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Interaction with Real Estate Industry Expert Anuj Puri - Key Takeaways 

We recently held an Experts Day during which we interacted with Mr. Anuj Puri, chief 
executive officer of Anarock, and former managing director of consultancy firm Jones Lang 
LaSalle. The key takeaways are as follows: 1. The real estate industry is transforming into a 
regulated, consolidated market with increased efficiency. 2. Residential segment is still 
stressed with an upswing expected only after 18 months. 3. Residential segment expected 
to focus increasingly on affordable housing. 4. Ongoing consolidation in residential 
segment will reduce the number of brokers and developers. 5. Office market is in upswing 
with stable vacancy level and improved market conditions. 6. Rationalisation of retail space 
with Grade C malls expected to go out of business. We reiterate our Sell rating on Oberoi 
Realty with a target price of Rs327 (based on FY20E NAV) and also on Sobha with a target 
price of Rs363 (based on FY20E NAV).  However, we have a Buy rating on Nesco with a 
target price of Rs794 (based on FY20E NAV). 

Residential real estate segment in transformation phase: Mr. Puri highlighted in his 
presentation the sharp transformation happening in the residential real estate segment. From an 
unregulated, fragmented and highly inefficient segment, it is expected to transform into a regulated, 
consolidated and efficient market. The key aspects of the transformation are: 1. Increased market 
transparency with a regulator in place. 2. Industry expected to consolidate with marginal players 
unable to cope with regulations, raising finance and bringing in efficiency to remain competitive. 3. 
Demonetisation has fast tracked eradication of black money in real estate sector.    

Residential realty segment to remain stressed for another 18 months: Absorption continued to 
show a decline in CY17 with a fall of 15% YoY in units sold. With slowing launches, total inventory 
has started to decline, but with weak demand and lack of investors oversupply is expected to 
maintain pressure on prices. In an interesting discussion, Mr. Puri highlighted that in the past six 
years (2QCY09- 4QCY16) the value of residential property under construction increased to 85% of 
total property under construction (residential+office) compared to only 49% in 2QCY09, thus 
creating oversupply in residential housing space. Real Estate (Regulation and Development) Act or 
RERA has been the biggest game changer in the residential space with focus on timely delivery 
and creation of an escrow account. There is a rising shift towards affordable housing even among 
developers who have historically focused only on premium housing (e.g. Oberoi Realty). Further, 
more and more developers are entering into development agreement with landowners to develop 
and sell the project, thus reducing the risk.       

Improvement in office space dynamics: Mr. Puri highlighted that with a sharp correction in 
rentals and lower addition to the inventory in the past eight years, the demand-supply imbalance 
has largely been corrected. The current rentals are approximately 40% -50% lower than the rentals 
in CY09. The vacancy level has reduced from approximately 18% in CY13 to 14% in CY17. He 
expects stable vacancy level and rising market activity which will lead to further improvement in 
fundamentals of office space. Interestingly, it was pointed out that approximately 40% of the office 
space has been leased to US-based companies. Therefore, US President Mr. Donald Trump’s 
policies on outsourcing will govern the leasing pattern in future. .   

Rationalisation of retail space: The mall space has is witnessing rationalisation of space with 
approximately 4.8mn sqft having been withdrawn from 28 malls during the period CY09 to CY17. It  
has been observed that while in Grade A malls the vacancy level is less than 10%, the vacancy 
levels in Grade C malls exceeds 40%, going up to 71% in Bengaluru.    

We maintain our negative view on the sector: Weak sales together with rising cost pressure 
may be compounded by negative news flow arising from implementation of RERA and Insolvency 
& Bankruptcy Code. Likely further decline in residential real estate prices together with rising costs 
will add to the pressure on stock valuation. We have a negative view on the sector and therefore 
assigned Sell rating to Oberoi Realty with a target price of Rs327 and to Sobha as well with a 
target price of Rs363. However, we have a Buy rating on Nesco with a target price of Rs794. 
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DISCLOSURES 
 

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a 
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also 
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.  
 
NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have 
different or contrary views on stocks and markets. 
 
NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in 
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or 
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the 
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject  
company at the end of the month immediately preceding the date of publication of this research report. 
 
NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the 
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other 
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an 
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject 
company. 
 
Analyst Certification: I/We, Amit Agarwal the research analysts, and Mr. Akash Mehta research associates are the authors of this 
report, hereby certify that the views expressed in this research report accurately reflects my/our personal views about the subject 
securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be 
directly or indirectly related to the inclusion of specific recommendations or views in this research.  The analyst(s) principally 
responsible for the preparation of this research report and has taken reasonable  care  to  achieve  and  maintain  independence  and  
objectivity  in  making  any recommendations.  
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Disclaimer 

Stock Ratings Absolute Returns 

BUY  > 15% 

ACCUMULATE  -5% to15% 

SELL  < -5% 

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not 
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain 
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs 
of the reader.  

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to 
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated 
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their 
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where 
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or 
licensing requirements within such jurisdictions. 

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, 
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its 
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained 
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to 
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report 
should rely on their own investigations.  

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and 
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and 
would be happy to provide information in response to specific client queries.  

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice 
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of 
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in 
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the 
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability 
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it 
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special 
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.  

Copyright of this document vests exclusively with NBEPL.  

Our reports are also available on our website www.nirmalbang.com   

Access all our reports on Bloomberg, Thomson Reuters and Factset. 
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