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PREFACE

Our goal to conduct this research is to fulfill the requirement of UBFZ 3026

Research Project of University Tunku Abdul Rahman. We believed that this

goal has been realized.

A comprehensive and complete research studies includes:

A clear explanation of the objectives on the study conducted

Conduct a through literature review related to the study

Describe the method of carrying out the study through secondary data
A deep and clear discussion on the study

Provide an updated and reliable results and findings

Besides that, the research is conducted based on the guidelines that consist

of 3 main sections:

First section: Preliminary pages that include title pages, copyright pages,

acknowledgement, declaration, abstract, table of contents, list of table and

preface.

Second section: The body (content) of the research

Chapter 1: Introduction

Chapter 2: Literature Review
Chapter 3: Research Method
Chapter 4: Analysis and Results

Chapter 5: Conclusion and Recommendation

Third section: The end materials consist of references and appendixes

Fulfilling the above criteria completes this research study.
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ABSTRACT

This study examines the performance of Malaysian Real Estate Investment
Trusts (M-REITs) using Sharpe’s Index measurement for year 2001 to 2010.
The observation years were segregated into three categories which are pre-
crisis, crisis and post-crisis period to determine the effects of the 2008 U.S.
subprime mortgage crisis on the performance of M-REITs. The M-REITs
stock prices were benchmarked against the market proxies which are the
FBMKLCI, FBMEMAS and FBM Kuala Lumpur Property Index (KLPI).
Besides that, this study also compares the level of returns, degree of risks
and correlations of M-REITs with regional peers, namely, the Hong Kong,
Singapore and Taiwan REIT market. The results indicate that M-REITs
underperformed the broader market during both pre-crisis (2001-2007) and
post-crisis period (2009-2010). However, M-REITs displayed superior
performance relative to the broader market during the financial crisis period
(2008). This study also concludes that M-REITs possess lower degree of
overall risk or volatility as compared to the broader market, especially with the
property market. In terms of correlation of returns, results indicate that there
exist significant (definite) but weak correlation between M-REITs with the
market portfolio. Additionally, this study found that M-REIT market has had
emerging performance among regional REIT markets in the post-crisis years.
Lastly, this study also found that M-REITs do provide an effective mean of

hedging against inflationary pressures over the period.

Xii
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CHAPTER 1: INTRODUCTION

1.0 Introduction

The discussion on this chapter is divided into six sections. In the first section,
we provide the background of study in which we highlighted the general
overview of our research topic, followed by the problem statements of the
research. The third section lists down the research questions and the
research objectives are presented in the fourth section. The fifth section then
discusses the significance of this study followed by the last section which

states the organization of the study.

1.1 Background of the Study

In the past decades, more and more investment opportunities had surfaced
with the advent of a myriad of financial products through innovative and
rigorous financial engineering. More comprehensive financial instruments
such as derivatives and trusts have been introduced into the global financial
arena to meet and cater with the ever increasing demand for investable
instruments. Investors worldwide; be it institutional or individual, have sought
out to invest their accumulated wealth because investments would enable

them to safeguard as well as generate more wealth during the good times.

Real estate or the property sector is deemed as one of the few unique sectors
within every economy. This is because this particular sector is one of the
largest and most significant sector in most economies and yet, it is also the
harbinger of problem in most of the financial crises that occurred in the past
decades, as it did during the collapse of Japanese property bubble in the late
1980s, subprime mortgage crisis in the U.S. in 2008 and subsequent burst of
the Dubai property bubble in 2009. Thus, it is worthwhile to conduct studies

on this particular sector to understand what it could actually offer and its
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potential as well as how investors could be protected from its collapse in the

future.

Conventionally, investments in real estate could be in the form of owning
physical properties or investing in publicly listed property stocks as well as
property related debt securities such as bonds issued on developing property
projects. Continuous financial innovation has expanded the investment
spectrum within the real estate sector with the advent of Real Estate
Investment Trusts. Real Estate Investment Trusts or known globally as REITs
is one of the forms of unit trusts or trust funds which specialize on real estate

or property investments.

REITs were firstly introduced back in the 1960s in the U.S. when the
Congress of United States passed on a bill that enabled groups of small
investors to pool their resources in the form of trust funds and invest in
income-producing properties. REITs are collective investment vehicle where
investors’ capital are pooled and primarily invested in real estate assets and
other real estate related assets. Real estate assets may consist of residential
or commercial buildings, retail or industrial lots, hospitals or health care
facilities, resorts or hotels and specialty-built buildings. Other real estate
related assets could be equities in public-listed property companies and any
listed or unlisted debt securities of property companies. REITs funds are also
permitted to invest in non-real estate related assets, asset-backed securities
and other liquid assets with limits on investable amount prescribed by a
regulatory body. REITs stocks could be privately held or publicly traded on
stock exchanges. REITs generate investment returns from the rental income
collected plus any capital appreciation arising from holding the real estate or
property over the period. Investors in REITs, called unit holders (similar to
that of ordinary unit trusts), receive their returns in the form of dividends as

well as any capital gains during the holding period.
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Publicly listed REITs collect funds through initial public offerings (IPOs) and
the funds are used to manage properties. REITs have gained popularity as an
investment instrument nowadays because they enable smaller investors to
invest in real estate without the need of large initial outlay since the property
sector, especially physical property, is capital intensive. In addition, REITs are
also attractive to the investors because they carry low risks and yet, being
able to provide high dividend yields. Since REITs invest in a portfolio of real
estate assets such as offices, shopping centers, apartments and retail, they
offer steady stream of incomes that is derived from the rental of properties in
the particular portfolio. Furthermore, REITs are granted tax transparency that
is, federal income tax exemption, if they distributed a minimum of 90 per cent

of their net income to the investors as dividends.

REITs in the United States and Listed Property Trusts (LPTs) in Australia
have had a long and successful history as effective real estate investment
vehicles. In the recent years, REITs have expanded globally, with REIT
markets being established in Asia and Europe (EPRA, 2004). Over the past
two decades, REITs in Asia have seen exponential growth. In the Asian
region, Japan, Singapore and Hong Kong are among the market leaders of
REITs. The liquidity and efficiency of the real estate market in Asia have
significantly improved subsequent to the introduction of the REITs market
(Quek & Ong, 2008). The REITs market took off in Japan and Singapore in
2001 and 2002 respectively. South Korea established its REIT legislation in
2001 while Taiwan launched its first REIT in 2004. Hong Kong was the latest
to introduce a listed REIT in 2005. According to the latest Global Real Estate
Investment Trust Annual Report 2010 released by Ernst & Young, for the year
ending Dec 31, 2009, Asia’s REIT industry has a total market capitalization of
USD 63.76 billion (RM 218.06 billion @ RM 3.42/USD 1). Figure 1 shows that
Japanese REITs market is taking the lead with a market capitalization of USD
29.43 billion (RM 100.65 billion) followed by Singapore with USD 23.13 billion
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(RM 79.10 billion). With a market capitalization of USD 1.543 billion (RM 5.28

billion), the Malaysian REITs market is considered to be in its infancy stage.

Figure 1.1: Major REITs Market Capitalization as at Dec 31, 2009

Market capitalization — total

us 271,850
a

Austral
singapore [ 22124
Canada -:ZU,E-.IU
Netherlands -12.23-1-
Hong kong -':'l.'jl{:1

Belgium . 5,761
South africa ] 3401

Mew Zealand I 2,540

r fie00

Malaysia |1.543
Germa |T13

100 000 150 000 ::_DLI_:_I oo 2 :.;_l_.__l:_u;_l 200 000

USS millions
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A survey by Jones Lang LaSalle back in 2004 has shown that level of
maturity and transparency in many Asian real estate markets such as Hong
Kong, Singapore, Malaysia and Japan have seen considerable improvement
since the Asian financial crisis in 1997. As such, international real estate
securities funds that have invested in real estate companies in several Asian
countries could enjoy long-term diversification benefits within their portfolios
(Bond, Karolyi & Sanders, 2003; Garvey, Santry & Stevenson, 2001). The
emergence of REITs in Asia offers new opportunities for international funds to
diversify into real estate assets in these Asian countries (Newell, Liow, Ooi &
Zhu, 2005).
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Real estate investment trusts (REITs) are previously known as listed property
trusts (LPTs) in Malaysia. In Asia, Malaysia was the first country in Asia to
introduce property trusts. The first property trust was listed on the Kuala
Lumpur Stock Exchange (KLSE) in 1989. Prior to 2005, there were four
property trusts listed on the KLSE, namely, Arab-Malaysian First Property
Trust (Aug 1989), First Malaysia Property Trust (Nov 1989), Amanah Harta
Tanah PNB (Dec 1990) and Mayban Property Trust Fund One (Mar 1997)
(Ooi, Newell & Sing, 2006). These property trusts were, however, not popular
among the institutional investors as their public listings had received mild
responses from investors (Newell, Ting and Acheampong, 2002). Back then,
the regulatory framework approved by the Bank Negara Malaysia (BNM) in
1986 was restrictive and provided no tax transparency for REITs net income.
Other issues that impeded the sector were potential conflicts of interest, lack
of focus on asset management and relatively thin trading volume. Even a
revision of the property trust guidelines by Bank Negara Malaysia in 1995
failed to spark any interest among domestic investors. The most recent
liberalization in the guidelines was announced by Securities Commission (SC)
in February 2005. Prime features of the revision focus on granting tax
transparency status to REITs and liberalizing a REIT's borrowing (debt) limits
to 35% of total asset value. Listed property trust funds will also be renamed

REITs, which is a standardized global term.

Additional listings of M-REITs continued in 2005 subsequent to further
revision on REITs guidelines with Axis REIT being the first new REIT listed in
the main board of KLSE in August 2005. As at 2010, the two most recent
REITs listing in Bursa Malaysia are Sunway City REIT (known as SUNREIT),
which is the largest IPO of REIT in Malaysia, and CapitaMall Malaysia Trust
REIT (known CMMT), which is the first foreign-sponsored REIT in Malaysia.
As at January 31, 2011, there are 14 REITs listed in Bursa Malaysia with an
aggregate market capitalization of around USD 3.50 billion (RM 10.679 billion,
RM 3.05/USD 1).
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Given the concerted efforts by the Malaysian government to promote REITs
as a new investment instrument to expand Malaysian real estate sector,
major growth could be ignited in the domestic REIT market in the foreseeable
future. We believe that Malaysia will position itself as an emerging REITs
market in Asia in time to come, given the vast potential of the domestic
property sector through the initializing of the government's Economic
Transformation Plan (ETP) which highlights and targets a significant boost to

the domestic property sector in the medium to long-term.

1.2 Statements of Problem

M-REITs are deemed as one of the newer investment instruments introduced
in Malaysia and the M-REITs market is seen as relatively small as compared
to its regional peers such as Singapore, Hong Kong and Taiwan. The current
M-REITs market has seen increasing appeal to domestic and foreign
investors, especially in the past 3 years. Despite that, market sentiment,
especially from individual investors still relatively mild even with continuous
listings of M-REITs on Bursa Malaysia. With the growing relevance of REITs
as investment instrument, study needs to be conducted to evaluate the
current performance of all M-REITs stocks in relative to the broader equity
market as well as with existing regional peers - Singapore, Hong Kong and

Taiwan.

Given that M-REITs are now trying to attract more and more domestic and
foreign investments, it is more timely and worthwhile to conduct a research in
order to evaluate the performance of all listed M-REITs stocks and compare
their performance with the broader stock market as well as with other existing
regional peers such as the Singapore, Hong Kong and Taiwan REIT indexes.
In addition, our research would also study the correlation between return on
M-REITs share prices and return on broader market prices being proxied by
several Bursa Malaysia indices such as the FBM Property Index, FBMKLCI
Index and FBMEMAS Index.
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Furthermore, we found that most researchers only confine their studies on M-
REITs prior to and until 2005 only. At such, their studies primarily focus only
on the performance of the initial four LPTs, while ignoring the other M-REITs
listed subsequently (Kok & Khoo, 1995; Newell, Ting & Acheampong, 2002;
Sing, Ho & Mak, 2002; Ooi, Newell & Sing, 2006; Ting & Yunus, 2006;
Hamzah, Rozali & Tahir, 2010). So far, there is only very few researches that
utilize the 12 listed M-REITs with sampling period up to 2009 (Tan, 2009) and
we found that no studies is being conducted for all the 14 M-REITs listed. As
compared to previous studies that mainly emphasized on attribution of the
infamous Asian financial crisis in 1997, we hope to highlight the more recent
externalities that affected the global financial market such as the recovery of
massive sell down of global equities from the September 2001 attack on the
World Trade Center (WTC), inflating of global property bubbles during 2004 to
2007 due to low interest rate levels in the U.S. and more critically, the
subsequent burst of the U.S. subprime mortgage bubble in 2007 and the most
recent Euro credit crunch as well as collapse of Dubai property sector in 2008
and 2009 respectively, that sent a tidal of equity sell down and created major
instability in the global financial market. All these externalities occur during
the time frame of 2001 to 2010.

In addition, M-REITs do provide certain notable advantages as an investment
as compared to either equities or bonds. M-REITs present lower risk than the
equity market while yielding above average return than that of the bond
market. Thus, it is recommended that M-REITs should be used as a mean to
diversify portfolio investments. However, the potential of M-REITs for
achieving appropriate portfolio diversification still relatively uncertain for most
funds managers as the exposure given for this type of investment is rather
insufficient. The inclusion of M-REITs in most domestic fund managers’
portfolio still relatively limited. Moreover, given that M-REITs are dividend-
yield based investment, whereby dividend yields are more significant than

capital appreciation, increasing global and domestic inflation levels might
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have cast doubt on M-REITs as worthwhile investments. The increasing
inflationary pressure in the recent years has mounted onto the effectiveness

of M-REITs serving as a hedging tool for investors.

1.3 Research Questions

Our study seeks to highlight and understand several major questions
pertaining to M-REITs. The questions are as follow:-

> How did each M-REIT perform in terms of its share prices or
investment returns relative to broader market prices during the sampling
period?

> How did the Malaysian REITs market perform as compared with its
regional peers during the sampling period?

> What is the correlation of M-REITs stocks price movements with
broader market prices?

> What is the spread between returns on M-REITs stocks and Malaysian
riskless profit rate?

> Are M-REITs an acceptable tool for hedging against inflation as

measured in terms of rate of return and inflation rate?

NOTE: Broader market performance encompasses the performance of entire
Malaysian property sector, measured using FBM Property Index and
Malaysian equity market, measured using FBM KLCI and FBMEMAS Index.
Regional peers’ performances are measured using their respective REIT
Indexes. Lastly, Malaysian risk-free rate is measured using the prevailing

Malaysian T-bill rate.

1.4 Objectives of Study
The primary aims of this study are as follow:-
> To evaluate the performance of each and every M-REITs company

using its share prices.
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> To determine how are M-REITs performing relative to the broader
market performance.

> To compare the performance of Malaysia’s REITs market with its
regional peers.

> To examine the relationship of association between M-REITs share
prices and broader market prices (proxied by FBM Property Index, FBM KLCI
Index and FBMEMAS Index).

> To determine if M-REITs provides good hedge against inflation and are

worthwhile investment.

1.5 Significance of Study

Since the Malaysian REIT market is undergoing a period of development and
expansion in order to position itself as an emerging REIT market in the
region, this study is utmost vital as it provides all potential investors as well as
non-investing individuals with a broader and deeper understanding on the
nature and the development of M-REITs market in the past, present and
future. We hope to expand the existing knowledge on M-REITs so those
larger groups of people are able to understand what REITs are and what they

could offer as an investment instrument.

In addition, the findings of this study could offer useful information on the
performance of M-REITs so that potential investors could be able to make a
more accurate decision on their investments. Through our study, investors
could also determine if M-REITs are worthwhile investment to be included in
their portfolios and could be used to safeguard their wealth in times of
financial distress and to generate more wealth in good times. Although the
outcomes of our study could not guarantee an accurate prediction for the
future, it could, however, be a yardstick or basis for investment consideration
based on historical perspective to determine the potential and predictability of
return on each and every of the listed M-REITs. Furthermore, our study could

also provide a glance on the behavior of M-REITs being compared to the

1-9



Malaysian Real Estate Investment Trusts (M-REITs): A Performance and Comparative
Analysis

broader stock market. Last but not least, our study could also provide
references for other researchers and academicians to continue investigate on
any REIT-related areas in the future as a mean of continual extension and
expansion of every existing literature on this topic.

1.6 Organization of Study

This study consists of five chapters and the contents have been arranged with
the introduction in Chapter 1 and general explanation on the overview of this
study, followed by literature review in Chapter 2 which reviews the relevant
literature and theoretical framework. Subsequently, research method in
Chapter 3 describes the research design, data collection and methodology
and Chapter 4 analyzes the findings of this study as well as providing
interpretation on the results. Lastly, Chapter 5 discusses the overall
conclusion besides providing some recommendations and policies for future

researches.

1-10
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CHAPTER 2: LITERATURE REVIEW

2.0 Introduction

This chapter will begin with the discussion of Bursa Malaysia and the
background of FTSE Bursa Malaysia Kuala Lumpur Composite Index
(FBMKLCI), FTSE Bursa Malaysia EMAS Index (FBMEMAS) and Kuala
Lumpur Property Index (KLPRP). Next, the chapter will explain the
development of REITs in Malaysia by explaining the efforts for promoting
M-REIT industry by the government of Malaysia. Subsequently, a general
comparison of the REITs industry between Malaysia and other regional
countries will be provided. Then, the key attractions or the advantages of
REITs will be clarified. In addition, the U.S. subprime mortgage crisis
would be highlighted, followed by listing the historical risk-free and inflation
rates in Malaysia. Finally, review on literatures of previous studies on

REITs-related topics will be thoroughly discussed in this chapter.

2.1 Bursa Malaysia Berhad

Bursa Malaysia, the securities commission of Malaysia is an exchange
holding company approved under Section 15 of the Capital Markets and
Services Act 2007 according to Bursa Malaysia website
(http://www.klse.com.my/website/bm/). In the year 1960, Malayan Stock
Exchange was established for public trading of shares, where the board
system had trading rooms in Singapore and Kuala Lumpur that linked by
direct telephone lines. Kuala Lumpur Stock Exchange (KLSE) Berhad
being incorporated as a company and took over the trading operations on
KLSE in year 1976. On April 14, 2004, KLSE Berhad has changed its
name to Bursa Malaysia Berhad, following the demutualization exercise.
Bursa’s vision is to be the preferred partner in Asia for fund-raising, trading
and investment by offering fair and systematic markets for the investors to
trade with different products. Bursa Malaysia was listed on Main Board of
Bursa Malaysia Securities Berhad on March 15, 2005. It divided into three

categories, which are securities clearing, derivatives and bonds. In

2-1
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December 2008, Bursa launched the Bursa Trade Securities, which
enables faster processing and execution of orders and provides wider
trading functions and features. On August 3, 2009, Bursa combined the
main board and the second board of Bursa Malaysia into a single market
known as the Main Market while the Malaysian Exchange of Securities,
Dealing & Automated Quotation (MESDAQ) was renamed as Access,
Certainty and Efficiency (ACE). Figure 2.1 shows the regulatory structure
of Bursa Malaysia under the supervision of Securities Commission (SC)
and Ministry of Finance (MOF).

Figure 2.1: Requlatory Structure

Bursa Bur=sa Bur=sa Labuan
Malay=ia Malay=ia Malay=ia International
Securities Derivatives Depository Financial
Berhad Berhad Sdn Bhd Exchange
{LFx}
Bursa Bursa Bursa
Malay=ia Malay=ia Malay=ia
Securities Derivatives Bonds
Clearing Clearing Sdn Bhd
Sdn Bhd Sdn Bhd

Source: Bursa Malaysia

(http://www.klse.com.my/website/bm/about_us/the organisation/regulatory

_structure.html)
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2.1.1 Bursa Malaysia Indices

The barometer of the Malaysian stock market was launched on January 2,
1970 as Industrial Index with 30 industrial stocks with base year of 1970.
The exchange and industry representatives agreed that the stock market
needed an index that is reflective of the general performance of the
market, responsive to the expectations of investors, indicative of any
changes in government policies as well as reactive to the structural

changes in the economy.

FTSE Bursa Malaysia Kuala Lumpur Composite Index (FBMKLCI) uses
the real time basis of every 15 seconds and closing prices sourced from
Bursa to provide calculation and adjustments to the FBMKLCI. The
calculation is based on a value weighted formula and adjusted by a free-
float factor. The free-float factor is used to determine the attribution of the
company’s market activities in the index (degree of investable opportunity)
and each company is required to have a minimum free float of 15 per cent.
Table 2.1 summarized the major highlights of FBMKLCI from its inception
year in 1986 until today.

Table 2.1: Milestones of KLCI

4 April 1986 | The KLCI was launched as an open-ended index with a
total of 83 companies and calculated three times a day.
Trading volume criteria was set at minimum 250 lots per

annum.

30 January Calculation frequency was increased to every 15 minutes.
1990

29 May 1992 | Trading volume criteria was increased to minimum of

1,000 lots per annum.

18 April 1995 | Number of constituents was increased to and fixed at 100
largest capitalization companies as to accommodate the
listing of stock index futures. Computation frequency was

increased to every 60 seconds.
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19 March Enhancement to the objectives to better track the

1998 economy.

25 May 2005 | Discontinued the practice of adjusting index base for

dividends.

6 July 2009 Changed name to FTSE Bursa Malaysia KLCI
(FBMKLCI).The number of constituents is reduced and
fixed at 30 largest capitalization free-float weighted
companies and adopts the FTSE Bursa Malaysia Index
calculation methodology. The index computation is as
follow:-

Current Aggregate Market Capitalization x 100

Base Aggregate Market Capitalization

Source: Bursa Malaysia

(http://www.klse.com.my/website/bm/market_information/fom_kici.html)

Bursa Malaysia Main Market consists of nine main sector indices, which
encompasses the following: (i.) construction; (ii.) consumer product; (iii.)
finance; (iv.) industrial product; (v.) mining; (vi.) plantation; (vii) property;
(viii.) technology and (ix.) trading and services. According to Tan (2009),
the property sector index, known as FBM Kuala Lumpur Property Index
(FBMKLPI), tracks the stock prices of 88 listed property companies with its
base year on 1970. Then, FBM KLCI, the main market indicator in Bursa
Malaysia, serves as a benchmark to tracking the stock prices of 30 largest
companies by full market capitalization in Bursa Malaysia, while the FTSE
EMAS Index comprises and measures the stock prices of the 360
constituents of the FTSE Bursa Malaysia Top 100 Index and FTSE Bursa
Malaysia Small Cap Index, which appears as a better approximation for
the performance of Bursa’s Main Market. Figure 2.2 illustrates the

structure of FTSE Bursa Malaysia indices for both Main and ACE market.
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Figure 2.2: Structure of FTSE Bursa Malaysia Indices

Main Market Thematic Indices
Burs: szaysia FTSE Bursa Malaysia
KLCI FTSE Bursa EMAS Shariah Index
Malaysia Top

FTSE Bursa Malaysia
Lk ‘ Hijrah Shariah Index
) FTSE Bursa Malaysia Palm Oil
Plantation Index
FTSE Bursa Malaysia Small Cap Index )
FTSE Asia Pacific
(ex Japan, New Zealand & Australia)
FTSE Bursa Malaysia Fledgling Index
FTSE Bursa Malaysia Asian Palm
ACE Markat Qil Plantation Index (USD)

. FTSE Bursa Malaysia Asian Palm
FTSE B E] ACE|
SE Bursa Malaysia ACE Incex Oil Plantation Index (MYR)

Source: Bursa Malaysia

FTSE Bursa Malaysia
Mid 70 Index

(http://www.klse.com.my/website/bm/market_information/ftse_bursa_index
htmli#FBMKLCI)

2.2 Development Real Estate Investment Trusts (REITs) in
Malaysia

REITs were initially established in the United States in the early 1960s. In
Malaysia, Hamzah, Rozali and Tahir (2010) mentioned that the legislation
to permit the formation of listed property trusts (similar to REITs) was the
first to be introduced in Malaysia among Asia countries, with the Arab
Malaysian First Property Trust (AMFPT) being listed on Kuala Lumpur
Stock Exchange as the first Listed Property Trust (LPT) on August 28,
1989. By the end of the 1990s, there are four LPTs on the KLSE, with the
second LPT, First Malaysian Property Trust (FMPT) that was established
in November 23, 1989 and third LPT, Amanah Harta Tanah PNB (AHTP),
which was launched in December 28, 1990 and followed by Mayban
Property Trust Fund One (MPTF1), which was listed on March 25, 1997.
However, after listed for thirteen years, FMPT ceased listing on July 2002.
At the end of April 2005, there were only three LPTs left on Bursa
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Malaysia which are, AmFirst Property Trust (formerly Arab Malaysian First
Property Trust), Amanah Harta Tanah PNB and Amanah Harta Tanah
PNB 2.

New guidelines on real estate investment trusts (REITs) are introduced by
Securities Commission in 2005 and the term listed property trust (LPT) is
renamed as REIT, as to standardize the term with other countries. The first
Malaysian REIT (M-REIT), known as Axis REIT, was subsequently listed
on Bursa Malaysia in 2005. Table 2.2 below summarizes of the list of
publicly listed M-REITs as at January 31, 2011.
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Figure 2.3 below detailed the 14 M-REITs listed on Bursa Malaysia in terms
of capitalization, total assets and fund floating percentage. As at September
30, 2010, M-REITs have had a total market capitalization approximately RM
10.065 billion with total assets in the trusts of about RM 14.792 billion. The
three largest REITs in Malaysia in terms of market capitalization and total
assets are Sunway REIT, CapitaMall Malaysia Trust and Starhill REIT.

Figure 2.3: Market Capitalization and Total Assets of M-REITs as at

September 30, 2010
MalaysianREITS  Cap.  Assets Float Float
(RM mil) (RMmil) (%) (RM mil)
2800
CHMT 14850 21854 583 8658
sy Surtway Rl 25007 32507 618 16068
240 -
Startl 10197 16187 329 3355
g Ais 8119 9077 800 6495
£200
] AadhaiahBousiead 7520 8656 306 2976
g
: Al“Acar kP 6672 10113 585 3904
600 i :
g Amanahraya 5159 7480 517 2665
]
: i 51, 1. _
fl‘m | AmFirst 5105 10442 814 4153
2 b Hekar W32 771 86 1153
Quil 301 8182 399 1556
-
. A KR UoA BT 5194 33 1382
AmanahRaya
& 1@ Tower 194 388 796 2702
oy =  AmFIRST
i {LGJ"' Atrium 1218 1823 710 864
. Tower
y e e — AmarahHertaTanah 965 1555 600 579
M-REITS Simple
bW L0 1SN0 2000 150 300 3300 40N e ol S G
Tirtal sats (R} '
M-REITS Median 5132 8419 584
Total 10.064.7 14.791.9

Source: Bloomberg and CapitaMalls Malaysia Trust’s presentation slides for
CIMB Retail Investors
(http://capitamallsmalaysia.listedcompany.com/newsroom/CMMT091110.pdf)
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Figure 2.4: M-REITs Equity Standing as at June, 2010

REIT PERFORMANCE
DAIE  OFFERPRICE  CLOSINGPRICE “CHANGE  SIWEEKHIGH  SIWEEKLOW  DISTRIBUTION
NAME OF REI LISTED (R 0UNIORM)  SNGDECOY (M) (RN)  YIELD(IUN 10)
Amanah Harta Tanah PNS 28-Dec-90 N/A 0.940 173% 097 0830 745%
s RET LAugdS 155 200 bbtth 2000 1500 569%
Starhill REIT 16-Dec-05 0.9 0.855 0,00% 0920 0820 18%%
* UOARE Wels 15 140 1076% 1460 1160 816t
Tower REI Apeds 10 119 430 120 09% B4
 eAqar kP RET Thgls 035 1030 157% 1110 0 1071%
Haktar RET Dacd 105 1240 1071% 130 000 B30%
Amfirst REIT 20-Dec-06 1.00 1170 1250% 1.0 0485 8.33%
Quil Caplto T Bl 0 1010 448% 1100 910 740%
Al-Hadharah Boustead REIT §-Febo7 0.99 1300 0.00% 139 1160 1.15%
Amahroya RET WhbD 08 0855 000% 09% 0715 §54%
Ariom RET Wl 18 09%0 4% 098¢ 0650 171%

Source: REITS around Asia. (2010).

Al-Agar KPJ REIT and Al-Hadharah Boustead REIT were the first Islamic
REITs to be introduced in Malaysia, followed by Axis REIT which was
transformed from conventional REIT into Islamic REIT on December 2008
according to Tan (2009). Islamic REITs have to comply with the existing
Syariah law requirements. Table 2.3 below summarized the differences

between conventional REITs and Islamic REITs.
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Table 2.3: Difference between Conventional and Islamic REITs

Conventional REITs

Islamic REITs

Syariah
Committee/Syariah

Advisors

There is no need for any
Syariah

Committee/Advisors.

Islamic REIT must
appoint a Syariah
Committee/Advisors to
ensure compliance with

Syariah requirements.

Permissibility of
activities carried out

by tenants

No restriction.

Only permissible

activities allowed.

Insurance for

properties

Conventional insurance
with insurance
companies as approved

by trustee.

The managers need to
consider the availability
of Islamic

insurance/Takaful

before opting for

conventional insurance.

Financing / Funding No restrictions. Financing must be

requirement Syariah compliant.

Source: Ting, K.H. and Md. Noor, A.R. (2007) Islamic REIT: A Syariah-
compliant investment option, 12" Asian Real Estate Society Conference

Macau, China.

2.2.1 Malaysian Government Efforts on Promoting M-REITs Industry

On average, REIT investment returns in developed market are peaked
around 3 to 5% year-on-year (y-o0-y) basis, depending on its individual fund
performance. Comparatively, M-REITs appear to be very attractive because
as Malaysia is in the phase of emerging developing nation, domestic property
values are still within a relatively lower price range behind many developed
countries in Asia as their volumes are still not very dense and thus, there
exists vast potential for growth for Malaysian property sector. This reason has

emerged as an opportunity with M-REITs able to generate average attractive
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yields between 6 to 8% which is higher than REITs in other major developed

countries.

Regionally, REIT markets around Asia have an advantage feature over M-
REITs. Countries such as Hong Kong and Singapore both have 0%
withholding tax as compared to 10% in Malaysia. For many years, the tax
regime for M-REITs has lagged behind our neighbors in Singapore, making
the latter a more attractive destination for REIT listings. Hence, the
government and Securities Commission (SC) have to come up with certain

improved initiatives to promote the Malaysian REITs market.

On January 3, 2005, the SC released new guidelines on M-REITs in an effort
to accelerate capital market growth and establish a vibrant and competitive
REIT industry in Malaysia. Key features included the relaxation of restrictions
on M-REITs for the following transactions such as borrowings limits,
acquisition of leasehold properties and acquisitions of real estates that are
encumbered by financial charges. In order to promote the development of M-
REITs or Property Trust Funds (PTFs), REITs or PTFs approved by the SC
were given tax incentives or treatment such as chargeable income distributed
to unit holders was exempted from income tax and the accumulated income
that has been taxed and subsequently distributed was eligible for tax recovery
by unit holders. At the same time, to promote the growth of Islamic capital
market, the SC also issued new guidelines for establishment of Islamic
REITs, on November 21, 2005. These guidelines are to further facilitate the
development of a new lIslamic capital market product and thus, making
Malaysia the first jurisdiction in the global Islamic financial sector to issue
such guidelines. These guidelines were expected to serve as a global

benchmark for the development of Islamic REITs in other countries.

If any M-REIT company distributes at least 90% of its net income, then its

undistributed net income would be tax exempted. REIT managers in Malaysia

2-12



Malaysian Real Estate Investment Trusts (M-REITs): A Performance and Comparative
Analysis

are hoping that the government would also waive the 10% withholding tax for
resident and non-resident individuals. The reduced withholding tax of 10% on
individual and non-corporate investors is only available up to December 31,
2011. Subsequently, M-REITs dividends received after the due period will be
taxed at original 20% for foreign institutional investors and 15% for non-
corporate investors (including resident and non-resident individuals). The
reduction or removal of withholding tax has always been included in the
proposal of Malaysia REIT Managers Association (MRMA) for the
government to consider during the annual budgets. In Budget 2010, the Real
Property Gain Tax (RPGT) was reinstated, mainly to curb the heat of
speculative buying in real estates or properties. However, no announcement

on any changes in the REIT industry was made at the time.

It is highly hoped across the industry that the reduced withholding tax of 10%
will be extended, if not further reduced (compared to 0% withholding tax in
Singapore and Hong Kong) in the upcoming Budget 2011, to give a broad tax

direction and tax position to REIT investors beyond 2011.

Besides that, the government has also set up a regulatory framework for
Islamic REITs as another step to strengthen the country’s reputation as the
world’s Islamic finance hub. The regulatory framework is also similar for both
with exception that Islamic REITs must comply with the Syariah requirement,
where Islamic REIT is required to appoint a Syariah Advisor or Committee
who will act as advisor to the REIT and be the point of reference and
consultations on permitted investments as provided under the Securities

Commission guideline on Islamic REITs.

The distribution of income, although similar with those of conventional REITs
where it should only be made from realized gains or realized income, for
Islamic REIT these income must be earned from Syariah compliant activities

or from the activities within the 20% benchmark. This benchmark is used to
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assess the level of contribution from mixed rental payment from non-Syariah
compliant activities such as the rental payment from premises that are

involved or dealing with gambling and sales of liquor.

Narrowing down to the Malaysian market, to date, there are 14 M-REITs
being offered in Malaysia inclusive of two Islamic REITs, namely Al-Agar KPJ
REIT, being the first Islamic REIT in the world and Al-Hadharah Boustead
REIT, being the first Islamic plantation REIT in the world. Both the Al-Aqar
KPJ REIT and Al-Hadharah Boustead REIT rank amongst the top 3 REIT in

Malaysia in terms of dividend yield.

2.3 Essence of Attractions for M-REITs

According to Stewart LaBrooy, chief executive officer of Axis REIT Managers
Bhd, even though in year 2009 M-REITs were facing distress impact from the
global economic crisis, but the companies were still able to distribute about 70
to 80% of their net income and retained earnings to the M-REITs investors.
As a result, the prime appealing factor of M-REITs is that the unit or
shareholders would receive steady and generous dividend income from the
distributor annually. He further states that with high dividend yields of about
seven 7% annually, low entry cost and supported with efficient level of
corporate governance, M-REITs should be the choice of investment for
investors from all levels besides adding on that the size of assets of M-REITs
has ballooned to about RM 16 billion.

Furthermore, M-REITs actually enable investors to free up their time and yet
having the management of the real estates into the hand of capable
professionals with expertise in managing properties. They would be
responsible to perform their job by maximizing the shareholders’ wealth as a
result of improving the yields, expanding the trusts’ portfolios by acquiring
more strategic assets and increasing the total market value of the assets

under their management.
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Life is full of uncertainties. Therefore, M-REITs would also offer investors the
liquidity to be able to convert their investments easily into cash within three
days, as and when the investors would like to. Partial liquidation of investment
is not available for investments in physical properties, while M-REITs do allow
investors to liquidate any part of the shares as required or needed, instead of

all the shares held, at any point in time.

Last but not least, M-REITs allow investors to have a partial ownership in
larger scales real estate or properties such as retail and industrial complexes
with minimal initial outlay, yet being able to reap benefits from the growth and
development of such assets. Contrary, investment in physical properties
would certainly be impossible for smaller investors such as the household or
individual investors as they would have limited capacity to own and manage
such physical assets. Thus, M-REITs present investors with wider range of

investment opportunities within the real estate sector in Malaysia.
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For comparison purposes, we chose to compare M-REITs with several
developing Asian countries as they are within the similar development stage
in terms of REIT market growth. Excluding Japan, all Asian REITs
outperformed the rest of the world in terms of return on investments,
according to the Global REIT Report 2010 by Ernst and Young. Except
Japan, which has a different economic profile than the rest of the region,
Asian economies have generally been more elastic to the financial crisis. The
Asian REIT sector's one- and three-year total returns are the relative
outperformers according to Ernst and Young Global REIT Report 2010.

Singapore REIT (S-REIT) legislation was first introduced in 2002 and is
widely regarded as one of the more liberal regimes in the region. Indeed,
Singapore authorities are trying to position the Singapore stock exchange
(SSE) to be one of the most important stock exchanges in the region,
competing against the likes of Tokyo (TSE) and Hong Kong (HKSE). lts
REITs legislation was last modified via a revision of the Property Fund
Guidelines in October 2005. In March 2007, the Monetary Authority of
Singapore issued a list of recommendation for further development of the
REIT codes including increasing the minimum requirement of investment in
real estate from 35% to 75% to match closer equivalent rates in Hong Kong,
as well introducing a licensing framework for REIT managers. In early 2009,
Singapore has had the worst overall performance whose economy was seen
as particularly vulnerable during the aftermath of the financial crisis in 2008.
Since March 2009, S-REITs have rebounded strongly as global financial

markets have stabilized.

Hong Kong REIT (HK-REIT) legislation was first established back in July
2003, but did not initially meet the same level of success as other countries,
partly because of the lower level of tax transparency. HK-REIT companies are
subjected to 16% property tax for property held directly. Since then a number

of changes have been made to the legislation in an effort to stimulate demand
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including allowing of holding international assets and the ability to hold
property via special purpose vehicles (SPVs) operated by the REIT
managers. There is only 17.5% profit tax charged upon profits from this
SPVs. Malaysia and Hong Kong are railing in positive returns over the last
three years. Only Singapore recorded a negative 3-year rate of return of
-4.15 %.

REITs came into effect in Taiwan following the enactment of Real Estate
Securitization Law in 2003. This legislation was passed in response to the
need to stimulate the real estate market in Taiwan and to provide another
investment alternative to institutional investors as well as the general public,
whose choices had been limited mostly to funds focusing on corporate bonds
and shares. To meet the TW-REIT laws, a trust must have been established
for three years and meet certain standards of credit rating. Subject to
approval by the authority, TW-REITs can invest in completed overseas
assets, whereas investment in property development is still not allowed,
despite efforts of certain interest groups to reverse this regulation when it was
introduced in 2003.

Additionally, Thailand which also operates REITs since 2000s has a REIT
market capitalization of US$2.248 billion as of June 2010, was not included in
our comparison as there are certain political turmoil in the country that
affected its property sector growth. It would not be as comparable to proxy
Thailand for performance comparison. Japan, on the other hand, was thought
to be more in an advance or developed stage of REIT market as compared to
Malaysia since it is a well-developed country. Thus, we did not take into
account of Japan REITs (J-REITs) in this study as we will not be comparing

REIT market of similar level or prospects.
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2.3.2 U.S. Subprime Mortgage Crisis 2008: Causes and Consequences

We have chosen an observation period inclusive of the U.S. subprime
mortgage crisis in 2008 and have broken down our research period into three
subcategories which are the pre-crisis, crisis and post-crisis periods as the
Malaysian REITs market has been undeniably affected by the crisis. The
cataclysmic event did not happen out of a sudden. There are certain causes

which contributed to the crisis development.

From 2002 to 2004, American banks had lent billions of dollars of mortgage
loans to people with low incomes, of which many of them do not have the
capacity to repay their loans. On 30 June 2004, the U.S. Federal Reserve
(Fed) started a cycle of interest rate rises that will lift borrowing cost from 1%,
their lowest level since the 1950s, up to the current level of 5.25%. The Fed
had increased interest rates 17 times in a row as it tries to tame inflation in
the U.S. economy. The Fed halted the rise in June 2006 and has not lifted

borrowing costs from 5.25% since then.

Subsequently, from August 2005 through 2006, the high borrowing costs
started to impact the property market in the United States as the property
boom began to unwind and the bubbles began to pop. Property prices
tumbled and development projects declined sharply. Subprime mortgages
were on default and the default rate increases by the day, as more and more
borrowers found it impossible to finance or refinance their existing loans. As
property prices tumbled, they could not liquidate their property to cover their
mortgages. Those who borrowed to purchase property during the boom had
to sell off their property by marking down prices, as much as 50% to 70%.
Large chunks of subprime loans across the U.S. were defaulted. Shares in
New Century Financial, one of the biggest sub-prime lenders in the United
States were suspended for fears of bankruptcy on 12 March 2007. Finally on
2 April, New Century Financial files for bankruptcy. On 4 July 2007, The

United Kingdom’s Financial Services Authority (FSA) announced that it will
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take action against five brokers that sell sub-prime mortgages. United States
Federal Reserve chairman, Ben Bernanke, at that time warned that the crisis
in the U.S. subprime mortgage market could swell up to USD 100 billion.
Subsequently, on August 3, 2008, the U.S. stock market plunged as many
fear of their exposure to the problems in the subprime market. On August 9,
2008, French largest bank, BNP Paribas suspends three investment funds
worth 2 billion Euros, citing problems in the US subprime mortgage sector.
The next day, global stock markets stayed under severe intense pressure,
especially with London FTSE 100 index having its worst fall in more than four
years. On August 13, 2007, European Central Bank (ECB) pumped 47.7
billion Euros into the money market, its third cash injection since the crisis
unfolds. The U.S. Federal Reserve had to cut its interest rate at which it lends
to large banks by a quarter of a percentage point to help the banking sector to
deal with credit exhaustion. By early November 2008, the S&P 500 was down
45 % from its 2007 peak, housing prices dropped 20%, on average, off their
2006 peak together with U.S. futures markets signaling another 30% to 35%
potential drop. In December 2008, the Fed further lowered the federal funds
rate target to a near-zero range of 0% to 0.25% as last efforts to restore credit

stability in the market.

As the crisis began affecting the financial sector beginning in February 2007,
largest European bank, HSBC, wrote down its holdings of subprime-related
Mortgage-Backed Securities (MBS) by USD 10.5 billion. During 2007, at least
100 mortgage companies were either shut down, suspended operations or
sold. Top managements such as the CEO of Merrill Lynch and Citigroup
resigned within a week of each other in late 2007. About USD 750 billion of
subprime related securities had been recognized as of November 2008. Upon
the collapse of one of the largest investment bank in U.S., Lehman Brothers
Holdings, and other major financial institutions such as Bear Stearns Co. and
AIG in September 2008, the crisis hit a key point. Many other major financial

institutions such as Merrill Lynch, Citigroup, Fannie Mae and Freddie Mac
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have had to be rescued as they were in the brink of collapse. Hundreds of
billions of dollars of credit were dried up and trillions of dollars worth of equity
capitalization were wiped off global stock market during the crisis, as the
event would become the worst economic crisis in U.S. since the Great
Depression in 1932. From late 2007 to early 2009, many economist regard
the grim period as the Great Recession, which saw increasing unemployment

rates and declining growth rates in the U.S. economy.

To prevent the already severe state of global financial market from spiraling
into further depths, the US Federal Reserve in partnership with central banks
all around the world has taken several steps to address the crisis. In
November 2008, the Fed announced to pump in USD 600 billion to help
purchase the subprime-related or subprime-collateralized debt securities of
the government sponsored enterprise (GSE), to help lower the mortgage
rates. The Federal Open Market Committee (FOMC) decided to purchase an
additional USD 750 billion worth of GSE’s debt securities on March 2009. The
committee also purchased up to USD 300 billion long-term Treasury
securities in order to increase money supply in the U.S. economy after the
crisis. Then-U.S. president, President George Bush signed into a law an
economic stimulus package worth of USD 168 billion on February 13, 2008.
Subsequently, President Barack Obama also signed the American Recovery
and Reinvestment Act of 2009, on 17 February 2009, with USD 787 billion

economic stimulus package with a broad spectrum of spending and tax cuts.

Similarly in Asia, when the crisis worsened beginning in mid 2008 to early
2009, Asian markets across the board also felt the immediate spiraling effect,
including Malaysia’s FBMKLCI which had dropped to the lows of 800-point
level from its highs of 1500-point level in early 2008, shedding almost 50%.
Malaysia’s broader market tumbled to the worst point since the 1997 Asian
financial crisis. Thus, the unfolding subprime crisis in the U.S. indeed has a

great effect on the Malaysian economy and financial market as well. As such,
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based on the occurrence of the crisis, we divided the periods of our study into
three categories. The pre-crisis period was from 2001 up till 2007, crisis
period was in 2008 while the post-crisis period, which is the aftermath
recovery stage, was from 2009 till 2010. Such division would enable clear
observation of the U.S. subprime crisis effect onto the performance of M-
REITs.

2.3.3 Malaysian Treasury bill (T-bill) and Inflation Rates

Table 2.5 shows the historical short-dated Malaysian Treasury Bills rates (3-
month) in the past 10 years (2001-2010). Our study uses the Malaysian T-bill
rates as a proxy for measuring the risk-free rate of return in Malaysia for a
given year. From 2004 until 2010, Malaysia's average annual risk-free interest
rate was around 2.91% and reaching a monthly-high of 3.50% in April 2006. A
record monthly-low rate of 2.00% was noted in February 2009, subsequent of

the financial crisis that hit the Malaysian economy in mid 2008.

Table 2.5: 3-Month Malaysian Treasury bill (T-bill) Rates

Years 3-month Treasury bill Rates (%)
2001 2.792
2002 2.732
2003 2.788
2004 2.396
2005 2.496
2006 3.227
2007 3.434
2008 3.390
2009 2.053
2010 2.594

Source: Bank Negara Malaysia
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Table 2.6: Malaysian Annual Inflation Rates

Years | Inflation Rates (Consumer Price Index)
2000 1.6
2001 1.4
2002 1.8
2003 1.1
2004 1.4
2005 3.0
2006 3.6
2007 2.0
2008 54
2009 0.6
2010 1.7

Source: Bank Negara Malaysia

The consumer price index or inflation rates shown in Table 2.6 refer to the
general rise in prices measured against a standard level of purchasing power
in Malaysia. From 2005 till 2010, the average inflation rate was 2.77%
reaching a historical monthly-high of 8.5% in July 2008 and a record monthly-
low of -2.4% in July 2009. Inflation erodes our purchasing power and with the
Malaysian economy experiencing an expansionary state in 2010 and
expected for few more years to come, rising inflation is bound to happen.
Nowadays, with the general saving rates around similar or even lower than
the domestic inflation rate, most people are trying to find other options of
investment vehicle which enable them to hedge against inflationary pressures
as a mean to safeguard their wealth. Thus, this study determines whether M-

REITs are an appropriate investment tool for effective inflation hedging.
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2.4 Reviewing Previous Literatures: REITs’ Returns,

Correlations and Risks

Generally, most equity investments depend on capital gain as main source of
return for investors. When there is a positive movement on share prices,
investors will gain and loss if the share prices move otherwise. REIT shares
have been deemed to have less than favorable capital gains due to lower
stock price fluctuations, but they have had stable and sizeable dividend
payouts annually. Investments in REITs and the real estate market have
certain similarity that both of them would result in ownership of the properties
being invested through stock market or physical property market but the
prime difference is that REITs are more liquid than real estate because with
REITs, investors can easily get in and out from buying and selling of the
REITs stocks through the stock market, whereas buying and selling of real
estates such as landed properties and shop lots would take much longer time
for bargaining or looking for potential buyer and seller. The process of selling

or buying a real estate will be more complicated and time consuming.

241 REITs Performance Review during U.S. Subprime Crisis

Basse, Friedrich and Bea (2009) indicated that based on their research, they
found that investing in REIT is more risky than utility stocks during financial
crisis in U.S. from 1999 until 2009. The performance of Real Estate
Investment Trusts (REITs) or Listed Property Trusts (LPT) in Malaysia for
1995 to 2005 was examined by Hamzah, Rozali and Tahir (2010). They
tested by using three standard performance measurement methods (Sharpe
Index, Treynor Index and Jensen Index) and found that the risk-adjusted
performance of REITs vary over time and the average systematic risks of
REITs were slightly higher than the market portfolio during the pre-crisis and

crisis periods but were significantly lower in the post-crisis period.
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Bley and Olson (2003) have stated in their research that the equity REITs
market should be avoided for about four months after a large monthly gain.
Both stocks and REITs display mean reversion after large declines, the
investment advice was to avoid selling immediately after a large decline in
asset value. Glascock, Michavluk and Neuhauser (2004) found that the
decline in REIT stock value was about the one-half as large as the decline of
non-REIT stocks and REITs like defensive stocks in general that they are less
significant declines during the market-wide disturbances in New York on
1997.

2.4.2 Performance Reviews: REITs, Stock Market and Property Market

Study done by Corgel and Roger (1991) mentioned that the returns of REITs
vary widely with the stock market in the short run spectrum, but tend to be
higher correlated over longer holding periods. Still, the REITS’ returns are
more reflective of the changes in the rentals and values of the underlying real

estates in the trusts portfolios.

Myer and Webb (1993) stated that equity REIT returns appear to be much
more strongly related to closed-end funds or those on unsecuritized
commercial real estates. The equity REIT index returns were found to
Granger caused the unsecuritized real estate returns for most of the real

estate or property indices.

Tan (2009) researched on the performance of Malaysian REIT stocks relative
to Bursa Malaysia stock index from the period of June 2007 until June 2009.
The correlation between Bursa indices return and Malaysia REITs return is
found to be definite but low and the systematic risks of Malaysia REITs are
lower than that of the broader market. In the study, Tan’s results shown that
the performance of M-REITs is influenced by the stock market movement

over the same period through Granger Causality factor.
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2.5 Chapter Summary

This chapter provides a discussion on Bursa Malaysia and several Bursa
indices used throughout the study and followed by detailed discussion on the
background and development of M-REITs since its introduction. Besides that,
the study also compares the state of REITs market between Malaysia and
other Asian peers. Also in this chapter, the efforts made by the Malaysian
government to promote the domestic REITs market are explained. Finally,
reviews on the literatures of previous studies on REITs-related topics are

presented.
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Malaysian Real Estate Investment Trusts (M-REITs): A Performance and Comparative
Analysis

CHAPTER 3: RESEARCH METHODOLOGY

3.0 Introduction

Research methodology is a set of procedures or methods used to conduct an
empirical study systematically. It collects and analyzes all relevant information
for our study. Besides that, the methodologies also help us to understand the
analysis of our findings as well as illustrating the whole picture of the research
procedures. Research methodology refers to overall approach to the research
process, from the theoretical underpinning to the collection and analysis of
the data (Jill & Roger, 1997).

In this chapter, we will deal with the determination of research design and
data sourcing. The main focus is to discuss and clarify how the study would
proceed. Thus, the methodology of this piece of study will clearly illustrate the
research design, data collection methods, sampling techniques, fieldwork

procedures and data analysis methods in order to fulfill the aim of this study.

3.1 Research Design

Research design is a master plan specifying the methods and procedures for
collecting and analyzing the needed information. It is a framework or blueprint
that plans the action for the research project. The objectives of the study
determined during the early stages of the research are included in the design
to ensure that the information collected is appropriate for solving the
problems. Research design can be defined as the plan and structure of
investigation so conceived as to obtain answers to research questions. It
comprises the outline for the collection, measurement, operational
implications to the final analysis of data. In overall, a research design
expresses both the structure of the research problem and the plan of

investigation used to obtain empirical evidence in relations to the problem.
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According to Sekaran (2003), research design involves a series of rational
decision making choices. Issues relating to decisions regarding the purpose
for study (exploratory, descriptive, hypothesis testing), its temporal aspects
(time horizon) and the level at which the data will be analyzed (unit of
analysis) are integral to research design. Bryman and Bell (2007) stated that
a research design provides a framework for the collection and analysis of
data. A choice of research design reflects decisions about the priority being

given to a range of dimensions of the research process.

For our research, we are using longitudinal studies. According to Sekaran
(2003), longitudinal studies are studies with which the researcher might want
to study people or phenomena at more than one point in time in order to
answer the research questions. There are mainly four types of basic research
methods which were surveys, experiments, secondary data and observation.
Secondary data is used in our study because we are analyzing the
performance of Malaysian Real Estate Investment Trusts (M-REITs) and
compare with that of FTSE Bursa Malaysia EMAS Index (FBMEMAS), FTSE
Bursa Malaysia Kuala Lumpur Composite Index (FBMKLCI), FTSE Bursa
Malaysia Kuala Lumpur Property Index (FBMKLPI) and regional REITs
indexes. Subsequently, the M-REITs are then benchmarked against the
Malaysian Treasury bill rate (risk-free rate) as well as national annual inflation

rate for further analysis.

3.2 Data Collection Method

For data collection method, we used secondary data to complete this study.
The secondary data are gathered from several notable sources such as
directly from Bursa Malaysia’s archive and Bloomberg database, Bank
Negara Malaysia official website as well as KLSETracker.com which is a

registered equity database used by securities firms.
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Firstly, we looked into the databases for weekly M-REITs stock prices, FTSE
Bursa Malaysia KLCI, FTSE Bursa Malaysia KLPI, FTSE Bursa Malaysia
EMAS indexes, regional REITs indexes, 3-month Malaysian T-bill rates and
national annual inflation rates for the period of 10 years. As we looked into the
establishment years for each prices and indexes, we noted that Malaysian
Listed Property Trusts (LPTs) had been renamed Malaysian Real Estate
Investment Trusts (REITs), beginning from 2005, which mainly to be more
consistent with standardized term. Besides that, during the period in our
study, we also found out that the Kuala Lumpur Composite Index (KLCI) was
renamed into FTSE Bursa Malaysia Kuala Lumpur Composite Index
(FBMKLCI) and the enhancements were implemented on 6 July 2009. The
Kuala Lumpur Property Index is a capitalization-weighted index of all property
stocks within the FBMEMAS Index. This index was developed and launched
back then on 16 October 1991. The previous index name is known as
KLEMAS.

As there is no parallelism in the index formation period and the number of the
M-REIT companies under the index, the data collected is not parallel and
inconsistent in terms of time horizon comparison. In order to solve this
problem, we try to use the average-weighted indexes and rates within the
period to match with the existing data availability of each M-REIT.

Fortunately, we managed to compute those averages from our raw data.

The choices of independent and dependent variables for this study are vital
and must be addressed carefully. For our study, there are seven independent
variables or entity factors to be examined which are M-REITs stock prices,
FTSE Bursa Malaysia Kuala Lumpur Composite Index (FBMKLCI), FBM
Property Index, FBMEMAS Index, regional REITs Indexes, annual dividend
yields of M-REITs as well as national annual inflation rate. All these entity

factors are then used to determine the performances of M-REITs and
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comparison with the market is then being carried out to evaluate relative

performances.

Table 3.1: Definition of Independent and Dependent Variables

Variable(s) Name Definition
Independent
X4 Weekly M-REITs stock Represent stock prices of 15 M-REIT
prices companies from the year 2001 to 2010,

which consists of AHP, AHP2 (delisted in
March 2009), ACRIT, ALAQAR,
BSDREIT, AMFIRST, ARREIT, ARIUM,
QCAPITA, CMMT, SUNREIT, HEKTAR,
STARREIT, TWREIT and UOA.

X5 FTSE Bursa Malaysia Represents closest performance
Kuala Lumpur approximation to the Malaysian market
Composite Index portfolio of big-cap stocks from the year
(FBMKLCI) 2001 to 2010.

X3 FTSE Bursa Malaysia Represents performance of Malaysian

Kuala Lumpur Property property sector companies from year

Index 2001 to 2010.
X4 FTSE Bursa Malaysia Represents broader range of Malaysian
EMAS Index public listed companies in Bursa Malaysia

which encompasses smaller subset
indexes in Bursa Malaysia from year 2001
to 2010.

Xs Regional REITs Indexes | Represents Hong Kong REIT, Malaysia
REIT, Singapore REIT and Taiwan REIT
indexes from year 2001 to 2010 (subject

to establishment years).

Xs Annual dividends of M- Represents M-REITs annual dividend
REITs yields for every year available, subject to

establishment years.

X7 Annual inflation rates Represents Malaysia’s annual inflation
rates from year 2001 to 2010.
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Dependent
Y, Performance of each M- | Measured using M-REITs’ annual returns,
REIT relative to | standard deviation, Sharpe’s index,

Malaysian equity indices | Pearson correlation and dividend yield-
as well as M-REIT | inflation measure for the period of
market to regional REIT | concern.

markets performance

3.3 Sample Design

According to the Zikmund (2003), sampling frame is the list of elements from
which the sample may be drawn. The sampling design used in our thesis is
the non-probability sampling. According to the Zikmund (2003), non-
probability sampling is the probability of any particular member of the
population being chosen is unknown. In this study, we used the FBM Property
Index, M-REIT stock prices, FTSE Bursa Malaysia Kuala Lumpur Composite
Index (FBMKLCI), FBM KLPI index and regional REITs indexes which are
obtained from Bursa Malaysia archives and Bloomberg database while the
Malaysian T-bill rates and national annual inflation rates are sourced from
Bank Negara Malaysia (BNM) statistical database. Therefore, we can

conclude that the sampling design for this study is non-probability sampling.

3.4 Theoretical Framework

According to Sekaran (2000), theoretical framework is a conceptual model of
how one theorizes or makes logical sense of the relationships among the
several factors that have been identified as important to the problem. In other
words, theoretical framework is supposed to help the reader understand the
relationships of the variables and factors that have been deemed relevant to

the problem.

Variable is anything that may assume different numerical or categorical

values. Dependent variable is a criterion or a variable that is to be predicted
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or explained, while independent variable is a variable that is expected to
influence the dependent variable. Its value may be changed or altered

independently of any other variable.

Figure 3.1: Theoretical Framework

Independent Variables Dependent Variable
M-REITs Stock Prices

FBM KLCI

FBM EMAS Index M-REITs: Analysis of
Performance and

Comparisons

FBM Property Index

Regional REITs
Indexes

Dividend Yields of M- National
REITs Inflation Rate

3.5 Measurement of Data

To measure each of the variables enlisted, we compute the monthly and
yearly return from raw data for the stock prices of M-REITs, FBMKLCI values,
FBMKLPI values, FBMEMAS index values as well as regional REITs indexes
values respectively. M-REITs stock prices or returns are used as a proxy for
comparison with other index values. In our study, the M-REIT index consists
of all 14 publicly listed REITs companies in Malaysia. The sample we used in
our study happened also to be the overall population for M-REITs sector in
Malaysia, as well as including the AHP2, which was delisted in March 2009,
which made our total observations to be 15 M-REITs altogether. As there
were newer M-REITs listings (SUNREIT and CMMT) on Bursa Malaysia in

3-6
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2010, the above sample period is chosen to make a better analysis on the
performance of more M-REITs with similar time period coverage. By using the
period of 2001 to 2010, we could also eliminate the lagging impact from the
1997 Asian financial crisis towards the M-REITs stock returns by providing
three years for buffering. This is to ensure that our findings on M-REITs
performance would not include the effects from the infamous 1997 Asian
financial crisis event. At the same time, we could also analyze the impact
from more recent financial externalities, especially the U.S. subprime
mortgage crisis in 2008 that very much affected the global equity markets, of

which is also the key concern in this study.

The monthly returns of M-REITs stocks were first derived from the adjusted
and weighted prices of M-REITs stocks on each final week of the month. The

monthly return in stock price is computed based on:-

Ri= (Py—Py) * 100
Py , Whereby

R: = M-REIT stock return for month t.
P: = Closing stock price of M-REIT at final week of month t.
P«1 = Closing stock price of M-REIT at final week of month prior to month t

(previous month).

Similarly, the monthly returns for FTSE Bursa Malaysia KLCI, FBMEMAS
Index, FBM Property Index and Regional REITs index are computed based

on:-

Rindex; = (index, — index, ;) * 100

indexy. whereby
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Rindex; = Equity index return for month t.
Index; = Closing index value at final week of month t.

Index;.1 = Closing index value at final week of month prior to month t.

It should be noted that the monthly returns for M-REITs stock prices and

equity indices are calculated based on end-of-month weekly closing prices.

Subsequently, we compute the 10-year total annual return of each M-REIT by
summing up all the monthly returns for each of the year. In our study, we
have calculated the total annual return for each M-REITs, equity indices and
M-REITs and regional REITs indexes. In addition, we also provide calculation
on the annual M-REITs’ dividend yields and compare the yields with the
national inflation rates for the purpose to determine whether investment in M-
REITs provide a mean to hedge against the inflationary pressure. The formula

to compute annual M-REIT dividend yields (%) are as follows:-

Annual Dividend Yield = Total dividend payouts for year t

Average stock price for the year t

We choose to use Microsoft Excel to analyze and examine the raw numerical

data and their calculation and to present the data in tabular form.

3.6 Hypotheses

To examine the empirical relationship between the independent variables and
dependent variables, a hypothesis has to be established. A hypothesis is an
unproven proposition or supposition that tentatively explains certain facts or
phenomena. A hypothesis exists when a proposition is formulated for
empirical testing, which can be described as declarative statements about the

relationship between two or more variables (Cooper & Schindler, 2008).
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According to Sekaran (2003), a hypothesis can be defined as a logically
conjectured relationship between two or more variables expressed in the form
of a testable statement. In conducting this study and to fulfill the proposed
research objectives, certain variables were tested in based on established
hypothesis. The null hypotheses (Ho) and alternate hypotheses (H)

developed for this study is as follows:-

Hypothesis 1

In order to examine the relationship of association (correlation) between M-
REITs stock returns and market returns, we suggest that

Ho: B=0 (There exists no correlation between M-REITs and stock market
indices)

Hqi: B#0 (There exists significant correlation between M-REITs and stock

market indices)

Hypothesis 2

In order to examine the relationship of association (correlation) between M-
REITs index and regional (Singapore, Hong Kong and Taiwan) REITs
indexes, we suggest that

Ho: B=0 (There exists no correlation between M-REITs index and regional
REITs indexes)

Hq: B#0 (There exists significant correlation between M-REITs and regional
REITs indexes)

3.7 Sampling Size

The proposed sample size of this research for the independent variables of
M-REITs, FBMKLCI, FBMEMAS, KLPI Index and regional REITs Indexes are
weekly data for 10 years, from year 2001 to 2010. For Malaysian T-bill rates
and national inflation rates, the sampling size is the monthly data of both rates

for similar 10-year period. Lastly, the sampling size for dividend yields of M-
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REITs is the annual dividend payments of each M-REIT for the 10-year
period. By dividing our data into weekly and monthly observations, our model
tends to be normally distributed as according to Central Limit Theorem which
stated that sufficiently large sample sizes will assume that the normality of
data distribution holds. Additionally, we have segregated the 10-year
sampling period into three distinctive period categories which are namely, (i.)
pre-crisis period, from year 2001 to 2007; (ii.) crisis period, in year 2008 and
(iii.) post-crisis period, from year 2009 to 2010. This segregation is done in
order for our study to present a vivid illustration on how the cataclysmic U.S.
subprime mortgage crisis in 2008 could affect the M-REITs as well as the

broader market performances.

3.8 Data Analysis Methods

Data analysis provides explanation on how collected data is being processed,
analyzed and interpreted accordingly to suit the aim of the study. In order to
obtain better and consistent results, researchers have to apply different types
of analysis and hypothesis testing methods. Following are the methods of
analysis that we have proposed to use in analyzing the data collected for our

study:-

3.8.1 Standard Deviation

Standard deviation, o, is widely used to measure the variability dispersion, to
express the variability of a population and measure confidence statistical
conclusion. In economic study, standard deviation is widely used to measure
the total variability or risk of an investment’s return. The higher the value of
standard deviation, the higher the total risk of the investment. The average
standard deviation are computed for each M-REITs, equity indexes and
regional REITs indexes by summing up the annual standard deviations for
each period (pre-crisis, crisis and post-crisis) and divided by the number of
years included for the respective period. Total risk measurement consists of

systematic risk and unsystematic risk. As we know, market risk or systematic
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risk such as political risk and inflation risk cannot diversified and is generally
measured by beta, B, while the unsystematic risk can be minimized and even
eliminated by using the factors which are controllable by the people in the
market. Beta is more accurate in measuring the systematic risk of a portfolio
rather than any individual securities. The degree of risk representation with
beta is higher with a portfolio of assets as compared to representing risk of
individual asset. Thus, in our study, we used the standard deviation for
measuring the dispersion of individual M-REITs return from their mean return.
Standard deviation formula is expressed as below:

11
> (x-u)
=1

n-1
, Whereby

X monthly return (%)

the mean return for the year (%)

n = sample period (years)

3.8.2 Sharpe’s Index

The primary objective of this study is to compare the performance of M-REITs
along with each of the other indexes and evaluate overall investor portfolio
containing all the three indexes as benchmark. Sharpe’s Index (Sl) is a
measure of performance of M-REITs with others market indexes over a given
period of time. Sl evaluates the investment or security performance based on

the amount of reward received per unit of risk taken.

The important aspect of the Sharpe’s Index is that this performance indicator
takes into consideration the total risk of the portfolio or security. In order to
use the Sharpe’s Index, we must obtain the portfolio or security’s return, risk-

free rates of return and the standard deviation of the particular portfolio or
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security. Sharpe’s decision rule is to choose investment positions with higher
Sharpe ratio, whereby Sharpe ratio is defined as a ratio of risk premium (rate
of return net of riskless rate) to position of total risk, expressed as standard

deviation of returns of a specific investment.

As compared with Treynor Index and Jensen Alpha Index measures, which
are commonly used to measure investment performances, Sharpe’s measure
appears to be more practical and concrete in measuring each M-REITs
performance. This is because both Treynor and Jensen Alpha measurements
are subjected to generic weaknesses of the Capital Asset Pricing Model
(CAPM), under which, both measures assumed that all investors have fully
diversified their portfolio by holding 20 or more securities. Hence, only
systematic risk is taken into account (non-systematic risk is assumed to be
fully diversified) in computing Treynor and Jensen Alpha measures while
Sharpe’s measure accounts for both systematic and non-systematic risks in
evaluating level of investment returns and its performance. If portfolio
diversification assumption is relaxed, or where only individual security is being
assessed instead of a portfolio, Sharpe’s measurement would be practically

more appropriate than Treynor and Jensen Alpha measures.

For the risk-free rate of return, we used the average return (over the period of
time) of short-dated (3-month) Malaysian T-bills. The standard deviation of
returns is a measure of the total risk of the security or portfolio. The formula

for Sharpe’s Index is illustrated as below:-

SI= (Total Monthly Return, R, - Risk-Free Return, Ry)
Standard Deviation, SD,

By using the Sharpe’s Index formula, we compute the average Sharpe’s
Index for each M-REIT for each of the segregated periods (pre-crisis, crisis

and post-crisis). Next, we rank and sort the M-REITs companies, REIT
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indexes and equity indices according to the SI measurement rule to

determine their performance during the respective periods.

3.8.3 Spearman rank Correlation Test

According to Plata (2006), Spearman’s rank correlation coefficient is a non-
parametric (distribution-free) rank statistic as a measure of the strength of the
associations between two variables. Correlation coefficient is a statistical
measure of the covariation, or association, between two variables. It also
indicates the strength and direction of a linear relationship between two
random variables. The correlation between two variables reflects the degree
to which the variables are related. Spearman’s coefficient is not just a
measure of the linear relationship between two variables. It assesses how
well an arbitrary monotonic function can describe the relationship between
two variables, without making any assumptions about the frequency
distribution of the variables. It does not assume that the relationship between
the variables is linear, nor does it require the variables to be measured on

interval scales. It can also be used for variables measured at the ordinal level.

In principle, Spearman’s rank correlation coefficient is simply a coefficient in

which the data are converted to ranks before calculating the coefficient.

Nowadays, correlation coefficients are widely used in statistical analyses.
Correlation has a coefficient values ranging from -1.0 to +1.0. A coefficient
value of +1.0 shows that there exist a perfect positive linear relationship,
whereas a value of -1.0 indicates a perfect negative linear relationship. In this
study, we are testing the correlation between M-REITs and FBMKLCI index,
FBMEMAS index, FBMKLPI index as well as the correlation between M-
REITs index with regional REITs indexes by using the Spearman rank
correlation test (conducted with SPSS 14.0). When computing the correlation

coefficients, we use two-tailed rather than one-tailed test because we are
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examining whether there exist any significant correlation relationship between
the variables, at all, regardless of the relationship directions (positive and

negative).

The strength of the association is then explained by using the Guildford’s rule

of thumb for all the calculated coefficient values.

Table 3.2: Definition of Correlation Coefficient Value

Correlation Coefficient Value Description on the Strength of
Association
0.91-1.00 Very Strong
0.71-0.90 High
0.41-0.70 Moderate
0.21-0.40 Small but definite relationship
0.00-10.20 Slight, almost negligible

3.9 Chapter Summary

In this chapter, we would explain the procedures and data analysis methods
used in conducting this study. It includes the research design, samples and
sample sizes used, methods of data collection as well as the data analysis
methodologies. We also stated our theoretical and empirical frameworks to
illustrate a clearer picture on the overall relationship between the dependent
variables and independent variables (entity factors) used in this study.
According to the flow, we would first select the appropriate data and identify
their sample sizes. Once we sourced the data, we will establish the
hypotheses. Then, we will run the proposed tests and analysis procedures
from calculating the total returns to standard deviations, Sharpe’s Indexes
and rankings as well as Spearman rank correlation tests. From the above
tests and analyses, we hope to obtain the results and findings which would be

used to fulfill the objectives in this study.
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CHAPTER 4: ANALYSIS AND RESULTS

4.0 Introduction

This chapter analyzes and interprets the empirical results obtained from
examining the data collected. Firstly, we outlined the total annual returns
calculated for all the M-REITs and equity indices for the period of concern.
Next, we used standard deviation of returns as a calculation of total risk of
each M-REITs and equity indices. In the following section, risk-adjusted
performance for the individual M-REITs and equity indices are being
measured using Sharpe’s Index. Furthermore, we will also provide
performance comparison between the M-REIT market and several regional
REIT markets being proxied by their indexes. A correlation analysis is then
performed to examine the association between each M-REITs’ stock price
movements to that of equity indices. In addition, we will also examine the
correlation between M-REIT index with Hong Kong, Singapore and Taiwan
REIT indexes. Finally, we would review on the feasibility and effectiveness of
M-REITs as inflation hedging tool by examining the dividend yields of M-
REITs and compare to prevailing annual inflation rate across our sampling

period.

4.1 Total Annual Return

The annual return that we have calculated is the total monthly returns for a
particular year and it is on a year-on-year (y-o0-y) basis. We have categorized
the total annual return for M-REITs, equity indices and REITs indexes into
pre-crisis, during crisis and post-crisis period. The findings on return in this

study are representative from year 2001 until year 2010.

4.1.1 Total Annual Return for M-REITs
From Appendix | - Table 4.1, we can analyze that during pre-crisis period,
both AHP and AHP2 have a negative annual return in 2001 and 2004. Then,
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AXREIT, STAREIT, and TWREIT have negative annual returns in 2006,
followed by ALAQAR and AMFIRST, which have negative returns in 2007
during the pre-crisis period category. Subsequently, we can see that all of the
M-REITs have been affected by the financial crisis that hit back in 2008, with
all their returns on that particular year being in the negative territory.

As the market rebounded in the post-crisis period, all of the M-REITs have
shown healthy and substantial recovery, as being illustrated by their strong
positive annual returns in both 2009 and 2010, predominantly AXREIT
(81.3%), ATRIUM (59%), HEKTAR (60.5%), and UOA (52.4%). It should be
noted that AHP2 was delisted in March 2009 due to poor performance since
listing, (Amanah Harta Tanah PNB2 to be delisted, 2009). According to Lo
Kok Kee, who represented a group of unit holders of not less than 50
members, said that the property portfolio have depreciated in value of 17%,
on average, after 11 years of listing. Also, both CMMT and SUNREIT were
newly listed in July 2010 and their performance based on total returns is

unrepresentative of their general performance.

Our finding here is similar with Glasscock, 2004, that when the general stock
market prices are declining, the REITs share prices would also behave
similarly and thus, the REITs’ return will be lesser during the market decline
stage. However, investors would also be able to capture the rebounding effect
with REITs as implied by the notable price appreciation of M-REITs during the

post-crisis period (market recovery stage).

4.1.2 Total Annual Return for Equity Indices

Based on the annual return that we have computed as shown in Table 4.2, all
the three indices have lackluster performance with negative returns in year
2001, 2002 and 2005 during the pre-crisis period. During the financial crisis in
2008, all equity indices had shown dramatic decline with the KLPI plummeting

the most by falling 62.55% in terms of annual return. Based on a REIT
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industry market research report in the U.S, our finding is consistent with the
fact that the financial crisis back then, known as the subprime mortgage crisis
was caused primarily by the bursting of property bubble in the U.S. which
caused instability in the global property market and thus, the domestic
property sector was also being affected. However, all indices have strong
positive returns during post-crisis period with the FBMKLPI becoming the best

performer among the three market indices.

Table 4.2: Total Annual Return for Equity Indices

Time Categories
EQUITY

Pre Crisis Crisis Post-Crisis
INDICES

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 |( 2009 | 2010

KLPI | (1.60) | (8.34) | 32.86 | (0.83) | (30.12) | 29.02 | 40.73 | (62.55) || 43.12 | 30.65

KLCI | (0.61) | (4.85) | 19.26 | 16.07 | (0.59) | 20.21 | 29.14 | (48.78) | 39.05 | 18.97

EMAS | (1.92) | (4.15) | 22.03 | 11.96 | (6.34) | 22.95 | 32.85 || (51.09) | 41.43 | 20.42

4.1.3 Total Annual Return for REITs Indexes

The total annual return for the REITs indexes of Hong Kong, Malaysia,
Singapore and Taiwan are shown in Table 4.3. Similar to that of M-REITS
and equity indices, the REIT market in Malaysia and our regional peers are
also affected by the subprime mortgage crisis in 2008, as shown with
negative annual return for all markets, with Singapore REIT index tumbled the
most. During the period, M-REIT index has shown relatively resilient behavior
by vyielding lower negative return (-20%) as compared to both Singapore
(-61%) and Hong Kong (-22%) markets. In the post-crisis period, however,
Singapore and Hong Kong REIT indexes shown highest positive aggregate
annual return (74%) followed by M-REIT index (54%). Taiwan REIT index
yielded lowest positive annual return (40%) by comparison. Our findings show
that the M-REIT market is relatively less affected by the severity of the
financial crisis or we could say the degree of resiliency of M-REIT market is

relatively higher as compared to other regional REIT markets.
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Table 4.3: Total Annual Return for REITs Indexes
Time Categories
REIT INDEXES Pre Crisis Crisis Post-Crisis
2005 2006 2007 2008 2009 2010
HONG KONG REIT 7.66 12.09 || (22.23) [ 48.19 26.41
MALAYSIA REIT (7.94) (2.66) | 18.98 | (19.90) || 34.55 20.27
SINGAPORE REIT 3.45 41.88 9.53 (60.92) 54.84 20.16
TAIWAN REIT 0.36 10.06 (13.19) (5.32) 28.99 11.02

4.2 Standard Deviation for M-REITs, Equity Indices and REITs

Indexes

The standard deviation calculated in this research is a measure of total risk or

the volatility of returns for the M-REITs and benchmark equity indices from

year 2001 until 2010. Standard deviation of the REITs indexes are calculated

from year 2005 until 2010. The sampling period is categorized into 3 different

sub-periods to illustrate periodical findings. The sub-periods consist of pre-

crisis period which is from 2001 till 2007, crisis period which is on 2008 and

post-crisis (recovery) period which is from 2009 till 2010. Average standard

deviation for each M-REITs, equity benchmarks and REIT indexes are

displayed for each sub-period, as shown in Table 4 .4.

Table 4.4: Average Standard Deviation for M-REITs, Equity Indices, and

REITs Indexes

M-REITs Pre-crisis Crisis Post-Crisis
AHP 4.03 7.16 2.76
AHP2 5.92 3.74 12.50
AXREIT 6.02 6.56 5.66
ALAQAR 2.56 4.44 3.57
BSDREIT 4.52 4.07 4.17
AMFIRST 3.82 4.66 3.93
ARREIT 1.99 3.37 3.28
ATRIUM 4.00 5.36 4.73
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M-REITs Pre-crisis Crisis Post-Crisis
QCAPITA 9.84 5.23 3.66
CMMT 4.08
SUNREIT 2.41
HEKTAR 8.97 7.54 5.12
STAREIT 4.26 2.43 3.54
TWREIT 5.54 6.45 4.78
UOA 4.10 5.23 3.54
EQUITY INDICES
KLPI 5.85 5.93 5.87
KLCI 4.02 4.72 3.38
EMAS 4.66 5.12 3.76
REIT INDEXES
HONG KONG REIT 4.89 9.06 5.33
MALAYSIA REIT 3.07 3.33 2.43
SINGAPORE REIT 5.43 8.60 5.65
TAIWAN REIT 2.71 7.21 3.36

In the pre-crisis period, QCAPITA is the riskiest M-REITs with the highest
average standard deviation (SD) for the period of 9.64% while ARREIT is the
least volatile M-REITs with lowest SD for the period of only 1.99%. Among the
equity benchmarks, KLPI has the highest volatility (5.85%) followed by
FBMEMAS (4.66%) and FBMKLCI (4.02%). There are 4 M-REITs which
display lower volatility than the broader market which are ARREIT, ALAQAR,
AMFIRST and ATRIUM while all M-REITs are less risky than KLPI except
TWRREIT, AHP2, AXREIT, HEKTAR and QCAPITA. On the other hand, M-
REITs market is relatively less volatile than Hong Kong and Singapore REITs

market among regional peers.

During the crisis period, we can see that AHP2, ALAQAR, BSDREIT,
AMFIRST, ARREIT and STAREIT are less volatile than the broader market
as a whole. The SD for FBMKLCI, FBMEMAS and KLPI is 4.72%, 5.12% and
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5.93% respectively. Hektar has a highest SD of 7.54% and the return of the

year is -68.12%, the lowest negative returns among M-REIT.

During the recovery period, all M-REITs except AHP2 shown lower volatility
than KLPI, which is the riskiest among the equity indices, due to its
announcement of delisting back in March 2009 subsequent to reports of
subpar performance by its unit holders,. Overall, AHP, ARREIT and SUNREIT
displayed lower risk than the broader market as a whole, on average. Their
SD for the period is lower than that of FBMKLCI of 3.38%, which is the least

volatile among equity benchmarks.

In terms of regional REIT market volatility, we could notice that M-REITs
market has displayed higher stability as compared to its peers over the three
periods, as shown by M-REIT index’s relatively low and consistent SD
ranging from 2% — 3% across the different sub-periods. Our findings imply
that M-REITs market does possess lesser overall risk as compared to its
more developed regional peers. Thus, foreign investors with certain risk
preference should also consider the level of risk in M-REIT market, which
appears lower than our regional peer, when choosing to have international

diversification among the REIT markets.

4.3 Sharpe’s Index for Risk-Adjusted Performance

Measurement
In our research, we used Sharpe’s Index to measure the performance of
individual M-REIT companies, equity indices as well as the Hong Kong,
Malaysia, Singapore and Taiwan REIT markets. We have also segregated
our analysis of Sharpe’s Index into pre-crisis, during crisis, and post-crisis
period to allow for more illustrative comparison. Sharpe’s Index measures the
performance of portfolios or assets based the spectrum of total risk. Sharpe’s

Index measures the ratio of risk premium to the standard deviation of return
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for each M-REIT companies. Positive value shows returns are in excess of
total risk taken in a particular investment after considering the riskless return
factor. Higher Sharpe’s value implies higher return for the level of risk taken
for an investment. The risk premium on a portfolio is derived by netting the
risk-free rate from total return achieved.

4.3.1 Sharpe’s Index for M-REIT and Equity Indices

Based on Appendix J - Table 4.5, we found the results of Sharpe’s measure
for each M-REIT on year-on-year (y-o-y) basis from year 2001 until year
2010. For M-REITs’ performance during the pre-crisis period, AHP has low
negative Sharpe’s values in year 2001, 2002, 2004, and 2006. On the other
hand, AHP2 has high negative Sharpe’s values but only in year 2001 (-4.02)
and 2004 (-6.04) and a low negative value in year 2005 (-0.01). In the year of
2006, all the M-REITs experienced negative Sharpe’s values with the
exception of AHP2 which marked rather high positive Sharpe of 3.99. In
2007, the year before crisis, nine M-REITs have positive Sharpe’s value with
TWREIT (5.89), HEKTAR (5.08) and UOA (3.96) taking the lead. During the
year, only ALAQAR, AMFIRST, ATRIUM and QCAPITA have negative
Sharpe’s values. As shown in Table 4.5, all the equity indices also have

negative Sharpe’s values in the year 2001, 2002 and 2005.

During the crisis period in 2008, all M-REITs recorded negative Sharpe’s
values with STAREIT, ATRIUM and HEKTAR among the worst performers
with relatively high negative Sharpe’s values of -10.54, -9.79 and -9.49
respectively. Over the period of post-crisis, M-REITs were recovered from
crisis and the have a better performance when compared to year 2008 with
AXREIT taking the lead while ARREIT and SUNREIT still lagging behind
other M-REITs
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Table 4.6: Average Sharpe’s Measure for M-REITs and Equity Indices

M-REITs Pre-crisis | Ranking Crisis Ranking | Post-crisis | Ranking
AHP 0.55 8 (1.71) 1 4.01 9
AHP2 (0.04) 9 (2.55) 2 1.54 16
AXREIT (0.29) 11 (7.70) 7 8.28 1
ALAQAR (1.32) 15 (2.80) 3 3.13 13
BSDREIT 3.63 2 (8.76) 10 3.90 10
AMFIRST (1.24) 14 (3.37) 4 4.96 8
ARREIT 1.10 6 (5.01) 5 1.13 18
ATRIUM (0.70) 13 (9.79) 12 5.87 4
QCAPITA (0.17) 10 (7.13) 6 2.31 14
CMMT - - - - 1.21 17
SUNREIT - - - - 3.15 12
HEKTAR 5.08 1 (9.49) 1 5.54 7
STAREIT (4.34) 16 (10.54) 13 1.96 15
TWREIT 1.37 5 (7.97) 9 3.57 11
UOA (0.52) 12 (7.77) 8 5.61 6
EQUITY
INDICES
KLPI 0.58 7 (11.11) 16 5.85 5
KLCI 2.36 3 (11.05) 15 7.61 2
EMAS 214 4 (10.64) 14 7.38 3

Based on average risk-adjusted performance, shown in Table 4.6, we could
notice that 2 M-REITs, namely HEKTAR and BSDREIT, have outperformed
the broader market during the pre-crisis period with their Sharpe’s ranking
higher than that of FBMKLCI, FBMEMAS and KLPI. Aside from that, TWREIT
and ARREIT have both outperformed KLPI during the same period. The other

M-REITs have lagged behind the broader market during this period.

During the crisis period in 2008, all the M-REITs have outperformed the

broader market with all the equity benchmarks showing dismal performances

4-8



Malaysian Real Estate Investment Trusts (M-REITs): A Performance and Comparative
Analysis

due to beaten down equity returns during that year. All three equity
benchmarks have the lowest Sharpe’s ranking for the period. Thus, we could
conclude that M-REITs have displayed certain degree of resiliency during

financial or economic crisis period.

In the recovery years, where the equity benchmarks shown significant
improvements, AXREIT still manage to outrank the broader market in terms of
risk-adjusted performance while ATRIUM has outperformed the KLPI during
the same period. During this recovery period, the remaining M-REITs are
seen to have relatively dismal performance when being compared to the

equity benchmarks.

Our study finds that M-REITs underperformed the broader market adjusted to
overall risk during both pre-crisis and post-crisis period but during the
financial crisis period, M-REITs display superior overall risk-adjusted
performance relative to the equity market, which is similar to the findings
obtained in Tan, 2009. Investors would thus, be better protected from the
downturn effects in both the equity and property market during financial crisis

period with investments in M-REITs.

4.3.2 Sharpe’s Index for REIT Indexes
Table 4.7 shows the average of annual Sharpe’s Index values for four REIT
market indexes with their overall risk-adjusted performance rankings for our

three different sampling sub-periods.
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Table 4.7: Average Sharpe’s Index and Ranking for REIT Indexes

REIT INDEXES Pre-crisis | Ranking | Crisis | Ranking | Post-crisis | Ranking
HONG KONG REIT 1.20 2 (2.83) 2 6.97 2
MALAYSIA REIT (0.91) 3 (6.99) 3 10.73 1
SINGAPORE REIT 2.85 1 (7.48) 4 5.82 3
TAIWAN REIT (1.35) 4 (1.21) 1 4.88 4

Our finding illustrates that among the four REIT markets, Singapore REIT
market is the best performer during pre-crisis period followed by Hong Kong.
These two markets have been relatively established and have been in the
radar of international investors over the years. Our M-REIT market ranks third
while Taiwan REIT market trails last. This is due to the fact that M-REIT
market had subjected to minimal activity during the period which saw

inactivity and relatively thin trading volumes.

During the financial crisis year, all REIT markets showed negative Sharpe’s
values indicating dismal performances in tandem with the global equity
market slump. However, Taiwan REIT market has outperformed all other

markets during the period with lowest negative Sharpe’s value.

Then, post-crisis period has seen the emerging of M-REIT market as the best
performer among its regional peers with an overwhelming Sharpe’s value way
above Hong Kong, Taiwan and Singapore indicating the M-REIT market is
beginning to gain momentum in catching up in terms of providing solid
performance to investors. M-REIT market has shown tremendous
improvements over this period as the market is garnering more and more
attention from investors, government and individuals where the market is
booming with several sizeable and notable new M-REITs listings such as
CMMT and SUNREIT (largest M-REIT IPO). As such, it indicates that M-REIT
market is becoming a better investment option for global fund managers

seeking to enter the REIT market around this region.
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4.4 Correlation Analysis between M-REITs and Benchmark
Equity Indices

The correlation coefficient that we used to examine the relationship between
M-REITs and equity indices is known as Spearman rank correlation
coefficient test. The equity indices that we have indicated in this research are
proxies by FBMKLCI, FBMEMAS and KLPI. We test the correlation based on
the monthly return or stock price movement from year 2001 until 2010 subject
to the number of years each particular M-REIT have been established with
the relative years of equity indices. The correlation is considered to be
statistically significant when the p-value is less than either 10% (0.1), 5%
(0.05) or 1% (0.01) level of significance.

Table 4.8: Spearman Rank Correlation Coefficient between M-REITs and

Equity Indices

M-REITs KLCI KLPI EMAS
AHP 0.3569** 0.4221** 0.3332**
AHP2 0.1518 0.2535* 0.15578
AXREIT 0.3603** 0.3979** 0.4214**
ALAQAR 0.2048 0.3801** 0.2993*
BSDREIT 0.4434** 0.5288** 0.5180**
AMFIRST 0.4428** 0.5848** 0.3014*
ARREIT 0.3464* 0.3259* 0.3246*
ATRIUM 0.3645* 0.3988** 0.4437**
QCAPITA 0.4404** 0.4349** 0.4839**
CMMT -0.7000 -0.1000 -0.3000
SUNREIT -0.5000 0.4000 0.2000
HEKTAR 0.4472** 0.4154** 0.3553*
STAREIT 0.5054** 0.4943** 0.3817**
TWREIT 0.4564** 0.4900** 0.4457**
UOA 0.4635** 0.5456** 0.3904**
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NOTE:
** Correlation is significant at the 0.01 level (2-tailed).

* Correlation is significant at the 0.05 level (2-tailed).

Based on the Table 4.8, we found that the correlation of seven M-REITS
which are AHP, AXREIT, BSDREIT, QCAPITA, STAREIT, TWREIT and UOA,
are statistically significant at 0.01 (1%) level of significance with all the three
FBMKLCI, KLPI and FBMEMAS indices. These M-REITs have relatively low
to moderate positive correlation ranging from 0.35 to 0.60 with the equity
benchmarks with STAREIT (r = .5054) having highest correlation with
FBMKLCI, AMFIRST (r = .5848) having highest correlation with KLPI and
BSDREIT (r = .5180) having highest correlation with FBMEMAS Index.

However, AHP2 displayed significant correlation at 5% level of significance
with KLPI only with correlation of 0.2535, whereas it is not significant at both
0.01 level and 0.05 level with FBMKLCI and FBMEMAS because of the time
period of concern, and the stock price is more volatile in the early 2000 (2001
— 2004). For ALAQAR, it is not significantly correlated with FBMKLCI
(r =.2048) at any level of significance but is significant at 0.05 level and 0.01
level with FBMEMAS (r = .2993) and KLPI (r = .3801) respectively because
ALAQAR’s managed properties are in health care sector such as hospitals.
Whereas within the 30 large cap companies in FBMKLCI, there is no any

listed health care or medical-related company.

On the other hand, correlation of AMFIRST with FBMEMAS, ATRIUM with
FBMKLCI and HEKTAR with FBMEMAS are statistically significant at 0.05
level of significance with low correlation ranging from 0.35 to 0.40. At the
same time, correlation of ARREIT is significant at 0.05% level of significance

with all the three benchmark indices.
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Based on Table 4.8 as wel, CMMT and SUNREIT are not significantly
correlated with all the three benchmark indices at any level of significance.
This may primarily due to they are newest M-REITs being listed on July 2010,
under which less than six months of monthly returns are available for
analyzing their correlation with the benchmark indices. Thus, results on their

Spearman correlation values might be misleading and inconclusive.

Generally, almost all M-REITs shown statistical significance correlation with
the three equity benchmarks although with a relatively weak correlation as
indicated by their low positive correlation coefficient values. This would tell
investors of M-REITs to keep track of the economy or market cycles when
choosing the appropriate timing to enter into the M-REIT market as M-REITs
have correlated performance with the broader market.

4.5 Correlation Analysis for Regional REIT Indexes

We also similarly tested the Spearman correlation coefficient between the
return yielded in M-REIT index with that of its regional peers, namely Hong
Kong, Singapore and Taiwan REIT indexes. As shown by Table 4.9 below, M-
REIT index shows statistical significant correlation with Singapore REIT index
at 0.01 level of significance and with Hong Kong REIT index at 0.1 level of
significance. However, according to the SPSS’s Spearman correlation result,
we found that there is no significant correlation between M-REIT index with

Taiwan REIT index at any level of significance.

Generally, among the three regional peers, the M-REIT index displayed
highest correlation with Singapore REIT index (r = .3335) because Singapore
is closer approximation to our market. Followed by Hong Kong REIT index (r
= .2438) while having almost no correlation with Taiwan REIT index (r = .083).
Taiwan REIT market can be considered as the newest in the region given it

relatively shorter period of existence, thus no definite trend could be observe.
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Still, our findings conclude that the correlation between M-REIT index and its
regional peers is relatively weak given their low correlation coefficient values.
This would imply that although M-REIT market performance is rather identical
to other regional REIT markets, foreign investors might still need to be alert of
major developments in the REIT markets around this region when assessing
performance of M-REIT market.

Table 4.9: Spearman Rank Correlation Coefficient of Regional REITs

Indexes

Spearman Correlation
with M-REIT Index

REGIONAL REIT INDEXES

HONG KONG REIT 0.2438*
SINGAPORE REIT 0.3335**
TAIWAN REIT 0.0830

** Correlation is significant at the 0.01 (1%) level (2-tailed).

*

Correlation is significant at the 0.1 (10%) level (2-tailed).

4.6 M-REITs: Feasibility for Inflation Hedging

Given that REITs are current income-focused securities, it is essential for us
to examine the degree of effectiveness of M-REITs being used as a mean to
hedge against annual inflation to protect investment values in M-REITs. The
current income for M-REITs are calculated based on the ratio of annual
dividend payout with average share price for the year in the form of
percentage of dividend yield for the particular M-REIT. The dividend vyield for

each M-REIT is then being compared to the prevailing annual inflation rate.

Based on Table 4.10, we found that the average annual dividend yield for all
M-REITs for each year is consistently higher than the prevailing annual
inflation rate in that particular year across our sampling period of 10 years
from 2001 to 2010. Even when the inflation rate is highest at 5.4% in year
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2008 due to surging global crude oil prices, average M-REITs’ dividend yield
for the year still outpaced at 8.34%.

In terms of the prevalent trend on M-REITs dividend yield, we can see that
the trend is improving over the years, especially during the last three years
with almost all M-REITs having higher dividend payouts as compared to the
years before with year 2009 being the highest dividend yielding year at a
notable 9.4%. It should also be noted that the dividend yield for M-REITs
remain relatively high even during the subprime mortgage crisis year in 2008
whereby almost all other sectors companies are reducing or eliminating their
dividend payouts to shareholders and also, given the fact that the crisis has
caused severe meltdown to global property market. In fact, the average
dividend yield for M-REITs in 2008 at 8.34% is still higher as compared to

their average yields during the pre-crisis years.

According to Table 4.10 as well, AXREIT is the best M-REIT paymaster with
its average dividend yield across the years at 10.99% outpacing the rest.
HEKTAR with average dividend yield of 8.38% ranks second in terms of
dividend payout followed by UOA (7.91%), ATRIUM (7.62%), TWRREIT
(7.46%), ARREIT (7.33%), AMFIRST (7.18%) and AHP (7.07%). The delisted
AHP2 has had the lowest average dividend yield with 4.61%.

The dividend yields figures for both CMMT and SUNREIT are yet to be
conclusive due to the fact that they are new listings back in July 2010 and had
yet to declare their full annual dividend to date. However, these two new M-
REITs company are expected by market analysts and observers to be
potentially promising paymasters due to their holdings of strategic assets in

their property or real estate portfolios.

Generally, our results imply that if we consider M-REITs as part of our

investment portfolio, we would be able to hedge and protect from the
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inflationary pressure with a netting positive dividend-yield return from M-
REITs. Given such condition, investors whose main concern is to find lesser-
risk but effective alternatives to avoid erosion of their purchasing power, they
would find themselves ahead of inflation trap by investing in M-REITs.

4.7 Chapter Summary

This chapter has outlaid the results and findings of this research with both
descriptive and inferential statistical analysis techniques. The performance of
M-REITs based on annual total return is presented and their total risk or
volatility levels are determined based on standard deviation values. The
performance of M-REITs had been compared to several equity benchmarks
performances on a risk-adjusted performance analysis based on Sharpe’s
Index. Comparison on risk-adjusted performance has also encompassed
several regional REIT markets with the M-REIT market. Then, the correlation
between each M-REIT and equity indices are examined and correlation
between M-REIT market with its regional peers are also being investigated.
Finally, the feasibility of M-REITs as a method and its effectiveness to provide
hedging against inflationary pressure is also being illustrated through a

comparison between calculated dividend yields and annual inflation rate.
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CHAPTER 5: CONCLUSION AND RECOMMENDATION

5.0 Introduction

This is the final chapter of this study whereby the conclusion of overall
outcomes would be thoroughly elaborated. First and foremost, a general
conclusion on major findings in this study will be provided. Then, the resulting
implications from this study as well as the arising limitations in the study will
be highlighted in the following section. Finally, some possible areas for future
studies or literature expansion as well as recommendations for related policy

making would be discussed.

5.1 Conclusion of Findings

Generally, our study found that most M-REITs underperformed the broader
market during both the pre-crisis and post-crisis periods, with few exceptions
which shown otherwise. However, it is definitive that all M-REITs displayed
superior performance relative to the market during the crisis period. These
findings are consistent with the findings of study by Tan (2009) and Hamzah,
Rozali and Tahir (2010). In addition, we also found that M-REITs possess
lower degree of overall risk or volatility as compared to the broader market,

especially with the property market as a whole.

Performance-wise, our findings noted that the Malaysian REIT market kicked
off the decade with sub-par or lackluster performances but shown emerging
performances in the recent years, especially during the last three to five
years. By assessing the relationship between M-REITs and the broader
market, empirical results proved the presence of a low-to-moderate but
definite degree of association between M-REITs and the latter over the period

of study.
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Furthermore, M-REITs overall have consistent and gradually increasing trend
of income payouts to investors with several M-REITs even displayed excellent
paymaster traits. At the same time, it is also found that M-REITs have had
dividend yields way above the average national inflation rate, with highest
dividend yield averaged almost five times of inflation rates over our study

period.

5.2 Implications of Study

From our findings, individual or institutional investors could consider investing
in M-REITs or include M-REITs into their investment portfolios as to achieve
certain degree of portfolio diversification benefits given that M-REITs are not
strongly correlated with the broader market. Still, investors need to keep track
of market cycles or rotations as there is a definite degree of correlation
between M-REITs and the market as a whole, empirically. Aside from
providing certain level of protection from major swings in the market and
economy, investment in M-REITs is also an effective mean to hedge against
the culminating inflationary pressures which would help to safeguard the

investment values.

Moreover, investment in M-REITs also served as an alternative option for
risk-averse group of investors such as retirees and pensioners and even
institutional investors such as the Employees Provident Funds (EPF) whose
investment decisions must be associated with lower risk. This is because the
level of overall risk is lower and at the same time, M-REITs are more focused
on consistent dividend payouts rather than capital gains. Thus, M-REITs are
also appropriate choice for investors who seek and have higher emphasis on
stable current income as justified by the ‘bird-in-the-hand’ corporate finance
theory being advanced by John Litner in 1962 and Myron Gordon in 1963.
Certain investors have higher preferences for receiving certain and immediate
current income as opposed to future income gains (capital gains) which they

deemed as uncertain to receive. Thus, investment in M-REITs would be
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utmost ideal given the fact that M-REITs companies are regulated in a way
such that at least 90% of their net income for any financial year must be

distributed to their unit holders.

It is hopeful that the empirical findings can help both institutional and retail
investors to comprehend the risk-return trade-off and to consider REITs as
another viable investment alternative. Our study may provide useful
quantitative empirical assessments on the performance of the M-REITs to
assist investors in selecting their investment options. However, prudent
investors should, by all mean, also evaluate complementing qualitative
assertions such as trust management quality, corporate management, asset
quality and growth strategy of each M-REIT in order to make better
assessment on the performance of M-REITs, both quantitatively and

qualitatively, for more precise investment decision-making.

5.3 Limitations of Study

Similar to other existing empirical studies, there are certain limitations or
drawbacks in our study that may cause our findings to be insufficient to
conclude for future related undertakings. Future studies on this topic or
related areas might not be consistent with our findings due to several
limitations of this study that we wish to highlight. First and foremost, the
sample size drawn is relatively small. Nevertheless, it already reflects and
indicates the population of M-REITs as at the time this study is being
conducted. For this study, we have chosen 14 M-REITs as our samples which
are also the population of public listed REIT companies in Bursa Malaysia
over and during the 10 years sampling period, from 2001 to 2010. According
to the central limit of theorem, the random variables would only be identically
normally distributed with a considerable sample sizes (preferably, larger than
30). As such, the assumption of normal distribution of our data might not hold
well. The current population of M-REITs is still relatively small for intensive

study on broader areas as compared to other countries such as the United
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States, Australia, France, Japan and so on. Besides that, there is limited data
availability because most of the recent M-REITs listings occur after 2005
following the revision of guidelines by Security Commission. This might have
shortened the sampling period for several of our M-REITs.

Secondly, we not take into consideration of the degree of efficiency of the
earnings flows from leasing of property portfolios to shareholders. There
might seem to have different management policies among the M-REITs
companies in terms of earnings distribution procedures. Furthermore, there
are also limited natures of business or operations coverage for M-REITs as
current M-REIT operators only have portfolios consisting of commercial
properties and land banks only. Thus, evaluation findings might be affected if
M-REIT operators have other property related assets such as residential and
health-care facilities or hotels in their portfolios due to differential stream of
cash flows or earnings with different types of property assets. In addition,
there might be performance differentiation even among conventional and
Islamic REITs in terms of management costs, management policies and types
of property portfolio held. Hitherto, we could not possibly encompass the
performance evaluation between Islamic and non-Islamic REITs in our study
because there are only two Islamic REITs among the 14 M-REITs. As such,
any conclusions derived now would be totally unrepresentative of Islamic

REITs’ present or future nature.

Thirdly, our study use and focus on Sharpe’s Index to measure the abnormal
return of a security or portfolio of securities and rank the performance of each
M-REITs. This is primarily because we are concerned with the standard
deviation of return as a measure of total volatility of individual M-REITs.
Several previous studies concerned with the beta of individual M-REITs
instead, as a measure of market volatility. Beta does not provide good
representation of risk for individual securities as compared to a portfolio of

securities. Hence, in order to provide more accurate results in examining a
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portfolio of M-REITs performance, Treynor and Jensen Alpha measures
which are based on beta of a portfolio instead of individual standard deviation
might be more representative. Additionally, the variables we used could not
explicitly show the return on investment differences due to individual M-REIT
factors such as asset types, growth strategy and capital structure. It would be
necessary to identify these factors in the model if the study aims to explore
their profitability impact. For future studies, investigation of the operational
and management implication of dividend distributions and cash flow
dynamism caused by the mandatory income distribution might lead to a more

interesting direction.

Our study discussed in this paper indicated that the low return and low
volatility of M-REITs may reflect yet another limitation to offshore investment
of M-REITs. Such phenomenon could be attributed to the low daily
transaction volumes and turnover rates over the years. This factor might
affect M-REITs stock price movements over the period. Furthermore, there is
also limited information disclosure by M-REITs companies on their historical

financial information for deeper level of investigations.

The fifth limitation of our findings is due to features regarding investment
limitations and tax laws on REITs and the valuation criteria in the appraisal
process in different countries. International investors and appraisers may
need to take into account the basic distinctions between valuation of real
property markets and REITs to reach a reasonable and objective appraised
value for real estate securitization. Hence, evaluation using the regional
REITs indexes might not be directly and accurate to determine the return on

REIT investment in different country.
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5.4 Policies and Recommendation

To conclude our study, we would like to suggest that listings of subsequent
M-REITs in Bursa Malaysia should be timed with market conditions which
play a vital role in order to obtain favorable sentiments from investors towards
M-REITs. By increasing the participants of M-REITs in the domestic capital
market, it would provide higher degree of effectiveness and healthier
competition among REIT operators yet improving performances to entice
investors. At the same time, the government could extensively promote M-
REITs as viable investment instrument given the benefits they provide as to
increase liquidity and efficiency of domestic capital market. Increasing appeal
of M-REITs to domestic and foreign investors could serve to encourage more
listings in Bursa Malaysia. As such, it would help to promote and expand the
M-REIT market into the global arena so that Malaysia could be one of the key
emerging REIT players within the region (i.e. Singaporean government is
promoting the S-REIT market by encouraging more foreign listings of REITs

in their market).

Apart from that, M-REIT operators should have the efforts to explore different
property portfolios types within their asset holdings so that future studies
could evaluate on the effects of different property portfolio types towards M-
REITs returns. In addition, given the recent government efforts to promote
more public listings of Syariah-based REITs in Bursa Malaysia, future study
on M-REITs can be expanded to examine performance differentiation among
conventional and Islamic REITs in terms of management costs, management

policies and types of property portfolio held.

Last but not least, performance analyses should be made with global REIT
markets such as between developing and developed markets as to look
deeper into the area of excellence in terms of REIT operations in developed
markets such as the United States. By doing so, we could learn from their key

areas to further develop our domestic REITs to achieve global operation
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standards as well as enhance their appealing factors, not only for domestic
individual and institutional investors, but foreign investors as well for them to
invest into our REIT market. Ultimately, with the vast growth potential for M-
REIT market which is further substantiated with continuous efforts from the
authority and REIT operators, it is highly possible for Malaysia to develop and

emerge into a key global REIT player in the foreseeable future.
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Appendix C — Correlation Coefficients between AXREIT with KLCI, KCPI,
and FBMEMAS

AXREIT KLCI KLPI FBMEMAS
Spearman's rho AXREIT Correlation Coefficient 1.000 .360(*%) | .398(*") A21(7%)
Sig. (2-tailed) . .003 .001 .001
N 64 64 64 64
KLCI Correlation Coefficient .360(*) 1.000 T764(*%) 872(*)
Sig. (2-tailed) .003 . .000 .000
N 64 64 64 64
KLPI Correlation Coefficient 398(*%) | .764(*%) 1.000 .765(*%)
Sig. (2-tailed) .001 .000 . .000
N 64 64 64 64
FBMEMAS Correlation Coefficient A21(%%) | .872(*%) | .765(*%) 1.000
Sig. (2-tailed) .001 .000 .000 .
N 64 64 64 64

** Correlation is significant at the 0.01 level (2-tailed).
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Appendix E — Correlation Coefficients between CMMT and SUNREIT
with KLCI, KCPIl, and FBMEMAS

CMMT | SUNREIT | KLCI KLPI | FBMEMAS
Spear‘;rga” S CMMT  Correlation Coefficient | 1.000 800 -700 | -.100 -.300
Sig. (2-tailed) . 104 .188 .873 .624
N 5 5 5 5 5
SUNREIT Correlation Coefficient .800 1.000 -.500 400 .200
Sig. (2-tailed) 104 . .391 .505 747
N 5 5 5 5 5
KLCI Correlation Coefficient -.700 -.500 1.000 400 .700
Sig. (2-tailed) .188 .391 ) .505 .188
N 5 5 5 5 5
KLPI Correlation Coefficient -.100 400 400 1.000 .900(*)
Sig. (2-tailed) .873 .505 .505 . .037
N 5 5 5 5 5
FBMEMAS Correlation Coefficient -.300 .200 .700 .900(%) 1.000
Sig. (2-tailed) .624 747 .188 .037 )
N 5 5 5 5 5

* Correlation is significant at the 0.05 level (2-tailed).



Appendix F — Correlation Coefficients between Hong Kong REIT Index
with Malaysia REIT Index

Hong Kong | Malaysia
Spearman'srho Hong Kong Correlation Coefficient 1.000 244
Sig. (2-tailed) . .058
N 61 61
Malaysia  Correlation Coefficient .244 1.000
Sig. (2-tailed) .058 .
N 61 70

* Correlation is significant at the 0.05 level (2-tailed).

Appendix G — Correlation Coefficients between Singapore REIT Index
with Malaysia REIT Index

Singapore | Malaysia
Spearman's rho Singapore Correlation Coefficient 1.000 .334(*%)
Sig. (2-tailed) . .005
N 69 69
Malaysia Correlation Coefficient .334(*) 1.000
Sig. (2-tailed) .005 .
N 69 70

** Correlation is significant at the 0.01 level (2-tailed).

Appendix H — Correlation Coefficients between Taiwan REIT Index with
Malaysia REIT Index

Taiwan | Malaysia
Spearman'srho  Taiwan  Correlation Coefficient 1.000 .083
Sig. (2-tailed) . 518
N 63 63
Malaysia Correlation Coefficient .083 1.000
Sig. (2-tailed) 518 .
N 63 70




Appendix | — Table 4.1: Total Annual Return for M-REITs (%)

Time Categories

M-REITs Pre-Crisis Crisis Post-Crisis
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010
AHP (3.26) [ (5.98)| 5.38 | (1.08) | 11.58 | 2.18 | 14.56 | (8.83) || 16.49 | 9.72
AHP2* (18.51) [ 32.17 [ 11.15 [ (36.32) | 2.46 | 14.14 | 11.08 || (6.16) | 21.65
AXREIT 5.02 | (2.62) | 13.24 | (47.18) || 61.46 | 19.81
ALAQAR™* 0.57 | (2.05) | (9.21) (| 12.77 | 14.02
BSDREIT** 19.88 || (32.23) || 27.66 | 11.02
AMFIRST (1.32) | (12.32) || 28.22 | 14.59
ARREIT 5.63 || (13.46) | 4.70 4.38
ATRIUM 0.65 || (49.13) || 40.84 | 18.14
QCAPITA 1.78 | (33.88) || 15.59 [ 7.03
CMMT 7.79
SUNREIT 10.43
HEKTAR 49.06 || (68.12) || 39.14 | 21.35
STAREIT (23.22) [ 10.48 | (22.19) || 17.58 | 3.33
TWREIT (8.84) | 45.80 || (48.03) || 34.13 | 9.10
UOA 7.65 | 22.86 | (37.20) | 35.72 | 16.67
NOTE:

* denotes delisted.

** denotes Islamic REITs company.




Appendix J — Table 4.5: Yearly Sharpe’s Measure for M-REITs and
Equity Indices

TIME CATEGORIES
M-REITs Pre Crisis Crisis Post-Crisis
2001 2002 2003 | 2004 2005 2006 2007 2008 2009 | 2010
AHP (0.69) (1.70) 0.65 | (1.29) 4.68 (0.59) 2.77 (1.71) 3.76 4.27
AHP2 (4.02) 2.91 1.06 | (6.04) | (0.01) 3.99 1.81 (2.55) 1.54
AXREIT 029 | (2.45) | 1.29 (7.70) || 6.15 | 10.41
ALAQAR (0.76) | (1.88) | (2.80) | 2.80 | 3.46
BSDREIT 3.63 (8.76) 5.50 2.29
AMFIRST (1.24) (3.37) 7.00 2.91
ARREIT 1.10 (5.01) 0.48 1.78
ATRIUM 0.70) || (9.79) || 543 | 6.31
QCAPITA (0.17) (7.13) 3.13 1.48
CMMT 1.21
SUNREIT 3.15
HEKTAR 5.08 (9.49) 5.54 5.55
STAREIT (9.89) 1.20 (10.54) || 3.67 0.26
TWREIT (3.15) 5.89 (7.97) 5.25 1.88
UOA (5.00) 3.96 (7.77) 7.33 3.89
EQUITY
INDICES
KLPI (0.61) (1.75) 5.31 (0.59) [ (9.22) 6.71 4.18 (11.11) || 6.06 5.65
KLCI (0.46) (2.00) 3.91 3.48 (1.43) 7.21 5.84 (11.05) || 9.45 5.77
EMAS (0.59) (1.22) 4.20 2.28 (3.09) 6.70 6.68 (10.64) || 8.21 6.54
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