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The Roles of Institutional Investors on Reducing Agency Costs of
Property Funds
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Abstract

Property fund is one kind of financial assets for retail investors since 2009, authorized
by the Securities Exchange Commission. The growth of property fund market capitalization is
more than 20% a year by average. Under the strict regulation on property fund, the Net Asset
Value (NAV) should be the minimum price. If the market price compares to NAV less than 1,
the agency costs assume to be exist. The agency cost implies to the phenomena there the
undervalued assets, lower income or higher expense. This study applies the daily observations
for both freehold type and leasehold type property fund. Data are collected through the
database of the Stock Exchange of Thailand, Bank of Thailand, Ministry of Commerce, Petroleum
Plc. and Bloomberg Professional Service. The test of time series multiple regression asymptotics
leads to the drop out of Yield to Maturity (YTM) variable, which demonstrates there is no
significant relationship between short term interest rate and the holding of property funds.
However, the number of control variables still far over the observable variables. The results
show the support of control variables on the model. The existence of institutional investor
(linv) i.e. the financial institutions, investment funds and special financial institutions guides to
the increase of market price to NAV, while the average trading volume of mutual fund (AVG
Vol) is not significant. The sensitivity analysis by separate between the freehold type and
leasehold type finds the same conclusion except the variable of AVG Vol is significant at 99%
confident level for leasehold type. The limitation of this study comes from the heteroscedasticity
problem leading to the addition of AR(1) variable, distorting the prediction power of the
model. The suggestions of the study are (1) the increase transparency through the declared
information of NAV computation (2) the support of new types of financial assets as REITs, which
increase the leverage ability and liquidity of financial instruments as the real estate industry

needs longterm of investment.
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