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HVS Monday Musings: Mixed-use development - The most

sustainable model for hotels going forward
 

Mixed‐use development, usually a planned combination of hotels, retail, office or residential

space, is a fairly widespread concept globally with several such iconic projects around the

world. In the last decade or so, the concept has been gaining ground in India as well, though

the combination ﴾two or more elements﴿ of retail, office, and residential spaces have been

more popular. However, as investors look to maximize returns through efficient land usage

and optimal utilization of FSI, hotels have also been added to the mix. 

 

Mixed‐use projects leverage the best of each asset class, while diversifying the risks

From the investor’s standpoint, a mixed‐use project is a financially sound proposition as it diversifies their income

streams by eliminating the dependency on one asset class. Moreover, land availability at prime locations is a

challenge in India and the FSI is also relatively low, resulting in high land costs that often make hotel projects

unviable. This is where the element of mixed‐use can makes a difference as it can help improve the viability of a

project by maximizing land‐use efficiency and utilizing FSI optimally. For instance, a developer can utilize the

complete FSI of a plot by developing a mall on lower floors along with a hotel on the upper floors as retail is

usually limited to 2‐3 floors. Hence, these projects provide better returns to investors, cushioning the high land

cost and bringing down the break‐even especially in smaller cities.
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From a strategic standpoint, the mixed‐use development can create symbiotic win‐win relationships between the

various asset classes, by leveraging the synergies between them while enhancing the overall experience for the

guests. For instance, a mall and a hotel in the same premises can attract a wider range of clientele, while

providing the guests a ‘one‐stop‐shop’ for all their F&B, entertainment, and retail requirements. Each asset class

acts as a catalyst for the other resulting in greater revenues.

 

Office spaces in a mixed‐use development have been able to quote higher rentals because of a hotel in the same

premises as the tenants can benefit from the shared amenities such as accommodation for their visiting

executives or business associates, the hotel’s meeting spaces, fine dining & specialty restaurants or all‐day dining.

  Comments

Summary

Mixed‐use developments are
going to be the most
sustainable model for hotels
going forward as they
leverage the best of each
asset class, while diversifying
the risks for the investors
and enhancing the overall
experience for the guests.
Read on to know more.
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Meanwhile, past studies have shown that hotels in mixed‐use developments benefit from the captive clientele

and usually generate higher RevPAR driven by premiums on ADR compared to other similarly branded stand‐

alone counterparts. The Westin Hyderabad Mindspace, the Hilton Bangalore Embassy Golflinks and the Leela

Ambience Gurugram are prime examples of this trend in India. During the current pandemic in which hotels were

severely disrupted and revenues deeply stressed, mixed‐use developments had the advantage of significantly

better cashflows on account of the other asset classes which work on annuity models and helped in tiding the

crisis better.
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Last but not the least, the concept of second homes is growing in India, with people aiming to own second

homes at destinations where they can drive to for a short break. A mixed‐use  project with the right mix of

residential and hospitality elements at such destinations can provide investors & owners the best of both worlds.

Meanwhile, developers can reduce their risk by utilizing the sale proceeds of the residential assets to improve

cashflows, reduce debt and subsidize the capital outlay for the hotel.

Mixed‐use developments are expected to become even more popular going forward, as an increasing number of

people desire walkable neighbourhoods where they can live, work and play, especially in a country like India

where good public & social infrastructure is still inadequate. 
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