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Abstract - Investments in real estate have always been and, apparently, will be an important component in the portfolio of 
both large investment companies and individuals, as well as of great importance in the country's economy. Despite the 
historical view of the security of investment in real estate, this kind of investment requires a detailed study of the market , 
processes and all sorts of factors that affect market participants. The goal of the authors is to identify the main factors; 
analyse how exactly they influence investments in different time intervals. Also identify the direct and indirect risks that a 
potential investor may face. The paper describes the fundamental differences between real estate investments and other types 
of investments, suggests various types of real estate valuations, identifies critical factors affecting market participants, and 
systematizes the main risks that an investor must take into account. The results show the special importance of planning cash 

flow when calculating real estate investments, as well as taking into account other direct and indirect factors.  The described 
methods and results can be of practical use for both private individuals and investment companies. 
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I. INTRODUCTION 

 

The real estate market, being a part of the investment 
market, has unique features. It represents the sphere 

of capital investment in real estate and the system of 

economic relations that arise during expanded 

production period. These relationships appear 

between builders and investors when buying and 

selling real estate, mortgages, rentals, etc.  

The main advantage of investing in real estate is the 

possibility of wider diversification of the accumulated 

capital in order to protect it and to achieve a modest 

increase. The aim of the work is, first of all, to clarify 

the features of the real estate market analysis, to 
define the concept of immovable property and to 

affect the efficiency of investment projects. 

  

II. ESSENTIAL FEATURES OF INVESTMENT 

TO THE REAL ESTATE  

 

Real estate is characterized by the relative stability of 

the flow of income from real estate operations - from 

the operation or sale - in comparison with the income 

streams from other types of activities (for example, 

the production or operation of securities). In addition, 

the effect of stable generation of income from real 
estate is usually complemented by higher rates of its 

profitability. 

 

A significant dependence of the characteristics of real 

estate on the effectiveness of investment 

management is also an essential feature of real estate, 

which the investor must take into account. The need 

for effective investment management is related to the 

fact that real estate is a complex object for 

management, real estate investments require 

significant management costs [1]. When real estate 
investments are long-term, it is necessary to ensure 

effective and efficient operation of the property. Anti-

inflation stability of real estate. Real estate has a 

significant degree of resistance to inflation. Because 
of this feature, real estate investments are considered 

to be an effective way to protect the investor from 

inflation and diversify investment portfolios (with the 

optimal balance of profitability and risk) 

[2]. Moreover, it should be noted that real estate (and, 

to a greater extent, profitable real estate) can serve as 

the best insurance against inflation in comparison 

with, for example, securities. 

 

Increased risk level. Real estate investments are 

subject to greater uncertainty compared to most 
financial assets. The high degree of uncertainty is due 

to longer periods of capital investments, as well as 

insufficient (often even lacking) complete and 

reliable information in the market about real estate 

transactions (as opposed to exchange transactions), 

and difficulty in accessing market information 

[3]. Besides, the level of risk is increased due to the 

immobility of real estate and its insufficient 

liquidity. The risk of changes in the characteristics of 

the external environment in relation to real estate is 

often crucial in making decisions about real estate 

investments. 
 

Negative correlation of income from investments in 

real estate and investments in financial assets. The 

cyclical nature of the real estate market does not 

coincide with the cyclical nature of industrial 

production at the macroeconomic level [4]. This 

discrepancy is manifested in the fact that the 

investment attractiveness of profitable real estate 

increases during periods of industrial crisis and 

during periods of inflation at a high rate, while real 

rates of return on financial assets usually fall in the 
same periods. 



International Journal of Advances in Mechanical and Civil Engineering, ISSN: 2394-2827 Volume-6, Issue-2, Apr.-2019 

http://iraj.in 

Determining of the Most Critical Factors to Stakeholders in Real Estate Investment 

 

75 

III. FACTORS DETERMINING THE 

INVESTMENT VALUE OF REAL ESTATE 

OBJECTS 

 

There are four main groups of factors that determine 

the investment value of real estate: social, economic, 

environmental factors and state legal regulation. All 

of them together determine the value of any real 

estate, and each affects it both upwards and 

downwards. 

Social factors are mainly represented by the 

characteristics of the population of the region. These 

include the demographic structure, the number of 

marriages and divorces, the average number of 
children in a family, etc [5]. These factors are related 

to the potential demand for real estate and its 

structure. 

Economic factors suggest the need to analyse the 

relationship between supply and demand at the 

moment with a subsequent forecast of future changes, 

as well as the purchasing power of the 

population. The economic factors that determine 

demand include employment, average wages, its 

distribution, the degree of economic development of 

the region, opportunities and conditions for a loan, etc 
[6]. 

Factors of state regulation at all levels (federal, 

regional, local) have a great influence on the value of 

property, sometimes capable of prevailing in certain 

areas over such economic factors as the ratio of 

supply and demand. Factors of government regulation 

include: 

 Regulation (restriction) of real estate turnover and 

land use methods; 

 The cost of utilities and public transport; 

 The policy of the tax authorities; 

 Special legal norms (normative setting of rental 

rates, restriction of property rights, environmental 

protection, organization of public investments, etc.) 

[7]. 

 

Environmental factors in the assessment of real estate 

- a combination of natural and natural-anthropogenic 

factors that have a direct impact on the usefulness of 

the property and the effectiveness of its 

use. Environmental factors in the evaluation of the 

property must be considered as its environment, 

significantly affecting the value of the property. In 
turn, the value of this environment, transformed into a 

monetary (monetary) form, determines the 

contribution of environmental factors to the value of 

the property. Moreover, this contribution can be both 

positive and negative [8]. 

 

Negative environmental factors include: 

 Deterioration of electromagnetic, radiation 

characteristics of the surrounding natural-

anthropogenic environment; 

 Thermal pollution; 

 Deterioration of the natural light of the property; 

 An increase in the intensity of noise above the 
natural level; 

 Deterioration of chemical properties of atmospheric 

air, soil, water. 

 

Environmental assessment of real estate along with 

the analysis of negative environmental factors also 

reveal favourable environmental factors that create a 

positive environmental and psychosocial effect that 

can significantly affect the market and investment 

value of a real estate object (for example, availability 

of environmentally friendly natural objects - rivers , 
lakes, forests, forest parks, reserves, etc.) 

  

IV. BASIC APPROACHES AND METHODS OF 

ASSESSMENT OF REAL ESTATE 

  

Property valuation has some features: 

 Real estate appraisal, in contrast to other assets, is 

associated with a long term investment, since the 

capital invested in real estate is capital “locked” 

into an illiquid asset; 

 The difficulty of determining the expected period 

of ownership of the asset, as well as determining 
the price of the object in case of its possible 

implementation in the future, at the end of the term 

of ownership of this object [9]; 

 A relatively long period (compared to, for example, 

with securities) ownership of an asset, which 

includes several cycles of development of the real 

estate market; 

 The difficulty of obtaining reliable and relevant 

information about transactions in the real estate 

market. 

 
The cost of real estate, as well as any other property, 

is estimated using valuation methods based on three 

classical approaches [10]: 

The market approach is based on a comparison 

(comparison) of the estimated property and similar in 

its properties objects, relatively recently sold on the 

market. 

In the cost approach, the estimated cost is determined 

on the basis of the cost of reproduction or 

replacement of the estimated object, taking into 

account depreciation - cost reduction as a result of the 
negative impact of various internal and external 

factors. The basis of the income approach is the idea 

of the value of the object as the current equivalent of 

all the expected net income that the estimated object 

with rational use can bring in the future. This takes 

into account not only the size, but also the time of 

receipt of income, as well as the level of risk 

associated with their receipt. The final stage of the 

appraisal process is to agree on the results of the 

appraisal (taking into account the weighting factors) - 

the reduction of the values of the estimated values 

obtained using the three approaches of assessment in 
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one quantity - into a single conclusion about the 

estimated value of the estimated object. 

V. FEATURES AND SOURCES OF THE RISKS 

OF INVESTING IN REAL ESTATE 

 

The risks inherent in the real estate market can be 

divided into three groups: systematic, non-systematic 

and random risks [11], [12], [13]. 

Systematic risks are determined by such factors as 

low liquidity of an asset, instability of tax legislation, 

changes in the level of competition in the real estate 

and capital markets, duration of the business cycle in 

the real estate market, demographic characteristics 

(and trends) in the country as a whole and by region, 
trends employment, inflation, changes in interest rates 

in the capital market. Systematic risk does not lend 

itself to diversification and reflects the link between 

the level of risk of real estate investment and the 

average market level of risk. 

Unsystematic risks - the risks characteristic of various 

types of real estate and various regions. The risk of 

this type can be diversified due to the formation of a 

real estate portfolio, i.e. due to the distribution of 

capital between different types of objects of 

profitable real estate, differences in the location of 
objects and in the structure of borrowed and attracted 

capital. Random risks are associated with possible 

unpredictable and social phenomena and, in addition, 

may be associated with inefficient management of 

real estate. 

  

VI. USE OF FINANCIAL LEVERAGE IN 

MORTGAGE CREDITING PROPERTY 

TRANSACTIONS 

  

The real practice of market transactions in real estate 

in most cases involves attracting mortgage lending, 
i.e. crediting on the security of real estate. In this 

case, we can say that the financial leverage is used -

 financial leverage. The main property of financial 

leverage is that, using borrowed capital for 

investments, it is possible to acquire ownership of 

real estate with a yield higher than the interest paid on 

the loan received. Using leverage, an investor can 

increase the current return on real estate, extract 

substantial material benefits from the increase in the 

value of real estate, and ensure significant 

diversification of its assets. The effect of financial 
leverage can be explained by the following formula 

[13]: 

 

r OC = r IC + L / OC (r IC - r L), 

 

where r OC - the return of own capital of the investor; 

r IC - the return on all invested capital (equity and 

mortgage loan); 

r L - interest rate on a mortgage loan; 

L - the value of the mortgage loan; 

OC – own capital of the investor. 

 

It is necessary to point out that not only the value of 

the mortgage loan, but to a large extent its share in 
the investment of capital, as well as the method of 

repayment of the mortgage loan affects the value of 

the property. 

  

CONCLUSION 
  

The implementation of investment projects implies 

the investor’s refusal of cash today with the 

expectation of receiving in the future. And, as a 

rule, it is necessary to count on making a profit not 

earlier than one year after the investment. 

Obviously, if there are several projects, you can get 
an equal amount of income, but the effectiveness of 

these projects may be different, since their 

implementation may require different costs. 

Evaluating the effectiveness of an investment project, 

one should take into account the degree of various 

types of risk (business, financial, etc.).  

The relative importance of the most important criteria 

groups and sub-criteria importance in groups must be 

determined. 

The main task in analysing the effectiveness of 

investment projects is the calculation of future cash 
flows generated (projected) during project 

implementation. 

Only cash flows coming from the implementation of 

the investment project are able to ensure the return on 

investment project. 

Therefore, it is cash flows, and not profit, that are the 

main central element in analysing the effectiveness of 

an investment project. In other words, the 

effectiveness of investment projects should be based 

on a study of the cash flows that are generated as a 

result of the implementation of these projects, in our 

case, investments (investments) in real estate. 
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