authorities and other agencies 
connected with housing, in respect of- 

(a) formulati~n of over 11' policies aimetl :.I promoting the 
growth of housing and housi~ig ~inance institutions; 



( b )  legislation relating to matters haxlng a bearing on shelter, 
housing and human settlement. 

CHAPTER V 

PROVISIO::~ RELATING TO 1IOUS;SG FINANCE ISSTITL'TIONS 

RECEIVZNC DTPOSITS 

D c 6 n i  
lion of 
deposit, 

28. In this Chapter the term 'deposit' shall have the meaning assigned 
:: of 1934. to it in section 451 of the Resewe Bank of India Act, 1034. 

29. (1) The urnvisions of this Chapter shal! not apply to deposits 
accepted by a housing finance institution which is a firm or an unincor- 
porated association of individuals. 

(2) For the removal of doubts, it is hereby dcclared that the firms 
and unincorporated associations of individuals referred to in sub-section 
(I)  shall continue to be governed by the provisions of Chapter IIIC of 

2 of 1B34. the Reserve Bank of India Act. 1934. 
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30. The National Housing Bank may, if it considers neeessay in the 
puh!ic interest so to do, by general or special order,- 

(a) regulate nt ~rohibi t  the i s u e  by anr  horlshq finance insti- 
tution of anv nrncnpotus :v advertisement soliciting deposits of 
moner from the ntl7>l;c: an3 

@) specify the conditions subject to which any such prospectus 
or advertisement, if not prohibited, may be issued. 

31. (1) The National Housing Bank may a t  any time direct that 
every housing finance institution accepting deposits shall furnish to the 
National Housiq,o Bank in such form, at such intervals and within such 
time, such statements, information or particulan relatiug to or csmected 
with deposits received by the housing finance institution, a may be 
spcified by the National Housing Bank 1% general or special or&. 
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(2) Without prejudice to the generality of the power vested in the 
National Housing Bank under sub-section (I), the statements, infoma- 
tion or particulars to be furnished under sub-section (1). may nl.te to 
all or  my of the following matters. namely, the amount of the deposits. 
the purposes and periods fqr which md the r a t e  of interest and other 
tern and conditions on which, such deposits are received. 

(3) The National Housing Bank may, if it considers nmsraxy in the 
public inter@ so to do, give directions to housing finance institutionr 
accepting deposits eithek generally ar to any group of houdng flnmn 
institutions accepting deposits, and 'in particular, in respect of any 
matters relating m, or connected ~ i t h ,  the receipt of deposits, including 
the rates of interest payable on s x h  deposits, and the periods for which 
deposits may be received. 

( I )  If any housing finance institution accepting d w b  foils to 
comply with any direction given by the National Housing Bank, undcr 
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sub-section (3), the h'ational Housing Bank mag prohibit the accept- 
ance of deposits by that housing finance institution. 

(5) Every housing finance institution receiving deposits, shall, if so 
required by the National Housing Bank and within such time as the 
Rational Housing Bank mz; specify, cause to be sent at the cost of the 
housing finance institution, a copy of its annual balance-sheet and profit 
and loss account or other annual accounts to every person from whom 
the housing finance institution holds, as on the last dfy of the year to 
which the accounts relate, deposi:s high?: than such sum a: may be 
specified by the National Housing Bank. 

32 Every housing finance inst i t~t im shall furnish the statements, 
infor.mation, or particulars called for. in such form as may be prescribed, 
and comply with any direction given to it, under the provisions of 
this C1:apter. 

33. (I) The auditor of' wery housing finance institution shall 
enquire whether or not the housing finance institution has fur- 
nished to the National Housing Bank such statements, information or 
particulars relating to or connected with deposits recei~ad (by it, as are 
required to be furnished wider this Chapter, and the auditor shall, except 
where he is satisfied on such enquiy that the housing finance institution 
has furnished such statements, information or particdars, make a report 
to the National Housing Bank giving the aggregate amount of such 
deposits held by the housing finance institution. 

(2) W e r e ,  in the case of a housing finance institution, being a com- 
pany, the auditor has made, or intends to make a report to the National 
Housing Bank under sub-section .(I), he shall include in his report under 
sub-section (2) of section 227 of the Companies Act, 1956, the contents 1 of 1996- 

of the report which he has made, or intends to make, to the National 
Housing Bank. 

34. (1) The National Housing Bank mag, at any time, cause an inspec- 
tion to be made by one or more of its ofacers or employees or other 
pcrsons (hereafter in this section referred to as the inspecting authority) 
of any housing Ananc'e inztitution accepting deposits, for the purpose of 
verifying the correctness or completeness of any statement, information 
or particulars furnished to the National Housing Bank or far the purpose 
of obtaining any information or particulars which the housing finance 
institution has failed to ftxnish on being called upon to do so. 

(2) It shall be the duty of every director or member of any com- 
mi- or other body or any person for the time being vested with the 
management of the whole or part of the affairs of every housing 
flnann iwtitution accepting r'r:?sits or other omcer or employee 



thereof to produce to the inspecting authority all such books, accounts and 
other documents in his custody or power and to furnish that authority 
with any statement and information relating to the business of the 
institution as that suthority  ma^ require of him. within such time as 
may be specified by that authorily. 

(3) The inspecting authority may examine on oath any director or 
member of any committee or body or any other person for the time 
being. vested with the management of the affairs of the housing finance 
institution accepting deposits. or any officer or employee thereof, in 
relation to its business. 

35. No person shall solicit on behalf of any housing finance institution 
either by publishing or causing to be published any prospectus'or adver- 
tisemenl or in any other manner deposits of money from the public 
unless- 

' , (a) he has been authorised in writing by the said housing 
fihance institution to do so and specifies the name of the institution 
uhich has so authorised him; and 

(b )  the prospectus or advertisement compliea with any order 
made by the National Housing Bank under section 30 and with any 
other provision of law f'or the tim* being in force applicable to the 
publication oS such prospectus or advertisement. 

36. The provisions of this Chapter shall have &.ct notdthstanding 
anything inconsistent therewith contained in anv oJ.ner law for th'e time 
heinq in force or anv instrument havinq effect bv virtue of anv such 
I an.. 

37. (I) With effect from such date as the Reserve Bank mag swcify. 
the National Jlousinp Bank shall establish a fund to be called the General 
Fund and all payments bv the National Housinp Bank sha?l be made out 
of the said General Fund. 

(2j The Board may. and shall. if Sn directed bv the Reserve Bank, 
meate a special Eund or 2 reserve fund or such other fisnds as may be 
prescribed. 

38, (I) The balance sheet and accounts of the National Housing 
Bank sha?l be prepared and maintained in such f o m  and manner as may 
be ~rescribed. 

(2) The Board shall cause tbe books and ~ccounts of the National 
Housing Rank to be balanced and closed as on the thirtieth day of June. 
each pear. 

39. After making provision for bad and doubtful debts, depreciation 
of assets and all other matters 'for which srovision is necessarv or ex- 
bedient or which is usuallv provided f o ~  by hankers. +he National Housing 
Bank shall transfer- 

( i )  for R ~ e r i o d  of flftecn vcars. followinlt the rrccountinq gear 
during which the National Housine B2nk is established. the amount 
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remaining (hereafter in this section referred to as surplus) such of 
the funds referred to in section 37 as the Reserve Bank map specify: 
and . 

(ii) after the espiry of the said .period of fifteen years, the 
National Housing Bank shall, afteli making provision for the funds 
referred to in section 37, transfer the balance of surplus to the 
Reserve Bank. 

I ' 
40. (1) The accounts of the National Housing Bank shall be audited 

by auditors duly qualified to act as auditors under subsection (1)  of 
section 226 of the Companie Act, 1955, who shall be appointed by the Ot :9s6 

Reserve Bank, for such tenn and on such remuneration as the Reserve 
Bank may Ax. 

(2) The auditors shall be supplied with a copy of the annual balance 
sheet of the National Housing Bank and it shall be their duty to examine 
it together with the accounts and voucher4 relating thereto and they 
shall have a list delivered to them of all books kept by the National 
Housing Bank and shall at al! reasonable tides have access to the books, 
accounts. voucliers and other documents of the National Housing Bank. 

(3) The auditors may, in relation to the accounts of the Nstional 
Rousing Bank, examine any director of the Board or any officer or other 
employee of the National Housing Bank and shall be entitled to nq jn  
from the Board or officers or other employees of the National IX0usi.g 
Rmk such information and explanation as they mtty think necessary far 
the performance of their dutks. 

(4) The cluditors shall m ~ k e  a report to the National Housing Bank 
upon the ,annual balance sheet and accounts examined by them and in 
wery such report, theg shall state whether in their opinion the balance 
sheet is a full ant? fair balance-sheet containing all necessary particulars 
and properly drawn up so as to exhibit a true and fair view of ihe state 
of affairs of the National Housinq Bank and in case they had called far 
any explanation or information from the Board or any officer or 0th- 
employee of the National Housing Bank, whether it was given and 
whether it we? satisfactory. 

(5) The National Housing Bank ;hall furnish t o  the Central Govern- 
ment and the Resenre Rank within three months from the date on which 
the annual accounts of the National Housing Bank a r t  closed and balan- 
ced, r copy of its balance sheet as on the close of the relevant year t o p  
ther with a copy of the proflt and loss account for the year and a copy 
of the auditors' m o r t  and a report of the mrking of the National 
Rousing Bank during that gear, and the Central C-avernrnent shall, IU 

soon as may be after theg are received by it, cause the same to be laid 
before each House of Parliammt. 

(6) Without rreiudice to anvthing contained in the preceding sub- 
sections, the Central Government may, at  any time, appoint the Camp 
troller and Auditor-General of India to examine and report upon the 
recounts of the National Hnusinq Bank and any expenditure jncurrcd 
by him in connectinn with such examination and report shaU be oayablt 
by the NaMonal Housing Bank to the Comptroller and Auditoy-Gmd 
of India. 
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4L The National Housmg Bank shall furnish, from time to time, to 
the heserve Bank such mtorrnacion and reruns as the Heserve Bank 
may iequre. 

42. Tne National Housrng Bank shall maKe an annual report to the 
Central Government and tne Keserve ban.ii on the trena and progress 01 
housiug in the country and in that report may make such sugges- 
iions as it may tiunk necessary or expeaent for the development of 
housmg and the cenlral Government snall, as soon as may be after the 
repon IS recelved by iL, cause the same to be laid k t w e  each Houseoi 
r'arhament. 

CHAPTER VU 

49. (i) 'i'he l u a t u ~ ~ l  Housing dank may appomt si~cu muiber ul 

offlcers and 0th- employes as i t  considers necessary or desirable for 
me ettiuent performance of its functrons and deterrmne the terms and 
concuuons of their appointment and service. 

(L) 'i'ne wi les  and conduct, terms and conditions of service and the 
establishment and mainteilance of provident fund or any other fund for 
the 'benefit of the ofiicers and other members of staf€ of the Na t iom 
Housing Bank shall be such as may be presxibed. 

(3) The National i lousug Bank may depute any officer or any mem- 
'ber of its staE for such period and on such terms and conditions as it 
may determine, to any institution including a housing finance institu- 
tian. 

(4) Nothing contained in this section shall empower the National 
Housing'Bank to depute any of3cer or member of its staff to any insti: 
tution on any salary, emoluments or other t e r m  and conditions which 
is or are less favourable to him than that or those to which he is entitled 
to immediately before such deputation. 

(5) The National Housing Bank may, without prejudice to tho pr* 
visions of section 54AA of the Reserve Bank of India Act, 1934, receive 
or take on deputation any oacer or other employee from any institu- 
tion including a housing fbance institution for such period and on euch 
terms and conditions as it may think necessary in the interest of the 
National Housing Bank. 

44. (1) The Nationsl Housing Bank shall not, except as otherwise 
requixed by this Acf or any other law, divulge any intormation relating 
to, or to the affairs of, bs constituents except in circumstances in which 
it is, in accordance with ti+ law or practice and usage custamary among 
bankers, necessary or appropriate for the National Housing Bank to 
divulge such information. 

( 2 )  Every director, member ct a committee, auditor, advisor, ofictr 
or other employee of the National Housing Bank or of the Reserve 
Bank, whose services are utilised by the National Housing Bank under 
the provisions of this Act, shall. hefsre entering upon his duties. make 
o dccluation of fidelity .aid secr-I-:. ir t;;e fcrln set out i3 :he ??rst 
Schedule tu tb Act 
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45. (1) No act or pmceedmg of the Board or of any committee of 

the Natumal Housrng Bank shall be questioned on the ground merely 
of the existence of any vacancy m, or defect in the constitution of, 
the Board or the committee, as the case maj- be. 

(2) No act done by any person acting in good faith as a director 
o: the l3oard or as  a member of a commiltce of the National Bousmg 
Bank shall become invalid merdy on the ground that he was cksquali- 
fied to Le a director or t b t  there was any other defect in his appoint- 
meLt. 

46. No suit cr other legal proceeding shall lie against the National 
Housing Bank or any director or any officer or other employee of the 
National Housing Bank or any other person authorised by the National 
Homing Bank to discharge any functions under this Act for any loss 
or damage caused or likely to be caused by anything which is in good 
faith done or intended to be done in pursuance of this Act or of any 
other law or provision having the! force of law. 

t 

47. (2) Every director s M  be i n d e d e d  by the National Housing 
Bank against all losses and expenses incurred by him in, or in rehtion 
to, the discharge of his duties, qcept  such as are caused by his own 
wilful act or default 

(2) A director shall not be responsible for any other director or 
for any &cer or other employee of the Natiwal Housing Bank or 
for any loss or expenses resulting to the National Housing 'Bank from 
the insufliciency or deficiency of the value of, or title W, any property 
or security acquired or taken on behalf ,of the National Housing Bank 
or the insolvency or wrongful act of any debtor or any person unda  
obligation to the National Housing Eylk or anything done in good 
faith in the execution of the duties of his ofice in relation thereto. 

48. Notwithstandmg mything contained in the Income-tax Act, 1861, 
or any othef enactment for the time being in force &king to t u  an 
income, pmfb or pains, the National Housing BPok sh8a not be f i b b  
to pay incometax or any other tax in respct of its income, profits or 
gaina ddvad. 

49. ( 1 )  Whoever in any return, balance sheet, or other documeat or 
in any information rquired or furnished by or undm or for the purr 
pores of my provision of this Act, wiltully makes e statement which 
is false in any material particular, knowing i t  to be false, or wilfully 
omits to make 4 material statement, shaU be punishable with impri- 
sonment for a tenn which may extend to three years and shall also be 
liable to dnc. 

. . 
(2) If any person fails to produce any book, account or other dhu-  , 

ment, or to furnish any statement or information wbch, under the 
provisions of this Act, it is his duty to produm or furnish, he shall 
b. pltrJlh.ble with h e  which may atand to l,m tb.ournd rapw 
in respect of each offence and in the case of a continuing failun, with 
an additional fine which may extend to one hundred :upees for wtry 
day during which the failure continues after conviction for the &st 
ouch failure 



( '  ,..r m contravention of any direction 
given or order made under Chapter V: or 

(b) issues any prospectus or advertisement otherwise than in 
wordurce nlth section 35 or any order made under d o n  30, as 
the case n a p  be; 

he shall be punishable with imprisonment for a term which may 
extend to three years and shall also be liable to fine which may extend- 

( i )  in the case of h contravention falling undzr clause (a), 
to twice the amount of deposit received; and 

( i i )  in the case of a contravention falling under clause (b), to 
twice the amount of the depos!t called for by the prospectus or 
advertisement. 

(4) If any other provision of this Act is contravened or rr any 
default is made in complying with any other requirement of this Act, 
or of any order, regulation or direction made or given! or condition 
imposed thereunder, any person guilty of such contravention or default 
dull be punishable with ftne which h a y  cxtcnd to two thous8nd 
rupees and where a contravention or default is a continuing one,with 
turther fine which may extend to one hundred rupees for every day, 
after the first, during which the contravention or default continues. 

50. ( 1 )  Where an offence has been committed by a company, every Offences 
person who, at the time the offence was committed, was in charge of, by 
and was responsible to, the company for the conduct of the business companies 
of the company, as well as the company, shall be deemed to be p i I ty  
of the offence and shall be liable to be proceeded,agains: and punished 
accordingly: 

Provided that nothing contained in thfr sub-section shall render any 
.mxh puron UabIe to any punidmait provided in thia Act, if he prover 
that the offence was c o d t t e d  without his knowledge or that he 
had uerciaed dl dw dUgence to prevent the ccnrmiuion ?of auch 
.03ence. 

(2) Notwithstandicq anything contained in sub-wction ( I ) ,  where 
an offencc under thir Act has been committed by a company and it 
is proved that the offence has been committed with the consent or 
connivance of, or is attributable to any neglect on the part of my 
director, manager, secretary or other ommr of the company, such 
director, manager, sccrctary or other o!l¶cer shall also be deemed to be 
guilty of that offence and shall be liable to be proceeded against an$ 
punished accordingly. 

Esplanation.-For the purposes of this scction- 

(a) "company" means any body corporate and includes a brrn 
or other association of individuals; and < 

fb) "director", in relation to a finn, means r partner in the 
firm. 
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S t  (I) No court shall take cognuance of any &ace punishable 

under this k t  except upon a complaint in writing made by an officer 
of the National ilousing Bank, generally or specially authorissd in 
wriiing in this Sehalf by the Natienal Housing Bank, and qo court 
other than that of a Metropolitan Magistrate or a Judicial Magistrate of 
the first c l a ~ s  or a court superior thereto shall try any such oflence. 

(2) Notwithstanding anything contained in the Code of Criminal 
Procedure, 1973, a Magistrate may, if he sees reason so to do, dispense 
with the personal attendance of the officer of the National Housirg 
Bank filing the complaint but the Magistrate may in bis discretion, a t  
any stage of the proceedings, direct the personal atteadance of the 
complainant 

52. A court imposing any fine under this Act may direct that the 
uhole or any part thereof shall be applied in, or towards payrnent of, 
the cost of the proceedings. 

93. The Bankers' Books Evidence Act, 1891, shall apply in relation to 
the National Housing Bank as if it were a bank as defined in section 
2 of that Act. 

54. No provision of law relating to 'the winding up of com?anies shall 
apply to the National Housing Bank and the National Housing Bank 
shall not be placed in liquidation save by order of the Central Govern- 
ment and in such manner as i t  may direct. 

55. (1) The Board may, with the previous approval of the Reserve 
Eank and in consultation with the Central Government, by notification, 
make regulations not inconsistent with this Act to provide for all 
matters for which provision is necessuy or expedient for the purpose 
of givinv effect to the provisions of this Act. 

(2) In particular and without prejudice Je the generality of .the fom- 
going power, such regulations may provide for all or any of the follow- 
ing matten, namely: - 

(a) the fees and allowances that may be paid to the directors 
for attending the meetings of the Board or its committees under 
subsection (5) of section 7; 

jb) the times and places at  which the Board may meet, and 
the rules of procedure that may be followed in regard to the transac- 
tion of business under sub,-seciion ( 1 )  of section 11; t. 

(c) the number of members that the Executive Con~mittce may 
consist, the functions that it may discharge and times and places 
at which it shall meet and the rules of procedure that It may follow 
in t!;e transaction of business under rection 12; 
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(d) the manner and terms of issue and redemption of bonds and 
debentures under clause (a) of subsection (1) of section 15; 

(el the manner in which and the conditions subject to which 
me National Housing Bank may borrow in foreign currency under 
sub-section ( I )  of section 16; 

(f) the form in which the statements, mformation, etc., arc to be 
fupished under section 32; 

(g) the special fund, reserve fund and other funds to be creat- 
ed under sub-section (2) of section 37; 

(h) the form and manner in which the balance sheet and 
accounts shall be prepared and maintained under sub-section ( I )  
of section 38; 

(i) t h e  duties and cmduct, salaries, allowances and conditions 
I of, service of the officers and other members .of staff of the National 

~ o u s i n g  Bank under section 43; 

(j) the establishment and maintenance of provident fund and 
any other fund for the benefit of of%cers and other members of staff 
of the National Housing Bank under section 13; and 

(k) aRy other matter which is to be, or may be, prescribed. 

(3) Any regulation which may be made by the Board under this . k t  
may be made by the Resmte Bank, in consultation with the Central 
Government, before the expiry of three months from the date of estab- 
lishment of the National Housing Bonk, and any regulation so made 
may be ;ltered and rescinded by the Board in the exercise of its powers 
under this Act. 

(4) The power to make regulations conferred by this section shall 
include the power to give retrospective effect to the regulations or any 
of them from a date not earlier than the date of commencement of this 
Act, but no retrospective effect shall be given to any regulation so as to 
prejudicially affect the interests of any person to whom such regulation 
may be applicable. 

(5) The Central Government hall came every regulation made 
under this Act to be laid, as soon as may be after i t  is made, bcfore 
each House of Parliament, while it ia in wssion, for a total period of 
thirty days which may be cornpriaqi in one session or in two or more 
successive sessions, and if, before the expiry of the session immcdiably 
fnllowing the session or the succersive sessions aforesaid, both Houses 
agree in making any modification in the regulation or both Houses 
agree that the regulation should not be made, the regulation shall there- 
after have effect only in such modified fann or be of no effect, as the 
case may be; so, however, that my such madltfeation or annulment shall 
be without prejudice to the validity of anything previously done under 
that regulation. 

56. The enactments specified i~ the Second Schedule to this Act shdl  ~ m c l d .  
be amended in the manner provided thcrrM ud unless otherwise pro- mmc at 
vided in Ih8t Schedule, such amendments W<t t i h c t  en and from cemn 
the date of ertablishment of the National Housing Bank under aectlon 3. mret- 

mentr. 



Power ~ L I  57. If any difficulty arises in giving effect to the provisions of this 
renm t Act, the Central Government may, by order, not inconsistent with the 

dtiIi- zrovisions of this Act, remove the dificulty: 
cuhia. 

IJrovided that no such order shall be made after the expiry of a 
mriod of three gears from the commencement of this Act. 

THE FIRST SCHEDULE 

[See section 44 (2)] 

I .................... I ,... do hereby declare that I will faithfully, i truly and to the best [of my skill and ability execute and perform the 
duties required of me as director, member of the .................... 
committee, auditor, advisor, officer or other employ* (as the case may 
be) of the National Housing Bank and which properly relate to the 
office or position held by me in or'in relation to the said National Hous- 
ing Bank. 

I further declare that I will not communicate or allow to be com- 
municated to any person not legally entitled thereto any information 
relating to the affairs of the National Housing Bank nor will I allow 
any such person to inspect or have access to .any books or documents 
belonging to or in the possession of the National Hf,using Bank and re- 
lating to the business of the said National Housing Bank or the business 
of al?y person having any dealing with the said National Housing Bank. 

Sigmd before me. (Signolure) 

THE SECOND SCHEDULE 

(See section 56) 

AMENDM~NTS TO CERTAIN ~ A C T M ~  

PART I 

1. In section 2, after clause (ccc), the following clause shall be in- 
serted, namely: - 

* (cccc) 'National Housing Bank' means the National Hourln( 
Bank established under,section 3 of the National Housing Bank Act, 
1987;". 



2. In section 17,- . . 

( i )  after clause (4D), the following clause shall be insend, 
namely: - 

" (400) the making to the National Housing Bank of loans 
and advances and generally assisting the National Housing Bank 
in such manner and on such terms as may be determined by 
the Central Board;"; 

! ' 

(ii) after clause (4G), the following clause shall be inserted, 
nsmely : - 

" (4GG) the d i g  of loans and advances to, and the 
purchasing of bonds and debentures of, the National Housing 
Bank out of the National Housing Credit (Long Term Opera- 
tions) Fund established under section 460;"; 

(iii) after clause (8A) ,  the following cia e shall be inserted, 
namely: - "t 

I 

" (8AA) the promoting, establishing, supporting or aiding in 
the promotion, establishment and support of any financial insti- 
tution, whether as its subsidiary or otherwise;". 

3. In the Explanution to sub-section (I) of section 42, in sub-clause 
(ii) of clause (c), after the words "or from the Reconstruction Bank", 
the words "or from the National Housing Bank" shall be in;erted. 

4. After section 46C. the following section shall be inserted, namely:- National 
Hoasinp 

'WD. (1) The Bank shall establish and maintain a Fund to be Credit 
known as the National Housing Credit (Long Term Operations) :z2 
h d  to which shall be credited every year such sums of money as Opcntionr~ 
it may consider necessary. Fund. 

(2) The amount in the said' Fund shall be applied by the Bank 
only to the following objects, namely:- 

(a) the making to the National Housing Bank of loans and 
advances for the purpose of any business of the National . -?using 
Bmlt; 

(b) the purchasing or' Lon& and debentures issued by the 
National Howng Bank.". 

PART If 

1. h section 5, after clause (fc), the following clause shaU be insert 
ed, namely:- 

'(fa) "National Housing Bank means the National Housing 
Bank established under section 3 of the National Housing Bank 
Act, 1987;'. 
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2. In subsection (I) of section 18, ir, the Z r p l a ~ t i o n ~  in subclause 
(ii) of clause (a) ,  after the words "cr from the Eeconstruction Bank", 
the words "or from the National Housing Bank" shall be inserted. 

3. In section 34.4, in subsection (3). after the words "the Reconstruc- 
tion Bank", the words "the National Housing Bank" shall be inserted. 

4. In section 36AD, in sub-section (3), after the words "the Recons- 
truction Bank", the words "the National Housing Bank" shall be inserted. 

5. In section 56, under clause (j), in the Explanation, in sub-clause 
( i i )  of clsuse (u), after t'le wort3 "the Reconstruction Bank, the n-orrls 
"the National Housing Bank" shall be inserted. 

In stction 2, in clause (a), in sub-clauop ( i ) ,  after the words "the In- 
dustrial Reconstruction Bank of Mia", the words and figuzs "the Na- 
tional Hasing Bank established under section 3 of the National Housing 
B a a  Act, 1987' shall be inserted. 

PART IV 
AMENDMFNT TO RIF. PAYMENT OF Born An, 1965 

(21 OF 1966) - 
In section 32, after sub-clause (f) of clause (k), the following suL- 

clause shall be inserted, namely:- 

"(f) the National Housing Bank;? 

C. RAMAN MENON, 
Additional Sey. to the Gwt. of India. 



ANNEX 5 

DEVELOPMENT Of A SECONDA9V KORTGAGE I-IARKET 

1. aackaround and S u m a r y  

4 areat deal of interest in both the private and public sectors 
has recently centered around the developnent of a secondary mortgage 
market in India.$ , In the private sector, HDFC, as the largest 
connercial cjenetator of prinary nortgages, has understandably taken 
the lead. HDFC thinks that there is an excellent match between their 
needs for liquidity and the existence of "investible, long tern" 
swpluses in institutfons that wish to diversify their portfolios but 
have co interest in specializing ir direct nortgage lendin?. Such 
institutions include the Life Insurance Corporation, General Insurance 
Corporation, Unit Trust of India or the employee provident funds. In 
addition, Citibank, American Express aank and Bank of America have 
expressed intere$t in the secondary market. 

There seems t o  be a consensus on at least one point regarding the 
reasons for considering a secondary narket in India: liquidity in the 
primdry nortgage market could be enhanced by (1) linking the primary 
with the capital mark~ts by packag'ing and selling mortgages and ( 2 )  
developing a ~ a r k e t  for sane form of nortgage-backed securities. There 
is 1 i tt le agreement, however, on ( 1) whet her any secondary market 
facilities are really feasible in India, due to the immaturity of the 
primary qarket; ( 2 )  if so, vhat timing ~f their developnent should be, 
and ( 3 )  what form the institutional and regulatory aspects of the 
market might take. Furthermore, the role of the United States 
seconday market as a node1 is limited. Although study of the U.S. 
secondary narket experience is in some ways instructive, for the most 
part the factors involved in its origins and development do not exist 
in India, and the current U.S. institutions and instruments are far 
more nunerous and conplex than need be replicated in India. 

The major issue is perhaps whether India should pursue development 
of any secondary faci 1 ities when the primary market is as yet so small, 
immature, and saddled with serious constraints. flajor problems inhibit 
the development of the prinary market, including the need for increased 
flow of funds to prinary lenders; reform of laws regarding foreclosure, 
rent control and land tenure; developnent of mortgage insurance; and 
standardization of underwriting and lending practices. 

Some observers feel it is premature to consider a secondary market 
until these issues have been addressed. A more prudent alternative, 
however, is to begin development of at least sone aspects of a 
secondary facility (for example, the packaging and sa'e of mortgages 
to outside investors) in parallel with fostering the growth of the 
primary narltet. This would at least allow the institutional and 



regulatory groundwork to precede and give direction tc croceaures 
ultirnatel). to be established by the National hocsina S a ~ k  (KHE!. I n  
addition, reaulatory StnKtureS that would inhibit t h e  everltual 
development of a secondary narket can be avoided. 

2 .  Fornu lat ion of Secondary Fac i 1 it ies 

Establishment of a separate secondary mortgage narket structure is 
net a precondition to having secondary market activities proceed. HDFC 
lor potential ly any other housing finance agency with an acceptable 
record) can package and sell mortgage-backed securities IMBS) to an 
investor, such as LIC. The sale of these securities would provide 
additional lending capital to the primary mortgage systen. 

However, although primary market institutions can employ some 
manner of collateralized obligation to access the capital market, in 
the long run an efficient secondary market requires an institutional 
structure of its own. In theory, HDFC could be a net purchaser and 
net seller of mortgages and MBSs, but since its loan demand is 1 ikely 
to be greater than its deposit resources, it would tend to be a net 
seller. A true secondary narket could help match buyers and sellers. 

In general, governments can support the secondary market by 
enacting legislation to bring an organizational structure into being; 
by permitting mortgages or blBSs to serve as eligible reserves; or in 
the most extreme case, to establish a public sector secondary mortgage 
market institution t het would purchase mortgages from the primary 
market and issue its own obligations (possibly backed by GO1 1. Uhile 
the latter course of action is not being suggested on the eve of the 
formation of the NHB, one should be looking forward to designing the 
best, most modern financial system possible. Planning ahead would 
provide guidance for NHB and the Reserve Bank of India to design a 
regulatory systen conducive to evolution of a secondary market, 
including standarization of terms and amelioration of the foreclosure 
prob len. 

In the first instance, NHB could consider the eventual 
development of a secondary mortgage market structure by (1) creating 
an organizational framework, ( 2 )  setting standards for mortgage 
origination, ( 3 )  setting standards for the secondary market procedures, 
and ( 4 )  enforcing standards. In addition, NHB could establish a 
discount window and purchase mortgages or obligations from HDFC and 
other housing finance organizations. One problem is that except for 
HDFC, little is known yet about the performance of housing finance 
company portfolios; thus, NHB might begin by tracking performance. 



3. Technical Lssistance 

AID has continued to offer technical assistance i n  India on 
secondary narket and related issues. A I L  has used techrlica? 
assistance to address the mortgage insurance and foreclcsure problem, 
assist HDFC in considering development of martgage-backed securities, 
and conduct preliminary missions regarding narket feasihility and 
purpose. In addition, a seminar on secondary markets is being planned 
for winter 1988-89 which will bring together all tne poter:tial private 
and pub1 ic sector participants. 

There has not, however, been a comprehensive study assessing thai 
options for establishing a regulatory and institutional st:*ucture, 
discount facilities, and the potential for the growth of primary and 
secondary markets. AID'S winter seminar will be both useful for 
facililating communication and opportune as a forum fcr helpin$ design 
the framework of a broader study. In summary, the study shou;d pull 
toget her the related studies already done, examine the secondary 1 
narket experiences and plans of other developing countries, develop 
alternative suggestions for secondary market organization and 
regulation, examine the behaviour of present mortgage portfolios and 
develop projections of future mprket size. 

Two other options for AID assistance night also be considered: HG 
capitalization of a guarantee fund at NHB and/or advances to an inter- 
mediary which is purchasirrg and packaging mortgages for resale. Actual 
implementation of these options would be premature at this time; they 
can, however, be considered for future funding along with the technical 
assistance and research discussed above. 
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DOCUliENTS DESCRIBI 1;G HOUSING FINANCE CO?i?Ap;:ES 

1. Ownership of Surveyed HFCs 

2.  Deposit Rates 

3 .  Sumary of Loan Terns 

3 .  Demand f o r  Funds 

5. IHFD Pub1 i c i t y  Material 

6. CanFin Brochure I 

7 .  Residency Brochure 

8. Dewan Balance Sheet, Profi t  and Loss Account 



- .  Tabie 2 .  

Owners hip of Surveyed HFCs 

Private sector 

Dewan 
I hF@ 
Residency 

Joint Sector 

CanFin 

GRUH 

Public subscription 
Pub1 ic subscription 
Public subscription 

Canara Bank 
HDFC 
UT I 
Others 

Tot a 1 

HFC 
HDFC 
AKFED 
ICICI 
UTI 
Public Banks 
Other Institutions 

Total 



Contract  NA N A 6.0-9.0 10.0 12.0 N A G.0-10.0 

Note: HDFC and Dewan HDF o f f e r  an a d d i t i o n a l  0.5% p.a. t o  c e r t a i n  
ca tego r ies  o f  i nves to rs .  I n t e r e s t  rece ived f rom commercial banks i s  normal ly 
taxable;  i n t e r e s t  f rom t h e  Post O f f i c e  Savings Bank, Post O f f i c e  Recurr ing 
Deposi t  Accounts and f rom housing f i nance  companies i s  t a x  f r e e  v i t h i n  
s p e c i f i e d  l i m i t s .  GRUH savings schemes are planned, no t  opera t iona l .  

NA: Not a v a i l a b l e  



Table 6.3 2kmmt-y of Loan Terms for Surveyad IIFCs 

2.blaturlt ies 7-12 yezzrs Fl5 years 515 years 520 years 1 5  20 YC;II.S 'k I5 ~ : I W  

--------------------------------------------------------------_--_--_--------- 
31 
5 
I 

3. kxi.mn 7 a  7c% 7 a  am 75% 7( tx .I . 
W V a l u e  7 N  br ssers 
Ratio 

4. Paymcnt 33Z of net 3CE of net 4CE of gross 25% of gross XJZ of gmm or 3fR or wt 
!XR of rrt . 

5. Average 
L m n  Size Rs.44,000 Rs.100,000 k .97,000 Rs.37 ,M)O R9.55,r)o P.~.V,[NYI 
Sanctlorud 

6. "!btmal" Rs.7,500 Rs.20,000 Rs.10,000 Rs .10,990 P.9. 7 , O r ~ )  
Lmn size -165,000 - 200,000 -100,LW -Rs.75,000 -100,OOO - lfM),Ulf~ 
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-t . Denaqi f o r  HG funds 

T h i  secr ior l  uses the  info)-n.?t i o n  ~ r e s e r ~ t e r i  i t :  t he  prev ious 
analyses t o  e s t i n a t o  the  prot iable derianc f o r  Housino Guaranty Droarar! 
funds ovor f o u r  years. The f a z t o r s  ccnsidered were: t h e  companies' 
o\rn est imates of whaat they  c o u l l  lend t o  belori-median incorle 
households, a c t u a l  lend ing  h is tory,  an e s t  i n a t e  o f  how much gror!:h 
cod id  be reasonably expected t o  be accormodated by t h e  conpanies over , . 
the  l i f e  o f  t h e  program, and an est imate o f  take-up o f  HG funds. 

Tables 6.4 and 6.5 below sunnar ize t h e  f i n d i n g s  i n  constant, 
1956, p r ices .  F i g u r e  2, i n  Sect ion III.B.12, describes t h e  e s t i n a t i o n  
p r x e s s .  

The f i r s t  s tep i n  tho  ana lys i s  was t o  cons t ruc t  a base year  
lending anount f o r  each company surveyed. Because o f  t h e  vary ing  1 
ci rcunstances o f  each conpany, t h e  nothod used was d i f f e r e n t  i n  each i 
case: f o r  a p r i v a t e  conpany severe ly  cons t ra ined by lack  o f  lend ing  
c a p i t a l  bu t  w i t h  a p r i o r  h i s t o r y  o f  a c t i v e  lend ing  t o  low incone 
nwseholds, t h e  year  o f  h ighest  volune was used on t h e  grounds t h a t  t h e  
conpany had demonstrated t h e  capac i t y  t o  handle such an amount; f o r  
conpanies r e c e n t l y  i n  business, t h e  volune t o  da te  was expanded t o  a 
y e a r ' s  t o t a l ;  f o r  o the r  conpanies i n  business more than one year, t h o  
t o t a l  a c t i v i t y  was d i v i d e d  t o  reach a y e a r ' s  volune. These var ious  
met hods a1 1 produced q u i t e  conserva t ive  r e s u l t s  : f o r  example, 
conpanies r e c e n t l y  s t a r t i n g  t o  lend cou ld  be expected t o  expand t h e i r  
a c t i v i t y  over t h e  course of t he  f i r s t  year, no t  remain a t  t h e  l e v e l  of 
t h e  f i r s t  few months. 

The nex t  s tep  was t o  a r r i v e  a t  an est imate o f  t he  p r o p o r t i o n  of 
t h e  company p o r t f o l i o s  t h a t  represents lend ina  30 households below t h e  
median incone. T h i s  exerc ise  invo lved a v a r i e t y  o f  e s t  imaing 
techniques, due t o  t h e  vary ing  d e f i n i t i o n s  o f  household income used b y  
t h e  conpanies. The team t h e r e f o r e  took i n t o  account no t  o n l y  the  
conpanies' own es t imates  o f  t h e  amount o f  lend ing  they d i d  t o  below 
median income households, b u t  a l so  da ta  on ac tua l  loan s i z e s  which 
would be a f f o r d a b l e  t o  lower income households. The es t imate  of low 
incove lend ing  was then app l i ed  t o  the  base year  f i g u r e  t o  produce a 
base year  es t imate  o f  low income lend ing  shown i n  t h e  f i r s t  column of 
Table 6.4. 

Then, expansion f a c t o r s  were app l i ed  t o  each company's base yea r  
lend ing  f o r  each o f  t h e  f o u r  years o f  program l i f e  on t h e  assumption 
o f  an unconstra ined supp ly  o f  funds f o r  low income lending. The 
f a c t o r  f o r  t h e  f i r s t  year  was t h e  l a rges t ,  rang ing  f rom a doub l ing  of 
a c t i v i t y  ( f o r  t h e  nore  conserva t fve  conpanies) t o  a quadrupl ing, on 
the  assun7tion tha t ,  n i t  h adequate lend ing  c a p i t a l ,  t he  g rea tes t  
g r o v t h  i n  loan volune would take p lace between the  f i r s t  and second 
years o f  t h e  program. (HDFC's o\m h i s t o r y  supports t h i s  assumption -- 



t 1aS1e E.6 r e ~ r o d u c e s  t h e  " cp~ ra ' , i cna l  ~ i g ~ j  i?hzs" sf t h e i r  ' i v e  
yea!-s. 1 The l a r g e r  e x ~ a ~ s i c ~ ~  f z c t s r s  i~?'?~ :ha: tie cormany u i l '  hzve 
l i n e s  of c r e d i t  t h v u g b  c m m - 2 t i 3 n s  E S  a ~ ,  i n c r e a s i n ~  p r o p o r t i o r  o f  
* ,,h~ir p3r:f:lis. A f t e r  t h e  f i r s t  y e a r ,  t h e  sane e x p a n s i o ~  f a c t p r s  
ve re  a ~ p l i e c  tc7 a1 1 conpanies: 53% avob.TI i n  years ? and i and 20:.. 
aro,;tb i n  year 4. These f a c t o r s  are s l  i(?k;ly 1 0 b w  than tlGFL1s a c t u a l  
perfwr.lance over :hi' same l e n g t h  o f  t ime. The m a  l y s i s  assumes :hat 
t h e  j o i n t  comar?ies g i l l  expand a t  t h e  sane ra tes  as the  p r i v a t e  
conpanies. a p m b a b l y  o v e r l y  conserva t ive  assunpt ion, b u t  the  base 
year  l e n d i n h ' i s  i n  a11 cases suhstan:ial ly h igher  f o r  tk j o i n t  sec to r  
conpanies, which tend t o  be b e t t e r  c a p i t a l i z e d ,  b e t t e r  a t  m o b i l i z i n g  
o the r  resources f o r  l end ing  and u i t h  a nore  aggressive branchina arid 
out reach program. I n  t h e  one case u l iere these e s t  fnates exceed the  
companies' own est imates o f  lending, t h a t  company's own f i9ures  \rere 
used. The o the r  f o u r  conpanies' est imates cons ide rab l y  exceeded those 
o f  t h e  PP teac. 

The nex step i nvo l ved  es t ima t ing  demand f o r  low incone lend ing  
by  o t h e r  HFC ' I . I t  was - perhaps c o n s e r v a t i v e l y  - assumed t h a t  no 
o the r  p r i  vate sec to r  cospany vrould becone e l i g i b l e  t o  p a r t i c i p a t e  i n  
t h e  program, whether by v i r t u e  of t h e i r  i n a b i l i t - V  to -se rve  t h e  lower 
incone market, because t h e y  p redon inan t l y  se rv i ce  a s i n g l e  
c o n s t r u c t i o n  company, o r  because t h e y  f a i l  t o  meet NHB's c r i t e r i a  f o r  
sound management. Tvo o t h e r  j o i n t  sec to r  conpanies, houever, are 
expected t o  s t a r t  business s h o r t l y .  The ana lys i s  assumed t h a t  j o i n t l y  
t h e y  uou ld  m i r r o r  Can f in ' s  progress, b u t  lagged by one year. 

Th i s  c a l c u l a t i o n  r e s u l t e d  i n  a t o t a l  est imate o f  e l i g i b l e  
nor tgage lend ing  o f  $83 m i l l i o n  ovzr  f o u r  years: $22 m i l l i o n  f o r  t h e  
p r i v a t e  sec tor  conpanies, and $61 m i l  l i o n  f o r  t h e  j o i n t  sec to r  
conpanies. 

The f i n a l  s tep of t h e  exerc ise  i nvo l ved  es t ima t ing  the  p r o p o r t i o n  
o f  t h i s  denand t h a t  cou ld  be n e t  f rom long-term borrowings a t  an 
i n t e r e s t  r a t e  o f  12.5%. A t  t h i s  stage, it was s t i l l  assumed t h a t  
t h e r e  a re  no c o n s t r a i n t s  on l o n g - t e r n  borrowing (e.g., a  50% cap of 
borrowings by  j o i n t  sec to r  conpanies, o r  a $25 n i l l i o n  a year  c e i l i n g  
on HG borrovr ings).  Two assumptions were made : ( 1 )  t h a t  loans t o  
i n d i v i d u a l  HFCs must be a t  l e a s t  Rs. 1 c r o r e  per  year ;  and ( 2  1 t h a t  
GRUH, having a present  maxihum lend ing  r a t e  9 f  13.0%, vou ld  be 
un \ r i l  l i n g  t o  borrow a t  12.5%; b u t  t h a t ,  by year  2 of t h e  program, 
t h r e e  o f  t h e  f o u r  j o i n t  sec to r  companies would be w i l l i n g  t o  borrow a t  
t h a t  r a t e .  

The conc lus ion  i s  t h a t ,  under t h e  cond i t i ons  o f  t h e  HG program 
descr ibed i n  t h i s  paper, and on t h e  assumption o f  a 12.5% on- lending 
r a t e  by NHB, t h e  es t imate  o f  demand w i l l  support a l e v e l  o f  fund in?  of 
$50 m i l l i o n ,  I t i s  c lea r ,  however, t h a t  the  j o i n t  s e c t o r  companies 
cou ld  u t i l i s e  a cons iderab ly  l z r g e r  volume o f  funds than the  $25 
r s i  11 i o n  a ~ l a i  l a b l e  under t h i s  program. 
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.................................................................................................................. 
Ease 
Year Year 1 Yezr 2 Year 5 Year4  '+ 1 0 ~ ~ 1  

Years 1-4 ........................................................................... 

Private 
Sector 

Joint 
Sector 

Table 6.5 
Unconstrained Take Up of KG Funds*, Rs. crores 

.......................................................................... 
Year1  Year2 Year3  Year4 Total (Sni l l ion)  

Years 1-4 

Pr i  vate 
Sect or 

J o i ~ t  
Sector 

* Supply of funds assumed unconstrained; demand constrained by on-Iend'ng 
ra te  of 12.5%. 
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to m&e extra momy 
;in your spare time 

IffFD India Housing Finance dt Development Ltd., has been established as it public 
limited company under the Indian Companies Act with the object of providing 
finance to those who need it for constructing their own flats houses and 
also developing housing sites. rolonics. flats and houses for sale to 

/ the public on him purchase and on casy rqpyrnent terms a1 
reasonable rates of interest. 

. . 

Tv popularise the sclwmeh of t h e ' ~ o n l ~ ; ~ n !  and to . . 
cantas Fixed and Rccurrin;: Dcl)osits, l I lFD has 
vacancies for Prop~gi~ndistscu~~~C~~n~;~sxrs 
ir: tach town in India. No\\. !,ou can 
mahe e\tra moncy in !our spare , time b y  joining the Company 
35 its Authoriscd I'ropa- 
gandist-cum-Canusser. 
Al l  you nerd is spare 

1 time, thc will to \ \~r . l r  i ~ n d  
1 r n a k  l!~al ehtra rnoni*! 
; 
t 
I 
! For details of the schemrs 
i and tel-ms, piease cun.espond 
, i t h  the Cornpan!. or call 

persona I!!. 

I 

SEPVlCB AEOVE PROFXS 

!iar,d:~~om Hsuse Aznexe, 32 ~G' tce  c o s t  ~ane, Eom3ay - 420 001. Tel: ; 6 I? l j / 268563  
F13t N Q ~ ,  J2~;nSiljt C ~ ~ O W ,  Sanjara HII!~, Hl'CErabad - 500 034 

e FIE; Fl~zr ,  Snngeri M m  Complex. Kv. Temple Road, Sulranoet, sanpal~re- 560 O S Z ,  Tel : 77417 
! 



Development Limited 
29. \Vhites Road. Madras - 600 014. 

IHFD. with thc specific object of helping you to achicvc ER 
your drcam oi owning a house. have formulatcd a number m 

of innovative schemes to suit your convenience. eE - 

FIXED DEPOSITS OF Rs.1000/- 8: J E .  
above 

( CUMULATIVE DEPOSITS EE 

Wltliout Pnhnnt ia l  
cE= 

With Without 
With $nhrential 

Pretercnlial 
tremmw~t in housing loan trvatmcnt in houcw loan 

E 
Per~od 

tr;=: 
Treatment In Treatment an ' 

hourlng loan houBlng lo.,, Mmu"ty EHect~ue rat Mcrunw Efirct~w raw 
Amount of interest. 

, = 
6 Months 11.0% 11.5% - = 
1 year 1 . 5  il. 2.0% - = 
2 years 12.5% 13.0% 1265.60 1276.90 13.65% E = 3 years 13.5% 14.0% 1462.13 1481.54 16.05% E 4 years 13.5% 14.0% 1659.52 1688.96 17.22% er, 
5 years 14.0% 14.5% 1925.41 

Interest payable1 compounded annually on 1st January. 
= 

All branches of Allahabad Bank will accept the deposits on our behalf a t  par  all over India. &= 
1. Interest up to Rs.7.000f- is exeinpted Uis: 80L of the Income Tax ~ c t . *  E 
2. Deposits up to Rs.5 Lakhs exempted from Wealth  ax? mz 

mz 
3. Deposits of Rs.10.000i- o r  more for five years will get H% reduction in tire lntcrest charged for the 

housing loan. E 
4. ~rhfercnt iai  treatment in sanction of housing loan if deposit is made under that scheme 

Q 
5. Single deposit of Rs.PULakh) br more ulll be eligible for one half of one percent additional interest. E 
6. Priority allotment of houres!flacs: developed by lHFD under long term hire purchase scheme. E!= 

* Thr company has made an appl~"t~on to thr Central Gourrnmrnt In this regard whose consent IS awabted. 
E z  = 
w 



HAVE A HOME 
A CAN FIN I-fOlW 
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Rates of Interest: 

INFORMAflON ON 
t IOUSING LOAN 

Vau I La Vau 7 111548 19138 19731 ! 2U31 AuJU 21554 

10 Y w  L r r r r  I L0.m AIIIOW~ Lcm.IU.UllIU~ - 
~ n l / ~ a  d r a m  I23 IU 14 5 139 164 11: 

To  what u t r n l  docs RJiR ltuncr 
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Yam l o Vrmr 0 I5266 1JBW 16490 1 7 I B  17817 181.76 

V d  o.Wr 15 5025 Urn 5530 9039 61.19 6101 
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P h a :  70(06 
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Phone: UWI.  
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ANNEX 7.1 

There has been no comprehensive survey o f  urban household incone 
more recent than the  Nat ional  Council of Applied Economic Research 
(NCAER) 1975-75 survey of Household Income and i t s  Disposi t ion.  
There have been a few subsequent surveys of incone i n  i nd i v i dua l  
towns, and two expenditure surveys, but  none of these have s u f f i c i e n t  
aut h o r i t i '  t o  be used as a unique source of data on a1 l - I n d i a  household 
incones . 

The I i o r l d  Bank, i n  i t s  Appraisal Report f o r  the loan t o  HDFC, has 
used an urban median o f  Rs.1.700 f o r  1986-87. Using the ind ices quoted 
i n  Table 7.1, t he  World Bank est imate i s  equivalent  t o  Rs.2,000 i n  
mid-1988. Since t h i s  l a t t e r  f i gu re  i s  broadly consistent  w i t h  o ther  
estima$es, it has been taken as the base urban median f o r  the purposes 
o f  the .HG program. I 

The f i l l o w i n g  paragraphs review the a l t e r n a t i v e  estimates. 
Sources are described a t  the end c f  t h i s  note; and references i n  Annex 
7.6. 

A l t e rna t i ve  Estimates o f  Urban Household Income 

The World Bank s t a t i s t i c  i s  based on t he  NCAER estimate f o r  1976, 
"updatcd by growth r a t e  o f  a l l  I n d i a  household income". The Appraisal 
Report does not  quote a source f o r  the  i n f l a t i o n  f a c t o r  used. 

The Pro jec t  Paper f o r  HG-002 ca lcu la ted the urban median income t o  
be Rs. 1,403 per household per month i n  December 1983. This was 
der ived from a 1978 World Bank est imate o f  Bombay incomes, adjusted t o  
account f o r  an expectat ion of higher incomes i n  Bombay than i n  other 
urban areas o f  India,  and adjusted f o r  i n f l a t i on .  The 1983 estimate 
made no allowance f o r  any r e a l  increase i n  incomes. !'ring an 
i d e n t i c a l  methodology, the median i n  June 1988 would be Rs.2,150. (See 
Table 7.1.) If the  median had increased p a r i  passu w i t h  the  growth o f  
p e r - c a p i t a  consumption s ince 1983, i t  would be Rs.2,400 i n  mid-1988. 
(This l a s t  assumption i s  equivalent  t o  saying t h a t  the urban income 
d i s t r i b u t i o n  has remained unchanged: an assumption t h a t  can be 
challenged but  not disproved. M i l l s  and Becker devote considerable 
space t o  an analysis o f  changes i n  income d i s t r i bu t i on ,  and conclude 
t h a t  " I nd ia ' s  income d i s t r i b u t i o n  appears t o  f l u c t u a t e  wide ly  and does 
not  d isp lay  d i s t i n c t i v e  t ime trends" (page 167 1 . 1  



The Rational Sample Survey Organisation found that the median urbar; 
consungtion expenditure was Rs.715 per household in 19S3 (as reported in 
Sarvekshana, April 1986). Using 

( 1  an estimate of consumption expenditure:tota l incone of 1.20 
(derived from the estimate by the Central Statistical 
Organisation that net domestic savings were 16.4: of personal 
disposable in con^ in that year); 

lii price and income inflators quoted in Table 7.1; and 
( 3 )  assuming a relations hip between median consumption and median 

incomes ; 

then, the urban median would be Rs.1,300 in mid-1988. However, a 
summation of urban and rural household incomes derived from this survey 
is approximately 25% lower than the national estimate of personal 
disposable income given by the National Accounts statistics. This 
suggesks that the present day urban median might be around Rs. 1,700 per . 
household per month, 

I 

Lall (1985) conducted a survey in six towns of Maharashtra (excl'uding 
Bombay), finding that the average household had an income -of Rs. 1,200 in - 
1984. The survey report does not quote the working definition of 
"income", nor does it reproduce the survey form used; but the text 
strongly implies that the Rs.1,200 is earned income. Using a multiplier 
supplied elsewhere by the same author (Lall, 1984), the equivalent total 
household income from all sources would then have been Rs. 1,600. The 
adjusted equivalent mid-1988 figures are Rs. 1,800 and Rs.2,400 per 
household per month. 

Mehta and Mehta surveyed sample households in the city of Ahmedabad, 
finding a median income of Rs. 1,040 in 1986. They acknowledge, however, 
that "one expects under-reporting of household incomen; and that the 
economic charateristics of Ahmedabad make it 1 ikely that ci ty-wide 
incomes are below average for India. An arbitary adjustment of 20% for 
underreporting and a further 20% to inflate incomes to the national 
average give a median income of Rs.1,500 in 1986 and Rs.1,950 in mid-1988. 

For purposes of comparison, the offical GO1 income classifications 
are as follows: 

Economically Weaker Section Rs. 750 per month and belob! 
Lower Income Group Rs.750 - 1,500 per month 
Middle Income Group Rs.1,500 - 2,500 per nontn 
Upper Income Group Rs .2,500 per' month and above. 

T hsse categories were determined - in December 1985. Inf 1 at ing by the 
CPI, the division between Lower and Middle Income Groups would fa1 1 as 
Rs.1,850 in June 1988. 



Table 7.1 

. 
I n f l a t i o n  Factors f o r  Urban Incomes 

Index of Consumer Index of Per Median 
Pr ices  f o r  Indus t r i a l  Czpita Urban 
Uorkers Consumpticn I ncorne , 

Rs/hhld/rnont h 
(Note 1)  ( N ~ t e  2 )  (Note 3 )  

June 1988 153.8 e s t .  111.0 2,390 

Notes 

(1  1 Source: Economic Survey 1987-88, GOI, 1988 - f o r  1981-b; t o  
1987-88; Economic Indicators ,  Centre f o r  Monitoring t h; Indian 
Economy f o r  June 1988. .- ( 2 )  Per capl ta  consumption assumed t o  grow a t  t h e  average r a t e  f o r  
1980-81 t o  1984-85 (2.0% per annun); Source, CMIE. 

( 3 )  Estimates calcu1,ated from 1982-83 base; Source: Project  Paper, 
HG-002, May 1985. 



AFFORDABILITY ANALYSIS 

Typ ica l  loan terms o f f e r e d  by t h e  housing f inance companies 
surveyed by t h e  PP team a re  as fo l l ows :  

o i n t e r e s t  r a t e :  13.5% - 16.5% 
o matu r i t y :  7-15 years 
o maximum l o a d v a l u e :  .70 t o  .80 
o pa-mentlincome: .Z5 t o  .40 o f  gross income, -30 t o  .50 o f  ne t  
o l o a n  amount: Rs.35,000 t o  Rs.150,000 

There a re  severa l  p o t e n t i a l  problems stemming f rom lend ing t o  below 
median income households w i t h i n  t h i s  framework. F i r s t ,  borrowers need 
access t o  s u b s t a n t i a l  sources o f  o t h e r  funds i n  order  t o  meet down.- 
payment requirements. Table 7.2 shows sources o f  housing f i nance  f o r  
HDFC-assisted households. (However, no te  t h a t  HDFC1 s average loan/value 
r a t i o  i s  o n l y  about 40X, l ess  than t h e  range be ing considered here. 1 
Also, as discussed below, l i m i t e d  evidence suggests t h a t  I n d i a  may have 
a h igh  p r o p e n s i t y  t o  consume housing compared t o  o ther  developing 
count r ies .  The d i f f i c u l t i e s  ar ise ,  however, when sudden reduct ions  i n  
incone (due t o  drought, f o r  example), a f f e c t  a s izeab le  p r o p o r t i o n  of 
t he  b e n e f i c i a r i e s .  When c u r r e n t  income i s  t h i n l y  s t re tched  and t h e  
house hold '  s asset  cushion has a l ready been u t  i 1 i zed  i n  t h e  downpayment, 
t he  1 i k e l i  hood o f  del inquencies a r i s i n g  f rom income f l u c t u a t i o n s  i s  
bound t o  increase. Furthermore, under t h e  loan terms c u r r e n t l y  
avai  lab le ,  a f a i r l y  c i rcumscr ibed range o f  loan amounts, and there fore  
house pr ices ,  i s  a f f o r d a b l e  t o  median and below median income 
households. Thus, e f f e c t i v e  expansion o f  t h e  program depends on an 
adequate supply o f  low cos t  dwel l ings.  



Table 7.2 

Sources of Housing Finance for HDFC-Assisted Ocmers, 1982 

----------------------------------________________________________________-------------------*----------------- 

% of total 
capital cost 

Loans - 
HDFC 
LIC 
Banks 
Emp 1 oyers 
Relative? 
Others I 
(Total  oak) (55.0) 

Own Wealth 45 .O 
I 

Total Capital Employed 100.0 

Source: Lall, 1982 

Tables 7.3 and 7.4 present an assessment of affordability under 
alternative loan conditions and purchase prices of hodses general ly 
affordable to low income households. Table 7.3 indicates what loan 
amounts (under alternative assumptions regarding rate, maturity, and 
payment-to-income ratio) are affordable by what segment of the income 
distribution. The table entries are the ratio of the incone required 
to make the loan payments to median income. Thus, if tne ratio of 
required to median income is 7.0, the loan payment n n  just be afforded 
by a median income household; if the ratio is .80, a household at 80% 
of median can make the payments. Similarly, larger loans are 
affordable only by households over median income; at 125% of median, 
for example, the ratio in the table would be 1.25. e 

Table 7.3 suggests that program beneficiaries can generally 
afford loans ranging from Rs.35,000 to Rs.5OYG00, dependin on terns P and payment ratio. At typical teyms of 14% and 15 years, or example, 
median incone households paying 255 of their income can affcrd a loan 
of approxinately Rs.37,000, while households paying 33% of income can 
finance a loan of Rs.48,000. When the maturity is extended to 20 
years, the achievable loan amounts increase to Ks.40,000 and Rs. 52,000 
respectively. Similarly as interest rates increase from 125 to 161 
the sire of an affordable loan falls from about Rs.40,000 to Rs.33,500 
bar households spending 25% of gross income on payments, and from 



Rs.54,000 to Rs.42,300 for households spending at the higher rate. 
Seyond these fairly narrow bounds, loans become quickly unaffordable; 
an Rs.80,000 loan (at 14%, 15 years) requires a household income of 
nore than twice median, for example. In contrast, households at 60% 
to 8 E  of median income can afford a loan of only a'bout Rs.30,000. 

Increasing maturities or introducing a1 ternat i ve mortgage 
instruments (such as CanFin8s "telescopic" loan) are the only 
commercial ly viable means to increase affordabi l ity, assuming that 

. housing prices and interest rates are now at "correctu market levels. 
Increasing maturity from 15 to 30 years (at 14:) for example, increases 
the loan size affordable at median income from Rs.37,000 to Rs.42,000 
(or from Rs.4S,000 to Rs.55,000, depending on the payment-to-income 
ratio). 

Table 7.4 l ists "supportable" purchase prices. Loans ranging 
from Rs.30,000 to Rs.60,000, at loan-to-value ratios of .60 and .45 
(chosen as "typicalu parameters), support purchase prices of between 
Rs.50,000 to Rs.133,333. In addition, employers8 assistance may in 
some cases effectively extend this range. Although few data are . 
available, there seems to be general consensus that units are 
available at these prices from private developers in secondary urban 
centres but not in metropolitan* cities. Houses are currently 
available in Ahmedabad for Rs.25,000, but formal housing priced at 
this low level in other cities is probably exceptional. GRUH states 
that about one-third of the housing they finance costs less than 
Rs.50,000; and about 20% costs Rs. 100,000 or more. 

Finally, mention should be made of the assumptions regarding 
payment-to-income ratios. It may be the case that India does indeed 
have a high propensity to consume housing compared with other 
developing nations. Studies by Malpezzi and Mayo have shown that the 
fraction of income spent on housing depends on both household income 
and the level of economic development. Comparisons across countries 
indicate that as city income increases, average payment-to-income 
ratios increass. Comparisons within cities indicate that as household 
income increases, payment-to-income ratios decrease. 

Table 7.5 sets forth comparisons a m n g  five Third World cities at 
different levels of development. Data for India are for Bangalore, 

- 1975. The average propensity to pay, -25 at median income, is nearly 
as high as in blanila, where per capita income is over, fivedimes that 
in Bangalore. A similar comparison is then made .at a "constant" . 
income level of $150. Again, the average rent-to-income ratio is .18, 
almost as high as in Cali where income is over 3 times the level in 
Bangalore. (It should be noted, however, that other Indian studies 
show that prop5nsity to pay is considerably lower in other cities than 

. - - in Bangalore.) 





Table 7.4 

! ? lustrative Affordabi l i t y  and Purchase Price 
for Medjan Incone Households 

(Ratio of Required to Median Income) 

-------------.----------------------.o--~-ow~----.o-----------------.-- 

Loan/ Loan/ Payment/ Payment / Payment/ Payment 

Value=.60 Value= .45 Income= .25 Income=.33 Income=.25 Income= .33 

N o t ~ :  Not all companies offer a11 these loan amounts on the above terms. 



Table 7.5 

Estimated Payment-to-Income Ratios 
for Owners in Selected Cities 

City I ' City Median Payment-to- Payment-to- 
Income * Income at Income at 

S Median Income $150 

Bangal ore 81 .25 .18 

Cairo 104 

Cali ' 1 259 
! 

Manila 432 

Seoul 

* Converted to 1981 U.S. dollars using local price indices and 
official 1981 exchange rates. 

Source: Malpezzi and Mayo, 1987. 

In summary, analysis of the current portfolios and future plans 
of both HDFC and the snal ler housing finance companies suggest that 
the affordabi lity targets of the program are feasible. Extending 
maturities or increasing loan-to-value ratios could make mortgages 
affordable to somewhat lower incomes or reduce loan-to-income ratios. 
Clearly, however, significant decreases in income would incre~se 
default rates for low income borrowers and, if a l arge enoug h 
proportion o f  their portfolios were affected, could threaten the 
viability of the HFCs. - 



ANNEX 7.3  

PRESS ARTICLES 
e 

"Housing policy : a sellout?" (Hindu, May 1988) 

"New accent on housing needs" (Hindu, February 19881 

"Acute housing shortage in major cities" (Financial Express, May 1988 1 

"Govt. not indifferent to housing" (Hindu, February 1988) 

"Fiscal reliefs for housing needed" (Times of India, January 19881 

"Oriental Finance : moot h scan" (India Today, May 1987) 



Housing policy: a"~s~l"lout? - -- 

S O  sharp and widespead hai  been the 
criticis? d the National Housing Pdicy 

(NHP). presented to Parliament during the 
closing stages d the 
authors would appear ""‘e to in rr,th.lIts a chilling mi- 
nority. The pdi which had beecr In Ihe 

(%wary 198, d m* 
throug ""a as since many as three drafts. satisfies no 
one - least d all those whom it is intended 

1 to benefii: the homeless.tWy lhe private 
builders. In byhose favour it Is clearly t lhd, 
have reason to be happy. 

The main criticism is that the policy is too 
vague and couched in a sort d rhetoric that 
would not be easy to translate into a c t i .  
Even in its vagueness. it is much too ambi- 
tious to be realistb One of its "main broad 

oak" is to "eradicate houselessness" by 
%e turn of the ceidwy which. given the pres- 
ent backloq, appears airnost impossible to 
achieve. The policy document itseH 

'some idea of h e  magnitude of the pdbE 
when It says that as far back as 1981, the 
shortfall was 23.3 million dwelling units. "As 

the 1981 census. the total number d 
L ~ e s s  was six hkhs - toq 
lakhs In the rural areas. and two lakhs in u- 
ban areas" the document says. 
tiercukm task 

Considering the present rate d population 
growth (three to fow per cent a year in the 
urban areas alone). the number d shelterless 
households would rise sharply by the t u n  
d the cent? andm$p"latinngro~tani ir+ 
dicate that y 1 over 6 m d l i  new 
househdds would need shelter 
lTHE HINDU. May 16). Such then is the 
scale of "houselessness" which the policy 
promises to "eradicate" in the next 12 years 
Or SO. 

This is not all. The policy goes a step fur- 
ther and seeks to "upgr*' ell kutcha 
houses in the rural and urban areas. reduce 

' overcrowding. and provide "a minimum level 
of basic ser4kes". especially in areas where 
the poa live. tt is not !hat the authors d 

,the policy are not aware of the magnitude 
lof the operation for the document clear1 
dates !hat the rate d house construction w i t  
have to be stepped up by 33 per cent over 
the e x ~ d ~ q  rate. The investment will ako 
have to be raised by 30 to 35 per cent. Vet. 
the document does not suggest e plan d 
action and the S e d h  on "strategies ' reads 

In what is seen as a major concession to "nonexistent" December dratt. and It corm-, 
the pivate builders. they are to be involved sponds to the final document to Lhe last 
more ectlvely In house building with the role h-d except that In places certain express- 
of the Government a restricted ions have been substituted. Both run inlo ?2 

pages. and both begin with a preamble stat- 
ing that "shelter Is a basic human need ..." 
and end with the formulation that "housing 
policy has to be dynamic ... (and) ... be perl- 

cation that the Urban Land Ceiling Act wdl odlcally reviewed ' Why then the secrecy 
be liberalid. which Is somethino that the about the existence d this  articular draft? 

agency for 
Third World countries. 

[?_ecepHve document 
#The Calcutta-based National Committee 

for Housing R~ghts (NCHR), which has been 
leading a campaign for a more "rational" 
housing policy, has said that the policy 
a m t s  l o  "handr over housi aclivities 
to landowners. b u l z s  and devcopeffi A 
pamphlet circulated by the NCHR says that 
with house building passi into the hands 
d real estate 0-s a 3  developers - 
"wppoded and legitimised by the state" - 
the price of l ad .  building materials and oth- 
er Inputs is bound to rise "rapidly." It also 
fears that because d the increase in the cost 
d house building. "unauthorlsed settle- 
ments" will multblv. whereas one of the os- 
tenslble aims o f ' t k  policy is to curb such 
settlements. "k k e soohisticated document. 
a d  it k easy to be misled b its apparent 
liberal intentani'. says e qxd!esman d the 
Ncm. 

It k stated that various professi&l or a 
nisatins such as the Indian Institute d ~r&i: 
lects have been ignored by the Government 
while formulat~ng the pollcy and this des l e  
thek appeal that there should be a p%ic 
debate on the issue. "No public discussion 
has been invited and yet the Government 
has clalrned at international conferences du- 
ring the International Year of Shelter for the 
Homeless that the draft ic was widely 
discusseciscusseciscusseci' points out an CH6 document. 
Wler drafts 

The final policy Is not significantly d~ffer- 
ent from the earlier drafts. and it is virtually 
e carbon cop of a draft prepared in Decem- 
ber 1987: a Ja f t  whose existence has been 
~~peatedly  denied by senior Government d- 
ficiak. even Lhough Its ies ere In circula- 
1- This omesponden%s a copy of the 

- - - - . - - - 

Even an eahier draft. prepared in January 
1987 and circulated in a limited way, is more 
or less along the same lines as the final 
document except for m e  changes. One 
major change in the final document relates 
to the role of the ivate sector. The January 
1987 draft said t g t  "immediate administra- 
tive and legal measures shall be taken for 

housing as an industy .m that insti- 
$%$Lance and ot tw fac~ ~tres may te- 
come available to developers both in the 
public and private sector." In the final docu- 
ment. theie Is no direct reference to 
developers either In the pivate or public 
sector, and the terminology is couched in 
more sophistkated terms. Stating that the 
krganised pivate sector housing has been 
small". It says t b t  "there is obviously a need 
to recogrinse and rely on multiplicity d ac- 
tas (and for this) the Government will need 
to &vise and implement ... shelter strategies 
which will enable all the yr ious actors to 
complement one anbther ... 
Element of secrecy 

Accordi to NHCR sources, there k yet. 
another d r z  whlch has not been made pub  
Hc. This draft was said to have been pepar- 
ed in March 1987 and it closely followed the 
January 1987 document "k had only four or 
five radical changes (aslde from dozens d 
mlnor editing changes), but nowhere does 
H eIther acknowledge the existence of a pe- 
vlous verslon. or explaln why the changes 
were made." according to these sources. 
What Is more lntrlguing - these sauces say - is that while the March draft was distribut- 
ed at the United Natlons' Tenth Commission 
on Human Settlements In Kenya In April 
1987, It was the first draft that was presented 
to the State Housing Ministers' conference 
h Srlnagar In May 1987. 

The question that is being raised is. why 
0 0  through the motions of preparing dlHer- 
en( sels d drafts when the essential rpir i i  
d the policy remains unchangedGhe off#- . . 

clal response is thal the changes rriade in 
successive drofls reflect ubhc opinion as 
articulated at various cor&vemrhndwm- 
inars. but this k not accepted by those w t n  
have closely followed the whole process 
What makes them sceptical about the Gov- 
ernment's claim Is the element of secrecy 
that has surrounded at least two drafts. es- 
pecially the December 1987 draft. 

However. even the critics d the policy 
and of the manner In which k has k e n  
evolved concede that there need fck 6 
National Housi Policy And despite its ur. 
ban bias. and 8 t m  vis~bls tilt towards the 
private sector. It is not without merlts The 
most significmt positive aspect d the policy 
is the proposal to set up a National Housing 
Bank (NHB) to mobilrse resources for tho 
housing sector, promole housing finance ~n.  
stilutlons, and regulate the functroning of the 
existing imtitullom. among other things 

Houshg fiance 
The policy rec nises that tne housing fi- 

nance system net% to have "an elastic and 
widespread resource rnobilisation strategy" 
and this would require imtltutional mechnn- 
isms to provlde acccss to "affordable cred!! 
on indrvidual. group and cooperative basis 
In this context, it envisa cs the stre thonrng 
of the Hnn i  and &ban ~ e v ~ o ~ r n e n t  
Corporatan (%DCO) to enable it to play' 
a more active role in lowhcome housing 
programmes both in urban and rural areas 
Another area that is proposed !a b encow- 
aged is cooperative housing through easy 
access to land and credit 

"Luxury housing" is to be discouraged by 
placing ' appropriate" monetary ceillngo on 
lnstitut~onal finance But "luxur 
has not been defined. m has " CKG;: 
lied what the "appropriate" ceillng would be 
The policy aka lays emphasis on improvl 
the environment and encaraging the use2 
locall available materials but again no clear 
line a action has been suggested. Merits or 
demerits of the policy apart. the rnaln ttrng 
k its implcrnent~tim And housing being a 
State subject this is likely to create p o b  
lems. A 'national" housing policy In real 
terms could well end up as a notional con 
cept 

Hasan Suroor 
Spec d bespondent In k w  Delhi. 
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.!Li.. :. Gov?:.' . . . . .  ~mtlindifferent'. . . to housing . - .  

, ,.:,.., ' .  . ;.I.4.! . '. . .  . . . . . .  . . . . .  . . ' . .  
. . . . .  .... .::. .;; From Our Stan Rapone i woda not be catered to. Voluntary organ~sa- meet 'the '~nd~vidual cred~t neeas. of polent~el .:.. - . . . .. I.: 

* -  ! .' .: . NEW&LHI:F~~.;O.;,. 
, The ibp' Government functlonar~es toaay.. 
claimed ,' path-breaktng" achievements in 1ne. 
houstng sector dur~ng the Internattonal Year 
of Shelter for the Honieless (IYSH-1987). 

' . Rev~ewlng the. IYSH programme In lnd~a at , 
an'lnternat~onal srmlnar on "Low cost houslng, 
arid 'alternat~ve burld~ng nlaterials" here today. 
the Un~on Urban DL$velopment Mnlster, Mrs.' 
rrZphs~na Kidwa~ tnc. the Urban Development., 
Secrewrv. Mr. D fvl Sukhunkar, referred.10 

trons woula el encouragement en0 su port 
0qan1seB by me Central Bulldmg iesa&& 

Institute (CBRI). Roorkee the two-day semlnar 
n co-sponsored Py the Un~on Urban Develop 
ment Mlnlstry, the Depanmenr of Science and 

'Technoiogy, the Housing and Urban Develop-. 
men! Corporaoan, the Delhi Deyelo ment Am-, 
only ane me Nat~onal Bu~ldmps 8rganIrailon. 

.The excercrse IS one of the malor elforw d ln ld  
at a global revlcrw 'of IYSH. Experts from all 

:over the world are anending. . , . 

0wners:lt would also cnannsl savlngs 1r,t3 ncds- 
In ftnance aterrned~ar~es. . : .. ' . . 

?he NHB would @re techn~cal and admms- 
trat~ve gulaance to housmg and f~nance Inmu- 
oops at the local and reg~onal levels ana aav~se 
on savlngs mb~laatron, cred~t'appra~sal ana . . d~bbursernent., .:, , ,.. --.-.-- .a'.*... . . . . . .  

the el tb be f~nal~scd National Housln Policy ' -Mr. Sukhtankar sa~d it was a d~stonion to 
~Yt-ibl and sad .,me II 15 ilnallse8 In the m y  that [ha Governnlent had been mddiermt 
near frtuie, i t  w~ l l  I u an lniponant landmark to the houslno scenario and recounted ,ro. 
und a ma or an'! tgntiican~ etfort mountec~ : gnmmer i i ~ e n  up over me ruccmnv. 61Jo 
d y n g  the l 1 SH." . ' , . ,yr~oes. Tnese ~ncluaed the lna~ra Awas . Outl~n~r)g the broi. 1 fedtures,of the proposed , ojana. schemes for house sites to rurill 
poltcy, Mr. Sukhtor I ;rr sale 11 would Promote . landless, grant of constructlorl asststance i111d 
the basrc Inputs u hous~ng such as land, fl- . env~ronmrnral improvement of slums. 
nance; 3u1ld1ng n~;:~nals and technology, hum( . At 'the Instant$ of hs  M~navy, the Nat~onai 
man resources. 1er~i.l env~ronment and ~nslltu-,, ' Bullamgs Organ~sation took pp In 1987 a num- 

, . 
tlonal framework. , ":': ber of specd' activ~tles to transfer research 
:::Tak~ng. a cue from the Seventh Plan docu-., findmgs. lo the f~eld to provide better, I~vable 
ment. that the major respons~b~l~ry for house home$ at low cost to the 'economi~ally weaker, 
construct~on would have to be left to the prlvate sect~ons. ., . , . '  I '  ) , : ' 9 '  , * 
sector through self-help efforts, ~ t '  IS env~saged . Natlonrl Houring Bank: Mr: Sukhtank* sad 
that the Government w~l l  prov~de the package ' :  the Reserve Bank had agreed t~ rcrv~qe 'an' 
of rupponlng Inputs in the role of an enabler,: m,t~al eoulry contnbul~on of Rs: 108crores to 
facilrtator and promotor, rathar than the budder the Nat!onal Housing Bank (NHB). It would; 
of.houses," the Secretary said. . be an aoex housmg flnance instltutlon to'pro- 
: T m  Mmister sad that unless home-owners more, at the State, re~~ona l  and local levels 

.themselves look up construction tha varying a serles of housing flnance inst~tut~ons and lay 
pseds. and weferences . . . .  of dlff eren_!f~?~o$s-t!e loundat~on of . .  lower level orqapsat~ons. to -.. .-- -. --..--- 

l't . i'. 
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I incriltc the ,&ply 07 housinp The Eflons are k i n g  made lo set up, 
slate housln~ boards have proved un- regional level houstng finance institu- 
s ~ ~ c ~ ~ s s ~ u I  in incrcasing the ~uppIy.of tions. The ~ ~ D F C  has spnwred eu" 
housing in urban arurs and metro- jarat Rural Housing finrnce Carpop': 
politan centrcs to meet the ever rising' plion. ~td., activldcr will k: 
demand- Ddhi Devebplnent Authorl-eonfiwd to the runt areas in Gujsrak' 
!Y (DDA) is RPoned 10 have taken Housing Promotion. Finance Cotpot. ] 
dects~on I0 CXalt 1nfrWIUCt~ft and ation pvt, Ltd. i s  being a t  up with an 
leavc i t  10 the buildrn to construct initial a p i u l   of.^^. J crores, bs iu l l y  
houses and aPmmentL This example to cater to the requiremenu of astern 1 t 

c?u\d .be f o b w d  in other cc?\m. and north eastern replans of the count 
In btg citius, urban land cel l ln~ act ly, SBI h p i u l  Markets will subscribe 

. has acted as .? dny on development of 20 p r  wn l  of the capital or this ....--- 7 

.'housing 011 a btg 5c;lle. This needs 10 rompany; HDFC another 20 per cent a 

k amendcd spccdil), and 35 per cent by the financial in- 1 
st~tutions like thc,UTl. GIC and LfC. ' Financial incentives ~ h .  balance 25 per cclt .will b: 

Direct fil~r,lcial inccntivcs for horn; ~ " v a l e l ~  placed with Public and pri- . 
: ownerslllp u11l yo a long way in en. vale r c l o r  companies o p n l i n ~  in 

. . 

. ........................... -.-a#-.-. -...-- -- 
I/ 
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C A S  E;erd,~'s u l lc r -h i~u~~~~l r ; :  I I U I I -  1.1~1 lour y e m  \\.i~> >~r~ipl-l~e I ~ L I C ~  Uul ~ ~ r l !  t h ~ s  year, t i ~ r  Xlunu(w11ss 
banklr~;: t ~ ~ i a ~ l c c c u ~ l i p . ~ ~ ~ ~ r >  bc Uc- f ~ l l - p ~ ~ g r  dnd hi~lf-pupr ad\*ert~se~rlu~t.* iil~d I t r s t r~ ; l~v~ ' l  rii~rl'~tr~t~ccsC'~~~a~~:~>- 
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\ \ w e  n o  prues lor ; I I I W  n.111; [hilt que- 33 per cenl on  dcpos~ts. i111d t1113 IurrJ arli!rcstr11111d U r ~ c n t ~ l  from lssuml:an!. 
tlon after Sillan 1 drphcsr &)I tile h g h -  greedy Investors 111 droves. Argued nltrrr ild\ urtrsrrnentj. S.11at1 trird lo use 
protile Or~clltal I:irlitl~cc ilnd IAcllilnge I ' i lppi~chil~~: "11'Sali1n \WS pi1y111g 33 prr pustcrh I I I \ I C ~ I L ~ ,  but rhe c o ~ n m r s s i ~ ~ ~  
Company sought (1111,. 111.11~1.j b d  1ca1r- C U I I ~  \\.1iet1 we i v r r r g i \ v ~ ~ g  IS pc.r cent to imne to L I I ~ \ V  about I[ and d~rectetl l l ~ e  
I a t  by I I ~ l c e  1 2C) per cul t .  he  should have n~;~dc: loilt~s Aladri~b ~ I I I ~ I C ~  to stop him. 
cheating hts dcpo511tn. \\'Iliun the srs- a t  46 to 4Y per cant to n u k c  s prolit." 111 i lcqwri~t~on.  Sitlan stitrtcd bur- 
sions court nt hl i~dl . .~ I L ~ I C C I ~ L I  1I1c bit11 Iji~nkcrsin t h c s t i ~ t c k c l t l ~ u ~ ~ ~ o  b u s ~ ~ ~ c s s -  row111g ~ I I ~ I  M u r w  J i  l!nanc~crs in Ma- 
i ipp l ica t~o~~,  Snlan ?I..IIIJI!. *IS- t l r i ~ ~  tc: keep hiuwelf itlloi~l. 'The 
appeared. I I I ~ ~ I I \ V  ol'ilcpu~its \\.its ~ ~ d u i e r i  

The scnsi~tioll;~l I , ~.\ t lnp 111 I O  ;I t r~cklc i111rl. ~ I I I K I  I -UIIIOUI.~ 
the deposit bubhlt. h ~ z k t d  of iln I I I I P ~ I I ~ I I I ~  cr;~sh. sol~ir  
c o u n t l e s s d e p o ~ ~ ~ o r ~ ~  #.  J\cr.lli~' Iilrbu. drpos~wnl \v~rhdre\v 
"blndc ~ompan~rs"-->II C J I I L ~  t l~c~rbilli~tices. S ; I I ~ I I I ' S C ~ I ~ ~ U ~ >  
b e ~ ~ ~ s e ~ l ' t l i ~ ~ ~ ~ ~ - t l ~ r ~ ~ i i t  ~ntcr -  bcgi~n bounclng and linirlly. on 
est rates they r l~argc .  l'hr clo i t  compli~int b~ 1.51. ~illljl t l~a~!. 
sure oTulll0 brirnches ol'Oric11- i l  rr~~retli~dditionalsuperi~~te~~ 
tat t~iis not ;111. I:IW uthrr dcn1 bl' pvlrce \rlho W ~ I S  O I I ~  01 
computl~es in tlrc bus~nrss  i~lso shocked Iierala's 111s depwtors .  the h l d r a s  po- 
closed shop last l-tr~nlght. lice reg~slrred ;I case o l  cheat- 
Among lllenl was Snnl.~rtas ~ n g  i~garast S i ~ j i ~ n  i111d his part- 
Financiers. once i1 Ictr~I~tlg rlers. his brother ilnd L11her. 
~ ~ a n ~ e ,  which sllut dorv11 ill1 Se\witl ol' S ~ l a n ' s  de- 
its 11 bra~lclies lt)i'.~tcd positors 111 Kctala have 
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ANNEX 7.4 

AID-SPONSORED RESEARCH IN HOUSING FINANCE IN INDIA,' 1985-88 

- Analysis of the Roles of the General Insurance Corporation and the 
Life Insurance Corporation in Housing Finance in India (Robert van 
Order, for The Urban Institute) (draft: May 1987). 

- Housing Finance for Corporate Employees (Michael Lee) (September 
1987). 

- Informal Housing Finance in India (Michael Lee) (October 1987). 

- Description of RBI Regulation of Commercial Banks (A.F. Ferguson & 
Co., for The Urban Institute) (December 19871. 

- The National Housing Bank: Regulatory Options and Assessment 
Factors (Karen J. Wilson, for The Urban Institute (January 1988). 

- The Impact of a Housing-Linked Contract Savings Scheme on 
Households' Holdings of Financial Assets (The Urban Institute) 
(September I988 1. 

- Implications of Mortgage Loan Prepayment (The Urban Institute and 
HDFC) ( in progress). 

- Study of Housing Finance Systems in Metropolitan Areas (Ahmedabad 
School of Planning) (in progress). 



ANNEX 7.5 

TRAINING FOR HOUSING FINANCE . 

1. Focus of Training for HG-003 

The purpose of this Housing Finance Sector Program is to pronote the 
development of a financial ly-sound, market-oriented housing finance 
system, by supporting selected narket-oriented HFCs. A housing finance 
system, by definition, consists of a number of interlinked and 
interdependent components. Focusing attent ion merely on the primary 
lenders - and, at that, only on one group sf lenders - is therefore a 
necessary but not a sufficient condition to ensure development of a 
system o f  market-oriented mortgage lending. The training and technical 
assistance component is designed to assist with the development of the 
whole of that segment of the system which will provide market-oriented 
housing finance. The private and joint sector HFCs are the core of that 
segment. They interrelate with other components of the system, notably. 
the regulators and financial intermediaries. The training and technical 
assistance program is directed, therefore, not exclusively at the HFCs, 
but also at those related institutions of regulation and control. 

In order to focus the program and keep it to a manageable size; the 
training and TA program will be related primarily to those institutions 
which directly participate in the HG program (HFCs and NHB itself), and 
GO1 line ministries, unless AID and GO1 specifically agree otherwise. 
This limitation would exclude from the program, for instance, other HFCs 
which may be eligible to borrow from NHB's Housing Finance Companies Loan 
Fund, training institutions and state governments. 

This note goes on to dfscuss existing training opportunities in 
housing finance in India; the training needs generated by and related to 
this program; and describes the program framework for providing those 
needs. It concludes with a note on development assistance and research 
for the program. 

2. Training Opportunities 

Only one training organization currently offers courses in housing 
finance. This is the Human Settlements Management Institute (HSMI 1, 
affiliated to HUDCO. HSMI1s courses on Housing Project Finance are run 
as residential works hops. They are of three weeks duration and are held 
annually. They are typically attended by 15 to 20 participants, 
predominant 1y from state and municipal housing authorities, and are 
designed for "middle level professionals such as engineers, 
architects/planners, social workers and finance executives". HSMI says 
that the courses would be increased in frequency if there were greater 
demand. 



There is little doubt but that the present courses are relevant to 
the needs of public sector agencies engaged in project development. 
HSMI also runs other courses on housing policy, which would be of some 
interest to finance executives. ~ l t h o u ~ h  the various courses are 
occasionally attended by fee-paying representatives of the private 
sector, horiever, the courses have relatively little bearing on their own 
specific needs. They have no direct relevance to the HG program and 
b~ould be of no more than marginal relevance to any of the participating 
companies. 

HSNI is mandated to offer other courses and is understood to be 
interested in expanding the scope of its training activities when the 
physical improvements to its premises currently in hand have been 
completed. It is, however, understood that its training will continue to 
be primarily directed to the needs of its immediate clients. These, it 
may be assumed, will continue to be public sector organizations, although 
possibly with an increasing interest in direct housing finance. 
Nevertheless, HSNI currently has no expertise in training in mortgage 
lending and related subjects; nor is there any real likelihood that it . 
would be able to acquire such expertise in the foreseeable future. If 
this is correct, two conclusions follow. The first is that HSMI does 
not offer, nor does it have any reasonable expectation of offering, any 
training courses relevant to the present HG program. Secondly, that 
since training in this field is so weak, it would behove the forthcoming 
India Training Plan to explore the possibility of offering assistance to 
HSMI to build up its abilities in this field. 

So far as is k n o w  to IJSAID, housing finance does not feature in 
Indian degree courses in planning and urban management, except in the 
context of pub1 ic sector project financing. 

The National Institute of Public Finance and Policy (NIPFP), in New 
Delhi, is host to the HDFC Professor of Urban and Housing Finance, and a 
research assistant. The Institute does not offer training courses, but 
it does mount occasional seminars. In this role, NIPFP has informally 
requested USAID to co-host a seminar on Secondary Mortgage blarkets in 
India, in winter 1988189. 

Similarly, the Society for Development Studies, a non-profit 
consulting organization based in Del hi, has a continuing interest in 
housing finance in India and a demonstrated ability to organize . 
seminars. As with the NIPFP, however, the number of professionals with 
any housing finance expertise is extremely small. 

Many of the HFCs offer some form of in-house training. HDFC is, 
of course, the acknowledged leader, and its training programs are 
substantial ly more advanced than those of its conpet itors and 
siblings. HDFC has its own 'Training Department, offering induction 
courses for new professions i employees, and specialized training 
programs for specific requirements. The Division is involved in the 



production of training manuals and of video-cassette programs for 
internal use. Recently, it has started the systematic training of 
in-house trainers. A S  part of their tra-ining program, HDFC staff are 
also encouraged to attend conferences in India and abroad. 

Under the terms of the 1988 World Bank loan, HDFC is to spend a 
little over Rs.1 million (580,000) "to develop training curricula and 
organization and train new and existing staff in technical and human 
relations skills needed for branch expansion, systems development1,' and 
computerization". 

HDFC now itself offers technical assistance to managements of its 
sibling organizations - GRUH, CanFin and the Housing Promotion and 
Finance Corporation (HPFC) of Calcutta, as well as to new institutions in 
other countries of the region. The agreement with the World Bank 
specifies that HDFC wi 1 1  provide technical assistance to new hoysing 

B finance institutions to a value of Rs.2 million ($160,000) over!l9 8-91, 
for: I 

i 
- development of operating systems and procedures; 
- operational assistance during start-up; and 
- staff training (about 36 man-months). 

With USAID's help, HDFC is also planning to establish a Housing 
Finance Policy Institute in the foreseeable future. One of the principal 
functions of the Institute would be to provide training, for its own 
staff and for staff of other HFCs, siblings and competitors. Details 
remain to be worked out, including a schedule of start up. It is, 
however, clear that this Institute will offer the most obvious medium for 
system-vide training for housing finance, subject to it ( a )  becoming 
operational sufficiently quickly to meet demand, (b) providing 
appropriate courses, and (c) being seen to be independent of HDFC. 

There are a number of institutions throughout the country that offer 
training in financial manasement, but without specific reference to 
housing finance. IDBI , for instance, has a newly established training 
college at Hyderabad, which is to offer programs both for its own staff 
and for professionals from its client organizat ions. The programs are 
residential and non-resident ial , taking in aspects of devel opnent banking 
and management. 

3. Training Needs 

HDFC itself has, of course, grown to occupy its present position of 
eminence having made good use of technical assistance, and of formal and 
informal training. This included classroon teaching, overseas study 
tours, attendance at local and international seminars 



and conferences, and advisory visits by distinguished specialists in the 
field of housing finance. Much of this was achieved by HDFC's own 
efforts ( and u$ing internal ly-generated resources) : some was financed and 
facilitated by USAID; and some, again, was r.lade available by other donors 
to HDFC as India's sole and successful representative of a 
market-oriented HFC. 

One major activity, undertaken by HDFC and funded by USAID in 1983, 
was of a "management audit", conducted by the Chicago Institute for 
ffnancial Education. As noted in the April 1985 Evaluation of USAID'S 
project HG-001, the audit provided a "brief, lucid decription of the HDFC 
personnel function and general management practices". As a result of its 
findings, six two-day works hops vere conducted, for al 1 of HDFC's 
professional staff, focusing on "personal ski 1 1  development and team 
building using a problems solving framework". This activity was the 
precursor of iiDFC1s own formal management training program. 

This much history is repeated to emphasize that training, in one form 
or another, is indispensable to the development of sound enterprises, 
especially in a field as new (to India) as housing finance. 
Correspondingly, it would be irresponsible to expect that a housing 
f inarlce system could develop in a vacuum and without the benefit of 
training. It may not be fanciful to suggest that the present stagnation 
of the housing finance system, with the obvious exception of HDFC itself, 
1s due to a lack of understanding by its proponents of its special 
features. (This is, of course, not to deny the financial and 
entrepreneurial acumen of the principals of the surveyed HFCs; merely to 
point out certain gaps in their expertise with respect to the specialfzed 
field of housing finance. 1 

The analysis of HFCs described in this Project Paper finds a number 
of areas in which their operations would benefit from improvement and, 
inpl icit ly, t herefare from training. f hese include an understanding of 
the following issues, skills and techniques: 

- the conponents of a housing finance system, including the 
existing role of central institutions and their potential ; 
regulation o f  the industry; mortgage insurance; secondary 
mortgage markets; 

- policy issues, from the importance of housing in the national 
economy, through the implications of subsidies on the housing 
finance industry, to issues of rent control; 

- types and uses of alternative mortgage loan instruments; 

- outreach to special target groups; this inplies a number of 
subsidiary questions, including la) definition of target 
groups: the primary group being below-median income 

' 

households; others that may be targetted include the self- 



employed and households in smaller towns and rural areas; (b) 
the nature of special mortgage instruments that are 
appropriate to such groups, and the imp1 ications of using 
then; (c] appropriate credit appraisal techniques, lending 
criteria and recovery mechanisms; and (dl techniques for 
outreach; 

- resource mobilization techniques, including alternative 
mechanisms for attracting savings into the housing market; 

I ' 

- introduction to computerized systems for financial analysis 
and in financial management information systems: 

- management problems in housing finance, in particular 
portfolio management; the control of defaults and 
delinquencies; customer contact ski 11s; 

- personnel and non-f inancial manage nt issues, including 
management effectiveness and contr, I s 1, strategic planning, 
~omnunications within a firm, goal rsett ing and performance 
evaluation. 

Training in sotite or all of these issues would be beneficial to 
representatives of the HFCs at all organizational levels: members of the 
Boards of Directors, managers, heads of department and other corporate 
staff members. Training under the Housing Finance Sector Program will 
thus be aimed both at the policy level and at the technical level: 
directed at long-term growth and institutional strengthening. At the 
nost senior level of management, training will focus on policy issues and 
aim to promote an understanding of the implications of these on both the 
shelter sector as a whole and, more narrowly, on the operations of their 
own enterprises. At the technical level, training will attempt to 
upgrade the skills of middle and lower level professional staff, as well 
as assisting then to develop a broader understanding of the context of 
tioilsing finance. 

Although the most obvious needs for training are of the HFCs, yet the 
NHB and the GO1 (tlinistries of Finance and of Urban Development) may feel 
that they would also benefit from some upgrading of their knowledge of 
some of the more arcane issues of housing finance. The proper nature of 
such support will be determined in conjunction with the National Housing 
Bank. 

4. Program Proposal s 

The purpose of the training and technical assistance component of 
this program is three-fold: (1) to identify training and technical 
assistance needs of participating HFCs and related institutions: ( 2 )  to 
finance training for specific needs generated by this program; ( 3 )  to 
finance training for related institutioils. The program tkus does not take 



in the upgrading of housing finance training capabilities of Indian 
institutions; and, excegt in certain snall areas, does not include any 

r direct training by AID itself. 

Although it is possible to map out the broad training needs of the 
sector, there are several key imponderables which make it impossible to 
be more precise about the definition of a future strategy at the present 
tine. Most importantly, these include the fact that the participating 
HFCs have not yet been selected, hence specific needs cannot be known; 
and, since different companies will take different routes to expand their 
low income lending program, whether by increasing their individual 
lending pro rams on conventional lines, by seeking new markets for 9 individual oans or by opening ne\i markets for loans through corporations, 
they will consequently have different training requirements. A second 
factor is that tte needs of the National Housing Bank cannot be 
ascertained until its scope of work has been determined (nor until the 
experience of its staff members is known). A third factor is that HDFC 
has not yet decided on the curriculum or on the timing of inception of 
its Housing Finance Policy Institute; hence the supply of training 
facilities is indeterminate. 

In the light of these uncertainties, it will be necessary to have a 
rolling assessment of training needs. As discussed above, these will 
m l u d e  matters relating directly to housing finance, those which are 
common to other financial undertakings, and those of a more general 
nature, including personnel and non-f inancial management issues. Since 
Ni4B will be in frequent contact with participating HFCs, the p r o g r m  
proposes that NHB itself should have the responsibility of defininq the 
training program for HFCs and for itself. 

A variety of methods will be used to deliver the training, according 
to Specific needs. Training events will range from formal lectures and 
on-the-job technical assistance missions, through seminars and works hops, 
to study tours and distribution of literature. It is proposed to use 
in-country training so far as possible, but in many cases it will be more 
effective for participants to travel to courses in the U.S. or third 
countries. 

As noted, USAID will not be directly involved in the process of 
training except to a relatively minor degree (such as the delivery of 
occasional lectures) .. Its role will be restricted to (a) faci 1 itating 
the identification and accessing of appropriate training opportunities; 
and (b) providing funding. 

It will be the responsibility of NHB, in consultation with AID, to 
prepare an outline training plan for HFCs. If NHB considers that a 
special ist training needs assessment is needed, it night recommend 
accordingly. The training plan would include a detailed appreciation of 
the needs of the HFCs, and a statement of sources of training, a budget 



and an inplementation schedule. It is envisaged that the plan can be 
completed by September 1989, by which tine NHB will have amassed 

.sufficient experience of the HFC's needs. This plan will be supplemented 
by a separate assessment of a training strategy for the NHB itself and 
GOI, to be undertaken in conjunction with USAID. 

Orientation training for NHS staff involved in the Housing Finance 
Companies Fund may need to be scheduled before the Implementation 
Agreement is drafted and ' before NHB initiates consultat ions with the 
HFCs. It may take the form either of a combined study tour/special 
training course in the U.S., or of U.S. specialist advisors visiting 
India to conduct a purpose-designed orientation course. 

It is likely that all training associated with this program will be 
short-term (of no more than a few weeks duration), and in sharply-defined 
subject areas. ' I 

Funds for all conponehts of the training program would be accessed 
from the Development & Nanagernent Training Project. This project wi 1 1  
require agreement between USAID/New Del hi and GO1 on specific training 
activities to be firianced. Selection of training activities will be 
guided by the training plan after it has been completed, and, prior to 
that date, on ad hoc requests made by USAID, NHB or the GO1 to a 
special ly-const ituted working group. 

5. Technical Assistance 

Development Assistance 

There are a number of fields identified in the Project Paper as areas in 
which change could beneficially lead to systemic development, and in 
which the U.S. hzs a wealth of relevant knowledge and experience. These 
include, for instance, mortgage default insurance; secondary market 
operations: regulation of the housing finance industry; foreclosure 
legislation; and even the area of training, such as with assistance to 
training institutions. These are typical areas in which short-term 
technical assistance missions, from the U.S., could be useful to Indian 
institutions and are likely to be welcomed. 

Technical assistance from the U.S. is available in these and similar 
fields. Financial support can be obtained under the existing contract 
with The Urban Institute and from the proposed Technical Assistance and 
Support Project (TASP 1. 



Researc h 

Research ipto issues of s he1 ter, including housing finance, has 
seeciingly been given very loc priority in India's academic institutions. 
Fluch of the little that has already been undertaken is, by international 
standards, of low caliber. HSMI, together with the National Institute of 
Urban Affairs, has recently started to sponsor a few shelter research 
studies, but housing finance issues are not prominent. There is, 
nevertheless, a body of opinion in India which holds that all worthwhile 
research has already been done, and there is little practical value in 
undertaking any more. 

The result is a woeful ignorance about housing finance and related 
issues in India; and a corresponding vacuum for making decisions which 
rnay affect the sector. In recent years, USAID has taken a.lead in 
undertaking some specific studies - these are listed in Annex 7.6. f4ore 
work is currently being undertaken by the NIPFP. The charter of the 
National Housing Bank - see Annex 4.1 - permits it, too, to undertake 
research. (However, the wording of t k  National Housing Bank Act leaves 
some question about the research priorities envisaged by the drafters of 
this piece of legislation: it says that the Bank may undertake "research 
and surveys on construction techniques and other studies relating to or 
connected with shelter, housing and human settlements" - emphasis added. ) 
There is little doubt but that improved knowledge of how the system 
presently works rrould both make for easier and more effective decision 
making, and would serve to improve the image of the sector so, hopefully, 
a1 lowing it to attract more first class professionals. 

Among other subjects that can profitably be researched are the 
following: the operation of informal housing finance systems: patterns of 
repayment by house holds of differing socio-economic categories; pub1 ic 
and private sector institutional investment practices; the flow of funds 
for housing finance; indexat ion of land and housing prices; corporate 
practices of financing construction; the impact on savings and investment 
of a1 ternat ive taxat ion structures; the demand for construction finance; 
and the current and future denand for mortgage credit. 

Many of these studies can be carried out by local institutions; 
others wouid need U.S. expertise. Funding is available from the same 
sources as for development assistance. Priorities would be determined in 
conjunction with NHB and in accordance with procedures agreed for the 
Technical Assistance and Support Project. 
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ANNEX 8 

Country Risk Assessment 

Assessments of India's debt servicing capabi 1 ity over the past year 
by several U.S. based financial institutions and USAID have concluded 
that India continues to be an excellent credit risk over the medium 
term. The basic assumption underlying these assessments is that India 
will continue to be a prudent borrower in international capital markets. 

Taking into account the impact of the serious drought of 1987, 
India's overall balance of payments situation remained difficult but 
manageable during the Indian fiscal year 1987-88 which ended on March 31, 
1988, it is expected to continue to be so over the 1988-89 period but to 
begin to ease thereafter. The principal factors in this assessment are 
first, the peak in 1988-89 in repayment and service charges for the IMF 
structural adjustment loan of 1981 followed by the decline of these' 
payments in the early 1990s and, second, the strong export performaice in 
the past two years. ! 

The late 1980s arrived not only with the peak in IMF repayments - 
$845 mil lion in 1987-88 and $965 mil lion in 1988-89 - but also with an 
added unanticipated drought- induce3 foreign exchange burden and other 
import increases in 1987-88, principally petroleum and edible oils which 
together accounted for over 80 percent of the total import increase of 
$1.47 billion. However, the increased net loan disbursements in 1987-88 
resu 1 t ing partial ly from accelerated dis bursenents of development funds 
and drought related assistance, the strong export growth of the past two 
years (about 21 percent in dollar terms in 1987-88 on top of over 10 
percent growth in 1986-87), and World Bank and USAID projections of 
external account performance for the period 1988-89 to 1990-91 indicate 
that India will come through this period with some improvement rather 
than any deterioration in the overall balance of payments situation. 

The debt service ratio - considered as the most acceptable indicator 
of the balance of payments situation - is projected to decline gradually 
and consistently from its peak at 27.0 percent in 1986-87 to 24 percent 
in 1988-89, 22 percent in 1989-90, and 20.7 percent in 1990-91. The 
current account deficit as a percentage of GDP - considered as the second 
most acceptable indicator - declined from its peak at 2.5 percent in 
1985-86, to 1.7 percent in 1986-87, and is anticipated to decline further 
to a modest level of about 1.5 percent by 1990-91. The level of foreign 
exchange rescrves will show a modest decline unti 1 1988-89 - net decreases 
o f  $352 million in 1987-88 and $260 million in 1988-89, primarily due to 
IMF repayments, with net increases thereafter of about $1 bill ion each in 
1989-90 and 1990-91. 

As a result, India's credibility as prudent borrower and excellent 
credit risk has been maintained through what was anticipated to be a 
particularly difficult period. And in the early 1990s India should begin 
to see a distinct improvement in the balance of payments situation. 



An important factor that has contributed to India's ability to manage 
through this difficult period without having to sacrifice economic growth 
or credibility as a prudent borrower has been the success of the two 
pronged structural adjustment program worked out with the INF in 1980-81 
- the one prong aimed at raising domestic production of crude and refined 
oil thereby holding down the oil import bill and the other, at increased 
capital goods imports in order to make Indian industry more efficient and 
energize t be stagnant export sector. 

The first part of the strategy has been more successful than the 
second unti 1 1985-86 and thereafter the process reversed. Physical 
output of crude oil virtually tripled from 10.5 million MT in 1980-81 to 
30.2 million MT in 1985-86 and the refining capacity increased by 66 
percent from 25.8 Million MT in 1980-81 to about 43 million MT in 
1985-86.. Crude oil production has virtually stagnated in the 30.0 to 
30.5 Million MT range since 1985-86 and is unlikely to exceed 33 Million 
MT in 1989i90. In the past few years, discoveries of oi 1 reserves have 
been very slow. Unless large oil reserves are discovered, oil imports 
will increase substantially in the early 1990s. To help accelerate oil' 
exploration, the GO1 has recently involved foreign companies in the 
development of oi 1 resources; five exploration/product ion contracts with 
such companies were signed in late '1987 and early 1988. 

As regards the second part of the strategy, the imports of capital 
goods in dollar terms at current prices increased by about 90 percent 
from $2.4 billion in 1980-81 to an estimated $4.5 bill ion in 1987-88. 
Some part of the strong export performance in the past two years noted 
above, after a dismal stretch of virtually stagnant export growth in the 
first half of the 1980s, is attributable to this second part of the 
strategy. Other factors that contributed to the strong export growth 
include direct tax concessions to exporters - recently raised to 100 
percent, and reduction in import duty on imports of capital goods for 
identified export "thrust" industries. 

The above said, a constant in assessing risk throughout the 1980s has 
been the continued conviction that India's management of external 
accounts would be conservative whatever the circumstnces. For example, 
if concessional assistance to cope with the drought or the recent spurt 
in growth of exports had not materialized, the consensus is that India 
would have taken difficult short tern measures with adverse consequences 
for its long term development strategy to maintain its credibility as 
prudent borrower and as a "self Peliantu country. The perception is that 
the capacity and the w i  1 1  to pursue conservative management of external 
accounts remains very much in place. 

With respect to the above it is worth noting that India in the past 
year or so has been walking very close to the line where, by the 
standards India has set for itself internationally and domestically, it 
would be forced to consider interventions to restrain the rise in 
borrowing. However, barring another unanticipated shock such as the 
severe drought of 1987, the GO1 should be able to manage without 
intervening in ways that would adversely affect its medium and long term 
development strategy. 



Another important factor in assessing the debt servicing capabi 1 ity 
is that, despite some not insignificant problem areas such as 
disappointing performance by public sector enterprises, level 1 ing off of 
growth of oi 1 production and an increasingly difficult budgetary 
situation, India appears to have moved over the past decade to a somewhat 
higher trend rate of growth - at least 0.5 of a percentage point and 
possibly as much as one percentage point above the longer term rate of 
3.8 percent per annum. Based on the trend rate of growth of GNP over the 
past decade a medium term outlook of over 4.0 percent per annum grqrsth 
should be reasonably assured. 

Finally, while some points of nervousness such as the measurement of 
private non-guaranteed debt and accounting for Non-Resident Indian 
deposits have been expressed by the international financial community in 
India, their overall assessments have been that India continues to be an 
excellent credit risk over the medium term. In this regard most 
recently, the New York based Moody's Investors Service undertook a credit . 
rating of the Government of India (GO11 in connection with a bid by (the 
Oil and Natural Gas Comission (ONGC) to raise $315 million from the I 
international bonds market. The bond issue will be guaranteed by the . 

GOI. Moody's gave India an A2 rating, reportcdly the highest any 
developing country has received. The rating, according to the report, 
derived from four broad factors : 'I( 1 )  the manageable size and favourable 
structure of I ndia' s external debt, (2) strong external debt management 
policies and mechanisms, (3) a conservative attitude towards foreign 
borrowing and ( 4 )  recent improvements in its economic structure and 
performance and a fundamental ly stable political system bui It on 
institutions such as free elections and a free press, which give 
considerable transparency to economic policies as well as political and 
social developmentsM (see Times of India, January 30, 1988). It is also 
understood that Standard and Poor have conducted a credit assessment for 
India and awarded it a satisfactory rating. 


