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Introduction

This report draws on more than 700 interviews with business leaders
in 45 economies to understand how the real estate & construction
sector is recovering from the financial crisis, where the opportunities
lie and what businesses are doing to keep their operations running
smoothly and free from fraud.
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Percentage of organisations currently having
measures in place to accommodate potential
‘whistleblowers’

44%

Percentage of organisations having compliance
and ethics programme in place which includes
regular testing of internal controls

70%

61%

Percentage of organisations which have
implemented a specific program to define and
monitor conflicts of interest

Net percentage of real estate & construction
businesses optimistic for their sector (next 12
months)

52%

Asia:
52%

Continent having the best outlook for the real
estate & construction sector

Percentage of businesses likely to consider
becoming a REIT with the future changes to real
estate investment trust (REIT) tax rules

57%

Source: Grant Thornton IBR 2014



Foreword

The real estate & construction sector outlook is brightening. Developers,
property companies, investors and homeowners suffered disproportionately
during the financial crisis, but now expectations for profitability, jobs and

orders are all on therrise.

House prices are climbing in key markets
such as the UK and the US, contributing
to the ‘wealth effect’ which boosts the
consumption patterns of homeowners,
although the market is in no way uniform.
Instead we find pockets of opportunity;
where money seems to be channelled into
cities and regions, rather than countries.

In economies that suffered badly in the
recession, such as Spain and Ireland,
certain areas are becoming attractive
again. In Spain, house prices are still some
30% below their 2007 peak and some half
a million homes remain unoccupied, but
developers have moved back in to some
key areas around Madrid. The fall in
Ireland was even more pronounced with
houses losing some 50% of their value.
House prices rose by 6.4% in 2013, but
strip out Dublin and the improvement
was negligible.

In China, house prices rose by as
much as 25% in 2013 in first-tier cities
such as Beijing, Shanghai, Shenzhen and
Guangzhou. A number of measures,

such as raising second home deposit levels,
boosting the supply of affordable housing,
introducing property-taxation and making
it harder for non-residents to buy, have
been introduced to cool the market.

Major sporting events also offer
opportunity. As Brazil prepares for the
FIFA World Cup this summer and the
Olympic Games in 2016, the government
is attempting to modernise local
infrastructure and has successfully
auctioned off several airports which
badly need modernisation and capacity
upgrades. Business leaders in emerging
economies continue to grapple with
substandard transport infrastructure
and the hope is that investments in
Brazil, as well as in Russia and Qatar,
will benefit these economies more widely.

Signs of increasing activity in the
sector are a strong indicator that the
global recovery is gaining momentum,
although, it would not take much to
destabilise the improvements. As cities
rather than countries seem to be the focus

for investors and businesses alike, this
can also mean distorted values in a small
area, with the risk of some potential
future realignment.

The signs are pointing in the right
direction and even countries that have
been through a torrid time are beginning
to attract investment again.

Real estate & construction
businesses have been in ‘wait
and see’ mode for a long time.
But now the market is moving

in the right direction, they need
to identify the microclimates

of opportunity, incentivise their
key people and make sure that
the right controls are in place

so that governance issues do not
stifle their next phase of growth.
Clare Hartnell

Global leader - Real estate & construction
Grant Thornton
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Business growth prospects

There is clear optimism in the outlook for the real estate & construction sector in 2014; net 42% of
business leaders express confidence, compared to just 27% when asked about the broader economic
outlook. Business leaders in southeast Asia (78%), Latin America (60%) and North America (56%)

are the most optimistic and those in the eurozone (19%), and especially in southern Europe (-9%),
the least. The BRIC economies (45%) are slightly more optimistic than peers in the G7 (39%).

Business leaders in the sector are markedly
more optimistic about expanding their
operations in 2014 compared with this
time last year. Net 46% of businesses
expect to increase revenues over the next
12 months, and while this is below the
all-sector average (52%), it represents
an eight percentage point year-on-year
increase. Similarly, profitability
expectations for the sector globally have
risen to 38%, up from 33% last year.
Businesses in southeast Asia are most
confident about increasing revenues
(64%) and profits (54%) over the next
12 months, followed closely by North
America where at least half of businesses
expect to raise revenues (53%) and profits
(50%). Businesses in Latin America,
buoyed by the construction work in Brazil
ahead of the World Cup and the Olympics
also expect to see revenues climb (57%).
Profitability (31%) remains slightly more
elusive however, which perhaps ties into
local currency volatility and government

intervention, especially in Argentina
and Brazil.

Across Asia Pacific, growth is being
driven by businesses in emerging
economies which are more than twice
as confident about raising profits (43%)
as their peers in more advanced economies
(19%). Understandably Europe remains
more subdued, but across the EU, 39%
and 33% expect revenues and profits
to rise respectively; the UK & Ireland
is the most buoyant sub-region in
Europe, followed by the Nordics,
with southern Europe at the opposite
end of the spectrum.

Investment is crucial to businesses
looking beyond short term survival,
to long term sustained growth.
Businesses in Latin America (38%)
and North America (36%) are most
likely to increase investment in plant
& machinery over the next 12 months.
Europe is not far behind (31%) with
businesses in the Baltics, UK & Ireland

and southern Europe all expecting
to make significant investments.
Businesses in emerging Asia Pacific

economies (29%) are slightly more likely

to increase spend on plant and machinery
compared with peers in the developed
regional economies (22%).

Net percentage of sector businesses expecting to see profits rise in 2014
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Business growth prospects: The Indian
perspective

The Grant Thornton International Business
Report (IBR) 2014 reveals that Indian
businesses in the real estate sector are
highly confident about their economic
prospects for the year. Despite being
burdened with high construction costs and
increased cost of borrowing, the Indian
construction and real estate sector
continues to be a favoured destination for
global investors. Increasing migration to the
cities and urbanisation, together with the
interest from ‘upwardly-mobile’ buyers to
invest and reap dividends from the real
estate market growth, will continue to be
the prime demand drivers.

The steady housing demand, together
with the recent stock market rally and a
slew of optimistic RBI rules permitting
foreign banks into the country’s banking
ecosystem, is set to offer further impetus to
the projected growth of the sector. As
market conditions improve, the sector is set
to also witness an overall increase in prices.
Business leaders in the real estate and

construction sector expect a strong revival for
the housing industry if a stable government is
formed after the general elections in 2014.

Further, the investor confidence and overall
optimism for the year ahead for the Asian real
estate and construction market remains high,
as agreed by 52% of the Indian businesses
operating in the sector. According to a report
from Jones Lang LaSalle, the commercial global
real estate market is expected to witness a
robust rental growth in 2014, increasing to
3.5% from 1% currently.

A strong demand from the luxury retail
sector, together with the office rental growth
in major Asian businesses centres such as
Jakarta, Manila, Dubai and Tokyo will drive the
growth momentum of the sector in the
continent. Dominance of Asian markets in the
post-financial markets slowdown period, and
diversion of a chunk of sovereign wealth and
institutional capital to Asian markets, are
among the main drivers behind the upswing in
the Asian real estate and construction sector in

recent times.

Net percentage of real estate & construction businesses

optimistic for their sector (next 12 months)

Source: Grant Thornton IBR 2014

Continent having the best outlook for the real estate & construction sector

Source: Grant Thornton IBR 2014
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The labour market

The real estate & construction labour market has held up well considering the devastating impact of
the financial crisis. A majority of businesses shed workers in 2010 but hiring patterns have improved
since and 22% of sector businesses took on new workers last year, the same as the all-sector average.

Improvements in labour markets tend
to lag recoveries as businesses work off
excess capacity and wait for uncertainty
to subside before hiring new people. So
it is reassuring to see that 30% of sector
businesses globally expect to hire workers
in 2014, marginally above the all-sector
average. Businesses in the emerging
markets of Latin America (38%) and Asia
Pacific (33%) are most likely to take on
extra people, with North America (30%)
and the Nordics (29%) not far behind.
Elsewhere in Europe the situation remains
nuanced with UK & Ireland businesses
particularly bullish about taking on new
workers while those in southern Europe
still expect their labour forces to contract
in 2014.

Globally, 66% of businesses in the
real estate & construction sector expect to
offer pay rises to their employees in 2014,
only marginally below the all-sector
average. Workers in North America are
most likely to get a pay rise over the next

12 months: with 86% of businesses
expecting to raise salaries. This is slightly
above Latin America (81%) where
inflation rates are running much faster.
In the EU, employees in 68% of businesses
can expect salary rises in 2014, rising to
81% in the Nordics. By contrast, just 48%
of businesses in Asia Pacific plan to raise
wages, with those in emerging economies
(53%) slightly more hopeful than peers
in developed economies (38%).
Interestingly, this paucity of wage
rises in Asia Pacific is not being driven
by oversupply of skilled labour in the
sector. More than two in five businesses
across the region are struggling with
a lack of talent (43%), compared to
around one in three across the globe
(35%). North America (37%) and Latin
America (35%) also cite a lack of skilled
workers as a constraint on growth, but
Europe, where unemployment rates are
at record highs, remains relatively
untroubled (17%).

Net percentage of sector businesses

expecting to hire workers in 2014
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Business growth constraints

With the global recovery still tepid, the eurozone crisis still far from resolved and tapering in
the US adding to emerging market volatility, it is perhaps no surprise that economic uncertainty
is the chief concern of business leaders in the real estate & construction sector.

Almost half of sector businesses cite
uncertainty as a constraint on growth
plans over the next 12 months, slightly
above the all-sector average (42%). This
concern is highest in Asia Pacific (54%)
where developers may well be nervous
about efforts by the Chinese Government
to cool the housing market and slow
investment. In Europe, 47% of business
leaders in the eurozone cite uncertainty,
a figure driven up by Southern Europe.
However, businesses leaders in the
Nordics and UK & Ireland are relatively
unconcerned, especially in comparison
to their peers across the Atlanticin
North America (41%).

Bureaucracy is the second biggest
concern for businesses in the sector.
With health and safety measures ever
more keenly implemented and planning
limitations in many economies, especially
on greenfield sites, 38% of sector leaders
cite regulations and red tape as a constraint

on growth, again slightly above the
all-sector average (34%). Businesses

in emerging markets tend to rank
bureaucracy issues much higher: 53%
of sector business leaders in both Latin
America and emerging Asia Pacific cite
regulations and red tape as a constraint
on growth. This compares to 34% in
developed Asia Pacific, 30% in North
America and 29% in the EU.

More than a third of business leaders
pinpoint a lack of demand (37%) as a
concern for their expansion plans in 2014,
although this is down from more than a
half in 2010 (51%). This is a particular
problem across Asia Pacific (53%) and is
driven largely by China (incl. Hong Kong)
and Australasia. Businesses in Europe
(35%) are less concerned, although this
rises sharply in southern Europe, while
peers in North America (23%) and Latin
America (16%) have comparatively few
demand concerns in 2014.

Percentage of sector businesses citing issues
as a constraint on potential expansion*
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Business growth constraints: The Indian
perspective

The Securities and Exchange Board of
India (SEBI) recently released the draft
Real Estate Investment Trusts (REITs)
Regulations, 2013 for public comments,
in an effort to encourage investments in
the country’s real estate. Once notified,
REITs are set to emerge as one of the
most favoured route for investors
willing to improve their exposure to real
estate as an asset class. However, the
proposed introduction of the new
guidelines for REITs still needs to
provide clear and concise provisions
concerning taxation, stamp duty and
foreign participation.

In recent times, Indian players have
started showing an interest in Indian
real asset listings offshore, particularly
in SGX.

Percentage of businesses likely to consider becoming a
REIT with the future changes to real estate investment
trust (REIT) tax rules

:

Source: Grant Thornton IBR 2014

Further, a recent research from the Asia Pacific Real Estate Association (APREA)
estimates that India’s share of the global investable real estate market, which
currently stands at just 1.3%, will increase to 6% in the next 20 years. Chunk of
the share of such capital inflows will be contributed by the Indian REITs.

“Introduction of REITs by SEBI is definitely a welcome step. It
will go a long way in boosting the growth prospects of the
Indian real estate sector. In addition to benefitting the sector
by infusing fresh liquidity, this investment vehicle will also offer
a transparent platform for investors wanting to bet big on
India’s real estate sector. This would also help them navigate
the long and complex regulatory approvals besides diligence
on property, etc.

However, for REITs to be a game changer, it is imperative to
have a competitive tax regime, which is supported by greater
consolidation of the legal framework for this sector. Globally,
REITs have garnered significant traction and have emerged as
an attractive investment option. There is an opportunity to
emulate that success in India.”

Neeraj Sharma
Partner - Assurance
Walker, Chandiok & Co.
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Fraud and compliance

Fraud can take many forms and a recent Grant Thornton report’ suggested that such practices could account
for as much as 10% of global sector revenues. Fraud could be costing the sector almost US$1 trillion, rising

to US$1.5 trillion by 2025. The IBR results show that while good governance practices to prevent fraud are
more common in developed markets, there is an interesting split across the Atlantic with North American
businesses far more active in this area than peers in Europe.

Globally, just 41% of real estate &
construction businesses globally have
measures in place to accommodate
potential ‘whistleblowers’. And there are
some huge regional differences: 70% of
North American businesses have such
measures in place and 53% do across the
G7. However, this drops to just 23% in
Europe with even the Nordic nations,
who are generally ahead of the curve on
governance issues, only level with the
global average. The Europe result is lower
even than the Latin America average
(28%). Whistleblowing measures
are particularly uncommon
in eastern and southern Europe.

A higher proportion of real estate
& construction businesses around
the world (57%) have a compliance and
ethics programme in place which includes
regular testing of internal controls. Again,
North American businesses are most

'Time for a new direction — Fighting fraud in Construction

active: just over three-quarters have a
programme in place (76%). This compares
to 51% in Asia Pacific - rising to 76% in
southeast Asia. Europe is slightly lower
(45%) with the Nordics (62%) leading

the way.

There are also some interesting regional
variations around conflicts of interest
(where professional judgement with
regard to a particular issue could
be unduly influenced by interest
in a second issue, for example
financial gain or personal
relationships). Just over a third of
real estate & construction businesses
around the world (38%) have implemented
a specific programme to define and
monitor conflicts of interest. More than
half of North American businesses (53%)
employ this type of programme, well
above Asia Pacific (39%), Latin America
(23%) and Europe (21%).

Percentage of businesses with specific governance structures
around whistleblowing, ethics and compliance and conflicts of interest

Nordic

| 62%
26% .

. Whistleblowing
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Asia Pacific

Latin America

Global

Source: Grant Thornton IBR 2014
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Fraud and compliance: The Indian
perspective

Several practices in the Indian construction
and real estate sector make it exceptionally
liable to fraud incidences as compared to
the other sectors. In the World Economic
Forum for Global Competitiveness (2011-12),
India ranked above just Africa in terms of
having the largest number of individuals or
companies affected by fraud. Further, the
country ranked 99th for corruption and 96th
for burdensome regulation, corroborating
that the biggest issue of investors in India
remains corruption involving public officials.

The heterogeneous nature and lack of
robust internal controls have increased the
incidences of frauds in the Indian real estate
sector in recent times. Besides, owing to
continually evolving regulations, rising cost
pressures on contractors and developers,
and absence of mature business processes
and controls the sector experiences a risk of
revenue leakage at various levels.

Percentage of organizations having compliance
and ethics programme in place including regular
testing of internal controls

No 22%

Don't know

Source: Grant Thornton IBR 2014

In India, 70% of the real estate and
construction businesses have compliance and
ethics programme in place which include regular
testing of internal controls, in contrast to the
global average of 57%.

Further, maximum proportion of Indian businesses lack measures to
accommodate potential ‘whistleblowers. Taking cue from businesses in the
US and UK, which have comprehensive guidelines that empower
employees to report suspicious activities, most of India Inc merely has an
internal guidance governing how the cases of wrongdoings would be
notified to the senior management.

This calls for a need for Indian businesses to recognise the value of formal
hotlines and whistleblower mechanisms. In the long-term, the entry of
more global players and a need to competitively leverage the growing
opportunities is expected to bring step changes in the Indian real estate
sector, encouraging businesses to embrace professional standards and
transparency and evolve a mechanism for remaining more vigilant towards
identifying and mitigating misconducts and frauds.

Percentage of organisations currently having measures in place to
accommodate potential ‘whistleblowers’

Yes 48%
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Fraud and compliance

In the real estate sector, the source of
conflict can be wither financial, social or
moral. Situations may often arise wherein
interests of the developer, broker, or the
parties involved in the property transaction
might conflict (or appear to conflict).

Conflict of interest is a common
phenomenon in cities/ countries that allow
a broker and one agent to represent both
sides of the transaction as dual agents,
which typically leads to hurting the
advocacy of both parties. Besides, complex
international real estate transactions can
sometimes result in ethical conflicts.

Adopting a professional approach to
conflicts of interest and complying with the
defined framework with the highest ethical
standards is the key to dealing with the
status quo. However, IBR 2014 reveals that
majority of Indian real estate and

construction businesses (60%) do not have a
formal policy that minimises, addresses and
safeguards the interests of investors when
potential conflicts arise.

As a part of the compliance exercise,
businesses are often required to draft a
module that will help the stakeholders
understand the concept of ethics and learn
to apply these moral principles in the
practice of real estate. To operate risk
management activities in a real estate
business, a framework defining code of
ethics, guidelines for remedying situations
of conflict of interests, statutory duties of a
real estate professional, agency
representation and responsibilities, etc is
imperative.

Percentage of organisations which have implemented a specific program to define and
monitor conflicts of interest

Source: Grant Thornton IBR 2014

In an effort to address the heightened complexities in the real estate sector, Real Estate
Agency Standards have been put forth by several prominent professional bodies such as the
Royal Institution of Chartered Surveyors (RICS). RICS's Real Estate Agency Standards has
formulated regulatory principles for providing best practice guidance for real estate agents
and builders involved in direct sale of properties. Highlights of the course include: (i) making
agents aware on relevant law and good practice in residential estate agency; (i) provide
detailed guidance on how they should act ethically (moral responsibility) and legally; (iii)
avoiding conflict of interest at any stage of the transaction; (iv) securing instructions from
clients and closing transactions; (v) handling complaints; (vi) guidance on acting on behalf of
a single client/ party involved in the transaction (i.e. buyer or seller), among others.



IBR 2014 methodology

The Grant Thornton International Business Report (IBR) is the world’s leading mid-market business survey,
interviewing approximately 3,300 senior executives every quarter in listed and privately-held businesses all
over the world. Launched in 1992 in nine European countries, the report now surveys more than 12,500
businesses leaders in 45 economies on an annual basis, providing insights on the economic and commercial
issues affecting companies globally.

The data in this report are drawn from interviews with more than 700 interviews chief executive officers,
managing directors, chairmen and other senior decision-makers in the real estate & construction sector
conducted between September and December 2013.

To find out more about IBR, please visit: www.internationalbusinessreport.com.
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