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Abstract: The boom of the real estate has been a motivating force
for economic growth in India since past few years. However, the real
estate market in India is still in the embryonic stage and juvenile. In
context of the real estate projects it is a general situation observed
that such projects cannot meet the target as the Indian real estate
companies are deficient of scientific management technology to
confront the risks. The purpose of this research is to identify the
main problems and challenges of risk management in the Indian real
estate companies to explore solutions for risk management. This
paper gives a panoramic view of framework for risk management in
real estate sector through critical literature review, finding the
critical risks associated with the residential real estate sector as it is
very important to take decision regarding the risk management in
the real estate sector by the decision makers.

Keywords: Risk Management, Real Estate

I. INTRODUCTION

“Real estate” one of the only perennial and traditionally
preferred asset class and also with the inborn desire of
Indians to own a house, this sector has become a natural
choice for the excesses to be invested. This sudden spurt in
demand caught the fancy of investors globally. The real estate
sector in India obtained greater prominence with the
liberalization of the economy, as the consequent increase in
business opportunities and labour migration which has
provided a framework to rising demand for commercial and
housing space. The boom in the real estate and construction
sectors are purveying a crucial role in the overall
development of India’s core infrastructure.

The Indian real estate sector has traditionally been dominated
by a number of small regional players with relatively low
levels of expertise and financial resources. Historically, the
sector has not benefited from institutional capital; instead, it
has traditionally tapped high net-worth individuals and other
informal sources of financing, which has led to low levels of
transparency. Today, the real estate industry’s dynamics
reflect consumers’ expectations of higher quality with India’s
increasing integration with the global economy. The
importance and urgency of understanding the performance of
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risk management is due to fast growing economy. This study
drives a panoramic view of the operations of real estate
market sector in various property segments, the risk
challenges it faces and its prospects.

II. NEED OF STUDY

Investment in property is believed to be the smartest move as
chances of loss is comparatively negligible. Real estate sector
is also called as revenue generating sector. Indian real estate
sector is one of the most beneficial industrial sectors in the
country through the employment opportunities in construction
or the contribution towards the GDP. The new government as
well as the relaxed policies pertaining to foreign investment
or the entire construction industry will definitely be able to
pull in more investors and buyers too will have a good range
of options to choose from. From the last few years there has
been an increasing demand of real estate market which
according to some experts will lead to the strong growth of
India. It is forecasted that India will share a GDP in the world
from the current 6% to 11% in 2015. This will make India as
a third pole in the global economy after US and China. (86).
The study aims at providing a panoramic view of the risks in
real estate sector and investigates the slow pace of real estate
market identifying the key drivers that lead to the risk.
Managing risks involves creating awareness of uncertainties,
assessing the risks, managing the controllable risks and
minimizing the uncontrollable risks by allocation.

The importance and urgency of understanding the
performance of risk management is due to the highlighted
fast growing Indian economy. This research explains why
risks have mushroomed along the real estate investment
process and focus on the Indian characteristics. The main
objective of the paper is to identify the most critical risk and
risk factors in real estate projects.

III. CRITICAL LITERATURE REVIEW

Let’s have a look at some of the positivity that actually
improved and beautified the cracked face of the sector. The
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literature review is carried out about the various factors to
identify the key driving factors of the real estate industry.
Hartzell et al. (1992) utilized a statistical methodology to
estimate the total market value of real estate by property type
and geographic location by dividing the property types in
various subgroups i.e. commercial, residential and industrial.
[4]

Cannon et al. (1995) examined the possible agency problems
in Real Estate Investment Trusts (REITs) by contrasting the
performance, structure and compensation of the two REIT
forms from 1987 through 1992. Results show that ‘‘self-
administered’” REITs outperformed ‘‘advisor’> REITs over
the sample period even after adjusting for their greater market
risk. 7

Geurts et al. (1996) provided an explanation of problems i.e.
first, naive diversification strategies have not always proven
to yield sufficient risk-reduction results, secondly the question
of the optimal allocation of real estate in International
portfolios has not yet been resolved and finally a number of
studies have found that investors seem to bias their
investments towards the domestic country, despite the
prospects of significant gains to diversifying internationally.
This phenomenon has come to be known as the ‘‘home asset
bias.””!"?!

Chau (1997) studied research papers on Asian real estate
markets published in 17 real estate selected academic
journals. Characteristics of these studies were identified and
future directions of research are speculated upon. 22!

Wu (2000) and Zhang (2000) examined the variables like
economic globalization, marketization and privatization in
the arena of urban land and housing. The work also explores
the implications for the urban planning and real estate growth
in china’s urban development .It also examines the salient
features of the transitional economy with respect to land and
housing reform. "% 41

Mills (2001) suggested systematic management approaches to
risk. He discussed the allocation of risk and suggested that
risk needs to be identified and managed early in the
procurement process by demonstrating the effectiveness of
systematic risk management. "

Chen et al. (2003) captured different levels of market risk as
it is necessary to identify and measure the factors leading to
this uncertainty. He also worked out to raise important issues
that need to be debated in considering the risks of investing in
different countries. The work forms a basis to the future work
that should include more prospective assessment of market
risks and extension of the analysis to a subnational city
specific level. !

Dixon (2005) assessed the impact of information and
communication technology (ICT) on real estate. He
deconstructed the myths of the “death of real estate” and
“productivity increase means jobs loss”, in relation to office
real estate. ¢

Blundell et al. (2005) developed a practical way for managing
risk in property portfolios. The approach adopted was to
identify the factors that cause volatility in property returns.
They presented a risk profile for individual property portfolios
showing their relative exposures on the different risk
dimensions. """

Hoesli et al. (2005) and Lorenz et al. (2006) addressed the
issue of uncertainty in valuing real estate to incorporate the
uncertainty of valuation parameters. They also contributed to
the debate about valuation variation and the margin of error
in valuing properties !'*I**!

Motawa et al. (2006) proposed a fuzzy system to maintain the
estimation of likelihood of occurrences of a change event in
construction works which is a risk associated during project
lifetime. "

Kryvobokov (2006) identified the list of statistically
significant location attributes, which are the most important
for market value of real estate in countries with well-
developed markets. These lists of important location
attributes can be used for practical specification of the
valuation models for urban land and other real estate in
countries where the market is underdeveloped, to increase the
degree of objectivity and market orientation. ¥

Ling (2007) investigated how foreign firms manage financial
and economic risks when operating in China’s construction
industry. They identified the types of financial and economic
risks foreign firms face and the frequency and severity of
these risks. Finally they recommended a risk management
framework that can be adopted by foreign firms to mitigate it.
[26]

Junying et al. (2007) identified the key issues and challenges
in risk management and insurance in the construction
industry of China. Accordingly, an organizational learning of
a risk management model is designed and proposed as an
organizational learning process through collaborative
teamwork to improve risk management and create a learning
organization. *’!

Jiang et al. (2007) and Chauhan et al. (2014) proposed
various risk factors and also demonstrated quantitative model
of evaluating risk of a real estate project and the weight of
each risk factor by using AHP and the sensitivity analysis of
the influence of one factor or more factors combined on the
real estate project has been made. 215!

Newell et al. (2007) reviewed the real estate markets in India
and assesses the risk-adjusted performance and portfolio
diversification benefits for the real estate markets (office,
retail and residential) of New Delhi and Mumbai (two largest
cities in India) over the 1998. "*!

Kaiser et al. (2008) classified and evaluated risk by its impact
on the various components of portfolio returns. These risks
were considered in the strategic contexts of core, value-added,
and opportunistic investing. Examining the interplay of risks
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revealed a particularly high concentration of risks in the
opportunity fund arena. ¢!

Tan Bee Khim (2008) studied the factors to determine the
relationship between investor’s investment satisfaction,
investor’s behavioral factors to gain some insight of
investor’s reinvestment intention and real estate investment.
[46]

Mallick (2009) provided an understanding of economic and
structural changes in private investment in the Indian
economy. He addressed the short term and long term trends
in private investment at the aggregate, sectoral and sub-
sectoral levels and their contribution to the growth of private
investment in India. 1**!

Yang (2010) discussed the foreground of the real estate
enterprise and the course of developing the information
technology. He has analyzed the contents and essentiality of
the customer relationship management. There are so many
difficulties and risks in the course of customer relationship
management implementation which can provide a basis for
further study. "

Gill et al. (2010) carried out a surveyed investors to find out
the factors that affect the direct investment abroad by
examining the perception of risk factors that may hinder the
direct investment in Indian sector. He also discussed several
techniques by which investors can mitigate foreign direct
investment risk in India. He also pointed out several
techniques by which investors can mitigate foreign direct
investment risk in India and gave some suggestions to
overcome the challenges. **!

Mazumdar (2010) presented the overview of the Real Estate
Market and the Indian Construction Industry along with the
Macroeconomic parameters pertaining to the Indian Economy
and demographic patterns affecting the real estate sector. He
also presented the entire overview of the real estate sector
pertaining to the market scenario, market segments of the real
estate and the growth drivers in context of the Indian
scenario. Moreover, policy and regulatory framework and
road ahead in the real estate sector is also highlighted. **!
Bansal et al. (2011), presented a panoramic view of the
operations of Indian real estate sector in various property
segments, the challenges faced by the sector and its prospects.
171

Demong et al. (2011), Li et al. (2014), Parekh (2015) and
Wang et al. (2013) suggested a number of risk factors and
risk sources that contribute to the level of dynamic risk
prediction, which is dependent on what takes place from the
initial investment to the later stages of the real estate
development in various sectors including the residential real
estate business, P2I12313411401

Wang et al. (2012) outlined few important reasons why the
Chinese real estate market is probably one of the most
important markets in the developing. They studied that firstly
China is the second largest economy in the world. Secondly,

it has about 19.2% of the world’s population. Thirdly, China
has a political system, legal environment, and culture that are
dramatically different from that of the Western world. Fourth
and most importantly, China is a place that has experienced
both a dramatic growth in its real estate markets and a huge
increase in real estate values during the past decades. These
provides a great laboratory to examine some important issues
that cannot be analyzed using data from mature economies.
[17]

Zysko (2013) analyzed the factors of price forming of real
estates in terms of land and secondary apartments like price
of land, distance from premises access from the fast roads and
proximity of green areas. !

Wen et al. (2013) analyzed the real estate investment risk and
general rules, causes of the risk of investment. They have
objected the factors in macro and micro point of view of
investment. 7!

Green (2014) discussed the risks concerning to any business
venture and that may be of any type, may it be related to
environmental risks. He dealt with Vapor intrusion as
relevant business concern, environmental concern and risk
concern in real estate transactions and where property serves
as security in a loan transaction. %!

V .Chandrasekhar attempted to serve the background note on
the global real estate market and cycles. He provided an
overview of the real estate cycle and market dynamics therein,
and explored the imperative indicators which affect the real
estate cycle. He also made an effort to provide general
information on dynamics of a real estate cycle. */P*

Himadri et al. analyzed the market forces that impact the
dynamics of Indian real estate ecosystem by the driving
factors: extrinsic and intrinsic factors. *!!

IV. MAIJOR FINDINGS OF THIS LITERATURE REVIEW

The real estate developers have to deal with all kinds of risks
and still there is no proper risk management technique and
still if we don’t identify the solution for this the investors
from real estate will be exhausted. Such disturbance will
influence the correct investment decision making. The Indian
real estate industry changes their business environment which
generates huge amount of new risks in industry. Hence it is
required for Indian real estate companies to manage the risks
in a more scientific and structured way. Figure 1 shows the
historical development of real estate from the reviewed
literature. Hence it is important to identify how to integrate
risk management and how to make the effective use of the
risk management into Indian real estate industry, for
enhancing the Indian real estate sector competitive edge and
survive in such a transformational period.
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HISTORICAL DEVELOPMENT RELATED TO THE
LITERATURE REVIEW

NUMBER OF LITERATURE REVIEW

2007 RN

20

2010 A -

Fig. 1. Historical Development of Real Estate Development
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The risk factors are shown in the framework in the figure 2.
About 91 risk factors have been identified and distributed in 8
different groups as follows:

Urban planning

Regional planning

Publicintervention

Demographic risks

Tenants concentration

Community acceptance

Social security

Cultural compitibilty

Immoral developers

Customer relationship mngt risk

RISK FACTORS IN

REALESTATE Political risks

Partnership risks

Regulatory risk

Non political force majure risk

Permit and approval risk

Change in zone risk

Laws and regulations

Contractual risks

Retaining the employees

Change in building bye laws

Change in taxation code

Change in accounting rules

Fig. 2. Integrated Framework for Assessing Factors Affecting Risk Management in Real Estate
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Fig. 3. Integrated Framework for Assessing Factors Affecting Risk Management in Real Estate
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Table 1.

REPRESENTATIVE
REFERENCES

Risk Identification Criteria for the Risk Management as per the Literature Review

RISK FACTORS

APGAR (1976)

CLAURETIE (1988)
HARTZELL ET AL. (1992)
CANNON ET AL. (1995)
CHEN ET AL. (2003)
DIXON (2005)
BLUNDELL ET AL. (2005)
HOESLI ET AL. (2005) ,
LORENZ ET AL. (2006)
KRYVOBOKOV (2006)

KE ET AL. (2007)

LING (2007)

JUNYING ET AL. (2007)
JIANG ET AL. (2007)

CHAUHAN ET AL. (2014), LI ET

AL. (2014), PAREKH
(2015) ,WANG ET AL. (2013)

KAISER ET AL. (2008)
SHIWANG ET AL. (2009)
YANG (2010)
BULLOCH(2010)
BANSAL ET AL. (2011)

High leverage risk, decentralized products/market, market downturn, interest risk,
prolonged contractors strike, competition risk, site characteristics, political risks,
environmental risks

Geological conditions

Geographical Location risk, property type risks

property type risks, type of REIT

Market risks

Information and communication risk

Portfolio risk, tenant concentration, asset concentration, location concentration

Cash flow risk

Demographic risk, efficiency risk of client, urban planning risk, cultural compatibility
risk, accessibility and evacuation risk

Financial risk, contractual risk, local taxes risk, cash flow risk, interest risk, delay in
payments, total value of the project, immoral developers, reputation, financing strength
of developers, bargaining power of the developer, laws and regulation, inexperienced
developer

Fluctuation in foreign exchange, inflation risk, interest risk, defaults by contractors,
labour and market price fluctuation.

Insurance risk

Market competition, land price, material price, construction technique, social purchasing
power

Incomplete design risk, Inappropriateness of specification, Uncertainty of Material
unavailability, Ineffective Design updating, Checklist & methodology problems,
Information and communication risks, Accidents, Site condition in appropriateness risk,
Faulty designers and construction, Multiple functionality, Duration, Interest rate ,
Property type, Market liquidity, Currency conversion, Demand and supply, Debt risk
Liquidity risk

Portfolio risk

Customer relationship management

Information

Change in zone risk, change in accounting codes, customer relation
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V. CONCLUSION

Indian realty sector is one of the most important industrial
sectors in the country. Be it employment, activities or the
contribution towards the GDP, the real estate sector in India
gives away a good part to the government as well as the
individual housing as well as the commercial sector. Control
the identified attacks effectively, require further research.
Hence it is important to identify how to integrate risk
management and how to make the effective use of the risk
management into Indian real estate industry, for enhancing
the Indian real estate sector competitive edge and survive in
such a transformational period.
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