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THE real estate sector is extremely capital-inten-
sive and its growth, to a large extent, depends
on the availability of low-cost funds. Tradition-

ally, Indian developers funded projects from domes-
tic sources such as friends and family, customer
advances, bank loans and so on. However, globalisa-
tion has opened the floodgates for the inflow of
funds from foreign sources. Sources of foreign
capital include foreign institutional investors (FIIs),
foreign direct investment (FDI), private equity and
real estate funds. 

The trends seen since 2005, when the real estate
sector was opened up to foreign investment, indicate
that FDI could be a significant source of funds for the
real estate sector. Current FDI regulations for the sec-
tor stipulate certain conditions, such as minimum
area to be developed, minimum capitalisation
requirements, lock-in and so on, that have been put
in place from the perspective of preventing
speculation in the sector. Such conditions, however,
pose challenges for FDI inflows into various projects,
where given the nature of projects, it may not be
possible to comply with such conditions. According-
ly, regulators may consider providing adequate flexi-
bility in the policy framework to increase the flow of
FDI into such projects. We have highlighted some as-
pects regulators should consider.

The FDI regulations currently in force allow an
entity to receive FDI in construction development
only if the minimum built-up area of the project is
50,000 square metres. Such a condition can prove
unrealistic for some developers, especially those in
metro (tier-I) cities where large parcels of land are
difficult to acquire and prices are exorbitant. But
given the high cost of construction, projects in such
cities need foreign funds. Further, it is also unlikely
that an affordable housing project would require
more than 50,000 square metres of development.
Thus, to effectively promote affordable housing
projects, especially in tier-I cities, the minimum
area requirement for such projects in the FDI policy
need to be lowered.

Work on many projects by Indian developers
came to a grinding halt for want of funds and
customer demand amid the global financial crisis of
2008-09. The global economy is now recovering and
the work on many of these incomplete projects have
picked up. Foreign funds and investors, too, have be-

gun to show increased interest in these brownfield
projects. Unfortunately, we have not been able to
capitalise on this opportunity as investors are not
clear whether FDI is be permitted in brownfield proj-
ects. Having said that, I reiterate the famous words of
former American President Thomas Jefferson: “The
price of freedom is eternal vigilance.” The
government can consider imposing certain
restrictions and allow FDI inflows into brownfield
projects subject to specified conditions.

Further, there is no denying that real estate is a
complex sector and for any project to take-off, clear-
ances are needed from multiple government
agencies. And so, coordination between joint
venture partners becomes extremely essential for
successful completion of projects. Many real estate
projects have failed to take-off due to the delay in ob-
taining statutory clearances and conversion of land
usage. In some instances, projects have failed due to
conflict between joint venture partners. Therefore, it
is necessary that the FDI policy for investing in real
estate should provide investors exit options. The cur-
rent FDI regulations provide for a three-year lock-in
for each tranche of foreign investment, and early
exit needs government approval. The process can be
simplified by defining specific cases where a foreign
partner can be allowed to exit a project early without
necessarily seeking approval.

Recently, the government allowed development of
projects with mixed use — development of hotel along
with a housing/commercial complex, etc. Herein lies a
source of potential conflict in interpreting regulations.
The FDI policy for investment in hotels and hospitals is
far less stringent than the one for housing projects. In
case of such mixed use projects, where the majority of
built-up area goes towards development of hotel or
hospital, there is lack of clarity which provisions of the
FDI policy would apply to the project — those for hotels
and hospital or those for housing projects. Adequate
clarity under the policy, specifying applicability of regu-
lations in case of mixed-use project, would be welcome.
Regulators may consider providing adequate checks
such as the nature of project licence, percentage of area
allocable for development of hotels, hospitals, etc to
prevent any misuse of such relaxation.

Real estate is a key growth driver for the Indian
economy and the industry has significant
backward and forward linkages with the
economy. Adequate relaxation in current FDI pol-
icy could foster significant opportunities for
growth and investment in the sector. The govern-
ment’s concerns about keeping a strict vigil on
inflow of funds into the real estate sector is well
appreciated, but it should consider certain
relaxations to provide a fillip to FDI in the real
estate sector. Adequate checks and balances can
prevent misuse of these relaxations.

(Views are personal)
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T
HE global marketplace and indeed
the world economy is changing rap-
idly and these changes are impacting
the way we do business, earn a living
and grow within India as well. About

51% of India’s population is less than 25 years
old. While this gives India a large demographic
advantage, states in India need to focus on edu-
cation to ensure that an educated and appropri-
ately trained/skilled workforce is ready to tap
the opportunities of the time. However, in-
creased government spending on education
since 2007 notwithstanding, 142 million chil-
dren in India are denied primary and secondary
education and a third of the nation’s population
cannot read. Clearly, with the Indian economy
growing rapidly, fuelled by the rise of knowl-
edge-intensive and hi-tech sectors like ICT, au-
tomotives, pharmaceuticals and others, states
must ensure quality education to enable Indians
reap the benefits of economic growth.

In order to understand which states in India
are prioritising education, we considered four
indicators — higher secondary school enrol-
ment, government revenue expenditure on ed-
ucation, number of universities and women’s
literacy rates. These indicators serve as good
pointers to the condition of education in a state
and impact on economic growth. 

Small states target education as the recipe
for growth; need more focus  
The hill states of Uttarakhand and Himachal
Pradesh will benefit from high per capita school
enrolment figures, which are much higher than
the national average of approximately 3,230 stu-
dents per lakh people, even as their GDP growth
rates are above the national average. Meghalaya,
Tripura, Haryana, Goa and Delhi are other states
with healthy GDP growth as well as school enrol-
ment figures. These, except for Haryana, are also
among the top 10 states in terms of per capita rev-
enue on education, arts and culture. This indicates
that education is a clear priority in these states. 

Women’s literacy is another dimension and
the one widely seen to have a big impact on
economic growth. Many small states fare well
in this regard. Kerala clearly stands out with
exemplary female literacy rate (87.72%). The
state also shows healthy school enrolment
figures, good government expenditure and
adequate infrastructure.

The fact that these states are small — both in
geographical area and population — requires

them to pay attention to the quality of their hu-
man resources if they have to attract investment
and successfully harness their natural endow-
ments. For instance, both Uttarakhand and Hi-
machal Pradesh have focused on creating indus-
trial zones. The success of these industrial zones
depends on the availability of employable talent
locally, besides power, cost of land, logistics and
government incentives.

From a competitiveness perspective, these
states would need to align skills imparted by
the institutions in the state with the skills to be
required by the industry in the future. States,
therefore, need to make a realistic projection
of labour that would be required by the in-
dustries the state is promoting as well as by
those industries that already exist, and then
focus on developing institutions that can train
people who can be placed in these industries.
This is the key to enable people to avail of the
opportunities within their home state, instead
of being forced to migrate to other states or
metros for employment.

Large states daunted by task of educating
masses despite adequate infrastructure
Tamil Nadu and Maharashtra are the only two
large states with good higher enrolment figures for
higher secondary school. Other large states such as
West Bengal and Karnataka, that have healthy
GDP growth, and even Bihar and Andhra
Pradesh, that have substantially higher GDP
growth than the national average, show poor per
capita higher secondary school enrolment. Mad-
hya Pradesh scores low on both counts. Large
states, with the exception of Tamil Nadu, Maha-
rashtra and West Bengal, are also at the bottom of
the list when it comes to female literacy. 

Educating a large population is a challenge for
big states. If we look at the figures for govern-
ment expenditure, this is evident. Large states
do not figure among the top 10 spenders per
lakh population. Yet, West Bengal spends more
on education, arts and culture than Tamil Nadu
and Maharashtra that show good enrolment fig-
ures. Madhya Pradesh and Uttar Pradesh spend
the least per capita on education.

Ironically, these large states have the best infra-
structure in the country. Uttar Pradesh has the
largest number of universities (29), followed by
Maharashtra (27), Tamil Nadu (22), Andhra
Pradesh (20), Madhya Pradesh (19), Bihar (17),
Karnataka (16) and West Bengal (14). However,
the quality of education imparted by these institu-
tions is a matter of concern. States such as Madhya
Pradesh and Uttar Pradesh are neither able to ad-
equately fund their educational institutions, nor
retain quality faculty. Inadequate employment
opportunities for graduates further strengthen the
cycle of out-migration, leaving such states bereft of
their knowledge workers and lowering the moti-
vation for profit-making corporations to invest in
these locations. This has, however, been changing
in specific cities where centres of learning, corpo-
rate will and attractive location factors are fuelling
clusters of industry in specific verticals. Bangalore
in Karnataka has emerged as a hub for the IT in-
dustry and so has Hyderabad in Andhra Pradesh.
Uttar Pradesh has world-class institutions like the
Indian Institute of Technology at Kanpur, Indian
Institute of Management at Lucknow and the Ba-
naras Hindu University at Varanasi, but has been
unable to develop industries around these to har-
ness the resident knowledge from these places
and employ the graduates. The standards of state-
level universities that attract local students must
also be simultaneously raised while local employ-
ment opportunities are created. 

Low-performing states need urgent inter-
vention to progress
Some of the small and mid-sized states that do
not fare so well need specific intervention.
Chhattisgarh, Orissa, Gujarat and Nagaland
have poor higher secondary school enrolments
despite moderate and high GDP growth. Jhark-
hand, Punjab and Assam have low GDP growth
rates and low school enrolment. Other than Na-
galand, Punjab and Gujarat, these are also the
states with low female literacy. 

Rajasthan is on the cusp of both GDP growth
and school enrolment. However, Rajasthan has
surprisingly high government expenditure on
education, showing that the state has prioritised
education and is determined to cross over into a
better performer in the next decade. States such
as Chhattisgarh and Jharkand, which do not
have a single university yet, need to urgently
create the right infrastructure to raise their hu-
man capacity and attract investment. 

Long-term benefits on the horizon
States need to focus on the benefits that educa-
tion provides in the long term. A literate popula-
tion results in controlled population growth
rates over time. High-quality workforce will al-
low states to boost economic growth by focusing
on more sophisticated and value-added indus-
tries and services instead of merely continuing
to invite investment in basic manufacturing and
service activities. 

The increased productivity that a trained
workforce can deliver results in enhanced pros-
perity and better distribution of wealth, which
are the ultimate goals of governments and pri-
vate sector corporations alike. 

Institute for Competitiveness

WHENwritten in Chinese, the word “crisis” is
composed of two characters — one represents
danger, and the other represents opportunity,
noted the young president who inspired a
whole generation. That was then, in the hal-
cyon days of the 1960s. Fast-forward to the
here and now, and a panoply of working pa-
pers and books on the financial crisis of 2007-
09 has since been authored by westerners,

and which generally call for revamped regulation and broader
macroeconomic oversight. The regional bias is understandable: the
crisis was home-grown in the US thanks to dodgy, mortgage-
backed financial products.

But the crisis did precipitate a global recession, and there have been
few Asian perspectives on the developments. Until now. A new book,
which contains a bouquet of policy-relevant essays by a leading ana-
lyst affiliated with a prominent think-tank in Penang, Malaysia, seeks
to address the challenges for Asia. The study is categorical that in
boosting domestic consumption as an alternative to exports-led
growth, Asian economies should not follow the ‘Anglo-Saxon mod-
el of pumping up domestic consumption through debt creation’. It
adds that Malaysia’s Gini coefficient, a measure of income inequality,
at 49, is higher than that in the US. Also, 60% of the former’s house-
holds earn only about $900 per month. And without increased in-
comes and improved income and wealth distribution, merely ‘pump-
ing up consumption through debt creation could take it down the
same path as the US,’ it is opined.

The study, which has a forward by Dr Y V Reddy, former RBI gov-
ernor, who mentions that it is lucidly written, easy to read and simple
to understand. Next, that it captures current history, context and the
way forward. Further, that it elaborates upon financial theory and ‘fo-
cuses on policies and institutions rather than abstract thinking or an-
ecdotes’. Also, that it offers an emerging market insight, while pre-
senting in detail the debates on the subject in the western, particular-
ly Anglo-Saxon, world. Dr Reddy has called for supplementing the
analysis in the text with more discussion on economic integration be-
tween Japan, China, Southeast Asia and South Asia, in particular In-
dia. In sum, the expert view is that the study has several original ele-
ments explaining recent developments in financial markets and the
attendant policy measures.

For example, there’s much reference in the study to the efficient
market hypothesis (the idea that asset prices always and everywhere re-
flect true value), which it is noted, governed public policies in general
and the stance of key central bankers and regulators in particular. The
hypothesis is seen as the primary cause of the crisis. In the run-up to the
crisis, prominent market participants asserted that ‘interfering with
market-determined pricing of risks would be a serious policy mistake’.
Yet, ‘these same people’, the study mentions, ironically pleaded and
probably lobbied for massive government intervention in the form of
fiscal stimulus packages, within months of asserting very much to the
contrary, once the crisis struck and there was a virtual credit freeze.

By 2009, the world had pumped in $12 trillion of stimulus pro-
grammes to boost growth, and several mature economies in Europe
have since opted for budgetary austerity measures and fiscal belt-tight-
ening. So, things remain in a state of flux. For a big picture snap-shot,
the study dwells at length on the ‘three contested terrains’. It avers that
the financial crisis should be seen as a contest for hegemony in three ar-
eas. At one level, what’s underlined is the continued political and eco-
nomic dominance of the international monetary system by the US. In
parallel, there’s the attempt for continued dominance of the financial
sector over the real economy. And in tandem, a contest for continua-
tion of intellectual dominance by neoliberals and market enthusiasts. 

The paper mentions that as the dollar remains the dominant inter-
national currency, seigniorage, the ability to print money to pay your
liabilities, confers on the US the ability, in effect, to borrow and repay
without limits, which is hugely distortionary. The emergence of co-
anchor currencies would take time, it is opined. Going forward, poli-
cymakers need to draw the right lessons from the great crisis and im-
plement meaningful financial sector reforms, both nationally and for
cross-border transactions, and not simply tinker with the system, con-
cludes the study on a hopeful note.

(Nowhere to Hide, Chapter 6 The Three Contested Terrains, by Michael
Lim Mah-Hui, Institute of Southeast Asian Studies, 2010)
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