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Developments in Housing Finance

1.1 Housing is a significant engine for growth and
development of the economy. The growth in
housing and housing finance activities in recent
years reflect the buoyant state of the housing
finance market in the country. The multiplier effect
of investment in housing has grown over the past
years as the proportion of outstanding housing
loans as percentage of GDP increased from 3.4
per cent in 2001 to 7.25 per cent by 2005. This is
quite indicative of the potential that exists if the
proportion of investment in housing in other
developed and emerging economies is considered.
The proportion of investment in housing to the
Gross Domestic Product (GDP) is 54 per cent in
USA, 57 per cent in UK, 40 per cent in the European
Union, 17 per cent in Thailand, 34 per cent in
Malaysia and 7 per cent in China.

1.2 Housing constitutes an important component and
a measure of the socio–economic status of people.
It is regarded as a critical sector in terms of policy
initiatives and interventions. This is reflected in the
efforts of the Government to improve housing and
habitat conditions by way of financial allocations
in the Five Year Plans and fiscal measures related
to housing announced in the Union Budgets.

1.3 The reach of the institutional financial market has
been extended to serve the housing sector in
different regions and different segments of the
population. The accessibility of housing finance for
people in general  has evolved, developed and

improved over the years. The financing institutions
have come to see good value in funding this
component of the economy. With a growing number
of players and increased competition, the housing
sector is becoming increasingly market-driven. The
sector offers safe and secure residential assets, good
business opportunities for the lending agencies and
attractive terms for the borrowers. Overall, the
affordability of housing loans clearly appears to have
improved with fast growing number of borrowers.
This has also partly resulted from higher levels of
disposable income seen among the earners. While
the borrowers’ community has thronged the sector,
the market has also witnessed change in lending
practices in certain segments to accommodate
customer needs, as an offshoot of increased
competition and a buyers’ market. There is a felt
need for standardization and uniformity in practices
in order to improve transparency in the market and
bring greater efficiency.

1.4 The impact of these positive growth indicators and
sentiments has not been uniform in the rural and
urban areas. The reasons are infrastructural
limitations and legal inadequacies coupled with
geographical divergences. There has been a
growing concern about reaching credit for rural
housing on market terms and conditions. The
concerns have been articulated in various policy
pronouncements and the sector has to gear up to
find market related solutions  for them. Investment
in housing in the rural areas on a large scale,
besides ameliorating  living conditions, also
impacts the economic profile of the region and can

CHAPTER - I

 Economic Development and Housing Finance
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result in all-round development. There is a strong
case for a supportive and an enabling policy
framework for bringing in large investments in rural
housing. This can well change the economic
landscape of rural India.

The Market

1.5 The Census of India, 2001 has estimated the Indian
population at 1029 million, next only to China, with
an unfavourable land-man ratio reflecting high
density in pockets. The demographic profile has
been marked by disproportionate urbanization
caused by steady migration of people from rural
to urban areas at the aggregate level. This has
resulted in a huge demand on the infrastructure of
the cities, besides causing pressure on the land.
For the average mass of people, the price-to-
income ratio is still high for acquiring a house.
Innovative loan products from financing
institutions are facilitating  their efforts to own a
house. The housing finance institutions and the
banks have made significant strides in this
direction.

1.6 As per the Tenth Plan (2002 to 2007), the total
number of houses that would be required

cumulatively during the plan period is estimated
at 22.44 million dwelling units. It is estimated that
the investment required from public sector
institutions would be of the order of Rs.4, 15,000
crore. This will have to supplement the contribution
from private players to tackle the growing demand
for housing finance during the Plan period.

1.7 Over the past few years, the steady growth
registered in housing finance disbursements
indicates continued buoyancy in the industry. Table
1.1 reveals that the housing finance disbursements
have shown a significant increase during the year
2004-05. The total disbursements of housing
finance stood at Rs. 7,6819.00 crore registering
an overall growth of 41.47 per cent. The five year
Compounded Annual Growth Rate (CAGR) as on
2004-05 stood at 32.15%

The Road Ahead

1.8 The age old concept of a house as a “shelter” has
transformed with time to mean a popular
“investment” for a significant segment of the
population who consider this as a good source of
return on capital. In the past few years, the housing
finance industry has also been experiencing, in

Table 1.1: Housing Finance Disbursement

(Rs. crore)

Institution Category Disbursements

2001-02 2002-03 2003-04 2004-05

Housing Finance Companies 14614.44 17832.01 20862.23 26000.00

Scheduled Commercial Banks 8566.41 23555.37 32816.39 50398.00

Co-operative Sector Institutions 677.58 641.48 623.08 421.10*

Total 23858.43 42026.86 54301.70 76819.00

(25.18) (76.15) (29.21) (41.47)

Figures in parentheses indicate percentage growth over the previous year

* Excludes Agriculture and Rural Development Banks due to non-availability of data
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some measure, the process of integration with the
capital market through the securitization route. This
integration has established functional links
between savers, home loan borrowers, financiers
and capital market investors. This market has huge
growth potential to serve as an important funding
source for the housing sector and it should be
possible to realize this in the coming years.

1.9 The emergence of housing on the national map as
a critical sector continues to engage  policy makers,
regulators and the players on the ground. While
the Government has continued its commitment
towards housing by way of supportive fiscal
measures, the Reserve Bank of India (RBI) has
cautioned the industry about the potential
problems arising out of the overheating of the
sector and the need to maintain a watchful
surveillance on the developments. There has also
been a word of caution on the likelihood of Non
Performing Assets (NPAs) in the sector. The
provisions of the Securities and Reconstruction
of Financial Assets and Enforcement of Securities
Interest (SARFAESI) Act can be invoked by the

lenders to realize their unpaid/defaulted loans. The
Act also serves as a deterrent for  potential
defaulters and can arrest the growth of potential
NPAs. These provisions are expected to result in
more efficient lending and recovery practices in
the industry and will generate more resources for
the sector with higher confidence among the
lending institutions.

1.10 The spurt in housing finance activities which was
witnessed two years ago, due to recession in non-
food credit offtake of commercial banks has since
stabilized.  However, the intense competition in the
housing finance segment is leading to
consolidation in a number of cases, with the banks
deciding to merge back their housing finance
subsidiaries and smaller housing finance
companies being taken over by bigger ones. The
quality of loan originations, the quality of assets,
and the quality of service are becoming the
hallmarks of efficiency and sustainability for the
lending institutions which will eventually determine
their staying capacity in business amidst growing
competition.
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CHAPTER - II

Recent Developments in the Economy and the Housing Sector

Chart 2.1 Movement of Interest Rates

Economic Scenario

2.1 The Indian economy exhibited strong
performances over the years especially after the
introduction and liberalisation of monetary and
fiscal policies encouraging investments in the key
sectors like infrastructure, services, manufacturing
and external trade etc. According to Central
Statistical Organisation (CSO) estimates, the real
Gross Domestic Product (GDP) growth accelerated
from 7.5 per cent in 2004-05 to 8.1 per cent in
2005-06 (more recent estimates places the growth
rate at 8.4 per cent in 2005-06). The construction
sector including housing, exhibited double digit
growth rates over a three year period. The
buoyancy in growth is likely to continue in future
and the economy may reach a growth rate of 10
per cent in the coming years.

2.2 Indian financial markets remained orderly during
2005-06. Similarly, the inflation also remained

within the manageable limits of 5 per cent or
slightly above during the last few years and is
expected to remain manageable in the coming
years. RBI's Annual Policy Statement for the year
2006-07 as announced on April 18, 2006, also
indicated its stance of maintaining price stability
in the economy.

2.3 Gross Domestic Savings as a percentage of Gross
Domestic Product GDP increased from 28.9 per cent
in 2003-04 to 29.10 per cent  in 2005-06 despite a
1.5 per cent  decline in household's savings (22 per
cent  of GDP in 2004-05). During 2005-06, the saving
rate is expected to have gone upto 30 per cent  and
would remain in the same range in the coming years
also.

Interest Rrates and the Scenario for Housing Loans

2.4 Interest rates largely remained benign, including
those on housing loans, and are expected to
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Source: Handbook of Statistics on Indian Economy

Chart 2.2 Housing Loans outstanding as a percentage of GDP

remain competitively affordable in the coming
years also. However, in recent times, the rate
has started to move up as can be witnessed from
the fact that during the last one-year period,
interest rates on housing loans have been
increased twice by about 50 bps. Graph 2.1
on page 10 indicates the movement of SBI PLR,
as well as interest rates on housing loans over
the period 1988 to 2005.

Housing Investment and GDP

2.5 The accelerated growth of housing finance has
resulted in an increase in its share in the GDP.
Outstanding housing loans as a percentage of GDP
has risen from 3.4 per cent  in 2001 to 7.25 per
cent  in 2005  and 2005 and 8.50 per cent  in 2006
(estimated). The figure has been pegged at about
9 per cent by the end of the 10th Plan i.e. 2007. In
view of the increased investment in the services
sector, which contributes about 50 per cent  to the
nation's GDP, and growth in urbanization, it is
expected that the share of housing in GDP and

GFCF would go up substantially in the coming
years.

Fiscal Concessions and its Impact on Housing
Loans

2.6 The fiscal concessions provided to individuals
under Section 88 of the IT Act (now Section
80 C wherein the deductible amount is up to
Rs. 1 lakh as compared to Rs.20,000 earlier u/
s 88 of the IT Act) in 1995 and Section 24 (B)
in 1999 (deductible amount of interest
repayment is up to Rs. 1.50 lakh), have led to
an increase in demand for housing loans
result ing in increased disbursements of
housing finance by primary lenders over the
years. As a result, housing stock in the country
increased from 148 million units in 1991 to 187
million units in 2001 and is expected to have
further gone to 218 million units in 2007. The
following Graph 2.3 indicates the position of
housing stock vis-a-vis the housing finance
during the period 1996-2007(Estimated).
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Housing Loan Products by Primary Lending
Institutions

2.7 Primary lending institutions (PLIs) i.e. Scheduled
Commercial Banks (SCBs), Housing Finance
Companies (HFCs), and Apex Co-operative
Housing Finance Societies, (ACHFS) are offering
various housing loan products which include:

a. Home Loans for construction including purchase
of land/ acquisition of new houses/built in flats.

b. Home Improvement Loans for repairs, renovation.

c. Home Extension Loans for upgradation of existing
houses.

d. Home Equity Loans.

e. Finance to public and private builders to increase
the supply of land suitable for building houses.

f. Financing for housing to Self Help Groups (SHGs)/
Micro Financing Institutions (MFIs).

2.8 These housing loan products are available with
various options with regard to interest rates
(floating/fixed), repayment options, security etc.
General practices being followed by PLIs while
sanctioning and disbursing housing loans are as
follows:

Lending practices

� Interest rates: The concept of Prime Lending Rate
(PLR) has now become the benchmark in
extending loans of different types depending upon
the risk profile of the borrower or the project. In
housing, the rate of interest, terms and conditions
applicable for various types of loan products are
different e.g. a loan for purchase or construction
of a house is priced lower as compared to loan to
builders or corporate/s for project finance.

� Security: Generally, the individual housing loans
are secured by mortgage of title deeds while in the

Chart 2.3 Impact of enabling fiscal environment on growth of housing
stock and housing finance disbursals by Banks & HFCs

Housing Finance (Rs. In bn)

P = Projections

Housing Stock (mn)

Source:
1 Census Data on Houses for 1991 and 2001
2 Housing stock upto 2007 is estimated based upon the trend in growth of housing stock recorded during 1991-2001.
3 Housing loans disbursed by banks upto 2005 based on data received from RBI and HFCs while the disbursements figures for 2006

and 2007 are estimated based upon the earlier growth trends.
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case of builders or corporates (project finance) it
is secured by book debts and receivables.

� Administrative and Processing Fee: Generally the
lenders charge a reasonable percentage e.g. 0.50
per cent of the loan amount as administrative and
processing fee to cover some portion of their
operational expenses.

� Prepayment Charges: Housing loan borrowers
rarely intend to carry the loan for its entire period
of 15-20 years and therefore, close the loan
prematurely. Hence prepayment charges in the
range of 0.50 per cent to 1 per cent of the
outstanding amount at the time of prepayment has
become a common feature of our housing finance
system.

� Consumer Credit Scoring: The borrower is
accorded appropriate scoring by the lenders
depending upon his economic profile. Therefore,
the financial system has started moving rapidly
towards the "Risk Based Pricing".

Government & RBI Initiatives

2.9 The Government of India and the Reserve Bank of
India have been constantly providing an enabling
environment for the furtherance and development
of the housing finance sector. Some of the
initiatives taken by the Government and the
Reserve Bank of India are enumerated below.

Government Initiatives

1. The National Housing and Habitat Policy was
adopted by the Government in 1998 with the
main aim of facil itating an investment
environment for housing. It was revisited in
2005. Accordingly, the Task Force set up by the
Ministry of Urban Affairs and Employment

submitted its recommendation on Urban
Housing and Habitat Policy, suggesting inter-alia,
setting up of a National Shelter Fund and Risk
Fund with the initial corpus from the
Government, to serve the underserved
segments.

2. Fiscal concessions to individuals increased under
Section 80C of the IT Act [rebate up to Rs. 1 lakh
in respect of repayment of principal], Section 24(2)
[interest deduction up to a limit of Rs. 1.50 lakh in
respect of properties acquired or constructed with
borrowed capital and self occupied.]

3. Two Million Housing Programme which is being
monitored annually by the Ministry of Urban Affairs
and Poverty Alleviation. This includes credit cum
subsidy scheme being undertaken by various State
Governments.

4. To strengthen the recovery mechanism,
Securitisation and Reconstruction of Financial
Assets and Enforcement of Security Interest Act,
2002 (SARFAESI Act) was enacted and Housing
Finance Institutions (HFIs) included in the eligible
list of institutions.

5. Setting up of a High Level Group to suggest
amendments in Securities Act including RMBS for
improving liquidity.

6. Launching of the Jawahar Lal Nehru National Urban
Renewal Mission to facilitate States'/Urban Local
bodies to bring necessary amendments in their
existing legislation for encouraging increased
public and private sector investment for urban
infrastructure including housing.

7. To improve the habitat conditions in rural areas,
construction of 60 lakh houses in rural areas under
"Bharat Nirman" announced.
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8. Foreign Direct Investments (FDIs) allowed up to
100 percent under the automatic route in
townships, housing, built-up infrastructure and
construction development projects to catalyze
investment in a vital infrastructural sector of the
economy. FDI has also been opened up for
construction-development projects over 50,000
square meters including housing, hotels and
resorts, hospitals, commercial premises and
educational institutes. However, a minimum
investment cap of $10 million in 100 percent FDI
projects and $5 million in joint venture projects
has been prescribed. Further, the existing 40-
hectare stipulation has been reduced to 10 hectares
for investment under FDI.

9. A policy was introduced in April, 2000 for setting
up of Special Economic Zones (SEZ) in the country
with a view to provide an internationally competitive
and hassle free environment for exports. The policy
provides for setting up of SEZ's in the public,
private, joint sector or by State Governments.  In
terms of this policy, the SEZs will include inter-alia
the facilities like world class residential premises
and social services .

RBI's Initiatives

1. Directions to SCBs to lend at least 3 per cent of
their incremental deposit for housing.

2. Housing loans up to Rs.15 lakhs brought under
Priority Sector lending of banks.

3. To provide impetus to rural housing credit,
guidelines regarding synchronisation of loan
repayment instalments with the crop cycle, issued.

4. Increase in risk weight to 125 per cent to discourage
financing to commercial real estate by banks  so as
to combat the inflationary tendencies of land prices.

The facilitating role of the government and other financial
institutions along with private intervention in facilitating
finance to address the housing needs of the society is an
indication of the significance of the sector in overall
development of the economy. The National Agenda for
Governance, which envisages the construction of 2 million
dwelling units every year, also emphasizes that housing
activity would be an engine for substantial generation of
employment in the country. To this end, efforts are being
made to identify the legal and administrative impediments
and addressing them suitably. The earlier dependence
on the public agencies is now slowly giving way to create
a strong Public - Private partnership for tackling the
housing and habitat issues. The Government's
intervention will be limited through fiscal concessions,
legal and regulatory reforms and creating an enabling
environment while the private sector as the other partner
would be encouraged to take up land assembly, housing
construction and invest in infrastructure services.
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Housing Finance Institutions

3.1 The need for long term finance for housing in the
country is met by the following types of
institutions:

� Scheduled Commercial Banks

� Scheduled Cooperative Banks (Scheduled State
Co-operative Banks, Scheduled District Co-

operative Banks and Scheduled Urban Co-
operative Banks)

� Regional Rural Banks,

� Agriculture and Rural Development Banks

� Housing Finance Companies, and

� State Level Apex Co-operative Housing Finance
Societies.

CHAPTER - III

Institutional Performance

Chart 3.1: The Housing Finance System in India
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3.2 The year-wise details of housing finance disbursed
by various institutions for the last five years are
given below in Table 3.1:

3.5 The institutional performance of these institutions
has been influenced by more than just customer
demand. Stricter NPA norms, rising interest rates

3.3 The housing demands of various economic and
demographic sections of the population are met
by these institutions by way of their housing loan
schemes.  The SCBs have the largest network of
branches and are also the largest mobilizer of
savings in the country. Since housing finance
becomes a part of the 40 per cent Priority Sector
lending, it makes business sense for  banks to
undertake this activity. Moreover, a favourable tax
and regulatory regime, act as catalyst for doing
business in this sector. Further, the earmarking of
3 per cent of incremental deposits of SCBs to
finance housing activities has ensured availability
of adequate funds for housing activities. Security
by way of mortgage of property and robust demand
have been major considerations for banks to lend
to this sector.

3.4 The prominent players in this industry continue to
be HFCs and commercial (local as well as foreign)
banks. Cooperative banks and other co-operative
sector institutions have developed their own niche
and have been catering to their markets extensively.

and stiff competition in mobilizing low cost
deposits, have all affected the supply side factors,
which in turn has influenced the performance of
these institutions in terms of volume and
competitiveness.

TYPES OF HOUSING LOANS

3.6 Home loan products are offered by almost all
banks; from loans for purchasing real estate to
buying a flat, from home improvement to home
extension loans. The EMI and rate of interest is
decided, taking into account  a number of factors
such as, the loan amount, market value of the
land or building, tenure of loans etc. The following
types of home loans are generally available in the
market:

� Home Equity Loans: A form of finance to the
customer by way of mortgage of existing
property to the financier for taking a loan for
some other purpose. The current market value
of the property is the basis for providing home
equity loans.

Table 3.1 Housing Finance Disbursements by various institutions

[Rs. Crore]

Primary Lending Institutions (PLIs) 2000-01 2001-02 2002-03 2003-04 2004-05

1. Commercial Banks* 5553.00 8566.00 23553.00 32816.00 50398.00

2. Housing Finance Companies 12638.00 14614.00 17832.00 20862.00 26000.00

3. Co-operative Institutions 868.00 678.00 642.00 623.00 **421.00

4. TOTAL 19059.00 23858.00 42027.00 54301.00 76819.00

5. Annual Growth (in %) 35.07 25.18 76.15 29.21 41.47

*Source: RBI, NHB (for 2004-05)

** Disb by Apex Co-operative Housing Finance Societies only
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� Home Extension Loans: The purpose of this loan
is the extension of existing houses like addition of
rooms, toilet facilities etc. Such loans fall under
the category of home loans.

� Home Improvement Loans: These loans are
provided mainly for repairs and maintenance of
existing houses. These could include internal and
external repairing, waterproofing and roofing,
complete interior renovation, tiling and flooring
etc.

� Home Purchase Loans: Finance provided for the
purchase of ready-made houses.

� Land Purchase Loans: These loans are being
provided for the purchase of land for the purpose
of construction of residential houses.

3.7 The loan amount generally depends on the
period for which the loan is needed and the
repayment capacity of the borrower. The amount
of the loan is also subject to the estimated value
of property and clear title deeds of the borrower.
The rate of interest on these loans depends on a
number of factors such as the tenure of the loan,
loan amount, purpose of loan, repayment
capacity of borrowers and the cost of the fund
of the financier. Both, floating and fixed rates
are offered to home loan borrowers. The
repayment of the loan is generally done through
the equated monthly installment method. In case
of borrowers expecting a reasonable growth in
their future income, installments may be on a
graduated basis. The Banks and the HFCs also
levy a fee for processing the application and it
varies from 0.5 per cent to 1 per cent of the loan
amount. In addition they also charge an
administrative fee of 1 per cent of the loan
amount.

A. Housing Finance Companies

3.8 As on 30 June 2005, NHB had registered 46
HFCs in terms of the provisions of Section 29A
of the National Housing Bank Act, 1987. Of these,
24 HFCs have been given the Certificate of
Registration (COR) with permission to accept
public deposits. Some of the other HFCs, which
are holding the COR without permission to
accept public deposits, still have outstanding
deposits collected prior to the grant of the COR.
They are required to repay these deposits on
maturity.

3.9 The sources of funds of HFCs include public
deposits (which are subject to the regulatory
stipulations of NHB), institutional borrowings (from
banks etc.), refinance from NHB and their own
capital.

Financial Indicators of Housing Finance Companies

3.10 The data and the analysis thereof in this chapter
are based on the information furnished by the
HFCs registered with NHB. As the financial year
of the HFCs is from April to March, the financial
data given in this chapter is as on March 31,
2005.  The important financial indicators of the
HFCs as on March 31, 2005 are given in
Table 3.2.

Mobilization of Funds

3.11 The net owned funds (NOF) of these 46 HFCs
registered an increase of 8.63 per cent from
Rs.8, 565.27 crore as on March 31, 2004 to Rs.
9,304.74 crore as on March 31, 2005. The paid-
up capital of these HFCs (including the
preference share capital which is compulsorily
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convertible into equity) increased from Rs.
2,941.31 crore to Rs. 3,148.68 crore during the
same period.

3.12 The total outstanding public deposits with these
HFCs have decreased from Rs. 13,534.71 crore
as on 31st March, 2004 to Rs. 12,422.00 crore as
on March 31, 2005, recording a negative growth
of 8.22 per cent. This is noteworthy as the growth
rate has been on the downward move since 2003.
This has affected the cost of funds of the HFCs for
whom sourcing funds at competitive rates has
become a challenge.

3.13 The outstanding housing loans in respect of HFCs
have increased by 19.32 per cent during the year
2004-05 as compared to the growth of 20.05 per
cent during 2003-04.

Classification of Public Deposits

Classification based on size of deposits

3.14 The size-wise details of public deposits

outstanding at the end of each of the last three

years are given in Table 3.3. The share of public

deposits of over Rs.1,00,000 accounted for

71 per cent of the total deposits as on March 31,

2005, as against 67.92 per cent as on March 31,

2004.

3.15 The interest rate-wise classification of deposits
outstanding with all the registered HFCs is given
in Table 3.4. It is observed that the major part of
the deposits i.e. 61.33 per cent of the total deposits
is held by the HFCs in the interest rate range of
6 to 9 per cent. Further, the HFCs have 23.20 per

Table 3.2: Important Financial Indicators of all reporting HFCs

 [Rs. Cr.]

Type Outstanding as on 31st March

2003 2004 Growth % 2005 Growth %

Paid up capital* 2761.77 2941.31 6.50 3148.68 7.05%

Free Reserves 5476.73 6255.67 14.22 7152.17 14.33%

Net Owned Fund 7757.93 8565.27 10.41 9304.74 8.63%

Public Deposits 12760.32 13534.71 6.07 12422.00 (8.22%)

Housing Loans 49237.97 59111.44 20.05 70533.88 19.32%

Source: Annual returns submitted by HFCs to NHB

*Including preference shares which are compulsorily convertible into equity.

NOF =  the aggregate of paid up capital and free reserves reduced by accumulated losses, deferred revenue expenditure and other

tangible assets,

minus

Amounts representing investments in shares of its subsidiaries, companies of the same group and other housing finance companies,

book value of debentures, bonds, outstanding loans, and advances made to and deposits with subsidiaries and with companies of

the same group; to the extent such amount exceeds ten percent of the aggregate of paid up capital and free reserves reduced by

accumulated losses, deferred revenue expenditure and other tangible assets.
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cent of deposits in the interest rate range of 9 per
cent to 11 per cent. The share of deposits at the
rate of interest of 9 per cent and above had been
showing a declining trend during the last three
years.

Classification Based on Maturity of Deposits

3.16 An analysis of maturity-wise classification of public

deposits indicates the depositors’ preference for

public deposits having a maturity period of 24

months or more but less than 48 months as

observed in the previous two years also. However,

the share of these deposits has been showing a

declining trend during the last three years as may

be observed from Table 3.5.

Borrowings and other deposits (excluding public
deposits)

3.17 The aggregate outstanding borrowings of HFCs as
on March 31, 2005 were Rs.68,865.56 crore as

Table 3.3: Size-wise public deposits with all reporting HFCs

(Rs. Crore)

Outstanding public deposits as on 31st March

Size 2003 2004 2005

Amount % Amount % Amount %

Up to Rs. 5,000 45.64 0.36 37.50 0.28 141.79 1.14

Rs. 5,001 to Rs. 10,000 291.64 2.29 249.35 1.84 163.04 1.31

Rs. 10,001 to Rs. 25,000 1184.96 9.29 1052.46 7.78 789.50 6.36

Rs. 25,001 to Rs. 50,000 1936.18 15.17 1818.06 13.43 1444.97 11.63

Rs. 50,001 to Rs. 1,00,000 1832.59 14.36 1184.17 8.75 1064.24 8.56

Over Rs. 1,00,000 7469.31 58.53 9193.17 67.92 8818.46 71.00

Total 12760.32 100.00 13534.71 100.00 12422.00 100.00

Source: Annual returns submitted by HFCs to NHB

Table 3.4: Interest rate-wise public deposits of all reporting HFCs

Rate of interest
Outstanding public deposits as on 31st March (Rs. crore)

(Rate per annum)
2003 2004 2005

Amount % Amount % Amount %

Below 6% 8.94 0.07 172.22 1.27 722.37 5.82

6% to below 9% 3648.43 28.59 6630.96 48.99 7618.84 61.33

9 % to below 11% 6531.46 51.19 4740.91 35.03 2881.39 23.20

11% to below 13% 2108.32 16.52 1671.61 12.35 987.43 7.95

13% or more 463.17 3.63 319.01 2.36 211.97 1.70

Total 12760.32 100.00 13534.71 100.00 12422.00 100.00

Source: Annual returns submitted by HFCs to NHB
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compared to Rs.57,871.14 crore as on March 31,
2004 showing an increase of 19.32 per cent over
the previous year. Of these outstanding
borrowings, borrowings from the banking system
constituted 48.30 per cent amounting to
Rs.33,261.24 crore as on March 31, 2005.

Housing Loans

3.18 The aggregate outstanding housing loan of
HFCs, which were Rs.59,111.44 crore as on

March 31, 2004 increased by 19.32 per cent and
stood at Rs.70,533.88 crore as on March 31,
2005.

Term-wise Loan Disbursal

3.19 Based on the data received from HFCs and an
analysis of trends, it is observed that the loan in
the term period above 7 years which formed 59.93
per cent of the total housing loans outstanding as
on March 31 2004 decreased to 50.68 per cent as

Table 3.5: Maturity-wise public deposits with all reporting HFCs

(Rs. crore)

Outstanding public deposits as on March 31st

Maturity period 2003 2004 2005

Amount % Amount % Amount %

Less than 12 months 1.68 0.01 16.91 0.12 111.55 0.90

12 months or more but less than 24 months 785.10 6.15 872.38 6.45 938.93 7.56

24 months or more but less than 48 months 5799.53 45.45 5455.86 40.31 4742.92 38.19

48 months or more but less than 60 months 499.37 3.91 248.49 1.84 395.01 3.18

60 months 2520.14 19.75 2367.94 17.50 1980.53 15.94

More than 60 months but less than 84 months 743.83 5.83 760.69 5.62 763.35 6.14

84 months 1224.66 9.60 1802.67 13.32 1530.21 12.32

More than 84 months 1186.01 9.30 2009.77 14.84 1959.50 15.77

Total 12760.32 100.00 13534.71 100.00 12422.00 100.00

Source: Annual returns submitted by HFCs to NHB

Note:

�Matured but not claimed public deposits have been shown under ‘less than 12 months’

�Bonds for more than 84 months held by public

Table 3.6: Borrowings and other deposits (excluding public deposits) of all reporting HFCs

Type of Borrowings Outstanding Borrowings as on 31st March (Rs. crore)

2004 2005

Amount % Amount %

Bank Borrowings 25875.50 44.71 33261.24 48.30

Other Borrowings 31995.64 55.29 35604.32 51.70

Total 57871.14 100.00 68865.56 100.00
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on March 31, 2005. This displays borrowers’
preference for shorter-term loans.

Size wise Loan Disbursal

3.20 Housing loans up to Rs. 3 lakh increased from Rs.
2,933.70 crore during 2003-04 to Rs. 4,578.49
crore during 2004-05. However in percentage
terms, there was a minor fall from 27.70 per cent
of the total housing loans disbursed during 2003-

04 to 26.91 per cent of the total loans disbursed
under this category during 2004-05. Housing loans
above Rs.10 lakh increased from Rs.2,663.94 crore
during 2003-04 to Rs.5,804.08 crore during 2004-
05 and accounted for 34.12 per cent of the loans
disbursed during 2004-05 (Table 3.8).

3.21 The size-wise disbursement of Housing Loans
by HFCs in the last two years is presented in
Chart 3.12.

Table 3.7: Term-wise Housing Loans outstanding by HFCs

[Rs. Crore]

Outstanding housing loans as on 31st March

Term of Housing Loan 2003 2004 2005

Up to 1 year 2695.31 (5.5%) 4089.14 (6.9%) 9333.94 (13.23%)

1 to 3 years 4670.82 (9.5%) 7849.98 (13.3%) 7838.81 (11.11%)

3 to 5 years 4510.48 (9.1%) 6839.28 (11.6%) 11506.47 (16.31%)

5 to 7 years 4620.91 (9.4%) 4910.42 (8.3%) 6111.98 (8.67%)

Above 7 years 32740.45 (66.5%) 35422.62 (59.9%) 35742.68 (50.68%)

Total 49237.97 (100.0%) 59111.44 (100.0%) 70533.88 (100.0%)

Source: Annual returns submitted by HFCs to NHB

Table 3.8: Size-wise Disbursement of Housing Loans by HFCs

[Rs. Crore]

Size of Housing Loan (Rs.) 2002-2003 2003-2004 2004-05

Less than 50,000 15.72 0.2% 16.26 0.2% 34.81 0.2%

50,001 – 1,00,000 147.80 1.7% 507.82 4.8% 1208.59 7.11%

1,00,001 – 3,00,000 2675.61 30.5% 2409.62 22.7% 3335.09 19.6%

3,00,001 – 5,00,000 2164.48 24.7% 2358.98 22.2% 4064.69 23.89%

5,00,001 – 10,00,000 2023.90 23.0% 2652.84 25.0% 2565.76 15.08%

Above Rs. 10,00,000 1749.89 19.9% 2663.94 25.1% 5804.08 34.12%

Total 8777.40 100.0 10609.50 100.0 17013.02 100.0

Source: Annual returns submitted by 20 major HFCs to NHB excluding HUDCO
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Other loans and advances

3.22 Other loans and advances outstanding of HFCs
were Rs.15,691.87 crore as on March 31, 2005,
as compared to the corresponding figure of
Rs.15,846.57 crore as on March 31, 2004.

Investments

3.23 Aggregate investments of HFCs stood at
Rs.6,633.78 crore as on March 31, 2005 as against
Rs.5,845.71 crore as on March 31, 2004.

B. Scheduled Commercial Banks

3.24 Scheduled Commercial Banks (SCBs) continued
to exhibit robust growth in terms of credit flow to
the housing sector. A large network and access to
low cost retail deposits have helped them to offer
home loan products at competitive rates giving stiff
competition to the housing finance business by
the HFCs. Housing loans enjoy the largest share
of 50 per cent in the retail loan portfolio of the
Banks (Table 3.9). The total housing finance

disbursement by the SCBs during the year was Rs.
50,398 crore. This was 53.5 per cent growth over
that of previous year.

3.25 The statistics for the banking sector’s retail
portfolio, further establish that housing loans
are   increasingly     finding     favour among
banks- public and private sector-as well as
foreign banks. 

Table 3.9: Retail portfolio of banks
as at end of March 05

(Rs crore)

Items Amount Outstanding

Housing Loans 1,34,653 (50.43)

Consumer durables 3810 (1.43)

Credit card receivables 8405 (3.15)

Other personal loans 120120 (44.99)

Total retail loans 266988 (100.0)

Total Loans & Advances 1105725

Source: Report on Trend and Progress of Banking in India

(04-05). Figures in parenthesis indicate percentage growth
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3.26 The finance extended by SCBs to sensitive sectors
during the last three years is given in Table 3.10.
The finance to real estate was around 60 per cent
which is considerably higher than 2004.

3.27 The refinance availed by SCBs during the year
2004-05 from NHB at Rs.5,404.09 crore
represented a significant growth over the previous
year. The share of SCBs in the total refinance
disbursements by NHB increased to 72 per cent
during the current year as compared to 39.2 per
cent in the previous year.

3.28 SCBs continued to receive encouragement from
RBI for lending towards housing under the Priority
Sector window and other avenues of the policy
makers. In order to align bank credit to the
changing needs of  society, RBI redefined the scope
and definition of lending for housing under the
Priority Sector. During the year, direct housing
finance up to Rs. 15 lakhs, irrespective of location
has been categorized as lending for the Priority
Sector. Further, in order to give a boost to the
secondary mortgage market, investment by banks
in the Mortgage Backed Securitisation (MBS) have
been classified as direct lending to housing within
Priority Sector lending, subject to certain
conditions.

3.29 The strong growth of housing and consumer credit
prompted to counter a cyclical measure from the
RBI by way of increase in the risk weight for capital
adequacy purposes, on housing loans extended
by banks to individuals, which are fully secured by
mortgage of residential properties and investments
in MBS of HFCs, recognized and supervised by
NHB, to 75 per cent. It was also clarified that for
MBS of Housing Finance Companies to be eligible
for 75 per cent risk weight, securities issued by
the Special Purpose Vehicle (SPV) should be
backed only by assets qualifying for 75 per cent
risk weight. In all other cases, it will be 100 per
cent. This can be viewed as a measure to manage
the risk arising out of an increasingly competitive
market where the banks were adopting various
aggressive strategies like engaging direct sales
agents besides offering softer terms of repayment,
enhanced quantum of loan, taking over of loans
from other banks/HFCs etc. to take their share of
the market.

Housing Loans

3. 30 Classification of outstanding housing loans of SCBs
according to region, size of loans and population
is given in Appendix A 3.1, A 3.2 and A 3.3
respectively.

Table 3.10: Lending to Sensitive Sectors by Scheduled Commercial Banks

(Rs. crore)

Advances to Outstanding at end March

2003 2004 2005

Capital Market 2504 (10.5) 3711 (12.8) 3767 (9.6)

Real Estate 12464 (52.0) 15848 (54.6) 24691 (62.9)

Commodities 8979 (37.5) 9459 (32.6) 10783 (27.5)

Total 23947 (100.0) 27455 (100.0) 39241 (100.0)

Source: Report on Trend and Progress of Banking in India 2004-05
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3.31 The growth of housing loans in the different regions
continued in the year 2004-05. The growth in
outstanding housing loans was maximum in the
North Eastern Region [87.14 per cent] followed
by the Central Region [50.90 per cent].

Regional Rural Banks

3.34 The performance of the Regional Rural Banks
(RRBs) for the last three years is presented in
Table 3.11.

Table 3.11: Performance of Regional Rural Banks (Rs. crore)

As on 31st March

Type 2003 Growth % 2004 Growth % 2005 Growth %

Total Loans 12641 19.6 15579 23.2 21082 35.3

Housing Loans 307 8.9 609 98.4 608 -0.2

  Source: NABARD

3.32  The outstanding housing loans in the slab of Rs.2
lakh to Rs.5 lakh continued to account for the single
largest share in the overall housing loan
outstanding, accounting for 28.47 per cent of the
total outstanding loans. There has been a
remarkable increase in the outstanding loans in all
the slabs except for the category of less than Rs.
25,000. The reduction has been in the range of 13
per cent. It can be seen that the growth in
outstanding housing finance has been robust on
the higher loan slabs.

3.33 Though the outstanding housing loans in rural
areas have increased from Rs. 5, 386.77 crore
as on March 31, 2003 to Rs. 7, 712.09 crore as
on March 31, 2004, registering a growth of about
69 per cent, the share of rural housing loans in
the total outstanding housing loans has
marginally increased to 10 per cent as on March
31, 2005 from 9 per cent as on March 31, 2004.
On the other hand, the share of metropolitan cities
in total outstanding housing loans continues to
be steady at 47 per cent as on March 31, 2005.
This clearly shows the preference  for lending in
big cities.

3.35 The RRBs have disbursed housing loans to the tune
of Rs.608 crore in 2004-05 as against Rs.609 crore
during the year 2003-04, thereby registering the
same level of disbursement. The share of housing
loans to the total loans stood at 2.88 per cent during
2003-04. 

C. The Co-operative Sector

3.36 The concept of Co-operatives as an institutional
mechanism for satisfying various needs of the
people is premised on the principles of ‘self-help’
as well as ‘collective–effort.’ Housing cooperatives
have a prominent place in the cooperative
movement in the country. Today, it is estimated
that there are over 92,000 primary housing
cooperatives with over 6.5 million members.

 3.37 The co-operative sector has played an important role
in providing housing to  its members and has made
a significant impact across the country.  The co-
operative sector is expected to play a lead role,
particularly in land acquisition, allotment of land and
housing sites to encourage group housing and
development of amenities in their projects, as
envisaged in the National Housing and Habitat Policy.
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The National Co-operative Housing Federation of
India

3.38 The National Co-operative Housing Federation
(NCHF) was established as an apex organization
for coordinating, guiding and promoting
cooperative housing activities in the country. The
cooperative housing structure consists of primary
housing cooperatives at the grass root level and
Apex Cooperative Housing Finance [ACHFS] at the
state level. ACHFS at the state level are affiliated to
NCHF, which looks after their growth strategies,
policy formulations and evolving housing
programmes besides inter-facing with various
institutions to channel finances for these Societies
for onward lending to the ultimate borrowers. In
addition, NCHF also helps the ACHFS in improving
their financial, organizational and technical
capabilities.

Apex Co-operative Housing Finance Societies

3.39 The primary housing co-operatives functioning at
the grass root level are supported by 25 ACHFS all

over the country with a membership of over 6.5
million. These ACHFS represent about 92,000
housing co-operatives all over the country out of
which, about 31,000 housing co-operatives are
affiliated to state level ACHFS for getting financial
assistance. The rest of the co-operatives are  (i)
those that get finances from other sources, (ii)
those that have not yet started construction
activities and (iii) those which have repaid their
loans fully.

3.40 These ACHFS have so far disbursed Rs.9, 182.25
crore to primary housing co-operatives for
construction of dwelling units for their members.
The co-operatives in turn have constructed 2.30
million houses.

Mobilization of Resources

3.41 The details of resource mobilization by the ACHFS
during the last four years are presented in Table
3.12. ACHFS could not sustain the growth in
borrowings during 2003-04.

Table 3.12: Borrowings of Apex Co-operative Housing Finance Societies (Cumulative)

(Rs. crore)

Lending Agency 2001-02 % of Total 2002-03 % of Total 2003-04 % of Total 2004-05 % of Total

LIC 3121.81 44.4 3198.81 41.4 3297.77 40.5 3365.30 38.38
NHB 595.06 8.5 706.56 9.1 738.21 9.1 841.00 9.59
HUDCO 1514.84 21.6 1539.78 19.9 1557.34 19.1 1575.10 17.96
State Govt. 50.13 0.7 229.97 3.0 247.43 3.0 247.40 2.82
Deposits 130.59 1.9 115.09 1.5 185.33 2.3 2048.70 23.37
Banks 1184.17 16.9 1448.44 18.7 1620.50 19.9 186.90 2.13
Debentures 142.60 2.0 142.60 1.8 142.60 1.7 142.60 1.63
Others 283.40 4.0 346.25 4.5 345.10 4.2 360.70 4.12
Total 7022.50 100.0 7727.50 100.0 8134.28 100.0 8767.70 100.0

(9.19) (10.04) (5.26) (7.79)

Source: National Co-operative Housing Federation of India
Figures in parenthesis indicate percentage growth over previous years
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3.42 LIC, which has been the major source of funding
for ACHFS in the initial years, has been
experiencing lower shares in the liability side
portfolio of the ACHFS.  The share in total
borrowings from LIC has shown a declining trend
and stood at 38.38 per cent. It has decreased from
46.4 per cent in 2000-01 to 40.5 per cent in 2003-
04. Though borrowings from HUDCO have been
approximately Rs.1500 crores during the last three
years, its share in total borrowings has shown a
marginal decline from about 22.5 per cent in 2000-
01 to 17.96 per cent in 2004-05. The share of Banks
and State Governments in the total borrowings,
which has been increasing in the past five years,
has suddenly plummeted in 2004-05 at 2.13 per
cent. Instead, the share of deposits, which have
been nominal in the past years have increased
significantly to 23.37 per cent in outstanding
cumulative borrowings during the year. Over the
period 2000-01 to 2004-05, the contribution of
NHB to total borrowings by ACHFS has increased
marginally from about 8.5 to 9.59 per cent.

Deployment of Resources

3.43 The sanctions/disbursements of housing loans by
ACHFS during the last four years are given in
Table 3.13.

3.44 State/Union Territory-wise break-up of housing
loan disbursed and number of units constructed
with financial assistance from ACHFS during last
four years is presented in Appendix A 3.4.

3.45 The average loan per dwelling unit for all ACHFS
was about Rs.1.9 lakh in 2003-04, which increased
to Rs.0.69 lakh during 2004-05. Punjab accounts
for about 29 per cent of the housing loans
disbursed by all ACHFS during 2004-05 closely
followed by Tamil Nadu whose share stood at 28
per cent. Kerala’s share in total disbursement stood
at 15 per cent during the year. These three states
together account for more than 70 per cent of the
housing loan disbursements by ACHFS during
2004-05.

3.46 The quantum of cumulative sanction of housing
loans by the ACHFS increased to Rs.9,601.8 crore
during 2004-05 while cumulative disbursal rose
to Rs.9,182.40 crore. Cumulatively, the financial
assistance provided by ACHFS till March 31, 2004
enabled construction of 2.30 million dwelling units.

Refinance Assistance from NHB

3.47 The refinance granted by NHB to the co-operative
sector institutions amounted to Rs.118.10 crore
(3.63 per cent of the total refinance disbursements)
during the year 2003-04 as against Rs.139.77 crore
(5.16 per cent of total refinance disbursements)
during the year 2002-03. The cumulative refinance
to this sector registered a growth of 8.28 per cent
during 2003-04 and stood at Rs.1,543.76 crore
(11.67 per cent of total), as on June 30, 2004.

3.48 The refinance availed by the institutions in the co-
operative sector has declined during the year 2003-
04. Similarly the percentage of cumulative
refinance for this sector to the total refinance

Table 3.13: Lending Operations of Apex Co-operative
Housing Finance Societies

(Rs. crore)

Type 2001-02 2002-03 2003-04 2004-05

Loan Sanctioned 730.12 672.99 595.45 432.10

Loan Disbursed 677.58 641.48 623.08 421.15

Source: National Co-operative Housing Federation of India
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disbursements by NHB has also shown a declining
trend.

Agriculture and Rural Development Banks

3.49 Keeping in view the housing shortage in rural areas,
a few state governments, after suitable legislative
amendments, have permitted the Agriculture and
Rural Development Banks (ARDBs) to lend for
housing. As the ARDBs do not fall under the
category of either SCBs or specialized housing
finance institutions, NHB  formulated a scheme to
subscribe to special rural housing debentures
floated by ARDBs, backed by the mortgages
originated by them, in order to extend financial
assistance to this category of institutions.

3.50 The cumulative disbursements by NHB to these
banks as on June 30, 2005 stood at Rs.737.72
crore and outstanding as on June 30, 2005 were
Rs. 342.98 crore.

Scheduled State Co-operative Banks

3.51 In order to strengthen the cooperative credit
structure of the country, which is connected with
the decentralized regions and semi-urban and rural
areas, NHB has been extending refinance assistance
to the State Cooperative Banks in respect of the
housing loans given by them either directly or

through the District Central Cooperative Banks/
primary agricultural credit societies. So far, a few of
these banks have been found eligible for availing
the refinance facility from NHB. The cumulative
refinance assistance extended by NHB to these
banks as on June 30, 2004 stood at Rs.49.89 crore.

Scheduled Urban Co-operative Banks

3.52 The Scheduled Urban Cooperative Banks are also
eligible to avail refinance assistance from NHB
provided they meet the prescribed recovery norms.
However, not many of these banks have been in a
position to avail refinance assistance from NHB.
During the year ended June 30, 2005, Rs. 10 crore
was disbursed by NHB to this category of
institutions as against the corresponding figure of
Rs. 40.50 crore during the year 2003-04. The
cumulative refinance assistance extended by NHB
to these institutions stood at Rs.152.65 crore by
June 30, 2005 and the outstanding as on June 30,
2004 was Rs.97.06 crore.

Recovery Performance of Agriculture and Rural
Development Banks / Apex Cooperative Housing
Finance Societies

3.53 As per the information available from these
institutions, the recovery position has declined in

Table 3.14: Recovery Performance of Cooperative Sector Institutions

[percentage]

Institution 2002-03 2003-04 2004-05

Punjab ACHFs 80.61 78.64 78.78
Tamil Nadu ACHFs NA 46.28 NA
Kerala ACHFs 86.62 81.05 77.63
Karnataka ACHFS 76.19 75.38 75.02
Pondicherry ACHFs 70.00 86.00 90.25
Kerala ARDB (state level rec.) 79.83 82.30 79.80

Source: NHB; NA: Not Applicable



��������������������

28

case of Kerala ACHFS, during the year 2004-05 as
compared to 2003-04, while it has improved in
case of Pondicherry ACHFS and Kerala ARDB.

Prudential Norms for the Housing Finance Sector

3.54 The extent of housing needs and the scope of the
housing finance industry have grown by leaps and
bounds in recent years. The small number of
players in the earlier years has now increased and
all of them are trying to capture a sizeable share of
the market. In order to ensure stability in the sector,
which is experiencing  a growth spurt,  financing
activities of  different categories of institutions have
been drawing closer attention from their respective

regulators. Stipulations regarding income
recognition, asset classification, capital adequacy
and credit concentration have been specified from
time to time, depending on the industry
requirements. In case of housing loans extended
by HFCs and SCBs, the NPA classification norm
was changed from 180 days to 90 days past due.
The subsequent increase of risk weight in the case
of housing loans for SCBs from 50 per cent to 75
per cent in the Annual Policy for 2004-05 was
followed by an equivalent increase in risk weight
to 75 per cent for HFCs, indicating the
enhancement in the risk perception in this
traditionally low risk lending area.
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Introduction

4.1 The National Housing Bank continued its support
and assistance in promoting a healthy housing
finance sector in the country. The extent of financial
assistance to the sector continued to be steadily
growing with the refinance disbursement during
the year reaching an all time high of Rs.8,088.73
crore. Of this Rs. 3,536.16 crore i.e. 44 per cent of
the total refinance disbursement was under the
Golden Jubilee Rural Housing Finance Scheme
(GJRHFS). As a measure of developing the market
for securitisation, NHB also launched the
Residential Mortgage Backed Securitisation
(RMBS) under NHB’s corporate guarantee.  In its
endeavour to provide housing for the poor, the
Bank also embarked upon lending to Micro Finance
Institutions (MFIs) ensuring that housing finance
reaches the grassroots in the  category where
lending is feasible.

4.2 The growth in total assets of the Bank continued
for another year and crossed the  Rs.18,000 crore
mark (Chart 4.1). The financial performance of NHB
during the last two years is given below (Table 4.1).

CHAPTER - IV

Role of NHB in Housing Finance

Chart 4.1: Total Assets of NHB in the last 7 years

Table 4.1: Financial performance of NHB during
2004-05

(Rs. crore)

Type 2003-04 2004-05

1. Net Owned Fund 1656.78 1652.00

2. Disbursement 3297.38 8088.73

3. Total Assets 13107.51 18947.91

4. Profit before Tax 155.46 77.63

5. Profit after Tax 118.13 44.04

6.Capital Adequacy Ratio (per cent) 30.05 22.48

7. Return on Equity (per cent) 26.25 9.79

8. Return on average working funds 1.03 -0.03*

* Negative return is due to the Deferred Tax provision of

Rs. 48.84 crore in respect of earlier years

Source - NHB Annual Report 2004-05
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Financial Performance

Resource Mobilization

4.3 During the year, the Bank borrowed Rs.6,759.24
crore from various sources. Capital Gain Bonds
continued to be the major source of funds for
the Bank. Further, with a view to encourage
Banks to lend directly to the priority sector
borrowers, the Reserve Bank of India has
decided that investments made by Banks on or
after April 01, 2005 in the bonds issued by NHB
shall not be eligible for classification under
Priority Sector lending. The investments, which
have already been made by banks up to March
31, 2005 in such bonds, shall be eligible for
classification under Priority Sector lending till
March 31, 2006.

Deployment of Funds

4.4 The financial assistance extended by the Bank
during 2004-05, in the form of refinance and

direct finance, stood at Rs.7,527.20 crore, as
against Rs.3,253.00 crore during the previous
year, registering a growth of 20.1 per cent
(Table 4.2).

Chart 4.2 Trend of refinance releases by NHB

4.5 The refinance releases during the last few years
and the comparative position of disbursements
under refinance to various categories of
Primary Lending Institutions [PLIs] during last
two years, are presented in Chart 4.2  and 4.3,
respectively.

Table 4.2: Refinance Disbursements

(Rs. Crore)

2003-04 2004-05

HFCs 1845.86 2060.95

Banks 1275.50 5404.09

Cooperative Institutions 118.10 35.00

Gujarat Earthquake Scheme 13.43 -

Total 3252.89 7500.04
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Cumulative Refinance Disbursements

4.6 A comparison of the cumulative refinance provided
to HFCs, SCBs and Co-operative Sector Institutions
is presented below (Table 4.3).

introduced by the RBI, in its mid-term review of
Monetary and Credit Policy in October 2004, the Bank
enhanced the ceiling of housing loans in rural areas
eligible for refinance under GJRHRS to Rs.15.00 lakhs
from the earlier ceiling of Rs.10 lakhs.

Chart 4.3 Share of various categories of
institutions in Refinance by NHB in 2004-05

4. 7 The annual growth achieved by SCBs was the
highest at about 214 per cent followed by HFCs
(22 percent)  and Co-operative Sector Institutions
(2 per cent).

Modifications in Refinance Scheme

4.8 Keeping in view the relaxation of the ceiling up to
Rs.15 lakhs under Priority Sector lending as

Table 4.3 Cumulative Refinance Disbursements of NHB up to 30th June, 2005

(Rs. crore)

Institution Category 30-6-2004 30-6-2005 Growth per cent

Housing Finance Companies (HFCs) 9164.87 11141.82 21.6

Scheduled Commercial Banks 2516.63 7920.72 214.7

Co-operative Sector Institutions 1543.76 1578.76 2.2

Total 13225.26 20641.30 56.1

Source:- NHB Annual Report 2004-05

4. 9 During the year, the Bank has adopted the following

modifications in its Refinance Scheme with effect

from July 1, 2005:

� The maximum loan amount (in respect of individual

borrowers) that is eligible for refinance assistance

in the case of HFCs and SCBs has been fixed at

Rs.50 lakhs.
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� The norm of Net NPA to Net Advances in the case
of Banks has been reduced from the existing level
of 10 per cent to 5 per cent (in view of change to
90 days from 180 days).

� The maximum period of refinance assistance has
been reduced from the existing level of 15 years
to 10 years in the case of Scheduled Urban Co-
operative Banks (UCBs), State Co-operative Banks,
RRBs, ACHFS and ARDBs.

� The ceiling of loan eligible for refinance assistance
in the case of RRBs has been enhanced from Rs.10
lakhs to Rs.15 lakhs.

4.10 The Bank also introduced a framework for
benchmarking the interest rates charged for
refinance with reference to the costs associated
with the Bank’s operations. The Internal Credit
Rating Model (ICRM) for HFCs was made more
granular in order to capture the risk in a more
focused manner. ICRMs were devised for SCBs,
UCBs and ACHFS.

Project Finance

4.11 During the year, the Bank sanctioned finance for
12 projects. The disbursals under Project Finance
aggregated to Rs.27.17 crore. Approximately
46,222 dwelling units have been constructed with
this assistance.

4.12 Cumulatively, till the end of June 2005, the Bank
sanctioned 384 projects  with a project cost of
Rs.2,808.14 crore and a loan component of
Rs.1,971.58 crore. Of these 384 projects, 228
projects were financed through the refinancing
route and the remaining 156 projects were
financed through the direct finance window. So
far, the Bank has disbursed Rs.658.30 crore as

project finance of which Rs.245.79 crore was
disbursed as refinance, and the remaining
Rs.412.52 crore as direct finance. The total
number of dwelling units that have received
finance from NHB is 1,99,445 and the number of
plots that were covered for housing project
development was 17, 936.

4.13 Besides this, other major activities undertaken
were:

� In its first initiative to support the housing needs of
the Micro Financing Institutions (MFIs), the Bank
disbursed a loan of Rs. 58.19 lakhs to an NGO viz.
SPARC Samudaya Nirman Sahayak for construction
of 147 flats for slum dwellers in Dharavi, Mumbai.

� During the year, the Bank also sanctioned its first
loan to a Federation of Women Self Help Groups
(SHGs), Sri Padmavathy Mahila Abyudaya Sangam
at Tirupati for construction of 300 houses in slums
at various places in Tirupati.

� Rs. 10.80 crore was sanctioned to SHARE Micro
Finance Ltd., a Micro-Financing Institution based
at Hyderabad, for the construction and up gradation
of 4500 houses of women group members.

� Extending support to Tsunami affected people in
coastal Andhra Pradesh; Rs. 70 crore sanctioned
to Andhra Pradesh State Housing Corporation
Limited for construction of 40,000 dwelling units.

Regulatory Role

Amendments made by NHB to Housing Finance
Companies Directions, 2001

4.14 The following amendments were made in the Housing
Finance Companies (NHB) Directions, 2001:
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(a) The rate of interest payable on premature
repayment of a public deposit (after the minimum
lock in period of three months) shall be two per
cent lower than the interest rate applicable to the
deposit for the period for which the deposit has
run or if no rate has been specified for that period,
then three per cent lower than the minium rate at
which the public deposits are accepted by that HFC.

(b) It has been made obligatory for an HFC to intimate
the details of maturity of the deposit to the
depositor at least two months before the date of
maturity of the deposit.

(c) All deposit accounts standing to the credit of the
sole / first named depositor in the same capacity
shall be clubbed and treated as one deposit account
for the purpose of premature repayment.

(d) In the context of premature repayment of deposits,
HFCs have been classified into two categories, viz.
 normally run HFCs and problem HFCs. A normally
run HFC can permit premature repayment of a
public deposit after the lock-in period at its sole
discretion only and premature closure cannot be
claimed as a matter of right by the depositors.
Problem HFCs have been prohibited from making
premature repayment of any public deposits or
granting any loan against public deposits except
in the case of:

i) death of the depositor; or

ii) in the case of “tiny deposits” in entirety (“tiny
deposits” have been defined as the
aggregate amount of public deposits not
exceeding Rs.10, 000/- standing in the name
of the sole or the first named depositor in
the same capacity in all the branches of the
HFC); or

iii) to enable the depositor to meet expenses of
an emergent nature up to an amount not
exceeding Rs.10, 000/-.

(e) Housing / Project Loans guaranteed by Central /
State Governments enjoy zero per cent risk weight.
However, where guarantee has been invoked and
the concerned Government has remained in default
for a period of more than 90 days after the
invocation of guarantee, a risk weight of 100 per
cent is assigned.

(f) HFCs not accepting/holding public deposits and
having an asset size of less than Rs.100 crores
have been exempted from submitting the quarterly
return on statutory liquid assets.

(g) To provide stimulus for increasing the institutional
flow of funds for housing in the rural areas, a term
loan granted to an agriculturist or to a person
whose income is dependent on the harvest of crops
shall be treated as a Non-Performing Asset if the
installment of principal or interest thereon remains
unpaid (i) for two crop seasons beyond the due
date, if the income of the borrower is dependent
on short duration crops or (ii) for one crop season
beyond the due date if the income of the borrower
is dependent on long duration crops (i.e. crop
season longer than one year).

Supervisory Role

Registration of Housing Finance Companies

4.15 During the year 2004-05, two new HFCs have been
granted the COR without permission to accept
deposits from the public. COR previously granted
to two HFCs were cancelled during the year, as
these housing finance companies either went out
of the housing finance business or  showed non-
compliance with the conditions, subject to which
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the COR was issued. As at the end of June 2005,
the total number of housing finance companies
having the COR was 46. Of these, 24 HFCs were
granted COR with permission to accept deposits
from the public.

Co-ordination with other Regulatory Authorities

4.16 During the year, the Bank participated in 16 State
Level Co-ordination Committee meetings
convened by the RBI at its various Regional
Offices. These meetings are held with the
objective of ensuring active co-ordination among
the various regulatory authorities concerned with
the functioning of the HFCs and NBFCs, where

policy as well as operational issues of public
interest are addressed.

Promotional Issues – Training

4.17 Apart from the promotional initiatives in the field
of housing finance, NHB conducted 8 training
programmes for various HFCs and Banks. These
programmes addressed issues related to general
awareness on housing finance and specialized
topics such as a regulatory framework for housing
finance, securitization, legal issues in housing, risk
management, etc. Apart from increasing
awareness on issues related to the housing finance
industry, these programmes also serve as a  forum

Box 4.1 NHB Guidelines issued to HFCs during the year

         The Bank issued the following guidelines during the year:

(a) In the context of the provisions of the Prevention of Money Laundering Act, 2002 and the need to
put in place systems and procedures to help control financial frauds, identify money laundering
and suspicious activities, the Bank issued detailed “Know Your Customer’ Guidelines to HFCs.

(b) With effect from the financial year 2004-05, HFCs have been permitted to withdraw from the reserve
fund (created under section 29C of the NHB Act, 1987), the excess amount credited (in excess of
the statutory minimum of 20 per cent) in the previous years for any business purposes subject to
suitable disclosure in the balance sheet.

(c) HFCs which maintain the particulars/details of the deposits, as required under the Directions, on a
centralized computer database have been permitted to continue to do so, provided the authenticated
particulars of public deposits are sent to the respective branches, up dating the information on a
quarterly basis i.e. as on March 31, June 30, September 30 and December 31, every year irrespective
of the fact that the branches do not open deposit accounts.

(d) Creation of Deferred Tax Assets (DTA) results in an increase in Tier I Capital without any tangible
asset being added to the balance sheet. Accordingly, it has been clarified to the HFCs that DTA
should not be considered for the purpose of calculation of Tier-I Capital / Net Owned Fund.



����������	���
���
������������������������
��������

35

for exchange of ideas and experience among the
participants and NHB.

Other Initiatives

Golden Jubilee Rural Housing Finance Scheme

4.18 The Golden Jubilee Rural Housing Finance Scheme
(GJRHFS) was launched in August 1997 to
commemorate the Golden Jubilee year of India’s
independence. This is a housing loan scheme
without any subsidy element for areas with a
population less than 50,000 as per the Census of
India, 1991 and the PLIs are free to decide the
terms and conditions of lending. The targets under
the GJRHFS for the year 2004-2005 were enhanced
to 2.50 lakh dwelling units from 2.25 lakh dwelling
units in the previous year. The target was further
sub-allocated amongst the various participating
institutions.

4.19 The details of the targets and the achievements
under GJRHFS for various categories of
institutions during 2004-05 are as given below in
Table 4.4.

Residential Mortgage Backed Securitization

4.20 Considering that the development of the secondary
residential mortgage market in India will largely
depend on a sustainable securitization transaction

mechanism, it has been NHB’s effort to address
issues relating to Residential Mortgage Backed
Securitization (RMBS) and evolve a suitable
securitization transaction structure within the
existing legal and regulatory framework. At the
same time, NHB wants to make the transactions
simple and viable so that the product finds
acceptability in the market. Accordingly, NHB has
formulated a RMBS Policy and has been
undertaking  securitization transactions in
accordance with the policy. Till June 30, 2005, NHB
completed thirteen RMBS transactions amounting
to Rs.763.26 crore originated by HFCs and SCBs.
The success of the issues of RMBS has
significantly provided means to understand and
address the various legal, regulatory, fiscal,
accounting and other capital market related issues
relating to such transactions, as also various policy
issues for a conducive environment for such
issuances.

4.21 During the year, NHB completed three issues of
RMBS involving 2892 housing loans amounting
to Rs. 99.33 crore originated by one HFC and fully
wrapped with NHB’s guarantee. These are the initial
form of RMBS issues in India with the Guarantee
of NHB conceptualized on the lines of the RMBS
issued by institutions such as Fannie Mae and
Freddie Mac of USA.

Table 4.4 Institution-wise Performance under GJRHFS during the year 2004-05

(Number of dwelling units)

Category of Institutions Target Achievement

Banks 92,250 74,001

Housing Finance Companies 1,57,750 1,84,262

Others including Co-operative sector institutions - 299

TOTAL 2,50,000 2,58,562

Source: NHB
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5.1 The Indian housing finance market has grown
fairly significantly during the last few years.
Fiscal incentives for investment in housing for
households and treatment of housing finance
as Priority Sector lending for banks have been
two of the main factors contributing to growth
in this market. However, a large part of the
industry portfolio has been acquired in the
present low-interest rate scenario and during
the period when economic conditions have
been relatively stable.

5.2 The key to further growth in the Indian housing
finance market, as elsewhere in the world, is the
ability of housing finance firms (including banks)
to trade their portfolio. Securitization has been
one of the most important risk-sharing
arrangements in the housing finance market, the
world over. It has been proved that securitization
can help lower the cost of credit, broaden the pool
of investors and borrowers and lessen the
variability in availability of capital for the housing
finance firms.

5.3 Success in the development of the
securitization market depends on the ability to
understand the behavior of underlying
mortgage assets under varied economic
conditions for different market segments. The

knowledge of borrower, property and loan
characteristics is critical to understanding the
nature of risk associated with packages of
securitized assets. Towards this end, NHB
conducted a study of the credit and prepayment
characteristics for a sample of housing loan
portfol ios across different geographical
markets. The objective was to identify relevant
tools in respect of pricing of securitized assets
and determine factors, which would contribute
in the choice of credit  enhancement
instruments. In addit ion, the study was
expected to facilitate product design, credit
analysis processes and pricing decisions by the
housing finance institutions.

Borrower Characteristics

5.4 The study was conducted covering a sample of

over 650,000 cases for Credit Risk and over

625,000 for Prepayment Risk. Each sub-sample

had at least 25,000 borrower accounts.

5.5 A closer look at the borrower characteristics

suggests that there is a large variation across

regions, sanction amount, sanction period and loan

terms. Tables 5.1 and 5.2 below provide data on

borrower characteristics for each of the segments

for the delay/default risk sample.

CHAPTER - V

Credit and Prepayment Risk Profile in the Indian Housing Finance Market:
An Analysis of the Borrower Profile
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Box 5.1 Background of the study undertaken to understand the nature of credit and
prepayment risk in the housing finance market.

NHB commissioned a study undertaken by Administrative Staff College of India to understand the nature of credit

and prepayment risk in the Indian housing market. The study covered the following aspects of the housing finance

market:

1. Borrower characteristics- (Occupation, Borrower Age, Installment to Income Ratio, Monthly Household

Income and Presence of Co-obligant)

2. Loan characteristics- (Sanction Amount, EMI, Loan to Cost (or Value – our data is in terms of value) Ratio,

Borrowing Purpose – Refinancing and New purchase, Interest Rate and Nature of Interest Rate Contract,

Mode of Payment, Mode of Origination and Loan Term), and,

3. Property characteristics- (Property Area and Nature of Dwelling Unit- Old, New or Upgradation)

The key objective was to understand the credit and prepayment risk associated with each of the segments that

emerged based on these characteristics. The segments that were considered for the study were:

� Region

� Sanction Period

� Loan Term and

� Sanction Amount

The Credit Risk has been defined using two events - Delay and Default event.

Delay event is the situation where the borrower has an over due amount or pending installments (irrespective of the

amount due) at the end of 3 months from date of first delay in repayment. This is a relatively stricter definition of

credit risk (Delay Risk).

Default event is the situation where a borrower has 3 or more outstanding installments at the end of one year from

the date of first delay (Default Risk).

Prepayment risk event is the case where the borrower has prepaid his or her loan in part or full.

A descriptive analysis of the sample data was carried out to map the profile of various segments and to confirm that

the choice of segments and variables is reasonable and appropriate.

The Cox Proportional Hazard (CPH) Model was deployed for studying the risk behaviour for credit as well as

prepayment risk. Though often used in medical time-to-event studies, this model has been adapted for

applications in finance and other fields in situations where there is a need to observe a person’s behaviour or
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Box 5.2 Cox Proportional Hazard Model Description

The Cox Proportional Hazard (CPH) Model has been used for studying the risk behaviour for credit as well as

prepayment risk. CPH is an often used model in medical time-to-event studies. It has been adapted for applications

in finance and other fields in situations where a person’s behaviour or condition is to be observed over a period of

time.

Survival Analysis or Proportional Hazard Model is a tested method for analysis of Credit and Prepayment

Risk for housing finance. CPH allows inclusion of cases even where the behaviour has not been observed

completely. For instance, those cases can be used where a person has taken a loan but the loan has not yet

matured.

CPH examines the length of time to a critical event, as a function of a set of predictors (independent variables).

It allows estimation of the probability of default or prepayment over the loan life, given borrower, loan and

property characteristics. In the statistical model for CPH, the outcome variable (identified by occurrence time

for the outcome event – default or prepayment in our case) is used as the dependent variable and market,

borrower, property and loan characteristics as the independent variables. The Survival Function is to be

interpreted as the probability that a borrower will service (not default or prepay) the loan beyond a point of

time on the curve.

condition over time. CPH was a natural choice in the housing finance context because each month, conditional

on a loan being current and availability of updated information about the value of the dwelling, the borrower’s

economic conditions and market interest rates, the borrower decides to prepay or default on a loan. Survival

Analysis or Proportional Hazard Model is a tested method for analysis of Credit and Prepayment Risk for

housing finance.

Another advantage of CPH was that it allowed inclusion of cases where a person has  taken a loan but the loan has

not yet matured i.e. when the  behaviour has not been observed completely. The model examines the length of

time to a critical event, as a function of a set of predictors (independent variables). It also estimates the probability

of default or prepayment over the loan life, given borrower, loan and property characteristics. In the statistical

model for CPH, the outcome variable (identified by occurrence time for the outcome event – delay, default or

prepayment) has been used as the dependent variable and market, borrower, property and loan characteristics

has been used as the independent variables. CPH allows for analysis of risks at the individual level and a prediction

of individual behaviour with respect to delay, default or prepayment based on the coefficients for the independent

variables.
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Table 5.1 Sample Charactertistics: Delay/Default Study by Region & Sanction Period

Sample Characteristics by Region

Southern Region

� Small value loans (53% below Rs. 2,00,000), with fixed interest rate contracts of over 30%,

� Over 43.58% are of 10-15 year maturity and 44.77% below 10 years

� Relatively large average property area (2nd highest) and the highest income (Rs. 20,061),

� High share of upgradation loans (20%),

� Second largest co-obligants (40%) and the relatively low self-employed borrowers (6.06%).

� Second highest IIR (26.3%) and Lowest LCR (62.4%)

Western Region

� Medium size loans (40% between Rs. 200 to 5,00,000), with floating rate contracts at 80%,

� 51.94% are of 10-15 year maturity and 35.48% below 10 years

� Smallest average property area (75.8 sqm), low (2nd lowest) monthly income (Rs. 15,816),

� Lowest proportion of upgradation loans (10%),

� Relatively higher proportion of self-employed borrowers (6.75%) and the lowest presence of co-obligants
(33%).

� Highest IIR (28.6%) and LCR (69.6%).

Northern Region

� Large value loans (16% of Above Rs. 500,000), with floating rate interest contract at 82.5%,

� Over 42.98% are of 10-15 year maturity and 46.62% below 10 years

� Highest average property area (127.9 sqm), relatively higher income (Rs. 19,214),

� Relatively higher share of upgradation (17%)

� Highest presence of co-obligants (49%) and highest proportion of self-employed (8.73%)

� Lowest IIR among regions at 25.2% and low LCR (64.1%)

Eastern Region

� Small value loans (53% below Rs. 200,000), with proportion of fixed rate contract at 25.7%,

� Over 40.91% are of 10-15 year maturity and 46.97% below 10 years

� Second lowest average property area (84.4 sqm), lowest monthly income (Rs. 15,712),

� High proportion of upgradation loans (17%).

� Lowest proportion of self-employed borrowers (3.46%) and relatively higher presence of co-obligants (39%),

� Relatively low IIR (26.3%), but high LCR (67.9%).

Sample Characteristics by Sanction Period

Jan 98 to Dec 99

� Average loan size of Rs. 2,55,316, with median loan size of Rs. 2,00,000 and the proportion of small loans (Below
Rs. 2,00,000) at 58.94%
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� Proportion of fixed rate contracts at 35.4%

� Lowest average property area (84.5 sqm) and income (Rs. 14,956),

� Higher share of upgradation loans (12.8%),

� Presence of co-obligants at 36.9% and self-employed borrowers at 5.2%

� IIR at 28.18% and LCR at 62.54%

July 01 to Dec 02

� Average loan size of Rs. 3,32,711, with median loan size of Rs. 2,25,000 and the proportion of small loans (Below
Rs. 2,00,000) at 47.57%

� Proportion of fixed rate contracts (21.4%),

� Property area at 101.25 sqm and income at Rs. 18,169,

� Upgradation loans at 15.6%

� Self-employed borrowers at 7.24%

� Presence of co-obligants (36.9%).

� IIR at 27.18% and LCR at 69.34%

Jan 00 to June 01

� Average loan size of Rs. 3,12,038, with median loan size of Rs. 2,21,000 and the proportion of small loans
(Below Rs. 2,00,000) at 48.52%

� Proportion of fixed rate contract (26.9%),

� Average property area (90.98 sqm) and income at (Rs. 17,859),

� Upgradation loans at 13.7%

� Presence of co-obligants at 37.4%

� Self-employed borrowers at 5.9%

� IIR at 28.09% and LCR at 67.16%

Jan 01 to July 04

� Average loan size of Rs. 408,450, with median loan size of Rs. 2,71,000 and the proportion of small loans
(Below Rs. 2,00,000) at 39.97%

� Proportion of fixed rate contract (6.5%),

� Average property area at 105.37 sqm and monthly income at Rs. 20,761,

� Upgradation loans at 17.5%

� Self-employed borrowers at 6.63%

� Presence of co-obligants (41.4%),

� IIR at 25.26% and LCR at 67.95%
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Table 5.2  Sample Charactertistics: Delay/Default Study by Loan Term & Sanction Amount

Sample Characteristics by Loan Term

Less than/equal to 5 Years

� Average loan size of Rs. 3,19,699, with 73.6% of loans sanctioned since July 01

� Proportion of fixed rate loans at 34.2%

� Lowest average property area (119.15 sqm) and income (Rs. 27,867),

� Share of upgradation loans at 28.6%

� Presence of co-obligants at 37.6% and self-employed borrowers at 6.4%

� IIR at 22.29% and LCR at 64.1%

From 10 to 15 Years

� Average loan size of Rs. 2,70,080, with 50.56% of loans sanctioned since July 01

� Proportion of fixed rate loans at 19.0%

� Property area at 88.79 sqm and income at Rs. 14,075

� Upgradation loans at 8.2%

� Self-employed borrowers at 6.0% and the presence of co-obligants at 36.6%

� IIR at 28.90% and LCR at 67.83%

From 5 to 10 Years

� Average loan size of Rs. 3,49,983, with 63.76% of loans sanctioned since July 01

� Proportion of fixed rate contract at 20.7%

� Average property area (101.27 sqm) and income at (Rs. 18,925),

� Upgradation loans at 20.1% and the presence of co-obligants at 39.7%

� Self-employed borrowers at 7.7%

� IIR at 24.81% and LCR at 63.99%

Above 15 Years

� Average loan size of Rs. 3,26,840, with 80.75% of loans sanctioned since July 01

� Proportion of fixed rate contract at 13.5%

� Average property area at 93.19 sqm and monthly income at Rs. 15,183

� Upgradation loans at 2.1%

� Self-employed borrowers at 15.4% and the presence of co-obligants at 41.2%

� IIR at 31.84% and LCR at 71.03%

Sample Characteristics by Sanction Amount

Less than Rs. 100,000

� High proportion of fixed rate contracts at 44.0%, with proportion of loans with term below 5 years at 25.67%
and above 15 Years at 6.76%
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� Lowest average property area (85.2 sqm) and income (Rs. 9,682) and high share of upgradation loans
(38.5%),

� Presence of co-obligants at 29.9% and self-employed borrowers at 4.4%

� LCR at 58.64% and IIR at 16.65%

Between Rs. 100,001 to Rs. 200,000

� Proportion of fixed rate contract at 25.2%, with proportion of loans with term below 5 years at 10.38% and
above 15 Years at 5.94%

� Average property area (81.08 sqm) and income at (Rs. 10,590) and presence of co-obligants at 31.3%

� Upgradation loans at 14.6%

� Self-employed borrowers at 4.67%

� IIR at 26.57% and LCR at 63.69%

Between Rs. 200,001 to Rs. 500,000

� Proportion of fixed rate contracts at 16.2%, with proportion of loans with term below 5 years at 6.02% and
above 15 Years at 15.4%

� Property area at 95.77 sqm and income at Rs. 15,949 and upgradation loans at 6.53%

� Self-employed borrowers at 6.97% and the presence of co-obligants (42.2%)

� IIR at 31.18% and LCR at 69.75%

Between Rs. 500,001 to Rs. 1,000,000

� Proportion of fixed rate contract at 11.5%, proportion of loans with term below 5 years at 7.19% and above
15 Years at 24.49%

� Average property area at 131.06 sqm and monthly income at Rs. 34,686 and upgradation loans at 2.52%

� Self-employed borrowers at 12.32%, with the presence of co-obligants (55.0%),

� IIR at 32.62% and LCR at 73.08%

� Self-employed borrowers at 6.63% and the presence of co-obligants (41.4%),

� IIR at 25.26% and LCR at 67.95%

Above Rs. 1,000,000

� Average loan size of Rs. 255,316, with median loan size of Rs. 200,000, with high proportion of fixed rate
contracts (11.5%),

� Proportion of loans with term below 5 years at 9.20% and above 15 Years at 29.69%

� Lowest average property area (197.32 sqm) and income (Rs. 86,254),

� Proportion of upgradation loans at 0.95% only

� Presence of co-obligants at 62.6% and self-employed borrowers at 18.02%

� LCR at 76.18% and IIR at 32.95%
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Findings:

(a) Delay Risk

5.6 The following variables were found to determine
the level of delay risk for a loan:

� Geography: Loans originating in the Southern and
the Western Region have a marginally higher risk
than the loans in the North, at the end of five years
into loan age. The East has a lower risk compared
to all other regions.

� Origination Period: Recent loans carry higher risk
as compared to loans disbursed in prior periods
of study. This may be a result of high level of
competition leading to a certain amount of
slackening of controls.

� Loan Amount: Higher value loans carry higher risk
during the later years of the study period, whereas
the smaller loans carry a relatively higher risk
during the first two years of the loan term.

� Loan Term: Longer term loans carry relatively lower
risk, except for the loans with 10-15 year tenure.
Almost  three fourths of the long term loans have
been disbursed for the purpose of purchasing new
dwellings.

� Co-obligant: The presence of a co-obligant helps
mitigate risk under most circumstances, as the
default risk is lower for loans backed by co-obligants.

� Loan Purpose: Loans disbursed for upgradation
of property have a higher risk, followed by loans
disbursed for purchase of new dwellings and for
purchase of old dwellings respectively.

� Borrower Occupation: Self-employed borrowers
carry a higher risk than employed borrowers, but

small-loan employed borrowers carry the
maximum risk.

5. 7 This analysis gives a fair view of the determinants
of delay risk in terms of the above-mentioned
variables. However, the credit analysis process
would need to consider the variations in credit risk
arising out of segment, borrower and loan profile.

(b) Default Risk

5. 8 As mentioned earlier, the definition of delay risk in
this study is relatively stricter than the definition
of default risk. Default event has been defined as a
situation where a borrower has 3 or more
outstanding installments at the end of one year
from the date of first delay. Based on this analysis,
in summary, the following variables have been
observed to determine the level of default risk for
a loan:

� Geography: Loans originating in the Western region
have the highest default risk, followed by the
Southern, Northern and the Eastern Regions.

� Origination Period: While default risk for earlier
period loans is observed to rise only during the
later years of loan age, the loans during the recent
period show an increase in probability of default
during the earlier years of loan age.

� Loan Amount: Smaller loans have a higher risk of
default during the later years of loan age.

� Loan term: Loans with term between 5 to 15 years
carry a higher risk as compared to the Below 5
years and the Above 15 year loans.

� Co-obligant: The presence of a co-obligant
mitigates the risk of default except in the Northern
region.
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� Borrower profession: Self employed borrowers
carry higher risk, except in recent loans (Chart 5.1).

5.9 As evident from the graph above, the share of default
in the category of self employed borrowers have been
higher than the overall (combined for all borrowers)
default rate in each Loan to Cost Ratio LCR category.

� Loan Purpose: Loans for new dwelling units are
observed to have higher risk compared to the loans
for old dwellings.

1 Loan to Cost Ratio may be interpreted as Loan to Value Ratio as the data has been based on the value of properties.

Relationship between Default Rate and Loan to Cost
Ratio1

5.10 The study revealed that there is a significant
change in the default rate as the LCR changes.
While there was a steady increase in the default
rate as the LCR increases, the trend was
reversed in the highest LCR category when
the rate actually shows a southern trend
(Chart 5.2).
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Chart 5.2 Relationship between default rate and loan to cost ratio
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5.11 A fair degree of consistency was observed in the
credit risk behaviour of the different LCR categories
across regions and time periods. Though the
proportion of self employed borrowers in the
higher LCR was lower, the average Installment
Income Ration (IIR) was observed to increase with
LCR. From the observations, it was fair to infer
that higher default with increase in LCR could be
resulting from increased pressure on borrower due
to higher IIR.

(c) Prepayment Risk

5.12 The study revealed that the level of prepayment
risk for a loan is determined by the following
variables:

� Geography: Loans originated in the Southern
region have the highest prepayment risk, followed
by the Northern, Western and the Eastern region
(Chart 5.3).

Chart 5.3 Prepayment Risk by Region

� Origination Period: Recent period loans carry
a higher prepayment risk as compared to loans
issued in earl ier periods of the study
(Chart 5.4).

Chart 5.4 Prepayment Risk by Sanction Date
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� Loan Amount: Smaller loans have a lower initial
prepayment risk compared to larger loans
(Chart 5.5).

Chart 5.5 Prepayment Risk by Sanction Amount
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� Loan term: Prepayment risk decreases with loan
term up to 15 years but it is higher for loans above
15 years of maturity (Cchart 5.6).

Chart 5.6 Prepayment Risk by Tenure of Loans

by way of acquiring upgradation loans or lending
to  self-employed borrowers).  It can also choose
its portfolio in line with the prepayment risk it  is
interested in taking, as part of its business strategy.
It has been observed that loans of smaller amounts
have a lower initial prepayment risk compared to
loans of a larger amount. A firm with a portfolio of
larger loans would therefore carry a higher
prepayment risk in a falling interest rate scenario
and consequently should make the required
investment in building treasury capability or alter
its capital structure to reduce the amount of long-
term debt - of course, after taking into account the
ALM requirements. In a dynamic business
scenario, the PLI can devise its strategy based on
the above factors to ensure long term sustainability
and viability alongside better efficiency in making
housing finance available to  home loan seekers.

5.15 This may  also be of significance in terms of
securitization or portfolio trading (sale and
purchase) as the prepayment risk affects
reinvestment opportunities of the investors. While
it may not be a feasible option to generalize the
risk propensity and price products uniformly
across the board, it is definitely a relevant lead to
the PLIs who should be aware of the varying level
of these risks in  their portfolios so that adequate
risk mitigation techniques can be adopted and
profitability can be increased. The observations can
be used to define the characteristics of a typical
market portfolio, which can in turn be extended to
underlying assets having similar demographics
even when a PLI (raising resources through
securitization) has not separately studied the
prepayment or credit risk behaviour of the portfolio.
This would reduce the transaction cost of
securitization, allowing even smaller firms to raise
resources from the market.
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� Loan and Financial Purpose: Loans for old dwelling
units and non-residential purposes have a higher
prepayment risk.

� Channel of Acquisition: Loans acquired through
indirect channels have a higher prepayment risk.

Implications

5.13 As mentioned earlier, the study findings could be
used for policy inputs for the development of the
housing finance market in India as well as for
making strategic and operational choices by HFCs
and banks in the market.

It could also be used for making portfolio choices, risk-
based pricing decisions, product design choices, design
of risk management process and determining the amount
of economic capital required for a given portfolio by the
Primary Lending Institutions (PLI).

5.14 Depending on the risk appetite and liquidity
position, the   PLI can decide on its portfolio
composition (riskier profile in terms of credit risk
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5.16 On a realistic note, PLIs have been using their
experience to address various risk elements in
their lending for housing finance. HFCs/ Banks
use the presence of a co-obligant as a credit risk
mitigation mechanism, as it is perceived that  co-
obligant backed loans carry lower risk. This has
also been corroborated by the study. Again, as
the smaller loans are observed to carry a relatively
higher risk during the earlier years of a loan, a
firm with a larger share of smaller loans in its
portfolio may need to invest more resources in
the monitoring and collection process. We
observe a similar trend in loans sanctioned during

the recent years, compared to loans sanctioned
earlier, irrespective of the loan amount.

5.17 The findings of the study also indicate that as
the industry gains greater maturity in terms of
harvesting existing opportunities arising from
different demographics/ socio economic
conditions, there may be a reason to determine
the risk-adjusted return that the PLI is able to
achieve in different segments and allocate capital
to different regions or sub-portfolios (mapped
to different market segments) depending on the
risk.
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6.1 Disasters are a random and global phenomenon,
which may occur in any region or country. They
have been occurring in different parts of the world
resulting in colossal loss of lives and properties.
The recent Tsunami surge affected major parts of
South East Asia including India, resulting in the
loss of thousands of lives and even wiping out of
land forms which existed in the Indian Ocean.
Earthquakes have been occurring regularly in
different parts of the world and recently  large parts
of Afghanistan, Pakistan and India were affected
causing immense loss to life and property.

Global Initiatives

6.2 In 1989, the United Nations declared the 1990s as
the International Decade for Natural Disaster
Reduction (INDNDR). Disaster reduction and
coping with disasters touch many areas of human
life and society, constituting a core task of
sustainable development.  The damages caused
by natural disasters are on the rise world wide,
and larger numbers of people are threatened by
the forces of nature. IDNDR helped in identifying
the links between disaster proneness, the
environment, society, the economy, and risk
awareness.

6.3 Coping with disasters entails more than making
technologies available.  The major UN conferences
on Environment and Development at Rio de Janeiro
(1992) and on the Reduction of Natural Disasters
at Yokohama (1994), have highlighted that natural
disasters are not only the consequences of natural

events, but are also caused by ill conceived human
conduct.  The Yokohama Strategy also recognized
the role of applied scientific knowledge and
awareness in saving communities.  In fact, the
importance of reliable information was the core
idea of the International Strategy for Disaster
Reduction and the two conferences on early
warning systems held in Postdam and Bonn in
1998 and 2003 respectively.

6.4 Disaster Management is an issue, which requires
action and co-operation at the international level.
In order to identify the causes, as also to mitigate
the effect of earthquakes, a large number of
research studies have been carried out with the
mutual co-operation of many countries as well as
international bodies.  Similarly, international co-
operation is also available for satellite imagery
which is shared amongst various countries with a
view to provide hurricane and cyclone warnings
etc.   The recent Tsunami of December 2004 has
further brought out the need for global co-
operation, not only for sharing information but also
for providing relief and rehabilitation in the affected
areas.

6.5 Disaster Management has become an issue, which
deserves much more attention and cooperation
amongst countries at the international level. Many
international conferences are being organized, the
recent one being at Kobe at Japan, which provide
a common platform for sharing country
experiences and fostering international co-
operation.   Organizations/institutions such as the

CHAPTER - VI

Disaster Management
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Federal Emergency Management Agency,
Wisconsin Management Centre in the U.S,
Queensland Disaster Management Services in
Australia, Centre of Excellence in Disaster
Management and Humanitarian Assistance as well
as various bodies of the United Nations etc. are
actively involved in various spheres of Disaster
Management.

India and Natural Disasters

6.6 India has been traditionally vulnerable to natural
disasters on account of its unique geo-climatic
conditions. Floods, drought, cyclones, earthquakes
and landslides have been recurrent phenomena.
The December 2004 Tsunami has added another
dimension to the vulnerability of the peninsular
coastline to such a disaster. Even as substantial
scientific and material progress has been made,
the loss of lives and properties has not decreased.
The super cyclone in Orissa in October 1999 and
the Bhuj earthquake in Gujarat in January 2001,
underscored the need to adopt a multi-dimensional
endeavour involving diverse scientific, engineering,
financial and social aspects, as also the need to
adopt a multi-disciplinary and multi-sectoral
approach and incorporation of risk reduction in
development plans and strategies.  Recurrent
terrorist attacks have simultaneously underlined
the need  for being prepared  to deal with man-
made disasters as well.

6.7 Since independence, the country has developed
its own practices and strategies for coping with
natural and other forms of disasters. The
institutional and policy mechanisms for response,
relief and rehabilitation, which are the three major
corner stones, have already been established. The
size of the population and living conditions make
people more vulnerable to disasters. As per the

Census of India, 2001, a vast majority of houses
in rural areas, fall in the semi-pucca and kutcha
categories, being non-engineered constructions.
Further, even in urban areas, buildings and houses
have not been constructed strictly as per the
provisions of the National Building Code in India.
These types of buildings and houses are most
vulnerable to disasters, and lead to colossal loss
of life and property during their occurrence.
Disaster Management, therefore, needs to be
viewed from these perspectives.

The Disaster Management Approach

6.8 The Disaster Management approach primarily aims
to reduce human suffering and economic losses
caused by natural and other forms of disasters. It
has to provide for a strategic and rapid response
in the event of any disaster.  Disaster management
basically encompasses the issues pertaining to
disaster preparedness, disaster relief and
rehabilitation.   An important part of disaster
management is providing assistance to prepare for
and recover from natural and manmade disasters
that can result in great human and economic
losses.

6.9 In the recent years, an increasing number of
disasters in various parts of the country have
resulted in wide spread devastation, loss of lives
and destruction of properties.  It has, therefore,
become imperative to understand these disasters
realistically and to identify the technical,
administrative, financial, social and legislative
measures to decrease their adverse effects, thereby
managing them in an appropriate manner.

6.10 Based on past national and international
experiences, the Government of India has brought
about a major shift in its approach towards disaster
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management. It has been realized that development
cannot be sustainable unless disaster mitigation
is built into the process. Further, the approach has
to be multi-disciplinary, extending across all the
sectors of development. It is now believed that
investments and mitigation are much more cost
effective than expenditure on relief and
rehabilitation.

The Framework for Disaster Management

6.11 The above approach has been translated into a
National Disaster Framework (a road map)
covering institutional mechanisms, disaster
prevention strategies, early warning systems,
disaster mitigation, preparedness and response
and human resource development.   The expected
inputs, areas of intervention and agencies to be
involved at the national, state and district level have
been identified and listed in the road map.  The
changed approach is being put into effect through
institutional changes, the enunciation of policy,
legal and techno-legal frame-works, funding
mechanisms, preparedness measures, capacity
building etc.

Disaster Management Committee

6.12 The Central Government has set up a Central
Disaster Management Committee under the
aegis of the Ministry of Agriculture, Department
of Agriculture and Co-operation. This is an apex
body to look into Natural Disaster Management
and Mitigation.  For effective implementation
of relief measures in the wake of natural
disasters, the Government of India has set up
a Standing National Crisis Management
Committee and a Natural Disaster Management
control room in the Ministry of Agriculture at
New Delhi.

Expert Group

6.13 The Government of India has also set up an Expert
Group to examine  related issues and evolve
recommendations for improving preparedness and
prevention with respect to natural disasters caused
by earthquakes, floods and cyclones.  The issues
examined by this expert group related to
monitoring of hazards, mapping, prediction and
forecasting, preparedness of building guidelines,
retrofitting of existing unsafe structures and
buildings.  The report of the Expert Group covers
issues relating to the identification of various
hazard prone areas, vulnerability and risk
assessment of buildings, disaster damage
scenarios, and technical guidelines for hazard
resistant construction of buildings, upgrading of
hazard resistance of existing housing stock by
retrofitting and the techno-legal regime to be
adopted.

Disaster Risk Management Programme

6.14 A Disaster Risk Management programme has been
taken up with  assistance from the UNDP, USAID
and European Union in 169 multi-hazard prone
districts, including the North-Eastern States. The
programme, which aims at putting into place,
sustainable initiatives with the involvement of local
self government institutions and communities, is
expected to be completed by December 2007.

Funding Mechanisms

6.15 The policy and funding mechanisms for provision
of relief and rehabilitation to those affected by
natural disasters have clearly been laid down.
These are reviewed by the Finance Commissions
at regular intervals. A Calamity Relief Fund (CRF)
has been set up in each state as per the



����������	���
���
������������������������
��������

51

recommendations of the eleventh Finance
Commission. The size of the CRF has been fixed
after taking into account the expenditure on relief
and rehabilitation over the previous ten years. The
Government of India (GOI) contributes 75 per cent
of the corpus of CRF in each state and the states
contribute the balance 25 per cent.

Disaster Management Policy

6.16 The draft National Disaster Management Policy has
stated the importance of reliable, efficient
information exchange between all the stakeholders.
It focuses on the following aspects:

� Resource and knowledge sharing

� Blending science and technology with the ongoing
development process

� Efficient linkages with other Disaster Management
Systems

� The adoption of a multi-hazard approach within
the paradigm of prevention, mitigation and
reduction

6.17 The Policy also stresses upon the need for the
preparation of detailed maps because the easy
availability of precise maps of appropriate areas
greatly enhance the preparedness  for future
disasters.

State Government Initiatives

6.18 At the State level, the work of post calamity relief
was primarily being handled by the Department of
Relief and Rehabilitation. The GOI is working with
the State Governments to restructure these
departments into Department of Disaster
Management with an enhanced area of
responsibility to include mitigation and

preparedness, apart from the present responsibility
of relief and rehabilitation.

6.19 Most of the State Governments have taken
measures to tackle disasters with a view that there
is minimal loss to life and property. Crisis
Management Groups have been set up under  Relief
Commissioners, which look into  various aspects,
during and post disaster periods. The roles and
responsibilities of concerned officials from the
district to the taluk levels have also been identified.

Research and Development

6.20 Considering the wide variations that can occur as
an outcome of disasters, there is  considerable
scope for carrying Research and Development
(R&D) work in this field.  In India, a number of
institutions both at the Central and State levels,
have been making efforts in this regard. The Central
Building Research Institute, Roorkee, Structural
Engineering Research Centre at Chennai, State
Level Research Laboratories etc. have done
considerable work in this regard. Further, the
Bureau of Indian Standards at New Delhi devised
a number of Codes that deal with disaster related
issues.

6.21 The Building Materials and Technology Promotion
Council at New Delhi, has compiled a national
hazard zonation map compendium known as the
Vulnerability Atlas. This atlas details the
susceptibility of India and its states to natural
disasters. It also demarcates the areas that are
prone to various natural hazards along with the
grading of expected severity. It also explains the
vulnerability of the type of construction in various
parts of the state. This atlas has helped in
reinforcing the ongoing efforts of disaster
management in the country.
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The Role of the Voluntary Sector

6.22 In the wake of the natural disasters that have
occurred in the country, a number of NGOs and
private industrial houses have initiated various
activities. Some of the leading NGOs such as
OXFAM (India) Trust, CASA, CARE-India,
Ramakrishna Mission etc. have been active in
responding to many disasters and providing timely
and effective relief. They have been actively
involved with the local authorities in providing food
and shelter as well as meeting other requirements
in the event of a disaster.

National Housing Banks’s Initiatives

6.23 As an apex level institution in the field of Housing
Finance, the National Housing Bank had taken on

the responsibility of framing schemes for
extending financial assistance for construction
and rehabilitation work under programme lending
in areas affected by natural disasters. The Bank
has been providing financial assistance to the
victims of natural calamities from time to time,
by way of concessional schemes. Till now,
assistance has been provided to the victims of
earthquakes in Uttaranchal (1980) and Gujarat
(2002), the Orissa cyclone (2001) and the
Tsunami (2004), which struck the coastal areas
of southern India.

6.24 The refinance assistance provided under
various schemes to address the housing needs
of the victims of natural disaster are as
follows:

Box 6.1 Refinance Assistance for Housing in the Tsunami Affected Areas

In order to encourage construction of new houses/flats and major repairs of damaged houses in the areas affected

by the Tsunami, NHB launched a refinance scheme to assist the victims in reconstruction and rehabilitation. Primary

Lending Institutions like Housing Finance Companies and Scheduled Commercial Banks could avail funds from NHB

under the scheme for loans sanctioned on or after January 01, 2005 to the victims of the Tsunami.

Characteristic features

� Banks and HFCs were eligible for the scheme.

� Refinance was available at concessional rate of interest of 5.00 per cent per annum. Banks/HFCs not to

charge interest at more than 6.50 per cent from the ultimate borrower.

� Refinance repayable within a period not exceeding 15 years including the period of moratorium, if any.

� The HFCs/Banks could extend a moratorium of two years to the ultimate borrowers on repayment of principal.

A similar moratorium could be extended by NHB to the HFCs/Banks subject to the same facility being extended

to the ultimate borrowers.

� Financial assistance could be prepaid by the HFC/Banks to NHB by giving necessary notice without any

prepayment levy.
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Uttarkashi Earthquake (1991): Rs. 10.00 crore

Orissa Cyclone (2000): Rs. 5.47 crore

Gujarat Earthquake (2001): Rs. 54.24 crore

6.25 Besides, the Bank has also extended project
loans of Rs. 53.66 crore to the Gujarat State
Disaster Management Authority and the Gujarat

Housing Board for the rehabilitation of people
affected by the earthquake in 2001. Recently the
Bank has sanctioned a project loan of Rs.70
crore to Andhra Pradesh State Housing
Corporation Limited towards construction of
40,000 new dwelling units for the fishermen
affected by Tsunami in the state of Andhra
Pradesh.
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Building an inclusive housing finance system.

The housing finance market has been consistently
exhibiting rapid growth in the past few years with an
estimated CAGR of 38%. Growth has been largely in urban
areas and in the middle to high income groups, in
particular the salaried class.  This growth was partly
fuelled by the entry of commercial banks seeking asset
growth in a sluggish business environment coupled with
the tax incentives on housing loans.  The banks, with
their lower cost of funds, extensive branch network,
capability to provide a range of personal banking services
and aided by the average low default rates in housing
finance, could expand the market considerably. They
however, continued to focus on middle to higher income
groups with the lower income groups, self employed, rural
population by and large excluded.  Thus, notwithstanding
the phenomenal growth of housing finance, outstanding
housing loans constitute a mere estimated 4% of the
country’s GDP, much lower than other comparable
countries such as Korea, China, Thailand, Malayasia,
Brazil.  In the context of the apparent potential for housing
finance in the country, the issues of affordability, new
and customised products, delivery channels, policy
interventions and their sequencing assume relevance.
While the expanding middle and higher income groups
may continue to access conventional housing finance,
increasing attention will need to be paid to the needs of
the unserved and underserved.

How can housing be made an instrument of financial
inclusion? That housing is the largest component of

CHAPTER - VII

Key Issues and Future Outlook

an individual in the middle and low income groups is
well recognized. The challenge is to leverage housing
for equitable economic growth and poverty reduction.
At the same time, the housing finance market is an
integeral part of the financial market and would need
to be deepened, widened and made more sophisticated
by participation in the liberalization of the financial
sector.

Innovation and Product Development

With the expansion of the market and entry of new
classes of borrowers, the need for innovation through
development of new products, adaptation of existing
products, developing new delivery mechanisms and
channels cannot be over emphasised.  Innovative
lenders would see new business opportunities which
offer them market expansion as well as higher margins
in a manner that fits into their corporate strategies.
Commercial banks, in particular, might be able to identify
opportunities for cross selling a range of financial
products with the growing convergence of Indian
financial markets and offer innovative personal financial
solutions to individuals to address their home loan,
insurance, savings and investment needs.  In order that
innovation is facilitated and scale of economies are
exploited, standardisation of business, underwriting
processes, documentation would be called for.  This
would not only be of value to the individual businesses
but also spur higher levels of specialisation and expertise
in the industry.  Further, it would also address regulatory
concerns.
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Market Infrastructure

The rapid growth of the housing sector has left the
market infrastructure lagging behind.  In developed
economies, housing stocks and mortgages are leading
indicators of economic activity and are widely tracked.
In India, housing data is scattered resulting in insufficient
analytical work which is a constraint in public policy
formulation. Building a detailed data base covering
housing and housing finance at a disaggregated level is
both urgent and important.  Such a database could
include housing stocks, sales of existing houses, the
nature of house construction, house prices at different
centres, profiles of homeowner classes including
affordable mortgages, information on construction,
loans to developers, construction finance, information
on defaults, frauds. National Housing Bank (NHB) has
initiated work on the development of a housing price
index to be called NHB Residex with the support of
Government of India, Ministry of Finance and Reserve
Bank of India (RBI). NHB is also developing a system of
electronic filing of statutory and other returns by the
housing finance companies which in due course is
intended to be expanded to build a national mortgage
information system. This could be linked to the property
registration systems which are already computerized in
many States in the country. NHB is also endeavouring
to develop an electronic registry of mortgages on
immovable property by linking with the State level land
record computerised data bases.

Consumer Awareness and Protection

In the ultimate analysis, the borrower i.e., the home buyer
is and should be the focus of attention as far as the
housing finance industry is concerned.  In the absence
of adequate regulations, the average home buyer is often
at the receiving end due to one-sided documentation, little

awareness of rights, inadequate education on the legal
and financial aspects of home purchase as well as home
loans. With the RBI emphasising the need for codes and
standards for the banking industry in the interest of
greater transparency and fairness to the consumer, similar
effort is called for in the housing and housing finance
industry.  NHB has advised housing finance companies
that they should consider financing only those residential
projects which conform to the prescribed regulation
standards. NHB has also initiated a dialogue with the
builders and real estate developers where a system of
rating of projects and developers can be exploited by the
industry so that the consumer can make a fair choice.  It
is also necessary to educate first-time home buyers on
the processes and the regulations involved in purchasing
a house and the various major loan terms and covenants
when they borrow to finance the projects.  Of late, with
increase in interest rates, borrowers who had taken
floating rate loans in the past, obviously attracted by the
lower interest rates, have been making submissions that
they have not been adequately informed about the
implications of increase in floating rate loans.  Thus, the
need for greater transparency in housing finance
transactions to enable borrowers to make enough choice
about products and profiles of lenders is the primary
requisite of a well informed market.

Against the above backdrop, NHB is adopting a four
pronged strategy. First, the housing finance companies
have, at the instance of NHB, voluntarily adopted a Code
of Fair Practices. Second, NHB is developing a portal
which will contain wide ranging information on dynamic
information to consumers. Third, NHB is seeking to
promote a national forum of mortgage lenders comprising
banks, housing finance companies and others which can
in due course evolve into a self regulatory organization.
Amongst other activities, this forum will seek to ensure
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that its members embrace best consumer oriented
practices. Fourth, NHB seeks to develop a system of
independent home loan counsellors who will act in the

best interest of the consumer. In sum, the development
of a sustainable housing finance system could in due
course emerge as a cornerstone of the financial system.
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Appendix A 3.1: Region-wise Classification of Outstanding Housing Loans by
Scheduled Commercial Banks as on March 31

(Rs. in crore)

2003 2004 2005
Region / State/UT No. of Amount No. of Amount No. of Amount

A/c s Outstanding A/c s Outstanding A/c s Outstanding
Northern Region

Haryana 47339 1140.20 64996 1667.32 309349 2718.65
Himachal Pradesh 17880 291.91 23647 467.91 78185 690.14
Jammu & Kashmir 19797 268.76 18574 357.58 51459 429.29
Punjab 92254 1713.71 114359 2780.88 463469 4099.95
Rajasthan 87617 1768.72 121445 2765.81 434770 3849.03
Chandigarh 7703 280.59 17115 1058.49 159384 1413.47
Delhi 52155 3383.53 100772 7125.70 1231622 10703.87
Region Total 324745 8847.42 460908 16223.69 2728238 23904.4

(60.73) (83.37) (47.34)
North-Eastern Region

Arunachal Pradesh 193 6.43 1046 26.50 3644 33.08
Assam 42811 703.51 37304 574.46 111550 980.39
Manipur 1255 26.54 1905 47.21 11357 105.79
Meghalaya 1226 29.95 3593 128.27 45933 393.86
Mizoram 2982 64.41 4010 105.30 16959 151.61
Nagaland 379 6.40 541 12.06 1723 16.06
Tripura 2322 35.59 3259 54.62 10445 94.12
Region Total 51168 872.83 51658 948.42 201611 1774.91

(101.00) (8.66) [87.14]
Eastern Region

Bihar 52919 708.78 61811 1162.35 176577 1559.11
Jharkhand 20478 371.81 30545 531.44 73685 628.83
Orissa 140319 1320.32 163344 2317.57 377916 3253.21
Sikkim 1756 35.49 3258 72.98 17974 154.65
West Bengal 135074 2714.59 170195 3743.09 629339 5523.53
Andaman & Nicobar Islands 335 9.09 611 22.77 5056 43.19
Region Total 350881 5160.08 429764 7850.20 1280547 11162.52

(39.06) (52.13) [42.19]
Central Region

Chhatisgarh 29566 412.10 22658 511.70 84507 726.92
Madhya Pradesh 114243 1610.60 112491 2411.68 404324 3587.06
Uttar Pradesh 153108 2848.90 204528 5180.53 881274 7948.81
Uttaranchal 30911 437.12 25444 598.46 96836 869.24
Region Total 327828 5308.72 365121 8702.37 1466941 13132.03

(46.33) (63.93) [50.90]
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Source: Basic Statistical Returns, RBI (figures in parenthesis indicate percentage growth)

2003 2004 2005
Region / State/UT No. of Amount No. of Amount No. of Amount

A/c s Outstanding A/c s Outstanding A/c s Outstanding
Western Region

Goa 10315 199.66 10487 291.23 48709 411.38
Gujarat 98876 1663.45 139250 3026.58 490497 4282.11
Maharashtra 305979 8180.36 435090 16611.73 2760377 24776.21
Dadra & Nagar Haveli 309 6.24 457 8.81 1119 10.28
Daman & Diu 252 3.73 867 6.14 987 8.76
Region Total 415731 10053.44 586151 19944.49 3301689 29488.74

(39.90) (98.38) [47.85]
Southern Region

Andhra Pradesh 294235 4746.90 279997 7118.63 1302152 11183.51
Karnataka 223695 5294.18 279465 9369.49 1683107 14294.02
Kerala 195958 3402.46 270818 5559.10 1035382 8801.54
Tamil Nadu 257529 5304.67 305928 9507.54 1486868 12862.14
Lakshadweep 16 0.23 37 1.28 322 2.87
Pondicherry 4295 75.98 5179 121.22 21908 190.34
Region Total 975728 18824.42 1141424 31677.26 5529739 47334.42

(52.28) (68.28) (49.43)
Total All India 2446081 49066.91 3035026 85346.43 14508765 126797.02

(49.48) (73.94) [48.57]
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Appendix A 3.2:Size-wise Classification of Outstanding Housing Loans of Scheduled Commercial Banks as on March 31

(Rs. in crore)

Source: Basic Statistical Returns, RBI

Loan Slab 2003 2004 2005

No. of Amount No. of Amount No. of Amount

A/cs A/cs A/cs

Rs.25, 000 and Below 442944 555.62 240759 335.78 205307 292.14

Above Rs.25, 000 and Up 1316608 12874.06 1532541 16041.53 1643585 17110.97

to Rs.2 Lakh

Above Rs.2 Lakh and Up 513798 15973.65 847832 25931.05 1174191 36099.24

to Rs.5 Lakh

Above Rs.5 Lakh and Up 127959 8242.24 292757 18902.20 447699 29086.9

to Rs.10 Lakh

Above Rs. 10 Lakh and Up 36202 4624.93 104558 13902.80 164352 21958.18

to Rs.25 Lakh

Above Rs. 25 Lakh and 5466 1384.91 13783 4121.07 23740 6883.51

Up to Rs.50 Lakh

Above Rs. 50 Lakh and 1414 605.42 2142 1236.84 5475 3202.89

Up to Rs.1 Crore

Above Rs. 1 Crore and 1163 630.34 462 686.62 1624 2503

Up to Rs. 4 Crore

Above Rs. 4 Crore and 226 274.69 52 211.07 147 557.75

Up to Rs. 6 Crore

Above Rs. 6 Crore and 132 404.75 40 273.34 128 833.17

Up to Rs.10 Crore

Above Rs. 10 Crore and 111 844.39 44 644.34 114 1588.06

Up to Rs. 25 Crore

Above Rs. 25 Crore 58 2651.91 56 3059.79 88 6681.22

Total 2446081 49066.91 3035026 85346.43 3666450 126797.03
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Source: Basic Statistical Returns, RBI

Appendix A 3.3: Population-group and Bank-group wise Classification of Outstanding Housing Loans of Scheduled
Commercial Banks as on March 31

2003 2004 2005
No. of Amount No. of Amount No. of Amount

A/cs A/cs A/cs
RURAL

SBI & Associates 234852 2388.75 123658 2768.65 175387 4751.29
Nationalised Banks 146284 2123.52 216223 3354.73 252404 4681.75
Foreign Banks 117 4.56 60 3.82 2074 105.24
RRBs 75060 586.98 100012 849.48 125175 1108.02
Other SCBs 15177 282.96 27090 735.41 55786 2377.90
TOTAL 471490 5386.77 467043 7712.09 610826 13024.21

SEMI-URBAN
SBI & Associates 393938 4800.25 302897 5716.86 386043 8408.11
Nationalised Banks 218241 3582.15 319244 5548.09 385624 7924.27
Foreign Banks 0 0.00 0 0.00 - -
RRBs 37151 419.37 51561 586.51 61628 760.09
Other SCBs 45922 768.57 75564 1859.55 83446 2174.49
TOTAL 695252 9570.34 749266 13711.01 916741 19284.95

URBAN
SBI & Associates 320200 5810.74 322175 7491.53 387035 11177.93
Nationalised Banks 339196 7217.38 466630 11040.50 555711 15158.42
Foreign Banks 2085 110.17 1511 166.68 2617 238.82
RRBs 34390 336.74 30980 445.99 33087 491.55
Other SCBs 33934 689.61 99705 3928.35 152293 7440.03
TOTAL 729805 14164.64 921001 23073.05 1130743 34506.74

METROPOLITAN
SBI & Associates 174095 4650.70 174714 5271.55 207529 9881.76
Nationalised Banks 296487 9455.62 386122 14212.81 416374 19698.69
Foreign Banks 49544 4120.71 61643 5535.26 95852 8416.72
RRBs 1537 21.92 2185 31.53 2310 35.51
Other SCBs 27871 1696.21 273052 15799.14 286075 21948.45
TOTAL 549534 19945.16 897716 40850.29 1008140 59981.13

All-INDIA
SBI & Associates 1123085 17650.44 923444 21248.59 1155994 34219.08
Nationalised Banks 1000208 22378.67 1388219 34156.14 1610113 47481.13
Foreign Banks 51746 4235.44 63214 5705.76 100543 8760.78
RRBs 148138 1365.01 184738 1913.50 222200 2395.18
Other SCBs 122904 3437.35 475411 22322.45 577600 33940.86
TOTAL 2446081 49066.91 3035026 85346.44 3666450 126797.03

(Rs. in crore)
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Source: National Co-operative Housing Federation of India
*  Excluding Chattisgarh, Mizoram & Andaman & Nicobar.
Boxes with ‘0’ information indicate information not available

Appendix A 3.4: Housing Loans Disbursed and Units Constructed by ACHFS*

2001-02 2002-03 2003-04 2004-05
State Units Loans Units Loans Units Loans Units Loans

constructed / disbursed constructed / disbursed constructed / disbursed constructed / disbursed
financed financed financed financed

Andhra Pradesh 75 13.76 920 25.37 2078 23.43 1323 29.80

Assam 2146 1.42 199 24.25 31 0.84 45 28.14

Bihar 0 18.46 0 0 0 0 0 0

Chandigarh 4184 4.62 4500 0 0 1.66 0 0

Delhi 99 31.47 286 39.99 39 63.04 129 25.24

Goa 35 0.98 144 0.36 24 0.56 7 38.63

Gujarat 0 0 0 0 0 0 0 0

Harayana 0 0 50 0.19 377 2.24 0 0

Himachal Pradesh 38 0.85 24 1.43 28 0.14 0 .90

Jammu & Kashmir 16 7.04 0 0 11 15.62 5 1.39

Karnataka 151 8.86 185 5.04 502 8.58 340 1.10

Kerala 8239 70.61 9276 123.38 6478 116.27 11033 36.51

Madhya Pradesh 294 21.08 0 0 0 0 0 0

Maharastra 444 3.21 1066 5.3 761 8.42 234 3.14

Manipur 0 0 0 0.04 0 0 0 0

Meghalaya 0 0 0 0 0 0 1 0.01

Orissa 132 1.29 102 5.08 7843 17.61 4179 15.19

Pondicherry 83 7 494 11.36 768 20.16 497 10.14

Punjab 5670 90.38 2800 74.09 0 115.03 6250 120.74

Rajasthan 655 5.76 253 0 237 3.46 224 4.54

Tamil Nadu 14905 351.25 11716 303.68 13293 216.31 36137 116.77

Uttar Pradesh 602 37.13 466 21.92 75 1.43 0 0

West Bengal 109 2.41 0 0 614 8.28 21 0.14

Total 37877 677.58 32481 641.48 33165 623.08 60425 421.15

(Rs. in crore)
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 ABBREVIATIONS

ACHFS Apex Co-operative Housing Finance Societies

ARDB Agriculture and Rural Development Bank

CAGR Compounded Annual Growth Rate

COR Certificate of Registration

CRF Calamity Relief Fund

CSO Central Statistical Organisation

EMI Equated Monthly Installments

FDI Foreign Direct Investment

GDP Gross Domestic Product

GOI Government of India

GJRHRS Golden Jubilee Rural Housing Refinance Scheme

HFC Housing Finance Companies

HUDCO Housing and Urban Development Corporation

ICRM Internal Credit Rating Model

INDNDR International Decade for Natural Disaster Reduction

IIR Installment Income Ratio

IT Act Income Tax Act

LIC Life Insurance Corporation of India

LTV Loan to Value

 MBS Mortgage Backed Securities

MFI Micro Finance Institution
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NHB National Housing Bank

NGO Non-Government Organizations

NPA Non-Performing Assets

NABARD National Agricultural and Rural Development Bank

NOF Net Owned Fund

NCHF National Co-operative Housing Federation of India

NBFC Non Banking Finance Companies

PLI Primary Lending Institutions

RBI Reserve Bank of India

RMBS Residential Mortgage Backed Securitization

RRB Regional Rural Banks

R&D Research & Development

SBI State Bank of India

SCB Scheduled Commercial Bank

SEZ Special Economic Zone

SPV Special Purpose Vehicles

SHG Self Help Group

SARFAESI Securities and Reconstruction of Financial Assets and Enforcement of Securities Interest Act

UCB Urban Coperative Bank

UN United Nations

USAID United States Agency for International Development

UNDP United Nation Development Programme
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