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Abstract 
Effect of size is widely studied as one of the key determinants to performance of the investment asset. 

This research applies both quantitative and qualitative methods to explain size effect to performance of the 
property fund over 2003 – 2013. Although the quantitative result explains insignificant relationship between 
size and performance, small coefficient value with positive sign (B, 0.02) suggests some degrees of benefits 
for the property fund to be large. This result contradicts to other findings of Australia and the U.S. REITs with 
negatively insignificant and significant coefficients of size to their performances respectively due to the 
optimal point existence for economies of scale benefit and variable management expenses on asset size. 
The qualitative result supports optimistic rational of large size that the property fund might have less 
liquidity risk and attract the institutional and foreign investor, and consequently increase premium to market 
price, although economies of scale is suggested to generate insignificant benefit. This research might support 
some size benefits to the property fund, and suggest one of the reasons for them to convert to be REIT to 
increase capital for being larger. 
 
Keywords : Thai Property fund Performance, Fund size, Liquidity, Participation of the institutional investor and  
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1. Introduction 
Structure of Thai property fund for Public 

Offerings (hereafter “property fund”) has been 
applied from the international Real Estate 
Investment Trusts (REITs) which originated in the 
United States. Both Thai property funds and U.S. 
REITs have significantly grown because of their 
interesting attributes. Such indirect real estate 
vehicles make investments in the real estate assets 
not only do rental income and capital appreciation 
gain but also obtain liquidity from trading in the 
stock market [1 and 2]. Also, they can acquire more 
properties for expanding fund size to enhance 
trading liquidity. In this regard, the indirect real 
estate vehicle with large fund size might gain 
economies of scale from reduced costs per square 
metre, attention from the institutional investor, high 
liquidity and/or premium market price to NAV and 
higher investment return [3 – 5]. Many academic 
studies have been conducted about beneficial 
consequences of being large fund size. However, 
there are also contradictory conclusions, which vary 
by time and market situation. Due to very limited 
study about these aspects for Thai property fund, 
understanding the factor affecting performance of 
the investment vehicle in capital market is required 
[6 – 8]. In the Current, the existing property fund 
can convert to be new vehicle of REIT so that they 
can increase capital to grow from acquiring more 
assets. From the property fund regulatory expiration 
in 2013 to late 2014, none of the property funds 
transform to be REIT. Therefore, an existence of size 
benefits would support a rationale for such 
conversion. 

 

2. Literature Review 
2.1 Real Estate Investment Vehicle 

Johnston [9] discusses that the real estate is 
the largest asset class in the world with value of 
USD 16 trillion for the U.S. residential property 
alone. In this market, Li [10] states that real estate 
asset also values approximately USD 50 trillion 
greater than the private equity asset with value of 

approximately USD 30 trillion. After introduction of 
REITs in 1960s, transforming such real properties to 
REIT have been continuously and dramatically 
grown with significant increase in market 
capitalization value from USD 1.49 billion in 1972 to 
USD 603.4 billion in 2012, worth approximately 
3.85% of U.S. GDP. NAREIT [11] informs that REIT 
and REIT-like structures have been globally 
employed in 37 countries. 

Applying from structures of international REITs, 
the first Thai property fund named UOB Apartment 
Property Fund I (UOBAPF) has been initially offered 
to be listed in the Stock Exchange of Thailand in 
October 2003. The property fund market has 
continuously grown to be one of the major 
investment vehicles in Thai capital market. There 
are 43 property funds listed for trading in the stock 
market in 2013, which is one of the economic 
drivers accounts for 1.4 – 1.5 % of GDP of Thailand 
[12]. The development of property fund vehicle 
would also benefit the property sector because the 
developer or owner can dispose real estate to gain 
capital for reinvestment in other development 
projects. 

There are some benefits from investment in 
the indirect real estate vehicle because of their 
advantage attributes which include professional 
property management, commercial property 
investment opportunities, and more transparency 
and much less required investment capital in 
comparison with traditional investment method of 
real property acquisition [1 and 2]. Yong et al. [8] 
also suggest that the real estate vehicle gains 
liquidity from trading in a stock market thanks to 
more centralized market of the stock market. 
2.2 Size Factor 

There are researches about impact of size 
factor toward performance of the real estate 
investment in capital market. For instance, U.S. REIT 
returns have shown negative relationship with total 
asset during 2002 – 2011 [6]. The result is consistent 
with average return of the common stock which has 
a negative relationship with size of the firm [13 and 
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14]. There is also negative relationship between 
1990 and 2008 between Australia REIT return (A-
REIT) and size, although the relationship shows 
insignificantly positive relationship during sub period 
of 2003 – 2008 [8]. The aspects related to size 
factor are discussed as follows: 
2.2.1 Liquidity and Trading Volume 
 The property funds might gain liquidity benefit 
from trading in the stock market because there are 
many shareholders thanks to small lot first rule and 
minimum numbers of 250 investors on IPO date in 
accordance with the Thai property fund regulation 
or even greater for regulation of other international 
Singapore REITs (S-REITs) with 500 minimum  
investors on IPO date. More partial owners would 
help increase liquidity. However, the property fund 
sector has 0.04% three month average of daily 
trading volume of market capitalization or ten times 
less turnover than the overall stock exchange of 
Thailand in 2013. Nevertheless, all property funds 
with greater size than THB 5 billion have average 
trading volume higher than THB 1 million. It might 
imply that a large enough fund size would have less 
liquidity problem from large number of traded 
shares per day. Yong et al. [8] find that Australia 
REITs (A-REITs) with large size worth more than USD 
1 billion gained attention from institutional and 
foreign investors because of high enough liquidity.  
2.2.2 Participation of the Institutional Investor  

Ciochetti et al. [2] mention that many 
institutional investors make more investment in 
REITs with more liquidity than real property. As 
aforementioned, a large enough fund is required to 
attract institutional and foreign investors [8]. 
Moreover, those managing high value of investment 
portfolios may require diversification strategy to 
diminish unsystematic risk [15]. Statistically, 
performance of the REIT stocks could balance other 
investment assets by offering a diversification 
benefit in the volatile equity markets [16 and 17]. 
Lee [18] finds that REIT returns have been 
negatively related to small cap value stocks. With 
regard to impact of the institutional investor 

participation, REIT IPOs with higher shareholder 
portion of the institutional investor are not 
overpriced because they tend not to pay if it is 
overpriced [19]. Wang et al. [20] inform that security 
analyst is likely to pay attention to stock which are 
invested more by the institutional investor. 
Increasing attention and investment demand might 
lead to price premium. Additionally, REIT 
investment as one of the main investment options 
of pension funds and other institutional investors 
have significantly driven market growth [21 and 22]. 
2.2.3 Premium to market price 

Without considering other factors, market price 
of large property fund might be different to that of 
small fund because of liquidity factor. Clayton & 
MacKinnon [4] find there is a significance of liquidity 
premium in REIT price. Acharya & Pedersen [23] 
discuss that required return of the security may also 
rely on its expected liquidity. Chen et al. [3] 
mention liquidity risk should be incorporated into 
REIT pricing, whilst Li [10] states there is a positive 
correlation between trading volume and volatility of 
REIT return. 
2.2.4 Economies of scale 

There are many studies about the influence of 
fund size toward performance. In this regard, the 
economies of scale is one of the key reasons that 
might contribute average expense reduction and 
higher net profit margin. Both international REITs 
and Thai property funds have fixed and variable 
operational and management expenses for the 
underlying properties. Such fixed costs like 
administrative expenses are constant and averagely 
lowered for every square meter of the larger leased 
space, whilst variable costs like utility expenses and 
fee paid to management will not dropped by scale 
economies [24]. Larger firms do have higher profit 
margins and lower implied capitalization rates [24 
and 25]. There is significant evidence of economies 
of scale existence for the U.S. REIT during 1992 – 
1994 [5]. Such factors like type of management and 
degree of leverage are also found to magnify the 
scale economy. There is finding about 85 merger 
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transactions of U.S. REITs between 1994 and 1998 to 
support economies of scale [26]. Ambrose et al. [24] 
find that larger U.S. REITs have appreciated 
economies of scale during 1990 – 1995. REITs with 
large size gain increasing growth prospects and 
benefit from economies of scale thanks to lowering 
costs and firm profitability [27]. Ambrose et al. [27] 
also mention that economies of scale derive from 
growth and acquisition transaction amongst REITs. 
Chan et al. [28] believe that the large fund may be 
perceived to be more secured than the small fund, 
which results in easier possibility in accessing debt 
capital at a lower rate. In addition, Rosenthal et al. 
[29] finds that the fund with large amount of capital 
could afford longer list of the property deal for 
choosing better and attractive investment 
opportunities. On the other hand, there are some 
literatures that argue the benefit of size. Vogel [30] 
discovers that there is an optimal point of REIT size 
to benefit from scale economies. Hughes & Wachter 
[31] research on 41 REITs and find no evidence of 
such benefit. A size optimal point for the REIT is 
explained as a concave quadratic cost function [32]. 
Hardin [33] suggests that the compensation of REIT’s 
executive tends to increase with the enlargement of 
REIT’s size. Therefore, it is inconclusive about the 
economies of scale benefit. 
 

3. Research Data and Methodology  
3.1 Research Data  
 This research collects monthly time series 
index of 43 property funds which are actively traded 
in the Stock Exchange of Thailand. Total return net 
dividend (TOT_RETURN_INDEX_NET_DVDS) and 
average net asset value of the property fund 
(average FUND_NET_ASSET_VAL) between 2003 and 
2013 are gathered from Bloomberg database. The 
log value is applied on average net asset value 
variable to evade the inflated value. 
 
 
 

Table 1: Descriptive variables of monthly total return and 
average net asset value of Thai Property Fund 

Dependent  
Variable (Y) 

TOT_RETURN_INDEX_NET_DVDS 
Monthly total return of the Thai Property 
Fund index 

Independent  
Variable (X) 

Log 
(average FUND_NET_ASSET_VAL)  
Log average fund Net Asset Value 

Period November 1, 2003 – December 31, 2013 
Observations 122 

3.2 Research Methodology 
      This research use both quantitative and 
qualitative methods. Since Three – Factor Asset 
Pricing Model takes the size factor into account of 
pricing the investment asset [14], a generalized 
linear model of the regression study is constructed 
in the quantitative approach as follow: 
 

Thai Property Fund Monthly Return = 
B0 + B1 Log (average FUND_NET_ASSET_VAL)  
 

Compared to U.S. REIT market, Thai property fund 
market has much shorter history and less academic 
studies. Interviewing is chosen to be the other 
research method that broadens understanding 
about the rationale of the size effect. Klingom [34] 
mentions that a simple random sampling of the 
interviewee should be cautiously conducted 
because results from significantly different samples 
might be affected by both research questions and 
specific dissimilarities of each interviewee. 
Therefore, a qualitative research approach is 
conducted by selectively interviewing ten property 
fund professionals, such as fund managers and 
security analysts, to obtain their viewpoints whether 
fund size affects the property fund performance or 
not. For this study, a semi – structured interview is 
applied. Afterwards, a summative content analysis is 
used for analyzing data. The following list is the 
interviewees in this research: 
Table 2: List of the interviewee sample 

No Position Job Title Interview 
Date 

1 Fund 
Manager 

Vice President, Investment 
Department 

Jan 10, 2014 

2 Fund 
Manager 

Director, Property Fund Feb 26, 2014 
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Table 2: List of the interviewee sample 
No Position Job Title Interview 

Date 
3 Fund 

Manager 
Director, Head of Property 

Department 
Mar 4, 2014 

4 Fund 
Manager 

Senior Vice President , Property 
Fund and Infrastructure Fund 

Mar 12, 2014 

5 Fund 
Manager 

Senior Vice President , 
Corporate Finance & Equity 

Capital Market Group 

Mar 21, 2014 

6 Security 
Analyst 

Managing Director May 20, 2014 

7 Security 
Analyst 

Senior Research Manager June 9, 2014 

8 Fund 
Manager 

Vice President, Investment 
Department 

June 26, 2014 

9 Fund 
Manager 

Deputy Managing Director June 27, 2014 

10 Security 
Analyst 

Head of Research and 
Information 

July 2, 2014 

 

4. Research Analysis 
4.1 Quantitative approach 

Although the model has low explanatory 
power (R-square, 0.015), the coefficient show the 
positive sign (B1, 0.02). The positive beta for log 
average fund net asset value explains the impact of 
positive change in fund size on Thai property fund 
return or implied some size benefits, even though 
this size factor is statistically insignificant. This result 
is inconsistence with Australia REIT return (A-REIT) 
with insignificantly negative relationship with size 
over 1990 – 2008 (B, -0.0069) and positively 
insignificant in sub period between 2003 and 2008 
(B, 0.1086) [8]. 

 

Table 3: Regression result of monthly total return and 
average net asset value of Thai Property Fund 

Variable 

Constant -0.17 

 -1.30 

Log (AVERAGE_FUND_NET_ASSET_VAL) 0.02 

 1.34 

R Square 0.015 

Adjusted R Square 0.007 

F 1.806 

Correlation 0.12 
 

      For U.S. REITs, the study finds negatively 
significant relationship between returns and total 
asset during 2002 – 2011 (B, -3.526) and explains 

reason that there might be an existence of optimal 
asset level for economies of scale benefit and 
variable management expenses [6, 30 – 32]. 
4.2 Qualitative approach 

Topics of interview research regarding effects 
of size factor are summarized as follow:  
4.2.1 Reduce liquidity risk 
        All interviewees agree that the property funds 
with large size may have higher trading volume and 
lower liquidity risk. In the Thai market, there are, 
however, not many property funds with high trading 
volume. Some funds have no trading volume for 
weeks and there are no changes in price and return, 
which come from such small fund sizes. One of 
them mentions about price of the property fund 
with less trading volume can be distorted from NAV 
or intrinsic value. For instance, some investors 
expect to exit from the investment but low liquidity 
market may force them to dispose shares at 
discount price. Without changes in fundamental, 
price and return of the property fund may 
irrationally change owing to illiquidity effect. Few 
interviewees also agree that market price does not 
reflect fair value of securities when they are illiquid 
from small fund size. At least three – five percent 
trading volume or high enough liquidity is viewed 
for the stock to represent fair market value. 
4.2.2 Attract participation of institutional and 
foreign investors    

The property fund with large enough fund 
size would attract the institutional investor because 
one of their general requirements is enough liquidity 
to dispose securities in a relatively short period to 
exit from investment when situations change. Such 
liquidity risk would make them require additional 
return or ignore the investment. One of the 
interviewees points out benefits of participation of 
these investors that they ask for required 
information, monitor fund performance actively and 
participate in general meeting, which also benefits 
to the retail investor. The institutional investor is 
also one of the key entities to determine IPO price 
via book building process because the investment 



Natkawin  Jiamchoatpatanakul and Jessada Nopakun  Tangchitnob 
 
 

 

banker and underwriter would typically propose 
such group of investor to check investment demand 
at each specific price. In addition, another 
interviewee mentions that such investors tend to 
apply buy – and – hold strategy for long – term 
investment, therefore they might not make 
speculative investment. This results in less price 
volatility of the investment unit. For the foreign 
institutional investors, one trillion USD is required as 
minimum size of the fund, except underlying 
properties are attractive. 
4.2.3 Premium to market price  

Regarding market price of the property fund, 
some interviewees agree that the investor may 
accept to pay premium for similar property fund 
with large fund size to avoid liquidity risk. Increase 
in investment demand from both domestic and 
international institutional investors may cause price 
premium. One of the interviewees also suggests that 
liquidity or large fund size is an important factor 
affecting price and return of the property fund. 
Market price, however, is not found to be much 
different to NAV compared to general stock with 
beta between 0.2 and 0.3 to overall stock market 
and low price change from speculation on IPO date.  
4.2.4 Generate economies of scale and increase 
profit margin of fund 

In Thailand, size of the property fund tends to 
grow by sponsoring properties from the same 
property owner. Many active property funds in Thai 
stock market would increase capital in order to 
acquire additional assets from the sponsor, for 
instance 6th and 3rd times of capital increases of 
TFUND and WHAPF. For other types of fund growth, 
Due to difficulties to negotiate between each 
property owners, the interviewees points out more 
complicated for merging the property fund rather 
than acquiring properties from non – fund, 
especially the existing sponsor. There is none of the 
merging transaction of the property fund, whilst 
there are 19 times of capital increase from the 
sponsor. One mentions that the property fund with 
prospect growth may benefit from economies of 

scale thanks to bargaining power for lower 
management and other related expenses, such as 
security, cleaning, appraisal and accounting 
companies.. Nevertheless, other interviewees argue 
that reduced expenses may be low and insignificant 
to overall expenses e.g. 0.5% and 0.45% fund 
management fees for fund size with valued less 
than 5 trillion Baht and more than 5 trillion Baht on 
a progressive basis respectively. Regarding scale 
economies for the property fund, some 
interviewees support their views that there is less 
effect due to variable management expense e.g. 
percentage of fund size. Although there are 
negotiations for reducing fund and property 
managements, they are not reduced significantly. 
One of them supports the potential benefit from 
economies of scale.  

The interview conclusions are as follows: 
 

Table 4: Qualitative result of the effect from size factor 
Effects Agree Disagree Conclusion 

Reduce liquidity risk  10 0 Agree 
Attract participation 
of institutional and 
foreign investors    

8 2 Agree 

Premium to market price 7 3 Agree 
Generate economies of 
scale and increase profit 
margin of fund 

2 8 Partially 
agree 

 

Benefits of being large size of the property 
fund are mostly concluded to reduce liquidity risk 
and attract the institutional and foreign investors. 
These professional’ recommendations are 
consistent with the finding that such investors 
concentrate more on liquid of REIT than real estate 
[2 and 8]. Premium market price of the property 
fund is mainly agreed as consequences of the size 
benefits. Nevertheless, premium in price is not high 
like other common stocks. This finding is also 
consistent with the study which concludes REITs are 
more transparent than general stocks because of 
predictability of future income [35]. When 
compared to common stocks, low or no abnormal 
gain or loss in U.S. and Hong Kong REITs IPO are 
found during 1980 to 2001 and 1986 to 1997 
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respectively [36 and 37]. With regard to benefit of 
economies of scale, it is considered to be less 
significant to the property fund performance. This is 
consistent to the study which does not support the 
existence of such scale benefit because of a 
variable cost of managerial expenses [33]. 

 

5. Research Conclusion 
      The quantitative result shows insignificantly 
positive coefficient of the property fund size to their 
performances, which is inconsistent to negative 
coefficients of Australia and U.S. REITs in other 
markets. Negative relationships are supported by 
optimal point for benefit from economies of scale 
and variable management expenses on size.    

The qualitative conclusion, however,  provides 
some supporting rationales that liquidity and 
participation of institutional and foreign investors 
might yield premium market price and higher return 
of the property fund, although economies of scale 
is recommended to be an insignificant reason. This 
finding might support some size benefits to the 
property fund and suggest one of the reasons for 
them to convert to be REIT to be larger. 
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