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Comparative Analysis of Commercia Property
and Stock-Market Investments in Nigeria
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Abstract—The study analyzed the risk and returns of
commercial-property in Southwestern Nigeria and selected stocks-
market investment between 2000 and 2009; compared the inflation
hedging characteristics and diversification potentials of investing in
commercial-property and selected stock- market investment. Primary
data were collected on characteristics, rental and capital values of
commercial- properties from their property managers through the use
of questionnaire. Secondary data on stock prices and dividends on
banking, insurance and conglomerates sectors were sourced from the
Nigerian Stock Exchange (2000-2009). The result showed that
average return on al the selected stock- investments was higher than
that of commercial-property. As regards risk, commercial-property
indicated lower risk, compared to stocks. Also the stock-investment
had better inflation hedging capacity than commercial-properties;
combination of both had diversification potentials. The study
concluded that stock-market investment offered attractive higher
return than commercial-property athough with higher risk and there
could be diversification benefits in combining commercial-property
with stock- investment.
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|. INTRODUCTION

ENERALLY, investment decisions are guided (though

not limited) by risk characteristics and return
characteristics. Any investment decision invariably involves a
trade-off between risk and return Chandra, [7], therefore the
process could be reduced to finding the investment
opportunity with the best risk-return ratio. The assets invested
may however bereal or financia assets.

Among other investment choices, rea estate development
offers important diversification benefits as a compliment to
other forms of investment, Christoffersen et.al [8]. Red estate
development has especially been attractive for its low-risk
attribute, its total return derived not only from current income,
but also from growth possible in rental income and capital
values. Comparing stock with real estate investment, Chandra
[7] observed that equity shares has low current yield, high
capital appreciation, high risk, fairly high
marketability/liquidity and high tax shelter and convenience
but rea estate has moderate current yield and capita
appreciation, negligible risk, low marketability/liquidity, high
tax shelter and fair convenience. According to Ajibolaet.a [1]
real estate is unable to effectively compete with other
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investment opportunities such as stocks and shares, due to its
capital intensive nature, illiquidity, low yield and long pay
back period and failure of conventional sources of finance to
provide the required finance for rea estate devel opments.

A lot of works have been done in the past by the real estate
academics, real estate practitioners and researchers on attempt
to analyze the historic profile of sectoral investment portfolio,
to improve the understanding of the past investment profile.
Although al these studies are valuable in the field of real
estate investment performance measurements, alot of gaps are
notable in the literature on the comparative performance of
investment assets in the various sectors of the stock markets
and real estate markets of most emerging economies, Nigeria
inclusive. Firstly, most of these studies were carried out in the
developed economies and developing economies (U.S., UK.,
India, Saudi Arabia, Hong Kong, Germany, Japan, Malaysia,
Australia and China) with foreign derivatives and peculiarities
and majority of them compared direct rea estate investment
with indirect rea estate investment, few ones have actualy
compared direct residential real estate investment with a sector
of stock market.

Secondly, very few works are available as local content in
Nigeria. Those available include Oladeye (2000), Bello
(2003), Bello (2004), Idowu (2006), Oyewole (2006) Amidu
and Aluko (2006), Amidu, et.a (2008) and Ajibola et.al
(2009) whose works are on comparison of direct and indirect
investment in real estate in Nigeria (intra-sector investment
comparative analysis). Bello [6] moves ahead to compare
inter- sector investment, but here again, this was limited to
residential aspects of real estate. This therefore indicates that
none of the work of note in Nigeria has actually compared the
historic performance of commercia rea estate investment
with the Nigerian stock investment. This gap is considerable
enough for this work to fill by generating comparative
evidence from direct commercial real estate investment in
Nigerian urban centres with selected stock- market investment
in Nigeria

The main issue for consideration is how the real estate risk
and return profile under the period of study relate to the risk
and return of the stock market. The focus of the research will
subsequently be on an examination of the inflation hedging
and diversification characteristics of these two investment
options. Questions that agitate the mind in this regard include:
isreal estate realy a hedge against inflation? What correlation
do stock market assets and commercial real estate have in
terms of risk and return?

This research is therefore conceived to comparatively
analyze the historic profile of commercia property with that
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of stocks at the time range of 2000-2009 consigdesielected
sectors of the stock markets (Banking sector, bBrste sector
and Conglomerates sector) and commercial properies 3

state capital towns of Lagos, Ibadan and Abeokntahie

Southwestern part of Nigeria with a view to prowigli
guidance for potential investors. The objectives taranalyze
the risks and returns profiles of commercial restae and
stocks market investments between 2000 and 20G8niex

the inflation hedging characteristics of commerces! estate
and stocks investment in Nigeria; and
diversification potentials of investing in commexicieal estate
and stocks in Nigeria.

Il. LTERATURE REVIEW

Nidal [18] explored the new features of emergingckt
markets, in order to point out the most associatditators of
increasing stock return volatility, which may le@dnstability
of emerging markets including Mexico, Korea, Soafhica,
Turkey, and Malaysia. The study covered monthladat a
period of forty-eight months from January 1997 tecBmber
2000. The study apart from being out of date does n
compare stock with other investment options.

Ralph [22] referred to a correlation completed blgdtson

investigatee t Associates in 2001 and 2003 with a conclusion et

correlation of REITs stock returns with other inwesnts has
declined significantly when measured over variouset
periods since 1972 when NAREIT first began to cdenpi
REITs industry performance data. According to Ralpe],

Much has been written on comparative performance &EITs correlation with large-cap stocks as measimgdhe

direct and indirect real estate performance byousriauthors
the world over with their regional perspectivesnteoof these
works shall be reviewed.

In Malaysia an emerging economy, Hwa [13] examitied
performance of Malaysia residential property sectmetween
1989 to 2001. The study focused on risk-returnganson of
residential risk-adjusted performance with equityeistments.
It also evaluated the diversification benefits o investment
media through correlation analysis. Findings friira study
among others indicate that detached houses providgter
capital appreciation compare to other forms of haus The
study concluded that the population growth rate kaedtion
are the major drivers of residential property perfance in
Malaysia. This study lacked enough data pointesbfor time
trend differences across locations within eacharegind also
failed to consider other property types particfladmmercial
properties in its analysis.

Liu et.al [16] investigated whether real estateusides
continue to act as a perverse inflation hedge ireidgo
countries given security design differences. Bottationary
and a non stationary risk free rate are alterngtiveed. The
study discovers that real estate securities proédeorse
hedge against inflation relative to common stoakssome
countries and are comparable to stocks in othentces.
These works
characteristics of investment; it did not cover thther
characteristics of investment. Neaime [17] studys wa the
properties and characteristics of the Middle East Blorth

S&P 500 was 0.55 during 1972 and 2000 but was 2ing
1999 and 2003. The difference in return amounted to
approximately 0.6% points annually and reducedfpliotrisk
by 0.7% annually. Also, between 1984 and 2004, tgqui
REITs have delivered an average annual total retofri2.7%
to their investors. Ralph work apart from beingezandary
work of Ibbotson Associates, was limited to stoeturns and
return only can not measure the general performasfce
investment. Moreover the time of study has beery lfor
update approximately 9 years ago.

In the stock market literature, Collett et.al [9psvof the
opinion that holding periods for commercial progentould
be much greater than for stocks and bonds and Higdt
transaction costs are associated with commercill estate
relative to other capital market assets and thecepexd
illiquidity of the market, in part due to entry loi@rs. The
holding period is typically defined as shares ading in
that period divided by the trade volume (Atkins & 1997)
In comparing the holding period of real estate vilat of
equities, Collett et al [9] were of the opinion ttilae holding
period of real estate may be significantly londeart that of
equities or bonds because of the less liquid maaket the
higher transaction costs. They were also of theiopithat
holding periods would be expected to be associavéd

limited its focus on inflation hedging€turns, declining during periods of greater liqtyicand rising

during periods of less liquidity; volatility and kling period
should exhibits a negative correlation. This wodas 30 much
relied on information on actual sales of propengnf the

African (MENA) stock markets, and the prospects anbvestment Property Databank in the United Kingdom

implications of enhanced financial liberalizationthe region.
It also explores whether these markets can offermational
investors unique risk and returns characteristicgliversify
international and regional portfolios.

Johansen co-integration tests reveal that
Cooperation Council equity markets still offer imtational
investors the portfolio diversification potentialmainly
through mutual funds, while other emerging MENA céto
markets like those of Turkey, Egypt, Morocco, andtlesser
extent Jordan have matured, and are now integrsitbdthe
world financial markets. The work was limited toct market
only; it failed to compare stock market with otterailable
investment options.

institutional property market which may not fit anNigeria
local content.

Daniel & Sheridan [10] extends earlier studies \uhic
examine the relation between stock returns and pii@nges

the ocu@f commercial real estate in individual countrieBheir

research suggests that in the US, real estatenseturd stock
returns are not highly correlated and that thetimiamay in

fact be negative. It was found that only U.S. esthte returns
and stock returns are not correlated but all theaieing 16

countries have correlation in the returns of restate and
stocks. This work fail to determine why the relasbip

between real estate and stock prices are significeasome

(12) countries and not in other (5) countries.
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And in addition this work is limited to developeduntries
and not African nations and it must have been dattavith
study duration of 1988-1994.

Piers [21] discusses the performance of equitiecd
property and property shares and provides a backgrdor

yield on 90-days T-Bill were obtained for the peri999-
2005. These were then analyzed using descriptiigk- r
adjusted measures and regression models. Althiiglvork
provides the empirical evidence that extended jytohd the
work of Amidu and Aluko [2] but it does not invohdirect

comparing the advantages and disadvantages of tinse real estate investment in its investment comparison
distinct types of property investments and evehual Olaleye [19] examined portfolio management practioel
highlights the similarities and differences betwgmoperty performance of property portfolio in Lagos. He leaded the
shares and direct property investment. performance of property in terms of mean returnsues, the
Goslings and Petri [12] examine the risk/returrstandard deviation measure, the sharp index and
characteristics of real estate on the basis of bpfiraisal and differential return measure. The study showed puatfolio
market values. They broadens this analysis to delu of different areas within the same urban centregesa The

the

inflation, makes a series of observations about ol of real
estate in efficient investment portfolios beforecloding that
as long as direct real estate is valued at appraddae it is
unmistakably a solid inflation hedge. This work iied itself
to real estate risk/return, it do not compare reatate
investment with other forms of investment.

study has helped to define some critical issueating to
portfolio management and property performance. The
identified shortcoming of this study is that itdamphasis on
the performance of management and not on the imest
performance with small sample size which can affibet
overall result of its findings.

Kim [15] examines the investment performance and Still on Lagos, Bello [5] study the relative perfwance of

evaluation of Singapore real estate and propedgkst over
the past 25 years (1976-2001). Results indicate tis&-
adjusted investment performance for residentialperies
remained superior to performance for other reahtestypes
and property stocks. This study is faulted on treugd that it
is restricted to intra-real estate investment sedtodo not
compare real estate investment with other investiseetor.

By and large, most of these works are foreign bagsidh
may not fit the peculiar situation of Nigeria. Inigdria
context, there is virtually less empirical work acthe
comparative analysis of direct commercial
investment with stock market investment. Idowu [$4]died
returns from residential properties in Lagos Metlap
between 1991 and 2004 and revealed that returreairterm
depict unstable pattern, but rental and capitaievalere both
showing upward growth. This work was not compargtand
limited its focus on residential property as diregal estate
investment.

residential property investment and securities énms of
average annual return, risk adjusted return, incgroeith and
capital growth. The results of the study rank stueent in
ordinary share above that of the residential priypén
absolute terms and risked adjusted return. Trdirfghof the
research also indicates that the risk associatéd nesidential
property is lower than that of ordinary shares. Big study
was limited to residential properties but did nonsider the
commercial property.

Towards the same direction, Bello [6] study thedigl of

propertthe widely belief inflation hedge characteristidsresidential

property investment in Nigeria using Fama and Schyid ]
methodology of splitting inflation into; actual, pected and
unexpected.

He employed static regression analysis to assess th
inflation hedging characteristics of residential ogerty,
ordinary shares and saving account for the perfoti986 —
2000. The study observed that actual inflation heglg

Amidu and Aluko [2] was another notable indigenougharacteristics was high for ordinary shares amdifosaving

(Nigeria) study, though comparative work. The stsdyght
primarily to examine the performance of listed d¢angion
companies and only listed real estate Company igefd

account, whereas the residential property doehaet hedge
against actual but expected inflation. The studgsdoot take
cognizance of the fact that share bonuses formgjasverall

(UACN) and all share index (used as a proxy for theeturn on stock; moreover the period of study hagnb

performance of stocks within the period of 1998685.The
risk adjusted performance of the companies, assebseugh
sharp ratio, showed that both listed property amastruction

outdated because of the effect of recent globah@mic melt
down.
Oyewole [20] study of direct property and indirpcoperty

companies performed worse than stocks, but nevesthe investments in Lagos, extended the work of Amidd Aluko

offered diversification possibilities due to thkiw correlation
with the stock market. The shortcoming of thigdstis that it
limits itself to indirect real estate investmentdanse only
secondary data as a proxy for the performanceookst It is
purely a comparative work on securitization andization of
real estate but does not involve direct investnental estate.

[2] in the sense that it identified the comparatpezformance
of direct real estate with indirect real estateestment.

It considered direct property of eight non-listecbgerty
companies, and UACN property development compahg (t
only listed property company in Nigeria) shareshintthe
period of 1999 to 2004. The study on the perforredavel of

Amidu etal [3] provided empirical evidence of thethe media showed that commercial property perforivetter

investment characteristic of indirect real estateestment in
Nigeria, they utilized annual open and closing reaifkices of
shares and dividend of sampled listed companieasldition to
data on all share index (ASI), consumer price in@@RI) and

at direct property intra-media level. The resaliso showed
that indirect property performed better in termsrafe of
return and capital appreciation, while direct prbpe
performed better in terms of risked adjusted return
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This is another work that limits itself to real a&st intra
sectoral investment, it is not inter sectoral éna@pproach.

Ajibola, et al [1] examined the suitability of reaktate
investment trusts (REITS) in financing real estiggelopment
in Nigeria. The study found out among others thatre is a
large real estate market in Nigeria to supportaghglication of
REITs, but REITs that always meet large capitaliresment
in developed countries is still unpopular in Nigeend that
improvement on legal and institutional frameworktbe part
of Government will make REITs flourish in both tNégerian
Real estate development and capital market invegtmehis
work focus is on financing of indirect real estateestment, it
does not cover the direct real estate investmeité scope.

From all the above, none of the works has actual

compared real estate investment with other investraector
like general stock market investment. Hence theeerieed for
a work of this nature that will bridge the gap net in the
literatures.

I1l. DATA AND METHODOLOGY

Survey research design and survey of literaturettan
subject matter was explored through
administration, survey of journals, textbooks amiginet. The
study population was the managing agents/ownetheof745
commercial properties in the study areas (Annualgfass
Report of Nigerian Urban & Regional Planning Boai21308).
The questionnaire solicited data such as: cityoaftion of
property, description, management responsibilitiates of
repair, applicable outgoing, % of outgoing on tatalome and
rental history on the property. The data on opennge,
closing price, dividends and bonuses of the salestecks
was solicited at secondary data level through NégeStock
Exchange Library, Stock Market Watch and prospeaiiis
selected stocks (2000-2009). In this study, thegetar
population for direct property investment was ahunercial
properties in Lagos, Ibadan and Abeokuta while gsample
frame adopted were all purpose-built commercialpprties
(office and shopping complexes) within the studsear From
the total sample frame of 745 (354,262 and 129)rmeruial
properties in Lagos, Ibadan and Abeokuta respdgfiz0
percentages representing 154 were taken from thplea
frame (representing 72, 54 and 28 for Lagos, Ibadad
Abeokuta respectively) to represent the sample. site
secondary data were however collected on the selesgictors
of the stock market (Banking sector, Insurance cseand
Conglomerates sector) to represent the whole stoaket.
Information gathered from the administration of
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yp=1 2)
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This was then adopted to capitalize other yearsrerwt to
determine capital value for each year. This duccabital
value and net income are used to get the annuahréir each
property using the following formular:

CVe CCv\lbb+Nl (3)

PNAR represents the property nominal annual retGhe
represents the capital value of property at thedrte year,
CVb represents the capital value of property atktbginning
of the year, NI represents the net income on tropeaty.
Hsing the above formular, the nominal annual reforneach
year was derived.

As regards the general data on return of commercial
property, the change in capital value was arrivédby
subtracting opening capital value from the closicapital
value and change got there from was expressedraem@Rge
i.e. change in capital value divided by openingitedvalue.

In the same vain, the change in net income waseatrat by

PNAR =

guestionnaigubtracting opening year net income from the clpsiear net

income and change got there from was expressed in
percentage i.e. change in net income divided byiogeyear
net income.

Cumulative income was calculated by dividing alke th
yearly income generated on the property from y€&022009
as gathered from the administered questionnaire®raje
income was calculated by dividing the cumulativeoime
with number of year being considered.

The vyield was calculated by dividing the closinqaiyaet
income with closing year capital value, while Y.@ears’
purchase) was calculated by dividing the yield vitfone)

The periodic return was calculated with the followi
formula:

PR = CCVO(::(‘I,V+CI (4)
where CCV represent closing capital value, OCV aspnt
opening capital value, Cl represent cumulative inebme.
The mean of the nominal return was derived witimiglar:

x- X

n (5)
The mean so established is then subtracted fronm eac

PANR to get the variance; this variance is theraseg to get

the square of the variance. The mean of all theviiaal

thesquare variance is then squared to get the stadéaidtion (a

questionnaires and interview sessions on the comialer measure of risk) with the following formular:

property investors and property managers in thdysareas
were analyzed using both descriptive and inferestatistics.

The researcher used the closing year net incomeapithl
value to get the yield for the property:

_ NI

T

Y represents the yield; N | represent the net ireanhile

CV represents the capital value. The yield was ttwverted
to year’s purchase:

@)

iZ:l:(Xi -xf

where SD represents the standard deviation, fom3uknd 5
above are used to accomplish the first objectivexafimining
the return and risk profile of commercial property.

As regards the examination of return and risk o€lstwhile
the same formular used for the commercial property
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measurement of risk was adopted, there was a sligirige in
the formular for return because of the bonus elénfan
integral part of stock return). The annual retufrstock was
calculated by finding the difference between thesiclg and
opening prices of the stock to determine
appreciation or depreciation. Also the dividend{stlared on
the stock for the year is added to the capital egption or
depreciation. Bonus which is always declared iforatg. 1:4
is calculated by finding the fraction of the ratig=0.025 and
multiplies by the closing year price for the stodkis is
illustrated thus:

SNAR = Cp-Opb+D+B (7)
Op
where SNAR represents the stock nominal annuatnmet@p
represents the closing price of the stock for tlaryof
consideration, Op represents the opening prica@ttock for
the year in consideration, D represents the divddand B
represents the bonus. As done for commercial prypptre
mean of all individual SNAR is found to get the ddions
and eventually the square of the mean of all theass
deviation. With this the first objective of examiiwa of return
and risk of the stock investment was achieved.

The second objective is to compare the inflatioddiey
potentials of commercial property and stock investm The
inflation hedging is the ability of an asset totpet against an
increase in prices (Bello, 2004). This objectivesvehieved
by comparing the nominal return of individual intreent
with its real return and comparing of real retuiithwisk as an
improvement of comparing the nominal return withnstard
deviation (risk). Nominal return was converted éalrreturn
through the introduction of inflation element- seyvbased
inflation forecast (Newell 1995). For this work gnactual
inflation hedging was measured, but not expected
unexpected. Table | indicates the average annflation rate
of Nigeria between 2000-2009 in percentage, thenmafa
these average was found and converted to fractiget 0.026
utilized as a substitute in the following formutar determine
the real return:

its chpité

3 1 5 8 5 2 .6 7 3 5 4 4
6 4 6 4 5 2 3 1 8 1 3 2 5 2

4 8 6 7 7 4 2 8 5 3 1 8
8 3 4 4 9 2 .0 6 4 9 7 1 1 8
9 2 04 7 13 14 21 5 13 2 8 7 04

Overall average 2.56 % = 0.026
Source: National Bureau of Statistics (2010)

The coefficient of variation was calculated asdoli

v = % 9)

where C.V. represents the Coefficient of Variataomd AAR
represents annual average return (nominal).

The third objective was achieved with the use of th
correlation coefficient of average nominal annugturms of
pair of investments for the period of 2000 to 2009.

IV. DATA ANALYSIS AND RESULTSINTERPRETATION

It should be noted that all calculations are presgin 3
decimal places to ensure uniformity in data presgent. In
all, 185 questionnaires were distributed at Abeak(85),
Ibadan (65) and Lagos (85) respectively, this regme
18.92%, 35.14% and 45.95% of total
questionnaires. Out of this, 167 questionnairesewetrieved
Abeokuta; (31), Ibadan (59) and Lagos (77) thisresents
18.56%, 35.33% and 46.11% of the retrieved questimes.
The invalid questionnaires sum up to 13; AbeokB)alpadan
(5) and Lagos (5) this represent 23.08%, 38.46%3$d6%
for the invalid questionnaires. Eventually, 154 sfignnaires
were fully administered for the work, Abeokuta (28)adan
&p4), and Lagos (72) this represent 18.18%, 35.04%
46.75% of the total questionnaires administerea (Sble II).

TABLE Il
ANALYSIS OF THEDISTRIBUTION AND ADMINISTRATION OF QUESTIONNAIRES

ITEM ABEOKUTA

of BADAN of AGOS of
total total total
RR = LNAR (8) Copies of 35
1+IFR questionnaire 8.92 5 5.14 5 5.95
distributed
RR represents the real return; NAR represents timeimal  copies of 31
. . . i i 8.56 9 5.33 7 6.11
return, while IFR represents the inflation rate reeved
Copies of 3
TABLE | questionnaire _ 3.08 8.46 8.46
NIGERIAN AVERAGE INFLATION RATE (2000-2009) that are not valid
R A EB AR PR AY UN uL uG EP CcT oV EC VERA CC{L?S;?i(S)nggir\éénd 28 8.18 4 5.06 2 6.75
N E Y T GE
Source: Author Field Survey (2010)
0 7 2 8 1 2 7 7 4 5 4 4 4 4
The administered copies of questionnaire for eamhnt
s 3 e 2 e 888 were serially numbered for collation and referepegpose.
s 1 1 s s 2 L s s 5 2 2 a4 s The questionnaires were divided into 3 sectionsselended
qguestions section, supply of figures section andsqwl
e s e 2 282893 gpinion section. As regards stock investment, hisabfigures
4 9 7 7 3 1 3 3 1 5 2 5 3 1 were gathered and collated from yearly openingepritosing

distributed
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price, dividend and bonuses of selected stock umiéorm
format.

The general data collated on return of commeraiapgrty
was presented in Table III:

TABLE I

GENERAL DATA ON RETURN OFCOMMERCIAL PROPERTY ATSTUDY AREAS

% of % of Yield Y.P. Period  Average Standan
ocation change change years’ c Annual Deviatio

in in net purchas  retum return n

capital income e

value

101 125.2¢ 0.04¢ 35.¢ 1.682 0.15¢ 0.16¢
agos

161 146 0.042 39.3 2 0.163 0.133
badan

86.578 84 0.025 77.163 1 0.145 0.117

beokuta

Source: Author Field Survey (2010)

The mean of all the individual return for all th&, 54 and
72 commercial properties in Abeokuta, Ibadan amgbkavere
presented in Table IV below:

TABLE IV
AVERAGE ANNUAL RETURN OFCOMMERCIAL PROPERTIES

2000 2001 2002 2003 2004 2005 62007 2008 2009 Average

Abeokuta .074 135 274 .148 .22AB1 .180 .157 .135 .093154
Lagos .062 114 .210 .27544.1.145 .145 128 .150 .17454
Ibadan .094 074 .230 .15984.1.133 .240 .147 .175 .12356
Average .077 108 .238 .194 .183 .136 .188 .144 .153 .130

Source: Author’s Field Work (2010)

From Table IV, the average annual returns of coroiaker
properties in all the locations were almost the esg@n154 for
Abeokuta, 0.154 for Ibadan and 0.156 for Lagos), the
average annual return of the 3 case studies far3@@2 was
the highest (0.238) while that of year 2000 was [iweest
(0.077). In the overall average, all the commerpiaperties
in the study area have average return of 0.15%h@rperiod
under consideration.

In the same manner, the mean of all the individealirn
from the 20 stocks from banking sector, 13 stoci@nf

In the overall average, annual return of stockgHerperiod
of consideration is 0.432. This is seen to be highan that of
commercial properties.

Merging Table IV with Table V for comparison, weviea
Table VI:

TABLE VI
COMPARING RETURN OFCOMMERCIAL PROPERTY WITHSTOCK INVESTMENT
Item Commercial Stocks Variation
Property
Mean of annual 0.155 0.432 0.277

return

Source: Author’s Field Survey (2010)

From Table VI, average return on stocks of 0.43Righer
than the return from commercial property 0.155 omimal
basis. This interprets to mean that at nominal, ratecks
average return is higher than that of commercialperty.
Moreover, the variation in the returns is noted&0.277. In
comparing the risks of the two investment optionxler
consideration, the standard deviation of their metuwere
computed. The standard deviation of the stocks3s@®while
that of commercial property is 0.044 with variatioh0.312.
This is presented in Table VII.

TABLE VII
COMPARING THE STANDARD DEVIATION OF COMMERCIAL PROPERTY WITH
STOCK
Item Commercial Stocks Variation
Property

Mean of 0.044 0.356 0.312
standard

deviation

Source: Author’s Field Survey (2010)

In term of return from investment, return from #®ds
higher than that of commercial property with retwariation
of 0.277 as shown in Table VI, while in term ofkristocks
are more risky than commercial property with riskiation of
0.312 as obtained in Table VI

With this analysis, the first objective of comparithe
return and risk profile of commercial property astbcks

insurance sector and 5 stocks from conglomeratese W&, 4ket has been achieved.

presented in a compacted form in Table V:

TABLE V
AVERAGE ANNUAL RETURN OFSTOCKS

2000 2001 2002 2003 2004 2005 200BO7 2008 2009 Average

Banking .665 .283 .164 421 .33®1 .514 1358 .024 .207423

Insurance .315 .108 .106 .561 .47850 .493 1.481 .140 .243:27

Conglomerat.662 .394 .122 .742 .187 6.3314 1.324 .022 .193436
534 .262 131 575 .332 .349 474 1.388 .062 214

Source: Author’s Field Work (2010)

Average

From Table V, the average annual return for yed72i8
the highest (1.388) while that of year 2008 was [ieest
(0.062).

The return calculated in Tables IV and Table Vustja
nominal one, to make the nominal return to be reirn, lead
to the second objective. This is to examine thdaiiuin
hedging characteristics of commercial property stitcks.

In Table VIII, AAR represents average annual retwiile
CV represents the coefficient of variation (to meesthe
risk/return rate). The Table indicated that both ¢bommercial
property and stock have hedge against inflatior, dtacks
seem to have inflation potentials than commerciapprty in
nominal return while commercial property hedge agai
inflation is 0.129 (0.155-0.026) that of stock€i406 (0.432-
0.026). Also in the real return, the trend is thms, both have
hedge against inflation but stocks potential isheigthan that
of commercial property.
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While the commercial property’s real return hedg®.i.00
(0.126-0.026) hedge but return of stocks is 0.369395-
0.026).

TABLE VIII
AMALGAMATION OF NOMINAL /REAL RETURN, STANDARD DEVIATION AND
COEFFICIENT OFVARIATION

Investment AAR AAR CV

option (nominal) AR (variation) sk (nominal)
(real)

Commercial  0.155 0.029 0.284

property .126 .044

Stocks 0.432 0.037 0.824
.395 .356

CPI 0.026 - -

Source: Author’s Field Survey (2010)

With this analysis, the second objective of exangni
inflation hedging characteristics of commercial gedy and
stock market investment has been achieved.

Furthermore, the variation between nominal averagern
and real average return of stocks (0.037) is widan that of
commercial property of 0.029.The case was differnthe
risk/return ratio when it was adjusted. On adjustinehe
variation in nominal risk/return ratio makes stottihave the
best risk/return performance at lowest figure &2d, lower
than 0.284 of the commercial property.

The third objective is to investigate the divexstion
otentials of commercial property and stocks. Asardg the
diversification potentials, from appendix, Tables and X
were generated.

From the Tables, investment diversification benefito a
certain extent exploitable when commercial propéntyone
location is mixed with another as evidenced in €dil where
diversification abound when commercial propertyllrxadan
and Abeokuta had positive highest correlatiogffocient of

0.762. Diversification potential was also noted wasn
Ibadan and Lagos (0.442) Abeokuta and Lagos hasetst
diversification potential (0.407). As regards steakach of the
stocks sector has positive correlation coefficignth one
another though at varying degree. Banking and ametates
has the highest positive diversification potan{j0.941)
while conglomerates and insurance has east| (0.880).
But by sectoral intermixing, commercial propertiés
Abeokuta, Lagos and Ibadan have no diversificaienefit if
any of them is mixed with Banking stock (-0.135;3®4;-
0.139); or conglomerates (-0.213;-0.095;-0.242)lyOipadan
and Abeokuta have low positive correlation with urece
(0.049; 0.011). This implied that Lagos commergiedperty
cannot be mixed with any stocks; it is only Ibadand

This confirmed the previous indigenous study of Awmi
et.al.(2008) among other studies. With this analysthe third
objective of investigating the diversification potials of
commercial property and stock investment has behieaed.

TABLE IX
SECTORAL CORRELATION MATRIX OF COMMERCIAL PROPERTYRETURN AND
STOCK MARKET RETURN

ABEOKUTA LAGOS IBADAN BANKING INSURANCE
CONGLOMERATES

ABEOKUTA 1

LAGOS 0407 1

IBADAN 0.762 0.442 1

BANKING -0.135 -0.304 .19 1

INSURANCE 0.011 -0.044 049 0.920 1

CONGLOMERATES -0.213

Source: Author’s Field Survey (2010)

-0.095 -0.242 0.941 0.880 1

TABLE X
GENERAL CORELATION MATRIX OF COMMERCIAL PROPERTYRETURN AND
STOCK RETURN

COMMERCIAL PROPERTY  STOCK MARKET
COMMERCIAL PROPERTY 1

STOCK MARKET -0.149 1

Source: Author’s Field Work (2010)

V. SUMMARY OF FINDINGS AND CONCLUSION

From analysis of rental history of the commercial
properties, it was noted that each annual yield thassame
average vyield if there is no capital appreciatiom o
depreciation, but annual yield varies with avergged if
capital appreciates or depreciates annually. Diffee
between average yield and last year of considerayield
indicates an element of depreciation or appreciatiocapital
invested.

The mean of yield on Abeokuta commercial propegy i
0.025, while that of Ibadan and Lagos is put a#4P.@nd
0.048 respectively. These correspond with the nedéarear’s
purchase of 77.163%, 39.300% and 35.400% for Abtaoku
Ibadan and Lagos respectively. In addition, theam of
percentage change in capital value are 86.578%,006%
and 101.000% for Abeokuta, Ibadan and Lagos respedct
while the mean of percentage change in income 2u@88%,
146.000% and 125.240% for Abeokuta, Ibadan and sago
respectively.

This research found out that the average annuatrreif
commercial properties in Ibadan, Lagos and Abeokutae
almost the same (0.155, 0.155 & 0.156), but in dkerall
average, all the commercial properties in the cigdy have
average return of 0.155 for the period under canrsitibn. In

Abeokuta property investment that can be mixed wite same manner, the mean of all the individualrrefrom

Insurance though with weak positive correlatibmgeneral,
there is diversification benefit from combining comrcial
property with stocks investment. This has beenendgdd in
Table X which exhibited coefficient matrix of -094neaning
that commercial property is generally correlatedhwstock
market.

the 20 stocks from banking sector, 13 stocks frosuiiance
sector and 5 stocks from conglomerates indicateotheall
average annual return of 0.432 which is higher ttreai of
commercial properties. It was also found out thatks are
more risky than commercial property through theandard
deviations 0.356 for stocks and 0.044 for commeércia

property.
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In term of return from investment, it was found dhat
return from stocks is higher than that of commergiaperty
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Banking and conglomerates has the highest positive

diversification potential of (0.941) while conglorages and
insurance has the least (0.880). But by
intermixing, commercial property either in Abeokutaagos
or Ibadan have no diversification benefit if anytioém is mix
with Banking stock (-0.135; -0.304;-0.139); or clmgerates
(-0.213;-0.095;-0.242). Only Ibadan and Abeokutaehbw
positive correlation with Insurance at a very lavdl (0.049;
0.011).

By and large, there seem to be diversification befrem
combining commercial property with stocks investimeas
this work found negative coefficient of -0.149 bebtm
commercial property and stocks.

This interprets that commercial property is gergral

correlated with stock market. Consequently thiskweas able
to establish (contrary to what was established frpast
works) that commercial properties have lower noinied
real return than stocks investment, it also esthbll that
though both commercial property and stock investninave
inflation hedging characteristics but not at eqpadportion.
Commercial property also have diversification ptitds if
mix with sector of stock investment.

In conclusion, this work together with its souradata can
therefore serve as data guide for intra and inestosal
investment appraisal for its adopted case study.
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