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ABSTRACT 

 

The intense competition among property investors has been fueled by the limited 

pool of desired assets. As global markets become more developed and matured, the yield 

is becoming more compressed, which resulted in property investors to expand their 

property investment portfolio across the geography borders. As a result, commercial real 

estate investment has been globalised to a new unprecedented level, due to the 

diversification strategies by these global property investors. Kuala Lumpur, being the 

financial and economic capital of Kuala Lumpur is not spared from being in the radar of 

global property investors. 

In addition to Kuala Lumpur, other major urban centres in Malaysia are Penang 

and Johor Bahru. While the office space market in Kuala Lumpur has an international 

appeal, the same notion is yet to be confirmed for both Penang and Johor Bahru office 

space market.The main objective of this study is to explore the economic indicators such 

as GDP, CPI, unemployment rate and the interest rate to the demand and supply factors 

that determine the rental value of office space market.  

The demand factor is represented by the natural vacancy rate of the office space, 

while the supply factor is represented by the total office floor space. Next, the study 

compare whether the changes in economic indicators will change the variation in the 

office rental market in Kuala Lumpur, Penang and Johor Bahru. 

 This study covers the office rental values in various business districts in Kuala 

Lumpur, other urban centres in Klang Valley area and also other major urban centres in 
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the country, namely Penang and Johor Bahru. The regression analysis on office rental 

market in Klang Valley, Johor Bahru and Penang suggests that both geographical clusters 

have different rental rate determinants of office space. The model implies that the office 

rental market in Kuala Lumpur is very much dictated by supply and demand factors. 

 As for the office rental market in Johor Bahru and Penang, the model suggests a 

direct relationship between office space supply and service sector productivity level. 

Office rental market in Johor Bahru and Penang is very sensitive to the changes of office 

space supply. In contrast, an increase of service sector output, as evident in GDP service 

factor, will help to spur demand to occupy office space in Johor Bahru and Penang, thus 

help to contribute positively on the office space rental rates.   

 

 

 

 

 

 

 

 

 

 

 

 



 vi 

ACKNOWLEDGEMENTS 

In the name of Allah, the Most Gracious and Most Merciful 

 

All praise to Allah for all his blessing and guidance which provide me strength to face all 

the tribulations and trails in completing this thesis. 

 

First and foremost, I would like to express my deep and sincere gratitude to my 

supervisor, Dr. Zahiruddin Ghazali who gives me a support and advice for the completion 

of this thesis. Most importantly is for his profound knowledge, dedication, strong 

discipline and his inspiration for work excellence. 

 

The toughest among all the hurdles in the past 2 years is the completion of this project 

paper, which concluded my life as a MSC Finance student in UUM, City Campus Kuala 

Lumpur. Special thanks to all lecturers and colleagues who have appeared in my life, 

rendering advice and inputs unselfishly during my study. 

 

My deepest appreciation also goes to my supportive and beloved family members; my 

wife AzlawatiFahmi and my three kids BadrulAimanEzqandar, Ivy BatrisyaHumaira and 

Irina Jasmine for their devotion, constant demonstration of love and most importantly for 

their innumerable sacrifices and prayers. 

 

  



 vii 

TABLE OF CONTENTS 

Page  

DECLARATION         ii 

PERMISSION TO USE       iii 

ABSTRACT        iv 

ACKNOWLEDGEMENTS      vi 

TABLE OF CONTENTS       vii 

LIST OF TABLES        ix 

LIST OF ABBREVIATIONS       x 

 

CHAPTER 1:  BACKGROUND 

1.0 Introduction       1 

1.1 Background of study      3 

1.2 Problem statement       5 

1.3 Research objective       6 

1.4 Research questions       7 

1.5 Significance of study       8 

1.6 Scope of study       9 

1.7 Limitation of the study     10 

 

CHAPTER 2:  LITERATURE REVIEW  

 

2.0       Introduction       11 

2.1       GDP and office rental value     11 

2.2 Natural vacancy rate and office rental value   12 

2.3 Employment / Unemployment rate and office rental value 13 

2.4 Interest rate and office rental value    14 

2.5 Office floor space and office rental value   15 

2.6 Stock market returns and office rental value   15 

 

 

CHAPTER 3:  RESEARCH METHODOLOGY  

 

3.0 Introduction       17 

3.1 Data collection technique     17 

3.2 Theoretical framework     19 

3.3 Independent and dependent variables    21 

3.31 Dependent variable 

3.32 Independent variables 

3.4 Data analysis       22 

3.4.1 Descriptive analysis 



 viii 

3.4.2 Correlation of variables 

3.4.3 Model specification and multiple regression 

3.5 Validity and Reliability     30 

3.6 Data Analysis       31 

 

 

CHAPTER 4:  ANALYSIS AND FINDINGS  

 

4.0 Introduction       26 

4.1 Descriptive analysis      26 

4.2 Correlation analysis      28 

4.3 Regression analysis      33 

4.3.1 Overall office rental market     

4.3.2 Klang Valley office rental market 

4.3.3 Outside Klang Valley office rental market 

4.4 Summary of findings 

 

 

CHAPTER 5:  DISCUSSIONS AND SUGGESTIONS 

 

5.1 Introduction       42 

5.2 Discussions and suggestions     43 

 

BIBLIOGRAPHY/ REFERENCES     46 

 

APPENDIX : SPSS OUTPUT      48 

 

 

 



 ix 

LIST OF TABLES 

 

Table 1. Mega projects outlined by the Government of Malaysia under the 

Greater Kuala Lumpur Plan 

 

Table 4.1 (a) Descriptive analysis for time-series data of overall geographical 

areas 

 

Table 4.1 (b)  Descriptive Analysis for time-series data ofKlang Valley areas 

 

Table 4.1 (c) Descriptive Analysis for time-series data of outside Klang Valley 

areas 

 

Table 4.2 (a)  Correlations of variables for overall geographical areas 

Table 4.2 (b)   Correlations of variables for Klang Valley areas 

Table 4.2 (c)   Correlations of variables for outside Klang Valley areas 

 

Table 4.3  Model summary of regression analysis on overall office rental 

market 

Table 4.4  Coefficients of vacancy rate and floor space with office rental rate 

within and outside Klang Valley geographical areas 

 

Table 4.5  Model summary of regression analysis on Klang Valley office 

rental market 

Table 4.6  Coefficients of vacancy rate and floor space with office rental rate 

in Klang Valley 

Table 4.7 Model summary of regression analysis on Johor Bahru and Penang 

office rental market 

Table 4.8  Coefficients of floor space, GDP service and KLCI with office 

rental rate in Johor Bahru and Penang 

 

 

 

 

 

 



 x 

LIST OF ABBREVIATIONS 

 

BLR   Base Lending Rate 

CBD   Central Business District 

EPF   Employee Provident Fund 

 

GDP   Gross Domestic Product 

 

GNP   Gross National Product 

 

KLCI   Kuala Lumpur Composite Index 

 

LTAT   LembagaTabungAngkatanTentera 

 

LTH   LembagaTabung Haji 

 

MSC   Multimedia Super Corridor 

 

NAPIC  National Property Information Centre 

 

psf   Per Square Foot 

 

RM   Ringgit Malaysia 

 

Sq. Ft.   Square feet 



1 
 

CHAPTER ONE 

BACKGROUND 

1.0 Introduction 

Chen et.al (2009) has briefly explained that limited pool of desired assets has fueled 

intense competition among property investors. Yield compression, as a result of most global 

markets become more developed and matured, has resulted in property investors expanding 

their property investment portfolio across the geography borders. As a result, commercial real 

estate investment has been globalised to a new unprecedented level, due to the diversification 

strategies by these global property investors.  

Kuala Lumpur, being the financial and economic capital of Kuala Lumpur is not 

spared from being in the radar of global property investors.As at 2010, AXIS-REIT reported 

in its 2010 Annual Report that Klang Valley has an existing office space supply of 79.21 

million sq. ft., of which 63.47 million sq.ft. is located in Kuala Lumpur. In the future, there 

will be another 27.23 million addition office space supply from 73 identified office buildings, 

of which 12.75 millionsq.ft. is from 41 office buildings are currently under construction. 

Several international property investors have already made substantial such as Kuwait 

Finance House, Qatar Investment Authority, Abu Dhabi Mubadalla, CapitaLand, MGPA Asia 

Developments, and others. Michael Wilkinson, the CEO of MGPA Asia Developments said 

during in an interview, that it is good time to invest in property in Malaysia, particularly 

Kuala Lumpur, as it has the strongest market in South East Asia. Under the Greater Kuala 

Lumpur Plan, which is part of the Economic Transformation Plan (‘ETP’) the Government of 

Malaysia has earmarked eight mega projects that will each create their individual commercial 

enclaves. These eight mega projects will be carried out by both local and foreign developers, 

such as outlined in the table below : 
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