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Sanjay, could you give me a brief overview of the
real estate industry?

It’s probably the second oldest industry and largely
a service-based business. There are predominantly
five stakeholders. One category is occupiers of real
estate—it could be a corporate occupier, manufac-
turer, an office, a retail outlet or even a warehouse.
Then there are developers of real estate, who build
real estate assets for the occupiers. The third category
is investors, people who provide capital—they largely
comprise various funds, financial institutions, sover-
eign funds, high net-worth individuals and corpo-
rates with surplus money. The next stakeholder is the
government; the industry requires regulations and
bylaws, so the government in every country plays
a very big role. The last stakeholders are firms like
us who act as advisors to occupiers, investors and
developers or as intermediaries to these people to
conclude transactions.

How has the industry changed in the last decade?
In India, not only the pace, but the quantum of change
has been significant. Reason: until 1997, international
players didn't provide these services. Mainly, they
were being self-performed by stakeholders or were
being offered by extremely unorganised, unskilled
players. In 1997, a few international people came in
after FDI clearances. So, in terms of professional real
estate services, the industry is only 20 years old; in
the US or Europe, these industries have existed for
close to 200 years.

In the early 1990, the industrywas not information-
rich—a consulting business cannot really analyse
or give suggestions without a mine of information.
In the last 20 years, a significant change has taken
place as we have the data now. Still, there are huge
gaps because it’s a large country. But, as a result of
information-led processes, stakeholders are becom-
ing more aware of the overall impact of this asset
class. The government is also realising that this is a
very important piece in the overall GDP story, from
growth as well as the development perspective. And
the linkages with infrastructure make it even more
critical for a country like India.

There are two more big changes. One, it is follow-
ing a demand-supply pattern—demand by users, not
investors, and supply by stakeholders—by develop-
ers. Two: real estate has been getting linked to other
economic activities. If there is a general slowdown in
consumption, real estate is getting impacted because
there is only limited consumption capital. Compared
to any mature market, one would say there’s still a lot
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to be desired. But the direction in which
this is moving is quite noticeable.

What, according to you, is the correct
way of valuation?

Valuation is a domain where only experts
can give their views. But I'll share with you
the common terms. There are different
ways of doing valuations. First, is by way
of discounted cash flows, where you can
find out if an asset will have an income

stream or not. For instance, if it's a hotel,

you can assume its room and occupancy
rate. Then, do the future cash flows, dis-
count them back at an approximate cost
of capital and arrive at a value. The only
care to be taken is to have a significant
history of data. In Hong Kong, you can
forecast rental values based on future
demand and supply, which is all clearly
documented. In markets like India, that’s
a challenge—there is no history of data.
The second method of valuation is by
calculating the replacement value [value
at which an asset would be bought or
sold]. Again, it can work in mar-
kets where there is a trading
history. Third: as-
sessing reported
transactions, the fre-
quency of transac-
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it is absent altogether. So, it gets exploited,
which is not very investor-friendly.

So, | deduce that institutional support is
also very weak. How do you think indus-
try bodies could act?

Real estate doesn’t have an industry body,
to begin with. I have been saying in con-
ferences that real estate is the most over-
governed or over-regulated industry and
the most inefficient. The only challenge is
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the market. Again, that is an issue in In-
dia as most transactions go unreported
due to little institutional activity. Add-
ing to the problem is stamp-duty rates
and non-transparency in the registra-
tion process. To sum up, it’s a challenge
to arrive at the right method of valuation
in India. Unfortunately, the government
has also not addressed this issue—valu-
ation guidelines, principles and licens-
ing processes, which would have helped
everybody value assets in the same way,
do not exist in this country.

Could you elaborate on these set princi-
ples and guidelines?

By set principles, I mean standardisa-
tion. India is probably the only country of
this size that doesn't have a measurement
standard. Here, every developer has his
own (standard) and a new developer cre-
ates his own. Though the government is
not required and industry bodies can do it,
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at least 40 touchpoints between acquisi-
tion of land and construction on it. Now,
these touchpoints breed inefficiency that
results from leakages and corruption. So,
this has to be reduced. Thus, a single body
is needed that represents the views of all
the stakeholders.

Which economy do you think has the
best regulation?

The best that I've seen is Hong Kong. But
that may not be the best example because
it's a city-state. The US has good room for
everything. It works and protects the in-
vestor. During the global financial crisis,
American banks overleveraged in terms
of mortgages. But that was not the in-
dustry’s fault—that was when banks got
adventurous. But, in terms of regulation,
I think it’s pretty good. I even like the
China model.

Back to India. Who is your competition?
There are three large firms and then, there
are three or four not-so-large firms. The
first three are glo-
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bringing it under some federal regulation.
Considering the contribution this indus-
try makes to the federal economy, GDP
growth and also to job creation, I think
one has to relook at that. You don’t want
a Sebi, but you certainly need a Trai kind
of recommending, advisory body, which
really represents the whole industry. To
cite a case, the land reforms subject has

bal firms, and the
next four are bou-
tique local firms.
Real estate is a lo-
cal subject. Even in
markets like the US,
where there is huge
maturity, you'll al-
ways have a lot of
boutique local firms
that would have

a market share of
more than 50%. So, competition is tra-
ditional firms that compete with each
other. Additionally, a lot of clients still self-
perform—in countries like India, there
are still corporates who think that they
don't need professional advice.

Customers being the determining force,
how do you design value for them?

It depends on who your customer is. Value
is measurable and one has to look at it
from a long-term perspective. Whether
you're advising an occupier or a developer,
if you’re not able to give them an analysis
of the long term then you're not doing a
good job. Also, unfortunately, this real
estate market—unlike equities or debt—
sits with you for some time because the
entry and exit process and even the cost
is significant. So, you need an advisor:






