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PREFACE

The National Institute of Public Finance and Policy
is an autonomous, non-profit organisation whose major functions
are to carry out research, do consultancy work and undertake
training in the area of public finance and policy. 1In addition
to carrying out, on its own, research studies on subjects that
are considered to be impnrtant from the national point of view
in terms of policy formulation, the Institute also undertakes
research projects on subjects of public interest, sponsored

by member governments and other institutions.

The present study was undertaken at the request of the
Ministry of Works and Housing, Govermment of India, which wanted
an independent assessment of the problems of mobilising
resources for financing housing activities at the level of the
home-owner and suggestions for measures which would strengthen

institutional financing of housing in the country.

The study was conducted by Vinay D, Lall who also drafted
the report. A.K., Gupta was associated with the housing finance
surveys in Delhi and Lucknow and S.B.L, Sherry with those in
Delhi, Ambala, Cuttack and Ouilon. Sherry also provided research
supporf to the project. K.X. Atri and A.K, Halen nrocessed the
data for the renort on the NIPFP comnuter. The editing of the

report was done by C, Cecil,

The Governing Body of the Institute does not take
responsibility for any of the views expressed in the report.
The responsibility for the conclusions arrived at and the views
expressed belong to the staff of the Institute and more narticularly

to the author of the renort.

Bimal Jalan
Honarary Director

13 Sentember 1984
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I. HOUSING AND THE RESOURCES ISSUE

1., Housing and the Development Process

The housing sector has an important role to play
in the development process, In the first place, invest-
ment in the housing sector stimulates the rest of the
economy, including the building materials industry, the
engineering industry and the transport, communications
and infrastructure sectors. In several economies,
including some of the most developed ones, the housing
sector has been and continues to be a major engine of
growth activities, Secondly, home ownership offers the
Lo best incentive to save and accunulate, and at the
household level it is given the highest priority in asset
formation., Therefore, home~linked savings can provide
the much-needed impetus to the national resource mobili-
sation effort., Finally, for achieving a major socio-
economic objective of development, namely, an improvement
in the quality of human life, a decent, clean and habit--
able home with minimum facilities like potable water and
hygienic sanitation is a basic requirement, In fact,
housing provides the appropriate environment for attainuent
of the crucial goalsof national policies relating to
health, family planning and education,

The national plan programmes in India have
focussed attention on the removal of poverty by attempt~
ing to reduce the proportion of population whe live bclow
specified Ypoverty-line', through employment-generating
activities., Partly for this reason, the flow of funds
into the social consumption sectors has not been to the



extent that may have been desirable, The total invest-
ment in housing, for example, during the first six five
year plans adds up to Rs 11,400 crore, or 14.3 per cent
of the total plan investment, In fact, as a proportion
of total investment in each successive plan, the invest-
ment in housing has been falling: 34.2 per cent in the
Pirst Plan, 9.0 per cent in the Fifth Plan and 7.5 per
cent in the Sixth Plan (Table I.1). As a proportion of
the gross domestic product (GDP) in the country, the
annual budgetary allocations for housing by the Central
and State governments (including Union Territories)
during 1980~31 to 1982--83 ranged between 0,19 per cent
and 0.23 per cent, The estimated amnual investment in
housing (including commercial properties) is less than 3
per cent of the GDP (and in housing in particular, it
may be less than 1.5 per cent), falling short of the
United Nations target of 5 per cent.

>2. Present Status of Indian Housing

a. The 1901 scenario. The national housing stock, as

pef the 1901 Census, stands at 119.0 million units,
three~fourth in the rural areas (90.9 million units) and
one~fourth in the urban areas (28,9 millio@‘units).
There is some imbalance in the distribution of the
national population, households and housing stock as
between urban and rural areas. As can'be‘seen from
Table I.2, the proportlon of national populatlon is
slightly lower than the proportions of national house-~
holds and housing stock iﬁ-the urban areab;_ Tacic has
been some 1mprovement in the urban hou31ng situation
over the last aecade mainly because the hou51nﬁ stock
has grown suostantlally faster than the populatlon.



. 3

TABLE T.1

Invesimen?t in Housing During the Five Ycar Plans

Totol Invest- IPVCC*”“nt in Investment in
Plaon period invest~ 1ent in nousing as housing in public
rient in  housing percentage of and private sectors
the eco- total invest- o8 percentage of
nouLy ment in the total investment
(Rs (Ro G COTLOMY in housing
crore)  crove)
First Plon
Total 3360 1150 34.2 100.0
Public 1560 250 16.0 21,7
Private 1800 900 50,0 78.3
Second Plan
Total 6750 1300 19.3 100.0
Public 3650 300 G2 23.0
Private 3100 1000 32.3 T77.0
Third Plon
Total 10400 1550 14,9 100.0
Public 6100 425 7.0 27 4
Private 4300 1125 26.2 72.6
Fourth Plan
Total 11635 2800 12.4 100.0
Public 13655 625 4.6 22.3
Private 3980 2175 24..2 T7.7
Fifth Plan
Total 47561 4630 9.8 100.0
Public 31400 1044 3.3 22.5
Private 16161 3636 22,5 7.5
Sixth Plan
Total 172210 12991 7.5 100.0
Public 97500 1491 1.5 11.5
5 . []‘ 88 [ ] 5

Private 74710 500 1

3
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Thus, during the period 1971 to 1901, the =annual average
rate of growth of housing stock was 5.3 per cent and that
of population was 4.5 per cent in the urben areas, whereas
the corresponding rates of growth for the country as a
whole were 2,5 per cent and 2.2 per cent, respectively.
The average size of a household continues to remain
smaller than the average number ol residents in a resi--
dential unit, indicating that more than one household
shares a residential unit. The situation has somewhat
improved in the last decade, 1971 to 1981, especially

in the urban areas.

The foregoing analysis shows that governmentt!s
policies have had some impact on the urban housing scene,
both in terms of the heousing stock and population relation- °
ship and occupancy ratios., Available data in the
decennial censuses upto 1971, and from the National Sample
Surveys, also reveal that during the last three decades,
there has been a noticeable improvement in the quality
of housing units in both the urban and the rural areas.
These improvements are reflected in the better quality
of construction materizl:sc uzed for building walls and
roofs, superior ventilation facilities, and the improved

systems of drinking water supply, lighting and sanitation.L/

1/ The analysis is based on comparable data from the national
censuses on population and housing stock, the- reperts of the
National Sample Surveys: 7th Round (1950) and 28th
Round (1977) and the results of a survey conducted
in Surat and Villupuram / for details, see Iall.

(1962) 7



It is likely thot the 1981 census data, when published,
may provide further andc more recent evidence on the
qualitative aspect o. Ui ..avional housing stock.

b, Changing economic scene and housing status. The

improvements in the cuality of Indian housing stock and
the chenges in the propo?tionate shares of the housing
stock of the urban and rural sectors reflect the changing
socio—economic scene, the direct result of development
programmes undertaken by the government and the initia--
tives of the private sector, which accounts for about
four~fifth of the activities in housing. The impact of
industrialisation, urbanisation and improvements in the
economic conditions in the rural sector have brought
about changes in the preferences of the home owners and
in their income--earning and investment capabilities,
However, the magnitude of the problem still remains large
and, as has been correctly stated in the Sixth Plan,

g sustained programme of investment in construction® has
“"to be undertaken over the next 20 years® (Page 390),

if the housing requirements of the country are to be met.

c. Some dimensions of ihe housine nroble, 1 Sub-Group
appointed by the Worlring Group of the Plaﬂﬁgﬁgdcommission
on Housing for the Seventh Five Year Plan (1985-90) has
estimated the housing stock in 1965 at 124.9 million
wnits (95.2 million rural units and 29,7 million urban

units) and the housing shortage at 24.2 million units,

The Sub-Group has further estimated that between 1985

and 2000 AD, en additional housing stock of 90.8 willion
units will be required to meet the needs of the increasing
population, the obsolescence in existing stock and the



destruction of a part of the existing stock due to natural
calamities, As such, the total housing stock requirement
in 2000 AD is estimated at 229.9 million units and the

net additional housing stock at 105 million units.g/

The magnituce of the housing problem can be
attributed to several factors. The growth of house
construction has not kept pace with the growing demanda for
housing due to constraints of land, building materials and
finances., This situation has arisen, in the first place,
due to the poverty of the general population. Secoﬁdly,
very little of the savings generated in the economy are
channelised into vhe housing sector, as the national
economic strategy has given a low priority to housing
possibly due to a misconception that it is a resource~
absorbing activity and not a resource-generating activity.
This vi.7 overlooks the multiplier and growth-—initiating
effects of invesiment in the housing sector on the rest of
the economy. Thirdly, from the point of view of resource
allocation, housing is not treated as an orgenised
"industry®, even though mony other activities including

2/ These estimates are based on the following assumptions:

(i) Every houschold, urban or rural, should
have a housing unit.to itself;

(ii) In urban areas, a housing unit may either
be pucca or semi-pucca; and

(1iii) In rural areas, the housing unit may
be pucca, semi-pucca or serv1ceable kutcha

Further, the annual rate of increase in housing requ-
irement due to increase in populaclon has beem

=szumed to be 1.5 ner cent, tho wpte of ~bmoloscenc has
Boen ossumad Soe bo 1.5 por cwat ad some ollowinco oS
Bom lgo 1 de Tor dostiueiion of housing stock by
notural celamitics.
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those in the nature of services have been given such a
status, Tourthly, often the employment potential of house
construction is underestimated., Finally, under the Indian
Constitution, housing is a "State” subject and so the
Central govermment is nov responsible for its development,
The main responsibility for the housing sector lies with
the State governments, which consider activities in other
sectors more important from economic and political
considerations,

There exists no systematic national policy which
may outline the growth and operational strategy for the
housing sector as exists, for example, in several other
sectors, like industry, agriculture, banking, trade, etc.
The Central govermment draws out a broad plan perspective
for investment in the housing sector and arranges to .
provide for flow of some funds via the LIC, the GIC and the
HUDCO, Practically no monitoring or follow-up work of
investment schemes is undertaken by the Central and
State governments.,

The private sector has come to play a major role
in the housing sector and, under thelpresent strategy,
as enunciated in the Sixth Plan, it would have to continue
to play the dominant role., But no serious attempt has
been made, or is being made, to provide for the inputs
that might ensure that the private sector plays its
developmental role effectively.

3. The Resources Issue

The lack of financiat resources has been iden-—
tified as a crucial constraint on housing activity in the
country, The Working Group on Private Housing
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(Mukharjee Group, 1981), Government of India, had therefore
emphasised the need to strengthen the organised housing
finance system in the country., From the point of view of
the individuel home -- buyer, the major constraint, in fact,
is the non-availability of adequate Iinances, However,
other constraints, like the limited availability of land
and building materials, are not directly faced by a home
owner, especially if he acquires ahouse in a cooperative

society or from a public or private sector builder/agency.

TheVSumerdup of the Working Group on Housing for
the Seventh Five Year Plan has estimated that during the
Seventh Plan, 1985~1990, an investment of Rs 33,800 crore
would be required and that during the period 1985“2000 AD,
a total investment of Rs 1,31,650 crore would have to be
made to ameliorate the housing situation. The proposead
plan envisages, in line with the planning strategy, that
three~fourth of the estimated investment would be made in
the private sector, However, sufficient effort is not
being made at present to ensure the reqguisite flow of
resources for this purpose. The resources problem, will
thus, be a crucial issue for the housing sector in the
years to oome.;/

It is not just the lack of financial resources
that is the real problem but the absence of any grass-roots-
level institutional system that would mobilise the existing
household savings in the economy for investment in housing,

é/ If the resources flow is suddenly increased, shortages
of real resources would immediately be felt, This
study, however, is concerrod only with the priblem of
finances.,
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stimulate a shift from consumption to savings for investe
ment in housing, provide institutional financial intérQ
mediation on a mass basis, and encourage individuals to
invest in housing at an early stage in their earning life,
It is significent to note that a few years ago there hardly
existed any semblance of an organised houging finance
system in the country and, even today, it is felt that the
institutionally--nobilised financial fiows into housing
make only a token contribution. The basic thrust in the
Seventh Plan approach to the housing sector would, there~
fore, have to be directed towards the development of an
appropriate housing finance system for the large scale
mobilisation of financial resources for housing.



ITI. OBJECTIVES AND SURVEY METHODOLOGY

1. QQjectives'bf the Study

The Mukharjee Group (1981) had recommended several
measures to promote housing activity in the country, inclu-
ding the grant'of fiscal incentives to mobilise savings
for investment in housing and the strengthening and/or
creation of new institutions., Subsequently, the Central
Council of State Ministers for Housing urged the Central
Government to adopt the major recommendations of the
Mukharjee Group, but for a considerable period of time, no
progress was made in this direction. In pursuance of these
recommendations, "the Ministry (Works and Housing) has
entrusted a study of housing finance to the National
Institute of Public Finance and Policy" (Ministry of Works
and Housing, Annual Report 1982-83, page 5-6). The present
Report has been prepared on the basis of the assignment
given by the Ministry of Works and Housing (MWH).

The MWH have specified the following objectives
for the study.

(i) Examination of the lacunee in the existing
system of financing housings;

(ii) Analysis of the existing capital market in
housing;

(iii) Recommendation of methods for improving the
flow of resources into the housing sector;

(iv) Examination of the modalities for setting
up a specialised financial institutiong

(v) Study of the scope for setting up decen-
tralised financial intermediaries, such as
savings and loans associations, to promote
additional savings; and
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(vi) Examination of the possibility of
introducing mortgage insurance in the
housing sector,

'The study, as per the discussions between the
officials of the MWH and the NIPPP, is restricted to the
urban housing sector. It was felt that the financial needs
of the rural sector, the methods of assessment for finan-
cial assistance, and of disbursement and monitoring
mechanism for rural housing finance would be different
from those for urban housing and could not be dealt with
in this study, given the constraints of time and resources.

2, The Approach

Objectives (i) and (ii) specified by the MWH
suggest an ex-post analysis of the present system of housing
finance with a view to identifying the weaknesses, gaps and
inadequacies in the existing system of housing finance,

At the level of the home owner, the study has to focus
attention on his resource mobilisation efforts, identify
the source 6f finances tapped by him and examine the
difficulties encountered by him in raising the requisite
resources, At the institutional level, it intends to
examine the allocation of funds among beneficiaries,
including an assessment of lending policiesyand credit
appraisal methods, and then assess the operational
constraints on making institutional housing finance a
wide~based activity.

The study relating to objectives (i) and (ii) is
based on primary and secondary data, The primary data
at the home owner level have been obtained through a
house~to-house survey of a sample of selected owners of
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recently—-constructed houses in different parts of the
country, and at the institutional level they have been
obtained through discussions with senior officials of
major financial institutions, Central and State govern-
ments, and individual experts in the field,  Secondary
data have been obtained from published documents and

available research studies,

Objectives (iii) ato (vi) relate to possible ways
of mitigating, if not wholly eliminating, the observed
weaknesses and inadequacies in the existing system of
housing finance, The study relating to the stimulants %o
encourage the flow of financial resources into housing has
to examine the alternaﬁive incentives that may be develo-
ped at the individual and institutional levels, The
proposed stimulants may lead to some reuallocation of the
existing volume of household and institutional savings in
the economy in favour of the housing sector, but they must
also be designed to bring about a net increment in the
proportion of national savings to the national income, and
to channelise a growing proportion of savings into the
housing secﬁor. ‘This part of the study is based on an
analysis of secondary data and information on experiences
in India and in some selected countries, The analysis of
the measures that may be considered to strengbthen the
housing finance system is based on discussions with
official from national and intermational institutions and
individual experts and a study‘of literature on experiences
of countries having a developed housing finance system,



3. Objective
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s_end Methodology of

Housing F

inance Survey

a. Objec

tives. The objectives of the housing finance

surveys in the selected towns are:

(1)
(ii)
(1ii)

(iv)

)

to identify the pattern of resource
mobilisation by individual home owners;

to evaluate the role that institutional
financing is now playing;

to assess the importance of the informal
housing finance sector;

to examine whether the relative size of a
tovn (as represented by the size of the
population and some of the major socio-
economic characteristics of cach’ town
(cconomic status and income pattern of the
home owner, the level of industrialisation
and urbanisation, the level of literacy, the
gtate of the -o0~operative movement in
housing, etc.) had a bearing on the
resource mobilisation effort of the home
owners;and

to identify the problems encountered by
home owners in mobilising resources,

b. Selection of towns. In view of the specific

objectives for which the field surveys were to be conducted,

it was considered necessary, within the time schedule for
the project, to adopt a simple method for selection of the

sample towns.

The ideal way to select representative towns

would have been to list major socio~economic characteristics
of all small, medium-size and large towns in the country

and then give weightage to these characteristics in

selecting the sample. In this study, the objective is
not to do a comprehensive and representative housing

finance survey for the country but only to make case
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studies in selectcd towns in order to obtain some quantitative
and qualitative evidence on issues of relevance to the

study. The evidence that was to be collected was to be

then compared with dats and analyses available from earlier
studies of other towvns in the country, Hence, a simple

method of selection of the towns was adopted,

From a provisional list of 20 towns, five towns
were Tinally selected, after discussions with officials in
the MWH, the Planning Commission and State governments and
with individuél experts. These towns represent different
socio—~economic conditions in the country, and also reflect
industrial, rural and urban characteristics,

The selected towns are Delhi, Lucknow, Cuttack,
Ambala and Quilon. The sample, thus, includes two
metropolises, one town having a population of around 3
lakh and two btovms having a population of around 1 to 2

lakh.,

The metropolises were selected as representative
of the problems in large cities. The two largest metros,
namely, Calcutta amd Bombay, were excluded as they are not
representative of the likely situation that may‘arise %&;
the larger and growing towns in the country. If appro-
priate policies are formulated amd implemented, the
Calcutta—~Bombay situation may not recur in other towms,

Delhi was selected not only because it is the
national capital, but also because largé~scale industria-
lisation and agriculturalfée&élopment within Delhi and in
the peripheral areas has_added to growing congestion and
an acute housing shortage. Delhi experienced a very high



rate of growth of populatim during 1971-1981. The annual
rate of growth of population at 4,6 per cént was lower

than only that of Bangalore and Jaipur, among the 12
metropolises in the country. The -density cf population

is also high as compared to other towns and there is large-
scalc in-nigrafion of people from all over the
country.

A contributory factor to Delhits shelter problem
which may become important in other growing urban
complexes is total govefnment control over the supply of
urban land. This policy is not only generally believed
to have raised urban land prices to abnormally high levels,
but it has also placed physical constraints on private
sector housing activities. Besides, Delhi has a large
service population, including government employees and
private sector employees and a substantial migratory
population, Unauthorised héuSing inclusive of slums and
squatter settlements as well as illegal large permanent
structures, has become a special characteristic of the
metropolis, Another reason for including Delhi is that
public sector housing programmes through the efforts of the
,Delhi*Development Authority, are known for meny of their
innovative features, including self-financing schemes,
which have become popular and are being increasingly
adopted in other towns. |

Lucknow is included among the sample towns as
it‘represents important characteristics of an urban centre,
which have a close bearing on the housing situation.

These characteristics are seen in several large and
medium-sized towns in the colmtry. Lucknow is also the
capital of the most populous Indian State and to a large
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extent, its growth hac been due to political considcrations.
Further, while Lucknow cammot be classified as an indus--
trial, commercial or agro-bzcsed town, its close proximity

to a major industrial town, namely, Kanpur, exposes it %o
the fall out effects of growth therein. In the process,

the housing problems arising due to industrialisation in
Kanpur are partly shifted to Lucknow, Also, large-scale
rural migration into Lucknow aggrevates the housing problems
in the town,

Iucknow is also an excellent example of unplanned
development. The practice in the past has been to develop
'mohalla' by *mohalla', according to the wishes of the
people and/or the whims of past rulers., Housing, as per a
mastver plen, is still a new concept, and examples of such
planning are seen only in a few areas like Mahanagar and
Mirala Nagar. A special feature of the ILucknow housing
scene is that almost one-third of the population lives in
squalid conditions, in 457 slums scattered all over the
LOWN »

The medium-sized and small towns are included in
the sample as an earlier study (DLall, 1982) had shown
that institutional financing facilities were restricted
mainly to the major metropolises, and very little of
institutional financing percolated to the smaller towns.
It was shown in that study that the informal housing
finance market, comprising indigenoﬁs bankefs, relatives
md friends, is the main source for housing finance and
“he dependence upon the informal housing finance market is
inversely related to the level of the income of the home
owner and is positively related to the distance of the
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location from the major centres of institutional credit.é/
Cuttack, Ambala and Quilon are, therefore, representative
of the pattern of resource mobilisation efforts of home
owners in medium-sized and small towns.

Cuttack is not only a medium—sized town in terms
of population and area, but it is also on excellent example
of an economically underdeveloped region, a low level of
urbanisation and a high density of population, More
importantly,‘the resource mobilisation capacity of indivi-
duals in this town is not only low, but it is further
constrained by the periodical occurrance of natural
calamities,

The type of housing and the extent of‘housing
finance that the people of Cuttack may require are,
therefore, different from what may be observed and expected
in a more developed and relatively affluent society. It is
hoped that the pattern and problems of housing finance
that may emerge‘from a study of the savings and resource
mobilisation efforts of home owners in Cuttack would be
indicative of the problems that are encountered by the vast
majority of people living in relatively small and low—income
towns, wheére the individuals capacity to save is constrained
by periodic natural calamities,

4/ There was general agreement on these findings among
discussants at a Workshop held in April, 1983 in New
Delhi Yo discuss the main conclusions of the study.
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A special feature of Cuttack which is common %o .
other urban and semi~urban centres in the country is that
while it has no large-scale industries and there appears
little possibility for such type of industrialisation in
the near future, it has developed into an important
comnercial centre for the surrounding region, As such,
there is a substantial inflow of people who often come for
temporary visits but gradually settle dovm, Civic amenities
are grossly inadequate and there are natural barriers for
plained development and expansion of the towm (created by
the twin rivers Mahanadi and Kathajori).

The main reason for selecting Ambala is its
relatively high level of prosperity due to both industrial
and agricultural development, Ambals is also prone to the
fall out effects of development in several proximate growth
centres (e.g., Delhi, Chandigarh, Amritsar and Iudhiana)
and to that extent, its housing problems have multiplied.
Several examples of g similar nature are found all over
the country. Public housing programmes have, however,
made an important contribution.

‘ Ambala is divided into two distinet parts, namely,
Ambala Oity and Ambala Cantonment, the point of demarcation
between the two being the overhead road bridge on the
railway line. The survey relates only to Ambala City,
in line with the decision taken to exclude cantonment areas
(this is also done in the case of Delhi and Lucknow).

The main reason for the exclusion of cantonment areas is
that they are special regions and the situation there may
be found in other parts of the towns. '



Quilon has been selected because of its high level
of literacy, inflow of petro-dollars into it, and its
special features as a coastal town. The nousing activity
in Quilon has been almost wholly in the private sector,
with marginal contributions made by the State Housing
.Board.\;The Quilon Development Authority was set up only in
1982 and, theréfore, in the absence of public sector
housing programmes, the exclusive efforts of the private
sector in the housing sector provide a new perspective to
the study.

c. Selection of sample houses, A few studies that have

examined the housing finance problems of home owners have
covered mainly the formal housing sector, consisting of
housing units built as per the prior approved plans of the
concerned local authorities. No data are available on

the housing finance problems of the informal housing sector,
consisting of unauthorised permanent structures on public
land, agricultural land and/or on private land without any
requisite approval, and semi~pucca and kutcha slum and
squatter settlements. A national housing finance policy
has to keep in perspective the housing finance problems of
all categories of potential home owners, It was, therefore,
decided during the discussions between the NIPFP =znd the
MWH that the housing finance problems of the informal ‘
housing sector would also be studied. Hence, about 15 per
cent to 20 per cent of the sample houses have been selected
from the informal housingrseétor.

In the formal housing sector, houses are constru-—
cted by individuals with the help of hired labour, by
contractors, by co-operative societies and by public sector
agencies like the housing boards and development authorities.,
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The public sector agencies constructy specific categuries
of houses for home owners in different income brackets,
and sometimes they alsco brovide'developed plots to indivi.-
dvals to build their own residential units. In view of
the fact that the quality of construction, covered area
and cost of houses constructed by public sector agencies
at any particular point of time area more or less the same
(except for the differences due to the location on diff-
erent floors of mulvi-storeyed buildings and some differ-
ences due to marginal variations in type and area of
balcony, dining space, etc.), it was felt that a few
randomly selected houses in each major colony for specific
income categories should be included in the sample., For
this purpose, public sector houses are classified into two
broad income categories, namely, one consisting of EWS and
LIG houses and the other of MIG and HIG houses, As regards
houses constructed by individuals or by co-—operative
societies, including those on developed plots purchased
from public sector agencies, a census was made of such
houses. The census covered houses which received a
completion certificate (as in Delhi) and where this system
does not prevail, houses which were assessed to property
tax for the first time (in Lucknow, Ambala, Cuttack and
Quilon) during January, 1931 to June, 1982. As such, the
majority of the houses in the sample can be expected to
have been constructed during the five-year period, 1977~
1982, The sample houses constructed by non-public sector
agencies were then giveh random numbers and classified
into three groups based on their rateable value (RV), as
given in the records of the municipal authorities for _the
_cxute of Publj Ff;“‘*\mu

assessment of property tax. " “nc,
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A major limitation of using RV data is the
possible under—estimation of house values., Secondly, in
many cases, the RV values are provisional, pending further
investigations, TFinally, the RV is assessed only periodi-
cally and re—assessment is made generally after four to
five years.v However, in the absence of any superior base
for'classification, the RV has been used to classify the
houses in the sampie. While selecting the sample, the
distribution of the census houses by their location was
also keptkin perspective, Therefore, in effect, a two-tier
system of selection has been used, namely, according to
RV and by location. |

Before the selection of RV as the base, several
alternatives were examined, It would have been ideal to
categorise the houses on the basis of their actual cost,
but the relevant house-wise data are not available in
municipal records and cén be obtained only through a door-
to~door survey. Secondly, the covered area of the house
could have been taken as the criterion, but again, data
are not readily available in municipal records even though
detailed plans approved by the municipal authorities
contain data on the proposed size of the house., The
compilation of such date on a census basis would have been,
however, a time-consuming exercise and sometimes the
actual size may not match with the approved size of the
house, Thirdly, the classification of houses according
to the income or status category (viz., EWS, LIG, MIG
and HIG) would have required in the case of private
sector housing, the compilation of data on cosf and value,
which ‘are not readily available, Finally, the classifi-
cation by type of constructing agency (viz., co-opera—
tives, developmént authority, other institutions and
private individuals) would have served no useful purpose,
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In the sample towns, where more than one local
authority existed and were empowered to grant building
permission and/or completion certificates in different
parts of the town, an attempt was made to irclude houses
coming under the jurisdiction of each of the authorities.
In Delhi, for examplé, three authorities function, namely,
Municipal Corporation of Delhi (MCD), New Delhi Municipal
Committee (NIMC) and Delhi Development Authority (DDA).
The bulk of the housing activity in the town falls under the
jurisdiction of the MCD and the DDA, While in Iucknow and
Ambala, two official agencies granted permission for
construction of houses, in Cuttack and Quilon only oné
agency operated during the period when the survey houses
were constructed,?’ The areas under the jurisdiction of
cantonment beoards have been excluded,

Houses constructed by non-public agencies were
classified into three categories based on their RV, namely,

(1) RV upto Rs 5,000;
(ii) BV from Rs 5,001 to Rs 25,000; and
(iii) RV above Rs 25,000,

The classification of the population and sample
“houses according to their RV is shown in Table II.,1 for
private sector houses and in Table II.2 for houses built by
public sector agencies, The composition of the sample of
720 units, including the informal housing sector units,
is shown in Table II.3 '

5/ These included the Cuttack Municipality in Cuttack,
Quilon Municipality in Quilon, Iucknow Municipal
Corporation and Lucknow Development Authority in ILucknow,

and Ambagla Municipal Committee and Haryana Urban Development

Authority in Ambala.
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TABL:. II.1

Classification of Census and Sample Houses in the Private

Sector by their Rateable

" Values
. Rateable value e
Town Upto Rs 5001- Rs 25001 Total
Rs 5000 Rs 25000 ~and above
1) (2], (&) (4)
1. Delhi |
ensus- 425 302 127 854
(49.77) (35.36) (14.87) (100.00)
Sample 62 44 19 125
(49.60) (35.20) (15.20) (100.00)
2. Lucknow
Census 692 463 97 1252
(55.27) (36,98) ( 7.75) (100.00)
Sample 20 13 3 36
(55.56) (36.11) ( 8.33) (100.,00)
3. Cuttack
ensus T45 2 - 750
N (99.573) (0.27) (1%%.400)
4. QuildiFiP-e 3235 0.65 00
ensus (%2§ ) (14 ) - (236 )
(99.10) (1.90) (100.00)
Sample 57 2 - 59
(96.61) (3.39) (100,00)
5. Ambalsg |
ensus 329 8 - 337
(97.63) (2.37) (100.00)
Sample 43 1 - 44
(97.73) (2.27) (100.00)
Total
Census 2916 789 224 3929
(74.22) (20,08) (5.70) (100,00)
Sample 335 61 22 418
(80.14) (14.59) (5.26) (100.00)

Note: 1. The census relates to period Jenuary, 1981 to June,1982.
2. Pigures in parentheses are percentages of total,

3. =2 indicates nil.
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TABLE II.2

Cla531flcatlo1 of Public Sector Constructed Houses by

their Rateable Velues

(Number)
, Rateable- Upto Rs 5,001- Rs 2,5001 Total
Town value Rs 5,000 Rs 25,000 and above
1. Delhi
Census 6508 11576 1662 19746
(32.96) (58.62) (8.42)  (100,00)
Sample 25 | 45 6 .76
(32.89) (59.21) (7.89)  (100.00)
2. Lucknow .
Census 3861 ' 2223 602 6686
| (57.75) (33.25) (9.00)  (100.00)
Sample 57 34 5 96
(59.38) (35.42) (5.21)  (100.00)
30 Aml)ala
Census 1011 " - 1011
| (100,00) (100.00)
Sample 6 - - 6
(100.00) (100,00)
TOTAL
Census 11380 13799 2264 27443
| | (41.47) (50,28) (8.25)  (100,00)
Sample 88 e 11 178
(49.44) (44.38) (6.18)  (100,00)
Note: 1. The census relates to the perlod January, 1981 to

December, 1982
2., Figures in parentheses are percentages of total,
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TABLE II.3

Composition of NIPFP Sample of Home Owners

s [oer S

Formal Sector Informal sector Total
Town Private Publlc Total  DPermanent  oiums Total
structures and sg-
uatter .
settle~
ments
— A o L2) 3) (4) .. ©)) 160 .
1, Delhi 125 76 201 25 24 49 250
(Pop. 57.3 lakh) (50,00) (30.40) ~ (80.40) (10.,00) (9.60) (19 60) (100,00)
2. Lucknow ' .36 96 132 15 15 - . 30 162
(Pop. 9.17 lakh) (22.22)  (59.26)  (81.48) (' 9.26) (9, 26) (18.52) (106.00)
3. Cuttack | 154 = 154 18 - 30 184
(Pop. 3.3 lakh) (83.70) (83.70) ( 9.78) (6 52): (16 30) (1C0.00)
4, Quilon 59 - 59 7 15 T4
(Pop. 1.4 lekh) (79.73) (79.73)  ( 9.46) (10, 81), (20.27) (100.00)
5. Ambala 44 6 . 50 - - . 50
(Pop. 1.1 lakh) (88.,00)  (12.00) (100.00) (100.00)
T OT AL 416 178 596 65 59 124 720
(56 06) (24.72) (’2.78) ( 9.03) (8.19) (17 22) (100, oo)
Notes: 1. Figures in parentheses are per centages of total of formal and informal sectors.

2. Figures in parentheses below the name of the town indicate the population as per

1901 census.
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de Questionnaire. Data were obtained during the

housing finance surveys on the vasis of a five-part
guestionnaire, The first three parts related to data on
physical characteristics of the housing project and the
socio—economic backgroviid of the home-owner, The fourth
part focussed attention on the cost of the house and on
the resource mobilisation efforts of the home-ovmer. An
attenpt was made o obtain information and data on the
vattern. of resource mobilisation efforts of the home
owners and, in the case of resources mobilised through
borrowings, also on relevant issues like the rate of
interest charged by institutional and non--institutional
lenders, type of mortgage, expenditure on servicing of
loans, etc. The last part of the questionnaire sought
gsome qualitative assessment by the home owner of the
problems encountered by him in mobilising resources.

4, PFramework of Report

The report contains seven chapters. The importance
of housing in the development process and an estimate of
the financial resources ne~ded in the housing sector are
brought out in Chapter I. This chapter provides the
perspective for the analysis and discussions in Chapters
IIT to VII.

The objectives of the study, as laid down by the
Government of India, have been stated in the present
chapter, together with an explanation of the study's
approach., The methodology used in the housing finance
surveys to obtain quantitative and qualitative evidence
on the problems of resource mobilisation of individual
home owners and on their housing finance pattern have alsd



been spelt out. An analysis of the data obtained from the
ficld surveys is then presented and analysed in chapter III,

- In chapter IV, the salient features of the existing
financial institutional set-up in the housing sector are
examined,bringing out the important inadequacies and
weaknesses, An evaluation of the interaction between the
capital market and Tthe housing sector is also presented.

Chapter V is of a recommendatory nature. The
objectives of a new housing finance system are first
identified, followed by an examination of the épproach that
may be considered. Several suggestions are made on the
line of action that may be considered to strengthen the
housing finance system, meke it broad-based, and easily
accessible by the masses and yet ensure its viability.
Some suggestions on expanding the flow bf household and
non-housenold savings into the housing sector are also
examined, In Chapter VI, an analysis is made of the
potential sources that might be tapped to mobilise additi~
onal finances for housing.

8 The main findings and policy recommendations are
summarised in chapter VII.



III. THE ‘RESOURCE MOBILISATION EFFORTS
OF NEW HOME OWNERS

1. Introduction

The objectiVeé”in undertaking the case studies in
five selected towns in the country and the reasons for
selecting the sample towns have been explained in Chapter
II. The primary purpose of the case studies was to get
an idea of the pattern of resource wmobilisation by new
home owners in the country and of “he major problems
that they had encountered in raising resources, However,
for a proper perspective on the housing finance scenario,
data were also obtained on the salient features of the
new housing stock.

2, Salient Characteristics of New Housing Stock

a., Magnitude and size of housing stock. The housing
finance surveys in the five selected towns covered 720
residential units comprising 2,245 rooms with a total
covered area of 5,09 lakh sq. ft. The surveyed housing
stock had a permanent occupancy of 4,222 residents, A
1little over ome-sixth of the surveyed housing stock (i.e.,
124 residential units) was in the informal sector, having
a total covered area of 34,580 sq.ft. i.e., about six per
cent of the +total covered area of the sample houses
(Table_111.1)§/

6/ There are two features that differentiate housing in
the informal housing sector from housing in the formal
housing sector. In the first place, the construction
of the house in the informal sector is not according
to a plan approved in advence by the concerned local
authority and secondly, the ownership of the land may
not be clear or the land may not belong to: the home
owner (may belong to the government or a public sector
agency,, or the land may be earmarked for a non-
regidential purpose,
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There are significant differences in the sizes
of new houses in “he different sample towns and within
each town, also bevwer: "2 formal and informal seetors.
While the average size of the 720 sample housing units
taken together works out to 618 sg. ft. (with 3.1 rooms),
the average size of a formal sector housing unit is 930
sq.ft. (3.4 rooms) and that of an informal sector housing
unit is 279 sq.ft. (1.9 rooms). In other words, a formal
sector housing utnit is 3.3 times the size of an informal
sector housing unit, Within the formal housing sector,
the average house has as large an area as 1,300 sq.ft,
in Delhi, but 923 sq.ft. in Iucknow, 811 sq. ft. in
Ambala, 805 sq. ft. in Quilon, and 541 sq.ft. in Cuttack.
In the informal housing sector, the houses are substan~—
tially smaller, the average size ranging from 125 sq.ft.
in Quilon to 320 sg.ft. in Cuttack.

Within a town, the extreme example of sharp
differences in the size of a residential unit in the formal
and the informal housing sectors is scen in Quilon, where
a formal sector housing unit is about 6.5 times larger
than an informal sector housing unit. In the two major
metropolises, namely, Delhi and ILucknow, a formal sector
housing unit is larger than the informal sector housing
unit by four times and 2.6 times, respectively. In
Cuttack, however, the difference is comparatively small,

a formal sector housing unit being only 0.6 times larger
than an informal sector housing unit. These figures show
that while there are substantial differences in the:
quality and size of a house in the formal and the informal
housing sectors in the larger and more urbanised towns,

in the case of a low-<income. less-urbanised centre like
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Cuttack, this is not so. One reason for this situation
may be that the difference in the incomes of households
in the formal and the informal sectors is less glaring
in Cuttack (where the ratio of aversge income of the
informal sector household to that of the formal sector
household is 1:2.6) than in the other towns {(where the
“ratio réhges from 133.5 to 1:5.2).

b, Type of new housing stock. As one would expect,
the bulk of the houses in the informal sector are kutcha

~houses or non-permanent structures, However, about one-—
third of the houses can be classified as pucca houses or
permanent structures, these being mainly the unauthorised
constructions on agricultural land in New Delhi (about
one-tialf) and on government land in Cuttack (one-fourth).
In the formal housing sector, almost the entire housing
stock can be classified as pucca (95.6 per cent), with

a small proportion as semi-pucca houses, mainly in Cuttack
(Table III.2).

The data on the informal sector housing reveals
that about two-~-Ififth of Thc new stock is in the nature of
huts and another one—fourth is in the form of semi-permanw
ent structures., It is interesting to find that aboutb
one-fourth of the informal sector housing units are
independent bungalows in the non~slum segment of the
sector, For all practical purposes, these units are like
formal sector housing units, except that they have been
constructed on unauthorised land and/or on non-residential
land and without any official permission or plans approved
vy the concerned local bodies. An equally interesting
fact is that the owners of such houses were able to
mobilise some finances from the organised financial market.
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In the formal housing sector, almost three-
fourth of the new housing stock can be classified as
independent units like wuwuigalows and they form an
important proportion of the housing stock in the smaller
towns, namely, Cuttack, Quilon and Ambala, but bungalows
form a small proportion of the new housing stock in
Iucknow and Delhi., As much as 95 per cent to 96 per cent
of the formal sector housing units in Quilon and Cuttack
and 84 per cent in Ambala fall in this category and
these three towns together account fof over one-~half of
the bungalow population in the sample, However, by
standards of major metropolises, many of these houses
may be inferior in terms of construction, facilities and
amenities than the flats in major metropolises and larger
towns, but they are conceptually definable as “bungalows?
- independent residential units, mainly single-storeyed,
with a small courtyard/open place, toilet/kitchen and two
or more other rooms, Flats in multi-storeyed buildings
are found mainly in Delhi and Iucknow and a few in Cuttack.
It appears that the practice of living in flats has not
vet spread to the smaller towns in which the housing
surveys were conducted,

c. OQOccupancy pattern and home size, No significant

difference has been noticed in the occupancy ratios
between the formal and the informal housing sectors in
the five survey towns, Taken together, on average, 5.9
persons occupy a residential unit in the formal sector
and 5.7 persons in the informal sector, These occupancy
ratios compare quite favourably with the all-India
average of 5.7 persons, as per the 1981 Census, However,
the average now observed for tane five survey towns is
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higher than the average occupancy ratio of 5,2 for the
same five sample towmns, as per the 1981 Census, suggesting
that the occupancy ratios in newer houses in the sample
towns are rising.

Within the five survey towns, however, there are
sharp differences in the occupancy ratios (Table III.1).
In the first place, in the ‘formal hoﬁsing'sector, the
occupancy ratio varies from as high as 7.1 persons per
house in Cuttack to as low as 4.7 pérsohs per house in
Iucknow, and in the informal housing sectoft the range
is from as high as 6.7 persons per house in Cuttack to as
low as 4.9 persons per house in Delhi, The substantially
higher occupancy ratio in the formal housing sector in
Delhi (6,0 persons per house) than in Lucknow {4.7 persons)
is due to larger differences between the rates of growth
of population and of housing stock in the two metroplises,
In fact, if one goes by the data on thé occupancy ratios
of the sample towns, the pressure on the formal housing
sector seems to be the least in Lucknow and this may be
partly due. to the relatively high rate of in-migration
in the other towns &s compared to Lucknow,

What is more important is the variations in the
occupancy ratios in the formal and the informal sectors
within a town, This is quite large in Delhi, where the.
occupancy ratio in the formal sector is 22.3 per cent
higher than in the informal sector, but in Cuttack it
is only 6.4 per cent higher. n the other hand, the
occupancy ratio in the informal sector is ﬁigher than
in the formal sector in Iucknow and Quilon, 25.9 per cent
in the case of the former and 184.6 per cent in the case
of the latter,
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From the point of view of housing policy, an
equally important aspect is the average living space per
resident, In the fori.ul i.using sector, for the five
towns taken together, a resident has more than three
times the living space than a resident in the informal
éegtér (ives, 155 sqeft. and 49 sq.ft.,respectively)
and” the total area per house also is more than three
times, The differences are marginal in Cuttack, perhaps
a characteristic representative of housing in a low--income
under -developed t6wn.  In Quilon, however, the differences
are substantial and the occupancy ratio in the informal
sector is also higher than in the formal sector. In the
‘case of Delhi, the average area per resident in the -
formal sector housing unit is 3,3 times higher than that
in the informal sector housing unit and in Lucknow, 1t is
almost five times higher (Table III.1).

The average actual living space per resident in
the different towns, for the houses surveyed, ranges
from 72 sq.ft. in Cuttack to 190 sq.ft, in Delhi, In
the formal housing sector, the average area ranges from
76,7 sq.ft. in Cuttack to 215 sg.ft. in Delhi.

Contrary to the general feeling, it was found
that the average size.of & house increases with the
dens1ty of population in: both the formal and the 1nformal
sectorss¥ One reason may .be the higher income levels in
the sample ‘town with a higher populatlonk@enS1ty. Thus,
while the averdge size of a formal sector housing unit
'in“Cuttack is 541.3q.ft., that in Quilon is 805 sq.ft.,

l/ The den51ty per sq.km., as per the 1981 Census data,
is 4151 in Cuttack, 6172 in Ambala, 7464 in Quilon,
8036 in Lucknow and 10,595 in Delhi,
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in Ambala 811 sq.ft., in Lucknow 923 sg.ft. and in -

Delhi 1,300 sq.ft, BSimilarly, the average size of a
residential unit in the informal sector ranges from 125
sq.ft, in Quilon to 321 sg.ft., in Delhi though it was
found to be slightly higher in Cuttack (328 sq.ft.).
These sizes of residential units may éppear relatively
large in the Indian context, but they are in line with
the recent trends in the housing sector, In an earlier
study (Lall,.1982), it was found that the average size of
a re.idential unit in Surat was 813 sq.ft, and in Villu-
puram it was 1017 sq.ft. The average number of rooms per
house in these two towns was also comparable with what
has been found to be the case in the five survey towns
included in the present study. Similarly, the area per
resident estimated at 104 sq.ft, in Surat and 148 sq.ft.
in Villupuram, are within the range of occupancy ratios
found in the present study.

d, Land accuisition aspects, A significant finding
that emerges from a study of available survey data is that

13.2 per cent of the new housing stock covered in the
surveys was constructed on land that was encroached upon
by the home owners. Such encroachment was marked in
Lucknow and Cuttack (each accounting for 31.6 per cent
of the total encroachment cases in the sample), followed
by Delhi and Quilon (Table  III.3).

The bulk (four-fifth) of the housing units on
authorised land was built on land that was purchased by
the home owner or by the co—operative society through
vhich a house was acquired, The proportion of housing
units constructed on inherited land was about one-fifth
of the total housing units in the authorised sector,
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TABLE TIII.3

Pattern of Acquisition of Land and its Legal Status

Auﬁuthoriséd

: B - B=Unauthoriscd
Towns Inherited Purehased Freehold Leasehold Total 1/ Encroach- Crand total &/
‘ ‘ 142} or mert ' (5+6)
3+4)
(- (2] © (4) (5] (6} (@)
Delhi 16 214 114 116 230 20 250
(12.40) (43,15) (29.53) (48.54) (36.80} (21.05} (34.72)
Lucknow 1 - 131 9 123 132 30 162
(0.78) (26 .41) (2.33) (51, 46) (21.12) (31 58) (22.50)
Cuttack 74 B0 - 154 - 154 30 184
(57.36) (16,13 (39. 90\ (24,64) (31.58) (25.56)
Quilan 26 33 59 - 59 15 74
. (20.16) (6.65) (15.29) (9.44) (15,79} (10.28)
Ambala 12 . 38 50 - 50 - 50
(9.30) (7.66) (12.95) (8.00) (6.94)
TOT AL 129 496 386 239 625 95 720
' (100.00) (1co.00) (100.00) (100.00) (1o0.00; (100.00) (100.00)
Notes: 1/ Figures in parentheses are per cent to total,

2/

Includes 576 formal sector housing units and 29 unauthorlsed

permanent structures from informal housing sector, which were

constructed on legally acquired land but without relevant
approvals,



- 39 -

The proportions are substantially high in smaller towns,
namely, 4841 per cent in Cuttack, 44.1 per cent in Quilon
and 24,0 per cent in Aukala but low in the large cities,
being 0.8 per cent in Iucknow end 7.0 per cent in Delhi,
These findings point to the scarcity of land in a highly
urbanised town and indicate that a large part of the
construction in such a town has to take place on land
that may be released by the government as in the case of
Delhi or land that may be actually purchased by the home
owvnei, On the other hand, in relatively small towns and
less urbanised centres, family ownership of land provides
a major physical input for the house-building,

The survey data have provided interesting evidence
on the freehold and leasehold ownership of land. In the
smaller towns all the new housing units are constructed
on freehold land and it is only in thé large cities like
Delhi and TLucknow that the lease system exists., In fact,
in’ Inucknow 93.2 per cent of the new housing units are
constructed on leasehold land and in Delhi, the correspon-
ding figure is 50.4 per cent. Further, in the case of
leasehold land, there is a restriction on the sale of the
land, usually the period of restriction being 10 years
(in 75 per cent and 80 per cent, respectively, of the total
leasehold cases in Delhi and Iucknow). While in Delhi
there is no restriction on resale of houses on leasehold
land after 10 years, in the case of Iucknow in about
20 per cent of the cases, the restriction on resale of
the houses on leasehold land extends upto 15 years
(Table A.ITI.1).
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3. Salient Characteristics of New Home Owners

a. Age p@ﬁterq. Datc on the age of new home owners.
indicate that their average age is almost the same in both

the formal and informal sectors, the respective ages for
the sample towns taken together working out to 40,3 years
and 40,6 years. Among the individual towns, there is some
difference noticed 5nly in the case of Lucknow and Delhi
where the age of the informal sector home owner (around

39 years in both towns) is substantially lower than that
of the formal‘sehtor home ovmer (43 and 45 years, respect-
ively). In the smaller towms, such differences are negli-
gible, though the informal housing sector home owner is
somewhatb Qlder.

The information presented above on the age pattern
of home ovmers, and on the higher cost of a house in
metropolises than in smeller towns, throws some light on
the limitgtions of a prospective home ovmer in~mobilising
a larger volume of resources to acquire a house in a metro
then that for a house in a smaller town. The disaggre-
gated data on the age of home owners .in different income
brackets further bring oui the seriousness of the resources
constraint: the low—income individual (in spite of the
lower cost of the house that he may acquire), is able to
own a house at an older age than his high-income
counterpart,

An analysis of the frequency distribution of
home owners by their age groups confirms the generally-—
held belief that in India, the proportion of home owners
who acquire a house in the early stages of their career
is very low. Less than 1 per cent of home owners in the
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formal housing sector included in the surveys are less
than 25 years of age and about two-fifth of them are in
the age group 26 to 40 years. The majority of the home
ovners, three-fifth of the sample, are more than 41 years
old and 16 per cent are above the age of 55 years. The
towm--wise data show that a larger proportion of home
owners in the respective samples are more than 41 years
old in Delhi and Lucknow, but a smaller proportion, than
the sample average, belong to this age group in the
smaller towns, In the informal sector, the situation is
different in view of the low average cost of the houses
more than one~half of the new housing stock is owned by
relatively young individuals (Table III.4).

b. Occupational pattern, Disaggregated data on the

pattern of occupation of new home owners in each of the
sanple towns indicate that the role of the salaried sector
is less important in the sample towns where organised
employment, including government sector employment, is not
as widespread as in the cities and metropolises, In fac%,
a large proportion of home owners in these towns are
engaged in petty trade and business activities. A
corollary to the evidence on the smaller contribution of
the salaried sector is that new home owners in smaller
towns obtain a lower income from retirement benefits

than those in the larger urban centres (Table III.5)

4. Housing Investmeni, Home Owner's Income
Pattern and Impact

a. Estimates on housing investment. The 720 housing

units covered in the survey towns involved an investment
of Rs 477 lakh, As much as 97 per cent of this invest-
ment was used for 596 formal sector housing units, the
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TABLE III.S

Pattern of BOccupations of NEH Home Owners

(Number)
Occupational status Belhi Lucknouw Cuttack Quilon Ambala Total
€D ~(2) (3} ) (5) (&)
1, Service ’ 133 100 86 34 28 381
a.(34,91) (26.25 -(22.572 5 8.92% g 7.35) §1oo.oog
b.(53.20)  (61.73) (46.74} 45,95 56.00% ( 52.92
2. Business 83 24 56 21 16 200
a.§41.50 (12.003 (28.00% (10.50; ( 8.00)} (100.003
b. (33,20 (14.81 (30.43 (28.38 (z2.00) ( 27.78
3. Retired 32 18 17 5 4 76
a, (42.11) (23.68) (22.37) (-6.58) ( 5.26) (100.00)
b.(12.80)  (11.11) ( 9.24) (6.76) ( s.00) ( 10.56%
4, Others 2 20 25 14 2 63
a.§ 3.173 (31.75; é39.68\ (22,22 ( 3.17% (100.00%
b.{ 0.80 (12.35) (13.59%  (18.92% ( 4.00 8.75
250 162 184 74 50 720
Total... a,(34,72) (22.50% (25.563 (10.28y ( 6.943 §100.00%
b.(100.00) (100.00) (100.00 (1oo.00) (100.00) t1aQ.ao

Notes s a.

b.

Figures in pasrentheses are per cent to total
of each source of income in all touns,

Figures in parentheses are per cent to total
of incoms from all sources im each toun,
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marginal remainder being spent on 124 informal sector
housing units., The average cost of a formal sector housing
unit was R 77,610 and .that of an informal sector housing
unit was Rs 11,900, There wert sharp variations in the |
respective costs of the two types of housing units»in the
sample towns. The average cost of a house in the formal
secctor was Rs 1.20 lakh in Delki but it was substantially
lower in the other towns, that is, Rs 65,516 in Iucknow,

Rs 60,510 in Quilon, Rs 51,940 in Ambala and Rs 33,920 in
Cuttack. - In the informal sector, the cost of a residential
unit ranged from Rs 5,000 to Rs §,000 in Quilon, Cuttack
and ILucknow, but it was relatively high, Rs 20,000;in
Delhi, (Table III.1)

What is more important than the total cost of a
house and inter~town differences in cost is the marked
variations in the cost per sq.ft. The cost per sq.ft. in
the formal sector is relatively high at Rs 99 in Delhi but
it ranges from Rs 63 to Rs 74 in the other four towns. In
the informal sector, the cost per sq.ft. ranges from Rs 33
to Rs 40 in Lucknow and Quilon, is as low as Rs 18 in
Cuttack but is as high ag Rs 63 in Delhi,

b. Income pattern of new home owners., The total annual

income of the 720 households covered in the study is
estimated at Rs 171.59 lakh, of which about three-~fourth

of the income is earned by the heads of the respective
households. The average annual income per household for

the five towns tsken together is estimated at Rs 27,150

in the formal sector and Rs 7,870 in the informal sector.
The income of the formal sector home owner is, thus 3.4
times that of the informal sector home owner, There arealso
wide variations in the averagc income per houschold in the



formal housing sector in the five towns (the annual income
ranging from Rs 11,810 to Rs 40,490) but the differences

in the informal sector are marginal (annual income ranging

from Rs 6,800 to Rs 9,840, with the exception of Quilon,where the
annual income i8 Rs 2,270). Thus, while the size of a town and
the level of urbanisation has a bearing on the level of
household income in the formal housing sector, low-income

levels are characteristic of the informal housing sector.

(Table IIT.1).

A comparative study of the levels of annual income
of sample households and their total investment in housing
shows that housing absorbs a very substantial proportion
of their annual income, almost three times in the formal
housing sector and about one-—and—a-half times in the
informal housing sector, In other words, on average, a
household requires the combined annual income of three
years to pay for the price of g house in the formal housing
sector and one-and-a-half years'! annual income in the
informal housing sector, Within the survey towns, sharp
differences exist (Table III.1). Even if we assume that
a household is able to save about 20 per cent of its
anmual income to be invested subsequently in a house, it
would require a household at least 15 years to save the
requisite resources, assuming that the cost of the house
does not increase during the savings period. .The need to
strengthen the institutional housing finance system in the
country is clearly indicated. Disaggregated data on
the level of household income and housing investment of
home ovwners in different income brackets in the survey
towns, bringsout even more strongly the neéd to strengthen
housing finance intermediation., (Table A.III.2).
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c. Sources of home owner!s income., A study of the
sources of income of the 720 households reveals that

several of the new home ovmers had multiple sources of
income, For the group of survey respondents as a whole,
the average number of income sources works out to 1.19.
Almost one~half of the sources.of income of the home
owners is salaries, and around wone-fourth is trade and
commerce, Income from pensions accounts for about 10 per
cent of the sources of income of the home owners and
interest income for another 2.6 per cent (Table IIIL.6).

Salary is the predominant source of income in all
the survey towns, accounting for between 44 per cent and
55 per cent of the total income of the home owners, The
importance of the pension sector increases with the level
of urbanisation, whereas that of the business sector
declines (Table A.III.3).

An analysis of the sources of income of home
owners in different income brackets clearly indicates that
the income range Rs 5,001 to Rs 35,000 can be classified as
the salary income group: over one~half of the home owners
in this income range defive their income in the form of
salaries, and pension income is also an important source
of income for them, On the other hand, home owners in
the income bracket above Rs 35,000 derive their income
mainly from trade and commerce (Tables A,III.3 and III.7).

d. Objectives for investment in housing, It is
interesting to find that the vast majority of new home

owners acquired their house for the purpose of self-
occupancy. Self-occupancy was stated as the main object~
ive for owning a house by nine-tenth of the home owners,



TABLE 111.6

Sources of Income of New Home Ouwners in Selected Towns

(Number)
Sources of Income Delhi Lucknow Cuttack Quilon Ambala Total
(1) (2) (3) (4) (%) (6)
1. Salary 138 110 91 37 28 404
(82(34.16 (27.23 (22.523 (9.163 (6.932 (100.00)
(b) (43,53 (53,14 (45,73 (45.68 (54,90 (47,25)
?. Business 87 28 65 26 16 22!
(a) (39.19) (12.61) (29.283 (11.71) ( 7.21% (100.00)
(b (27.443 (13.53) (32.66 (32.10)  (31.37 ( 25.96)
%2, Pension | 39 17 17 4 4 81
(a)(48.152 (20.99) (20.992 (-4.94) ( 4.94) (100.00%
(bY (12.30) ( 8.21) ( 8.54) ( 4.94) (7.84) ( 9.47
4, Interest 16 6 - - - 22
(&) (72.73) (27.27) - - - §100.00
(b) ( 5.05} ( 2.90) - - - 2.57)]
5, Others 37 46 26 14 ’ 3 126
(a2(29.372 (36,51 (20_633 211.11) g 2.383 (ﬂoo.oogA
(b) (11.67) (22.22 (13.07 17.28) 5.88 £ 14,74
Total 317 207 199 81 . 51 855
\a)(37.082 (24.21; (23.272 ( 9.473 ( 5.962 5100.00;
(b) (100.00; (100.00) (100.00) (100.00 (100.00 100,00

Notes: 1.

Figures in parentheses are per cent to total of all ouwners.

Figures in parentheses are per cent to total of all
sources of income in each town,

Indicates nil,
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TABLE II1,7

Sources of Income of Home Ouners in Different Income Groups

Income Groups

Sources of Income - 0 - 5000 5001 - 15001 - 35001 - 50001 - Above Tat al

15000 35000 50000 100000 100000 :

1. Salary 45 183 151 18 6 1 404
(31.91) (51.40) (56.77) (29.03) (22.22) (33,.33) (47.25)

2. Business | 31 83 66 26 15 1 222
(21.99) (23.31) (24.81) (41,94) (55,56) (33,.33) (25.96)

3. Pension 14 51, 14 0 1 o : 81
(9.93) (14.33)  (5.26) (3.70) (33.33) (9.47)

4, Interest 0 5 5 11 1 - 22
(1.40) (1.88) (17.74)" (3.70) (2.57)

5. -0thers: 51 34 . . ..30 . 7 4 - 126
: (36.17) (9.55) (11.28) (11.29) (14.81) (14.74)

TOTAL 41 356 266 62 27 3 855

(100.00) (100.00) (10p0.00) (100.00) (100.00) (100.00) (100,08

Note: Figures in parentheses are per cent to total,



the proportion being higher in the informal housing sector
(96,4 per cent) than in the formal housing sector (87.8

per cent), Self-occupancy is, however, found to be rela-
tively less important in a more urbanised and larger town,
for the data show that the proportion of home owners

stating self-occupancy as the purpose for acquiring a

house is the lowest in Delhi and also it is Llower in Lucknow
than in Cuttack and Quilon, In the case of Ambala, where
the sample of home owners included a large proportion of
government employees, self—occupancy is a less important

consideration for owning a housec,

The acquisition of a house, partly for self-occu~
pancy and partly for renting out, is a more important
consideration in larger and/or urbanised centres like Delhi,
Lucknow and Ambala than in the small, less-urbanised towns
like Cuttack and Quilon, The possible explanation for
this situation may be, on the one hand, the higher
investment required for the house, resulting in the need
to raise resources in all possible ways and the desire
to earn an income from the large investment,and on the
other hand, the substantial demand for rental housing.

A negligible proportion of sample home ovnmers acquired a
house to wholly rent it out, the proportion for the sample
as a whole being 0,7 per cent, This is the situation only
in the formal housing sector (Table III.C

Disaggregated data reveal that the objective of
self-occupancy of an entire housc becomes less important
with an increase in the income level of the home owner,
While 93.6 per cent of the homc owners in the income
bracket upto Rs 5,000 statecd self—occupancy as the reason
for ovming a house, the proportion is 91.0 per cent for



‘TAmz 111.8
Rational® of Home Ownerg in Diffc cent Income Groups: for Ownirq a Houge

. ———— - m———" -

IncomCc grotx s -

0=5Q00 500 1= 15000 15001-35009 1504 1= 50000 000 1= __Abowe 100007 . RERY
Pumpose Formel Informal Total Formal Infommel 7Total  Foomal Infomal Dbtzl Fommal o tal !"r)mug = - mme 5] K3 QUENCE
gector _sector . sector _sector sector s2ctor szctor sector Eashecls . rCko
(1) (2 . {3} {4} (5) : {6) — VY
1. Self 53 64 17 225 L 63 T 218 188 5 193 39 39 16 16 2 2 523 172
occuwancy ( 88,33)( 98,46) ( 93.60) ( 90.00) (100.00)( 91,75 ( 86,64)( 83.33)( 86,55) ( 86.64)( 86,64) (76,19)( 76,19) ( 66,67)( 66,67) ( 87,75} ( 2.
2, Partly 7 1 8 22 - 22 2 17 28 6 6 s 5 - - 6
renting out ( 11.67)( 1.54)( 6,40) ( 8,80) - 0 7.26) { 12,44)( 16,67)(C 12,56) { 13,33){ 13.33) (23.81)( 23.81} , (G5 § PAFE B
3. wolly _ B ' '
. renting out - . - . - -3 - 3 1 - 1 - - - - 1 1 ’
. - - - (1,200 =  0.99 ( 0.46) - ( 0.49 €33,33)¢ 33,33 ( o .;
] . < : R o i
4, Partly non- - - - - - - 1 s 1 - - - - - - 1
-residential - - - - : - - ( 0.46) - { 0.45) - - - - - - { 9.,:%)
Total oo 60 65 125 - 2% .83 . .303 217 6 223 45 45 21 21 3 3 596 )
(100,00) (100.00)(100.90): {100,00) (100,00) (100.00)  (100.00) (100,00) (100.00) (100.00) (100.00) (100,00) (100.00) .(100.00) (100,00} (100,0"}

MNotes Figures in parenthesis are percent to total of all income groups.
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the income bracket Rs 5,001 to Rs 15,000, 86.6 per .cent
for income brackets Rs 15,001 to Rs 35,000 and’ Rs 35,001
to Rs 50,000, 76,2 per cent for the income bracket

Rs 50,001 to Rs 1 lakh and 66,7 per cent for the income
bracket above Rs 1 lakh. As a corollary to this, it was
found thet the rationale for acquiring a house for partial
‘renting becomes stronger with the increase in the income
level. Data show that while only 6.4 per cent of the

home owners in the income bracket upto Rs 5000 acgquired a
house to partly rent it out, this proportion increased

progressively to 23,0 per cent for the income bracket
Rs 50,001 to Rs 1 lakh (Table III.O).

+ These findings suggest that the lower income home
owner acguires a house primarily as a shelter, in the
absence of any alternative such as economical rental
accommodation, Further, the size of the houses that he
may acquire may also be too small to partly rent out.

As the income level increases, and with it also the size
of the house, the home owner in higher income brackets
can partly rent out his house and, sometimes, also wholly,
as he may have access to an alternative shelter either
provided by the employer or obtained from the rental
market, and home ownership, in his case, may be for the
trainy day! (the post-retirement period) or as an avenue
for secured investment of savings,

e. The rental,housing_scenario. The analysis in the
preceding sub-section (d) indicated that about one--tenth
of the new home owners acguired their houses with the
objective of wholly or partly deriving some rental income
from them, In the sample‘of 596 formal sector home owners,
93 home owners (or 15.6 per cent) belonged to this category.
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An attempt was made to obtain data from such home owners
on the specific reasons for letting out their houses and
the level of rental income that they derived, The data
on rental income, obteined from 72 out of the 93 home
owners who rented out their premises (77.4 per cent), are
presented in Table III.9. While an element of under--
estimation of rental income cannot be ruled out, the data
do provide some inesight into the rental market,

The total annual rental income of the 72 home
owners is:estimated at Rs 7.4 lakh or about Rs 10,333 per
rental unit., There is substantial difference in the
annual rental income in the five sample tovms, ranging
from as low as Rs 1,000 in Quilon to Rs 3,290 in Ambala,
Rs 6,250 in Cuttack, Rs 8,760 in Lucknow and Rs 13,820 in
Delhi. These data, thus, show that rental incomes tend
4o rise with the size and level of urbanisation of the
respective towns,

A large proportion of home ovmers (45,9 per cent)
who rented out their houses to facilitate the repayment
of their home loan., In the case of about one--fifth of
home owners, recovery of their housing investment was the
primary consideration and additional income was a major
consideration in the case of one-third of the home owners,
Some home owners (about one~fifth) were induced to rent
out their houses in order to pay taxes on the property.
(Table A.III.4).

The rent control act, is generally believed to deter
investment in housing, but home owners seem to weigh the
negative effects of the legislation with the positive
benefits of investment in housing, About one-fifth of
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TABLE TIII,9

Rental Income of New Home Owners in

Selected Towns {(Formal Housing Sector)

(Rs_'000)

Name of towns A1l respondents Per capita
7., Delhi (38) 525 13.82
2. Lucknow (17) 149 8,76
3. Cuttack (8) 44 6.25
4, Quilon (3) 3 1.00
5. Ambala (7) 23 3.29

TOTAL (73) 744 10.33

Notes: 1, Figures in parentheses are
number. of respondents,

2. Includes 1 respondent in
Cuttack from informal sector
with annual rental income
of Rs 5000.
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home ovmers (mainly in Delhi and Lucknow) invested in
housing, inspite of being fully aware of the implications
of rent control legislation, because they felt that
housing provided an avenue for safe investment, bestowed
some - status value, and allowed for substantial capital
gains., The status symbol is more important in Delhi than
in Lucknow (Table A,III.5).

o

f. Income impact on housing stock., In section 4(b) of

this chapter, we had seen that the resource mobilisation
efforts of individuals in the survey towns might require

a substantial savings effort for 15 years or more, to raise
the requisite resources to buy a house, assuming that the
cost of the house did not escalate substantially during
this period. The impact of income on the size and type

of house that individuals may acquire, on the cost of the
house, and on the nature of construction is an aspect which
has a significant bearing on the formulation of a housing
finance policy and strategy.

The data that were obtained from the 720 housing
units bring out clearly the positive relationship between
the level of income of an individual and the size of the
house that he acquires. While the majority of the home
owners in the annual income bracket upto Rs 15,000,
acquired a house having a covered area of upto 500 sq.ft.,
the majority of home ovmers in the income bracket above
Rs 50,000 acquired a house having a covered area of more
than 1000 sq.ft. At Tthe two extremes of the annual income
scales examined in this study, namely, upto Rs 5,000 and
above Rs 1 lakh, the differences in sizes of houses acquired
are very marked ,for the majority of home owners in these
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two incame brackets acquired a house of upto 250 sq.ft,.
and above 1000 sq.ft., respectively, (Table III.10).

The observed impact of income on home size is
nore marked when the analysis is extended to individual
towns and also when we make a comparison between the
housing stocks in the two sectvors, However, within the
informal housing sector, the home owners do not have an
annual income above Rs 35,0005 the majority of them (52.4
per cent) have an ammual income of upto Rs 5,000 (Table
TIII.10 and Table A,III.6).

A corollary to the income impact on the size of a
house is the income impact on the cost of the house that
an individual acguires, The survey data show that these
are positively related :the cost of a house rises with the
income level of the individual, While more than one~half
of the home owners aearning less than Rs 5,000 acquiread
a house costing upto Rs 10,000, the majority of home ovmers
in the Rs 5,001 to 35,000 income Dbracket acquired a house
at a cost of upto Rs 50,000, The house cost goes up
progressively thereafter: at an income level exceeding
Rs 35,000, the majority of home owners invest more than
Rs 1 lakh (Tables III.11 and A.III.7).

What is more important from the point of view
of housing policy, is the ratio of home cost to annual
household income., The ratio goes up progressively with
en increase in the income of the home ovmer, upto an
annual income of Rs 50,000, and thereafter it starts
falling, While at the low income level, say,upto Rs 5,000
per annum, the cost of the house is 2,3 times the amual
household income, in the middle income range (between
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" : 0=5000 5001-15000 15001-35000 350n1-50000 S0n01-10000 ,_AT_._E%Q%QT_ cotpl
:é::.of " Tormal Informal Votal Tormal in?ornal Total Tormal Informal Total Formsl Informal Votal Formal Informal iot;f ormel O:forn- otal Tormal Ini..sal Total
(sq.rt.) "sector eector . ssctor sector sector ‘asctot sector sector - eector sector sector sector sector .»rctor
N ; (2 {3 (4) (5) {6} 0
0-25%0° . 20 St 1 40 3 " s 0 s - e U a Sae - - 1 - 1 66 82 148
(33.33) (78.45) (16.00) (16.00) (58,49)(23.43) (2.30) (2.24) "~ (33.33) (33.33)(11,07) (66,13) (20.%)
251-500 20 6 - 28 .8 13 94 a0 2 42 2 - . 2 - - - - 143 23 164
(33.33) (12,13) (22.40) (32.40) (24,53)(31.02)(18.43)(33,33) (18.83) (4.44) ( 4.44) (23.59) (18,58) (23.
S01-1000 14 S it 72 9 8 3 82 N I - 1 - - 177 17 194
. (23.33)( 7.69) (15.20) (28.80) (16.50) (26.73)(36.41)(50,00)(36.77) (24,44) (24.44)( 4.3) (s.79 (29.70) (13,71} (26.:4)
1c01-5000 6 1 7 57 0 ST e3 1 94 29 - 29 18 - 1. 2 - 2 208 2 207
(10.00) (1.54) (S.60) (22.80) (18,81) (42,85) (16 ,67) (42.15) (64,44) (64.44)(85.71) . |\ (8S.71)(66.66) (66.66) (34.40)( 1.61) :i-3,75)
Abeve - - - b - - - - . o= - 3 . - 3 2 - 2 - - - s s
So00 (6.67) . ( 6.67)( 9.62) ( 9.52) ( 8.84) ( 0.69)
. 60 65 125 250 s3 303 297 6 223 45 - 4. 2 - 21 3 - 3 S98 124 ;zo
Total (100, 00) (100.00) (100. @X100.00) {100.00)(#00.0}(100.00) (100.00)(100,00) (100.00) (100.00) (100.00) (100.00) (100.00) (100.00)(100.00)(10c . v (100.00)

-

Sotess 1, Figures in parentheeie sre per cent te total,
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TABLE III,11

Cost of Construction of Houses of Owners in Different

Income Groups

| (Re)
‘ - Income groups
Cost of con- 0=-5000 5001 15001- 35001~ 50001- Above Total
struction(Rs'000) 15000 35000 50000 100000 100000
M (2] (3) (4) (5) (6) (7
0 - 10 71 63 8 1 - - 143
= (56.80) (20.79) (3.59) (2.22) . (19.86)
11 - 25 31 77 31 3 - 1 143
(24.80)  (25.41) (13.90) (6.67) (33,33) (19.86)
26 ~ 50 12 77 - - BB 5 1 - 153
(9.60) (25.41) (26.01) (11.11) - (4,76) (21.25)
51 - 100 11 59 73 9 4 - 156
(8,80) (19.47) (32.74) (2c.0m) (19.05) (21.67)
101 - 25C - 27 47 14 8 1 £7
(8.91) (21.08) (31.11) (38,10) (33.33) (13,47)
Above 250 ~ - 6 13 .8 1 28
, (2,69) (28.89) (38.10) (33,33} (3.89)
TOTAL 125 303 223 45 21 3 720
(1oo.20)  (1gn.co) (100.00) (100,00) (1c0.00) (1ng.00) (1nn,00)
Notess: 1. Figures in parentheses are per cent to total in

2. = Indicate nil.

each income group



Rs 5,001 and Rs 35,000) the house cost is 2,6 times the
annual household income, The ratio rises to 3.6 times
and 3.3 %imes in the two high-income grbups of Rs 35,001
to Rs 50,000 and Rs 50,001 to Rs 1,00,000, respectively.
At the top of the income scale, i.e., at the income level
above Rs 1 lakh, the cost of the house,vhowever, works out
to 0.9 times, the annual household income. These data
bring out, on the one hand, the substantial problemsin
raising resources for housing at 1owef;and_middle income
levels, and on the other hand, the relative ease ab very
high income levels, (Tables III.11 and A,III.7).

As one would expect, the quality of a house improves
with the income level of the home owner, The kutcha
houses, all in the informal sector, are largely built by
individuals in the income bracket upto Rs 5,000 and to
' some extent, by those in the ihcome bracket Rs 5,001 to
Rs 15,000, The semi-pucca houses are also built largely
by home owners in these two income brackets, both in
" the informal and the formal sectors, The houses of home
owners in the income bracket above Rs 15,000 are all of a
pucca nature and they are mainly (84 per cent) bungalows
(16 per cent being flats). Disaggregated data at the town
level show that more than 50 per cent of the bungalows
are in smaller towns like Cuttack, Quilon and Ambala,
where there is a tendency to build bungalows rather than
acquire a flat, in view of the availability of land, the
socio-economic environment and the fact that the flat
system has not yet become popular. On the other hand,
in larger towns like Delhi and Lucknow, flats account for
almost the whole of the new houses included in the sample
(Pables III.12 and A.III.G).
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TABLE III 12

Iype of Neu Housing Stock of Ounilrs in Different

Jncoms Groups in Sejlected Tou_;l_\_g

Income Groups

o-sooo soo‘l 15000, 15001 35000 =no1- ngo lbovo 1 Total '
formal Informal Total ¥ormal informal TYolal Formal Informal Yotal Formal ota 'ol‘mag | E E " Formal | Q:I Porssl (nformal Total
sactor sector sector - sector sector sector sector sactor N uctor - sasctor sector
i 6] {2) (3} {4 _ {3]) [(9) ™M
A, Type of . : : . .
Construction !
1, Pucce 49 14 63 236 19 255 216 6 222 4S5 45 2 21 3 3 570 39 609
(81.67) (21.54) (50.\40)' {94.40) (35.85) (B4,16)(99.54)(100.00) (99.55)(100.00) (100 00) (100.00) (100,00) (100, oo)(wo 00) (95.64) (31,45) (B4,58) °
2, Sesi-pucces 1" 13 7 24 14 - 19 33 - - - - - - - - 26 32
(18.33) (20.00) (19.20) ( 5.60) (35,85) (10.89)( 0.46) (o.ts) ( 4.38) (25.61) ( 8,08)
3. Kutche - 36 38 - 1s 15 - - - - - - - - e e sy
(s8.46) (30,.40) (28.30) ( 4.95) (42.74) ( 7.36)
B, Type of House ’ ! ‘
4, Het ) 34 35 ‘1 1s 16 - - - - - - - - - .2 49 s1
( 1.67) (52.31) (28.00) ( 0.40) (28.30) ( S.28) ( 0.34) (39.52) ( 7,08)
Se Sami-permanent 6 18 21 L R 20 25 - - - - - - - - - 11 3s : -;5
structure (10.00) (23.08) (16.80) ( 2.00) (37.74) ( 8.75) - ( 1.65) (28.23) ( 6.39)
6. Flate 17 3 20 . 1 3 81 . 40 - -7 w s s 1 R 1 147 6 148
(28.33) ( 4.62) (16.00) (31.20) ( 5.66) (26.73)(15.43) (17.9‘)( 11.11) ( n.n)( 4,.76)( ‘_.v'ns) ( 33.33) ( 33.33) (23.83) { 4.84) (20.56)
7. Bungelov 36 B 49 166 15 181 177 [ 40 0 20 A4 34 475
(60.00) (20.00) (39.20) (66.40) (28.30) (59 74) (81.57) (100.00)° (az 06)( 88, as) ( 88. 39)( 95 24)( 95,24) ( 66 .67)( 66 51) (13 $9) (27,42) (65,87) -
Total (1 to 3 60 65 125 250 53 303 6 223 45; 21 3 3 596 124 720
or 4 to 7) (100, no)(1on oo) (100 00)1100 00) (100.00) (100.00) (1cn 00) (100.00) (100, oo)(1oo oo)(ioo oo)' (100 oo)(1oo 00) (100. oo)(1oo oo) (100.00)0 00.00) (100.00)
Notet: 1,

Figures in parenthesis are per cant to total in eech income group.v
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Some other interesting evidence brought out by
the survey data are that the occupancy ratios are higher,
but the average area per house and per occupant are
substantially lower in the case of houses owned by indi-
viduals in lower income groups than in those owned by
individuals in higher income groups, This suggests that
the stresses and straine of living are more acutely felt
at lower income levels, If one of the prime objectivesof
housing and housing finance policy is to ameliorate the
living conditions of people in the lower and middle income
groups, then a major effort would have to be made to
improve the quality of housing at these income levels,
The need to strengthen housing finance intermediation for
these income groups, thus, is of crucial importance.

Another interesting finding is that the objective
of acquiring a house to improve the income of the home
owner is a more important consideration at lower and middle
income levels than at higher income levels, as can be
seen from Table III.O. Data show that at the lower and
middle income levels, partial renting out is an importent
consideration for the majority of home owners, whereas
these considerations become less relevant as we go higher
up the income scale,

g. Annual expenditure on housing loan and housing stock.
About Ffour-fifth of the home owners (596 out of 720)
provided data on annual expenditure on items like servicing
of home loans, maintenance of the house, payment of ftaxes
and payment of lease charges, if any., The total annual
expenditure on these four identified items aggregated to
Rs 16,64 lakh and the per house annual expenditure works
out to about Rs 2,0800. The ammual expenditure is




substantially higher in Delhi and Iucknow (Rs 4,560 and
Rs 4,000, respectively) than in Cuttack
(Rs 700) and Quilon (Rs 600) (Pable A.III.9).

The relative importance of expenditure on servicing
of home loamns declines with an increase in the income of
the home owner, viz-~a-viz both total expenditure and
anmmugl income, The most importaﬁt expenditure item
twns oud to be on servicing of the home loans,
accounting for over onc-half of the total amnual expendi--
ture, The second most important expenditure is on mainte--
nance of the house (29.2 per cent). Property taxes
account for one-sixth of the anmnual expenditure, whereas
lease charges (in Delhi, Iucknow and Cuttack) account for
1 per cent of the annual expenditure.

5. Pattern of Resource Mobilisation by New Home Ownqgg

a. Magnitude of the housing finance efforts., The 720
sample residential unifs‘Were acquired by their owners
at an estimated cost of Rs 477 lakh. As nuch as 97 per
ceht of the investment was in the formal housing sector,
accounting for 62,8 per cent of the housing stock surveyed.
The remaining 3 per cent of the invéstment was in the
informal housing sector accounting for 17.2 per cent of the
housing stock.

An attempt was made to obtain as much data at the
disaggregated level as was possible on the sources tapped
by individual home owners in mobilising the requisite
resources. The data were then classified into two broad
categories, according to the type of intermediation availed
of to raise the housing finances, The first category is
institutional intermediation through what may ve termed as
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the formal housing finance market, This market includes
special housing finance institutions, general financial
institutions like the insurance companies snd commereial
banks and othéf organised sector intermediation'through
the home ovmerts employer, provident fund organisation,
etc,. The second category is non-institutional inter-
mediation through vwhat may be termed as the informal
housing finance market, This market consists of external
sources like friends, relatives, associates and the
indigenous money lenders and the home owner's ovm resources,
represented,by his past and current savings and the
resources that he may mobilise through liquidation of his
personal and/or family assets,

The important distinction between the formal and
the informal financial intermediation in housing (as in
other sectors also) is that the former is based on some
pre=determined and uniformlyuapplicable norms, procedures
and terms, whereas the latter is based on ad hoc fixation
of terms and conditions,

On the basis of the above mentioned two-tier
classification of the housing finance data, an attempt
has been made to develop the scenaries of the two housing
finance markets in the country. The Scenarios are
developed for both the formal housing sector (i.e., houses
built according to approved plans of local bodies) and
the informal housing sector (i.e., houses built without
the approval of the local bodies, including slum and
squatter settlements, unauthorised construction on
government lands, agricultural lands, etc.) The analysis
brings out not only the differences in the methods of
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raising resources in the two sectors but also provides
evidence on the respective roles of the formal and the
informal housing finance markets; and on their identifi-
able components. The analysis is then extended to the
disaggregated level to bring out the relative role of the
two housing finance markets in major metropolises, mediume
sized towns and small-sized towns in the country anmd to
examine whether the accessibility of individual home owncrs
to different sources of housing finence is, in any way,
related to the level of income of the home owner and to
his age, and the size and type of house that he acquires.

b. The formal housing finance markct., The formal housing
finance market contributes less than one~fifth of the total
resources mobilised for housing by the 720 home owners
included in the study. “In the formal housing scctor, the

proportion is 20.3 per cent and in the informal it is 10.7
per cent. In the individual towns, the contribution of the
formal housing finance market ranges from 10.6 per cent cf
the resources used in Quilon to 26.7 per cent in Lucknow.
In Delhi, the proportionate contribution of the formal
housing finonce market is 18.9 per cent and in Cuttack 12.1
per cent. In Ambala, however, it is as high as 37.0 per
cent, mainly due to the inclusion of a large number of
government employees amcng the scmple home-owners, mnd

they had access to finoncial assistance from the government,
provident funds and co-cperative housing finance societies
in the State (Tables III.13 and ITI.14).

A detniled analysis of major suppliers of funds in
the formal housing finaonce market enables us to identify
the main channels through which funds flow into housing
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from this market. As & consequence of the large organised
sector employment in major towns, the employers, in both
the public and the private sectors, and the provident

fund organisations, play an important role. Data show
that almost one~tenth of the resources for housing in the
five survey towms is mobilised from the organised employ-~
ment sector, namely, the employer and the provident fund
organisations. Disaggregated data at the town level

show that these sources of housing finance are more impor-—
tant in the more urbanised centres, where a largerpropor-
tion of the population is employed in the organised

sector than in the smaller towns, where the role of trade
and commerce sectors in employment generation (including
self~employment) is more important. The LIC and the
commercial banks are also important suppliers of housing
finance, each meeting around 3.0 per cent of the total
housing finance reguirements of sample home owners,

The role of the employer and the provident fund
organisations and also the general financial institutions,
like the LIC and the commercial banks, is, however, almost
wholly restricted to the formal housing sector. In the
informal housing sector which is represented by the slum
and squatter settlements, the LIC, the commercial banks
and the provident fund orgaenisations do not play any role
though some amount of finances comes from employers. This
support of the employer, through short~term or medium-
term loans, is very largely dependent upon the individual
employee—employer relationship., The segment of the
informal housing sector, which is represented by unautho--
rised but permanent constructions has some access to
the formal housing finance market, including the LIC (on
life insurance policies), commercial banks (general~purpose



loans), provident fund'organisations and employers. The
propqrtion of support from provident fund organisations

is substantial in this part of the informal housing sector,
meeting 4.1 per cent of the total resources of the home
owners, This proporfion is roughly the same as in the
formal housing séctor. It is possible that some proportion
of the provident fund support in both the housing sectors
may have been obtained through the provident fund withdrawal
process for general purposes like mafriages, education,
illness, etc., a part may be final withdrawal towards
termination of membership of the provident fund and only

a small proportion may be in the form of a housing loan

per se.’

The specialised housing finance institutions make
a negligible contribution to the finances of aspiring
home owners, The HDFC, for example, provided a mere 0.1 per
cent of the financial requirements of the home owners
included in the study. In fact, among the five survey towns,
the HDFC did not make any contribution in Ambala and Cuttack,
whereas its contribution in Delhi (0.13 per cent),
Iucknow (0.07 per cent) and Quilon (0.52 per cent)
is negligible. 2 The State housing boards have

8/ It is interesting to note that housing loan from a .
provident fund organisation does not require a mandatory’
examination of title deeds of the property, the approved
building plans from the local body, etc.

g/ It may be pointed out that in the case of home owners
assisted by the HDFC, the average tontribution of the
HDFC to the total housing finance efforts of the home
owner worked out to 41.5 per cent for a sample of 272
HDFC-assisted home owners., TFor details, see Lall (1982)

Chapter 4.
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made a larger proportionate contribution than the HDFC,
but'in’éiéw of the fact that.they operated in all the
'selected'éurVéy tovms -7 “re been in existence for a
longer time than the HDFC, their contribution to the
resource mobilisation efforts of home ovmers, at around
0.5 per cent of their total resources, is also insigni-
Ticant., The co--operative housing finance societies, which
have berncin-existenca.for a éonsidorable period in all the
survey towns, have also not made any significant dent in
the housing finance market, their aggregate support to the
financial efforts of home owners being less than 2 per
cent,

The foregoing analysis points out the under.-
developed state of the organised housing finance market
in the country. On the basis of the experiences in the
five surveys towns Zfés also two towns covered in an
earlier study, namely, Surat and Villupuram (Lall, 1982 )/
it would be rather more appropriate to state that there
does not exist an effective housing finance system in the
country. Further, whatever little funds flow into
housing from the organised financial system in the country,
tend to the concentrated in relatively larger towns, and
‘home owners in small and medium-sized towns in effect,
have practically . no access to organised seCtor financial
intermediation.

c. The informal housing finance market. The predo-

minant role of the informal housing finance market is
brought out effectively in the analysis of data obtained
for the 720 new home owners, While in the fofmal¥housing
sector, the home owners mobilised almost four-fifth
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of their resources from informal sources of finance, in

the informal housing sector, nine-tenth of the resources
were mobilised from these sources, In fact, in the slum
and squatter settlements, except for some financial support
provided by employers of the home owners (2.1 per cent of
the total funds), almost the whole amount was mobilised
from informal sources (Tables III.13 and III.14).

In the formal housing sector, self-generated
resources account for two~third of the housing financesg
that are required, and about 14 per cent are mobilised
from external sources, including friemds, relatives and
indigenous money lenders. These findings stress the
predominating contribution of personsl =nd/or family
savings in the housing finance efforts, a situation that
is common in most developing countries, where the ?extended
family?! is the main catalyst of financial intermediation

in housing.

Current savings in the form of cash and bank
deposits suppiy more than one-half (54 per cent) of the
housing finances, and the resources mobilised through
liquidation of assets like shares and stocks in the
corporate sector, family jewellery, land and property,
including agricultural property, account for another
8 per cent of the requisite resources. A notable fact
is that sale of family property alone accounts for 6,6
per cent of the housing finances of new home owners,

‘The concept of extended family is amply confirmed
by the data collected. While one~tenth of the housing
finance is provided by close relatives including parents,
uncles, aunts, brothers and sisters, another 3.6 per cent
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is provided by friends. If to these contributions are
added the resources raised by the home-owner from his
past and current savings and disposal of investments,
almost four-~fifth of housing finances may be said to be
mobilised from within the *family?' circle,

The indiwvidual moneylender may not seem to make an
appreciable cbhtributioﬁ (providing 0.3 per cent of the
total resources) but, as is brought out in section (d), the
role of the indigenous moneylender is relatively important
in the case of people in the lower and middle income groups,
as compared to home owners in the high income groups.

d. Disaggregated analysis

(i) Income impact. The level of income is a
major factor in influencing the pattern of resource
mobilisation of individual home owners. The formal housing
finance market makes a substantial contribution to the
resource mobilisation efforts of home owners in the middle--
income groups., In the income group Rs 15,001 to Rs 35,000,
30 per cent of the housing finances are provided by the
fTormal housing finance market as compared to about 20 per cent
for the sample home ovners taken together. The only other
income group wherein the proportionate contribution of the
formal housing finance market is slightly higher than for
the sample taken as a whole, is the income group Rs 5,001
to Rs 15,000, In other words, the middle income group
among the home owners included in the sample, appears to
be the main beneficiary of the little financial flows into
housing from organised financial intermediation, But the
resources that they obtain are mainly from non-specialised
housing finance intermediation, sources like the LIC,
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provident fund organisations and employers. But resource
mobilisation from specialised housing finance institutions
is small., The HDFC impact, for example, is not yet
noticeable (Table III.15).

The lowest income group in the su:%py'towns, that
is, with an annual income of upto Rs S,OﬂOf gets little
support from the formal housing finance market, le&s than
8 per cent of their funds coming from this souree. Further,
a substantial part of these funds comes from the provident
fund organisations and employers, i.e.,, finance suppliers
linked to the organised employment sector., Incidentally,
among the different income groups, the most noticeable
impact of the HDFC is seen in this low income group, and
in their case, almost 1 per cent of the requisite resources
are provided by the HDFC,

in the higher income groups (i.e,, those with
annual iucome level above Rs 35,000), the personal resources
are largely sufficient to make aﬁy approach to organised
financial intermediation unnecessary, In view of time-
consuming procedures and the fact that the amount of
resources which the high income home owners may be eligible
to mobilise (because of monetary ceilings on home loans
to be given by housing boards, co-operative societies, 
banks and the HOFC) would comstitute only a small prqp6r~
tion of their investment requirements, they may consider
it not worth the while to seek institutional figahcihl
support.,

The highost income group among the sample home
owners (i.e., the group with annual income exceeding
Rs 1 lakh), do not receive any support from specialised
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\1 LIC, 0,05 . " o0.24 " 3.22 - 2,54 - 8,39 1@& ' 1,65 1.2 B2 IR o T 14,99 3.14
_ 'Banks‘\ © 0427 C1.30 0 2,33 1.84 6,91 34 0% 1 2,63 1,48 2,60 0,80 15,12 14,29 2.99
-c) Othats .- Y09 - s.24 16,97 13,40 27,93 - 16,20 " 6.95 1,57 2, 7$ - $4,18 " - 11,38
" §) Provide#it fund 0.33 1,59 . 8,44 £.67 9.14 5.383 2,28 1,00 .- 1,78 o - 21,08 4,42
11). Employer 0.3 . .1,73 . 5,84 4,61 14,39 - : 2.99 0,40 0,70 = - 23,04 4,99
. 114) Others 20440 11,92 2,69 2 12 ad0 1468 0,17 - .. 0,30~ = - 9,2 1,94
2, Infonua; Hous,xn_q Finance Narket 19,16 92,07 1,01.0’2 79 77 121 ,08;? : ) 9&.36 52,06 91, J} 4,49 84,88 '351.95 80,02 °*
" a) 851f gunerste . -15.28 - 73.43 67,85 53.58 ao‘.’Ss . 64,03 67 247742,69 74,89 4,18 79,02 274,67 57,54 -
1) Cash . T 8.7 42,10 32,98 26,04 28,36 :22.88 - 9,91 C 1?“‘ 38 0,43 8,13 162,32 21,44
11) -Bank deppsits 4,49 21,58 26,32, 20.78 45,48 ‘- 41,91 29,52 A 51,79%. 3.0 58,05 149,32 31,28
1ii)-3avings iduring eonatmction D.03 . 0.,14 1.29 1.02 1,03 - 0.50 0.88 " - 7 4,07 0,85
fv) ‘Dthers 2,00 - - 8,61 7.27 5.74 5.7% L2 a.str,o.1s 2,84 18,96 3.97
b) Dis Qosal of sssets 72,03 . 9,75 13,46 10,63 13,54 L 3.44 = 6,04 0,12 2,27 39,13 8,20
1) ‘Shares .. e - .. 10,09 0.0 0,21 ~ - el e et - 0,71 0,15
11) Jouellury, S 8,19 10,91 2,564 2,00 1,77 0.25 0,44 0,12 2,27 - 5,92 1,24
111) Cend:-andTBuilding - 1,63 7.83  :9.14 7.22  5.1% 0.29 0.5% - - 20,62 4,32
1v Ticultyrs property - - 1.40 S _7,4 2,60 4,5% - le o 10.M 2,24
ogm;. ey 0,21 “1.00 : - 0.65 e = 0.30 6,53 - - 1,17 0.25
e) Extnrnal soureey B ag ig‘.vd.\.‘ 15.% 26,91 13.57 14,297 5,93 10.40. 0.19 3.%9 68,15 14,20
¢4 1) Relatdvesi. L. 6,87 T4.0%] 11.08 20.% 7.48 - 7;85 3,03 - 5,32 0,19 3,59 . 46,72 9.79
11) Friends . 21,83 3,430 2,77 5,98 w 4,98 2,75 4,82 - - 17,28 3.62
411) Indigenous bankers 4 > D9 0,64 0.51 0.02 0.3% 0.37 0,15 . 0,26 - - - 1.20 0.25
iv) Otheras &/ -2 m o= ‘1 60 1.28  0.35 1.00 1,05 - e e - - 2,95 0.62
20,81 100,00 126.64 100,00 172,37 10D.00° 95,22 100,00 57.00 100,00 S.29. 100,00 477,33 100,00

Note: Fiquni in parentheais are number of homs ouners in each category,



housing finance institutions like the HDFC, State housing
boards and co—operative housing finance societies, but
they do obtain assistance from commnercial banks, However,
data on the type and extent of specific type of bank
loans are not available, It is more likely that a subst-
ential proportion of the commercial bank support may not
ve direct housing loans but may be general-purpose loans
or overdrafts which may have been used to partly finance
the housing investment, ‘

The analysis relating to the formal housing finance
market shows that the role of the informal housing finance
sector is compargtively less important in the middle income
group(annual income from Rs 5,001 to Rs 35,000)., At the
higher income levels, as well as at the lowest income
levels, the impact of the informal housing finance market
is very substantial, for it provides between 85 per cent
and 92 per cent of the finances for housing activity.

A fact worth nothing is that self-generated resources
constitute the most important source of housing finance
in all the income groups, the proportion being the highest
in the lowest and the highest income groups. Savings in
the form of cash play an important role in the lowest income
group, providing for 42.1 per cent of the total mobilised
resources, But in the other income groups, cash savings
are less important, supplying between 16 per cent and 26
per cent of the housing finances in the income groups
upto Rs 1 lakh and only 8 per cent at income level above
Rs 1 lakh., It is interesting that over two--third of the
resources. for the above Rs 1 lakh income group comes in
the form of bank deposits,-the proportion going dovn
progressivély with a decline in the income level, Thus,
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while cash savings fall in.importance with increase in the
level of incdme; the importance of benk deposits increases,
The dominance of cash uaTlA in the case of low and
middle income groups and that of bank deposits in the case
of high 1ncome groups has 1mporbant policy implications,
Thus, on the one hand, the results suggest that low-incoie
home owners have to scrimp ana tighten thelr belts
substantlally in order to save for =z house, keeping their
savings in the most liquid form so that, if necessary,
they can be utilised for other purposes also., The capa~
bility to save being limited, the low-income home owners
are not in a position to block their small savings in time~
bound fixed deposits and in the process, they also lose

an opportunity to earn any return on their savings, On

the other hand, current liquidity is not the major
constraint for home owners in the higher income groups

as they haVe’sufficient savings to meet liquidity needs

and to earn a reasonable rate of return on time~bound
¢eposits in banks.

Another indication = suggesting the hardships
of low and middle income groups in raising even the
limited funds required for their house is the relative
role of liguidation of physical and monetary assets,
Assets are mostly liquidated by the low and middle income
group home owners, While disposal of assets provided
between 2.7 per cent and 6,9 per cent of the resources
for home ovmers in the income groups above Rs 35,000,
they provided between 8 per cent and 11 per cent of the
resources in the three income groups below Rs 35,000.
Mmong the identifiable assets that are sold to raise
housing finances, land and buildings are the most impor-
tant, especially in the case o£ low—income and middle-
income groups, | |
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The policy implication of these results is that
the lower income home owner not only has to keep his little
savings in the most uneconomic form, but also has Tto sell
his personal and/or family properties, probably even make
distress sale at low prices, to mobilise the relatively
small amount of money for his house. The findings, thus,
confirm the well-known fact of the severe stresses and
strains felt by low—income groups in acquiring a house;
they also indicate that the situation is only slightly
better for middle income group home owners who get some
support from their employment-~linked sources of finance.
In their case also, personal savings are largely in the
form of cash holdings and only a small proportion is held
as fixed deposits with banks and liquidation of assets is
also important. On the other hand, the relatively afflucnt
home owner is not only able to earn a reasonable rate of
return on his savings but he also docs not find it necessary
to touch his personal and ancestral properties, he mgy also
get adequate financial assistonce from financial institutions.

The role of the ter.anded'! family is more significant
in the middle income group (Rs 5,001 to Rs 35,000), whercin
around 14 to 15 per cent of the housing finances are provided
by friends and reclatives., But this proportion declines with
the rise in the income level, being less than 10 per cent in
the income group Rs 50,000 to Rs 1 lakh and 3.3 per cent
in the income group above Rs 1 lakh., In other words, the
high income home owner has enough resources of his own; he
requires no support from relatives and friends or from the
organised financial market. But the 'extended' family has
come to play a major role in the case of lower and middle
income groups.
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(ii) The home owner's age impact. The access to

the organised housing finance market seems to increase
progressively with the ~;- <7 the home owner, The maximum
contribution of the orgaﬂised housing finance maxitet to
the resource mobilisation efforts of home owners is scen
in the case of the age group 41.to 55 ?ears. Among the
sample home owners, this is the scenario that emerges for
the HDFC (which provided financial support in the sample
towns only to the age groups 26 to 40 years and 41 %o

55 years), State Housing Boards (which provided no loans
to the'age groups below 40 years) and co-operative housing
finance societies (Which provided no loans to the age
group below 25 years), Even in the case of other inter-
mediaries in the orgenised sector, except for commercial
banks, no‘funds were provided to home owners in the age
group below 25 years, and the financial support went only
to the age group 41 to 55 years (Table III.16). While
officially, there is a minimum age restriction for availing
of institutionsl financial intermediation, in effect, the
existing system is really closed to young home owners, on
account of conventional norms relating to income carning
capacity, credit worthiness, etc.

The relative importance of different sources of
financial intermediation brings out the significant role of
provident fund organisations in the above 55 years age |
groups (because of final withdrawal, provident funds
provided 10.5 per cent of the total housing finances of
this age group,.as compared ‘o the average of 4.4 per cent
for the sample). -Employers also make a relatively signi--
ficant contribution to the age group 41 to 55 years, when
the employee could be expected to have a substantially
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TARLE 111,76
Finance of H

‘ L {n lakh)
: 3 Age Sroup
=25 vaara 6 AN - Tatal
"(12) - (297), (299) (11s) (720)
M Parcent : Percent - Percent . Percent Percent
. [6)) [63) I € IR )} 3) {67 GY 16X R
1. Formn! Housing Fingnce Market 0,50 13,51 28,21 18.22 50,97 21,05 15,70 20,45 95,38 19,98
s, : .~{7L{;gq‘ggu.;ng rinance fnstitutione" - - 3.73 2,4 7.13 2,94 1.06 1.38 11,92 2,50
£, ol i - - 0.39 0.25 o.¥§ ' 0,09 o024 oo g.i; o.;g
. 2tate h ing hoerd ' - - L - 2, <89 . - . . Oe

111 Consarative Bouotne finknce/building socisties - - - 3.34 2.16 4375 §.52 0.82 1,07 8.9 1.87
b, Other financial jinstitutions ' 0.50 13,59 10,63 0.8 315,30 6.32 2,85 3,72 29,20 6,13
i. Lt - - - 3.68 ) 2},33‘ 9.66 3.91 1.35 20‘1 1‘.99 301‘
1f, Banks 0.50 13,81 6,95 .. 4,49 - 5,84 2.4 1.00 1.5 14,29 2.99
c. Otherg - - 13,85 - 8.95 28,54 1,79 11,79 15,38° 54,18 11,38
i, Provident fund - - S 4eTY - 2,66 8,92, T 3.69 8.05 10,49 21,08 4,42
11. Employer - - 7.40 . 4,78 13,90 S.74 2,54 3.31 23.84 4,59
i1, Others ‘ - - 2.34 1,51 $.72 2,36 1,20 1, 9.28 1,94
2, Jnformal Mousing Finence Morket 3.20 86,49 126,55 .81,78 191,12 78,95 61.04 79.54 ' 381,95  80.02
a. Se)f-ganergted 2.53 68.38 85.49 . 55,23 139,97 $7,82 46 .68 60,83 274.67 $7,54
1, Cash ‘ 1417 31,62 38,59 24,93 50,17 20,72 12,39 16,18 102,32 21,44
1i, Bank deposits 1.3% 36,49 41,98 27,12 81,35 33.60 24,64 2.1 149,32 31,20
411, Sevings during constructfon - - 0.91 - 0,59 2,07 0,85 1,09 1,42 . 4,07 0,85
iv, Others . - 0.01 0.21 ‘001 ) 2,59 . 6.38 2,64 aos 11015 1.0” 3097
b, Dispossl of gesety 0.40 10.81 14,49 9.3 19.87 8.21 4,37 5.69 39.13 8,20
i, Shares C - - 0.22 . 0.14 0.39 0.16 0,10 0.13 0.7 0,18
14, Odevellery . 0.10 2.70 2,06 1,33 . 2,84 1,17 0.92 1,20 5.92 1,24
118, Land end bufiding - - 9.14 5.90 8.99 3.72 2,49 3,24 20,62 4,32
iv, Agriculture property 0.30 8,11 2,19 C 1,42 7.36 3,04 0,86 1412 10,7 2,24
v, Others - : - - 0.88 0,57 0.29 0.12 - - 1.17 0,25
ce Externsl sources 0,27 7.30 26,61 17.19 31,20 12,92 9,99 13,02 68,15 14,28
.4, Relatives 0.02 0.54 10,46 11,92 20,33 8,40 7.91 10,3 “,72 9.79
15, Friends 0.25 6.7 6.5% 4,24 9.40 3.88 1,07 1,39 17,28 3.62
v+ 114, Indigenous benksrs - - 0.3$ 0.23 0.45 0.19 0.40 0.52 1.20 0.25
“iw, Others - - 1,24 0.80 1.10 0.45 0,61 0.80 2.95 0.62
Total .... 3.70 - 100,00 154,80 100,00 242,09 100.00 % .74 100,00 477,33 100.00

Nots:

Figures in perenthesfis are nuaber of home owners in each cetegory,
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long service to his record, a permanent income stream
and may yet have enough years of active employmentv ahead
of him to obtain financial support from the employer for
buying a house,

It is, therefore, not surprising to find, as a
corollary, that the youngest age group, i.e., unto 25
vears, depend to a large extent on self-generated resources
in the form of cash, bank deposits and liquidation of
assets, than the other age groups. The role of self.-
generated resources declines in the case of middle age
groups but again becomes important for home owners above
the age of 55 years, who have life~time savings with then
on the one hand, and shorter loan-repaying period ahead
of them, on the other, Relatives and friends make a
sizeable contribution in the case of home owners below the
age of 25 years. The indigenous bankers are important
for the above 55 years age group.

(iii) The size impact, The size of a house that

a home owner acquires also has a bearing on his pattern
of resource mobilisation, Broadly, the pabtern that
emerges from a stady o I_.oogrcgated data of home owners
by the size of the house that they acquired is similar to

that of home owners in different income groups.

As was seen in the analysis relatiné'to the
income impact on the pattern of resource mobilisation,
the access to the formal housing finance market is the
greatest for the group of home owners acquiring houses
having a covered area of 501 to 1000 sq.ft, In this
group, 27.4 per cent of the resources are ralsed from the



formal housing finance market and the role of the HDFC,
the co-operative housing finance societies, the LIC, the
comnercial banks and the e lover is, as compared to home
owners of other-sized units, more important, In the case
of home owners acquiring houses having a covered area of
1001 to 5000 sq.ft., the relative importance of provident
fund orgenisations, employers, the LIC and the commercial
banks is clear, It may be noted that most of the middle
income group home owners acquire houses having a covered
area ranging from 500 sq.ft, to 1500 sq.ft., whereas large
houses, especially above 5000 sq.ft. in area, are acquired
by high income.home owners (Table III.17).

Another notable finding is that home owners who
acquired the smallest houses (say, covered area less than
250 sq.ft.) have little access to specialised housing
finance institutions, and they receive only marginal support
from commercial banks. In fact, in their case, the two
important sources of housing finances in the organised
finance market are the provident fund organisations and the-
employer, i.e., agencies linked to organised sector
employment, In the informal housing finance market, self-
generated resources are very important, accounting for
around 60 per cent of the total resources in the case of
houses less than 250 sq.ft., in area as also those houses
having an area between 250 and 500 sq.ft. In these cases,
while bank deposits are important, cash savings are more
important, especially for the home owners of the smallest~

sized houses.

In the case of the home owners acquiring very
large houses (covered area more than 5000 sq.ft.) also,
the recourse to institutional agencies is negligible, and
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TARE 111,17

" S{ze of house (sg,ft.)

0250 251 500 501-1000 1001- 5000 Above 5000 Totgl
{Ta8) (3t3) (194) (z07) (9)" S —(720)
Percent Percant A Percent Percent - Percent ggi?-?;
(1) 2} &3] 4] {3]) (6] V7). 13) 1€:21 i [Q S
1. ' :mal. Housjng Finance Market 1.93 14,29 7.64 17.385 27.57 27,41 “S7.74 19,55 0.50 1.99 .© 95,38 19,98
¢ Spacialjsed housing Pinence {nstitutions. 0,05 0.37 - 1,70 3.97 3.95 . 3,93 6,22 2,107 - - “11,92 2.50
<. HOFC To- - - - 0.19 - 0.19 0,42 0,14 - - 0.5? 0,13
ii, State housing board : - - . 0428 0.65 0.50 0.50 1.52 0,5t - - 2,40 0.50
.ii{, Cooperastive housiny finsnce/ 0,05 0.37 [ 1.42 3.32 3.16 3.4 4.28 1,45 - - 8,9 1,97
.building eocietisa - : . S L. : -
b, Other financial institutfong 0.42 3.11 0.61 1.43 8,18 "8e13 - 19,57, 6.63 0.50 1.99 29,28 6,13
i, LIC : 0.05 0.37 0.22 0.52 3.86 3,84 10.86 - 3.68 - - 14,99 3. 14
ii. Banks 0.37 2.74 0,39 ] 0.91 4,32 4,29 8,71 2.95 0.50 1.99 14,29 2.99
c, Otherg 1,46 10,81 S5.33 ... 12,45 15,44 15,35 31,95 10.82 - - $4,18 11,38
i. Provident fund 0.62 4,59 2,36 5,51 3.60 3.58° 14,50 . 4,91 - - 21,08 4,42
11, Cmploysr 0.58  5.03 2,16 5,05 7.73 7.58 13,27 4,49 - - -23.84 4,99
{i{, Othars 0.16 1,19 0.81 1.89 4,11 4,09 . 4,18 V.42 - - 9,26 - 1.94
2. 1Inforwal Mousing Finance Market 11.58 85,71 35,16 82.15 . 73,00 72.59 - 237,57 ao.qs 24,64 98,01 381,95.  80.02
s, Se]f-zenarastad o 8,17 50,47 26,02 60,79 55,35 55,04 154.83 SS.Bg‘ 20.30 80.75 274,67 57,54
i, Cesh 4,28 31,58 11,63 27,17 25.15 25,01 5§7.52 19,48 3.74 14,88 102,32 21,44
{4, Bank deposits 1,62 11,99 11,17 26,10 24,09 23,95 95,88 32,47 16,5 65,87 149,32 31,28
144, Savings during construction 0.04 0.30 0.63 - 1,47 0.95 0.95 2,45 0.83 - - 4,07 0.85
iv. Others 2,23 16,50 2,59 6,05  5.15 5,13 8.98 3,04 - - 18,96 ° 3,97
b, Dispossl of gysety 1,10 8.14 4,12 9.63 5,3 S,33 27,75  9.40 0.80 3,18 39,13 8.20
1. Shares 0.0 . 0,07 - - 0.20 0.20. 0.50 0.17 - S 0.7 0.1S
{i, Jewvellery . 0633 2,44 1,00 2,3 0.93 0.92. . 2,85 0,97 0.80 3.18 5,92 1,24
iii, Land and building - 4,15 2,27 5,30 3.87 3.85 .: 13,92 4,71 - e 20.%52 4,32
iv, Agriculture property - - 0.78 1.83 0.03 0,03 9.90 . 3,35 - - 10,7 2.24
v, Others 0.20 17,48 0.06 0.14 0.33 0,33 0.58 0.20 - - 1.17 0.25
c. Fxternal sousces ©2,31 17,10 5,02 11,73 12,29 12,22 44.99 15,23 3,54 14,08 68,13 14,28
1, Relations 1,64 12,14 4,05 8.4 9,45 9.39 30.57 10.38 1,01 4,02 45,72 9.79
4, Friends . 0.23 - 1.70 0.57 1,33 2,33 2,32 11,52 3.93 2,53 10,08 17,28 3.62
£:¢, Indigenous bankers 0.34 2,52 0,32 0.7 © 0.34 0.34 0.20 0.07 - - 1,20 0.25
i<e Others 0,10 0,74 0.08 0:19 0,17 0.1? 2,60 0.88 - - <2498 0.62
Total .... 13.51 100,00 42.80  100.00 100,57 100.00 295.31 1C0.00 - 25,14 477.33. 100.00

100.00

“igures in parenttaeis ere number of howe owners in o.qh cstagory,



these 1nst1tutlons prov1de about 2 per, oemt of the total
houslng flnance. Whilé one réaSOn mey" e that the cost of
-Such houses is very hig~ -7 therefore, institutional
support may mean very little 4o induce the home owmers to
approach them in view of the procedures involved;-a more
important reason.may be the role of the parallel economy

in high-value housing units, Self-generated resources,
among the 1nformal sources of housing flnance,xare no doubt
mos?t 1mportant in the case of houses of all sizes. but their
relative pole is more significant in the case of large-
sized houses (84 per cent of the finances are provided
through personal savmgs, bank dep031ts and disposal of
assetg in the case of houses haV1ns an area more than

5000 sqefte)e.

The external sources of the informal housing finance
market provide between 11.7 per cent and 17.1 per cent
of the total housing finances needed, and among the indivi-
dual sources, relatives and friends play a major. role. The
role of the 1nd1genous bankers cannot be overlooked 1n the
case of owners of smaller houses,

€ Type of house and_pattern of resource mobilisation.
Our flndlngs also conforn that the owners of sem:x.--pemanent
and. kutcha re31dent1al units have practlcally no access to
the formal housmg finance market except to some extent,
to employers and the commercial banks. Data on the pattern
of resource moblllsatlon of owners of flats and bungalows
aﬁaln substantlate the evidence presented earlier, that the
maln benef1c1ary of the organised hou51ng flnance market is
the upper middle class, Wthh prefers a flat to0 a bungalow
in the maaor metropollses, but may sometimes acqulre a
small bungalow in the towns (Table III,.18).
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) TARLE 111,18
ttsrn gnd Structure of Housling Finsncs of H

IS

Oyher f Di{fferent Typegq of H
Type of Houss
Hut S.,P, Structure Flat Bungal ow Total
N (sY) (45) (132) (475) (720)

] Percont Parcent Percent Percent Peccant

; [&)) [€)) 3] {4} 5] {6) £71 (8} 19} {10}
! * - Finance Markst 0.20 17,38  0.13 2,77 17.2% 28,68 77,84 18.92 95,38 19,98
,,’.Lg_v\' ‘SEE !g laad housing finance institutfons 0.19 16,52 - - 1.54 2.57 10.19 2,48 11.92 2,50
3 Bean PR 934G Yare ‘ 0.19 . 16.52 - - 0.20 0.33 0.22 0,06 0.61 0.13
—h - ‘1;‘5‘;3 ,t“hw.ing boesrd - o - - - - - 2,40 0,58 2,40 0.50
1;,:"»9 oop rative housing Pinance/buiiding - - - - 1.34 2,23 7.57 1,84 8,91 1.87

’ ;) : *3 aties - c, )

T} Obhew-if indncial snstitutions - - - - 468 7.80 24,60 5,98 29,28 6.13

S ide . - - - - 3.50 6.00 11,39 2,77 14,99 . 3.14

e o nkg - - - - 1.08 1.80 13,21 3.21. 14,29 2.99

0.01 0.87 0,13 2,77 10,99 18,52 43,05 10,48 ' S4.18 11,35

" ,q“vrovg,d.nt fund . - . - 0.08 1,70 4.49 7.48 16,51 4,00 21,08 4,42
‘lf.{,Enployor - 0,01 0.87 0,05 1,07 3.20 5,33 20,58 5,00 23,84 4,99

1417 6thers , - - - - 3,30 S, 50 $.96 1.45 9,26 T 1,94
;_.,hm:; nouifng Finaence Market 0.95 82.61 4,56 97.23 42,79 71.32 333,65 81.08 ;331'.15;5 80,02

: sagr-g.nn.c.d - . 0,72 | 62,61 2,08 44,56 31,38 $2.30 240,48 $8,44 zu.sg& .57.54
1&~!E,ash\ 0.5% 47,83 1,27 27.08 7.58 . 12,63 92.92 22,58 102,325 21.44

1% . "Benk depoait 0.14 12,17 0,74 15,78 11,63 19,38 136,81 31.25 149,325 31,28

- S {4§i’ Sevings during con.ttuction - - - - 0,62 1.03 3,45 0,84 4,07 0.85
v zhopq : 0,03 . 2,61 0.08 1,70 11255 19125 7.30 1,77 18,96  3.97

. 0,01 0.87 0,7 15,14 5,19 8.65 33.22 8,07 39,13 8.20

0.0! 0.87 - - 0.15 0.25  0.55 0.13 0.7 0.15

- - . 032 6.82 1.38 2,30 4,22 1,02 $.92 1,24

. ‘ - - 0.03 0.64 1.47 2,45 18.12  4.65 2002  4.32
RRO R o ¥ 1!.. Aqucuitun proporty - - 0,35 7.46 1,89 3.15 8,47 2,06 10.71 2,24
3 ‘_- 'L?‘ w; Othere - - 0.0% 0.22 0.30 0.50 0.86 0,2" 1,17 0,29
A é‘;j;,;xtunu sources 0.22 19.13 1,76 37.53 6.22 ' 10,51 59.95 14,57 68,18 14,280
G 'Lﬂ {;:*Relstives 0.19 16,52 1.0 23.45 5,82 9.70 39.61 8.63 4,72 9,79
:{>‘ﬂ O g4, HErdende 0.02 1.74  0.19 4,05 0,17 0.28 16,90 4,11 17,28 3,62
3105414y Indigenous benkers 0,01 0.87 0,42 8,96 0,15 0,25 0,62 0.15 1,20 0.28
“> . iveio Others - - 0.05 1.07. 0.08 0.13  2.82 0.68 2,95 0.62
1,15 100,00, 4,69 100,00 60,00 100,00 411,49 100,00 477,33 _100.00

el

>

& te i’ FEuron in psrentheeis ers number of home owners in sach cetegory,
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o Town-wise snalysis, The data on the pattern of

resovrce mobilisation of home owners in the five selected
towns included in the sample arc presented in Tables IIIl14,
IIT.19, I11.20, and A,III.10 to A,IIT.34. The disaggre-
gated aata substantiate the findings at the aggregated level,

The empirical evidence on the resource mobilisation
efforts of home ovmers brings out clearly that the access
to the formal housing finance market is greater in the
large towns than in the smaller ones. Much also depends
on the size of the organised employment sector, because a
significant proportion of housing finance needs of home
owners are met by the employers and provident fund
organisations, Where the govermnment sector employment is
important, the contribution of the formal housing finance
market is more appreciable, Thus, the data show that,
whereas 26,7 per cent of the housing finance of home owners
in Lucknow is met by the formal housing finance market
(mainly, employers including the govermment, provident fund
organisations, the LIC and commercial banks), in Delhi the
proportion is 16.9 per cent and in Ambala, with a large
government sector—employed home owners in the sample, the
proportion is still higher at 37.0 per cent., It may be
mentioned here that the contribution of the employer alone
in Ambala is as high as 10.8 per cent and that of the co-opera-
tive housing finance societies is even higher, at 15,7 per
cent, On the other hand, the formal housing finance market
supplies only 12.1 per cent of the resources of home owners
in Cuttack and 10.6 per cent in Quilon, the two smaller
towns in the sample, where organised sector employment and,
in particular in the government sector, is not as widespread
as in the larger towns (Table III.14).



- 84 =

TARLE I1I.19

m:- gf Rasoyrce "ohilisgtion Efforts of Ney Moge
e _4n Different Ingcome Gro Sejected T )

(~s percent af: tot;l_)f?‘

formal housing f{nence ) Informal housing rtnﬂc. : R '
peclalised Leneral fi- her . elf=- isoo0s ) xtern 4] ~7§__o EY

[

housing fi- nancial - in- sources gensteted . of esssts sources
incoms grovp (a) nsnce ine~ stitutions : s e
: : C Yitutiong i i
(1) A2} (31 141 [€)] £6) (N
1, 0 - 5000 i . - - 17.79 57.69 7.69: %.84 100,00
3. 15001 - 3%000 4,22 10,45 19,42 47,97 2,50 18,33 ‘100,00
4, 3500V - $0000 0.29 2.09 Te22 67,99 - 7.09 18,33 ‘100,00
s, 50001 - 100000 - '0.29 4,86 2,07 75.32 L. 6449 10,99 100,00
8, Above 100000 - C - - 100,00 S - - 100,00
7. Total ’ 1,74 8,97 11,26 - 59,82 . 5.‘ 18,75 10“.300
11, - L’m 2N ) . : : . _f" : B
8. 0 - 300 - 2.19 1.7 64,47 . 4,39 27.19 100,00
- 9. 500V - 15000 4,67 S.14 19,55 44,14 8.50 16.089 100,00
10. 15001 - 35000 2.3 11,89 12,08 33.22 17.44 23.06 100.00
11, 35001 - S0000 1402 14,79 6.47 60,30 Y 10.84 +*100,00
12, 50001 - 100000 - 12.7 37.30 42,08 - T.94 100,00
13, abowve 100000 - $8.39 - 25,58 8.7 7,30 100,00
- 14, Total . 2,85 10.88 13,18 42,09 12,49 18.70 100,00
111, Cutteck : :
15, 0 - S000 - - 0.85 T4.58 .67 7.0 100,00
1%, S00! - 15000 - 2.5 2.80 69.11 - 8.38 11,48 100,00
18, 35001 - SD0OOO - .- - 100,00 - - - 100,00
- 194 S000Y - 100000 - - - - . - - . - -
- 20, .Above 100000 C - - - 52.83 - 47,37 100,00
n . Total v - - 3051 . .os 70.25 1." 10-” 100,00
Tie drhien L7 T
‘ 2. 0 = 5000 2,38 2.68 2,78 92.16 10,01 - 100,00
Ti. 400V - 15000 - 3.40 8.63 68,41 17.20 2.38 100,00
i 500t « 35000 - 1.38 .28 . .4 17.98 - 100,00
2., VDT - S0, - - - . - . - - -
" o S Y00 - - - - - - -
X BN . % - - - " - - - -
;.‘ . -l‘lm 0.‘5 !o” i 1.“ 710.1 15.“ 1.23 . 1“0”
& : ‘ :
- SR - - - 54,85 1.38 33.79 100.00
5 e D G.62 1,7 14,03 52,71 . 12,12 8.62 120.00
e 25. 13 2,48 25.16 28.99 6,75 12,7 100.00
' d"’* 19,50 - - 91,95 - - 100,00

an SN 1.985 17.9 44,55 7.87 10,48 100,00




Disaggregated datas at the individual town level
strengthen the aggregated—level finding that specialised
housing finance institutions, with the exception of the co-opera-
tive housing finence societies in Ambala,; make a nagligidle con--
tribrtion to the resource mobilisation efforts of home
own rs., The proportionate supply of housing finance by
such instibutions is nil in Cuttack and 0.7 per cent in
Quilon and slightly higher in Delhi and Lucknow (1.7 per
cent and 2.7 per cent, respectively). Therefore, irres-
pective of the size and location of the town in which a home
ownerresides, accessibility to institutional financial
intermediation is either non-existent or marginal. In
effect, quantitative evidence from the housing finance
surveys in five selected towns suggest the highly under-
developed nature of the organised housing finance market
in the country.

In the context of the merely token existence of the
formal housing finance market in the country, the survey
data at the disaggregated town level confirm the very high
dependence on the informal housing finance market. Further,
the dependence is more marked in the smaller towns where,
the data also reveal the significance of self-generated
resources (providing 72.8 per cent of the total housing
finance in Quilon and 70.3 per cent in Cuttack) as compared
to the larger towns (59.5 per cent in Delhi and 42,1 per
cent in Lucknow)., The liquidation of family assets is also
more important in the smaller towns, though in Tucknow the
sale of agricultural property provided a large proportion
(6.2 per cent) of the resources of the home owners.

Further, a disaggregated-—level study of the
housing finance structure of home owners in the different
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- ~g and belonging to different income groups, reveals
that the dependence on the informal housing finance market
is not only greater in the smaller towns, but that it is
even more substantial in %the case of lower income groups
in these smaller towns, Thus, for example, in Quilon, the
informal housing finance market provided 92.2 per cent of
the .esources for home owners having an annual income upto
Rs 5,000, 88,0 per cent for the income group Rs 5,001 to
Rs 15,000 and 89.4 per cent for the income group Rs 15,001
to Rs 35,000, and in Cuttack, the respective proportions
for similaxr income groups were 99.2 per cent, 88.9 per cent
and 84.4 per cent, respectively. However, on the other hand,
the proportions in Lucknow were 96,1 per cent for the
income group upto Rs 5,000, but only 70.6 per cent and 73.7
per cent respectively, for the two other comparable income
groups and in Delhi, these proportions were 82.2 per cent,
78.4 per cent and 65.9 per cent, respectively (Table III,19)

The above analysis, thus, shows that home owners
in the lowest income group have practically no access to
specialised housing financial intermediation in any town,
irrespective of its size and extent of urbanisation. In
the case of the middle income group, the accessibility to
the formal housing finance market is practically non—existent
in the smaller towns, unlike the larger towns, where it is
quite discernible, Much of the accessibility to the
formal housing finance market, however depends upon the
extent of the organised sector employment in the respective
towns, and in particular, the government sector employment,

The data also reveal that the lower income home
owners depend very largely on their personal savings and/
or on disposal of personal and family assets, whereas
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the roles of_tﬁés§5éourbe° of hou51ng Vvinagce become less
.portant in $he 1arger towns, Thus, fop example, Whlle in
Quilon and Cuttack 92, 2 per cent and 91.3 pex. cemt, respect~
ively, of the resources are mobflised through pursonal
saxlngs end sale of assets, in Delhi the proportlen is 65.4
per cent in Lucknow 68.9 per cent amd in Ambala 66.1 per
ceat for home owners having an ennual income of upto

Rs 5,000.

The disaggregated data on home ovmers in the five
s‘mple:towns'classified into different groups on the basis
of their respective ages substaprtiate the aggregated—level
flndlng that the younger the pome owner, the less is his
acce531b111ty to the formal housing finance magket. The
formal housing finance market, thus, provides no finances
for the home o¥fmaer in the below 25 years age group in four of the
five survey towns, the exception being Delhi, wherein only
the commcrcigl bemks, among the identified suppliers of
funds in this wmarket, provided some finanecial asoistaﬁce.
Even in the ege group. 26 %o 40 years, the support from the
formal housing finance market meets c«rovlnd 16 per cent to
17 per cent of the needs of the home owners in Delhl,
Tucknow, Cutteck and Quilon, though in Ambala, the Propor=
tionate support is higher (27 9 per cent), due to the
inclusion of 2 large number of government employees, who
received flnanc1al support from government agencies and
prov1dend fund organlsatlons. Further, the data reveal
that in smaller towns, even the proportlonate support that
the middle income group home owners obtain from the housing
finance ;nstltutlons.compures poorly with that in larger
towns, (Table III,20)
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6. Qualitative Evidence on the Resource Mobilisation
Efforts of Home Owners

a, Major constraints., In v1ew 0f the nead to streng-
then institutional flnan01al lntermedlaxlon in hou31ng,lg/
it was considered de31rable to understand the problems that
were faced by the home owners in mobilising resources from
rinancial institutions. An attempt was made to obtain the
reactions of home owners to a few identified problems that
are generally believed to act as constraints on obtaining
access to the formsl housing finance market. These problems
were also considered to be important by a group of cxperts
in housing finance at a Workshop held in New Delhi in
April, 1983,

A fairly good response was received, os 45,7 per
cent of the sample home owners(excluding those in slum end
| squatter settlements) responded to the questions raised
by the NIPFP field investigators on the problems faced by
them in mobilising resources. In fact, the response was
better in the larger towns (Delhi 67.6 per cent, Lucknow
45,1 per cent, Ambala 46 per cent and Cuttack 34.8 per
cent).

Inadequate information about the availability of
financial intermediation at the institutional level is
stated as the main problem by over one-~fourth of the
respondents, The "information gep" is more significant
in towns like Cuttack and Ambale than in the cities like
Iucknow and Delhi, Another major constraint on the
initiative of home owners in approaching financial instiw~
tutions, even though they were aware of the availability
of their assistance, is the complexity and time-consuming

10/ For a discussion of the adventages that flow from
institutional financial intermediation, see Chapter IV,
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procedures involved in obtaining institutional financial
~1pport for housing. ,ﬂhe seriousness of this constaint is
fel* almost uniformly in all the selected towns. In fact,
this problem seems to be even more crucial, Not only have

a large proportion of home owners (35.3 per cent) identified
complicated and time~consuming institutidnal procedures as

a major constraint, but as these respondents included only
those with some experience .and/or awareness of the availa=
bility. of :institufional financing, the quantitative cvidence
that has been obtained become very important (Table III.21).

Another important constraint pointed out by our:
survey is the interest burden of institutional home loans,
One~sixth of the respondents identified the rate of interest
as a major constraint and disaggregated town-wise data show
that the 1ssue is considered more important in smaller towns
like Cuttack and Ambala than in Delhi and Lucknow,

The lack or inadequacy of appropriate securities
and guarantees that have to be provided for a home loan,
the high initial contribution that a home owner has to make
to become eligible for a home loan, and unsuitable repayment
schedules were identificd as impor%ént problems by only a
small proportion of the respondents, ne possible reason
for this may be that, in the absence of any information on
the availability of financial intermediation, only a small
proportion of home owners were exposed to the operational
problems that would be encountered in mobilising financial
support from financial intermediation, and therefore, in
the case of most of the home owners, the issue was more
of an academic nature.



Frequency

TABLE 111,21

Distribution of Home Owners on Major Problems Encountered in Mobilisation

of Resources from Financial Institutions

(Numbggvof Home Ouwners)

Delhi Lucknow Cuttack' Ambala All touns

M (2} (3) 4y (5]

1. Lack/inadequacy of information of financial 44 8 25 8 - 85
intermediation (26.04) (10.96) (39.06) (34,78) (25.84)

2. Lack/inadequacy of security 18 7 1 - 26
: (10.65) (9.59) (1.56) (7.90)

3, Lack/inadeguacy of guarantors 10 7 - - 17
: : (5.92) (9.59) (5.17)

4, Complicated and time consuming procedures 58 28 23 7 116
: (34.32) (38.36) (35.%94)  (30.43) (35.26)

5. High initial contribution for assistance 7 3 - - 10
from financial intermediaries (4.14) (4.11) (3.04)

6. Unbearable intarest cost 122 8 14 8 52
: : - (13.01) (10.96) (21.88) (34.78) (15.81)

7. Unsuitable repayment schedules/repayment 8 8 1 - 17
S (4,73) (10.96) (1.56) (5.17)

8. Others 2 4 - - 6
(1.18) (5.48) (1.82)

TOTAL 169 73 64 23 329

(100.00)(100.00)(100.00) (100.00) (100.00)

Notes: 1. Figures

in parentheses are per cent to total.

2. - indicates nil,
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b. Type of home loan mortgage. Some data were obtained
in the case of home owners in Delhi cn the type of mortgage
that had to be provided by them for getting financial supp-
ort from institutions and individuals. While the response
was limited (27 or 13.4 per eent of the‘201 home owners in
the formal housing sector in Dglhi), it may be broadly
indicative., Imstitutional suppliers of housing finance are
interested in having a mortgagg of the concerned‘property
or of a life insurance policy, whereas for non-institutional
suppliers there is no clear-cut policy (Table III.22).
Further, it is interesting to find that for the home owners
who. supplied the information, the value of the home loan
is genepally less then 50 pér cent of the value of the
mortgaged property and only sometimeé it goes;upto 75 per
cent of the value of the mortgaged property.

ce Cost of home losns., Another §mportent issue relates
to the cost of the home loan., Axound two-fifth of the home—
owpers provided data on the rate of interest that they had
to ppy on their home loans, Almest oneqhﬂlf‘of the respon-~
dents paid interest in the range of 5.1 per cent to 9.0
pexr cent amd another one~fourth paid in the range of 9.1
per cent to 14.0 per cent. About one~tenth of the respon-
dents paid low interest, upto 5.3 per cent and another one=
tenth paid interest at rates ranging between 14.1 per cent
and 20 per cent. Some home owpeXs in Delhi and TLucknow
obtained home loan at a rate of interest of more than 20
per cent, mainly from indigengus bankers (Bable III,.23).

d. Potential sources of housing finance. About one—
half of the home owners respanded to the question relating
to the potential sources of housing finance that could be
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TABLE III.22

Type of Mortgaqe required for Home Loans:
’ Case Study of Delhi Home Ouners

Type of Institutional Non-institutional Indigenous
mortgage lenders lenders bankers
1. No mortgage 1 0 0

2, Shares a d stock 0 0 0

3. Jewsllery 0 1 0

4, Property 18 1 1

5. Insurance 4 0 0

6. Others 1 0 0

TOTAL 24 2 1
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TABLE III,24

Potential Sources of Housing Finance

(Number of Home Ouners)

Delhi  Lucknow Cuttack Muilon Ambala Total

6] (2) 3y (4) (5) (&)

1. Gratuity 20 . 15 75 36 24 170
funds (21.74) (28.30) (57.69) (62.07) (55.81) (45.21)

2. Corporate 20 1 4 1 2 28
sector (21.74)  ( 1.89) ( 3.08) ( 1.72) ( 4.65) (.7.45)

3. Banks 50 37 51 21 17 176
(54,35) (69.81) (39.23) (36.21) (39.53) (46.81)

4, Others 2 - - - - 2
( 2.17) ( 0.53)

TOTAL 92 53 130 58 43 376

(100.00) (100.00) (108.00) (100.00) (700.00) (100.00)

Note: Figures in parentheses are per cent to total,
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tapped in the country. A point of interest is that the

response to this issue was better (70 per cent to 86 per
cent) in Cuttack, Quilon and Ambala than in Iucknow and

Delhi (where one=third of the home owners responded).

AMmost one-half of the respondents felt that
commercial banks should provide housing finance and roughly
the same proportion identified gratuity funds as a potential
source, An increased role by the corporate sector was sugg-
‘ested mainly by home owners in Delhi (Table III.24).



IV, HOUSING FINANCE MARKET AND FINANCIAL
INTERMEDTAT TON

1. Introduction

The major suppliers of housing finance in selected
Indian towns were identified in Chapter III and quanti-
“tative evidence was also presented on their relative
importance and role in the resource mobilisation efforts
of home owners. It was seen that the informal housing
finance market plays a most crucial role and that insti-
tutional financial intermediotion in housing is in a highly
underdeveloped and unorganised statec.

In order to provide the proper perspective for a
discussion on the strategy for, and modalities of, stren—
gthening the housing finance market (in Chapter V), ean
asscssment is made in this chapter of the operations in the
formal end the informal housing finance markets., In the
process, the inadcquacies in the existing housing finance
system and the main constraints on the spread of institu~
tional intermediation are identified. Some estimates are
also presented on the smual flow of funds from major
institutional intermcdicrics into the housing sector and
on the rclative size of the informol housing finance market.

in the country.

2. The Informal Housing Finance Market

As noted earlier in this study, the informal
housing finance sector, in the absence of well~developed
institutions, becomes the main catalyst of housing sector
nctivities., It includes all unorgsnised and non~institutional
supplies of finances,
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a. Evolution and role. The informal credit market in
India has existed for centuries., At one time the system
focussed around the local money-~lenders and pawn-brokers,
often the village landlords who were also the feudal lords,
and the village traders who supplied most of the Llocal goods
and services. This group gradually developed into the main
nucleus of trading and industrial activity in the country
by providing finances for such activity, or by undertaking
such activity themselves, much before organised financial

intermediation came into being. Many of the major business
and industrial houses in India either received support in
the initial yecars from the indigenous money lenders and
indigenous bankers (who dealt in "hundis®) or were themselves
engaged in these activities. With developments in the
financial markets, the role of the indigenous money lenders
and bankers has been declining in scctors like industry and
trade. In the housingvsector,’however, the informal credit
market continues to play a prominent role,

be Dalient features., The important characteristics of
the indigenous financing sector are:

(i) Easy accessibility. No specified working
hours, hence accessible practically round-the-clock;

(ii) Quick processing. There is no need to fill

any form, provide ony evidence, guarantee, documentation
or proof of credit-worthiness or on repaying capacitys

(iii) Flexible collateral, Collateral norms are
flexible, depending on the borrower-lender relationship
and on what the borrower can offer. Besides jewellery

and property, household goods and any other article having
a marketable value are accepbable. Finance is sometimes
provided even without any collateral:
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(iv) Unequal bargaining power, The assessment of
the value of the mortgaged property and the terms and
conditions relating to the financial assistance are
unguestionable;

(v) High rate of interest. The normal rate of
interest ranges from 15 per cent to 36 per cent. The
effective rate is much higher as the interest is deducted
at source at the time of disbursement of the loang

(vi) BExcellent monitoring system. The banker,
being a local person and operating at the grass-root level,
is fully aware of the sources and the timing of receipts of
the potential borrower, the amount &nd timing of his
liabilities, details of his creditors, etc. ;

(vii) Good rccovery reccord. Fear of forfeiture of
higher~valued property, public disrepute in case of default
end fear of rough recovery methods cnsure a good recovery

record,

‘The informzl housing finance market consists not only of
the indigenous money lenders and bankers but also includes
extended family members including relatives, friends,
business associates ond employers, In addition to these
sources of finance, o home owner mokes use of his accumu~-
lated savings in cash and/or resources obtained by liquis-
dation of assets that he moy have acquired through his own

efforts or may haove inherited,

Some quantitative evidence on the role of the
informal housing finance market and its broad structure
has been presented in Chapter III,
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c. Notional and effective interest rates, The most

important features of financisl assistance provided by the
indigenous money lenders-and bankers relates to its cost.
While official data are not available, discussions with
home ovmers, builders, land developers and others who had
tapped them for purposes of housing finance, as well as to
meet other financial requirements, havé revealed that the
rate of interest generally ranges . from 15 per cent to
36 per cent and sometimes it is even higher, What is more
important is the method of computation =amd recovery of the
interest,

The interest is computed on the total amount of the
loan for the full loan period in advance at the time of
loan negotiation and full deduction is made at source,
at the time of disbursement. This practice pushes up the
effective rate of interest. The effective rate of interest
measures the real burden on the borrower and is dependent
upon the amortisation period, as can be seen from Table IV,.1.
The effective cost works out to be Ligher, the longer the
period of amortisation,

On average, loans in the informal credit market are
renewed cvery three to four months, and are never available
on a long-term basis.

3. The Formal Housing Finance Market

The formal segment of the housing finance market
can be divided into two parts: general financial institu~
tions (GFI) and specialised housing finance institutions
(SHFI).
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TABLE IV.1

Notional and Effective Rate of Interest in

Informal Cred.t Market

Gross Notional Loan Interest Net Effective Annual
Loan rate of period amount loan rate of ceffective
(Rs) interest  (months) (Rs) ERS) interest rate of
(per cent) 1=4) during loan interecst
%erigd Col.(6pXA12
cinioogeg) Col.(3)
(1) (2) (3) (4) (5) (6) (M)
100 36.0 12 36,0 64 56.3 56.3
100 36,0 9 27,0 73 37.0 49,3
100 36.0 6 18.0 82 22,0 44,0
100 36,0 3 9.0 N 9.9 39.6
100 30.0 12 30.0 70 42,9 42,9
100 30.0 9 22.5 T7.5 29.0 38.7
100 30.0 6 15.0 85 17.6 35.2
100 30.0 3 Te5 92.5 8.1 32.4
100 24.0 12 24,0 76 31.6 31.6
100 24.0 9 18,0 82 22,0 29.3
100 24.0 6 12.0 88 13.6 27.2
100 24.0 3 6.0 94 6.4 25,6
Source: Based on discussions with land

developers and builders in the

private sector and other indi=-

viduals who had availed of the

gservices of the informal credit
market,
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8., Objectives and role, The GFI sector includes the
commercial banks, insurance companies (consisting of the
Life Insurance Corporation ot India and the General
Insurance Corporabtion group) and the provident fund
orgenisations. Financing of housing is not the primary
function of GFI. Their participation in the housing

sector is mainly because some propcrtion of investment is
expected to be made in selected priority sectors in the
economy which include housing, wnd partly to meet, to

some extent, the housing finance needs of employeecs,
members, beneficiaries and business associates. The

main objectives of GFI are to safeguard the interest of
their major clientele and to provide to them an adequate
rote of return on their savings/investments. The inci-
dental nature of the participation by GFI in housing
finonce activities is perhaps also due to the fact that,
Tinanecial support to housing has to be on a relatively
low rote of interest and on a long~term basis and, therefore,
investment in housing does not yield an attractive rate of
return.

The major specialised housing finance instituti-
ons are the Housing and Urban Development Corporation
(HUDCO), the Housing Development Finance Corporation Litd.
(HDFC), State Housing Boardsond Co-operctive Housing
FTinance Sccieties, They provide finances, either directly
to individuals to acquire their own house or to institu~
tions which implement a housing programme.

The HUDCO finances housing and infreastructure
development activity at the institutional level, under-
taken by the state developmént authorities, state housing
boards, and co-operative housing societies, The HUDCO
does not give home loans directly to individuals. The
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State housing voards primarily provide built~up houses
and sites on various terms of payment but a few also
-provide direct uome loans to individuals, Development
authorities and housing boards which construct and make
aveilable houses on o hire-purchase basis, implicitly
perform the Tunctions of a specialised housing finance
ingtitution at the individual level. The co~operative
housing ond building socicties and the HDFC are, however,
the only organiced ond specialised institutions that
directly provide housing finance at the individual level,
While the co~operative societies provide housing finance
mainly to low-income and middle-income groups, the HDFC
finances largely middle~income and high~income groups.ll/

b. Resource mobilisation. The HUDCO mobilises its
resources mainly from the LIC and the GIC ond through its
dokh~~%ures, subscribed by the State~level housing finance
institutions on the guarantee of government; it also gets
some international assistance. The State housing boards
get most of their finances from state budgets, the LIC and
the HUDCO and co—operative societies from the LIC, the
HUDCO and their own members (in form of membership fees).
Little effort is made Hc tap household savings other thon
membership fess collected by co=cperative societies. One

reason is that the housing sector needs low-cost funds

and houschold savings are difficult to mobilise, unless

on attractive and competitive rate of return is offered.
Therefore, due to resources constraints also, the services
of the SHFI institutions carmot be easily extended,
quentitatively as well as qualitatively, to the conven—
tionally non~credit-worthy segments of the population,

11/ The HDFC assistance to corporate housing progrommes is;howevex
intended for low-income employce housing in industrially
backwerd arcas,
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The HDFC has made some attempt to tap household savings
through its equity shares, loan~linked deposit scheme and
certificate of deposit scheme but its efforts mobilise onl
a negligible proportion of available household szat,v:i.ngs.-1'%4;y

ce. Capital market and the housing sector., There is

little interaction between the national capital market and
the housing sector, primorilybecause there does not exist
any institutional framework to link housing with the capital
markets, and banks are not allowed to lend money to indi~
viduals for housing (except to a limited extent), The low
return on the dcbentures and bonds of the HUDCO and the
State housing boards, restrict their subscription to
institutional agencies, including finanecial institutions,

- commercial banks and provident fund orgonisations, The
debentures and equity shares of the HDFC are also mainly
teken up Iy institutions, and only to some extent the
equity shares are purchased by individuals, The national
credit market, thcreforec, mekes o small contributicn to the
finonecing of housing, unlike in the case of financing of
industrial, asgriculturel, internal and external trade
activities,

12/ The HDFC has mobilised, as on June 30, 1983, Rs 9.98
crore as equity share capital (about 16 per cent or
Rs 1.60 crore subscribed by individuals), Rs 66,60
crore through its Certificate of Deposit Scheme of
which about 25 per cent (or Rs 16,65 crore) is
contributed by individuals and Rs 0,47 crore through
its Loan-Linked Deposit Scheme (wholly contributed by
individuals), Thus, direct mobilisation of household
sector savings stands at Rs 18,72 crore, or 0.1 per
cent of the estimated household sector savings of
Rs 19,812 crore.
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Adequate data are not available on the proportion
of national resources mobilised by the housing sector from
the domestic capital market. Amongst the major financial
institutional agencies in the country, the commercial
banks, the LIC, the GIC, the UTI and the IDBI, for example,
directed shout one per cent of-their annual investments in 1982-82
into housing. The flow of funds through the domestic stock
market intoc housing is negligible. Tneoe financial flows
compare very voorly with +those in countrics like the USA,
where about one=third of the national credit flows into
the housing sector, While it may not be a feasible and
practical proposition to expect such a large proportion of
domestic credit flows into the housing sector in India
over the next decade, an abttemnpt should be made to gradually
incresse the proportion to around 15 per cent.

Tue main factors which mzy explain the low level
of interaction between the domestic capital market and the
housing sector are:

(i) There is no mass level institutional framework
for mobilising savings at fairly competitive
rates of interest;

(ii) Commercigli bamks are not allowc. to invest
in housing as a znormal btusinex: operationg

(iii) The capital market may supply mainly short-
term funds but the housing sector needs
basically long~term credit;

(iv) The supply of saleable financial assets like
equity shares, bonds and debentures which
offer an attractive rate of return is
negligible;
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(v) Due tc the unattractive rote of return
offercd on'the investible assets by housing
sector institutions, there is o negligible
demand for them from individuals ond only
Cdnstitutionoal iavestors who can include such
investnent for meeting the statutory require-
ment ratic or who have officinl relation with
them, tend to invest; ond

(vi) 1Investment in the housing ssctor is generally

' - congidered to be o high-risk prone activity,
in view of ncon-avoilability of suppert
facilities comonly availoble in develcoped
housing finance systems all over the world.
These support facilities include schemes for
mortgage insurance to provide security against
defoult, adequate land monagement system and a
nechanism te refinonce mortgage originating
institutions sc as tc increase the liguidity.

It has to be realised that, by and large, the housing
sector in the country will have to obtain its funds
frow the cupital market at more or less competitive rates
of interest. The major purpose of any housing finance
system would be to bring this about. A separate scheme
would have to be worked out to provide for low-interest
loans to the EWS category of home owners, The LIC, GIC,
banks, etc,, should be induced to make a small contribution.
Concessional inter:: 5 rate loans cannot be mod> the baclzbone
or basis for any viable housing finance system.

4, Builderfs Financé

There are two phases of housing activity,
firstly, ' the acquisition ond development of
lond and the construction of the house, and sccondly, its
sale to the home owner. A developed housing finence
system should mcet the financial needs of both these
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programmnes., Generally, countries with a developed housing
finance system have =z two-tier institutional sitructure
under which short—teérm “construction finsnce® is provided
to the builder to complete the house and long~term “home
finance™ is provided to the home owner to meet his
financial needs., The under-developed organised sector
housing finance market in Indie is presently gearcd to
meet, and that too only partially, the home ownership
finance.

a. Stages of housing finance requirements. On the
basis of discussions with leading land developers and
builders in the private sector in different parts of the

country, the following scenario has emerged on the method
of financing resorted to by the building scctor,

ru. rfirst stage, in the series of activities which
leads to the construction of the house, is the acquisition
of land. About 15 to 20 per cent of the final cost of the
property is generally invested at this stage.lé/ihe land
developen/builder has no access to finance at this stage.
He has to depend only on his own funds and that of his
extended family, and c¢n borrowings from indigonous money
lenders and bonkers. The second stoge involves the develop=
ment of plans for the building and obtaining of the
relevdnt approvels from respective local bodies. It is
estimoted that 2 per cent to 5 per cent of the final cost
has to be incurred at this stage, again financed by the

13/ The proportion mey be higher in the case of lands
sold through public auctiong, characterised by
scvere competition to acquire valuable urban lond,
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tand developer and the indigenous banking sector. The
third stage involves the development'of basic infras~
tructure on the land (levelling of land, building of
approach roads, boundaries, temporary water and electri-
city connections, etc,) which involve an expenditure of
ooout 10 per cent of the total cost. After the completion
of stage 3, the land developer makes an announcement of
the housing scheme. At this stage, he receives an initial
edvauce from the buyér, generally 15 per cent to 30 per
cent of the estimated total cost. From the amounts so
received from the prospective home owner, the builder

may repay the loansobtained from the informal money market
and from others and also replenish his own resources,
wiiich had been used during stage 1 to stage 3.

At stage 4, the builder attempts to sell as many
¢f the p.owosed residenticl uvnite as would cnablc him not
cniy to repay fully his short—term outstandings, but also
to meet the estimated total cost of construction.
Generally, he reserves o specific precportion of the pro-
posed residential units as ‘stock-in-~trade, to be released
in the market at later points of time to earnm higher
profits through price cscalation, Discussions with
gseveral builders have shown that if 2all thc 1esidéntial
units are sold out ot stage 4, the profit morgin on the
overall operation would be between 25 per cent and 40
per cent. However, if the builder is able to maintain
a stock~in~trade of about 40 per cent to 60 per cent of
the total proposed residentizl wnits, for subsequent sale,
he may earn on overall profit of 70 per cent to 80 per
cent. When the stock-in~traode is a relatively highe
proportion of total residentinl units, the builders very
often mortgage them to indigenous money lenders and
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bankers for short-—term construction credit, if necessary,
and such indigenous suppliers of short~term credit are
also given the option to buy the mortgaged property
subsequently at a premium which is lower by Rs 5 to 10
per sq.ft. than the prevailing market price.

The actual construction (stage 5) commences only
after the Yhouses! have been sold and initial advance
obtained from the potential home owners. The developer
first procures the building materisls for the first phase
of construction, which in the case of a medium-sized
residential group housing unit, is completed in about a
month. At the samec time, letters are sent to the home
owners for the second instalnert. The,second.phase of the
construction commences more or less after some of the
second instalments have been received from the home
owners .G the same process of procufement of building

swerials and actual constructior activity is repeated over
thé‘subsequent phascs of the construction programme.
Depending on the availaobility of finances from the home
owners znd of <basic building matericls, the construction
programme is phascd out over 4 to b construction cycles.

The potentinl home owmers, thus, p.y instalments
towards the construction of the house, as called upon by
the builder. The amount of the instaolment and its
timing is related to the phasing'of the construction
programme. The final instalment, which is generally
10 per cent or less of the total cost, has to be paid
by the home owner at the time of taoking possession of

the house,
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It has been estimated that during the construction
programme, the builder requires about 30 dsys! working
capital. In effect, the working capital would cover 1
to 1% cycles of the construction programme, assuming that
the home owners pay their instalments in proper time,
building materials are available and the required number
of residential units have been sold.

b. Financial stajie of builders, The foregoing analysis

based on discussions with leading builders in the private
sector and with others who are knowledgeable about such
activities, has rcvealed that there is very little financianl
involvement of the builder, except at the initial stage of
acquiring land, developing it, obtaining the nccessary
permissions and making thce onnouncement of the housing
programme %o the prospective buyers. All these activities
accow t Tur about 30 per cent of the total cost of the
heouse, Maequate finance to the builder ot reasonable cost
would be desirable because, in the absence of such
finance, the high cost of financial accommodation from the
informal money market is invariably pushed forward to the
ultimate home owncr., Therefore, appropriate provision of
institutional finance may lead to a substantial reduction
in the final cost of the house and, tec that oxtent, reduce
the burden of resource mobilisation at the home ovmerts
level, The provision of short-—term construction finance
or Ybridge finance' to undertake the actual construction
work would allow for greater flexibility in housing
construction ond, at the same time, reduce the total cost
to the home owner. A'housing finsnce gystem may, there—
fore, function on a2 two-~tier basis: a short-term bridge
finance at the construction stage ond o long-term home—~
loon fihance, thercafter,
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The debt +to personal capitel ratio of the builder
is estimated to be 431, i.e., for every rupee of the |
builder?s cgpital, borrowings are Rs 4, At the prevailing
high cost of borrowings from the indigenous money mar‘et,
it has been estimated by builders that the overallﬁigjgrest
cost of the capital to the land developer/builder méy be
in the region of 2% ner cent to 30 per cent.

c. IEmerging public sector pattern, Over the last

five to sgix years, the private sector model of self-
financing of housing by the nhome owncr is being increa—
singly adopted by public sector agencics. The scheme was
initiated by the Delhi Development Authority and the
practice is being followed by development authorities in
other parts of the country. The initial registration
deposit ranges from Rs 5,000 %o Rs 15,000 for different
categering of houses (LIG, MIG, HIG) followed by 25 per
ceut instulment (including the initisl deposit) at the
time of allotment of the residential unit on paper and
before the construction actually commences,

After the requircd 25 per cent of the estimated
project cost is collected by the development authority,
the development of land and the first phase ¢f constru-
ction commences. Subsequent instalments collected from
the home owner arc phased out according to the constru-
ction programme, one instalment generally collccted every
gix months. The final instalment, which is usuzlly less
than 10 ver cent of the estimated total cost and any
subsequent amount due to revision in the estimated
project cost because of escalation in the construction
cost, is collected at the time cf actual delivery of the

house,



In the cage of the hire purchase schemes of
State housing boards, an initial amount, generally 415 to 20
per cent-of total cost, has to be paid at the time of
allotment and the balance nas to be paid in equal monthly
instalments over 2 period of 10 to 15 years.

5. Major Tnadequacies and Operationgl Constraints

Tiie analysis in Chopiter III,based on data and
the expericnces of a somple of home owﬁers, brought out some
of the weaknesgses in the existing system of housing
finance. It was also seen that institutional financial
intermediation played a minor role in the resource mobili-
sation efforts of individuals., Some of the major inadeque—
aclios in the existing institutional system of housing
finonce are now examincd,

Tlhe major inadequocies can be classified broadly
ander two categories:

(i) Institutional inadequacies, inherent in ony
conventional finoncing system; ond
(ii) Operotiongl. inadeguacies, specifically relevant

to wn under=ucveloped housing finonce system,

(i). Conventional finoncing system. a conven-
tional financing system, even if it is well-developed,

canmot ensurc o free flow of finances to all finonce=
seeking applicants. The restrictive access to o conven=—
tional finonce system is a direet result of its approach,
practices and norms that effectively Vdisqualifyt! =

lorge proportion of potential borrowers. The disqualifi-
cations are linked to one or morc of several eligibility
criteria that form the basis of o home loon appraisal.
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a. Adegugte income level, In several countries, a

minimum income level is considered an 'eligibility?
~riterion.Y In India, there is no specific mandatory
income level to disgqualiriy a home-loan aspirant (individual
or household), but other =ligibility criteria implicitly

“eke into account the minimum income factor.

b. Regular and verifiable flow of income. Evidence

of o regular and verifiable flow of income in the past,

and which is expected to continue in the future (at least
avi?ag the amortisation period) is the first eligibility
criterion. Such aon approach makes the salary/wage—earning
sector ond the high~business income sector the prinme
Ltarget group. In the procesé, small traders and others,
especially engaged in informal sector activities, with
irregular ond unverifiable income flows, become ineligible.

T the Indion context, a large segment of the
population derives income from informel sector activities.
Tery often, income accrues in periodic and irregular
flows, and the employument may also be seasonal and/or
highly wmobile in nature. Such income earners are alsc
not able to provide nny verifiaoble evideace of their
income pattern or on its stability., Even within the formal
sector of economic cctivities, a large prcportion of
income—~earning individuals/households haove irregular end
unverifiable income flows. The conventional approach to

14/ In the Latin American countries, for example, the
level is g 4,000 per annum and in the Philippines
2 2,288 alarge proportion of the population does
not gualify for institutional finances on this
ground alone,
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housing finance intermediation overlooks the needs of

these people.

The housing finance system, as it operates today,
thus, becomes highly inequitable as the majority of the
people who get disgualified from availing of its services
on the ground of irregular and/or vaverifisble income belong
to the economically weaker sections,

c. Acceptable collagteral., Bven if a potential home

owner has a regular flow of income, with verifiable and
acceptable evidence of it, a major constraint arises in
providing a collabtersl when the property is jointly owned
or is under construction and the land itself (in casc of

a flat unit) does not belong to the borrower, The conven=—
tional practice is to then accept as collateral, until the
property can be properly pledged, some albernastive assets,
which 2re easily and conventionally marketable and
zcceptavlie, These collateral assete include shares and
stocks and life insurance policies., However, only a small
proportion of Indisn populztion/households own shares and
stockse or subscribe to life insurance policies.

In the absence of acceptable monetary assets, the
conventional financizl institutions may acceph a guarantee
from an individual with acceptable collateral assets or
with substantial regular and dependsble income, or from
an Yacceptable! cmployer in the orgenised sector. Such
guarantors are, however, not easily covailable even to the
relatively high-income potential borrower in major
metropolises, with an annuynl income say, of above
Rs 25,000, They may be -available to an even lesser extent
to low income and middle income individusls/houscholds,
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especially in smaller towns and semi-urban areas. Hence,
the need to examine appropriate forms of interim collas

Yeral becomes c:mcial.j5

(ii) Operational inadeguacies of an under-

developed housing finance system., The operational inade-

quacies in an under—devecloped housing finance system put
further constraints on its accessibility to potential
borrowers, These are related to the size of the loan,; the
initial contribution of the borrower, the low loan-to-
nome value ratio, fixed and regular omortisation repayment
schedule, specific period of amortisation, high loan-
servicing costs and complex loan terms and conditions,
which are difficult to understand and/or comply with.

d. Loan amount, In many developed and developing

countries, a minimum loon amocunt is often prescribed in
order to make the processing ond servicing of the loan

an ecoromically viable propogtion to the financial
institution, In India, some minimum loan norms have been
12id down (in the casc of HDFC, for example, it is

Rs 7,000) but the major problem relates to the monetary

15/ It may be mentioned here that Indian households,
generally possess assets like basic trede tools/
equipments, inventory in shop/stores, transport
equipments (cycle, scooter, taxi, truck), jewellery,
and household goods like sewing machines, expensive
clothes, antiqucs, utensils, television, fans, ectc.,
which may be rclatively portable, but are valuable
and marketable assets and, cumulatively, their value
may be guite substantial, While these assets are
acceptable as collatersl by the indigenous money
lenders, the conventional financial institutions do
not consider themn as proper collateral assets, While
the intention is not to suggest that financial insti-
tutions act as petty pawn-brokers and collect and store
houschold goods in return for a home loan, it msy be
considered whether on the basis of such assets, a system
of group guaranteec in closely-knit communities, as is
prevelent in some developing countries, could be
developed.
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ceiling on the size of the loan. Various restrictive
conditions increase the margin between the size of the
home loan that may be desired and the size of the home
loan that is actually granted. These restrictive
conditions are related to onc or more of the following
determinants of loan anounts

i. Total cost of the houses

ii, Minimum self-generated component of total
cost;

iii, Income level of the potential borrower
(the BMI is fixed at a specified proportion
of income, generally around 25 per cent):
and

iv, Monetary ceiling on home loan to any single
individual.

As a result of these restrictive norms on omount
of home loan, the self-mobilised resources finance =
larger part of the totzl cost of the house than institu-
tional finences, Evidence oh this situation, relating
to the experience of 272 HDFC borrowers, has been
presented elsewhere (Lall, 1982), the HDFC contributing
41.5 per cent of the total cost of he house and thc
self-mobilised resources providing roughly thrce-~fifth of
the total finances. Further, the proportion of sclf-
generated funds seems to be inversely rclated %o the
level of the individuvuall!s income.

e, Initial payment, In the Indian context, the
housing finence support 2t the institutional level is

available only after some proportionate amount is paid
by the individual towards the total cost of the house.
The proportion is generally cround 25 per cent., Further,
as a general practice, the housing finance institutions
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provide their assistance only after the full targeted
contribution of the bLorrower has been made,. While,there
may be some merit in such a policy, that is, it ensures
the full financing of the house when the financial insti-
tution may make its contrivution, it places undue strains
on the home ovmer and substantislly restricts his accesg—
ibility to institubtional finance. A small down payment
or initial investment by the individual does not necess-
arily suggest that, subsequently the individual may not
bring in his remaining contribution, as agreed upon. A
low initial contribution by the individual based on his
current savings, is likcly to encourasge him to decide

to buy a house at an earler simge of his earning life,
than ot present, provided he com be surc.of receiving
financial support from o specialised housing finaonce
institution to meet o substantial part of the cost of

the house, and if his own totol contribution can be

staggered over o period of time.

f. Loan to cost ratio., A closely rclated constraint

is the explicit or implicit condition of o home-loan to
home cost rotio., The HDFC expects o minimum contribution
of 30 per cent, but in practicc, a3 was scen in Section
4(ii)(a) of this chapter, the proportion works out to
about 60 per cent. In the case of co~operative housing
societies, the proportion varies from State to State and
the range of contribution of the co-—operative socleties
is from 55 per cent to 60 per cent of the cost of the
house, In the caose of HUDCO~finznced housing schemes,
the institutional contribution mey range from 40 per

cent to 50 per cent of the cost of the home, except in
case of low—income housing, where it is 100 per cent for
houses costing upto Rs 5,000 (For details, sce Table A,IV.1).
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g. Amortisation schedule. The period of amortisa~

tion is generally between 10 years and 20 years, or the
age of retirement, whichever is earlier. In some
countries, the maturity of home-~loan mortgages goes upto
30 years. But short-~term maturily mortgage is also
available if the individual is not ready to pay a high
interest liability for a long maturity period loan.

Another issue relaoting to the amortisation
sciedule is the stipulation of a regular and fixed HII,
which does not take into account fluctuations and changes
that are likely to toke place in income levels over 2
period of years. This system places an uwnduly high
burden during the initinol years, when income levels are
lower., A graducted payment mortgage (GPM), by toking
into account the increases in income levels over the loan
period in computation of the EHII, would resolve this
problem by reducing the burden in the initial years.

Thirdly, the computation of the EMI is largely
based on norms followed in developed countries, where
it is felt that o average houschold can save about 25
per cent of its gross monthly incomne. In the casge of
the HDFC, for example, the HII is generally around 25
per cent of gross income., It would be desirable to study
the income and expenditure patterns of Indian houscholds
and then frame some norms on the proportidn of income
to constitute the HMI at different income levels,
Availoble data of the National Sample Surveys show that
the proportion of income that is used by Indian housecholds
to purchase basic consumption items like food, essential
servicces and non~—durable geods is inversely related to
the level of income. In the very low income groups, these
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expenditure items account for 70 per cent to 80 per cent
of the total household budget, whereas at higher income
levels, they may account for not more than 25 per cent to
30 per cent. Hence, the availability of income to be
diverted towards the EMI mey be as low as 5 per cent to
10 per cent in the case of the low income houscholds but
nay be even as high as 35 per cent to 40 per cent at the
other end of the scale.-L/p

A fourth issuve relates to EMI payment centres.
The experience of meny owners of residential units
provided by State housing boards on a hire~purchase basis,
for example, has not bhee.: too happy. The centres are
generally located at o considerable distance and there are
also difficultics presented by haphazardly-maintained records,
etc. The problems are accentuated in the case of indi-
viduals with traonsleravle enployment or who arc engaged
in highly mobile occupations.

h. Rate of intercst. In India, the rate of interest

that a borrowerfhas to pay to a housing finance institu-
tion is generally lower than what he may have to pay to a

i A M i © e

16/ Data presented by the National Sample Survey (28th
Round) show that in 1973~74, the expenditure in the
femily budget on a basic consumption item, like focd
goes down progressively with increase in income of the
hcousehold, both in the urban aond the rural areas.
Thus, for example in the urban areas, food items alone
accounted for around three~fourth to four-fifth of the
monthly household expenditure upto an income level of
Rs 350 but less thon one~half of the monthly household
expenditure ot an income level exceeding Rs 950, In
the rural areas, the respective share of food item
exceeded four~fifth of the monthly household expendi--
ture for inceme levels upto Re 350 and less than one-
holf for income level ecxceeding Rs 950, It is likely
that the proportions are even lewer at very high
income levels (Fer details, see Tobles A IV.2 and
A.IV. 3) L4
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commercial bank and substantially lower than that to be
paid to an indigenous monéy lender or banker., Further,

a2 preferential interest rate policy has become a special
Teature of the interest-rate structure., The preferential
rate of interest is linked either to the income of the
borrower and/or to thc amount of the loan. In either case,
10 cognisance is made of the income potential of the
ndividual in the future, As such, the burden of interest
payment, even on a preferential basis, is more in the
initinl years than later. Some weightage to the age of the
individual in the computation of the rate of interest may
facilitate a more realistic spread over of the interest

amd repoyment burden on vhe individual over the life of

the loan, as under a GRI system.ll/

This does not suggest that interest rates should
be subsidised for the youngcer borrower, for subsidy in
interest rates may be granted, on a very restrictive basis,
only to the EWS, With the inflation rate being around
8 per cent to 10 per cent, a nominal rate of intcrest
of around 14 per cent for home loans does not secem
unreasonables;. only for the EWS,; the rate of interest should
be lower.

i. Complicated procedures. The conventional spproach

is based on complicated procedures, requiring substantial
data and information on the home cwner's family, occupa-
tion, income, sovings potentiol and housc prcperty, opart
from referénces, guarantees, and compliance with several

17/ For on exhaustive ocnalysis of this issue,
see Lall (1982),
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“egal documentelion processes. Potential borrowers,
even those who are wellweducated and resident in major
metropolises, find the processing and documentation
formalities a tiwe- coooviing end incomprehensible expers
ience. The capebility of merely literate and semi-
literabte borrowecris and those resident in distant locae
tions, with rcletively little access to advice and
guldance to understand the procedures and meet the
astringent terms and conditions (references and gusrantees,
in particular), is otill lower, In ‘effect, a large
segment of such pcople cannot avail of institutional
Tinance, even when they may be aware about its availa~
bility and may be considered as Teligible! by the
financial institution.

J. Affordasble housing for the poor. Public housing
programmes crc, in particular, mainly directed towards the

economically weaker sections of the population. Financial
assistonce by the HUDCO through State housing boards and

co ~operative sccicties is earmarked largely for individuals
in the EWS and LIG groups., In the case of the EWS,; the
sites and services projects are formulated on the basis

of self-help principle, with traditional or rationalised
methods of construction, so that the total cost of housing
can be considerably brought down to levels which are
affordable to the beneficiaries. |

Political demands, however, lead to provision of
high stondards for public housing, regardless of the
cost, ond this leads to construction of residential units
whose costs are far zbove the affordability of the target
groups, There are clsce administrative problems in



- 122 -

implementing the programnes because, very often self-help
programmes are administered by technically-oriented personnel,
who may be skilled in construction activity but who may not
be capable of organising, motivating, training and managing
people in self=help and construction activities. This
problem is not special to India alone, and a United
Nations' study has presented examples of self-help prograw
mnes "whose bencfits ncever reached the lower-income groups®
and where “the stories of successful targeting are almost
always exceptions to the general rule” (United Nations,
1978, p. 17).l§/‘

A practical way to reduce home costs is through
lowering of standards. While maintaining necessary norms
in house construction, tne high conventional life-—span of
houses (say, 80 to 100 years) neceds to be realistically
: zduced, so that homes arc not only affordable in ter
of current levels of incomes of the beneficiaries, but also
allow for fubture upgradaticn in standards, in line with
improvements in income levels, What is more relevant is
the provision of a suitable residentiol unit at an afford-
able price and not the provision of a Ypermanent! structure
which is not affordable 2t current levels of income.

The present practicc of providing 'high—cost'! houses,
relative to the affordability of the target group,
therefore, needs to be re—examined so that the effective
beneficiaries of public housing prograrmes for the poor
are really the target groups.

s s A A S . -

18/ United Nations (1978) Non—conventional financing
of housing for low--income households, This document
containg on intformobive discussion on M“JCP limit--
ationgs inherent in conventional financing systems.
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Another problem concerning the availability of
public nousing finance to low income households arises
to people who cannot meet them., As a result, the category
of people who reguirc public housing support the most get
disqualified in practice and cven though they may get the
benefits on paper, the real beneficiaries are often the
non-target groups,

It is pertinent to emphasise that the antiquated
definitions of income groups devecloped in 1974 have contri-
butcd towards the disqualification of a large segment of
people from being cligible for houses which they can afford,
In the absence of any revision of the norms, for example,
even the lowest category of salary—income recipients (e.g.,
sweepers, messengers, semi--skilled workers) in the orgenised
gsector get disqualificed for am EWS or LIG house gs their
monthly emoluments exceed Rs 600 and they find that a MIG
house to which they are *eligible" is not really affordable.
It has also been pcinted out during discussions in several
States, that a umiform *national” norm on ecligible income
level, cost ceiling, size of house, etc., becomes irrele-
vant at individuel towm ond district levels, with varying
degrces of development, income generation capacity, Jland
prices and cost of living, among the socio—economic
factors that have a bearing on affordability of a shelter.

The norms for public housing should be formulatcd
under three or four brozd categories, taking into account
urban, semi-urban and rurcl/tribal nature of locations,
Norms should also toke into account the level of develop-
ment of the location snd of basic infrastructural and
other facilities. Therefore, inmovative adaptations are



needed to support conventional financing approach and
norms and a new institutional set-upr has to be created
which would, in particular, support the low incone
housing finance progfamme in a realistic way. To quote
the United Nations study (1578): "The mismatch between
conventional solutions to the urban problem and non-
conventional needs rmust, therefore, be addressed by
creating new gpproaches for dealing with the modern
conscguences of rapid urbanisation® (p. 6).

The limitations exemined in the foregoing analysis,
which arc inherent in eny conventional finsoneing system
and, in particulor, in an under-~developed housing finance
system, are related to the desire to protect the syctem
from undertaking undue risks and incurring high admini S-
trative costs of servicing small loans, lozns to low
income home owners and to. other home owners who are not
consicered credit-worthy by conventicnal norms., These
limitations could be removed through o package programme
which would, inter-nlias

i, Develop, strengthen and extend housing
finance systems through provision of support
services to spread risk and increase
liquidity;

ii, Develop innovative ond non-conventional
approaches, operational norms and delivery
mechaonisms to provide housing finonce services
to hitherto mon-eligible” gegments of home~
loen=-secking population; and

iii., Develop savings and resource mobilisation
instruments ond mechanisms to chamnelise a
growing proporticn of national savings into
housing scctor activities, and yet minimise
the risks of lenders and depositors.

\ g
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In Short, therefore, what is required is  the
creation of new institutions that will mobilise savings
for housing and give home loans to individuals, as well as
spread risk cf home loai: originators, The development of
a speclalised institutional framework wculd also help in
bringing cbout a closer interaction beiween the capital
market and the housing sector. The major policy measures
in this regard are examined in Chapter V.

6. Annmual Iavestment Flows

a. Rome estimates and pattern., The proportion of
plen outlay in housing, as was seen in Chapter I, has
fallen significantly since the Pirst Plan. This fall is
reflected in the declining share of the housing sector in
the gross domestic caopital formation (GDCF), as can be
seen from Table A,IV.4, The annual growth c¢f the housing
sector has been lower then that of the national economy,
except during the sixties (because of industrial recession)
and in the first few years of the eighties. The proportion
of annual contribution of housing to the GDCF has,
therefore, fallen from 18.8 per cent in the fifties to

10,8 per cent in the cighties,

The estimation of the contribution of housing and
allied activities to the GDCF effort is subject tc metho-
dological inadequaciesig/ Data are also not available on
investment actually taking place in housing through the
housing finance market.

19/ Thus, for example, the data include, on the one hand,
commercial rcal estate and business services, but exclude,
on the other hond, many components of housing (constru—
ctiong, for example, by public sector undertokings and by
the government in rural areas). Several types of final
consumption expenditure are alsc included in the GDCF
estimates, such as expenditure on internal and exbternal
pointing, installation of permanent fixtures like air
conditioners, lighting, wabter supply facilities ond
other eguipmente.
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Some estimates can be made of the flow of institu~-
tional finances into housingyfrom the formal housing
finance market, on the basis of sectoral investment data
presented by individual institutions in their respective
armual reports. But mo direct estimates can be made of
the resources mobilised for housing by the informal finance
market, including thosc by individual home owners, his
extended family, relatives, associates and the indigenous
monev lenders and bankers. These cstimates can only be
made indirectly through netting out the estimated contrie
bution of the formal housing finonce market from the
cstimated GDCF, on the assumption that the balonce is
mobilised through informnl credit sources.

Some estimates on the annual flow of funds into
the housing sector; basea on this methodology, were
presented in an earlier Report (Lall, 1982). Thesec
estimates have now been updated and presented in Table
Iv.z2. '

In 1982~83, the GLCF in the housing and related
sector was of the order of Rs 4179 crore and 22,6 per cent
of this was estimoted to be financed through identifiable
sources from the formol housing finance market. The
proporticnate contribution of the formel housing finance
market was, on the one hand, over-—estimated due to some
overlapping of resourcecs shown among the different
institutional agencies and, on the cther hand, it was
under~estimoted as estimntes of'GDCF also include some
non~housing activities, What is clear, however, id
that the informel housing finance nmarket supplied almost
four~fifth cf the total ormual resources in the housing
sector.
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TABLE IV.2

Annual investmgnt‘Flows into the Housing Sector

(Rs crore)

Year ending March 31 1970~71  1975-76 1980451 1981-82 1982-83
1. Formal Housing 535.77 267.15 625.50 764.03 944.01
Finance (55.35)  (18.10) (19.99) (20.66) (22.59)

a. Budgetary ., 464,48 101.66 216,03 288,27 332.88
EII§%§E§%h1/ (47.38) (6.89) (6.90) (7.79) (7.97)

i, Centre 103.94 33.31 82.61 104.71 129.19
(10.74) (2.26) (2.64) (2.83) (3.09)

ii, State and Union  360.54 6£.35 133.42 183.56 203.69
Territories (37.25)  (4.63) (4.26) (4.96) (4.87)

b, General financial 39.18 77.03 178.03 210.31 288,93
Institutions/ (4.05) (5.22) (5.69) (5.69) 6.91)

organisations

i, LIC 39.18 T4.01 93.49 129.65 145,66
(4.05) (5.01) (2.99) (3.51) (3.49)

ii. GIC - 0.132/ 7.18 9,44 10,08
(0.01) (0.23) (0.26) (0.24)

iii. Commercial banksg/ - - 11.19 7.82 6£.82
(0.36) (0.21) (0.16)

iv., Provident funds - 2.89§/ 66,17 63.20 126,37
(0.20) (2.11) (1.71) (3.02)

c. Specialised housing 32.10 88.46 231.44  265.45 322,20
Tinance institutions(3.32) (5.99) (7.40) (7.18) (7.71)

i. HUDCO 0.50 35.63  89.97 105.24  131.78
(0.05) (2.43) (2.88) (2.85) 3.15

ii. Apex co-opers 0.23 €.49 48,14 54.49 61,68
tive societies . (0.02) (0.44) (1.54) (1.47) (1.48)

iii, Primary co-opera~? 31,38 46.14 7T2.34 79.15 86,60
tive societies (3.24)  (3.13) (2.31) (2.14) (2.07)

(0.67) (0.72) (1.01)

2. Total Informal 432.23 1206.85 2503.50 2934.41 3235.22
Housing Finance (24.65) (81.90) (80.01) (79.34) (77.41)
{3 -1) -

3. TOTAIZY# 968,00 1476.00 3129.0C 3698.44 4179.23

(100.00)(100.00)(100.09) (190.00) (199.00)

WP PO

Contdeess

. P——
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TABLE IV.2 (Contd.)

Includes capital and revenue
expenditure on housing

Relates to calendar years 1980,
1981 and 1982

Estimated for 1980-81, 1981~82

and 1982-83 on the basis of actucl
growth between 1977-7¢ and 1978--79,
the last two years for which data
have becen published., In 1977~78
the amount was RBs 33,19 crore and
in 1978-79 the amount was Rs 37.57
Crore. '

Estimated for 1960-81, 1981-82 and
1982~83 opn the basis of actual
growth betWeen 1970~71 and 1975~76.
The published amount for 1970-T7T1

ig Rs 31.38 crore and the amount
for 1975-76 is Rs 46.T4 crore.

Data from Finance for Housing
Schemes = Report of the Working
Group on the Role of the Banking
System, RBI, p. 65.

6/ Gross domestic copital formation

in housing and related sectors,
including commerciazl, real estate
and business sectors,

7/ Pigures in parentheses are per

8

cent of total,

8/ Doto for Statec housing boards

have not been presented separately

os they toke loansfrom State govern-

ments, LIC, GIC aond HUDCO.

Sources:

2.

Annual
Reporte ox
concerned
instituti-
ong,

Government
of India,
Public

€SO Nationao®
Income
Accounts
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significantly more at about 5 per cent of the total annual
investment., General financial institutions, including
the LIC, the GIC, commercial banks and provident fund
organisagtions provide for about 7 per cent of the annual
investment and speccialiscd housing finance institutions for
about 8 per cemt., In each case, the proportionate share
hag been rising over the years. In the ycars to come,
resource mobilisation activity has to be directed towards
the primary source of notional savings, namely, the
houschold sector, ond a suitable institutional framework
would have to be developed for this purpose. During the
Seventh Plon, the improvement in the share of the formal
housing finonce market should be accelerated.
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This ev1dence on the respective roles, of the
formal amnd the informal hou31ng finance markets is affirmed
by our overview (Chapter III) of the housing finance
pattern in five reprcscentative towns in the country., These
results are also corroborated by the avidence presented in
other studies on the relative role of the informal housing
finance market in India as well as in several developing
coundrics.

Over the last cight years, with the development of
housing finance institutions (HUDCO end HDPC), there has
bee¢n ‘an ‘increase in the proportionate contribution of
institutional financing (Table IV,2). The proportionate
contribution of the informel housing finance market in the
annual total: GDCF in housing hase, therefore, fallen from
82 per cent in 1975=76 tc 77.4 per cent in 1982-83., The
smual rate of growth of the formal housing finance morket
during 1975-76 to 1982-83 works out to 36,2 per cent as
compared to the GDCP's onnual rate of growth of'26.2vper
cent in housing and allied activities; during the same
period, the annual rate of growth of the informal housing
finance market was 23.9 per cent.

It moy be pointed out thot as housing is a State
subject under the Indian Constitution, the Central
government, through its budgetary allocations, can
provide for only a small proportion of the fotal annual
investment. Over the last few years, thec share of
Central government has been about 3 per cent of the total
GDCF in housing. In absolute amounts, the Central govems=
ment annual budgetary allocation during‘the three years,
1980-81 to 1982-83, has been Rs 104 crore, The budgetary
allocations of the State ond Unicn Territories are



V. REFORMS IN THE SYSTEHM OF HOUSING FINANCE
INTERMEDIATION

1. Objectives of a Housing Finance System

The basic objectives of a housing finance system
should be to mobilise the requisite investible resources
for housing and to make it accessible to hitherto over-
looked locations and income categories of prospective
home owners., In addition to meeting the financial needs
of the ultimate beneficiary, namely, the individual home
owner, the housing finance system would also have to
extend adequate financial assistance to land developers
and the construction secter, and to intermediatory agencies
like business corporations, trusts and associations of
persons who may build, or otherwise acquire, houses for
their staff and associates.

An important feature of the Indian housing finance
scenario, as was seen in Chapter III, is its dual sector
composition: a formal conventional sector and a large
informal sector which has no access to any support from
the former. A closer Thteraction between the two sectors
is crucial in any scheme to strengthen housing finance
intermediation in the country.

A nationsl housing finance system should, therefore,
have the following functions:

(i) To mobilise, on an institutional basis, an
increasing volume of household savings
(through provision of attractive savings
schemes), so that a larger proportion of
national income, than at present, is
directed towards the national savings
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efforts, ond 2o growing proportion of the
increased volume of savings flows"' as
investments into the housing sector;

(ii) To mobiliss national resources through the
national capital market (the private corporate
sector and the public sector) and from domestic
contractusl savings organisations and the
international capital market;

(iii) To attain o more efficient allocation of
funds and, in particular, reallocation of
funds from relatively surplus areas to
relatively deficit areas;

(iv) To attain closer interaction between the
formsl and the informal housing finance
marketss

(v) To develop and strengthen the primary mortgage-
originating market so that its secervices may
spread to hitherto underserviced/unsecrviced
sectors, and yob maintain its viability; and

(vi) To attain a greater velocity of circulation
of available financial resources within the

housing sector, through refinancing operations.

2 ThevApproach'to Pinancial Intermedicstion

Two major issues which are relevant to the development
of a healthy housing finance system revolve around the
principle of centralisation of power ond authority and the



relative role of the public and the private sectors. In 2
federal set-up of the dimensions of India, it is desirable
to have appropriste Cenire-State norms and relationships
in sny viable and growth-~oriented financing system. It
would be cqually crucial to develop healthy norms for the
relative role of the public end the private sectors and

for interactions between them. Such specificaticn of norms
and of the relative roles is particularly important in
housing, because unlike many other arcas of development
activities in the country, housing is one area where the
public sector operates on a lowkey.The national policy also
envisages that the private sector should provide the major
thrust in housing programmes in the years tc come. But, the
gavings in the form of financial assets of households have
beon largely pre—empted by the public sector and hence,

the availability of financial resources for private sector
housing progrommes has become a major constraint.,

a., Centralisation vis-a-vis decentraolisation,

(i) Implications., Two distinct but contrasting
approaches can be visualised: a highly centralised approach
(HCA) and a highly decentrilised approach (HDCA). Under the
HCA, on opex body con be visualised to control, supervise,
monitor and develop =21l hcusing and housing finance
activities in the country, covering both the public sector
and the private sector operations, The main advantage of

a HCA, g priori, is that the pattern of housing finance
operations all over the country would be developed accor-
ding to some unifori policy and guidelines, enabling a
free flow of rescurces within the country, inclusive of
financial, physicol and monpower resources, A HCA also
facilitates the development of o systematic monitoring
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programme and provides for economies in operations, par-
ticularly in regerd to mobilisation of resources.

However, in practice, any programme of extreme
centralisation leads bo delays, generates monopoly power
and vested interests, 2dds to the overhead and operational
costs and thercby results in higher effective burden on
the ultimatc beneficiary. Further, while an uniform opersm
tional spproach has its own advantages, it tends to
overlook the specific regional and local nceds and problems.
A uniform solution may often also deviate far from the
realities and needs of specific regions. On the other
hond, a HDCA which, a priori allows for adoption of
-policies, procedures and instruments as per the épecific
needs of vhe target people, would restrict the resource
mobilisation efforts to a limited radius, resulting in
creation of areas of surplus funds and inadequaté demand
on the one hond, and areas of inadequate funds but
insatiable demand, on the cther. National and regional
resources would tend to be misallocated and/or inadequately
'utilised, The influence and deminance of local political
intervénﬁion and patronage may be more difficult to
bcountervene in a regional or local set-up, than in a
nation@l—level institution, in the absence cf any distinct,
regulatory or monitoring agency.

Between the two extremes of a HCA and 2 HDCA,
various combinations ore possible, An appropriatc HCA-HDCA
mix should be made, keeping in view the needs of the
hoﬁe owners? populaticn, the resourccs constraints and
national policy objectives,
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(ii) Operational issues. Four main areas of

operations of a housing finance system may be examined,
wherein relevant snd useful features of a HCA and a HDCA
may be drawn upon.

The first issue relntes to mobilisation of resour-
ces, A viable Lousing finmnce system should be able to
mobilise the recuisite resources on its own, and should
not depend on budgetory allocations alone for o long time.
It would be desirable to incorporate in the proposed
housing finance system, the adventages of economies of
scale in mdbilisation of financial resources from the
national a.nc't"the international capital markets. As such,
a national resource mobilisation agency may be required
to tap such funds. In fact, many of the decentralised
units may not have the necessary expertise and/or status
and public image to mobilise funds from these avenues, or
for that matter, to maoke continucus study of alternative
sources of funds, their terms and cenditions, =2nd strike
o bargaoin when interest rates and other terms are most
favourable., This would be especially true when the
international capital morket hos to be tapped: large~scale
mobilisation might allow Jor ncegotiabtion of soft credit
terms, i.e., low interest rates, longer repayment period,
etc. The benefits of large-~scole resource mobilisation
could be passed on to the uvltimote beneficiary. The per
unit operational cost of resource mobilisction would also be
lower thon when several institutions mobilise small
amounts of resources independently.

Mobilisation of houscholds savings should,
however, be left to decentralised institutions, which
would be foamiliar with regional and local economic



- 136 -

conditions, living patterns, consumption and savings
habits and other .aépects'of.local life, which have to

be taken into account when formulating appropriate and
realistic savings instruments, Mobilisation of local
savings through local institutions would alsc be a more
feasible and economical operational proposition. Host
importantly, local institutions should be given the main
responsibility for it is better, as a matter of principle,
to encourage private initiative, acumen mnd local effort.

Two different approaches are identifiable for the
mobilisation of resources on the basis of the experiences
of decentralised housing finance systems in the developed
cconomies, The first is the Anglo-American model based
on the principle of direct mobilisation of deposits from
“the household secctor, The second is the European model
based on the principlc of indirecct mobilisation of housew—
hold savings and direct mobilisation of non~household
savings through sale of bonds and debentures of varying
moturitics in the capital market, subscribed tc mainly
by institutions.

The direct individual=lcvel resource mobilisation
approach mekes use of the fiscal system to improve the
yield on mobilised resources, while the institutional-level
resource mobilisation approach basically offers a compe-
titive rate of interest on open market borrowings.

The main weakness of the Anglo-Americen model
arises from its policy of borrowing~short md lending-long
in & single cconomic activity. The system becomes highly
sensitive to inflation ond during the early eighties,
the system alnmost collapsed in the USA, as the yield on
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home loans became substantially lower than the cost of
freshly-mobilised resources. In the Buropean countries,
the higher cost of corporate public borrowings through the
capital market in terms of inflation can be passcd on

to the home owner but the housing finance institution
would also be affected to.an extent., The investors in the
capital market are also able to influence the terms of

the mortgage instruments. Further, the scope for public
borrowings through the capital market is limited in
low~income countries, with an under-developed capital

market.

In the Indian context, it would be desirable to
have a Jjudicious blend of both the resource mobilisation
opproaches for the housing finance system. While the
Mnglo~American approach to reach household savings
directly may be the strategy at the HDCA-level, the
European gpproach vig the capital market may be the
nucleus of the resource mobilisation strategy ot the
HCA-level,

A second major area of operations of the propescd
houging finance system would relate to pelicy formulation.
There are advantages in this function being performed
under a centralised agency. A uniform national housing
and housing finance plan and policy can be developcd which
would keep both national and local requirements in proper
perspective, Such a policy will offer an opportunity to
reduce inter—regional and inter-spatial differences in
housing constructions ond resources availability.

However, the national~level policy formulction activity
has to be based on o continucus flow of data and
information from the decentraliced arens of operctions,
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The third major aspect of operations relates to
home loan operations including appraisel, sanctions,
disbursement end recovery., While a centralised agency mey
draw broad guidelines, it would be desirable to leave the

regionai opecrational epproach to the
decentralised regional institutions. PFull autonomy must be
provided to them to formulatbte their own assessment
procedures, policies, crecdit norms and recovery measures,
among other things, so as to serve the needs of the
ultimate beneficiary, keeping in perspective the
institutional viability also,.

Pinally, the fourth major area of operatibns
relates to monitoring of the activities of the ultimate
beneficiaries, and this should also be performed at the
grass—root level., Guidance and directions on plans of
action may be formulated, however, at a centralised level,
based on feedback from the grass-roots level institutions.

c. Role of the public and the nrivate sectors. At

present, about four-fifth of the activities in housing in
the country, including home financing, is in the private
sector, In the formel heousing finance market, the public
sector plays, however, the dominant role. The predominant
overall role of:the’private sector is because of the large
informal housing finance market. 'However, little data

or organised information are available on activities in
the informal housing finance market or, for that matter,
even on the extent to which the private sector plan
investment targets are being realised. Some guantitative
evidence on the predominont role of the informal housing
finance market has been presented in Chapter ITI.



- 139 =

In the private sector, only the HDFC provides
housing finance, but it .supplies about four per cent of
the onnunl finances in the formal housing finance market
and an even lower proportion (about one per cent) of the finan-
ces in the.fotal howsing finance market, Even if HIF(Q's operations
were to increase three-~fold over the next five years,
its relative share of o growing housing finence market
would remain small, The co-operative housing finance
societies play a more important role, but they function
more as intermediaories of other institutions (like the
LIC and the HUDCO) aond make little systematic effort to
mobilise housghold sector savings directly. There, thus,
is a need for a multi-fold growth of housing finance
agencies if the private sector targets for housing have
to be realised in the Seventh ond the .subseguent Plons.,

Public housing finance‘operations may not oppear
spectacular or cfficient in the Indian context. The
important reasons are that, in the first place, such
operations are exposed to more public scrutiny and judg-
ment than the operations cf the private sector and,
secondly, they are directed largely towards conventionally
"non~credit-~worthy" scctors, i.e., socially and economi~
cally weaker sections of the ..population, The financing
of such sectors is done at highly subsidised rates of
interest ond the effective cost burden becomes even
higher in view of greater likelihood of defaults., Hence,
it may not be wholly proper to emphasise only the wesk-
nesses of the public housing finance system, without
keeping these issues in perspective. In spite of scveral
inadequacies in their operations(sec Lall, 1982), public
housing finance intermediation through the HUDCO and octher
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agencies has encouraged low=cost housing and pioneered some
rural housing activities. The major problems of publicv
housing programmes emanate from resources constraint, lack
of initiative and innovative,g@proaches,- especially to
mobilise resources, poor monitoring and delivery systems, .
political intervention and bureaucratic practices. As a |
result, in spite of low-cost funds being made available,
the public sector institutions are, by and large, not able
to operate in an optimal manner,

One thing is clear nevertheless: the housing sector
gets adequate feedback on public housing finance activities but
negligible feedback is available on the unorgonised informal
housing finance activities. Therefore, the policy for the
Seventh Plan and the subsequent Plans should be directed
towards, in the first place, roising the public sector
investment outlay in housing; secondly, providing the
facilities, particulafly finances,; to enable the private
sector to undertcke the target Plan activities; and,
thirdly, adequately monitoring the private sector activities,
so that Plan targets are attained, and bottlenecks, if any,
are resolved sufficiently in time.

It may be desirable, therefore, to raise the share
of the public sector in housing to, seay, 25 per cent of
the national housing activity. It would also be desirable
to raise the share of the private sector in the formal
housing finance market to the level of 25-35 per cent so
that the formol housing finance market would gradually
constitute, over the next decade, about one-=half of the

otional housing finance msrket. Such o development would
be desirable in the national interest and particularly in
the context of attaining Plon targets, because housing
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sctivities financed through the organised housing finance
market would be more amenable to effective monitoring.

The increased role for the public sector, as has been
proposed here, should be evaluated in the perspective of
attainment of Plan targets. At a later stage, when the
housing finznce system would have developed sufficiently
and o good and effective information system for monitoring
of activities in housing, both in the public and the
private sectors, has been built'up, o gradual reduction

in the rolec of the public sector is proposed.

3. Components of a New Housing Finance System

a. Perspective and approach, The snalysis of the
housing finance morket in five towns in Chapter III, and
in other studies, haos shown that only a small proportion
of new housing investment benefits from institutional

financing., The major advontages of organised housing
finance intermediation in an economy are the induction
of financial discipline, efficiency in resources use,
responsiveness to notionzl priorities and targets and net
accretion to national development activities. As far as
the specific sector, nomely, housing,is concerned, insti-
tutional financing =llows for a more systematic develop-
ment and regulation of activities, as pexr the policies

of the government =nd the norms of local bodies. The
first need then is to create and extend the institutional
framework for housing finance,

The analysis in Chaopter III, based on experiences
of home owners in five selected towns, alsc revealed the
need to meet the housing finance nceds of low=-incone
households, on the cnc hond, ond middle inceme and
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relatively affluent households, on the other. The approach
and terms of financial.intermediation for the two distinct
income groups have to be necegsarily different, There does
not seem to be a nee& to develop any speczial financial
intermediation for very affluent houscholds at high

. - 20
income 1evels.w~/

A prereguisite for a viable housing finance system
is the development of en institutional structure spanning
the entire country., As publié resources through existing
financial institutions are limited, it is necessary that
the éyStem should be built through an expanding number of
institutions at the regional level that mobilise resources
specifically for housing directly from households. An
institutional set-up which depends unduly on governmendt
allocations tends to rapidly lose its dynamism and
flexibility.

Thus, in the first place, a national-lcvel
institution should be established to promote and build
independent regional institutions, The local institutions
would gradually have to develop the delivery system of
housing finance to all groups of people in the country
~and spread their operations progressively to low~income
and other less credit-worthy beneficiaries, The process
of institutional development, thercfore, has to |
have a long-term perspective, However,; & short~term
perspective in the context of the impending Sevonth
Plan would be of immediate importance also.,

20/ Nc system of housing finance, with the requisite
monetary ceilings on loans, would be able to meet any
gignificant proportion of housing finance needs of very
high income groups. Available evidence also suggests
that they are not really interested in institutional
intermediation. '
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The viability of any housing finance system has to
e ensured and will depend not only on its capacity to
mobilise househiold savings at regional levels and to provide
home loans, but also on the availebility of support\
Tacilities to home loan originators to spread their risk
ond to have an access to some form of 'refinancing. At the
some wime, it is essential to establish o forum which would
contribute towords developing appropriate housing and
housing finance policies.

b. Proposed housing finsnce system, A three-~ticr system
iz proposed, apart from some support facilities, to develop
a healthy ord viablc housing finance system,

(i) Housing Advisory Board (HAB). The HAB will form
“he tov tier of the proposed housing finance system. It will
ha besicolly on advisory body to provide political guidancce

ord olso help in cvolving appropriate housing policies,
suggest annual housing sector allocations and promote broad
guidelines relevant to development of the housing sector,

The HAB will be constituted of the Council of
Contral and Stnte Housing Ministers, under the Chairmanship
of the Union Minister of Works and Housing., It will
comprise both officicl and non=official members,

(1ii) Nationgl Housing Finance Corporation (NHFC).
The sccond tier of the nronnsed mousing finance syshem would

be o national level specialised housing finance institution,
%o be colled the Nabtiongl Housing Pinance Corporation (NHEFG).
The NHFC moy be set up under the Indion Companies Act, 1956.
TH w11l be desiraoble not to designate the national level
irgtioution as an Yauthority! or a 'bank!'!, as the former
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nonenclature genérally suggests a bureauvcratic non--
financial function, and the latter'may be misconstrued.
by the banking authorities and misunderstood by the
people,

The NHFC should represent all interests that are

4

concernec with the developuent of a healthy housing
finance systemn. Itz Doard of Directors should, therefore,
inelude representatives of the Central governuent (e.g.,
Ministry of Works and Housing, Planning Commnission and
Ministry of Finance), State governments, national and
regional institutions engaged in housing fincnce activi--
ties and individual experts. The gize of the Board
should be restriotéﬂ to a manageable nuiuber, say, 10 to

12 meubers, so that it does not develop into a debating
socievy'! but onerates as an effective policy making body.
While the Board should be responsive to nabional policies
formulated by the government, care should be taken to
ensure that it is not unduly exposed to political inter-
vention and to bureaucratic practices. The meinbers of
the Board should be professionals, with a good knowledge
and/or experience of the intiicaciesg of national and
intemmational finances, capital markets, housing problemns,
housihg econoinics, housing policy, etc. I% would be
desirable to also cunsurc that neither the nominees of the
puolic seector institutions nor the privave sector insti.-
tutions have a direct majority oa the Board.

It would be cesirable to have as the Chairman
of the Board of Directors of the NEFC, a distinguished
person of proven .erit, integrity and professional
competence. The position may not necessarily be a full-

time one, Some of the Directors wmay be full.-time members.



The main functions of the NHFC should be:

(a) %o vnromote and develop independ dent,
autononous and financially viable housing
finance corporations, serving regional

houging aarkets;
(b) +to 1ovilise resources:
(c) to develop .1=mpower developnent programnes:

(&) %o build a management inforaation sy ster,
monitoring and evaluatory system, data

bank, etc.; and

(e) to assist the HAB in formulating housing

policy.

In its prowotional and developaental role,; the
NHFC should help the regional housing finance ingtitutions
in cesigning the right borrowing and lending instruments
and providing in the initial years, at the request ~of
the regional institutions, technical, finencial and
adininistrative support Ho bring to life regional
ingtitutions which local initiative and local investors
might want *n create, However, the NHFC should examine
thoroughly the necessity, potentvial and viability of the
proposed regionzl insvitutions which way seek its support
The NHFC should not get Airectly involved in avy lolus
processing and disbursenent activity at the regionzl
level, It may lowsvel, have, to monitor the activities
of the regional institutions as they would be the
cepository of household savings and public funds which
they may have been able to nobilise;partly or mainly,
through the direct and indirect support provicded to
then by the NHFC,
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The resource mobilisation function should be
restricted to large-scale mobilisation from the national
and international capiteal markets. A national level
institution, a priori, can negotiate the flow of resources
on competitive basis and on goft terms as regards interest
rate, repayment period, etec., end the benefits that flow
from these economies could then go to the benceficiary.

In fact, it is felt that meny of the regional institutions
may not have the expertise and standing to raise resources
on their own from the national and international capital
markets and their resource mobilisation efforts would have
to be restricted Ho the regional level, In view of the
phenomenor. of resourcce=surplus and resource-deficit

regions in a largc country like India, it would be desirable
to provide o chamnel for tronsfer of resources from surplus
arcas to deficit aoreas.

In order to promote the growth and development of
a regional housing finance delivery system, the financial
support of NHFC to the regional institutions may be in the
- form of equity copital, ond in the initial years, some
financial support in the focrm of loans and subscriptions
to debentures that oy be floated by the regional
institutions. The investiment of the NHFC in the regional
inatitutions moy be for o limited period and the loan
assistsnce should ke grodually phased out so that the
regional institutions are able, over o period of tine,
to mobilise resources largely through their own efforts
and from instidtutions and the capital market within the
region. The real test of the potenbial growth of the
national housing finonce systen is how fast the leocal
regional institutions can mobilise resources themselves,
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The NHFC should not become merely an agency to raise
resources and provide theui to the regiongl institutions,
as such a practice will discourage local initiative zand
enterprise and would develop into a scheme siailar to
govermment credit allocations. The support of the NHFC
to the regional instvitutions should ve purely promotional

and, in case of need, as a lender of the last resort,

The NHFC shoulc proVide soie assistance on
special terms to regional home loan institutions in order
to undertake financing of convéntionally less--Tavoured
schemss in the econony, including social housing, rural
housing, slua upgradation, etc. But such activities
should not become the main area of operations of the NHFC.

The NHFC should develop a strong research
expertise in projection of demand and supply of housing
stock, housing finance needs of different sectors of the
gsociety and a continuous assessmentv of short—-term and
long--term needs of the housing finance sector., It should
continuously monitor the trends in interest rates, credit
terms, etc.y; in the iuportant capital markets all over the
world, study the trends in the flow of funds within
the economy,  build up a strong data bank and management
information system and be a repository and disseminzatidon agency of
information and data on the latest developments (including

technical developments) in the housing sector.

Finally, the NHFC should strengthen the manpower
base of the regional institubions by developing anc
conducting appropriate manpower development programmes at
the national and regional levels, These progremmes should



not only impart knowledge and skills to officials in the
housing Tinance institutions but should also familiarise
them with the national perspective, regional specialities
ané abv the netional level, the formulation of appropriate
housing and housing finance policiies,

-~

The proposed sources of funds of the NHFC are:

(1) Bquity capital to be contributed by the
Central government, the Reserve Bank of
India, and bankinrz and financial institutions;
(ii) Resources 1to be mobilised from contractual
savings institutions; and

(iii) Loeans.

The NHFC may also develop special saving
instiumenis like housing bonds and housing bearer bonds
to movilise household savings on a national basis, to be
used exclusively by the housing sector. Such savings

instruments are exomined in section 6 of this chapter.

(iii) Housing savings and loan banks(HSLB).

The thircd tier of the proposed housing finance system is

constituted of the regional-level housing finance institu-—~
tiong, which may be called Housing and Savings Loan Bank
(HSLB)., TLe HSLBs would be the operational window of the
national housing finzncs system, for they would basically
mobilise household savings and provide home loans to
individuals within their Jjurisdiction. The initiative

to ;sev up HSLBs should normally come from individuals

and institutions al the regional level. In only very
special cases, when for example, the national policy would

like to develop housing finance intermediation in specific
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areas, the initiative to set up HSLBs in specific locations may be
taken up by the NHFC. However, the NIFC-sponsored HSLBs should be
limited in number.

The mgin functions of the HSLBs should be:

(i) to mobilise household savings at the local levelss

(ii) to develop and float savings schemes, keeping in
perspeetive local conditions and habits:; and

(iii) to provide home loans at the local level.

The H5LBs would, thus, be primary--level mobilisers of
household savings and primary mortgage--originating institutions.

The suggested sources of funds of the HSLBs are:

(i) equity capital to be:contributed by the promoters,
mcmbers, NHFC and others who may be interested;

(ii) sevings to be mobilised from the houschold sectors
(iii) resources to be mobilised from the capital market; and

(iv) assistance from the NHFC.

The assistance from the NHFC may be matched te the
resource mobilisation efforts of the HSLB ond its group of target
beneficiarics (by income groups and arcas). Spccial assistance on
gsoft terms may be provided tec encourage the flow of home loans 1o
social housing schemes, low income groups, rural housing, etc. The
NHFC may also provide guarantce to the debentures that may be
floated by the HSLB,

It should be the endeavour of the housing finance systenm
to ensure that the HSLBs do not depend unduly on the NHFC for
financial assistance, for the success of the nationol housing
finance system will ultimately depend on the capability and
success of the HBLBs te wobilise resources through their own
efforts,

It moy be mentioned that the three-tier housing finance
system that has been propesed in this report is, in its struct-~
ural form, similar to that which was proposed by the Mukharjee Group.



In view of the difficulties that are likely to
arise,when'regional institutions have to maintain a continuous
relationship wivh a natis rl-level institution, it would be
desirable to have a Stale~level co-ordinating agency, which
will represent the interests of local istitutions within
the State., In the case of Union Territories, o single
co—ordinating agency may be set up. A fear is, however,
expressed in some quartcers, that a State~level institution
may introduce burcoucratic practices, which may hamper the
development of independent housing finance institutions at
the grass~roots level. The two contrasting views have to be
considered, before deciding the cxact form of co-ordination
between the local institutions and the national institution
at the State level.

4. BSupport Institutions ond Instruments

The viability of a housing finance system camnot be
ensured only by the development of ingtitutions and instru-
ments to mobilise regional and national savings and inter-
national resourées, and by moking available institutional
finances to individunls all over the country. In order to
develop the housing finonce systcm into o wide-based
reality, certain measures arc nceded to be token up
simultoneously to mointoin the economie ond finaoneial
viability and independencc of the regional housing -:finance
instituticns, Severnl possibilities have becn suggested
from time to time regording mortgage insurance and a
secondary mortgage market in the housing finance sector.gl/
The desirobility of setting up such institutions is now
exonined.,

- sl dia e P

21/ Por example, see the Reports of several official
~" Committees, choired by, nsmely, D!Souza, (1977)
Shah, (1978) and Mukharji,(1981). Also, see Lall,(1982).



- 151 -

a., Mortgage insurance., The primery function of mortgage

insurance is to spread risk so that mortgage-—originating
institutions are encourag.& to take risk against defoult
and extend their operations to small, under-developed and,
hitherto, unserviced arccs, ond to low-income individuals
who may not be eligible to receive institubtional support

in terms of conventional norms. Mortgage insuraonce provides
a provective umbrella to mointain the viability of the
ortgage~originating institutions when they attempt to

widen the scope of their operations.

The crucial issues which have to be examined in
the Indian context are:

i, Extent of insurance cover;
ii, Incidence of insurance premium; ond

iii., ILinkage between premium ocmount and oute-
standing loaon,

In countries where mortgoge insurance has become
a composite feature of the housing finance system, the
insurance cover is never for the full amount of the loan.
In the USA, for exanple, nortgage insuraonce covers about
20 per cent.of the home loan. PFull coverage is not
considered necessary as the financial institution has
assessed the borrower to be Yeredit-worthy® to a substan-
tial esbent, TFurthar, the extent of cover moy be, &
priori, related to th: income or location of the borrower,
The twe issues thet would, therefore, arise in any
examinaotion of the feosibility and need of o mortgage
ingurance systen aré, the extent of cover and the criteria
that determine the cover. In some countries like the
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Philippines, mortgage insurance has been confused with life
insurance; such an anomaly needs to be eschewed.

International experience on mortgage insurance
reveals that the incidence of the premium is always on the
ultimate beneficiary, the home owner. A priori, this secems
logical as financial institubtions can shift forward the
burden.

On grounds of equity, however, all beneficiaries
should bear a part of the burden of the mortgage insurance
premium, The financial institution, on the one hand, can
extend its operations, have a larger turnover and eamm
larger profits, and on the other hond, the home owner gets
occess to institutional finance, which ordinarily may not
have been forthcoming, The mortgage insurance system would
also help to raise the home~lozon to home-~value ratio and
extend the amortisation period, if required, so that the
IMI can be fixed at a level which o home owner might find
appropriate at his current level of income,

In India, potential home-loan aspiramts can
be classified into threec cotegoriess

A: High-~income individuals, who can provide
adequate collateral;

Ry Middle~income individuals, with fixed income,
mainly from salary and investment, who cannot
provide ~dequate collateral; aond

C: Low-income individunls, whc would crdinarily
not be considered eligible for institutional
finonce and who, at best, cmn provide only
morginal collateral,
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The experience of institutions providing home
loans in India has shown that Category B individuals are
keen to repay their debts at the earliest, as there is some
stigma attached to debt. A simple way to facilitate
recovery of debt, in: case of defauldb, especiélly in the case
of the salary income class, may be to intimate to the
referces or to the cmployer. Alternatively, in the case of
anployees in the organised sector, thc HII may be deducted
directly at source by the cmployer and forwzrded to the
financial institution in the same way as provident fund
contribution, LIC premium, staff loan repayment, income~tax,
ete., is deducted at source and placed/forwarded appropr-
iately. As such, it moy be undesirable to burden such
category of potential home owners with an insurance premium,

Category A borrowers would be oble to provide
adequate security of fixed ossets and, ordinarily, a
mortgage insurance cover may be superfluous, though the
burden may not be heavy for this category of potential
home owners, It is in the case of Category C borrowers
that institutional risk may be the maximum, and mortgage
insurance may make an otherwise unviable home owner, a
vigble pfoposition. However, this is the category which
is most unfavourably placed to bear any additional cost on
a home loan. |

ne possibility might be to introduce o differcn~—
tial premium rate, linked to amcunt of loan and/or income
of the beneficiary. The rate would be moximun for
Category A( who can afford to pay) ond lowest for Cotegory B
(who may find it difiicult to bear but whose repoyment can
be institutionalised to reduce the cost of collection; and

the benefit thereof pacscd on to the borrower). The
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premium has to be moderate for Category C (who will find it
a large burden in any case, but without such an additional
burden, the access to ir:titutional finance may not be
forthcoming). Some element of subsidisation may be consie
dered for Category C home~loan aspirants.

The objective of mortgage insurance in India would
be to spread the risk of morigage-~originating institutions
by passing a part or whole of it +to others, so that in
case of default, they could recoup their investment, This
purpose can also be served by facilitating the sale of
mortgaged property., At prcsent, foreclosure of mortgages
under the Indian legal system is time—~consuming and
complicated, often involving legal tmngles extending upto
ten years, Simplification of foreclosurec procedurcs and
quick judicial decisions mny be o more practical approach
than a system of mortgage insurance., Further, if the
threat of foreclosurc is large, then even moutgage insur-
ance may become an unworkable proposition for, aot a
reasonable cost to the beneficiary, it would be viable only
when the level and possibility of foreclosure is low.
Finally, in a country, where eviction of unauthorised
squatters can become a hoet political issue and that of
tenants olmost impossible, it is feared that eviction of
legal home owners from their own houses, in case of
default, moy not be a practical proposition even if the
foreclocure system is rationalised.

In cose a decision is taken in favour of intro-
ducing mortgage insurance into the housing finence system,
the main issue woui’ be, whether the function should be
undertaken by a new institution or by an existing
ingtitution. In order to restrict operational cost and to



enable the services to be immediately available, there is
some merit in not setting up a new mortgage insurance
institution. The GIC, w.th its proven expertise, capability
and operational network all over the country, can be
entrusted with the task of providing en insurance cover

to mortgage~originating institutions.,

Alternative schemes may be formulated, taking into
account the differenticl implicit risk of category A, B and
C home loan aspirants, their ability to bear the premium
burden, the institutional share of the premium cost, etc.
In this comnection, it may be desirable to examine also the
feasibility of extending the services of the Deposit and
Credit Guarantee Corporation into the area of mortgage

insurance of hoae loaons,

b. Secondary mqrﬁgage morket institution. While
mortgage insurance would spread risk of the wortgage—origi-
nating institutions, there would still remain the problem
of increasing the liquidity of the mortgage~originating
sector, The liguidity problem becomes crucial as no
resource mobilisation scheme would provide all the resources
required for the full locn-omortization period. The nced
for some form of refinsncing mechanism to strengthen a
viable housing finance systenm becomes clear,

The nain functicn of a seccndary mortgage morket
institution is to increase the liquidity of the primary
mortgage~originating institutions, The primary institu-
tions would sell off their mortgages, partially or wholly,
in the secondary mo.tgage market., International experience,
however, shows thae¢ in mony countries with on organised
housing finance syster and alsc a developed mortgage
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insurance system, a secondary moritgage market institution
has not been introduced, mainly because the refinancing
function for the primary .ortgage-originating sector is
performed by existing financial institutions. Hence, two
issues should be examined when contenplating the
introduction of a secondary mortgage maiket system:

(1) The state of the primary mortgage market,
that is whether it is large enough to
support a special secondary mortgage markets
and

(ii) Whether institutions do not exist which can
refinance the primary mortgage sector.

The secondary mortgage market eaxrns its income
through spread between the prices for buying and selling
of the mortgages, and in the process it contributes to
the liquidity of the mortgage-originating institutions.
The viability of the secondary mortgage market and the
extent of the services that it can offer would, therefore,
directly depend upon the size of the primary mortgasge—
originating sector. The secondary mortgage market cagn serve
a useful purpose only if it con generate long—term lending,
but if the problem is to mobilise household savings only,
then there is no g Efiori case for a secondary mortgage
market institution.

In India, the state of the primary mortgage market
suggests that it is too early +o introduce o specianlised
secondary mortgage institution. The following reasons
may be ascribed:
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(i) The annual activity of organised primary
mortgage—~originating sector is estimated
at around ?3 100 crcre;

(ii) substantial funds are available with many
existing institutions for possible investiment
in the primary mortgage sector, e.g., LIC,
GIC, Provident Punds, UTI, etc.;

fiii) Once housing is given the status of an
industry, the IDBI may refinance housing
loans in the urban sector and the NABARD
may refinance housing loans in the rural
sector; and

(iv) With the setting up of the NHFC, some degree
of refinancing support would be gvailable,

M importont issue that has to be cousidered in the
context of a secondary mortgage market and a refinancing
mechanism to the primary mortgage morket, is the treatment
of mortgage paper. In order to give to the mortgage papér
a degree of liquidity, it may be desirable to accord to
it the seme legal status as is presently gronted to shares,
debentures and bonds., Such a practice would allow for
contractual savings tco be diverted into the refinancing
of the primary mortgage sector. Two points nced to be
indicated., In the first place, it may be desirable for
primary mortgage—~originating institutions to maintain the
mortgoge paper for at lcast a specified proportion of the
amortization period (say, one~fourth or one-third).
Secondly,, contractual sovings institutions like the
provident fund and gratuity fund moy be permitted to bwy
the mortgage paper in the same way o8 govermment securities,

c. Second mortgage cn property. The analysis in
Chapter III has scown that o home owner has to top multiple
sources to mobilise the requisite volume of finances for his
house, Very often, he also has to borrow from more than




























































































































































































































































































































