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Budget 2018 is just around the corner and the air is pregnant with anticipation. All through January the real estate
industry has voiced its demands through the media - at times through openly expressed “Budget recommendations”
and sometimes in the guise of “expectations or forecasts”. This newsletter takes a closer look at the Budget demands
in the context of the ongoing challenges faced by the real estate industry.

Story So Far
After a rough year of reforms, the industry is pinning its hopes on the Union Budget for relief measures. But before we
get to the demands, here is a quick look at the trends that help explain the current state of the real estate industry.
Inventory:
In the past 7 years, unsold stock in the country has grown more than three times. In this same period, unit
sales across 8 cites have remained stagnant. As a result, the cumulative months inventory has reached a
staggering 44 months. An efﬁcient market maintains an inventory of 8 to 12 months. This suggests that
developers’ commitments have increased but not the sales proceed to take care of their commitments.
(ref charts on Unsold Stock and Sales in Units)
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Price Trends:
Despite the growing inventory in the past 3 years, there has not been a signiﬁcant drop in price in the top 8
cities. Per square foot (psf) prices have grown between 2009 to 2014 and stabilized post that. Prices in Pune,
NCR and Kolkata have moderately decreased. (ref. chart on W. Average PSF Price)
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Cost Trends:
The cost of land and capital as a proportion of the total cost of production has doubled since 2005.
Construction and approval costs have remained constant. The percentage of developer proﬁt has shrunk.
(ref. chart on Structure of Cost)
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Policy Changes:
Union Budget 2017, GST and RERA have changed the real estate markets from being investor driven to
being consumer driven, forcing developers to readjust their business models from a ﬁnance and marketing
perspective. These trends provide the context to understand the recommendations being voiced through the
media
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Expectations from the Budget
Recommendations for the Union Budget reﬂect three broad industry needs:
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Developers are holding more inventory than they had in the past 7 years, but are either reluctant or unable to
let the property prices drop further. Hence, they are looking at the Budget to introduce measures that can
boost the demand in the market by providing incentives for consumers, especially the fence-sitters that are
waiting for a marginal decrease in overall price.
On the other hand, they hope that the Budget provides relief measures to reduce the cost of land and cost of
ﬁnance that has ballooned over the past 12 years. This can help reduce the cost of production and enable
developers to target the expanding market for affordable housing in the middle and lower income segments.
The industry also expects the government to comb out inconsistencies and ease business barriers created
by new policies like demonetization, RERA, and GST.
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Recommendations
Developers and experts have recommend the following measures to meet these needs:

Supply Side Recommendations:
1. Lower GST: Currently developers are paying an effective GST of 12% for under construction properties.
Developers have recommended a drop in rates from 12% to 6%. Government has already dropped the GST rates
to 8% for properties purchased under PMAY’s credit linked subsidy scheme and for affordable housing projects
that are under infrastructure status. Developers hope that these concessions eventually extend to the entire real
estate industry.
2. Bring stamp duty and registration under the ambit of GST: Stamp duty and registration for land are outside the
ambit of GST. These rates vary between States. Developers have asked for these rates to be reduced or merged
with GST.
3. Provide industry status for entire real estate: Last year’s Budget had conferred infrastructure status to the
affordable housing sector. Developers hope that this year’s Budget expands infrastructure status to the entire real
estate sector. This move will enable developers to raise construction funds at lower interest rates.
4. Provide ﬁnance for land acquisition: The barring of pre-sales has coerced developers to seek construction loans
for building projects. However, there remains a cash crunch for buying land as banks cannot lend money for its
purchase. Loans for land acquisition can help ease this cash crunch. In addition to this, developers hope that the
government takes some measures to make land available at a cheaper cost to promote the affordable housing
sector.
5. Enforce single window clearance: Developers have been demanding single window clearances for their projects
since a very long time. Timely approvals are important for building affordable housing as prices begin to inﬂate with
delays.
6. Provide incentives for green building development: Developers recommend incentives like tax exemptions and
higher Floor Area Ratio (FAR) to cover the high cost of building green buildings.
7. Increase expenditure on infrastructure: In addition to these demands, Liases Foras recommends that the
government should signiﬁcantly increase expenditure on infrastructure in the peri urban areas to make serviced
land available for housing. Increase in the availability of serviced land will eventually bring down land rates.
8. Measures to curb speculation: Simultaneously, the government could implement taxation measures like vacant
land/house tax to curb speculation on land. Increase in FAR can also help increase supply and bring down housing
rates, as long as project execution and delivery on such lands is time bound to prevent speculation. However, we
suggest that a thorough research is carried out to recognize and account for unintended consequences of such
taxation measures.

Demand Side Recommendations:
1. Increase in limit for income tax deduction for ﬁrst time home buyers: Currently income tax deductions for
home buyers is limited to Rs. 2 lac. This could be raised to Rs. 5 lac.
2. Lower interest rate on home loans: Reduction in interest rates on home loans can help boost demand for
housing.
3. Provide additional beneﬁts for ﬁrst time home buyers: Section 80EE of the Income Tax Act provided an
additional deduction of INR 50,000 for ﬁrst time home buyers, whose housing loan was sanctioned during the
period April 1, 2016 to March 31, 2017 tax experts recommend that this beneﬁt be extended post 31st March 2017
and if possible increased further to ease the burden on ﬁrst time home buyers.
4. Suggested changes to Finance Act 2017: Tax experts have suggested that the government revert changes
made in the Finance Act 2017 pertaining to income tax deductions on property. The Act restricted the loss from
house property to Rs.2 lac, which could be set off against any other income. House property loss in excess of
Rs. 2 lac has to be carried forward and adjusted against the rental income of the following years (up to 8 years).
Earlier, for leased out properties, a borrower could deduct the entire interest paid on the home loan, after adjusting
the rental income. However one must remembered that this was an unequal beneﬁt as it provided higher tax
deductions to 2nd homes owners renting properties while restricting tax deductions for ﬁrst time home buyers to
Rs. 2 lac. The Finance Act 2017 corrected this unequal beneﬁt to 2nd homeowners. Hence, we recommend that
the provisions of the act remain unchanged.
The Union Budget is just one piece in the jigsaw puzzle of measures the government can take to boost the demand
and drop production prices. In 2018, we look forward to policy, planning and governance measures to ease business
barriers and bring efﬁciency in the production of affordable housing for all.
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Liases Foras: The Pioneer in Scientiﬁc Research in Real estate
Liases Foras is an independent real estate research institute having ofﬁces in Mumbai, Bangalore and New Delhi.
Liases Foras was founded in 1998 as a boutique non-broking real estate consultancy, and has since evolved into a
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Data & Coverage
Our database includes 125,000 projects amounting to over 50 billion square feet of real estate space, spread across
60 cities in India. Currently, we are monitoring close to 18,000 on-going projects on a quarterly basis.
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