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Foreword

overnment regulations can be justified when

there are market failures. Since regulations act

as constraints on action, state interventions
in situations where there are no market failures create
distortions. The impact of regulations has been well
understood and examined in economics. They shape
the rules of the game and thus incentives of actors. In a
complex and interconnected system, this could lead to the
desired outcomes for which they were planned for or have
unintended consequences. Ronald Coase once said: “I
don't reject any policy without considering what its results
are. If someone says there's going to be regulation, I don't
say that regulation will be bad [...] What we discover is
that most regulation does produce, or has produced in
recent times, a worse result.”

Land and real estate markets in Indian cities have been
overly regulated for a long time. Builders in India today
are merely responding to incentives created by the current
regulatory framework. The outcomes of these regulations
are a severe housing shortage in most cities and rising
unaffordability as measured by the ratio of house prices
to median incomes. This has crowded out not only the
poor but also the middle-class households from housing
markets in Indian cities. Addressing this situation is a
vexing policy challenge for centre and state governments.
There is growing acceptance in the policy discourse that
government programmes in the form of housing schemes
and direct provision alone may not be sufficient given the
magnitude of the problem.

Housing is essentially a private good and therefore
requires policy interventions by governments both at
the centre and the state in order to enable the market to
reach greater number of households. In other words, to
change outcomes, existing regulations need to be altered
through policy interventions. Interventions should be
designed with the aim of reshaping incentives while being
cognizant of the limits to state capacity and resources in
implementing any reforms. The politics of the housing
situation for the very poor would nevertheless dictate a
direct role of the government- either as a provider or a
facilitator, which must be initiated only after removing
most distortions from the sector. The Real Estate
(Regulation and Development) Act, 2016 (RERA) and the
Goods and Services Tax (GST) will most definitely ease the
situation by bringing in accountability and transparency
in the sector.

A prerequisite to designing policy interventions that
have a chance to succeed is to go beyond symptoms
and understand root causes of the problem. This report
provides a diagnostic of the causes of distortions in the
housing market and their impact on housing provision.
In particular, it highlights the role played by existing
regulations and processes— both formal and informal-
in increasing the cost of housing provision by the private
sector. A well-known culprit is restricting Floor-Space
Index (FSI) in many Indian cities. The report estimates
the regulatory burden of FSI and finds that restricting FSI
imposes around 300% tax on houses in Mumbai. Building
permits and approvals required from various authorities
at the centre, state, and local body level not only lead
to delays in project completion but also results in cost
escalations — estimated by a few builders to be around 25-
30% of the total project costs.

The World Bank’s Ease of Doing Business report 2017
ranks India 181 out of 190 countries on the parameter
of obtaining construction permits. Price distortions also
arise due to high stamp duty rates and registration fees
levied on property transactions in many states. Finally,
existing housing stock is not put to efficient use since
investors who purchase property for capital appreciation
have no incentive to rent out houses due to low rental
yields. Stringent rent control laws make it difficult to evict
tenants or raise rents above the set levels. Therefore, we
not only see reduced investments in rental housing but
also an increasing vacant housing stock.

The policy recommendations put forth in this report focus
on 3 aspects: removing regulatory constraints, limiting
the role of the state to functions such as investing in mass
rapid public transit, opening up access to land, planning
ahead for urban expansion and providing housing for the
very poor, and tracking the health of the housing sector by
improving data collection on crucial parameters.

The report is timely and makes a critical contribution to
not only policy thinking on housing in India but also to
the broad literature on regulatory governance.

\l\la. 1 el
Vijay Kelkar
Chairman, Thirteenth Finance Commission
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Preface

ver the last decade, the unavailability

of affordable housing has emerged as a

key policy concern. Several affordable
housing schemes have been launched by central and
state governments, but have had limited success.
Recognising the magnitude of the problem, the
current government has made a big push to provide
formal housing for all, with uninterrupted access to
water, electricity and sanitation by 2022, the 75th
anniversary of India's independence. The central
government launched the Pradhan Mantri Awas
Yojana in 2015 to meet this target. Yet, despite a
sustained political push, progress on the ground
has been slow, which is indicative of regulatory
constraints as well as distortions in the housing
market.

This report, which marks the re-launch of our
India Infrastructure Report (IIR) series, examines
the supply-side constraints to creating a stock of
affordable housing. While there has been a fair

amount of research on demand-side interventions
to lower the cost of housing, there is limited
research on supply-side measures. In keeping with
previous IIRs, the idea is to investigate a critical
and contemporary development challenge, in order
to generate well-informed public discussions.
This report is informed by extensive research,
including interviews with experts, academics and
practitioners. We hope our analysis is a useful
contribution to the debate on how to achieve the
government's goal of ‘Housing for All’.

I would like to thank the authors, editors and all
others who have contributed to this report.

W/\

—

Rajiv Lall
MD and CEO, IDFC Bank
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Executive Summary

he complexity of the housing challenge in India

can be gauged from three compelling statistics.

Around 18.8 million urban households face a
housing shortage!, while 11.1 million houses lie vacant
in cities, and central government schemes have managed
to construct less than 1.8 million houses. The shortage,
high vacancy rate and the government’s limited capacity
to build enough new housing, are a consequence of
multiple, interconnected issues.

From the acquisition of land, getting the requisite
approvals for construction, to incentivising landlords to
rent out property, every step of the housing supply chain
is fraught with challenges. This report is an attempt to
unpack these issues and spur a debate on what the way
forward should be.

The housing shortage is in part a consequence of an
effort by cities to restrict population density in urban
areas through land-use regulations. Indian cities have
some of the lowest Floor Space Index (FSI) ceilings in the
world (Chapter 2). This index determines the amount of
built-up space allowed on a plot of land; the higher the
FSI, the more a builder can construct. Some Indian cities
also have restrictions on how tall a building can be. For
example, a residential building in most areas of New Delhi
cannot be taller than 15 metres, effectively less than four
floors. These regulations have multiple consequences.
Lesser space for construction or restrictions on height
translate into limited housing supply, lesser inhabitable
space available per person and higher prices for available
housing.

As a result, there is simply not enough housing stock
to meet the population’s growing demand. This report
emphasises that the government should ease the supply-
side constraints in the housing market.

The first step in this process would be allowing builders
to borrow from formal banking institutions to acquire
land for housing projects (Chapter 3). Currently, RBI
restricts formal lending as it is concerned that this might
exacerbate the NPA problem of banks. Inaccurate land
records and presumptive land titling not only make
acquisition tedious but also leave ample room for legal

disputes. If and when land is obtained for residential
projects, new construction cannot begin without getting
multiple approvals and permits from government bodies.
The time taken to get approvals is typically 12-18 months
in the major cities. The official and unofficial costs of
getting them account for around 30% of the overall
project cost.

Once a house has been constructed, inordinately high
registration fees and stamp duties add to the cost of
property transactions in India (Chapter 4). These fees
discourage buyers from declaring the true value of the
property while reporting a transaction. According to the
World Bank’s Ease of Doing Business Report 2018, the
cost to register a property is around 9.1% of the property
value in New Delhi and 7.6% in Mumbai. The stamp duty
rate in urban areas of Punjab is 9% and for municipal
corporations in Maharashtra it is 5%. In contrast, in
China the stamp duty rate is 0.05%, in Spain it ranges
between 0.5 and 2% and in New Zealand, stamp duties
have been abolished entirely.

The next challenge in the housing conundrum is that of
getting landlords to rent out their (already built) unused
properties (Chapter 5). Pro-tenancy laws, such as the
Rent Control Acts (RCAs), have frozen rents and made
eviction difficult. Capped rents mean that landlords have
no incentive to maintain their properties and allow them
to deteriorate. Almost half of all rental units in Mumbai
are now either condemned or beyond repair. Since
evictions can only be made under specific conditions
outlined in the Act, house-owners decide that the return
they would receive from renting out property is not
sufficient to outweigh the risk of potentially long-drawn
and costly court battles over tenancy. It is therefore not
surprising that the share of rental housing in Indian
cities has seen a considerable fall from 54% in 1961 to
28% in 2011.

Another challenge related to housing, but usually absent
from policy discussions, is transportation (Chapter 6). As
labour moves from rural to urban areas for economic and
social mobility, it will be hard-pressed to find affordable
housing closer to places of work, thus necessitating the
need for cost- and time-effective transportation. A transit

* The Minister of Housing and Urban Affairs, Hardeep Singh Puri, said in Lok Sabha that the urban housing shortage figure has been revised down to “11 million units”, but no official
report has been released by the government to verify this calculation (The Economic Times, 2018).
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system that is reliable, accessible and rapid, improves
housing affordability either directly (lesser dependence
on cars would remove the need for parking spots and
eventually lower the cost of construction) or indirectly
(by lowering commuting costs for households). As the
only entity that can develop such large-scale public
infrastructure, the State’s intervention in this respect
will be most relevant. We argue that if restrictions on the
smooth functioning of the housing market are removed
in conjunction with developing a reliable mass transit
system, the cause of affordable housing for all will benefit
significantly.

Just the spectrum of policies that need to be reassessed
to make housing for all a reality is a testament to the scale

Executive Summary

of this task. We are also cognizant of the contentious
political economy challenges that each of the issues
highlighted above represent. We therefore recommend
a gradual, incremental approach for reforming land-use
regulations and the rental market (Chapter 7). In addition,
we propose a possible path towards reducing the costs
of construction and carrying out property transactions
so as to make housing more affordable in Indian cities.
We also make the case that the efficacy of these policy
reforms will be predicated upon the availability of quality
data and information.

In sum, we hope that this report is a constructive analysis
of the urban housing challenge in India and provokes an
informed debate around it.

India Infrastructure Report 2018: Making Housing Affordable
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1.1. Context

The Government of India estimated that nearly 18.8
million urban households, i.e. 23% of all households in
cities, faced a housing shortage in 20122, Approximately
95% of this shortage was among the Economically Weaker
Sections (EWS) and Lower-Income Groups (LIG).3 This
scarcity has resulted in unaffordable housing in most
Indian cities.

One measure of unaffordability is the price-to-income
ratio, which is the ratio of median apartment prices to
median household disposable income in a city. This
ratio is expressed as the years of income it would take a
median household to purchase a median-priced house in
that city.4 Indian cities have higher price-to-income ratios
relative to cities across the world (see Figure 1.1).5

The unaffordability of housing is increasingly pushing
households into either:

a) Informal housing or slums (more on this in section
1.2.a)

b) Smaller quarters: the 63rd National Sample Survey in
2006 found that in urban India, the average residential
living space was 117 sq ft per person.® In 2012, The
Economist reported that the average living space in
Mumbai was a mere 48 sq ft per person, compared to
366 sq ft per person in Shanghai.”

¢) Remote suburbs further away from city centres: the
2011 Census found that close to half of the residents
of Vasai-Virar, a Mumbai suburb, travel an average
distance of 20km each way for work in the central
business district.®

2 National Buildings Organisation: Report on the Technical Group on Urban Housing
Shortage 2012. The shortage is calculated by taking estimates of the number of house-
holds living in non-serviceable kutcha houses, obsolescent houses, congested houses
and homeless households. Note that the estimated number of urban households for
2012 was around 81 million.

@

National Buildings Organisation, 2012. The McKinsey Global Institute also estimated
that 28 million households were living in ‘substandard’ housing in 2014 (McKinsey
Global Institute, 2014). The World Bank (2013) reported that the housing shortage in
urban India shot up from 3 million units in 1971 to 24.7 million in 2007, and that urban
areas require an additional 1.8 million units annually to accommodate new households.

IS

The price-to-income ratio is a better metric than house prices to compare housing
affordability since it takes into account the relative differences in incomes across cities.

@

Refer to Appendix 1.3 for the methodology to select global cities to compare to Indian
cities. This set of cities is consistent for similar comparisons throughout the report.

o

National Sample Survey 63rd Round (2006). Household Consumer Expenditure in
India (Report no. 527). The report provides the covered area of the households in urban
India, which is 46.82 sq m. The urban household size is 4.3 as per the same report.

7 The Economist (2012).

8 Based on Census 2011 (see Livemint, 2015). The location decisions of firms are also in-
fluenced by the cost of commercial rents. In such cases, firms will locate to areas where
it is cheaper to rent and where there is a catchment of labour. This is already happening
to some extent in India, as shown in World Bank (2013). It notes that metropolitan
‘suburbanisation’ in Indian metropolitan regions is due to faulty land management
policies that have increased costs of locating in metropolitan cores.
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Figure 1.1: House price-to-income ratios in Indian cities vs global cities (2017)

City
Shenzhen
Hong Kong
Beijing
Shanghai
Mumbai
London
Singapore
Moscow
Sao Paulo
Seoul
Tokyo
Paris
Delhi
Kolkata
Buenos Aires

Istanbul

Source: Numbeo 2017

Notes:

oto10

Price-to-Income Ratio 2017
39.76
38.61
37.80
36.91
31.58
24.16
22.18
20.47
19.40
19.17
17.49
16.44
15.07
13.28
13.14
12.35

10to0 20

17

18
19

20
21

22
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29
30
31

1. Numbeo is a crowdsourced database of the cost of living in cities around the world.
2. The raw datasets used in the report are available for download at https://github.com/IDFClInstitute/housing.

Above 20

Mumbai has one of
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Cities efficiently match firms requiring labour to
households that need jobs. The unavailability of
affordable housing restricts access to economic
opportunities that only cities can provide. The
efficiency of labour markets is thus inextricably
linked to well-functioning housing and real estate
markets.

1.2. India’s urban housing sector:
Some stylised facts

a. Informal housing or slums

Slums have become an almost permanent part of the
landscape of many Indian cities. According to the 2011
Census, 13.8 million households, or 17% of all urban
households lived in slums (see Figure 1.2). Given that
the Census only counts ‘Identified Slums’, the true
extent of informal housing in urban India may be even
higher.® In addition, the 2011 Census only counts
slum households in statutory towns and not Census
towns.”® Furthermore, between 2001 and 2011, the
number of slum households rose from 10.2 million to
13.8 million.®

Figure 1.2: Urban households living in
slums vs formal housing in 2011

Non-slum Slums
Formal
(6°m0) 13.80
5.1 million
million (17.40%)
(82.60%)

Total urban
households

78.90

million

Source: Census of India (2011)
Note: The 2011 Census only identified slum households in
statutory towns and not Census towns.

Figure 1.3: Share of urban households living in owned vs rented houses
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Source: Harish (2015) and Census of India (1961-2011)
Notes:

1991 2001 2011

1. For 1961 and 1971, ‘Owned’ Census figures have been used for the ‘Owner occupied’ houses category.
2. ‘Other’ was a category introduced in 2001, and includes rent-free accommodation provided by employers, and houses where the household neither owns the

structure nor pays rent, such as in unauthorised slums/construction.

3. Further, the 1961 Census is based on a 20% sample and numbers reported here are population estimates of the sample.

9 The Census defines Identified Slums as, ‘A compact area of at least 300 population or about 60-70 households or poorly built congested tenements, in unhygienic environment usually
with inadequate infrastructure and lacking in proper sanitary and drinking water facilities. Such areas should be identified personally by the Charge Officer and also inspected by an
officer nominated by Directorate of Census Operations. This fact must be duly recorded in the charge register’.

' Hiranandani, 2018; Census of India, 2011. Primary Census Abstract for Slum. The Census refers to urban settlements administered by an Urban Local Body as ‘statutory towns’,
whereas ‘Census towns’ are towns that the Census classifies as ‘urban’ but are administered by a Rural Local Body.

1 Census of India, 2001 and 2011. Primary Census Abstract for Slum.
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Figure 1.4: Comparison of rental housing in urban India in 1961 vs 2011
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Source: Tandel et al. (2016)

b. The decline of rental housing

Rental housing is a critical component of the housing
market in cities since renting is easier than buying for new
migrants. Rental housing also affords greater mobility
across and within cities. However, the share of rental
housing in Indian cities has been steadily declining from
54% in 1961 to 28% in 2011 (see Figure 1.3). Although
the stock of rental housing did grow by 44% between
2001 and 2011, owner-occupied housing grew even more
rapidly, by 59% in the same period.

Figure 1.4 provides a comparison of share of urban rental
houses at the district level between 1961 and 2011.

The maps showthat the fall in rental housing is not uniform
across India; some districts have seen a significantly
sharper decline in rental housing as compared to others.

c. Vacant housing

Along with the decline in the share of rental housing,
another noticeable trend in urban India is the increase in
houses left vacant, from 6.5 million in 2001 to 11.1 million
in 2011."2 Vacant houses now constitute around 12% of
the share of the total urban housing stock (see Figure
1.5).13

2 Census 2001 and 2011.

13 In the instruction manual for the Census House listing, the instructions for categorising
vacant housing are, “If a Census house is found vacant at the time of House listing i.e.
no person is living in it and it is not being used for any other non-residential purpose(s)
write 'Vacant"”. (Instruction Manual for Houselisting and Housing Census, Census of
India 2011). Also note that the comparable figure for vacant housing in the US is less
than 3% (US Census Bureau 2016).
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70+

BERERREAOD

b. 2011

Figure 1.5: Break-up of Census houses and
vacant houses in urban India

110.14
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89.58
Residential 99.05
stock Total .
occupied
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20.57
Other uses

% Vacant Census houses of the total
residential stock 12.38%

Source: Census of India (2011)
Note: Census houses have different uses such as for residential, schools,
hospitals etc. All vacant Census houses are for residential use.
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Figure 1.6 State-wise vacant Census houses in urban India (2011)
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These 18 states (shown in Figure 1.6) account for around
95% of the total vacant houses in urban India.

The total residential stock includes Census houses used as
residences, mixed-use houses, and vacant Census houses.
Maharashtra has the highest number of vacant houses
(slightly greater than 2 million) followed by Gujarat
(around 1.2 million). Gujarat has the highest share of
vacant houses as a percentage of the total residential stock
(18.5%), followed by Rajasthan (17.3%) and Maharashtra
(16.39%).

Figure 1.7 shows the number and share of vacant
Census houses for 19 major cities in India. Of these
cities, Mumbai has the highest number of vacant houses
(0.48 million), followed by New Delhi (0.3 million) and
Bengaluru (around 0.3 million). In terms of the share

of vacant houses as a percentage of the total residential
stock, Gurugram ranks the highest (26%).

Within metropolitan areas, the vacancy rate rises as the
distance from the city centre increases. For instance,
in the Mumbai Metropolitan Area, the vacancy rate is
substantially higher in the districts further away from
the city centre than those close to it (see Figure 5.7 in
Chapter 5).

d. Housing as an investment

Buying property is one of the biggest investment decisions
a household takes. Besides the social and cultural reasons
that drive home-ownership, one of the key economic
reasons for buying a house is the potential for increase in
the value of the asset.

Figure 1.7: Vacant Census houses in major Indian cities, 2011 (Urban)
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Figure 1.8: Increase in house prices in Indian cities vs alternative investments

(March 2007 to March 2015)

 Index value in March 2015
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Sources: Gold - Database on Indian economy, RBI warehouse; Sensex S&P (30) - Bombay Stock Exchange, Fixed Deposit - State Bank of India; Residex - National

Housing Bank*
Notes:
1. Refer to Appendix 1.1 for details on the calculation.

2. Growth in gold and Sensex S&P is based on actual growth of gold prices and Sensex index. For fixed deposit, we have taken rates for deposits for duration of 5
years and above as of January 2007. Gold prices increased from Rs 9,370 to Rs 26,168 between March 2007 and March 2015. Sensex for 14th Mar 2007 was
12,529 and for 16th Mar 2015 was 28,437. Fixed deposit rate as on 22nd January 2007 was 8.25%.

To examine this increase, we look at residential property
price trends across 26 Indian cities from 2007 to 2015
using data from the Residex, a residential property price
index developed by the National Housing Bank (NHB).
We find that overall, reported property prices have
increased from 2007 to 2015 for all the cities covered in
the study except Hyderabad and Kochi (see Figure 1.8).
The year-on-year (YoY) growth, however, varies across

cities. For Chennai it is 17.5%, for Pune 12.2%, while
Ahmedabad and Nagpur have a YoY growth of 10% and
8%, respectively.

The Residex for a city is an average and there are likely
to be variations in the index for different localities within
any city. For Chennai, the YoY growth within the city
varies quite significantly. For instance, one of the zones

14 National Housing Bank (2015). City Wise Housing Price Index for the Quarter January-March 2015.
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Figure 1.9: Population growth in metropolitan regions (2001-2011)
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Source: Centre for Policy Research (2013). Also refer to Appendix 1.2

in Chennai (Zone 4: Ayanavaram, Purasawalkam and
Kolathur) has a YoY growth of 29%, while for another
zone (Zone 7: Chetpet and Egmore) it is 6%. We mention
these variations to highlight that the growth in the value
of properties in different areas within the city may vary
substantially, relative to the city’s overall Residex growth.

Next, we compare these growth rates to other investment
avenues to see the opportunity cost of investing in housing
(see Figure 1.8). We see that only Chennai had a Residex
higher than the value of gold in March 2015." Similarly,
the appreciation in the Residex values of Mumbai, Bhopal
and Pune were higher than the Sensex but not more than
gold. Thus, investments in housing in most cities are
often not as lucrative as other investments.

For properties that are rented out, the net returns are
higher as the rent collected is added to the appreciated
value of the house. Rental yields in Indian cities are
between 2-4% (of the current property value) on average,
substantially lower than cities around the world.® Given
the prevalence of pro-tenant laws and inefficient dispute

resolution mechanisms in India, the costs and risks
associated with renting out a house are often higher than
the rent collected. Low rental yields along with these high
costs are a potential explanation for the large number of
vacant houses in urban India. See Chapter 5 for a more
detailed explanation of the relationship between low
rental yields and vacant houses.

e. Urban expansion

Most of the population growth in metropolitan regions
has been taking place outside their municipal boundaries.
Figure 1.9 shows that 86% of Mumbai’s growth, the
entirety of Kolkata’s growth and 82% of Chennai’s
growth is taking place in other municipal corporations,
municipal councils, and Census towns.” This trend
of changing spatial dynamics of metropolitan regions
necessitates that metropolitan transport be planned in
a way that it improves connectivity between households
and employment centres. Investments in infrastructure
that improve connectivity in metropolitan regions will
also increase the overall supply of developable land and

5 As noted earlier, due to intra city variation in the Residex, the actual return will depend on the locality of the housing unit.

16 Estimates of rental yields vary, from 2-3% in Mumbai and New Delhi to up to 4% in Bengaluru. Global Property Guide (2017), Raj (2015) JLL and Numbeo. Asia: Property Prices Index 2017.

7 Between 2001 and 2011 Mumbai and Chennai region’s area remained the same whereas Kolkata’s region’s area increased marginally (Centre for Policy Research, 2013).

India Infrastructure Report 2018: Making Housing Affordable



access to more affordable housing. See Chapter 6 for a
more detailed explanation.

1.3. Government interventions for
housing in India

a. History of housing policies in India'®

In the years immediately following independence,
housing programmes focused on the direct provision
of housing and housing subsidies. The first five-year
plan implemented programmes such as the Subsidised
Housing Scheme for Industrial Workers, as well as
EWS and LIG housing schemes. The 1950s and 60s saw
housing provision as a top-down centralised activity,
mainly targeting LIGs. During the 60s, state housing
boards were created for building and allocating housing.
However, these programmes did not realise their intended
outcomes.

In the 1970s and 80s, the Government of India introduced
schemes such as Environmental Improvement of Urban
Slums scheme (1972) and Sites and Services scheme
(1980). These schemes marked a shift in the State’s
role from a direct provider of housing to a partner and
enabler by securing infrastructure and tenure for the
poor. Housing finance too was given an impetus with
the setting up of the Housing and Urban Development
Corporation in 1970 and the Housing Development
Finance Corporation in 1977.

The Seventh Plan (1985-90) saw a change in the role
and responsibility of the government in the housing
sector with the launch of the NHB in 1987. The focus of
the government now shifted to mobilising resources for
housing, acquiring and developing land and providing
In 1988, the
government launched the first comprehensive National
Housing Policy and it championed the government’s role
as an enabler in encouraging private sector participation
for provision of housing. In the post liberalisation period,

subsidised housing for the poor.”

the government has acted as a facilitator that provides the
necessary legislative and financial framework for private
participation.

18 This subsection is based on Tiwari and Rao (2016) and Hingorani (2011).

19 Sahu et al., 2009

Subsequently, the Ninth Plan (1992-97) continued
to emphasise direct interventions and provision of
subsidies to low-income and vulnerable groups (such as
BPL households, female headed households, and SC/ST
groups). In 2001, the Valmiki Ambedkar Awas Yojana
was introduced in order to provide housing for BPL
households. In 2005, the Union government launched
the Jawaharlal Nehru National Urban Renewal Mission
(JNNURM), the largest central government scheme
focusing on urban infrastructure. Besides addressing
housing directly through targeted interventions for low-
income households in cities, through its Basic Services to
Urban Poor scheme, the Mission also sought to correct
distortions in the housing and land markets through the
amendment or repeal of detrimental laws such as the
Urban Land Ceiling and Regulation Act, 1976 (ULCRA)>=°.
Similarly, under JNNURM, the Rajiv Awas Yojana (RAY)
was introduced in 2013 by the Ministry of Housing
and Urban Poverty Alleviation, Government of India
(MHUPA). This scheme aimed to provide amenities and
infrastructure to slums, undertaking slum rehabilitation,
and implementing mechanisms for creation of affordable
housing to prevent the growth of slums.

b. Distortionary legislations

The central and state governments have in the past
implemented several housing policies that have ended up
hurting the poor rather than helping them.

The Bombay Rent Control Act, 1947 froze rents for
current and future tenants at a specific level while also
making eviction extremely difficult across Mumbai. The
adverse effects of this Act can be felt even today. One
of its consequences has been the dilapidation of rent-
controlled buildings as landlords have had no incentive to
maintain them. In addition, the imposition of the Act has
frozen the rental housing stock. Similar Acts have been
implemented in other cities across the country as well.

In 1976, the ULCRA was passed by the Indian parliament
to prevent concentration of private land ownership in
congested cities. Under the Act, exemptions were granted
to landowners if they declared that the land would be used
to create housing for LIGs. However, for the time that the

20 Urban Land Ceiling and Regulation Act (ULCRA) was a legislation promulgated in 1976 that capped the amount of land that could be held by individuals. It was intended as a
measure to prevent “the concentration of urban land in the hands of a few persons [...] with a view to bringing about an equitable distribution of land in urban agglomerations”.
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Act was in effect, its objective of providing affordable
housing remained largely unrealised.* Instead, the Act
led to constraining the supply of land because of legal
disputes between the government and landowners, as well
as encroachment by squatters.2? The Act was ultimately
repealed by all state governments so as to increase the
supply of land in cities and in hope that this would lower
prices and improve affordability for the urban poor. One
housing expert noted,

ULCRA is possibly the only Act that was
passed in the name of the poor and repealed
in the name of the poor.

c. Recent policies

The National Democratic Alliance (NDA) government
that came into power in 2014, launched the Housing for
All mission with the aim of providing housing to the urban
population by 2022.%3 In 2016-17, the budget allocation
for this mission, now known as the Pradhan Mantri Awas
Yojana-Urban (PMAY-U), was Rs 60,428 million.?+ If we
consider a housing shortage of 18.8 million houses, the
per-household allocation works out to be only Rs 3,214.
As the government moves closer to the target completion

Introduction

year, 2022, this allocation may increase (see Table 1.1 and
Figure 1.10).

Occupancy rates in government-built housing have in
general been low as they are typically located at a distance
from city centres. For instance, centrally-sponsored
housing built under JNNURM, RAY and PMAY(U) in
urban India had a vacancy rate of 17% as of March 2017.%

Since land is a state subject, central schemes alone will
not suffice as many of the policy levers lie with the state
governments. In many cases, states also frame and
implement housing policies for the poor and often provide
public housing through parastatals. The extent to which
states succeed in directly providing housing to LIGs varies
considerably. Besides direct provision, reforms by states
governments are equally, if not more, critical towards
addressing the housing shortfall. It is imperative that
state governments remove distortions in housing markets
to enable more private sector participation.

1.4. Role of government and markets

Policies that mitigate demand and supply distortions
to create well-functioning markets are vital in keeping
home prices affordable. The government’s efforts to meet

Figure 1.10: Major central government urban housing schemes
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Source: Ministry of Housing and Urban Affairs. Refer to Appendix 1.4 for the entire list of sources.
Note: The Minister of Housing and Urban Affairs, Hardeep Singh Puri, said in Lok Sabha that the urban housing shortage figure has been revised down to
“11 million units”, but no official report has been released by the government to verify this calculation (The Economic Times, 2018).

2 Tiwari et al., 2016
22 Pethe et al., 2014. The dynamics of urban governance in India.

23 Since November 2016, this scheme has been extended to rural areas.

24 Ministry of Housing and Urban Poverty Alleviation, Government of India. (2016). Demand No. 50, Notes on Demands for Grants, Union Budget 2016-17.

% Lok Sabha Starred Question No. 256 Answered on May 11, 2016; Rajya Sabha Unstarred Question. No. 991 Answered on March 9, 2017.
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the housing needs of low-income households without
enabling well-functioning markets has not only been
ineffective but often also detrimental. There is not enough
housing stock to meet the growing demand in cities, and
any new stock created by the government is typically
captured by the elite.

With new housing development and population growth
taking place in urban peripheries, improving connectivity
is essential for well-functioning labour markets. A transit
system that is reliable, accessible, and rapid improves
housing affordability either directly (by lowering cost of
constructing homes) or indirectly (by lowering commuting
costs for households). In addition to allowing a well-
functioning housing market to thrive, the government
should provide the necessary infrastructure to open up
more land for development.

1.5. Questions addressed by the
report

Considering the scale of the problem of affordable housing

Introduction

in urban India, as well as the prior policy attempts by the
central and state governments to address some of the
binding constraints, the report focuses on the following
questions:

a. To what extent do land-use regulations limit the
supply of housing?

b. How do financial regulations affect access to
affordable housing?

c. Why are the costs of transacting homes so high?

d. What policy reforms are required to encourage
construction for rental housing?

e. How can existing housing stock be more responsive to
demand and thus impact affordability?

f. How can urban mass transport help in addressing the
problem of affordable housing?

India Infrastructure Report 2018: Making Housing Affordable
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2.1. Introduction

Access to adequate, affordable housing in cities requires
well-functioning markets that respond to demand and
allocate land efficiently. Housing policies and regulations
in India have not only been inadequate in correcting
market failures but have also created additional
problems. This is in part a consequence of an antiquated
urban planning framework, which attempts to control
population growth and impose order in cities through
restrictive land-use policies. The consequent distortions
in urban land markets have adversely affected housing
allocation. The aim of this chapter is to unpack the
impact of such land-use policies on housing supply and
affordability.

Government interventions affect land use
outcomes in cities around the world. These
interventions are often well meaning, being
designed to achieve ends that are thought to
be socially desirable. However, since urban
real estate markets are complex systems,
land use interventions often generate
subsidiary effects that are unanticipated

by policymakers. These effects can be
undesirable, offsetting the benefits that the
interventions were intended to capture. The
result can then be a net social loss, so that
the land use intervention leaves the urban
economy in a worse position than where it
started.

Jan Brueckner, Professor of Economics,
University of California, Irvine 2°

2.2, Floor Space Index (FSI)

One of the most common land-use regulations cities
enforce is restriction on the Floor Space Index (FSI),
also known as the Floor Area Ratio (FAR). FSI rules are
implemented to limit the amount of floor area that can be
built on a given plot of land. For instance, say an FSI of 1
allows one floor of 100 sq ft to be built on a 100 sq ft plot of
land, or two floors of 50 sq ft each on that same land. An
FSI of 2 allows 2 floors of 100 sq ft on the 100 sq ft of land,
or 4 floors of 50 sq ft on that same land. In both cases, a
builder can choose to build taller, but has to ensure that

26 Brueckner, 2009



Box 2.1: A guide to FSI

FSI=2

In all these examples, the Floor Space Index (FSI) = 2

Land-use Regulations and their Impact on Housing Markets

Buildings can
be taller only
if the size of
each floor is
reduced

This means that if the plot of land was 1 unit then the built-up
area (sum of all the floors) is double the plot of land i.e. 2 units

Maximum floor space area allowed to be built

Unit area of land

Unit area of land

Unit area of land

the total floor area of the building does not exceed the FSI
limit for the given parcel of land. FSI rules are meant to
restrict population density in cities by limiting how much
floor area can be built.

In India, one of the primary arguments against relaxing
FSI restrictions is that this would lead to an increase
in the city’s population, which would put additional

pressure on already stressed urban infrastructure, such as
roads, water supply, sanitation, waste disposal and public
spaces.?” However, it is assumed that limiting available
floor space (by restricting FSI) will limit population
density. Alain Bertaud, noted urban planner and scholar,
has argued that restrictive FSI only limits available living
space per person and not the total number of people in
the city:*®

Mumbai’s fixed FSI has created the conditions of a zero sum game for the consumption of floor space.

Poor households have to face a constant reduction of their consumption of floor space because they

cannot compete with the increased consumption of more affluent households. The poor, therefore, are

progressively pushed out of formal housing into slums or are reduced to build shacks on sidewalks.
Under the present regulatory limits on FSI, the only possible addition to the total floor space of
Mumbai is through densifications of slums, which fortunately escape the FSI regulations as long as the

construction stays informal.

Alain Bertaud, Urban Planner and Scholar

27 Shirgaokar, 2013; Patel, 2013

28 Bertaud 2011
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Figure 2.1: Per capita land consumption in Indian cities vs global cities (2017)
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Source: Demographia (2017)

The failure of FSI as a tool for limiting density is evident
across Indian cities, where the population pressure has
not necessarily decreased (see Figure 2.1), but people

Below 50

Land area per person (sq m)
318.15
288.19
217.31
193.12
182.89
181.36
160.69
159.78
129.53
123.72
115.54
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87.55
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73.01

have chosen to live in smaller accommodations.

This is to be expected as the primary allure of cities is

5010100

19

20
21
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28
29
30
31
32
33
34
35
36

greater jobs and social mobility compared to villages.

29 Dr Bimal Patel, noted urban planner and President of CEPT University Ahmedabad, has similarly argued that in the long run, relaxing FSI in the city leads to a more efficient use of

land and higher living space per person (Patel, 2015).
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City

Buenos Aires
Shanghai
London
Hyderabad
Shenzen

Sao Paulo
Bengaluru
Seoul
Mexico City
Istanbul
Chennai
Singapore
New Delhi
Pune
Kolkata
Ahmedabad
Hong Kong
Mumbai

Land area per person (sq m)
72.48
66.12
64.83
61.29
55.15
50.72
44.27
42.42
39.55
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37.56
34.93
32.45
31.98
31.40
18.22
15.11
14.86

As long as cities maintain this economic advantage,
people will continue to migrate to them. Therefore, FSI
restrictions have not only failed to achieve their purpose
of reducing the burden on existing infrastructure but have
also contributed to raising the price (per-unit area) of
housing in cities where they are binding.?®
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Can restricting FSI control congestion? Many people confuse and conflate the ‘density of buildings’ —

which is the amount of floor space in an area — with the ‘density of people’ — which is the number of

people in an area. But note, the two are not the same. Any link between the two it is incidental and

weak. [...] a policy that restricts how much floor space can be built in an area [...] does not restrict the

number of people living in the area. If the demand to live in the area is low, the density of people in

the area and the attendant congestion will be low. With increasing demand more people will crowd

into the area. This will, both, drive up the price of floor space in the area, and increase congestion.

[...] When demand mounts significantly, it is simply not possible to control congestion by using FSI

restrictions.

Bimal Patel, President, CEPT University

Table 2.1: Predicted impact of restricted

FSI on cities33

Housing
supply

House
prices

Dwelling
sizes

Land
prices

Decreases

Increase

Decrease

Increase

Utilised FSI Increases

in non-

binding areas

Edge of
the city

3¢ Bertaud and Brueckner, 2005

Pushed further

away from CBD,

causing sprawl

3t Bertaud and Brueckner, 2005; Singh and Yadav, 2012

32 Brueckner and Sridhar, 2012
33 Brueckner, 2009

a. Impacts of FSI restrictions

FSI limits prescribe a ceiling on the total floor area
permitted to be built in a city. But given that the amount
of land available is finite and population pressure on
cities continues to rise, rigid FSI rules increase the price
of floor area. This has two effects: people are either forced
to live away from the central business district where land
prices are lower, or occupy smaller spaces in the core city
as house prices go up.3°

Empirical evidence shows that FSI restrictions lead to
cities expanding spatially and result in a net welfare loss.3
Bertaud and Brueckner (2005) evaluated the role of FSI
restrictions in Bengaluru and estimated that the city was
32 sq km larger in area as a result of the restrictions. They
estimated the welfare loss from FSI restrictions to be
between 3% to 6% of household consumption.

Brueckner and Sridhar (2012) estimate the welfare
gains from relaxing FSI for a cross-section of Indian
cities.3? They calculate this based on the annual savings
in commuting costs for the marginal household living
on the edge of the city. The results show that a unitary
increase in FSI translates into a gain of Rs 106 million for
consumers in an average city.

FSI limits have thus increased urban sprawl (horizontal
growth) instead of making cities taller (vertical growth).
This has tangible and intangible costs. It increases
travel time which also has negative consequences on the
environment in terms of greater vehicular emissions.
Over the long-run, greater sprawl reduces the benefits
that dense cities provide through knowledge spillovers,
economies of scale and social interactions.

India Infrastructure Report 2018: Making Housing Affordable



Figure 2.2: Maximum free FSI permissible for Indian cities vs global cities

City
Singapore
Tokyo
Denver
New York
Los Angeles
Chicago

Hong Kong SAR

San Francisco
Shanghai
Vancouver
Sao Paulo
Bengaluru
Surat

Delhi

Patna

Paris
Kolkata

Bhubaneswar

Chennai
Kanpur
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Venice
Ahmedabad
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Bhopal
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Jabalpur
Kochi
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Amsterdam
Guwahati
Vadodara
Nagpur
Coimbatore
Mumbai
Pune
Udaipur
Thane

Maximum permissible free FSI
25.00
20.00
17.00
15.00
13.00
12.00
12.00

9.00
8.00
8.00
4.00
4.00
4.00
3.50
3.50
3.00
3.00
2.75
2.50
2.50
2.50
2.40
2.00
2.00
2.00
2.00
2.00
2.00
2.00
1.90
1.75
1.60
1.50
1.50
1.33
1.25
1.20
1.00

Source: Development Control Regulations for different cities. Refer to Chapter 2 of References and Appendix 2.1 for a detailed list of sources.

b. FSI in India

Indian cities have some of the most restrictive FSI regimes
in the world. For instance, Mumbai has a maximum
free FSI of 1.33 in most of the island city, Chennai has

a maximum free FSI of 1.5 and Bengaluru 3.25.3¢ By
contrast, Hong Kong and New York City have a maximum
free FSI of 12 and 15 respectively in their central business
districts. Figure 2.2 provides a comparison of the
maximum free FSI permissible in the residential districts

34 Note that municipalities have made provisions for builders to purchase additional FSI in specific cases, through instruments such as Transferable Development Rights (TDRs), pre-
mium purchasable FSI or fungible compensatory FSI. However, these instruments impose additional costs on construction that increase house prices, and in a manner not always in
accordance with the development plan for the city. The use of FSI as a revenue tool for municipalities is discussed in the next section.
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Table 2.2: FSI calculations for Mumbai (MCGM jurisdiction)

Area in Free TDR Additional FSI
Mumbai Basic
FSI
[1] [2] [3]
Island city 1.33 NA NA
Suburbs 1 0.5 0.5

Source: Development Control Regulations for Mumbai (1991)

Total FCFSI (35%) | Effective Total Purchasable
FSI FSI of Total
Effective FSI
[1]+[2]+[3] 0.35x[4] [4]1+[5] ([2]+[3]1+[5D)
=[4] =[5] =[6] /16]
1.33 0.4655 1.7955 26%
2 0.7 2.7 63%

Note: These numbers may change if the Government of Maharashtra approves changes to the Development Control Regulations.

of major cities across the world.
c. FSI as a revenue tool

Greater Mumbai has a basic FSI of 1.33 in the island city
and 1in most of the suburbs. In some cases, the Municipal
Corporation of Greater Mumbai (MCGM) also provides
an ‘incentive FSI’ to builders for undertaking certain
activities such as slum redevelopment, road widening,
construction of new roads, public amenities and utilities.

The restriction on FSI and rising demand for more built-
up space in the city has been used by the MCGM to raise
revenues through instruments that grant additional
construction rights for a fee. These instruments are called
‘additional FSI’, ‘fungible compensatory FSI (FCFSI)
and ‘Transferable Development Rights (TDR)’. This is
transferable to plots in other parts of the city subject to
certain conditions. Currently, 26% and 63% of the total
FSIin the island city and suburban Mumbai, respectively,
is purchasable or can be allotted as an incentive FSI (see
Table 2.2).

Thus, MCGM raises resources by charging builders for 1)
additional FSI; or 2) Fungible compensatory FSI, for up
to 35% of the total permissible FSI; or 3) TDR. Builders
have to pay 60% of the Ready Reckoner residential rates
for purchasing more FSI. The revenues collected from
these are to be shared with the state government. Table
2.3 shows the estimated revenues from MCGM under the
two budget heads for 2015-16 and 2016-17 as a proportion
of the property tax (without water and sewerage taxes).

Given the magnitude of revenues generated by MCGM

through sale of additional FSI, there is strong incentive
to maintain the low limits on free FSI available in the city.

35 Gandhi and Tandel, 2016

Further, with abolition of octroi under the new Goods and
Services Tax (GST) regime, the municipality and state
government will be even more reluctant to forego these
revenue handles.35

These provisions to either purchase additional FSI,
FCFSI or TDR from the MCGM, escalate the overall cost
of housing projects. The incidence of these charges falls
on homebuyers through an increase in house prices. The
costs of housing would be lower if the permissible free FSI
was higher.

d. Regulatory tax in Mumbai
Most theoretical models in urban economics that explain

the impact of FSI on housing markets start by assuming
a monocentric city, i.e. with one central business district

Table 2.3: Revenues raised by MCGM from
the sale of FSI

Budgeted Expenditure
RsC

Budget heads as per &
MCGM budget 2015-16 2016-17
Fungible Compensatory FSI [1] 2,480 5111
Additional 0.50 FSI [2] 350 1,241
Property Tax (without water and 2,500 2,739
sewerage taxes) [3]
Revenues from sale of FSI as a % 113.2 122.4

of Property Tax revenues

{([a] + [2]) = [3] } x 100

Source: Gandhi and Tandel (2016)
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(CBD).3¢ FSI restrictions are binding in such a city till
distance x from the CBD. Till x, builders are not allowed
to construct above the prescribed FSI limit. There is
thus a fall in supply of built-up space and in the supply
of housing till x. After distance x the restricted FSI is not
binding.

To estimate the impact of FSI regulations on house prices
in Mumbai, we use a concept called the ‘Regulatory Tax’,
based on Glaeser, Gyourko and Saks (2005). This metric
measures the difference between the market price of an
additional floor and the marginal cost to construct that
floor.3”

Market Marginal cost of
price of building that additional
additional — floor space (absent
government barriers)
Regulatory - floor space
Tax

Marginal cost

Given the technology involved in real estate construction,
the cost to add an additional floor (marginal cost)
increases with the number of floors (see Figure 2.3).

For example, the cost to construct above the 3oth floor
of a building is greater than the cost to construct above
the 5th floor. This is because of the grade of concrete
required, steel consumption per sq ft, costs of plumbing,

Figure 2.3: Variation of construction price
with number of floors

Price per
m? of floor
construction

o) 5 10 15 200 25 30 35 40
Number of floors

1 2 3 4 5 6/ 7 8 9 10 1 12
Floor area ratio with building footprint = 30%

Source: Bertaud (2010)

mechanical work (example, additional elevators) and
electrical work. If the market selling price to construct
that additional floor is more than the cost to build it, then
a rational builder will go ahead with the construction.
The builder will continue to construct till the cost of more
floor space is approximately equal to the market price of
the additional floor space.3® According to this model, for
a competitive market in equilibrium, if the market price
of an additional floor is greater than the cost to construct
that additional floor, then the difference is attributed to

Figure 2.4: Incremental cost per sq ft for every additional floor built (Mumbai, 2016-2017)

Floors 3-5

%IIIIIIIIIIIIIIIIIIIIIIIIIIIIII

Marginal cost (Rs per sq ft)

Flooso-2 [ 850

The taller a
building is,

the costlier it

is to build an
additional floor

Source: Interviews with builders in Mumbai (2016-2017)

36 This theory is largely developed by Brueckner (2009) and Bertaud and Brueckner (2005).

37 The methodology used here and the concept of regulatory tax was introduced in Glaeser, Gyourko and Saks (2005).

38 Market price in a competitive market equals the total average cost (total cost of land and construction, divided by the total area).
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land-use regulations that restrict how much can be built.3
This difference is called the ‘regulatory tax’.

To obtain a rough estimate of the regulatory tax in urban
areas, we collected data on market prices and the labour
and material costs to construct multi-storeyed residential
projects in Mumbai. Figure 2.4 gives us the marginal costs
of building additional floor space for a Reinforced Cement
Concrete (RCC) building. These include the costs for the
carpet area and an additional 38% for walls, elevators and
staircases.4°

Figure 2.4 illustrates that the taller a building is, the
costlier it is to build an additional floor. These costs do
not include the cost for land, purchasing FSI from the
MCGM and other approvals from government agencies.
The marginal cost curve is not smooth due to jumps
in costs for building taller beyond a certain point. For
example, the cost for building an additional floor above 5
floors is higher due to the requirement of an elevator and
higher-grade concrete. Costs for building above 13 floors
are further increased due to higher mechanical, electrical,
and plumbing costs.

Table 2.4 illustrates what a calculation of the regulatory
tax would possibly look like in practice. We collated data
for two construction projects in Mumbai, both 1-bedroom
hall kitchen apartments with a carpet area of around 360
sq ft. The market price of these units ranges from around
Rs 5.6 million (north eastern suburbs) to Rs 6.1 million
(north western suburbs).#* The project in the western
suburbs has 23 floors and the one in eastern suburbs has
19 floors. The marginal cost to construct built-up space
above the 23rd floor is Rs 2,700 and to construct above
the 19th floor is Rs 2,300.

The market price for these units are 355% and 394% more
than the marginal costs to build each project, respectively.
Similar data is required on a large-scale to calculate an
unbiased estimate of the regulatory burden imposed due
to land-use restriction in Mumbai. Given the obfuscation
of information in the real estate sector, we were unable

Land-use Regulations and their Impact on Housing Markets

Table 2.4: Illustrative calculations for
regulatory tax in Mumbai

Project details Project 1 Project 2
Floors 23 19
Size of the smallest unit 360+ 35743
(sq ft of carpet area)
Property Price of 6.1 5.6
the unit (Rs) Million Million
Price (Rs per sq ft of 16,944 15,6864
carpet area)
Price (Rs per sq ft of 12,278 11,366
carpet area + 38%)
Marginal cost to build 2,700 2,300
an additional floor above ’
the existing highest floor
of the project (Rs)
Regulatory tax (ratio) 3-55 3.94

Sources: Interviews with builders (2016-2017), Magicbricks (2016),
Housing.com (2017)

to collect such representative data to provide a reliable
estimate of the regulatory tax for Indian cities.

Note that if FSI constraints were removed entirely,
builders would not necessarily construct high-rises
indiscriminately. For instance, builders in Indian cities
where FSI norms are more liberal indicated that they
rarely exhaust their permitted FSI when the demand does
not justify the costs of construction.

39 There is limited data available on the degree of competition in the construction sector for residential housing in Indian cities. While we know that certain local geographies may exhibit
oligopolistic behaviour by builders in specific market segments, reliable evidence of systematic anti-competitive practices in the housing sector has been absent. Of all the cases that
were brought before the Competition Commission of India between 2014-16, 61 cases were by home-buyers against builders arguing abuse of market dominance. All of these cases were
rejected by the Commission on grounds of insufficient evidence of monopolistic behaviour by builders.

40 This is calculated as 15% of carpet area for walls and then additional 20% for lift, staircase etc. The builders we spoke with for verifying marginal costs raised the point that the loading
factor (i.e. other built-up space as a percentage of carpet area) increases as number of floors increase (implicit in this is an increase in carpet area and number of flats). Some of these
increases in loading factor are due to regulations. For example, as carpet area increases the builder might need to provide more parking space as per development regulations. Addi-
tional factors related to construction costs, such as additional costs of providing an elevator for a 5-floor vs a 10-floor building are not considered in the model.

4 The per sq ft current market price of these units when considering the proposed carpet area and an additional 38% area for basic structure such as walls, lift etc., works out to be
approximately Rs 12,300 and Rs 11,400 for the project in western and eastern suburbs, respectively. The listing price data was obtained from Magicbricks.com and Housing.com, two

real estate portals.
42 Magicbricks.com See https://goo.gl/HSMRW1 (accessed on 30 December 2016).
43 Magicbricks.com, Saleable area 571 sq ft converts to a carpet area of 357 sq ft
44 Housing.com. See https://goo.gl/qZ1kgw (accessed on 23 February 2017).
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Figure 2.5: Residential building height
restrictions in Indian cities vs global cities
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2.3. Other distortionary land-use
regulations

a. Height restrictions

In addition to strict FSI limits, the government also
restricts the maximum height of buildings in different
areas within cities. While civil aviation or defence
requirements dictate how tall buildings can be, cities also
impose additional height restrictions to limit built-up
density (see Figure 2.5).

Over time, cities around the world have been easing these
height restrictions or removing them entirely in order
to ease the pressure on housing markets. Amsterdam
and Tokyo have completely removed height restrictions
pertaining to residential buildings. On the other hand,
Indian cities such as New Delhi, Chennai, Bengaluru and
Hyderabad continue to have strict height restrictions.

The Airports Authority of India (AAI) limits the heights of
buildings within a 20km-radius around any domestic or
international airport to avoid interference with air traffic
management. Figure 2.6 illustrates how the permissible
height of buildings increases as the distance from the
Chhatrapati
increases. Note that the colours of the concentric circles
correspond to the respective height restrictions as shown
in the index (Also refer to Appendix 2.3). Municipalities
often have additional rules that mandate buildings to be
less taller than what the AAI rules permit.

Shivaji International Airport, Mumbai

b. Zoning

State governments mandate urban local bodies to
prepare land-use plans for cities. These master plans or
development plans demarcate areas for specific uses such
as residential, commercial, or industrial. This form of
zoning is common across most Indian cities. For instance,
Mumbai’s development plan of 1991 did not allow for
any mixed land-use, with the intention of preventing
unwanted commercialisation of residential areas. If
builders want to deviate from the original use for which
land was designated, they are required to apply to the
Municipal Corporation.4

In contrast, the more recent 2021 Master Plan of Delhi
recognized that there has been an increase in the number
of unauthorised mixed land-use streets, and thus allows
for the mixed use of land in several areas of the city.+

4 Pethe et al., 2014. Re-thinking urban planning in India: learning from the wedge between the de jure and de facto development in Mumbai.

46 Delhi Development Authority (2007). Master Plan of Delhi 2021: Mixed Land Use.
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Figure 2.6: Variation in permissible maximum height of buildings by distance from
Mumbai International Airport
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c. Urban growth boundaries to prevent urban sprawl as there was a perception that

urbanisation encroaches on rural land. This thinking
Urban growth boundaries (or green belts) are intended to ~ continues to influence planning till date, and as a result
contain the city spatially. They restrict rural tourbanland-  land-conversion policies have not kept pace with rapid
use conversions, effectively limiting the space available = urban expansion. Restrictions on using land, previously
for urban growth. This policy was originally designed  on the outskirts of cities but now closer to the urban core,
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limit the area available for housing development, thus 2.4: Literature review

exacerbating the supply problem. Table 2.5 summarises
some of land-use regulations that affect the efficient
functioning of urban land markets in Indian cities.

-y

Table 2.5: Land-use regulations in ! |
Indian cities o

Floor Space

Mumbai Index or Floor
In Mumbai, the Development Control Area Ratio

regulations have restricted FSI to 1.33
in the Island City and 1 in the Suburbs.
However, builders can purchase
additional FSI, Fungible Compensatory
FSI and TDR up to a maximum total

Floor allowed value of 2.5, subject to conditions
Space such as road widths.
Index

Bengaluru

Permissible FSI ranges from 1.75 to 4
depending upon the road width, plot size
and proximity to metro terminals. 4

Height
Mumbai restrictions
The master land-use plan does not allow
for mixed land-use. The development
rules only allow changes that have gone
through the land-use permission process.

Zoning New Delhi

The master plan allows for mixed land- Building
use but is only allowed on stretches by-laws
notified by the Delhi Development

Authority.

Chandigarh

The Punjab New Capital (Periphery)
Control Act, 1952 prohibits any Urban growth
construction activity not related to boundaries
agriculture in land 16km outside
w Chandigarh’s boundary. This limit was
= initially 8km but was extended to 16km
in 1962.
Urban
growth Bengaluru

boundaries In Bengaluru, the Outline Development
Plan by the Bengaluru Metropolitan
Planning Board, for the period 1961-
76 reserved 280 sq km of the 500 sq
km planning area as green belt. The
Bengaluru Development Authority’s
Bengaluru Master Plan 2015 also has a
green belt and agricultural zones of
455 sq km.

Overall
regulation

Sources: Delhi Development Authority (2007), Brueckner and Sridhar
(2012), Centre for Policy Research (2013), Indian Express (2016), Punjab
New Capital (Periphery) Control Act 1952. See table of sources in References:
Chapter 2 and Appendix 2.1.

Estimate

China mandates each parcel of
land that is allotted building
rights in urban areas have a
regulatory Floor Area Ratio.

If regulatory FAR is below the
optimal desired FAR on that
plot, builders can apply for an
increase of FAR. It has been
found that many developments
across 30 cities in China applied
for such readjustments, which
could be costly depending on the
authorities involved.

- Caiet al. (2016)

In Beijing, constraints on
building heights in inner cities
result in 20% increase in house
prices and 12% expansion of the
city’s boundaries.

- Ding (2013)

Strict building codes in American
cities were responsible for
increasing house prices by about
$1,000 in 1970.

- Noam (1983)

Melbourne enacted the Urban
Growth Boundary in 2003. It led
to an 89% increase in land values
over a five-year period within

the boundary but not outside the
boundary.

- Ball et al. (2014)

Due to various regulations in
Manhattan, condominium prices
in the early 2000s were at least
50% higher than it would have
been without any regulations.

- Glaeser, Gyourko and Saks
(2005)

Cities in the state of California
have 4.5% higher prices for
owner-occupied houses with
the adoption of an additional
regulatory measure.

- Quigley and Raphael (2005)

47 A study by Brueckner and Sridhar (2012) estimated the welfare loss incurred in Bengaluru due to higher transportation cost, as a consequence of spatial expansion caused by

restrictive FSI, to be around 100 million rupees.

IDFC Institute
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CHAPTER

Constraints
to Building
New
Housing

Stock
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3.1. Introduction

In the process of building residential housing stock, from
the purchase of land to the various approvals required to
build and sell, builders incur multiple costs because of
government rules. The costs resulting from complying
with such procedures are passed onto buyers in the form
of higher housing prices.

Due to limited data on India’s real estate sector, IDFC
Institute conducted interviews with builders, housing
finance professionals, architect, real estate lawyers and
other experts familiar with construction costs.#® The
exact figures from these interviews are not meant to
be statistically representative, but broadly suggestive.
We have tried to distil some general trends from the
interviews, as well as other available data.

3.2. Financing new residential
projects

According to interview respondents, the overall financing
costs for residential projects increases primarily due to
two main reasons:

(a) Lack of formal financing for land purchases; and

(b) Uncertainty around land titles, dispute resolution,
obtaining building approvals, permits and clearances

The price of land is the biggest component of the housing
cost in most major cities (see Figure 3.1). The Reserve
Bank of India (RBI) explicitly prohibits financing for
purchasing land in order to discourage land speculation.+
Therefore, builders have to rely on alternative, costlier
means of financing. Home-buyers usually provide an
advance to the builder when they ‘book’ a property, often
even before the foundation stone is laid for the project.
Typically, this money is paid several months, at times
years, before the project is expected to be completed.
There have also been reports of builders relying on illicit
sources of finance.5°

Irrespective of the means, builders incur a substantially
higher cost to finance land acquisition compared to the

48 Questionnaire for the interviews: https://goo.gl/YMXYbD
49 RBI Notification (2015)

50 Kapur and Vaishnav, 2013. Due to these issues of land acquisition and related
approvals, builders are increasingly relying on the model of Joint Development (JD).
In the JD model, landowner(s) get a fraction of the final completed project, which
could be up to 30-40% of the overall project value. In some premium areas, builders
were left with less than 30% of the area of land for the Joint Venture (IDFC Institute
interviews, 2017).


https://goo.gl/YMXYbD

Constraints to Building New Housing Stock

In 2006, the regulators prohibited banks and HFCs [Housing Finance Companies] from funding

land transactions. Such actions may be justifiable when there are fears of asset price bubbles. Over

two years ago, the regulators reduced risk weights on exposures to commercial real estate and

residential housing. This signalled that there were no fears of any speculative bubble. Then logically,

the regulators now need to relax this near decade-old restriction. This is a simple, doable solution. It

will bring residential prices down, increase the stock of affordable housing and fulfil the aspirations of

more Indians becoming homeowners.

Deepak Parekh, Chairman, HDFC Bank

Figure 3.1: Share of land costs in house prices

Land costs (%) Other costs (%)

San Francisco

New York

Mumbai

Auckland

Rio de Janeiro

Riyadh

Johannesburg

Sources: McKinsey Global Institute (2014), Land and property values in

the US, Lincoln Institute of Land Policy; Guanyu Zheng, The effects of

Auckland’s metropolitan urban limit on land prices, New Zealand Productivity

Commission, March 2013; TOKI website; expert interviews; ABSA Report;

Mumbaipropertyexchange.com; Sulekha.com

Notes:

1. New York and San Francisco figures represent ‘land value share of home
value’.

2. For Mumbai, range estimated from average property price and sample
land transaction in Goregaon, Malad, Chembur, and Mulund, where land
transaction data were available. Assumed floor-area ratio =1.33 as average
of Mumbai city.

3. For the sake of simplicity, the values in Land Costs and Other Costs for
Mumbai and Riyadh are averages of the range.

Mumbai (Land Costs =25-60 and Other Costs=40-75)
Riyadh (Land Costs=25-50 and Other Costs=50-75)

5t IDFC Institute interviews
52 Rebello, 2015

53 KPMG-NAREDCO, 2014
54 Tbid

55 Tbid

56 IDFC Interviews

rest of the construction process (see Table 3.1).5* Since
land costs can constitute up to 60% of the total project
cost in the major metros, the restriction on financing
increases the overall cost of the project.

Builders also have to grapple with an unclear land
titling system and uncertainty over obtaining multiple
approvals required for undertaking construction. The risk
associated with obtaining these clearances increases the
cost of capital for housing projects.

As of 2014, direct institutional support to the real estate
sector from banks, housing finance companies, private
equity and other formal sources, accounted for only
about 22% of the total investment flow into the sector.5
The real estate sector as a whole only raised $3.2 billion
from equity markets between 2008 and 2014, much lower
than the estimated $2 trillion required to meet the total
housing shortage (i.e. $260 billion annually to achieve
‘Housing for All’ by 2022).54

While residential housing projects typically take seven to
eight years from planning to sale, most funding options
have a maturity period of less than five years.5 Therefore,
builders raise financing at multiple points during the
development of the project, including from buyers who
pay advances in slabs based on completion of goals. In
some cases, builders prefer slower construction so as to
have enough time to raise financing for later stages of
the project.?® This further delays completion and fuels
a vicious cycle that results in a large number of stalled
projects and long-drawn legal disputes.

One of RBI's main concerns in allowing builders to
borrow directly from formal banking institutions for land

India Infrastructure Report 2018: Making Housing Affordable



Table 3.1: Financing residential housing projects in major Indian cities

Own capital, borrowing from
informal sources, Non-Banking
Financial Companies (NBFCs), Joint

Sources of Development agreement model,
Financing cash advances from buyers
22-30% per
annum
Cost of "
Financing
Depends on many factors — typically
between 12-48 months, but in some
cases, builders reported it took more
. than 10-15 years due to pending
Time Taken litigation and approvals.
Clearing encumbrances,
transfer of title, legal
disputes
Procedure
% of Project Cost
Tier 1 cities 50-60%
Tier 2 & 3 cities  40-50%

Private equity, institutional finance

16-18% per annum

Can sometimes

take 4-6 months to
obtain an Occupancy
Certificate and up to
another 6 months
for the final sale.

3-5 years, of which
it takes up to 1
year just to obtain
all the necessary
approvals.

Environmental and building Occupancy
approvals, permits (in some certificate
cases buyers have to get more

than 60 approvals for a project)

30-40% 5-10%
35-45% 2-7%

Source: Interviews with builders, housing finance professionals, architects, real estate lawyers and other real estate experts (2016-2017).

Note: Representative data for these financing costs is not available in India. We have compiled these ranges of costs from anonymous surveys of builders, architects,
real estate financiers and others in the sector. These figures are not meant to be representative of all residential construction in Indian cities, but suggestive ranges
that provide a rough estimate of the magnitudes of the financing costs for residential construction.

acquisition is that this might add to the bad loans on banks’
balance sheets. As a result, the existing Non-Performing
Assets (NPAs) in the housing sector in India are low
(1.47%) compared to other sectors in the economy (5%).5
Given that majority of the banking sector comprises of
Public Sector Undertakings (PSUs), and even private-
lending can be heavily influenced by the government,
RBI is erring on the side of caution by prohibiting such
lending altogether. However, these constraints impose
significant costs on home-buyers, that are currently not
accounted for in RBI’s approach.

5 Singh et al., 2014

IDFC Institute

The central bank needs to revisit this policy to ensure
adequate credit to the housing sector, while putting
in place safeguards to prevent worsening of the NPA
problem. The RBI should recognise that the easier
approach of banning lending for land for housing projects
outright, contributes to lower affordability of housing for
everyone. Instead, what is needed is a more sophisticated
regulatory framework that accounts for the full costs and
benefits of financing for housing development projects.
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Figure 3.2: Time taken and number of procedures required to obtain a construction permit

for a business (2018)

Number of
Procedures
9
9
9
10
10
11
1
12
14
14
15
15
15
15
16
17
18
18
19
19
20
22
23
30

Source: World Bank Ease of Doing Business (2018)

Country (Construction
permit ranking)

Germany (24)
France (18)
United Kingdom (14)
South Korea (28)
Singapore (16)
Australia (6)
Hong Kong SAR (5)
Japan (50)
United Arab Emirates (2)
Russia (115)
Mexico (87)
Spain (123)
Iran (25)
Nigeria (147)
United States (36)
Indonesia (108)
Turkey (96)
Thailand (43)
Egypt (66)
Brazil (170)
South Africa (94)
Argentina (171)
China (172)

India (181)

Time Taken
(days)

126
183

86

28

54

121

72

197

51

239

82

208

929

110

81

200

103

104

172

434

149

347

247

144
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Figure 3.3: Approvals for constructing residential housing (Maharashtra, Odisha, Tamil

Nadu, Gujarat and Haryana)

Department
Coastal Zone Management Authority (NOC)
Environmental Department (Environment Clearance)
National Monuments Authority (Monument Approval)
Airport Authority of India (NOC)
Pollution Control Board (Establishment & Operate)
Ground Water Authority (Bore well Registration)
NHALI (Road Access Highway / Expressway)
Municipal Corporation (Occupancy Certificate)
Multiple Agencies (Intimation of Disapproval)
Garden & Tree Authority (NOC)
Municipal Corporation (Water Connection)
Municipal Corporation (Building Layout Approval)
Storm Water and Drain Department (NOC)
Sewerage Department (NOC)
Electric Department (NOC)
Traffic and Coordination Department (NOC)
Fire Department (NOC)
Building Proposal Office (Commencement Certificate)
District Collector (Excavation / Royalty payment)
Multiple Agencies (Other Common Facilities Approval)
Public Works (Lift Installation Approval)
Municipal Corporation (Completion Certificate)
Electric & Transport Department (Power Connection)
Sewerage Department (Sewerage Connection)
Revenue Department (Ownership Certificate/Extract)
Electricity Distribution Authority (NOC)

Sources: FICCI, NAREDCO (2012)

Average number of days

250
225
180
105
60
60
60
60
45
45
45
30
30
30
30
30
30
30
30
30
30
30
30
30
15
15

Note: The FICCI Report provides the time of approval for individual permits in the form of a range. These ranges vary for the same department and for the same
permit across the states of Maharashtra, Odisha, Tamil Nadu, Gujarat and Haryana. We have taken the mid-point of these time-ranges to calculate the average time
taken by agencies for clearing their respective construction permits. The data presented in the above graph provides the average for all five states.

3.3. Land records and
transfer of title

More than 65% of all pending civil cases®® in India are
related to land disputes. The transfer of land titles is
a systemic problem that also significantly restricts the
supply of residential housing in the country. Based on
interviews with multiple builders, we imputed the costs
of legal disputes to be almost 30-50% (depending on the
degree of legalities involved) of the value of the land for
residential projects.

58 Narasappa et al., 2016

In India, the registration of the property transaction (a
record of the agreement between a buyer and seller) is by
itself not a guarantee of ownership. The ownership of the
property can be challenged by anyone who has a better
claim. Presumptive titling contributes significantly towards
costlier land transactions. Land records are often scattered
across multiple offices at the local or state level. But these
records are typically maintained poorly and the lack of
coordination between different offices where previous
transactions are registered, increases the probability of
legal disputes over ownership.

59 We asked builders for the market prices of land that was unencumbered vs. land with encumbrances. These figures were also validated by recording the fees charged by lawyers and
middlemen who purchase disputed land and resell it at a higher fee after clearing the disputes, which was similarly around 30% for the value of the land.

IDFC Institute
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Figure 3.4: Timeline of approvals required after land acquisition and before

commencement of construction
Stage of Construction Process

Conversion of land use 8-12

Project letter of intent and license/
intimation of disapproval (IOD)

Pre-construction approvals
from state level bodies

Pre-construction approvals
from central bodies

Approvals for construction
plan sanction

Approvals for commencement
of construction

Construction period

Inspection and approval
procedure for building completion

Occupancy certificate receipt
from date of completion of
previous stages

) 10 20

Source: CREDALI - Jones Lang LaSalle Real Estate Transparency Survey (2011)

Number of Months
5-7
5-7
2-3
24-30
2-3
2-3
30 40 50 60 70 80

Note: The stages — Pre-construction approvals from state level bodies and central bodies can happen simultaneously.

In addition, inheritance laws and increasingly fragmented
land-holdings have led to diffused ownership and holdout
problems. In many cases, builders have to negotiate with
multiple land-owners for even relatively small plots. The
high bargaining costs of such negotiations lead to a market
failure and restrict the supply of land for constructing
residential housing.

Moreover, if the land in question is not designated for
residential use, i.e. is zoned as agricultural or industrial
land, multiple separate permits are required to re-designate
it for residential use. According to the World Bank’s Ease
of Doing Business Indicators, India has some of the most
exacting procedures to register and enforce the legal rights

to a property.

3.4. Building permits and approvals

In the World Bank’s Ease of Doing Business Indicators,
2018, India ranks 181 out of 190 countries for the number

of procedures required to obtain construction permits
(see Figure 3.2). While these procedures are for the
construction required to build a warehouse for a business,
there is overlap in many of the processes for construction
of residential real estate as well. In terms of the total
number of days required to receive construction permits,
India is the worst performer among all countries ranked
in the survey.®°

Figure 3.3 provides a list of the permits required for
construction activities and the average number of days
it takes to receive them from local, state and central
authorities. Rules can also change during the construction
process, sometimes causing heavy losses on investments.®

As aresult of these procedures, it takes nearly two to three
years for a builder to start construction after entering into

an agreement for land purchase (see Figure 3.4).%2

The political economy of such a labyrinthine approvals

% World Bank, Dealing with Construction-permits (Mumbai). Available at: http://www.doingbusiness.org/data/exploreeconomies/india#dealing-with-construction-permits#mumbai

¢t IDFC Institute interviews
62 IDFC Institute interviews; KPMG, 2014
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Figure 3.5: Country rankings: Firms expected to give gifts to obtain construction

permits (2010-2016)

Rank  Country Firms (%)

10 Israel 0.40

11 Bhutan 0.50

12 Poland 0.70

15 Sweden 1.60

16 Lesotho 2.20

17 Turkey 2.50

30 Argentina 5.50

38 Brazil 9.40

58 Sri Lanka 14.40

69 Nepal 18.80

69 China 18.80

80 Mexico 25.20

87 Russia 26.80

91 Pakistan 28.70

92 Iraq 29.10

95 Thailand 33.10

96 Egypt 33.90

105 India 38.60
107 Philippines 39.90

117 Indonesia
129 Bangladesh

Source: World Bank Enterprise Surveys (2010-2016)

process has created multiple perverse incentives in the
system. Officials from different departments can hold out
for larger payments, knowing the significant fixed cost
builders have already incurred for a project. According to
interviews with builders, delays in project approvals could
add 25-30% to the project cost.® To circumvent these
problems, builders are expected to pay ‘speed money’.%
The World Bank’s Enterprise Surveys ask manufacturing
firms whether they are expected to give ‘gifts’ to obtain
construction permits. In India, around 39% of firms
reported that they were expected to give gifts.®s On this
parameter, India ranked 105 out of 137 countries.® Figure

% IDFC Institute interviews
64 Tbid

% World Bank, 2014

% Tbid

7 IDFC Institute interviews

IDFC Institute

45.50
54.60

3.5 provides the global ranking of select countries in
terms of the percentage share of firms reporting that they
were expected to give gifts to obtain construction permits.

The process of obtaining these various approvals is
inefficient, costly and captured by rent-seeking officials
and middlemen. The official and unofficial payments
to get these approvals constitute around 20-30% of the
overall project cost. This cost is eventually passed on to
buyers (see Figure 3.6).” There is often a separate liaison
department in the major real estate firms, focused mainly
on obtaining official approvals. Moreover, the costlier



Figure 3.6: Cost of construction permits
across countries (2018)

Country Cost as a share of building value
India 23.20
Nigeria 18.50
Mexico 9.90
China 7.80
Singapore 6.20
Spain 5.40
Indonesia 4.80
South Korea 4.40
Turkey 4.00
Argentina 3.10
France 3.00
UAE 2.30
Iran 2.00
Egypt 1.90
South Africa 1.60
Russia 1.30
Germany 1.20
United Kingdom 1.00
Australia 0.90
United States 0.90
Brazil 0.80
Hong Kong SAR 0.70
Japan 0.50
Thailand 0.10

Source: World Bank Ease of Doing Business (2018)

and more arduous the approvals process is, the higher
the likelihood of builders shirking responsibility on more
important matters such as public safety and structural

quality.
3.5. Parking minimums

Among the various regulations imposed on housing
construction in Indian cities, one of the more gratuitous
requirements are those related to building minimum
parking slots. By requiring builders to include parking
spaces with every house constructed, the government is
subsidising car owners at the expense of homeowners
who rely on public transport. This also creates negative

Constraints to Building New Housing Stock

Figure 3.7: Parking slots required to
be built in residential buildings

Slots required (per 100 sq m of floor area)
Tokyo
New York
Kolkata

0.20

0.40
0.67

Suburban 0.69

Mumbai
umba 1.00

Gurugram
1.00

Bengaluru
Amsterdam

1.00

. 1.00
Singapore
1.20
Sydney
1.25
Boston

1.43
1.43
1.60

Sao Paulo
London

Chennai
Chicago 2.00

New Delhi 2.00

Greater Mumbai 2.07

Pune 3-33

Sources: Refer to Appendix 3.1 for a full list of sources.

Note: This data has been collated through multiple regional reports published
by the relevant local authorities (see Appendix 3.3 for sources). However, every
local authority uses its own unit of measurement in order to quantify parking
obligations. For example, in Mumbai, parking obligations have been described
using the unit parking space per tenement. On the other hand, Hyderabad dic-
tates the minimum number of parking slots within a residential complex. New
York has a mandate that every residential building should cover minimum
40% of its dwelling units. Due to these inconsistencies, we found it important
to convert all parking obligation data under a common unit of measurement.
The Municipal Administration and Urban Development report provides the
parking obligations that pertain to residential buildings in the city. They were
however not included in the graph since the obligations were mentioned in the
form of parking obligation per residential complex. Refer Appendix 3.1 for data
related to Hyderabad parking obligations; and Appendix 3.2 for methodology.

externalities in the form of more congestion, pollution
and sprawling cities.

Many cities require builders to add a car park for each
apartment, regardless of whether the occupant can afford
a car, or if the building is situated near mass transit
(see Appendices 3.1 and 3.3). The mandatory parking
minimums increase the overall cost of building houses,
and often remain empty in the case of lower-income
housing projects. Parking takes up precious space in
dense urban areas, and often also requires operational
expenditures related to maintenance, security, electricity
and labour. Figure 3.7 illustrates the minimum parking
requirements for residential buildings in cities in India

India Infrastructure Report 2018: Making Housing Affordable



compared to those around the world.

These minimum parking requirements add significant
cost and time to construction, especially for affordable
housing projects.®® A builder we interviewed stated that
providing car parking takes approximately 30-40% of the
construction cost in Mumbai. According to one estimate
based on cost of constructing affordable housing in
Canada, a requirement of one parking spot per housing
unit will increase cost by around 12.5% while two spots
will drive up cost by around 25%.% Another study in San
Francisco found that off-street parking pushed prices of
single-family homes and condominiums up by 10%.7°

In the last few decades, there has been a shift in the policy
thinking about public parking. This is predominantly

visible in Europe and North America where there have
been movements to reclaim public spaces and footpaths
from surface parking.” American transportation policy
is becoming increasingly responsive to the detrimental
effects of free parking on congestion, air quality,
economic development and pedestrian rights.”> In India,
the National Urban Transport Policy (NUTP) of 2006
was an attempt by the central government to question the
underlying principles behind parking policies.” In order
to discourage cities from treating parking provisions as a
publicgood, NUTP recommended charging higher parking
fees. Most parking policies in Indian cities, however,
continue to increase minimum parking requirements as
a response to higher car ownership rates.

Box 3.1: The Real Estate (Regulation and Development) Act (RERA)

he Real Estate (Regulation and Development)

Act was promulgated in May 2016 as a buyer-
friendly legislation intended to protect the interests of
purchasers in dealing with builders.”* The legislation
aims to promote an environment of transparency in
the real estate sector.” To fulfil this objective, the Act
envisages the creation of a Real Estate Regulatory
Authority by state governments to prescribe rules
and standards. The Act also mandates the creation
of an Appellate Tribunal which functions as an
adjudicating platform for speedy redressal of sector-
specific disputes.”

The Act itself provides the general outline of
guidelines aimed at increasing the accountability of
builders.”” State governments have been empowered
to frame and enforce relevant procedural rules and
regulations. As RERA promises to address consumer

% IDFC Institute Interviews

% Litman, 2016

7 Jia and Wachs, 1998

7 Kodransky and Hermann, 2011

72 Weinberger et all (2010), Institute of Transportation and Development Policy
73 National Urban Transport Policy (2006).

74 Press Information Bureau, 2017

75 Ibid

76 Thid

77 See Appendix 3.4 for sources of RERA notifications and rules.
78 Ministry of Law and Justice, 2016.

7 Earlier the calculation of the selling price was based on the total area.

IDFC Institute

concerns, there are several new compliance burdens
that the law imposes on builders of housing projects.
Some of these include:®

® Compulsory registration of projects developed
on land exceeding 500 sq m or constructing more
than eight apartments. If a project is divided into
phases, each individual phase of the project must
be registered independently with the Authority.

® A new directive on calculating the selling price
based exclusively on the definition of carpet
area defined as the ‘net usable floor area of
an apartment, excluding the area covered by
external walls, areas under service shafts,
exclusive balcony and exclusive open terrace
area, but includes the area covered by the internal

partition wall of the apartment’.”



® Mandatory establishment of an escrow account
to hold 70% of the funds obtained which shall be
utilised for the implementation of the project,
specifically to cover the cost of construction and
land cost. The amount should be withdrawn as
each stage of the project is completed.

® The agreement to sell should specify the time
period for the completion of projects.

® Mandatory auditing of all accounts of the
promoter within six months of the end of a
financial year to verify that the amounts collected
have been utilised for the project, and withdrawal
of funds is in accordance with the provisions of
the Act and Rules.

® In case of default or delay in timely possession of
the property, the buyer can claim refund of the
entire paid amount along with interest.%°

® Compulsory registration of all real estate agents.
The Authority would be responsible for governing the

real estate sector in respective states, and all disputes
arising from any order or direction given by it shall

80 State Bank of India highest Marginal Cost of Funds Based Lending Rate plus 2%.
81 Ministry of Law and Justice, 2016

82 Thid

8 Khaitan and Co. and Knight Frank, 2017
84 Conversation with Saroj Jha, Founding Partner SRGR Law offices.

8 Tbid
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be adjudicated by the Tribunal. RERA requires both
the Authority and the Appellate Tribunal to complete
each proceeding within a period of 60 days from the
date of receipt of complaint or appeal.’

RERA, however, is unable to compel governmental
authorities at different levels to abide by a specific
timeline to provide clearances. If builders are unable
to meet the timelines agreed to with buyers due to
delays in obtaining these clearances, they still have
to bear the burden of penalties, refund and interest
payments.®2 The 70% escrow account requirement
may also restrict working capital for builders and add
to overall project costs.%s

The additional regulatory costs to comply with the
provisions, rules and regulations of RERA may
lead to a consolidation in the market as smaller
builders get bought out by larger players or become
unprofitable.?4 As a result, small builders who provide
a necessary service to the low-income segment of the
housing market, may cease to exist. This could have
a detrimental effect on consumers as the resultant
decrease in competition may eventually increase
prices.®
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4.1. Introduction

The procedures to register a property in India are
complicated, inefficient and costly. According to the
World Bank’s Ease of Doing Business Report 2018, the
cost to register a property in New Delhi is around 9.1%
of the property value, and 7.6% of the property value in
Mumbai. In contrast, the cost of registering a property in
Organisation for Economic Cooperation and Development
(OECD) countries is around 4.2% of the property value,
and in Shanghai it is 3.6%.5°

The lack of transparency in the housing sector is another
impediment to seamless transactions. Additionally, the
absence of an updated market database and limited access
to reliable information further increase the transaction
costs between property buyers and sellers.

CHAPTER

Transaction costs include all direct and indirect costs
incurred in transfer of property from seller to buyer.
These entail stamp duty charges, registration fees,
Goods and Services Tax,® agent’s commission and legal
fees. Factors such as high registration costs, lack of
transparency, and ubiquity of black money often lead
to reluctance on the part of both buyers and sellers to

®
Trans aCtlon Figure 4.1: Process for registering property
CO Sts fO r Check for encumbrances
at office of appropriate authority
®
Housing

Prepare final sale deed X,

Stamp, execute and register %ﬁ/\%
the final sale deed at
the Sub-Registrar's Office

Apply for mutation of title at the V@@ /\
appropriate authority Y

8 World Bank, 2017. The World Bank Ease of Doing Business reports focus on
registering properties for businesses, but since many of the processes are similar,
the rankings are indicative of the costs involved for property registrations in the
residential market as well.

87 While the intention of GST was to subsume all indirect taxes levied by states, stamp
duty rates and registration charges for property transactions were left out of its ambit.
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Transaction Costs for Housing

Figure 4.2: State-wise stamp duties and registration fees as a percentage of property value

Minimum stamp duty + registration fee

Maximum stamp duty + registration fee

Cost as a share of property value (%)

[¢) 1 2 3 4 5
Assam .00
Kerala TONETE)
Punjab 8.00
Uttar Pradesh 8.00
Nagaland 8.75
Chhattisgarh 8.50
Goa 5.00
. Bihar 8.00
Tamil Nadu 8.00
West Bengal .00
Himachal Pradesh 6.00
Haryana 6.00
Jharkhand .00
Odisha 6.00
Uttarakhand 575
Delhi 5.00
Karnataka 6.60
Raj asj(han 4.00
Gujarat 5.90
Madhya Pradesh 5.80
Sikkim 5.00
Mabharashtra 4.00
Telangana 4.50
Andhra Pradesh 4.50
Arunachal Pradesh 2.00

o) 1 2 3 4 5

Source: Refer to Appendix 4.1 for a full list of sources

undertake property transactions in the secondary market
(resale of existing houses). The absence of a fluid market
for resale of property precludes efficient use of existing
stock and exacerbates the housing shortage.

4.2. Costs to register property
transfers

Prior to registering the sale of immovable property, the
buyer must ascertain that the property being sold is free
of encumbrances, such as a mortgage or any other claims.
This involves applying for an encumbrance certificate
from the Sub-Registrar’s office. In some states such as
Andhra Pradesh, Telangana, Karnataka and Tamil Nadu,
this application can be submitted online and applicants
are issued digital encumbrance certificates. The buyer,
usually through a lawyer, then prepares the final sale
deed, which is stamped, executed, and registered at the
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sub-registrar’s office. This process typically requires both
the buyer and seller to be present before the Registrar
on a pre-assigned date. They submit the necessary
documents and pay a prescribed stamp duty. The deed is
then registered by the Registrar and a certified copy of the
registered sale deed is provided to the buyer.

The registration of the sale deed does not imply the
transfer of the title of ownership from the seller to the
buyer. In order to change the title of ownership, the buyer
has to apply to the relevant authority under the Revenue
Department of the state government for a mutation in the
Record of Rights.

Stamp duty and registration fees are payable to the
government for the legal recognition of property
transactions. This is calculated on the total value reported
in the sale deed. This reported value cannot be lower than
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Table 4.1: Stamp duties in other countries

Country Stamp Duty (%)
Argentina 1-4%
China 0.05%
Denmark 0.60%
Ireland 1-2%
Malaysia 1-3%
New Ze