
"Fractional Ownership and Real Estate Derivatives: Bridging the 

Gap Between Affordability and Investment Returns" 

“Real estate is an imperishable asset, ever-increasing in value. It is the most solid security that human 

ingenuity has devised.” —Russell Sagemae, Financier and politician 

Author(s):  

Prof Amit Kamkhalia is a Finance Professional with MMS degree from JBIMS, currently 

working with ASBM Borivali West. amit.k@aimsr.edu.in  

Dr. Sonali Gopal Kale, Associate Professor, Aditya Institute of Management Studies & 

Research, Borivali(West), sonali.k@aimsr.edu.in  

 

Abstract 

The Indian real estate sector has long been characterized by high capital requirements, limited 

liquidity, and significant barriers to entry for retail investors. Rising property prices and 

affordability constraints have further restricted access to real estate as an asset class. In this 

context, fractional ownership and real estate derivatives have emerged as innovative financial 

solutions aimed at democratizing real estate investments. Fractional ownership allows multiple 

investors to co-own high-value real estate assets by purchasing fractional shares, thereby 

lowering the entry cost. On the other hand, real estate derivatives, including property index 

swaps, futures, and options, provide avenues for risk management, speculation, and portfolio 

diversification without direct asset ownership. 

This study explores the interplay between fractional ownership and real estate derivatives, 

assessing their combined potential in bridging the gap between affordability and investment 

returns in the Indian real estate market. While fractional ownership platforms such as REITs 

(Real Estate Investment Trusts) and tokenized real estate investments have gained momentum 

globally, their adoption in India is still at a nascent stage. Similarly, the development of a real 

estate derivatives market remains underdeveloped due to regulatory, market structure, and 

liquidity challenges. This research examines the feasibility of integrating these two 

mechanisms to enhance retail participation and improve market efficiency. 

The study is structured around three key objectives: (1) analysing the affordability benefits of 

fractional ownership models in Indian real estate, (2) evaluating the role of real estate 

derivatives in hedging price fluctuations and improving liquidity, and (3) identifying synergies 

between these instruments to create a more accessible and efficient investment landscape. A 

mixed-methods approach is adopted, combining quantitative analysis of market trends, pricing 

models, and risk-return characteristics with qualitative insights from expert interviews and case 

studies of global best practices. 

Regulatory frameworks and policy interventions play a crucial role in the success of both 

fractional ownership and real estate derivatives in India. While the Securities and Exchange 

Board of India (SEBI) has introduced REITs, there is still a lack of standardized regulations for 

tokenized real estate and real estate derivatives trading. The study suggests that a 

mailto:amit.k@aimsr.edu.in
mailto:sonali.k@aimsr.edu.in


comprehensive regulatory overhaul, technological integration (such as blockchain-based smart 

contracts), and investor education are essential to unlocking the full potential of these 

investment avenues. 

JEL Codes: 

G11 – Portfolio Choice; Investment Decisions (Covers investment strategies, risk-return trade-

offs, and diversification, which are central to fractional ownership and real estate derivatives.) 

G13 – Contingent Pricing; Futures Pricing (Relevant for real estate derivatives, including 

futures, options, and swaps related to property investments.) 

R30 – Real Estate Markets, Spatial Production Analysis, and Firm Location: General (Broad 

category covering real estate market functioning and investment structures.) 

R31 – Housing Supply and Markets (Relevant to housing affordability, pricing dynamics, and 

investment in residential real estate.) 

Keywords: Fractional Ownership, Real Estate Derivatives, Affordability in Real Estate, REITs 

(Real Estate Investment Trusts), Property Price Volatility, Tokenized Real Estate, Real Estate 

Investment Strategies 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. Introduction 



Real estate investment in India has traditionally been an asset class accessible primarily to high-

net-worth individuals and institutional investors due to high capital requirements and 

illiquidity. Rising property prices have further widened the affordability gap, making real estate 

investment difficult for retail investors. In response, fractional ownership and real estate 

derivatives have emerged as alternative financial solutions that allow investors to participate in 

real estate markets without full ownership or direct exposure. 

Fractional ownership enables investors to co-own high-value real estate assets by purchasing 

fractional shares, while real estate derivatives provide financial instruments such as futures, 

swaps, and options to hedge price risks and enhance liquidity. The integration of these two 

mechanisms holds potential for transforming real estate investment in India by addressing 

affordability constraints and providing secondary market opportunities. 

This research explores the interplay between fractional ownership and real estate derivatives, 

assessing how their integration can bridge the gap between affordability and investment returns 

in India’s real estate sector. 

Background and Importance of Real Estate as an Investment 

Real estate has historically been considered one of the most stable and lucrative investment 

assets, offering long-term capital appreciation and rental income. In economies like India, 

where urbanization is rapidly expanding, real estate serves as both a wealth generator and a 

crucial component of infrastructure development. However, the high capital requirement for 

direct property investment has created significant barriers for retail investors. Despite the 

potential for substantial returns, real estate investments remain largely illiquid, making it 

challenging for investors to enter and exit the market efficiently. 

Real estate's significance extends beyond individual investments; it is a key driver of economic 

activity, influencing employment, consumer spending, and government revenues. The 

introduction of innovative financial instruments, such as fractional ownership and real estate 

derivatives, has provided new opportunities to enhance market efficiency and accessibility. 

These instruments aim to democratize real estate investments, allowing retail investors to 

participate without the burden of full property ownership. 

 

 

2. Literature Review 

2.1 Fractional Ownership in Real Estate 

Fractional ownership models, including Real Estate Investment Trusts (REITs), tokenized real 

estate, and crowdfunding platforms, have seen significant adoption globally.  

Reviewed Literature  

A Study on Real Estate Derivatives 

Abstract: Lim, Jong & Zhang, Yi. (2007). A study on real estate derivatives. All major asset 

classes including stocks and bonds have a well developed derivative market. Derivatives 



enable counterparties to reflect a view on a particular market, without having to trade the 

underlying asset.  

Link: 

https://www.researchgate.net/publication/279824658_A_study_on_real_estate_derivative

s 

Real Estate Futures and Derivative Markets in India 

• Abstract: This paper explores the significance of real estate futures and derivatives in 

the Indian economy. It examines the potential scope and challenges of implementing 

such financial instruments in the Indian real estate market. 

• Link: https://ijebhb.com/index.php/ijebhb/article/view/34 

What Drives Derivatives: An Indian Perspective 

• Abstract: This study investigates the determinants influencing the use of derivatives by 

firms in the Indian market. It identifies factors such as firm size, debt-to-equity ratio, 

turnover, and international transactions as significant drivers for adopting derivatives 

for risk management. This study investigates the determinants for the use of derivatives 

by firms in the Indian market. Using a sample of 433 firms listed in the National Stock 

Exchange (NSE) in India for the period 2013–2018, we find that firm size, debt to 

equity, turnover, price–earnings ratio and the magnitude of international transactions 

are significant influential drivers responsible for pushing the firm to use derivatives for 

risk management. The findings also document that the financial distress of the firm, 

which is one of the important reasons for the use of derivatives in advanced economies, 

happens to be insignificant when it comes to developing countries like India. Using 

logistic regression, it is observed that highly levered firms condense the use of 

derivatives as part of a financial risk management strategy, which contradicts existing 

literature. All other findings are generally consistent with the theory of derivatives as 

well as with international evidence.  

• Link: https://www.mdpi.com/1911-8074/13/6/134 

Opportunities and Challenges of Investing in Indian Real Estate 

• Abstract: This thesis examines the investment landscape of Indian real estate, 

discussing both the opportunities and challenges faced by investors. It provides insights 

into market dynamics, regulatory frameworks, and potential investment strategies. 

• Link: https://dspace.mit.edu/bitstream/handle/1721.1/54869/609852683-

MIT.pdf?sequence=2 

Fractional Ownership Platforms 

• Abstract: This report discusses the emergence of fractional ownership platforms in 

India's real estate market. It highlights the market potential, regulatory considerations, 

and the role of technology in facilitating fractional ownership. 

https://www.researchgate.net/publication/279824658_A_study_on_real_estate_derivatives
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• Link: https://www.jll.co.in/en/trends-and-insights/research/fractional-ownership-

platforms 

Fractional Ownership: Real Estate Investment Trend in India 

• Abstract: This article explores the growing trend of fractional ownership in India's real 

estate sector. It discusses the benefits, potential challenges, and future prospects of this 

investment model in the Indian context. 

• Link: https://www.lodhagroup.com/blogs/homebuyers-handbook/fractional-

ownership-real-estate-investment-trend-in-india 

Fractional Ownership in Indian Real Estate 

• Abstract: This article provides an overview of fractional ownership in Indian real estate, 

discussing its benefits, the process of investing through fractional ownership platforms, 

and the potential for growth in this sector. 

• Link: https://assetmonk.com/articles/fractional-ownership/fractional-ownership-in-

indian-real-estate/ 

 

2.2 Theoretical Foundations 

The study is anchored in Modern Portfolio Theory (MPT) and Risk Hedging Theories, which 

emphasize the role of diversification and derivatives in enhancing market efficiency. 

 

3. Research Hypothesis 

Based on the literature review and market trends, the following hypotheses are formulated: 

H1: Fractional ownership improves real estate affordability and increases retail investor 

participation. 

H2: Real estate derivatives help hedge price risks and enhance market liquidity. 

H3: The integration of fractional ownership and real estate derivatives creates a more efficient 

investment ecosystem by improving affordability, risk management, and secondary market 

liquidity. 

 

4. Research Methodology 

4.1 Research Approach 

A mixed-methods research design is adopted, combining: 

• Quantitative analysis of real estate pricing trends, fractional ownership models, and 

derivative contracts 
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• Qualitative insights from expert interviews, case studies, and investor sentiment 

analysis 

4.2 Data Collection Methods 

• Primary Data: Interviews with real estate investors ,  

• Secondary Data: Analysis of REIT performance reports, real estate price indices, and 

derivative market structures 

4.3 Data Analysis Techniques 

• Comparative analysis of fractional ownership vs. traditional real estate investment 

• Risk-return modeling for real estate derivatives 

• Regression analysis to test hypotheses on market efficiency improvements 

 

5. Fractional Ownership in Real Estate: Concept and Market Analysis 

5.1 Models of Fractional Ownership 

1. Real Estate Investment Trusts (REITs) – Pooled investment structures offering liquidity 

2. Tokenized Real Estate – Blockchain-enabled fractional ownership with enhanced 

transparency 

3. Crowdfunded Property Investments – Direct investor participation in real estate 

projects 

5.2 Market Analysis in India 

Despite the potential, fractional ownership adoption in India faces challenges such as 

1.Regulatory limitations,  

2.Tax complexities, and  

3.Investor awareness gaps. 

 

6. Real Estate Derivatives: Role in Risk Management and Market Liquidity 

6.1 Overview of Real Estate Derivative Instruments 

• Index-based Futures and Swaps 

• Total Return Swaps (TRS) on Real Estate Investments 

• Property-Linked Securities 

6.2 Application in Indian Markets 

India’s real estate market remains highly illiquid, and derivatives could enhance secondary 

market transactions and hedging mechanisms. 



 

7. Interplay Between Fractional Ownership and Real Estate Derivatives 

The combined potential of these financial innovations can: 

1. Enhance market efficiency by introducing liquidity in real estate investments 

2. Allow investors to hedge risks associated with price fluctuations 

3. Improve accessibility by lowering capital entry barriers 

The study suggests introducing derivative instruments linked to fractional ownership assets to 

create an efficient investment ecosystem. 

 

8. Challenges and Regulatory Considerations 

8.1 Key Challenges 

• Lack of a standardized regulatory framework for fractional ownership platforms 

• Limited development of real estate derivatives in India 

• Pricing transparency and valuation challenges 

8.2 Policy and Regulatory Framework 

• SEBI’s role in regulating REITs and alternative investment instruments 

• Need for a well-defined legal framework for tokenized real estate transactions 

 

9. Findings and Discussions 

• Fractional ownership significantly lowers capital entry barriers, attracting more retail 

investors 

• Real estate derivatives offer robust risk management tools but require regulatory 

support 

• The integration of these mechanisms can create a sustainable investment model 

 

10. Policy Recommendations and Future Scope 

10.1 Policy Recommendations 

• SEBI should introduce guidelines for real estate tokenization and digital fractional 

ownership platforms. 

• Derivative contracts should be developed for property indices to improve liquidity. 

• Investor education initiatives should be implemented to enhance market participation. 



10.2 Future Research Directions 

• Exploring the role of blockchain in fractional ownership transparency 

• Developing real estate-backed derivatives to facilitate hedging mechanisms 
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