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I
Implementation of National Housing and Habitat Policy: A Need of the Hour

In the year 1998, on the eve of the 12th Lok Sabha elections, the BJP and its Alliance partners brought out a ‘National Agenda for Governance’ for ushering in a dynamic economic growth to bring in quality life for masses. This agenda included issues like Governance, Eradication of Unemployment, Housing for All, etc.

The BJP Govt.’s pro-active vision for housing – one of the basic human requirements, next only to food and clothing and having myriad economic linkages—led to formulation of a National Housing and Habitat Policy (NHHP) in 1998. This document is more more meaningful as it was prepared in consultation with the State Govt.s. 

Highlights of NHHP 1998

1. Mission to achieve ‘housing for all’.

2. Surplus housing stock to be created.

3. Address issues of urban and rural settlements in entirety.

4. Promote private and co-operative sectors for housing construction (urban/rural) 

5. Target to construct 2mn houses annually – 0.7 mn urban and 1.3 mn rural

6. Fiscal concessions for private sector for shelter delivery to poor

7. Promote R&D and transfer of technology into housing; new technology for rural areas; emphasise use of locally available raw material 

8. Fiscal concessions to promote mass housing and setting up regulatory mechanism 

9. Planned growth for sustainable use & consumption of natural resources

10. Basic infrastructure/supporting services to be made integral part of housing development

11. Skill upgradation, training and employment in housing construction 

12. Pre-disaster mitigation techniques to be adopted by construction/retrofitting of dwellings in disaster-prone regions to prevent loss of life and shelter

13. Streamline legal/administrative reforms in housing sector; provide for time-bound approval of projects. 

14. Formulation of effective foreclosure laws; development of secondary mortgage market. 

15. All States to repeal ULCRA

16. Simplified procedures for sanctioning building plans and towards single window clearance
The NHHP from 1999 onwards has guided various authorities in initiating the process of housing development, with the aim to bring about a housing and habitat revolution in the economy by 2010. 

The progress, however, has not been as per the expectations. Little has been achieved and a lot more needs to be done. There are a number of recommendations of NHHP, which should be taken as a package and if these are implemented in the true spirit can satisfy the basic need of quality housing of every India citizen. 

Apart from meeting the basic requirement of the citizens, implementation of NHHP is essential for the Indian economy due to the fact that the housing sector, having links directly with over 250 industries and a vast variety of services, enjoys high employment and income generation capacity. In the process the implementation of NHHP can also kick-start the Indian economy due to its multiplier links.   

I (a) Hurdles in implementation of NHHP are mainly on account of politicization of key issues like ULCRA repeal by all States, amendment of Rent Control Acts, property taxes, land titles, stamp duties etc. As a result, a number of issues in NHHP have remained unaddressed. 

Besides, the housing sector should be viewed in a holistic perspective. There should be full implementation of the policy rather than in pieces. For instance, the financial aspects of the housing policy seem to be out of sync with non-financial reforms.

I (b)
Aim of NHHP is to provide “Housing for All”, especially benefiting the deprived and the poor.

To create surplus in the housing-stock and facilitate construction of 2 mn additional dwelling units each year in pursuance of the National Agenda of Governance. Program of this magnitude entails investment of about Rs.80 bn in housing construction activity. These activities in turn will not only boost demand for cement, steel, paint, timber, bricks and other building materials but in addition will catalyse additional income and employment opportunities, giving rise to an automatically induced chain effect. 

· Housing and GDP

Housing construction contributes approximately 1-2% to India's GDP as compared to the entire construction sector’s contribution of around 6%, which includes roads, ports, housing, dams and canals etc. But if one takes into account the multiplier effect it has on other core sectors such as cement, steel, housing finance and also on employment generation, the contribution might go up to 10% for the construction sector and around 3-4% for the housing sector. 
Another way of looking at the huge potential of housing construction sector for the development of economy is through it’s impact on GDP. A 10% increase in final expenditure in the construction sector increases the GDP by 3%. 

The McKinsey Report -- Unlocking Potential: Remove Barriers to India's Growth – appropriately mentions that

“Widespread distortions in India's land and property markets result in nearly 1.3% loss of economic growth each year. Land-market distortions, which have so far been largely ignored in the public debate, limits the land available for housing apart from retailing, which are the largest domestic sectors outside the agriculture. Land scarcity has made Indian land prices the highest amongst all Asian nations relative to the respective average incomes of a nation”.

Prime examples of land market distortions are inflexible zoning, rent and tenancy laws. Zoning laws, rent controls and protected tenancies "freeze" land in city centers that would otherwise can be made available for new housing/retail construction. 

As many as 90% of India’s land titles in the country are under legal dispute in one form or another. If all the land, rent and stamp related hurdles are cleared, then the economy would be able to grow at an average growth of over 7% (6% + 1.3%). 
The economy currently is growing at an average growth rate of 6%. The right push to the housing sector alone could help the economy to grow even beyond the target of 10th Plan target of 8% GDP growth per annum. 

· Income Generation  

It is estimated that the construction sector’s income multiplier is around 5, while construction related manufacturing has an income multiplier of 7.6.

· Employment Generation 

Today, there are 2.5 cr. construction workers in the country. In terms of direct, indirect and induced employment generation, the construction sector’s employment multiplier is 7.76.

· Revenue Accruals to Government

An investment of Rs.100 generates Rs.11.4 as revenue to the Government in the form of sales, excise taxes and octroi. 

II
Role of Stakeholders 

The NHHP has divided the role of all housing sector’s stakeholders according to their area of working. Housing being more of a State subject, State Govt.’s have very important role to play in bringing about its growth. The true objectives of the policy would be carried out through time bound initiatives taken by the Government, both Centre and States.

II (a)
The Central Government 
· Bring in legal reforms; formulation of effective foreclosure laws

· Devise macro economic policies for resources to go in housing/infrastructure

· Promote R&D and transfer of technology 

· Evolve parameters for optimal use of available resources to promote development along with growth.

· Provide fiscal concessions for housing, infrastructure, energy saving construction materials and methods 

· Set up regulatory mechanism to ensure that the concessions are correctly targeted 

· Develop and enforce appropriate ecological standards to protect the environment

· Promote creation of secondary mortgage market.

II (b)
The State Government 
· Liberalise the legal and regulatory regime to give a boost to housing and supporting infrastructure. 

· To promote private sector and cooperatives in undertaking housing construction for all segments in urban and rural areas.

· Define the role of public and private agencies particularly in the infrastructure sector. undertake appropriate reforms for easy access to land. 

· To prepare long term programmes for tackling problems in housing and basic services.

· Facilitate training of construction workers by converging other development  programmes through Building Centres and other agencies.

· Empower the local bodies to discharge their responsibilities in regulatory and development functions. Full potential of 73rd and 74th Constitutional Amendments to be unleashed.

II (c)
The Local Authorities 

· Identify specific housing shortages. Also to prepare District Housing Action Plans for rural areas.

· Devise programmes to meet housing shortages and augment supply of land for housing, particularly for the vulnerable group

· Plan expansion of both urban/rural infrastructure services

· Enforce effectively regulatory measures for planned development. 
II (d)
The Public / Private Housing Finance Companies 
· To redefine their role, moving away from their traditional approach to housing finance.

· Adopt a more flexible approach and modify the present system of collateral, assessment of repayment capacity and system of creating mortgages. To also earmark a part of their resource for rural housing projects.

· Develop and expand their reach and depth to meet the needs of a vast country like ours. They should develop the requisite skills to mobilise domestic saving through innovative methods.

·  Devise schemes to lend at affordable rates to those who are in dire need of housing finance support.

· Need to make credit available for the poorer segments who depend on the informal sector- money lenders etc.

II (e)
Role of corporate, private and cooperative sectors

· The Corporate, Private and Cooperative Sectors are to take the lead role in terms of land assembly

· Emphasis on creation of housing stock on ownership and rental basis.

· Corporate sector to be encouraged to provide for housing for staff and to facilitate their employees in acquiring their own houses.

· Corporate Sector is to be given preference in allotment of land and house sites to encourage group housing.

· State Governments to work out schemes in collaboration with the private sector for slum reconstruction on cross subsidization basis.

II (f)
Role of Research, Standardisation and Technology 

· Research to be responsive to the different climatic conditions in the country. Effort must also be directed to use locally available raw materials as far as possible.

· New technologies to be incorporated in works of various public/private construction agencies.

· Public communication for spreading general awareness regarding these technologies

· Energy efficiency in building materials and construction to be given more attention. 

· Nearly 1% (about 15 lakh houses) of the housing stock in the country is destroyed every year due to natural hazards. Disaster mitigation techniques for new constructions and existing houses are urgent necessity.

· At present the rural housing and to a large extent informal housing do not benefit from the outcome of research and development. Efforts to be made to disseminate information about new technologies in rural areas.

III
Specific Action Areas 

III (a) Land

· The repeal of the Urban Land (Ceiling & Regulation) Act, 1976 to facilitate the availability of land.

· Urban Land use to be optimised. Town and country planning regulations to be amended to provide for higher density use.

· Planning authorities to re-plan No-Development Zones, because of CRZ restrictions. These zones to balance the need of a growing population and to have green areas. 
· An international comparison of the land cost to per capita GDP reveals the exorbitant rates that are prevalent in the Indian land market
Ratio of Land Cost to per Capita GDP in 1999 (New Delhi = 100)
	City
	Land Cost to per Capita GDP

	Kaula Lumpur
	2

	Bangkok
	7

	Tokyo
	9

	Singapore
	12

	Jakarta
	13

	Seoul
	13

	Taipei
	22

	Bangalore
	52

	New Delhi
	100

	Mumbai
	115


Source: McKinsey Global Institute
III (b) Finance

· Develop debt market, integrated with financial market for housing/infrastructure

· Asset securitisation and development of a secondary mortgage market.

· HFI’s to attract resources from provident funds insurance funds, mutual funds etc.

· Housing be considered on par with infrastructure 

· Incentives for encouraging investments by FI’s, HFIs, mutual funds, etc. in housing

· HFC’s to mobilise domestic savings in the country.

· A National Shelter Fund to be set up to meet the requirement of low cost funds for the housing needs of the poor. Fiscal concessions to be provided to the corporate sector for contributing to this Fund. 

· Setting up of Risk Fund to cover the risks in financing the rural/urban poor housing

· Provident Fund managers to come forward to provide long term funds for housing.

· Banks to provide 1.5% of the incremental deposits for housing. 

· Private sector to invest part of their profits to fulfill the housing needs of the poor.

III (c) Legal and Regulatory reforms:

· Immediate implementation of legal and regulatory reforms.
· Chartered Registered Architects to sanction building plans. Professional responsibility to be vigorously enforced and heavy punishment for false certification.

· Rent Control Legislations in the States to be amended to stimulate rental housing; Union Government to frame National Rent Control Legislation for States.

· State land tenancy laws must confer homestead rights in the rural areas 

· Public/private sector to provide homestead land and housing for the displaced.

· Concerned Town Planning laws and land-use regulations to be amended to provide statutory support for land assembly, land pooling and sharing arrangements.

· Appropriate legislation to guide/regulate activities of promoters/builders in people’s interest.

· Amendment of Acts relating to insurance sector to facilitate Mortgage Insurance.

· Amendment of laws relating to housing cooperatives. 

· States must update and modernise the system of maintenance of land records. 

· Govt. to encourage private participation through BOT and other derivatives.

· States to be persuaded to enact Apartment Ownership Legislations.

· Integrate polices regarding air and water pollution, solid waste disposal, use of solar energy, energy recovery from wastes and electricity supply in the planning process.

III (d) Technology support and its transfer:

· Research to strengthen bio-mass based housing by suitable chemical impregnation and treatment techniques to increase the life and quality of the shelter. 

· Govt. to take active lead to promote and use building materials and components based on agricultural and industrial waste. Low energy consuming construction techniques and materials to be used. 

· Code for disaster resistant construction and land use planning be observed and enforced without exception. Public awareness to be created.

· Innovative building materials, construction techniques and energy optimising features to be an integral part of curricula in engineering colleges and training institutions.

IV
Achievement So Far

Budget 1999-2000

1. Proved fiscal concession for corporates/individuals

· Increase in depreciation benefit to 40% (20%) for corporates building housing   complexes for employees.

· Increase in interest exemption limit from Rs.30,000 to Rs.75,000 for self-occupied houses.  

2. ULCRA repealed in few states and partially repealed in Maharashtra

3. Scheduled commercial banks to lend up to 3% of incremental deposits for housing finance.  

4. Foreclosure laws put in place (but not effective) 

5. Govt. to play the role of a facilitator

6. Tax-free status to a limited amount of municipal bonds issued each year so that municipal bodies can easily provide the basic housing services

Budget 2000-01

1. Indira Awas Yojana to provide more than 12 lakh houses for people below poverty line, Rs.1,501 cr. provided; Goal of providing 25 lakh dwelling units in rural areas

2. Rs.92 cr assistance provided under Credit-Cum-Subsidy Scheme for families with income below Rs.32,000 p a, to construct 1 lakh houses. 

3. NHB refinance banks and HFCs to construct 1.5 lakh houses under Golden Jubilee Rural Housing Finance Scheme.

4. Equity support of Rs.350 cr. provided to HUDCO during the 9th Plan period; this enhanced support facilitated construction of 9 lakh houses in rural areas by HUDCO

5. Cooperative sector & voluntary agencies to support construction of 1.5 lakh houses.

Budget 2001-02

1. Tax exemption available to NABARD, National Housing Bank and Small Industries Development Bank of India (SIDBI) withdrawn. 

2. Maximum amount of deduction available for interest payable on housing loans for self-occupied houses increased from Rs.1,00,000 to Rs.1,50,000 

3. Time limits for issue of refunds, reassessment and reopening of assessments by the Income-tax Department reduced. Power to withhold the refund due to an assessee with-drawn. Similarly, there will be no requirement to obtain a Tax Clearance Certificate under section 230A from the Assessing Officer before transfer of immovable property. A fixed amount of penalty will be levied for most of the defaults.
Budget 2002-03 

1. Urban Reform Incentive Fund, City Challenge Fund and Pooled Finance Development Scheme to incentivise reforms in urban sector (nothing done for the rural sector) 

2. Not much encouragement given to the public-private partnership in housing sector (modalities are yet to be worked out)

3. Housing Finance growth rate (over 35%) over last four years have shown positive results. 

4. Equity expansion - to double the authorised capital of HUDCO from Rs.1250 cr. to Rs.2500 cr. 

Budget 2003-04

1. Indicated that housing sops would continue till at least end March, 2005 – URIF, CCF, Tax concessions on housing interest loans to be maintained- interest paid upto Rs.1.5 lakhs is deductible from gross taxable income. 

2. To restrict deduction of mortgage interest to Rs.50,000 given that average home loan is around Rs.5,00,000.

3. For the first time the Budget considers housing as a life time concern of an individual and, therefore, included in ‘Panch Priorities’. 

4. Interest deductible on housing loans under income tax up to Rs.1,50,000, to continue.

5. Deduction for profits of certain housing projects under section 80-1B (10) allowed

6. Expenditure on Repairs under Sections 30 & 31 not to be allowed as a deduction if the same is in the nature of capital expenditure. 

7. Provided infrastructure status to ‘mass housing projects’.

8. Under section 81(i) of Income-Tax Act, income from mass housing project exempted from income tax. 

9. No open ended Govt. guarantees to be given to the States. Money to be given only when certain milestones are achieved in the implementation of reforms. 

10. Mosaic tiles completely exempted from Excise Duty

11. Withdrawal of exemptions granted to HFCs on payment of withholding tax on ECBs. 

Other Achievements 

1. Under National Housing and Habitat Program, HUDCO sanctioned 40,17,130 units since March 19, 1998 to Feb. 2003. 

2. PM launched Valmiki Ambedkar Awas Yojana (VAMBAY) formally on Dec.2, 2001 for providing shelter/upgraded shelter to urban slum dwellers living below the poverty line, including those belonging to the economically weaker sections. Over one lakh slum houses to be constructed during 2003 with an allocation of Rs.256.85 cr. Central subsidy to the extent of Rs.138.31cr. has been released for the construction of 78,767 dwelling units and 16,212 toilet seats. In addition, a sum of Rs.73.43 cr. has been approved in principle for construction of 30,936 dwelling units and 3,590 toilet seats.

3. Definition of infrastructure to include solid waste management and water treatment plants.

4. Criteria for companies eligibility to avail benefits under the Income Tax Act broadened from those maintaining, operating and developing (i.e. all activities were to be done by one company) to those that are doing either, Developing, Operating or Maintaining the housing construction activities 

5. Investment in public companies providing long-term finance for urban infrastructure to be considered as eligible investment for charitable trusts thereby enabling more investment in projects related to urban infrastructure. 

6. Swarna Jayanti Shahri Rojgaar Yojana to provide gainful employment to urban unemployed/under employed poor through encouraging them to set-up self-employment ventures or through the provision of wage employment. The Scheme is funded on a 75:25 basis between Centre & States. 

7. Composite multi pronged strategy for rural housing operationalised w.e.f. 1999-2000 includes the Indira Awaas Yojana (IAY) - scheme for construction of houses to be given to the poor (free of cost). 

8. Innovative scheme for rural housing and habitat development and Rural Building Centres (RBCs) - The Nirmithi Kendras – introduced to encourage innovative, cost effective and environment friendly solutions in housing sectors. 

9. National Mission for Rural Housing and Habitat set up to address the critical issues of ‘housing gap’ (gap between demand and supply) and induction of science and technology inputs into the housing/construction sector in rural areas. 

10. Pradhan Mantri Gramodaya Yojana (PMGY) launched in 2000-2001 in all the States and the UTs to achieve sustainable human development at village level. 

V
Concluding Remarks

In the past few years, the housing sector has started attracting investments. According to the CMIE, in the period 1995-2000, construction in the household sector rose significantly from a level of 44% to 53% of the total construction activity. Tax benefits for investments in residential property and the low interest rate scenario have made housing investment a preferred option. Still, there is a long way to go before every citizen of the country has a dwelling of his own.

At present, the housing sector is growing at the rate of around 2% per annum. The annual average growth rate of the housing sector for the next three-four years is projected at about 3-4%. 

But with only about a fraction of the NHHP measures implemented so far, it may be difficult to realize the 3-4% growth and also the target of ‘Housing for All’.  

· There is need for a change in the mind-set of the Govt. (both Centre and States). No such measure needs to be promoted that would obstruct housing construction in the country. It is unfortunate that the Union Ministry of Environment and Forests recently made it mandatory for projects costing over Rs.50 cr in case of large urban projects/ industrial estates and erection of over 200 housing units etc. to get clearance from the Ministry. As a result, the construction sector may take a hit in 2004 as the notification would delay such projects by more than one year because of the elaborate process involved. This needs to be reversed immediately.

· At present, there is no basic mechanism for smooth property transactions. In a given situation, real estate is still not a liquid commodity, as selling and buying both requires clearance of various issues. Developers, today need 26-40 approvals for developing land. Moreover, the cost of transaction in land and housing is also significantly higher than any other commodity. Towards this end, the authorities need to bring down the stamp duty to an affordable level. Stamp duty and registration cost are very high in India ranging between 6-15%. Comparable rates in Thailand are 0.5% and Malaysia 1%. 

· Development of an active secondary market would allow HFCs to mobilise more funds. This, in turn will ensure higher liquidity volumes in the housing finance sector. Most of HFCs are meeting their fund requirement from relatively costlier sources, which results in higher cost of loans for consumers and the real estate market. Interest rates may have come down for the domestic housing loan, but they are still very high compared to the international levels (3-4%). 

· All issues obstructing the growth of the housing sector are inter-linked and only a holistic approach can ensure a situation when properties change hands with least obstacles. 

· Once the trading volume increases, there will be better price discovery--a crucial element that is currently missing in the market. This will be possible when the need-based demand is suitably backed by investment-based demand. For investors, the Indian property market is still at a very nascent stage. Most common question asked is - Why should the investors put in their money in the housing sector when the entry as well as exit both is difficult? Cumbersome reforms like ULCRA, CRZ make the investments even more difficult by restricting the land availability. States like AP, Assam, Bihar, WB, Maharashtra, Orissa etc. should be urged to repeal ULCRA.

· Moreover, there is no authentic data/information as regards price, procedures and processes. And this is why the investors find it difficult to make investment decisions. As regards information, people are still banking on the unorganised and unreliable brokers. Another factor that has been detrimental to the market development is the presence of substantially high (10-16%) spread between buying and selling prices. All these issues need to be attended to.

· Union Govt. should push the idea of ‘Habitat Centre in each State. These centres can help in unlocking the land within the States. 

· Reforms to be made for promoting rural housing. As rural households are 2.6 times the number of urban households, the potential of rural housing in the country is immense. 

Every citizen has the right to have access to adequate housing. The State and the Centre must respect and protect this right. In fact, resources shortage is no more a problem. Projects have to be viable and presented in a transparent manner. Awareness needs to be created about the benefits accruing to the economy on account of such projects. 

Housing Census of India 2001 shows that though the average living conditions of Indian households have improved perceptibly, there is still a long way to go for the housing boom to happen in reality.
Annex

	Crucial Reforms in Housing Required 

	1. Repeal ULCRA in all States/UTs

	2. Integrate informal sector with formal

	3. Overhauling of the land registration system

	4. Fiscal concessions to be given

	5. Strengthening of foreclosure laws to make them effective

	6. Rationalization of Stamp Duty to 2-3%

	7. Attract FDI in construction sector

	8. Utilize Forex reserves in construction/housing

	9. Accessing Funds - REITs

	10. Need for new methods of raising funds in consonance with current liberal environment like Mortgage Backed Securities (MBS)

	11. Accessing funds from the market

	12. Greater Vigilance to promote transparency

	13. The Apartment Ownership Act

	14. Compulsory to register pending litigation with the sub-registrar of Assurances

	15. The Rent and Accommodation Control laws

	16. Central Valuation Cell

	17. Property tax

	18. Public-private Partnership

	19. Better land utilization

	20. Land Assessment Surveys


