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House is centre and domestic device for mankind's moral and substance development 
ever since the dawn of civilization. Housing is one of the most important that we 
human beings need. Adequate housing is essential for human survival with dignity. 
There are many things that we would find difficult, if not impossible to do without 
good-quality housing. Housing shortage is an universal phenomenon. It is more acute 
in developing countries. The housing scenario has become more critical in India in 
recent years. India has initiated so many housing reform that has taken many forms 
and manifestations characterized by the reduction in social allocation, cutbacks in 
public funding and promotion of a real estate culture in close partnership between the 
state and private actors. Mortgage financing markets can play an important role in 
stimulating affordable housing markets and improving housing quality in many 
countries. Unfortunately, these are still in infancy in India. This lack of development 
often translates into lower homeownership rates or poor housing quality. Most of 
these problems stem from the central dilemma that the resources are always too 
limited and housing development heavily depend on the financial institutions such as 
banks, credit corporations and development banks for the supply of finance to meet 
their daily financial needs. Against this backdrop, this paper will assess basic nuances 
of Indian financing system. Housing Development Finance Corporation Ltd (HDFC) 
is one of the leaders in the Indian housing finance market with almost 17% market 
share as on March 2010. Serving more than 38 lakh Indian customers as on March 
2011, HDFC also offers customized solutions that fit to the need of the customer. In 
the FY 2010-11, it registered a net profit of `4528.41 crore. It also registered a net 
profit of ` 971 crore in the quarter ended September 30, 2011.LIC Housing Finance is 
another major player in housing finance sector in India with hold of  8% market share. 
Promoted by Life Insurance Corporation of India, LICHFL has an extensive 
distribution network with a strong brand presence. Recently, the company has been 
awarded―Consumer Super brand 2009/10 Status by Super brands Council. In the last 
financial year (ended on March31, 2011), LICHFL earned a net profit of ` 974.49 
crore, comparing to ` 662.18 in the previous FY. It also registered a net profit of ` 
256.50 crore in April- June quarter of 2011.This paper performs analytical study of 
Housing Finance in India with special reference to HDFC and LIC Housing Finance 
Ltd. 
 
KEYWORDS: Basic nuances of Housing, Housing Condition in India, Housing 
Shortage and Affordable Housing in India, Institutional Performance of housing 
finance in India. 
 
1.1.Introduction 
Real estate and dwellings has a share of5.9 per cent in India’s GDP and a growth of 
7.2 percent in 2011-12. The growth of real estate services in has been consistently 
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impressive at over 25 per cent since 2005-6 with26.3 per cent growth in 2011-12. 
Housing is a basic necessity for human life and second largest generator of 
employment, next only to agriculture. 
Housing activities have both forward and backward linkages in nearly 300 sub-sectors 
such as manufacturing (steel, cement, and builders’ hardware), transport, electricity, 
gas and water 
Supply, trade, financial services, and construction which contribute to capital 
formation,        income opportunities, and generation of employment. 
In 2012-13 property prices have moderated. As per the National Housing Bank 
(NHB) RESIDEX index for the quarter July-September 2012 compared to April-June 
2012 (covering 20 cities, with 2007 as base year), there is a general decline in prices 
of residential properties in some smaller towns, while there is increase in some other 
cities which is marginal. In view of increased urbanization, the housing requirements 
in urban areas have been witnessing increase over the years. The Eleventh Five Year 
Plan (2007-12) estimated housing requirement of24.7 million units in urban areas of 
which 99 percent was in the economically weaker sections/lower income groups 
(EWS/LIG) segment. As per the estimation of the Task Force on Housing 
Requirements in Urban Areas during the Twelfth Five Year Plan Period (2012-17), 
the housing requirement in urban areas is 18.7 million units of which 18.5million are 
for the EWS/LIG segment. As per a McKinsey Report, the demand for affordable 
housing will be 38 million by 2030. 
To support the growth of the housing and real estate sector, many institutions have 
been setup especially for financing. While these institutions largely cater to the formal 
sector, access to finance by the informal market segment largely remains untapped. 
As this untapped market segment is significant and growing, the Government of India 
has announced various measures like the Interest Subsidy Scheme for Housing for the 
Urban Poor and setting up of the Credit Risk Guarantee Fund Trust for Low Income 
Housing. With support from lending institutions, housing credit has grown 
substantially over the years, resulting in increased market penetration. The housing 
loan portfolio of scheduled commercial banks and housing finance companies– the 
major institutional players – stood at ` 6.10lakh crore as in end-March 2012. 
However, due to limited housing finance solutions, the gap between housing demand 
and supply is widening. Besides the mortgage market in India is also underdeveloped. 
Though mortgages as a percentage of GDP have improved from 3.4 per cent in 2001 
to 9 per cent in 2011-12, the share is relatively lower than in many other countries – 
such as China (12 per cent), Thailand (17 per cent), Malaysia (29 per cent), Hong 
Kong (40 per cent), and the USA (65 per cent). 
While advanced countries like the US were rattled by the sub-prime crisis, Indian 
banks have 
Demonstrated a great amount of maturity in their lending for the housing sector. The 
government has also taken many policy measures for this sector. In Union Budget 
2012-13, a number of incentives were given for promoting affordable housing like 
allowing external commercial borrowings (ECB) for low cost affordable housing 
projects, increase in investment linked deduction of capital expenditure incurred in the 
affordable housing projects, exemption from service tax payments for construction 
services related to residential dwellings, and low cost mass housing up to an area of 
60 sq. m under the Scheme of Affordable Housing in Partnership. A Credit Risk 
Guarantee Fund Trust has been established since 1May 2012, which will be managed 
by the NHB, and provide default guarantee for housing loans up to ` 5lakhRs. 
Sanctioned and disbursed by the lending institutions without any collateral security or 
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third party guarantees and for new borrowers in the EWS/LIG category in urban 
areas. The NHB has also floated a joint-venture mortgage guarantee company– the 
India Mortgage Guarantee Corporation Pvt. Ltd—which will offer mortgage 
guarantees against borrower defaults on housing loans from mortgage lenders which 
will help expand access to housing in India. Renting of residential units has been 
included in negative list of services, which are exempt from service tax. In order to 
develop strategic policy intervention to promote rental housing as a viable alternative 
for addressing the housing shortage, the Government of India has also set up a task 
force for rental housing. The Rajiv Awas Yojana (RAY) also provides support to 
states for creation of affordable housing stock and assigning property rights to slum 
dwellers. 
India’s housing and real estate sector faces many challenges. While India is among 
the top countries in terms of housing and workspace needs, it ranks 182nd in 
construction permission processes according to the World Bank’s Doing Business 
2013report. There are 34 procedures and the average time taken is 196 days, which 
increases the sale value by 40 per cent. Rapid increase in land prices, absence of a 
long-term funding and lending market at fixed rates, limited developer finance, the 
Urban Land Ceiling Regulations Act (ULCRA) continuing in some states, existing 
lower floor area ratio in cities, high stamp duties and difficulties in land acquisition 
are some other issues which need to be addressed. ‘Affordable Housing for All’ is 
another challenge as the demand for housing by the EWS/LIG segment 
Has increased. 
 
1.2.Meaning of Home Loan 
Home loans, also known as mortgages, use the borrower's home for collateral. This 
home can be a single-family house up to a four-unit property, as well as a 
condominium or cooperative unit. Lenders fund home loans, but both the lenders 
themselves and brokers who act on behalf of the lenders originate, or process, them. 

1.3.History Home Loan 
Home loans came into widespread use in the United States in the boom years of the 
late 1800s. Since the average person usually cannot afford to pay cash for something 
as expensive as a home, lenders began offering loans for the difference between the 
purchase price of a home and the cash down payment supplied by the buyer. These 
loans were interest-only loans of between five and 10 years that were due in full at the 
end of the loan term. Homeowners would refinance the loan at the end of each term or 
save up enough cash to pay off the loan in the meantime. The Great Depression and 
its resulting foreclosures demanded a move to the modern amortized mortgage, which 
configures payments into both principal and interest portions. These 15- to 30-year 
loans pay off the home by the end of the loan term. 
 
1.4. Significance 
Without home loans, most Americans could not afford to buy a home. The housing 
sector and related industries is a large share of the U.S. gross domestic product 
(GDP). According to the National Association of Home Builders, the housing 
industry as a whole contributes about 17 percent to 18 percent of the nation’s GDP. In 
fact, housing was largely responsible for the strong economic state of the U.S. 
throughout the early to mid-2000s and disguised an essentially weak economy, 
according to an article by MSN Money’s Bill Fleckenstein. 
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1.5. Function 
The most common purpose of a home loan is to provide the funds a buyer needs to 
purchase a home. Home equity loans allow a homeowner to borrow against the 
difference between the home’s value and the current loan balance, or equity. Investor 
loans permit buyers to purchase homes as rental properties or to fix up and sell at a 
profit. 
 
1.6. Types of Home Loans 
The two most widely used types of home loans are fixed-rate loans and adjustable-
rate loans. A fixed-rate loan keeps the same interest rate for the life of the loan, which 
means that the principal and interest portions of the monthly payment stay the same. 
Adjustable-rate mortgages begin with a lower interest rate for the first few years and 
then adjust to market rates after the initial period is over. Caps are placed on how 
much the rate can adjust at any given time, as well as on how much the rate can 
increase over the duration of  loan. This means the principal and interest portions of 
the monthly payment change repeatedly through the duration of loan. 

There are different types of home loans tailored to meet our needs. Here is a list of few: 
Home Purchase Loans: This is the basic home loan for the purchase of a new home. 
Home Improvement Loans: These loans are given for implementing repair works and 
renovations in a home that has already been purchased. 
Home Construction Loan: This loan is available for the construction of a new home. 
Home Extension Loan: This is given for expanding or extending an existing home. For eg: 
addition of an extra room etc. 
Home Conversion Loan: This is available for those who have financed the present home with 
a home loan and wish to purchase and move to another home for which some extra funds are 
required. Through home conversion loan, the existing loan is transferred to the new home 
including the extra amount required, eliminating the need of pre-payment of the previous loan. 
Land Purchase Loans: This loan is available for purchase of land for either construction or 
investment purposes. 
Bridge Loans: Bridge loans are designed for people who wish to sell the existing home and 
purchase another one. The bridge loans help finance the new home, until a buyer is found for 
the home. 
 
1.7. Effects 
Because home loans are a large share of the financial situation of the majority of 
people, taking the time to determine the right type of loan and to investigate terms is 
essential for any home buyer or owner. Federal law promotes the consumer’s ability 
to shop for the best loan by requiring lenders to give prospective borrowers Good 
Faith Estimates and Truth. In Lending (TIL) statements that disclose and itemize the 
terms and costs associated with a loan. 
 
2. Home Loan Procedure 
With the increasing competition in the market for offering Home Loans, the otherwise 
tedious process of availing loans has gone a tremendous change in the recent years. 
However, there is still some process involved in the procurement of Home loan. It is 
advisable for borrower to first look at the different stages required for obtaining a 
Home Loan. Here is step by step procedure of procuring home loan. 
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2.1.Step 1 : Application form 
The first step involved in applying for home loan is the procurement of application 
form from the HFC of applicant’s choice. The Performa of application every HFC 
(Housing Finance Companies) is different from the other but about 80% information 
required to be furnished is the same. Along with the application form necessary 
documents like address proof, age proof, proof of income, bank balance etc. are also 
to be attached with the application form before it is submitted to the HFC. Along with 
all these documents HFCs also ask for processing fee of the home loan that varies 
0.25% to 0.50% of the total loan amount.  
2.2.Step 2 : Personal Discussion 
After successfully filling the application form and submitting it to the authority the 
next step is face to face with bank or HFC where you have applied for the home loan. 
The bank first evaluates the papers submitted and summons the applicant for the 
personal discussion regarding the home loan applied for. 
2.3. Step 3: Bank's Field Investigation 
The next step is the field investigation done by the HFC or banks. They send 
representatives to the existing residence of the applicants or their offices for the 
validation of the documents submitted. This is the essential part for the banks to 
establish the trust with the applicants. 
2.4. Step 4: Credit appraisal by the bank and loan sanction 
This is the make or break stage of the process. The bank or HFC will establishes 
repayment capacity based on applicant’s income, age, qualifications, experience, 
employer, nature of business etc. to access credential. The bank can refuse loan 
application if any discrepancy is found at this stage. But if everything goes according 
to the conditions negotiated by the parties then the bank or HFC sanction the loan that 
may be unconditional or with some conditions levied. 
2.5. Step 5: Offer Letter 
After the sanction of the Home Loan, the applicant gets offer letter from the bank or 
HFC with the following details. 
Loan amount, Rate of Interest, fixed or variable ROI, Tenure of the loan, Mode of 
repayment 
General terms and conditions of the loan, Special conditions etc. If the terms and 
conditions are agreed the applicant has to sign the duplicate copy of the offer letter 
and that is to be submitted to the Bank or HEC.  
2.6. Step 6: Submission of legal documents & legal check 
The bank or the HFC now asks for the legal documents of the property involved for 
applying home loan. All the legal documents of the property involved have to be 
submitted. The bank does all the legal checks on the property. The documents remain 
with the bank until the repayment of the Home loan.  
2.7. Step 7: Technical / Valuation check 
The Banks or HFC then go about the technical valuation of the property. The experts 
of the bank visit the site to be purchased and value it as per the existing rules and 
regulations. The valuation of the property is the most important aspect that the bank 
considers before financing any property.  
2.8. Step 8: Registration of property documents 
After the legal and technical valuation of the property the draft documents has to be 
cleared by the lawyer and stamping and registration of the documents is needed. 
2.9. Step 9: Signing of agreements and submitting post-dated cheques 
Now it is time of signing the final agreement of the home loan. After the signing of 
the agreement a bunch of Post dated cheques are to be submitted as agreed on the 
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3. Importance of the Study 
Since not much research work has been done in the area of housing finance provided 
by various types of bank from the customers’ point of view, it was decided to 
undertake one such study in Meerut city which is the fastest growing city in India, as 
per the latest census data. It was decided to select one nationalized bank namely; 
HDFC and LIC Housing Finance Ltd., so that a comparative analysis could be 
undertaken. 
 

4. The National Urban Housing & Habitat Policy 2007 (NUHHP-2007) 
NUHHP-2007 has been formulated keeping in view the changing socio-economic 
parameters of the urban areas and growing requirement of shelter and related 
infrastructure. The Policy seeks to promote various types of public-private 
partnerships for realizing the goal of “Affordable Housing for All” with special 
emphasis on the urban poor. Given the magnitude of the housing shortage and 
budgetary constraints of both the Central and State Governments, the NUHHP-2007 
focuses the spotlight on multiple stake-holders namely, the Private Sector, the 
Cooperative Sector, the Industrial Sector for labour housing and the Services/ 
Institutional Sector for employee housing. 

The action plan of the NUHHP-2007 states that the Central Government will 
encourage and support the States to prepare a State Urban Housing and a concomitant 
State Urban Housing and Habitat Action Plan, which may include passing of specific 
Acts the States/UTs  for realizing the policy objectives through legal and regulatory 
reforms, fiscal concessions, financial sector reforms and  introduction of innovative 
instruments, for mobilizing recourses for housing and related infrastructure 
development at the State/UT level. 

The Policy envisages specific roles for the Central Government, State Governments, 
local bodies, banks & housing finance companies, public/private agencies. The roles 
of these agencies are briefly discussed as under. 
 
4.1.Role of Central Government: 

a) To act as a ‘facilitator’ and ‘enabler’. 
b) To advise and guide respective State Governments to adopt and implement the 

National Urban Housing & Habitat Policy in a time bound manner. 
c) To promote balanced regional development in the country by suitably 

decentralizing functions relating to development of the Housing Sector and 
promotion of an ecologically sound habitat. 

d) To develop suitable financial instruments for promotion of housing for the 
EWS and LIG groups serviced by basic amenities. 

e) To promote action plans for creation of adequate infrastructure facilities 
relating to water, drainage, sanitation, sewerage, power supply and transport 
connectivity. 

f) To develop economically viable housing promotion models and standards for 
provision of physical, social and economic services. 

g) To develop suitable fiscal concessions in collaboration with the Ministry of 
Finance for promotion of housing and urban infrastructure with special focus 
on EWS/LIG beneficiaries. 

 
4.2.Role of State Government: 

a) To prepare the State Urban Housing and Habitat Policy. 
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b) To act as a facilitator and enabler in collaboration with ULBs/ Parastatals/ 
Private Sector/ Co-operative Sector/ NGOs with regard to Integrated Slum 
Development Projects as well as Integrated Township Development Projects. 

c) To ensure suitable flow of financial resources to potential EWS/LIG 
beneficiaries as well as undertake viability gap funding of large housing and 
habitat development projects. 

d) To prepare medium term and long term strategies for tackling problems 
relating to provision of adequate water supply, drainage, sewerage, sanitation, 
solid waste management, power supply and transport connectivity. 

e) To promote and incentivize decentralized production and availability of local 
building materials. 

f) To prepare and update Master Plans along with Zonal Plans, Metropolitan 
Plans, District Plans and the State level Regional Plan by respective agencies 
with provision of adequate land for urban poor. 

g) To promote well designed Public-Private Partnerships for undertaking housing 
and infrastructure projects. 

h) To encourage Cooperative Group Housing Societies, Employees 
Organizations, labour housing promotion organization, Non-Government 
Organizations (NGO) and Community Based Organizations (CBO) to have 
Partnerships with Urban Local Bodies/Parastatals in relation to housing related 
micro-finance and housing development. 

i) To promote in-situ slum up gradation with partnership between the Central 
Government, State Government, Urban Local Bodies, Banks/MFIs and 
potential beneficiaries. 

4.3.Role of banks and housing finance institutions 
a) Reassess their strategies with a view to make them more inclusive in terms of 

EWS and LIG segments. 
b) Promote innovative financial instruments like development of Mortgage 

Backed Securitization Market (MBSM), and Secondary Mortgage Market. 
c) Enhance/ strengthen the income spread of housing loans portfolio to 

increasingly cover BPL and EWS beneficiaries. 
d) Adopt a more flexible and innovative approach in relation to credit appraisal 

norms. 
e) Develop financial products which encourage EWS and LIG beneficiaries to 

take insurance cover. 
f) Ploughing part of their resources towards financing slum improvement and up 

gradation programmes. 
g) Devise innovative housing finance schemes for targeting the EWS and LIG 

segments, with suitable subsidy support from the government. 
h) Promote MFIs and SHGs for mobilizing savings and playing a significant role 

in housing finance sector. 

4.4. Initiatives by the State Governments – Role of NHB 
Under the NUHHP-2007 the State Governments are expected to formulate and 
implement their respective State Housing Polices. Having actively contributed in 
formulation of NUHHP-2007, NHB approached all the State Governments and 
offered help in formulation of their respective State Housing Polices. In this regard, 
CMD had addressed letters to the Chief Secretaries of all the State Governments. 

In consultation with NHB, Housing Policy for the States of Kerala & Rajasthan have 
been prepared and finalized. State Housing Policy for Punjab has been submitted for 
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final approval to the State after consultation with NHB. 

Outlines of Housing and Habitat Policies of Uttar Pradesh and Bihar have been 
submitted for preparing the final policy with special emphasis on EWS/LIG segments. 

It is also learned that the Karnataka Housing Board will submit a comprehensive 
housing policy for the State shortly and that the Board will provide the residential 
sites and housed to the poor and middle-class people across the State, with focus on 
villages. Accordingly, the State Government is being approached with an offer of 
assistance in formulation of the State Housing Policy, along with broad outlines of the 
Housing policy and a concomitant implementation plan.  

Furthermore, in accordance with role envisaged for banks and housing finance 
institutions under the NUHHP-2007, and also earlier Housing Policies, the role and 
involvement of NHB in this regard is discussed as under. 

4.5. Development of Secondary Mortgage Market 
The housing sector has been historically capital deficient which has resulted in 
housing shortage. The Government of India has accorded considerable importance to 
the development of secondary residential mortgage market in the country in order to 
enhance the flow of funds into the housing sector, increase the number of housing 
stock and thereby facilitating affordable home loans to the population. The National 
Housing and Habitat Policy of Government of India have envisaged a lead role for 
National Housing Bank to promote and develop the process. The Government of India 
amended the National Housing Bank Act, 1987 and had incorporated enabling 
provisions for undertaking the Residential Mortgage Backed Securitization (RMBS) 
activities. RMBS enabled flow of funds from the capital market into the housing 
sector, thus enabling greater access and affordability to the borrowers of housing 
loans. 

Stamp duty is a crucial issue for RMBS transactions. The stamp duty rates ranges 
from 0.1 to 14 per cent in different States in the country. Presently, the process of 
securitization is limited to only a few States (Delhi, Karnataka, Maharashtra, Gujarat, 
West Bengal etc.) which have rationalized their stamp duty structure (0.1% ad 
valorem, with a cap of Rs. 1.00 Lakh). It is proposed to take up the matter with the 
Thirteen Finance Commission so as to consider the issued in the context of devolution 
revenues to the States.  

4.6. NHB’s Policy for Financing Slum Upgradation: 
The Bank, with its focus on the unserved and underserved segments of the society, is 
targeting providing financial support for slum redevelopment / rehabilitation / up
gradation projects. 

Bank’s Project Finance Policy, project finance assistance can be extended for such 
projects to public housing agencies like Housing Boards, Development Authorities, 
Municipal Bodies, State Slum Clearance Boards/Authorities, Public Private 
Partnership entities, Community Based Organizations such as MFIs/NGOs constituted 
as Societies/ Trusts/ Section 25 Companies etc. and to private sector agencies. Till 
now, the Bank has financed only one such project, but efforts are underway to identify 
other viable projects which could be supported. 

The Bank has a fort fold strategy in this imitative, namely – first, actively market 
Project Finance through suitable MFIs/NGOs etc. An exercise in rating non-profit 
organizations is also being undertaken. Secondly, develop refinance products with 
approval of the Board. Third, offer financing as top-up to Government schemes such 
as JNNURM. Fourth, use technical assistance either with Bank’s own funds or from 
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any other national/international agency for capacity building, borrower education etc. 
  
5.   Purpose of taking a Home Loan 
What's an average Indian's most cherished dream? A world trip with Aishwarya Rai 
would seem to would be the answer as seen from the various episodes of Kaun 
Banega Crorepati (KBC)! Jokes apart, moving into their dream house would rank 
among the top three things on the wish list of most people. After all, there's nothing 
like having a roof, particularly one's own, over one's head. That entire house hunting 
every few years, grumpy landlords, killing rents would be a thing of the past. Hey, 
you even get to use nails to hang your favorite paintings and pictures. 
 
Taking a home loan nowadays has many advantages.  
 
Added to this, the RBI has been regularly slashing interest rates, with the result that 
housing finance loans that came at an interest rate of 16.5% to 18% four years ago 
are now available at 11.5% to 13% or lower. Each year the Finance Minister's 
largesse during the Budget seems to be solely concentrated for the housing sector 
and construction sector. The Budget 2000's allowed interest payment uptoRs 1 lakh 
and principal payment of Rs 20,000 to be exempted from income tax. To top it all, 
the Housing Finance Companies (HFCs) are aggressively wooing customers. When 
EVERYTHING seems to be on a roll, make the best of the situation. 

 

 
6. Objectives of the Study 
Objectives of the study are as under: 

1) To study the customers` satisfaction levels towards housing finance banks in 
India.  

2) To understand why customers preferred the HDFC and LIC Housing Finance 
Ltd. for home loan in India.  
 

7. Hypotheses  
Some of the Hypotheses that are tested in this study are as follows: 

1. There is no association between Age, Educational Qualification, Profession, 
Yearly Income of Respondents and the Amount of Loan Applied for. 

2. There is no association between the Age, Yearly Income, Profession, 
Educational Qualification of Respondents and Sanctioned Loan Amount. 

3. There is no association between Days taken for Sanctioned Loan and Type of 
Banks. 

 
8. Limitations of the study 
This research study was time bound and due to this only a few aspects of the problem 
were taken up in it. 
 
9. Review of Literature 
The issue of housing and housing finance has been receiving increasing attention over 
the recent decade in the extant literature. There have been many studies revised on 
various observations on this area, few of these namely; housing is an essential element 
of life for most human beings polarized by Naik (1981). According to J.P. Sah (2011), 
"housing is not a static but a growing problem and it was cited in Manorama Year 
Book (1997)as the modern concept of housing does not limit the idea of housing 
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merely to the provision of shelter and it is an in an integral part of overall policy 
improvements of human settlements and economic development. Krishnamachari 
(1980), has stated in the preamble of the National Housing Policy, "shelter is a basic 
human need and as an intrinsic part of human settlement, is closely linked with the 
process of overall socio-economic development. 
Housing is an element of material culture, is one of such devices to overcome threats 
against physical elements to lives and serves as an important purpose by making the 
provision of shelter and portrays that housing is as an important precursor of the 
national business cycle. In this view Some empirical exercises made on importance of 
housing among others Satyanarayana (1987), India year Book (1988), Andra C. Ghent 
and Michael T. Owyang (2010), Despande (1975) and Rangwala (1977), 
GopinathRao (1988), Dr. C. Harichandran (1989) , Solanki (1989), highlighted the 
magnitude of the housing problem in our country is so heavy, that it will require 
considerable passage of time for the country to offer a sweet home to every family in 
our nation. Chacko (1989) was of the opinion that housing shortage in India in 1981 
was 21 million units. In the beginning of the 7th five year plan in 1985, it was put as 
24.7 million units. MadhavRao et al. (1995)suggested a multifaceted housing 
difficulty like ours requires a concrete national attempt. Amin Y. Kamete(2011), 
opined that the housing problem has become synonymous with housing shortages. 
Erwin Mlecnik etal. (2010) studied about the barriers and opportunities for the further 
diffusion of labels for highly energyefficient houses. The Major subsidised housing 
projects in developing countries specified by Gonzalo Lizarralde(2011) Richard 
Harris and Ceinwen Giles (2003) have done tremendous work on identified three 
phases in the evolution of international housing policy since 1945: public housing 
(1945–1960s), sites-and-services (1972–1980s), and market enabling (1980s–present. 
In the opinion of Nickell and Dorsey (1976)20, the three methods of financing home 
ownership are cash, cash and credit and contract method. R.M. Buckley (1989) 
portrayed that Bank lending for housing finance during the period from 1972 to 1989. 
Munjee et al., (1990)opined that credit flows into the housing sector originates 
therefore from formal or informal sector like, budgetary allocations, of central and 
state governments, financial institutions like the LIC, Unit Trust of India, Commercial 
Banks, provident funds and Public Sector Institutions such as HUDCO.As cited by 
Tiwari (2012), Housing finance in India has grown at a rapid pace during the last two 
decades. However, the share of outstanding housing loans as a percentage of GDP 
stood at only 7.3% in 2005. Hence, this study emphasizes the importance of 
affordable housing. Macroeconomic stability and the housing sector are inextricably 
linked. It is estimated that for one Indian Rupee (Rs.) invested in housing; Rs. 0.78 
gets added to the gross domestic product of the country. The housing sector has strong 
backward and forward linkages to over 250 ancillary industries. Thus,  this is an 
attempt to make a conceptual framework about Indian housing finance system. 
10. Research Methodology 
10.1. Sources of Data 
The study is based on primary as well as secondary data. 
10.1. a) Collecting Primary Data  
Primary data are collected through the responses of the customers through 
questionnaires which were specially prepared for this study. The questionnaire 
contained questions regarding the general and socio-economic characteristics of the 
respondents such as age, religion, educational qualification, etc. and also about their 
reason for taking home loan, term, rate of interest, procedure etc. We conducted the 
pilot study by selecting five respondents each banks including HDFC and LIC 
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Housing Finance Ltd. On the basis of their responses, some questions were modified 
and the modified questionnaire was finally canvassed among the 150 selected 
respondents. A sample size of 140was used since 140 respondents have taken for 
detailed study because it is not possible to cover the whole universe consisting of all 
the customers.  
Among these 140 respondents,70 respondents were selected from HDFC Bank and 
another 70 respondents were selected from LICHF Ltd.  
Primary data also included information collected by personal interview with managers 
of HDFC and LIC Housing Finance Ltd. 
10.1.b) Collecting Secondary Data 
There was extensive use of secondary information in the form of books, articles  
published in magazines, journals, newspaper, reports of HDFC and LIC Housing 
Finance Ltd., websites, circulars, pamphlets of the banks, clippings etc.  
10.2  Period of study  
The questionnaires were filled up during the period of April, 2012 to March 2013.  
10.3. Sampling Technique 
The sample was selected using a convenient sampling. 
 
10.4. Statistical Techniques  
The collected data were scrutinized and edited. The edited data were analyzed using 
the software “Statistical Package for Social Sciences” (SPSS) and meaningful 
conclusion were arrived by constructing simple and two-way tables and by using 
statistical techniques like chi-square test. Simple table were constructed for analyzing 
the general information of the sample. Two-Way table were constructed for the 
comparative analysis and to know the relationship between two factors. At last the 
associations between different variables were tested by using the chi-square test. 
 
11. Level of Customer Satisfaction with respect to various aspects  
The survey findings with respect to the level of customer satisfaction with various 
aspects can be shown in the following table:  
Table 4: Level of Customers’ Satisfaction with Various Aspects 
Sl. 
No. 

Particular Total 
Number of 
Respondents 
(N) 

Weighted 
Sum 

Average 
Level of 
Satisfaction 

Rank 

1. Promptness of the 
sanctioning of Loan 

140 478 3.41 1 

2. Promptness in 
disbursement 

140 388 2.77 7 

3. Safety-security-
Privacy 

140 420 3.00 4 

4. Loan Availability 140 467 3.34 2.5 
5. The service quality 140 416 2.97 5 
6. Easy/Cumbersome 

way of loan process 
140 468 3.34 2.5 

7. Cooperation of 
Staff 

140 355 2.54 8 

8. Documentation 140 321 2.29 11 
9. Guarantee 140 342 2.44 10 
10. Security 140 279 1.99 12 



Lokavishkar International E-Journal, ISSN 2277-727X, Vol-II, Issue-III, July-Aug-Sept2013 
 

 w w w . l i i r j . o r g                                                      ISSN 2277-727X 
 

Page 72 

11. Rate of Interest 140 344 2.46 9 
12. EMI 140 409 2.92 6 
      
Source: Primary Data 
The above table 1 indicates that the average level of satisfaction to customers is more 
than neutral state which is denoted by 3 with respect to all the aspects except the 
service quality, cooperation of staff, documentation, guarantee, security, rate of 
interest, EMI where the mean score was found less than 3. Therefore these aspects 
need more attention and shows good scope of improvement.  
Further, on the basis of weighted sum, ranking is done against various aspects of 
customer satisfaction in order to know which aspect contributes the most towards 
maximizing the satisfaction and which one gives a negative effect. 

12. Knowledge about the features of HDFC and LIC Housing Finance Ltd 

The respondents in question 2 were requested to answer whether they know all 
the features of HDFC and LIC Housing Finance Ltd 

Whether they ever taken the Housing finance facilities from HDFC or from LIC 
Housing Finance Ltd. 

The results are given below:  

Table 5: Knowledge of Features of HDFC and LIC Housing Finance Ltd 
Knowledge 
about the 
features of 
HDFC 

No. of 
Respondents 

Percentage Knowledge about the 
features of LIC Housing 
Finance 

Yes 45 64.3% Yes 50 71.4% 

No 25 35.7% No 20 28.6% 

Total 70 100%  70 100% 

Source: Primary Data 

It can be seen from the above table 2 it can be seen that out of 140 respondents, 
45 (64.5%) have knowledge of the features of HDFC and 67 (71.4%) have the 
knowledge of feature of LIC Housing Finance. 

Suggestions to Improve Service Quality  

In order to improve the service quality, the respondents made some 
recommendations which are quantified on the basis of importance in the 
following table:  

Table 6: Suggestions to Improve Service Quality of Both HDFC and LIC 
Housing Finance Ltd 

Sl.No. Suggestions Number of Response Percentage 
1. Fast Sanction 78 55.7% 
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2. Fast Disbursement 60 42.9% 
3. Full Staff 

Cooperation 
45 32.1% 

4. No Guarantors need 95 67.9% 
5. Less Documentation 100 71.1% 
6. Less Interest Rate 89 63.6% 
7. Less Hidden Charges 86 61.4% 
8. Less EMI 28 20% 
9. Quick Payment 32 22.9% 
10. No Harassment  21 15% 
Source: Primary Data 
 
13. Results: 
HDFC 
Strong retail loan growth, stable margins and steady asset quality were the key 
highlights of HDFC’s June quarter performance. Maintaining its market leadership in 
the housing finance market, HDFC delivered a growth of 17 per cent in net profit in 
its core business. 
This was driven by strong growth in individual loans. The incremental growth in 
loans during the quarter came entirely from this segment. Individual loans grew 24 
per cent (net of loans sold in the preceding 12 months). Including these loans, growth 
has been 31 per cent during the quarter. 

Non-individual loan growth was slower at 11 per cent. Loans to individuals now 
contribute close to 67 per cent of total loans as against 64 per cent in the previous 
year. The company’s average loan size during the quarter was Rs 21.9 lakh as against 
Rs 21.6 lakh in the June quarter last year. 

The spreads have remained stable at 2.3 per cent, with individual loans registering a 
marginal uptick during the quarter. The company’s net interest margin slipped a 
marginal 10 basis points to 3.9 per cent. 

BOND FOCUS 

HDFC’s funding mix remains skewed towards bonds, which now constitute 59 per 
cent of the overall borrowing. The share of bank loans is just 8 per cent, which has 
worked well for the company, given the high base rates of banks. However, the 
company has the flexibility to shift between various sources of funding, depending on 
the movement of interest rates. This should help maintain stable spreads. 

HDFC also maintained stable asset quality, with gross non-performing assets at 0.77 
per cent of loans. The capital-adequacy ratio stood at a healthy 16.3 per cent against 
the mandated 12 per cent. 

 
LIC HF Ltd. 
LIC Housing Finance posted lower-than-expected results for the September quarter 
due to dwindling loan growth and lower margins. Not surprisingly, the stock ended 
flat at Rs 242.95 at the Bombay Stock Exchange (BSE) on Wednesday. 
The net profit growth of 147 per cent year-on-year in the recently concluded quarter 
appears healthy, given the previous corresponding period’s growth, which was 
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impacted by a steep rise in provisions for bad loans to comply with the change in 
provisioning requirements of the National Housing Board (NHB). 
Loan growth, however, was in-line with Street expectations (23 per cent YoY 
growth), but this was LIC Housing Finance’s lowest loan growth since the June 2010 
quarter (when loans grew by 36.8 per cent). Notably, this metric has fallen every 
quarter since June 2010 – with the September quarter following the same trend. This 
is in sharp contrast to its larger peer, HDFC, which was able to maintain its loan 
growth between 19-22 per cent in the same period. 

IMPROVING PROFITABLY  

In Rscrore Q2'FY13 FY13E 

Net interest income 354 1,654 

% chgyoy 6.0 18.9 

Total income 1,862 1,909 

% chgyoy 22.9 17.6 

NIM (%)  2.1 2.5 

Bps chgyoy -40 - 

Bps chgqoq -8 NA 

Net profit  243.1 1,102 

% chgyoy 147.0 20.5 

Gross NPA (%) 0.6 0.7 

P/BV (x) - 1.9 

Loan Growth (%)  23.0 23.9 

E:Estimated 
Source: Company, analyst reports 
The moderation can be attributed largely to falling corporate disbursements in this 
period. 
Corporate disbursements fell 62 per cent sequentially to Rs 121 crore and 71 per cent 
when compared to the September 2011 quarter. 

In the September 2012 quarter, the individual loan growth also came off to 21 per cent 
from 29 per cent in the June 2012 quarter. Consequently, the net interest income came 
in lower than analysts’ expectations. For this year though, analysts expect loan growth 
to remain at 23 per cent. 

Margins 
As against an expectation of improvement, the net interest margins (NIMs) contracted 
by eight basis points (bps) sequentially to 2.1 per cent. However, easing cost of funds 
provided some cushion to margins in the quarter. 

LIC Housing Finance Director and Chief Executive V K Sharma, said “It is 
encouraging to note that there is a 10 per cent increase in the number of customers, 
which is a very good sign. The other good indication is that the incremental cost of 
funds is showing some trends of easing.” 
Notably, the company had indicated that loans worth Rs 2,500 crore (under the Fix-O-
Floaty product) will be re-priced in the upward direction in the September quarter, 
pushing margins up. But, there is no clarity on the same in the results. 
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Notes of Varun Varma, banking analyst at Angel Broking, “LIC Housing Finance 
results were below expectations. We will need more clarity from the management on 
the amount of loans re-priced in the September quarter. 
Lower corporate disbursement is another factor that has hit the net interest margins. 
We will closely watch the margin and corporate disbursement trends in the next two 
quarters.” 

Asset quality remained strong for the quarter gone by as gross non-performing assets 
(NPA) improved to 0.60 per cent versus 0.64 per cent year before. Though the net 
NPAs inched up to 0.28 per cent versus 0.12 per cent earlier, the sequential fall of 84 
per cent in provisioning to Rs 694 crore is an indication of improving asset quality. 

 
14. CONCLUSION 
The housing finance industry could be saddled with an increasing number of bad 
loans as greater competition forces lenders into stepping up volume to maintain profit, 
according to National Housing Bank chairman R.V.Verma. 
The waiver of pre-payment penalty charges has increased rivalry among banks and 
housing finance companies, which the regulator fears will lead to a dilution in 
underwriting and appraisal standards. 
The Reserve Bank of India (RBI) had ordered the waiver of penalties on early 
payments of floating-rate loans in October 2011 to ease the burden on borrowers. 
“We don’t rule out slight deterioration in quality of assets going forward with 
volumes expanding quickly and banks leading this growth in terms of competitive 
pricing,” Verma said in an interview. 
The housing finance market is expected to grow 20% and reach a size of Rs.1.25-1.3 
trillion by the end of the current fiscal, with banks having a two-third share and 
housing finance companies the rest. 
“Waiver of pre-payment penalty has ensured that the movement of consumers across 
the industry has become more liberal. It will create pressure on margins,” Verma said. 
“It depends on how lenders are going to handle that. If lenders are going to increase 
volumes to take care of profits, then how the volumes will be increased becomes 
important. If you are going to serve everyone, then there will be pressure on risk 
assessment and underwriting.” 
The current level of non-performing assets for housing finance companies is less than 
1%. 
To be sure, the central bank has always kept a close eye on real estate borrowing. 
In recent years, the Reserve Bank has introduced stricter provisioning norms as well 
as guidelines for banks to follow while approving loans. It has asked banks to adhere 
to prescribed loan-to-value ratios and ensure proper documentation of loans. 
“Customers should be given the choice of changing their mortgage provider,” 
said Anil Sachidanand, chief executive officer of Dewan Housing Finance Co. 
Increasingly, borrowers are looking at more than just interest rates and also 
considering service standards, he said. 
Aggressive practices, such as the waiving of processing fees by big banks could be 
harmful for the industry. 
“Waiver of pre-payment penalty is good. But there have been instances where even 
the cost of acquisition, which is around 1-1.2% for a lender, has been waived,” he 
said. 
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Housing finance companies typically lend at one-two percentage points more than 
banks, since the latter are among their source of funds. That edge is persuading many 
customers shift from housing finance companies to banks. 
 
The Indian housing finance market cannot be looked at independently of the 
government’s role in the overall financial sector, which is nowadays characterized by 
a process of liberalization. However, the Indian government has tried, and is still 
trying, albeit to a lesser extent, to stimulate economic development by control-ling 
interest rates and directing credit to priority sectors. Furthermore, private sector 
housing finance has been developed since 1977 and the creation of the National 
Housing Bank has helped the sector to develop further. In addition to specific 
guidelines and directions of HFCs, lending regulations, refinance facilities and the 
Home Loan Account scheme were set up with the particular intention of serving the 
small man. However, the intentions conflict with reality. The poor still face problems 
of accessibility, affordability and suitability of formal housing finance through HFCs. 
HFCs tend mainly to serve households with incomes above medium level, because the 
lending criteria (long-term credit, large loan size and tight methods of repayment) 
most closely fit the life-style of this income group. This clientele is known to the 
HFCs and can be served relatively easily, after careful checking of their repayment 
capacity, without fearing high default rates. The same lending criteria, apart from a 
lower interest rate, are used for the poor. The poor are then treated as extremely risky, 
instead of the lending criteria being questioned.  
Government control of the Indian housing finance market limits its further 
development. Financial subsidies, such as on interest rates and tax exemptions, 
generally benefit the better off. It would be wise to stop giving subsidies such as tax 
concessions and subsidies on interest rates, which are a burden on the financial system 
and the tax payers. Further liberalization of the financial market may be suggested to 
enable the development of a kaleidoscope of credit instruments for the different 
segments of the various income groups.  
The Indian example of down-marketing housing finance shows that it cannot be 
assumed that the private sector will serve the small man, even if supportive measures 
are developed. HFCs are reluctant to deal with the small man, because they are an 
unknown group. An important lesson from the case described, which is probably 
beyond the Indian context, is that a credit mechanism which fits an incremental way 
of building should be developed instead of trying to fit the poor into the existing 
housing finance jacket. Such credit should be characterized by short- or medium-term 
credit, relatively small amounts and flexible repayment methods. In other   words, an 
enabling strategy for the poor has more potential than encouraging the private sector 
to serve the small man.  
Reform of the housing finance schemes for middle- and low-income households 
should take place simultaneously. If emphasis is put on the development of housing 
finance schemes for the poor and schemes for the middle-income households are 
neglected, middle-class groups will probably appropriate the schemes meant for the 
poor. Instead of interest subsidies on housing loans for the poor, one-time grants for 
households may be a better way to help them. 
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