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SUMMARY
The supply and demand condition of the property market and the attractiveness of the
property portfolios are among the key factors that investors evaluate before deciding to invest
in the initial public offerings of real estate investment trusts (REITs). To meet this
information need for decision-making, a real estate market study report is often provided
within the prospectus for the purpose of initial public offering (IPO) and listing on the stock
exchange.
This paper examines whether these reports meet the property market information
requirements of REIT investors by examining retail market study reports found in the REIT
IPO prospectuses of Bursa Malaysia for the 2005 to 2013 period.
The analysis of the retail market study reports are based on criteria derived from literature
review on the criticisms of real estate market studies. Content analysis using the criteria is
applied to examine whether there are weaknesses in the retail market studies. The analysis
found that the general headings and contents of these retail market studies are generally the
same. However a detailed content analysis reveals that there are weaknesses in the areas of
data analysis and analytical techniques of these retail market studies.
Hence the generally broad headings (i.e. form) found in the content of a market study may not
necessarily provide enough information/data (i.e. substance) to assist investors in making their
investment decisions.
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1. INTRODUCTION
Each REIT initial public offering (IPO) requires a prospectus to be filed with the Securities
Commission and the Stock Exchange. The prospectus provides details about the REIT
investment offering for sale to the public. A prospectus will contain the facts that an investor
needs to make an informed investment decision. Apart from the information on the offeror,
the properties, the managers, the trustees, the trust deed etc other important information such
as valuation certificates, proforma balance sheet, profit forecast and taxation are provided in
the appendix of the prospectus.
The supply and demand condition of the property market and the attractiveness of the
property portfolios are among the key factors that investors evaluate before deciding to invest
in the initial public offerings of real estate investment trusts (REITs). A real estate market
study report is often provided within the prospectus for the purpose of initial public offering
(IPO) and listing on the stock exchange to meet this information need.
This real estate market study report is a new form of market study that fulfills the needs of
investors and is different from the traditional market studies that are conducted on new
property development. This paper will examine whether these reports/studies meet the
investment requirements of the REIT investors.

2. REAL ESTATE MARKET STUDY IN THE CAPITAL MARKET CONTEXT
Market studies are conducted to cover the following property development and investment
situations (Maliza 1992):
(a) A use in search of a site (use given, site unknown)
The market study attempts to identify and select the best site for the identified use for
maximum profit and growth.
(b) A site in search of a use (use unknown, site given)
The study attempts to determine the most fitting and probable use by studying and
comparing legal, physical, market and financial aspects of alternative uses
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(c) Market and financial feasibility are carried for an identified scheme (use given, site
given)
The study determines the market and financial feasibility of the proposed project.
(d) Capital in search of investment (use known, site unknown).
A real estate market study analyses the general market demand for a single or multiple types
of properties at a particular location. Generally real estate market studies are conducted as part
of the development appraisal process (Miles et. al, 2007). However real estate market studies
for the REIT IPOs of the capital market are for investment appraisal purposes.
In the context of market study for the capital market, a market study is concerned with the
determinants of investment profitability and its sustainability e.g. population, households,
employment and income etc. Market study is the identification and study of the market for a
particular development/investment. The market study specifically relates market conditions to
the property under evaluation. It must show how the interaction of supply and demand affects
the feasibility or attractiveness of the development/investment. The study is used to determine
whether there is market support for an existing property or properties in a portfolio in the
foreseeable future (Geltner et, al, 2013).
An existing retail centre is deemed enjoying maximum productivity only after an appropriate
level of market support has been demonstrated to exist for that use. In-depth market studies go
much further in specifying the character of that support. Such studies may determine key
positioning strategies, provide estimates on the market share and absorption rate etc.
(Fanning, 2005).
The techniques and procedures of market studies are getting sophisticated. Market studies can
be developed into elaborate analyses. Fanning (2005) suggests various levels of market
analysis that reflect a spectrum of procedure, methods and techniques.
Myers and Beck (1994) has proposed a ‘four-square design’ approach to take into account of
the present-future and macro-micro dimensions to conduct a comprehensive market study. A
good market study should take into account of present and future market conditions and also
the macro and micro aspects of the property market.
The objectives of providing a real estate market study in the prospectus are to meet the
following objectives:
(a) To provide an overview of the economy and retail property market,
(b) To review the current retail market supply and demand
(c) To highlight key drivers and challenges of retail market
(d) To provide commentary of the retail portfolio of REITs
(e) To conclude on market trend and prospect.
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2.1 Guidelines for market study
Real estate professional bodies often provide guidance to its professional members in carrying
out various professional tasks which covers valuation, ethics and market studies.
In US, a position paper on market analysis in the appraisal process was adopted by the Joint
Valuation/Research Subcommittees of the National Council of Real Estate Investment
Fiduciaries (NCREIF) in 1995. This was released in an article by Wincott and Mueller (1995)
in The Appraisal Journal. An update of the position paper was released by NCREIF Valuation
Committee on 21 May 2012 (NCREIF, 2012).
In Malaysia, upon the aftermath of the Asian Financial Crisis, the Bank Negara has
recommended to provide property market studies to support lending to the property sector. A
guideline known as “Market and Feasibility Study Guidelines for Property Projects or
Property Investments” is prepared by The Association of Valuers and Property Consultants in
Private Practice Malaysia (PEPS) in 2001.
The guidelines are prepared in response to the National Economic Recovery Plan report of
August 1998 that bank lending should be based on merits of the case and supported by
detailed market and feasibility studies.
However the PEPS guidelines to market study cover merely two pages and all within eleven
bullet points. The guidelines did not provide sufficient details on the content, components and
scope of a good market study. Despite the lack of details in the guidelines, property
consultants had nevertheless continued to prepare market study reports over the years.
The market study reports found in REIT IPO prospectuses of Bursa Malaysia provide a
research opportunity to examine the adequacies of these market studies, which are publicly
available, in providing the necessary information for potential REIT investors in their
investment decision making.
3. RESEARCH METHODOLOGY AND DATA
A literature review is carried out to find out the weaknesses of real estate market studies. Ting
(2007) has summarized the criticisms of market studies under four major stages in carrying
out a market study i.e. data collection, data analysis, analytical techniques and evaluation.
These four major stages are adopted to facilitate a systematic analysis of the content of a real
estate market study report.
The technique of content analysis is applied to examine the contents of market study report
found in the REIT IPO prospectuses for the 2005 to 2013 period. As the retail market is a
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more complex property sector that requires detailed analysis, only the market study reports
that covered the retail market are analysed for this research. To aid content analysis, words,
sentences, paragraphs, tables and figures relating to retail market prospects are used to
examine the adequacy of the retail market studies whether they satisfy the objectives of these
reports.
To examine the ‘form’ aspect of the retail market studies, major topics/headings of these
reports are collected and to be evaluated against the market study reports.
To examine the ‘substance’ of these studies, the strengths and weaknesses of these studies are
evaluated against the list of criticisms by Ting (2007).
Out of the 15 prospectuses issued during the study period, only six contain retail market study
reports (refer Table 1).
Table 1: Selected REIT prospectuses for content analysis
REIT

Issue date of
IPO
prospectus
22.5.2005
15.11.2006
15.6.2010

No. of States
Property Sector
No. of pages
covered in report
covered in
of market
on retail sector
market study
study report
1. Starhill
KL
Retail, office, hotel
111 (57)1
2. Hektar
Selangor, Malacca
Retail
85 (53)
3. Sunway
Selangor, Penang,
Retail, office, hotel
159 (58)
Perak
4. CMMT
28.6.2010
KL, Selangor,
Retail
57 (38)
Penang
5. Pavillion
14.11.2011
KL
Retail
63 (33)
6. IGB
27.8.2012
KL
Retail
63 (45)
Note: 1 – The figures in bracket represent the number of pages dedicated on retail property
market and retail centre analyses.
4. ANALYSIS
4.1 Adequacy of general contents of retail market reports – the ‘form’ aspect
For analysis, the respective market study reports are coded and arranged randomly to avoid
possible identification of the property consultancy firms that prepare the reports. Table 2
shows the results of the analysis.
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Table 2: Analysis of general contents of retail market studies in REIT prospectuses
Topics
National economic
overview & outlook
State/regional
economic overview &
outlook
Demand analysis:
Existing
Supply analysis:
Existing
Future

Study 1
√

Study 2

Study 3

Study 4

Study 5

Study 6

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√
√
√

√
√
√

√
√
√

√
√
√

√
√
√

√
√
√

√

√

√

√

√

√

√

√

√

√

√

√

Trade area analysis

X

√

√

√

√

√

Performance analysis

√

X

√

X

√

√

SWOT analysis

√

√

√

√

√

√

Comparative retail
centre assessment

X

√

√

√

√

√

√

√

√

√

Rental analysis and
trends
Occupancy rates and
trends
REIT portfolio review:
Locational analysis

Outlook and future
prospects

√
√
Note : √ - denotes available; X - denotes not available

From Table 2, we can conclude that the form and the general contents of the retail market
studies are generally the same. But some aspects of retail market analysis are not covered:
- Trade area analysis
- Performance analysis
- Comparative retail centre assessment
The market studies concerned did not provide any form of coverage in these areas.
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4.2 Adequacies of retail market information for investment decision making – the
‘substance’ aspect
A retail market study that concludes that there is good prospect in investing in the REITs
should contain analyses and evaluations that are supported by facts and figures. Table 3
examine and evaluate whether there are any weaknesses in the retail market studies.
Table 3: Criticisms on retail market studies for REIT IPOs
Weaknesses

Report 1

Report 2

√

√
√

Report 3

Report 4

Report 5

Report 6

Data Collection
Unreliable, incomplete, outdated data

Data analysis
Irrelevant data analysis
Unexplained statistics
Unspecified assumptions
Unsupported opinions,
geographical leap
Lack of psychographics
Analytical techniques
Retail trade area delineation
SS & DD not analysed according to
- Market segmentation
- Future prospects
- No future demand projections
No capture rate

√

√
√
√
√

√
√

√
√
√
√
√

√
√

Evaluation
Unsupported conclusions
No conclusion

√
√
√

√
√

√
√

√

Note : √ - denotes weaknesses found in report
Table 3 shows there are distinctive weaknesses in the retail market studies at two levels i.e.
individual studies and common weaknesses among studies.
At individual report level, two of the reports have significant weaknesses and the balance four
are well prepared.
The common weaknesses among the market studies are (a) unspecified assumptions (b) lack
of future demand projections; and (c) no capture rate.
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Examples of unspecified assumptions are:
(a) For the primary and secondary trade areas, distance and travel time are not specified,
(b) The primary and secondary trade area are circular in shape,
(c) The existing demand factors are assumed to extend into the future.
Facts and figures on existing and future supply are usually provided. Existing supply and
demand situations are often analysed using occupancy rate. However there are no projections
provided for future demand. With the lack of analysis between future supply and demand, the
conclusion made on the future prospects of the shopping centres in the report is questionable.
The capture rate of each shopping centre is not specified in the studies. It is assumed to
remain constant and is not affected by new shopping centres coming into operations and
within the trade area. This omission may seriously affect the reliability of the conclusions of
the reports.
5

CONCLUSION

The supply and demand condition of the property market and the attractiveness of the
property portfolios are among the key factors that investors evaluate before deciding to invest
in the initial public offerings of real estate investment trusts (REITs). To meet this
information need, a real estate market study report is often provided within the REIT
prospectus for the purpose of initial public offering (IPO) and listing on the stock exchange.
Content analysis using the criteria is applied to examine whether there are weaknesses in the
retail market studies. The analysis found that the general headings and contents of these retail
market studies are generally the same. However a detailed content analysis reveals that there
are weaknesses in the areas of data analysis and analytical techniques of these retail market
studies.
Hence the generally broad headings (i.e. form) found in the content of a market study may not
necessarily provide enough information/data (i.e. substance) to assist investors in making their
investment decisions.
In conclusion, the retail market studies found in REIT IPO prospectuses need to be read in
detailed to ensure the conclusions made are well founded and based on proper analysis of
facts and figures. Before making any investment decisions, a critical reading of the reports
particularly the implicit assumptions made will help investors to conclude whether there is
any sustainable prospect in the shopping centres owned by the REITs.
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