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INTRODUCTION
Real estate is property consisting of land and the buildings on it, along with its natural 

resources such as crops, mineral water, immovable property of this nature, an interest vested 

in this also an item of real property but more generally buildings or housing in general.

Similarly, real estate determine by a piece of land, that including the air above it and 

the ground below it and any buildings or structures on it. Real estate can include business or 

residential properties and are generally sold either by a relator or directly by the individual 

who owns the property.

There is such a large inventory of commercial real estate as well and there have been 

many instances in 2010 and 2011 where companies looking to move to large locations were 

not able to do due to such high pricing a few years ago. Therefore, back during the peak 

recession, it was virtually impossible for companies that were struggling to purchase as price 

per square footage for these commercial pieces was ridiculous and completely impractical.
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PROBLEM STATEMENT/ RESEARCH QUESTIONS
The real estate investment and development offers bright prospects for Asia, 

including Malaysia. The real estate players were now focusing on Asia following the 

economic problems in the US and debt crisis in Europe. This is because they were attracted 

by Asia’s steady growth in gross domestic product.

However, the real estate segment accounted for about 60 per cent of an economy 

of each country. The problem of forecasting the movement of real estate rates attracts 

increasing attentions. Primarily, the impact of the financial crisis on US and Europe were 

huge. Thereby, it would be attentiveness to ascertain the factors of real estate volatility in 

Malaysia.

According to A. Chaney and M. Hoesli(2010) their research believe that a change in 

interest rates made real estate to be less sensitive than any asset with the same average 

nominal growth rate of cash flows. However, the major determinants of the interest rate 

sensitivity are the property’s remaining lifetime, the risk premium, the state of the 

macroeconomic environment and the degree of rotation of the interest rate curve.

Furthermore, research from R. Edelstein(2011) shows that if the quality of the legal 

system and corporate governance improves, the excess risk adjusted rates of return decline. 

The demonstrates empirically that legal and governance quality are statistically significant 

determinants of excess rates of return for publicly traded real estate companies for 20 

countries during 2004-2006.

On the other hand, Zhou. X and Clements. S (2010) prove that there was significant 

implications for not only Chinese homeowners but investors worldwide for the inflation­

hedging ability. Generally, the knowledge of the Chinese market’s inflation-hedging ability 

with the return and risks is very important for international investors looking to improve their 

investment portfolio. Thus, K.M. Wang (2010) agreed that real estate returns in Taipei 

City, Taichung City and Taiwan region cannot hedge unexpected inflation. As the results, the 

metropolitan areas have a negative impact while in Taipei city has a positive impact on 

returns.

The study of C. He (2011) found that provinces with relatively developed land and 

housing markets and provinces in which local governments preserve those markets attracted 

by foreign investors in real estate industry. Meanwhile, strong law enforcement and good 

local governance favourable to foreign direct investment and real estate.
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However, according to Vishwakarma, V.K and French, J.J (2010), they find that there is a 

statistically significant break in the relationship between macro variables and Indian real 

estate market in March of 2000, corresponding to the period when the Indian government 

was relaxing restrictions on foreign FDI investment.

The study of Fung. G.H (2010) surveyed that there are housing affordability 

problem caused of faster rising housing cost even though GDP and income levels have been 

growing rapidly. Hence, the key factor in China’s economic growth and an essential part of 

the overall functioning of the economy are real estate development.
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RESEARCH OBJECTIVE
The three objectives featured in this study are to:

a) Analyze the relationship between interest rates and real estate rates volatility in 
Malaysia.

b) Determine the relationship between inflation rates and real estate rates volatility in 
Malaysia.

c) Assess the relationship between gross domestic product and real estate volatility in 

Malaysia.

d) Analyze the relationship between foreign direct investment and real estate volatility in 

Malaysia.
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