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How much do Indians
pay for houses?

The median price of a house in a metro is Rsl5 lakh compared to Rs2 lakh in an underdeveloped rural area
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NEW DELHI

['you thoughthome owner-
shipwasasignofwealthand
prosperity in India, think
again. Unlike in the West,
most poor people live in their
ownhomesinIndia, anditis therela-
tively moreaflluentsectionsof Indian
y that live on rent, shows data
fromanationally representative con-
sumer survey conducted this year.
inety-seven per cent of house-
holds belonging to the bottom-
income quintile (or the bottom 20%of
India’s income distribution) live in
their own homes, according to the
Household Survey on India’s Citizen
Environment & Consumer Economy
360" survey) conductedin 2016,

income distribution) who live
intheirownhomesisrelatively lower
at81%, shows the survey

Asyoumove froman underdevel-
areato ametro, the chan-
cesofrentinga house inc
the survey. Italsoreveals a sta
ference in how much top-income
groups spend on home purchases
compared to middle- and lower-in-
come groups.

Overall, 89% ofhouscholds stay il
theirown homes. Of those stay
their own homes, 57% live in inher
ited homes, 38% in homes that they
have purchased or constructed on
their own, and 1% live in homes that
they have received as gift ordowry.

The ICE 360° survey was con-
ductedby the independent not-for-
prolitorganization, People Resear
on India’s Consumer Economy,
headed by twoof India’shest-known
consumer economy experts, Rama
Bijapurkar and Rajesh Shukla. The
survey isamong the largest consumer
cconomy surveys conducted in the
country.

“The urban sample of the survey is
comparable to that of the National
Sample Survey Office (NSSO) survey.
‘While NSSOsurveyed 101,651 house-
holds of which 11,968 (11.3%) were
urban houscholds, the ICE360° sur-
vey covered 61,000 households of
which 36,000 (59%) were urban
houscholds. The rural sample of the
ICE360" survey isless thanhalfof the
NSSO sample. Nonetheless, all the
estimates of each region have been
derived by adjusting for the respec-
tive population of those regions,

A notable feature of this survey is
thatitisrepresentativeat thelevelof
economic clusters. Urban India has
beendivided into four clusters:me
ros (population more than 5 million),
boom towns (2.5- 5 million), niche cit-
ies (1-2.5 million) and other urban
towns (less than Imillion). Based ona
district development index, rural
Indiahasbeen subdivided into three
differentclusters: “developed rural”,
1" and “underdevel-
. The first category
includes distr such as Bhatinda
and Kangra. The second category
includes disiricts such as Latur and
Kamrup, while the last category
includes districts such as Kalahandi
and Bastar.

T'he survey shows that the median
house price inametrois Rsl5 lakh. It
alsoshows thatitis more expensive to
purchase ahouse inaniche city than
inaboom town. The median house
price in niche cities at Rsl0 lakh is
higher than that of boom towns at
Rs8lakh. The median house price in
anunderdeveloped rural arcaiis Rs2
lakhwhereas the median house price
inadeveloped rural a Rs5 lakh.

The survey also shows a big class
divide in home ownership. The
median price paid by the bottom
quintile to buy a house is Rsl lakh,
while the median price paid by the
top quintile to buy a house is Rsl0

Home ownership

Renting is more common in the richer and more developed parts of
the country. Nearly everyone lives in their own homes in rural India.
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Home prices

The median price of a house in a metro is Rs15 lakh.

The richest quintile spends far more than even the fourth quintile

in home purchases.
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Type of house Rent rates
More than a third of houses in metros are ‘kutcha’ or semi-pucca’ The median rent in a metro is Rs3,000 per month.
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income classes. Forty-two per centof
the bottom quintile lives in kutcha
houses whereas in the top quintile.
only 6% households live in kutcha
houses. Nationally, 20% households
in kutcha houses, 35% in semi-
pucca ones and 45% stay in pucca
houses.
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emonetization might
further encourage non-
banking financial com-

panies (NBFCs) to look away
from theirloan-against-prop-
v portfolios.

he growth rate of the loan-
against-property business is
likely to shrink (o 15-20% this
as compared
24% two years ago,

ior di | sector

ector, financi
ratingsandstructured finance
ratings, at Crisil Lid.

Since 2012, the loan-
against-property loan hmlml
NBICs hasgrown by about 3,
{imes, from Rs3, u(mm.wm
RsL48 trillion as of 31 March
this year. However, over the
past year, the business has
been going through a rough
patch because of the slow
growthin property pricesand
stillcompetition from private
banks who have access to

cheaper funding.
pically, under the loan-
against-property business,
lenders follow a 65-70"% loan-
to-value formulaforaresiden-
tial or commercial property
As the value of the property
increases, the borrower is
allowedatop-up. People who
run micro, smalland medium
enterprises (MSMEs) arc usu-
ally the borrowers.

The decision to withdraw
Rs500 and Rs,000 notes has
meant that a number of
smaller businesses that are
heavily dependent on cash
have suffered. Add to this the
expected impact on property
prices due to demonetization
removing the cash component
inrealtydeals, and analystsare
expecting some part of NBFC
loan books to get impacted.

According to Sitaraman,
while thesituation ondemon:
etization is still evolving, the
loan-against-property busi-
ness has begun se
increased delinquencies
share ofloans that have hegun
delay

[ MSMEs arc
the first port of call when it
comesto theseloans. So, when

l]l4‘\ \Lml \ll\p]d\ ing delin-
quencies,” he said.
Crisil estimates that 90-day
i kely tor
{0 2.2% by March 2017, com-
pared (0 1.9% ayearago.
NBFCs are currently func-
tioningonal50-day assetrec-
ognition cycle, which means
that unless payments are
pending forover 150 days, the
asset will not be classified as
non-performing.
InOctober, India Ratings &
Research Pyt. Ltd released a
report which said that the
loan-against-property
ment is likely o see 90-day
delinquencies at 5% in about
wo to four quarters, showing
a threefold rise as compared
with 2014. India Ratings also
noted that competition from
banks and other established
companies had led (o some
NE liluting thei
igation practic
gherrisk on llu
]Ildmd\nlll\nI(dw\]»mw
erty valuation had been out-
sourced to third-party valuers,
who do not follow any stan-
dardized process, it said.
on-residential proper
whichinclude industrial, com-
al, frechold land and
upicd residential prop-
y, are increasingly being
accepted as collateral, it said,
adding that these properties
couldbe as highas 30%of the
loanbook. Thishad raised the
risk factor on the hooks of
some NBFC:
Crisil'sSitaraman, however,
believes that thesituationisn’t
bad enough to warrant con-
cern about lower recoveries
that would prompt a sale of
assets placed with NBFCs as
collateral. As partof its worst-
case s io, Crisil feels that
unless there is a “Wn fall in
property pr unlike
thatlende I\\\lllldlll()ll\u\(l
the amount they have lent.
The loan-against-property
business forms about 70% of
the MSME business for NBFCs
while the unsecured lending
business for this segment
forms about 20-25% of the
loanbook. We should see the
ratiosshifting in favour of the
unsecured lending business
goingahead,” said Sitaraman.
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NBFC stocks are no
longer shining stars
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hares of non-banking
financial companies or
NBFCs have lost their

sheen, atleast tempor:
demonetization has cast a
shadow over their business.
While the structural growth
story of the sector is likely to
remainintactin the long term,
the ones that are overly
dependent on cash transac-
tions may find it difficult to
transition to a digital or less-

encourages digital transa
tions, banks can improve their
underwriting skills with this
poorly banked community

this could impair the long-
term (economic) moat for
some of the NBFCs who have

thrivedin thiscash economy
said Nirav Sheth, head ofequi-
ties at SBICap Securities Ld.

Before demonetization,
NBFCs had scripted asuce
story. Inan April report, Pri
waterhouseCoopers and Asso-

cham said their contribution
o the cconomy hasjumped to
more than 142% in March 2015
from 8.1%in 2006.

In terms of financial assets,
NBFCs have recorded a
healthy growth—acompound
annual growthrate of 19% over

he past few years—compris-

l]n~ dislocation can also
1se NPLs (non-perform-
ing loans) in the near term,
though unlikely to be amajor
stress area. The big question
thoughis howlongwill it take
(o comeback to pre-monetiza-
tiongrowthlevels? Ifyoudon't
have theseanswers, valuations
are pricey,” Sheth said.
NBECs were among the
most favoured stocks among
investorshefore the demone-
tization move. According to
data from Bloomberg, of the 19
NBFCsin the BSE 200 index,
six had registered gains of
more than 50%since thestart
of the year until 8 November.
All9 stocks had posted posi-
tive returns from the start of
the yearuntil § November.
Post-demonetization till
date, around seven of the 19
firms have scenmore than 15%
of their value eroded.
Pre-demonetization, the
{op-performing NBFCsin the
index were Cholamandalam
Investment & Finance Co. Ltd,
which had gained 73% until §
November. Ithasfallen 11.61%
since then. Bharat Financial
Inclusion Ltd followed next
witha65%rise until § Novem-
ber. This stock has fallen
1% since 8 November.
Post-demonetization,
those NBIFCs which have cash
collections and cash disbur-
sals—such as MFIs (microfi-
nanceinstitutions) orrural fin-
anciers—have been hit the

ach
dwellingunit (house) was 131 square y
it 3% of the total credit, the

lakh. The median price paid by the | houses inniche cities at 30% is rela- | feet (sq. 0 inrural Indiaand houses. A greater proportion of | onthelatestresultsfrom theIC ing most,and are the mostvuln
vichst I tobuy ahousc s RsiS k. | tvely lowcrcompared to atofmet. | inurbanIndia.Intermeol perperson | migranis anda bisse e market | suroes conducted by the People  report hadsiid.

jay Bodke, chiel
executive officer and chief
portfolio manager (portfolio

The demonet
has at least temporarily
rupted the business model of

Research on India’s Consumer Econ-
omyin 2016 (ice360.in).

in metros mean that more families
live onrentinsuch citics.

according (o the survey.
The classdivide in house prices

ros. Inunderdeveloped rural are
73% houscholds live in kutcha or

area, urban areas are slightly better
off, with an average of 124 sq. ft per

notsosurprisinggiven the qualitative | semi-pucea houses. personcompared (0107sq fiperper- | Theaveragemonthlyrentinurban | The neat part will look at access to managementservices)at Prab-
differences in houses between the | Itishecause of the preponderance | son forruralareas. Toput thesenum- | India is Rs2,639 while the average | household. sIndia.  thesecompanies.“ForNBFCs, | hudas Lilladher Pvt. Lid.
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