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Multiple Headwinds 
We hosted ‘Real Estate - COVID 19 Challenges and Opportunities’ call with 
JLL India CEO and Country Head Mr. Ramesh Nair. The key takeaways 
include (1) Strong office fundamentals with low vacancy and limited new 
supply (2) Occupiers still committed but lease decision getting postponed by 
few weeks (3) Work from home can take away 7-8% office demand (~3mn sqft 
annually) (4) Rental pricing may remain muted, mark to market opportunity 
may get repriced lower (5) Retail worst hit as occupiers asking for rent free 
period until lockdown (6) Landlords want minimum guarantee, occupiers 
asking for revenue share, some compromise may happen (7) LRD hit to be 
borne by landlords, if any (8) Residential real estate to bottom out by CY20E 
(9) Consolidation to increase further (10) Force majeure difficult to implement, 
out of court settlement, one on one negotiated settlement way forward. We 
remain positive on mixed used plays with strong balance sheet. DLF & Oberoi 
are our top sectoral picks.          
Office the most resilient asset class with muted headwinds 
 CY19 recorded robust net absorption of 42mn sqft. Whilst pre COVID the 

market was expected to maintain growth momentum, lease commitments 
may see 4-5weeks of postponement now. US/EUROPE constitute 2/3rd of 
lease demand and with high COVID impact in these geographies, Indian 
CY20 demand may see weak outlook. Office assets are the least volatile 
amongst other asset classes and with high global volatility, may see 
increased interest once recovery pans out. Offices with high dependence on 
critical business activities may continue to see good demand. Retail will be 
worst impacted as force majeure may not work and land lords will likely 
take the hit and pass on abatement to occupiers (~8 occupiers control 70% of 
leasing). About $330bn of dry powder is available for deployment once pent 
up demand emerges in 2HCY20. Industrial assets are seeing good demand 
from warehousing and e-commerce.        

Force majeure, difficult to implement  
 For leased offices, landlords believe that force majeure does not apply as 

space is fit to use, occupier services are still functioning there, data 
processing is happening. Employees are not able to sit and work in facility is 
beyond landlord control. Lawyers are preparing white papers with their 
views. Retail assets dynamics are slightly different. The retailers have 
reacted the fastest given that it is a low margin business. Landlords are 
willing to sit and discuss.     

Residential markets different vs GFC crisis, may bottom out by CY20 end 
 The residential markets are much different vs the 2008-09 GFC crisis. We 

have buyers market now, demand is end user driven, FDI is largely non-
residential, land prices are expected to correct further and developer’s 
margin has contracted. Govt support on affordable housing and CLSS 
scheme has aided demand. Though luxury and super luxury will see more 
delayed demand recovery. Interest rates at all time low, LTV is conservative 
at 75-80% vs 95-105% during GFC crisis. NBFC crisis priced in.     

COVID-19 scenarios, expect aggregate 29.2/49.6% cut in FY21E EPS 
 We have built in two scenarios for FY21E earnings sensitivity. Scenario 1 – 

one month complete lockdown with another two months time for full 
recovery and Scenario 2 – two month complete lockdown with another four 
months for full recovery. We expect partial lifting of lockdown and slow 
reverse labor migration to sites. Supply chain will also take time to revive. 
Stay with strong balance sheet companies. DLF & Oberoi Realty our 
preferred picks.   

Company 
MCap 

(Rs 
bn) 

CMP 
(Rs) 

Reco. 

DLF 337.6 136 BUY 

Oberoi Realty 118.8 327 BUY 

Prestige Estates 75.7 189 ADD 

Brigade Enterprises 26.8 131 ADD 

Sobha Ltd 16.8 177 BUY 

Kolte Patil 9.1 120 BUY 
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Office – strong fundamentals, near term headwinds  
 Market fundamental are strong with very low vacancies and very limited new 

supply coming up to 2022.  There is not enough supply to meet the current demand. 
Occupiers are not reacting or not reacting in a kneejerk manner. 

 Occupiers are committed, but have postponed major leasing decisions by at least 
four weeks. Deals have stopped but not cancelled. 

 Tenants have all started evaluating force majeure asset class; they are beginning to 
start thinking about rent abatement. Tenants do not want to take possession in this 
period for obvious reasons. Tenants are still committed to do deals and negotiations, 
but are pushing to defer the rent commencement date. 

 Corporates will create greater ability to work from home globally. This is definitely a 
trend which we are going to see. 

 Significant amount of migrant labor which is mainly involved in the construction 
activities will migrate back to their native places, and stay back, even if the situation 
improves slightly in the next 15-days. What we saw on demonetization, once these 
migrant laborers go back, it takes at least two and a half to three months to kind of 
get them back. So overall construction activity in the real estate sector will get 
delayed. 

 One thing we are seeing is that fit-outs are also getting delayed because a lot of 
furniture and hardware supply chain issues from Southeast Asia and China, as a lot 
of it is manufactured in Southeast Asia and China. 

 Co-working for some of the players has already started, leading to them asking relief 
from landlords. A lot of companies are saying if you want to work from home, we 
are willing to set it up for you for things at home too.  

 Over the last few years, the main concept was densification. We believe it's going to 
become the opposite going forward, which is de-densification and cellularization will 
happen. 

 China went through the stress for 8 to 10 weeks. China is then 6 to 8 weeks at least 
ahead of us right now, and about 70% to 80% of the workforce is back in the offices. 
Everyone is wearing a mask. Surprisingly, Chinese companies are very active. They 
feel this is the best time for them to get the best deals in the market. The MNCs in the 
Chinese market are being conservative on their real estate strategies. Big Chinese 
occupiers see this as a window of opportunity to enter the market. 

 Landlords are open to discuss early renewal to ‘extend and blend’ their lock-in 
period with tenants. Early days, but rents have started dropping. A lot of 
conversations are happening but transactions have not started happening, but again, 
it is a two week story, people have just come back over the last two weeks. 

 Typically, in these kind of situations, we have seen developers and landlords feeling 
the effect in around three months when occupiers kind of come back to renegotiate 
terms and when demand will start dropping. 

 Anyone who has an expansion plan and who are not driven by event date have 
pressed the pause button, unless they have an event date. Landlords are willing to 
start discussion or willing to crack deals because the more time one gives tenants to 
decide, it is going to take longer.  

 JLL expects tenants to be a little more reluctant to accept increased rentals when 
renewals come up over the next one year or opt for lease restructuring and cost 
saving like one we saw back in 2008-09. 
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 In the long run, JLL expects accelerated adoption for work from home policy. Space 
utilization metric will reduce density basically with people getting worried about 
limiting the transmission of diseases.  

 Stronger demand for buildings with sustainability and wellness features, growing 
importance of high quality property and facility management becomes all the more 
important. Occupiers may look at splitting up offices. The trend so far has always 
been consolidating. But going forward occupiers will look at splitting their offices.  

 Business Continuity Planning to become a regular and forefront activity within every 
organization. But we feel the asset class which will recover the fastest once this 
outbreak is under control would be the office sector.  

 We feel newer demand sectors emerging like medical technology, health analytics, 
online education, and data centers, gaming, pharma will grow faster, and FMCG will 
grow faster.  

 We also feel corporates from Europe and China may see India as a BCP destination, 
there may be a few companies who may want to surrender offices because they have 
lost contracts from the impacted regions.  

 There could be co-working operators who are not so strong, there were like 400 co-
working operators in the country who will want to surrender spaces. Commercial 
lease renewals might also see an increase now that companies are not wanting to 
kind of invest in more CAPEX.  

 We feel flexible spaces will look beyond CBD also which is looking at different 
neighborhoods all across. Space per person which was reducing over the years will 
see an upward trend keeping in mind social distancing and the concept of 
consolidation may be reviewed and similar operations may be replicated in different 
zones within the same city. And there will obviously be more budget on safety of 
employees.  

 We have seen the overall supply situation reduced because typically there is not 
much of supply which is coming in the first quarter; supply was down 36% in the 
first quarter. And because supply was limited and we have seen whenever good 
quality supply comes, demand also picks up, the net absorption was also down 
nearly 30%. 

 

Residential different vs GFC 2008-09, may bottom in CY20  
 In Residential, we saw in the first quarter (1QCY20) that launches were down 3% and 

sales were down 29%. The market is much different now vs 2008-09. Today, the 
residential pain which has been continuing for the last five years is a lot more 
realistic. The nature of the market back in 2008 was a market driven by sellers. 
Today, the residential market is already very buyer-driven. 

 Home loan rates back then were getting into the 9% to 10% mark. Today, the home 
loan rate is in its early 7%.  

 The government has done a very good job at least with regards to the affordable 
housing in terms of tax policies. Back then the markets were very, very driven by 
speculators and investors. Today, the speculators and investors have totally moved 
out. 
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 And look at the market back then today from a relevancy point of view. Back then 
every developer was doing a super, ultra, luxury, three bedroom, four bedroom 
apartments, back then they were doing vacation homes and senior homes and all 
kinds of different fancy concepts. Today, developers have become a lot more realistic, 
doing affordable homes, right sizes. So a lot more relevant projects happening. 

 Residential demand is very local in nature. Back then in 2008-09, there was a lot of 
FDI money which was fueling residential land prices especially. That has dropped 
significantly. Most of the institutional money, FDI which has come into India has 
gone into office and asset classes like industrial.  

 Again, if one looks at the construction finance and the dependence post IL&FS on the 
NBFCs has been very limited, at one time nearly 80% of construction finance which is 
non-LRD was taken from NBFC. That has significantly kind of come down. 

 LTVs in 2007-2008 even touched 105% and there were people doing 95% LTV rates 
for homebuyers. Today, it is a lot more seen as 75%, 80%. 

 Lease rates will have to be aligned to Interest rate cuts, which SBI and HFCs have 
announced, or there will be massive amount of refinancing happening and balance 
transfers happening towards SBI. 

 Rentals are expected to improve. Prices will have to correct in the residential space. It 
is tough to predict by how much exactly right now given that we are just two weeks 
into it. Now, these are all the positives. 

 Obviously, the big negative is the economic uncertainty, leading to job uncertainty, 
leading to delay in buying decisions. It is common-sensical, but the good thing is 
because prices have dropped, affordability has also increased. 

 Ready to move in will be preferred. Real estate as an investment class would again 
further come down. The buyers would be all home buyers who are end users. For 
bigger size apartments of more than Rs 10mn, the troubles will continue. Developers 
who are able to offer the right price at the right size and right quality will obviously 
do well.  

Outlook on Investment and Capital Markets 
 H1 is definitely going to be a slow period, not much of investment activity which will 

happen, a lot more time will be spent on due diligence. Today, there is no practical 
ability to execute deals given that the deal makers are in different parts and nobody 
is sitting face-to-face which means there would be extended transaction timeline. 

 People are trying to connect using technology, but that is going to take some time. 
Institutional investment side; the hospitality and the retail sector will get hit. Cross-
border investments will also get hit. Interest rates, currency fluctuations will make 
cross-border even a little more wary of investments. The above will lead to investors 
taking more time to price, discovery and underwriting projects. 

 Lenders today are struggling to price assets given how the market is. But liquidity of 
global supply of dry powder of credit is still very high. People typically in these kind 
of situations, what we saw in 2008-09, run towards income stability, basically which 
means less variability in contracted income and that is where asset classes like office 
which are leased out become all the more important.  

 This time around people will look at assets which are more operationally critical. The 
tenants who are based are using it, which means higher importance of that space to 
the business operator, data centers, critical logistics assets, critical office outsourcing 
facilities, global in-house centers. 
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 The occupancy density is something investors will start looking at because most 
Indian facilities are designed for 80-100 square feet per person. That is something 
which people will start getting worried because of higher fear of the diseases. That 
also has an implication of institutional view towards hotels, retail, flex which are all 
highly dense. 

 JLL believes close to $330 billion of dry powder currently available and there will be 
pent up demand in the second half of 2020. There will be a blip over the next few 
months, but after that will again continue going up.  

 Given where the stock markets and commodities globally, given the volatility of 
those markets, real estate, institutional investment from institutional play whether it 
is the sovereign funds, the pension funds, they would increase their allocations to 
real estate given that commercial real estate is seen as a less volatile product. 

 Yield impact of corona, we believe it is going to be minimal at least at this point of 
time except for the HNIs who are obviously going to be looking for higher yields. 

 On the retail side, there is an elevated risk to cash flow, increased operational cost for 
retailers, obviously, the slump in consumer demand and disruption of supply chain 
is going to have an impact, drop in international travel, drop in domestic travel is 
going to again impact a lot of people in India who drive from small cities to bigger 
cities only for shopping, all that is out by luxury goods or premium products that is 
going to stop. Non-essential goods will obviously get impacted because people do 
not want to buy non-essential goods as they get back into savings mode. 

 Supply Chain disruption will lead to lower inventory levels. Fashion brands which 
typically follow a two season model will again see disruption spillover into the later 
part of this year. 

 Q4, the seasonal period, which is especially in India during the Diwali time, JLL still 
feels things are going to come back to at least normal in terms of buy then. 

 Landlords will offer rent relief for retailers. Liquidity and capital constraints will lead 
to reduction in new store openings, reduction in store sizes and newer stores, and 
slow interiors, again because of supply chain links with China and Southeast Asia. 

 Retailers with the ability to fulfill online orders through home delivery will be 
beneficiaries in this. The omni-channel model becomes all the more important.  

Industrial Real Estate well placed for gain 
 Rents will remain reasonably stable at least for the short term. Disruption in 

industrial activity in China will have a knock-on effect in countries like India. It is 
now left for the government to see how India can fit in manufacturing BCP for 
China. This is the best opportunity the government has to really “Make in India” 
work, especially in pharma, electronics, and engineering. 

 There is a lot of food, groceries and eCommerce shopping happening. There has been 
a surge in that. Providers are struggling to keep up with the spike. There is also a 
problem of labor shortage which people will need to face over the next three months 
as migrant labor go back. 

 Disruption of supply chain linkages and locking of imports from Mainland China 
will make people take more storage spaces locally. Completion timelines of under 
construction projects will again get delayed again due to migrant labor. 

 In the long run, relocation and diversification of production basis is something which 
will happen. E-Commerce demand will continue to grow. Cold Storage demand will 
continue to grow. Automation in warehouses, robotics in warehouses and 
distribution centers, automated guiding vehicles, contactless deliveries; all these 
trends will play out. 
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 FMCG again, demand is very strong. Auto, the problems will continue from a 
warehousing point of view. White goods will also have a challenging situation with 
non-essentials not being of focus in near term.  

 Developers, early days to say, but beginning to start getting enquiries on deferral of 
rentals, not stoppage of rentals. Everybody today is worried about the force majeure 
clauses. People are worried if problems continue beyond more than four, five 
months. 

 From a hotels’ point of view, travel advisories/restriction, lockdown, all are having 
an immediate impact on the hospitality industry. All major events, high profile 
events are getting cancelled. The first week of March saw 12% reduction in 
occupancy. The second week was at 44%. The third week of March saw 67% drop in 
occupancy.  

 There is consumer hesitation to travel. Staff availability is also a challenge. 
International vacationing will be a big challenging thing this year, and will lead to 
domestic staycation, which is a widely accepted concept internationally. Markets 
with the highest international visitation from a hotel point of view will be the most 
exposed.  

 Location accessible to domestic audience where people can drive and go for domestic 
holidays will help return to normalcy in the hotel space, which however is going to 
be protracted. Overall again there will be challenges from hotel point of view in 
locations at the epicenters of prolonged events in a few cities in India. 

Question & Answers 
 On Force Majeure: For leased Offices, initial sense on talking to landlords is force 

majeure does not apply as space is fit to use, occupier services are still functioning 
there, data processing is happening. Employees are not able to sit and work in facility 
not because of landlords’ fault, but because of other things which are beyond control. 
But again, early days, people will need to sit face-to-face and discuss it. Right now it 
is lawyers preparing white papers with their views. Retail force majeure would be 
slightly different. The retailers have reacted the fastest given all the challenges 
retailers face, given that it is a low margin business. Landlords are willing to look 
and understand some of the challenges which tenants are going through and willing 
to sit and discuss. 

 Consolidation will continue further?: There was a study which was done a while 
back which shows that between 2016 and 2019, half the residential developers 
vanished. About 30-35 developers are the ones who are active in the commercial 
scene across the country, there are totally 12,000 developers in the country. Retail 
again is highly consolidated, at around 10 and industrial, there are around 7. So the 
industry has become highly consolidated post demonetization, GST, RERA, and 
NBFC/HFC liquidity crisis. So that has already happened and will play out even 
further. 

 Who takes the hit on LRDs?: Landlords may adopt ‘Extend and Blend.’ What extend 
and blend means is right now I am paying Rs100 rental, two years later my lease is 
coming up for renewal to Rs 110, I make offer at Rs 95 rental for a five year lock in. So 
those are the kind of things which will happen. Most landlords have a six month 
kind of notice period which tenants need to give. So nobody is vacating overnight, 
either it gets into the courts/settlements, or unless they go bankrupt. Too early to say 
if companies will start going bankrupt because of this, but this is something which 
happened back in 2008-09. If tenants stop paying rent it will clearly we landlord who 
will be taking the hit so a middle ground will be settled.  
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 Will the landlord defer retail rent for period of lockdown: Top-10 odd retailers 
control a lot of the market because these are large chains. So obviously their 
negotiation power is very high unlike an office where the universe of office occupiers 
in India is close to 6,000. About 60-70%of every mall can get taken by the Top 7-8 
retailers in the country. A lot of large retail groups and multiplex operators have 
started approaching landlords. Obviously, their expansions are on hold. But 
whatever properties which are under fit out, they are going ahead and completing, 
but on the other side they are also getting into rent abatements and CAM abatements 
discussions. It is not yet time for people to have face-to-face and sort out these 
matters. This is right now in the discussion stage. 

 What kind of office demand is expected in CY20: To early to say but if we look at 
2008-09 difference in office absorption, in 2008 it was 32mn sqft and 2009 that 
dropped to 20mn sqft. So that was a drop of around 36%. But the good news is in 
2010, it kind of came back to 31mn sqft. So the perfect ‘V’ from 32 to 20 to 31, and 
2011 again, from 31 it went to 37mn sqft. So India has shown that we have the ability 
to kind of bounce back, but again, this cannot be compared with 2008-09, as there are 
lots of different set of situations. 

 COVID impact on rent escalation, mark to market opportunity: A lot of people 
have put their leasing closures on hold, but that is for the next three, four weeks, 
because people will need to reassemble and there is a good chance that when they 
come back, they will start asking for more favorable numbers, but any massive drop 
in rentals is not envisaged. Fundamentals are still quite strong, with low vacancy, no 
supply coming in for the next two years. This is very different. Last time around 
there was massive amount of supply which came into the market in 2010-11. Vacancy 
in all those markets had gone up to 20-22%, in markets like Chennai the vacancy had 
touched 30%. So, we are not in that kind of a situation right now, but mark-to-market 
gains may not happen in the exact way, developers will have to come down a little 
bit.  

 Economic slowdown and work from home adoption – impact on lease demand: 
Post GFC 2008-09, demand for India only went up because of labor cost arbitrage. 
There are a lot of challenges also from work from home. Overall, let’s say everybody 
start’s working from home, bandwidth connection is definitely a challenge. BPOs or 
tech companies which are based in SEZ and STPI, there are regulatory bonding 
obligations which they have to abide. We do not have the concept of study rooms in 
India. Lot of us stay in joint families. There are cultural challenges. Sound quality is 
very important. We are sitting in Mumbai, so we are not that worried about power. 
Many Indian cities have very unstable power. A lot of people do not have allocated 
laptops given data confidentiality, client proprietary technology, firewalls, all that. 
At best maybe for tech companies, 7-8%, and for back offices, a little more, maybe 7-
10% work from home displacement can happen. 

  Residential market trend: Expect CY20 to be the bottom for the residential real 
estate market. Definitely, land prices have to correct. Even developer margins have 
dropped. During 2008-09, a lot of land deals and land joint ventures and joint 
developments which were signed in 2008, ended up getting renegotiated in 2009. The 
landlords will have to take a calculated call whether to sit on land forever or 
negotiate and make it more viable for development to come up.  
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Real Estate: COVID Earnings Sensitivities   

HSIE 
Coverage 
(Rs bn) 
  

 Current FY21 estimates   Costs (FY21E)  
 Scenario 1: Covid-19 

impact lasts till 1Q FY21  
 Scenario 2: Covid-19 

impact lasts till 2Q FY21  

PAT Change 

  
 Key Remarks/Comments/Pointers  

 
Scenari

o 1  

 
Scenari

o 2  

Revenue EBITDA PAT Variable Fixed Revenue EBITDA PAT Revenue EBITDA PAT 
% 

Change 
% 

Change 

Real Estate 246.4 66.3 37.1 164.9 57.4 207.4 53.4 26.3 180.7 44.5 18.7 (29.2) (49.6)  

DLF 54.8 11.1 15.5 40.1 14.3 46.1 8.8 12.4 40.2 7.2 10.4 (19.7) (33.1) 

Impact on Revenue assuming 1 month of 
lockdown with recovery in execution over 2 
months and impact assuming 2 months of 
lockdown with recovery in execution over 4 
months respectively; employee cost to be borne 
by the company throughout the lockdown period. 
Pre-sales to slow down and rental may get 
impacted due to mall closure and office tenants 
asking for likely relief 

Oberoi 
Realty 

22.5 9.5 9.8 12.3 2.2 18.9 7.9 8.1 16.5 6.8 6.9 (17.8) (30.0) 

Impact on Revenue assuming 1 month of 
lockdown with recovery in execution over 2 
months and impact assuming 2 months of 
lockdown with recovery in execution over 4 
months respectively; employee cost to be borne 
by the company throughout the lockdown period. 
Pre-sales to slow down and rental may get 
impacted due to mall closure and office tenants 
asking for likely relief 

Prestige 
Estates 

88.9 27.4 5.3 56.7 23.8 74.8 22.3 2.2 65.2 18.8 (0.0) (59.4) - 

Impact on Revenue assuming 1 month of 
lockdown with recovery in execution over 2 
months and impact assuming 2 months of 
lockdown with recovery in execution over 4 
months respectively; employee cost to be borne 
by the company throughout the lockdown period. 
Pre-sales to slow down and rental may get 
impacted due to mall closure and office tenants 
asking for likely relief 

Brigade 
Enterprises 

28.4 7.4 1.6 18.4 8.5 23.9 5.8 0.5 20.8 4.7 (0.5) (72.5) - 

Impact on Revenue assuming 1 month of 
lockdown with recovery in execution over 2 
months and impact assuming 2 months of 
lockdown with recovery in execution over 4 
months respectively; employee cost to be borne 
by the company throughout the lockdown period. 
Pre-sales to slow down and rental may get 
impacted due to mall closure and office tenants 
asking for likely relief 

Sobha 
Developers 

41.5 8.3 3.8 30.3 6.9 34.9 6.5 2.5 30.4 5.3 1.6 (35.1) (59.1) 

Impact on Revenue assuming 1 month of 
lockdown with recovery in execution over 2 
months and impact assuming 2 months of 
lockdown with recovery in execution over 4 
months respectively; employee cost to be borne 
by the company throughout the lockdown period 

Kolte Patil 10.3 2.5 1.0 7.1 1.8 8.7 2.0 0.7 7.5 1.7 0.4 (35.1) (59.0) 

Impact on Revenue assuming 1 month of 
lockdown with recovery in execution over 2 
months and impact assuming 2 months of 
lockdown with recovery in execution over 4 
months respectively; employee cost to be borne 
by the company throughout the lockdown period 

Source: HSIE 
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Rating Criteria   
BUY: >+15% return potential 
ADD: +5% to +15% return potential 
REDUCE:  -10% to +5% return potential 
SELL:   > 10% Downside return potential 
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