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PREFACE
Rising land prices in Indian cities is the primary cause of unaffordable
housing and office spaces. Various inefficiencies in the land market, coupled
with lack of transparency in land transactions drive land prices to significantly
higher levels than what the demand-supply rationale can justify. The price of
land in big cities is determined not simply by its availability and demand, but
also by the climate of speculation that surrounds the land market. Today,
speculative buying and accumulation of urban land has led to highly inflated
land prices, making it difficult to foresee the risks involved in land
development and development finance. Besides, untameable land prices
greatly undermine and limit the effectiveness of interventions at the level of
building construction, housing policy, and credit flows. It is therefore crucial
to focus our attention on urban land - both in terms of its use and trade, if
unaffordability needs to be countered seriously.
Managing Urban Land: Resetting Indian Real Estate Markets directly
addresses the issues concerning urban land in India, from the perspective
of housing and property markets. In the previous charters, we have outlined
various challenges and steps to be taken, to make housing in India more
affordable. In this document, we focus on the fundamental raw material of
real estate production, i.e. land. The document outlines various factors that
influence land market behaviour in Indian cities, and proposes tangible
measures to make urban land more ‘productive’, and thereby its market more
efficient.
If on-going efforts to improve demand and supply conditions within the real
estate sector are to succeed, the management of urban land and land prices
is absolutely critical. Through extensive policy research, discussions with
developers and financiers, and on-ground data collection, we have been able
to identify strategies that would not only help curb speculative investments
in land, but also make urban land more generative, in terms of use and
economic yield. We call for a re-set of the Indian real estate market, wherein
the gap between price and affordability is negligible, and urban land is
utilised to its best potential.

INTRODUCTION
Cities in India have grown rapidly over the last two decades. The economic opportunities presented by cities
have attracted millions of people to settle in close proximity to major city centres. In metropolitan regions, very
high population has led to severe pressure on land and infrastructure. Nevertheless, these regions continue to
be growth engines, with significant income generating capacities. Economic growth coupled with increased
demand for space, has caused land prices to soar in most big cities. However, the increase in land and property
prices have far outpaced the increase in income levels over the years.
While tier 1 cities undoubtedly present the worst cases of unaffordable housing, an analysis of tier 2 cities also
reveals a stark disparity between affordability and price. The graph below measures housing price index against
affordability index in MMR. As is evident, the gap between the two indices has continued to grow, barring a slight
correction in 2009 during the global financial crisis, only to diverge again thereon. The years 2015 and 2016
however, witnessed some improvement in this regard, with affordability increasing 23 percent in the last one
year- not because of price corrections, but because of time correction (i.e. stagnancy in price), and reduction in
interest rates. Nevertheless, affordability continues to remain a matter of concern that needs to be addressed
urgently.
If a sustainable model of growth and development is to be achieved in Indian cities, the yawning gap between
affordability and property prices must be reduced sharply. A series of measures have been introduced in recent
years to simultaneously address demand and supply constraints, in the hope that this gap can be narrowed. The
document explores further interventions that could help achieve this goal in the near-mid future.

Affordability and price index in MMR
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WHERE DO WE STAND TODAY?
Housing is a major cause for concern in India today. The current housing shortage is estimated to be over 18
million units, and in order to address this crisis, the government has announced an ambitious plan to achieve
‘Housing for All’ by year 2022. An analysis of the shortage and supply of housing units across the country
however, presents an interesting paradox. While there is ample supply, with rising inventories no less, only 2
percent of current shortage in the affordable segment is being catered to. This is a surprise considering almost
95 percent of the country’s housing shortage lies within the affordable segment. In comparison, the current supply
caters to over 130 percent of shortage in the high-income sector, which accounts for no more than 5 percent of
total shortage.
The problem of housing therefore, is hardly that of supply, but rather the price concentration and geographic
distribution of current supply. In other words, a large size of the current housing stock is priced at a price point
that is out of reach of the majority population in need of new housing. Besides, the limited supply that does in
fact fall within the ‘affordable’ price bracket is located far away from economic centres and civic infrastructures,
rendering them less desirable. At the current rate of consumption, of prevailing housing prices, a CAGR growth
rate of over 98 percent is required in order to truly achieve the ‘housing for all’ goal by year 2022. It is therefore
imperative to bring down prices, if the housing crisis needs to be addressed seriously.

State of Affordable Housing in India (All measures in units)

Housing Type

Shortage as per
NHB

EWS & LIG

1,78,41,000

Sold Annually
Primary Market
(A)
81,463

MIG & Above
Total

8,20,000
1,86,61,000

2,25,910
3,07,373

Current Unsold
(B)

Marketable
Supply (A+B)

Supply to
Shortage

2,95,974

3,77,437

2%

8,40,328
11,36,302

10,66,238
14,43,675

130%
8%

Source: NHB, Liases Foras, 2017
Overview of growth and building trends in MMR
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MACRO CITY SALES TRENDS
A close analysis of real estate sales in eight major cities reveals a story that evokes mixed emotions. While the
average moving quarterly sales in these cities has grown since June 2015, from 54,000 to 62,000 in September
2016, the total inventory build-up continues to be disturbingly high. Sales in MMR and NCR are indeed headed
northwards, and Ahmedabad and Hyderabad are also beginning to suggest an upward trend. Meanwhile, sales
in Bangalore, Pune and Chennai present strong fluctuations, making it difficult to determine their futures. Kolkata
on the other hand is largely consistent, with sales growing only marginally.
The unsold inventory in these eight cities, however, present a pattern that indicates an unhealthy trend in the
real estate sector. The unsold stock in MMR and NCR, while not increasing, continues to remain high at 250,000
and 263,000 units respectively. The numbers in Pune and Bangalore are far lower at 107,000 and 112,000
respectively, with the build-up remaining fairly constant in Bangalore since June 2015. Unsold units in Pune
however, have seen a steady increase, up from 66,000 in March 2015. Ahmedabad, Hyderabad and Kolkata
have relatively low, as well as, stagnant rate of inventory build-up, while in Chennai, the numbers have reduced
from 61,000 to 53,000 in the last five quarters.
Financial Year
FY-2009-2010
FY-2012-2013
FY-2015-2016

Unsold in
Units
2,92,453
5,35,024
8,98,434

Sales in Unit
2,07,446
2,52,343
2,32,474

Months
Inventory
17
25
46

Patterns of unsold stock in top eight cities
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BUDGET 2017 AND ITS IMPLICATIONS
The Union Budget 2017 marked the government’s acknowledgement of a skewed real estate market that does
not cater to the country’s affordable housing needs. The budget therefore provides a strong impetus to develop
the affordable housing sector in India. Key highlights of the budget include: awarding ‘infrastructure’ status to
affordable housing, which would make it easier for developers to avail financing at lower rates and for long
tenures, besides also allowing for speedier sanctions and approvals. In addition, the budget proposes an
increased allocation of funds for infrastructure development. Under section 80 IB, the term ‘built-up’ area has
been replaced by the term ‘carpet’ area, thereby increasing the flat size eligible for tax exemptions, by nearly 30
percent. Finished projects will now be subject to tax (based on notional rental income) only at the end of the year
in which completion certificate is received, thereby allowing some extra time for developers to liquidate their
inventory. The budget also proposes a change in the holding period for long term capital gains from three years
to two years, along with a shift in the base year of indexation from 1.4.1981 to 1.4.2001. This change is likely to
spur greater mobility of real estate assets. Finally, the government has now fixed an upper limit of 2,00,000
rupees on losses from property which can be set-off against income from other sources. This will prevent
investments in property from being a tax-saving tool. In conclusion, the budget incentivises affordable housing,
while curtailing investor participation and instead focusing on promoting end-user participation within the real
estate market.

Budget 2017 Highlights

Infrastructure status to affordable housing

Increased funds allocation for infrastructure development

Replacement of ‘built-up area’ with ‘carpet area’ in sec 80IB

Holding period for long term capital gains reduced to 2 years

Cap of Rs. 2 lacs on set-offs from property losses

A NEW ERA OF INDIAN REAL ESTATE
The periods 2006 to 2008, as also 2009 to 2016 witnessed a series of unhealthy trends in the real estate sector.
These included high inventory build-up, sparked by slow sales, very high prices, low affordability, high interest
rates, and supply concentration in the luxury segment. This has created a significant imbalance in the housing
and real-estate market, putting a strain on the efficient functioning of the overall economy. In recent years
however, a series of positive steps have been initiated in order to correct the imbalance. The introduction of
PMAY, followed by interest rate subvention schemes, RERA bill and the benami property act, were all directly
aimed at streamlining the real estate market in India. In addition, demonetisation and the latest budget
announcement will likely boost the corrective process. Today, the real-estate markets in India are at a point of
transition, moving towards a future wherein there would be a strong correction in prices, along with lower interest
rates, faster sales, more supply in the affordable segment and lower inventory build-up.

Future

2009 - 2016

Inventory
Concentration in
Luxury Market

RE-SET
New Supply to flow in
Affordable Segment

RERA
Prices Correction

High Prices (3X
Increase)

High Interest Rates

Low Affordability
(2.7X Increase)

PMAY
Declining Interest
Rates

Benami Act

Budget 2017

Demonetisation

Increasing
Affordability

Sales to increase
multifold

Low Sales (1.7X
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High Months
Inventory (18 Mts to
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SHIFTING FOCUS TO ‘LAND’
While the measures taken to reduce demand and supply constraints are commendable, it is now time to directly
address the elephant in the room - land prices. The cost of land accounts for over 40 percent of the total project
cost in most tier 1 cities in India. As such, in these cities, cost of land exceeds construction costs, making it the
single largest cost component in property development. On-going efforts to curb housing prices are focussed on
every other component of a project’s cost, except land. For instance, builders, architects and engineers are
already working towards lowering construction costs, by adopting improved technology, efficient building
practices and more economical materials. There is also much discussion with some efforts being made across
different levels of government, to cut down approval costs and delays. And lastly, the cost of finance too, has
been a recurring topic of discussion within the building industry, although with little resolution. Our studies prove
that costly financing, especially from the PE sector, has had a direct influence in driving land prices up. However,
the scope for reducing costs of construction, finance and approvals is limited, in the short term at least. If
unaffordability must be countered seriously, the focus needs to shift towards tackling land prices head on.
Financial break-up of project costs

Financial break-up of project costs

FINANCIALS OF DEVELOPER
Margin,
10%

Finance
Cost, 10%
Approval
Cost, 20%

Construction
cost, 25%

Margin,
32%
Finance Cost, 8%
Approval Cost, 10%
Construction
cost, 25%

Land Cost,
35%

WITHOUT CORRECTIONS

Source: Liases Foras 2017

Land Cost,
25%

AFTER CORRECTIONS

Average price achieved
per sq ft (against saleable
area)
Land cost
Stamp duty & brokerage
Approval cost
Consultants
Construction cost
Interest
Sales & marketing
Planning & admin
Total Cost
Profit
Project duration
Prevailing sales velocity
Peak negative cash flow
Equity
Debt
ROE
NPV

3,265
700*
49
25
17
1,652
126
65
33
2,666
599
70 months
1.43%
1,122
749
373
11%
-239

Source: Liases Foras 2017
All figures in rupees, unless stated otherwise
*lower than cost quoted by developer

TACKLING LAND PRICES
As a start, it is important to identify and understand the key factors that drive land prices, especially in the cultural
and economic context of India. In the current scenario, land market behaviour can be pinned down to three
critical factors:
 Access to financial capital
 Circulation of illicit wealth (i.e. ‘black money’)
 Unchecked accumulation of land
Costly finance is commonly used for the purchase of land and has a direct bearing on the valuation of a project.
Ultimately, the price of land is pushed up to adjust the risks of development, thereby creating a vicious cycle of
high land and finance costs. The existence of black money is an added bane as it leads to further commodification
of land. Land has been, and continues to be, a safe place to park black money, given the consistency of land
price inflation, and the ease with which land transactions can be carried out using black money. Finally,
accumulation of land, especially through ‘benami’ means, also adds to the imbalance of land prices. Although
amendments to Benami Property Act came into force in 2016, its effectiveness remains a question, since it does
not challenge the prevailing practices of land exchange which is based on trust and fear among the parties
involved.

MAKING URBAN LAND MORE PRODUCTIVE
If the price of urban lands need to be brought down, a two-pronged approach will need to be adopted - first, to
curb speculative purchase and holding of land, and second, to release more developable lands into the market.
In order to curb speculation, stricter laws will have to be put in place to restrict hoarding and accumulation of
urban land. Increasing land supply, on the other hand, can be overseen through two simultaneous strategies a) ensuring land is either being used productively or is mobile within the market, and b) increasing the permissible
development on necessary land areas. Land-use planning and development regulations is as such, a municipal
issue that would require careful consideration by local authorities regarding FSI distribution, growth boundaries
and existing land-use mapping.
Speculative behaviour and mobility of un-used lands are essentially two sides of the same coin which can be
monitored through central and state level controls. A series of restrictive and generative interventions can help
bring about increased efficiency of urban land in India.
Restrictive laws include:
 Cap on individual land holdings
 High tax on vacant land
 Time-bound delivery of projects, etc.
Generative policies on the other hand include:
 Easier access to development finance
 Creating special development zones (managed through PPP or SPVs)
 Greater incentives for affordable housing, etc.
An example of a project in Andheri (E), Mumbai, highlights how land cost impacts project viability
Andheri East Mumbai

2009

2014

% change

Residential Price (PSF)

7,040

14,000

99%

Construction Cost

1,500

2,500

67%

Approval Cost

1,126

3,800

237%

Cost of Land

2,000

6,500

225%

Margins

2,414

1,200

-50%

Margin percentage

34%

9%

Source: Liases Foras 2016

VACANT LAND TAX
One of the tools that can be used to discourage speculation and encourage development is taxation of vacant
land parcels. Many governments around the world have used this tool to motivate the private sector to develop
vacant land. If implemented correctly, vacant land tax (hereafter referred to as VLT) will have a multi-fold effect
on a city’s urban development. Not only would VLT change the behaviour of the private sector and block
speculation, but it would also instill discipline and accountability among developers, with respect to building
construction. In addition, VLT would bring in more revenue for local municipalities/ corporations, which will further
boost urban development.
The idea of introducing VLT, is essentially to prevent land-owners from hoarding land and keeping it vacant/
under-used endlessly, in anticipation of price escalation. Once VLT is introduced, land-owners will be compelled
to either dispose-off their lands or develop it. In the case of projects under construction, VLT, if levied after two
or three years from date of commencement, will urge developers to complete and deliver their projects on time.
The effective enforcement of VLT will however require strong execution - both in terms of skills and resources,
coupled with the political will and capacity to collect new taxes. For VLT to function smoothly, a centralised
database of land records and ownership is absolutely essential, and so is a comprehensive assessment of land
values across the city.
The challenges of introducing VLT are plenty. To begin with, how one defines ‘vacant’ land is critical for the
smooth execution of this task, especially given the ambiguity that surrounds land-use in Indian cities. Rate setting
too, requires deep deliberation to ascertain whether tax must be collected on market value or assessed value of
given land, and whether the rate must be incremental with time. Most importantly, the procedures for tax
collection and recourse for non-payment of dues requires a well thought-out strategy. Although VLT may appear
to be a costly exercise, the benefits of the policy certainly outweigh the costs and apparent challenges. If
introduced, VLT will enable more land supply in the market, which will indirectly help reduce land prices. It will
also ensure that developers do not stall building construction and instead deliver projects in a timely manner.
And lastly, through VLT, cities can earn more revenue, which can be spent on improving their basic infrastructure,
transport and housing needs.
Challenges and Benefits of imposing VLT
Challenges

Benefits

Defining ‘vacant land’
Identifying vacant site owners
Rate setting
Tax collection
Recourse for non-payment

Increased land supply
Price correction
Timely delivery of projects
More revenue for cities
Boost to urban development

VS

LEARNING FROM SUCCESSFUL EXAMPLES

Seoul
Pennsylvania

Shanghai
Riyadh

Vishakhapatnam
Bogota

Manila

Singapore

Many countries have experimented with vacant land taxation. In each case, a specific issue motivated the
government to implement VLT. These motivations ranged from wanting to spur development, to encourage urban
revitalization, and more common in developing countries - to tackle speculation. An example includes Seoul, in
the Republic of Korea, which experienced a 136 percent increase in land prices in 1978 mainly due to massive
speculation. This motivated the government to impose VLT to discourage speculation and promote development.
Any land parcel left vacant for two years was considered idle land and was subject to a 5 percent property tax,
instead of the normal 2 percent. Similarly, a 7 percent and 8 percent tax would apply for land left vacant for three
and five years, respectively. The government would confiscate the land if the taxes were not received. Other
examples include Bogota in Colombia, Marikina City in Philippines and Singapore, wherein VLT as high as 30
percent is imposed, in order to prevent speculative hoarding of land.

International examples of Vacant land tax

Government’s definition of land subject to
fees
Harrisburg,
Pennsylvania,
United States

A tax on land applied to all properties

Fee Structure



Foreclosure on land = 3% of assessed land value
Improvements = 0.5% of assessed value of
improvements
5% instead of 2% on improved lots
7% if left vacant for more than 3 years
8% if left vacant for more than 5 years
9% if left vacant for more than 7 years
10% if left vacant for more than 10 years

Seoul, Korea,
Rep.

Land left vacant for a minimum of two years







Marikina City,
Philippines

Land area greater than 1,000 square meters, onehalf of which remains unimproved
Residential lots, regardless of land area, one-half of
which remains unutilized or unimproved

Additional levy at the rate of 2.5% per year on the
assessed value of the property

Land that is subject to urbanization but has not yet
been developed, and land that has already been
urbanized but has had no construction yet

In 2004:

Vacant properties = 1.2–3.3 percent of the
assessed value

For improved properties in urban areas, rates from
0.4% (residential use) to 1.5% (financial
institutions)
Today: vacant urban land rate has increased to 30%

Bogotá,
Colombia

Source: Word Bank 2015

In India, a few cities have initiated the process of introducing VLT. Vishakhapatnam and Guntur, both in Andhra
Pradesh, however are the only cities that have implemented it fully. Vishakhapatnam introduced the policy in
2011, subjecting vacant lands to a tax rate of 0.5 percent of assessed value. Eventually, this rate was lowered
to 0.2 percent in the year 2013. The city identified 13,000 ‘vacant site owners’ as of 2013, who owed the
government a total tax of 17,000 crore rupees. That year, the municipal authorities were only able to collect 58.8
percent of the total tax amount. Although tax collection remains a challenge, with many land-owners contesting
the city tax program, Vishakhapatnam has indeed opened the door for a progressive and productive strategy for
urban land management.

CONCLUSION
Housing and property markets in India have been on the verge of crisis since 2009. The growing unaffordability
in the housing sector is now a cause of national concern. Corrections in property prices is urgently needed, if an
economic collapse is to be averted. Recent government interventions such as PMAY, RERA, interest subvention
schemes, demonetisation and the latest budget announcement are indeed tangible steps towards bringing some
corrections in the market. The Indian real estate market is therefore undergoing a transition that should lead to
a more sustainable way of functioning in the near future.
In order to boost the corrective process, it is imperative to directly address unfeasible land prices, since land
accounts for over 40 percent of a project’s total cost in most tier 1 cities. The speculative valuation of land parcels
is what drives speculation in the property markets, leading to unrealistic pricing. The building industry as a whole
is entangled in the web of costly finance, black money and speculative hoarding of land. This web will need to
be broken if there is to be a long term correction in property prices.
Urban land in India will have to be utilised more productively rather than as just a commodity, if an overall
improvement in the performance of cities is required. The vacant land tax is a big leap in this direction. Many
cities across the world have introduced VLT successfully, including Vishakhapatnam in India. It is now time that
other cities follow suit, so that urban development and housing for all can become successful realities.

Disclaimer
The content discussed above is based on reports by leading national newspapers. Neither the whole nor any
part of this document or any reference to it should be copied or reproduced without Liases Foras’ prior written
approval.
The data of real estate projects has been collected through field surveys as well as primary and secondary
research. As a result of the methodology, sources of information are not always under control of Liases Foras.
The information and analytics also undergoes estimates and compilations derived out of statistical procedures.
Liases Foras does not by any means guarantee the accuracy of the information provided in the above document.
However, Liases Foras undertakes due care and statistical checks in the collection of the data and its research.
LiasesForas makes no representation or warranty regarding the standing, credit or otherwise of any person, firm
or company mentioned in the above document, or the suitability of the information for any purpose. A person is
required to undertake his own due diligence with regard to its investment decisions, and investment decisions
should not be purely based on the document presented above.
Under no circumstances shall Liases Foras or any of its successors, parents, subsidiaries, affiliates, officers,
directors, shareholders , employees, agents, representatives, attorneys and their respective heirs, successors
and assigns be liable for any damages, including loss of money, goodwill or reputation, direct, incidental, punitive,
special, consequential or exemplary damages that directly or indirectly results from the use of, or the inability to
use, of the information by Liases Foras in the above document.
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About Us

Strategic Partner:

Liases Foras: The Pioneer in Scientific Research in Real estate
Founded in 1998, Liases Foras is a non-brokerage research centric firm that offers data and advisory services. Our works on
industry and scientific prognosis of the local market is highly regarded. We have an organized and structured data source on
real estate and property trends in India, which is updated on quarterly basis by primary market survey.
In 2015, DMG information, UK acknowledged us as their strategic partners.
Data & Coverage
Liases Foras has a geographical coverage of more than 125000 projects all over India. As of today, we monitor more than
18,000 ongoing projects every quarter spanning 55+ cities in India, which comprises 80+ Census cities. We have tracked
over more than 50 billion sq ft of Residential, Commercial and Retail supply over time.

PRODUCTS

Ressex

Comparables

Developer’s Rating

Ressex, our online data
interface, provides
structured solutions to
day-to-day questions
pertaining to real
estate markets and
projects.

Comparables is a first
of its kind, a unique
web based valuation
validation tool.

It is the first of its kind
analysis of the onground performance of
more than 8500
developers across 55
census cities of the
country.

Business Intelligence
and Risk Analytics
With our razor-sharp
analytics, we help
banks, HFCs and
corporates to identify
the potential
opportunity and
underlying risks.

Crystal
Crystal is a configurable
valuation case
management and
workflow automation.
It is also integrated
with LF data web that
provides comparable
and AVM.

ADVISORY SERVICES

Highest Best use
Analysis
Every structure belongs
to its location and time.
The analyses scan into
various options to find
out the one which gives
the highest/ maximum
development
realisation.

Product Viability
Study
This study is to
ascertain that the
envisaged development
and product plan of the
developers are correct
or risky.

Valuation Report
Liases Foras offers
transparent, scientific,
data-driven and
unbiased valuation
solutions.

Risk Reports
Risk Reports are carried
out primarily to assess
the state of the market
and measure the price
correction during
oversupply scenario or
default risks in the
market.

Urban Planning
Services
We prepare City
Development Plans
outlining the vision and
development strategy
for unlocking land in a
city.

Portfolio
Optimisation
Strategy
Every structure has an
opportunity cost. We
analyse organisational
functions, manpower
and real estate assets
to arrive at an optimal
cost -effective
portfolio.

Consumer Profiling
We specialise in the
field of real estatespecific consumer
surveys.

Location & Entry
Strategy
This study is to
understand the growth
patterns of a city and
real estate
developments to
ascertain an ideal
location for projects or
establishments.

Preparing a Design
Brief
Extending beyond the
best-use prognosis, we
write uncluttered,
contextual design briefs
for Master
Planners/Architects.

Marketing Strategy
Partnering with the
developer to formulate
a marketing plan
keeping in the line with
target audience,
positioning, product
and pricing.

