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THERE IS a massive
demand for industrial and
office space as India Inc
continues its unhindered
growth, both in domestic

and overseas markets, and foreign
firms make a beeline to establish
their presence here.

Anticipating the economic boom
and the accompanying strain on
office space, the Indian government
has allowed private sector 
investment in special economic
zones (SEZ) .

An SEZ is virtually a foreign ter-
ritory where the domestic tariff
rates do not apply and any product
moving out of the area is termed as
export. It is developed with the
understanding that it would act as
the engine for economic growth. 

However, problems remain.
Today, even the largest opera-

tional SEZ does not exceed an area
of 400 hectares. Only large format
SEZs -1000 hectares and above - are
likely to add fresh supply of quality
office and industrial space in India,
according to market participants in
the real estate sector.

Setting up SEZs will ease the
pressure on office space to a large
extent. Under the present com-
merce ministry notifications, areas
above 2,000 hectares are being
developed as across the country. 

Around 13,000 hectares have
been notified to be developed
through large format SEZs alone,
implying that the expected potential
from these zones exceeds the exist-
ing level of development by almost
six times.

A report by the real estate con-
sultancy firm DTZ reveals an inter-
esting scenario. The report says the

IT/ITeS zones, account for only 15
per cent of total SEZs' area under
development. Now, if all non-cap-
tive IT/ITeS SEZs notified in 
2006-07 are successfully imple-
mented, the cumulative market
supply potential would exceed 190
million sq ft. 

"On assumption that one third of
this estimated supply is realised by
2009-10, a total of 60-70 million sq
ft office space is likely to surface
from IT/ITeS SEZs. And given that
this sector captures only 15 per cent
of the total land area of notified
SEZs, the overall commercial sup-
ply could be made available to other
sectors as well, altering the real
estate landscape of India," says the
DTZ report.

In January-March 2008, 1.6 mil-
lion sq ft commercial space was
absorbed, marginally down from two
million sq ft space a year-ago.
Around 60 per cent space utilisation
has gone into setting up SEZs.

As per a Cushman & Wakefield
report, Mumbai has seen the maxi-
mum rise in rentals, about 94.44 per
cent, in the last one year, which
incidentally is the highest apprecia-
tion in the world. 

Sanjay Dutt, joint managing
director of Cushman & Wakefield
India, says: "Due to a shortage of
space in the city, many occupiers are
shifting to industrial parks in the
outskirts as the infrastructure
improves with the introduction of
state incentives. In Chennai, loca-
tions such as Sriperumbudur and in
the national capital region (NCR),
including Manesar and Greater
Noida, have seen a similar shift
towards developments in peripheral
locations."  

Even private real estate develop-
ers are getting into the SEZ develop-
ment, courtesy incentives like

exemptions or concessions on
stamp duty, VAT and income tax. 

Bangalore-based DivyaSree
Developers, for instance, has four
SEZ projects on the anvil. "This
includes one in Hyderabad. So far,
two have been notified and two are
in the pipeline," says Santosh
Martin, director, DivyaSree
Developers. 

Navin Raheja, managing director,
Raheja Developers, says, "The close
contiguity of residential and com-

mercial space in an SEZ would
encourage the walk-to-work con-
cept, thereby easing pressure on the
city’s transport infrastructure. In
the long run, it will also prove eco-
nomical to companies." 

Raheja, whose company is devel-
oping an SEZ in..., says his firm did
not go through the government's
process of land acquisition. Instead,
his company acquired 257.54 acres
for their project with the consent of
the farmers and the promoters have

promised jobs to at least two mem-
bers of every family which sold 
land to them. 

Given the built-up space in an
SEZ, which is allotted largely on a
long-term lease, the interest of the
potential tenants lies in space sup-
ply that would come up from newly
notified projects.  

After independence, India had
an inward looking policy for over
four decades.

While India has had the concept

of export processing zones since the
late 70s, large format SEZs came in
vogue in the years following liberali-
sation, when the governement woke
up to the success of the Chinese
model. 

However, allegations of landgrab-
bing have resulted a major political
opposition to SEZs, restraining their
progress. ❚❚
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G IRISH AND Puja
Hegde, a couple in
their mid 20s, had

planned to buy a flat in a
Bangalore suburb next month.
However, they have now
deferred their plans. "Property
prices have gone up more than
we had expected. We just can't
afford it right now,"says Girish.
In New Delhi, Akhilesh and
Reena Juneja, both in their
late 30s, have also put off
plans to buy their second
home. "We are waiting for the
market to cool down, "says
Akhilesh.

These instances are being
played out in several cases
across the country as people
lose their appetite for buying
new houses. Brokers say  prop-
erty prices have risen steeply
following the real estate boom.
"Developers have been push-
ing prices to newer levels. It

had to stop somewhere, "
Mumbai-based broker Atul
Kapoor says.

A slew of factors, including
a sharp rise in property prices
witnessed over the past few
years, higher interest rates,
and rising inflation appear to
have dampened the desire to
buy new homes. 

An increasing number of
potential buyers are willing to
sit on the sidelines, hoping for
prices to cool down, rather
than make purchases under
such conditions. The
Confederation of Real Estate
Developers Association of
India (Karnataka Chapter)
says though enquiries from
"prospective purchases contin-
ue to be satisfactory, pur-
chasers are postponing their
decisions hoping that media
reports (of price correction)
will come true."Latest data
from the Reserve Bank of
India also points to a slump in
housing loan growth, another

pointer to a slackening
demand environment. During
the one-year period till Feb 15,
2008, housing loans grew a
mere 12 per cent compared
with 25.8 per cent rise for the
corresponding period in the
previous year.

In a recent note to clients,
Enam India research pointed
out that high capital values
have dampened affordability
and resulted in declining
demand from end users. 

"It’s a straightforward case
of too much supply," says
Farooq Mohammed, a
Bangalore-based broker.

Developers are also being
forced to admit that a correc-
tion is underway.

Industry sources say the
problem is with too  many
high-end projects, and supply
exceeded demand. 

Citing rising input costs,
the Karnataka chapter unani-
mously decided to increase
the rates of all the projects by

Rs 75-Rs 500 per sq ft, which
translates into approximately
3-8 per cent of the present
sale rate, depending on the
increase in cost of construc-
tion, based on different stages
of construction of various
projects.

"I expect a 15 to 20 per
cent correction in the mid and
luxury market, " says Santosh
Martin, director, DivyaSree
Developers. CEO of
Ghaziabad-based SVP Builders
Sunil Jindal says, "The market
was overpriced and this is
because of intense specula-
tion. The market will settle
down." Industry sources say
developers will now be forced
to explore the affordable hous-
ing segment. Most leading
developers in the country have
already jumped onto the band-
wagon, and industry watchers
say things should consolidate
and settle. ❚❚
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The mushrooming growth of SEZs in the
country could go some distance in filling
the shortage of commercial premises

ON OFFICE SPACE

The real estate market is set to see a 15-20 per cent
correction. This has made buyers more cautious

WAITING FOR WAVE TO SUBSIDE

Estimated supply of
office space in major
cities (by 2008-10)
Supply in Supply in Total 
SEZs non-SEZs supply

Delhi/NCR

18 36 54 

Bangalore

13 13 26

Mumbai

7 40 47 

Pune

23 18 41

Hyderabad

15 20 35

Chennai

15 12 27

Kolkata

10 12 22

Area in million sq ft.  
Source  DTZ research
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