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1.2

1.3

SEI-1 : YEATqAT
Chapter I : Introduction

Afyaes sl ufde

¥ 2008-09 < TS & o YA H 3 T Tk SR
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IR} i fIherar & a1% fIvar § et T8 o
off, St 3T Sreferawerrsl & fami aeTR} &t STfTreeT
H ST I HROT T | AeT TR ST 7 shae e
3T ST T F 7 bl oY &mrel % SR oY, arftrg
T & SifEd & AT 6 SR F o off i Sifew e
3 U JEpeT FEl o Gl © | 59 SIRNARL
Fffear ¥ erqayd WA a7 o T SR ferie
HEREIT, it ahl T ol T gl et anl TIfcrerT
TR fean, e gfeyfdl X Wit A o T Sfafe
SHREGHHERT T Tra ol § ha-faehd o Sfax ot
TSIRE F 3 TR | 95 ¥ faxiig €I I & B
I | 59 R = o 55 o Feicl SR Jedt
Tl T HY T |

TR, Tehe T SRR ST Srefereeeel § e,
Tty g% 9y & A Rl ¥ ter ST © 1 34
areforqeenal # 7% @ud, Fawr, Frafd ik smra &
X T 9 YT i gC foi & § oJHue & O
el T T | e HTfereh ©U ¥ 3T Sreferaeersi ¥
Y ISR B Sreferaeeeit dd thet T SR T
¥y IS MUK 3R formr &9 % ARAd § o
T foree At TRl & fomar |

9 3l Tore o3 1o o, I« faxiig aifmastor
3R foxir fafrrmm & fafe= veqelt & i ™
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1.

1.1

1.2

1.3

Global Economic Perspective

The year 2008-09 experienced a Global Financial
Crisis of a magnitude rarely witnessed in recent
times. As per the report on World Economic
Outlook, 2009, of International Monetary Fund
(IMF), the year 2008-09 turned out to be a year
hit hard by the Global Financial Crisis, which had
its roots in the subprime crisis in the US mortgage
market. It was the abrupt break down of trust
following the collapse of Lehman Brothers in mid
September 2008 that caused financial markets in
advanced economies to go into seizure. There was
a great deal of uncertainty not only about the
losses and the ability of banks to withstand those
losses, but also about the extent of risk in the
system, where it lay and how it might explode.
This overwhelming uncertainty triggered
unprecedented panic and almost totally paralysed
the entire chain of financial intermediation.
Signalling a massive flight to safety, yields on
Government securities plunged while spreads over
risk free Government securities shot up across
market segments. Several financial institutions
came to the brink of collapse. Massive deleveraging

drove down asset prices setting off a vicious cycle.

Although the epicentre of the crisis lay in the
advanced economies, it soon spread in two
directions. In the advanced economies, it spread
from the financial sector to the real sector severely
hurting consumption, investment, export and
import. It spread geographically from advanced
economies to the Emerging Market Economies
(EMEs) and soon engulfed almost the entire world
through liberalized trade and finance circuits.

While the crisis was unfolding, the role of financial
innovation as also various aspects of financial
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TR | oot SaeEn AT o ST U & AT 9% S W)
AT F 3l TS S5O &6 RO Ffera & TS | 99 F
e o fershar gfes: 7 grefes e S wry avaiRe fsaret
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1.4

regulation came into question. Following the
deepest global downturn in recent history, an
extraordinary and coordinated policy support from
a number of Governments and Central Banks
across regions and economies helped in forestalling
another Great Depression. Driving the global
rebound was the extraordinary amount of policy
stimulus. Monetary policy has been highly
expansionary, with interest rates down to record
lows in most advanced and in many emerging
economies. The Central Bank’s balance sheets
expanded to unprecedented levels in key advanced
economies. Fiscal policy also provided major
stimulus in response to the deep downturn.
Meanwhile, public support of the financial sector
has been crucial in breaking the negative feedback
loop between the financial and real sectors.

Indian Economic Perspective

The Indian economy exhibited significant resilience
in 2008-09 in the face of an intense Global Financial
Crisis and the subsequent severe global recession.
The contagion from the global crisis, however,
posed the challenge of responding to the evolving
risks and heightened uncertainties, which
warranted swift and appropriate use of fiscal and
monetary policy measures with a view to ensuring
orderly functioning of the markets, preserving
financial stability, and moderating the dampening
effects on growth. The Indian economy witnessed
moderation in growth in 2008-09 in comparison
with the robust growth performance in the
preceding five years. The deceleration in growth
was broad based across three major constituents
of Gross Domestic Product (GDP) viz., agriculture,
industry and services. Reflecting the contraction
in global demand, exports declined. Domestic
aggregate demand also moderated due to sharp
deceleration in the growth of private consumption
demand. Corporate performance remained
dampened, with significant fall in sales growth in
the second half of the year, and decline in profits
in last three consecutive quarters of the year.
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75t oY off & a8 yaia s W, i fomiaa
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Fifc o STaS[E STed STTHT o 9 e e Feeeretier
T T | e A e & e Sreafed gvreaar &
el T I ST Snefeawer & ¥ # 9RA
3TRIGYT YSINTe YaTel ahl 1e<i 3 Jererel oralr & | ferprey
I I W i 2001-02 H Fehet BT ST 5
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P IV T e TR ! STafr o SR Fraer sy
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AT |

378 Afyas SR Raaw, 2008 T Ty % e e
T 3R fivEe % @ o el 0 e &
AT oI TTE e TR STSTRI = ST S
fopam, ST it fordier ST & STt 1R & €9
7 2 T 7| AR T S ) 3w fefery At
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TS & g gfEfed faar |
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ot < 397 % i for & < W@ IrTarehat
B 139 X oA Wik S % aifafterd, ey & 7
fraeT & of U 31 T AR UK Greleh ST el
i
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1.5

1.6

1.7

1.8

There was apprehension that this trend would
persist as the full impact of the economic slowdown
in the developed world was yet to work through
the system. It was also a year of reckoning for
the policy-makers, who had taken a calculated
position in providing substantial fiscal expansion
to counter the negative fallout of the global
slowdown.

The macroeconomic environment remained stable
and resilient to external shocks, despite rising
degree of openness and significant reforms. India’s
ascent as a major Emerging Market Economy with
high potential for sustained robust growth was
reflected in surges in capital inflows. The impetus
for growth also came from the upsurge in the
domestic savings rate from 23.5 per cent of GDP
in 2001-02 to 37.7 per cent in 2007-08, which
facilitated the step up in investment rate from
22.8 per cent to 39.1 per cent during the
corresponding period.

When the global markets turned dysfunctional in
September 2008, with intense scramble for liquidity
and subsequent credit freeze under the pressure
of deleveraging, the Indian markets reverberated
the shock, which was seen in the form of higher
volatility in all segments of the financial markets.
The RBI operated on multiple fronts
simultaneously, and in constant consultation and
co-ordination with the Government, with the
overriding objective of limiting the adverse effects
of the global crisis .

Economic Developments and the
Housing Sector

Housing not only constitutes a basic human
requirement, but also is a key contributor to a
country’s economic development. Investments in
the housing sector, besides improving the housing
stock in the country, also have a significant impact
on the national income and employment.
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T 3P

AR T Fehet TR 3cUG & I 3feT: Ty © 3
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1.9

1.10

4.

1.11

Rapid population growth along with increasing
urbanization trends is exerting tremendous
pressure on the available land and infrastructure
facilities, particularly in the urban areas. As per
Government estimates, the total housing shortage
in the urban areas, at the beginning of the 11th
Plan period was around 24.71 million units, of
which, 99 per cent pertains to the Economically
Weaker Section (EWS) and Low Income Group
(LIG) category. It is well recognized that in order
to improve the quality of life in urban areas, it is
imperative that the housing supply and quality of
existing housing stock is improved through urban
renewal, in-situ slum improvement, and
development of new housing stock in existing
cities, as well as new townships. Availability of
financial and credit support is critical for such
interventions on demand side for the individuals
as well as the supply side for the construction
agencies.

Considerable efforts have been made to address
the deficit in housing supply as well as improving
the quality of housing stock and infrastructure
facilities. Such efforts also included specific steps
to improve the lives of the poor and vulnerable
groups of society through improved access to
housing credit, basic housing and amenities.

The Contribution of Housing
Sector to the Gross Domestic
Product (GDP)

Housing and Gross Domestic Product (GDP) have

strong inter-linkages and complement each other’s
growth, especially in the emerging economies like
India. Housing has a critical role to play in the
nation’s growth as it contributes significantly to
the national income and employment generation.
An investment in the housing sector can trigger
off a series of investments in various other sectors
through the often quoted ‘multiplier’ effect. From
heavy industries like Steel, Cement to industries
like Paint, Furniture and even Small Scale
Industries, the housing sector impacts many
industries through direct and indirect linkages.
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to GDP growth as housing is the second largest
employment generator in the country after
agriculture. As per Central Statistical Organization's
(CSO) estimate, the housing sector contributed
4.5 per cent to India’s Gross Domestic Product
(GDP) in 2003-04 at current prices. The
contribution of housing in urban areas to the GDP
in 2003-04 was 3.13 per cent. As a result of various
developmental programmes under liberalization
policies adopted by the Government of India, it is
estimated that by the year 2011, urban areas
would contribute about 65 per cent of GDP.
However, this higher productivity is contingent
upon the availability and quality of infrastructure
services. Urban economic activities are dependent
on infrastructure, such as power, telecom, roads,
water supply and mass transportation, coupled
with civic infrastructure, such as sanitation and
solid waste management.

Box I.1: Contribution of Housing and
Housing Finance Sector to Gross
Domestic Product of India

During the last few years, the contribution of housing
and housing finance sector to the Gross Domestic
Product of the country is on rise due to the prevailing
market opportunities of investment and consumption.
As per the Central Statistical Organisation’s (CSO’s)
estimate, the contribution of real estate, ownership
of dwellings and business services to the GDP at
factor cost of the country was 9.19 per cent, of which
dwellings contributed 45.60 per cent and real estate
contributed 3.16 per cent during the year 2008-09.
The contribution of the housing and housing finance
sector to the GDP of the country over the last few
years can be outlined as below:
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AT S AT T T Yehet Te] ST 7 (Thileh TR UT) SIPTeH
Contribution of Housing and Housing Finance to GDP (at factor cost)

(e #)
(In per cent)
o q YUY, W & Wiia T Tt ¥ SR ot & 9 duer @t
ST VATAT T SPTE RSN T oRET oic)
Year Contribution of Real Estate, Of which dwellings Of which Real Estate
Ownership of Dwellings & accounts for accounts for
Business Services
2004-05 8.92 57.68 1.79
2005-06 9.03 53.75 2.05
2006-07 9.05 50.27 2.35
2007-08 9.16 47.09 2.71
2008-09 9.19 45.60 3.16

e e § 9% e e ST wehar € R e,
TR % e 3 ST JawRi & ST O 96! @ ety T
a¢ W ¥ | <, e sEal & SivieH el 59 v &
ST 3T & R, AT o freer wiw o o ey F w9 e
IRT |

From the table above, it may be concluded that the
contribution of Real Estate, Ownership of dwellings and
Business Services is on the rise over the period of five years.
However, the share of dwellings though have been nearly
half of this contribution, is slightly on the decline over the
period of last five years.

Tehet it fmfur 3 siven, TeRt o Tt 3T ST areit ST (2004-05 & et UX) SIPTEH

Contribution of Real Estate, Ownership of Dwellings & Business Services

to Gross Capital Formation (at 2004-05 prices)

(yfcrera #)
(In per cent)
o S oot ad % gfig
Year Contribution Growth (over the last year)
2004-05 15.15 -
2005-06 13.63 4.39
2006-07 11.70 -0.41
2007-08 11.96 17.80
2008-09 13.73 12.04

et Yol Frmfor 35 o o e, wemit ok Safires 3R =mardy Yamwit
&1 T T 2004-05 ¥ 2006-07 % SR NS 9 fivEe % 9
firer A 87 o @ I+ Yo Yefid @R |

In terms of the Gross Capital Formation, the share of Real
Estate, Ownership of Dwellings and Business Services is
reflecting a northward trend over the last two years after
having a slight decline during 2004-05 to 2006-07.

T : YR e So/3%07 qiReIHT 13T

Source: RBI/CSO
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Y & 7 aftfer Frarer, S g o Tehe TR 3 SiX
TR A 9K 50% F S T AT §, AW
e, 75 ST AT STl & o Tt TR 3T 7 1ar
& I{TTEH T 91T ST a1t T8 § g €9 ¥ 1
BRT | F5 STFAM R T & foh Wehet TR 37U
eI o T H SeHET TGRS0 & 96T 2001 T 3.4
TR A TGHT 2007 H7.25 YR RITATE | ARG
T IR T & anef o R & o H9e 991K &
T 80 Yfeere Bl & 3R aiffer ®9 ¥ 3gHAG:
34 FfTed W §¢ @ | TR e i) 9
fervamar 3 rer & 3 Wifrdie SRR s Srfaa &
ST |

A : U TagTmacieT

AR ©idh, ARART ud &

IR T TAHM AT HAT [T €9 § 3G 7eT
AN Tl NS, g S €9 F HHSIK a7 371
, T el & | R S 2001 S T SO 3 ST,
! URERY & 35 JfeTe O AR o A B el
3R O ER! % 68 Jfeerd =X 7T 31 g
| STAF: 81 fHferr ftr sremar o wed e
N 25.7 Wierd TR TAS 3@ ¥ A 1 106
T AT o Sid YR STaTdT FHI &% FaRur s
T e SR wred) TS SUeT HAerd ST e
Tch! 9 I oS T STAMT & ST, T84 9RA
H AT S FoA B 24.71 fofee o | A Y
T T T TR AR o
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1.13

1.14

In view of increased investments in the services
sector, which accounts for over 50 per cent of the
nation’s GDP and growth in urbanization, it is
expected that the share of housing in GDP would
go up substantially in the coming years. It has
been estimated that the share of outstanding
housing loan as a percentage of GDP has risen
from 3.4 per cent in 2001 to 7.25 per cent in 2007.
The residential property market constitutes about
80 per cent of the real estate market in India in
terms of volume and has been growing at
approximately 34 per cent, annually. With greater
reliance on the institutional funding, the sector’s
profile will become increasingly more organized.

Housing: An overview

Housing Stock, Occupancy & Shortage:
India’s current housing shortage is prevalent
largely in its middle and low-income population
which includes the Economically Weaker Section
(EWS) . According to Census of India 2001, 35
per cent of urban households live in single room
dwelling units and 68 per cent of such households
have four members or more. Approximately, 81
million persons or 25.7 per cent of total urban
population are below the official poverty line.
According to the estimates made by the Technical
Group constituted by the Ministry of Housing and
Urban Poverty Alleviation for assessment of the
urban housing shortage at the end of the 10th
Five Year Plan, the total housing shortage in urban
India was 24.71 million. The category-wise housing
shortage is as follows:
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AT L1 : ARG () T SaT T Ha

Table I.1: Housing Shortage in India (Urban) (At 5 )
(No. of Units)
wi Category (e 2007 %) Frferar
AT &
Housing shortage in Million
(as in 2007)
e & I FEIR a7 Economically Weaker Section (EWS) 21.78
3 AT Y9 Low Income Group (LIG) 2.89
e 3T YT Middle Income Group 0.04
I AT Y High Income Group
T Total 24.71

I : 3791 T 76T TRIeT 3T9HT HATT

(www.mhupa.gov.in)

1.15 & g0 A o e gufae ok wad 3udi & o
¥, 113 varafer AT arifd 2007-2012 AT SHH
26.53 fofera sedl o ST A TEHT ©, o R

I R T e -

Source: Ministry of Housing & Urban Poverty

Alleviation (www.mhupa.gov.in)

1.15 In the absence of concerted and sustained
measures to meet the shortage, it is likely to go
up to 26.53 million units during the 11 Five Year

Plan i.e. 2007-2012 as given below:

AT 1.2 : 1181 Terquid ST (2007-2012) & SR HEGMAE 6l Sagaahar
Table 1.2: Housing requirement during 11th Plan period (2007-2012)

(ST i HE)
(No. of Units)
113} UTasg IrerT o TR # Sard S0 24.71 faferaT
Housing Shortage at the beginning of 11th Five Year Plan 24.71 million
TR ¥ afs 8.71 fifera
Addition to household 8.71 million
A Wi 7 gfes 7.27 Tofer=m
Addition to housing stock 7.27 million
e AT T ST 0.38 fafera
Up-gradation of Kutcha houses 0.38 million
1191 Terad T ST o SR WehHT el ghet STayaehal 26.53 Tafera
Total housing requirement during the 11th plan period 26.53 million

I : &9 TG V16! Tat YT HAITT

(www.mhupa.gov.in)
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Source: Ministry of Housing & Urban Poverty

Alleviation (www.mhupa.gov.in)
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THRAT S T O T § vl 3R meETOa A #
TR TE R | 397 31 wd feri R sy & ary
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FA T TR | IRUTREEY, T &5 ¥ IR &
G T SE-FX 3 STy 9 3 © i
UG, 37 el 7 9 G T A S S
T | Hioer iy <Al 3mafef e s gfgwmit
3T 3 el ST oh HIRT A ) AT ST 3fef
¥ fore ST ST & AR |

STTATGI e AT €, ST e i oh (TS SN
Qe e T STLHT HART SR TS dehrfienl Jq
& STAM! % AU, 1181 Goasig AT & g &
24.71 TaferIT Sl Sl STeX] HHT hl HHT 99
TiTeTe ST T Y ST/ 37T SN 71 & ey Tl
¥ | sk S, I% Smen oAl S & 6 7.27 fafem
3MaTE At i fmfor s orafy 3 AR R
ST | ehAehT 7 ¥ STA S & 6 113 deerdiar
AT STafy & TR ERIE FH T H 6 AT
3R et Fferal ST 3.61 ARG FIS TUC E, AT
& e Sueffa e mar @ |

1.16

1.17

The housing shortage is particularly aggravated in
the urban and metropolitan areas. With the rise in
the country’s economic and financial status, these
areas have been transformed into the country’s
economic and financial nerve centers.
Consequently, such areas have witnessed
tremendous growth in terms of employment
opportunities and standard of living, resulting in a
huge influx of migrant population to these centres.
The increasing pressure of population on the
existing land supply and infrastructure facilities has
led to severe demand - supply gap in housing.

As per the estimates of the Technical Group set up
by the Ministry of Housing and Urban Poverty
Alleviation to assess the extent of housing
shortage, 99 per cent of the urban housing
shortage of 24.71 million units at the beginning of
the 11* Plan period pertains to the EWS/LIG
sections. Further, it is expected that 7.27 million
housing units will be constructed during the Plan
period. The Technical Group has estimated that
the total funds required to meet the urban housing
shortage during the 11* Plan period is around
¥3.61 lakh crore as indicated below:

Aferent 1.3 : 1141 tr@s i SieMT o Torg e T it et |

Table I1.3: The summary of investment requirements for the 11*' Plan Period

E IS H) in crore)

ova faam= Tragr et s
Scenario Investment Requirement

113} U=Es AT & W # 976 STareg HHr 1,47,195.0

Urban Housing Shortage at the beginning of the 11% Plan Period

1137 UeauR AT 37afy 3 SifaRed STasig w1 wied AT

37aY 3 S MR Wik & 727 e 2,14,123.1

New additions to the housing stock during the 11% Plan period

including the additional housing shortage during the plan period

113 Vs T o TeT FTaLT STTaTe ahl et STugi 3,61,318.1

Total Urban Housing Requirement for the 11" Plan Period

4T

: YT GRHR FH ST 3T

Source: Planning Commission, Gol
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118 T AT Safy & e 9ed oE™ X
FRIRLUT T 3 JIEY RUIE & STYIR, T8 SAM fohar
ST & 6 STaS & o 32 yfawrd ad 2012 OF
TR & § T 1B | VR & el U o
Serey gfiy 3R i glowmel W 9 <urg wem,
S Ao 7T @ feafa i @=e Bt fees
TROTREEY, e SRl T S8 arel ety et
I ge g |

ARA ¥ oa foret

3T fo ol o gHamaty i frpfaa gE € | e d
TR YRT & feries TRy, S anforieers S o
wIfiret €, e o 3 7ot Sufkefe SiT i T
W | Nar fom & e i ST & e -
o ST & | TS 37T S T 37 &5, At
ORI X 1A ot Heert il o < ofy Jerre
TEH X | 3% [ o §adq & & e o
T ST F TG H YR FA b FaArre
IR Fio1d S o e Ty o gl &
®Y T T foam TR o7 | 1988 ¥, favidiga
SRt s o e SR o e e
we s, 2R &R B Wi T TG R | 30 5, 2009
3, I (43 ) N fo Shufera, Fomehr wmame )
YA R, T 39 9 H ol € |

ey, S At §e 291 & s & faenean
TTRUIR &, TN, 3 WResy 3 Syeiierrelf it Stard
STE o foTe YR S H e & | 1990 F SR& &
37 # 37eq =T <, JASY 3, Hufd & Rer et
3R T TreweHt o Ts3ufiy o foes A
Sept ¥ T YT oY SN o 3 SR QU A TX
S T Y[ R | ST oo Sehf ST ey
et shafral 3 Srfaftar, gt T G § geR & %
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As per the draft report of the Working Group on
Urban Housing for the 11% Plan period, it is
estimated that nearly 32 per cent of the population
will be living in urban areas by 2012. The increasing
rates of urbanization will exert huge pressure on
the available land and infrastructure facilities
leading to deterioration in the existing housing
conditions which will ultimately result in increased
number of slums and squatter settlements.

Housing Finance in India

The housing finance system has evolved over a
period of time. The mainstream financing
institutions in the country, including the commercial
banks are enlarging their presence and role in
housing credit. The Housing Finance sector is well
integrated with the broader financial market, which
is increasingly promoted by the National Housing
Bank. The National Housing Bank (NHB) was
established as a wholly owned subsidiary of the
Reserve Bank of India to operate as a principal
agency for promoting, regulating and providing
financial and other support to housing finance
institutions both at local and regional levels. Since
1988, the number of specialized entities, viz.
Housing Finance Companies (HFCs) has increased
significantly both in public and private sector. As
on June 30, 2009, forty three HFCs having
branches across the country are registered with
the National Housing Bank.

Although Scheduled Commercial Banks (SCBs)
were the largest mobilizers of savings in the
country, they were initially reluctant to lend
towards housing needs of consumers. Towards the
end of the 1990s, against the backdrop of lower
interest rates, rising disposable incomes, stable
property prices and fiscal incentives, commercial
banks began to focus on meeting housing finance
requirements of retail customers. Besides, the
SCBs and HFCs, there are a large number of
Co-operative Sector Institutions and Micro Finance
Institutions present in both rural and urban areas
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F %, I oG & % i A S T4 A b
T @ T | Tefl, e fod SRR Tl
1 Wity e oh W, e o WMl ) O e
T 3R T & ¥ SR 31 Tl R el € | U=
A 9 9 3K ITh Il & T T ey
STEXA & foT FUR ¥ & fofe Freafed TR |

3Ny o & B S & enferia % R, frse wie
5t 3 SR 31T fo 3 gfes ¥ & ofR wehafiy anfifep
s T AT 30 e W@ e | iy, o 2008-09
o SR, N o & et IR & g W iy W g,
S 7e w9 Y A onfefes Hehe 3 FeTd 377 Juehr
F HAT 3R AR T 59 GROmHT T % FRO Y
or

3T foT TR 3 firsel < & SR T afs 3d &
e 3rrarg fo Shuf-al & A F9 o T o, 98
It St A X 9 AT | | e da &
IR R 2001 F 31 IfG9rT ¥ 9@ 2008-09 H
60 ST ¥ 31 & 77T o, fTgeT ST 3 adh,
37T AN ST 3 Gorerel, TR ¥ Goit 0
F FERT © | T 3R, AR e SufEr i eI
X 2008-09 3 R 69 Fferera F iRa 2008-09
38 i <& AT 7| el THeTehY, TS S §
3R SISIR ¥ yfcrequf & SuRehdt amfad ge € | 9%
&5 S T Aot SR ST Bl T e 8 37}
0T & 3MYfelepel] AT A TS A RE |

ATy e oy (R geed)

STl sieh JATaTY foT SITR o TTHIT 60 YiT9Ie T ol
AT, I8 N foT Ui IR & ST 38 e
G XA T | TSI T T BIeT A1 91T 90 ey
31T forr gl iR Sy For i o S S
o &F & GEIFT Y o GO0 © S S e A
ST T8 &t & ST 3ftufies He ¥ dfaa T €
Ffe fom SR 3R IR-Tar §7eT & 59 & &
Sufefer agd 9 © oY 3 e el I & @fra
Iuferfa & Qrer TrfT & e Wi W € |
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which are striving to serve the informal sector
people. Though with limited capacity to undertake
housing finance, the MFIs have made a beginning
and are becoming more visible in this segment.
NHB is also encouraging them to step up their
lendings to their members for their housing needs.

Due to the emergence of the banks in the housing
finance sector there has been an exponential
growth in housing finance during the last 5 years
and the Compounded Annual Growth Rate (CAGR)
has been around 30 per cent. However, during
the year 2008-09, there has been a slight
slowdown in off- take of housing finance, mainly
on account of the impact of global economic crisis
and its resultant impact on demand and liquidity
in the system.

The housing finance market has witnessed robust
growth during the last decade. While the share
of the HFCs has declined, the share of the
commercial banks has increased. The market share
of the commercial banks has increased from 31
per cent in 2000-01 to over 60 per cent in 2008-
09 due to their wider network, access to low cost
deposits and support in terms of capital infusion
from the Government. On the other hand, the
market share of the housing finance companies
has declined from 69 per cent during 2000-01 to
38 per cent during 2008-09. Overall, the volumes
have grown and the competition in the market
has benefited the borrowers. The sector is
becoming increasingly demand- driven and market
oriented, and suppliers of credit chasing the
demand.

Stakeholders in Housing Finance

While the banks account for about 60 per cent of
housing finance market and the Housing Finance
Companies account for around 38 per cent, a small
portion of market is composed of Co-operative
sector institutions like Apex Co-operative Housing
Finance Societies (ACHFS) and Agriculture and
Rural Development Banks (ARDBs) which cater to
those customers who are not served by the formal
financial institutions. MFI's and NGO’s have a very
small presence in the sector and are mainly
confined in the rural areas with limited presence
in urban space.
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ITE-11 : AT 3N 3 fawr o e faaw

Chapter II: Policy Developments in Housing and Housing Finance

I o G STaT : Ueh ot uries

FEAT AT H W O Faftees fae Tfaar 5 3
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TEIRY! 3 HIEAH Y T T o Sas(s o STarie
Y A g ¥ 19 O et w7 war s | ey,
5 T TR R ST & 3 9fiy 31X e g
T U7 fan © St e afienter At & fore el
3T ¥ 0T I IS BT © |

I Sl SHITUMT b ST, We<! TRaRI &l 35 Hfrerd
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Affordable Housing in India:
A Crucial Perspective

Provision of affordable housing is one of the most
formidable challenges that India currently faces
and many policy initiatives of the Government of
India and other stakeholders including NHB have
sought to address this challenge. The 11% Five
Year Plan estimates the urban housing shortage
(at the commencement of Plan period 2007-12)
at 24.7 million units, with 99 per cent of this
shortage pertaining to the Economically Weaker
Sections (EWS) and Lower Income Groups (LIG).

The housing sector in India holds tremendous
potential and has a positive impact on the
economic and social development of the country.
However, the provision of ‘Affordable Housing for
All' is a complex problem with challenges emerging
from various facets of the urban sector. In India,
the discussion on affordable housing has till now
revolved around housing for EWS and LIG
categories. However, it has been increasingly
observed that even MIG are not able to afford
housing for themselves. Despite considerable
efforts from the Government of India and other
stakeholders, through their various policies and
interventions, tackling the problem of housing
shortage remains a daunting task. Though it is
increasingly recognized that ‘land and
infrastructure’ are as much an issue as credit
availability for affordable housing for a vast
majority of the people.

According to the Census of India, 35 per cent of
urban households live in single room dwelling units
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and 68 per cent of such households have four
members or more. Approximately 42.8 million
persons or about 15.2 per cent of India’s urban
population live in slum settlements. Approximately
81 million persons or 25.7 per cent of the total
urban population are below the official poverty
line. The 11* Five Year Plan estimates the urban
housing shortage of 24.7 million units, with 99
per cent of this shortage pertaining to the EWS
and LIG segments.

The Government of India has taken various
initiatives towards achieving the Goal of “Affordable
Housing for All” which are mentioned as under:

Jawaharlal Nehru National Urban Renewal
Mission — This is a flagship programme of the
Central Government in concert with the State
Governments and urban local bodies. It supports
63 cities across the country in terms of assistance
in the areas of capacity building, City Development
Plan (CDP), Detailed Project Reports(DPRSs),
Community Participation, Information, Education
and Communication(IEC) to identify infrastructural
gaps relating to water, sanitation, sewerage,
drainage and roads on the one hand and
deficiencies in housing and basic services on the
other hand. The total investment requirement of
Urban Local Bodies (ULBs) in the urban area is
estimated at ¥1,20,536 crore over the seven year
time period, commencing from 2005-06. The
annual funds requirement is estimated to be of
the order of 17,219 crores. The programme
seeks up- gradation of urban slums with EWS and
LIG housing, accompanied with municipal and
state level reforms, including tenurial security and
basic civic infrastructure and services. Under
JNNURM, Government has sanctioned projects for
construction of 1.2 million houses.

National Urban Housing and Habitat Policy,
(NUHHP), 2007 — The Government of India
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announced NUHHP in 2007. This policy seeks to
promote sustainable development of habitat in the
country with a view to ensuring equitable supply
of land, shelter and services at affordable prices
to all sections of the society. The core focus of the
Policy is provision of “Affordable Housing for All”
with special emphasis on vulnerable sections of
society such as SC / ST, backward classes,
minorities and urban poor.

Interest Subsidy Scheme for Housing the
Urban Poor— ISHUP is aimed at providing loans
to the urban poor at subsidized (5 per cent) interest
rates who have a plot but need fund for
construction of a pucca house for themselves. The
Scheme gives them an interest subsidy of 5 per
cent per annum for loans upto ¥1 lakh for EWS
and LIG. Under this Scheme, interest subsidy of
Y1100 crores allocated under the Scheme is
expected to leverage institutional finance. National
Housing Bank and HUDCO are the central nodal
agencies for the Scheme.

High Level Task Force on Afford-
able Housing for All

The Ministry of Housing & Urban Poverty Alleviation
(MoHUPA), had set up a High Level Task Force on
the January 15, 2008 to look into the various
aspects of providing “Affordable Housing for All”
under the Chairmanship of Shri Deepak Parekh,
Chairman, Housing Development Finance
Corporation Ltd. The salient recommendations of
the Task Force are outlined in Box II.1.
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Box I1.1

Salient Recommendations of the High Level Task
Force on Affordable Housing for All

a. Affordable Housing

o “Affordable Housing” to be at the centre of public
policy.

o Any attempt to fix a definition of affordable housing
for a country as large and diverse as India, using
the concept of “one-size-fits-all” is counter-
productive. However, the Task Force has suggested
the following parameters for the purpose

anfdeh ® A HIY/ A @ AT EWS/ LIG W AT MIG
AMEHT 300-600 TIRIE §F T G 1,200 TG A ik §T TR
300-600 sq ft carpet area Not exceeding 1,200 sq
ft carpet area
SIun) TER & Uahet atiien M & UER &\ Yahet arifen o1 & Uie
AR IO AfEH TR T Y e T8
Cost Not exceeding 4 times household Not exceeding 5 times household
gross annual income gross annual income
U uTfeh T WA S 30% A A Tehel IS A H 40% A IS
T/ fatmn Not exceeding 30% of Not exceeding 40% of
EMI/Rent gross monthly income gross monthly income

Frlser YRAIR 7 [T 3TehI 92T Ui oy Al & |

TE (T Imary & o qfr

affafer g <& Frafi TR T wredl IwnT o %
o N © :-

W ST 3 v iy arfre @i o 36 for oy
% QUi frafafiar SiT uimard See 9,

T SN I T FrasT-h I THE],

A g § AT o gEy fafe= oTeR % FRI H
et & STUIA/GET T G W SRATH! SO,
ST 59 TS STEwas T |

The Task Force considers the typical size of the household as five members.

b. Land for Affordable Housing

o Additional lands may be brought into urban usage
on a regular basis by:

- Simplifying procedures and processes for land
acquisition and conversion of agricultural lands for
urban use.

- Treating affordable housing as a “public purpose.’

- Upward revision in the Floor Area Ratio(FAR)/Floor
Space Index (FSI), across cities of different sizes
commensurate with investment in infrastructure
that it will necessitate.
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TATETETe 6% TSI 6Ll Taehor ferTa it
F e 3T ¥ 100 AT s 3R Pt &
39T T T TR I64 YRART & o< o™ g
T I o o< S |

fofealt o afer T ST TR-TRI TAT SR g
IR HIS o ST TS ST aTel e fowm
& T & S o TR ST g ® |

RGP GHI I TR 0.5 TiqwTel 3l ST-hT, T
AT s ST G T & 9 Feraell ¥, 366
eI fopt St STee e B S foha o, T
o TEI SMAN T O S=iafy Ferd fhar ST 9 |

o 3T URRT s gfer iR & IR & e X
RSl T I SMAN & WIaHH H T IS Hihd
it 37E F & T Wrewfed fohal ST, o1l & 9%
it ol e F A AR |

TS ST IR ST G oo S fefshr o A
Y S T8 At o e Y @1 ST AT 3 b
& IR STUId g 3R o T iR & e
STHT =T |

TET AT TRASHRT 7 o5 1A fom shuf-rar
g foehraen & e ST ifbfam 7 e |

*Security of tenure’ be recognised as an important
and integral tool for relieving pressures on the
housing market. This may be undertaken through
regularisation of settlements, community or
cooperative ownership, security via lease, use
rights, which enables in-situ development to take
place.

Improving the speed of transactions through
cadastrals, computerised land records and
application of e-governance to land transactions.

Need to foster an environment that would make
rental housing for EWS/LIG categories a
worthwhile activity to invest in.

¢. Fiscal and Financial Framework

Increase JNNURM funds for affordable housing by
100 per cent and a part of the funds be used for
direct provisioning of housing for poor urban
households.

A part of the funds be also used as supplements
for in-situ development to be routed through the
Non-Government Organisations (NGOs) and
Community Based Organisations (CBOs).

A cess of 0.5 per cent on all Central Government
taxes be credited to a dedicated Shelter Fund, to
be managed by the National Housing Bank, with
a budgetary support of equal amount, so as to
make a long-term impact on affordable housing.

Role of State Housing Boards be revamped and
the Boards be encouraged to focus on playing a
more active role in the provision of affordable
housing, even if it is through public private
partnerships.

Funds raised through the sale of land transactions
by State Housing Boards must be ring fenced, with
a defined proportion to be redeployed only for
affordable housing.

Modifications in Income Tax Act for HFCs and
developers engaged in affordable housing projects.
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d. Institutional Framework

The real estate sector to be regulated through a
regulator and pending the legislative process for
having real estate regulators in place, consideration
should be given to setting up Ombudsman type
bodies at the State level.

3. TEAEH deh ud FFT oot e e
o e

2.6 IR YR T 37T 3 N UL ) <t & 31T
F Frepd o 35 9% F TeHAT A YTE faRieard
T I2 TSI E :-

3. NHB and Monitor Group Study
Findings

2.6  The findings of the Monitor Group on low-income
housing in urban India and developments
thereafter are highlighted in Box II.2

HIRT I1.2 ; IO AR o 31T 37 3Er

7Y N UERT o e & 0 T SR STariig seprea
1 3 e, S F 2 W &, T UGS o M |

U AT S 916l WA F 317 3 3G & foIe @&
TR % Neded & e g ST A FE @ e |

Box II.2: Low Income Housing in Urban India

Improving access of Low Income Households to
Credit from the system and to housing units at
prices they can afford

NHB actively working to stimulate a market for
low income housing in urban India

T

TR ¥ S SR ford ST € | 7l Siar v &
Ffaaor 2003 & 2008 & €9 12 YT ¥ 3tk A o
Tha aftie af T TR T TR ©, T, S S
T Qe 37 3G T (31l T11,000 P i St
F T IRERY) T FH=T W7 | 96 SN & 31eq
31y 3R FefT i, < 809% X 3freh (311,000 F)
% (FUA AT ) T A Yo T H et &R e
P I F T TS e 9% 7 (fawa S, Wemd,
IETATE, TCAIG N JEANSTT) THIRARCH ()
TRTAfT & et ¥ Jele Tmel B, 3feT o 9T &
foe smard ferfa & st & & fore Frreet < gt
3R 3T 37 31T ST 3 T, T THM e o o7 ST
SR Tl FHeRTer 1 ST S ol FRTpITCRT Sl |

Background

There is a vibrant housing finance market in India.
Although housing loan disbursals have grown at a CAGR
of over 12 per cent between 2003 and 2008, much of
this has been focused on the middle and higher income
groups (households earning ¥11,000 and above). To
understand the opportunities and challenges in providing
housing to lower income and poor segments which
constitute over 80 per cent (X11,000 and below- please
refer chart) of the urban population, NHB, with funding
from the FIRST Initiative (sponsored by World Bank,
CIDA, IMF etc) appointed the management consulting
firm, Monitor Group to study the housing situation for
lower income segments and recommend measures to
initiate a market based solution to address the issue of
low income housing.
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Monitor Study findings

The study by the Monitor Group revealed that the housing
situation for lower income segment is quite poor. They
typically live in dingy small single room units with shared
toilets and poor conditions, subject to constantly rising
rents and harassed by landlords. The situation for the
poor is even worse, many of them do not even have a
house. Initial data on property rates across the country
suggested that it may be commercially viable to build
housing for a large number of households~20 million
households in the ¥5,000-311,000 household income
range (please refer chart).

For example, a household earning ¥9,000 per month
could potentially afford a housing unit with financing and
without subsidies a 225-250 sq ft unit at ¥1,000-1,200
per square foot.

To demonstrate the commercial viability, pilot projects
were initiated across the cities of Mumbai and
Ahmedabad.

Pilot projects

The pilot projects were aimed to showcase and test the
new idea. Until June 2009, three projects and close to
5,000 units have been launched in Ahmedabad and
Mumbai. The units were priced between X3 lakh and 8
lakh in sizes ranging from 231 square feet carpet area to
~ 400 sq ft carpet area. All three projects launched
were very well received. The key learning from the pilot
has been the commercial viability and tremendous
customer demand for low income housing. The pilots
have also spurred the interest of players from outside
the real estate industry including an entrepreneur with a
proven track record of running successful business
ventures.
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One of the aspeds of the supply side Interest has been
around the business modal.  The traditional busingss
modal for real estate In Indla locks at land as an asset
The developer buys a plece of land, and bulkls some
housing, which rakses the value of the remaining land.
The keey then Is to bulld In phases and sell at Hsing price

points as the price of the land appreciates — In cther
words, construction is just a side business” o add value
1o the land. The “land as inventory” model, encourages
developers o think of land & inventory - buy well con-
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2.7

nected land parcels with social infrastructure such as
schools - as and when required, construct houses on
them and sell them off as soon as possible. Here the
value is derived from developing a quality product and
delivering volumes. This model is aimed at managing
the end price for a customer with limited affordability.

Increasing access to finance for low income
informal sector customers

In parallel to increasing supply of housing, it is critical to
increase access to customer finance for informal sector
customers. Apart from a handful of housing finance
companies that serve the low income informal sector,
customers have limited options in accessing finance. To
address this market need, two new players started
operations in this period. Their focus has been primarily
on serving the informal sector customers. Similar to the
supply side model, the housing finance model is different.
The traditional housing finance model for customers is
based on the documentation available -salary slip, Form
16, etc. The focus in the informal sector low income
segment is on using surrogates and field investigation to
understand the customer’s ability to pay, e.g., by
understanding cash flow patterns from the suppliers of
goods, and reference checks from multiple sources to
ascertain the consistency of information.

NHB continuing to catalyze the growth of low
income housing

As new players emerge in low income housing segment,
the NHB continues to play an important role in promoting
market based solution for the low income housing. The
low income housing market continues to be a key area
of focus for the NHB, an area which will see new and
pro-active measures aimed to assist the needs of close
to 20 million urban households.
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4. Technical Advisory Group on Housing Start-
up Index in India
2.7 A House is often the most important asset for

households and accounts for a major share of the
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2.10

household’s wealth. Any movement in the housing
sector may, therefore, have a significant effect on
economic activities in the country including on the
financial sector. The former would have powerful
multiplier effect in the economy operating through
the inter-sectoral linkages in the production
system. The number of housing starts during a
given period reflects the demand for houses, which
would have an impact on the outlook of the
construction industry due to the backward and
forward linkages. Given this perspective, it has
been considered necessary to develop a Housing
Start-Up Index (HSUI), a tool to monitor the
movements of the Indian economy on a regular
basis.

The index must be constructed through
development of an appropriate methodology. The
Reserve Bank of India has constituted a Technical
Advisory Group for “Development of Housing Start-
Up Index” under Chairmanship of Prof. Amitabh
Kundu, School of Social Sciences, Jawaharlal Nehru
University. The Terms of Reference of the Technical
Advisory Group are as given below:

To review base paper on concepts, methodology,
approach to generate the database for construction
of the indices to suggest a feasible methodological
framework for construction of HSUI for the Indian
economy, with a view to assisting monetary policy
formulation, and to guide and oversee its
implementation.

To recommend modalities of entrusting the work
for construction of HSUI by appropriate external
agency or institution, including scope of the work
and deliverables.

To evaluate the work of the external agency/
institution and recommend its acceptance by the
Bank.

The development of a sound and reliable Housing
Start-Up Index inter-alia includes concept of
housing starts, sources of data, data collection
mechanism, periodicity of compilation, need for
pilot survey etc. This initiative of the RBI is
expected to bring significant value to the industry.
NHB is also closely associated with this initiative.

A few international best practices on building
permits/housing starts is given in the Box:






















































































































































































































































































































