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India’s rapid growth following the reforms of 1991 has taken place without a concomitant
reform of land markets. The formal role of the State continues to be that of occupying the
commanding heights of the markets and determining their how, what, and where. But two
factors have made this role increasingly unnecessary. First, economic growth has exerted
pressure on land markets to an extent that this role of the State seems increasingly out of sync
with the reality of urbanization, as well as the transition in the rural economy toward nonfarm
employment. Second, the State itself has had to cope with these changes through various
mechanisms, such as benign neglect and strategic enforcement, or through ad-hoc policy
changes to accommodate and facilitate growth. While the State (especially the state
governments) has been responsive to these changes, it has operated within significant

constraints informed by outmoded ideas.

India’s land markets have historically been determined by three major issues. First, land laws
restrict transferability or permit transfers under restricted circumstances. Since land in India
is a state subject, these restrictions vary state by state. In general, the land laws prevent

transfer of agricultural land for nonagricultural uses, transfer of land to nonresidents, or both.'
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In urban areas, the use of land for residential and commercial purposes is greatly restricted.
This arguably has led to high real-estate costs and informality (where new settlements come
up on government land with de facto possession but no legal ownership).” Second, the land
recording system is suboptimal, and so the resultant uncertainty increases litigation.® Third,
land markets are characterized by property-related litigation and administrative delays that
disproportionately affect the poor.* Although the central government as well as state
governments have attempted to improve these problems, their efforts have been slow relative

to the tectonic shifts in the Indian economy in the past three decades.

After 1991, the Indian government has progressively reformed other markets, while leaving
land markets unreformed.” These reforms freed up significant entrepreneurial energy by
removing licensing requirements across many sectors.’ But reforms in other markets, such as

in the capital markets, have significantly shaped developments in land markets. Demand for
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land has increased considerably in urban areas, and this changing composition of economic

activity has led to increasing demand for land-use changes in both urban and rural areas.’

India’s land markets exhibit two important, long-running trends: increasing and widespread
urbanization, and changes in rural land-use caused by a shift away from farm-based
employment. Both pre-date the 1991 reforms, but these trends continue to exist and remain
significant.® I argue that the land-market policies now require a high degree of agility to cope
with the economic transitions underway. I start with a description of the regulation of land

markets before 1991.
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At independence, there was a high-modernist concept of cities that required restrictive zoning
and strict segregation of land-use.” This was to be implemented through municipalities and
parastatal authorities like the Delhi Development Authority (DDA), the institution
responsible for urban development in Delhi.'’ Planned cities incorporated additional
ideological preferences over time, such as low-rise construction and limiting migration and
population density.'' However, a large proportion of towns and cities lacked any plans for
development. Even today, a vast majority of urban centers do not have formal plans for urban
development.'? This has created a two-dimensional pattern of urban growth in India—one
with urban governance institutions in major cities, and the other with rural or quasi-urban

institutions in smaller cities and towns.

Even before 1991, this institutional apparatus produced suboptimal results. The DDA, for
example, has routinely underestimated the population growth and housing needs in the city of

Delhi and missed even these underestimated housing targets throughout its existence.
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Furthermore, the DDA has often acquired land in key parts of the city for development,
removing it from the private market, and then taken years to develop this land even as
demand for property continued to grow rapidly."> As a result, the performance of parastatals,
who have monopoly powers to develop within their area in large cities, has caused

deleterious effects on land prices and affordability within these cities.

In addition to these institutional failures, urban planning has failed largely on its own terms.
Often zoning regulations and building bylaws place restrictions on land-use that result in
significant inefficiencies.'* For example, Byahut, Patel, and Mehta demonstrate how planning
laws led to very low use of private open spaces in the city of Ahmedabad."” Faced with these

constraints, major Indian cities tend to “sprawl” rather than densify, increasing commuting
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times, infrastructure costs, and public safety issues.'® This also exacerbates the lack of

affordability in these cities.

Issues like these have become much more consequential in the last three decades. Large cities
like Mumbai, Delhi, and Bangalore have seen a significant increase in population due to both
natural growth and migration.'” Even though their rate of growth has slowed down in recent

years, the rapid expansion of these cities is significant for two reasons.

First, larger cities contribute disproportionately to economic growth and host close to a third
of India’s urban population.'® The success of these cities, therefore, has disproportionate
implications for India’s growth trajectory. In contrast to nationwide trends, the pace of

. . . . . 19 . .
urbanization in major cities has reduced. ~ Land prices, however, continue to escalate. Real
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estate in Indian cities like Mumbai and Delhi are among the most expensive in the world.*
Indian metropolitan cities have also become key sites for services trade with the global
economy. For example, Bangalore, Gurgaon, and Hyderabad are centers where India exports
IT services. The growth of these services has increased demand for public infrastructure,

office spaces, residences, and cultural ecosystems for educated professionals.

The failures of urban planning and governance now stand in sharp relief to market necessities
as these trends continue. Very high land prices are one piece of evidence. Another is the high
degree of informality and illegal private construction.”' Land-use restrictions, building
bylaws, and setback requirements are often violated, and such violations are tolerated because
they circumvent extremely inefficient use of land.”* This neglect has arguably facilitated the
rapid growth of these cities over the past few decades, and it has also been more inclusive
than sometimes argued. For example, there has been a significant decline in the percentage of
slum population in the country, from 55 percent in 1990 to 30 percent in 2009.>> However,
this strategy of benign neglect is not sustainable. The externalities imposed by improper

planning can quickly lead to urban decay if cities become unlivable. Some scholars have
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argued that though India is becoming more urban, the rate of urbanization has reduced

significantly—and permanently.**

Second, historically, the institutional response to urban growth in these large cities often has
been a model for smaller cities. Delhi’s DDA, for example, became a model for urban
developments in many states and cities. Similarly, the Bombay Improvement Trust from the
1890s became a model for city improvement trusts across the country.”” Institutional
strategies in large cities, therefore, tend to reproduce themselves and direct patterns of
urbanization. Although local variations exist in practice, they must be managed within these

institutional structures.

The last census in 2011 highlighted a significant growth in the number of “census towns”
(towns that meet the criteria of an urban settlement but have not been officially declared to be
urban).? This indicates a speeding up of small-scale urbanization in rural areas. If urban
governance institutions function similarly in newer and smaller cities the way they have in
large ones, inefficiencies in land-use are likely to make these cities progressively more

unaffordable as well.

This places the urbanization process in smaller towns and cities between the devil and the

deep blue sea. On the one hand, urban growth has occurred organically and will continue to
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do so up to a point under this policy of benign neglect. On the other hand, any planning and
infrastructure provisioning will become exponentially costly when the population reaches
critical mass. Once this happens, the positive externalities arising from proper land-use will

be harder to create, and this will provide greater avenues for the extraction of economic rent.

One of the most important questions concerning this dispersed pattern of urbanization is:
What urban governance institutions are likely to best govern land-use in these towns and
cities? The low rate of formal classification of census towns as urban areas (15 percent in
2001) indicates that many of these towns may not see the same kinds of institutional
arrangements that large towns and cities do.”’ Pradhan highlights that 90 percent of the new
census towns that came up between 2001 and 2011 were formerly villages.*® More nimble
governance systems, therefore, will be required to cope with the demand for specific patterns

of urbanization and land-use changes in these census towns.

Rural Transformation
After independence, and then again in the 1970s, land in rural areas was conceptualized as an

important factor for an egalitarian reordering of Indian society.” Therefore, state
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governments passed a huge volume of land reform legislations.?® These reforms, it was
believed, would lead to agricultural modernization and create the economic surplus necessary
for rapid industrial growth. For example, zamindari (the absentee landlord system) was
abolished, land ceilings were imposed, tenants were given de facto ownership, and transfers
of land rights were prohibited.’’ In many states, land leasing was banned and changes to land-
use were highly regulated.’® These laws remain in force today, even though they were mostly
unsuccessful and discarded as a priority almost four decades ago.”> They now mostly exist to

constrain the process of rural transformation.

Rapid economic growth after 1991 has led to an acceleration of urbanization and the
diversification of the rural economy. Close to half of rural incomes now come from nonfarm

employment.®* Activities such as livestock, floriculture, and fisheries have seen the highest
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growth rates since 1991.%° In addition, the increasing indebtedness in rural areas is a sign of
the growing creditworthiness of rural households, further signaling increasing entrepreneurial

ability.*

Lastly, while rural productivity has increased in this period, farm-related incomes have not
grown at the desired pace.’” The market for land in rural areas, therefore, suffers from policy
stasis on two levels: facilitating the changing rural economy and enabling more efficient use

of land in agriculture.

A dirigisme of land laws and institutions is a significant obstacle to both. Nonfarm economic
activities require changing agricultural land for nonagricultural purposes, the use of
residential land for commercial purposes, or both. This process is, however, highly

intermediated by the State. For example, State government revenue officials exercise
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significant discretionary powers over “conversion” of land.”® This creates avenues for rent

extraction and business uncertainty for entrepreneurs.

It is likely that, so far, the process of rural transformation has taken place because of lax
enforcement. Land administration in the rural economy has been nominal, especially as land
revenue from agriculture has become an insignificant portion of State revenues. However,

this might change as the value of economic activities in rural areas increase.

Land laws continue to constrain the free use of land. For example, many states completely
prohibit land leasing, while others permit it in limited cases.’” Many states do not allow
nonagriculturalists to buy agricultural land, while others do not allow non-state residents to
buy agricultural land. Ostensibly these land laws exist to protect farmers’ land rights.
However, in many cases, these laws constrain investments in the productive use of land. For

example, many states prohibit foreclosures of agricultural land, inhibiting credit growth.*
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These restrictions are out of sync with an agrarian economy that is witnessing transformation.
The underlying logic of these restrictions was understandable (even though they were
problematic) when the rural economy was primarily agrarian and farmers had limited avenues
for accessing credit or other investment. However, three decades of economic liberalization
have changed the underlying material conditions in which the rural economy operates.
Financial inclusion and access to credit have expanded, making the rural economy much

. 41
more diverse and complex.

Land-Market Policy

The problem with arguing for less restraint is that land markets have, after all, witnessed
significant dynamism despite the stifling restrictions described above. Urban growth and rural
transformations have been significant in the last 30 years. It is difficult to make conclusive
arguments about the benefits of less regulation given this fact. As discussed earlier, the

complete lack of town planning is not an antidote to overregulated town planning.

It is true that India’s progress in urbanization and agrarian productivity has been slower
compared to many comparable countries.** China and other East Asian economies, for

example, have done better on both. Not all of them have followed the same policies in land
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markets, but their process of attaining sustained high growth involved changes to land-market

policies.*

The fundamental character of the regulatory framework described in this essay is to enable
the State to intermediate heavily in land markets and control development. The current
framework is at odds with market realities, and coping strategies deployed to work through
the restrictions are not optimal. Land-market policies need a fundamental rethink to facilitate
the economic transitions underway. This needs to occur at two levels: reorientation of
regulations toward preventing market failures and development of human and organizational

capital within State agencies.

This is already taking place at some levels, especially in state legislatures and governments.
For example, Gujarat has progressively removed restrictions on the transferability of
agricultural land, making it easier to use agricultural land for nonagricultural purposes.
Recently, Karnataka has enacted similar changes.** Both states have reduced or completely
removed government intermediations in the conversion of agricultural land. In addition, the
ongoing process of land-record digitization is likely to reduce transaction costs in accessing

credit.*’ The central government’s SVAMITVA scheme grants property titles to holders of
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residential and commercial land in rural areas, providing another avenue for collateralizing
land and capitalizing on its value.*® The model land-leasing law by the NITI Aayog proposes
to liberalize land-leasing restrictions on agricultural land throughout the country.*’” All these

initiatives would result in more efficient use and capitalization of land in rural areas.

But much more could be done. The direction of these reforms is positive, but the scope has so
far been limited. While some state governments have made progressive reforms, others have
lagged. Even though land is a state subject, the central government has historically provided
the ideological impetus for state legislations. For example, the Planning Commission made
recommendations for the First Five-Year Plan regarding land-reform legislation, and
incentives were given under the INNURM scheme for the removal of urban land ceilings by
the central government. The current era of one-party dominance may provide opportunities to

expand the scope of changes.

The central government successfully pushed for the removal of urban land ceilings and rent-

control laws.*® In 2016, it enacted the Real Estate (Regulation and Development) Act to
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improve consumer confidence in private developers.*” The Ministry of Urban Development
issued standardized urban planning guidelines to promote more rational use of land. States
have sought to use market-based mechanisms, such as land-pooling and transferable
development rights.”® These steps point to a positive trend in land policy. However, again, the

scope for changes is much larger and the need more imperative.

We must focus on the organizational structure of rural and urban administrative bodies. One
element of this is to overhaul the regulatory framework. Absent this, more capable
institutions will merely deliver on implementing bad ideas. Parastatals that continue to poorly
deliver on urban planning objectives, for example, must be overhauled and new institutional

entity identified. The subsequent step is to add human resources to governance institutions.

Conclusion

India’s land markets are necessary components of India’s economic growth process. Rapid
economic growth has made these markets more dynamic, increasing the demand for land and
changes in land-use. Two major trends that are continuing to take place are urbanization and
rural economic diversification. The current regulatory regime and governance institutions in
land markets, however, are designed to constrain rapid economic changes. A high degree of
state government intermediations continue to characterize land markets, and they have

achieved suboptimal outcomes. Progress has been facilitated mostly through benign neglect

9 Republic of India, “Real Estate (Regulation and Development) Act, 2016 (2016),
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or coping strategies that remain ad-hoc and uncertain. Therefore, there is significant scope for

improving the efficiency of land-use in both urban and rural areas.

While the direction of reforms undertaken by the central government and the states is

encouraging, they should propose a clear road map for facilitating greater efficiency in the

use of land for sustained economic growth.
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