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FOREWQRD

The study on "Housing Finance System for the Urban Poor”
presented here was entrusted to the NIPFP by the Planning
Commission. The main focus of the study is on identifying some of
thé major problems which the urban poor experience in accessing
loans from formal sector financial institutions as also the
problems which these institutions face in advancing housing loans
to this highly deprived section of the society. The study also
ajims at throwing up some ideas as to how to bring about an

interface between the formal sector institutions, financial and

non-financial, and the urban poor.

The study was caonducted by a research team led by
Professor Deveudra B. Gupta along with Mr. Canat ¥au! and

br.(Mrs.) Kita Faudey.

The results of the study are based on case studies as
well as active research carried out on Delhi”s squatters aud sium
dwellers. Besides results of similar experiments currently under

way in Indonesia and Bangladesh are cited.

The Institute is grateful to the Planning Commission for
sponsoring the study and for the interaction provided by its

officials during the course of the preparation of the study.

The Goverring Body of the Institute does not take any

responsibility for the views expressed by the authors in the

report. That responsibilit: helongs to primarily to the authors.

A. Bagchi
July 1990 Director
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PREFACE

The focus of the study is on low income households who
are unable to derive benefits from existing housing finance
institutions, which use very restrictive affordability criteria
based on conventional loan terms, largely due to their limited
income and assets. These households, nevertheless are usually
capable of saving specifically for t"e purpose of housing. Also
we assume - -nat these households are .apable to paying back loans

when made o7 innovative, non-convent{ nal basis. In this study,

non- conveariodnal loans or financi: implies devising/modifying
loan terms., zuarantees, collateral -d/or eligibility terms as
would permi. iow Income households t. . :alify for, and to afford,
housing loz : for which they are hitherto ineligible due to their
financial, :-:onomic and social circums: :aces. |

o~

T"e study is confined to urban areas where nearly 20 per
cent to 35 ner cent of the population lives in dismal and sub-
human conditions in slums and squatter settlements. In some large
cities and me:tcopolitan areas, the sl:mm population may indeed be

nuch larger.

These slum dwellers and squat-2rs are usually poor, and
because of "“izh costs of acceptable iwellings are outside the
formal hous:itjy system. They are a! . ::luded from coaventional
financing nechanism due to restrictive _sans termsl. The benefits

of formal sector finance is thus accruing largely to the non-poor.

1. High interest rates are repeatedly offered as an important
factor for keeping many low ‘ncome households wvut of the
conventional financing mechanism. However, as indicated in
report, our investigations reveal poor taking loans even at
5 per cent per month for housi~:. This, of course, does nor
imply any plea for charging .- 2t interest rate from the

poor.



Indeed, as wany studies show, the poor, without any alternative,
have therefore to rely on own resources usually raised at very
~high costs. It may not be an exaggeration to assert that the
poor, despite their very low incomes, have indeed some propensity
to save for a “durable” which will convince them to 1its
accessibility, and that it can be procured/purchased in convenient
small instalments. The desire to save may be further strengthened
if the deposits are safe, and hedged against undue inflation.
Unfortunately, as yet, there is little a:tempt on the part of
formal sector finincial institutions to coatribute to the housing

finance needs of : e poorz.

The stu’ in the context of low -~come households has
attempted to ou..ine the limitation of _..e existing housing
finance system, :ad analyse the aajor problems inherent in
attempts aimed .: providing housing finance to the low income
households using >aventional means. It will be appreciated that,
while it is true -1at 1f the constraints to effective targeting of
benefits to the poor may be traced to the conservative policies
adopted by formal s2ctor finmancial institutions, the coanstralints
inherent in the tar-et group, mainly low income households are no
less important in restricting their capacity to exercise effective
demand. Thus for any housing finance syst:a aimed at the low
income households -ie main task will be to <-ercome the obstacles
{mposed by conventicnal housing to suit *. “inancial and other

socio-economic circumstances of these hous2holds. The study

2. txceptions heing, for example o! banks providing highly
subsidised small hcusing loans to scheduled castes/scheduled
tribes. These are obligatory ioans and the banks are
reported to be rather tardy in loan r . overy perhaps because
these loans carry guarantees to - - .ne of 75 per cent of
loan amount.

(Lii)



presents a tentative model of housing finance for discussion and
debate. It is based on the on- going action research being carried

out under Punervaas movement.

In this study we received research/field support from
Amar Sahu, Vinay Sidh, Suresh Chandra Arya, V. Geeta, Sunita
Srivastava and Vasundhra Chandra. Needless without their help, it

would have been difficult to carry ,ut this study.

12e authors would like place on record their very
special -atitude to Dr. Rakesh .han, who as Adviser in the
Planning :mmission, inspired us t: 1itiate this study. We would
also lik:s :o thank the Planning Co.. ssion for providing funds to
carry ov:. this study and to Shri Rakesh Chandra, Consultant,
Planning  dmmission for his help and guidance. In the course of
the stud: ~e also benefited from discussions with a large number
of profe:sionals in the area, and we would like to thank them

(list of aames at the end of the report).

For constant encouragement and advice in our endeavour,
we would 1l:ke to place on record our gratltude to our Director,

Dr. Amaresh Bagchi.

iiiscussions at the Puae- 1as group were extremely
helpful in clarifying many of our th: .zhts and we are particularly
indebted :o evéryone who took part in these discussions at one
stage or the other. We are parti?ularly grateful to Shri Manjit
Singh, Conmissioner Slums ¢DDA); Shri H.C Joshi, General Manager,
Delhi Cooperative ‘'lousing Fiaance Society; Shri K.S. Mehra,
Registrar, Delhi Cooperative and Dr.(Mrs.) Kiran Martin, President

of ASHA.



For excellent secretarial assistance, we would like to
thank the Administrative Staff of the Institute, especially
Shri R. S. Tyagi. We would also like to thank Shri N. Natarajan

for looking after the production aspects of the study.

This study is a joint effaort of the three authors:
Dr. Devendra :. Gupta, Shri Sanat Kaul d Dr.(Mrs.) Rita Pandey,
and they toge “er bear the responsibili.y for any shortcomings of

the study.

Devendra B. Gupta

July 1990
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CHAPTER I

INTRODUCTION

A major task facing the housing sector in this country
relates to the provision of adequate shelter . to the poor. Constant
and steep rise in prices, especially in lérge and metropolitan
cities, have virtually eliminated the poor out of the land and
housing markets. Widening disparity in 1income has rmduced the
scope for integrating them into the formal housing market even
further. Also, the poor dc not have access to fimance from the
existing formal housing finance institutions owing to thelr low/
irregular/uncertain incomes and their inability to furnish
acceptable collateral security. Despite various goverument schemes
and initiatives to help the poor, the housing situation remains

rather dismal.

The main purpuse of the study is to .examlne the extent
to which the formal sector financial {institutions are able to meet
the needs of housing finance of the poor. Inter-alia, {t
identifies the major problems faced by the poor and other low
{ncone households in obtaining funds for housing from the formal
financial institutions. An attempt {s also made to suggest a
framework for fostering an effective link between the formal
sector financial institutions and the low inconme houscholdsvin‘
order to meet the financial needs of the LIG for house ownership.
The study is confined to urban households, although the framework

may find applicability in the rural context, of course, with



suitable modifications. We should however like to point out that,
given the abject poverty of the Indian masses, provision of
housing to all the low income households is a rather difffcult
target to achlieve, at least in the forseeable future, unless
shelter programmes are linked to all round improvement {in the
economic and social status of the poor. The model proposed in this

study therefore takes this fact into account.

In carrying out this study we first review the current
housing situation vis-a-vis the trends in urbanisation. Since a
large number of low income urban households are located either {n
slums or else live as squatters on encroached land, the problem of
shelter of slum dwellers and squatters forms the main theme of
this study. In this context, the problems of specific classes such
as the scheduled castes and scheduled tribes are also discussed,
especially because various government housing schemes and
commercial banks devote a substantial proportion of funds on these
classes. We have however uot touched upon the housing problems of
sel f-employed working women, although admittedly this 1is
fmportant. But as would be clear later, the housing problems of
this class can be adequately covered by the model suggested here.
An analysis of the trends in urbanisation and the current shelter
scenario clearly demonstrates that unless innovative solutions are
found, the shelter situation is unlikely to show any appreciable

improvement in foreseeable future.

This is followed by presenting a soclo-economic profile
of the urban pdor in terms of thelr educqtion and occupational
patterns, income and asset status, and expeaditure behaviour. It
also provides an idea of the saving potential of the poor,

especially in the context of rent paying capacity of the low



fncome households. Since indebtedness is an {mportant associated
aspect, an idea is also provided abmut the current indebtedness of

the urban poor.

We then discuss the exreat to which the poor have
benefited through various govermnment programmes and policies in
the provision of housing, indicatimg their inbullt shortcomings.
We also outline some of the major problems faced in home ownership
by the poor. In this context mention may be made of two major
bottlenecks, namely, land and fimance. So far as finance {s
concerned, it is not always the shortage of housing funds, but the
inherent weakness of the system to bring the low income households
and the formal sector financial imstitutions together. In this
context, we first outline the existing structure of formal sector
financial institutions and magnitude of the current flows of funds
into the housing sector. We also discuss the inappropriateness
of various existing saving and lending instruments to serve the
financial needs of the poor. This Is followed by a presentation
of a number of case studies to emphasise that, despite the funds
availability, there are certain important factors which inhibit

the poor to reach the formal financial sector. .

The study concludes by identifying the missing links in
this interface and provides a framework for effecting such an
interface. Inter-alia, the experience of an on going action
research in shelter provision to low income group households 1s

discussed to demonstrate the working of the model.



CHAPTER 11

HOUSING : MACRO-ECONOMIC CONTE XT

2.1 Introduction

Almost one third of India“s population in urban areas
lives 1in slums and squitter settlements usually will 1low,
irregular and uncertain earnings and also with low levels of
literacy. In order to Improve their housing conditions the
government has implemented a number of schemes. This chapter
sutlines some of these initiatives indicating their major
Jdrawbacks. We also review the current housing situation (both
quantitatively and qualitatively). Phenomenon of rural to urban
migration has been shown to be a major cause of growth of urban
slums and squatters. To begin with we first provide an idea of
macro-economic situation in terms of growth in urban population,
income and employment status and literacy level of households. We
then indicate the current housing situation Iin the country.

Finally, trends in urbanisation are presented.

2.2 General Situatioan : Macro—fcounomic Context

As 1Is well known Indi{a has a large population of nearly
800 million persons living in an area of 32.87 lakh square
kilometres. The average household size has been around 5.7 but
recently it has shown a slight rising tendency. Nearly one quarter

(or 200 million persons) of India”s population lives in urban



areas, and it i{s increasing at almost 3.9 per cent annually when
compared to an overall growth rate of 2.2 per cent per anaum.
Nearly 40 per cent of India”s urban population is concentrated in
cities with population of over half a million. It 18 in these

cities where the low income households face major housing problen.

While India”s national income has been rising, 3.8 per
cent annually during 1951-1986, 4.6 per cent a year during
1980-85, auch of it has been taken away by a rising population.
For instance during 1965-1985 the GNP in per capita terms grew at
1.8 per .-ent annually, although siance 1980 it has improved to an
annual average of 2.8 per cent. NP in per capita terms was Rs
2151.8 at factor cost (1987-88). So far as savings and capital
formation are concerned, the performance has been coumumendable,
although recently some fall in saving rate has been observed. The
gross domestic savings rate currently {s around 22-23 per cent,

the net savings being a little above 13 per cent.

Literacy rates have improved from about 17 per cent f{n
1951 to 36 per cent in 198l. If correction is made for the
population of children under the age of 5 years, it turns out -that

50 per ceat of the educable population is literate.

"he proportion of people living below the poverty line
has been steadily falling, and according to current“estimates a
little over 35 per cent of India”s population is in poverty (Rs
700 per household per month at mid 1988 - prices). In urban areas
the numSér of such poor is close to 50 million people. In the four
largest cities of Delhi, Bombay, Calcutta and Madras, a little
over half of the population is estimated to experience poverty.
Many of these poor are people who have some kind of jobs; their

poverty is largely the result of low productivity. Also a very



large of these poor work In the informal sector. At present
almost half of total labour force in urban areas would belong to

this sector.

In India, while the unemployment rates are not high
(e.g., urban unemployment rate was 6.4 per cent in 1983-84), the
extent of underemployment (in the sense of working short hours) is

large.
2.3 Housing Scenario in India

In India, like in most developing countries, growtt in
supply of housing has lagged behind the growth in demand for
housing leading to substantial shortage of acceptable housing at
affordable prices. The total backlog of housing is estimated at
29 million dwelling units of which about a quarter are for urban
areas. Among major reasons for such deficit are non-availability
of developed land at reasonable prices, lack of housing flnance at
affordable terms, and high prices of building materials. A major
reason for situation is the existence of various regulations and

controls in the economy.

The importance of land for shelter is well recognised. A
rapid rise in population results in higher demand for land for
different uses especially for residential purposes. Demand
pressure on land for residential purposés is relatively greater in
urban areas due to economic growth that has taken place in the
past years. Consequently a general trend of high rates of
increase in urban land prices has been observed in almost all the
cities of Indial- But the rates of price increase vary
significantly in different cities. Increase in land prices which

consequently results 1in escalating housing costs is attributed



largely to the shortage of developed landz. Further, withholding
of land from the land market for speculation, deficiency in zoning
laws and their eaforcement are other factors which make the land
even more scarce coamodity in the market. The {mplications of
high price. of urbaa land are far reaching. The most immediate
impact 1is felt on the rising costs of housing and housing
services. Seriousness of the problem can be judged from the trend
in the increasing share of land cost in total cost of houses. Land
costs constitute a high proportion of the total cost of house
which is considerably higher in large towns and metropolitan
citles. A consequence of this is high densities with great
pressure on basic services like water supply, electricity, sewage,
etc. Slums are in fact, to a large extent, a direct outcome of the
rising land prices. Realising these problems, the major public
intervention in the land market came in the form of Urban Land
(Ceiling and Regulation Act) (ULCRA), 1976. While the objective
was to promote equity in land holdings and help in moderating the
rise in urban land prices, the actual effects of this are by now
known to be quite the opposite. Land supply in the market has
become worse as, (i) the Act has frozen the supply of land in the
land market and (i1) the public sector finds ft difficult to
develop and release the acquired land in the wmarket due to both
financial and physical constraints3. The only way of checking the
excessive rise in land prices is to develop land and release it
on a large scale in the nmarket. Clearly this calls for action

together with adequate funds to carry out the development of land.

Finance {s yet another major constraint to the growth of
housing sector. Trend of investment in housing as per cent of

total investment in the economy is depressing. For instance, it



has declined from 34 per ceant in the.First Plan to 7.5 per cent in
the Sixth Plan. This has been marginally raised to about 9 per

cent in the Seventh Plan.

Also the share of housing investment in GDP has fallen
from 5 per cent in the 1960°s to around 3 per cent in the 1980°s
which {8 very low when compared to other countriesa. While {t {s
true that involvement of the public sector in the provision of
housing has been at best marginal (except of course some rental
housing and social housing) and the bulk of housing has come from
the private sector, it is disturbing to not2 that the share of
public investment in the total investment o housing has fallen
from 21.7 per cent in the First Plan to l1.5 per ceant in the Sixth
Plan, and 7.8 per cent in the Seventh Plan i{Table 2.1). Housing

contributed around 16.7 per cent to gross domestic capital

formation in 1984-85.

The housing situation has worsensd over the years in
terms of overcrowding, low and declining per capita floor space
and increase in slum and squatter population. The reason being
that this sector did not get the required priority that it seemed
to have deserved in our- Five Year Plans. Moreover no serious
attempt has been made as yet to draw up a comprehensive housing
programme, although the situation might undergo some change with
the setting up of National Housing Bank and the announcement of a
National Housiné Policy (which {itself is likely to undergo
change). Each plan allocated .;;uch meagre funds compared to the
magnitude of the problem that they have hardly been adequate to
make a dent into the housing situations. As a result housing

became more and more scarce for a large segment of population.



So far as the growth rate of housing stock is concerned,
decennial growth rate of housing stock was 26 per cent during
1971-1§81 compared to 14.7 per ceat in the previous decade as
against 26.3 per cent and 16.3 per cent rate of growth of
households in 1971-1981 and 1961-1971 respectively (Table 2.2).
Considering the growth rate of housing stock in rural and urban
areas separately it is found that In urban areas it was 51.4 per
cent during 1971-1981 compared to 31.2 per cent in the previous
decade. In rural areas, the growth in housing stocx:has been much
lower, being 19.1 per cent in 1971-1981 compared to 14.3 per cent
in 1961-1971. The net result is overcrowding asnd increase In
slum/squatter population. The relevant data on occupancy ratio
which provides an idea about congestion and per capita living

space is presented in Table 2.3.

Table 2.3 shows that average number of persons per
dvelling has 1increased during the period 1961 to 197l Also,
occupancy ratio is higher in smaller units. The situation 1in
respect of the number of persons per room does not seem to have
changed during 1960-70. Although after 1971 no comparative figures
are available but our judgement {s that the situation has remained
unchanged. This is based on observation that during 1971 to 1981
percentage increases in the housing stock and the number of

households are nearly equal.

The above analysis has provided some evidence on the
quantitative aspect of Hoﬁsing stock. Qualitatively the trend is
far more depressing. Qualitatively the housing stock in the
country has been broadly divided into four categories: pucca;
semi-pucca, serviceable kutcha and unserviceable kutcha.

Composition of natfonal housing stock 1% given in Table 2.4. it



is evident from the table that though there has been substantial
increase in the proportion of pucca houses in urban areas during
1960°s thereafter 1its pace has been rather slow. For exanmple,
while in 1960°s proportion of pucca houses in urban areas went up
from 44.7 per cent to 63.8 per cent, it increased by only 4
percentage points in the subsequent decade. Share of semi-pucca
houses has gone down from 34.7 per cent in 1961 to 23.2 per cent
in 1971. Subsequently only marginal change has been observed.
Similarly, in rural areas the quality of housing stock has
iaproved (in terms of the ranking of houses) though at a slow

pice.

The supply and ma’ntenance of certain infrastructure fin
iadia {s grossly deficient, especially in respect of water supply,
sinitation and solid waste management. It i{s estimated that nearly
one fourth of India”s urban population has no tap water supply of
any kind, three quarters has no (waterborne) sanitation facili-
ties, and one third has no electricity. Furthermore, 40 per cent
of the urban water supply is polluted. This situation, however,
varies from one state to another and from one city to another.
Power supply is also inadequate with nearly 37 per cent households
without anyoelectricity connection. So far- as solid waste
collection is concerned, the situation {s dismal, although some
households resort to community arranged clean ups. Except In
large cities, sewage systen i{s either non-existent or is In a
rud imentary stage. It should however be ment {oned that, while the
provision of public services still.remain dismal over tﬁe period,
accaess to these services has shown overall improvement especially
in larger cities. Further, government assistance provided for
infrastructure development in intermediate and small towns has

also helped in improviag the situation.
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From the foregoing it is clear that not only the quality
of housing stock but also the quality of services related to
housing and health of people needs much more attention than is

being presently given.

Expansion of housing supply has been affected also by a
rapid increase in prices of key building materials - cement,
brick, steel, timber, etc. The increase in cost of construction
is far greater than the overall price index, especially between
1981-1984 (See Table 2.5). According to an estimate of Natiomal
Building Organisation (NBO), over 65 per cent of the cost of house
consists of the building materials. Therefore, even a moderate
rise in price of building materials tends to raise the cost of
construction significantly. In order to reduce the costs, some
indirect concessions have been extended to certain building
materials which mainly pertain to a cut in excise duty. They,
however, have not contributed to any significant reduction Iin
prices of these building materials. Besides fiscal concessions,
encouraging the use of substitute building materials may go a long
way in containing the costs of construction within reasonable
limits. We know housing consists of a series of components that
may be produced in various ways and with different costs and
standards. For example - when land is scarce denser construction
is one way to reduce land cost. Similarly, if cement and/or
timber are scarce, some other materials natural or synthetic may
be substituted in the vroduction ;rocess. Restrictive nature of

buildirEg bye-laws has however been a major detertént in

accomplishing the above.
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Summarising, it can be said that the supply of housing
especially for the poor, has not kept pace with the demand for
housing. In urban areas the situation is very bad due to
migration from small towns and rural areas as a consequence of
industrial growth during the past 30-35 years. Influx of people
has put pressure on land, urban services and other infrastructure.
The outcome of which has been congestion, increase in number of
pavement dwellers, growth in slums and squatter settlements, with
unhygenic conditions, increasing rent and urban land price. It
needs to be mentioned here that the policies which deal with
housing problems in isolation will not be able to find any lastiry
solution to the housing problem in this country. What is required
1s planned effort in which housing, land, transport network,
public services and employment are considered as a part of a
package. We may also mention that migration to cities and other
urban areas 1is a necessary correlate of a process of economic
development, and it cannot be wished away. The poor would
continue to pour in from rural and small towns to larger towns and
cities so long as rural-urban wage differentials remain. These
people have to be treated as an essential part of the urban life,
and they are the responsibility of the people already living In
these urban areas. After all, these migrants besides contributing
importantly to the development of city, also help in providing a
large number of domeét!c and other services which make wurban

living less expensive.
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2.4 Housing Policy

Among the more f{mportant objectives of Indian economic
planning having bearing on housing are: reduction in inequalities
- economic and social, promotion of balanced regional development
and a socialist pattern of society with public sector playing
dominant role in key sectors of the economy. Thus, in uniformity
vith these plan objectives, public sector was assigned a direct
role In the provision of housing, especially for the low income
households. However, since the mid-seventies, the idea that has
taken roots is that public agencies should supplement rather than
replace peoples” action to get access to shelter. In this section
we provide a brief description of the major initiatives that have
eventually led to the evolution of a housing policy document. In
this context mention may be made of the various plan schemes and
programmes for housing. The Task Force Reports of the Planning
Commission on urban development and management including housing,
the Report of the National Commission on Urbanisation, the Report
of the Study Team headed by Mr. J.B.D"Souza, the Reserve Bank of
India Working Group Report, and Report of the Working Group on
Housing for Seventh Plan constituted by the Planning Commission
have gone a long way in seeing through the National Housing Policy
(1988) and the setting up of the National Housing Bank. Indeed
the intention of the Union Government was made known in advance
through the Budget Proposals for'1987-88 which asserted this by
stating that “Housing 1is high on our list of priorities”. The
International Year of Shelter for the Homeless seems to have acted

as a catalyst to some of these decisions.
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To begin with, the planners recognised a gap between
cost and affordability of current housing available, and sought
technological ways to reduce costs. Recognising the inappropriate-
ness of this, the focus shifted to development and utilisation of
ind igenous local materials. Simultaneously, social housing schemes
for the economically disadvantaged groups were initiated but soon
recognised the marginal contribution of such attempts towards
solving the housing problems, especially in view of the resource
constraints. Anofher important realisation by the government
concerned the general resistance to slum clearance and redevelop-
ment programmes. This led to the acceptance of slum upgradation
and environmental improvement strategy to deal with the problem of
informal settlements. Another significant development in the
shelter sector s the recognition of housing finance as an
important parameter in increasing the housing supply. This
resulted in the setting up of Housing and Urban Development
Corporation (HUDCO)(1971), Housing Development Finance Corporation
Limited (HDFC)(1977) and other housing finance institutions and
eventually the setting up of National Housing Bank (NHB)(1988)..
Also, recognising land as another major constraint in the context
of housing production, the government initiated a number of steps
including the formation of urban development authorities entrusted
with the task of bulk land acquisition, development and disposal.
The Urban Land Ceiling and Regulation Act of 1976 already
mentioned is a landmark, although its actual working is under

severe attack.

There 1s now a growing realisation that’ public sector
cannot adequately play the role of builders of housing units and
instead would act as promoters and facilitators so as to create an

appropriate enabling environment so that other parthers in the
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housing sector can successfully add to the national housing stock.
%hth National Housing Policy and the Seventh Plan have assigned a
dominant role to the private sector. Also the household and
éoopetative hectoré are assigned a significant role. It may be in
order to quote Seventh Plan "“The Government has to play an active
role through developing necessary delivery system in the form of a
housing finance ma;ket and taking steps to make developed land
available at right places and at reasonable prices”. The Seventh
Plan also maintains that the legal framework should:be ad justed to
reduce the non-financial disincentives to housing investment such
as rent control, costly building regulations and restrictive

land-management policies, etc.

In the context of housing for the economically weaker
groups mention may be made of National Housing Policy which seeks
to accord priority to promoting access to shelter for the
houseless and the disadvantaged groups. While many public sector
institutions profess to favour housing programmes for the
disadvantaged groups, it is difficult to say the extent to which
this has really happened. One may however make a specific mention
of the importance of legislative reforms which have been duly
recognised in various ﬁblicy documents. However in effect existing

laws have been only marginally tinkered with.

It may be worthwhile to mention that the shift in
approach has reflected .itself in the following:

(1) Shift in programmes from Slum Clearance and
Relocation to Environmental Improvement Schemes
and later to site and services;
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(i1) Setting up specialised Institutions for provision
of housing finance - in early 1970s in the public
sector and 1in 19808 encouragement to private
sector institutions and {anvolving commercial banks
by setting specific targets;

(11i1) Recognition of {mportance of supply or
availability of land led to experiments in Land
Banking (DDA) and socialisation of land (Urban
Land Ceiling Act);

(iv) Programmes to give secure tenure to slum dwellers;

(v) A comprehensive view of the housing problems and
integration of housing projects with wurban
development and employment projects, and

(vi) Involvement of NGOs.

In conclusion it 1is appropriate to enumerate the four
broad issues, identified in the World Bank Staff Appraisal Report
on India”s HDFC, which characterise India”s emerging housing
policy: (a) increased efficiency and effectiveness of resource
utilisation, including affordable design standards and low-cost
technologies; (b) market-oriented pricing and improved cost
recovery and resource mobilisation;'(c) strengthening of public
sector management in terms of planning, budgeting and operations,
and (d) a more rational allocation of responsibility between the

public and private sectors.
2.5 Treads in Urbanisation
Since the focus of the study is on housing in urban

areas, it would be useful to outline the major trends in the

growth of urban population.
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India“s urban population f{s growing at a fast rate - and
this rate {s {tself rising. This is clear from the figures

6 owes its

preseanted in Table 2. 6. Increase in urban population
origin to three major factors: natural {ncrease in population,
reclassification of erstwhile rural settlements into urban, and
massive rural-urban higration7. The last factor, namely, rural
to urban migration (amd evem urban to urban amigration, i.e., from
smaller towns to larger towns and cities) has created a number of
problems in urban areas. These migrants are usually poor and
unskilled and mostly work iam the urban informal sector. They
ostly reside in slums and squatter settlements. While urbani-
siation creates many probleis, it has certain positive features.
Tis is evident from Table 2.7. One feature that clearly emerges
is that more urbanised states generally indicate a larger share of
their population in cities, as also in slums. So far as access to
water supply and sanitation is concerned, a positive relationship
is seen with the level of urbanisation. This is a welcome feature.
As the National Institute of Urban Affairs (NIUA) study rightly
points out that “While wurhanisation is helping the process of
economic development and social change”, it goes on to lament that
it is not being managed properly” and suggests that the planners
should seriously consider as to “how to manage and administer the

onerging forces of urbanisation”.

According to 1981 Census there were 330l towns with
varying population sizesB. Table 2.8 gives an idea of the
distribution of towns and population by size of town. From Table
2.8 we‘see that towns with population of over a lac had sixty per
cent of the urban population. It is however clear that towns of
all sizes are experiencing rapid urban growth, although Class I

and Class VI type towns show higher growth rates. It may be worth
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pointing out that Class I type cities went up from 148 in 1971 to
218 in 1981, and within them the number of metropolitan cities
(millioh +) 1increased from 9 to 12 and of second level cities
(5,00,000-9,99,999) from 12 to 30. At present there are almost 20
cities with over one million populationg. As already pointed out
that it {s usually the large towns and cities which, because of
the employment opportunities they offer, are the ones with large
slum population. To 1illustrate this, towns with a population of
over one million (as per 1981 Census) had a slum population of
30.78 per cent when coapared to 10.66 per cent in towns with
population of less than 1,00,000 and 18.93 per cent in towns with
population between 1,00,000 and one million. Among the major
r2asons for high slum population, mention may be made of high land
prices generally beyond the reach of most migrants. This compels
these people to squat on any available public or private vacant
land. Once settled, it becomes politically a volatile problenr.
Most encroachments are of course on land which to begin with is on
the periphery but subsequently gets integrated into the city
boundary, or on land lying unattended - whether in green belt or
earmarked as project land for some future development. In many
situations, part of the construction labour continues to remain
living on the site, partly because they serve the interests of the
community around the site. Since these drop outs and other slum
dwellers are usually living on land on which they do not have any
legitimate right, they seldom have the incentive to construct
durable structures, maiﬁly because of the threat of being forcibly
moved out (or bulldozed) by local governments. Besides, their
unusually low incomes make it difficult for them to think in terms’
of any meaningful i{nvestment in housing. The sit>s they squat do
not have any civic aminities and other services or infrastructure,
and they are compelled to live in most unhealthy and unhygenic

conditions. The whole environment is highly “conducive” to the
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growth of juvenile delinquency and crime. As stated, the problem
is far more acute in large towns and cities and require urgent

attention.

To summarise, rural poverty and vast employment
potential of urban areas (especially large towns and cities) have
led to massive rural to urban, and urban to urban migration. The
result has been large slum and squatter population with, hardly
any meaningful shelter for this population. Also to reduce
further densification of large towns and cities with {ts
consequent problems of slums and squatters, 1t is importint that
efforts are made to develop smaller towns. This can be done
through provision of infrastructure and creation of euaployment
opportunities in small and medium towns. We must however cuphasise
the fact that the phenomenon of migration is just omne factor
contributing of urban population and indeed as we saw natural
increase factor itself is an equally important contributor to the

growth of urban population (being 41.25 per cent when compared to

40.13 per cent due to migration).
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NOTES

See Shelter Strategy - USAID 1989 and Devendra B. Gupta -
Urban Housing In Indfa, Staff Working Paper 730, World Bank,
1985.

The share of land cost to totil housing cost has been
steadily rising.

Large chunks of land are knowan to be under dispute and
remain idle - and in many cases encroached by migrants.

See Gu-ta, Devendra B., Urb - Housing in India, Staff
Workirn; Paper 730, World Bank, l'45.

Perhap- housing has so far been v and large regarded as a
part o social sector with little economic effort. However,
a mom:-.t s reflection would show that housing can really
contrihite to 2conomic activity, including employment. Cnce
this [s realised, surely the planners would hesitate little
to raiie the plan outlays on housing.

As c¢o;arad to an urban population of nearly 160 million in
1981, the urban population by the turn of the century is
expected o be anywhere between 340 million and 350 million
persous.

Contribizion due to natural increadase, aigratisa and
reclassification was 41.25 per cent, 40.13 per cent and

18. 00 por cent respectively.

Class [ towns with a population of over 1,00,000 persons and
over are designated cities in the :undian Census.

By 200i, almost 40 cities in [ndia will have a population
of over one million.
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TABIE 2.1

Investment in HousingADuring Different Plan Periods

Five Year Investment {n housing Share of public Total invest-
Plans as per cent of total investment in ment in housing
investment in the housing {Rs in crore)
economy )
I Plan 34 21.7 1150
II Plan 19 23.0 1300
III Plan 15 27.4 1350
IV Plan 12 22.3 1800
V  Plan 10 22.3 -580
VI Plan 7.5 11.5 12391
VII 9.0 7.8 3J-.58
Sources: 1. tandbook of statistics, 1982-83,

“BU, New Delhi.

of India, New

2. Five Year Plans
Delhi.
3. Draft Housing Policy, May, 1990.
TABLE 2.2

Decennial Growth Rate (Percentage)

Year Population Househoids Housing units
1951-61 21.7 13.7 23.0
1961-71 24.8 16.3 14.7
1971-81 25.0 26.3 26.0
Sources: 1. Handbook of Statistics,
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1982-83, NBO, New Delhi.

Census of India,

1981.
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Oocupancy Rat fos in
OUBET

TABE 2.3

Average Nmber of Persons

Percantage of Households

Urban Total Ueban Total

1961 1971 191 1971 1%Ll 1971 1961 1971
One room 417 4.57 4.3 467 93.05 30.10  49.0 47. 2
Two rooas 269 2.8 26 L& 4.6 6.9 26.43 2817
Three rooas 206 218 201 218 w29 1L.4 11.31 12w
Four roams .73 .8 163 LG 535 5.7 5. 85 3. %
Five or more roons 1. 28 .34 1.29 1.39 576 .64 3. % 50 %
Unspecified muber 2.5 0.07 1.33 0.3
of roams

Sources: 1. ihndbook of Statistics, 1980,
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NBO, New Delhi.
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TAHE 2.4

Canposit fon of National Haming Stock
(Million numbers)
Pucca Semi- Servi- Unservi- Total
puca ceable ceable
kutcha kutcha
1961
Urban 6.3 4.9 - 2.9 14.1
(&%4.7) 34.7) (20.6) (100.0)
Rural 12.1 23.1 21.9 80 65.1
(18.6) (35.5) (33.6) (12 3) (100.0)
Total 184 280 21.9 10.9 79.2
(23.2) (35.4) 27.7) (13.7) (100.0)
1971
Urban 1.8 4.3 - 2.4 185
(63.8) (23.2) (13.0) (100. 0)
Rural 14. 1 27.9 24.4 8.0 74.4
(19.0) (37.4) (32. 8) (10. 8) (100. 0)
Total 25.9 32.2 24.4 10.4 92.9
(27.9) 34.7) (26.3) (11. 1) (100.0)
1980"
Urban 15.8 5.7 - 2.0 23.5
(67.2) (24.3) (8.9) {100.0)
Rural 161 32.0 27.9 7.9 43.9
(19.2) (381) (33.0) (9. %) U0 0)
Total 31.9 37.7 27.9 9.9 107.4
(29.7) (35. 1) (26.0) 9. 2) (100.0)
198"
Urban 180 6.5 - 1.8 26.3
(68.4) (24.7) (6. 8) (100.0)
Rural 17.3 34.2 29.9 7.8 89.2
(19.4) (38.35) (33.5) (8.7) (100.0)
Total 35.3 40.7 29.9 9.6 115.5
(30.6) (35. 2) (25.9) U (100.0)
Notes: * NBO est imates Sources: 1. tensus of India, 1961,
1971,

Figures in parentheses
are-per cent of total. 2 *30 (1990).



TAHE 2.5

WPL (Base 1970-71)

All camodities Cenent Bar and Rods Wood Brick

Per cent charge Per cent change Per cent change Per cent change  Per cent change

1975-76 1713.0 1°0.5 203.3 163.1 29L.2

1976-77 176.8 2.0 173.6 .2 208.1 236 l60.4  -1.66 34k 4 1827
1977-78 185.8 6.09 176. 8 - 208.3 0. 10 178.9 11.33 299.6 -l13.01
1978-79 18.8 0.0 i%.6 .20 2416 15,99 192.9 7.83 314.2 4.87
1979-80 217.6 17.12 29.4 .48 315.1  30.42 9.2 13.63 351.5  1L.87
1980-81  257.3 18 2% 253.0 Y 324.1 28 2vo.4  21.33 416.2 1841

1981-82  281.3

O
J
3
t
[}
B
L
b4

401.6  23.91 My 1L 469.1 171

1982-83 2887 2.6  364.6 3.9  40L.6  0.00 3131 4.Lh 5560 1832
190-84  316.0 9.46 <29 57 492.8  ZZ.71 &3 1L2% 0.5 25w
198-85 3384 7.09  483.7 9. 339.4 946 309.3

6.@3 2.6 3.1
1985-86  357.8 5.73 493.8 6.9 581.0 7.71 Bt A 4.01 762.5 -l11.60
1%6-87 376.8 5.31 470.6 4.0 581.0 0.00 38, 4 0. 34 867.4 13.7

198788  405.1 7.51 2763 Lol 602. 8 .75 392.5 L& 598.5 3.59

Armual change fram8. 6 9.6 11.2 B4 13.8
1970-71 to 1987-88




TABLE 2.6

Growth Rates of Urban Population

Year Per cent of urban Decadal urban
population to total growth rate
population (Per cent)

1951 17.29 41.43

1961 19. 97 26.41

1971 19. 90 38.23

1981 23.31 46.39

Source: Census of India, 1981.

TABLE 2.7

Correlates of the Levels of Urbanisation by States-1981

Correlates Coefficlent of
correlation
with the level
of urbanisation

Urban access to water supply (1985) 0.71
Share of cities in urban population (1981) 0. 69
Urban access to sanitation 0.69
Secondary sector (1981-82) 0. 69
Per capita net national product (1981-82) 0. 65
Tertiary sector (1981-82) 0. 61
Urban literacy rate (1981) 0.58
Slum population (1981) 0.29
Population (1981) 0.09
Area (1981) 0.09
Primary sector (1981-82) -0.77
Per capita expenditure on public administration 0. 46
and other services (1981-82)
Urban death rate (1982) -0. 34
Urban poverty (1983-84) 0. 34
Urban birth rate (1982) .29
Source: State of India’s Urbanisation,
: National Institute of Urban Affairs,

New Delhi.
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TABIE 2.8

Distribut ion of Towns and Population by Size of Town

Town type Number Per cent Growth rate
of o f popula- (1971-1981)
towns tion

i,00,060 218 60. 5 41.51

S5C. . G0-99,999 270 1.5 36.97

27, 300=49,999 743 14.3 39.10

1¢,306-19,999 1059 9.5 35.37

>,6G0-9,999 758 3.6 36. 86

Less thaa 5,000 253 0.5 40.07

TOTAL 3301

Source: Census of India, 1981.



CHAPTER 1II

SOCIO-ECONGMIC PROFILE OF URBAN POOR

3.1 Introduction

In evolving a viable housing finance system for a
particular connunity or class of communities, it is useful to have
an idea abcut their affordability. In this :hapter an atteapt is
therefore made to analyse the iucome, co:sumption and saving
behaviour of the low income households. Int:r-alia, asset status,
indebtedness and occupational pattern of these households are also
analysed. Besides, an attempt is made to assess their perceptions
in regard to the priority accorded to home ownership. To carry
out the analysis, we have largely relied on existing information
collected by the National Sample Survey Orjanisation (consumption
expenditure surveys), Reserve Bank of India (All India Debt and
Investment Survey), Indian Market Research Burcau (IMRB), Indian
Labour Bureau (Family Budget Surveys) and the National Institute
of Bank Management (NIBM). The analysis has hHeen supplemented by
a speclific survey of Delhi”s low income hYouscholds especially
those living in slums/squatter settlements. iach of these data is
analysed separately. An attempt is then que tn cdnstruct a broad
socio-economic profile of these households with a view to
eventually evolve a housing finance system which {s appropriate to

the needs, perceptions and circumstances of these households.
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Before we describe the features of the urban poor as
revealed by each survey, it 1s in order to briefly indicate the
dimensions of poverty in India. Also the affordability criteria
used by the government for providing housing .to low Income

households are briefly indicated.
3.2 Urban Poverty

As already indicated India is a poor country with a
large part of its population working In informal sector. 1In
1984-85, nearly 37 per cent of India”s population lived below the
poverty line. This percentage is 27.7 for urban areas. At
1984-85 prices, the poverty line for urban households was Rs 122
per capita per month for urban areas (or Rs 7,300 per household
per annum). While the iucidence of poverty has declined over the
period, the per capita consumption has hardly shown any rise. For
example, during 1977-78 and 1983-84 (both expressed in 1983-84
prices), the urban consumption expenditure rose from Rs 158 to Rs
164, a mere 0.6 per cent rise a year. It is in order to point out
that while the incidence of poverty is greater in rural areas, the
nature of poverty in urban areas is somewhat different. In rural
areas, at least in periods of agricultural prosperity, the
situation is not all that depressing. In urban areas, however, a
large part of population continues to live in abject poverty from
one year to another. The situvation is particularly deplorable in
large tcwns and cities, especially the metropolitan ones where
over one third of city:s population is either pavement dwellers or
living in slums and squatter settlementsl. Their earnings are
generally irregular and.low faccording to National I[nstitute of
Urban Affairs (NIUA) survey of slums, 1987-88, two third of slum

households had incomes ranging trom Rs 300 to Rs 900 with median



income of R8s 721 per month]. These people are generally unskilled
labourers or semi-skilled workers and are mostly engaged in
informal activitiesz. Their savings, 1f any, are also low. One
reason for low savings may perhaps be the non-availability of
saving instruments appropriate to the nature of their earnings.
Most people living in slums and squatter settlements are generally
from rural areas and/or small towns3, and they indicate on one
hand the employment potential of such urban areas, and on the

other, the incidence of rural poverty‘-

3.2.1 Scheduled Castes and Tribes: Apart from a highly skewed
distribution of incomes, a significant feature of the Indian
social scene is the existence of a large population of Scheduled
Castes and Scheduled Tribess. These people are generally poor and
have a high incidence of 1illiteracy. Since they are generally
discriminated against, the Indian Constitution has provided
certain safeguards6, and the government policy has been to provide
them with opportunities to level up with the rest of the society.
In formulating various policies, with focus on economic-social
upliftment of people, due attention is paid to devise special

[3

prograames for the poor and socially depressed classes.

3.2.2 Income Criteria for Housing: In the context of defining
the poor and economically weaker sections of the socciety apart
from formulating special schemes for Scheduled Castes and
Scheduled Tribes, the Government also uses the {ncome criterion
for defining ,eligibility for socially-oriented programmes. For
this, ‘the basis is usually the following HUDCO classification:
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Cat egory Monthly household
income (Rs)

1. Economically Weaker Section (EWS) Below 700
2. Low Income Group (LIG) 700 - 1500
3. Middle Income Group (MIG) 1501 - 2500
4, High Income Group (HIG) Above 2500

The above income levels for varicus categories do get

revised taking into account the price changes.
3.3 Sociofconomic Profile

We now outline briefly the income, consumption, savings,
asset and indebtedness status of urban households in India based
on various surveys. First the results of the All India Debt and
Investment Survey (AIDIS) ard the National Sample Survey
Organisation (NSSO) are presented. This is followed by an analysis
of family budget survey data conducted by India”s Labour Bureau.
This is done for, seven sample industrial cities. As the housing
problem is acute in metrébolitan cities, the IMRB data in respect
of 12 metropolitan cities is also analysed. We also analyse
National Institute of Bank Management (NIBM) data on household
savings as this‘has important bearing on the nature of lending
instruments. Finally, the results of our field investigation of

low income households of Delhi are presented.
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3.3.1 All India Debt and Investmeant Survey and National Sample
Surveys

3.3.1.1. Bxpenditure Patterns: From the view point of shelter
policy, it would be appropriate to give the distribution of
households by expenditure class. The relevant data 1Is provided in
Table 3.1 based on National Sample Survey [NSS (1983)] expenditure
data. From this table, we find that nearly 12-15 per cent of
total household expenditure is devoted to housing, including on
rent. The rent for the owner occupied houses is also imputed. The
maximum feasible rent as indicated in the table is broadly in
accordance with the norms adopted by the Planning Commission to

work out the affordability limits of house cost.

3.3.1.2 Asset and Saving Patterns: Nearly one fourth of India’s
households are residing in urban areas of which 33 per cent are
estimated to belong to the self-employed category, the remaining
are in the non-self-employed category. According to the All India
Debt and Investment Survey, 1981-82, (hereinafter called AIDIS),
as on 30.6.1981, the average value of all items of assetS owned by
a urban household was Rs 40,573. Within the urban sector, the
average asset of a self-employed household was higher compared to
that of the non-sel f-employed (Rs 55,320 and Rs3 33,457). Another
interesting feature of asset holding of urban households is the
concentration of over 70 per cent of the assets with top 25 per

cent of thie household. This is evident from Table 3. 2.

Analysing the asset composition, we find building is the
most Iimportant asset with its share of 36 per cent in the total
value. Land is a close second with a share of a little over 32

per cent of the total value of urban assets. Further, financial
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and consumer durable assets are also important in the asset
portfolio of urban households. Table 3.3 gives an idea about the

pattern of assets of urban households.

3.3.1.3 Indebtedness: So far as indebtedness is concerned, in
per cent teras, 17.36 per cent households were in debt with an
average debt of Rs 5,930. The aggregate debt-assets .ratio was 2.5
for urban households (not much of a difference is observed between

the self-employed and non-self-employed).

It would be worthwhile to briefly aralyse the cash deBt
outstanding according to credit agencies sinc: it tells us of the
extent of relative dependence of the housesh..!s on institutional
and non-institutional sources for their cred:: needs. Table 3.4
reproduced from AIDIS (1981-82) provid:s the percentage
distribution of cash dues outstanding by cre:it agency. It shows
that nearly 60 per cent of the cash dues o7 "touseholds are froam
institutional sources, cooperatives, c¢uoamercial banks and
Government being the three important {nstitutions. Among non-
institutional sources, households relied wmore on friends and
relatives for credit followed by professional z0oney lenders. An
interesting fact revealed by AIDIS (1981-82) is that nearly 60 per

cent of cash debt is for productive purposes.

3.3.1.4 Mortgage: To avail of the credit facilities around 45
per cent of urban households provided personal guaraACees and
another 27 per cent mortgaged immovable property. Only about 3 to
4 per cent of the households offered jewellery and ornaments as

security. Shares, securities and Insurance policies are offered

as security by nearly 3.2 per cent urban houscholds.
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3.3.1.5 Summarising: We find that preference for productive
assets is higher among urban households. Among other assets
importance of buildings is greater as its share 1is over 35 per
cent in total asset holdings. Also as expected, urban households
show considerable preference for consumer durables and financial

assets in their asset portfolio.

3.3.2 Socio£conoaic Profile of the Poor (Based on Family Budget
Surveys of Labour Bureau): We have so far analysed household
incomes and savings behaviour employing Nat{onal Sample Survey and
AIDIS data. There is another Important source of income data,
which is collected by the Labour Bureau (1980-8l) for industrial
workers in connection with the construction of cost of living
indices. Since industrial workers counstitute an important segment
of the low income households, an attempt is made in this section
to briefly analyse their socio-economic profile. We have taken
only seven cities for this purpose. The seven cities are: Agra,
Darjeeling, Kanpur, Howrah, Bangalore, Nasik and Jaipur. The
Family Budget Survey data 1980-81 is used for this purpose. The
saanple included industrial workers families having 57 per cent or
more of their income from manual work during the reference period
belonging to 7 sectors of employment, namely, registered
factories, wmines, plantation, ports and docks, electricity
generating and distributing establishments, public motor transport
undertakings and railways. The analysis is confined to workers~
families education status, income levels, expenditure pattern and

more importantly incomes spent on housing and indebtedness.
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3.3.2.1 WVorkers by Sex and Age (Child/Adult): The estimated
number of workers, which includes women and child workers, showed
wide inter city variations ranging between 20,622 in Agra to
2,53,685 in Bangalore. The share of women workers in total
employment is rather low except in Darjeeling where women workers

are more than men workers (See Table 3.5).

The sample consists of both regular and casual workers.
The proportion of regular workers when compared to casual workers
is larger in all the cities, range being between 75.94 per cent

in Agra to 99.06 per cent in Jaipur.

3.3.2.2 Literacy Levels: Ianforwation relating to literacy is
reported in respect of each member of the family. The levels of
literacy among people are preseanted in Table 3.5. All members
aged 5 years and above have been taken into account. It is seen
that except Bangalore and Nasik 33 per cent to 50 per cent people
are illiterate. Incidence of illiteracy is highest in Howrah,
(30.9 per cent) while in Agra and Darjeeling illiterates accounted
for 42.2 per cent and-48.07 per cent respectively. The graduates
were reported to be highest (3.03 per cent) in Agra while in
Darjeeling none of the households had education upto graduate

level.

3.3.2.3 Pamily Composition and Income Patterns: Table 3.5
presents the average number of earners, earning dependents and
non-garning  dependent per family. It 1is indicated that
Darjeeling had the highest average number of earners (1.68) per
family. The biggest average family of 5.48 menbers is reported in
Nasik while Howrah reported smallest average family of 3.36

members. The average monthly income per worker ranged tetween Rs
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254.28 1in Darjeeling to Rs 697.06 in Nasik. As would be recalled
that this survey was conducted in 1980-81. Thus fncomes are at
1980-81 pr:lces'Q We know that for being eligible for socially
oriented housing programmes the Government uses the income
criteria of households. In this context, it would be interesting
to give the following classification used by the DDA in 1980-81

for its social housing schemes.

Name of the housing Eligibility criteria

scheme

1. EWS Scheme Household income below Rs 600 p.a.

2. Janata Scheme Household income between Rs 600-12uJ p.m.
3. LIG Scheme Household income between Rs 1200-20C) p.m.

Following this criteria we find that majority of the
workers, except those in Nasik, fall into the EWS category which
is the focus of our study. Using information relating to average
family size and average number of earners per family, the average
income per family and per capita per month income {s°®computed for
all the cities. The average income per family is worked out to be
below Rs 600 in three cities, namely, Agra, Darjeeling and Howrah
while in other four cities it ranged between Rs 702.26 to Rs
1010.74. Per capita income ranged between Rs 93.48 in Darjeeling
to Rs 184.44 in Nasik. The reported incomes therefore suggest
‘little scope for additional savings by households. Data relating
to current savings of the households fs not available but
information relating to monthly expenditure of households suggest
that household savings, if any, are very low. However, a clearer
picture of households” economic status emerg;s on examining the

distribution of people by income classes as presented in Table

35



3.6. It is apparent from this table that a little over 2/3rd of
the people in Agra, Darjeeling and Howrah fall in the income range
of Re 300-Rs 750 while in Kanpur more than 57 per cent and in
Jaipur little less than 50 per cent people reported earnings in
this income range. In the other two citlies modal income was
comparatively high. 1In Bangalore 35 per cent people had earnings
. between Rs 1000-1500, 19.6 per cent had incomes between Rs
750-1000 and 24 per cent reported eirnings between 300-750. Unlike
other cities Bangalore and Nasik r=2ported 18 per cent people each
in the iancome range of Rs 1500 z:d above. In Nasik little less

than 1/3rd repcerted earnings betwe=n Rs 1000-1500.

3.3.2.4 Expenditure Structure amd Budget: Uetailed data r-=_.iting
to monthly expenditure is used i) analyse households expenditure
in relation to income and in g:neral to study che pattern of
expenditure cf various tyées mor: importantly on housing which Is
expected to give a clue about households affordability for
housing. Expenditure for the purposes of survey was taken to
represent expenditure on current living. This comprises of
consunption and non-ccnsumption expenditure. Consumption expendi-
ture Included all purchases relating to food, clothing, transport,
education, recreation, fuel, etc. w«while non-consumption expendi-
ture consisted of expenditure relating to taxes, remittances to
dependents, subscriptions, interest paid on loans, etc. The
capital outlays, 1i.e., amount spent to increase the assets or
decrease the liabilities is termed as disbursements. The aain
heads of which are savings (financial), Lnvestments - both in

financial and physical assets - and debts repaid.
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The structure of household expenditure is given in Table
3.7. It can be seen that the average monthly consumption
expenditure has been quite close to the average monthly income per
family. However in some cities it is even more than the average
monthly income per family. On considering total expenditure the
Budget showeé a deficit in the range of Rs 112.58 in Kanpur to Rs
422.68 in Bangalore. Howrah is the only exception where deficit
was rather small, {i.e., Rs 21.32. The average total expenditure
did not show any clear cut trend with average income per family. A
large part of the expenditure is devoted to food and related
items, leaving little for the non-food items. As mentioned
earlier, that total outflow of money from a family consists of
expenditure and capital outlays while capital outlays consisted of
savings and investment and debts repaid. In the absence of a full
break-down of capital outlays the magnitude of savings and
investments is not known. However, the magnitude of deficit
indicates that a large part of the capital outlays has been
probably devoted to repayment of debt, a large part of which might
have been raised for consumption. To support current earniangs
households may either borrow or liquidate their assets. The
information regérding asset holdings and how much of these was
liquidated is not available. In view of the high incidence of
indebtedness it seems less plausible that the households had any

ma jor asget holdings.

3.3.2.5 Expenditure on Housing: Expenditure on housing consists
of rent paid and house maintenance expenditure. From the view
point of housing finance policy it would be interesting to analyse
household expenditure on housing as it gives an idea of
household”s affordability for housing. The relevant data is

provided in Table 3.7. It is seen that the average expenditure on

37



housing per family ranges between Rs 30.87 in Agra to Rs 80.18 in
Kanpur. From the view point of the shelter policy it would be
appropriate to give expenditure on housing as proportion of
household income. We find that average household housing
expenditure was only about 6 per cent of income in Agra, Nasik,
Howrah, Jafpur and Bangalore while in Darjeeling and Kanpur
households on an average devoted 8.4 per cent and ll.4 per cent of
their incomes on housing respectively. Maintenance expenditure is
generally low, ranginy between Rs 1 to Rs 6, except in Kanpur

where wnaintenance expe:diture accounted for ne:rly half of the

total housing expend.:ure - WJihich is probabl; because of luw
quality of dwellings. .ipenditure on housing, huw:ver, appears to
be weakly related wit' Incomes. About 5.8 per .eant of household

consumption expenditu: - was devoted to housing ia all the cities
except in Kanpur wher. housing expeaditure accounted for a little

over 12 per ceat of to:al household consumption expenditure.

3.3.2.6 Indebtedness/Interest Rates/Nature of Security: VWhile
discussing the structure of household expenditure it has been
nentioned earlie{ that the average budget deficit per faaily was
positive in all the cities. To aeet the deficit a family amay
borrow. Though information on number of families under debt is
not available, the average amount of debt per i{ndebted family by
aajor sources of loan is presented in Table 3.8 [t is revealed
that the major sources of loan are provideﬁt fund, friends and
relativ=s, money lender, ccoperative credit society, shopkeeper
and emplnyer. The average amount of outstanding loan per indebted
family was qulte high {varying between Rs 441.70 in Darjeeling to
Rs 2822.37 in Nasik) in relation to their [ncomes. Average debt
per indebted family did not show any clearcué trend with either
income or expenditure per family. Due to non-aviiiability of data

relating to distribution of indebted familiecs by income class it
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is not possible to say as to which income class has had greater
incidence of indebtedness. Further, from the view point of housing
finance policy it would have been interesting to analyse the
distribution of debt by purpose of raising loan.. Lack of relevant

data did not permit us to do so.

It would be worthwhile to analyse the cash debt
outstanding by credit agencies as it provides an idea of the
extent of relative dependence of the houscholds on institutional
and non-institutional sources for their credit needs. Table 3.8
provides the distribution of average ¢ ish loans per indebted
family by major sources of loan. It ; found that the ratio
between institutional and non-institutior:i! loans ranged between
0.27 in Agra to 43.0 in Howrah with coopcratives, provident fund
and employer as the three important lending sources. The terms
and conditions attached to loan determive the effective cost of
loan. However, information is available relating to only rate of
interest and collateral given (Item 4 of Table 3.8). 1t is seen
from this table that the rate of interest un loan varied between
nil to 25 per cent and above. Households raised 49 per cent, 39
per cent, 30 per cent and 43 per cent of tocal loan interest free
in Agra, Darjeeling, Jaipur and Nasik respectively. Interest free
loan is mainly provided by eaployers, friends and relatives,
shopkeepers and provident fund. Institutional sources including
provident fund and employer usually charged a rate of interest
between 5-15 per cent. Rate of interest abovg L5 per cent was
charged by money lenders, shopkeepers and in some cases also by
friends and relatives. A large proportion of loan is reported to
be obtained on personal guarantees. This has happened in the case
of loans from friends and relatives, provident fund, shopkeepers
and employers. Most preferred collaterals are LIC policy,

ornaments and jewellery, and land. Jewellery, ornaments and LIC
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policies are seen to be more important collaterals. Surprisingly,
land was found to be the least important asset used as collateral
for raising loan. This could be due to two reasons: one, land
may be a small component of total asset holdings, and two, share
of loan for housing in total loan {s marginal. Also, and perhaps
more importunt reason with land are the problems of foreclosure {n

case of default in repayment of loans.

3.3.2.7 Summarising: We find _aat majority of the households had
earnings in the range of Rs 390 to Rs 750 and per capita iancomes
about Rs 93.48 to Rs 184.44. an analysis of household expenditure
revealed that in al’. the 1! metropolitan cities a2ajority of
households spent aore tian their earnings. The magnitude of
deficit on the average rang=d berween Rz 112.58 to Rs 422.63 jer
household, except in Howrah where deficit was rather small, i.e.,
Rs 21.32. A large part of the expeaditure is devoted to food and
related items, leaving very littie for non-food items and housing.
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savings could not be cbtained.

Reyarding household expenditure devotgd to housing we
find that housing expenditure (ia per cent teras) on the average
varied betwean 6 per cent to 1.4 per cent. Further, housing
expenditure is seen to have wecax relationship with income. So far
as maintenance expenditure {35 concerned, it is found to be
generally low except in Kanpur. This exceptional case nay be

because of the low quality of dwellings.

So far as the indebtedness (s concerned, the average
1aount  of woutstanding debt por indebted  fanily varied
considerably, ranging between Rs +4.70 to Rs 28 22.37. The

dependence on loans from instituti-=il sources when compared to



loans from non-institutional sources 18 generally indicated to be
greater. A large proportion of loan 80-90 per cent, except in
Agra, was obtained on personal guarantees. Among land, jewellery
and financial assets, land was indicated to be the least preferred
collateral. An interesting feature revealed by these surveys is
the preference for movable assets as collateral rather than
immovable assets like land. This clearly has an important bearing
in the context of devising lending instruments for advancing

housing funds to LIHs.

3.3.3 Analysis of the Indian Market Research Bureau (IMRB) Data:
In this s2ction we analyse the income and occupational
distributio:: of population in 12 wmetcopolitan cities of India
using the I-dian Market Research Bureau (IMRB) data for the period
1980-81. Tables 3.9 and 3.10 present the data according to income

and occupatiocn.

A perusal of these tables shows the existence of wide
Inter-city variations in income distribution. For instance, in
Bombay about 9 per cent of the households had incomes below Rs 350
whereas corresponding figure for Kanpur and Nagpur was 25 per
cent, and 30 per cent for Madras. However, a majority of the
households are indicated to have household incomes below Rs 1,500
with about 20 per cent of households having incomes below Rs 350,
37.2 per cent between Rs 351-Rs 750 and 28.5 per cent between Rs
751Rks 1,500. This distribution is likely to have changed since
1980-81, mainly because of the changes in both income and prices.
If we construe people below Rs 750 as constituting low income
households then nearly 60 per cent of the households would fall in
this category. Juxtaposing income distribution with occupational
distribution, we find a little under half of the adult workers

belong to the category of non-professional workers (both skilled
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and unskilled workers). Also nearly 1/5th of the workers are
reported to be unskilled workers. Clearly these people would have

relativeiy low and unstable incomes.

In summary, in metropolitan cities, at least 1/5th of
the households have had incomes below Rs 350 and the same
percentage 1s of unskilled workers. <Clearly, these would also be
the households most of whom would have very poor housing for
themselves. They are then tne people who, in the context of

housing, require various kinds of assistance for home ownership.

3.3.4 Saving and Investment Pattern of Urban Households (The
National Institute of Bank Management Survey): In this section we
analyse the NIAM data for 1986 on saving and investment o!
households in India. An attempt is also made to examine the
behavioural relationship, if z2ny, between the trends in saving:
and Investment and social profile of households. Social profile or
households here Includes age, 1literacy level and occupational
pattern. QOut of a saample of 90,000 houseliolds 2/3rd belonged to
the urban areas with 67 per cent bank savers and 33 per cent
non-bank savers. An individual can save/invest in various forus
of physical and financial assets. Distribution of household
savings in physical and financial assets is presented in Table
3.11. The average level of savings in various physical and

financial assets is given in Tables 3.12 and 3.13 respectively.

According to the rcurvey a saver on the average invested
more than twice the amount on physical assets than in financiai
assets. Almost one half of the bank siavers invested in financial
assets and this investment accounted for 52 per cent of their
total savings whereas only 46 per cent non-bank savers invested in

financial assets which was 24 per cent of their total savings.
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Table 3.12 preseats level of investment {n various
physical assets. It is indicated that while house/property was the
most preferred asset among bank savers land was found to be very
popular among non-bank savers. Further, nearly one tenth of
savers invested in land, house and property - which accounted for
33 per cent of total investment in physical assets (in case of
Yank savirsziand 45 per cent (in case .of nun-baak savers). iround
5 to 8 per cent savers inm all invested in gold, ornaments vhich
accounted for 4 to 8 per cent of total savings in physical 4ssets:
Majority of savers (3/4th) invested in consumer durables, a:.1 its

share was 38 per cent in total savings in physical assets.

A perusal of Table 3.13 shows that Llavestment in « ,ipany
deposits was most popular among bank savers followed by Lii and
bank deposits. Non-bank savers on the average invested r:re {n

UTI than in other assets.

The investment of savers in bank deposits accounzed for
78 per cent of total financial savings. More than half ~f hank
savers invested in LIC and PPF schemes which accounted for id per
cent of their total financial savings. Among bank savers 24 per
cent invested in post office and this investment accounted tior
only 8 per cent of total savings. Around 50 per cent of non-bank
savers invested in post office savings and this {avestuent

accounted for 45 per cent of total financial savings.

3.3.4.1 Profile of Savers by Income: Savers have been classified
according to their yearly income Lnto 6 iucome categories upper
limits of wihhich are: Rs 6,000, Rs 12,000, ks 18,000, Rs 24 ,00¢, Rs
60,000 and above Rs 60,000. It has bdeen found that nearly ll‘per
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cent of bank savers had earnings less than Rs 6,000 while for
non-bank savers this figure was 61 per cent. Approximately 1/3rd
each of bank savers had their incomes in the range of Rs 6,000 to
Rs 12,000 and Rs 1,200 to Rs 24,000 respectively. Further, more
than 23 per cent bank savers had earnings more than Rs 24,000.
Non-bank savers had rather low earnings when compared to bank

savers.

Relating income status to educationm levels of households
it was found that for all income groups there is no significant
variati.a in the educational level of people (bank savers). In
case of non-bank savers too no significant relationship could be

establ ished between education levels and incomes.

Distribution of savers by age and income group revealed
thar 39 per cent bank savers with incomes of below Rs 6,000 are
in the age group of 30-50 years. However, non-bank savers earning

below Rs 3,000 are below the age of 20 years.

3.3.4.2 Profile of Savers by Occupation: Sample is classified
into 5 occupation categories: Professionals, Service Workers,
Production Workers, Agriculturists, Retired Persous, Students and
Others. Majority of bank savers (85 per cent) were found to be
either professionals or service workers, whereas less than 10 per
cent are production related workers. Around 30 per cent of
non-bank savers are production workers and 63.per cent are either

professionals or service workers.
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3.3.4.3 Profile of Savers by Education: Banking seems to be a
habit of literate persons as only 6 per cent bank savers are
illiterate while 40 per ceat of them are either graduates or
post-graduates. Level of literacy is rather low among non-bank
savers. About 1/3rd of non-bank savers are illiterate while the

rest of them have education upto higher secondary level.

3.3.4.4 Profile of Savers by Age: Majority of bank savers (59
per cent) are middle aged, i.e., between 30 and 50 years. Around
i/4th of bank savers ar- above 60 years of age. Middle aged
ion-bank savers also con-.itute a large proportion (56 per cent)
o>f non-bank savers. About 1/5th of ncn-bank savers are between 20

ind 30 years of age.

3.3.4.5 Summarising: A sav r on the average invested more than
twice the amount in physical assets than {n financial assets.
However, bank savers invearaed moare in financial assets than
non-bank savers. Land and house property were the preferred
physical assets among households. As far as investment in
‘inancial assets is concerned company deposits were more popular
aimong bank savers followed by UTL and bank deposits while non-bank
savers on an average [nvested more in UTI than that in other

15sets.

Nearly 28 per -unt savers had earnings less than Rs
6000.  Around 30 per cceat noa-bank savers are production related
workers. This figure is less than 10» per cent for bank savers.

-

YNearly all bank savers are literate, with 40 per cent either

sraduates or post-grad.ites. Level of literacy is rather low
among non-bank savers. For instance, JO'per cent are illiterate
and 63 per cent had =ducition upto ligher secondary level. Given
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the. abave informatlion na clear cut relationship is indicated
between the saving pattern and social status of households.
However, it may be mentioned that income and education levels have

some bearing on the choice of saving/investment instruments.

3.3.5 Survey Results of Delhi{’s Low Income Households (NIPFP
Survey): An attempt is made in this section to assess the
perceptions and affordability of households {n regard to home
ownership. To carry out rthis, information has been collected
through a field survey of Delhi”s low income households. The
survey deals with encroachrsnts, resettlements, slums and EWS,
Janata and L1G housing uaits. ESncroachzents included in the study
are basically slum camps. ‘he sanple is drawn on a purely random
basis. Its total sizc iz 1"%. The samgle includes both beneficiary
(88) and non-beneficiary {57 households of the government
housing/housing finance scheiaes. The focus of the survey has been

on the following:

(1) Socio-econonic status of the respondents which
included - w=ducation, occupation, current income
level, and present tenure status;

(ii) Current expenditure .on uousing which consisted both
rent and maintenance expenditure;

(iii) Rent paying -apacity/willingness to pay rent if the
need arose;

(iv) Financial aspect of housing {f cthere was an
opportunity to own a house:

(a) Soutces of funds;
(b) Anount which could be generated, and

(c) How mush downpayment they could afford if it was
conditicenal.



(v) Choice of/preference ::r shelter given their curreat
income level; and

(vi) Difficulties percetved :n participating in the formal
system of housing finac:e.

As mentioned earlier the survey dealt with slums,
resettlements and EWS, LIG and Janata housing units. Five slum
settlements are included in the study. One of them namely, Janma
Masjid slum unit {s under public ownership declared as slum since
1972-73, while the rest of slums have been developed on encroached
land " i2re no tenancy or éwnership rights exist. Respondents of Jama
Masjit slum unit enjoy tenancy -ight and pay rent to the DDA. The
rent vas fixed long back and has not been revised since then.
Maintenance of house is looked after by the tenants. Respondents”
expeniiture on maintenance worked out to be more than they spent on
rent. Tine respondents feel that the housing related amenities like
electricity, approach roads, iighting, drinking water, latrine,
etc., are quite satisfactory. Drainage facilities are reported to be
unsatisfactory. In encroachments however sewage, electricity, toilet
faciliticseare either non-exist nt or in a bad shape largely due to
poor maintenance. The condition of dwellings are found to be In no
better shape. While 67 per cent >f the respondents said that their
houses were dilapidated, 14 per cent thought it was satisfactory.
None of the respondents paid ny rgut although they incurred
expenditure on maintenance of their dwellings. Janata colony
included in the study was constructed in 1976 by the DDA. Houses in
this colony are found to be in good condition. Also housing related
services are reported to be satisfactory. Rohini unit came into
being as a result of implementation of one of the housing scheaes of
the bDA. Under this scheme the land was given at subsidised rates.

Within this unit there has been cross subsidisation of the cost of
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-land. - The resettlement. units are also developed by the.DDA. to. -help-
the EWS and also to relocate encroachers. The benefits under this
scheme consisted of land - free of cost - and sometimes some
building material and cash. Size of the plot {s usually 21 sq.

yards.

Before providing the details on income and choice of

dwellings, a brief account of respondents” occupation and education

level is 1in order. Qut ot a total 145 respondents, 56 are
sel f-employed, 21 are in service .hile 63 work as casual labourers.
In encroachment units none of .. respondents is in servic:. They
are elther self-employed-vendnots, wners of small tea and stitionary
shops, barbers, tailors, mecha s or work as casual 1 .:ourers.
Occupations of the respondents -. - similar in all the units except
in one unit where aost self-emp: “ed have either auto parts shop,

Kabari shop, or meat shop. dore

in 1/3rd of total respondents are

educated upto 5th standard, 31 .. 1 secondary education and only 17
are graduates. cducdtlon 4diki .. upation do not seem to have any
definite relationship. 4 loow it the inccmes of the respouadents

shows that out of 139 eamployed, 64 per cent respondents have
irregular incomes (See Table 3.i::'. For the whole sample weighted
mean and median incoases worked out to be Rs 1,206.54 and Rs 1,092.806
respectively. Also, a large [~ira-unit variation in incoaes 1is
indicated. For ianstance, nean :ncomes in encroachment, slum,

resettlement, Janata and Rohini .nits are Rs 988.10, Rs 1,213, Rs

1,158.16, Rs 1,583 and Rs 1,495.-} respectively (Refer Table 3.15).
This shows encroachment units havioy the lowest mean income while
Jama Masjid slum has the highest tean incone. TWis scems to support
the view that security of tenure and living conditions have a
bearing on productivity. Respoidents” {ncomes, however, does not
show any relationship whatsoever oither with their cducation or

occupation.
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We now analyse curreunt expenditure: Expenditure-on

:8ing here comprises of rvent paid and maintenance expenditure.
¥::y 64 households answered chis-quest10n7. None of the respondents
srent more than 15 per cent of income on housing. 24 out of total
a4 spent 1{n the range of 2 to 6 per cent of their incomes while 23
172 spending 6 to 10 per cent of their incomes. 7 are spending less
than é per cent of their income while the rest 10 people are
spending 10 to 15 per cent of thelir inéome on housing. The
2xpeaditure on maintenance on these dwellings 1s generally high; and
it s particularly high in relation to rents In units located on
una:ithorised lands. The hi;n expenditure on wmaintenance and low
renal {s presumably because of the low quality make-shift shelter

rec:iring coastant repair (Sec Table 3. 16).

Rent paying capacity is an important indicator of people’s
afirrdability of housing. Respondents not paying any rent or paying
very low rent currently were asked how much rent they would pay {f
the need arose and if provided betier living conditions. Most
respondents said that they found the existing location convenient
and would not like to shift despite various incentives 1like better
living conditions and tenancy rights. 54 per cent of those rasponded
{ndicated that they are either in no position to pay or are not
willing to pay any rent. 7 per cent are willing to pay in the range
0-5 another 7 per cent in the range 5-10 per cent of their
incomes. 8.7 per cent are willling to pay 10-15 per cent of their
incomes as rent while 15.8 per cent have a rent paying capacity in

the range of 15-20 per cent of income (Refer Tables 3.17 and 3.18).

From above it can be inferred that the respondents are

aware of the fact that thelr rent paying capacity is much below the

8

market rent” at locations which are preferred by them. Singe



docation-ranked higher to_tenancy right and good living conditions
in their preference for various attributes of housfing they

presumably opted to squat on public lands.

Another {mportant aspect relevant f{or policy formulation
s the relative preference for home ownership and other related
housing attributes for home ownershipg. The respondents were asked
to give thelr relative preference for the following, given their

current income -

(a) Structare of the house; (b} 3.ze (Plinth area and
covered area); (c¢) ['.stance frem work place; :4) Infrastructure; (e)

Drinking water and ©.ilect facilirty.

Structure :onsists of (a) Pucca; (b) Semi-Pucca; (c¢)
Serviceable kutcha .:ad (d) Unserviceable kutcha house. The size of
the house 18 measur=d by (1) the plinth area and (ii) covered area.
The ccvered area in__uded f3) aumber of rocms; {b} k%itchen; and (c}
bathroom. Infrastructure implies road, sewage, lighting, schools,

health centre, public transpo:rt, etc.

Regarding preference for structure, only 65 households
responded, out of which 32 wanted Pucca and 19 Semi-Pucca houses. 23
respondents opted it as 2nd preference while 16 opted it as 3rd
preference and the rest gave it low priority. Relating this aspect
to respondents” current income, contrary to intuitive thinking, no
relationship could be established. Thus preferences appear to be
generally need based rather Income determined. A similar pattern
emerges when responses relating to the size of house are anaiysed-
Size of the house sccued to be an important item of coacern for all
as everyone answered this question. 66 per cent havg shown high

preference for plinth area. Plinth area of 50 yards is opted by
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W08t Only & -ew -r-espondemwaskedw~—fer-~--»20-=2«§~~yatds—-plee-l.qr-—lmese
responses contrary to our expectations have absolutely no

relationship withk income, and instead correspond to the family size.

Distance from work place is another iImportant item from
the view point 5f housing policy. Distance means both time and money
which would affect all, especially the casual labourers due to
part-time nature of their jobs. Even those for whom dwelling is a
work place would be adversely affected if they are moved away from
places where they have markets for their products. 34 per cent
respondents opted for distance as first preference, and 36 per cent
felt that they shoiid not be more than 5-1U km. away from work
place. The rest did not consider distance 1i1s important. Iafra-
structure held more or less the same position. Overall it was put
last on the scale ,f preference. Interestingly, irrespective of
their income level most respondents would prefer independent
drinking water and toilet facilities rather than sharing it on
community basis. Svue people however are seen tc be realistic when
they say that at their levels of income they could only have shared
facilities of drinking water and toilets.

Another major constraint to housing of the low income
households 1is the non-availability of funds owing to their 1low/
irregular incomes and 1inability to offer acceptable collateral.
Questions relating to financial aspect - of housing in the
questionnaire have been framed for both owners and non-owners of
house. The non-owners were asked how would they generate funds for

housing while owners were askedhow they financed their houses.

Non-owners were gilven the following options:

a. If'they could save, and if yes, then how and how much;
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b. If they could raise loan, 1f yes, then specify sources
and amount from each source, and

c. In case downpayment was conditional would they be
willing to pay it, if yes, they how much and how this
amount would be generated.

The respondents answers can be summarised as: All the
respondents thought they could save additionally for home ownership.
either by curtailing consumption or by working extra hours, or both.
19 per c:nt wanted to generate additional savings by curtailing
consumption, 5! per cent by working extra hours and 17 per cent
wanted to do both, the remaining unable to indicate the effort they
planned for additional savings (See Table 3.19). The additional
savings as per cent of income is given in Table 3.20, while Tabl=

3.21 contains additional savings in rupees.

In reply to question ar downpavment, 28.5 per cent are
seen to be not willing to make any downpayment. 7 per cent could
pay in the range of Rs 500-1000, 35.7 per ceant said they can pay
between Rs 1000-2000, 11.9 per cent could pay in the range of Rs
2000-3000, 4.7 per cent said they could manage about Rs 4000 while
one respondent could pay Rs 10,000 (Table 3.22). As already
ment {oned, Jama Masjid unit people are not prepared to wnake any
downpayment. Interestingly, the responses given above are from
responder{ts in encroachment units. The downpayments are arranged
either by liquidating a-ssets or through ©borrowings from relatives
and friends which are not considered loans. When the question of
‘loan was asked all the respondents answered in positive regarding
their awareness of loan facilities from public agencies such as
- banks, go/vernment and LIC. They said they would rather prefer to

take loan for housing from public agencies rather than seeck loans
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fron—private aoney--lenders——The- reasons—for- preference—for—publie-
agencies were more or less the same - rate of Interest is low,
repayment {8 spread over a sufficiently long period, and loan may
somet imes be written off. Some respondents said they often need
money for coansumption, repalr of preseant shelter, and {llnesses
among family members. Such needs are usually met fr 1 loans from
private money lenders. The reason assfgned being the 1inability to
get loans from public agencies for such purposes because of
collateral requirements. In contrast private money lenders accept a
wide range of goods as collateral. Also the disbursement of loan by
private lenders is instant. There is however a liait to obtaining
loans frca private money lenders because of the limited asset

holdings of the households needed for provision of collateral.

House owners were questioned on how they financed their
houses. As mentiored earlier, three out of the five settlenments,
namely; Janata Colony-Qutab Enclave, Resettlement units and Rohini
are developed by the DDA. These housing schemes were implexmented
from time to time for various income groups. The benefits under the
schemes consisted of land - free of cost or below market rate, or
fully constructed houses at subsidised rates, and subsidised/free
building materials and/or cash grants. Ouf of a sample of 145, 88
respondents are beneficiaries of these housing ‘hemes. 49
respondents iare from resettlement units, 36 are from Rohini unit
while 3 belong to Janata Colony Qgtab Enclave. 1In all oaly 12
respondents took loan as downpayment/total cost had to be paid off.
Eight of them belong to Rohini, two each stayed in resettlement and
Janata Colony. 1In Janata Colony fully constructed houses were
allotted to the beneficiaries. The price of these houses was fixed
at Rs 23,000. As per the terms of payment this amount could be paid
ih equal instalments of Rs 200 p.m. in 20 years with no downpayment
or in equil instalments of Rs 165 p.m. {in 12 years with a

53



downpayment of Rs 6,000. Only one respondent each availed of the
first and second options. Third respondent paid off the entire cost
of house at the time cf allotment. Funds were raised by selling the
village land. The other two respondents took loans from the informal
market but did not want to specify the amount of loan and agency
name (See Table 3.23).

In resettlement housing scheme land was given free of
cost, besides sometimes building materials and cash grants were also
provided. Here only two respondents took loan for house
onstruction (See Table 3.23), the remaining relied on {ncremental
Gousing through own savings, liquidation of assets, and borrowings
from friends and relatives. However we could not get amounts
senerated from each sourcell. In Rohini on account of differences
in plot sizes allotted to different 1income groups, cost of plots
varied. The informatlon about the manner of payment of land cost
was provided by the DDA. At the time of registration about 33 per
cent of the cost was required to be paid, the balance could be paid
within a year from the date of registration. Eight respondents in
Rohini raised loan from the formal sector - amount of loan and other
terms are presented in Table 3.23. Only 3 of these respondents
raised loans from formal financial institutions, the remaining took
loans from their respective employers. Those who did not ralse
loans from the formal financial market were asked the reasons as to
what prevented them from approaching the formal housing finance
nmarket. The responses were uixed. Some respondents while aware of
loan facilities, thought they were not eligible for these loans.
Others felt that cumbersome procedures and paper work were too much
for their level of literacy. They mentioned of the problems In
understanding the technfcalities and the problems irvolved in
dealing witﬁ fhe officials. Some respondents were even asked to

pay a ~loan clearance fee” amounting to almost 25 per ceat to 30 per
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cent of the total loan thus making the effective cost of loan
una ffordable. Lack of informatioa on procedures, loan amount and
terms of repayment also acted as deterrent {n obtaining formal
sector loan. Non-flexible repaymeant schedule is also reported to be

another deterrent factor.

Respondents were also asked to give their suggestions in
regard to improving upon the functioning of formal sector housing
finance system. Their responses were: (a) housing finance
institutions should operate at very local level; (b) loan procedures
be made simpler and disbursement made expeditious;(c) repayment
terms be made flexible In adjusting to the particular requirements
of people given the nature of their income, and (d) measures should

be taken to provide/improve information service.

3.3.5.1 Specific Features of the Survey: Some interesting points
emerged during the course of discussions with the Mukhia, Choudhary,

Pradhan and other dwellers of the units surveyved.

(a) In encroachments more than 10 per cent huts bhelong to
people who come from relatively prosperous sections.
The huts have been made in anticipation of benefits
usually given to encroachers by the public authorities
whenever slum clearance is undertaken.

(b) There are households who after deriving benefits from

various public housing/sites and services schemes have
once again become slum dwellers/squatters.
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The reasons for 1liquidating the benefits appear to be:
(1) distance from place of work; (1i1) wmonetary gain; ({i1i)
ingecurity in a heterogeneous social environment with people from
different states, castes, etc.; (iv) they found it unaffordable, and
(v) dwelling size smaller compared to need, especially for the

sel f~employed needing more space to carry out economic activities.

(c) In Janata Colony more than S50 per cent of the actual
beneficlaries are reported to have sold their houses.
Out of the rest wmany beneficiaries have given their
houses on rent. The second owners as well as the
tenants refused to respond to our questlonnaire which
restricted us to a rather small sample. Anyone who
earned below Rs 700 per month was eligible for this
scheme. As per the terms of payment, a monthly
instalment of Rs 200 was required to be paid which
works out to be 28.5 per cent of beneficiaries” incoae
at Rs 700. The respondents deemed it to be quite
high. The respondents also felt that space
utflisation and planning could be improved upon to
make it functionally more useful.

3.3.5.2 Summarising: We find higher preference for homne
ownership. Also almost everyone showed willingness to generate
additional saviﬁgs for home ownership. High priority accorded to
home ownership 1is presumably because of the social security and

status it bestows.

There 1is a general preference for security of tenure. A
general feeling is that the dwelling size should have some
relationship with family size rather than with the income levels
alone. Realising their low paying capacity and limited affordabillity
for market related finance, they suggest highly subsidised housing

with low interest rates and sufficiently long repiyment period.
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Analysis of relative preferences for location vis-a-vis
other attributes of housing has clearly brought out that any housing
scheme intended t¢ house the people at a distance far away from work
place would be less attractive. Any failure on this front would
encourage passing off the benefits to relatively better off sections
with -intended beneficiaries once again resorting to encroachments.
This is because of the priority attached to housing close to work
place. There is however one major danger with schemes which have a
high subsidy content. For instance, while it is true that high cost
of sites/houses without suitable subsidies would make the scheme
less attractive for th: poor, ziven their low iffordability, there
is also the risk of ti:se sites/housing changing hands Iin favour of
the less poorer house olds. In our discussions, it has also been
revealed that many households living i{n encroached land, despite
already deriving beneiits from governament social housing/sites and
services schemes, have continued to remain where they were. Some of
the reasons may be: ({) long distances from work place; (ii) small
size of the dwellings compared to personal and economic needs; (111)
feeling of insecurity amongst unknown people; (iv) uncongenial
environment with people of different castes/region/religion and (v)
different needs, perceptions and priorities. It may, however, be
mentioned that there is a trade off between productive and noa-
productive assets. While it is true that better living conditions
improve productivity of dwellers and tenure stat:s provides a sense
of security, a person without enmployment security would feel more
secured having a productive asset (a small tea shop, vegatable shop
and like) rather than a house/site. Hence some households have sold
sites/house provided under social housing schemes, to acquire assets

which would earn them their livelihood.
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3.4 Summarising

It is found that a large part of urban population lives in
poverty with low per capita incomes. More than 50 per cent of these
people are {ll{iterate. They are uostly unskilled, self-employed
workers engaged in informal activities and are generally self-
employed mechanics, vendors, owners of small shops. An analysis of
expenditure levels of households revealed that the expenditures
usually exceeded their earnings by about Rs 100 to Rs 400 per aonth.
The magnitude of deficit is reported to be relatively higher at the
lower levels of income. A large part of households”™ con: iaption
bill constituted food and - related {tems leaving lit:le for
non-food {reme cuch as housing. On the average 12-13 per :ent of
income 1is reported to be spent 1 housing and its main:cnance.
Interestingly, housing expenditure as proportion of incom~ showed
regressive trend. Maintenance expenditure i3 found to be ;cnerally
low except in Kanpur where it accouuted for nearly 50 per cent of
the total expenditure on housing. This 1s prcbably due to inferior

quality of dwellings requiring constant repalir.

So far as asset holding pattern of housenolds |is
concerned, it {s found to be positively skewed with over 70 per cent
of the total assets held by top 25 per cent of the households. In
view of this it is safe to infer that bulk of the low inconme
households have little scope for using asset to finance thelr
housing. Analysis of asset holdings by asset types revealed a
higher preference for financlal assets when compared to - physical
assets. Among physical assets, land and buildings were scen to be
the most preferred assets. Income and educatliounal levels are
indicated to determine to an extent the choice of assets. For

instance, majority of ~“bank savers” were reported to be engaged in

58



formal sector, with education upto higher secondary level -and in-the
age group of 30-50 years. Such information is not available about
the investors in other financial assets. However, the above is
likely to hold true for people investing in these financlal assets
also. Debt-asset ratio of households is found to be 2.5 which
suggests high 1incidence of indebtedness. However, dependence on
loans from institutional sources when compared to non- institutional
sources 1is found to be higher. A large proportion of loans is
reported to be Bbtained on personal guarantees. Jewellery and LIC
policies are seen to serve as {mportant collaterals, with land as

the least important asset used as collateral.

Analysis of households”™ responses about house ownership
and its financing revealed that there is 2 general preference for
security of tenure. Despite low saving capacity (due to low per
capita income levels) a large nunber of the households showed
willingness to generate additional savings specifically for home
ownership. The analysis also suggested that dwelling size should
have some relationship with family size rather than with the earning
levels. Further, there is feeling that heavy subsidy should be
provided to keep the housing costs within their reach by keeping the
interest ra:es low. There is also a plea for more flexible repayment
terms, with a sufficiently long duration for repayment of loans. An
interesting revelation is high preference for location vis-a-vis

other attributes of housing.

All what has been analys. 1 in this chapter in regard to
affordability, needs and perceptions of the low income households
about home ownership is based on a variety of information drawn from
differeat sources, and many times with varying universes and
concepts. Despite this we helieve we have 'been able to gain some

insights into these issues. One fact which seems to have emerged is
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that, vhile low income households may not be presently spending amuch
on housing and related services, given an opportunity for home
owncrskip, w@wany of these households would be willing to step up
their savings; and even liquidate other assets in favour of home
ownership tenure security while important closeness to work place {is
high on priority. Also there is strong preference for some extra
space with the dwelling to carry out economic activity. Another
interesting feature which emerges concerns relating dwelling size
with family size rather than income/earning levels. Further, there
is greater dependence on non-institutional sources for housing funds
with movables like jewellery and LIC policies serving as collateral.
Land is least preferred collateral, perhaps largely because of the

problems of foreclosure in the event of defaults in loans repavuent.
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NOTES

It {s estimated that in 1990, the slum population in urban
areas would be of the order of 51.2 million when compared to
an estimated urban population of 241.5 million. C(learly a
large part of slum population would be in metropolitan
cities where their percentage is estimated to be around 33
per cent.

Although no firm estimates are available, but it is believed
that the informal sector provides probably a half of all
employment in urban areas.

We do not wish to surmise that the poor are synonyzous with
rural-urban migrants, and therefore curbing migration would
reduce urban poverty. A mijrant is generally more an*®itious,
and perhaps has entrepre-eurial qualities - and i{-~deed, a
long term resident may be lass prosperous than the migrant!

Since these migrants are either landless rural labour or
marginal farmers they rezit most of their savings to thelir
homes to meet the cash needs. However, those migrants who
decide to stay back would be willing to put their savings
into shelter, provided they are assured of tenurial rights
at least of some kind. As we would see later, there are
migrants who liquidated their assets in their respective
villages for home ownership in cities (See Ekta Vihar
experiment in Delhi).

According to 1971 Population Census, the share of Scheduled
Castes and Scheduled: Tribes population in total population
was respectively 14.60 per cent and 6.94 per cent. There
are 470 i{individual Scheduled Castes and 260 Scheduled
Tribes.

Provisions, for instance, are made in the Constitution for
the educational and economic interests of the weaker
sections of the society and to protect them from social
injustice and all forms of exploitation.

Those who did not respond are house owners. Further, for
most of them maintenance expenditure 1is insignificant as
their houses are relatively new, requiring no significant
expenditure on maintenance.
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9.

10.

11.

Weighted average rent paying capacity worked out to be 10
per cent of income, which amounts to Rs 98.81.

This question was put only to those who did not as yet owned
a house.

Some respondents did not specify the size but they said that
plot should be as big as the exlisting one on which the
currently resided.

The Respondents of resettlement units revealed that their

savings are largely devor:d to incremental housing
undertaken by then.
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TABIE 3.1

Distribut fon of Urban Households by Expenditure Class : NSS Data

Monthly Urban areas Approximately actuals
expenditure on reat (Rs)
class {Rz = ==-w--s-——momo-o--osw-o-oe smme—s-es—eo-—e—e———
Percentage Max imun Jrban
of feasible
households expenditure
on housing
(Rs)
0 - 165 0. 28 35 45
165 - 220 0,43 35 15
220 - 275 1.05 45 36
275 - 330 2.32 60 43
330 - 1385 3.7% 70 4n
385 - 470 7.65 85 54
470 - 330 4. 86 110 62
550 - 690 14,83 145 82
690 - 825 L2.07 195 95
825 - 1100 15. 89 290 L3
1100 - 1375 10. 34 400 169
1375 - 1650 6. 80 575 217
1650 14.77 636 353
TOTAL 100. 00

Source: National Sample Survey (1983).
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TABIE 3.2

Asgset Ownership as on June 30, 1989 : AIDIS Data

Percentage share of assets owned by Coefficient of
----------------------------------------- concentration
Lowest Top
10 per 25 per 50 per 25 per 10 per
cent cent cent cent cent
Urban 0.1 0.8 5.4 79.1 57.0 0.7040
house-
holds
All 0.3 1.4 3.1 74.1 51.5 0.6542
housz-
holds

Source: AIDIS, 1981-82.

TABLE 3.3

Pattern of Assets of Urban Households A3z oo 30.6.1981 : AIDIS Data

Item Per Cent
1. Productive assets of which 38.2
a. Land 32.4
b. Livestock and poultry 0.8
¢c. lImplemeats and machinery 5.0
2. Building 35.7
3. Consumer durables 15.1
4. All financial assets 11.0
T e T e

Source: AIDIS, }331-82.
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» or o clullng agaw fes
opera- e fonal
tive cural
hank bank
(L) (2) ) (4) ) Cy) )
Rural-All Housulds 4.0 286 “R0 a3 a3 61.2
j(ur.ﬂ—(ull ivat s L9 29.8 288 Q.4 Qa3 6. 2
kural sl sivators 405 1.9 17.3 - 1.0 307
°
UrbanAll Houscholds 1406 i7.5 Y 2.1 3.2 59.9
Urhan-5el f-+iaploved 39 156 312 1.9 0.1 57
Urban tomrsel £~ 19.7 19.1 14.8 2.3 5.9 bi. 8
Employed
All Houselolds ik 250 202 08 i.2 ). 6




TAHF, L4
Lands P Ot stusd!

AN TN PPN Y 19

Latd- Ayri- vrotes Trader Relative  tther Souwrce All ron- Total
lond cultu siomal aul HAUrCes Wt s Ingt it
rist i Ay frjend cfflal tlonal
ey toster auacies
lawder
8) ) (1) (i) (1) (13) 1+ (i%) (16)
4.0 Re -] 3.4 9.0 4.9 0.6 a8 1000
3.7 83 7.8 3.1 87 4.5 0.7 36.8 100.0
R4 11.4 13.4 58 14.4 9.4 05 6.3 100.0
1.0 3.6 8 b 152 6.0 [+ 9] 40,1 100. 0
J.8 6.9 S 1 5.9 14.2 51 7 42.) 100, U
1.1 1.2 88 LB 16 ¢ t. 7 [ 38 [ VO]
5.0 oY b5 5.9 11 5.3 .7 39.4 10040
Sowrce:  AIDLS, 1981-82.



TAHK LS

Sac o Loonvwic Profile of Wnrkern 1h Selected Cit les : Labour Buresu Duta

Agra  Darjeeling Kanpar Howrahy  Bagalore Nasik Jaipar
Lo Naber ot aployees 206,622 62,4281 Y/7,499 1t B CLhe 17,46 28, b
a. e ar cant) 97. 3% 44,0 Y./ % Y. h By 89.23 W, 4o
b Waan (per cont) 1.00 bING 2025 5. 18 13. 45 14l W ¥}
C. thild (pur cent) I.66 0. %29 .07 1.} Q. 36 Q.24
2. Regular workers (per cait) 75 % R.4 79.9 BA. 71 g5 93. 22 ).
3. Casual workers (por cent) 24.0 17, % 0 1. 29 17.5 677 AN
4. duratlhon level
1. Illiterate (per cunt) L2 4K 34,48 YA A FER V) 21057 3505
b Priwary level (per ceit) 18 28 47,94 400 37.5: 42.39 45. 69 41,70
¢ Secuandary level (per cent) 35.8 4.31 82 1. 53 33.51 3.9 23.55
d Gradwate & above (pur cent) 3.m - 1.48 0 00 0. 64 (19:4] a2
5 Averqge mthly lieame per worker 39.95 25%. 2 5H). 38 478 66 592. 28 697. (6 564. /Y
(in Rs)_
b.  Average Luxily sfa 389 4.5/ 4.05 3. 36 5 08 5. 48 400
7. Reaie status of puaily musbers
a. Aaverage mmber of earner per .25 1. 6B L lo 114 1. 16 1.05 Y
family
b. Averqe maiber of carudiy 0.9 ({88 3] [\Na5) 0. 06 0. 40 0. 40 ad;
depersionts per fanily
c. Aerage maber of aon-earndng 2.55 2,99 L8 214 3.5 4. 04 2. 67
depuidents per fanily
8. Avergge ncawe per fauily (in Rs) 523,87 42719 762, 26 379, 18 923 % 10l 74 717008
9. ter caplta liwcaoe (in Rs) 134, 67 Y3. 48 175,39 172. 30 18l. b4 186, 44 177, 5%

Scurce: Faal v Redget Survey, 198081
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TAHE 3.6

Digt ribut ion of Workers by Income and Expenditure on Remt @ Labour Burosu Deta

Mgra Iur jeeling Kanpur Howrah Rungalore Nasik Jalpur

luuwe class (a)l (b)2 (a) (b) (a) (b) (a) (b) (a) (b) (a) (h) (a) th)

Naber of Expend iture

ple on rent

per cent
®Rs 60 0.33 - - N A 005 WA - 4.27 0.3 - 0.17 - - -
Rs 60~ 10 0. 51 7.26 - N A 0.29 NA - - 0.03 942 1L7I5 5.39 - -
Rs 100-19 0. x 12.59 0. 13 N A .76 N A Lo7 - 0.0 - 0. 92 - 0.15 -
Rs 150~ X0 0. 62 - 0. 26 N A 1.04 N A 0 44l 035 13.34 038 - 0.1 -
Rs 0= 30 3.5 1. % 9.33 N A 4.51 N A L8 427 451 10072 L0 ~- 233 LA
Rs 30— S0 3). 10 S.35 27.21 N A 16- 40 NA 2.3 4.4 11.08 7.00  9.4) RIS A LY A 1)
Rs 20— 730 37. 8 4. 04 37.97 N & 41. 26 NA& 4R78 438 13,00 545 1674 W/t oLew A
Rs 750-1000 80 6. 14 18 46 NoA 17. 93 NA W02 1.8 19.06  4.27 21.65 Aot s bl
Rs 1UUO-1300 14.27 2.49 B 5.53 NoA 1.1 N.A 04l 5 U 34.65 4% 291 ~ 42 Vo oR Foa
Rs 120 amd above 400 2. 1.3 N 5 % N A 246 4. % 1788 3.2 18( L9 873 A%

Notes: 1 Includes eople ggad 5 yuars and ab el

Source: Funily Budget Survey, 19)-81.

2 Represunts average expenditure on rent as per cent of average
total experditure by frcoue class.
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Income and Expenditure Status

TABE 3.7

of Workers in Selected Cities : Labour Burema Data

expendit ure

Agra  Dirjeeling Kanpur Hwrah  Hustalore MNisik Jaipwr
. Average Incowe per fanily (in Rs) 523. 87 427,19 702. 26 579. 18 23, % 1010 7% 717.28
2 Moddal licame class (ts) 300-7% 300-750  H0-7%0  300-7%0  1000-1300  1000-1500  %00-750
3. Expeadfture (in Rs)
a. Arerage consmpe {on 522. 0 0310 617.67 418 21 160, 18 126 12 624. 74
experditure
b. Aergge mon-comanpt fon 44.09 9. N 63. 18 87.27 32. 46 ). 63 57. 0
experditure
4. Average (apltal Qutlays 101. 77 66. 27 131.9 9. 02 234. Q0 284 R 203. 46
5  Total (3 +4) 668. 5 579,07 814, 84 60). 20 134%0. 64 1375. 67 886, 10
6 Deficit (5 - 1) 144. 69 151. 88 112 9% 21.32 422,68 364. 1 168 &
7. Average expenliture on houslng 30. 87 3o 8.18 33. 61 54. B9 54. 4} 40, 28
(Total)
a. & per cent of Incane 5.9 B4 11.4 58 5.9 5.4 S5b
b As per cent of conamjt {on 5.9 1.2 13.0 8o 52 52 6.4
experditure
8. Average expanditure on rent only 29. 9% 34.72 41, 44 33.61 51.39 489 38 0
a. A per cent of locane 5.7 81 5.9 5. 8 . b 4.8 5.4
b. As perocat of conamgp ion 5.7 6.9 6.7 10 4.8 4.8 6.2

68
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TAHE 3.8

Iodeitedeas of Workers : Labour Puresu Data

gra  [arjeeling Kanpur Howrah  Bangalore stk lafpur
Werage mant of loan per 1347. 16 W0 18%.08 973, 2 2435 36 2822.37 17492
{rdebted family ({n Rs)
Average anant of loan per indebted
family by tagortant sources
a. Friends and reiatives 48 % - - - 26. 36 122% 12.58
(per cent of total loan)
b. Money lader {per rcent of 2. 11 5. 42 - 20 23.08 - 45. 13
total loan)
c. Qroperative credit society 3.3 30, 2 - LD 806 230 -
(per cent of rotal wwan)
d. Provident find {per cent of 52 24.67 - 230 82 3831 14. 06
total loan}
e. Shopkeeper( s}/aaployer(c) - 35.6l(s) - - 19.92@) 16 BE) 17.32)
(per cat of total loan)
3. InstituionalMon-inst{tu fonal 0.27 L3 - 3.0 e.7n €. 49 [
debt ratlo

Interest charged (on amonts given
as per cent of total)

a- N interest 49.0 39,11 - 1154 2111 43, 44 29.0

b 3-10 per cent 16.2 4h. 8 - 83 26 14.70 23.38 20. 16

c. 10-15 per cent 6.3 1.0 - 250 6. 64 13.7 1289

d 15-25 per cent 6.2 - - - 10. 27 2. 11 2617

e. 25 per cent and abwve 19.0 9.2 - A 24,54 058 11,49

Security provided

a. o scarity (per cent loan) 33 D - > ) e 85

b, iIC »oliy {per cent lmm) 18 hd = - 3 5

c. Omanents & Jjeweliery (per L) k) - ) 10 - -
cent loarn)

d. land (per cent loan) - 3 - - - 3 -

Sour-2: Fmily Bxiget Survey, 198)-8l.
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Diritag lon of lkwerhold by Income Clanms @ DRI

TARE 19

(Households 1o thousand)

70

Hoeln it [oease By  (alewta Madras Buyalore Auwalabid  Hyderabed e Ielhl Kanpur  fhgpur Lcknow  Jafpar Total
Totai Naater of touselnlds  1449) 1542 725 427 421 w08 2N P 2R 225 168 1R 7206
Lpta ks 1) 135 &35 2 69 54 7 47 17 69 55 37 21 1388
9.1) (27.5)  (29.9) (16 1) (129 (14 0) (159) ((16.8) (257) (24.5) (22.2) (13.7) (1% 26)
Rs 350 - s 79) 49 619 248 137 17> 159 93 410 122 93 n 65 2687
(33.2) 39.1)  (34.1) (32.1) (41.6) (39.0) (3L.5) (39.3) (45.0) (41.2) (42.6) (42.8) (37.28)
Rs 751 - Rs 120 517 30 143 145 135 124 100 2% 63 5 41 &3 2054
34.7) (22.2) (25.3) (34.0) (32. 2) (31.5) (34.0) (383) (23.1) (2.9 (24.7) (283) (28 %)
Rs 1501 - Rs 250 25 120 51 49 35 36 38 9 13 17 13 16 692
(13.7) (7.0) (1.0) (1. 5) (83) 3.7 Q.0) .5 “wn a.7 7.9) (1ae) (9.6)
Abow: Rs 2501 138 57 27 27 2! i1 16 (&) 4 6 4 7 R
9.3) (3.6) a.n 6. 2) (5. 1) (2.8) (5.6) (6.2) (L.6) (27) (2.6) .7 (5.3)
Note: bravketed Figures are Peruentages. Source: Indian Market Rescarch Bireau.



TAHE 3. 10

Dist riht ion of Adults by Ovoupat ton Categporios : DRB Dta

(in tloumnds)

Occupat fons Bonbiy (alcuta Madms Bungalove Awnalabad Hyderabad RAme Delhd Kanpr  Nagpur Lckow  laipar Total
Total mmber of working adults67 323, 1350 917 793 735 5% 2133 513 350 308 289 1474
Protessionals and execut fves 242 248 122 118 46 77 47 241 22 33 31 29 1256
(7.9) a.n (9.0) (12.9) (5.8) (1Qe4) (82) (11.29) (4.3 3.4) ((1a06) (10 @) (8.5)
L]
Cerks 1003 1179 451 3 b4 238 188 723 207 142 133 97 619
327) (36.5)  (33.4) (33.0) (34. 4) (32.38) 32.7)  (33.9)  (40.35) (40 6) (43.18) (33.56) (41.0)
Husiness 207 57 30 35 57 21 18 133 17 17 13 18 623
6t7) (1.8) 2.2) (3.8) (7.18) 2.8) 3.1 6. 2) (3.3) (6.8) (4.2) 6.2) (4.2)
Self amploya! professionals 99 113 18 16 10 8 28 37 9 4 7 [ 355
(2.8) (3.5) (1.3) .7 (1. 26) (1.08) (4.9) (1.7; (1.7 Q.1 2.3) (.1) (24)
Skilled workers 07 9R2 407 269 244 224 153 551 132 116 77 & 3982
(26.3) (285) (3u.15) (2%.3) (30. 76) (30.47) (26.6) (25.8) (257) (33.1) (250) (22.7) (26.0)
Unskilled wirkers 09 714 323 176 162 167 141 447 126 76 47 59 3147
’ (23.1) (22.1) (23.9) (19.19) (200 4) (22.7) (24.6) (20.9) (24.5) (QL.7) . (1525) (20.4) (20.86)
@hers an 553 30 267 116 28 125 319 59 112 45 2 2775
(13.3) (172.1)  (27.4) (29. 1)
S afars and on-working 2324 3245 15 1038 928 970 625 2070 51 134 319 345
waiein and o iers
Note: Bracketal Flgues ave Permontgues. Source:  lndian Market Reseanch Rureau
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TABIE 3.11

Households Average Savings in Physical
and Financlal Asgets : NIBM Data

Savers Physical Financial
assets assets

Bank 5900 2300

Ncz-Bank 1900 700

Source: NIBM Survey.

TABLE 3.12

Average Amount Invested in Physical Assets : NIBM Data

Assets Bank Non-Bank

Savers Savers
Land 16100 9800
Housz/property 26500 7900
Business assets 12900 2200
Farm assets 1100 2100
Gold/ jewellery 3800 1900
Consumer durables 3100 1000

Source: NIBM Survey.
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TABLE 3.13

The Average Level of Savings in Financial Assets : NIBEM Data

Assets Bank Non-Bank

Savers Savers
Company deposits, etc. 6000 800
UTI 4000 1600
Bank 2300 -
LIC, PPF, etc. 1900 700
Chit funds 2300 900
Post office 2006 7G0

Source: NIBM Survey.

TABLE 3.14

Distribution of Respondents by Nature of Income :
NIPFP *Data

Nature of Income

Number of Respondents Regular Irregular
139 46 93
(33.1) (66.9)
Note: Bracketed figures are Source: National Institute of
percentages. Public Finance and

Policy Survey.
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TABIE 3.15

Distribution of Respondents by Income Classes : NIPFP Data

Earnings Per Month Number of Respondents
) 1R Janata Sluam Rohini  Sample
Less than upto 7 8 - - 4 19
Rs 500
500 - 800 9 8 - - 2 19
800 - 1000 11 7 - 3 7 28
1000 - 150¢ 9 14 2 2 8 35
1500 - 2000 3 4 - 7 - 14
2000 - 2500 0 5 1 3 9 18
2500 and above 3 3 - - ) 12
42 49 3 15 36 145
Mean Incomes 988.10 1158.16 1583.33 1613 1495. 83 1206. 54
Median Inconmes 936.00 1053.00 1375.00 1678.57 1312.00 1092. 86

Source: NIPFP Survey.
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TABIE 3.16

Current Expenditure on Housing : NiPFP Data
(In Per Cent Terms)

As Per Cent of [ncome Number of Respondents
0 - 2 7
(10. 9)
2 - 4 )
) 24
4 - 56 ) (37.5)
6 - 8 )
) 23
8§ -10 ) (35.9)
i0 - i3 10
(15.6)
TOTAL 64
(100.0)
Note: Bracketed figures Source: NIPFP Survey.

are percentages.
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TABIE 3.17

Rent Paying Capacity : NIPFP Data

(In rupees)

Amount in Rupees Number of Respondents

——————— - ————— Y - —— - -

Nil j1
(54.3)

0 50 3
(5.3)

50 100 5
(8.7)

109 150 4
(7.0)

150 200 7
(12.3)

200 - 250 7
(12.3)

57
(100.0)

Note: Bracketed figures
are percentages.

Source: NIPFP Survey.
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TABIE 3.18

Rent Paying Capacity (In Per Cent Terms) : NIPFP Data

Rent

Paying Capacity Number of Per Cent

as Per Cent of Income Respondents Respondents

* %

Ouz >f these 9 respordents one household has dairy business,
tw: have building material shops while one person is
un-1ployed but has four sons-all working and married. Each
ho.sehold has occupied lot of space not less than 500 sq.
yards. All these people specified some amount which they
thought they could pay as rent - which worked out to be
between 15-20 per cent of their incomes. They all said that
unless they are given as big plots as they currently have
they wvould neither like to move from here nor would they pay
the specified amount of rent. However, it is noticed that
their income 1is either underreported or reported wrongly.
For iastance a respondent who has four earnings sons has
reported his income as Rs 1,000. When we visited his house
it was found that he has two hand pumps, four semi-pucca
houses with two rooms each, scparate coocking and bathing
space. Similarly, person Iin Jairy business reported his
earnings to be Rs 2,000 which seems incredible. Similarly,
respondents having building material shop reported their
incomes as Rs 1,000 each, though both maintain a scooter.

Their current earnings are in the range of Rs 300 to Rs 500.
These people expect their children to start earning in the
near future. If that materfalised they thought they could
pay X amount as rent. This x amount worked out to be 20-25
per cent’ of their reported (current) incomes.

Source: NIPFP Survey.
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TABIE 3.19

Additfonal Savings Generation for Housieg : NIPFP Data

Additional Savings would be Number of Respondents
Generated by

- ——— . —— - ——— - - —— — —— —

(i) Curtailing consumption 11 (19.2 per cent)

(ii) Vorking extra hours 29 (50.8 per cent)

(iii) Both (i) and (ii) 17 (29.7 per cent)
57

Source: NIPFP Survey.

TABLE 3.20
Additional Savings (In Per Cent Terms) : NIPFP Data

Savings As Per Cent Number of Respondents
of Current Income

Nil 11 (19.29 per cent)
0- 5 11 (19.29 per cent)
5 - 10 11 (19.49 per cent)

10 - 15 7 (12.2 per cent)
15 - 20 7 (12.2. per cent)

20 - 25 5 ( 8.8 per cent)

Above 25 5 ( 8.8 per cent)

57

Source: NIPFP Survey.
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TABIE 3.21
Additional Savings : NIPFP Data

(in rup=es)

Additional Savings Number of Respondents
Nil 11 (19.29 per cent)
Rs 1 - 50 8 (14.0 per cent)
Rs 50 - 100 11 (19.29 per cent)
Rs 100 - 150 0 (Nil)

Rs 150 - 200 8 (l4.0 per cent}
Rs 200 - 250 5 ( 8.8 Per cent)
Rs 250 - 300 5 (8.8 per cent)

Source: NIPEP Survey.

TABLE 3.22

Responses with Regard to Development : NIPFP Data

Downpayment in Rs Nunber of Respondents
Nil 12 (28.5 per cent)

500 - 1000 7 (16.6 per cent)
1000 - 2000 13 (35.7 per cent)
2000 - 3000 5 (11.9 per cent)
3000 - 4000 2 (4.7 per cent)
4000 and above 1 ( 2.3 per cent)

42

Source: NIPFP Survey.
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TABLE 3.23

lHousing Loan: Name of Agency, Amount of Loan and Rate of Interest : NIPFP Data

SI. Respoudents Name of Income Group Loan Giving Agency Amount oY Interest
No. Occupation Units in Rs Loan in Rs Charged
________________________________ B e ———————— = e = = = = i = ————— e = = ————
l. Secuvice Rohini 500-1000 Vel T ap T v 23,000 8.3 per cent
2. Service Rohini 1500 -2000 EYLC (laployer) “ 7,800 N A
3. Service Rohinl 1500~2004 Foi (Employer) 60,000 As per rule
4. Service Rohlni 15009-200¢) Mother Dairy (Kmployer) 1,00,000 As per rule
5. Busfness J.J. R. 1500-2000 State Bank cf India 6,500 N. A
. Service J.J. R 1500-2000 Punjab Naticnal hank 15,000 N.A
7. Service Rohini 2000U=2500 Miaistry of Industry (umployer) 76,000 B.5 per cent
#. GCovi.Service Rohinl 2000-2500 Departiaent where worklng 67,000 K. 5 per ceat
9. Govi.Service Janata Colony 10006 -1500 Private Money lenders N.A KA
10. Govt.Service Janata Colony 10006-150(: Private Money lenders N. A NoA
1i. Business Rohini SO0-1000 H. b F.C. N. A N. A,
12. Business Roliin! 2500-3000 Ministry of H¥nvironment and 63,000 N. A

Forest {(Employer)

Source: NLFFP Survey.
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CHAPTER IV

LON AND MIDDIE INCOME GROUP HOUSING : PROBLEMS ARD ROCRASES

4.1 Introduction

We have so far been concerned with providing a
backgriund to the study in terrs of (i) some macro-eccncmic
paranet-rs of Indian economy; (ii) broad trends in urbanisation,
and {ii{i» housing situation in the country. An attempt was also
made to construct broad socio—economic profile of the low income
househnlds using both the available information as well as the une
specifically collected from the field on income, savings,
consuaption, asset and indebtedness. This, in the context of home
ownership would hopefully to provide useful clues in regard to the

aspects of affordability.

To begin with some of the major problems experienced in
hoae cwnership are outlined. _These problems are essentially
concerned with three major inputs to housing, namely, finance,
land, and building materials. The emphasis is oa low and middle
income *>useholds. Inter-alia, some of rthe existingy governaent
housing schemes and programmes, especially for the low income
households are described. An indication is also given about the
major sources of funds on which these households depend for home
ownership. We " begin by outlining the basic requirements which
need to be met Iin order to obtain housing funds from formal sector
financial institutions. Then issues relating to lan& and tuilding

materials are discussed. In our description, we have, as already
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mentioned. :onfined ourselves essentfali - -~ the probliems faced by
the low {a-ome households, althougr this has not always been
possitie - =% zven not considered nexz:.:i-~, 1s issues in housing
of low inc-.ae households cannot complot-ir He isolated from those
of the nd:-low income households necnuse of snme kind of
coaplemenia- v between themn. Alsc srme idea (s provided about
ma jor govermment efforts to provide housing to rural population -
as this again has some relevance to the issues of housing of urban
poor - since a large numnber of the urban poor ire from rural

ireas.
4.2. A:cess to Loans from Formal Sector Financial [.stitutions

“ilgibility criteria tor housing loan in India 1s
restrictive, hased on formal sector norus adopted fr 1 the western

indel ~2f morzonge. In crder to be eligible fot ihan from A
forual sccror institution, the following norz=< are usually

followed:

4.2.1 Mortgage: First class Znglish mortgage - this means that
the land should be fully covered by all legal tirties, whether
freehold or leasechold, permission of lessor is necessary.
Tquitable mortzage is also becoming popular with banks and HDFC as
it is a simpler procedure and bypasses the high cost of

registration.

4.2.2 Regular Income: Normally regular income becomes a
necessary qualification. This would geaerally mean formal sector
employnent/proprietorship of firm. Income tax certificate is also
an additional requirement. For non-taxpayers proof of assets,
like agricultural land is necessary (irregular, informal sector

incone normally does not qualify). The formal sector employment
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da Iadla consists of atout 32 million emplvs=s. These people are
normally required to subscribe to Providem: tund, and are eligible
to houQ;;g loans frow these funds. The xovernment employees
amongst them are addi::cnally entitlea =c Sovernment’s House
Building Advance imarv 7 them are unable r> ivail withdrawal from
‘the GPF or HB: s ;¢ are unable - 2roduce municlpal
certification; and eventually some of t'iem getting pushed to

informal housing market).

4.2.3 Municipal Certification of Maps of the Building against
which loan is proposed. This automatically excludes the so called
unauthorised sector, even though the land =ay be i12zally owned,

but not be according to zoning plans.

4.2.4 Affordability Criteria: The amount ~f loan is based on
affordability criteris which take into account (a) length of
service left from retirement and (b) 25 per cent of income is the
maximum permissible for the repayment of in:stalments of both
principal and interest. This provision is modified generally to
include the family income (in case more than one person in the
household is on a regular salary) in order to take into account

the total eligible net household income.

It should however be pointed out that there are
variations within the sector especially between the private
financial institu;ions and public sector institutlions (like HUDCO
and State Corporations) and the Cooperatives. The interest rates
also vary. While HUDCO and HDFC offer varying interest rates
through the practice of internal cross subsidization of inferest,
based on income or gquantum of loan criteria. Cooperative structure

offers only a fixed interest loan for all.
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So far as persons employed in the formal sector are
concerned, they are able to obtain loan from their respective
Provident Funds and also frow formal sector institutions, subject
to their fulfilling certain conditions. For govermnment servants
and employees of other publi: sector undertakings Housing
Building Advances are also available. The disadvantaged groups
belonging to Scheduled Castes and Scheduled Tribes are entitled to
obtain loans from Scheduled Commercial Banks.

So far as persons irn the informal sector are - ‘:erned,
apart from loans from infor3al sources they have to es :ntially
depend upon loans fros HIDCO znd State Housing Boar:d . These
pecple, because of tueir uncertain earnings, and inanility to
furnish acceptiable collaterisl. are unable to obtain any . ins frcoa

other housing finance institutions.

So far as access to ioans from tinancial instizutions is
concerned, most people with regular incomes and in the srganised
sector are able to obtain lonan from HFIs and Banks. But those in
the informal sector have to lnok around for specific xilciues of
the government where these people are spacifically permi:zted to

procure loans on special terms.

We may point out that it is difficult to give an idea of
the proportion of people who benefit from financial institutions
so far as loans for housing are concerned, but it would be
reasonable to expect that their number will be 'substantial within
the organised employment sector. The same cannot be said of the
informal sector, except for the socially disadvantaged classes for
whom financial assistance is made available ‘mainly through

scheduled commercial banks.

84



4.3 Constraints and Obstacles to Housing in India

In this section we are cnicerned with discussing briefly
some of the wmajor comstraints to increasing housing supply in

India.

4.3.1 Land: A major constraiat to housing has been the
inadequate supply of developed urban land. The policy respons2 to
this problem has mainly consisted of two kinds of measures, hoth
of which probably have had counterproductive effects. The first,
best exemplified by urban land poiicy in the developwent of U .1l
has consisted of schemes for large scale acquisition, develo :ent
and disposal of land. The idea is, for the public sector. to
acquire‘in advance large tracts of land in and around deve. >ing
cities; to develop the tracts aad then to sell parcel : 4t
essentially cost-plus prices to selected and deserving secticas of
the population and at auction prizes to others The objective is
to control unwarranted increases in land prices. The private
sector is then excluded from land development. The eventual result
of such a progranze is often counterproductive. There are two
problens. rirst, it is difficult for a public authority to
develop land fast enough to keep pace with demand because of btoth
financial as well as implementation cost constraints. A queue for
developed land therefore develops. It has not proved to be 2asy
to devise equitable procedures for the allocation of land such
that the poor actually have Improved access. The effect of the
first problem has been the expansion of black market and an
increase in effective pfice of land, the latter further prevénting

the access to the poor.
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The second major response is the imposition of the Urban
l.aod Ceiling and Regulation Act of 1976. This indeed is known to
bse one of the most significant factors Inhibiting the land markets
over the last decade, a period of rapid urban growth. The 1idea is
to acquire all excess land held by individuals over stated limits
t 0 permissible holdings. These limits varied by city size, the
L imit being 500 square metres in the larger cities. It was
expected that the public sector would e able to acquire large
tracts of land by this procedure, devel:n them and allot plots to
t he poor at affordable prices. The actu-sl effects have been quit:
the ogppusite. For exaaple, although 2 Act has a tew tighti:
specified exemptions, it effectively .rohibits transactions in
land holdings above specified sizes whi » vary wicth the population
size of the city. The owners of larn! 4re required to register
their holdings and surrender the excess o the State governnent at
compensation fixed at &.3 times the acrt :al income gained frcm the

13nd over the preceding five wears. oz is, however, iat

19

res

cr

ey
i

LS
to point out that the government has in fact taken physical
possession of only about 2 per cent of tne estimated amount of
excess land. The original intention of the Act was to reduce the
concentration of hol:iings by the rich, reduce speculation, and
generally bring about a more equitable distribution of land
ownership. The effect however of this frozen urban land market
has been a steep rise in land prices. Clearly, the high la-d
prices have wmade private land developaent unaffordable in the
centres of the large cities. This has resulted in ,prive:‘e
developers moving to the fringes of the large cities where the Act
i{s dot applicable. It has resulted 4 enormous extra costs in
transportation, infrastructure, etc., apart froa exteading tue

slze of the urbanised area.
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There 18 now a debate in regard to the problems created
by this Act. A suggestion has also been made to repeal this Act.
the political.feasibility of this to happen is however doubtful.
There is also a suggestion to delete “C° and “D° categories of
4rban agglomerations from the provisions of the Act as it i{s felt
rhat there {s no shortage of land in these agglomerations when
compared to urban agglomerations in "A” and B~ categories. Even
here a policy of guided development by private/cooperative sector
{s suggested. Also for speedy development of vacant laand,
substantial tax on al!l vacant lands has been :ggested. Further,
in regard to large .cale land acquisition b, »ublic authorities
for its development i:nd disposal, there is a ¢ -sensus that such a
step should be taker with great caution especially atftter Delhi

experience.

Table 4.1 shcws that out of a total of 1,66,192 hectares
of land estimated as excess over the urban land ceilinz, only 8.7
per cent has been acquired. Of this only 0.37 per cent was
actually used by government for construction though 2.32 per cent
of the excess land w2s taken possession of. While no specific
correlation could be established, there *as heen a dramatic
increase in land prices in urban areas after the ULCR Act came
into force. The Act, on the other hand, =~as certainly not
prevented speculation or profiteering. Th-: Commission has
recommended that while the Act should be retained, it should be
rationalised and made easy to iaplement. rurthe-, it has suggested
some steéps by %pich it could be wmade effective and lapd
utilisatfon can be optimized. <C(learly, sone acdifications in the

Act is necessary to enable the use of the frizen land to be partly
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released -for. the EWS. . Necessary modalities .could be worked. out.
for use of such lausd on @ sharing basis between the public

authorities and the owners of such frozen land.

4.3.2 Rent Control Laws: Apart from the land factor, rent
control laws also influence housing supply. 1In India, almost half
of the urban housing is rental housing. The rent control laws in
respect of rents and occupancy rights apply to a large part of the
older stock of housing occupied mainly by low-income households.
Because rents are frozen at low levels, structures have been ill
maintained and very little rental housing Is built because it is
considered as a less profitable investment given the current
regulations. Alsc the property assessments fer tax purposes are
generally based on controlled rental values, which are maintained
far below the real msrket values. One effect of this has been a
low tax base and hence a tremendous loss in the municipal revenues
t hrough property tax. it should however be admzitted that while
rhere is a general reaiisat{on about the various problems creatad
by rent control laws, there is a very little that has been done.
The exception being the Delhi Rent Act where rents may be revised
every 3 years, to ensure i sufficient return to the owner and
encourage adequate property maintenance. All rental units priced
above Rs 3,500 per month are now out of the rent control and a
grace period for newiy-constructed units is being extended from
the current five years to ten. It ‘s difficult to assess at this
stage the extent to which these reforms would helﬁ'in enlarging
the rental housing but there is enough to restore the incentives

needed for substantial continued investment in rental housing.
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4.3.3 Land Titling and Trsasfer: In India the procedures
relatipg to sale and registration of property are known to be
cumbefsome and the varioue taxes are so high that there is
inherent temptation to evade payment and avoid registration of
conveyance deed altogether. According to an estimate nearly 70 to
75 per cent of the cost of land transactions is not reported. Also
.a large number of transactions go unrecorded, partly for these
reasons, and also to avoid the restrictions on resale of
government provided housing to circumvent high titling charges and
capital gains taxes. The system of power of attorney has come to
stay. Also many allottees prefer to keep their premises vacant,
despite their desire'.to sell them. Clearly, this leads to waste
of scare housing. Recently DDA has permitted the transfer of the
premises on the condition of payment of a transfer fee of 50 per
cent of profft. However, it is learnt, not ma:.y people have com-
forward to take advantage of this opportunity as the amount
involved 1is stated to be high and in many cases beyond the

capacity of the transferee.

Registration and titling constraints have also inhibited
the operation of the mortgage market. Many mortgage lenders
insist upon legal evidence of clear title on land from the
. borrowers. A large number of urban households in India do not
always have such evidence al:hough there is little risk of others
contesting occupancy rights. The HDFC has adopted a somewhat
flexible policy in this regard. At present for the Investigation
of the title in respect of immovable property one is required to
make an investigation for a period of 30 years. 1Investigation of
title for such a long period is not only costlyl‘and cumbersome
but sometimes almost impossible. To reduce hardships and

difficulties arising out of such long investigation there is a
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feeling amongst the policy makers that the limitation period for
both individuals and govermment be reduced to a maximum of 12
years. This is also likely to reduce litigation.

4.3.4 Building Materials and Building Byelaws: Innovation 1in
building materials poses a major challenge in the Indian context.
With the rising cost of traditional building materials like iron,
cement and wood, etc., it has now become a matter of necessity to
introduce new but apprOpriate technology. There are a number of
institutions working in this area. HUDCO has opened ip Building
Centres in nearly all the St:te Capitals. Their main focus is on
innovating with 1locally av ilable materials to brin- down the
costs ofvcohstruction. M1 as a medium of house t:ilding is
invoking fresh interest. ASTRA (Indian Institute of Science,
Bangalore) hasbdeveloped stabilized Red Blocks by pressing a
mixture of soil and cement (or soil and lime & cement or sofl +
lime) in machine at a suitable moisture content and has developed
unbaked blocks thereby saving energy and money on heating. 1In the
same way Lawry Baker has developed in Kerala special construction
techniques which reduce costs. Development Alternatives, a
society in Delhi, is also doing useful work in this area. Finally,
the Govermment s Central Building Research Institute is carrying
out studies on alternative building materials. However, to go for
untested alternative to traditional construction material is a
risk, which the poor cannot be made to bear. None of these
technologies can be tried out on slum dwellers and squatters who
still prefer the traditional bricks or plastic and tin sheets. It
would be preferable if the CPWD and PWD are persuaded into trying

out these new techniques.
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A major obstacle 1in the use of low cost technology 1is
the building byelaws and regulations. These laws do not encourage
the use of new materials as they are more specification oriented
than purpose oriented. The resulting minimum costs are usually
too high compared to incomes of most people. The low inconme
households have little choice but live in dwellings which cannot
be legalised under existing byelaws. The neQ National Building
ihde which has considered this is yet to be implemented by local

i1uathorities.

+.3.5 'Lending Sources: -ertrand Renaudl has identified a three
_‘ered housing market in ! reloping countries. The first tier is
‘1e high quality private m:rxet which has access to formal sector
wousing credit. The second tier consists of public sector housing
consisting of middle income groups. The third tier, by far the
longest, represents the lower income group which has 1little or o
iccess to formal housing finance and generally provides its own

nousing generally through informal borrowings.

As pointed out earlier, informal housing finance is
considerably more significant than formal housing finance system
in India. This is especially true of the low and middle income
households, as well as of ttose househs>lds which are outside the
organised employment sector. Most studies show that on the average
only around 20 per cent of the cost of new housing is raised
through formal borrowing. In a study by the NBO (1972-1974) of
the households who financed house construction from borrowings, 53
per cent had borrowed from friends/relatives and money lenders and
the remaining 47 per cent from established institutions like
enployers, cooperative banks/societies, commercial banks, etc.

However, the lower middle income households (less than Rs 350
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and Rs 350-600) have mainly relied upon money lenders, the upper
middle ingome groups (Rs 601-%500) on banks, and higher income
groups (above Rs 1500) on LIC. Money lenders charge as much as 2
to 5 per cent interest per month, compared to 6-16 per cent per
annum by formal sector financial institutions and HFIs. The
average period of repayment varied from 4 years to 21 years, this
period being highest (17 to 21 years) in case of borrowings from
govermment and housiag assoclations/agencies, 9-12 years from
employers, LIC and bhanks, and 20 years in case of cooperative

societies, provident unds and money lenders.

The heavy Zependence of low inco:: groups on money
lenders is because : .2se people are unable to >ifer any security
or proof of regular income to formal sector institutions. Al so
the time téken anc the cumbersome pfocedures and paper work
involved 1in securing 1loans from formal sector financial
institutions act as aajor deterrents. Besides, the costs involved
in title search and otherllegal expenses sometimes make loans from
financial institutions expensive. The delays in repayment on a
regular basis involve penalties, and hence many households prefer
to keep away from seeking housing loans from financial

institutions.
4.4 Low and Middle Income Group Housing

While the efforts of the government at meeting the
housing aspirations of the poorest of the poor have not been well
perceived, with allotment of sites in rural areas and sluam
upgradation and sites and services in urban areas, the potentially
explosive crisis of housing for low and middle income groups has
been somewhat defused. The public sector has played a major role

in low and middle income group housing throsh setting up of State
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Level Housing Boards, and City Housing Authorities. Practically
every State has a Housing Board or a Housing Authority, and major
towns have one or more similar institutions. These institutions
generally acquire land at below market rate under the Govermment”s
Land Acquisition Act, develop it and then construct upon it
identical, unimaginative, poor quality, unsatisfactory housing for
low and middle income groups. The main attraction of the Schemes
of Housing Authorities 18 provision of 'well located land at a
subsidised rate which would otherwise be beyond reach of the
beneficiaries. Normally these authorities work on the "Self-
Financin,™, bésis, i-e., paymen: is made {n stages during the
period . f construction and the 1.at/house is handed over after
payment .f full costs. In some c ses they tie up a housing loan

from thte State government or HUDCO. Rarely do they goes to a

. Bank/L1. or any other financing agencies. The individuals

concernel who go in for "Self-Financing” schemes usually tie up
their rinances with their Provident Fund or with HDFC or some
Urban Cooperative Bank. Normally, the upper limits of these loans
are less than 50 per cent of the cost of the flat and therefore
the individuals have to meet the balance out of their own savings
or borrow from friends or sell some other asset. The terms of
these loans consist of interest generally charged at the rate of
around 14 per cent per annum with repayment over 15 years on
Equated Monthly Instalment basis. -There 1is generally no
flexibility in repayment échedule either in the EMI or in the
interest rates (Of late HDFC has introduced some flexibility in
the repayment schedule). Since the middle class is extremely keen
to acquire the property, thereiare very few defaults in repayuent.
However, the output of flats/houses of these institutions, on the
average, 1s much below the demand. Further, there are generally
long delays in delivery and poor consumer satisfaction in terms of

the quality of construction.
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The cooperative sector also offers the Low and Middle
Income Grbups attractive opportunities to acquire property. While
the cooperative housing sector has had excellent results by way of
lower cost of construction with superlor construction, they are
generally dependent upon the government for below market cost
developed plots out of the acquired lands of the government.
Often, governmnent tends to deny land to cooperatives in favour of
their own Housing Authorities, as a result the cooperatives
generally terd to remain short of lind with long list of

societies awai.ing allotment.

In the context of housing :.nance the Cooperative
Sector, hbwev:r, has an edge over the Housing Authorities and
private devel:pers as they have within their sector a fairly
elaborate institutionalised and efficient housing finance
structure. Each State has an. Apex Housing Finance Cooperative of
which a Primary Cooperative becomes a member and shareholder.
Thereafter, on allotment/purchase of land, the primary cooperative
is entitled to a group housing loan after mortgaging the entire
property to it. The Apex Finance Cooperatives, in turn, seek
funds wmainly from LIC, HUDCO, GIC. Some of the Apex Societies
have also floated their own debentures or mobilised deposits frém
member societies awaiting allotment of land. The term of
cooperative sector housing loan include an interest at the rate of
around 12.5 per cent per annum with 20 years repayment period. The
cooperatives also offer Group Insurance to all loanees at an
additional cost of less than 0.5 per cent to ensure that in the
event of death of a loanee no money is recovered from his/her
heirs. 1In addition, all housing loans are covered by a General
Insurance Master Policy against fire. K earthquakes,K riot etc. Soume

fnnovations with respect to family inccae or age restrictions have

94



also been attempted. So far the repayment record of Primaries
Cooperative to Apex Housing Finance Cooperatives and of Apex to
financing institutions are very satisfactory, especially compared

to that of Housing Authorities.

For the low and middle income class housing, one major
initiative taken by government 1§ to subgidise the cost of land.
By a process of cheap acquisition and allotment of land to public
sector and cooperative housing schemes, the government has
succeeded in meeting partially the demand of the low and middle
classes. Within this sector, in some cases, there has been a
further cross-subsidisation of cost of land. An interesting
example is that of Rohini, a township of 2,497 hectares recently
developed by the Delhi Development Authority in North West Delhi
to accommodate 1,70,000 households or 8,50,000 persons (this
includes the employment generated in Rohini also). 80,000 plots
of sizes varying from 26 sq. metres to 120 sq. metres have been
carved out. The size of plot is determined by the total household
income, and plot price varies from Rs 100 per square metres for a
plot of 26 square metres to Rs 200 per square metre for a plot of
90 square metres and above. Commercial plots are auctioned and
fetch a much higher price. Similarly, the private sector
developers in Gurgaon (outside Delhi) on being given permission to
develop colonies, have been made to provide, at a subsidy from

within their scheme, cheap plots of 50 square metres for the EWS.

4.4.1 Specific Problems: The low income households in India
suffer not only from shortage of cash for down payment but also
from lack of information. While there are a large number of
schemes in operation for various income categories in towns and
rural areas, there is no centralised information service in regard

to these schemes and programmes. Lack of ixformation i{s also a
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major factor responsible for lower income groups to be kept out of
the organised sector housing. With extremely low levels of
education (the level of illiteracy is sometimes as high as 70-80
per cent) and high degree of paper work required for getting an
access to formal sector housing, the lower income groups tend to
keep away, even 1f they could afford the formal organised sector
housing. The formal sector regulations and technicalities
inhibited the less educated lower income groups to fill up fomms
and sign them, not understanding what i: means. Even if they are
able to join a formal sector scheme, usu:lly the high construction
standards required under the existing buiiding codes make ¢t -
total cost prohibitive. The concept o: " incremental housing”™ ha-
not found acceptance within the gov.-aagent/formal sector aan.:
hence, the poor per force, have to dep¢-d upon the informal sector

for their housing needs.

4.4.2 Solutions and Initiatives: Wh::ther it be rural areas or
urban areas, land availability and la-d tenure form the base of
the housing problem. The government has a scheme for distribution
of house sites to rural poor and so far 8 million plots are
reported to have been distributed. In the urban areas, however,
there is no such scheme and the price of urban land being what it
is, is beyond the reach of the poor, consequently, resulting in
land encroachment by the poor. Also the low income group
households tend to buy unauthorised plots from private developers
who "illegally” convert agricultural land into residential
colonies. The legal status of these lands is also not very clear
as most of these are sold on "Power of Attorney” since even
sub-division of rural holdings is prohibited by law. While no
enumeration has been made so far, it (s felt that the growth uf
squatter and unauthorised colonies {s much faster than those of

regular housing in urban areas in India. The Task Force on
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Housing and Urban Development appointed by the Planning Commission
offered two estimates: the low estimates provided 20 per cent of
urban population in India in 1981 as slum population while the
high estimate provided about 26 per cent. However, large
metropolitan towns have a higher percentage - around 40 per cent
residiog in sluas. This 1is a manifestation of the lack of
perception of the Urban Authorities in anticipating the demands on
the\urban centres by the poor. This growth sector, being illegal,
is beyond the scope of existing formal housing finance as mortgage
and approved plans cannot be provided. While Slum Acts of various
States ave given legitimacy to notified slums ind their
improvem.1t has now become a matter of State policy, the nost
neglecte - area is the so-called unauthorised colonies consisting
of econouically weaker se;tions who have some income to become
eligible for a housing loan but cannot offer mortgage due to the
illegal/irregular nature of their tenure. The housing that then
cones up in these unauthorised colonies {s incremental housing
based on availability of finance by the owner from informal
sector. The limited role of local bodies in these areas has
resulted in deterioration 1in health and education of the

residents.

[t may also be pointed out that the State of Madhya
Pradesh is the only State in India which has granted secure land
tenure to irban squatters by passing an Act popularly called the
“"Patta Act’. The State govermment has also undertaken to provide
a single point electric connection to every unit in addition to
water supply, laterines, paved roads, etc. The Patta Act entitles
any landless person occupying upto 50 square metre of land for

residential purpose on 10th April, 1984 to non-transferable

leasehold rights (Patta) either over land occupied by hin or any

other land upto 50 square metre. Further, any person attenpting
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to depossess a patta-holder of his property {s liable for
punighment with rigorous imprisomment of upto 3 months or fine.
While Pattas have been allotted on a large scale surprisingly no
local municipality has sanctioned any building plan resulting in
haphazard and unauthorised construction. Bhopal experience shows
poor coordination and lack of foresight at the time of allotting
pattas. Had municipal clearance procedure and housing loans been
tied up, both of which were possible, things would have been much

better.

In addition , what has been said above, a number of
community based initiarives can be enumerated. It should however
be pointed out that the o programmes touch one generally confined
to very small populations or communities. An organisation called
the Self-Ehployed Women Association (SEWA) in Ahmedabad has
attempted to help 1tsA members (i.e., the self-employed women)
through a Cooperative Bank run by the organisation. The loans are
usually of short term duration of upto three years, but no
interest subsidy is provided. Once the members pay back the loan
amount, a second loan can be granted. Besides several NGOs are
also active in shelter programmes, although social hygiene,
literacy and health care have been their prime concerns. Delhi
Catholic Archiodesce, ASHA & TACET are some worth mentioning NGOs,
which among other things, are also attempting to help the poor
with housing finance, eitier directly or through the cooperatives.
Chit Funds and Nidhis are other organisations which collect funds
regularly from their members and advance loans to their members at
varying terms for various purposes like consuamption, etc.,
including for housing. However, the loans advanced by the NIDHIS
for housing are estimated to be no more than 10 per cent of the
total advances. A detailed description of some of these

programmes operated by the NGOs is provided in Chapter VI.
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4.5 Public Housing at the Central and Local Level for Low Income
Bouseholds

Housing built by the public sector for general public
(government employees” housing excluded) is the responsibility of
State govermments (Diagram 4.1). It is estimated that between
1961 and 1985, public sector was responsible for construction of
6,30,000 arban dwellings, being about & per cent of the total

supply cover the same period.
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The State govermments carry out their shelter schemes
through respective housing boards, urban improvement trusts, slum
clearance boards, municipal bodies and public works departments® A
large part of capital finance of state level housing agencies
comes from HUDCO which lays down norms for cost ceilings and
physical standards for various schemes. In these schemes
preferential treatment is given to housing for lower income
groups. So far as rental housing is concerned, it {s almost
non-existent. It must also be mentioned that which HUDCO
prescribes eligibility and other criterias, the reSponsibility for
recoveries and  other asbécts of management rests with the local
authorities. HUDCO gives loans under State government guarantee

and therefore, has 100 per cent recovery.

Besides constructing houses both in rural and urban
areas under its various schemes, the government K in as early as
1972 initiated slum upgrading and environmental Ilaprovement
schemes in urban areas. While slum clearance and resettlement
schemes continue in the housing programmes of many cities,
recently preference is shown for upgrading of slums. The rationale
for this appears to arise from the fact that in situ improvement
of existing slum/squatter settlements is wusually preferred to
relocation and redevelopment; besides being financially less
expensive as 1in situ development requires smaller investment.
Envirommental improvement schemes usually consist of providing
paved roads/streets, street lighting, improved drainage and
sanitation for disposal of waste and safe drinking water. Bustee
Improvement Programme in Calcutta may be cited as an example of

successful programme.
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Two new developments also need to be emphasised. First
is a trend towards providing tenure security to squatters with a
view to encouraging use of more durable building materials in
construction. Second, the setting up of Building Centres by HUDCO
in various State capitals. This is done to encourage use of
indigenous building materials and new construction technology with

a view to reducing costs.

Another interesting development concerns financial
assistance by HUDCU ro private developers and builders on the
condition that a spe-ified proportion of new construction will be
allctted to economi:c .ly weaker sections and other low {ncome

households.

A major govermment initiative to help the economically
disadvantaged groups is the scheme of sites and services. It
mainly consists in providing serviced residential sites. The size
of the plot is usually very small (e.g., 21 sq. metres). Although
in most cases no superstructure is provided, there are instances

where minimal structure or even core house is provided.

The rationale underlying the site and services programme
is the inability of aost poor households to pay for completed
housing, but at the s:re time recognising their skills and ability
to improvise shelter for themselves. Sometimes building loans are
made available to :hese households. It should be in order to
point that such a strategy of incremental housing can be seriously
affected by building regulations which set out the kind of
building materials to be used, the duration within which
construction is to be completed and the utilisation of space. Some

of these obstacles ara, however, being overcome through specific
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modifications and relaxations in the rules/procedures. Despite
the attractiveness of this scheme, there is a general preference
for pdcca public housing projects usually provided at a highly
subsidised cost. A major problem from the viewpoint of the likely
beneficiaries is that the sites close to place of work are high
value land. Besides the principle of full recovery on market
terms of land and its development costs may make sites and
services programme less attractive for the poor. Further, there
is also the possibility of sale and resale of these plots with the
sites being eventually purchased by the relatively higher income
households. A word about the resettlement colonies in this
context is in order. The ownership of any of the pucca houses
built for the target group in Delhi got transferred to higher
income groups, and the original beneficiaries went back again to
their original habitation as encroachers. It is, theretfore, not
surprising that there is some rethinking in regard to the Delhi

experiment of relocation of squatters/slums dwellers.

Apart from sites and services prograame which |is
operating ian both rural and urban areas and several other
programmes mentioned above there are a number of other schemes
which have been initiated by the government. A brief description
of some important housing schemes aimed at the economically weaker

sections is provided below.

4.5.1 Allotment of House Sites and Construction Assistance: The
scheme of the allotment of house-sites to the rural landless
workers was initiated in 1971 with a view to ameliorate the lot of
the rural poor in the country. Initially, the scheme was
implemented by the Central Govercment but in 1974 transferred to
State governments. It was also incorporated in 20 Point Programme

in 1975. Subsequently, this scheme also became a part of the new
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20 Point Programme In 1982 and also the 20 Point Programme - 1986.
Originally, the scheme was intended to benefit the landless
workers but later the scope of the scheme was enlarged to cover
all the artisans which included SC and ST in the rural areas. This
scheme also envisages provision of construction assistance to
those provided with house-sites. During the Seventh Five Year
Plan tﬁe financial norms of this scheme are Rs 500 for
infrastructural development and Rs 2,000 for construction

assistance.

This s:.heme is in operatfon in 18 States and 6 Union
Territories. U~til beginning of the Sixth Five Year Plan, 77
lakhs house-site- hadbalready been allotted by various States/U.T.
Administrations, leaving the balance of 68 lakhs house-sites to be
allotted during the period of Sixth Five Year Plan. The scheme
showed encouraging results during the Sixth Five Year Plan as from
lst April, 1980 to 31st March, 1985, 54.3 lakhs house-sites were
allotted to rural landless families. This scheme has continued
during Seventh Five Year Plan. During the first three years of
the Seventh Plan 26.44 lakhs houses sites were allotted. It is
significant to note that not only the original estimate of 145

lakhs landless familities has not dnly been covered but more

families have been covered taking into account the additional
labour force joining the rural landless class. It is interesting
to note that ou the average one million plots have been
distributed every year since 1980. However, the scheme of
construction assistance has not been successful to that extent.
Lack of funds available with the State governments is the main
bottleneck. State governments complain of the inadequacy of the
financial norms of Rs 2,000 for building huts due to the

escalation in the cost of housing construction.
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4.5.2 Indira Awaas Yojana: The Central Government Scheme for the
benefit of SC and ST and freed bonded labourers was introduced in
1985. The scheme was initiated with a view to provide shelter to
the section of population who are having poor and substandard
housing facilities, with a thrust on employment generation. This
scheme i{s being implemented with the financial grant/assistance by
the Departanent of Rural Development under the Rural Landless

Employment ‘::arantee Programme (RLEGP). A sum of Rs 10,200 per

unit 1is giv:n under the schene. The following 1is the funding
pattern:
Subsidy for iwelling unit Rs 6,000
Infrastruct..ral development charge Rs 3,000
Low cost sanitation Rs 1,200

T TAL Rs 10, 200

Unit cost of assistance may be increased upto 39 per
cent for housing in hilly areas, difficult and remote areas, with

the prior approval of the Central Committee on RLEGP.

Since 1985, houses were provided to various States/UTs.
While the scheme is being implemented Sy the Department of Rural
Development, the Ministry of Urban Deveiopment is monitoring it.
The information in respect of physical achievement is being
obtained directly by the Ministry of Urban Development from State

govermments/UT. Administrations.



4.5.3 HUDCO and Rural Housing: HUDCO has also been a pioneer in
financing the rural housing programmes. Since 1977-78 HUDCO
started financing rural housing schemes with the objective of (a)
meeting the public sector need of shelter (b) to promote community
efforts and self-help (c) providing essential facilities like
drinking water supply, low cost sanitation and smokeless Chullahs
(d) encouraging adoption of appropriate construction technologies,

and (e) using local materials and local skills.

HUDCO has sanctisned rural housing pro ::ts costing
nearly Rs 700 crores with 'sans of over Rs 340 crores; which would
enable construction of n¢ rly 1.5 million dwelling wmits in the

rural areas.

It is adopting :he following financial norms for the

rural areas for the EWS c::zagory of population:

EWS I EWS IIL

(Landless (Other than

labour) landless)
Cost ceilings including land cost Rs 6,000. 00 Rs 10,000. 00
Loan component (per cent of project 50 per cent 53 per cent
cost)
Net rate of interest Minimum 6 per cent " per cent
repayment period 11 years !l years
Monthly instalments on Rs 1,000 Rs 10. 37 RS 10. 88

loan (Approximately)
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All the urban schemes which are in operation would be

available for implementation in rural areas.

4.5.4 Urban Housing: The Government s role in the field of urban
housing has to be promotional. The major efforts have to come
from the private sector. The Government”s role is restricted to
the improvement of slums, provision of housing to the weaker
sections of the society, encouragement and -ipport to housing
finance institutions to promote channelisition of private

resources into housing in a constructive way.

4.5.4.1 Housing for the EWS: The house huild. -7 activity for the
weaker sections of the urban areas was initia- :d during the Sixth
Five Year Plan under which direct public s:.tor investment {is
proposed. The scheme seeks to provide sites .:d services on cost
price to the beneficiaries. In addition, t! > beneficiaries are
provided a loan of Rs 5,000 per unit repayable during the period
of 20 to 25 years at a concessional rate of iaterest. The income

eligibility for the beneficiaries is Rs 700 per aonth.

Besides this, there are number of other schemes, namely,
LIG housing, rental housing, middle income group housing, which
have been promoted by the States governments by providing loan
facilities to the beneficiaries (see Table 4.2). This adds to the
efforts by the private individuals. The income limits for getting

the loans from State governments is as follows:

Low Income Group Rs 701 - 1500
Middle Income Group Rs 1501 - 2500
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TABIE 4.1

Sowme Estimates of Surplus Land Over Prescribed
Ceiling Under the Law

Item Hectares Percentage

1. Estimate of excess vacant land 1,66,192. 100
after scrutiny

2. Vacant land acquired and 14,589 8.78 of 1)
vested in government

3. Excess vacant land of which 3,552 2.32 o: 1)
physical possession has been
obtained

4. Land used by government for 621 0.37 o: (1)

housing construction

Source: The Report of Narional
Comanission o n
Urbanisation.
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TAHE 4.2

HBousing Schemes in Various StatesAlTs

Housing Scheme Cefling Subsidy Benefi- Loan
cost ciary’s amount
construction
(Rs) ®s) ®s) Rs)
Village housing project 500
Low ircane group housing scheme L2500
Middle income group housing scheme 25000
Karnataka
People”s housing scheme +J00 250 500 3000
Experimental low cost housing scheme 20 2000 - -
Tribal sub-plan ~000 2500 500 3000
Anxdhra Pradesh
Semi-permanent rural houses 4000 3900 100 -
Rural pemanent houses (a) 8100 3750 250 4000
(b) 0) 4750 230 4000
Urban permanent houses 12000 1000 300 10700
Weavers housing cum work sheds 90 6000 - 3000
Orissa
Village housing projects 500 - 1000 00
Goa
Village housing scheme cun - 3000 - -
construction assistamce
Tamil Nadu
Gooperative housing scheme - - 1500 5000
-1875 -7
Village parchayat - - - 10000
TALDOS Adi Dravidar housing scheme - 6000 730 300
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CHAPTER V

HOUSING FINANCE SYSTEM IN INDIA - INSTITUTIONAL
STRUCTURE AND RESOURGES

5.1 Introduction

The aajor focus of this chapter is on the institutional
struczure of housing finance i: India. First an overview of the
housing finance system in Indi: is provided. This is followed by
pres-nting a brief descriptiorn . f the flows of institutional funds
into the housing sector. Inter-alia, an idea 1is also provided
abou:z the likely flows of institutional credit for housing. Since,
resource mobilisation strategiles as well as lending operations are
affected by various govermment regulations, a brief discussion on
financial environment is also included. Insofar as the borrowers
of funds are concerned, the nature of lending instruments offered
by financial institutions is crucial. We have therefore provided
an inventory of some of the major lending instruments currently
offered by the HFIs. IThis chapter also contains three appendices,
one on funds mobilisation, the second on collateral, and the third
on inter—institutional flow of funds as all these issues are of
considerable significance in : discussion on housing finance

systen.
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5.2 Financial Framewvork

Since independence, the Indian financial system has over
the period expanded rapidly and at the same time experienced
reasonable stability. It should be pointed out that at the time
of independence, India“s financial system was rather small,
although both savings and investment rates were not so low, being
respectively around 10 per cent and 1l per cent of the GDP. Also
most Iinvestment was made by the savers d:irectly with only a small
proportion of savings being intermediited through financial
institutions. Banking system was mainly :sed to hold transaction
balances. However since the beginning f planning in India in
1951, saving rate has gone up to almos: 23 per cent to 24 per
cent. This is despite India"s low per ¢ :pita income. This steep
rise in savings has been accompanied by in increase in financial
savings. It is argued that this has led to greater financial
deepening. This is partly attributed to realistic interest rate
policies. Interestingly also an increasing part of household
savings is being channeled into financial system. This is clear
from the fact that in 1950-51 the financial savings accounted for
only 0.7 per cent of NDP compared to a current figure of 7.2 per
cent. It may also be statecd that deposits and provident fund have
enmerged as two most important holdings of household sector
compared to currency and other claims on the government in the

earlier period.

The rapid financial deepening featured increases in both
the ratios of M, and credit té GDP, together with replenishment of
the banking systems net foreign assets. A major factor responsible
for depending is the monetisation of rural areas, mainly because

of the branch expansion policy of the banking system. However, a1
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detailed analysis would show that this flnancial depending has
largely occurred in metropolitan and large urban areas which have

experienced financial growth in deposits.

A salient feature of financial intermediation in India
is the government presence and control. The Indian Government,
through its various policies, including fiscal and monetary, and
regulation, is able to influence directly and indirectly the flow
of funds into the housing finance sector. For example, the
government {s itle to exercise control on the investments of
publ ic institdfi nal 1investors in specified sectors through its
directions. Sinc: the beginning of First Plan, the government has
used its power tc direct credit to certain pfiority sectors such

as agriculture, heavy industry, small-scale industry, etc.

So far as credit directed to housing is concerned, a
large part of it goes to housing finance institutions in the
public and cooperative sectors, generally at below market rates of
interest. Also, such Housing Finance Institutions (HFI) which can
compete for credit also get it on subsidised terms. Further,
since private lenders raise a significant part of their lendable
resources from various financial institutions, the interest rates
policy of the RBL influences the cost of their liabilities as well
as the return on their assets. Also, for a variety of reasons,

most private/ joint sector HFIs follow the norms of HDFC.

It would be iateresting to point out that the govermment
regulates the distribution of capital to various sectors through
directives to public sector financial iastitutions. For example,
the government lays down the utilisatlion of resources by
institutions such as the LIC, GIC, Commercial Banks, (most of whoam

are nationalised) etc. The LIC which is the largest supplier of
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funds to the housing sector has its limitations since the
government ties down 75 per cent of the annual accretions to
Central Covetnment debt Instruments, State governments, and 25 per
cent can be devoted to other uses, e.g., government guaranteed
debentures such as those of HUDCO. GIC should be able to increase
its contribution to Rs 100 crores per annum during the Eighth Plan
period. Similarly, the lending target for Commercial Banks is
fixed by the government. Currently, it is 1.5 per cent of
incremental deposits of commercial banks. A large part of these
funds are to be lent to SC/ST at highly subsidised interest rate

of 4 per cent.
5.3 Structure of Housing Finance System

In India, the Union Ministry of Urban De-elopmeant is the
principal agency concerned with evolving and dire. ing the housing
policy in India. In practice, however, it is the RBI and the
Ministry of Finance which ultimately determine the volume and
lending terms for housing. The NHB set up recently as a
subsidiary of the RBI is likely to modify the existing housing
finance scenario - although it is too early to precisely indicate
the likely direction of change. However, it is reasonably certain
that the NHB will have an important and a larger role to play in
the context of housing finance, especially for the low income

households.

Among the public sector institutfions in the housing
sector mention may be made of LIC, GIC, HUDCO (including State
Housing Boards, Developuent Authorities, and Slum Clearance
Boards) and the Cooperatives. For example upto March 31, 1988,
LIC s contribution to tousing development by way of loans amounted

to a little under Rs 2,500 croresl. Similarly, HUDCO made
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available by early 1988 Rs 2,700 crores for over 3 million housing
units since its 1inception 1in 1970. 90 per cent of the dwellings
financed by it (in physical terms) were Intended for the EWS and
LIG. Similarly, the housing cooperatives with its two-tier
structure have made a substantial contribution to housing
éspecially for the middle and lower middle income households. For
example, at present there are nearly 40,000 housing cooperatives
with about 3 million members with 59 per cent of the housing

comitg up in LIG/EWS sector.

Besides the above nentioned institutions, there are a
nur.er of private and joint sector housiﬁg finance {nstitutions.
Me~’on may be made of the HI-<C formed in 1977. Recently the UTIL,
LI:. and HDFC have, in co: :Doration with commercial banks,
pr.id>ted a nunber of housing finance institutions. Mention may be
mac: of Can Fin Homes with Canara Bank, Central Housing Finance
Corporation (CHFC) with Central Bank, Housing Promotion and
Finance Corporation (HPFC) with State Bank of 1India and

Inrastructure Lease and Finance Services with GIC.

In addition to these two types of institutions, there is
the :nird category of institutions whose basic function is not
housing finance but they do so as a part of diversifying their
investments. Some of these are leasing companies Table 5.1
gives an idea about the growth of housing finance institutions in

Ind ia.

A major factor in the efficient working of private/ joint
sector housing finance institd;ions is the availability of
loanable funds. These funds are currently raised either from
savings and deposits of households and companies or through issue

of equity capital or loans from banks A major question at this
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stage 1s the extent to which these HFIs will be able to rely on
these sources of funds. Some doubts have been expressed about the
financial integrity of many of the existing HFIs. Without going
into this issue, it would be useful to mentiqn that the recently
promoted CANFIN Homes2 has done reasonably well 1in mobilising
deposits from households. Also with NHB now on the scene, I(t
would be possible to monitor and regulate the functioning of
housing finance f{nstitutions. Such a step s bound to build up
the confidence of {nvestors. In this contex:, it {s appropriate
to cite the experience of HDFC set up in .977 which through
managing its operations professionally has ».ilt for itself high
credipility.

It is estimated that the for: .. sector, through
govermment programmes and financial inter.:diaries, currently
provides finance for about 2,75,000 units pe:r year. The estimated
formal sector housing advances at present w ruld exceed Rs 10,000
crores, and after netting out 1inter-iastitutional flows,
outstanding total advances would be around Rs 5,000 crores. It
may be mentioned that formal sector financing is; generally only 50
per cent or less of the total dwellgngs cost. India”s financial
sector is stated to provide only 2 per cent of the formal
financing for housing. Also, the formal sector seems to be
providing no more than 10 per ceant to 15 per cent of the total

housing investment.

Diagran 5 1 gives an idea about tihe major institutions
involved in providing housing finance and the nature of
{nstitutional links. It also sets out the mechanism as to how the

funds eventually reach the end users or beneficiaries.
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We may also point out that so far as development of
housing related infrastructure is concerned, the responsibility
generally rests with local governments and State Housing Boards,
although recently some agencies like HUDCO, HDFC Developers and
Ansal’s have entered the arca of infrastructure, including land
development. Apart from HUDCY, National Housing Bank is another

agency which proposes to en-ar intn the area of proviiing funds

for infrastructure developne: ©. Water supply and el-::iricity are
2enerally looked after by aut :>aous boards.

We would like to z=. > a mention of a recenr avzlopment
in the area of housing fir 2. This concerns the - 1:tice of
providing bridge finance t i¢v7elopers and builders. (3frC and
cooperative baaks are some I the imstitutions proviliang such

bridge loans3.

5.4 Institutional Lenders

We now outline thie - :atribution of some of the =ajor

financial iastitutions provid! : funds for housing.

5.4.1 Housing and Urban Development Corporation Limited (HUDCO):
HUDCO is the only govermment s»>onsored housing finance I.:stitution
which raises funds with govermaent guarantees fron =t capital
marketsa. So far HUDCO has raised over Rs 530 croreas through
this method, which has beex subscribed largely by iatiornalised
banks and LIC. HUDCO, which came into existence in 1971, has so
far comnitted loans upto Rs 2,809 crores for construction of 3. 36
million dwelling units and 3.04 lakhs of plots. Uf these 1.85
miilion units are in the rurai areas. It is maintaining a ratio

of 55:45 in overall fund allocation between WS, LIv ¢ ° and HIG.
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HUDCO 1is a financially independent body which practices cross
subsidisation of interest from within its own pool of funds. The
net interest rate ranges from 5 per cent to 13.5 per cent. For
rental staff housing, land acquisition and commercial schemes, the

market rate is kept at 15 per cent.

Of late HUDCO {s reported to have also entered real
estate business including commercial construc=-ion as a part of its
profit earning venture so that it is able t- neet higher level of

cross subsidy to the poor.

5.4.2 Housing Development Finance Corporation (HDFC): HDFC is a
privately owned company for housing fi:iace which has made
remarkable progress since its inception in (970. Its cumulative
approvals as on 31.3.1989 stood at Rs 1,435 crores. So far HDFC
has financed 0.30 million units in nearly ! 400 towns. HDFC does
not get government guarantee for its debe:tures/bonds and has to
raise its resources from the market. The HDFC has also introduced
a Home Savings Plan, but this has had limited success so far. HDFC
has however, been successful in raising 125 million dollars
through USAID with back to back arrangements entered with
different banks and a financial institution at a fixed interest
rate of 12.5 per cent per annum on the counterpart rupee funds in
India to absorb the exchange rate risk. It has also issued long
term bonds (10 years). Its flexibility in transfers has made the
series more marketable to iavestors. Although HDFC has not been
given government guarantee for its bond issue, it has been given
trustee status, which enables it to pick up money'g little cheaper
from trusts, etc. HDFC has mobilised funds mainly from the
corporate sector, and only 15 per cent of its deposits are from
the household sector. The recent government regulation

prohibiting non-banking financial institutions of accepting
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deposits of less than 25 months may dampen mobilisation of
household savings. A correct policy would have been to permit
these ‘1nstitutions to raise short term deposits from the
households on the ground that most household savings are purpose
based savings - and the deposits of banking institutions would not
be affected seriously. Perhaps restriction on corporate savings
are reasonable as in many situations the facility of short term
deposits may be misused. HDFC has also co-promoted four

compinies, namely:

i. Gujarat Rural H :sing Finance Corporation Ltd. with
IFC, Washingc :, Aga Khan Fund for Economic
Development, Gen 1 and Govermment of Gujarat.

ii. Housing Promotion and Finance Corporation Ltd. (with
SBI Capital Markets). :

iii. Infrastructure Leasing & Financial Service Ltd.
(with Central Bank of India and UTI).

iv. CANFIN Homes Ltd. (with Canara Bank and Unit Trust
of Indla).

Besides these four companies HDFC has a wholly owned
subsidiary called HDFC Developers Ltd. and is also involved in the

Credit Rating Information Services of India Ltd.

Out of the total le: :ing of HDFC, 77 per cent of the
gross loans were given directly to individuals for home ownership
while the balance 23 per cent of the loans were routed through
corporate, institutional and other bodies, of which 45 per cent of
the beneficiaries were households with family income below Rs
1,000 per months. HDFC has been able to help the low income

groups of the organised sector like employees of Electricity
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Boards and Road Transport Corporations im various parts of the
country, small cocoa and arecanut growers in Karnataka and Kerala,
Plantation Labourers in North East India, Police Constables in
Maharashtra and Andhra Pradesh, Teachers and Staff Members of

several Universities and Education Institutions.

5.4.3 Commercial Banks: The commercial bankg have of late opened
their doors to housing finance both directly and through foraation
of su'sidiafy housing companies. They have also announced
st2pping up the annual disbursement for housing loans from s 150
crores in 12°%5-87 to Rs 385 crores in 1989-90. They have also
offered a gr duated interest rate stru:ture going down to &4 per
cent for Sc:2duled Castes and Scheduled Tribes. The General
Insurance Cor-oration has announced launching of a subsidiary in
collaboration with Indian Overseas Bank for providing housing
finance with an initial outlay of Rs 20 crores and disbursement
upto Rs 40 - Rs 50 crores per annum to start with. The commercial
banks with their huge pool of deposits and extensive branch
net ork of over 57,000 branches, offer a major potential source

for housing finance.

5.4.4 Provident Funds: The other major source of finance for
housing is the Provident Fund system - both Employees Provideat
Fund (SPF) and General Provident Funds (GPF) consisting of about
22 million subscribers. These are mandatory savings of the formal
sector employeos and are obligated to be invested in government
securities for development programmes. Since the quantum of
funds available from this source is immense, and housing loans to
employees are without much risk, the issue regarding withdrawal of
GPF for housing needs to be studied further. Similarly,
Government Employees Group Insurance Scheme, as well as Defence

Group Insurance offer a good potential for housing finance for
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the organised sector as these funds are outside the LIC and are
also not a part of the government”s own revenue. It may be
mentioned that Provident Funds cannot strictly be considered as a

formal source of housing finance.

5.4.5 Other Institutions: LIC, GIC and nationalised banks are
the other sources of housing finance in India. LIC has also been
funding the Cooperative Housing Sector through Apex Housting
Finance Cooperatives to the tune of about Rs 150 crores per
annum, apart from providing housing loan for the individuals under
their ~Own Your'Home' Scheme. In addition LIC has also been
funding municipalities and other organisations which provide
housing related infrastructure. UTI and GIC have a smaller role
to play, but have shown increasing interest and their role is
likely to expand further over the years. LIC, as mentioned
earlier, has set up a Housing Finance Corporation as its
subsidiary. While this company shall get its initial capital from
LIC and other institutions, it will also raise its own resources

by deposit mobilisation.

The existing flows of funds into the housing sector

through formal sector agencies are given in Table 5. 2.

Thus about Rs 650 crores are flowing directly to the
individuals into housing from the formal sector institutions. In
addition to these there would be a substantial flow from Provident
Funds. Actual PF withdrawal disbursements are not easily
available. Howevé;, as of aow there would be about 14.3 million
subscribers to EPF; 5.3 to Central Government Provident Fund and
another 10 million of State governments to bring the total number
of PF subscribers to 29.6 million or say 30 million. The likely

PF withdrawal for housing is substantial. [t may be pointed out
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that the Provident Fund Rules for permanent withdrawal of housing
loans are quite strict. They require minimum period of service
and thereafter, request furnishing of title of land as well as
approved lay out. In fact, a large number of people are denied
withdrawal and consequently resort to taking loans on some other
pretext but using it for housing. Further, relaxation of PF rules

in this respect should be considered.
5.5 Credit Institutions” Coverage

Comnmercia. banks have an extensive coverage in India.
From 8,321 branches in 1969, there were 55,198 branches in June,
1988 of which 30,/- were in rural areas, 11,204 in seami-urban
areas and 13,105 in urban areas. Table 5.3 gives a break down of

the current branch pattern of various types of banks.

In addition LIC has nearly 2,50,000 agents (of whonm
1,00,000 are in rural areas) and 10,000 Development Officers who
can also be mobilised for either credit delivery or resource

mobilisation or both.

While 1.63 lakh branches of various banks appear an
impressive number, not many of them are good enough to be used for
purposes of base levecl housing finance institutions. In 1970 the
government decided to link the cooperatives at the grass root
level with the comazercial banks mainly with the objective of
supplementing the loanable resource of the former through
additional channel of supply df funds6. The newly reorganised
Primary Agriculture Credit Cooperatives (PACCs) have had a mixed
record of success. The cooperatives have become strong in some of
the States namely, Gujarat, Maharashtra, Punjab and Tamil Nadu.

The same, howevuer, -annot be said of other States. Further, it
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has been alleged that benefits from PACCs do not trickle down to
the rural poor. The loans advanced to the landless persons in
1975-76 accounted for only 4 per cent of the total amount of loan
advances. Further, 40 per cent of PACCs functioned in a loss, and
overdues as a proportion of loans outstanding by end June, 1976
was as high as 43 per cent. By June, 1975 RBI declared nearly 70
per cent of PACs as “weak (Category C to E). Similarly, 45 per
cent of non-agricultural credit societies were also considered
weak. Farmer s Service Societies (FSS) have also not fiared much
better and suffer from structural weakness. 2y June, 1977 only
233 FSS were operating in a few States, out of which only 69 were
financed by cooperative banks. The Commercia. Banks have also
their own weakness as they have not been able to penetrate deep
into the interior of the districts, although they have been nore
successful in mopping up deposits from the rural arezs instead.
The commercial banks have also been accused of neglecting the

small borrowers.

The banking and cooperative structure7 in India needs to
be studied in detail and thereafter fine tuned. 1In case we want
to have a delivery system of loans, both housing as well as
working credit loans, the delivery system has to be made more
responsive so that it can meet the needs of the specific inccme
groups. There is a general allegation against the commercial
Banks that their staff has an urban bias. Since recruitment of
well educated young persons is done by the banks centrally, the
urban bias can very well be expected. The Regional Rural Banks
were expected to partially meet this problem through recruitment
of personnel from local persois. However, even here,6 due to high
level of literacy of the stiif, the urban bias still remains.
Although we have an elaborize delivery system of 1.63 lakhs

outlets (we have about 5 lakh -illages), we have to ensure as to
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how many are actually functioning efficiently and second, how many
can serve the cause of the poor. In case we find that these
institutions are unable to serve the low income groups we need to
congider whether we should go in for another tier of delivery
system at the field level and if so, what would be It its cost
implications? While Bangladesh has experimented with nine forms
of delivery systems, they have also found that the results were
mixed. However, in the case of Grameen Bank of Bangladesh and
SEWA Cooperative Bank of Ahmedabad there were hardly any
defaultsa. They tend to give credit for this to the sPecial
strategy and ;- ,ect management. One of the main features of the-
Grameen Bank . ;5 that loans were gi en to the landless poor by
organising tt . into groups for certain income generation

activities and gceater emphasis was laid on loans to women.

5.6 Credit Ianstrumeants: Both government and wmarket oriented
agencies such as HUDCO, HDFC, Can Fin Homes, RUH, Dewan Housing
Development Finance Ltd. (DHDF), etc. provide housing loans with
varying interest rates and maturity periods, etc., to persons
falling within their respective eligibility criteria. Tables 5.4
and 5.5 give an {idea of these terms in respect of HUDCO and

select HFIs.

As alre2ady pointed out, HUDCO through its strategy of
interest cross s .:sidy is able to reach almost all segments of the
society, either directly or through cooperatives and State Housing
Boards. Other financial institutions/agencies, however, serve

households having relatively stable incomes around the median or

above median income groupsg.
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These 1institutions make loans to individuals for
construction of houses or flats, extension or substantial
restructuring of houses, and in some cases to finance the purchase

of existing dwellings.

All these institutions recover majority of their loans
in equated monthly instalments. GRUH, a rural based HFI however
is an exception which peraits annuil payment mainly suiting the
needs of cash flow of agricuiturists. Some agencies like CAN FIN
Homes and HDFC offer telescopic repayment facilizy to enable the
young earners to take advantage of the facilities. The loan size
also varies, ranging from %3 7,500 to almost Rs 3 lakhs. Zor the
median income households, affordable maximum loan is around Rs
50,000, although this may slightly vary depeading upon inaterest
rate and maturity period. For most companies the term is around
15-20 years. The application/processing fee is usually between
0.75 to 1.5 per cent, and the interest rate, except for HUDCO,
varies between 12 per cent to 16.5 per cent depending upon the
quantum of loan. For most companies, the cost of funds should not
exceed 11.5 per cent for the viability of these companies. Maxiaum
loan-to-value ratios are estimated to fall in the range of 70 per
cent to 80 per cent. The data for down payment is however not

available.

Many companies prefer lending to individuals sponsored
by their respective emplovers. This is done to reduce risks. The
obligation to repay the loan, however, rests with the individual.
A general review of the practices and procedures followed by most
HFI s would show their conser-ative and rational wunderwriting
procedure, mainly with a view to minimising risks. Loans are

released in instalments only 4:.er the equity money has been used



in construction. Also, the underwriting policies of the companies
give weight to the credit worthiness of the borrowers and

guarantors.

So far as lending to low income group households is
concerned, some HFIs have attcapted to reach households below the
median income by lending in small urbah and rural areas where
housing c.osts are low. However, due to their strict conditionali-
ties they are unable to reach the low income and those working in
the inform .l sector. Most HFIs offer loan for a period of minimum
10 years :d sometimes even 20 years. They have also introduced

low-start: rtgages, as well as reduced monthly burden.
5.7 Enlarging Credit Supply

At present household sector is generating savings in
excess of its own needs for investment in physical assets. Due to
a variety of factors, the houschold savings have gone up
substantially, and about 60 per cent of :the total net financial
savings of this sector are in the form of bank deposits, insurance
and loans to Central and State Govermments. These funds, instead
of being used for households  needs are being used by the
government to finance its Five Year Plans. However, recently it
was realis:! that housing sector needs more funds and therefore
the RBI has 1illowed Banks to spend 1.5 per cent of the incremental
deposits for housing finance. It was also felt that housing
sector has greater claim on insurance funds, and it has been
suggested that role of housing should not be mixed up with
socially oriented schemes, and the flows of controlled fu:ds from
LIC should increase from its present 14 per cent to 20 ner cent.
It is also argued that GIC should also step up its contribution to

housin-. [t is also agreed that Provident Fund resour: s for
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housing need to be increased. 1Insurance funds, especially funds
of the LIC are best suited for long term investment in housing as
their main nature of activity is more conducive to long term

lending.

Clearly, this proposed increase in flow of resources to
the housing sector is likely to lead .to constraints elsewhere. For
augmenting the savings. we need to devise suitable instruments so
that additional savings accrue in the economy. Home Loan Account
Scheme recently launched by NHB is one such step which will ensure
“additionality” of savings. Mass mobilisation of funds from the
public for housing loans as has been done by the Building
Societies of U.KX. h;s somehow been not attempted on any

significant scale in India.

Recently a dialogue has also been initiated in regard to
developing secondary market facilities in India. For this purpose
foreclosure laws and other aspects relevant to the dzvelopment of
secondary mortgage market are being scrutinised. Indeed as a
first step the General Insurance Corporation of Iadia (GIC) has a
pending proposal to set up mortzage insurance company as its

subsidiary.

It would be worthwhile also to indicate the proposad
institutional credit for 1990-1995, the period for the Zighth Five
Year Plan. This is presented in Table 5. 6.

5.8 Relevance of Financial Policies
The Housing Finance Institutions (HFIs) are currently
regulated by the Depirtment of Financial Companies (DFC) of the

Reserve Bank of Indii (RBI). The Registrar of Companies notifies
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the DFC of the existence of a company engaged in housing finance
with a view to determining whether it can be classified as a
Housing Finance Company. At present in practice there is a free
entry of housing finance companies into the system. The DFC has
however control over the deposit activities of the HFIs for
providing protection to depositors” funds. For this purpose DFC
holds annual inspeccions\of HFCs. With the setting up of the NHB
these regulatory functions have been taken over by it. It {s felt
that the NHB should exercise tighter controls om HFIs mainly to
enforce financ:... discipline and to ensure public confidence in
the system. Suc 1 a step could eventually help in building a sound
base for second: y market activity, as well as in increasing the

flow of resources into the housing sector.

The policy of the Government of India of directing
credit of nationalised financial institutions towards high
priority sectors (like agriculture, small industry, etc.), and
away from sectors like housing has had an adverse effect on the
magnitude of investment in housing. The banks charge high
interest on non-priority lending mainly to overcome their
profitability problems. Housing finance also suffers vis-a-vis
such intermediaries as commercial banks, Unit Trust of India (JTI)
and corporate deposits either because the latter can offer larger
tax concessions 1"d/or offer wide range of financial services at
implicitly subsidised costs. The financial policy of the
Government of India has been to sub-serve a number of {ts own
needs by giving preference in credit allocation to priority
sectors, setting interest rates high, fulfilling its own borrowing
requirements at subsidised rates through high statutory reserve
requirements for captive investors, 1increasing depositor
institutions throughout rural India, providing high rates of loan

reprieval to certain sectors of India“s economy and supportirn:

129



sick industries to keep up employment levels. The Governments”
financial policy to meet its expenditure through borrowings from
the RBI has also perhaps contributed to an average inflation rate

of just around 10 per cent during the last decade.

All these financial policieé appear to have created
profitability problems for the interzediaries. The banking system
is therefore constrained to penalise depositors by zis/i-g thea low
or negative real returns on deposits and subsidisi-; borrowers
such as ‘the government. Households”™ access to [ nance has
therefore been impaired by direct rationing and » :h nomia:l
interest rates. It is not at all surprising that h- 'Ing credit
has accounted for only 2 per cent of total credi- issued by
financial Intermediaries and about .1 per cent of the ilue of the

housing stock.

It is felt that if the Government of Ind i, <ver the
longer term, “follows an interest rate strategy thit ncves away
from a tightly controlled regulatory structure to one in vhich the
financial efficiency of financial resource allocation «wnuld begin
to play a greater role, inflation would be easier to control and
ultimately private housing finance should expand”. In short-term

however changing rate structure may pose serious problens.
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NOTES

LIC has established a housing finance institution as Iits
subsidiary.

This has mainly confined its activities in the South,
although they.have a branch in Delhi.

Delhi Cooperative Housing Finance Society Limited, a
Cooperative iiousing Institution of Delhi has also raised
small amounts 1s debentures under Government Guarantee.

HDFC has al: provided bridge loans to individuals with.a
view to enabl g them to buy new houses before they dispose
off the old :-:. This encourages filtering up.

HDFC Limited ..ch Annual Report, 1987-88.

Rural Banks for Rural Poor: Analysis of the working of
Regional Rural Banks in India - Charan D. Wadhwa - The
Macmillan Company of India Limited, 1980.

As we show later, cooperative sector can be effectively used
to subserve the finance needs, of the poor.

Details of these experiments are outlined later in a section
on case studies.

HDFC has, through local level networks, attempted to provide
funds for housing for the low income/unorganised households.
Very little is however known, as to their success in cost
recovery.
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TABLE 5.1

Various Existing and Proposed Housing Finance Institutions

Existing Housing Finance Ianstitutioas

Institution Head Office
Location in
[ndia

1. Housing Developuent Finance Corpora:t: .a Ltd Bonbay

2. Gujarat Rural Housing Finance Corpor-::ion Ahmedabad
Led. (RUH)

3. Housing Promotion & Finance Corpdrac “a Ltd. Calcutcta
(HPFC) '

4, Can Fin Hoaes Ltd. Bangalore

Proposed Housing Finaoce Institutioas

Promoted by:

1. General Insurance Corporation of India Bombay
(Subsidiary)

2. Life Iasurance Corporation of India Bombay
(Subsidiary)

3. Bank of India Bombay

4. Central Baak of India Bhopal

5. Punjab National Bank (PNB) Housing ti-ance New Delhi
Ltd.

6. United Conaercial Bank (for rural housing) Orissa

7. UP Rural Housing Finance Corporation Ltd. ttar
(for rural housing) Pradesh

Note: There are about 40 other =ainor housing finance

institutions spread throughout Iadia.
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TABLE 5.2

Inter-Institutional Flows : 1987-88

(Rs million)

Total To State To Insti- To Indivi-

agencies tutions duals

1. Government - Central 5,292.2

and S-ate

Provi:ent Funds (PFO) 3,182.4 3,182. 4

TOTAL 3,182.4
2. HUDCU 4,380.0 4,380.0
3. Financial Institutions

Scheduled Commercial 2,372.1 1,510.2 661.1 200. 8

Banks :

LIC 3,192.3 903.3 1,311.1 977.9

GIC 550.0 550.0

Unit Trust of India 406. 9 406.9

TOTAL 6521.3 3370. 4 1972.2 1178.7
4. Specialised Housing

Finance Institutions

gggggi?géve Housing 3,250.0 3,250.0

Housing Finance 2,543. 1 483. 6 2,059.5

Compani:2s

TOTAL 5,793.1 483.6 5,309.5
5. TOTAL of 2, 3 & 4 16,694. 4 8,234.0 1,972.2 6,488.2

Source: %?port of the Sub-Group on Housing Finance Eighth Five Year
an.
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TABLE 5.3

Number of Branches of Various Banks

Type of Banks Numher of

Branches

L. Coanercial Banks ’ 2

2. Primary (Urban Cooper. .’;e Banks) i

3. Regional Rural Banks 13,733

4. Revised PACs (includ:-; Tanps & FSS) 91,627
(Primary Agriculture cedit Coops.)

5. Primary Cooperative oinws 1,009

TOTAL 1,63,942
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TAHE 5.4

Revised Norms of HIDXD Finmxcing for Various Hawing Schemes

Category Ceiling Fxtent of MNet interest Repay
cost - finmcing rate perio
(Rs) (per cent) (per cent) (Year:
per amnum
Economically Weaker Sections (SWS) with
a household income up to Rs 700
a. EWS- (Sites and Services)
1) Sites and Services (excluding 6,000 r 3 22
raw land)
1i) Housing schemes in areas affected 6,000 5 22
by natural calamities new schame)
b. EWS-TI (Urban)
Built Housing unit 15,000 . 7 22
c. Slum Upgradation
Erwiroment Improvement 2,000 b 6 20
d.  Loans for upgradation of slums as well 3,000 Aall 6 20
as housirg in inner city areas
Low Incane Grouwps (LIG) with a household
incane between Rs 701 to Rs 1,500 p.m.
a. LGI 20,000 &8 85 15
b. LIG-II 30,000 83 9.0 15
Middie Incane Grouwp (MIG) with a household
{ncone between Rs 1,501 to Rs 2,500 p.m.
a. MIGI 60, 000 7 11 L5
b.  MIG-I 1,00, 000 75 125 15
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TAHRE 55

S y of Lomn Teos for Surveyed HFls

Private: Joint i
Rig IHFD R " CANFIN HIFC
. Interet <Rs 20,000 13.52 Rs 20,000 1252 Large Rs 25,000 122 Rs 20,000 1252 Rs 20,000 1252
Rates sharelolders 142 Rs %’%- B2
Rs 20,000~ 15% Rs 20,000~ 13.5% Large 25,000 132 Rs 20,000- 13.5% Rs 50,000~ 14
35,000 , 00 depositors  14. 52 50, 000 1, 00,000
Rs . (Sil@),an(ll)- 14. 5% Rs 1,00,000 14 52
Rs 35,000~ 162 Rs 1,00,000- 15 5% General Rs 50,000 142
80,000 1,50, 000 publ ic 152 1,00, 000
ks 80,000 16 52 Rs 1,50,000 1652 Ms°1,00,000 14.5%
Maturities 7-12 years 7-15 years 5-15 years 5-20 years 15-20 years 515 years
Max tmm 70 per cent 70 per cent 70 per cent 80 per cent 75 per cent 70 per cent
Loan/Value pe pe pe pe 0 ;p:r cent for pe
Rat o B sdvers
Payment 30 per cent 30 per cent 40 per cent 25 per cent 30 per vent of X per cent of
of net of net of gruss of-gruss . gruss or net
50 per cent of net
Averae Ks 44,000 Rs 1,00,000 Rs 97,000 Rs 37,000 Rs 55,000 Rs 52,000
Loan 5{ze
Sanct [oned
“"Normal " Rs 7,90~ Rs 20,00~ Rs 10,000~ Rs 10,00 Rs 7,000~
Loan Stze 1,65,000 2,00, 1,00,000 Rs 75,000 - 1,00, 000 1,00, 000




TABIE 5.6

Proposed Institutional Plows Into the Housing Sector

(Rs crore)

Exisring Proposed

pattern pattern

1 Scheduled Conmerci:. Banks B 3010
2 LIC S 4450
3 GIC 500
4. Housing Finance I: -itutions 36640 3730
5 Provident Funds (" >t Instrunents) - 975
6 Home Loan Account - 1000
Sub-Total 9505 13665

7. Provident Fund to Iadividuals 2925 2925
8. TOTAL 12439 16590
j. Of which Private 3e:tor (90 per cent) 87435 87435
10. Share of Formal Sect:r including 13% 19%

PF ian Total Investasat
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APPENDIX [

MOBILISATION OF FUNDS

In the context of housing finance a critical issue 1is
the question of mobilising additional resources specifically for
the housing sect\or, as also to enhance the capability of the
existing housing system to reach those households who are at
present unable to gain access to it. In this appendix an effort
is made to briefly discuss the problem of additional resource
mobilisation. We have, it must be mentioned, not touched upon the
1ss‘ue of using "“black money” for housing the weaker sections of
the society, recently raised in Union Finance Minister” s Budget
speech (March, 1990). We have also not discussed the implications
of the recent guidelines issued by the National Housing Bank,
especially the restrictions placed on accepting deposits by the

HFIs on the resource mobilisation strategies of the HFIs.

While efforts at mobilisation of small savings have
borne fruit, potential for additional savings exists in the
informal sector as per studies of the Society for Development
Studies and the Report of "All India Savings and Deposits Trends
and Patterns” by the National Institute of Bank Management. It
1s however yet to be seen as to which is the most efficient and
cheaper way of resource mobilisation. Capital markets represent
one end of the sophisticated monetary sector. Informal savings
instruments like Chit Funds and petty loans from friends,
relatives and money lender represent the other end. In an economy
like India where capital markets are generally tight and
regulated, funds mobilisation on any significant scale for low

income housing may not is yet appear a very viable proposition.
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However, the banking sector, which is regulated by Reserve Bank of
India directives, ensures that about 38 per cent of the commercial
bank deposits are kept by them under RBI directive of Statutory
Liquidity Ratio (SLR). With bank deposits exceeding Rs 1.5 lakh
crores, 38 per cent of this would compulsorily go in for low
interest government bonds/debentures under RBI directives. The
government and the public sector use this i1s a1 source of their own

funding. HUDCO, +rich is the main arm of -ne govermaent foar low

income housing i :.ace and has coimitted t: finance/construction
of 3 naillion uni.: so far, has raised Rz .0.89 crores through
such government 2 :rantz=ed debentures. o and the cocperative
sector have scar  -.y utilised tnis sourc: with the coaiag of
N3, it is felt ::at tagping this source ~uld perhaps becoae
easier.

Recentl' 4H3 has launched a new financing scheme <alled
the Home Loan Ac unt Scheme (HLAS) for wmobilising savings and
providing loans. Jiven its structure, it is hoped that the schene
will be able to intz3rate the poor and the informal sector with
formal sector ftin:izing. The main features of the Home Loan
Account Scheme are that it is a contractual savings scheme for a
ninimum period of > r:ars (now 3 years) with a0 age bar, operable
at any scheduled ::=aercial bank in India wit: an interest rate or
10 per cent, pa.idle quarterly, half-v--rly or in annual
instalments with R 90, Rs 180 or Rs 360 :s5 _nimum respectively.
The investments n.:le in scheme would quilify under Section 88 of
the Income Tax Act and would therefore be tax deductible. Under
Section 5 of the wealth Tax, the accunulated savings with interest

will be exempt, subject to the overall ceiling of Rs 5 lakh

Ui

There are many f.ner details of the :cheme which need not be

elaborated. However, it may be stated thit the scheme offers a



differential 1interest rate policy for loans upto Rs 50,000, Rs
50,000 to Rs 1 lakh, Rs 1 lakh to Rs 2 lakhs and Rs 2 lakhs to Rs
3 lakhs (maximum) subject to the following:

a) For built up accommodation upto 40 sq. metres or
430 sq. feet - 4 times the accumulated savings;

b) For built up accommodation upto 80 sq. metres or
860 sq. feet - 3 times the accumulated savings;
and

c) For built up accommodation above 80 sq. met:i2s or

860 sq. feet - 2 times the accumulated saving::.

The HLAS offers a contractual savings with incom tax
exemption. Table A.I.1 showg the monthly savings required ., get
a loan after 5 years and the total loan plus savings that wc _1i be

available.

It would be seen from the table mentioned above t!:t for
the higher income group, where the size of land is in C cat=gory,
the loan availability is low. This would either induce the hizher
income groups to look for loans elsewhere or go in for smailer
housing. Since, they are unlikely to go in for smaller housing,
they may not find this scheme all that attractive. This may be
compared with the public sector banks scheme as in the Table
A. L. 2.

One major problem with NHB scheme is that there has been
no attempt at simplifying procedures regarding grant of loans. The
linkage with the informal sector at the time of loan disburseaent
remains a weak link. For the small man meeting all the formalities
required of a large institutifon to obtain a housing loan nay not
be easy. To that extent this scheme has done little to make the

loan easily 1:cessible.
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Resource Mobilisation

One of the important characteristics of the Indian
economy since nationalisation of banks in 1969 has been the
deepening of the ecounoay. As the comnercial natfonalised banks
were made to go into rural areas under governmental directives,
one of the feature: ~hich emerged was that : are was an iacreasing

acceptance of the banks as a solid, depe~dable instrumeat of

savings. With 57 0 braanches of public s- .r banks operating in
the country and ¢ zr 40,000 of these in ¢ - rural or semi-rural
areas, the bank & "»sits have nmultiplied =z  -ral times. In order
to penetrate dee - and neet the require s of lower income
households an e-. -riment in Regional Rural Banks with 13,350
branches has be: ' experimented with in virious parts J{ the
country with mix.{ resulrts. They have also mobilised Rs 2,307
crores with near.; 231 lakh accounts. dowever, the success of

Regional Rural E:1ks has been limited as a large number of zhenm
have become uneccnosic. Of late, there has been some decrease in
the growth of the d=;>sit mobilisation by the banking sector. This
is partly due to th=2 fact that the aggregate domestic savings have
been steadily declining, despite a record iicrease in output in
1988-89. Also, tnis is partly the resul: of some kind of a
tendency in disint:rnediation due to the {a.:2ase in the size of
capital markets ind partly due to the i.:ilability of more
attractive tax savings instruments like UTi, NSC, Jeevan bDhara,
etc. However, there is a persistent effort by the governmeat to
keep up the momentum of the overall savings effort aand has
targeted a savings rate of 23.7 per cent for the current year.
Since bulk of the savings are from houschold sector with emphasis
on financial savings, more innovative 1ueisures need to be evolved

to keep the interest of houscholds 1.1 i iacreased consump-
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tion, especially when consumerism is on the rise in India. The
National Institute of Bank Management, in a recent all India
survey, has revealed that there are still “untapped sectors” in
the economy - especially the rural, uneducated households” sector
where the banks have not been able to adequately penetrate. This
study has also shown that banking habit and bank deposits are
largely availed of by the literate population. (94 per cent for
urban and 86 per cent for rural). This leaves a very large
segment of potential depositors outside the banking s:-em. The
extensive use of forms and documents, etc., has kept a.iy a large
population from formal sector financial institutions. This it is
surprising that a vast majority of bank savers —ce either
professionals or service workers (85 per cent in urban :ad 65 per
cent in rural) whereas less than 10 per cent are :roductlon
related workers. In rural areas only 21 per cent of -iak savers
are agriculturist and this figure is only 8 per cent :: the North

East Zone. Youth, which because of economic compulsio: is engaged

in some kind of work rather than attending school, is also a .

potential saver.

Based on the report of the IBA it appears that +hile the
spread of commercial banks in rural areas. has been comaendable,
their penetration into the rural society has been limited.
Further, there i{s a clear line cutting across the line of
literacy. It appears as {f the illiterate have apprehensions
about the banks perhaps due to their inability to read or write.

Innovative method: to attract the uneducated need to be adopted.

Another important institution ‘for mobilisation of
savings is the Post Office. The growth of Post Offices in India
has also been quite commendable. From 36,000 units in 1950-51,
they scind in 1986-87 at 1,44,000 units in 1986-87 of which
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1,28,000 units were in rural areas and 16,000 in urban areas. All
the 1,44,000 Post Offices provide savings bank services in the
form of small savings, Public Provident Fund and Postal Life
Insurance. The deposit mobilisation schemes like CTD and others
do attract a very large segment of society. The number of
depositors has increased from 40,90,000 in 1950-51 to 4,21,96,000
and deposits have gone up.from Rs 1,850 crores in 1950-51 to Rs
27,150 crores i~ 1986-87. While bank d-:posits stand at a much
larger amount o: s 1-5 crores, the pos-il savings at Rs 27,000
crores is also w2ry impressive as this terally represents.the

savings of the r >rer section of the popu. tlon.

Two oi =r savings institutions w .:1 have penetrated the
rural sector a.: the poorer sections of the 'society are the LIC
and UTI. The L. thais made efforts to externd its group insurance
schemes to ec-:omically weaker and vulnerable sections like
landless agric .itural labourers, IRDP beneficiaries, handloom
weavers, cooperative milk producers, masons, carpenters, artisans,
etc. For the year 1987-88 LIC insured 34.23 lakhs individuals for
the 1lst time for Rs 8,555.65 crores as against 27.7 1lakhs
individuals for Rs 6,155 crores during the preceding year. New
business in rural areas covered 18.28 lakhs policies amounting to
Rs 3,996 crores as against 14.82 lakhs policies covering Rs
2,916.04 crores iuring the preceding year. However, even in so
far as the rural population is concerned, .t is not known as to
what extent LIC has covered the low i:come groups in their
individual policies. The LIC has however, nade some break through
under the Group Insurance Scheme. Group Insurance, which is
largely popular in organised sector transacted business of Rs
13,821.50 crores during 1987-88 covering 1,16,91,918 lives as
against Rs 10,850.50 crores in the preceding year covering

95,30,861 lives. Under this scheme 2 .+ :p Insurance Scheme for



Landless Agricultural Labourers was introduced with effect from
15th August, 1987 for a uniform cover of Rs 1,000 per member
covering an estimated number of 3 crores members. The premium
under this scheme {s paid for by the Govermment and hence their is
no element of mobilisation of savings While LIC has yet to
penetrate into rural and urban poor, it has made some progress
through the Group Insurance Scheme. However, from the point of
view of resource mobilisation, individual policies do have their
place. 1In t'is connection it may be pointed out that LIC has a
retwork of 2,57,959 agents as on 3lst March, 1988 out of thch
2,39,832 were active. Under Career Agents Scheme during the year
.987-88, 2,032 rural career trainees were oriented bringing their
aumber to 4,39. A Perhaps, LIC still required a great deal of

effort to put amongst the rural and urban poor.

It is generally agreed that there 1is some savings
capacity of the poor, both in rural and urban areas. However, due
to lack of appropriate savings and collection instruments, this
capacity generally goes waste or goes into informal channels. The
existing savings instruments and collection methods are unable to
tap this savings potential. While the quantum of this savings
votential per individual household may not be much, collectively
it could be fairly large. New savings instruments and collection
"echanism need to be evolved which will not involve much formal
torm filling and could be collected on a daily or very frequent
basis. For example, lottery tickets of the value of Re 1/- in
India sell very well. The whole economics of lottery system has
yet to be properly studied. Héwever;’this could also be tied up
with the savings instrument and made into an iastrument to mop up

the savings potential of the poor.
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APPENDIX 11

COLLATERAL ISSUES

The myth of mortgage as a good and sufficieat collateral
in the Indian legal enviromment: The Indian financial {ramework
considers mortgage financing for housing as one o :-he best
collaterals. The use of Equitable or English M. -3age 1is
considered a necessary condition for all housing finan. 2agencies
belonging to the formal sector. However, the legal -ystem in
India has developed a cumbersome and slow process be ies being
overloaded with cases. As a result, a civil suit for - reclosure
can easily extend upto ten years or more. The con  zation or
adjournments, due to a large nuaber of reasons, w:ich would
normally be rejected in a western country court, ire easily
accepted in India. Besides this, due to overloading of cases,
dates for hearings are kept at long intervals. Besides rt:is, the
existing Rent Control Acts also offer tenants protectica, and
foreclosure becomes a major hurdle which no financial institution
can easily accept as a simple alternative to a bad debt. <enerally
speaking, legal proceedings are not considered a wise -ption and
monitoring of long legal proceedings builds up many costs making
these proceedings expensive. In fact mortgage and :>reclosure
proceedings are more in the nature of a deterreat and are usually

initiated to avold frequent defaults.
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Besides mortgage, commercial banks in India also find
use 6f other collaterals equally disappointing as the process of
justice 1is far too slow and unremunerative for them to take
recourgse to. Apart from the fact that the process is slow, case-
law has made certain precedents which makes foreclosure even nmore
difficulc. Since all mortgéges must necessarily be foreclosed
through a judicial process, it can take anywhere between 8 years
to 15 years in obtaining a foreclosure decree and getting it
enforced. This long delay in itself makes a2 mockery of the
mortgage issue to be considered aéua collateral of any quality. A
multitude of appeals, adjournments problems of enforcement and
conducting the foreclosure sale are the some major causes for the

delay.

There has been some talk on the issue of providing an
alternative to the existing legal system of foreclosure. The
existing Transfer of Property Act, 1882 (as amended upto 1929)
follows an ancient English Mortgage Law which is no more relevant
in the Indian conditions. It needs to be replaced by a modern law
and a new system to bring about a fast and inexpensive procedure
to implement a foreclosure decree. A mention at this stage may be
made of the powers of District Collectors under various Land
Revenue Acts of State governments to collect the "Arrears of Land
Revenue”. The District Collectors were traditionally invested
with wide and sweeping powers to collect the land revenue which
included imprisonment and foreclosure. The Banking Sector has, of
late, got arrears of baﬁk loans and under Financial Corporation
Act (63 of 1951), the arrears of such financial corporations
recoverable as arrears of land revenue’. This is done by
requesting the official charged with collection of arrears of land

revenues to also collect this debt.
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Under the Arrears of Land Revenue” the Collector of a
District has wide powers of recovery, arrest and foreclosure. In
many States bank dues and cooperative dues are now treated as
arrears of land revenue and therefore, it is presumed that the
recovery has lmproved. It Is, however, felt that in an atmosphere
which is politically charged and against payment of loans, even
this method suffers as it is subject to pulls and pressures of
grass root politics. The Cooperative Acts of various States do
provide their own system of arbitration, recovery and fore:losure
which bypass the lower courts. However, appeals to High Court is
possible and this can easlly delay the process. It would,
perhaps, be better if an appellate system replacing the digh Courrt

is also provided within the Cooperitive Acts.

Some non-legal measures have been suggested to ensure
better recoveries. First, to allow rebate on timely payaent
rather than penal interest on delayed payment. This psychological
tool helps quicker recovery. Secornd, as is done in Tamil Nadu
under the State Cooperative Act, is to publish the names of
defaulters in the UNewspapers. Third, is the issue of warrants
against defaulters for recovery of dues as is done wide Punjab

Cooperative Societies Act under Section 67A.

The National Housing Bank has proposed an amendaent to
their Act to incorporate the setting up of Tribunals for purposes
of quick disposal of cases of default of housing loans given by it
or one of its affiliated institutions. These Tribunals would
bypass the Courts and appeal would lie only in the Supreme Court
of India. The draft NHB Act would proviie alternative enforcement
mechanism for simple defaults based on failure to pay an

instalment when due. Where there has ~ ~a a default Section 36C



would permit eligible HFIs to take possession and sell it free and
clear of encumbrances to satisfy the debt. Section 36G permits
HFIs to refer the matter to the District Collector to collect the

amount as arrears of land revenue. The proposed amendments thus

allow:
(1) Summary possession and sale;

(ii) Judicial procedure to enforce wide range of
covenants In addition to siample monetary defaults;
and

(111) Recovery as arrears of land revenue.

There has also been a proposal by the General Insurance
Corporation of India to introduce Mortgage Insurance. However, GIC
purposes to introduce group mortgage insurance selectively after
qualifying a Housing Finance Institution as acceptable. While the
premium charged would be about 1.5 per cent, the foreclosure
procedure appears to lean heavily on the HFI to initiate the
proceedings. Further, the insurance would be only upto 80 per
cent of the default with the approved housing finance institution
bearing 20 per cent share of the risk. .The foreclosure proceedings
would be taken up jointly with the HFI. Such a proposal, though
walcome, is unlikely to allow the low income groups as eligible as

.. GIC is going to be strict in approving HFI[s.

Housing Development Finance Corporation Limited (HDFC) a
proper western model based Housing Finance Institution, has on one
hand, kept the provision for a proper mortgage in its loan terums,
it has, except In exceptional cases never had the occasion to
initiate foreclosure proceedings against any borrcw2r so far. This

{3 so because in its range of collaterals, it cisures a smooth
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recovery system. This is done by providing loans only to persons
in formal sector employment with a fixed income. This method has
obviated a lengthy foreclosure proceedings which it can 11l afford
both in terms of time and money. It would be worthwhile meationing
at this stage that HDFC and its affiliate Gujarat Rural Housing
Corporation has made attempts to go down the income ladder and
experimeﬁt with group lnans to low paid formal sector workers like
plantation workers. ~ith formal sector comprising of nearly 30

pillion individuals re2-resenting a population of 165 aillion, this

coverage constitutes yut 20.6 per cent of the population. This
population can be ¢ Ily provided with housing loans without
propur aortgage. . 3sue of an acceptable collateral to the

balance, including lana owners, then is the main issue within the

Indian system.

The World Bank”s Staff Appraisal Report - India for HLFC
Project in February, 1988 has also poianted out "Current Mortgage
Law makes foreclosure extremely difficult, time consumiag and
expensive. The potentially high cost of default forces lenders to
exact high down payments, which is a najor deterrent to housing
finance for lower-income groups. Mortgage Insurance, if supported
by changes in foreclosur2 laws, may be the best instrument to bear
and spread the credit risk. However, it would be effective if it
were market-priced .::. .-iing to the actual risk of defaults for

each institution and n:t coercive at a uniform rate”.

Issues Concerning Rates of Interest, Bad Debt Fund and Group
Collaterals Other Than Mortgage

We have scen that foreclosure proceedings in India are
cumbersome and tiuze consuming. The National Housing Bank and the
General Iasurance :»:-::ratlon have both proposed tribunal system

to short —ircuit - 1l ser courts. HDFC has also found that it is
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prudent to give loans only to persons whose income 18 secure and
can be attached. The informal sector low income households
automatically get left out of the existing housing finance system.
Traditionally in the western country coatext housing finance
systems have developed the concept of mortgage banking. However,
with the developing economies a dichotomy of a modern organised
sector and an informal sector has come up Further, in the rural
areas, with intense pressures on h4and, a large army of landl:ss
households have also come up. Altho:;h over 8 million small plots
are reported to have been distribut~>: so far all over the co:: ry
to the rural landless, and a large -umber of slums upgrade: 1o
back-up mechanism to provide se :red loan for purposz: af
upgradation has been made out. 1In -"“is scenario, and as brs . it
out earlier regarding the futility - foreclosure proceedings, new
concept of acceptable mortgage a: ::ars an essential conditi>n

within the Indian socio-economic re-_ity.

In the issue of collateril of new types for the low
income groups, it may be pointed out that there are many success
stories the World over especially witih regard to micro produc-=rs
of informal sector. The Grameen Baank >f Bangladesh is perhaps the
most successful story where over 4,00,000 low-income borrowers {of
which 80 per cent are women) have successfully borrowed aad
répaid. The repayment record is a:out 98 per ceant. Howevser,
there was no security, or collateral. The main reason for ::ia=./
and full repayment, amongst other reasons, was the formation of
groups of 5 or 6 who applied Zor a loan and were collectively
responsible for its repayment. For “wusing loans the practice of
depositing aoney for some months before the loan builds up the

*
practice of thrift. According to Robert Mizrahi , an economist at

The Urban Edge, Vol. 13 No. 1, January/February 93¢
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Inter~American Development Bank (IDB) the f{fmportance of groups
formation of micro-producers cannot be undermined from his
experience of South America. He adds that larger associations of
100 or morel, which are difficult to develop, could have clout,
when dealing with govermment or other inst{tutions. However, the
importance of such groups is not the clout that it has, but its
credit rating and loan recovery system which meets the requirement
of formal sector. While the Grameen Bank of Banglad: i has small
groups of about 5 persons. it has centres consistiang of 5-10
groups. . It is these grou.s which can become via®' units for
taking loans administering (t, and collecting re- =ents froa
small low income households .iere formal sector Imnst’ =:Ilons would
neither find it economical 2o enter nror possible t ~zcover in
default. = These groups ar: ;enerally given “stepped up cradit”,
which reduces the heavy exyp :se of checking peoples creiit records
and how they intend to use -he funds. Further, a micro pr:ducer
is initially given a small 'can, which if repaid on tiaze, peraits
a larger loan and so f:rth. Such practice is going on a
Bangladesh and Dominican Republic. Stepped up credit also reduces
the risk and therefore, coliatz2ral is not imsisted upon. In fact,
the group pressure becomes the collateral because when the

defaults are high the group suffers as loans dry up for them.



APFEENDIX III

INTER-IBSTITUTIONAL FLOW OF FUNDS INTO HOUSING SECT(R

An exercise for years 1980-81 to 1984-85 was carried out
by the National Institute of Public Finance and Policy to study
the net fiows of funds into the housing from formal sector
ingtitutious. Some very revééling results emerged in regard to
the relati>nship between gross institutional finance and the net
funds goln. into housing. The following summary tabulations

provide an idea of the gross and net flows.

Institutional Flows

(In crore of rupees)

Total outstanding housing advances Per Cent
Year Gross Net
1980-81 2998 1264 42
1981-82 3644 1689 46
1982-83 5474 2721 50
1983 -84 6676 3331 52
1984-85 7180 3823 53
Note: These figures have been obtained after netting out

inter-institutional flows.
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From the above table we find that the net funds
eventuaily flowing into housing 1is about half of the gross
institutional housing advances. Thus {f we assume that at

" present the outstanding houusing advances from formal sector is
around Rs 12,000 crores, clearly, the net contribution of the
formal sector is about Rs 6,000 crores. Thus in any exercise {in
regard to working out the funds flow from various financial
institutions, this aspect must be kept in aind. To this extent,
various estimates of institutional funds envisagzed in the plan

period need to be modified.

Another exercise related to working out the average cost
of institutional funds. Our computation show this to be a lirttle
over 10 per ceat per annum. If we assune the market rate of
interest to be around 16 per cent per annum, an interest subsidy
of 6 per cent per annum is indicated. If we take only the net
outstanding advances for housing, which say at preseat is Rs 6,000
crores, then the interest subsidy works out to be close to Rs 3ol

crores per annum.

In the context of housing finance for the poor these
calculations can be quite instructive, in the sense whether a
policy of i.rerest subsidy is desirable, and if yes. the extent to
which this can be practiced. Our own tentative views on the
matter are that if housing funds are advanced at market or close -
to market rates of interest, one can use the funds so saved for
meeting the requirements of low inccae households - either through
direct house <construction, or  through development of
infrastructure, eventually leadin; o increase in the supply of
developed land, or else buildiny up a finance agency for the

housing needs of the LIG/EWS housi:-
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TABIE A.I.1

HLAS Savings Scheme Monthly Instalments

Savings per Approximately Loan available Accumulatei

month savings after 5 for a, b & ¢ savings (wich

(rupees) years (including type of cons- interest ;! us
interest) truction loan

30 2,300 4 a 9,200 11, " .9

3b 6,900 9,..9

2 ¢ 4,600 6, .J

50 3,900 a 15, 600 19, :0

b 11,700 15, 20

c 7,800 11, 730

100 7,700 a 30, 800 38,300

b 23,100 30, 200

c 15,400 23,100

500 38,600 a 1, 54,400 1,93,000

b 1,15, 800 1,54,40C

c 77,200 1,15, 800

1000 17,200 a 3,08, 800 3,86,000

b 2,31,600 3,08, 800

c 1,54,400 2,31,600

2000 1,54, 500 a 6,18,000 7,72,500

b 4,63,500 6,18,000

c 3,09,000 4,63, 500

Note: (a), (b) & (c) refer to size of built up'accommodation as
given at page 120.
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TABIE A.I1.2

Loan Terms of NHB, Banks and BUDCO

Public Sector Banks. HLAS HUDCO
Percentage Interest Loan
personal rate interest
contribution
1. For SC/ST . =» 20 per cent 4 10.5 5% to
Rs 5,000 147%
2. SC/ST betws 20 per cent 12.5 10.5
Rs 5,000-2G,J00
and for all
upto Rs 20,C:)
3. Between Rs 20,000- 25 per cent 13.5 10.5
Rs 50,000
4. Between Rs 50,000- 30 per cent 14.0 12.0
Rs 1 lakh
5. Between Rs 1 lakh- 35 per cent 15.0 13.5
Rs 2 lakhs
6. Between Rs 2 iakhs- 35 per cent 16.0 14.5
Rs 3 lakhs
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CHAPTER VI

CASE STUDIES

6.1 Introduction

Chapter 111 presented a broad profile of the urban poor
in terms of their income, consumption, asset status, indebtedness
and savings providing us with some basic idea about their savings
potential and affordability levels. However, this description did
not give us enough clues as to how these households met their
shelter requirements. To fill t.vhis gap, this chapter 1is devoted
to documenting some of the principal experiences of shelter
programmes having bearing on issues in financing shelter needs of
the poor. To begin with it may be pointed out that there is
hardly any systematic study available on the working of informal
housing in India. A number of studies relating to small pockets
are however available, but no critical evaluation of these 1is
available. Moreover, their focus has been mostly on costs of
construction and upgradation. Besides such studies, when under—
taken would be beset with some difficult conceptual problems. One
such difficulty {s imputing the value of building materials which
are not paid for These building materials are either collected
from sites where construction is under way or mud and stones lying
around. "Also a large part of labour input consists of own labour
whose mafket price is difficult to impute. Further, even financial

input is not always easy to estimate since own current earnings
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constitute an important component of housing finance - part of it
is of course being used for repayment of short-term bridge loans

taken from friends and relatives

Another problem is the difficult, iIn {dentifying
programmes which are aimed at financing the housing for the poor
through the formal financial system in the country. There are,
however, schemes initfated by the government for providing housing
loans to the poor and other economically and socially
disadvantaged groups largely as constitutional obligation and to
bring about some equity in the provision of housing. These
schemes are operated either through the State Housing Bpards or
through commercial banks. Many of these schemes are of suspect
success. Outside the government, there are certain voluntary
agencies which have tried to cater on a limited to housing needs
of low income households. It is difficult to say much about the
replicability possibilities of these experiments partly because of
the fact that these experiments have not grown. Some idea about
the working of these programmes is however likely to provide us
with insights into the problems which housing finance agencies
would be confronted with in providing finances to the poor.
Briefly, these concern not merely their low earnings people, but
also the uncertain nature of earnings both in terms of its
magnitude and time pattern. Providing collateral security is yet
another major problem. Many a times, it is difficult to ascertain
the correct addresses of the likely beneficiaries. Therefore to
overcome these problems ways have been devised to deal with these
problems. One solution has been to deal with these thrdggh the
cooperatives. SEWA experiment in this context needs a méntion.
This has been discussed in detail. Also where the NGOs have
already been working in slums/squatter settlements, it has been

possible to sort out these problems to an extent, although no
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financial institution Is willing to advance loans without
finaqcial guarantees to the pOOt; individually. The NGOs are
cleafly not in a position to furnish such financial guarantees. It
would be interesting to cite the experience of the Delhi Catholic
Archdiocese (DCA) in financing the housing of the low income
groups. Chit Funds, Nidhis and Vishis are the other institutions
through which housing operations are fthanced, but these are
generally confined to persons who have‘regular incomes, and who
would deposit or participate regularly in deposit mobilisation
operations. For example, a mere 10 per cent to 12 per cent of the

funds of the Nidhis were used for housing loans.

We first describe in detail how a large housing

development agency like the HUDCO is financing the housing of the
| economically weaker sections of the society through the Apex
Housing Finance Cooperatives/State Housing Boards and the primary
cooperatives. Then we describe the work of the SEWA, DCA and
Nidhis. This is followed by a brief description of some non-
formal financing institutions. An outline of the strategy being
adopted by a newly launched programme called Punervaas is provided
to demonstrate the likely strength of a multi-purpose cooperative
in contributing to shelter finance for the low and wmiddle income
groups. A number of interesting experiments at innovative housing
finance are being carrjed out in a number of developing countries.
Because of their relevance to India, we provide the findings of

such experiments for two countries. Indonesia and Bangladesh
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6.2 Case Study of Financial System Linking Apex Cooperative with
Primary Cooperatives and with Financing Institutions like,
LIC, HUDCO and HDFC
As has been mentioned earlier, the existing formal
housing finance system in India provides barely 15 per cent of the
finances required for housing. While the State Housing Authorities
have made some effort at providing housing to LIHs, specially with
toe help of HUDCO loans, the resulting outcome of these efforts
hase had limited success from the view point of consumer
sizisfaction. The capaciz o>of organiséd private sector builders

£ mass'housing for midd.: and low income groups has not been

rr

~cedl. This perhaps ar. ; out of a conviction that the aain

C zive of private sector buiiders is profit alone.

The only mass scale innovative credit system identified
i1 India which not only provides credit but also encourages
csllective/sel f-help construction activities, with peoples
participation is the cooperative movement. At present it has 0.7
million houses to its credit and another 0.7 million units under

construction.

The cooperative housing credit movement is a three tier
structure with Financing Agencies at the top and primary societies
at the bottom (See Diagra{ - 1). The State level Apex Housing
Finance Cooperatives are not only full fledged financial
institutions but are also cooperatives owned by their primary
housing cooperatives. While they seek funds from Natiomal Level
Financial Institutions some of them are also raising funds
directly from the marxet through debentures and deposit

mobilisation from its meabers
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The National Cooperative Housing Federation is a
federation of the State Level Apex Societies and functions as a
watch ddg. It does not participate in the actual funding process.
All States of India have their respective Cooperative Societies
Acts. Most of the Acts except with minor variations are identical
in nature. The main features of the Acts are that about 10
persons can together _>rm a housing cooperative whith then becomes

a Jegal entity and can purchase and mortgage 1i;.ets, and take

loans. The Registrar Cooperative Socleties i all powerful
regulatory person and ne is8 considered to be fri-..i, philsoscpher
and guide of the c:uperative movement. The Re:s =rar rejisters

the society, issues directives, supérsedes the = " izement :nd is
empowered to liquidaste the éociety in case the s .aticn Jw=:iands.
Significant aspect of the cooperative structure . . -'cerns recovery
and foreclosure procedures. The Cooperative Act =-ovides its own
legal process of arbitration, recovery and fu =:losure. The
powers of arrest are also provided for with the r . ‘overy officers.
Therefore, the cooperative struct.re can bypass e tardy legal

process being followed in India at the lower Cour-s.

This three tier structure has many advantages cver any
other housing finahce system. At the top level the financing
agencies deal only with the State level instit:tions and are
therefore, not dealing directly at retail level. Iasofar as their
funds are concerned, the problem of recovery i: only with the
State level institution. The financial institutio~s which finance
the cooperative housing sector only as a marginal :ctivity, do not
usually finance the primaries directly since this -acails recovery
1Iibility from them. (In many cases, however. the financial
irstitutions have in the past financed direcctly the primary

¢ peratives and continue to do so even at praosent). It is,
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therefore, generally felt, especially by the LIC, that direct
lending to primaries would not be 1in the best interest of the
financial institutions. Lending directly to Apex Societies is
preferred by financial institutions as Apex can invoke cooperative
Act for expeditions recoﬁery in case of defaults by the primaries.
Clearly, the financial institutions are at a disadvantage since
they have to take recourse to Courts which entails long delays.
Indeed HUDCO initially funded the primary cooperatives directly
but soon realised the likely legal »oroblems in dealing direétly
with primaries. As a result it started financing through. the Apex.
As on 30th June, 1988 out of nearly EOOwcooperatives which := CO
financed (including. some in rural ar-as), nearly Rs 62 crores »ut
of Rs 120 crores were disbursed th:-sugh the State Level Hou: ng

Finance Apex Cooperatives.

Commercial and Cooperazive Banks have also been
financing cooperatives. Insofar as cooperative banks are
concerned, it is possible for tnem to finance directly the
primaries as they can take recourse to the Cooperative Act
structure for recovery. However, Comnercial Banks face the same
dilemma as HUDCO. In Maharashtra, Guiarat, Goa, Orissa and Tamil
Nadu, Banks have provided Rs 86. 55 crores upto 30.6.1988.

Realising the growing shortage of housing in rural
areas  the cooperative housing structure has decided to enter cthe
rural areas also. Already about 1000 Primary Cooperatives are
working in the rural areas. The State of Tamil Nadu is leading in
this respect with a standard house of 200 sq. feet at a ceiling
cost of Rs 8,000. 50 per cent of fhis comes as a loan and Rs 2,000
as a grant from the State govermments and the balance Rs 2,000 is
beneficiaries” contribution. So far 2,48,950 houses have been

constructed under Tamil Nadu Rural Housing Scheme.
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In the overall context the cooperatives, HUDCO & HDFC
have the following composition of housing based on {income

criteria:
Cooperative HUDCO HDFC
LIG & EWS 59 per cent 89 per cent 45 per cent of dwel-
ling units financed

MIG 38 per cent) for people havin:

) 11 per cent per month household
HIG 3 per cent) income below Rs 200
Total dwelling 0.7 million 3 Cu 0. 25 million
units constructed million

One of the important features of the cooperativ -
structure is its ability to reach lower income groups and ! -
recover loans more efficiently through group effort. While HLC: .
finances lower income group households (mostly around the level >f
median income) having established regular flow of incon=
(generally through their employer), HUDCO finances all but only
under a Government or Bank Guarantee which it frequently enforces.
The cooperative structure in contrast provides finances without
the above two conditions and consequently able to reach the
informal sector better. The group responsibility which it can
build up to recover loans has important implication in the Indian

context.



The cooperative structure also offers certain facilities
like Group Insurance which covers repayment of the balance in case
of premature death, and a general insurance cover to provide risk
against fire, flood, and other natural calamities. The
cooperative structure also offers development of peripheral/allied
activities including loans to members rfor small businesses and
setting up of cooperative consumer shops etc. Further, there is
a mandatory audit of accounts to be carried out by the Registrar
of Cooperative Societies to ensure th:t their accounts are in

order.

6.3 Case Studies: Community-Based Housing Finance Systems : Role
of NGO

We now present two case studies relating to financing of
shelter of 1low 1income households, one' of SEWA in which
sel f-employed women have been organise! into a cooperative, and
the other of DCA, operating in a low income settlement. A common
feature in the two studies is the part played by the NGOs in

successfully implementing shelter finance schemes.

6.3.1 SEWA Bank: Under the guidance of Ms. Ela Bhat, a women s
trade union called Self-Employed Women“s Association (SEWA) was
registered at Ahmedabad in 1972 with the purpose of improving the
living conditions of poor women workers in the unorganised sector.
By May, 1974 a separate cooperative bank was registered in
Ahmedabad called Shri Mahila Sewa Sahkari Bank with initial
membership of 4 000 women and present meabership of about 11,000
(1987-88). The main features of SEWA Bank are as follows:

1. The membership of the bank is open only to poor women on
payment of Rs 10 as share capital;
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2. The purpose was to help women become financially
independent and start their own economic activity; and

3. The Bank proposed to cut out a lot of red-tape and
procedures to help Illiterate women get small loans
without difficulty. 1In view of the fact that many women
could not even sign their names, their photographs are
uged for identification.

6.3.1.1 The Objectives of SEWA Bank are:

i) Providing facilities for savings a-7 fixed deposits
accounts, thus inculcating thrift in women,
manag ing their savings and ensurin: safe custody of
cash the women receive as loans;

i) Providing credit to further - :e 'productive,
economic and income generating 2 :-ivities of the
poor and self-employed;

i1i1) Extending technical and manageme:- assistance in
production, storage, processing, ¢:-signing and sale
of goods and services;

iv) Providing facilities to rescue their jewellery from
pawn brokers and the money lenders; and

v) Adopting procedures and designing scheames suitable
to self-employed women like collecting daily
savings from their place of business or home or
providing savings boxes and giving training in
banking procedures.

SEWA also provides legal and productivity training,
education, maternity, protection, social security and creche

facilities.

From 1974-75 to 1987-88 the number of shareholders went
up from 6,000 to 11,000, and depositors from 6,000 to 23,000. The
deposits rose from Rs 2.43 lakhs to Rs 112.33 lakhs and profits
ftom Rs 30,000 to Rs 3.7 lakhs. SEWA Bank has an office staff of
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22 besides field staff which helps mobilising savings and open new
accounts. It started a unique system of identification card with
a photograph of the member and account number written and not the
signature as {8 usual ia the banking system. Initially loans were
made by SEWA after taking money from nationalised banks. However,
since 1976 SEWA has been able to build up its own corpus of
deposits and is now able to meet the loan obligationsIOut of its
deposits. Loans are generally advanced at 12 per cent to 16.5 per
cent per annum with repayment in 36 monthly instalments. There is
close supervision with field staff visiting borrowers regularly :o

remind them of their repayment obligations.

The result of SEWA lending policies has been that it nas
broken the vicious circle of indebtedness and dependence on
middlemen and traders. It has also provided the much necied

infrastructure to serve the poor women.

6.3.1.2 Housing: Upto 1987-88 SEWA Bank had lent about Rs 75
lakhs for housing related purpose to about 1,085 beneficiaries.
This was almost 41 per cent of the total loan disbursements by the
bank. Of the loans for housing about 50 per cent were for
upgradation (Tables 6.1 and 6.2). The upgradation relates to
changes in the structure, addition of rooms, addition of services
and rooms for house based production. House purchase loans are
given for both outright purchase as well as bridge capital. An
interesting feature worth mentioning is that the loans are also

glven to pay back private debts on housing.

6.3.1.3 Mortgage: Unlike other housing related loans, SEWA
loans are generally not based on property mortgage. It is also
important to emphasise that the bank does not worry about property
details in terms of its legality as long as there is a house. This
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suggests channelising financial assistance without legal ownership
or lease for the concerned property as foreclosure proceedings,
especially in case of poor would be extremely difficult in Indian
situation. Housing loans are given on guarantees by at least 2
persons (having regular and secured jobs) and jewellery is also
accepted as a collateral. The jewellery is kept with the bank.
The bank officials feel that it is not very difficult for the
applicants to find collateral or guarantors. The emphasis is,

however on the potential repayment ca;icity of the borrower.

One of the features of hou-ing loans by SEWA Bank .
that since it is already in the nor::l. banking business of ¢ -
same group of people, it 1is sone it easier to assess
backgfound of the applicant..'Thi .s also reflected in tae
relatively good record of loan reco. -ry which is around 90 per
cent for housing. In fact of the tot:. overdues, only 20 per cent

is for housing loans.

The major differences from conventional finance,
especially housing finance, institurions relate to the rapport
that the staff has with the low income groups. The bank also
provides additional support services to make the credit viable.
This includes assistance in filling the forms, obtaining the
required documents, support in hiring professional services when.
necessary as well as help to assess the right amount. Importan:iy.
the costs of these services are covered in the interest charges
and are not subsidized at all which keeps the entire operatioa
economically viable and profitable. Table 6.3 brings out an
interesting comparison of the public sector banks with SEHA.Bank.
This clearly demonstrates the superior performance of SEWA 3Bank
not only at user level but also in terms of various ratios like

profit to deposit, profit to loan. etc. It also shows how 1
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cooperative bank for the poor only can'élsd Tun even more
efficieatly than a normal schedule dbank with all its

infrastructure and institutional support.

It 1s interesting to note that SEWA was set up initially
as a lending institution for small works and not for housing
loans. It had thus tested the credit-worthiness of its members.
This however raises the question whether we should go in for
direct housing loans or in the first instance gd in for loans for
economic activity as the latter <creates the capacity for
"repayment. SEWA Bank has ‘done away with red-tape and cumbersome
paper: work. The procedural simplifica: .on has aade the schene

more accessible to the illiterate, poorer sections of the society.

SEWA experiment b‘rings out cle:rly the advantages of a
- thrift and credit movement as an importz:t input into the housing
movemvat for the poor. It underlines the need for inculcating the
habit of regular savings on a daily/wecxly basis keeping in mind
the low magnitude and irregular nature of earnings- Such a step
will also help in building up a story collection system. Another
useful lesson for emulation is the use of photographs of the

beneficiaries.

6.3.2 Delhi Catholic Archldiocesce (DCA): The efforts made by
public finance agencies to generate resources (financial human and
technical) to provide enough shelter to low income people, have
more often than not resulted in either affordability or insuffi-
cient units Asyndro'qe- It"s role in the proliferation of informal
housing options, viz., slums and squatter settlemeats, is yet to
penetrate and make an impact. In such a scenario, the person-
alised presence and dynamic approach of NGOs is like a breath of

fresh air.
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Delhi Catholic Archldiocesce (DCA), a registered body
under Societies Registration Act was established in 1959. Its
area of work comprises the Union Territory of Delhi and the
districts of Gurgaon, Faridabad, Mahendragarh, Rohtak and Sonepat

of Haryana State. The Memorandum of Association of DCA covers a

gamut of spiritual, religious, moral, social, cultural,

educational and de.-:lopmental objectives. {t"s organ for social

service is now know- i1s "DIJP” (Development, ..:stice and Peace).
Initially 7.P built 72 tenements destitute families

and leprosy patier: ' in Dakshinpuri, Madang:- ind New Seemapuri in

Delhi. It also 5 .t 98 houses rfor thos:z 2 could repay the
interest-free loar .1 the above-mentioned { ..:t two colonies and
Khanda Village i 3onepat which was hit by a flood. It was
however after 197 - :loods that DJP entered the field of housing
finance and constr cted 529 houses with two thirds of the cost as
interest free lo:~ and the rest as grant upto a maximum of Rs
1,000 in Jahangirpuri, totalling Rs 3,000. So far DJP has
achieved 67 per c=nt recovery and the same is ploughed back into
other housing schemes. It is with this latter scheme, the present

case study is concer:ed with.

Funding f>r the second phase of hou-ing, which includes
both Jahangirpuri .i-d Nandnagri is mostly th:- h the repayment of
loans taken earliec. In 1986, foreign contri:ution to the extent
of Rs 1,84,000 was received. As on 31.7.1%39 under the second
phase 126 applicants were provided with loans with the total
investment amounting to Rs 11.28 lakhs. Table 6.4 gives the

necessary details ibout the number of loans and the amount

disbursed.



The applicants before getting the loan must satisfy the
eligibility conditions. An applicant is eligible only if his/her
(a) Per capita income is less than Rs 350 (earlier it was Rs 200
but revised the figure {n 1987-88). Table_6.5 gives a clear
picture of the applicants per capita income range; (b) He or she
does not own any house anywhere (excluding a Jhuggi/Jhopadi); and
(c) He/she owns legally (plot papers necessary) a plot of land.
Condition (c) is not necessary if the applic:int wants to purchase
a house and not construct it. If the applic:at has migrated from
other parts of India (especially from home :owns) where he is a
part owner in an ancestral house, he is e! :ible for loan. In
other words, Table 6.5 shows that more th:: 35 per cené of the
applicants have a aonthly per capita incor of Rs 125 or more

(less than Rs 350, being the upper limit of -iligibility).

Once an applicant satisfies the :ligibility criteria,
he/she is given an application form to be c-apleted and submitted
to the DJP office. The details of the form are verbally verified
with the applicant and if satisfied, a Field Officer is deputed to
carry out physical verification. This incliudes verifying the
number of family wmembers, meeting the neightours and generally
enquiring about the applicant”s statds, income, reliability,
papers (in case of construction loan) and getting a general
understanding of the applicant”s background. After the verifica-
tions are over, loans are given upto a maximum of Rs 12,000
(revised in 1983 from Rs 5,000 in 1982, and to Rs 10,000 and again
in 1989 to Rs 12,000) though the actual loan amount differs in
each case and depends on repaying capacity, past savings and
building materials on hand (in case of construction of the house).
A necessary qualification is that neither the <comstruction nor

the house purchase loan should exceed Rs 35,000 (initially
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stipulated at Rs 25,000). The remaining amount of money, i.e.,
when cost 18 more than the DJP loan, then the rest is to be met

from other sources.

To avail the DJP loan, two guarantors are required to
guarantee the amount in case of default. A word about the
guarantors. The guarantors are usually from among the DJP

beneficiaries and hence no different from the applicants either

i~ .ome-wise or status-wi ::. This is imperative since 1t 1is
17 {icult to get people of sine financial and social standing to
@:. as guarantors to persc - {n the lower income group. In case
o permanent workers, ider -Zication cards and also ration cards
& : checked. However, the: 1il to be foolproof methods.

Initially the loans were made in one bulk instalment of

:her Rs 5,000, Rs 7,500 or Rs 10,000 as the case may be. But

%

t s proved to be a wrong policy since some loan amount was either
.zilised partly or spent away on other uses. Thus from 1984 the
l>ans are given in two equal instalments for house construction,
=nd {n one lump sum for the purchase of house. Before releasing
the loan, the loanee is required to open a Bank Account (if he
does not already have one) and the amount of instalment {s paid
int> the account. In some extreme cases, however, when a loanee
cannot open an account, the loan amount is paid through a bearer
chegque. However, before giv: ; the loan, the plot papers of the
lcinee are kept in the cuszod. of DJP until loan amount is repaid.
In case of house purchase, it is the ownership documents which are

Kept in custody.



The loan is given at 4 per cent rate of interest which
may be increased to 12 per cent in case of persistent defaults in
repayment. An agreement containing terms and conditions of loan,
its repayment procedure and the action prescribed in case of
default are signed by both loaner and loanee Necessary affidavits
are also furnished. The loans are released in two equal
instalments  and the field officers make personal visits after
the release of each instalment to ensure that the construction has
actually been carried out The repayment of loan In instalments
of Rs 125 per month, starts after the house has been built. Going
by the norms, a loanee is supposed to return the amount in 100
instalments, iﬁcluding the 4 per cent interest rate. But this is
not a stringent rﬁle, and it d:pends on the loanee”s physical and
financial condition as also on the amount of loan taken. For
instance the loans taken in 1982 (Rs 5,000) are yet to be repaid.
The loanee is supposed to deposit loan instalment in DJP office,
but for the convenience of loanees the DJP field staff goes from
door to door to collect the instalments once every week or month.
We found that because of frequent defaults, the field visits by
the staff become an expensive proposition. Coqsequently, it has
now been made obligatory on the part of loanee to deposit loan
instalment in the DJP office itself. We also found that many
loanees accumulate instalments and repay the amount in bulk
(perhaps because of erratic earnings). Repayment pattern, however,
shows no particular trend. Only in the case of loanees whose
repayment instalments are deducted from their salaries, is the

instalment regular and of the right amount.
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Defaulters in housing scheme are not primarily repayment
defaulters. In actual practice the stage is set much earlier,
commencing with the allotment of loan. In the initial stages
i.e., in 1982, when the project had just started and DJP was still
in teething stage loans were given for housing but some of the

loanees did not construct any house, and instead utilised the loan

for other purposes. The loanees continued to live in rented
houses. Interestinsiv, they are repaying the loans. Two such
cases were recorded - the field worker For example a person
took a loan of Rs .,200 in OGctober, 1983 for construction
. irpcses but still 7es in a rented house. He still owns Rs
7,075 + inCerest, “julted from May to Octover, 1986, and
repayment is irreguler. There are other similar cases. Further

sone of the loanees h>»ve constructed the house, but have sold it
to other persons, despite the fact that documents of ownership
(original) are still with the DJP. Four such cases have been
recorded. The most interesting is of a person who took a loan of
Rs 10,000 in August, 1985, made no repa ment (not even a single
instalment) and owes DJP Rs 12,326.45 + interest as on 1l.1.1988.
This persons is alleged to have sold the house five times. The

final act was that the person disappeared.

There are ma.- other interesting instances of default in
repayment of loans. . :ced all the 126 loanees have defaulted at
some stage or the otter, whether the default is one month or one

vear.

Except in a few cases where a lenient view is taken,
defaults in repayment are taken seriously. If a loanee does not
pay consecutively for 2 to 3 months, a reminder is sent. In case

of non-compliance ro- ::other 2 to 3 months, another reminder with
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stern language is sent. Before sending a legal notice, a final
letter of warning is sent. Table 6.6 gives an indication of the
number of loanees who were sent such reminders. This table is,
however, misleading in the sense that it does not give a true
plcture of the defaulters. There are cases where no reminders
have been sent because the DJP officials felt that either the
physical or the financial condition of the loanees was such that
no useiul purpose would be served. We may cite the instance of
a defaulter loanee who contracted tuberculosis aigainst whom no
legal : -ion waslfaken. Similarly, there are instances where DJP
was ccr Inced of the weak financial position of the loanees' and
despit= continued defaults, no legal was taken against them.
Interes. .agly, there are cases where defaulter loanees were taken
to Court, and despite the verdict in favour of DJP, no action was
taken against them K mainly because the DJP later got counvinced of
the financial trouble that these loanees were in. Of the 126
loanees, only 12 loanees have so far repaid the loan, closed the

accounts and taken back their ownership documents (See Table 6.7).

To understand the housing scheme of DJP it is essential
to have some knowledge and background of the kind of people to
whon these loans are given. Coming from lower income group with
per capita income of less than Rs 200 per month, these loanees are
mainly r.:xshaw pullers, peons maid servants, tea shop owners,
factory sorkers, casual labourers, drivers, cooks, gardeners,
carpeaters, sweepers, mechanics and the like with only a few
having pefmanent jobs. These are either typists, junior clerks,
fitters, electricians and other skilled workers. Similarly only a
handful have a permanent source of income. To make things worse,
most loanees have more than 2 children. Besides they loanees have
either parents or brothers and sisters staying with then. With

lar;e rinilies to maintain and no source of regular inccie, it is
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difficult for them to save every month and repay with unfailing
regularity. Moreover, majority of them are migrants from other
States and the places of their origin reads like a national
integration chart! Of the 126 loanees, 31 hail from Delhi itself
while the rest 91 are migrants hailing from different States like
Bihar, Karnataka, Andhra Pradesh, West Bengal, Uttar Pradesh,

Haryana, Punjab, Kerala, Himachal Pradesh, Madhya Pradesh, Tamil

Nadu and Maharashtra. Having coae to Uelhi in searcih £ a jaob,
they are more like nomads shifting froa one place t» ::other in
search of livelihood. With no proper base or assets .  speax Jf
and liviag in Jhuggis/J.iopadis. giving loans and = :cting a
regular repayment patter: would have been disastrou witnout

proper understanding of their system and needs.

DJP which has taken up this liability of giv: , loans is
however enthusiastic about its efforts. They do no. expect a
hundred per cent return, nor do they expect the loan t be repaid
in regular instalments for the savings pattern of thes: .- :nees is
familiar to DJP officials. As long as the loanees ire serious
about repayment of loan amount DJP officials seem to be :ontent.
As we point out earlier no unpleasant action 1s taker against
those who are physically and finmancially unable to repay tne loans
in stipulated pattern. DJP official’s work of housing scheme is
coordinated with other schemes like Balwadi centres, adult
education, sanitary and health centres and spread »f morals
through street plays and songs. Since it is an integrated
approach, the scheme has achieved success, which perhaps would
have been otherwise not possible. Moreover, DJP has learnt its
lessons. Initially the loans were given without any insistence on
photogrichs and without a thorough scrutiny of the applicant. Now

however, DJP insists on the applicants photographs ard has become
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stringent in giving loans. DJP officials agree that they have now
become more careful about checking the details before disbursing

the loans.

The scheme which has achieved success and which is
growing steadily, 1is however more religion based. A delicate
issue, which the DJP officials deny, is the fact that it Is
partial to the catholic christians than to other religious sacts.
Of the 126 applicants, i-e., 98 are Christians, 26 Hindus and -wo
Muslims. Since the scheme is not widely public used only pec:ie
who go to Church come to know about it,'since announcements of " he
scheme and its eligibility conditions are made in vari us
churches. Moreover, a Parish Priest has to certify loan-:'s
character, before the loan 1is disbursed. A heartening thin;»is
however, the fact that the loans made to Hindus and Muslims  :re
mostly made in the later period, by which time news had rea:ied
these people through the word of mouth Perhaps the segrege,ion‘
is not intentional or deliberate but as the choice of venue of
announcements is decisive the scheme has not yet had a verv far

reaching impact.

6.3.3 Other Cases of Non—-Formal Housing Finance Institutions: I(n
this concluding section we cite some interesting experiences of
non-formal housing finance institutions. These examples are taken
from unpublished studies by Dr.(Mrs.) Meera Mehta and Professor
Dinesh Mehta.
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6.3.3.1 °“VISHIS™ of Ahmedabad: The term “"Vishi"” in local
language, refers to an eating place frequently used by single
males. It is surmised that the financial operations evolved
historically to cater to the demand for finances from such client
group. Today, the traditional “Vishis® are probably non-existent,
but the financial arrangements are wide spread in the city. The
Vishis are organised on the basis of geographic locations,
conmunity or ethnic background or at the place of work. The
Visnis have 1 azembership of 10 to 300 members (30-50 is quite
comaon). Th+ -stalments, i.e., contribution of members viry from

Rs 25 to Rs . ’ a month.

The ..shis” prime function is to provide "loans” to its
members. So each month”s total contributions plus interest

payments on past loans is available as a loan to the members.

There are two prevalent mode of granting loans to
members. The more common mode in Ahmedabad is of "auctioning” of
loan (akin to the chit funds in Southern India). The "reserve”
bid is 12 per cent per annum interest and repayment period is 6
months to 18 months (depending upon the number of members). The
auctioning usua.ly marks up the interests to about 24 per cent per

annum.

Tie :ccond mode relates to a fixed interest payment of
12 per cent per annum and the loan is granted through lotterv or
on first-come first served basis. Such a mode is prevalent only
ambngst the vishis formed at places of work, where the members

have known =ich other for a long time.
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The vishis are managed by a person, who has had some
experience in dealing with wmoney. In the second’mode of vishi,
the manager has the first option at the loan without payment of
interest. In the first mode, the vishi operations” Managers have
been known to take "remuneration”™ to ensure that all the loans are

repaid in time.

Loans for Housing: It is extremely difficult to o>tain
information on housing loans as “the vishis do not cuczpile
information on the purpose of loans. Informal discussions su jest
that about one-fourth of the loans are probably used for ho' :ing.
As the amounts are small, these loans supplement §ther fi- nces

that may have been raised by the member for housingz;

6.3.3.2 BRegistered Credit Societies: In most .arge
organisations, employing 500 or more workers, a credit soci::zy is
run by the employees. Any worker employed by the organisation is
eligible to become a member of the credit society (or credit

union) on a monthly payment.

The organisation enables operations of the credit
society through deductions of monthly contributions and ioan
amounts from the salary bills of the employer for the credit
society. The credit societies are managed by elected reprasen-

tatives of the members.

6.3.3.3 A Credit Society in a Textile Mill: The credit society
has about 1,000 members, all of whom are employed by the textile
mill. Each member pays Rs 40 per month towards membership of the
-credit society. Once a member accumulates Rs 1,500 in deposit he

is entitled to draw upon a maximum loan of Rs 4 500 A loan
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applicant needs two guarantors who must also be members of the
same society. The loan has be repaid In 18 instalments along with
an interest of 12 per cent per annum on outstanding loans. The
member must continue to pay the monthly subscription of Rs 40
during the loan period. The interests on deposits, (about 6 per
cent per annum) and the income from interest on loans {s shared
amongst the member each year. This is in proportion of the noext

deposits with the credit society.

While a majority of loans were primarily for consua; ‘on
expenses (purchase of a TV, Vehicle, etc.) or marriages (n e
family, at least one-fifth of the loans were believed to have -en
taken  for housing related purposes. This was either for = 2
down payments for new housing projects, or for repairs/exte  >n

of existing housing stock.

6.3.3.4 A Cooperative Housing Society Involved in Housing
Finance: In Ahmedabad, a housing society of lover middle i . ae
group households was organised through genuine efforts of : o«

individuals. It was not promoted by any builder/developer.

This society has 42 unembers. Most of the members :re
textile mill workers. The initial house type was a single storay
structure of about 60 sq. metre tenement. The housing cooperative
society had mobilised resources through (a) rentals from 6 sh:ps
along the main road (b) one-half per cent rebate given by the Apex
Body GCHFS for prompt repayment of loan instalments and (c¢) fine

collected from members who make late payments of instalments.



This housing society had nearly Rs 1,00,000 with it in
the late seventies. A collective decision was taken to provide
upgradation loan to the members. which would enable them to build
one/two rooms on the second storey. A maximum loan of Rs 15,000
was made available at 9 per cent rate of interest. The loan had
to be Eepaid in 48 equal monthly instalments. A member, who was
not in arrears of his regular housing loan repayment to the GCHFS,

and who had not built the upper floor, was eligibte for the loan.

Out of total %2 members 30 members have been provided
loans in the past decade. The average loan amount i{s about Rs

12, 000.

Post Script: Such housing finance assistance is generally not
provided by other housing cooperative societies in Ahmedabad. This
society was also warned by the Registrar of Cooperative Societies,
stating that provision of housing finance was not within the
purview of the Cooperative Housing Society. The housing finance
by this Cooperative Society has been discontinued at present. The
remaining members, who require finances, are hopeful that the
GCHFS officials will intervene and that the original arrangements

will continue.

6.3.4 Summing Up: A careful perusal of results of some of
various case studies described above clearly brings out some of
the problems which are likely to bé encountered in providing
housing finmance for the low and wmiddle income households
especially the ones which do not have stable income flows. Before
enumerating these problems, it may be mentioned that it 1is not
merely the financial institutions which encounter difficulties in

providing housing loans to the poorer s=ctions of the society, but
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these sections themselves have major problems in dealing with the

housing finance institutions in negotiating loans and in their

repayment.

From the view point of target end-users there are
problems connected with various formalities iavolved in obtaining
housing loan. These relate to providing guarantees usually in the
form of collaterals. Clearly given their low incomes and the
nature of their oEcupations it is difficult for theam even to find
guarantors who would agree to stand as personal sureties. Furtuner
given the uncertain and irregular nature of income flows, it is
difficult for most households to repay thz loan instalments as ger
the terms of the lending institutions, wunless these repayment
terms are made flexible enough. -Indeed one or two episodes in the
family such as disease or marriage or long periods of unemployment
are sufficient reasons to cripple the family both physically and
financially. This underlines the need for devising more flexible
repayment terms. Also, occupations like agriculture where incoaes
are of a seasonal nature, bulk repayment schedule to match with
the income stream is to be devised3. Also since these households
seldom have bank accounts, the repavment of loan amount at remote
places in cash sometimes becomes difficult, and hence door to door
collection at regular intervals coinciding with their income flows
would immensely help these households to repay their loans in
time. There is yet another problem which is related to tenure.
Most financial institutions insist upon providing housing loans
only when the households are able to give proof of legal ownersnip
of land on which construction is proposed. Therefore some
innovative approaches in providing loans against low quality

tenure such as occupanc rights, etc., should be adopted.
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From the view point of financial institutions, there are
some inherent problems which they have to overcome before they can
effectively participate in financing shelter for the poor. Most
financiers are conservative in providing loans and would therefore
first 1ike to ensure that the loans would be fully recovered. The
first requirement is the credit worthiness of the borrowers. In
this case, most target households lack credit worthiness. Al so
insistence upon providing collateral w-uld keep most poor
households out of the formal financial syst:a. These institutions
also need to ensure the repayment capacity .,f borrowers. This, as
we saw, is not always an easy task, and as :entioned earlier any
majof episode in the family can adversel affect the repayment
capacitj. In case financial institutions :re serious in helping
t he poof with housing loans, they may !:ve to accept movable
property like jewellery, or occupancy rights as collateral instead
of the conventional mortgage based loans. They will also have to
devise a more flexible schedule for repaym:1t. Further they should
attempt a sensitive matching of repayment capacity with the nature
and costs of upgradation needed. Finally, since most loans are of
small magnitude, the costs of recollecting the loan instalments
works out to be substantial, and hence ways should be devised so
that the burden of loan recovery is not with the individual but
with the community so that individual loan dafaults are cushioned.
Also when the financial institution deals with the community
representative, it is easy to put pressure on the defaulting

households.
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6.3.5 Punervaas: In order to overcome some of these limitations
connected with housing funds for the poor, an experiment is being
tried out in Delhi by an informal group of officials, academics
and NGOs so that a model can be provided for upgradation of slums
and other low quality settlements. This group called Punervaas~
has kept the objective of promoting small community based
financial institutions to supplement incomes and improve ¢ .2
habitat. The modus operandi 1is to locate a slum cluster, find
good and willing NGO who may have worked in the saae area, i .
then get the Slum Department of the Delhi Development Authority -
make a list of the permanent residz=nts of the slum with the he:
of NGO after deleting the names of :bsentee owners. Ounce the 1.
of residents is finalised by the GO and the Slum Departaent
the residents, the households of the cluster are organised by t
NGO with assistance from the Registrar of Cooperative Societie
into a multi-purpose cooperative society. This gives the clust

a legal status to take up issues with government and other bod:
as well as procure loans. In the formation of the cooperative t..
special features are kept in view. First, is to make a woman -~
the household as member of the cooperative followed by her
husband as a joint member. This is so because it is felt that
women are better at repayment of loans and retention of property
(in many earlier cases men have sold off their property). Second,
the model byelaws framed by Punervaas provide for nomination c¢:
members by the Registrar including the President. It is propose:
that the President would be nominated by the Registrar along wit:
a representative each of the Slum Wing and Registrar Cooperatives.

One more person could be nominated by the Registrar.



The Punervaas group would, in this manner, involve more
and more NGOs for organising slum clusters in the city. Nommally,
one NGO need not work in more than one or two clusters. It 1is
further proposed to keep the size of the cooperative to about 300
members. Once the cooperatives are formed, it would be their
endeavour to achieve slum improvement/upgradation‘through the slum
department under various schemes like Environment Improvement
Scheme or Urban Basic Service Scheme. This would involve slight
dislocation as a fresh lay nut will be necessary with proper
strz2ets and lanes:s . The sl:a department will provide them with
puc:a pafhs, drainage, stree: lights, low cost toilets and baths
with individual plots of abour 12 sq. metres. The cooperative so
fc:aed would simultaneously seek, besides financing, tenurial
rizhts as and when possible from the governmént or at least seek
occupation right till alternative land is provided in the
periphery of the town when the whole society would shift emmass.
The cooperative would also seek loan from financing institutions
based on mortgage of their tenancy/ occupation and will also seek
snall business loans. Since land allotment either in the form of
tenure or occupancy right will be given to the cooperative, the
individual will necessarily seek loans though the cooperative. The
cooperative will have to gear itself up on issues of recovery by
evolving an efficlent recovery system. Further, the role of NGO
in recovery and book keeping will be crucial for the success of
the society. NGOs participation in the cooperative becomes vital,

especially in the first few years.

It is also proposed that each cooperative so formed will
go in for encouraging entrepreneurship by arranging small business
loans, and could also go in for certain group activities like a

Group Insurance against repayment of loan on premature death, fire
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and accident policy, arrange pay phone in the cooperative office
or run consumer store, dispensary or a technical training course.
Issues like adult education, family planning and hygiene, etc.,

could also be taken up through such cooperatives.

Punervaas as a concept brings together the relevant
government departments, academics and NGOs on a continuing basis.
As more and more NGOs join, there will be an increase in the field
activity. The Punervaas Committee would meet frequently to sort
out all issues so that each cooperative so formed, could ccntinue .
in its task of not only building its habitat, but also helping its

individual member fanily improve upon its i-~come.

Punervaas novement in Delhi has already started working
at six slum sites and the process of registration of cooperatives
is well under way. As of now nearly 4,000 households are involved
and expectations are high. At one site the existing slum has been
demolished and new construction as per a proper layout has been
finalised and plots allotted to individual members. They are
constructing their own housing without any loan so far. It has
also been revealed that when a proper layout is made, it not only
improves the drainage, street lighting etc., but with 12 sq. metre
of plot per household, it actually saves land for the owner from

the existing haphazard spread.

Punervzas also proposes to initiate measures for
promoting the habit of thrift through these cooperativé;. In
order to achieve this a strong collection/recovery system internal
to the cooperative shall be developed which will be tailored to

the capacity/needs of the aember households.
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6.3.6 Other Country Experiences

We now provide two major experiences in innovative
housing finance schemes being experimented in Indonesia and

Bangladesh.

6.3.6.1 Indonesia: 1Indonesia has experimented «.th various
forms of delivery systems for housing finance for the pocr.
However, the informal sector in Indonesia is-:also a gr-wing sector
which is unable to use the funds from the formal secto: due to the
formal sector’s rigid requirements of wmortgage iad ot-er
documentation. The available housing finance i. thererfore
. restricted to middle-income and high income househ:_.ds. These
sectors of the economy are able to avail from Bank Tabungan Nagara
(BIN) a 20 years subsidised home mortgage loan. Th: low incoae
households, however, do not require large loars with long
repayment schedules. According to a study by Dunhan, Marbun and

Kang“

of the Urban Institute, Washington a typical household is
willing to devote 20 per cent of income to loan repayment and this
would enable many households to convert a small sem:i-permanent
house to permanent status with more privacy and security. However,
the low-inccne households are unable to provide the type of
documentation which the formal sector institutions require. It
has been noticed in Indonesia that while formal collateral is the
best form of security, as in other countries, in the case of real
estate it is very difficult and costly to foreclose on property,
so that even the formal collateral éﬁ best remains more for legal
satisfaction of the bankers than an actual cushion against
default. Formal collaterals therefore need not necessarily be the

oanly torm of security for low income groups. Non-real estate

collaceral like peer pressure from known associates or guarantors,
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borrowing groups or circles or graduated loan systems, interest

additions can be good alternatives to a formal collateral.

Indonesia has four types of existing institutions:

(1)

BRI Unit Kotas - 2652 units supplemented by 1100
village ports exist. .They raise deposits and have
standardised savings accounts provided through a
nunber of State owned banking institutioans and
service low income individuals through its unit
desa systen;

Crban Bank Pasars: These banks tend to specialise
on short term loans to petty traders and charge
about 42 per cent interest per annum;

Urban Credit Badams like BKKs (originally Jara):
BKKs are owned by provincial or village
governments and service low income individuals in
rural and wurban areas. Each branch has many sub-
branches in remote villages. These 1institutions
give small loans without any collateral and a
maturity period upto a year. The rate of interest
charged by them ranges between 30-130 per cent per
annum and for sub-branches it goes up further to
192 per cent per annum. These institutions have
very successfully employed graduated 1loan
repayment system where borrowers with good
repayment record are successively allowed to
borrow largest loan assets. These institutions
have managed to keep the loan arrears rate low to
about 5 per cent of the outstanding loans; and

The cooperatives provide an alternative to retail
level institution. Multi purpose cooperatives
are organised around common occupational or
residential theme that links its membership. The
cooperatives keep their interest rates low,
chiefly through compulsory savings but then often
find themselves short of funds.
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Credit Unions tend to link employees of a single firm
although community credit unions do exist. Most employee credit
unions deduct loan repayment instalment from member”s pay checks.
Cooperatives are located in both urban and rural areas and most

appear to service members of our target group.

The Indonesian system thereiore provides us with four
alternative institutions for delivery o: ~redit and housing lo.ss

to low income group.

Tne Indonesian experiments I linking their formal

informal financial institutions are +~ 1l {n a nascent stage
However, they have considered the iss.: in depth and have taken

some concrete steps like amendments  n their Legal system to
promote private voluntary organisations ind self-help group at the
base level form their own community le-el financial iastitutions.
The PATKO Act of October 27, 198 foli:ved by a further amendment
with a package of reforms towards liberalisation for the financial
and banking sectors to advance the develnpunent of banking system,
to stimulate the mobilisation of savings and to ensure an
efficient allocation of these fundss. ™is legislation has been
the outcoﬁe of a concerted thinking no: only in Indonesia, but in
the Asian Region by Asian and Pacific R2zgional Credit Association
(APRACA), an association of Ceatral Banxs, Rural Development Ba:«:
and Rural Commercial Banks promoted by ~A0. It is one of the four
Regional Agricultural Credit Associations (RACA) in 1977 wich

emphasis on agricultural credit and subsequently broadened. its

scope to rural finance. The innovative focus of this programme is
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to create a financial Intermediation system built around self-help
groups as grass roots intermediaries between banks and rural

micro-entrepreneurs.

Bagsed on a survey carried out by APRACA members in their
respective countries, they find that they have many‘organ(sational
and institutional resources with a great potential for aicro-
enterprise finance and rural development. What however, stands in
their way is market segmentation as the formal fin:acial markets
reach only the upper 5 to 20 per cent of the ; sulation. In
addition,.there is 2 growing small semi-formal :2arket which
comprises of private vsluntary organisations (NGUs) . th their cwn
organisation, savings -ind credit programmes. Alth  h these fHm
a part of the informal financial sector and lac® .egal status,
they posséSs the organisational strength and : : therefore,
suitable for being given some quasi-legal or semi-:>rmal status.
APRACA has, therefore, taken up the cases of suc~ organisation
with three different approaches - upgrada:ioh of such
institutions, linking them with banks and adapti>a of banks to
their enviromment. In Indonesia, this process of linkiag of banks
and self-help group has led to the formation of 1 legislation

which has been described earlier as PATKO-27.

The Model: With the new policy environment which encouraged banks
to embark on vigorous campaigns of savings mobilisat:isn, to expand
credit delivery at market rates and to experiment with innovative
approaches to rural and urban finance a model was built up in
Indonesia on the form of a Pilot project for the 1link™ purposes
for testing, specially in view of the fact that PATKO-27 provided

the appropriate legal atmosphere for it.
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Besides the formal sector institutions with banks as
their main arm and informal {nstitutions working without legal
status like money lenders, financial self-help groups (rotating
and non-rotating savings and credit associations, unregistered
credit Unions) there exists a large number of semi-formal
institutions such as BKK in Central Jara, LPD in Bah, LPN in West
Sumatra and others which are supervised by primary banks, -5 well

as registered cooperatives (KUD :°d others) which fall u-der the

cooperative Act. These semi-for- .. institutions like NGO: -t as
internediaries, between donors, ;7ernment and self-help ‘sups.
While they may be extra legal in .:eir firaacial activic’- they
enjoy a tacit approvai of the g =zrnment. A number of c¢. 1l so
géherate theif owns funds but ¢ :2rally have no link or rie up

with banking 1institutions. The >rmal sector, on the other hand
has not been able to financ: the growing needs of small
enterprises and farmers particul:.:-ly amongst the poorer sections -
especially because of the high tr-insaction cost for both banks and

their charts.

The project therefore e~visages linking the self-help
groups and ggass root intermediaries to banks both for savings
mobilisation and credit delivery -hus minimising the tcrans: cion
costs for banks and formal borrowers. The output, therefore. that
are required of this project is t> set up a project org :.- ion

which works effectively.

6.3.6.3 Bangladesh: Bangladesh is one of the poorest countries
of the world with a population of over 106 million (mid-1987) and
GNP per capita of $160 (1987) compared to India"s nearly 800
million population and GNP per capita of $300. The situation

regarding agriculture land distribution f{n Bang ::- - 1is
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comparable to India with 54 per cent of people holding less than 1
hectare and another 46 per cent between 1 hectare to 10 hectare
compared to 50.6 per cent people holding under 1 hectare6 while
45.5 per cent between 1 hectire to 10 hectares in India. However,
half the population is lendless and a holding of 1 hectare
occupies a pretty respectable position. Of the landless population
80 per cent of their labour time is used in non-farming activities
plus idleness7. The basic reason for their poverty is the slim
economic base and the non-'availabil'ity of credit except from money
lenders. In Bangladesh it was realised tnat while credit to the
poor is essential, the existing formal sector institutions 1re
unable to reach them. It was also fe2lt that credit is uscless
unless it is parted with training, aarketing, transportation,
technology and education. C(redit to the poor otherwise invariatly

gets diverted to inmediate consumption.

Why Grameen Bank: Consequent to Bangladesh becoaing an
independent country in 1971, it was realised that the Banking
structure needed much more extensive branch network. The
Coummercial Banks were therefore nationalised and the branch
network was extended into rural areas. However, it was felt that
the nationalised commercial banks while extending themselves in a
big way into rural areas, should be stopped from meeting the
financial needs of the poor as they were considered unreliable and
risky and had generally no collateral to offer. Secondly, in short
nunbers the rural poor were unmanageable and their loan demands
were for consumption expend'iture needs which is beyond banking
ethics and principles of their time. Further, the banks found
that they were unable to implement government schemes or schemes
of the Bangladesh Bank (backed by refere:-e facility/guarantee
facility) because of their total inabilir: to reach the target

group of the rural poor and cover the lar : numbers. Studies
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based on statistics supplied by BKB showed that 70 per cent of the
credit earmarked for rural poor has gone into the hands of farmers

holding more than 3 acres of land.

Consequently, as a result of deliberate thinking in
December, 1967 a Grameen Bank Project (GBP) was launched in a
village called Jorba ad jacant to Chittagong University caampus
under the operational responsibility of Rural Economics Prograame
(REP) f the Department of Eccronics (Chittagong University (By
1983 ..?P was converted into a “ull scale bank with 60 per ceat
equity -apital coming from gov:- 1ent sources and the remaining 40
per c- - from landless borrower cthemselves in the ratio of 50:50
betve - female and male borro. '3). The project aimed at (1)
desig . 3g an organisational framcwork providing a reasonable forum
throa;d,éhich the banking sys-em can extend credit without
colla-:ral to the landless people, so that they can be protected
from - e trap of money lenders and (ii) helping the unemployed and
Lnderemployed rural people to find gainful employment for
themselves by undertaking income generating activities that they

are famiiiar with.

' The Grameen Bank has been a success, story. It not only
reached in supply of credit the target group of landless poor
quite successfully, but also achieved nearly 100 per cent
recovery. Further, the utilisat: < of the loan for the purpose it
was given has been excellent, and so has beén the role of women.
The main reason for the success Jof the bank is in its structure,
its organisation, management and monitoring. Some of these

features are described below:



1. Capital base: 1In October 1983 when Grameen Bank
Project was coaverted into a full scale bamk, 40 per cent equity
capital was put in by govermment and 40 per cent from landless
borrowers and 10 per cent each by BKB and Sonalli Bank. The
capital based (authorised capital) was fixed at Taka 80 million
(US $2.9 million) with paid up capital of Taka 30 million (US
$1.09 million). The proportion of equity between male and female

borrower was 50:50.

i1. Staff organisation: Each Grameen 3Zank (GB) branch is
headed by a manager who has a field staff of ) male and 3 female
bank workers under hin/her. All GB staff are required to live in
the village assigned to them. They are responsibie for finding
their own accommodation. By September 1984 (within 1 year of
operation) it had more than 100 branches serving 2000 villages,

i.e., 20 villages per branch.

i1i. Extension and bank work: GB ensures that ~people do not
come to the bank; it goes to the people instead’s. This is one of
the most important aspects which has led to the success of this
bank. Some of the reasons for GB to attain remarkable success in
reaching the target group, in having 100 per cent recovery is due
to its effective mechanism in identifying gainful activity, in
targeting the rural poor into necessary sxills and intereét for
new trades and especially ia sanctioning and disbursing loans in
shortest possible time with least amount of pain on both sides.
Further, superviéion and collection of loans due for borrowers has

also been excellent.



iv. Eligibility criteria: Any landless poor, both man and
woman, whogse family owned less than 50 deciman of cultivable land
or who or whose family owns property, both movable or immovable,
the value of which does not exceed the value of one acre of
cultivable land according to prevailing market price in the union
on which the peasant noraally resides is eligible %2 take a loan
from GB. Visiting GB sta’f publicly discusses all loan proposals
in the villages to minizise exaggerations, alsi-iormation and
suppression of facts res:rding the need for and .cilisation of

loan.

v. Collateral: ;3 gives loan collaterai to landless
people. However, in or«:- to ensure the repayments {t follows a

system of Group Responsizility.

vi. Group responsibility: GB gives loans through its 2-tier
system of “Group” and "~ ‘entre” coming between the branch and the
individual loanees. For an iandividual to get a loan he/she must
form a group of five who are like-minded and have similar economic
and social status. Each group selects its own chairman and
secretary and holds a weexly meeting. Several “Groups™ in the
same village hold a meeting jointly and are called at ~Centre”.
All group chairmen in a centre elect a Centre-Chie: ind a Deputy
Centre (hief. The Centre Chief conducts the weekl: neetings and
is responsible for observance of all rules prescribed by the bank.
Loans are given to individuals or even groups and formally the
individual 1s responsible for its repaymeant. However, the group
remains responsible for its repayment. Members of the group in
their own interest keep track of the loanee to ensure proper

utilisation and repayment of the loan.
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vii. Terms of loans: All loans are extended for one year to
be repaid in 50 weekly instalments, each f{nstalment being 2 per
cent of the principal amount after 2 weeks of grace from the date
of issue. The interest rates charged by Banks in Bangladesh for
rural poor vary from 15 per cent to 19 per cent including service
charges. However, bribes and incidental expenses make this much
more. The interest rates changed by GB are also in the same
ranz2, but do not appear to be burdensome to the rural poor
bec1:se of their close assoc:ition with the “group” and the weekly

ace-.ng of the Groups and Con:tre. It may be pointed out that in

73 -~ lere is no involvement local level elected officials or
go. rnment functionaries . either disbursement or recovery
pr $S.

7ifi. Group fund and group tax: Every group member makes a
de sit every week as personal savings. This is accumulated in an
ac cunt called Group Fund Account and is operated by the Group. On
re:2ipt of a loan an obligatory deduction of 5 per cent of the
lcan anount is made to the group for financial services offered.

This ;roup tax is also deposited in the Group Fund Account.

ix. Emergency fund: =Zach borrower pays to the group 25 per
cent of the amount charged by -he GB as interest on loan into an
Emerzency Fund which in effec: becomes a forced insurance premium
to cover life, accident, ani : - undertaking activities to improve

heaith, skills, education, inv.stment opportunities.

x. Importance of group to GB success: Formation of groups
and centres are crucial to the success of GB as membership of a
group gives the poor a feeling of protection and control behaviour

pattern especially on repayments. Many GB groups and centres
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collectively buy items such as shallow/deep tubewells, or rice
mills which are beyond the imagination of an individual. Group
behaviour imposes self discipline, enhances self confidence and
finally encourages group savings. Small but steady savings by the
groups have helped build up a thrift culture.

- xi. Role of women in GB: GB has assigned a special role to
women - this has been achieved by motivation and talks by the GB
officials. As part of their non-credit :rogramme, they have taken
a decision to build up human resources .7 women, who have a very
low literacy level and muslim women are :ven more handicapped d
to tradition. However, as a result of :heir erfort as on Marci
1989 there were 4,64,954 female member: (386 per cent) as agains:
5,35,170 total membership. Over years ..re loans have been given
to women than men and repayment reccr: of women is excellent;
better than men. Further, per cent »>f women who had taken a
loan had done it for the first tizx= and they were able to
establish some income earning sche:ze with the loan either
individually or jointly. Further, their dependency on males is
getting reduced. They are also emergin; as a social force to

fight forces of obscurantism.

.xii. Housing and other loans: GB started its operation by
giving small loans (more than 400 identiiied) to be recovered in
50 weekly instalments of 2 per cent of the amount after giving 2
weeks grace. GB has also started a House Building Loan for the
neediest of the poor. Any member who :is at least a second tiae
loanee, who has no land except homestend land and wﬁg has made
each repayment in weekly instalments as per GB requirements is
eligible and qualified to get a housing loan to construct a new
house or repair an old one, provided his/her centre is at least 2

years old, has its own house, has joint activities, is dowry free
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and all {ts previous loans have been repaid. The repayment is
again on a weekly basis of "one thousand taka to be repaid in one
year basis” 1initially a loan of taka 15,000 was introduced as
“Moderate Housing”. However, after a devastating floods, a new
type of housing léan was introduced in 1989 called "Basic Housing”
amounting to taka 7,000 which became very popular. The amount of
basic housing loan has been revised to taka 10,000 to keep up with
inflation. These loans h.ive become very popularg. In addition,

GB provides loans to purc ::ise homestend land.

xv. Grameen Housin;; Technology: GB has : introduced a
housing technology of a ~:dimentary kind with 4 arent pillars,
G. I. sheet roofing on a :den fraze and a sanitar- irrine. These

have proved to be very p :lar.

The experienc - of Indonesia and Bangladesh clearly
points towards the mani->ld problems in providing loans to the
poor. What has emerged s the key role which women and NGOs can
play In the successful iapiementation of projects relating to
meeting the financial neeis of the poor. Also the problem of
collateral is not insuraountable. For instance group pressures
can ensurelhigh recovery r.ites. A final word about shelter for
the poor. 1Indian case stu:dies as well as House of "ndonesia and
Bangladesh eamphasise the i:portance of a comprehensi.z approach to
shelter financing. Unl2ss shelter programmes: : 2 linked to
schemes aimed at improving the economic and financ:.i:l status of
the poor, very little is likely to be achieved. Subsidies are
important but not crucial. What is needed is a flexible approach
to ‘shelter finance which will take {into account. The

socio-economic circumstances of the poor.
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NOTES

Recently some builders like Parshwamth Housing Finance Company
in Ahmedabad, Ansal”s in Lucknow and DLF in Gurgaon have for
instance provided a certain fraction of housing for low income

‘ho: :2holds.

In : case study of home ujp:radation, a textile worker took
ac~ -ace on Provident Fund azcunt for constructing additional
roo TS, when the actual cc- ruction began, he found that he
nee:2d additional funds. - :orrowed Rs 5,000 from the vishi
to aplete the construction.

Gu :rat Rural Housing Finan Corporation (SRUH) has indeed
tr 1 out this with some succ:ss.

E< 1ading the supply of Hong Loans to Low Iacoae Urban
Hc-.seholds in Indonesia, The Urban Institute, Washington,
Au :ast, 1989.

Ur:rading Informal Financial Institutions - Private Voluntary
Orzanisation and Self-Help Groups establish their own Banks in
Indoresia - by Professor Hans Dieter Seibel, GTL.

Worl: Development Report, 1989 - Basic Indication, Table 1.
Ban Credit for Rural Women, UNESCAP, 1985, pp. &4 and 5.

Ban Creditor for Rural Women - JNESCAP.

Housing for Rural Poor - The irameen Bank Experience Dipal

Chandan Barua, Deputy .- ral Manager, Grameen Bank,
unzublished.



TABIE 6.1

Housing Assistance by SEWA

Year Benefi- Total Average Loans for
claries amount amount per housing to
disbursed beneficiary total disbur-
(Rs (Rupees) sements
million)
1984-85 181 142 6309 i A
-985-386 189 392 7365 N.A
986-587 3238 125 6174 N. A
987-88 387 966 7664 N. A
TOTAL 1085 325 6935 N. A

Source: SEWA Cooperétive Bank.

TABLE 6.2

Loan Disbursements by Values - 1984-85 to 1987-88

(Est imates)
-zzount Disbursed (Rupees) Percentage to Total Loans
Disbursed

Less than 3000 25.0

3001 to 5000 30.0

5001 to 10000 12.0

10001 to 15000 25.0

15001 to 20000 8.0
TOTAL 100. 0

Source: SEWA Cooperative Bank.



TABIE 6.3

Comparative Ratio of 28 Public Sector Banks
Vig—-A-Vis SEWA Bank

Public Sector Banks SEWA Bank
December Decenber June June
No. Particulars 1986 1987 1986-87 1987-88
Crores lrores Lakhs Lakhs
Rs s Rs Rs
1. Deposits 1,11,581 1. .5,389 108 1:c
2. Loans 64 321 5,114 62 72
3. Profit 192 261 3 4
4. Reserves and 1,095 L, 503 8 11
Reserve Fund
Ratio
1. Profit/Deposits 0.17 0. 20 2.77 3.57
2. Profit/Loans 0.29 J.35 4.83 5.55
3. Reserves/Deposits 0.98 1.17 7.40 9. 82
4. Reserves/Loans 1.70 2.05 12.90 15.27

> T T 4 > = i T —— — T - T — e " —— T T — - —————————— -~

Note: Figures c¢f 28 public sector banks are taken from Indian
Express dated 20.7.1988.
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TABIE 6.4

Number and Amounts of Loans Disbursed

Year Number of Per cent Amount Per cent of
applicants of the disbur sed the total
loans
disbursed

2 2 1.59 10,¢00 0. 89
36 28.57 2,93,0¢C0 25.97

1954 25 19. 84 2,27,000 20.12

1945 16 12.70 1, 60,000 14.18

1936 22 17. 46 1,95,000 17.29

1987 11 8.73 1,10,000 9.76

1988 6 4.76 55,000 4. 87

1989 B 6.35 78,000 6.92

TOrAL 126 100. 00 11, 28,000 100. 00
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TABIE 6.5

Per Capita Income Range of the Applicants

Per Capita Income Monthly Number of Applicants
(In Rs)
25 - 50 2
50 -100 2
100 -125 12
125 -150 24
150 =175 21
175 =200 23
200 - 225 19
225 =250 8
250 =275 2
275 -300 4
300 -325 2
325 =350 5
TOTAL 126
TABIE 6.6

Loaneegs Against Whom Actiou was Taken

Year No First Second Third ‘wngal
notice reminder reninder reminder &rion
1982 1 1
1983 28 8
1984 12 5 5 1 2
1985 6 2 2 4 1
1986 17 - 3 1 1
1987 4 3 4 - -
1 - -

H
W
o
co
&

"
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TABIE 6.7

Account Completed and Ownership Documents Taken Back

Year Name Amount Date of year of Closing

of loan of taking loan of

taken account

(Rs)

1983 David John 6 600 28 February 1983 05.07.1989
1983 Peter Joseph 6 000 6 April, 1983 31.10. 1986
1983 S. A. Sirgh 2 000 15 April, 1983 28.11.1983
1983 Alfred Ambrose 10,000 20 May, 1983 23.05.1984
1983 James Sahai 6,000 15 October, 1983 17.01.1989
1983 Balbir 5,000 12 Decembe;,1983 23.04. 1987
1984 Asha Ranl 5,000 10 April, 1984 09. 06. 1988
1984 Asthur John 10,000 13 April, 1984 " 29.03.1988
1984 Ram Dayal 10,000 25 June, 1984 18.02.1988
1985 Upil George 10,000 8 July, 1985 07.07.1989
1986 Suresh Hinz 5,000 1 October, 1986 08.11.1988
1987 Alex Sevurea 10,000 27 May, 1987 11. 01. 1989
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CHAPTER VII

CONCLUSTIONS AND IMPLICATIONS

A Framework of Housing Finance System
For Low Income Households

7 Conclusions and Implicatioms

This chapter is broadly divided into two parts. First
part deals with the major implications of the study, and sets a
background for a broad framework for housing finance system for
the urban poor. The suggested model emphasises the need for
community-based initiatives to tackle the problem of housing
finance for the poor. In this context, cooperatives” role is
highlighted. Further, a key element in the model is the crucial
role of non-governmental organisations, especially in the context
of organising the poor into groups or cooperatives. Needless,
which NGO (or NGOs) to 1involve 1in the task s something which
would clearly vary from one situdtion to another and should be
decided on merit. Also in India, there is a large University and
College population enrolled as National Service ~Sc:heme members,
and they can be motivated to participate in the task of organising
the poor into groups or cooperatives. For this purpose they would
of course need some orientation and training. Another major fall
out of organising the poor into groups or cooperatives  is the
possibility of local leadership to emerge from within the

comnunity itself
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7.1 Prospects of Institutions

The importance of housing finance as an {mportant
component of housing delivery system was recognised in the 19707s
with the setting up of HUDCO and HDFC. It was, however, onlv
around the launching of the Seventh iive Year Plan (1985-1990)
that the need for developing a responsive hdusing finance systen
was felt. The Plan document also emphasised tapping of household
savings rather than relying on budget allocations for supply of
housing funds. It was felt that for the development of a housing
finance system, a national level apex housing finance institution,
having functions of coordination and regulation of the sector,
would be an essential pre-requisite. The RBI indeed appointed a
Committee under the hairmmanship of Dr. C. Rangarajan, Deputy
Governor, which examined the institutional framework for housing
finance and supported the idea of an apex housing bank and and
recommended the setting up of HDFC type new institutions to
nobilise household savings and provide house loans. In July, 1988
a national level institution called the National Housing Bank
(NHB) was created as a subsidiary of the RBI and has been
authorised toomake or guarantee loans, to undertake research and
training and to provide guidelines and technical assistance to
housing finance companies. Over the last five years or so, a
number of market- oriented housing finance companies have also
been set up, some with the support of QDFC and some with the
support of commercial banks and other formal sector financial

institutions.
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A major constraint faced by HFIs in  extending their
operations has been the shortage of loanable funds. The situation
has worsened by a new governmenf directive which prohibits housing
finance Institﬁtions from accepting deposits for a perfod of not
less than 24 nonths and not exceeding 84 months from categories
like individuals, charitable trusts, etc. Earlier, HFIs céuld
accept deposits for 6 months aand beyond and upto 50 months from
these categories of depositors. The rationale for this decision
is that since housing loans are relatively for long periods, it is
necessary that there is no undue mismatch between the durati:a of
deposits and lending poréfolio. This 1is curious since %' 1as
observed that HFIs should mobilise resources mainly by wiv of
deposits from households with minimum reliance on borrowings fronm
institutions. Moreover, since the lending rates are regulated by
NHB and RBI, HFIs have to operate at very thin margins. C(learly,
unlike the corporate sector which offers 13 per cent to !4 per
cent interest on deposits/debentures, the HFIs cannot offer the
same interest rates. This 1is bound to adversely affect the
mobilisation of savings from the household sector. In -~as2 the
HFIs are to mobilise additional household savings, they will have
to be pefmitted to raise short term depasits say for 6 z=onths from
individuals in order to compete with instruments which have higher
interest rates on medium and long duration loans. This indeed is
a retrograde step. NHB's offgr of limited refinancing facilities

to HFIs may however offset to some extent the problem of funds.

A dialogue has also been initiated in regard to the

need, desirability and the pros and cons ¢ l!eveloping a secondary

mortgage market with a view to increase ¢': flow of funds inato
the housing sector. However even if we :-_able to establish a
well-developed housing finance system in  dia, it is doubtful
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that the needs of all households especially those of the low

income households will be adequately met. Indeed, as the past

experience of the working of several HFIs shows, a large part of
housing funds are given to households which are above or at best
close to the median incomes. The exception being the HUDCO which

has made substantial coatribution to the housing of the “WS and

low income householdsl.

As we saw a major . triiat arf conventional cusing
finance system in the context D low income househol<: 135 thne
restrictive nature of the pres: :ed criteria and terz - the
grant of housing loans. Morec. -, since the 4HFIs woul e to
sareguard the interests of the :rosirtors as well as - - own
interests, and justifiably s¢ :h:se institutions, 2. .1 the
existing environment, would be s¢wnat inhibited to modif- rterms

to suit the paying capacity of . . income households.

As is well known, a :3:.: principle of housing finance
policy is the method employed t: ::-:rmine the eligibility of loan
applicants. These g=nerally cons. - of a minimum level of {ncone,

an assured flow of income (and ne: : stable, dependable eapiovment

and regular savings) and provisic~ f acceptable collatersl. Siven
India”s highly skewed income dis_ribution in favour of c*- ﬁoor
and the dominance of self-emplor:! in tiay trades and busi::sses,
a large majority of the househo.is is clearly barred fr = -cess
to housing finance at the start. Also, since most Hi:s .nsist

upon satisfactory collateral for the loans such as ownor:zip of
property and easily marketable assets including securities most
low income households are unabl: to aeet this criterioan. What
these households have are assc:s in other forms suc: is store
inventory, basic tools of their respective crafts and trades, and

somet imes even jewellery, etc. inese items which are - 7= and



valuable are usually easily marketable, and indeed acceptable as
pledges for loans from private money lenders. These items are
however not acceptable as collateral to housing finance institu-
tions. Sometimes even when HFIs agree to provide loans against
personal guarantees, it is not easy for the low Income households
to locate persons with fegular and .stable incomes who would be
willing to act as guarantors and at the same time acceptable to
HFIs, except in very rare cases. For instance, in the case of
small and marginal farmers in -:ral areas, it is possible to link
recovery with harvest-earnin:s. For self- employed A small
trades/businesses, the repay'i'ent schedule is to be - ‘nitored

almost on a weekly (if not dai: . basis.

Another major gap in :5st existing credit instfhments is
the inbuilt rigidities in repa ient schedule. Clearly any credit
instrument addressed to the lc.er income households ought to take
into account the irregular a-d uncertain income flows, and of
necessity must the specific requirements of various earning
groups. Therefore to extend the access of low income groups to
housing credit, appropriate measurcs need to be taken to hedge the
risks faced by HFIs. The other possibility lays in creating new
financing institutions with different mandates and priorities.

So far as the conventional housing f:i-ancing
institutions are concerned they are bound to be conservative in
their lending operations with emphasis on commercial viability.
Therefore omne alternative_is to create new 1institutions which
would overcome some of the limiﬁétions inherent in conventional
financing wmechanisms. Sometimes, in this context the role of
cooperatives has been emphasised, especially for lower income

households. 1Indeed, SEWA experiment of Ahmedabad is one example
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of having achieved good results. It is, however, difficult to
assert whether their experimedt can be successfully replicated in

other parts of the country.

7.2 Current Debates and Assessment of Existing Rec camendat ioas
to Govermment

In the last couple of years there has been a major

change in the attitude of the government towards the problem of

housing and housing finan:a. Three major initii: -=s are worth
mentioning. Setting up ot 3 Naticnal Comaission 1 rbanisatior
(NCU), announcement of “aticnai Housing Pol. . . NHP), and
establishment of Natior . Hou<«i: g Bank (NHB). “ne NCU has
subnitted a detailed, a2 . embra-.zg report on ispects of
urbanisation including ssues f poverty, sS. and slum
development. One of the " : or proposals concerning the urban poor

is the “New Deal for Poor

The second maj:: Jevelopment is the announcement of a
National Housing Policy :in the Parliament in May, 1988. This
policy has quantified the nu:sing shortage, proposed 1inimum noras
and fixed a target date for liquidating housing shortage by 2001.

The policy has also elaborated on issues relating to informal

sector housing and slums. Further, the Policy " id proposed
setting up of a National Housing Bank. The policy "..is, however,
not adequately touched upca the special needs of ¢ o~oor, their
inability to provide mortjzage or collateral reg::i:v ! by formal

sector financial institutions nor has it touched up:a the issues
of affordability or recovery mechanism3. It may be in order to
point out that this policy 1is being reviewed by the New Union
Government, and a new housing policy document rrepared by the

Ministry of Urban Development is being debated.



The third major development is the setting up of the
NHB. ' The NHB has already announced a scheme for contractual
savings for 5 years for being eligible for a housing loan as well
as a Refinance scheme. The NHB has adopted "Poor Man First” as
its slogan. Hdwgvér, NHB has not announced any programme for the
people living in informal sector/slums and has confined itself to

the formal sectot“-

One of the critical areas of the housing problem in
urbar. India is the growth of :lums and squatters. Both NHP and
the HB have very little to o:-2r in this respect. Nokinnovative
sch.1e has been drawn up to 2 ng about an interface between the
inf.,mal sector hdusfng and roramal financial institutions. Also
ho s2lution has been offered to deal with the problem of growing
slucs. In fact looking into the structural changes in the economy
since the First Five Year Plan, there has been a steep reduction
in the contribution of agriculture sector to GDP from 65 per cent
to 35 per cent, while the rural population has declined only by a
little over 5 per cent. In view of the drastic sectoral change in
GDP, drift to urban areas of the growing population of landless
poor in search of jobs 1s likely to increase sharply. To deal
with this ﬁroblem.the governma=nt has however made no serious
attenpt for settling the migrant poor in the cities. This can
result in a rapid growth of slums in future unless urgent
attention is paid to employment and spatial planning. The Seventh
Five Year Plan has for the first time made a conscious attempt to
address urban poverty issue difectly- The Plan has taken note of
the growing incidence of poverty in urban areas, and that
persistent migration from rural and semi-urban areas has led to
rapid growth of slums in many cities. Accordingly, it has laid

emphasis on improving the living conditions of slum dwellers and
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has given a thrust towards employment generation and creation of
productive jobs. The Ninth Finance Commission (1989-90) in the
first report has also made a special mention of the growing decay
of the National cities of Bombay and Calcutta and has recommended
a grant of Rs 50 crores for each city for slum clearance and
environmental i{mprovement of slums and provision of basic
amenities. They have recommended the release of the grant subiect

. to a matching grant by the State governments concerned.

The financial structure {n the country has to an extenrt
responded to the growing awareness ‘of the housing problem. The
N'B has announced a savingS scheme, a refinance scheme and a land
development scheme. The other fiaancial instifutions like LIC,
GIC, Commercial Banks and, UTI have already floated or are in the
process of floating subsidiary housing finance compénies. Except
HUDCO none of these however seea to have plans to offer anvy
innovative financing package to meet the housing requirements of
the low income households. An exception is the HDFC floated
company called Gujarat Rural Housing Corporation (GRUH) which is
providing housing finance for low income groups in small towns and
rural areas of Gujarat. This is the first conscious attempt of
the private sector to move towards low income financing. An
innovative measure adopted by GRUH {s, for instance, the linking

of loan repayment schedule to agricultural seésons.

The prospects for the housing finance institutions to
meet the demand for ousing finance are certainly brighter with
the coming in of new institutions most of which are backed by
major financial insti:utions; However, as already mentioned, it
seems unlikely for ci2 formal sector Ianstitutions to undertake on
any large scale t!.- {inancing of informal sector housing. The

Natfional Commission 1+ Urbanisation has mentioned, very aptly,
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that “down-stream” financial institutions need to be set up but
without elaborating on the same. It is these nascent ~down-stream
institutions” which could provide the “missing link” in our
housing finance system suiting the requirements of low income

households.

The link or downstream institutions, in order to provide
a proper interfa : with the financial institutions of the formal

sector at one ¢nd and the low income households at the other,

would in gene- . have to be community based financial
institutions. 7% ; is so because such an Institution to be viable
has to have ver: "ow overheads, close supervision of loans, a
collection syste: ~ich is sensitive to the earnfngs-pattern and

an environment which is congenial and not intimidating to the
poor, usually illi:erate or semi-literate members of the society.
Such a link institution, also needs technical expertise and
guidance. This would therefore necessitate the setting up of a
large number of such community based cooperative institutions with
such functions as mobilising savings, implementing urban basic
services programaes, providing home improvement loans, and

servicing them properly.

Apart froz various govermment initiatives as outlined
above, there is a n~opular movement which is also gathering some
momentum. This s ~e Natlonal Campaign for Housing Rights. This
campaign has produced a draft ~“Bill of Rights”™ for Housing and has
started a campaizn for Housing Struggle in India. This organi-
sation is a quasi-political organisation which is taking up the
issue of housing as a legislative and a legal issue. It considers

the Directive Principles and Fundamental Rights provided in the



Indian Comstitution as the starting point. Its ultimate goal is
to ensure that Housing is declared as Fundamental Right under the

Indian Constitution.

From the foregoing, it is clear that the existing

financial. system is unlikely to adequately serve the needs of low

income households. Also it is doubtful whether various government

initiatives would contribute substantially to create ain environ-
sment which would be conducive enough to generate a v ::>le housing
finance system appropriate to the needs and circumst .:ces of the
lower income households. Further, the experience so ' ir does not
offer any definite clues towards evolving a viable réplicable
housing finance system for these households. The .a2bates iad
solutions suggested have so far been at best tent .ive and of
ad~hoc nature. The data base 1Is also grossly inade. (te for the

purpose.

If we are serious 1in addressing ourse_ves to the
problems connected with providing housing finance 2o iow income
households, the solution does not lie with the HFis .:: least in
their present set up as they, of necessity, will ccantinue to
follow ~“conservative” lending policieé keeping the Low income
households beyond their reach. Indeed if we examine the history
of building societies in U.K., we find that housing finance for
“low income groups” at best went as far as the uzper end of
working class and the lower end of the middle class. e will also
have .to change our perceptions about the consumption and savings
behaviour of low income households, as the results of various
surveys cited in this study as well as other recent studies
indicate that it is possible to restructure the expeanditure of
these nouseholds with a view to stepping up their savings

provil.d, they are convinced that such a restructuring would serve
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their long-term Interest. In fact these households are even

prepared to liquidate some of their assets if this cam lead to

home ownership.

7.3 Role of Community-Based Institutions

Despite what has been said above, it is our considered
judgement that i¥[s may still participate in sox: manner in
advancing housing loans to low Iincome households , rcvided the
risks are hedged .r at least reduced. The ~link ins::itution” in
our scheme of thinking through its close telafionshi) with each
member of the crmmunity would be able to‘c0tre sly assass
affordability and repaying capacity of these househ: :s and feed
the required inforsation to the HFIs willing to oper. : with such
communities. Als,, as already indicated, in the :ontext of
recovery of loaus, provision of group loans b::ides being
convenient may als. reduce default risks through gro.» pressures.
This underlines *-e importance of organising housing finance

through the communiry or the cooperatives with the NuOs providing

the necessary link :ad support.

As alreac; mentioned earlier an action research being
curreantly experimented in Delhi is Punervaas to evaluate the
effectiveness of cuamunity-based initiatives, especiaily with the
help of XGOs. runervaas acts as a catalyst in promoting
community-based effort in slum/squatter clusters through the
institution of mult:-purpose cooperative society. Prcmotional and
extension work inci.ding its operations in the fnitial period is

being carried out 3y carefully identified NGOs of proven track

recor‘. A set of Mcdel Bye Laws prepared by the Punervaas for the
foraat::n of multi-urpose cooperative societies is provided to
the - . These Bye Laws have three distinctive features. First,
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they assign a pivotal role to women as primary members followed by
their husbands (or other male members) as joint members. This is
done to ensure repayment of loans as well as to reduce the risks
of property changing hands. The second feature concerns the
active involvement of NGOs in day to day functioning of the
cooperatives by nominating its representatives on the Managing
Committees. The third feature is the multi-purpose nature of these
cooperatives so that they are not nerely concerned with
housing-related 1issues but would also undertake such other
functions/activities as would enhance their incomes, look after
personal health and promote social hygiene. As we woull see later
these cooperatives have also the aim .of inculcating t:e habit of
thrift among its members through a compulsory deposit scheae. The
cooperatives will also be encouraging the setting up of consumer
stores which would not only serve the needs of the nembers but

would also provide financial stability to the cooperatives.
7.4 Political Philosophy

In discussing issues relating to housing for the poor,
it is difficult to ignore altogether the aspirations of the poor
and consequent politjcal compulsions - where inevirability of some
concessions cannot be ruled out. An important instance is the
local pressure to get the deferment (and sometimes even waiving)
of recovery of loans. This can adversely affect not only the
circulation of housing funds according to a specified schedule of
advances/recovery, but more importantly cuts into the very rootCs
of financial discipline which is so essential for the success of

the system.



The Bangladesh Grameen Bank experiment as developed by
the Chittagong University has indeed ensured that there 1is no
involveﬁent of locally elected officials or government function-
aries either in the disbursement or in the recovery of funds.
While admittedly this {s most crucial to the model that we are
suggesting - but it would be useful to take note of the political

reality - in our context.

One way to overcome this problem of political
interference at one end and general bureaucratic indifference to
the issues of the poor on the other is to cocnsider the possibility
of an “outside” catalyst which would (or would be willing to)
mediate between the political reality and the unorganised poor.
What we are suggesting is the new, growing role, nationally and
internationally, of the voiuntary sector popularly known as NGOs.
We havé through a number of illustrative case studies outlined the

-significant role being played by the NGOs in India and elsewhere.
What is left to be demonstrated is however the question of
replicability - as hitherto these experiments have been tried on

limited scale and in very specific situations.

In proposing a model for housing finance system for the
poor, we take note of this, and attempt a more versatile model
which, with suitable modifications to take into account the local
conditions and circumstances of the households, may find wider
applicability. Before we formally give an exposition of the
model, we discuss the constructive role which NGOs would be

required to play in the successful implementation of the model.



7.5 Housing Finance for the Poor and the Role of NGOs

The 1interface between a formal 1level financial
institution and the poor household requires, what has been
described earlier, a “Link Institution”. The building up of link
institutions on a macro-scale covering urban and rural areas is a

mammoth task requiring deep commi--ent and adequate funds. Jhile

the Grameen Bank approach, which ::irted as an NGO, was ad.. _-d by
the Government of Bangladesh art.: -~aking into considerat’ - all
factors and a special institut’ - set up for the poor . the
national level, it appears that - :heaper and better alrt- tive
couldi be to utilise the servic:- >f fasc increasing vc.  -iry
agencies or Non-Government Organi -zions (NGOs). An NGO ca. e a

good catalyst in mobilising the or in an area, especia.. - if
they have already been engaged in carrying out some kind of
activity in the area. If the pu  w:e is to form community based
financial institutions, like the :::nerative structure, it would
be advantageous to utilise the sp=ci:. qualities of NGOs. The main
role that an NGO can play is to - - itself identified wit- the
community and gain the confidence o: -he people in the area with a
view to propagate amongst them the :erits of organising theasc!ves
into a group not only for facilitating loan procurement, but :iso
to help them to effect improvements in all other aspects of ‘eir
living. It has been felt that NCUs can also help in cc . ing
the poor of the advantages of "enabling policies” - policic: <hat
can guide, stimulate and create an environment in which res: . rces

can be fully exploited for providing shelter to the poor.



NGOs are seen as crucial input in the development of

such “enabling” policies and NGOs with proven track record can be
entrusted with the task of operating as effective intermediaries
between government and popular organisations comprising of low

income households.

7.5.1 What All Can NGOs Do in the Sphere of Shelter: “«perience
has shown that NGOs can look after all aspects of s:.lter from
land management and acquisition to infrastructural =<:--ices. *o
innovative construction an& research, to employment, > finance
and legislation, etc. Thare exists already a vast aur -z of NGUs
all over the world including India.who have already . -ed Che.r
worth in this field.

It has been noticed that while attem- . by the
Governments and International Agencies like the Wo:.: Bank to
upgrade slums or provide site and services have had g .4 results,
some of the intended beneficlaries of these programmes nive moved
away to new sites either because of the lack of :dequate
intrastructure or transport linkage. Further, the colt:sion and
group spirit which needs to be aroused was missing. 'The %GOs, on
the other hand, generally have an impressive track -ecord in

mobilising people into cohesive communities.

On the issue of shelter, the NGOs have ma:v notable
success stories like the "Building Together” project :n Thailand
where with the help of NGO the community constructed their houses
on the basis of an area plan that had ﬁec with their approval.
Building houses together requires time, money and orzanisation.
The rol: of NGO in coordinating these three aspects in Thailand

has by :ow been well recognised. The promoters of “Building
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Together” project were members of academic institutions,
government agencies and voluntary organisations. They were united
in their effort to explore ways and means of assisting low income
people in gainihg access to decent housing through their own
efforts and therefore, they formed themselves into Building
Together Association = a non-profit body. Similarly, in Sri Lanka
the Social and Economic Development Centre (SEDC) went In for
¢ nmunity development whic:: included sinking of community wells,
rzpair works on water reservoirs and housing. A local developament
s ciety was formed and - villagers were asked to contribute
»:oour.. T[he NGOs always .se the participatory approach ‘as an

:sential input to their w . in contrast to a government or other

~ficially sponsored pr.,:ct where this parameter is often

*.aspicuous by its absence.

/i.5.2 The Interface: One of the aore important aspects of NGO
sponsored/supported project 1is that NGO 1is wusually fully
qutonomous with little or no government support and therefore
tlexible in its approach unlike the government supported projects
where this is hardly pcssible. In fact, in many cases the
government gives the “blindeye” approval to an NGQO. The NGO often
takes up projects inja smsaii and isolated area with a specific
approach which 1s commendatle but may fail to meet the strict
technical standards of rernment departments. This 1s
particularly true in the urian context where municipal norms are
so high that the squatters a2nd slum dwellers are in no position to
carve a place for themselves which would be considered fully legal
and acceptable. Even on very minor issues the NGO“s approach has
its merits. For example, in Delhi in a slum cluster, the water
supply point was not providing sufficient water for the entire
community. Further, the erratic hours were wmaking the waiting

unduly long. 1 NGO wh .15 working in the area proposed to the
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Municipality to fix a large storage tank with the water tap so
that the tank can fill up as and when the water supply came and
the beneficiaries could take the water at their convenience. The
NGO was, however, told informally that while they might not be
able to give the permission formally, the NGO could on its own
put up the tank, and the authorities would turn a “blindeye” to
ic.

7.5.3 NGO and Acquisition of Land: a:y NGOs all over the wor''’
have helped in acquiring land for the p:.r. This has been done
many ways. For instance an innovative approach has been adopt-
by NGOs iﬁ Bangkok called “"Land Shar. 3". When squatters we:
faced with eviction the NGOs interver ! and negotiated with the
owners of land and allowed the squa:.:rs to retéin a portion,
vacating the remaining. Such nego:.ations can generally be
carried out successfully with the hel> of NGOs. Such a policy
avoids the hardship of eviction for ti:e poor as also a long legal
struggle for the owner. NGO communities around the World have

also pooled in their resources to purchase land for the poor.

.7.5.4 NGO Pressure Group: In India the NGOs have also been doing
some commendable work in creating a pressure group to provide
access to land to the poor. The National Campaign for Housing
Rights (NCHR) as mentioned earlier is providing a forum -
creating consciousness for housing strugzzle, and has also proposed
a bill for Housing Rights. Another NGO in Bombay moved High Court
and Supreme Court to fight for the rights of the pavement
dwellers. While the Supreme Court in their judgement of July 11,
1985 proclaimed that "eviction of pavement dweller as legal and

peraissible as long as prior notice s given and the demolition
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carried out in as humane a manner as possible”, an& also did not
provide for alternative site, it did create national awareness on

the plight of the pavement dwellers.

NGO“s role inm creating a focal point and a pressure
group for authorities to act has indeed been well accepted. In
India itself Peoples Organisation for a United Dharavi (POUD), a
community-based organisation with NGO support has successfully
lobbied for bettsr water supply, sanitatin~ and garbage disposal.
POUD also pressucised the State government in giving a semblance
of legality to the squatters By iss. of photopass to all
squatters settle: before 1976. This was :tsequently extended to
1980 on a succ=:sful canpaign. Similar. mainly through thé
efforts of an N. 1500 latrines have come up at BaldiavSettlement
in Pakistan. Anc-her NGO which has shot int» fame is the Sulabh
International, :1 Indian Voluntary Agency which has attempted to

make sanitation nto a paying proposition.

7.5.5 NGOs and Research and Extemsfon: NGOs are also known to
have played a leading role in the low cost construction sector all
over the world. ‘while the Govermment departments are admittedly
aware of the progress made in the sphere of low cost construction,
they have generaliy avoided implementing these new innovations in
low cost construction technology because of :he fear of violating
the existing building codes and regulati:—:. The private sector
contractors also do not find worth their wnile to undertake such
construction. The NGOs have however been cxtremely successful in
this sphere and have égtuaily brought down the cost of
construction through experimenting with new and local indigenous
building materials. The International Technology Workshop has
done commendable work in developing substitute building materials

especially roofing sheets. This has {>urd extensive application



around the world. In Mali, the French Voluntary Association (FVA)
is using stabiliged earth construction techniques to construct
community buildings. In Pune, the Centre for Development Studies
(CDS) 1s implementing a community participation project with a
view to produce appropriate training maﬁerial for slum households
as also for the community as a whole. Development Alternatives in

Delhi 1is making innovations in mud architecture in order to cut

down the costs on buildi-: materials.

. In short, the = ove description clearly - ~sustrates the
effective role which NG.: :an play as motivators : : communicators
particularly amongst th : coamunities where it . 1ifficult for
official agencies to ~rate and impleménc cer 1 innovative
schemes and programmes. In the context of 1innovative housing

finance for the low i, ne houséholds, the NGOs :ave indeed a

significant role to pla-.
7.6 Basic Approach to the Model and Some Suggestions

While there are several alternative approaches to tackle
the problem of housing fi: ince for the low income households, it
would be in -order to rirst state some of the underlying
assumptions within which various suggestions are groposed to be

made.

To begin we assume that the formal financial sector has
. not made any significant contribution to providing nhousiag finance
to the low income households except perhaps where this was
obligatory. The second assumption 1is that the low income
households on their own are not able to access loans from the
formal financial sector in the normal course either because of

cumbersome procedures .ind documentatis>n ne-i. . obtain loans
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from formal sector or because of their inability to satisfy
eligibility conditions which they consider as sel f-defeating in as
much as the chances of obtaining funds are, if anything, low and
remote. The third assumption relates to bypassing existing local
building byelaws/zoning requirement§ which are difficult to comply
with in the case of housing for the low income households. Further
it is assumed the low income households mostly have umerely

occupancy riznts without a proper all -zent of land.

o :ser, in suggesting a < -2 of housing finance for
LIG housinz: we allow for reason. .2 stability of physical
structure ¢©: :onstruction (especiall’ »Hr putting one more floor
over the gr .-d) and fire safety cous. -itions. The households in
our model . .ie with low, uncertain a:di fluctuating incomes have

at least s 2 saving potential specii :ally for home ownership/
home upgra::tion. Further, Iin case this saving potential is
absent, we issume the same can be achieved through providing
gainful e=sisvment and skill upgradation. The financial
institutions 7 our model would insist upon high recovery even
though the c:llection costs may eventually turn out to be a

significant ;:rt of total advances.

The 2ain thrust of our sugges:.on is a two tier approach

wherein in one scenario - which is hig: technology/high cost - we

envisage the setting up of a speci::. i banking institution on
the model of Grameen Bank/NABARD w«i:. features appropriate to
local conditivns/institutions. Th2 cther will be more 1in the

nature of providing an interface with large number éf existing
institutions, e.g., commercial banks and HFIs on one hand and the
informal sector/poor on the other. The structure of the proposed

model is described in detail later in this chapter.



7.7 Issues and Problems in Wholesaling and Retailing of Small
Housing Loans

Our 1investigations show that the low income households
are generally not availing of loan facilities extended by the
formal financial system. As already indicated there are several -

reasons for this situation. First, and perhaps foremost is the

question f providing acceptabl -uortgage/collateral. We found
that nos- low iacome households .:: aot own land or have a clear
title te it. As is well known - formal HFIs, including the
banks, ' -'sist upon formal docu.: -ition in regard to land and
municip: .certification. Clearl- nless a satisfactory solution -
to this - -oblem is found, there : .ittle poésibility of the low

income >useholds getting directly integrated: with formal
financi:: systems. In our descript.on of various éase studies we
pointed ut several ways in which the issue of collateral/mortgage
has bee¢s tackled. For instance, DKK/Coops in Indonesia and
Gramee:: RBank) 1in Bangladesh have done away with need for
collateral. As already explained, the group pressure forms the
basis of 2:suring the recovery of loans. This is done essentially
through borrowing circles (comprising of a minimum of five heads
of potential borrower households). This system seems to have
worked well both in Indonesia and 35angladesh. Indeed a study of
Grameen 3ank (Bangladesh) has cla’ :d loan recovery to be almost
98 per cent. It is worth point.nz sut that there are very high
costs associated with high recovery rates. In fact, Razia (1988),
while pointing out this fact, has indicated the high grant
component and professionally operated bank branch networking. Also
she points out much of the window dressing done.to show good
working of Granmeen Bank. These conclusions of Razia have however
been disputed by Professor Mohd. VYunus, the Chairman of Grameen
Bank.



In India, we cited the experience of SEWA and DCA where
personal knowledge of the prospective. borrowers and thelir
subsequent track record of repayment formed the basis for
providing loans. It is our considered judgement that as a first
step to providing loans to low income households on any
significant séale it is essential that insistence on following
zraditional western wmod2! . f security is dispensed with. It may

~» poiated®out that the Jestern model of collateral/mortgage

.wisages an effective o---ition of legal systenm. Our dialogues
~ith builders, develop: . financiers and legal experts have
nvinced us that even |, :l1 mortgage is not always effective in
e recovery of loans ma: because of the known complexities in

.fective servicing of i,reclosure laws. A possible viable
.iternative is when the Tr.:-sfer of Property Act permits the sale
»r mortgage under dispute to a lawyer for enforcement through the
“>rmal legal process on 4 suitable consideration of the sale
troceeds 1In lieu of the HFI fighting the case. It may also be in
order to point out at this stage a distinct merit of the
caperatives in that this system provides an internalised legal
process for recovery of defaulted amount dispensing with much of
the time taken in the Lower Courts in India. Some of the
Cooperative Acts in Indi: even permit delegation of actual
recovery through bailiffs -0 the employees of the cooperative
tinance socleties (e.g.. -1l State Cooperative Bank has been
jelegated with the power t: effect recovery after the award of a
Cooperative Tribunal througn its own staff with powers as enjoyed
by bailiffs). Another major requirement of the HFIs and Banks is
their insistence on construction of house on own land with proper
municipal certification in regard to building plans. Most housing
of iow income households do not conform to the existing building

bvelaws or zoning reg: - - -its. Also in many cases the land may
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not be owned by these households. Our surveys of Delhi’s
slum/squatter settlements and other informal housing on legally
owned land usually termed as unauthorised Informal/ construction
show that a large proportion of construction does not meet the
municipal requirements. This construction is not only not
eligible for finance from formal financial sector but it 1is
constantly haunted by the fear of dendl.ition. In this context it
would be in order to mention the kizd of conflicts that seemed to
exist betw:=en national goals and olicies on the one hand and

policies of local bodies on the othu:

': also saw the existence : situations where even for

constructi - on(legallg allo_tted land by competent authorities (as

in the cas: of 120 sq.ft. plots of DDi, Delhi), the insistence of
the forma. sector banks to produce mdrtgage permission from
~concerned iuthorities has been responsible for holding back the
loan. Obtaining such permission was reported to be both cumbersome
and time consuming, and hence kept out almost every potential
borrower fron seeking loan from the banks. Our talks with NGOs
operating in respective areas also convinced us that the banks are
hardly keen to deal with such petty loans éspecially considering
the risks and; c(zsts involved in loan tecov‘ery. Besides the problem
of collection, advancing loans entail lengthy paper work and
documentation and permission similir -3 those applicable to very
large loans. Another important aspect in this context relates to

reconstruction in slums/squatters settlements where no one takes

formal municipal sanctions for construction - irrespective of the ..

. fact whether the construction is through self-effort or through
official agencies entrusted with such tasks. Clearly in these
sityations where no municipal sanctions are taken the question is
whether the formal {imstituticn -:.l provide the funds. The

existing experience is that wh: ¢ such housing advances have



been provided by formal sector financial institutions (especially
the banks), it has been mainly because of the significant role
played either by an established NGO or concerned local authorities

or local level network.

The reluctance of the banks in providing small loans to
LIHs with uncertain incomes and risks in loan recovery is
understandable, and one can therefore apprecliate the bank
manager's dilemma in providing such petty loans as he himself is
accountable for recovery, as well as the good record of the bank.
The costs and time involved for the Banks operating on high cost
technology are clearly of low priority. However, therz are known
situations where, in order td meet the targets, the »ank manager

may be persuaded to operate such schemes6.

Retailing of small housing 1loans, when properly
conceived and tailored possibly has the chances of high recovery.
as indeed has been the experience of Grameen Bank in Bangladesh
and HDFC in India (although the latter has esseatially confined
itself to formal sector). The cost of recovery can be brought
down substantially if wholesaling is done by the formal sector
institutions and retailing is done through community/group based
institutions where we saw that group/community responsibility able
to bring pressure on potential defaulters - reducing the chances
of losses on account of defaults or non-payment. The recovery
mechanism of a formal sector bank is a high cost one as it has
high overheads. Second, banks do not generally go door to door to
collect loan instalments. In case this is required, it adds to
their costs. Third, banks prefet‘recovety on at least a monthly
basis if not quarterly. With Low Income Households, frequency of
collection has to be weekly, If not iaily, and door to door. In

view of what has been said, it :: reasonable to infer that
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retailing of loans and its recovery by formal sector institutfons
may not be viable, and consequently innovative methods will need
to be evolved for the purpose. In this context we showed the

superiority of a community-based institution.

In conclusion, it is worth mentioning that Grameen Bank
is a high cost option. In India, at the national level we have to
foll-w the low cost option necause resources may be a major
constraint. Also as has been lemonstrated cooperatives with as
larg;- a amembership as 200-350 persons are viable and are a low

cost 1ilternative.

8. + Framework for Housing F: :1ce System for Low Income
‘ouseholds : G. K. Link Mc

In this section, we 10w propose a model of housing
fin ‘ce for the low income households. The model is an outcome of
the action programme currently carried out in Delhi by the
Pun:rvaas. To begin with the thought process leading to the
eventual development of the model, henceforth called G. K. Link
Model due to Devendra Gupta and Sanat Kaul who introduced the
crucial concept of a link institution in the model, is outlined.
This :s followed by presenting the main structure of the model and
its underlying assumptions. In the light of the experience of
Punervaas action research, we i~dicate some of the limitations of
the 1odel. The proposed mcdie: while incorporating a number of
innovations, considers the specific needs and circumstances of the
target group as yell as esseiatial requirements of the formal
sector institutions. The housing finance system proposed has all
the characteristics of a semi-formal'housing finance system

(SFHFS) since a number of requirements associated with conven-
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tional financial mechanism and procedures have been either
dispensed with or modified to suit the housing market under

congideration.
8.1 The Background

We have seen that the formal financial sector because of
its conservative policies has not been forthcoming to provide

housing loans to low income households7.

Also the LIHs, even if
they are aware about the availability of lendable funds from
financial institutions, are generally inhibited from seeking
housing ioans from them largely due to rarher restrictiveyloan
terms, especially those relating to collateral and downpayment
requirements, and rigid repayment schedule. Besides, cumbersome
procedures and lengthy paper work required of them usually act as

deterrent to seeking loans.

It must however not be construed to imply that the
formal financial institutions are not keen on providing housing
loans on liberalised terms with the possibility of relaxing
downpayment and collateral requirements. Lack of knwoledge about
the precise economic :and financial circumstances of the LIHs
however acts as a barrier to providing loans. The HDFC is perhaps
the only formal sector institution which has at least made a
serious attempt to reach the LIHs through the use of local level
network. For i tance, in one case they have used the cooperative
of small traders and in the other the services of an NGO to obtain
first hand knowledge of the potential borrower households
belonging to low income groups and unorganised sector. Clearly,
these are isolated experinents and their viability and replicabi-
lity are yet to be estabi.sned. These attempts however underline

the need for some kindi -f an interface between the formal
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financial sector and low income/unorganised sector households with
a view to making an impact on the process of integrating LIHs with
formal Afinancial sector. This model has certain limitations. They
relate to identifying local level networks by formal financial
institutions, implicitly imlying knowledge about the existence of
a local level network, and that these networks have . effective
rapport with potential borrowers. Here we also assume the
initiative t. come directly from the. financial institution.

Clearly if the LIHs are themselves keen to reach the formal

sector, the ~ .tion arises as to whether they need to go through
a local lev.. network whose effectiveness vis-a-vis the formal
sector insti: ~on is generally not known. Another possible gap

in this model ncerns the respective roles which may be assigned
to financial institutions and local level networks in dealing with
various formal sector non-financial institutions fnvolved at

various stages of shelter provision.

In order to overcome some of the above mentioned
problems which formal sector institutions encounter in identifying
local level networks with established credibility amongst
potential LIH borrowers it is essential to seek an alternative
model capable of providing an {interface on a continuing basis
beetwen the rormal sector financial {institutions and the
unorganised lsu acome households. It is in this context that we
propose a aoi-.. wherein we 1introduce the concept of a link
institution whizh, on one hand, is familiar with the functioning
of formal sector institutions, both financial amd non-financial,
and on the other hand has close associatioﬂ with local level
networks working (or willing to work) with cluster of low
income/unorganised sector households. The link institution ias,
among other things, the objective of identifying the potenr::il

seneficiar . ad organising them into groups and sub-gru.
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preferably Into multipurpose cooperative societies through the
institution of local level networks. The Link Institution will,
1f considered necessary, also promote and develop viable economic
activities In the community through training and skill upgradation
programmes for raising the éarning lévels (and hencce saving
capacity) of these low Income households. The Link Institution is
assumed to have the necessary access and clout to deal with
various official and non-official agencies to assist in the
process of formation of cooperatives and to render such
assistance, including land tenure/occupancy rights as would
" facilitate effective interface. The Link Iastitution in our model
is also assumed to have a long term inte:r:st in the}community. One
way to achieve this is by encouraging these groups/cooperatives to
become its members. Ah’important function to be performed by the
Link Institution relates to its aéting as a conduit for providing
information to the formal sector 1institutions, especially the
HFIs, about the socio-economic characterists of the prospective
borrowers including their earnings, savings potential and repaying
capacity. It may also negotiate in securing at reasonable premium
rates life and general insurance cover for the households under
group insurance/master policies. An important task envisaged for
the Link Institution is to foster'amongst the LIHs the habit of
thrift through regular collection at intervals convenient to
savers for eventually building up a corpus of funds for providing
temporary advances for various purposes including for starting new
economic enterprises, and other short term needs. In the latter
category, mention may be made of advances to households who
finance part of their home construction or upgradation usually
through distress sale of assets at a price less than the fair
market price. 1In order to prevent this to happen these funds may
be utilised to provide bdridge loans or short-term advances after

pawning these assets. imilarly during prolonged illness or such
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other episode in the family when it is wrecked financially and
incurs heavy debts, these funds can be readily made available to
save them from sinking into a zone of permanent poverty. The
principal role proposed for the Link Institution is essentially
that of a facilitator, mainly in fostering links between the
formal sector. institutions and the low income households through
the use of local level networks. It has the added task of the
continuously monitoring the progress of various activities related

to the welfare including shelter provision of LIHs.

' Fof ensuring cohesiveness of the céoperative/group ir is
essential that the local level network/institution integ;ates
members by bonds which would detét them from leavingaot deserting
the community. This can be doné,by (1) assigning all/any occupancy
right/renewal right for housing in favour of the Link Institution
or the 1oca1 level network; (1ii) evolving saving schemes and build
up a corpus of funds for the ihstitution; and (i1i1) by providing
a social security cover like fire, theft and personal accident
insurance and perhaps also group life insurance, on lines similar
to landless agricultural labour or IRDP beneficiaries as is being

done presently by the LIC.
8.2 The G. K. Link Model

8.2.1 Structure of the Model: In the proposed model depicted in
figure, the interface between the formal sector institutions,
fingncial- and non-financial, and the low income households is
effected'through a link institution called Punervaas. This
interface i{s achieved in two stages, both operating simulta-
neously. In the first stage of interfac2, an NGO carefully
chosen, works with the target community of .:v income householdss.

The underlying objective is to motivate thes- households about the
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significance of quality of life. For this purpose specific
programmes, such as training programmes for skills upgradation,
promotion and development of micro-enterprises, conducting health,
social and personal hyglene and literacy programmes, propagation
of cooperative 1deals and formation of cooperatives, etc., are
planned to be initiated with the help of NGOs and other appro-
priate agencies. Before the NGO begins working with the coammunity,
the Punervaas through appropriate workshops and orientat on
programmes familiarises the NGOs with the philosophy and ideai= of
the movement, as well as with the procedural requirem-: cs
essential in the smooth implementation of the programme. In t se
progranmes various functionaries of formal sector institutr! s,
NGOs and representatives of target group communities partici; " =;
the aim being to provide a forum for greater appreciation of -he
problems and constraints of principal actors or participant- in
the system, and to evolve nmutually acceptable procedures, : s
and strategles for improving access to housing funds from f- -zal
sector. The Punervaas in the proposed model has the responsibility
of apprising various formal sector agencies of the problems oI t.>
low income households in accessing housing funds and may seek ¢ o
intervention of various official and non-official agencies to find
ways of overcoming these problems within the overall framework of

existing laws of the land.

A key element of the model consists in mobilising the
target groups into multi-purpose ccoperatives with women as first
signatories with male members as joint ownersg. This 1is done on
the assumption that women are generally superior at repayment of
loans and are not easily tempted to sell off their dwellings. To
expedite the p:ocesé of cooperativisation, the Link Institution
may also consii=r it prudent to prepare model byelaws acceptable

to Registrars i Cooperative Societies. The task of educating and
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mobilising the community into a cooperative and {its subsequent
registration will in general be assigned to the selected NGOs.
The key role assigned to cooperatives in this model arises (apart
from performing such functions as bringing group pressures on its
members to comply with various requirehents), from the fact that
the members do not have tenurial or occupancy rights on the land
they are currently residing/ occupying, the formation of
cooperatives may help in temporary occupancy rights from the
concerned agencies on the explicit understanding that the land
would be vacated when alternative satisfactory site has been

provided

8 2.2 Modus Operandi: As would be clear froa Figure 7.1
Punervaas or the Link Instiﬁution is the centrepiece of the model.
Starting from bottom the low income households mostly belonging
to the ihformal sector, are first exposed to NGO“s who are
selected with great care and caution. The NGO“s, with necessary
orientation about the philosophy of the Punervaas movement, are
assigned the task of mobilising the LIG households into
multi-purpose cooperatives. For this, the NGO“s would carry out
the necessary extension work of educating the LIG households of
the advantages of working through groups and cooperatives. This
function 1is clearly in addition to other normal tasks like
health, education and hygiene which NGOs per form. The specific
responsibilities to be assigned to NGOs in this model would
however depend on a number of factors and may vary from one
community to another depending upon local conditions and

socio—economic characteristics of these households.
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For efficient functidning of cooperatives and avoiding
(or at least reducing) the possibility of intra-group rivalries
within the communities, the model seeks to provide adequate
repregsentation to the NGOs on the management of the cooperatives.
It would be seen from the figure, the chosen NGOs are
simultaneousi.y inter-acting with the target group and with
Punervaas, the Link Institution. A major purpose of providing
interface berween the NGOs and the Link Institution i{s to use the
NGOs for aprrising the Link Institution about various problems
experiencec .7 thé 'LIG households in obtaining loans from formal
sector inst. «<tions. In turn the Link Institution is to wuse ' its
network/gcs: rfices (as indicated in the Figure, with both formal
sector finc :al and non-financial agencies to find mutually
satisfactory and acceptable solution to various problems to
facilitate to the formal sector financial sector to advance loans

to the LIHs.

It may be reemphaéised that in this model, the role of

the Link Institution is essentially that of a facilitator, and

provides such intellectual inputs as would bridge the information

gap that may exist in bringing about an_ effective interface

between the formal sector institutions and the low income

households. So far as deposit mobilisation and advancing housing
loans, et:. :re concerned, the role of NGOs and the Link
Institution ~c:sists in laying down broad strategies and norms to
deal effe.ctively with problems concerned with say collaterals,
downpayment, repayment schedule, municipal certification of
building plans, title on land, etc. which usually act as

deterrents to providing formal loans to the low income househ»lds.
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8.2.3 Assumptions of the Model.

As would be clear from the foregoing description, the

G.K. Link Model is based on a number of assumptions, and violation

of any of these would possibly restrict its applicability. Some

of the underlying assumptions may be restated as:

3.

The target group has the saving potential for hone
ownership /upgradation. In situations where this
potential is not existing currently, the model envisages
raising saving potential through skill upgradation and
other econoaic programmes for gainful :aployment.

Funds availability {s not a major constraint.

While neither the poor are able to access these funds
nor the formal sector institutions are able to reach the
target group for various procedural and institutional
reasons, there is willingness on the part of the formal
sector institutions to advance housing funds to the
target groups, as well as of the target groups to derive
benefits from funds availability for shelter in a
mutually acceptable financial environment.

The voluntary agencies or the NGOs have the necessary
commitment, motivation and infrastructure to work
actively in various tasks assigned to it towards the
cause of shelter provision to LiHs.

The “Link Institution”™ providing an interface between
the formal sector agencies (financial and non-financial)
and the target groups via the NGOs has the necessary
personnel, credibility and status to play an effective
role expected of it.

The target group comprises of persons who do not have
(1) acceptable shelter with or without legal rights on
the land, and (ii) access to housing finance. The low
income households or the target group in our scheme need
not necessarily have to be strictly covered by the
official definiticn »>f EWS/LIG households, as indeed
some of the slum d.:.lers who are above these officlal



7.

income limits, need assistance for home ownership/
upgradation. However, only modest shelter assistance is
envisaged in the model.

The model is essentially a low cost option.model in the
context of meeting credit needs of low income households
by the HFIs.

The last but not the least, the government and its
various agencies have the necessary commitaent and
concern for the welfare of the poor, and willing to
initiate such policy changes/modifications as may be
required to implement the programme without undue
delays, etc.

8.2.4. Features of the Model

For convenience .and to provide focus we now sunmarise

sone of the salient features of the model. These are:

1.

2.

3.

Given India”s resource constraints, the G.K. Model
unlike the Grameen Bank model Bangladesh which operates
on high administrative subsidy through grants, is
envisaged as a low cost option with least subsidy (and
if possible no subsidy) not only on account of interest
charges but administrative expenses as well.

In the proposed model recovery of dues are designed to
suit the economic circumstances of low iancome
households. For example, the practice of door to door
collection of small amounts on a daily/weekly basis, if
necessary, is adopted. Similarly the proposed model has
the 1inbuilt capability of adopting flexible terms and
conditions connected with loan recovery.

Use of group pressures and coercion by invoking powers

conferred under the appropriate acts of cooperative
societies.
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4. The inbuilt flexibility of the model to mop wup
additional savings from low income households through
fnnovative non-conventional saving 1instruments,
including the practice of undertaking door to door
collection of savings even in very small amounts on a
daily/weekly basis.

5. The 1insistence on collateral to be replaced by group
pressure and group guarantees through the instrument of
cooperativisation, and women, to the extent possible, as
members of cooperative with the male members as second
signatories.

5. The model shall have certain non-financial featureé as
family planning, health care, education, etc.

3.2.5 Summarising aand Expetienceloz Our experience with

Punervaas action research has opened up the possibilities of its
success on : country wide scale, but with suitable modificationms.
There are, however, certain lessons which are worth sharing.
First, the success of the model is largely dependent on the
commitment, experience and capability of NGOs. Without their firm
commitment and sustained interest in the community, the model is
not likely to achieve the desired success. Thus the selection of
the NGOs should be done with utﬁost care. To the extent possible,
“GOs with proven track record should be involved. Secondly, the
_ink Institution should have as its members persons with necessary
-xpertise, vision, and leadership qualities to inspire confidence
10t merely amongst the target groups and NGOs but also amongst
various formal sector institutions, financial and nqn-financial.
Further both financial institutions and official agencies
concerned directly or indirectly with housing programmes should
have a positive attitude to effecting such changes and
modifications as would facilitate the HFIL’s o provide housing

funds to low Income households. It may be worth emphasising the
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fact that the proposed model provides only a broad framework and
would need modifications and continuous updating in the light of
the experience gained over the period to suit the specific target

communities.

The contribution of this model basically lies in
assigning a key role to the Link Institution which, being close to
both formal and informal sectors, helps HFIs to devise saving and
lending instruments appropriate to the specific economic and
financial circumstances of the low income households. It also
plays a major role in helping remove many of the obstacles and

disabilities preventing provision of funds by the HFIs.

Given the scope of the present study there are some
important 1issues thch have not been adequately dealt with. They
mainly relate to interest rate policies especially in the context
of cross-subsidisation, and the criteria in choosing target
groups. While NHB has implicitly done away with the income
criterion,.HUDCO noras of assistance take into account not merely

income but also the size of the plot.

It would not be unfair to conclude that the proposed
model will remain:a piece of document unless both political and
bureaut ic machinery lend their active cooperation at all stages of

the implementation of the project.

A word of caution. The poor are 1likely to be
disillusioned by any undue delays in project implementation orce
it is taken up - and hence much advance preparation is necessary
before the project is actually taken up for implementation in the

field. Also success .~ one or two pockets may raise unduly high



expectatlions amongst similarly placed communities and hence
continuous dialogue with various official and non-official
agencles at all stages is necessary.

9. Concluding Remarks

In conclusion it would be in .- icr to wmention that e

have not touched upon the fiscal incentiv: =aainly because the low
income households are outside the tax net. lso Cur atteation bas
been confinad mainly to slunm dwellers :-d squatters, usually
having irregular and unstable incomes of w aagnitude. We have
also on purjose avoided any discussi of tho:2 lew ncone
households whose earnings are generally ;ular ead stable, aad
therefore outside the risk zone so - as housing firance
institutions are concerned. Indeed HDr s finéncing such 1low

income households as primary school teach: ‘s In regular employment
with the government and army jawans. F: :her, housing funds are
being advanced by HDFC to corporate sec .r Ior their employees”

housing.

In these concluding remarks we ..:id in the context of
the poor also like to underline the ue=d for an integrated
approach to housing. Merely providing ::elter serves little
purpose unless supplemented by efforts to ::rrespondingly increase
the affordability of the poor by raisin: their earning levels
through creating job opportunities. Also ziven the smallness 3¢
loans, community-based housing finance s:stem has a clear edge
over othef systems especially in the context of loan recovery. The
need for devising flexible lending instruments to suit the
specific circumstances and nature of earnings of most low iacuze
households should be kept high on the list of prior.ties. ‘a

regard to raising resources through houschold savings, ~e beli.
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that to link it with the quantum of lending is neither necessary
nor desirable, first, despite all what we have said earlier in the
main body of the text it is an expensive propositfbn and may
unduly raise the costs of funds, and secondly the household
savings may indeed be not adequate to meet the housing flnance
needs of the poor. Therefore, 1t may be desirable to give due
emphasls at raising resources from capital markets or else rely on
government funds. We are not suggesting that saving habit need
not be 1nculcate& amongst the poor - indeed all through our text
we have emphasised this aspect. Our emphasis should be more on
ensuring fullest recovery even if this implies high collection
costs as the writing off loans or Amnesties of any sort will
clearly have demdtalising iqfluence on the more honest loanees. In
this context, mention of Bangladesh experience of Grameen Banks
where the role of women and integrating shelter strategy with
measures to improve economic conditions of the poor may be made
where generally loan recovery rates are reported to be almost

close to 98 per cent.

Finally, in the context of the poor, loans for
upgradation of housing are important,'and any system of heousing
finance should encourage such loans. Bridge loans should also be
provided to the poor to save them from liquidating their assets
movable/immovable at a price less than fair market value. This is
particularly crucial in the case of migrants who, in order to own
a house, would not hesitate to liquidate their assets back at home
in rural areas at a price lower than what they can fetch in a
normal situation. In this context it would be in order to mention
that a large part of the savings of the poor is not in cash but in
assets such as jewellery, etc., and hence the need to ensure a

fair price of assets.
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We may add that we are not in favour of setting up a new
Housing Finance agency for the low income households as has been
suggested sometimes since the existing HFIs will in due course
build up expertise to undertake this task. Instent we suggest a
consortium approach wherein the various HFIs and other financial
institutions interested in LIH housing would pool their resources,
financial and physical, and evolve a common strategy. In this
pool, contributions in the form of levies on housing loans from
the affluent should also form an important integral part. This
can partly provide cushion or guarantees against defaults. “This
is particularly crucial® from the viewpoint of viability since
they have the capacity to internalise any subsidies that méy be

needed for the purpose.

Another option is the use of local level networks. The
HDFC promoted GRUH reaches out to local level networks including
the NGOs to administer and disseminate housing finance, and these
networks in turn are reported to have “positive incentives to
utilise GRUH s financial services”. The Punervaas acting as a
link institution to provide dual interface between NGOs and low
income households and between NGOs and formal sector institutions,
financial and non- financial - in our judgement is an option worth
experimenting with on a large scale to contribute to housing and

housing finance needs of the low income households.

The proposed G. K. Model is clearly a tentative one, and
would require thorough scrutiny and debate before it is adopted on

a wider scale.
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Notes

It is worth pointing out that HUDCO cannot be classified
as a conventional HFI. Its entire lending operations
are based on guarantees from State governments and
banks, and as such without risks unlike the conventianal
HF1s.

Discussing the Housing for the Poor, the NCU nentions

the need for the establishment of a specific i:,ti-
tut ional mechanism for providing poor househo!l:: vith
greater access to affordable loans and establ! Ing,
with the help of voluntary organisations, li{- :1zes
between the formal :nd informal sector. It goes : to
recognise the need :I>r devising lending mechanis: for
the poor suiting the:r irregular income and incr:z ~-:-al

building methods.

Dealing with housing finance, the NHP has on.  the
following to say about housing for the LIG. "T: role
of HUDCO will be strengthened for dealing com;-::en-
sively with Weaker Section and low income groups . both
rural and urban areas”. The NHP further states "! .:sing
Programmes based on sub;idy imply an uneconomic :se of
scarce resources. They also lead to inequities 1imong
the poor, and have an adverse effect on lraniag
programmes. These programmes will therefore be
progressively substituted by suitable loan-cum-su®::dy
programmes devised to optimise the use of s5::rce
resources on an equitable basis”.

One of the businesses permitted by the National How::ing
Bank Act to the NHB is "~ formulating one or more sciexes
for the economically weaker sections of the sociaty
which may be subsidised by the Central Govermment »r any
State or any other source”.

In some cases where land 1is owned, resideatial
construction upon it may not be permissible under the
zoning laws.

[~ s0ome cases of housing loans for SC/ST the Goverament
guarantees 75 per cent of the loan. This is a disiacen-
ti > to the bankers to recover loans as the effort

iav.ived in their recovery would be disproportionately
hi .



10.

It may be interesting to point out that the commercial
banks which have substantial funds for housing of

" scheduled castes/scheduled tribes (under Rs 5,000) do

not make any serious effort to recover these loans as a
large percentage of defaults (almost 75 per cent of the
principal amount) carry govermment guarantees.

An NGO may already be operating with a parﬁicular
community adopted by Punervaas for shelter upgradation,
etc. NGOs wusually work with such comaunitiss in the
areas of health, hyy -ne and literacy.

This is not always - »>ssible. The endeavour (35 however

to have as many won.~ members as possible. : way of
enforcing this is . give priority to LIH aunities
agreeing to accept! ; the priaciple of womc is first
signatories.

For a flavour o: Punervaas aodus oper. .., see

Appendices I and IT > this chapter.
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PUNERVAAS <

A HABITAT MOVEMENT DELHI CO-OF
| HOUSING FI
SOCIETY |

THROUGH SETTING UP COMMUNITY
BASED FINANCIAL INSTITUTIONS

_ “The most demanding of the urban challenges, unquestionably, is the
challenge posed by poverty : the challenge of reduc:rg explcitation, relieving
misery and creating mare human cenditions for we:-« ng living and grewth fo
those cisadvantaged people whe have already m:z 22 "=e City theirheme or are
in the process of dcing so. The !ask of adequately "2:2:ng, educating, housing
and employing a'arge and rag:aly growing number < under-rourished semi
iterate, semi-s«iled, under-empioyed and impoveris - =d city cweiers iiving or
pavements, in poorly serviced chawld, in unhygi= ".c s'ums, :n :ilegal anc
squatters’ colories andin other forms of degraded a- * ~adec.z:e settlements
and strugglirg to make a living frcm low paying and . ~ s:abie cccupations, is the
challenge facingindianplarners. .

2. ifthe presenttrends persistinthe comingdec :Zes, the urbanlandscape
will continue to mirror even more galringly, the ills a - 3 contradictions of Indian
society today : economic disparties, social inequali: =s, cultural alienation and
increasing deprivation for a large number of its peccie. in the cities, there will
be more skyscrappers and inthem more spacious a~Juxurious apartments for
aprivileged few ; at the same time the number ofthcse wnd squatin squalor and
drink from the drains will also increase. The poor and the .rskilled from the rural
areas will continue to flock to big cities in the the noc= of employment and a
better iife. only to add to the growing number of urer: cyed and cause futher
deteriorationinthe quality of city life.

3.~ Thereis a considerable body of evidence to s~cw that the growth path
selected by India has not led the poorest sections of ccpulation to better living
standards nor has it led to a reduction of inequalities in any visible manner. The
share of the poorest 30 per cent in the consumer expenditure has remained
nearly stagnantduring the period 1958-78. Itis paradcxical that this should have
happended despite the annual average rise of income oy 3.5 per cent, *

-Reportofthe National Commission on Urbanisation.

THE OBJECTIVE

4, Punervaas is a habitat movement which endeavours to bring together
Slum Authorities, Co-operatives, N.G.Cs and Financial institutions with the
pgsic objective that the poorest of the pcar in our cities would help themselves
In improving their living conditions. It is crcposed that Punervaas wouid act 1s
catalyst in (\he process of formation af multi-purpose cooperatives 2f smau

OELHI COOPERATIVE HOUSING FINANCE SOCIETY LTD.

YMCA CLIL rURAl CENTRE CUM LIBRARY. JALSINEH R1)A1) NFLY ﬁ‘;uu, 110NN PLI . 1 e-maa s



clusters of Slum Dwellers with the help of N.G.Os. It would help improve upon their economic
condition and habitat collectively through environmental imrpovement and individually by facilitat-
ing obtaining loans through the cooperatives from concemed agencies. Further, it proposes to help
the cooperative to draw up its plans for its habitation and income imrpovement activities so thatthe
members are able to build their own habitat on the basis of self-help and collective efforts and
improve upon their incomes. With this they would also improve their repayment capacities.
Attempts will also be made to ensure that the maintenance of the so formed cooperative habitat
is carried out by the cooperatives themselves. Education in terms of knowledge of cccceratives,.
social hygiene and healith, etc. will also be provided with the help of N.G.Os, Coopera:ive ~-aining
Institutes and concerned develcpmental agencies c¢f *he Government. Technical ec.::" 3n for
Cevelopingcertain skills could alsc be imparted thrcugn the cocperatives.

S. Atthe National Policy level, from Slum erac'zz: cn and remeval, the policy Fas ~2.. ;- “ed
to slum improvement as and when possible. Otrers se sh*ing*o an alternative site .r'2 tsize
cf at least 30 sq.mtr. is required (with built-up aczcc mmocation on not less than. 10sq.~ . The

Urban Basic Service (UBS) programme. which has 2 Central budget a:lotment of Rs.2 "~ . zrores
covering 200 towns includes Environmental improvement of Siums - ZiS). The L3S ~.sles
participative role and as pointed out by the Reportof tre Urban Commiss:cn aNational Pr- "amme
can notbe mounted unless “aninstitutional frame-work. broad and strorg enough to brir ; _.uzens
and serving agencies together to pool their resources and work in cooperation is ¢: ::2d for
achievement of what are essentially common gocds.” Punervaas is one such attempt. ir :33tan,
“the New Deal for the Poor ' as recommended by NCH provides for a thirteen poirts pa--age ‘or
implementation in the 8th and 9th Plan period for intervention in (i) income and emplc. ~=. i)
basic services (iii) shelter (iv) public distribution. (v) sccial security and (vi) NGO Sector. Its = 3:3es

advancedthrough re-lendingpriorities of the F:rancial Institutions.

FINANCING LOWINCOME HOUSING THROUGH COMMUNITY BASED FINANCIAL
INSTITUTIONS.

6. "Reconciling the requirements of housing finance institution with the requiremen: ¢ low
income groups for access to affordable loans raises the question of how financial services :3nne
adopted to requirements of the incremental construction process through which the majority cf low
income households build their houses. Community Based Finance !nstitutions (CBFI) are z~other
approach to the introduction of formal loan arrangements in the informal housing sector.” - G'sbal
Report on Human Settlement 1986 (HABITAT). The Report of the High Level Group of RBi on the
proposal to set up a National Housing Bank submitted in February 1987 stated that “Abs2~ce of
decentralised housing finance and delivery points is the biggest weakness of the existing "3using
finance system. The only local level institutions at present operating are primary ~cusing
cooperative societies.” Punervaas institutional mede: can provide such a community levei t:rancial
systemwhich can help the financial institutions Iccat2 ar ‘ntermediary link institution and aiso reach
the poorest of the poor. Howeer, it would be th2 2rceavour of Punervaas to stress tpcn the
cooperatives so formedtouse i-cirjudgementin fix - atfordability criteriain givingloans.

SEMIFORMAL FINANCE: THRIFT AND CREDIT

7. “Several approaches have been tried to ¢ 22 ~a the limitaticns of informal finance ferthe

248



PUNERVAAS

non-cooperate sector - many government drogrammes of direct, low cost lending have experi-
enced serious difficulties. Two types o¢ e naing arrangements, which fall in the grey area between
informal and formal finance, offer some promise. These are groups lending scheme and
cooperative financial institutions, which can be found the world over” World Development Report
1989 - It is generally believed that people in the informal sector live hand to mouth and have very
low affordability limits for loans. However, some new research into these pockets have shown that
slums need not be 'Siums of Despair’ but could be ‘Slum of Hope' and savings potential does exist
in these pockets provided community based financialinstitutions are properly organised. There are
many case studies available from various parts of the third world where such institutions have been
organised with success. This is, of cz"se, not to say that there is no debt problem in these areas.
which is also generally quite high. P. - =rv3as also aims to build up a financial structure of thritt and
credit so that small savings are mc: 523 and small business loans fo- self-employed are given.
itis proposed that all members of th= -0-operative will contribute a copuisory ‘Deposit’ of Rs.15/
per month which could be w:~graw ~ under Special Circumstances a: prescribed in'the bye-laws
anc w~illneedthe approvalo‘ - 2 mar.a5ing committee. This istoimbibe the habit of thrift.

OTHER SCHEMES

8. - There are anumber of technica! education, skill promotors sz~emes of the Go /t. which are
providing free or subsidized services like the Environmental Improvement Scheme, Urban Basic
Services Schemes. Family Welfare Scheme. Small Loan Prcgra—mes, Self Employment
Porgramme for Urban Poor (SEPUP). It would be unfair to expect the .- west strata of the society
to meet all the cost of its habitat improvement when government c-ovides free of cost or at
subsidized rates to others. It is, theretore, proposed that Punervaas + suld take advantage of all
such programmes for the habitat/li, ziihood improvment, arrange so** - ans, as far as possible and
thereafter only goinformarketorientedloans. if considered necessar:

COLLECTION MECHANISM.

3. Aftordability criteria has t2 7 - evolved with due care as it :: crucial to a good recovery
system. However, in a situatio~ of *srmal sector occupations, it is necessry that cost recovery
systems are made flexible to sut !~ _ -2quirements of the members. ¥ stly, frequency of recovery
becomes an importartitem. F-=5.2n: collection perhaps even on a - 1ily basis will be required so
thatpeople who earn on a caii, 233 < 0o not fritter away their earnings. Secondly, the people have
to be made aware of their loan cbi 3z:ions and penalities. While penat interest can be charged in
default, powers to remit shou!d rest in the co-operative Managing Committee for those who have
had a tragedy like death. These could be specified in the bye-laws. It has aiso been feit that
incentives to pay on time, like discount provided on electricity bill, could play a more positive role
rather than penal interest. Further, additional loans could be considered for those with proven
previous track record of repayment as is being done in the Grameen Bank of Bangladesh. Cost
of recovery is an improtant aspect of any financial institution. While close monitoring of recovery
becomesimportant, the costs involved will have to be kept to barest minimum.

OTHER ACTIVITIES

10. '. it wou.ld be the endeavour of Punervaas to also help each co-operative organise its
collective business acti«ity which will help all its members. For example each co-operative could
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run its own consumer store alongwith a Fair Price Shop. Further, maintenance would be an
important aspect of the cooperative activity. Itis proposed that an amount of Rs.25 per month would
be levied on each households by the cooperative to provide streetlights, water, drainage and some
social security.

SPECIAL ROLE FOR WOMEN

11.  Oneofthefeatures of the Punervaas movementis the pivotal role being assignedto women
in the schemes. In view of this the endeavour will be to enrol women as primary members of the
cooperative followed by treir husbands as joint member. This will, it is hoped, ensure better
repayment of loan as we' 3s reduce the risk of change of hand of the property mainly because
women are found to be m .ch better at both repayment of loans and retention of property. In this
connecticn, we have the = : imple of SEWA Co-operative Bank of Ahmedabad where only women
aremac: membersandtt: haveachieveda highdegree of recoveries.

PUNER/AAS AND NATIONAL POLICIES

12. .~ervaas movement is in total consonance with the underlying objectives and priorities
as laid down in the National Housing Policy and in conformity with the New Deal for the Poor as
envisaged in the report of the National Commission on Urbanisation-Punervaas has also drafted
modelbye-laws tofacilitate the formation of multi-purpose cooperatives.

PUNERVAAS AND N.G.Os

13.  Asalient feature of these bye-laws is the role assigned to the N.G.Os in not only helping
motivate the slum cluster to form cooperatives, but also in its management. This will be effected
_ by a provision that will enable the Registrar, Co-operative Societies to nominate four members in

consultation with Commissicr.er (Slums) to the managing committee. This will enable the N.G.O’s
continuity in h=.u."g a particular cluster and also give them a formal role in the management.
Disputes, if any, betv.een m= —bers of the cooperative will be settied by the Registrar, Cooperative
Societies as per the Stats Cc:cerative Act. Itis hopedthat each N.G.O. will continue its association
with a Slum clusterfor atleast abcut5 years.

MORTGAGE AND SECURITY AND COLLECTION

14.  Since financing the poor for shelter or for economic activities has severe limitations, as the
existing financing institutions are unable to release funds without proper mortgage and security,
itis the endeavour of Punervaas, to draw upon its goodwill and strength to provide the apcropriate
atmosphere to enable the formal institution to lend its funds to the lowest strata of the society.
Financial intermmediation in terms of a community based institution becomes necessary to in+2rface
with ihe =v'sting ¢ 7ar s=c tinancial sector and Punervaas hopes to help provide such 2 'irk by
arrangis,, cover s- .ty mortgage/surety of an acceptable kind. Attemp's would be ~ade to
arrange terurial rg-t 2 v2r t0 1and under occupation in favour of the ccoperative after a new ‘ayout
has teer 37awn w0 ~ > ch ~-v‘era|ly reduces to area of occupation. in case this is not gcssible,
atter~g'5 2 irrarae - .2.c 1 . ~.ghts for the cooperative till alternative site allotted. This could be
usec iscc atera’l T iitgac” —--:covery ofloansis also aissue which requires special hanc!.rg and

recc.ary —athods “2cnas 1 s need to be modified from those of the existing formal *rancial
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institution to suit the requirements of people working in informal sector. Frequent recovery by the
Sium Co-operatives will be encouraged in this connection each cooperative will have to have in
house collection system which is both effective and accessible. However, taking into account the
ematic nature of informal sector occupations, some innovation in the system of recovery will have
to be brought in at the level of the co-operatives. Experiences of similar attempts at collection by
the Grameen Bank in Bangladesh and SEWA Cooperative Bankin Ahmedabad will be keptinmind.

RECOVERY & FORECLOSURE

15.  The model bye-laws provide for effective recovery, group pressure and foreclosure. One
of the innovations which needs to be emphasised is the group pressure which will operate on
daayed repayment. Delayed payment could disqualify the member from voting right as well as will
autcmatically suspend him/her from the executive' commitee in case he/she happens to be a
member. individual electric connez- :n could also be linked up with proper payment and it would

" be —andatory for the cooperative > deny electricity to a defaulter. Foreclosure procedure, as
pre. ded in the Cooperative Act, wc _'d be strictly followed in case of default beyond € months. As
the Zooperative Act provides for its - :n arbitration and recovery mechanism, itis likely tc be more
effc entthanthe Court.

SOCIAL SECURITY & INSURANCE

16.  One ofthe aims of Punervaasis to provide social security formembers of each cooperative.
At:mepts weuld be made to provide Group Insurance for life, fire, theft, etc. Punervaas will take up
this issue with L.1.C/G.1.C. Each cooperative could also have its own funds like education and
medica! func out of the profits of its economic activity.

DISSEMINATION OF INFORMATION

17.  Lack of information is one of the major issues conceming poor. In almost every study there
is evidence that lack of awareness and information by the poor is most regressive aspect of a
programme. The National Institute of Urban Affairs, in their study of ‘Urban Poverty’' - Study of
Perception’ has stated.

“The result of this Study ...... has confirmed for instance, the nagging fears that perception
of ditferent population groups are different on several critical aspect of poverty. The study has
uncovered a high level of ignorance about various poverty alleviation programme, with level of
ignorance higher particularly among those who are expected to benefit from them. it speaks of the
failure of the implementing agencies to adequately publicise the programme in the right manner.
There is a consensus amongst different categories of respondents with regard to the problems of
the poor. Almost two-third of the respondents have confirmed the widely held view that the main
problems of the poor are related to incomes, employment, shelter and basic services: with income
and employment being listed at the top of the problem”. Punervaas intends to keep its members
tully informed through dissemination of information through the cooperative network.

THE MONITORING COMMITTEE

18.  The activities of the Pur 2rvaas and its affiliates are monitored by a Committee consisting
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PUNERVAAS CONTINUATION SHEET

of the innovators and the NGOs besides speical invitees, if any, which meets at frequent intervals
and sorts out issues with the NGOs. Punervaas has already taken up the following sium areas of
Delhi where it is planned to help the slum dwellers to help themselves into multi-purpose
cooperative societies (absentee occupants will be excluded) and help them in obtaining necessary
assistance 1persuance ofthebasicobjectives of Punervaas movement.

19. Punervaas will continue to add new slums clus:s-s to its list of activities. Punervaas also
proposes to extend its activities to other towns and cites znd s in the process of locating <uitable
local persons/points for tre purpose.

Sr.No. NameofNGO Location of " imeof No.of
- and Address SiumCluster " -aniser houszhoics

1. ASHA EktaVihar Z Mrs)Kiran 418
B6/94 (FF) Sector-6 \artin
Safdarjung R.K.Puram
Enclave, New Delhi.

New Delhi.

2. TACET Raghubeer Dr.Pearl 1120
40, Tuglaka- Nagar, Drego (Appx.)
bad, TACET New Delhi
Academy, Instl.

Area,
New Delhi.

3 JAGRAN Alakhnanda \‘-3. Aunojona 1200
E-7/10-8 Kalkaji Roy (Appx.)
Vasant Vihar New Delhi
New Delhi

4, AllIndia R.K.Puram \'rs.Pritam 1100
Centre for- New Delhi Arora (Appx.)
Urban &Rural
Dev.5,BhaiVeer
Singh Marg,

New Delhi.
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SLUM WING
-DEtH DEVELOPMENT
AUTHORITY

Slum Wing DDA 7 DCHFS
endeavous 10 promote
community based innovative
finance through NGOs
self-help and multipurpose
cooperatives for upgradation
& home wnproven .ent

innovators
Sanat Kaud
Feliow, Vinod Dixut
£ oundation
Manit Singh
Commussioner (Slum & 1) R )
2DA.
S, Mehra
< gigtrar, Cooperative
-ocreties, Delty
“evendra 8. Capta
2 F C Professor.
- onal mstiute of Pubic
awe & Policy New Delhu
H C. Joehi

Generpl Manager DCHFS

PUNERVAAS %

A HABITAT MOVEMENT DEUH COL
HOUSING
SOCIET

REVISED SCHEME OF PUNERVAAS FOR ALL ROUND DEVELOC
MENT OF SLUM DEWELLERS THROUGH THE INSTITUTION O
MULTI PURPOSE COOPERATIVES

C.S. may kindly recall discussions held with him on 18th August 1989, regard
organisation of skum clusters in Delhi through PUNERVAAS. Based on the discussic
,we have revised our approach and philosophy and have prepared a brief note on
copy of which is placed below. We have now proposed to convert each jhuggi clus
into a Multi-purpose Cooperative which will lay stress on all round integrated devek
ment including U.B.S. scheme rather than only shelter needs. The emphasis has
shifted to building up a sound thrift and credit base for overall socio-economic devek
ment. The objective would be to set up a community based local financial institutio
which will cater to the financial needs in ali respects including small business loans
well as supplimentary shelter upgradation loan. This approact: is now based on
detailed interaction with Chief Secretary, Delhi Administration, Vice Chairman, D.D.
andthe Chairman, HUDCO.

Itis also proposed to provide a social security cover through master policies with L.1.
G.1.C. Discussions with these two institutions are already at an advancec stage, ai
we are inthe process of negotiating an acceptable premium. Preliminary results appe
to be encouraging. ‘

The role of women s being emphasised and it is proposed to make each marmied wom:
the primary member ofthe Slum Dwellers Cooperative Multi-purpose Society.

We have proposed that each household will contribute about Rs.50/- per month to tt
cooperative forthe following purposes-

1. Maintenance Fund,which will inciude water,
' electricity, sanitation etc. Rs.25.00
2 Licencefeeand
insurance premium Rs.10.00
(General and Group)
3 Compulsory Depostt* Rs.15.00
Total Rs.50.00
E————— ]

‘With a view to forming the corpus of each society a Compulsory Deposit scheme of R¢
15/- permonthfor each member has also been proposed.

Over and above this Punervaas / Slum Wing will arrange with Banks/HUDCO and othe
financial agencies for low interest loans (currently Rs.5000/- at 4%). The collection @

these loans will be the responsibility of each cooperative and will be closety monitore
by Punervaas/SlumWing. '

pr. on the objective would be to coordinate various resources available unde:
different sectors to offer themtimely and et‘iciently and also integrate them for optimurr
utilization for weaker sectioncommunities integrated development.

Punervaas needs your personalintimate involvement in this THRUST.

Y I
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Source Notes and Limitatfions

In the preparation of this report, we have mainly relied
on the annual reports of various govermment and non-govermment
agencies (cited in the bibliography). The other major documents
used in the study are: Report of the National Commission on
Urbanisation, National I >using Policy (May, 1958), and circulars

>f National Housing Banx.

The survey —-eports of National Sample Survey
Jrganisation (NSSO) es: lally various issues of Sarvekshana, and
the while papers on : ional Accounts issued by the Central

Statistical Organisation (CSO), the Reports of AIDIS, "Reports” on
Currency and Finance” an .innual publication of the Reserve Bank of
India, “Economic Survey” published annually by the Department of
“conomic Affairs (Vol. I) issued by the Centre for Monitoring
Indian Economy constitute the basic sources of information of

tulling out data on Indian economy.

So far as case studies are concerned, we have relied on
information already available with the concerned field agenciles.
They have in some cases S-een supplemented by personal visits to

the projects.

Most informations used in the country study have
official acceptability, except where spécifically mentioned. One
major gap is that data on various items do not always relate to
same time period, and hence viteating comparability. But this in

_our judgement would not alter or modify the analysis.
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Finally, very little information is available on savings
behaviour of informal sector households as well as on informal
housing finance, and whatever is available, it relates to small

groups, consequently general{sations become difficult.
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