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Hundreds of millions of Indians crave a roof over their head. But they need a secure job first. Photographer:
Dhiraj Singh/Bloomberg

Affordable housing in India is a corner of finance that’s expanding almost 40 percent a year,
and even more for some hyperactive lenders. The borrowers are subprime, their collateral is
of dubious value, financiers’ cost of capital is rising, and yet the government is whipping up a
home-buying frenzy.

Investors beware. You’ve seen similar stories play out before; this one, too, isn’t likely to end
well.

Finance

Investors have seen similar stories play out before.

By Andy Mukherjee
June 17, 2018, 10:31 PM EDT

India’s Subprime Mortgage Mania Can
Quickly Turn to Panic

Bloomberg Opinion Subscribe

https://www.bloomberg.com/opinion/authors/ASj7dG4ftKY/andy-mukherjee
https://www.bloomberg.com/opinion
https://www.bloomberg.com/subscriptions?in_source=amp-nav


1/26/2019 India’s Subprime Mortgage Mania Can Quickly Turn to Panic

https://www.bloomberg.com/amp/opinion/articles/2018-06-18/india-s-subprime-mortgage-mania-can-quickly-turn-to-panic 2/7

But what exactly is the situation?

Suppose you’re a production supervisor in a footwear factory, earning the equivalent of $800
a month. You decide to buy your first apartment with a $13,000 loan. Normal mortgage rates
are around 9 percent. You, however, effectively pay only 5 percent. The government tops up
the remainder to your financier every month. You can buy a house that’s as expensive as you
want. So long as it’s not bigger than 200 square meters, the first $13,000 loan is at 5 percent.

You’re doing great, until your boss figures out there’s no way he can avoid paying the new
Indian goods and services tax, or GST. Since his only source of competitiveness so far was tax
avoidance, he closes the factory. You’re fired, but you still have the house. And suddenly it’s a
problem for the finance company, its investors and the taxpayers who bore the subsidy.

The caricature I presented above is just that. But the lure of a highly subsidized route to home
ownership for everyone from the very poor to the middle class (subsidies range from 3
percent to 6.5 percent), along with the danger to lenders, are real. Nonperforming
advances in housing-finance firms’ affordable loan portfolios have shot up to 4.1 percent from
3.3 percent a year ago, according to Moody’s Investors Service affiliate ICRA Ltd.
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The souring of loans isn’t a surprise. Medium, small and micro enterprises – whose
employees are the target segment for these loans – are having a hard time trying to survive
the botched-up implementation of a good innovation: the GST. Working capital has always
been a bane because big Indian companies pay late to small suppliers.

But now the government also refunds GST input credits after six months. What are small
firms to do except scale back? A 19 percent drop in just one year in the number of registered
medium, small and micro enterprises in industrialized Tamil Nadu is a warning sign.

All this puts lenders at risk. Repossessing homes of working-class people in small cities will be
near impossible. And even if financiers manage to get some front-door keys, they won’t find
buyers. The only “investor” for such properties is somebody trying to deploy his
unaccounted-for cash. Unlike individuals, banks can’t sell homes for 60 percent payment by
check and 40 percent in cash.

Housing Development Finance Corp., the country’s largest mortgage provider, says one in
five of its customers is eligible as an affordable-housing borrower. HDFC’s underwriting
standards are time-tested, so you can probably expect it to manage scorching growth without
losing its head.
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What’s notable is that banks, swimming in soured corporate debt, are too scared to make
easy money in subprime. As Livemint notes, growth of 13 percent for affordable housing by
banks four years ago has slowed to 2 percent. That leaves the smaller and newer specialist
housing-finance firms vulnerable. Some are pooling such loans and passing them off to
investors as highly rated securities, which then get lapped up by banks because the
underlying credit qualifies as “priority-sector lending.”

Banks in India are required to meet priority-sector quotas. Almost three quarters of the 363
billion rupees ($5.3 billion) in so-called pass-through certificates that have transferred risk
from lenders to investors since 2015 has been structured as AAA-rated paper. For now, 10 out
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of 11 such issuers of fortified securities have auto loans as their mainstay. Only Dewan Housing
Finance Corp. counts affordable home finance as a key business.

However, while Dewan itself is rated highly locally, some of the newer players are not. Also,
the preferred risk-sharing mode for affordable mortgage loans is not pass-through certificates
but bilateral deals, for which data is also not publicly available.

What we have instead is recent evidence of trouble. Janalakshmi Financial Services,   a top
microfinance lender, was securitizing its portfolio aggressively before Prime Minister
Narendra Modi’s bizarre November 2016 ban on most of the cash circulating in the economy.
Its 90-day overdue claims surged to 26 percent by May 2017, from 1 percent in January of that
year.

1
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ICRA puts housing-loan companies’ external-financing requirements at between 77 to 120
billion rupees over the next three years. Some of the bigger players may even hawk retail
bonds. Investors will soon have many hands tugging at their sleeves.

But they have to be careful here. If the U.S. subprime mortgage meltdown is any guide,
plenty can go wrong. Hundreds of millions of Indians crave a roof over their head they can
call their own, but what they need first is a job that’s available today and has some assurance
of being there tomorrow.

Until that problem is fixed, the interest-rate subsidies are an act of untimely kindness.

This column does not necessarily reflect the opinion of the editorial board or Bloomberg LP and its
owners.
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Andy Mukherjee is a Bloomberg Opinion columnist covering industrial companies and financial services.
He previously was a columnist for Reuters Breakingviews. He has also worked for the Straits Times, ET
NOW and Bloomberg News.

Read more opinion

Follow @andymukherjee70 on Twitter

SHARE THIS ARTICLE

   

Trending Now

Jonathan Bernstein

Trump Just Lost His Leverage for Building a Wall
Two failed votes in the Senate on reopening the government show the president can’t even count on the
Republican majority to have his back.

Jonathan Bernstein

Trump Loses on Wall and Declares Victory
The deal to temporarily end the shutdown is the same one he could have made with the Democrats a
month ago.

Noah Feldman

Circle of Collusion: Assange to Stone to Trump Campaign and Back

Now known as Jana Small Finance Bank Ltd.1

 Share  Tweet  Post  Email

Bloomberg Opinion Subscribe

mailto:amukherjee@bloomberg.net
mailto:knicholas2@bloomberg.net
https://www.bloomberg.com/opinion/authors/ASj7dG4ftKY/andy-mukherjee
https://www.twitter.com/andymukherjee70
https://www.bloomberg.com/amp/view/articles/2019-01-25/senate-vote-shuts-down-trump-s-gambit-to-end-the-shutdown?in_source=amp_trending_now_1
https://www.bloomberg.com/amp/view/articles/2019-01-25/government-shutdown-trump-loses-on-wall-and-declares-victory?in_source=amp_trending_now_2
https://www.bloomberg.com/amp/view/articles/2019-01-25/roger-stone-indictment-draws-circle-of-collusion?in_source=amp_trending_now_3
https://www.bloomberg.com/opinion
https://www.bloomberg.com/subscriptions?in_source=amp-nav


1/26/2019 India’s Subprime Mortgage Mania Can Quickly Turn to Panic

https://www.bloomberg.com/amp/opinion/articles/2018-06-18/india-s-subprime-mortgage-mania-can-quickly-turn-to-panic 7/7

From the Web by TaboolaSponsored Links

Clear View

Babbel

Give It Love

Mosquitron

Save70.com

WoJournals

Meet the “X-Ray Vision” Night Glasses Taking Pakistan by Storm

How to learn a language in 2019? Here is the '15 min method'

These Twins Were Named "Most Beautiful In The World," Wait Till You See Them Today

This New $89 Trap Finally Solves The Pakistan Mosquito Problem

Flights In Pakistan At Ridiculously Low Prices

Top 20 magnificent eyes from around the world

The special counsel’s latest indictment is rich with details about the coordination with WikiLeaks during
the 2016 campaign. Bloomberg Opinion Subscribe

https://popup.taboola.com/en/?template=colorbox&utm_source=bloomberg&utm_medium=referral&utm_content=thumbnails-a-amp:Mobile%20Below%20Article%20Thumbnails%20AMP:
https://popup.taboola.com/en/?template=colorbox&utm_source=bloomberg&utm_medium=referral&utm_content=thumbnails-a-amp:Mobile%20Below%20Article%20Thumbnails%20AMP:
http://verified.secure-clicker.com/d97b7d80-e591-4f0f-86f5-5618b263e8ae?utm_platform=Desktop&utm_title=Meet+the+%E2%80%9CX-Ray+Vision%E2%80%9D+Night+Glasses+Taking+Pakistan+by+Storm&utm_thumnail=https%3A%2F%2Fbreakthroughtrend.com%2Fstats%2Fconsole%2Ffiles%2F3fd34849-6fe6-4d67-a385-f5e1809b1577%2Fmalan.png&utm_campaign=1786781&utm_medium=bloomberg&utm_campaign_item_id=163879403&site_id=196
https://go.babbel.com/engmag-a681-15minperday-rrow-xx-xx-tb/1_eng_tab_xx?utm_source=Taboola&utm_medium=CON&utm_campaign=XX_ENGALL_gEN_cXX_15MinPerDay_RROW&utm_term=bloomberg&utm_id=1758176_160820483_196
http://www.giveitlove.com/a-couple-gave-birth-to-beautiful-twins-see-where-they-are-now/?utm_source=tb&utm_medium=bloomberg-tb&utm_term=These+Twins+Were+Named+%22Most+Beautiful+In+The+World%2C%22+Wait+Till+You+See+Them+Today-https%3A%2F%2Fconsole.brax-cdn.com%2Fcreatives%2Fb86bbc0b-1fab-4ae3-9b34-fef78c1a7488%2F8_twn_1000x600_76aaa63908ba913b6392e7d1fbcde1ad.png&utm_content=135194442&utm_campaign=1518829-tb
https://trkwl.me/?flux_fts=ioltxiziilaioqqqppeicqzxtxxcooliqpcczec570&flux_cost=0.03&campaign={campaign}&publisher=bloomberg&ad=This+New+%2489+Trap+Finally+Solves+The+Pakistan+Mosquito+Problem&creative=http%3A%2F%2Fblogs.dailylifetech.com%2Fb%2Fmosquito%2F01%2F18.jpg&banner_id=152218807&tb_cid=CjAyOWRjM2UyOC1hNDM1LTRhNTgtYmNiZi00ZmRkM2Y1NzE1NzAtdHVjdDMzMGM0ZTUSE3dvcmxkbGVhZHNtZWRpYTItc2M
http://www.save70.com/?utm_source=ti_taboola_wl_flights_mobile_17
http://wojournals.com/top-20-magnificent-eyes-from-around-world.html
https://www.bloomberg.com/opinion
https://www.bloomberg.com/subscriptions?in_source=amp-nav

