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Executive Summary 
 

Two trends converge in India to create a unique challenge. One is the growing demand 

for real estate of all kinds driven by the rapidly expanding economy. The second is the 

rapid deterioration in quality of existing real estate stock and infrastructure in existing 

urban centers. While renewal of the urban landscape is a challenge that needs to be 

addressed, that is a long-term solution involving complex socio-economic and political 

factors. This paper looks at another approach ï the integrated township in well-connected 

suburbs. This approach uses all the attractive features of the urban center while 

overcoming many of its infrastructure challenges by virtue of being on greenfield sites. 

The paper looks at the case of Hiranandani Gardens ï a township in Powai, a suburb of 

Mumbai. The analysis shows that the mixed-use integrated township is indeed the 

solution for the twin challenges of crumbling infrastructure and a strong appetite for real 

estate. 

 

 

Indiaôs Booming Economy   
 

Indiaôs economy is currently the tenth largest and second fastest growing in the world. In 

the past five years, the country has experienced an 11% compound annual growth rate.  

Other key indicators of continued future growth of the Indian economy include the fact 

that the country has more than US $222 billion in foreign exchange reserves; a 

flourishing stock market that has appreciated over 50% in 2007; an estimated US $15.5 

billion in foreign direct investment (FDI) last year; and a 20% increase in exports.  

 

A rapidly growing economy increases individual income levels and as a result also 

creates greater demand for residential, commercial, and retail real estate. Indiaôs strong 

economic growth sets a solid foundation for the current and future demand for real estate 

in the country. 
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The Real Estate Industry in Indi a 
 

In India, as in many countries, the vitality of the economy is reflected in the demand for 

and prices of real estate. According to the Reserve Bank of India, the real estate sector is 

the second-largest employer in the country, representing approximately 5% of gross 

domestic product. The market is expected to significantly expand over the next several 

years in line with the growth in population and increases in income levels.  

 

The Indian property market was estimated to be US $54 billion at the end of 2007 and is 

expected to nearly triple to more than US $142 billion by the end of 2012.  The 

residential sector accounts for more than 92% of the property market. Yet, the growth 

rate for office/industrial, retail and hospitality properties is expected to outpace the 

residential sector and grow from US $4 billion to over US $18 billion in five years. 

(Source: Deutsche Bank) 

 

Supply has not been able to keep up with demand in the Indian real estate industry. The 

Housing Development Finance Corporation estimates there is a shortage of 19.8 million 

residential units nationwide. According to Goldman Sachs, demand for housing in Indiaôs 

seven largest cities is expected to exceed supply by an average of 30% in the next few 

years.  Further, Indiaôs rapidly growing middle class is increasing the demand for high-

quality properties that are of better construction and provide services and amenities.  
 

Key Demand Drivers in the Indian Real Estate Industry  

 

Burgeoning Middle Class 

Indiaôs economic growth over the last 

20 years has created a large and 

rapidly expanding middle class 

population. According to a recent 

report by the McKinsey Global 

Institute, Indiaôs middle class 

population roughly doubled from 

1985 to 2005. This population has in  

large part been created by the demand 

for Indiaôs vast and globally desirable 

work-force in the information 

technology and business process 

outsourcing  sectors. Emerging 

industries, including biotechnology, 

will also leverage Indiaôs skilled labor pool to drive future economic growth. The same 

McKinsey reports predicts that by 2025 Indiaôs income levels will triple, creating a 

middle class of 583 million people. 
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Rising Disposable Income 

Naturally as income levels 

increase and more people move 

into the middle class, they will 

have more disposable income.   

Per capita disposable income in 

India has tripled in the past 10 

years and is expected to increase 

between 8 - 13% annually over 

the next five years.  

  

 

 

Urbanization  

While 70% of Indiaôs population still 

lives in rural areas, the number of 

Indians living in cities reached 

approximately 325 million in 2006. 

Urban areas represent almost 30% of 

the countryôs population, but account 

for 63% of the national income. This  

trend is expected to continue at a steady 

growth rate with Indiaôs urban 

population expected to reach 370 

million by 2011, driving demand for all 

types of real estate ï residential, 

commercial, industrial, and retail ï in and around city centers.   

 

Younger Home Buyers and Smaller Households 

 

In 2005, the median age of the Indian population was 24 years old versus 33 in China and 

43 in Japan. As the population grows younger, the average age of Indiaôs homebuyers has 

decreased from 42 to 31 years old according to industry estimates (Source: ICICI 

Securities).  

 

Another trend impacting the real estate market in India is the reduction in household size.  

The size of the average urban household in India decreased from 6.06 in 2001 to 5.5 in 

2006. Increasing annual incomes, more income earners per household, and a shift from 

extended to nuclear families are the primary drivers reducing household size. Industry 

opinions predict that household sizes will continue to decline.  
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Improved Regulatory Environment and Private Sector Support  

 

The Indian real estate industry has benefited from increased involvement from both the 

public and private sectors. Primary drivers from the government have been the relaxing 

of foreign direct investment (FDI) restrictions, increased tax incentives for developers, 

reduced government-related fees, and the repeal of the Urban Ceiling Regulation Act, 

which prevented concentrations of land holding in urban areas. The government also 

created Special Economic Zones (SEZs), which are export-oriented territories that offer 

substantial tax breaks, shortened development approval processes and other benefits to 

property developers. 

 

Changes in the private sector have also added to growth in the industry, including: 

improvements in the quality of building construction; better access to financing; 

international development partners; and the innovation of integrated mixed-use 

ñtownshipsò that incorporate residential, office and retail properties, which create 

substantial public infrastructure. 

 

Boom in the Indian Services Sectors 

 

The large and relatively low-cost, well-educated, English-speaking workforce in India 

has led to a boom in the information technology (IT) and business process outsourcing 

(BPO) service sectors. The Indian IT and BPO industries are expected to grow to as much 

as US $60 billion with more than two million workers by 2010. The rapid growth of these 

industries is a primary driver of the demand for premium office space. It is estimated that  

118 million square feet of office space is to be built in India between 2006 and 2008 to 

serve the needs of these industries.  

 

Improved Access to Financing  

 

The mortgage industry has exploded in India. To meet growing consumer demand, Indian 

banks are offering competitively priced mortgages with longer amortization periods. In 

the recent past, nationally the average term for a mortgage was eight years, today it is 

common to see payback periods of 20 years or more. These longer mortgage terms and 

affordable funding options for homebuyers have contributed to the increased demand for 

housing.  

 

According to the National Housing Board, total housing finance disbursals in 2001 were 

approximately 182 billion rupees, with banks only contributing about 31% of that 

amount. By 2006, annual mortgage lending had increased to 860 billion rupees (372% 

growth in five years), and banks contributed 68% of that amount. The rise in mortgage 

lending from banks shows a meaningful maturation of the Indian economy and the 

housing market, and lending is expected only to continue to grow as the population 

becomes more wealthy and educated. 

 

 



 

Hirco White paper 2007 copyright Hirco Group. 5 

Indiaôs New Real Estate Buyer 
 

Increasingly, Indian consumers are becoming international in their outlook and 

expectations of quality and services. Young professionals interact with international 

customers, advance their education at leading institutions around the world, and travel 

overseas for work. This exposes them to Western standards of living and work 

environments.  

 

A number of other factors also play a significant role in the changing outlook of the 

Indian consumer 

 

The Growth of Media 

  

In 1995, the Indian Supreme Court declared the monopoly held by the state-run 

broadcaster unconstitutional. In no time, hundreds of channels ï including foreign 

networks showing American soap operas, British news, music videos, and movies ï were 

broadcasting in India. Currently, 105 million Indian households have a television and 

60% of those have cable service, offering a new window to the world. 

 

Increased Leisure Travel Abroad 

 

With more disposable income, Indians are embarking on vacations abroad in larger 

numbers. According to Euromonitor, the number is set to double over the next few years 

to 16 million tourists. Australia expects the annual growth rate in Indian visitors of 18% 

for the next 10 years.  

 

More and Better Internet Access  

 

From a low base of 1.2 million in 1998, the number of Internet users in India passed the 

50 million mark in 2005. More importantly, with broadband prices as low as US $5 per 

month, broadband connections are growing at the rate of 20% per month.   

 

Cable television, overseas travel, and Internet access are influencing the tastes and 

standards of a new generation of Indians that is more exposed to what the world has to 

offer. It is a generation that wants its homes and offices to be just as good if not better 

than what they see in the West and they have the rising income to pay for it 
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The Infrastructure Challenge 
 

Availability of reliable and reasonably priced infrastructure is critical for economic 

development, as well as for improving quality of life, particularly in a rapidly expanding 

economy. Indiaôs infrastructure remains the primary challenge to the advancement and 

development of superior real estate. Without question, India has come a long way in 

terms of infrastructure over the last decade, yet there is still much work to be done. While 

the government plans to invest an estimated US $15 billion in infrastructure over the next 

two to three years, this is but a drop in the bucket compared to the projected US $250 

billion needed to improve the power infrastructure alone. While infrastructure receives 

attention in terms of large projects such as dams, expressways, airports ï at the point of 

service, delivery still remains poor. 

 

Transportation Infrastructure  
 

Indiaôs transport sector is large and diverse as it must 

cater to the needs of over 1.1 billion people. According to 

the World Bank, since the early 1990s, India's growing 

economy has witnessed a rise in demand for transport 

infrastructure and services by around 10 percent a year. 

 

However, the transport sector has not been able to keep 

up with this rising demand and is proving to be an 

increasing drag on the economy. Major improvements in the sector are therefore required 

to support the country's continued economic growth and to ultimately meet real estate 

demands.  

 

Indiaôs roads are congested and of poor quality, most highways in India are narrow and 

congested with poor surface quality, and 40% of Indiaôs villages do not have access to 

all-weather roads. The dramatic growth in vehicle 

ownership ï at some 15% a year during the past decade 

ï has reduced rush hour speeds to 5-10 km an hour in 

the central areas of major cities. 

 

Indian Railways is the largest railway in Asia and the 

fourth most heavily used system in the world. It carries 

some 14 million passengers a day and is one of the 

worldôs largest employers. For the city-dweller, the 

train is the preferred mode of commuting due to the intense congestion on roadways. 
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The Mumbai railway system 

probably best exemplifies the strains 

urban transport is under ï 

overcrowding has grown to be a 

compelling problem (4,700 

passengers are packed into a nine-car 

train during peak hours, compared to 

the rated carrying capacity of 1,700).  

 

 

Energy 

 

In the 60 years since gaining its independence in 1947, Indiaôs installed power capacity 

grew from 1362 megawatts to over 100,000 megawatts and provided electricity to more 

than 500,000 villages (Source: India Ministry of Power). However, people in a large 

number of villages have no access to electricity and power supply nationwide is of poor 

quality with frequent power outages, erratic voltage and low or high supply frequency. 

 

With an estimated GDP growth rate of 7 - 8% 

per year, it is estimated energy requirements 

will  grow at a rate of 5.6 - 6.4 % per year over 

the next several years. This growth implies a 

fourfold increase in the countryôs energy 

requirements over the next 25 years and the 

country will face significant challenges 

meeting this (Source: KPMG, India Energy 

Outlook 2007). With new offices, malls and 

power-hungry night shift call centers, the 

supply-demand gap can only get worse. 

 

The table at the left shows the number of hours 

every day various suburbs of Mumbai face outages of electricity. These are planned 

outages due to lack of supply. They do not include unplanned outages.    

 

Water and Sanitation  

 

While India has made good progress in increasing infrastructure for water supply and 

sanitation in both urban and rural areas, it is lagging behind in expanding services that are 

reliable, sustainable and affordable. According to the World Bank, the countryôs urban 

population with access to drinking water considered safe by the governmentôs standards 

rose from about 82% of the population in 1991 to 90% in 2001. The share of urban 

population with access to basic sanitation rose from 43% in 1990 to 61.5% in 2001.  

 


