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GLOSSARY

Ability to pay : Financial capacity of an individual.

Compounded 
annual 
growth rate 
(CAGR)

: An annualised growth rate which provides a constant 
growth rate over a specified period. 
The formula is: CAGR = [(Ending value/Beginning value)
(1/Number of time periods) – 1] × 100.
Source: Anson, Fabozzi and Jones (2010)

Effective 
demand

: The desire of consumers to acquire a good or service, 
backed with their ability to pay for it.
Source: Collin (2003)

Equivalence 
scales

: A measure of the cost of living of a household, relative 
to a reference household which is usually a single adult, 
when both households have the same standard of living.
Source: Lewbel and Pendakur (2008)

Gross 
development 
cost (GDC)

: The present value of the total costs required to develop 
a site. The costs include the site preparation, demolition 
of existing structures, plant and overhead costs and 
actual construction costs excluding any profit and land 
costs incurred by the developer. 
The formula is: , where:
• ckt is the cost of house type k constructed in time 

period t;
• qkt is the quantity of house type k sold in time period 

t,
• m is the number of house types;
• n is the number of time periods in the development 

process from the land purchase to the completion of 
the last house sale; and

• r is the cost of borrowing which is a function of 
interest rates and development risk.

Source: Leishman, Jones and Fraser (2000)
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GLOSSARY

Gross 
development 
value (GDV)

: The present value of the sum of the expected proceeds of 
new house sales.
The formula is , where:
• pkt is the price of house type k sold in time period t;
• qkt is the quantity of house type k sold in time period t;
• m is the number of house types;
• n is the number of time periods in the development 

process from the land purchase to the completion of 
the last house sale; and

• r is the cost of borrowing which is a function of 
interest rates and development risk.

Source: Leishman, Jones and Fraser (2000)

Home equity : The total estimated value minus the total amount of 
principal owed on all mortgages on a particular property.
Source: Krivo and Kaufman (2004)

Housing 
tenure

: The financial arrangement under which a particular 
household occupies all or part of a housing unit. Common 
types of housing tenures include ownership and rental of 
all or part of the housing unit.
Source: OECD (2006)

Housing 
turnover

: Housing market transactions involving the transfer 
of ownership.
Source: Leal et al. (2017)

Industrialised 
Building 
System (IBS)

: A technique of construction where components are 
manufactured in a controlled environment (on or off 
site), transported, positisoned and installed into a structure 
with minimal additional site works.
Source: Hamid, Kamar and Alshawi (2011)

Ineffective 
demand

: The desire of consumers to acquire a good or service, 
without their ability to pay for it.
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GLOSSARY

Labour 
productivity

: The total output produced per unit of labour in a given 
time. It may be calculated using gross domestic product 
(GDP) or gross value added (GVA). 

The formulas are:
• Labour productivity = GDP at constant prices/

Number of employed persons.
Source: ILO (n.d.)
• Labour productivity = GVA/Number of employed 

persons.
Source: Freeman (2008)

Tenure 
security

: Housing definition: A legal arrangement which give 
tenants an unlimited tenure of their housing subject to 
infringement of their lease agreement.
Source: Fitzpatrick and Pawson (2011)

Land definition: The ability to control and manage 
land, and engage in transactions, including land 
transfers.
Source: Liversage et al. (2015)

Working age 
population

: The number of people who are between 15 and 64 years 
of age.
Source: DOS (2018)
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Introduction

1. A comprehensive housing agenda needs to move towards guiding and 
managing the housing sector as a whole, recognising housing as a basic 
need and a base for asset accumulation. A narrow focus on either the 
welfare aspects of housing or the asset accumulation aspects is inadequate, 
possibly resulting in imbalances and mismanagement of the housing sector. 
Instead, the sector must be approached as a productive sector, contributing 
to the nation’s overall economic performance and not just as a drain on 
productive resources. 

2. Therefore, formulating the right policies and strategies depends significantly 
on the ability to differentiate between welfare issues and market failures in 
the housing market. The former requires more direct government involvement 
in addressing housing needs of the right target groups while the latter 
requires the government to correct market failures so that the housing 
market can function efficiently. Ensuring the right demarcation between 
market and social provisions will be key for policy formulation. 

 
3. In order to design specific policy options to increase the responsiveness of 

the housing sector, the conditions of demand and supply at the housing 
market area must be understood and measured. On the demand side, 
analysis of demand is decomposed into effective demand and housing 
needs. On the supply side, a stock-flow model is used to analyse existing 
and incoming supply. Amalgamation of the supply and demand analysis 
will help to identify mismatches in the housing market and determine the 
needs and intervention measures required. 

4. The in-depth analysis on the supply and demand must be contextualised 
within the spatial dynamics of households. The spatial dynamics of 
households refers to the analysis of households within an ecosystem of 
home (first place), workplace (second place) and public/social places (third 
place). The inter-connectivity of these three places forms the functional 
boundary of households, with housing as a habitat. Therefore, instead of 
the conventional practice of analysing and planning housing within state 
administrative boundaries, a more meaningful analysis would be to follow 
the functional boundary of households that may surpass state administrative 
boundaries. This report further articulates housing as a critical component 
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of city-making initiatives within the larger conurbation context. The 
feasibility of multi-sectoral planning at different spatial scales is explored.

5. By approaching the study in this way, the enabling policy environment 
would consist of a) demand side policies; for example, tenure policies, 
ownership or renting, fiscal and finance policies, b) supply side policies; for 
example, productivity of the construction sector, maintenance of public 
buildings, price determination policies as well as c) cross-cutting policies; 
spatial planning, data policies and the like. It is imperative that policies 
should not be concerned with the end objectives only, but also with 
building resilience in the entities and processes that support the creation of 
the end objectives. 

6. National housing policies should be reviewed periodically and updated as 
new challenges or opportunities emerge. It is crucial for policies and 
strategies to be anchored in evidence that provides insight into the structural 
issues, inefficiencies and constraints in the housing market that have caused 
rising unaffordability. This report puts forward housing policies, strategies 
and action plans as recommendations to guide housing development at 
both the federal and state levels as well as facilitate the systematic provision 
of housing based on effective demand and housing needs. 

Section 1: Housing Affordability 

7. Housing affordability in the country has not improved significantly between 
2002 and 2016. The median multiple for Malaysia hovered between 4.0 
and 5.0 from 2002 to 2016, exceeding the 3.0 threshold for housing 
affordability. The country’s overall housing affordability worsened 
significantly between 2012 and 2014, increasing from 4.0 in 2012 to 5.1 
in 2014. The median house price for Malaysia increased at a compounded 
annual growth rate (CAGR) of 26.5% over the stated period from 
RM175,000 to RM280,000. Meanwhile, median household incomes grew 
significantly more slowly at a CAGR of 11.7%, less than half the rate of 
increase in house prices. Although housing affordability improved slightly 
to 5.0 in 2016, it is still categorised as “seriously unaffordable”. Between 
2014 and 2016, the median house price increased more slowly at a CAGR 
of 5.7% while median household income grew at a higher CAGR of 6.6%.
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8. The deterioration in housing affordability has partly stemmed from the 
unresponsiveness of housing supply to effective demand. In 2014, the 
calculated market median-3 house price—the price of an “affordable” 
house—for Malaysia was RM165,060. In 2016, this figure was RM188,208. 
Newly launched housing units that are priced below RM200,000 made up 
less than 20% of the total units launched between 2014 and 2016. Similar 
observations can also be seen at the state level. Most strikingly, in Pulau 
Pinang, all properties launched in 2016 were priced above RM250,000, 
with the bulk of newly launched properties situated in the RM500,000 to 
RM1,000,000 price bracket. To put this in perspective, the calculated 
market median-3 house price for Pulau Pinang in 2016 was RM194,724.

9. Financing plays an important role in ensuring sustainable demand for 
housing, but it should not be the means to make owning a dwelling 
affordable. The sharp rise in house prices in recent years has accelerated 
the increase in Malaysian household debts, largely due to housing loans. 
Despite the macroprudential measures put in place to address unsustainable 
development in the housing market, broad indicators on the commercial 
credit market suggest that access to house financing remains ample for 
eligible borrowers. However, according to Bank Negara Malaysia, the 
group of households who would face the biggest problem in obtaining 
bank financing for housing are those with incomes less than RM5,000 per 
month in urban centres or less than RM3,000 per month in other areas. 
Government financing schemes should focus on low-income households. 
More specifically, they should be targeted at low-income households which 
have the financial capacity to pay but are not able to access the commercial 
credit market. Efforts to assist middle-income households should be done 
by ensuring an adequate supply of houses that are affordable, and not by 
implementing credit easing. 
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Section 2: Housing Need and Demand

10. Requirements for housing can originate from two distinct types of 
households: those who can pay for it and those who cannot. Households 
that cannot pay for their housing requirements experience some form of 
core housing need while those that can demonstrate an effective demand 
for housing. It is vital to distinguish between housing need and demand 
when governments attempt to analyse and estimate their current and future 
housing requirements, as policy solutions to meet these can be vastly 
different. Households with the ability to pay for their housing demand 
should go to the private housing market for their homes. Those without 
means to attain housing via the private market can only fulfil their housing 
needs with assistance from the government, which is inherently limited by 
public funds.

11. In order to elevate the overall quality of housing in the country, the 
government must define what “adequate” and “suitable” mean in Malaysian 
society. While there are many references to the provision of good, adequate 
and/or quality housing for the population, there is currently no standard 
definition for these terms and what they mean for the country. Existing 
regulations on the minimum standards of housing only regulate the 
construction of new housing units and do not attempt to regulate the 
quality of the existing housing stock. A different standard must be 
developed to guide practitioners in the determination of whether a housing 
unit is adequate or suitable for the people who currently live in it. It is 
very important that this process is done in a participatory manner, taking 
into account what is socially acceptable housing according to the societal 
and cultural norms of the people. Without public feedback on the process, 
policymakers might find themselves enforcing a standard that is disengaged 
from the true needs of the people.

12. It is vital for states to evaluate the number of households that can qualify 
for its social housing sector based on their local conditions. While the 
country has an established assessment method to estimate total housing 
requirements, no specific assessment has been undertaken to identify 
incidences of core housing need within the population. Need based 
assistance is already differentiated at the state level and, under the current 
framework, states can decide on their own qualifying criteria. However, it 
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is not clear whether the eligibility criteria as currently imposed by the state 
are tied to the state population income levels. Given that access to the 
housing market is primarily determined by a household’s ability to pay for 
a suitable home, it is necessary that state governments take into account 
the level of housing affordability in the state. In addition to the income 
criteria, there is a need to also ensure that households which are unable to 
live in or may lose access to an adequate and suitable home are provided 
assistance to meet their housing needs. It is necessary to define and evaluate 
these instances of need to appropriately estimate the size of the social 
housing sector so that local governments can be more informed when 
planning solutions for this sector.

13. Current data gaps limit the ability of local governments to properly 
estimate the types of housing required by the local population, hindering 
the overall planning process. When the demarcation between housing 
demand and need has been clearly defined (that is, with a proper guideline 
on the definition of need for the country), a housing demand and need 
assessment can help policymakers identify gaps and mismatches in the 
corresponding sectors of the housing market. Policy solutions to bridge 
these gaps can then be better aligned and targeted. In Malaysia, state 
government agencies for housing do not collect or utilise on a frequent 
basis data on households (if they are available to these agencies) to monitor 
the demand for housing in their localities. While local governments may 
have an accurate estimation of the total housing requirement of their 
locality, the dynamics of this requirement are not clearly defined or 
estimated. This limitation may lead to an oversupply of housing units that 
are not in line with the needs of the population or, conversely, an 
inadequate supply of housing units that are in demand, resulting in a 
demand-supply mismatch. These data gaps point to a need for a systematic 
data collection process for data on housing and housing-related measures. 
A national housing survey needs to be undertaken and should be adopted 
as common practice for the country.

14. Renting should be promoted alongside, not in competition with, home 
ownership with the former not being viewed as an inferior choice to the 
latter. Home ownership still prevails as a primary tenure choice for 
Malaysian households with a national ownership rate of 76.3% in 2016. 
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While ownership provides control, stability and security as well as an 
opportunity to build equity, it offers less flexibility for residents to move 
from one location to another compared to renting. Achieving universal 
home ownership may be neither feasible nor desirable. Renting should be 
provided as a viable option to suit people’s lifestyles at different stages of 
their life cycle. The aim of the policy should be to create a dynamic 
housing market that is flexible enough for people to go back and forth 
between owning and renting depending on their circumstances. Concurrently, 
legal and institutional frameworks that govern matters related to renting 
and the rights of tenants and landlords can be strengthened to protect the 
interests of both parties.

Section 3: A Supply-Side Analysis of the Housing Market

15. The current housing supply strategy of the government providing affordable 
housing on a large scale has seen a slow but gradual recovery in the 
affordable housing market. Housing turnover below RM500k has increased 
to 84.3% in 4Q 2016 from 83.0% in 3Q 2014, and housing turnover 
below RM250k has increased to 58.2% from 52.0% in the same period. 
Using the inverse of housing turnover, at the peak of the turnover in 2011, 
the average holding period was 20.8 years but with housing turnover 
slowing down since, the average holding period went up to 31.4 years  
in 2016.  

16. However, there are downsides to the current housing supply strategy. First, 
extending the policy coverage to the middle-income group would effectively 
mean that the government is stretching its limited resources and the trade-off 
is less resources available for the low-income group in terms of new construction, 
neighbourhood rejuvenation and maintenance. Second, this strategy presumes 
institutional capability to deliver, target and monitor, without which problems 
like mistargeting and delays would ensue. Some of the house financing schemes 
reached the top 20% income group when the original intention was to target 
the middle-income group. Third, as the existing housing schemes are skewed 
towards home ownership, this has conflated, and to some extent convoluted, 
two housing policy objectives i.e. help those in need access housing as shelter 
versus help non-homeowners buy and own housing. These two policy 
objectives address very different constituents, require different strategies and 
demand different amounts of funding and resources.  
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17. Productivity must be anchored in technological upgrading and its supporting 
ecosystem. The source and quality of productivity matter more when it 
comes to shifting the supply curve to the right and increasing its elasticity. 
Focusing only on the production of skilled workers to meet industry’s 
demands may not be sufficient to drive supply forward without a transition 
to a higher level of technological adoption. The skill composition of the 
residential construction sub-sector in Malaysia has not changed much from 
2010 to 2015 despite improvements in labour productivity. Measures to 
induce structural change in the industry have not been effective. This 
reinforces the need for the housing delivery ecosystem to support 
technological upgrading through a shift from sell-then-build which dis-
incentivises modernisation in residential construction to build-then-sell 
which is key for modernising construction. There is also a need for a 
transition from a fragmented procurement method to one that consolidates 
the supply chain, integrating design and construction on site to expedite 
time, reduce cost and improve quality.

18. Gaps between prices and construction costs need explanation. Data from 
the Construction Industry Development Board and the National Property 
Information Centre indicate that house prices in Malaysia have almost 
doubled since 2008 while construction costs—labour, material and 
machinery, and equipment—have increased only slightly in the same period. 
The disproportionate increase in prices and costs suggests either increasing 
profit margins, land prices or regulatory costs. However, due to the lack 
of gross development cost and gross development value data, the difference 
between normal profits and excess profits cannot be determined. Similarly, 
the relationship between speculation, land price and house price cannot be 
empirically tested without data. Land data are also important for the 
identification and setting aside of suitable land banks for public housing 
because land at a desirable location is typically expensive and limited. As 
for regulatory costs, limited data show that both compliance costs and 
contribution costs are only a small fraction of total development costs 
while costs caused by delays in development approvals have been addressed 
through improvements in the One Stop Centre portal. 
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19. Housing valuation methods can be improved to drive quality neighbourhoods. 
The conventional practice of valuation is the sales comparison approach, 
which is largely based on historical prices, where the last transacted price 
of a housing unit determines the value of a new comparable housing unit 
in an area. Housing valuation can be a mechanism to drive quality 
neighbourhoods when it incorporates quality of amenities and services as 
well as the physical condition of buildings in its methodology, which gives 
a more accurate value to the housing unit. A transparent cost approach 
valuation method can also be explored to minimise the risk of overvaluation 
due to speculation. Improved valuation methods can be complemented by 
other measures to address speculative activities. These measures include 
redesigning the holding period of Real Property Gains Tax to start from 
the year a Certificate of Completion and Compliance is obtained and using 
taxation to target multiple housing ownership.  

Section 4: Spatial Analysis 

20. Achieving good quality housing standards must be assessed within its wider 
neighbourhood context. Third places such as football fields, community 
libraries, religious centres and other common spaces are key to increased 
liveability. However, there are different hierarchies of third places depending 
on their physical scale and uses. Community libraries and football fields 
are examples of third places whose spatial capture is confined to the 
neighbourhood level. Third places have played a pivotal role in raising the 
quality of life and improving the general liveability of first places. However, 
there is a need to define third places within the neighbourhood’s context 
and to outline the responsibilities of maintaining these spaces.

21. There is a need to complement the physical aspect of residential buildings 
with community elements. People’s well-being is not only determined by 
the physical aspects of residential complexes; the quality of community 
elements in the neighbourhood, such as culture, economic freedom and 
privacy can also affect well-being. Hence, the sense of ownership and 
communal responsibility towards neighbourhoods’ condition should  
be encouraged.
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22. The location of housing matters considerably for households’ housing cost 
burden and quality of life. Some households have moved further away 
from urban centres in search of lower-priced houses, therefore compromising 
on their distance from and time travelling to jobs and amenities and 
suffering higher transportation costs. Built upon the theoretical understanding 
of the housing-transportation costs trade-off, this research attempts to 
identify the extent of sprawl in three major urban regions in Malaysia, 
namely Pulau Pinang, Kuala Lumpur (KL) and Johor, and investigate the 
ensuing cost implications to households. This report argues that to address 
housing affordability issues and enhance quality of life, housing should not 
be seen in isolation from the interplay of other sectoral forces (namely 
transportation). By taking into account the geographical coverage of the 
housing market that considers mobility, it highlights the possibility that the 
demand and supply of housing may extend beyond administrative 
boundaries, and this has implications for regional coordination  
and planning. 

23. Based on people’s inferred mobility patterns, the findings suggest that the 
organic boundaries of the Pulau Pinang and Kuala Lumpur conurbations 
have extended beyond their state boundaries. Due to the unavailability of 
individuals’ home and work location data, people’s home-work journeys 
are inferred from a set of commute times that are deemed tolerable to 
connect all residents from their respective locations to economic centres 
pre-identified from land use data and states’ Laporan Tinjauan. The results 
indicate that, other than the Johor conurbation, urban sprawls in both 
Pulau Pinang and Kuala Lumpur are highly likely to have crossed their 
respective state boundaries. The emergence of the phenomenon where 
households live further away from job opportunities signals potential 
complications as housing affordability is inevitably coupled with  
housing location. 

24. Whilst it is evident that households across the nation incur significant 
housing and transportation expenditures, the absence of granular data 
impedes meaningful analysis on whether and why a housing-transportation 
costs trade-off exists due to sprawl. Housing and transportation expenditures 
are among the largest items in a household’s budget. Between 2004 and 
2016, both expenditures jointly experienced a growth of 104.6%, almost 
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catching up with the growth of mean household income (114.2%). 
Notably, transportation costs in Malaysian cities are also considerably 
higher than in other East Asian cities. This is not surprising given that 
vehicle registrations and the number of vehicle-km driven in Malaysia both 
grew significantly at around 7.0% annually between 1997 and 2012. 
Whilst the World Bank (2015) attributed high and increasing transportation 
expenditures to the emergence of a sprawl, the lack of granular data 
renders impossible a detailed analysis of the extent of the tension between 
housing and transportation costs. At this stage, no conclusion can be 
drawn about how much these costs vary spatially within a state or a 
region, and to what extent these variations can be attributed to the location 
of housing relative to employment centres. 

25. Collect relevant data and at the right spatial scale. The understanding of 
the plight (or comfort) facing households in the country forms the very first 
step towards formulating targeted and effective policies. Daily job-home 
movements of people are hardly known in the country, including their 
origins and destinations, as well as their choice of transport. For this 
analysis, household income and expenditure data at a lower geographical 
scale, for example mukim or even census block level, are also not available. 
In order to address the aforementioned issues of concern, filling this data 
void is key. 

26. Improve housing-transportation coordination for better quality of life. In 
order to fill in the gap between planning and effective implementation of 
policies, two major institutional improvements can be implemented:
i. Streamlining housing and sectoral planning processes in regional, 

structural and local plans to ensure consistency of vision throughout 
all levels of planning: It is crucial to assess the need for multiple 
planning and policy documents to guide spatial planning at the 
national level. Otherwise, not only would the implementation and 
monitoring of a wide range of plans accrue high costs, the effectiveness 
of communication of the overall national visions and action plans to 
all stakeholders, including the state and local authorities, developers, 
and the general public, would potentially be jeopardised as well. 
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ii. Strengthening the capacity of authorities to integrate housing and 
transportation considerations at the analytical, planning and 
implementation levels: States and local authorities’ capacity to collect 
and manage data, conduct research, and craft aspirations and directions 
that are aligned with that of the nation for their respective cities could 
be improved. The empowerment of authorities to do the above is key 
to ensuring the effective translation of plans into implementation at 
each locality. 

Section 5: Monitoring and Evaluation 

27. This section aims to review the monitoring and evaluation framework of 
Malaysia’s national housing policies from the dimensions of fiscal spending 
and impact, and data requirements. Fiscal expenditure is assessed as a 
reflection of the government’s strategies and priorities—a lack of data on 
state-level fiscal expenditure on housing and its linkage to impact assessment 
has inhibited a more thorough assessment from being conducted. Data 
issues are highlighted and aggregated, with detailed problematic data points 
provided to serve as key inputs in the setting up of an integrated housing 
database. The mechanism and processes of monitoring and evaluation are 
also important but will not be covered here due to data limitations. 

28. Various gaps in data were discovered that have constrained the research 
team from conducting a more in-depth, disaggregated and comparative 
analysis. These data gaps will have to be addressed to not only allow for 
a more effective analysis of the issues presented in the Malaysian housing 
market, but also to allow for the effective planning and monitoring of the 
sectors relevant to the housing sector moving forward. Generally, a few 
cross-cutting issues were found to be common during the data collection 
phase of this research:
• Data are not available at all. This is especially applicable for the 

analysis on travelling patterns and the rental market. 
• Data are available but not at the right spatial scale. For example, 

household expenditure on housing and transportation is only available 
at the district level. 

• Data are available but only in physical format. This requires a longer 
time duration to extract.
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• Data are available but sparsely located or not kept under a single 
entity, for instance, maintenance costs and vacancy rates of all housing 
projects, especially private projects, where such information are known 
only by the respective developers or owners. 

• Data are available but could not be shared due to confidentiality 
reasons, for example, gross development value and costs by  
housing project.

29. In terms of fiscal allocation, since the 10th Malaysia Plan, the government 
has shifted its priority towards public ownership programmes, primarily 
through direct provision of housing that is affordable through Perumahan 
Rakyat 1 Malaysia, Syarikat Perumahan Negara Berhad, Perumahan 
Penjawat Awam 1 Malaysia, Kementerian Wilayah Persekutuan and other 
schemes. From having no expenditure on public ownership programmes 
prior to 2013, the government spent RM1.6b in 2016. This was more than 
twice the amount spent on public rental programmes for that year. In 
terms of proportion, government-assisted housing made up 44.7% of the 
development expenditure in 2013 compared to 28.3% for social housing 
and 27.1% for government quarters. The proportion of development 
expenditure for government-assisted housing increased significantly to 
70.9% in 2016 while the proportion for social housing decreased to 22.4% 
and for government quarters dropped drastically to 6.8%.

30. There are trade-offs to the government’s increasing fiscal spending on 
public ownership programmes. Increasing expenditure for government-
assisted housing could be allocated at the expense of the maintenance of 
social housing. Direct provision of government-assisted housing is 
disproportionately more expensive but does not necessarily bring the right 
results in terms of sufficiency and pricing. Furthermore, it can crowd out 
the private sector from supplying housing for the middle-income segment. 
Instead, the government can continue its focus on refining the use of 
quotas, incentives and other tools at its disposal to compel the private 
sector to provide housing. A well-maintained, high quality social housing 
stock helps to ensure circulation of welfare housing and slows down the 
depreciation rate of the existing housing stock. Having a sustainable social 
housing stock for circulation is crucial given the scarcity of suitable land 
for the development of social housing projects.
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31. The private rental market is currently not the focus of policy action and 
has no fiscal expenditure recorded. However, 19.6% of households in 
Malaysia rented in 2016 and the majority of them could be from low-
income households. 23.0% of the B40 and 21.5% of the M40 rented in 
2016. The proportion of the B40 and M40 renting is highly likely to be 
higher in urban areas although the data are not available to verify this. It 
is reasonable to assume that a large proportion of these tenants rent from 
the private market as social housing only constitutes about 1.5% of total 
existing stock in Malaysia in 2016. 
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These policy recommendations are anchored in and derived from the analysis 
undertaken in this report. The five thrusts and 16 policy statements proposed 
were used to frame the detailed action plan that was developed in consultation 
with relevant stakeholders and implementers. Additionally, it is also proposed 
that the Dasar Perumahan Negara (DRN) 2.0 time-frame be from 2018 to 
2025 with reviews in the year 2020 and 2023. This new time-frame will ensure 
that DRN 2018 – 2025 is synchronised with the existing Malaysia Plan and 
National Physical Plan (NPP) cycles.

Thrust Policy

Thrust 1: Ensuring good 
quality housing for all

1.1 Developing a “Good Quality Housing Standard” to elevate the 
overall quality of housing in the country 

1.2 Establishing redevelopment programmes to facilitate the 
rejuvenation of buildings to meet the “Good Quality Housing 
Standard”

1.3 Improving building maintenance practices to ensure adherence to 
the “Good Quality Housing Standard”

1.4 Refining the role of government and establishing appropriate 
institutional frameworks in the provision of good quality housing

1.5 Demarcating housing needs and wants in improving the provision 
and targeting of government housing assistance programmes

Thrust 2: Improving 
accessibility and 
affordability of housing 

2.1 Leveraging on technology and its supporting ecosystem to improve 
the supply and productivity of housing

2.2 Developing localised housing affordability measures to enhance 
the monitoring and evaluation (M&E) framework of states and local 
authorities

2.3 Broadening housing tenure choices through the formalisation of 
the rental market to cater for the diverse needs of society

2.4 Improving the existing house financing schemes to provide 
inclusive and sustainable solutions for low- and medium-income 
groups to access homes that are affordable

Thrust 3: Ensuring quality 
and cohesive 
neighbourhoods

3.1 Providing and maintaining quality amenities and services in 
residential neighbourhoods to support community life   

3.2 Revitalising the role and vibrancy of communities in strengthening 
neighbourhood quality
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Thrust Policy

Thrust 4: Improving 
housing and 
transportation 
coordination for better 
quality of life

4.1 Streamlining housing and sectoral planning processes in regional, 
structure, and local plans to enhance clarity and consistency of 
vision and increase the effectiveness of public participation

4.2 Strengthening the capacity of state and local authorities to monitor 
and integrate housing and transportation considerations at the 
analytical, planning and implementation levels

Thrust 5: Strengthening 
institutional capabilities 
to deliver DRN 2.0

5.1 Consolidating data and addressing data gaps to advance national 
housing research

5.2 Building internal research capacities to formulate, monitor and 
evaluate housing policies and action plans      

5.3 Increasing resources as well as strengthening legislation and 
technical capacities to enhance the effectiveness of 
implementation and enforcement  
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Housing Policies

The performance of the housing sector is normally measured by how it meets 
the needs and wants of society at large. The primary social objective would be 
to ensure a “decent home for every family at a price within their means”1. 
Most households want decent housing with a degree of mobility and choice at 
a good location with sufficient amenities. They want access to housing finance 
and a secure tenure of home ownership or renting2. At the same time, housing 
has been used to increase the wealth of households through asset accumulation 
and appreciation. Indeed, empirical data seem to suggest that selected households 
with higher incomes in urban settings have witnessed income growth from 
investments in the housing property sector3.

Housing is not an initiative that “belongs” to one discrete sector or entity. 
Housing production is part of the construction sector; residential development 
is based on property rights and contingent upon spatial structure plans with 
development approvals; housing investment is part of overall capital formation; 
residential property is part of the real estate sector; household income is 
dependent on labour structure and the costs of living; housing subsidies are part 
of social welfare expenditures and housing finance is part of the financial 
sector. The list is not exhaustive, even the linkages of residential areas to the 
transportation network form part of the larger policy environment of housing.

Each item that is mentioned above has its intrinsic set of policies. It is therefore 
difficult to carve out an autonomous housing policy from these disjunct items 
of so many different policies. Therefore, this report will examine the policy 
environment of the housing sector in pursuit of policies that matter to dwellers 
(homeowners and renters), real estate developers and contractors, financial 
institutions, and government agencies. The housing policy environment is 
defined as a set of policies or government interventions that has a critical and 
measurable effect on the performance of the housing sector. These policies 
motivate, enable and constrain housing initiatives and actions4. The housing 
policy environment consists of a set of interventions in the housing sector by 
different government agencies to pursue a comprehensive housing agenda. 

1 Department of Environment (1977)
2 Mayo (1991)
3 DOS (2017c)
4 Angel (2000)
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Objectives

This report is based on a study conducted by Khazanah Research Institute 
(KRI), with full support of the National Housing Department (Jabatan 
Perumahan Negara, JPN), Ministry of Housing and Local Government 
(Kementerian Perumahan dan Kerajaan Tempatan, KPKT), Government of 
Malaysia and the International Islamic University of Malaysia (UIAM). The 
fieldwork was completed in eight months, where current and past/historical 
data were collected on the conditions of the housing sectors in the respective 
states and Federal Territories in Malaysia.

The objectives of the study are as follows:
• To review the existing National Housing Policy/DRN 2013 – 2017, to re-

examine the existing goals, objectives, policies, strategies and action plans;
• To identify the key issues in the Malaysian housing sector and determine the 

benchmarks and best practices to create a sustainable and responsive housing 
development industry; and

• To provide input and policy recommendations for the creation of the new 
National Housing Policy/DRN 2018 – 2025 for the country, supported by 
evidence-based research.

The prevailing housing market conditions in Malaysia

Housing affordability in the country has not improved significantly between 
2002 and 2016. The median multiple for Malaysia hovered between 4.0 and 
5.0 from 2002 to 2016, exceeding the 3.0 threshold for housing affordability. 
The country’s overall housing affordability worsened significantly between 
2012 and 2014, increasing from 4.0 in 2012 to 5.1 in 2014. The median 
house price for Malaysia increased at a compounded annual growth rate 
(CAGR) of 26.5% over the stated period from RM175,000 to RM280,000. 
Meanwhile, median household incomes grew significantly more slowly at a 
CAGR of 11.7%, less than half the rate of increase in house prices. Although 
housing affordability improved slightly to 5.0 in 2016, it is still categorised as 
“seriously unaffordable”. Between 2014 and 2016, the median house price 
increased more slowly at a CAGR of 5.7% while median household income 
grew at a higher CAGR of 6.6%.
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Housing affordability in 2016, by state

3.1 5.5

State by category of affordability

5.1 & over 
Severely unaffordable

4.1 to 5.0 
Seriously unaffordable

3.1 to 4.0
Moderately 

unaffordable

Kelantan 5.5 Pahang 5.0 Selangor 4.7 Sarawak 4.0

Sabah 5.5 Johor 5.0 Perak 4.6 Perlis 4.0

P. Pinang 5.5 Terengganu 5.0 Kedah 4.3 Melaka 3.1

N. Sembilan 5.1 K. Lumpur 4.9

Note: The states highlighted in orange in the table above are those where 60% or more of housing stock is accounted by 
NAPIC. States that do not reach the 60% threshold are shown in white in the map.

The deterioration in housing affordability has partly stemmed from the 
unresponsiveness of housing supply to effective demand. In 2014, the calculated 
market median-3 house price for Malaysia was RM165,060. In 2016, this 
figure was RM188,208. Newly launched housing units that are priced below 
RM200,000 made up less than 20% of the total units launched between 2014 
and 2016. Similar observations can also be seen at the state level. Most 
strikingly, in Pulau Pinang, all properties launched in 2016 were priced above 
RM250,000, with the bulk of newly launched properties situated in the 
RM500,000 to RM1,000,000 price bracket. To put this in perspective, the 
calculated market median-3 house price for Pulau Pinang in 2016  
was RM194,724.
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The current housing supply strategy of providing affordable housing on a large 
scale compensates for the mismatch of effective demand and supply. It has 
slowly and gradually made the housing market generally affordable to effective 
demand. Housing turnover below RM500k has increased to 84.3% in 4Q 2016 
from 83.0% in 3Q 2014, and housing turnover below RM250k has increased 
to 58.2% from 52.0% in the same period. Using the inverse of housing 
turnover, at the peak of the turnover in 2011, the average holding period was 
20.8 years but with housing turnover slowing down since, the average holding 
period went up to 31.4 years in 2016.

However, there have been downsides to the current housing supply strategy 
when the government stepped in to directly provide housing to the general 
population. Firstly, extending the policy coverage to supply houses to the 
middle-income group would effectively strain the government’s limited resources. 
The trade-off would be a reduction of resources available for the low-income 
households in terms of providing new construction, neighbourhood rejuvenation 
and maintenance of public-owned buildings. The intention of the government 
to supply new housing to the middle-income households has a) directly incurred 
opportunity costs for other social welfare distributive housing initiatives and b) 
indirectly buffered the private sector from innovating and supplying this 
required housing stock at cost-plus pricing.

Secondly, this strategy presumes institutional capability to deliver the houses, 
target the right income groups and monitor the impact of such interventions. 
However, in the absence of such capabilities, problems such as mistargeting 
(evident in the high numbers of unsold stock) and delays in housing delivery 
ensue. Similarly, some of the house financing schemes are made readily available 
for the top 20% of income earners when the original intention was to assist 
the middle-income group. 

Third, as the existing housing schemes are skewed towards home ownership, 
this has conflated, and to some extent convoluted, two housing policy objectives 
i.e. assist those in need to access housing as shelter (distributive measures) and 
assist those who can effectively purchase a house to do so (market efficiency). 
These two policy objectives address very different income brackets of the 
population and require different strategies of funding and resource allocation.
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Financing plays an important role in ensuring sustainable demand for housing, 
but it should not be the means to make owning a dwelling affordable. The 
sharp rise in house prices in recent years has accelerated the increase in 
Malaysian household debts, largely due to housing loans. The broad indicators 
on the commercial credit market suggest that access to house financing remains 
ample for eligible borrowers. Therefore, efforts to assist middle-income 
households to purchase homes should be made by ensuring an adequate supply 
of houses that are generally affordable for the market, and not by implementing 
credit easing measures.

Anchoring the Research Framework

Ensuring the right demarcation between social and market sector 
provisions at the right spatial scale

The housing sector is not a single unfettered market. Houses vary by location, 
design, prices, quantity, forms of tenure (renting and ownership), neighbourhood 
amenities and the degree of legalities (informal or formal sector). The housing 
sector is composed of a number of submarkets, which may be distinct from 
each other with little to no crossover between them in terms of product 
outcomes. For example, the housing market for residents in social housing (for 
example in Pusat Perumahan Rakyat) is vastly different from the market for 
residents in apartments. The former is a distributive measure (welfare issues) 
whilst the latter is concerned with clearing housing stock efficiently (market 
considerations)5. 

Therefore, formulating the right policies and strategies depends significantly on 
the ability to differentiate between welfare needs and market failures. The 
former requires more direct government involvement in addressing housing 
needs of the right target groups (redistributive measures) while the latter 
requires the government to provide an environment where market failures (for 
example of unsold stock as a result of a mismatch between supply and effective 
demand) can be corrected. 

5 Physical plans in some developed countries play a major role in allocating areas to meet social ends, bringing the division 
of welfare needs and market failures to a false dichotomy. Source: Oxley (2004)
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The figure below illustrates the demarcation between social sector provisions (in 
blue) and market sector provisions (in orange): 

Distinctions between welfare needs and market failures

 social an

Social sector provisions Market sector provisions

Ensuring market clears

Market failures

Ensuring right target groups
are reached

Welfare needs

Ensuring the right demarcation between social and
market sector provisions

Ensuring this at the
right spatial scale

The in-depth analysis on the supply and demand for both sectors must be 
contextualised within the spatial dynamics of households. The spatial dynamics 
of housing refers to the analysis of households within an ecosystem of home 
(first place), workplace (second place) and social places (third place). The inter-
connectivity of these three places forms the functional boundary of households, 
with housing as a habitat. Therefore, instead of the conventional practice of 
analysing and planning housing within state administrative boundaries, a more 
meaningful analysis would follow the functional boundary of households that 
may surpass state administrative boundaries. 
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Building an enabling policy framework

A comprehensive housing agenda needs to move towards guiding and managing 
the housing sector; recognising housing as both a basic need as well as a base 
for asset accumulation. A narrow focus on either the welfare aspects of housing 
or the asset accumulation aspects is inadequate, possibly resulting in imbalances 
and mismanagement of the housing sector. In order to produce specific policies 
to increase the responsiveness of the housing sector, the conditions of demand 
and supply at the housing market area must also be understood and measured. 
Lastly, the institutional arrangement and capabilities of the agencies and firms 
that form the network of supply for housing must also be addressed.  

A proper housing requirement need assessment is required to provide evidence 
for the proper planning and provision of housing at the right spatial scale (be 
it at mukim or state levels) of the housing market area. Both housing needs and 
effective demand for houses must be reconciled with the existing housing stock 
or incoming supply of new stock. Therefore, measurement of both supply and 
demand conditions must be understood at the mukim/state levels. 

By approaching the study in this way, the enabling policy environment would 
consist of a) demand side policies; for example, tenure policies, ownership or 
renting, fiscal and finance policies, b) supply side policies; for example, 
productivity of the construction sector, maintenance of public buildings, price 
determination policies as well as c) cross-cutting policies; spatial planning, data 
policies and the like. It is imperative that policies should not be concerned with 
just achieving the end objectives, for example: providing good quality housing 
that is affordable, but also with building resilience in the entities and processes 
that create the end objectives. 
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Requirements for housing can originate from two distinct types of households: 
those who can pay for it and those who cannot. Households that cannot pay 
for their housing requirements experience some form of core housing need 
while those that can demonstrate an effective demand for housing. Households 
with the ability to pay for their housing demand should go to the private 
housing market for their homes. This is depicted in the diagram below: those 
who can pay will be in the market sector, where the government provides 
regulations for a competitive operating environment for both consumers and 
producers of houses. Transactions will include “private renting”, “affordable 
ownership” and “asset accumulation”. Strict regulations will be imposed to 
negate the impact of speculative activities on house prices.

Those without means to attain housing via the private market can only fulfil 
their housing needs with assistance from the government, which is inherently 
limited by public funds. This is the social sector of the market, which is based 
on housing need that is usually solved by distributive measures by the 
government. It is vital to distinguish between housing need and demand when 
governments attempt to analyse and estimate their current and future housing 
requirements as policy solutions to meet these can be vastly different. 

The different roles of government for the social and market sector

Government provides
funding

Served by the market sector

Government provides regulation for a competitive operating 
environment for both consumers and producers of housing

Served by the
social sector

 

  

 

 

 

 

Social
renting

Private
renting

Affordable
ownership

To block the impact of 
speculative activities

House price-to-
income ratio

House Price
Index

Rent-to-income ratio

House price-to-
income ratio

Rent-to-income ratio

Asset
accumulation

Social
ownership
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Measurement as an instrument of policy

Housing indicators are important since they are an instrument that can both 
monitor and model the housing sector. As shown previously, the rent-to-income 
ratio, house-price-to-income ratio and House Price Index are important signals 
to different stakeholders in different sectors of the market. For a household in 
the social renting sector, the rent-to-income ratio in the private renting sector 
is a clear signal (and motivation) to migrate from social renting to private 
renting. Clearly, for the government, this rent-to-income ratio can be seen as a 
signal of market efficiency (where private renting is affordable), so that 
judgements on exit policies of social housing (distributive welfare) could be 
made backed by evidence.

A resilient and effective housing market should be flexible for society to make 
informed choices on owning or renting a house. Renting is a viable option and 
should be promoted alongside, not in direct competition to, home ownership. 
However, in both cases, the prerequisite is to ensure there is an adequate supply 
of houses that are genuinely affordable. 

The measurement of government-assisted programmes is also warranted, in 
terms of their impact on the prices of existing stock, the prices and quantities 
of incoming stock, and the changed market composition in terms of product 
segmentation. These monitoring and evaluation exercises should be executed 
systematically as the stock of houses is being released to the designated areas/
specific housing markets. It would be difficult to perform refinements to existing 
policies without the insights of impact studies.
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The Research Methodology

The ability to make informed decisions will always lie in the creation of an 
information base that is accurate and verifiable. The research process involved 
both primary and secondary data collection along with stakeholder engagement 
processes in refining the policy objectives and action plans. The primary data 
collection request for this study has been extensive6, even though the response 
rate has not been as encouraging. It is strongly recommended that the questions 
in the research instrument be continuously updated by all the states and federal 
territories in order to create a database of their own respective housing markets. 

Country-wide data collection 

The exploratory investigation was executed to comprehend the existing 
institutional framework and governance structures in place at the state and 
federal levels to coordinate and manage the housing stock in each state. The 
units of analysis are the housing projects, categorised into four types: 1) private 
housing projects 2) social housing projects 3) government-assisted housing 
projects and 4) housing projects for government quarters. Data collection 
follows a structured open-ended questionnaire, due to the standardisation 
needed to compare the findings across different states. Data collected were both 
on historical (from the year 2000 onwards) and current accounts. 

Stakeholder consultations were done at the state-level to discuss the planning 
and implementation process, issues and challenges which could vary from one 
state to another. The inputs were consolidated and used as materials to frame 
the engagement with federal agencies and departments. The engagement process 
at the federal level took into consideration the different types of institutional 
arrangements and governance at the state level. This iterative process is critical 
in deriving the national-level policy and action plans, where the implementation 
of policies resides mainly with state agencies. Feedback sessions were conducted 
with stakeholders, and verification of the findings from the analysis were 
discussed in workshops and town hall sessions. 

6 Appendix A: DRN Research Instrument
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Case-studies for the housing delivery system 

Theoretical sampling was used with a multiple case survey method. The 
objective is the articulation of new insights and pattern recognition across cases. 
The unit of analysis is the production units of the project, which are defined 
as transactions that are responsible for architectural design, project management 
and construction of the houses. The case survey methodology requires consistency 
in method between cases, and the standardised collection of some key items of 
data. It was, therefore, decided to use a more structured research instrument 
than is normal in case study research. 

The instrument formed the basis of interviews with key informants in the case 
studies. The aim was to interview the professionals responsible for the design 
and construction process, and the management of the total process itself. Each 
set of interviews, together with supporting documentary data, was written up 
as a case study and returned to each informant for validation.

Data were transcribed from interviews and coded using an “open coding” 
technique. The coded interviews were then set aside with each concept or label 
phenomenon (nodal coding) clearly identified. This process was repeated with 
the information gathered from each additional interview from the same case 
study to add to the facts or to concur with the existing nodal coding. 
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Structure of the Report

This report is divided into six sections.

Section 1 presents an overview on the trends in housing affordability and the 
role of finance for housing. Housing affordability in the country has not 
improved significantly between 2002 and 2016. The median multiple for 
Malaysia hovered between 4.0 and 5.0 from 2002 to 2016, exceeding the 3.0 
threshold for housing affordability. Financing plays an important role in 
ensuring sustainable demand for housing, but it should not be the means to 
make owning a dwelling affordable. 

Section 2 discusses the demarcation of housing demand into its effective demand 
and need components. It argues for the need to distinguish between housing 
need and demand in developing an effective housing supply strategy as policy 
solutions to meet these housing requirements can be vastly different. Furthermore, 
our research highlights the need to develop and implement a “Good Quality 
Housing Standard” to elevate the overall quality of housing in the country and 
to better refine the targeting of government housing assistance programmes. 

In Section 3, the current housing supply strategy is examined. Measures to 
induce structural change in the industry towards higher technological platform 
have not been effective. Our research highlights the need for the housing 
delivery ecosystem to support technological upgrading through a shift from STB 
which disincentivises modernisation in residential construction to the BTS 
system which is key for modernising construction as well as a transition from 
a fragmented procurement method to one that consolidates the supply chain, 
integrating design and construction on site to expedite time, reduce cost and 
improve quality. 
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Section 4 argues for the need to locate housing developments within the larger 
conurbation context. Based on people’s inferred mobility patterns, the findings 
suggest that the functional boundaries of Pulau Pinang and Kuala Lumpur 
conurbations have extended beyond their state boundaries. This highlights the 
need to account for the geographical coverage of the housing market that 
considers mobility when undertaking regional coordination and planning. It 
argues that to address housing affordability issues and enhance quality of life, 
housing should not be seen in isolation from its critical connections to other 
sectors, namely transportation.  

Section 5 provides a discussion on the current gaps in the monitoring and 
evaluation (M&E) framework of Malaysia’s national housing policies from the 
dimensions of fiscal spending and impact, and data requirements. Various gaps 
in data were discovered that have constrained the research team from conducting 
a more in-depth, disaggregated, and comparative analysis. These data gaps will 
have to be addressed to not only allow for a more effective analysis of the 
issues presented in the Malaysian housing market, but also to allow for the 
effective planning and monitoring of the sectors relevant to the housing sector 
moving forward. 

Section 6 puts forward recommendations on housing policies, strategies and 
action plans. These are to guide housing development at both the federal and 
state levels as well as facilitate the systematic provision of housing based on 
effective demand and housing needs. 
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1.1 House Prices in Malaysia

House prices in the country have grown steadily since 2000, growing at a 
CAGR of 6.1% between 2000 and 2016. However, more recently, the increase 
in house prices has accelerated. Starting from 2009, house prices grew at a 
CAGR of 9.1% (2000 – 2009: 3.1%). This acceleration peaked between 2011 
and 2013, when the House Price Index by the National Property Information 
Centre (NAPIC) increased by approximately 11.7% annually. This growth has 
since tapered down to a CAGR of 6.3% between 2014 and 2016.

Figure 1.1 Malaysia House Price Index, 2000 – 2016
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The rate of increase in house prices has differed across housing types and 
locations. Between 2000 and 2016, house prices in Malaysia have more than 
doubled. In general, houses were 2.4 times more expensive in 2016 than they 
were in 2000. Detached and high-rise units recorded the highest increase in 
prices, growing at a CAGR of 6.5% and 6.4% respectively in the stated period, 
higher than the overall increase of 6.1% for all houses. In terms of location, 
growth of house prices in Sabah (8.0%) was double the rate of increase in 
Johor (4.0%). Across housing types, this variation in house price increases 
becomes even more stark. At the high end of the spectrum, prices of terrace 
and semi-detached houses in Sabah grew at a CAGR of 8.3% between 2000 
and 2016. In contrast, prices of detached houses in Melaka only recorded a 
CAGR of 1.2% in the same period. 

While looking at house prices can provide an indication on the general health 
of the housing market, the affordability of housing in the country cannot be 
ascertained without looking at the corresponding income levels of the population. 
While there are many ways to determine housing affordability, ultimately, all 
measures are attempting to determine the user’s ability to pay for housing. 
Looking at different housing affordability indicators can help policymakers 
determine if the price of housing in the country is at a level that is accessible 
to the general population.
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Table 1.1 Breakdown of house prices, by state and type, 2016
2016 house price as a multiple of 2000 house price

Area All House Terrace Semi-Detached Detached High-Rise
MALAYSIA 2.42x 2.36x 2.42x 2.58x 2.54x
Sabah 3.19x 3.30x 3.32x 2.85x 2.76x
K. Lumpur 2.93x 3.00x 2.92x 3.26x 2.54x
Terengganu 2.81x 2.74x 2.93x 2.84x  
Pahang 2.76x 2.66x 2.88x 3.33x  
P. Pinang 2.72x 2.90x 1.94x 1.84x 3.00x
Perlis 2.54x 2.50x 2.64x   
Kelantan 2.02x 2.17x 2.30x 1.51x  
Perak 2.48x 2.43x 1.86x 2.82x  
Sarawak 2.40x 2.23x 2.50x 2.57x  
Selangor 2.40x 2.24x 2.36x 2.31x 2.01x
Kedah 2.28x 2.17x 2.47x 2.44x  
N. Sembilan 2.23x 2.27x 1.94x 2.09x 1.23x
Melaka 2.07x 2.21x 2.53x 1.19x 1.38x
Johor 1.81x 1.76x 2.03x 1.84x 2.05x

CAGR 2000 – 2016
Area All House Terrace Semi-Detached Detached High-Rise
MALAYSIA 6.1% 5.9% 6.1% 6.5% 6.4%
Sabah 8.0% 8.3% 8.3% 7.2% 7.0%
K. Lumpur 7.4% 7.6% 7.4% 8.2% 6.4%
Terengganu 7.1% 6.9% 7.4% 7.2%  
Pahang 7.0% 6.7% 7.3% 8.4%  
P. Pinang 6.9% 7.4% 4.5% 4.2% 7.6%
Perlis 6.4% 6.3% 6.7%   
Kelantan 4.8% 5.3% 5.7% 2.8%  
Perak 6.2% 6.1% 4.2% 7.1%  
Sarawak 6.0% 5.5% 6.3% 6.5%  
Selangor 6.0% 5.5% 5.9% 5.7% 4.8%
Kedah 5.6% 5.3% 6.2% 6.1%  
N. Sembilan 5.5% 5.6% 4.5% 5.0% 1.4%
Melaka 5.0% 5.4% 6.4% 1.2% 2.2%
Johor 4.0% 3.9% 4.8% 4.2% 4.9%

Source: NAPIC (n.d.a.) and author calculations

Min Max
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1.2 Measuring Housing Affordability

Many indicators have been utilised to measure the efficacy of the housing 
sector. Indicators like the House Price Index and the Repeat Transaction Index 
identify trends in house price movements while others such as changes in  
loan-to-ratio values and the number of mortgage possessions track the ability 
of home buyers to finance their purchases. Amongst these indicators, housing 
affordability indicators attempt to track changes in the price or cost of attaining 
a housing unit relative to a person’s ability to pay for it i.e. housing cost to 
income ratios.

Several house price-to-income ratios are used by policymakers and housing 
sector analysts to observe housing affordability both for home buyers and 
renters. Depending on the housing market segment that is of interest, different 
prices and income indicators are used. For example, to estimate the affordability 
of social housing rental rates, local governments in the UK compare the weekly 
cost of renting a social housing unit with the average weekly salary from paid 
work for the bottom 10% of income earners in their local population7. In terms 
of market rental affordability, other methods such as a housing wage approach 
may be used. The housing wage approach method involves calculating the ratio 
of full-time minimum wage work against the rental rate of a modest one or 
two-bedroom apartment in a local area8. Some of the indicators that are used 
to measure housing affordability are summarised in Appendix D.

Among the methods used to determine housing affordability for homeowners, 
three approaches are commonly used: the median multiple, the housing cost 
burden and the residual income9. The housing cost burden and the residual 
income approaches both measure the ability of households to purchase a home 
based on the amount of housing loan they can qualify for. The housing cost 
burden approach caps the amount of loan at 30% of the household income 
while the residual income approach estimates the maximum amount of housing 
loan the household can attain based on their income after accounting for 
expenditure on other non-housing related items. In this way, both the housing 
cost burden and residual income approach are influenced by factors or policies 
related to housing finance. This includes the amount of deposit required for 

7 ONS (2016)
8 Belsky, Goodman & Drew (2005)
9 BNM (2017a)
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housing loans, the effective rate of interest and the maximum tenure for 
mortgages. The median multiple approach isolates the role of finance when 
looking at housing affordability. It considers only at the price of housing 
relative to income, whereby a house is considered affordable if it is less than 
three times a household’s median annual income.

In this report, the median multiple approach has been used as the primary 
indicator for housing affordability, given the tendency for both the residual 
income and housing cost burden approaches to skew house prices higher. To 
determine housing affordability for a local housing market/area10, indicators for 
those who are looking to buy properties as well as those who rent should be 
tracked. However, in this report, the analysis of housing affordability trends is 
limited to home buyers, given the lack of data on rental housing.

Table 1.2 Comparison of housing affordability indicators

Approach Definition of housing affordability Advantages/Disadvantages

Median multiple Median house price of three times or 
less than the median gross annual 
household income

• Easy to calculate

• Cross country comparisons over time 
is possible

• Excludes the role of finance

Housing cost 
burden

Housing expenditure (e.g. rent or 
mortgage) that is less than 30% of 
household income

• Accounts for the role of finance and 
non-housing expenditures of 
households

• Cross country comparison is possible 
but may be affected by differences in 
cost of living and financial systems

Residual income Residual income (i.e. total income 
minus non-housing costs) that is 
sufficient to service monthly mortgage 
obligations

• Accounts for the role of finance and 
the household’s spending patterns

• Requires detailed data on household 
income and expenditures as well as 
housing costs

• Limited cross-country comparability

Source: BNM (2017a)

10 Housing and land markets, and real property markets are underpinned by location theories (relative location of a 
dwelling to the marketplace); this will be explored in Section 4: Spatial Analysis.
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1.3 Housing Affordability in Malaysia

Malaysia’s median household income and house prices have generally moved in 
tandem over the past decade. However, housing affordability for the country 
has not improved significantly. As can be seen in Figure 1.2, the median 
multiple for Malaysia hovered between 4.0 and 5.0 from 2002 to 2016, 
exceeding the 3.0 threshold for housing affordability. A median multiple 
between 4.1 and 5.0 and above 5.1 categorises Malaysia’s housing market as 
“seriously unaffordable” and “severely unaffordable”, respectively. 

Figure 1.2 Median multiple affordability11, 2002 – 2016
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The country’s overall housing affordability worsened significantly between 
2012 and 2014 increasing from 4.0 in 2012 to 5.1 in 2014. The median 
house price for Malaysia increased at a CAGR of 23.5% over the stated 
period from RM175,000 to RM280,000. Median household incomes grew 
significantly more slowly at a CAGR of 11.7%, less than half the rate of 
increase in house prices. 

11 The calculated median multiple for 2014 is different in this report compared to the figure in KRI’s Making Housing 
Affordable report. This is due to a change in NAPIC’s methodology of calculating median house prices. The new 
methodology is reflected in the median house price data from 2010 onwards. For 2014, the revised median house price 
for Malaysia is reported as RM280,000 compared to RM242,000 previously.
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In 2016, housing affordability has improved slightly to 5.0, albeit still being 
categorised as “seriously unaffordable”. Between 2014 and 2016, the median 
house price increased more slowly at a CAGR of 5.6% while median household 
income grew at a higher CAGR of 6.6%.

Figure 1.3 Household income versus house prices, 2002 – 2016 (RM)
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CAGR (%)

 2002 2004 2007 2009 2012 2014 2016

Median Income 6.1% 3.8 4.8 5.4 8.1 11.7 6.6

Median House Price  7.0 5.3 4.9 5.4 23.5 5.6

Note: Years presented based on availability of the Household Income Survey data. 
Source: CEIC (n.d.), DOS (various years.a) and author calculations

At the state level, limitations in the data collection process inhibit the analysis 
of housing affordability for all states in Malaysia. Although household income 
statistics by the Department of Statistics (DOS) measure the household income 
of those living in both informal and formal housing, NAPIC’s data on housing 
stock excludes a significant amount of housing units that are informal (see Box 
2.2). Given that NAPIC only collects data on formal housing, the housing 
affordability analysis is limited only to states where these types of houses 
represent a significant proportion of the state housing stock (60% or more) i.e. 
Kuala Lumpur, Pulau Pinang, Johor, Selangor, Negeri Sembilan and Melaka.
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Even then, these calculations are based on state-wide numbers and do not 
reflect the relative scarcities of housing units in different housing markets of 
cities and towns. For example, a housing market in Kuala Muda would be 
vastly different than Alor Setar, and yet official data are collected to reflect a 
state level median house price that includes both housing markets. Indeed, some 
of the supply mismatches of house prices to income (and therefore reducing 
housing affordability and creating a supply glut) have occurred since housing 
development projects treat these markets as similar, ostensibly with the intention 
of increasing the carrying capacity of impending growth of cities and towns. 
Therefore, data on household income levels and house prices must be collected 
at the right scale of existing housing markets. The projections of the future 
growth of towns and cities could be estimated from the strategic directions laid 
down in state structure plans and district local plans.

In lieu of this, the spread of housing markets that goes beyond state boundaries 
must be acknowledged. Take, for instance, the case of Negeri Sembilan: the 
median multiple has remained moderately affordable during the period of 2002 
– 2012 but with the advent of more houses needed for the Kuala Lumpur/
Selangor housing market, the state median multiple has crossed over the 
severely unaffordable threshold. Melaka, on the other hand, has behaved as a 
state-contained housing market12. 

While the calculated median multiples of the remaining states are shown in 
Table 1.3, it should be noted that the figures are not reflective of the current 
affordability levels of the housing markets in those states. For states that are 
close to the 60% threshold, for example Pahang and Perak, upcoming housing 
developments, given increased urbanisation in the states, may increase the 
proportion of more formal housing in the state, making the calculated median 
multiple more reflective of the housing market in the future.

12 More of the spatial analysis will be explained in Section 4.
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Table 1.3 Median multiple affordability by state, 2002 – 2016

State 2002 2004 2007 2009 2012 2014 2016 Affordability 
category

% formal 
housing

Kelantan 5.1 5.4 4.4 4.5 6.2 7.1 5.5
5.1 & over 
Severely 

unaffordable

16

Sabah 6.3 6.7 10.0 6.2 5.8 5.6 5.5 24

P. Pinang 4.1 4.3 4.1 4.0 4.1 5.8 5.5 74

N. Sembilan 3.4 3.1 3.3 3.4 2.8 5.0 5.1 74

Pahang 5.0 4.2 3.7 3.9 3.8 5.3 5.0

4.1 to 5.0
Seriously 

unaffordable

58

Johor 4.9 4.9 3.5 3.7 3.7 4.3 5.0 73

MALAYSIA 4.1 4.3 4.4 4.4 4.0 5.1 5.0 60

Terengganu 4.7 4.8 5.0 5.2 5.3 6.2 5.0 22

K. Lumpur 4.7 5.4 5.0 4.6 4.9 5.6 4.9 88

Selangor 3.7 3.5 3.6 3.6 3.6 5.2 4.7 81

Perak 3.9 4.1 3.5 3.5 3.3 5.1 4.6 57

Kedah 4.6 4.1 4.1 4.0 3.6 3.4 4.3 50

Sarawak n.a. n.a. 3.7 4.1 4.0 4.2 4.0 3.1 to 4.0
Moderately 

unaffordable

32

Perlis 4.4 3.7 3.6 4.5 4.3 4.5 4.0 34

Melaka 3.4 3.5 2.9 2.9 2.6 3.1 3.1 64

Source: NAPIC (2017a), DOS (various years.a), DOS (various years.b) and author calculations
Note: The states in orange are those where 60% or more of housing stock is accounted for by NAPIC. 

Between 2002 and 2016, housing affordability has worsened for all states. For 
most states, the deterioration in housing affordability occurred most 
significantly between 2012 and 2014. In critical states like Negeri Sembilan 
and Johor, the median house price increased at a CAGR of 36.5% and 
26.2%, respectively, over the stated period. By comparison, median incomes 
in those states grew considerably more slowly at 7.2% and 17.7%, respectively, 
over the same period. 

In 2016, housing affordability improved slightly for Pulau Pinang, Kuala 
Lumpur and Selangor, which saw a slight reduction in their calculated median 
multiple affordability. Nevertheless, their median multiple affordability of 5.5, 
4.9 and 4.7, respectively still render housing markets in these states “severely 
unaffordable” and “seriously unaffordable”. 
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The lack of housing affordability in these states have stemmed partly from the 
unresponsiveness of housing supply to effective demand13. In 2014, the 
calculated market median-3 house price—the price of an “affordable” house—
for Malaysia was RM165,060 (see Table 1.4). In 2016, this figure was 
RM188,208. As shown in Figure 1.4, newly launched housing units that are 
priced below RM200,000 made up less than 20% of the total units launched 
in 2014 – 2016.  

Table 1.4 Comparison of median house price against the corresponding market median-3 price 
for Malaysia, 2002 – 2016 (RM)

Year Median house price
(a)

Market median-3 
house price

(b)

Difference
(a - b)

2002 100,000 73,764 26,236

2004 115,001 79,596 35,405

2007 135,000 91,872 43,128

2009 149,000 102,276 46,724

2012 175,000 130,536 44,464

2014 280,000 165,060 114,940

2016 313,000 188,208 124,792

Source: NAPIC (2017a), DOS (various years.a) and author calculations

13 KRI (2015)
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Figure 1.4 Composition of residential properties launched, by price range, 2004 – 2016
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At a more granular level, similar observations can be seen at the state level. 
New launches of property developments in states like Kuala Lumpur and Pulau 
Pinang in 2016 have generally skewed towards higher priced properties, even 
as income dynamics in the state suggest that these upcoming units would be 
unaffordable for the population. Most strikingly, in Pulau Pinang, all properties 
launched in 2016 were priced above RM250,000, with the bulk of the newly 
launched properties situated in the RM500,000 to RM1,000,000 price bracket. 
To put this into perspective, the calculated market median-3 house price for 
Pulau Pinang in 2016 was RM194,724.
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Figure 1.5 Number of residential properties launched, by transacted price and house type, 2016
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The deterioration in overall housing affordability has been mainly addressed by 
the introduction of many schemes aimed at making it easier for households to 
purchase homes. This is usually done by allowing consumers to borrow more 
(i.e. easing the financing structure for mortgages) or by providing subsidies 
towards the cost of housing. Easier house financing and increased access to 
credit or funds can result in a perceived improvement in housing affordability 
given that households would be more able to pay for their housing requirement. 
Despite playing a significant role in facilitating access to housing, increased 
leverage and indebtedness of households may have repercussions beyond the 
household unit; these types of direct subsidies can lead to an overall reduction 
in fiscal spending efficiency for the government. 

KHAZANAH RESEARCH INSTITUTE 26

HOUSING AFFORDABILITY
SECTION 1



1.4 House Financing

Most households would require access to credit to purchase a home. House 
financing plays a critical role in helping households to secure a roof over their 
heads while contributing to home equity accumulation.

Given that purchasing a home consumes a significant proportion of total 
savings and/or income for most households, a properly managed financing 
scheme for acquiring homes is important to ensure sustainable housing demand. 
The assessments on house financing will be broken down into:

• Access to financing via the credit market (banks and financial institutions); 
and 

• Government intervention in areas where banks and other financial institutions 
are not able to provide for the needs of some groups of households. 

KHAZANAH RESEARCH INSTITUTE27

HOUSING AFFORDABILITY
SECTION 1



1.4.1 Access to house financing via credit markets

The banking system has been the main avenue for Malaysian households to 
access credit to finance house purchases. From the viewpoint of the banking 
sector, slightly more than half of the RM1.1t outstanding household debts as 
at end-201614 are related to housing costs (Figure 1.6).

Figure 1.6 Households debt by financing purpose, 2006 – 2016
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After a period of high growth in house prices that peaked at 11.7% between 
2011 and 2013, the growth rate has moderated to 5.5% in 4Q 2016, moving 
closer to the average of 6.1% for the period between 2000 and 2016. 
Accordingly, the housing loan growth also moved in the same trajectory. 
Although demand for house financing was still growing, the growth in 
outstanding housing loans has moderated to 9.2% in 2016 compared to an 
average of 13.2% between 2011 and 2013 (Figure 1.7).

14 BNM (2017c)
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Figure 1.7 House price and housing loan annual growth, 2007 – 2016 (%)
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This follows several macroprudential measures that were put in place to curb 
the rapid increase in house prices since 2009 (Table 1.5).

Table 1.5 Selected macroprudential measures since 2010

Effective Date Measures

January 2010 Reintroduction of Real Property Gains Tax (RPGT):

• 5% for properties disposed in less than five years. No RPGT if disposed thereafter

• Foreigners’ minimum house price increased to RM500,000 from RM250,000

November 
2010

Imposed 70% Loan-to-value (LTV) caps on third and subsequent mortgages.

January 2012 Computation of debt service ratios based on a borrower's net income.

Increased the RPGT rate:

• 10% for properties sold in less than two years

• 5% for properties sold between three and five years. No RPGT if  
disposed thereafter
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Effective Date Measures

January 2013 Increased the RPGT rate:

• 15% for properties sold in less than two years

• 10% for properties sold between three and five years. No RPGT if  
disposed thereafter

July 2013 Maximum length of housing loans reduced from 45 years to 35 years.

January 2014 Distinguished between RPGT for Malaysian citizens or permanent residents, non-
citizens and corporates:

• Citizens and permanent residents: 30% for properties sold in less than three 
years; 20% between three and four years; 15% between four and five years; no 
RPGT if disposed thereafter for individuals

• Corporates: 30% for properties sold in less than three years; 20% between three 
and four years; 15% between four and five years; 5% after five years

• Non-citizens: 30% for properties sold in less than five years, 5% after five years

Increased the minimum house price for foreigners from RM500,000 to RM1,000,000.

Total ban of Developers Interest Bearing Scheme (DIBS)15.

January 2017 Waived 100% stamp duty on transfer and loan agreements for first-time home buyers 
with value less than RM300,000 (expired at end-2018).

For the purchase of houses amounted to RM 500,000, a waiver of 100% stamp duty 
on the same instrument is also given but up to the first RM 300,000. The remaining 
balance will be subject to stamp duty at the prevailing rate.

Public servants’ housing loan eligibility was increased from between RM120,000 and 
RM 600,000 to between RM 200,000 and RM 750,000.

January 2018 Increase stamp duty rate on instruments of transfer of real estate worth more than 
RM1,000,000 up from 3% to 4%.

Source: Various (n.d.a.)15

15 DIBS was a scheme where the developer paid the interest payments for the buyers’ loans during construction of a 
housing project. The buyer only had to pay the down payment and associated legal fees upon the signing of the Sales 
and Purchase agreement, but nothing else until completion. The scheme was introduced in 2009 and later was banned 
in 2014 to prevent developers from incorporating interest rates on loans in house prices during the construction period.
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The macroprudential measures introduced since 2010 were primarily focused on 
addressing rapid price escalations in the housing market by managing risks 
arising from that situation. Measures such as the introduction of RPGT and 
lower LTV caps on third and subsequent mortgages16 were meant to contain 
speculative activities and moderate bank lending associated with the purchase 
of houses for investment and speculative purposes while preserving access to 
financing for genuine home purchasers17. Moderation of house prices in recent 
periods is one of the positive effects of these measures. Additionally, the number 
of borrowers with more than three outstanding housing loans grew by only 
1.4% year on year in 1Q 2017 compared to 15.8% in 201018. 

Household debt-to-gross domestic product (GDP) also declined to 88.4% in 
2016 compared to 89.1% in 201519. While these data indicate encouraging 
effects, the macroprudential policies should not have adverse implications on 
genuine potential borrowers. Access to credits for eligible borrowers should 
remain positive.

According to statistics from Bank Negara Malaysia (BNM), the contribution of 
housing loans to total loans approved by the banking system is sustained at an 
average of 26.1% between 2009 and 2016 (Figure 1.8). Meanwhile, the overall 
housing loan approval20 remained stable at average of 74.1% between 2012 
and 2016 (1Q 2017: 74.2%)21 despite moderating housing loan growth.  

16 In severely unaffordable markets, the banks will impose a higher interest rate for subsequent mortagages if it is not 
meant for owner-occupier. Source: Walker and Jeraj (2016)

17 BNM (2013)
18 BNM (2017d)
19 BNM (2017c)
20 The approval rate refers to the ratio of the number of housing loan applications approved (regardless of whether it is 

accepted or subsequently cancelled by the applicant) to the number of housing loan applications received by all banks 
in Malaysia during the same period.

21 BNM (2017e)
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Figure 1.8 Contribution of housing loans approved to total loans approved, 2009 – 2016
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In 2016, out of the total RM87.6b housing loans approved for the year, about 
72% comprised first-time buyers purchasing houses below RM500,00022. The 
rate for rejected loan applications declined to 24.0% in 2016 compared to an 
average of 26.0% between 2012 and 201523. Rejected applications were 
generally due to weak credit history, high leverage level and insufficient 
documentation to support ability of loan repayments especially among vulnerable 
borrowers (those with low net disposable income).

22 Ibid.
23 Ibid.

KHAZANAH RESEARCH INSTITUTE 32

HOUSING AFFORDABILITY
SECTION 1



As banks must comply with responsible lending guidelines24, the previous 
statistics indicate that financing remains available for qualified home buyers. The 
guidelines are in place to protect the borrowers’ interests so that they have the 
capacity to honour their financial obligations, hence reducing foreclosure risks.

While the headline statistics provide evidence of ample financing channels for 
Malaysian households, information on the distribution of debts and access to 
credit by borrowers with different income levels are equally important, especially 
for policy intervention purposes. Some relevant information is available in a 
BNM study25 analysing the household’s debt situation based on BNM’s 
Integrated Income Indebtedness Database (IID)26.

The analysis shows that as at December 2015 individuals in the top 20% 
income group (T20) accounted for the largest share of debt (around 40%) 
while individuals in the bottom 40% income group (B40) accounted for about 
11.4% share of total debt (Figure 1.9).

Figure 1.9 Household income and distribution of debt, by income group, 2015Figure 1.9 Household income and distribution of debt, by income group, 2015
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24 BNM (2013)
25 BNM (2017c)
26 The BNM report covers overall household debt statistics and not just housing debts. However, given that housing debt 

comprise a significant portion of household debt, it is still a good proxy for household financial affordability and 
fragility for housing.
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The average debt for the T20 was more than twice that of borrowers in other 
income groups—the average debt for the T20 is around RM300,000 while for 
the B40 it was less than RM100,000 (Figure 1.10). A significant share of the 
T20’s debts was secured in the form of properties and principal-guaranteed 
investment (77%) which usually contributes to wealth accumulation. In contrast, 
more than half of the B40’s debts (53%) were consumption-related such as the 
purchase of motor vehicles and personal financing.

Figure 1.10 Debt per borrower, by income group, 2015 (RM k)Figure 1.10 Debt per borrower, by income group, 2015
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The share of housing loans out of total loans for the B40 averaged around 
40%. Meanwhile in the case of the T20, the share of housing loans out of their 
total loans stood at more than 60% (Figure 1.11).

Figure 1.11 Percentage of debt by loan purpose, by income group, 2015 (%)
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Analysis from a financial margin perspective indicates that 15.4% of total 
borrowers covered in the analysis had negative financial margins. This means 
that the borrowers’ net income (i.e. income after statutory deductions such as 
tax and Employees Provident Fund, EPF) is less than their debt repayments and 
monthly basic living expenses. Individuals in the B40 income group had the 
highest share of borrowers with negative financial margins (21.0% of B40 
borrowers). These borrowers will be highly vulnerable to financial hardship in 
the event of income shocks or unexpected events like death or illness.

The analysis from the above report demonstrates that while there is ample 
access to credit, the share of the distribution of debts and access to credit 
continues to be smaller for the lower income group (B40) than the higher 
income group (T20). Indisputably, the current credit assessment and risk 
management practices of financial institutions that systematically filter out 
unqualified and high-risk borrowers are appropriate in mitigating stability risks 
to the domestic financial sector. As at 1Q 2017, the share of borrowings by 
those earning less than RM3,000 per month declined further to account for 
21.9%27 of total household debt compared to 22.8% in 2015 and 28.4% in 
201328. This however does not contribute to helping those in the lower income 
group secure a roof over their heads.

High credit risk or risk of default is usually cited as the main reason for this 
income group to be unqualified for a home loan. However, the established 
credit assessment framework may not permit the system to extend credit to 
certain households. This essentially hinders potential applicants from B40 
households to access credit facilities which can actually be within their means. 
These include households that comprise young adults or couples with future 
earning potential but who do not have enough savings to pay for down 
payment, and low-income self-employed individuals who do not have adequate 
documentation to demonstrate loan repayment capability. The size of deposit is 
one of the crucial determinants of affordability and it is usually dependent on 
the house price. For first home purchases, presently buyers are required to put 
a down payment of 10% of the intended property price. As such, the 
government’s role in designing viable intervention measures come into play.

27 BNM (2017g)
28 BNM (2017c)
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1.4.2 Government financing schemes

Government interventions in making home ownership affordable for lower 
income group includes direct provision of low and medium cost homes (either 
through public agencies or through partnerships with private developers), 
subsidising the cost of houses and providing financial schemes. The discussion 
in this section will focus on financing schemes offered by the government for 
house purchases and will exclude non-finance initiatives that are related to 
making affordable houses available to targeted households.

For households facing difficulty in accessing credit via banking system channels, 
several direct and indirect financing initiatives were made available by the 
government. The schemes include:

1) Skim Pinjaman Perumahan (SPP)
2) Financing under Syarikat Perumahan Negara Berhad (SPNB) Dana
3) MyHome
4) MyDeposit
5) MyFirstHome
6) Rent-to-own (RTO) for Program Perumahan Rakyat (PPR-RTO)
7) Rent-to-own for Perumahan Rakyat 1 Malaysia (PR1MA-RTO)
8) EPF withdrawals
9) Skim Pinjaman Perumahan Kerajaan

These financing schemes were generally designed based on targeted household 
income groups (Figure 1.12) or property value (Figure 1.13).
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Figure 1.12 Schemes based on targeted household income groups
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Figure 1.13 Schemes based on property value

Source: JPN (n.d.), SRP (n.d.), SPNB (n.d.) and PR1MA (n.d.a) 
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Schemes for the B40
It is observed that prior to 2011, most of the schemes focused primarily on 
assisting with the housing needs of the B40 households (incomes of RM3,000 
and below). The SPP, which has existed since 1975, targets the low-income 
households who do not have a house but do own land. Loans up to RM60,000 
with a maximum 35-year repayment period are provided to finance the costs 
of home construction. Between 1976 and 2016, the scheme benefited a total of 
10,368 households. Demographic statistics based on age showed that 67% of 
successful applications comprised those aged between 26 and 45 years old 
(Figure 1.14). In terms of income group, 79% of successful applicants were 
households with a monthly income of RM1,500 and below (Figure 1.15). A 
similar financing scheme targeted at the B40 group is also offered by SPNB 
Dana to provide financing to home buyers of Rumah Mesra Rakyat 1Malaysia 
as well as those who face difficulties in securing a bank loan.
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Figure 1.14 Approved applications, by age (%)
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Figure 1.15 Approved applications, by 
income group
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PPR and Perumahan Awam Kos Rendah (PAKR) initiated by governments at 
both state and federal levels are social housing programmes undertaken by the 
federal and the state governments. Depending on the projects i.e. PPR/PAKR 
Dimiliki (owned) or Disewa (rented), eligible households are entitled to 
purchase or rent a housing unit at a subsidised rate. Currently, the housing 
units Dimiliki are sold for between RM30,000 and RM35,000 in Peninsular 
Malaysia and RM40,500 in Sabah and Sarawak. Meanwhile the rental rate for 
Disewa units is fixed at RM124 per month.

On the back of rising difficulty for qualified PPR applicants to secure bank 
loans to purchase a PPR house, the PPR-RTO scheme was introduced by the 
government in 2017. This provides a chance for these households to own a 
home by first renting it from the government, without the burden of paying 
down payments or high instalments. With a clean record of monthly rental 
payments, after a certain period of time, the house ownership will be transferred 
to these renters/RTO participants. Currently, the RTO scheme has been 
operationalised in PPR Lembah Subang II and PPR Kg Hassan (both in 
Selangor), PPR Gua Musang in Kelantan, and PPR Ladang Siliau in Negeri 
Sembilan. As at September 2017, 71.5% of the units for all four RTO projects 
have been sold (Table 1.6).
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Table 1.6 Rent-to-own project status (as at Sept 2017)

State Project Number of units Sold units % Sold

Selangor PPR Lembah Subang II 1,580 1,140 72.2

PPR Kg Hassan 300 295 98.3

Negeri Sembilan PPR Ladang Siliau 150 140 93.3

Kelantan PPR Gua Musang 1,000 592 59.2

Total 3,030 2,167 71.5

Source: JPN (2017a)

Schemes for the M40
In recent years, new schemes that seek to assist M40 households were 
introduced. Two programmes are in place to address the difficulty of the M40 
to pay a down payment for house purchases, namely MyDeposit scheme 
implemented by Kementerian Kesejahteraan Bandar, Perumahan, dan Kerajaan 
Tempatan (KPKT) in 2016 and My First Home scheme introduced by the 
Ministry of Finance in 2011. MyDeposit provides direct cash assistance or cash 
transfer of up to RM30,000, targeting M40 households to assist them to pay 
the 10% housing deposit with no repayment required. As at July 2017, a total 
of 1,462 households have benefited from a total disbursement of RM39.2m. 
With a total fund size of RM200m, the scheme is expected to eventually benefit 
at least 6,666 house buyers. My First Home allows M40 households, especially 
young adults and couples, to obtain 100% financing from financial institutions 
without the need to pay a 10% down payment. The financing above the 90% 
level will be guaranteed by Cagamas SRP Berhad.

Similar to PPR-RTO, PR1MA has also come up with its version of RTO 
scheme for M40, although there has been no take up so far. It is a deferred 
home ownership scheme specifically for successfully balloted applicants of 
PR1MA homes whose loans were rejected by PR1MA’s panel banks. Under the 
scheme, eligible households are allowed to rent the PR1MA home for up to 10 
years before deciding whether to buy it at the end of the fifth or tenth year at 
a pre-determined price.
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Other (income group) cross-cutting schemes include:
• EPF withdrawal to fund the purchase or construction of a house or to buy 

land (limited to those with adequate EPF savings only); and
• Skim Pinjaman Perumahan Kerajaan (limited to civil servants only)

Box 1.1 Is cheap monthly repayment really cheap? A comparison of financing schemes

The accelerated rise in house prices in recent years has made access to 
housing financing increasingly difficult for many people. Common problems 
faced by potential house buyers include difficulty to make the 10% down 
payment required by the banks as well as challenges to pay monthly 
repayments as they are also tied to other commitments (e.g. living expenses 
and hire purchase loans). To address the issue, the government has introduced 
few initiatives as part of the efforts to make financing more accessible while 
at the same time making owning a house possible.

The RTO and step-up financing schemes29 are two financial solutions that 
have been approved by the government and that are currently being offered 
by PR1MA. Two types of schemes are available under the RTO programme, 
namely the Basic RTO and Zero RTO. The programme provides options for 
eligible home buyers to rent PR1MA homes for up to 10 years before 
deciding to buy it at a pre-determined price. The Basic RTO comes with 
monthly rental payments that include some savings while the Zero RTO 
does not include savings. The accumulated savings under the Basic RTO can 
be used towards payment of the house once the occupants decide to buy it 
at the end of the fifth or tenth year. The main benefit of RTO is that no 
initial down payment is required at the point of moving into the house 
except for the three months deposit as per normal rental procedures prior to 
house keys collection. This helps to ease the difficulty of coming up with the 
10% down payment faced by many middle-income earners—the group 
targeted by PR1MA.

29

29 Extracted from PR1MA (n.d.a) and PR1MA (n.d.b)

KHAZANAH RESEARCH INSTITUTE41

HOUSING AFFORDABILITY
SECTION 1



The introduction of a step-up financing scheme (Skim Pembiayaan Fleksibel, 
SPEF) was first announced by the government in the Budget 2017 for the 
purchase of PR1MA’s houses. The scheme is expected to be extended to 
houses built by private developers in 2018 (Budget 2018). SPEF is a financing 
scheme targeted to help house buyers who do not earn enough to meet the 
loan eligibility requirements for the house they intend to buy. The scheme 
provides an option for them to pay just the interest of the loan during the 
first five years of loan tenure. Given that only the interest needs to be paid, 
the reduced monthly commitment amount frees up their debt-service-ratio 
which in turn allows them to access a larger loan to finance their dream 
homes (hence the term “step-up financing”). 

Ostensibly, the above two measures demonstrate the government’s response 
to the issue of access to house financing and underscore its efforts to ensure 
that people are able to own at least their first house. While measures to 
assist those affected by the financing issues are welcomed, what are the total 
costs of such measures? 

The example in Table 1.7 illustrates the differences in total costs incurred by 
borrowers under three types of financing schemes, namely: (1) the standard 
mortgage loan (conventional or Islamic); (2) the RTO scheme; and (3) the 
SPEF. For the purposes of illustration, an example of the purchase of a 
house valued at RM300,000 with a 35-year loan period is used. The interest 
rate is assumed to be at 4.45% and the rate is slightly higher by 30 basis 
points for SPEF following the example published by PR1MA.
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Table 1.7 Estimated financing costs between Standard Mortgage, Rent-to-Own and Step-up 
Financing schemes

Assumptions Standard mortgage
Conventional/Islamic

PR1MA-RTO PR1MA SPEF

Basic RTO
(with saving)

Zero RTO
(without saving) Basic SPEF

House price RM 300,000 RM 300,000 RM 300,000 RM 300,00030

Tenure 35 years 35 years 35 years 35 years

Interest rate31 4.45% 4.45% 4.45% 4.75%32

Option to buy
(for RTO) n.a. After 10 years After 10 years n.a.

Option for 
instalment
(for SPEF)

n.a. n.a. n.a.

Pay interest for first five 
years & pay principle & 

interest from 
year six onwards

Down payment/
deposit RM 30,000 (10%) RM 4,32733 RM 3,896 n.a.

Total loan amount RM 270,000 RM 277,649 RM 296,104 RM 300,000

Monthly payments RM 1,269 x 35 years Monthly rent
Year 1 – 3: RM 1,442
Year 4 – 6: RM 1,500
Year 7 – 9: RM 1,560

Year 10: RM 1,622
Total rent paid:

RM 181,536
Saving accumulated for 

deposit: RM 18,024
Monthly loan repayment

RM 1,535 x 25 years

Monthly rent
Year 1 – 3: RM 1,299
Year 4 – 6: RM 1,351
Year 7 – 9: RM 1,405

Year 10: RM 1,461
Total rent paid:

RM 163,512
Saving accumulated for 

deposit: RM 0.00
Monthly loan repayment

RM 1,637 x 25 years

Monthly loan repayment
Year 1 – 5: RM 1,188
Year 6 – 35: RM 1,711

Interest paid RM 263,167 RM 182,969 RM 195,131 RM 387,240

Rent paid n.a. RM 163,512 RM 163,512 n.a.

Amt. paid for loan
(Prin. + int.) RM 533,167 RM 460,619 RM 491,235 RM 687,240

Total amount paid 
incl. down 
payment 

RM 563,167 RM 628,457 RM 658,643 RM 687,240

Additional cost 
compared to 
standard mortgage

RM 65,290 (+11.6%) RM 95,476 (+17.0%) RM 124,073 (+22.0%)

Source: PR1MA (n.d.a), PR1MA (n.d.b) and author calculations

30313233

30 Assuming a net income of RM3,000 with additional RM750 monthly hire purchase commitment; at 65% debt-service-
ratio the initial eligible loan amount is RM252,600. With step-up financing, the eligible loan amount increases up to 
RM300,000.

31 It is assumed that there are no changes in interest rate throughout the 35 years loan tenure.
32 Interest rate under SPEF is higher by 30 basis point to be consistent with the illustration used by PR1MA.
33 Refundable deposit as per normal rental procedures prior to house keys collection.
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Under the standard mortgage loan, the total financing costs incurred by the 
borrowers for a 35-year loan period is RM563,167. This is the total cost of 
the house inclusive of down payment and interest payments. 

As the saying goes, there is no such thing as a free lunch. The facilities 
provided under the RTO and SPEF do come with additional costs. An 
estimation based on publicly available information from PR1MA shows that 
the total cost for the Basic RTO and Zero RTO is RM628,457 and 
RM658,643 respectively. This is higher by 11.6% and 17.0% compared to 
the standard mortgage. 

The total debt incurred by borrowers under the SPEF is even higher at 
RM687,240 or 22% more than the standard mortgage. It should be noted 
that the resultant higher amounts are based on the assumptions that the 
borrowers decided to buy the house after 10 years of renting under the RTO 
and they start to pay the loan’s principle and interest from year six onwards 
under SPEF.

Additionally, one of the reasons the total cost under the standard mortgage 
is lower is that a 10% down payment helps to reduce the additional 
payment that borrowers have to make on the interest charged. It is estimated 
that the differences between paying and not paying the 10% down payment 
is an additional interest cost of around RM29,200 at 4.45% interest rate 
over a 35-year loan period. 

Given the cost differences, potential house buyers need to consider the 
following question: is having a cheaper or lower monthly instalment on the 
back of additional total costs worth it for them to subscribe to such 
financing schemes? Should they wait until they are able to come up with the 
adequate sum to pay the down payment? After all, under such schemes no 
equity will be accumulated for at least the first few years, as all payments 
will go to the interest or rental payment (except for Basic RTO). 

These are the questions that borrowers need to carefully analyse and it helps 
if there is transparency on the true costs of the programmes. The disclosure 
of the total costs of each financing scheme is an important piece of additional 
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information that borrowers need to be made aware of (instead of only 
promoting the low amount of monthly instalment). Additionally, a lot of the 
estimation of the financing burden and repayment capacity are based on the 
assumption that borrowers’ income will continue to rise in the future. 
Although this is usually the case, anyone can be affected by financial shock 
due to the loss of a job or illness. This also highlights the importance of 
financial literacy to enable borrowers to make an informed decision by 
considering all the risks and benefits they would face before they agree to 
any financial commitment.

Measures to make credit less costly in the short term may seem to imply 
that housing is affordable. However, housing affordability should 
fundamentally mean that the price itself is actually affordable and is not 
artificially made affordable by increasing the households’ debt burden.

1.4.3 Assessments 

Although housing financing plays an important role in ensuring sustainable 
demand for housing, it is also equally essential to ensure that financing does 
not become the only means to make owning a dwelling affordable. Typically, 
financial instruments can make house financing cheaper by lowering monthly 
instalment payments via lowering the cost of credit or lengthening the loan 
period as well as providing subsidies for home-buyers in the form of down 
payments. While these measures tend to make housing seem affordable or 
ensure sustainable demand for housing, some only increase the household debt 
burden and extend the burden over a longer period of time. 

Hence, it should be stressed that housing affordability must be accompanied by 
improvements in fundamental factors and not by increasing the debt burden of 
households. This means either house prices should be lowered by increasing the 
supply of houses that are affordable or that incomes should be made to grow 
faster to catch up with the prices.

Despite the macroprudential measures that aim to address unsustainable 
development in the housing market, broad indicators on the commercial credit 
market suggest that access to house financing remains ample for eligible 
borrowers. The responsible lending guidelines issued by BNM in 2012 require 
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banks to ensure that borrowings are only extended to those who have the 
capacity to repay the loans, hence preventing them from falling into financial 
hardship due to excessive debt burdens that may lead to foreclosures. It is 
imperative that measures to improve the eligibility of individuals for house 
financing be guided by sound affordability assessments to ensure their debt 
remains within prudent levels.

According to BNM, the group of households who would face the biggest 
problem in obtaining bank financing for housing are those with incomes lower 
than RM5,000 per month in urban centres, or less than RM3,000 per month 
in other areas. It is also typical that people who are highly leveraged and have 
poor repayment history be filtered out from accessing more credit. Those who 
are vulnerable to financial strains (i.e. susceptible to income shocks and 
increases in lending rate without a sufficient buffer for essential living 
expenditure) would be more likely to face difficulties repaying their loans.

Since this has been the case, available government financing schemes have been 
focusing on low-income households especially those earning below RM3,000 
(the B40) and have not owned a house. The allocated funds via financing 
schemes discussed earlier to a large extent have successfully assisted the 
recipients to own a dwelling. While presently the SPP targets low-income 
households without a house but that own land, measures should be considered 
in terms of extending the facilities to first-time home buyers from low-income 
groups who do not own land but intend to buy housing units available under 
private or public housing programmes. 

More recently, attention has also been paid to address the needs of the M40 
households. Although housing that is affordable has also been a pressing issue 
for this group of households, some schemes are open to those in the RM10,000 
income bracket who are already considered as the T20 in Malaysia. Since the 
coverage of the financing schemes is limited by the amount of available funding, 
it is important to avoid channelling scarce funds to the “undeserving” and to 
avoid short-term solutions that do not contribute to solving the fundamental 
issue of affordability (i.e. shortage of supply of reasonably priced houses) but 
merely prolong it.
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At the same time, it is important for government financing schemes to continue 
focusing on the low-income households and those who have not previously 
owned a house. More specifically, it should be targeted at low-income 
households who have the financial capacity to pay but are not able to access 
the commercial credit market.

Efforts to assist middle-income households should be made by ensuring an 
adequate supply of houses that are affordable, and not by implementing credit 
easing. To achieve this, the role of the government is to ensure the establishment 
and maintenance of a competitive operating environment for the provision of 
housing that is generally affordable. For those who are currently not eligible to 
own a house (due to credit standing or lack of savings for down payment), the 
RTO programme is a viable option to assist them in moving up the housing 
ladder. However, this has to be done at an appropriate rental rate so that it 
will achieve the intended result of transitioning the households from renting to 
ownership.

Intervention by the government in making housing affordable via subsidising 
buyers and/or developers will be a costly long-term commitment that requires 
a continuous injection of public funds to ensure its sustainability. A more viable 
long-term solution is to make supply more reflective of demand. Supply side 
intervention that strives to shift the housing supply curve upwards or make it 
more elastic can be done by making the construction process more efficient and 
cost effective. This requires a clear objective and firm implementable policies.

In cases where assistance for deposit payments is deemed necessary, the 
government’s guarantee programme (such as My First Home scheme) could 
prove more effective compared to direct cash assistance (such as MyDeposit 
scheme). A government guarantee scheme carries less financial burden to the 
government as in the event of a default there is still a possibility for the loss 
to be recovered due to the potential increase in the market value of the house. 
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2.1 The Demarcation of Housing Need and Demand

2.1.1 The nature of housing demand

Requirements for new housing can originate from two distinct types of 
households: those who can pay for it and those who cannot. Households that 
cannot pay for their housing requirement may experience some form of core 
housing need and those that can will demonstrate an effective demand for 
housing. To illustrate this distinction, consider a scenario where a family of 
four may need to move out of their small studio apartment thus creating an 
unmet need for new housing. However, they may not necessarily be able to 
afford it. Families who can afford it would exhibit an effective demand for a 
bigger house; those who cannot would experience a form of core housing need 
and would probably need some form of assistance to realise their need. 

It is vital to distinguish between housing need and demand when governments 
attempt to analyse and estimate their current and future housing requirements 
as policy solutions to meet them can be vastly different. Households with the 
ability to pay for their housing demand should go to the private housing 
market for their homes. Those without the means to attain housing via the 
private market can only fulfil their housing needs with assistance from the 
government, which is inherently limited by public funds.

Housing stock that is provided via both the private market and with public/
government assistance must be able to respond to the dynamics of both types 
of unmet requirements respectively. The private housing market will not supply 
houses to households that cannot pay for them just as governments should not 
subsidise housing purchases for households that do not need them. By being 
able to distinguish housing demand from the unmet needs for housing 
accurately, the development and usage of future and current housing stock can 
be adjusted accordingly.

The definition of effective demand for housing is simply the quantity and type 
of housing wanted by households either to rent or to buy and is generated by 
households with the ability to pay for it. This is usually estimated by looking 
at both demographic and market elements in the demand for housing. Looking 
at demographic trends allows town planners to have a general idea of how 
many more people will be in their locality in the future, thus potentially 
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creating new demand for houses. More specifically, the demand for houses is 
dependent on how many households are formed in the specified period. 
Household formation rates change as people adjust to economic and social 
factors that affect their livelihoods i.e. their ability to pay. It will also be 
affected by the availability of housing in the locality, further emphasising the 
relationship between housing and household demographics. 

Core housing need is far more difficult to define. As with any other social need, 
the determination of which households are “in need” for housing is subject to 
normative judgments on what form of housing is appropriate or acceptable. As 
such, there is no strict definition of what constitutes a housing need and this 
definition can differ depending on the social, political or cultural norms of the 
society. Households in countries such as the United Kingdom (UK), United 
States (US) and Canada are generally determined to experience some form of 
housing need if they are not able to attain housing that has a sufficient number 
of rooms, is in reasonable repair and costs less than 25% – 30% of the 
household’s gross income34. This definition is by no means exhaustive nor does 
it fully highlight the more holistic attempts to define housing need in the 
literature. The standards and definitions for what constitutes “adequate” or 
“good quality” housing can differ by country and region as well as over time. 

In practice, the determination of effective housing demand and core housing 
need is far more difficult to delineate. Local authorities in Malaysia only 
estimate the total housing requirements of their localities when drafting their 
local plans, without segmenting this housing requirement into the social or 
market sectors. At the operational level, the effective demand for housing can 
only be determined by excluding households that experience a form of core 
housing need from total housing requirements. To do this, policymakers would 
need a definitive guide on how to estimate core housing need accurately. 
Inherently, this means that governments must make its own normative judgment 
on what form of housing is appropriate or acceptable. The lack of a definition 
of socially acceptable housing in the country has rendered it impossible for 
practitioners to estimate housing need or demand. 

34 Cooper and Skelton (2015), Bramley et al. (2010) and HUD (2015)
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2.1.2 What is “good quality housing”?

The goal of the existing National Housing Policy clearly states the government’s 
commitment to provide “adequate, comfortable, quality and affordable” 
housing to enhance the quality of life of the people. Similarly, Malaysia’s 
commitment to the Sustainable Development Goals (SDG) and the New Urban 
Agenda (NUA) also outlines the country’s target to ensure access to “adequate, 
safe and affordable” housing for the population. While there are many 
references to the provision of good, adequate and/or quality housing for the 
population, there is currently no defined standard on what this actually means 
for the country.

Existing regulations on the minimum standards of housing—for example, the 
Uniform Building By-Laws 1984 and Construction Industry Development 
Board’s (CIDB) National Housing Standard for Low Cost Housing 1998—only 
regulate the construction of new housing units and do not attempt to regulate 
the quality of the existing housing stock. Under these regulations, owners of 
existing housing stock that have fallen into disrepair do not have a guideline 
for improvement and are not required to enhance the overall quality of the unit 
to meet any standard of adequacy or decency for its occupants.

Furthermore, these regulations also focus extensively on building and construction 
specifications but do not provide guidance to ensure that the structure can be 
used appropriately by its eventual inhabitants. Take for example CIDB’s 
requirement that each low-cost housing unit to have no less than three 
bedrooms. Households of four to five people may find this design to be 
suitable, giving each household member an adequate space within the unit. 
Households with eight to 10 people will not have the same experience and may 
in fact feel overcrowded in the same unit.

These existing regulations have sufficiently served their purpose to provide 
baseline requirements for the structural integrity of buildings and guaranteeing 
their safety for usage. However, a different standard must be developed to 
guide practitioners in determinating whether a housing unit is adequate or 
suitable for the people who currently live in it.
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In order to elevate the overall quality of housing in the country to be of good 
condition, the government must define what “good”, “adequate” and “suitable” 
mean in Malaysian society. To arrive at this definition, governments must first 
start by obtaining general baseline information on the overall quality of housing 
in the country. This can be done through a Housing Condition Survey, where 
building inspectors visit houses in the country to report on their overall 
condition. This would ideally be accompanied by a Housing Satisfaction Survey 
which can provide evidence on what the population finds to be acceptable 
housing. A determination of what is good housing can then be made, accounting 
for the feedback and input gathered during the survey. It is very important that 
this process is done in a participatory manner, taking into account what socially 
acceptable housing is according to the societal and cultural norms of the people. 
Without public feedback on the process, policymakers might find themselves 
enforcing a standard that is disengaged from the true needs of the people.

Box 2.1 Decent Homes Standard in the UK

In 2000, the UK government committed “to ensure that all social housing 
meets set standards of decency by 2010”. This target was revised in 2002 
to include 70% of all dwellings in the private housing sector, occupied by 
vulnerable households. An interim target was also set, aimed at reducing the 
number of non-decent homes in the social sector by one third by April 
200435. 

According to the Decent Home Standard, housing in the UK is considered 
“decent” if it meets the following criteria:

a) It must meet the current minimum standard for Housing;
b) It must be in a “reasonable” state of repair;
c) It must have reasonably modern facilities and services; and
d) It must have a “reasonable” degree of thermal comfort.

A more detailed description of the four criteria has been included in 
Appendix B.

35 ODPM (2004)
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This standard has evolved slightly from its inception in 2000. In 2006, 
criterion (a) was changed with the introduction of the Housing Health and 
Safety Rating System (HHSRS) under the Housing Act 2004. This replaces 
the previous statutory “fitness” standard under the criterion.

The government used data from the 2001 English House Condition Survey 
to generate a baseline of non-decent homes in order to develop a strategy to 
achieve its decent homes target. Approximately 7m homes (33%) in England 
failed this standard in 2001. Out of those, a significant majority (4.3m) are 
owner occupied housing. According to housing tenure, non-decent homes 
accounted for 49% of all privately rented homes, making rented homes more 
likely than others to be non-decent36. 

Between 2000 and 2010, an estimated GBP40b was made available to 
improve the quality of homes in the social sector alone. As many as 700,000 
new kitchens, 525,000 new bathrooms and over one million new central 
heating systems were installed. In contrast, the private sector received 
insufficient funding for housing improvements37. 

The Decent Homes programme was heavily scrutinised during its 
implementation. Formal inquiries at the interim in 2004 and at the end of 
the period in 2010 have raised various issues relating to the target, among 
others, the definition of “decent”, the scale of the problem and the various 
mechanisms for funding and delivery of the target38. Selected findings are 
discussed further in the following paragraphs.

The definition of “decent” was found on various levels to be too basic and 
did not include important issues that were often prioritised by tenants and 
homeowners. For example, the Decent Homes Standard omitted guidelines 
on addressing fuel poverty, increasing accessibility or improving noise 
insulation. Furthermore, while the standard was intended to be a minimum 
level below which action should be triggered, many argued that improvements 
to homes were made to meet just this minimum.

363738

36 CLGC (2004)
37 CLGC (2010)
38 CLGC (2004) and CLGC (2010)
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The degree of flexibility allowed in the interpretation and implementation of 
the Decent Homes Standard also raised some concerns. For example, 
criterion (c) defined modernity of facilities and services according to the age 
and layout of the kitchen and bathroom. However, many kitchens or 
bathrooms that were older than the specified age in the standard were still 
in good use. The guideline did not allow for tenants who were happy with 
the state of these facilities to spend the allocated fund to improve their 
housing unit in areas that were more important to them.

Many criticisms also followed the shift to using the HHSRS as a criterion 
under the standard, citing concern on the level of subjectivity that is inherent 
in the HHSRS. Under the new requirements, actions required to address the 
hazards of a dwelling would depend on the characteristics of its inhabitants 
at any given time. This means that a solution that renders a house a 
“decent” home for one household may not work for another. 

These and many others point to only some of the potential issues that can 
emerge from the development of a Good Quality Housing Standard. Given 
the subjectivity of the process, it is essential that the framework to develop 
the standard must dedicate its purpose to identifying and addressing the true 
housing needs of the population.

2.2 Core Housing Need: Estimating the Social Housing Sector

While the country has an established assessment method to estimate total 
housing requirements, as discussed, no specific assessment has been undertaken 
to identify incidences of core housing need within the population39. Core 
housing need, as defined in this report, refers to housing that is required by 
those who cannot attain access or fulfil their housing need through the housing 
market without full or partial assistance by the government i.e. households that 
attain housing from the social sector. In the literature, many terms have been 
used interchangeably to refer to the same segment of the housing sector, such 
as “housing needs”, “deficit housing needs” and “worst case housing needs”.

39 Noor Sharipah and Zulhaimy (2016)
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The next section will focus on refining the assessment method in the estimation 
of households that qualify for the social housing sector. The social housing 
sector in Malaysia is currently primarily served by the PPR and PAKR 
programmes undertaken by the federal or state governments. Households under 
the PPR or PAKR programme receive subsidised housing from the government 
for rent or purchase. Estimates of need for these programmes currently depend 
on registrations on the open registration system with the respective state 
governments. It is unclear whether other components of need besides the 
qualifying income criteria are taken into account during the application or 
registration process under the existing system.

Additionally, most states also have affordable housing programmes that allow 
households to purchase low to medium cost housing units. Housing developers 
under these programmes may also receive government assistance. This can 
range from faster approvals for development to lower development charges. The 
federal government also provides assistance (e.g. subsidised land prices) to 
affordable housing programmes like PR1MA and SPNB. 

Figure 2.1 shows the proportion of households eligible for affordable housing 
programmes based on the qualifying income criteria is high. In Labuan and 
Pulau Pinang, it is close to 90% of households. Are these households experiencing 
unmet housing needs (and therefore government intervention is “justifiable”) or 
is this a case of the private housing supply sector building homes only for the 
effective demand of the top 10% of households (i.e. all houses are expensive 
and cannot be purchased by nearly 90% of households)? The former item will 
be discussed below while the latter will be explored in Section 3: A Supply-Side 
Analysis of the Housing Market.
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Figure 2.1 Percentage of total population under state affordable housing programmes qualifying 
income criteria, 2016 (%)
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Note: For this estimation, the qualifying income criteria for affordable housing programmes in Kedah, Negeri Sembilan and 
Perak were revised downwards by RM500 and for Sabah, upwards by RM500 to match the income bands reported in DOS’ 
Household Income Survey 2016. 
Source: State governments and author calculations

KHAZANAH RESEARCH INSTITUTE 56

HOUSING NEED AND DEMAND
SECTION 2



2.2.1 Proposed core housing need criteria

It is vital for states to evaluate the number of households that qualify for their 
social housing sector based on local conditions. Need-based assistance is already 
differentiated at the state level and, under the current framework, states can 
decide their own qualifying criteria. However, it is not clear whether the 
eligibility criteria as currently imposed by the state are tied to the state 
population income levels. Given that access to the housing market is primarily 
determined by a household’s ability to pay for a suitable home, it is necessary 
that state governments take into account the level of housing affordability in 
the state. 

Assuming that a healthy housing market can provide homes to at least 50% of 
the population who earn above the state median income, only households who 
earn below 60.0%40 of the state median income are considered to be at risk of 
requiring housing assistance in their locality. Based on this definition, qualifying 
households in each state make up 8.3% (Pahang) to 39.3% (Labuan) of the 
state population (Table 2.1).

It is important, however, to note that the calculated income criteria in Table 
2.1 apply only to the average household in the state. Similar to the 
determination of poverty in the country, households that are smaller or larger 
may have a different qualifying income level. It is vital then to adjust this 
income qualifying criteria according to the size of the household at the 
operational level. This is commonly done using equivalence scales that take 
into account the additional cost each member of the household would add or 
deduct from the general threshold. 

40 Households earning below 60.0% of the Area Median Income are considered to be in relative poverty in the UK and 
the European Union. In the US, the Department of Housing and Urban Development considers households that earn 
below 50% of the Area Median Income to be at risk of poverty. 
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Table 2.1 Share of population under the proposed qualifying income criteria (%)

State
State Median
Income (2016)

60% of State 
Median Income

Proposed 
qualifying income

% of households 
earning below 

qualifying income

MALAYSIA RM5,228 RM3,137 RM3,000 20.0

Johor 5,652 3,391 3,000 15.5

Kedah 3,811 2,287 2,000 17.5

Kelantan 3,079 1,847 2,000 22.9

Melaka 5,588 3,353 3,000 12.0

N. Sembilan 4,579 2,747 3,000 25.2

Pahang 3,979 2,387 2,000 8.3

P. Pinang 5,409 3,245 3,000 13.8

Perak 4,006 2,404 3,000 29.7

Perlis 4,204 2,522 3,000 27.1

Selangor 7,225 4,335 4,000 14.6

Terengganu 4,694 2,816 3,000 15.5

Sabah 4,110 2,466 3,000 34.4

Sarawak 4,163 2,498 3,000 31.9

K. Lumpur 9,073 5,444 6,000 25.3

Labuan 5,928 3,557 4,000 39.3

Putrajaya 8,275 4,965 5,000 12.4

Source: DOS (2017c) and author calculations

In addition to this qualifying income criteria, there is a need to also ensure that 
households who are unable to live in or may lose access to an adequate and 
suitable home are provided assistance to meet their housing needs. In 2016, as 
many as 16.6% of households in rural Sabah lived in deteriorating or dilapidated 
housing. 46.4% of households in rural Kelantan do not have access to piped 
water in their homes. Among poor households, this number may be higher. In 
2014, as many as one in four poor households in the country live in deteriorating 
or dilapidated housing41.

41 DOS (2015)
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Table 2.2 Percentage of households in 
deteriorating/dilapidated housing, 2016 (%)     

State Total Urban Rural
MALAYSIA 2.9 1.9 6.3
Johor 1.7 1.4 2.7
Kedah 0.6 0.5 0.9
Kelantan 11.0 8.3 13.7
Melaka 1.5 1.5 2.0
N. Sembilan 0.6 0.4 1.3
Pahang 2.5 1.0 4.7
P. Pinang 1.2 1.2 2.6
Perak 2.7 1.9 5.4
Perlis 1.7 1.5 2.0
Selangor 1.4 1.2 3.4
Terengganu 2.6 2.2 3.4
Sabah 11.0 7.7 16.6
Sarawak 4.4 3.6 5.5
K. Lumpur 0.3 0.3 n.a.
Labuan 7.3 7.2 8.3
Putrajaya 0.0 0.0 n.a.

Source: DOS (2017c)

Table 2.3 Percentage of households without 
piped water in the house, 2016 (%) 

State Total Urban Rural
MALAYSIA 4.5 1.2 16.6
Johor 0.1 0.0 0.4
Kedah 1.3 0.6 2.8
Kelantan 34.6 22.7 46.4
Melaka 0.0 0.0 0.0
N. Sembilan 0.1 0.0 0.4
Pahang 2.2 0.7 4.4
P. Pinang 0.1 0.1 0.2
Perak 0.6 0.2 2.2
Perlis 0.4 0.2 0.7
Selangor 0.0 0.0 0.0
Terengganu 4.0 3.7 4.7
Sabah 16.6 4.0 38.4
Sarawak 14.0 0.6 33.6
K. Lumpur 0.0 0.0 n.a.
Labuan 1.5 1.2 3.3
Putrajaya 0.0 0.0 n.a.

Source: DOS (2017c)

The current minimum standards under the PPR programme require PPR houses 
to be at least 700sqft, have three bedrooms and two bathrooms, be equipped 
with basic facilities e.g. plumbing, electricity and sewerage systems, and be 
provided with some basic communal facilities such as prayer hall, playground 
and kindergarten42. While these requirements provide a basic benchmark to 
identify current households without access to or living in housing that does not 
meet these minimum standards, it is necessary to define a more diverse 
component of needs that can ensure households are able to access good quality 
housing even if they do not have the ability to pay for it. 

As an example, the existing national definition of overcrowding may need to 
be reviewed. Under the current Local Governments Act of 1976, a house is 
defined as overcrowded if there is less than 350 cubic feet of internal living 
space for one adult (10 years and above) in the housing unit43. This differs from 

42 JPN (n.d.)
43 Local Government Act 1976
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the bedroom standard used by Canada and the UK which, in general, requires 
housing units to allocate one bedroom for no more than two persons. The lack 
of data on the prevalence of overcrowded housing units, even within the current 
definition, limits the assessment of its severity in the country.

There is a need to define and evaluate these instances of need to appropriately 
estimate the size of the social housing sector so that local governments can be 
more informed when planning solutions for this segment. Taking the lead from 
countries like Canada and the UK, which have already implemented these 
evaluations, this means that estimation for the social sector must go beyond 
the current use of just the open registration system. Local governments must 
undertake a comprehensive study of their local housing markets to gain a 
better understanding of households that fall under the needs criteria in their 
local area.

Figure 2.2 A schematic diagram on the proposed need assessment criteria
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2.3 Housing Demand and Need Assessment (HDNA)

More generally, mismatches in the housing market can happen when there is 
unmet demand for housing (i.e. housing deficits) or when the supply of 
houses exceeds the demand for it (i.e. housing overhang). Both situations are 
costly. Housing deficits exert additional pressures on the prices of readily 
available housing for house buyers while housing overhangs increase the cost 
of house building for property developers, by increasing their holding cost 
for these properties.

When the demarcation between housing demand and need has been clearly 
defined (that is, with a proper guideline on the definition of need for the 
country), a HDNA can help policymakers identify gaps and mismatches in the 
corresponding sectors of the housing market. Policy solutions to bridge these 
gaps can then be better aligned and targeted. 

In countries where HDNAs are common practice, these assessments play a vital 
role in spatial planning strategies. Local planning authorities typically undertake 
a HDNA when preparing a local structure plan for their area. The assessment 
methodology is usually country/region specific and the indicators used for the 
exercise can vary. However, the objective of the assessment remains the same 
and consequently, all HDNAs essentially attempt to estimate both components 
of the housing market—housing demand and housing supply.

In Malaysia, housing requirements at the federal level are currently projected 
by DOS. At the state and local levels, the Town and Country Planning 
Department (PLANMalaysia) undertakes a housing requirement projection 
which is then reported in state structure plans and district local plans. These 
planning documents are then used to plan housing developments in the state or 
local areas i.e. as reference for local agencies to approve of planning permissions 
and development orders44.

44 Noor Sharipah et al. (2013)
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2.3.1 Factors affecting the demand for housing

Households generate the unit demand for housing. Fundamentally, changes in 
household demographics affect the behaviour of the demand for housing. It is 
vital then for agencies in charge of housing development in their localities to 
monitor trends in household formation and demographics. At the same time, 
individuals at different stages of the life cycle or experiencing changes to their 
circumstances (e.g. recent migration to a city) may have different preferences in 
terms of housing tenure. The consideration of demographic, urbanisation and 
migration information is also useful in projecting not only housing demand but 
also to what extent the focus on housing ownership should be. 

Figure 2.3 Number of households, various years (m)
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Figure 2.4 Average household size, various years
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Household sizes are shrinking; in 1970, there was an average of 5.5 people per 
household, in 2010, this number was down to 4.3. This trend is projected to 
continue. Smaller households equal more demand for housing for the population. 
Changes in household size and composition may also affect the demand for 
different types of housing. Smaller households may demand a smaller housing 
unit. Similarly, families with children will demand a different type of housing 
when compared to couples without children. The lack of information on how 
these types of households have evolved and will likely evolve over the years 
may inhibit the ability of housing agencies to properly plan for housing. 
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Additionally, it is also important to look at how fast or slow households are 
forming. Ideally, this analysis should be based on their differentiated demand 
for housing. Household formations rates for those who are likely to need new 
houses (i.e. those aged 20 – 29 years old) or are most likely to purchase new 
homes or upgrade from their current dwelling (i.e. those aged 30 – 39 years 
old) can provide an indication of the future demand for new housing. In 
contrast, the elderly may demand housing with support services that can ensure 
their comfort in old age, spurring demand for different types of housing than 
what is already available.

Given the lack of past or projection data on households, trends in population 
growth provide a more general view on future trends. As a proportion of the 
population, the working age population (15 – 64 years old) is not expected to 
change significantly from 67.7% in 2010 to 68.0% in 2030 (see Figure 2.5). 
However as shown in Table 2.4, between 2010 and 2030, those who are aged 
above 65 years old are expected to more than double from 1.4 million to 4.1 
million. This outpaces the growth in any other age group over the same period 
and will shape the future demand for housing and adequate supportive services 
for this age group. 

Figure 2.5 Composition of population,
by age group, 1970 – 2030 (%)
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Table 2.4 Population in millions and percentage 
change, by age group, 2010 and 2030

Age group 2010 2030F % change

<20 years 10.7m 10.9m 2.2

20 – 29 5.7 5.4 -5.5

30 – 39 4.1 5.7 36.8

40 – 49 3.4 6.1 77.7

50 – 59 2.4 4.3 74.5

60 – 64 0.8 1.7 110.7

> 65 1.4 4.1 186.5

Note: Figures are rounded to one decimal place.
Source: DOS (various years.b)
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Another factor that affects housing demand is the level of housing 
affordability in the locality. Housing affordability determines not only how 
much housing may be in effective demand in a particular period but also 
the tenure choice that may be preferred by the population. Given that 
housing affordability relates to a household’s ability to pay and hence its 
potential for income generation, this element is inherently linked to the 
economic conditions as well as the tax and fiscal structures of the country. 
Current trends in housing affordability in Malaysia and the role of finance 
have already been discussed more elaborately in Section 1 of the report and 
will not be repeated in this section. 

2.3.2 Enhancing data capacities for the HDNA process

The lack of publicly available data on household characteristics apart from the 
2010 census limits the analysis of past, current and future trends in household 
demographics for this report. More critically, the lack of temporal and granular 
data on household characteristics in general makes it difficult to determine how 
changes in household formation rates and composition affect the overall 
demand for housing in the country. While DOS and/or current state governments 
may have undertaken their own census or surveys to collect data that are 
relevant to the housing sector, the results of these studies were not publicly 
available at the time of this research.

Additionally, state government agencies for housing do not collect or utilise on 
a frequent basis data on households (if they are available to these agencies) to 
monitor the demand for housing in their localities. As currently practiced, 
housing projections (using projected household data) are only estimated when 
local and state governments prepare their local or state structure plans. The 
long-time intervals between the development of new plans mean that available 
data on housing requirements that are at the disposal of local governments are 
mostly outdated and inaccurate. 

Furthermore, the lack of granular data on the household demographic profile 
in these prepared plans, for example the composition of households by the age 
group or income group of the head of households by local authority area, limits 
the ability of local governments to properly estimate the types of housing 
required by the local population, hindering the overall planning process. 
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At a more fundamental level, this data vacuum points to existing gaps in the 
monitoring framework of local governments that are in charge of housing 
development. Given that households are the unit of demand for housing, this 
makes the estimation of housing requirements problematic. While local 
governments may have an accurate estimation of the total housing requirements 
of their locality, the dynamics of this requirement are not clearly defined or 
estimated. This limitation may lead to an oversupply of housing units that are 
not in line with the needs of the population or conversely, an inadequate supply 
of housing units that are in demand, resulting in a demand-supply mismatch. 
In short, under the current framework, both producers and regulators of the 
housing market would not be able to accurately predict what kind of houses 
need to be built in their local areas45.

Additionally, non-existent data on the rental housing market have resulted in 
the total exclusion of this segment of the housing market in this report. This 
includes basic and critical information on the rental housing market such as 
rental rates and vacancy rates. The lack of data makes it difficult to determine 
the current dynamics of the rental housing and consequently, gaps or strengths 
within the segment cannot be identified. The lack of data on the rental market 
ultimately affects the ability of households who demand housing to make 
informed decisions on their tenure choice and housing options.

These data gaps point to a need for a systematic collection process for data on 
housing and housing related measures. A national housing survey needs to be 
undertaken and should be adopted as common practice for the country. This 
can be undertaken in tandem with a Housing Condition Survey to give the 
government a better picture of the current state of housing in the country. 
Without adequate information on the dynamics of housing demand and how 
housing markets have responded to them, the federal and state governments 
will not be able to plan for and regulate the housing sector effectively. 

45 Noor Sharipah et al. (2013)

KHAZANAH RESEARCH INSTITUTE65

HOUSING NEED AND DEMAND
SECTION 2



2.4 Housing Tenure Choice: Home ownership and renting

Home ownership has been traditionally viewed as a better option than renting 
and is generally an important objective for every Malaysian46. Statistics indicate 
that home ownership still prevails as the primary tenure choice for Malaysian 
households. In 2016, the home ownership rate stood at 76.3%, a rate that can 
be considered as high compared to selected Organisation for Economic Co-
operation and Development (OECD) countries even though it was slightly lower 
compared to selected Association of Southeast Asian Nations (ASEAN) countries 
(Figure 2.6). The ownership rate in rural areas was slightly higher at 85.6% 
compared to urban area (73.7%) (Figure 2.7). 

Figure 2.6 Home ownership in Malaysia and selected OECD and ASEAN countries (%)
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46 Tan (2008)
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Figure 2.7 Malaysian households, by type of housing tenure, 2016
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The percentage of home ownership in Malaysia covers rural ownership which 
has a preponderance of informal housing. Informal housing stock is not 
included in the estimates published by NAPIC which only considers formal 
housing. The occurrence of informal housing47 is important because it is also 
counted as a “housing tenure”, whether as rental or home ownership despite 
these spaces being temporary or in unsecured property rights. Several inferences 
can be made that will have an adverse effect on the share of home ownership 
rate. For example, if urbanisation requires the formalisation of property rights 
of informal housing, will there be a decrease in home ownership rates and an 
increase in rented holdings as urbanisation rates increases? Would the building 
and living conditions of these existing housing stock be of a sufficient level to 
meet the proposed good quality standard for all formalised housing? Or shall 
Malaysia witness more houses being categorised as sub-standard living spaces? 
The answer lies quite heavily in the type of informal settlements involved and 
the motivation of existing households and communities to continue inhabiting 
these built spaces.

47 It is estimated to be occupied by 2.9m households. Source: KRI (2015)
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Box 2.2 Informal housing

In the event where houses and other structures are built on illegally occupied 
land, these houses are illegal housing or squatter settlements. Illegal settlements 
are buildings, housing or other structures that are built without formal 
compliance with services and infrastructure requirements as well as legal 
authorisation.

Village settlements include different types of villages and small settlements 
with populations of fewer than 10,000. Traditional housing includes 
kampung tersusun, kampung tradisi, kampung nelayan, kampung atas air, 
penempatan ladang and kampung orang asli. Those associated with “rumah 
kampung” have settled in the country since the early 19th century. Land 
titles have been gradually awarded to villagers since early 200048.           

Services and infrastructure for informal housing are usually below an 
adequate or minimum level for informal housing. Assuming that there is a 
positive correlation between rural areas and informal housing, of the 201,192 
households targeted for Rural Water Supply Programme, 33.8% of households 
in rural Sarawak and 11.3% of households in rural Sabah have yet to 
receive the promised water supply49.

Strategies to improve the quality of informal housing should involve 
upgrading the physical environment and housing services e.g. water supply, 
electricity, waste collection and so on, as well as securing legal rights to the 
land for residents50. However, in the context of Malaysia, the predominant 
strategy is to move residents from squatter areas into temporary housing 
before relocating them to PPR or low-cost housing.

484950

48 PTG (2013)
49 KKLW (2012)
50 Masum (2014)
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Ownership provides control, stability and security but not without risk
Buying a house is seen as serving a dual purpose: as a shelter and as a form 
of investment that contributes to asset accumulation. Owning a house as a 
shelter provides people with a better control over their living space, stability 
due to predictable monthly payments and tenure security as it reduces the risk 
of being evicted (unless in the case of default on monthly mortgage repayments). 
Under the right circumstances, home ownership appears to have positive social 
impact. Researchers have found that homeowners are more satisfied, are more 
likely to participate in voluntary and community activities and are more 
committed to their neighbourhoods51. Some studies have also shown that there 
have been positive effects of home ownership on children’s outcomes52.

As property values in the country have risen steadily over the last few decades, 
buying a house also serves as a means to accumulate wealth. This can take the 
forms of appreciation of house value over time and accumulation of home 
equity as the mortgage monthly payments are made53. This build-up of home 
equity can be tapped into for future financial needs such as medical expenses, 
education and home improvement. Owned houses can also be rented out to 
generate a steady income stream to owners of multiple houses. All these benefits 
are usually not available under renting.

On the other hand, the downsides of owning a house can include less flexibility 
to move from one location to another when better opportunities in terms of 
employment, education etc. become available elsewhere54. Meanwhile, the total 
costs of owning a house can also be high. These include the house price, 
interest on mortgage, upfront down payments, legal fees and stamp duty for 
acquisition; quit rent and assessment tax; and other expenses for maintenance 
and depreciation of structure55.

51 Rohe et al. (2013)
52 Harkness and Newman (2003)
53 Hutchison (1994)
54 Blanchflower and Oswald (2013)
55 iMoney (2013)
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Home ownership is also not without risks. Although it is an asset, there is no 
guarantee that the price paid today will be the price it can be sold at in the 
future. A decline in house price can happen due to environmental factors such 
as floods, landslides and other types of natural disasters that can adversely 
affect the market value of houses. In countries prone to earthquakes, homeowners 
have to deal with not only possible damage to their homes but also repair costs 
while continuing to pay their mortgage even if the house is rendered inhabitable. 
From a longer perspective, changes in demographic trends such as an ageing 
population can affect the demand for certain type of houses due to a shrinking 
pool of potential buyers. Accordingly, this will also affect the house prices. 

Promoting home ownership as an equity strategy is a risky proposition especially 
in deprived areas, where most lower income households will reside. This is 
especially true for households that will spend more than 30% of their income 
in monthly mortgage instalments and associated housing costs. The general 
condition of the physical area will not bring forth any real capital appreciation. 
Most of these places will lose its value after the area suffers more degeneration 
due to lack of maintenance and area improvements. In order to overcome the 
equity risks of home ownership in low-income neighbourhoods, more allocation 
should be provided in terms of maintenance and improving connections to 
better transportations and amenities.

In another context, an exuberant property market backed by easy credit 
programmes from financial institutions, if not properly managed, could pose 
systemic risks which could affect agents in the real economy including 
homeowners. In some countries, home ownership policies are promoted to 
enable households to accumulate home equity over time or enjoy capital gains 
as the value of the house appreciates over time. This sometimes is done via 
initiatives that involve providing financial assistance for deposit payments or 
easing access to credit to help people to own a house. However, a lot of 
arguments for this rely on the assumption that house prices will remain steady 
or will rise. This is not always the case. The housing market does crash 
occasionally. The US sub-prime crisis has shown that loans extended at high 
financing costs to people who could not afford to pay are highly detrimental 
to the wider economy56.  

56 Jaffee (2008)
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A sharp correction in property prices will affect the asset values turning some 
mortgages into “underwater mortgages” i.e. a home loan with a higher balance 
than the market value of the home. In the event of a financial shock such as 
job loss, homeowners may face foreclosure when they fail to keep up with 
monthly mortgage payments. In addition, it can be financially challenging to get 
rid of the house if they cannot sell it at a price high enough to pay the balance 
of the loan. Unless they have cash to pay the loss out of pocket, continuous 
default on monthly repayments could result in homeowners being declared 
bankrupt. While breaking a lease on a rental unit is problematic, the stress and 
trauma caused by defaulting on a mortgage is much more serious57.

According to the Department of Insolvency Malaysia, a total of 132,543 
bankruptcy cases were recorded between 2008 and January 201758. Defaulting 
on a mortgage was the third highest bankruptcy reason after defaulting on hire 
purchase loans and personal loans. As at end of 2016, Malaysia’s household 
debt stood at RM1.1t or 88.4% of GDP59. This debt largely comprises 
borrowings for house purchases. Against the backdrop of high debt levels, rises 
in property prices that are not supported by fundamentals can be a potential 
source of risk to financial stability. Hence, it is always important to ensure that 
a sharp rise in house prices is curbed and people acquire houses at a fair 
market valuation. 

Renting allows mobility but tenants face risks
On the back of a deterioration in housing affordability, renting can be a 
practical solution to housing, at least for people who are presently not ready 
for the financial commitments related to home ownership60. Renting enhances 
people’s mobility by enabling them to be free to explore job opportunities in 
other cities especially for recent migrants. This then puts the impetus for other 
cities and towns to be as capable as Greater Kuala Lumpur to create jobs. 
Without this “pull factor” from other cities, the renting justification becomes 
weak for job mobility. 

57 Rohe et al. (2013)
58 Bernama (2017)
59 BNM (2017a)
60 Gilbert (2008)
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Apart from monthly rental payments, renting takes away the hassle of managing 
other costs such as the high entry fees involved in the home purchase process, 
yearly tax payments and house maintenance. It is also appealing to people who 
choose to channel their financial resources to other priorities other than buying 
a house. 

However, the downside of renting is that the tenant may run the risk of being 
evicted at the end of the contract or even before. With no proper regulation on 
rental price so far, the landlord could also raise the rental rate, often as much 
as they please, whenever the contract expires. 

Rental housing remains a neglected area in a broader national housing policy 
which often focuses on promoting home ownership. The lack of data on rental 
housing in the country perhaps serves as evidence for this observation.

Tenure Neutrality: Easier said than done
Renting should be a viable option for people to suit their lifestyle, but policy 
should not be shifted to the extent that renting is promoted and home 
ownership is discouraged. While renting is not the ultimate remedy to solving 
housing issues in the country, it is an important housing tenure option that 
contributes to a well-functioning housing market.

As such, renting should be promoted along, not in competition, with home 
ownership with the former not seen as an inferior choice. However, in order 
to have a secure long-term market, the prerequisite is an adequate supply of 
houses that are genuinely affordable. This is important since the lack of supply 
to meet demand could push up rent. Concurrently, regulations that govern 
matters related to renting and the rights of tenants and landlords can be 
strengthened to protect the interest of both parties. This may include an 
independent third party that safeguards the renters’ deposit while compensating 
the landlord with the collected deposit if the tenant breaches the tenancy 
contract. Similar to the Tribunal for Home Buyer Claims, a rental tribunal may 
be considered as a platform for both parties to refer their disputes at a  
cheaper cost.
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The aim of the policy should be to create a dynamic housing market that is 
flexible enough for people to go back and forth between owning and renting 
depending on their circumstances. It should accommodate people’s housing 
needs depending on their lifestyle at different stages of their life cycle. For 
example, individuals may prefer to rent when they are single, buy a house when 
they are married, renovate the house they own or move to a larger house when 
their family is expanding, sell it and buy a smaller dwelling when children move 
out to form their own household, and eventually withdraw the home equity by 
selling it to support expenses at retirement age and go back to renting. A well-
functioning housing market has to be one that eases households’ transition from 
one tenure to another. An effective housing tenure policy can facilitate people 
to move up the property ladder transitioning from social to private homes or 
owning a succession of properties over the years. 
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3.1 Introduction

In the open market, the interplay of demand and supply will determine house 
prices. The previous sections have discussed the detrimental outcome of reduced 
housing affordability to a significant proportion of society from unfettered 
housing market price determination. House prices have accelerated beyond the 
increase in household incomes. As shown in Figure 1.1, HPI CAGR was 3.1% 
from 2000 to 2009, 9.1% from 2009 to 2016, and 11.7% from 2011 to 2013. 
These extraordinary price escalations in house prices can rarely be compensated 
with average wage increments in the labour market.

Therefore, rapid price escalations are an outcome of market failure in the 
housing market. Corrections to the market will need to be introduced through 
government policies and regulations. The assessment of an efficacious supply-
side of the housing market will consider the following items:

• Market assessment: based on fundamentals and policy interventions; and
• Causal analysis and the housing delivery system: assessing the determinants 

for supply and price.

3.2 Market assessment

The section will start with the following market assessment questions: 
1) Is the current housing supply strategy sufficient to meet housing demand? 

Is there a strategy that preserves the affordability for the local populace? 
Are the physical planning documents providing guidelines for individual 
plots of land in coordinating the supply of housing?

2) Is the housing market correcting itself after the roll-out of government 
interventions? Are government interventions targeted to the right processes 
and stakeholders?
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3.2.1 Is the current housing supply strategy sufficient to meet 
housing demand?

The total existing residential stock in Malaysia’s formal housing sector as of 
2016 is 4,945,140 units. There are additional 829,687 units of incoming supply 
and 601,671 units of planned supply, bringing the current and future housing 
stock as of 2016 to 6,376,498 units. This compares with a total of 6,947,700 
households in 2016, which excludes non-Malaysian households. Based on 
census data, non-Malaysian households made up 7.0% of total private 
households in 2010 and is likely to have increased in 201661. Hence, on an 
aggregate level, this can lead to a shortfall in housing supply, readily exacerbated 
by the realities of multiple home ownerships, speculative behaviours and the 
existence of dilapidated housing stock.

The informal housing sector plays an important buffer in absorbing the 
additional demand. The high rate of Malaysian home ownership includes 
informal home ownership. The discrepancy between the 2010 Housing and 
Population Census’ estimation of housing stock and NAPIC’s data which only 
take formal housing into account shows that the former exceeds the latter by 
2.9m units in 2010, an indication of the number of informal dwelling62.

Of the existing residential stock, landed housing63 continues to dominate the 
market with a 70.4% share. High-rise housing64 has a 29.6% market share. 
However, this trend is reversing with the newer supply, i.e. incoming and 
planned supply, with landed housing declining to 61.4% and 60.1%, respectively, 
and high-rise housing increasing to 38.6% and 39.9%. This new trend reflects 
Malaysia’s increasing urbanisation levels and population densities that have 
induced more vertical development in concentrated spaces (Figure 3.1). There is 
also a reversing trend in low-cost houses and low-cost flats. Both made up 
21.9% of existing stock but is currently witnessing a decline in incoming and 
planned supply to 10.4% and 16.5% (Figure 3.2).

61 Inferences are made based on the increase in the number of non-Malaysian citizen population in the 2016 mid-year 
population estimates. Source: DOS (2017) and KRI (2018)

62 KRI (2015)
63 Landed housing includes terraced, semi-detached, detached and cluster houses as well as low-cost houses. 
64 High-rise housing includes condominiums, flats, low-cost flats and town houses.
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Figure 3.1 Housing supply in Malaysia, 2016

Source: NAPIC (2017b) and author calculations 
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Figure 3.2 Existing and future supply of low-cost house and low-cost flat in Malaysia, 2016
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The deterioration in overall housing affordability for Malaysia has prompted 
policy reactions from the government. The 10th Malaysia Plan introduced a 
new policy for the government to provide adequate supply of housing stock 
that is affordable to the middle-income group. This new policy runs concurrent 
with the existing policy of ensuring the supply of housing for the lower income 
groups remains adequate. Both policies will be carried through to the 11th 
Malaysia Plan. The government has committed to provide one million 
affordable homes by 2018 with 653,000 units targeted to be built under the 
11th Malaysia Plan. 
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The overall government’s housing supply strategy for the above objectives can 
be classified into the different types of houses, funding and regulations as 
detailed below:

1) Social housing
 These are housing development projects that are fully funded and developed 

by both State and Federal Governments. These are predominantly PPR and 
PAKR housing estates targeted for squatters, transit families and low-
income households. Housing tenure is predominantly renting, with a few 
schemes on ownership.

2) Low-cost and low-medium-cost housing projects
 These are projects that are provided by the private sector. This is mainly 

achieved through the imposition of quotas by the state government on 
residential development projects. Housing tenure is ownership.

3) Government-assisted housing programmes
 These are projects that receive assistance from federal or state governments 

e.g. financing, land concession, subsidies and exemptions from development 
charges. It includes creating housing that are affordable to both the lower 
and middle-income groups. Housing tenure is ownership.

4) Government quarters
 These are mainly federal and state government quarters for the civil service. 

Housing tenure is renting.

5) Cooperative housing
 These are housing development and built by cooperatives for their own 

members. Housing tenure is both renting and ownership.

Note: These classifications serve as a reference point only and there are incidences of both quotas (for low-income 
housing) and government assistance programmes (for example land concessions) present in one development project.
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The underlying principle behind the provision of large-scale houses that are 
affordable (both in terms of renting and ownership) by the public sector is to 
significantly increase the supply in the housing market, consequently bringing 
general house prices down. One of the major critics of this principle lies in the 
strategic direction of the policy. If the public sector is building the houses 
themselves, this can be deemed as an act of buffering the inefficiencies of the 
private sector, and therefore hinders the long-term development of the private 
supply sector to supply more homes that are affordable. On the other hand, 
if the policy brings together mechanisms to strengthen the private sector in 
supplying houses that are more responsive to the effective demand of the local 
populace, then it is a strategic direction to overcome a structural problem of 
inherent inefficiencies in the supply sector. 

Policies that support the private supply market to be more efficient and 
responsive to effective demand is more sustainable in the long-run for the 
country. Increasing the supply of houses to the tipping point of bringing house 
prices down has been used in other countries such as Indonesia, Thailand and 
India. However, the successful outcome of this strategy is contingent on the 
intrinsic characteristics of the country’s housing market and the efficiency of 
the government policy instrument and implementation agencies.

Currently, there appears to be several negative repercussions to this strategy as 
it is being implemented. Firstly, extending the policy coverage to the middle-
income group would effectively decree the government to strain its limited 
resources to provide housing for 80% of the population (both the B40 and 
M40). Set against the backdrop of fiscal constraints, the trade-off in providing 
for the middle-income group would mean less resources are available for the 
low-income group’s new housing stock. Even less resources would be available 
for neighbourhood rejuvenation and the maintenance of both the building 
stock and neighbourhood amenities. 

With government subsidy spread across a larger target group, subsidy per unit 
of household would be smaller unless the overall allocation increases 
significantly. Insufficient subsidy coupled with rigid low-price determination for 
affordable housing schemes would drive public and private developers to build 
at locations where land is cheap (and further away from economic centres), 
further affecting liveability and accessibility for prospective home buyers.
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Secondly, this strategy presumes institutional capability to deliver, target and 
monitor, without which, problems like mistargeting and delays could ensue. 
Some of the affordable housing schemes reached the T20 income group when 
the original intention was to target the middle-income group. This mistargeting 
includes financing schemes as shown in Figure 1.12. 

Data also show that from 2010 until 2016, despite the target of providing one 
million affordable homes by 2018, the sum of existing and future housing 
stock has only increased by 738,417 units (notwithstanding the fact that 
private sector development accounts for a large proportion of these units). It 
is important to benchmark the capability and capacity of the supply side 
industry to cater for this increased new target of supply for housing. The 
overall transacted stock in the market has been approximately 230,000 units 
each year since 2010 where new built only consists of roughly 20%65.         

Thirdly, as most of the affordable housing schemes are skewed towards home 
ownership, this has conflated, and to some extent convoluted, two housing 
policy objectives i.e. to assist those in need of access to housing as shelter 
versus assisting first-time buyers in all income brackets. These two policy 
objectives address very different constituents of society and require different 
strategies and amounts of funding and resources. Housing policy objectives 
need to be clear, backed by a clear demarcation of a) ineffective demand which 
constitutes both “needs” and “wants”; or b) effective demand (needs and 
wants that can be backed by households’ ability to pay). 

To estimate the social housing sector (i.e. addressing the “need” in ineffective 
demand), an assessment of core housing needs has to be conducted. One 
possibility is to use state median income as a reference, adjusted for items such 
as; household size, regional cost variations and minimum housing standards. 
Preliminary results show that there are 20% of households in Malaysia who 
are earning below the proposed qualifying income of 60% below the median 
income. There are state variations once the state median incomes are calculated 
and utilised as a target reference for “needs” assistance (refer to section 2.2.1). 

65 The average number of primary and secondary transactions between 2010 and 2017 were approximately 40,000 and 
190,000, respectively. Source: NAPIC (various years)
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Therefore, the government’s housing supply strategy has moved beyond 
providing for core housing needs to addressing the “wants” (ineffective 
demand) and effective demand of the M40 and bordering to the T20 
households of the country. This was done predominantly due to the 
unaffordability concerns experienced by a large segment of society due to the 
low numbers of affordable homes being supplied through the private supply 
market channels. 

While having a government that supplies nearly 90% of the housing stock is 
not necessarily unwarranted nor unprecedented (e.g. Singapore, though this is 
more due to geography and resources), it requires a different set of institutional 
capabilities and resources (for example, strong financial coffers, significant land 
ownership coverage, technological know-how and data monitoring) for the 
public sector and semi-public entities to take on the direct provision of housing 
or even to drive these schemes within a public-private partnership route.

The alternative strategy is to limit and consolidate the public housing provision 
around core housing needs. This segment will include those in poverty and 
beyond (refer to section 2.2.1 for the demarcation) but not to cater for home 
ownership for the middle-income households. The government will be able to 
limit its fiscal commitments to the social sector and ensure good quality 
housing with proper neighbourhood amenities are present at deprived areas. 

This will require the integration and coordination of supply at more granular/
local levels i.e. state, district or local authority area. The structure and local 
plans can play a stronger role by embedding the supply of housing within an 
overall locational strategy of connections to other sectors such as transportation, 
health and educational services, recreational spaces and others. The strategy to 
localise the coordination of supply with a direct focus on core housing needs 
will be a better priority in the medium-term, given the current institutional 
arrangement and capabilities.

However, coordination of housing supply by state governments is partially 
hampered by the presence of multiple housing schemes at federal and state 
levels, each with their own established targets, database and key performing 
indicators. These agencies do not provide the appropriate supply of housing 
collectively according to the respective spatial levels but develop housing 
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projects based on their firms’ respective individual targets. These individual 
targets furthermore might not be aligned to the general physical planning of 
the area. The appropriate level or scale for coordinating housing supply should 
be at the local council (or at multiple local councils in the case of housing 
markets in conurbation sites—refer to Section 4: Spatial Analysis), with more 
penalties in place for firms to adhere strictly to the planning document.

3.2.2 Is the housing market correcting after the roll-out of 
government interventions in addressing market gaps?

Housing turnover rates66 give an indication of the overall housing market 
(primary and secondary), especially in gauging market activities in the 
affordable housing segment, and how this plausibly relates to the effectiveness 
of the government’s demand and supply-side measures of stimulating the 
affordable housing market through incentives and direct provision.

Overall, housing turnover has peaked twice, once in 2004 (4.2%) and then 
in 2011 (4.8%) after a gap of seven years. Housing turnover has been on a 
decreasing trend since and it was at its lowest in 2016 (3.2%). See Figure 
3.3 below.

In terms of composition, housing turnover for prices below RM500k and 
RM250k formed 98% and 91% of total turnover respectively in 2002. 
However, the share of housing turnover below these price ranges have 
decreased since, with housing turnover below RM500k decreasing to the 
lowest point at 83% in 3Q 2014 and housing turnover below RM250k 
dropping to the lowest at 52% in the same period. This is an indication that 
the market has been increasingly active in transacting the more expensive 
housing segments. 

Nonetheless, there are early signs that a gradual recovery is on the way, with 
housing turnover below RM500k increasing to 84.3% in 4Q 2016 and 
housing turnover below RM250k increasing to 58.2%. It is indicative that 
market activities in the lower-priced segments are picking up, albeit gradually.   
The impact of government interventions on housing turnover in the right price 

66 NAPIC (n.d.b). Housing turnover rate is calculated using the following formula:
 Transactions/(Existing Stock + Incoming Supply + Planned Supply)  
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segments can be further enhanced by revisiting the design of moratoriums 
which moderate prices but slow down housing turnover. An optimally designed 
moratorium period should prevent speculation while allowing homeowners 
access to their housing equity when needed. 

Figure 3.3 Quarterly housing turnover rates in Malaysia, 2002 – 2016
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The inverse of the housing turnover is the average holding period of the 
housing stock67. This can be a crude estimate of the average holding period for 
a given housing turnover at a point in time based on the assumption that all 
other things remain constant (ceteris paribus). For example, if housing turnover 
is 10% in a particular year, assuming all else remains constant, it will take an 
average of 10 years before the entire housing market is transacted. Hence, the 
average holding period in this case is 10 years.

67 Bloxham, McGregor and Rankin (2010)
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For Malaysia, the average holding period at its peak in 2011 was 20.8 years 
but with housing turnover slowing down since (see Figure 3.4), the average 
holding period was at 31.4 years in 2016. The mean of the average holding 
period for 2002 – 2016 is 25.5 years, although it is more accurate to look at 
the range of average holding periods by year to gauge Malaysia’s housing cycle 
given the assumptions behind these calculations. 

Figure 3.4 Annual housing turnover rates in Malaysia, 2002 – 2016
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3.3 Causal Analysis

To further analyse the causal factors driving the supply rigidities highlighted 
above, four sets of supply shifters are discussed i.e. productivity, land, profitability 
and regulations. Further analysis is conducted on potential rigidities in the 
housing delivery system that have an impact on supply and prices, as well as 
the role of valuation in determining house prices and affordability.   

3.3.1 Productivity

Productivity is a key factor in determining supply responsiveness. DRN 2013 
– 2017 recognised this, dedicating an entire thrust to improving the quality and 
productivity of housing development. The three policy statements that support 
the thrust are centred around the production of skilled workers, the establishment 
of standards and the use of quality local building materials.    
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Using DOS’ Economic Census on Construction 2011 and 2016, two indicators 
of labour productivity in Malaysia’s residential construction sector were 
constructed—value added per employee and total output per employee—to 
assess the effectiveness of initiatives undertaken in improving productivity levels. 
Both indicators show labour productivity growth for the period 2010 to 2015. 
Value added per employee grew by a CAGR of 8.4% while total output per 
employee grew by a CAGR of 8.0% (see Figure 3.5). This is consistent with 
national productivity growth in the residential construction sub-sector, growing 
at 12.9% in 2016 surpassing the 11th Malaysia Plan target of 9.6%68. 

Figure 3.5 Labour productivity growth in Malaysia’s residential construction sector, 2010 and 2015
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However, two caveats apply here. First, labour productivity calculations exclude 
the number of undocumented foreign workers, which, if included, may lower 
productivity levels. Second, labour productivity is calculated over number of 
employees instead of number of hours worked. This means that productivity 
improvements could be the result of more hours put in per worker rather than 
a function of skill and efficiency improvements.        

68 MPC (2017)
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Figure 3.6 below shows that the skill composition of the residential construction 
sub-sector in Malaysia has not changed much from 2010 to 2015 despite 
improvements in labour productivity. The percentage of highly skilled workers 
increased marginally from 6.3% to 8.7% while the percentage of semi-skilled 
workers decreased from 91.9% to 88.0% and the percentage of low-skilled 
workers increased from 1.8% to 3.3%. 

Figure 3.6 Skill composition of the residential construction sub-sector, 2010 and 2015
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This indicates that measures to induce structural change in the industry have 
not been effective. Industrialised Building System (IBS) building materials only 
formed 1.5% of total building material costs in 2010 and this increased 
marginally to 2.5% in 2015 although DRN 2013 – 2017 action plans encourage 
the use of IBS in both public and private housing projects.      

In addition, the breakdown of the total costs of production can be used as a 
proxy to determine whether a structural shift to IBS in the industry has 
occurred. The transition towards IBS can be inferred from an increase in non-
land capital expenditure, however, the figures for 2010 and 2015 have remained 
largely the same. Capital expenditure in Figure 3.7 and Figure 3.8 is calculated 
for the construction sector as a whole whereas the cost of building materials as 
well as salaries and wages paid are calculated only for the residential construction 
sub-sector, accentuating the fact that the impact of a structural shift towards 
IBS is still insignificant.

KHAZANAH RESEARCH INSTITUTE 86

A SUPPLY-SIDE ANALYSIS OF THE HOUSING MARKET
SECTION 3



Figure 3.7 Cost composition of the residential construction sub-sector, 2010
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Figure 3.8 Cost composition of the residential construction sub-sector, 2015
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One of the key insights drawn from this is that the source and quality of 
productivity matters more when it comes to shifting the supply curve to the 
right and increasing its elasticity. The focus on the production of skilled 
workers to meet industry’s demands may not be sufficient to drive supply 
forward in DRN 2018 – 2025 without a transition to a higher level of 
technological adoption. In other words, policy must be oriented towards the 
creation of demand for skilled workers to support a different technological 
platform, e.g. IBS and other modern construction methods.        

3.3.2 Profitability

The lack of data on gross development cost (GDC) and gross development 
value (GDV) limit a more disaggregated analysis on the drivers and nature of 
profitability. Hence, to analyse company profits, several components that make 
up profit, specifically the gap between housing prices and construction costs are 
observed. Data from CIDB and NAPIC indicate that house prices in Malaysia 
have almost doubled since 2008 when construction costs—labour, material and 
machinery & equipment—have increased only slightly in the same period (see 
Figure 3.9). The disproportionate increase in these variables suggests either 
increasing profit margins, land prices or regulatory costs.

The expected profit margin for a proposed housing development is calculated 
using GDV and GDC during the feasibility study stage of a project. Developers 
would require newly proposed developments to meet a certain profit margin as 
part of their financial strategy. Some industry players augment the profit margin 
in their GDC estimations to factor in various risks and uncertainties surrounding 
their development projects to ensure profits. 

To address the low take-up rates to build low-cost and low-medium-cost 
housing by private developers, it is important to understand better what 
constitutes a reasonable profit margin for housing development across different 
price segments and to build multi-stakeholder consensus around these expected 
profit margins. This would enable better design of policies and incentives that 
will accommodate the needs of house buyers and support profit69 goals of 
private developers. However, this will require more data disclosure on GDC 
and GDV that is facilitated by transparent but confidential processes. 
 

69 Subjected to Price Control and Anti-Profiteering Act 2011
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Figure 3.9 Index of house prices and construction cost, by state, 2008 – 2016

2008 2009 2010 2011 2012 2013 2014 2015 2016

HP K. Lumpur
HP Selangor
HP N. Sembilan
HP Melaka

Material cost
Labour cost

Machinery & 
Equipment cost

Machinery & 
Equipment cost

Machinery & 
Equipment cost

Machinery & 
Equipment cost

HP Sabah

Material cost

Labour cost

Labour cost

HP P. Pinang

HP Perlis
HP Kedah

Material cost
Labour cost

HP Sarawak

Material cost

220

200

180

160

140

120

100

80
2008 2009 2010 2011 2012 2013 2014 2015 2016

220

200

180

160

140

120

100

80

2008 2009 2010 2011 2012 2013 2014 2015 2016

220

200

180

160

140

120

100

80
2008 2009 2010 2011 2012 2013 2014 2015 2016

220

200

180

160

140

120

100

80

2008 = 100

HP = House Price
Source: CIDB (n.d.), NAPIC (n.d.a) and author calculations

KHAZANAH RESEARCH INSTITUTE89

A SUPPLY-SIDE ANALYSIS OF THE HOUSING MARKET
SECTION 3



Figure 3.10 Number of offences under Act 118, 2010 – 2016
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The profit and loss report plays an important role to unfold the cost of housing 
production. Figure 3.10 shows that there is an increasing trend in the number 
of offences committed by developers under the Housing Development (Control 
and Licensing) Act (Act 118), a statute that regulates the formal housing 
industry in Malaysia. The number of offences increased from 343 in 2014 to 
440 in 2015 and rose to 667 in 2016. According to Jabatan Perumahan Negara 
(JPN), the most common offences were cases where developers failed to submit 
an audited financial account and housing projects’ progress report to JPN. 

3.3.3 Land

Land at desirable locations for housing development is typically expensive and 
limited. The shortage of suitable land is especially more pronounced in urban 
and densely populated areas, resulting in higher land prices and house prices70. 
This is exacerbated by time-consuming land processing matters such as site 
possession and development approval, land conversion, land subdivision and 
issuance of land titles which require lengthy processes and commonly cause a 
delay71. Delay in any of these processes is reflected in the costs incurred by 
housing developers that are then passed on to consumers in the form of higher 
house prices.

70 Grimes and Aitken (2010) and Kamal et al. (2016)
71 Tan (2011)
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There is also a relationship between speculation, land price and house price. If 
there is speculative room for the GDV to increase, property developers would 
not mind bidding a higher land price because they could generate more income 
with the higher land cost. Hence, in a freely functioning residential land market, 
land prices are residually determined by house prices and total construction 
costs (including normal profit)72 as well as speculative activities.

Due to these limitations and other market factors, the location of subsidised 
housing facing a budget constraint is often scattered in the outer urban fringe 
where land prices are relatively lower. While this is not a problem specific to 
Malaysia, increasing urbanisation pressures on land prices will require effective 
utilisation of spatial planning instruments specific to Malaysia’s federalism 
context to set aside suitable land for subsidised housing in line with its medium-
to-long term development planning. 

Beyond having a spatial plan to guide housing development, having a strategic 
land bank is also an especially important factor for social housing, government 
assisted housing and government quarters. The scarcity of suitable land for 
subsidised housing will lead to the creation of housing developments that are 
primarily based on cheap, non-strategic land. These houses are built on land 
that do not possess the requisite variables of a good habitat for households 
(proximity to schools, work places and recreational services) and therefore are 
not demanded. Housing development that are delinked from demand further 
exacerbate the mismatch in the housing market.    

Land matters are under the authority of state governments as stated in the 
Federal Constitution whereas the federal government is responsible for 
formulating policies and regulations for housing development. Public low-cost 
housing programmes are often funded and implemented by the federal 
government while the state governments are responsible for identifying available 
state land for housing development as well as selecting the buyers73 and renters.  

72 Harvey and Jowsey (2004)
73 Syafiee Shuid (2016)
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This points to the pivotal role of federal-state coordination in land provisioning 
as a determinant of housing supply. The instrument in this process is the set of 
physical plans that are prepared at both national and subnational levels. In 
identifying suitable and available land for new housing development, the state 
governments will refer to the state structure plans and district local plans that 
are in adherence to the federal government’s National Physical Plan. 

The state structure plans are a prominent reference point for the state government 
to identify land suitable for housing, which may differ according to housing 
type. The determination of land use in the local plans and the state structure 
plans is usually based on land availability, housing needs and medium-to-long 
term demand forecasting. Various criteria are considered e.g. distance to 
workplace, schools, retailing outlets and public transportation stations. 

Due to data constraints and limited information received on land matters, 
further research and consultation are required to better understand challenges at 
subnational levels pertaining the use of structure and local plans as instruments 
to address the core issue of land suitability for public housing projects. 

3.3.4 Regulations

Planning Approval
Delays in obtaining approvals are important because they have implications on 
the supply of housing and house prices. In the event where there is a growing 
demand for housing, but supply is slow to respond due to delays in approvals, 
house prices in general will increase due to limited supply. The delays can also 
contribute to rising house prices due to increases in the holding cost of a 
development. These will then translate into housing affordability problems.  

A development proposal is subject to various guidelines and approvals from 
different departments and personnel at the local and state authority levels. 
These are important in ensuring that the proper use of land is achieved, town 
and cities are developed based on proper planning, minimum standards of 
building are met, and construction work does not damage the development and 
surrounding areas74. 

74 Khairuddin (2002)
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The One Stop Centre (OSC) is a centralised platform to coordinate the 
submission of documents related to development approvals that was introduced 
by the federal government in 2007. The establishment of the OSC is one of the 
initiatives to improve development approval processes at all local authority 
levels. The OSC coordinates the submission of development applications but 
also standardises the approval processes for development proposals that used to 
vary from one division to another and from one local authority to another.

Before the introduction of the OSC, a development approval would require four 
types of application to be submitted separately and in a staggered manner75. 
These applications were (listed following the hierarchy):

1) Application pertaining to land matters
2) Application for planning permission
3) Application for building plan 
4) Application for earthwork plan, road and drainage plans

Hence, the approval process would take a long time because it required 
applicants to wait for one application to be approved before moving on to the 
next application. For example, a planning permission would be needed before 
a submission of application for building plan could be made. With the OSC, a 
shorter time frame to acquire a development approval can be expected as the 
four applications can now be submitted simultaneously. 

According to the OSC system, the time frame for the entire approval process 
is 92 working days for an area without a local plan and 67 working days for 
an area with a gazetted local plan76. However, this only serves as a guideline 
and states or local authorities can adjust the threshold to suit the local context. 
In Pulau Pinang, the time frame is 108 days77. 

The most recent version of the system is OSC 3.078. The updated system 
introduced a pre-consultation phase as the first stage of the approval process. 
The pre-consultation phase is where applicants are informed of the requirements 
set down by water operators, Tenaga Nasional Berhad (TNB), Malaysian 

75 Abdullah et al. (2011)
76 Rehda Institute (n.d)
77 Based on engagement conducted by the research team with the housing authority of Pulau Pinang
78 REHDA (n.d)
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Communications and Multimedia Commission and land offices. Applicants 
receive a technical report that contains technical requirements set by these 
agencies to guide the formal development proposal submission. However, the 
technical report is only valid for six months after its issuance. If there is no 
formal submission within six months, another pre-consultation phase must be 
carried out and the requirements set in the pre-consultation phase can change 
from the initial ones set for the same development plan.

Even with all the improvements in the planning approval process through the 
OSC, a faster development approval process does not necessarily mean that the 
supply of housing will increase because planned supply i.e. projects that have 
received a development approval may not realise into housing starts or incoming 
supply. In 2015 and 2016, there were 568,937 and 601,671 units of planned 
supply respectively, but only 142,961 units (25.1%) in 2015 and 121,326 
(20.2%) units in 2016 were translated into housing starts. 

A centralised and systematic system for the submission of development proposals 
like the OSC portal needs to be accompanied by development plans that 
comply with development guidelines and technical requirements. This is 
important to avoid rejections of development proposals causing applicants to 
redesign and resubmit the proposals, and thus, lengthening the approval process. 

Approval process notwithstanding, planning permission can be renewed once 
it expires without affecting the permit and licensing so there is no motivation 
for developers to sell or build faster even after they have received development 
approval. Some developers may instead speculate and wait for the market 
value of the development area to rise before proceeding to sell/launch their 
housing projects. 

In addition, the Advertising Permit and Developer’s License (APDL) can be 
submitted for renewal with higher house prices for the same project plan. It is 
estimated that around 30% of developers who submit applications for APDL 
renewal increase the price of their housing units. Notwithstanding that, there 
were a few cases where developers applied to increase house prices a year after 
the housing units were launched79.  

79 Based on the engagement of the research team with JPN
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The OSC portal was established to monitor the progress of the development 
proposal submission process, subject to approvals from various agencies. The 
design and technicalities of the OSC portal can be further enhanced to facilitate 
better access to information. Additional columns could be systematically and 
easily added to collect value-added data points.

Compliance and contribution costs
Meanwhile, industry players have always argued that complicance and 
contribution costs are among the key challenges in the housing development 
business as they constitute a large component of the housing development 
costs80. Due to lack of data, this claim cannot be verified.

On compliance costs, the Town and Country Planning Act 1976 allows state 
and local authorities to develop rules and provisions for development charges. 
These costs include, but are not limited to, premium charges for conversion of 
land use, conversion of land titles, charges for increasing plot ratios and 
processing fees.

These costs and requirements are established by the local authorities to ensure 
that development is carried out with proper planning principles and procedures. 
Statutory compliance ensures the proper use of land and regulates the standards 
of buildings.    

The state authority may also exempt developers from paying any development 
charges, subject to the terms and conditions specified by the state authority. 
This means that state and local authorities may waive development charges by 
requiring developers to provide low-cost housing units or fulfil any other social 
and environmental standards or objectives.

The fees collected are channelled into various trust accounts for different 
purposes such as allaying administrative costs and providing infrastructure and 
public facilities for a development project. For example, a development proposal 
that changes the plot ratio and increases the density of an area would require 
local authorities to provide and maintain public places and transport systems to 
accommodate the increased population. 

80 Cagamas (2013)
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On contribution costs, developers have claimed that contribution costs to utility 
and service providers are contributing to the rising costs of housing development 
projects81. The issue was also highlighted by the National House Buyers 
Association recently82.

The issue revolves around the argument that utility service providers such as 
TNB, Telekom, Syarikat Bekalan Air Selangor Sdn Bhd and Indah Water 
Konsortium are private, profit-making companies. Yet, these companies still 
charge developers for infrastructure and other capital contributions and require 
home buyers to pay for monthly services. 

Utility providers are also among the agencies that set the technical requirements 
for applicants in their development plans. Privatisation of these utility providers 
may put them in a case of potential conflict of interest when they charge fees 
for determining the requirements for a development plan. 

While these criticisms have raised a valid concern that should be considered, it 
should also be noted that compliance and contribution costs are only a small 
fraction of the overall costs of a project. Contributions to privatised utility 
companies range between 2.0% and 5.0% of total development cost83. Hence, 
it remains an empirical question whether a reduction in compliance and 
contribution costs would result in a significant reduction in house prices if 
utility service providers were to absorb the costs. 

 

81 Yam (2014)
82 House Buyers Association (2011)
83 Cagamas (2013)
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Box 3.1 Are “Tiny Homes” a panacea for Malaysia’s housing challenges?

There is no clear definition on Tiny Homes, but in general tiny homes units 
range from 100 to 250 sqft and have basic amenities such as a kitchen, and 
a place to sleep and shower84. They are also frequently denoted as tiny 
houses, a boat-sized houses, container houses and mobile homes.  

Despite comprehensive modular design and innovative materials used in its 
construction, the concept of Tiny Homes is based on the principle of making 
housing smaller to make it cheaper and faster to build compared to other 
houses that are available in the market. Some of the houses are also mobile. 
To accept this kind of programme as a national housing agenda, first and 
foremost, the design of Tiny Homes must be evaluated according to Good 
Quality Housing Standards. This should serve as a benchmark to determine 
whether the size and concept of Tiny Homes is acceptable and needed by 
the people. 

The development of Tiny Homes must also be regulated in order to ensure 
that it does not contradict any applicable laws. Hence, it must comply with 
local development regulations and associated technical requirements. The 
potential legal considerations regarding Tiny Homes might range from the 
specification of the housing units to the legality of where the homes are 
located since they may share similar land issues with illegal settlement. This 
is essential to ensure that the quality of Tiny Homes is not downgraded, 
land is properly administered, and it will not create another fiscal burden to 
manage these houses. 

It is also necessary to understand the need for Tiny Homes and the like 
within the national housing agenda. The focal housing issue in Malaysia is 
affordability. As outlined in Making Housing Affordable, making the supply 
side of housing sector more productive through the adoption of construction 
technology may be the key to making the housing market affordable. This 
will help to improve efficiency and lower construction cost in housing 
production, translating into the reduction of house prices. Meanwhile, other 
countries that promote the Tiny Homes concept have different housing

 84

84 Leila and Abbilyn (2014)
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needs. For example, the US was responding to the subprime-mortgage crisis 
whereby a lot of households were jobless and lost their homes overnight85. 
In Georgia, the tiny house (also identified as individual family cottages) 
movement was responding to the displacement of victims of the Russian-
Georgia conflict in 200886. Additionally, the idea of tiny houses being 
used to house refugees has been accepted as a global agenda87. This 
policy was initiated in other countries to prevent the standards of living 
of the people from declining further by addressing very specific challenges. 
It is unclear at this stage whether Tiny Homes is the panacea for 
Malaysia’s housing challenges. 

3.4 Housing Delivery System 

3.4.1 From sell-then-build (STB) to build-then-sell (BTS) system

STB system
For the past few decades, the STB system has been used as the dominant mode 
of delivering houses in Malaysia. The STB system refers to a system where 
houses are sold before they are built or sold during the construction stage. 

The STB system was considered a practical solution for developing countries 
like Malaysia in increasing the nation’s housing stock in a relatively short 
period of time. With the exception of the 4th (1981 – 1985), 5th (1986 – 1990) 
and 9th (2006 – 2010) Malaysia Plans when an economic downturn caused 
both public and private sectors to perform below target, a review of the other 
Malaysia Plans reveals that both sectors exceeded the housing target set in each 
plan using the STB system (Table 3.1). The STB system has also been useful in 
generating growth and employment, and meeting social needs such as fulfilling 
the requirements of low-cost housing.

858687

85 Ibid.
86 UNHCR (2010)
87 Michele and Lindsay (2016)
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Table 3.1 Housing sector performance under Malaysia Plans

Malaysia Plan Target (units)
Achieved (units)

Public Sector Private Sector Total

1st (1966 – 1970) n.a. n.a.

2nd (1971 – 1975) n.a. 86,076 173,734 259,810

3rd (1976 – 1980) n.a. 121,510 362,680 484,190

4th (1981 – 1985) 923,300 201,900 204,170 406,070

5th (1986 – 1990) 701,500 97,126 203,802 300,928

6th (1991 – 1995) 573,000 84,542 562,918 647,460

7th (1996 – 2000) 800,000 121,624 737,856 859,480

8th (2001 – 2005) 615,000 188,669 655,374 844,043

9th (2006 – 2010) 709,400 110,800 448,200 559,000

10th (2011 – 2015) n.a. n.a. n.a. n.a.

11th (2016 – 2020) 653,000* n.a. n.a. n.a.

*Note: Targets for public affordable housing only as stated in Strategy Paper 6 of the 11th Malaysia Plan. 
Source: EPU (various years) 

Despite its success, the STB system has triggered a number of problems for 
house buyers. One of the major issues with the STB system is the risk 
imbalances amongst house buyers, developers and financiers. Under the STB 
system, the duty to finance the housing development is assumed by house 
buyers via bank loans that they have to take up at the point of signing the 
purchase agreement. In this regard, buyers are forced to bear excessive risk 
which are not within their control, especially during the construction period. 
The most serious consequence of this occurs when the project is abandoned. 

KPKT has identified several causes for the abandonment of housing projects 
and the problems faced by the developers, as follows:

• Weak financial management and project administration by developers
• Low take-up rate for launched project leading to failure in achieving its 

profit target
• Lack of robust analysis on the return on investment
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A housing project is abandoned when88:

• The projects are not completed within or later than the delivery date stated 
in the first Sale and Purchase Agreement and no significant activity is noticed 
at the construction site for six continuous months, or 

• The petition for winding up has been registered in the High Court under 
Section 218 of the Companies Act 1965 or other related laws, or 

• The licensed housing developer is wound up and placed under Receivership, 
Liquidation, or 

• The Malaysia Department of Insolvency or licensed housing developer has 
notified the Housing Controller in writing that they are unable to continue 
further with the development of the project, or

• KPKT has certified under Section 11 (1) (c) of Housing Development 
(Control and Licensing) 1966 (Act 118) that the housing project is an 
abandoned project. 

According to the 6th Malaysia Plan, as at 1990, there were 277 abandoned 
projects involving 63,560 units of houses and 36,130 house buyers. The 
estimated value of the projects was RM3.6b. More recently, an average of 95 
private housing projects per year were categorised as “abandoned” between 
2010 and 2016 (Table 3.2). This involved an average of 21,628 buyers a year. 
Despite law enforcement, abandoned cases do not show a decline. For example, 
in 2016 new abandoned cases were reported to be 26 projects compared to 11 
projects in 2015.

88 JPN (n.d.)
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Table 3.2 Statistics of abandoned project, 2010 – 2016

Year Total No. of 
Projects

No. of Abandoned 
Projects as at 

Year End

No. of House 
Units No. of Buyers

2010 1,484 161 50,605 32,848

2011 2,809 116 42,363 28,579

2012 3,580 95 37,252 26,124

2013 3,767 87 32,710 23,572

2014 3,764 67 24,726 17,468

2015 3,888 68 16,419 11,465

2016 3,130 74 16,036 11,339

Source: JPN (various years)

Additionally, the problems associated with housing delivery under the STB 
system are even more serious if the “delayed” and “sick” projects are also 
considered. Under the STB system, the delivery periods for the promised 
homes are specified to be 24 months for landed housing and 36 months for 
strata development. 

However, changes in environmental factors or mismanagement during the 
construction phase can cause the projects to not be able to meet the delivery 
timeline. This leads the project to be classified as delayed or sick. JPN defines 
a project as delayed when the gap between the actual work-in-progress and the 
work scheduled is between 10% and 30%. Meanwhile, a project becomes a 
sick project when the said gap is more than 30%, or the projects fail to be 
completed in the construction period. 

Between 2010 and 2016, the average number of delayed and sick projects was 
reported to be around 260 projects on average per year. This involved an 
average of 30,053 buyers per year (Table 3.3).
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Table 3.3 Statistics of delayed and sick projects, 2010 – 2016

Year Delayed No. of Buyers Sick No. of Buyers

2010 43 2,774 228 27,368

2011 50 4,764 235 25,511

2012 40 2,187 216 20,484

2013 43 8,153 204 19,016

2014 51 5,302 165 24,018

2015 51 8,095 150 17,765

2016 77 11,653 269 27,282

Source: JPN (various years)

Delayed, sick and abandoned projects have many negative ramifications, 
especially to home buyers. The STB system requires home buyers to pay a 
down payment and continue with the progress payments as construction reaches 
certain milestones i.e. 10; 10; 15; 10; 10; 10; 5; 5; 5; 12.5; 2.5; 5 in % (from 
first 10.0% payment or the Sale and Purchase Agreement date) while waiting 
for the completion of construction. When construction progress is not timely, 
this has financial implications for the buyers since they have to continuously 
pay the monthly loan instalments to the bank while bearing the cost of their 
presently occupied home. Despite the delays, under the current regulation 
buyers are not allowed to withdraw from the purchase agreement but only have 
the right to be compensated for late vacant possession after the construction of 
the houses is completed. In the case of abandoned projects, the financial 
implications for the buyers are even more worse off since they would have used 
up their savings for the down payment but will in evidently be saddled with a 
huge debt without owning the desired house.

The other visible impact of the STB system is on government spending. Fiscal 
allocation has to be made to revive the abandoned housing projects by giving 
incentives for other private developers to resume work. The government has 
spent a total RM219m between 2011 and July 2017, or on average around 
RM33m per year to revive abandoned housing projects. This involves rebuilding 
32 projects which constitute 5,827 houses and 5,079 house buyers.
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Table 3.4 Statistics of revived abandoned projects through government funding, 2011 – July 2017

Year No. of Projects Housing units Buyers Amount of spending
(RM ‘000)

2011 5 334 282 14.5

2012 7 1,123 1,003 51.4

2013 7 1,278 1,146 50.3

2014 6 1,957 1,664 45.1

2015 5 989 872 40.8

2016 1 50 41 2.7

July 2017 1 96 71 14.8

Total 32 5,827 5,079 219.5

Source: JPN (2017a)

Apart from the problems above, house buyers under the STB system are also 
exposed to the risk of non-compliance with the specifications agreed upon in 
the Sale and Purchase Agreement. This may include poor quality workmanship 
and defects of the completed units. In 2016 there were 1,124 cases of defect 
and damage reported to the Tribunal for Home Buyer Claims. Of this, 665 
were reports of completed units that did not follow Sale and Purchase 
Agreement specifications and 155 were regarding wall and floor problems89. 

Finally, given current housing needs where supply of affordable housing needs 
to be increased, another weakness of the STB system is that it does not provide 
incentives for the modernisation of the construction industry. As pointed out in 
the productivity section above, measures to induce a structural shift in the 
industry towards higher technological platforms e.g. IBS or other proprietary 
systems have not been successful. This is because the nature of the STB system 
allows developers to sell first, lock in profit and then have two or three years 
before delivering the houses. There is no incentive to build houses faster with 
better technology since the profit is already locked in from the start. Hence, IBS 
incentives to speed up the completion of houses are irrelevant as a result of the 
STB system. 

89 KPKT (2017a)
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The BTS system
Realising the inherent weaknesses of the STB system, the government announced 
in 2007 the implementation of an alternative housing delivery system: BTS. 
This system requires housing developers to bear the construction costs. With 
the BTS system, an adequate level of capital is crucial before a developer can 
enter the market and initiate a project. Without upfront capital, developers are 
required to demonstrate robust creditworthiness to be entitled for credits from 
financial institutions.

Two variants of BTS systems are available. First is the 100% BTS system. A 
100% BTS system essentially means that the housing project must be completed, 
including obtaining the Certificate of Completion and Compliance (CCC), 
before developers are allowed to move into the sales and marketing phase. 
House buyers are required to make a down payment (10.0% of purchase price) 
only upon the signing of the Sales and Purchase Agreement. 

Second is the BTS 10:90 system. The government announced in 2012 that this 
is mandatory from 2015. The BTS 10:90 system involves a 10.0% deposit upon 
the signing of the Sales and Purchase Agreement, but the remaining 90.0% of 
the purchase price is only payable upon completion of the project and the 
issuance of the CCC. The 10% is paid to lawyers acting as stakeholders and 
the sale is “locked-in”. From the house buyers’ standpoint, the system is still a 
STB model as houses are still yet to be built or completed at the time of the 
signing of the Sales and Purchase Agreement. The substantial difference is that 
buyers are better protected (would only be burden with the loss of the 10.0% 
deposit) if the developer fails to complete the project or abandons the project.

The BTS system can be considered a more orderly concept to deal with errant 
housing developers, to speed up house delivery with improved housing quality 
and to remove project failure risks from house buyers.

Implementation of BTS 100 and BTS 10:90
Although there has been an announcement by the government to make the BTS 
10:90 system mandatory from 2015, the implementation has been very slow 
with low take-up rates by developers. Of the 4,194 new housing project licenses 
issued from 2013 to 2016, only 111 housing projects were registered under the 
BTS 10:90 system.
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One of the common reasons cited for the lacklustre take-up is the lack of 
capital for developers to implement housing projects under such a delivery 
system. Developers usually have to obtain financing from inception to the 
completion stage from financial institutions. The implementation of the BTS 
system is also often touted as a challenge for small developers, especially 
affecting small scale housing development in rural areas due to limited 
financial capacity. 

However, according to BNM90, the banking system has the financial capacity 
and has been supportive of housing developers by extending bridging financing 
(for STB system) or project financing (for BTS system) to qualified developers 
undertaking viable housing projects. At present, financing extended by banking 
institutions to developers and housing contractors are generally for the purchase 
of land and building (41.0%), working capital (37.0%), construction (14.0%), 
purchase of other assets (non-land/building) and other purposes (8.0%).

As for the impact on small scale developers, arguably the viability of the BTS 
system and the BTS 10:90 system depends not only on the scale of the 
developers but also on the scale of the projects. This means that even for small-
scale developers, a project will still be viable under the BTS system if the scale 
of the project reflects the company's capital and technical capacities.

One of the many concerns in pushing forward with the BTS system is the 
impact on price. Under the BTS system, the developers will face higher holding 
costs in terms of interest payments for financing they need to take up for 
contruction. Unlike STB, the BTS scheme will not receive any progressive 
payments during construction. Payment will only be received when the houses 
are completed and delivered to buyers. This cost is expected to be passed on 
to buyers in the form of higher house prices.

This contrasts with the current practice under STB where the progress payment 
enables developers to minimise cash flow problems during construction period 
while avoiding the project financing cost that they may have to undertake on 
the back of insufficient capital. In return, some argue that the selling price 
during the launching date might be lower to attract buyers.

90 BNM (2017d)
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However, the concerns that the BTS system would increase house prices remains 
questionable. Based on observations by JPN91 on existing projects executed 
under the BTS system, the prices offered under the current BTS 10:90 are found 
to be almost the same as what were offered in the STB system, for comparable 
housing projects. The prices are set according to the current market value at 
the point when the units are sold or launched i.e. for the BTS system they are 
determined when construction of units is completed and for STB when the 
project is launched. 

If sales of these two project types are executed at the same time, developers 
will have to assess the current market conditions to ensure that all the units are 
successfully marketed and sold. Even with the removal of risks associated with 
abandonment, delay and house quality issues under the BTS system, home 
buyers may feel appropriately compensated in paying extra for a completed 
house that they can see rather than waiting for two years to get the house. This 
suggests that even if there are consequences on prices, the net effect under both 
systems may be the same: buyers under the BTS system pay extra at the point 
of receiving the house and buyers under STB pay extra during the construction 
stages in the form of monthly interest payments.

At the very minimum, the BTS system can eliminate various risks faced by 
house buyers during the construction period. So far, there has been no report 
that the licensed BTS 10:90 projects were delayed, sick or abandoned and there 
has been no claim made by the buyers of these projects against their developers. 

Additionally, a study92 revealed that the level of defects in the BTS system is 
low and are mostly limited to aesthetic defects only. The results of this study 
also confirmed earlier studies93 which note that the practice of build first and 
sell later results in less defective houses. The authors argued that to secure their 
profits and encourage the buyers to complete their purchases, the BTS housing 
developers seem to exert more effort in providing quality houses to their 
potential customers. As such, they concluded that the practice of the BTS 
housing delivery system has been proven to be successful in providing houses 
with low defects.

91 JPN (2017b)
92 Siti Fazillah et al. (2011)
93 Nor’Aini et al. (2011) and Azlinor Sufian and Rozanah Abd Rahman (2008)
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The primary concern for the implementation of BTS is the higher financial risks 
that developers would have to undertake. Therefore, to embrace this system 
holistically, emphasis should be put on a robust credit assessment of developers. 
This has to be done based on the viability of the project as well as the relevant 
experience and financial strength of the developer. According to BNM94, the 
items that would require attention include: 

• To minimise the risk of abandoned housing projects, financial institutions 
which provide bridging or project financing to housing developers are 
required to assess the proposed residential housing development projects to 
ensure that such projects are legitimate and viable. At a minimum, financial 
institutions must ensure that the:
 º Housing project is licensed under the Housing Development (Control 

and Licensing) Act 1966;
 º Developer is licensed to undertake housing developments in Malaysia; 

and
 º Land is designated and approved for residential purposes.

• To ensure that funds released to developers are used for their intended 
purpose, financial institutions must ensure that adequate control procedures 
are put in place and adhered to, prior to releasing funds to the developers. 
For example, financial institutions must ensure that any request for funds 
by the developers must be supported by a certificate of the developer’s 
architect confirming that the property has been completed in accordance to 
the sale contract.

• Furthermore, financial institutions are required to assign a dedicated unit/
officer as a single reference point to liaise with the National Housing 
Department and affected customers to handle issues relating to abandoned 
housing projects.

• The periodic risk assessment of financial institutions should take into account 
the financial institutions exposure to the residential property sector vis-à-vis 
prevailing market conditions.

94 BNM (2017d)
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3.4.2 Procurement95

Existing procurement route for housing
The main players in the business system for housing construction are the 
housing developers, architects and designers, and contractors who operate 
within the context of the national procurement system. In Malaysia, the main 
procurement route used for property construction is Traditional General 
Contracting (TGC), where there is a clear demarcation between the players 
undertaking the design of the project and those undertaking the construction.

The main reason for retaining TGC is familiarity bred by the long-term use of 
this procurement route by consultants and key advisors to construction projects. 
This procurement route with its attending contracting system is also mandatory 
for public sector clients because the system fulfils the key requirements of 
transparency and accountability required for public projects. Besides, most 
clients are not “repeat” or “experienced” clients, therefore they do not possess 
the necessary knowledge or expertise to evaluate other procurement alternatives 
for the TGC when making decisions about the construction project.

Process under TGC
Under TGC, the client (typically the owner of the land) will initiate a construction 
project for a building. The following process will take place thereafter:

1) The design phase: The client engages an architect to design the physical 
appearance and dimensions of the proposed building. During this phase, 
the architect will work with a group of other consultants, namely the civil 
engineer, the mechanical engineer, the geotechnical engineer and the 
quantity surveyor. These consultants belong to separate business entities, 
but they are integral to the design process, and all have their own tasks to 
perform in order for the proposed building design to move forward to the 
construction phase.

2) The construction phase: The period during which the building will be 
constructed by the contractor.

95 This section is taken primarily from KRI’s 2015 report Making Housing Affordable.
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This method of production in construction follows the Royal Institute of British 
Architects Plan of Work and typifies sequential interdependence of work. It can 
also be illustrated in the form of a production value chain for housing (Figure 
3.11). The four main components in the value chain are defined as follows:

1) Definition: articulating the overall concept by specifying form, function, 
and performance in a complete definition of the built product, i.e. houses.

2) Description: working through the details of that definition to provide a 
complete description of the houses.

3) Structure: implementing that description on site to achieve the overall 
structure of the houses.

4) Installation and finishes: completing that structure to be ready for use 
through installations and finishes of equipment and surfaces.

Components (1) and (2) are embedded in the “Design” phase, while (3) and 
(4) form part of the “Construct” phase of the project.

Figure 3.11 Housing industry value chain
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Within TGC, two contracts act as interface between the two main phases of 
the construction project. The first transaction—denoted “A” in Figure 3.11—
occurs when the client initiates the project and explains to the architect the 
needs and financial limits to be taken into account. This transaction is 
governed by the professional system in Malaysia. The architect, together with 
the other members of the design team, prepares alternative proposals for the 
client during the definition phase. In this phase, the contracts that bind the 
architect (and the other consultants) to the client are the “Letter of Awards” 
and “Terms of Engagement”.

Two underlying principles appear to underpin these contracts:

1) They contain the detailed conditions between two parties. In this process, 
standard conditions are convenient to use because appointments can be 
made with the professional consultants simply by referring to the contracts. 
Therefore, it is not necessary to draft a specific appointment agreement. 
Furthermore, there is a mutual understanding by both parties that these 
contracts can be amended and thus offer a useful starting point for 
negotiations about the duties for the particular project.

2) The contract specifies the list of activities that will be executed and the 
percentage fees that are apportioned to these services.

Once the client accepts the design proposal made by the design team, the 
proposal will go through a series of improvements during the description stage. 
Thereafter, the second contract is prepared to effect transaction “B” in Figure 
3.11, which is used to select the contractor from the market. 

Currently, the most common selection process is open tendering based on price. 
This is because the building plans, drawings and technical specifications of the 
design (prepared during the design phase by the architect and designers) will 
have been sufficiently detailed to provide the information necessary for 
contractors to submit the tender. During this exercise, the quantity surveyor will 
be the “control agent” for the client in terms of providing advice on the 
tendered prices. After the contractor has been selected, a contract will be 
formed between the client and the contractor.
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The contract that supports this transaction is the Persatuan Arkitek Malaysia 
Standard Form of Building Contract 1998, which is based on the Joint 
Contracts Tribunal Forms of Contract used in the UK. The contractor then 
builds the structure and does the installation and finishes of the facility. Finally, 
the finished constructed facility will be delivered to the client.

Assessments 
The separation of roles between the client, the architect and the contractor—
otherwise known as fragmentation—has been a phenomenon of social 
organisation for the construction sector. This fragmentation between design and 
construction reduces efficiency and raises the cost of production. One result of 
fragmentation of the construction process has been the low level of investment 
in research and development and the low level of innovation within firms in 
the construction industry. 

Fragmentation between design and construction within the production process 
dominated by the main contractors and trades contractors reduces clients’ 
effective power over the process and limits their ability to manage the process 
effectively. Also, limited cooperation and fragmentation impede proper 
consideration of issues such as buildability, safety and life-cycle costs.

Khazanah Research Institute (2015) conducted six case studies in order to 
examine the mechanisms adopted by firms to implement good order and 
workable arrangements in their construction projects. The five case studies were 
firms from Selangor, Johor Bahru and Pulau Pinang in Malaysia, and one case 
study was of a firm from the Philippines (8990 Holdings). The findings of the 
study are listed in Table 3.5.
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Table 3.5 Comparison between 8990 Holdings and Malaysian property developers

8990 Holdings, Inc. Malaysian property developers

Framework 
agreement with 
key materials 
suppliers

8990 Holdings has an agreement with 
the material supply-sector, and therefore 
negotiated the contractor’s services as 
a cost-plus item in the bills of 
quantities.

Property developers give this role to the 
construction company, and this is 
covered in the existing construction 
contracts (fluctuation clauses are 
normally eliminated).

Integration of 
design and 
construction

8990 Holdings has an integrated design 
and construct group that permits 
improvements to the production 
processes from design to installation 
on site.

Improvements in design and buildability 
on site are done in different firms and 
there are limited opportunities to 
improve since design changes are 
executed through variation orders, 
which makes innovation non-existent. 
Which party would want to bear the 
costs of faulty design or installation?

Investment in 
production 
technology and 
innovation

8990 invests financially in their own 
product and process innovations. 
Product innovation (e.g. IBS) is done 
internally and is tailored to the 
specificities of the construction site. For 
example, if the site is in a dense 
city-area with limited access, they bring 
the moulding process on site. 

Process innovation is needed in 
situating product innovation. For 
example, in IBS technology, the 
Mechanical and Engineering design 
input must be given before moulding is 
done. 8990 will have internal discussion 
with both design and construction team 
in one conducive environment.

Property developers in Malaysia rely on 
their construction firms to innovate, 
without investing financially. Contractors 
will depend on external IBS system or 
proprietary systems for product 
innovations, therefore it is an out-
sourced facility. The design team might 
not be familiar with the design and 
installation of such technology. 

Training is generally not provided by the 
contractors, design team, or IBS 
manufacturer on how the components 
are connected with other parts of 
building. Hence, construction workers 
will not be able to assemble the design 
on site. 

Skills training 8990 provides training for all 
construction workers/operatives so 
that the product innovation designed 
by the design team is able to be 
executed on site. The construction 
workers are also encouraged to give 
feedback on problems with executing 
the design on site.

Training of construction workers are not 
done due to the transient nature of the 
work force.
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8990 Holdings, Inc. Malaysian property developers

Management 
and 
maintenance of 
amenities 

8990 maintains the shared services 
(amenities) within their facilities 
management unit. The general public 
will need to pay for the services but the 
unit owners within the complex can use 
the facilities for free. This to ensure that 
the facilities are well-kept and is in 
good workable order at all time.

The public amenities are managed and 
maintained by the Management 
Committee.

Source: KRI (2015)

Overcoming fragmentation
The above case study shows that consolidation of the supply chain as exemplified 
by 8990 can improve the delivery of a housing project. Relevant government 
agencies should work with a selected group of committed and experienced 
companies who will have a framework agreement with the material supply 
section in order to improve the overall efficacy of the delivery of housing units.

The alliance of firms needs to be anchored within a new designated national 
procurement system. This entails a move away from using the TGC procurement 
route towards a design-and-build or turnkey governance structure. The new 
structure is designed to change attitudes and alter the way in which members 
of the professions and contractors interact with one another, with a view to 
creating a fully motivated and cooperative building team and removing the 
duplication of effort between designers, quantity surveyors and contractors, 
which is prevalent under the TGC governance structure.

The suggested structure has the following characteristics:

• The integrated approach will provide a single-point responsibility for the 
contractor, designer and developer in the event of building failure, thereby 
safeguarding home purchasers’ and the government’s interest.

• It will provide a comprehensive package comprising site-seeking and 
purchase, obtaining planning permission and building regulations approval, 
financing facilities, and other associated development components, with the 
support of the government.
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• It may use a proprietary building system or modular building form which 
reduces design time and the time required for the approval of the building 
components within a partnering agreement with the materials supply sector.

• These building components (such as IBS) are often readily available so that 
manufacturing time is minimal and construction time may be correspondingly 
reduced because manufacture of components and work on site can proceed 
concurrently. In most countries that have the enabling institutional 
arrangements, the cost savings range between 10% and 30%.

• The government will develop mandatory standard building specifications/
plans to facilitate the adoption of IBS and other off-the-shelf proprietary 
systems for the construction of homes that are affordable.

• The integrated nature of design, construct and assembly on site will produce 
product innovation since faulty designs will be filtered back to the design 
team and the manufacturer of the building components. Collaboration at the 
design stages is critical especially for the design of structural building systems 
and mechanical and electrical services.

• Constant communication between all parties will encourage process and 
product innovations as well as a reduction of the construction period, 
enabling early occupation of the houses and a reduction in overall financing 
costs for the builders.

• The contractor’s knowledge and experience of the cost implications and 
buildability of design variables may be utilised to good effect because he or 
she contributes to the design.

• The use of both fixed-price and incentive contracts will provide financial 
incentives which encourage contractors who utilise and suppliers of 
construction technology (for example: proprietary systems, IBS and modular 
systems) to undertake design detailing that is economical to construct.

• It is also designed to redefine risks and re-establish awareness of real costs 
among all members of the design and construction team and to eliminate 
practices that absorb unnecessary effort and time and obstruct progress 
towards the completion of the project.

• Competition between proposals based on competitive tendering should 
ensure economical tenders and alternative design concepts. It is suggested 
that an open-book system is adopted, whereby the construction firm will 
disclose its cost of production after the tender has been awarded, and the 
percentage margin would then be agreed mutually with the developer.
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Figure 3.12 The functional form and suggested new governance structure
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The dark blue coloured boxes represent the governance structure that was used 
in the five case reports. The light blue dotted lines and coloured boxes represent 
the suggested new governance structure. The new governance structure may 
also adopt a fixed price contract and management committee agreement as its 
functional forms. 

3.4.3 Valuation 

The conventional practice of valuation is the sales comparison approach, also 
known as direct sales or comparative method, whereby the last transacted 
price of a similar housing unit determines the value of new comparable 
housing projects (or even another existing property) in an area. The price of 
the housing unit will then be incorporated into the gross development value of 
a new project. 

One of the weaknesses of the sales comparison approach is that the rapid 
escalation of house prices is sometimes the result of speculative activities. The 
increase in prices due to speculation is then built into the value of new housing 
development projects, causing a divergence between prices and fundamentals. 

However, property valuation must be holistic. The relationship between the 
value of existing housing stock and new housing stock should be carefully 
examined on top of existing considerations of the quality of buildings, the 
density of an area, the quality of infrastructure at the surrounding area relative 
to its density, and the quality of public spaces as well as the effects of new 
development (residential or commercial) in the surrounding areas. Thus, 
valuation can be a tool ensuring the quality of facilities, amenities and services 
that are provided and maintained in the neighbourhood. This is important to 
build quality and cohesive neighbourhoods. 

The housing industry practices the caveat emptor principle i.e. the principle that 
the buyer alone is responsible for checking the quality (physical and surrounding) 
of a residential property96. Due to limited knowledge, buyers normally seek 
assistance from property agents whose knowledge in turn depends on the 
property sellers. Hence, the information obtained could be biased. 

96 Nuraisyah et al. (2017)
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Therefore, it is important to have an independently appointed valuer not only 
during the application of bank loans but also to derive the true value of the 
house. While building surveyors do not have the capacity to derive property 
value, the building condition report should be incorporated into the valuation 
report regarding the condition and quality of a residential building. This may 
assist a buyer in negotiating for a better price that reflects the value of the 
property, e.g. poor structural condition, poor building ventilation or high 
building dampness should theoretically reduce the seller’s asking price. 

The valuation of new housing projects should minimise, if not eliminate, price 
increases caused by speculative activities. The STB system is more vulnerable to 
the excesses of speculation—especially when there is a time gap between when 
the house was purchased and when construction is completed where speculators 
would dispose of the property at a profit. A transparent cost approach valuation 
method can be explored to minimise the risk of overvaluation due to speculation. 

Cooling property measures
Genuine buyers and property speculators are subjected to the RPGT. A low 
RPGT rate has allowed property speculators to make profits through property 
flipping activities. As mentioned earlier, the STB system incentivises speculation 
as the market always has the expectation that a property value would increase 
after its completion (which is two or three years after its purchase). However, 
several changes have been made to make RPGT more effective as a mechanism 
to curb speculation, as follows: 

Table 3.6 Changes in RPGT rates (for citizens)

Disposal in 
Changes in effective RPGT rates (%)

1995 – 2007 2008 – 2009 2010 2011 2012 2013 2014

1st year 30 - 5 10 10 15 30

2nd year 30 - 5 10 10 15 30

3rd year 20 - 5 5 5 10 30

4th year 15 - 5 5 5 10 20

5th year 5 - 5 5 5 10 15

6th year and 
onwards - - - - - - -

Source: Loanstreet (2017)
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Despite the increase in RPGT rates since 2011, there has been no systematic 
assessment on whether the increase in RPGT rates has been effective in 
controlling speculative activities in the housing market.  

Property flipping activities are more prevalent in the primary market where 
property speculators can buy multiple housing units, usually at a discount or 
with rebates from developers. These units are then sold at higher prices upon 
completion, usually two or three years after it is purchased. Hence, it is highly 
possible that flipping activities start from the fourth year onwards. In its current 
form, the effective RPGT rate decreases after three years; this may reduce the 
RPGT’s effectiveness in deterring property speculation as sellers are just two 
years away from having no taxation imposed on the sale of the speculative 
property. Thus, the holding period of the RPGT may need to be adjusted to 
account for the year the CCC is obtained. 

Additionally, Cagamas also reported that the current low stamp duty regime 
has been misused by property speculators because the same tax rate applies 
only to the value of a property without factoring in the number of properties 
bought and owned97 by the purchaser. This structure allows speculators to 
accumulate a high number of properties, thus driving up prices. Currently, there 
are exemptions on stamp duty for first-time home buyers and exemption on 
RPGT on the sale of the first property. These exemptions may safeguard the 
interest of genuine buyers who purchase their homes for own occupation or sell 
their house to satisfy their changing housing requirement. The National House 
Buyers Association (HBA) has proposed to increase stamp duty rates as per 
subsequent purchase is made which can discourage multiple home ownership 
for speculative activities, without affecting genuine buyers98. However, the 
proposal assumes that households only buy properties twice in a lifetime while 
in reality, it can be more than that. Therefore, it is important to understand 
the nature of subsequent purchases/sales in order to impose an appropriate 
taxation regime which is fair to genuine buyers.

 

97 Cagamas (2013)
98 Ibid.
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Price control: Power of the states 
Development proposals are subject to approvals from local authorities and the 
price of every housing unit must be stated in the development proposal. States 
have already enforced several housing policies to ensure that home ownership 
for certain target groups are not affected by the unfettered “free-market” 
practice of private developers determining house prices. This includes quotas on 
the provision of housing for low-cost and low-medium-cost housing as well as 
Bumiputera housing.  

While most states adopt the RM42,000 price guideline on low-cost housing that 
is required to be built by private developers, some states like Melaka require 
the price of housing units that are in the kos bebas (remaining units without a 
price ceiling) category to be subject to approval by Jabatan Penilaian Dan 
Perkhidmatan Harta at the local authority level. This shows that there are 
avenues for property prices to be controlled at the local authority level, 
especially for new incoming stock.

It is recognised that states and local authorities have the power and policy tools 
to regulate the housing market to the extent of controlling house prices. 
Nevertheless, more information such as demographics, housing production costs 
and the number of occupied/vacant units would provide more evidence for 
effective formulation of these policies and tools adjusted to local context. 
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4.1 Introduction

A house is not just for shelter but also serves as an anchor for households to 
participate in economic and social/communal activities. The previous sections 
detailed the interplay of both the demand and supply market within the 
institutional framework that exists in the country. This section complements the 
analysis by contextualising it within the spatial dynamics and consequently the 
social fabric99 in cities and towns. 

The analysis will focus on houses as a centre of a household’s habitat within 
an ecosystem of “first”, “second” and “third”100 places, as depicted in Figure 
4.1. The first place is the home and its environment101. The second place is the 
workplace102 and the third place would be the public/social places. The high 
levels of connectivity between these places are important because it reflects the 
city as being an efficient space in the functioning of households. A comprehensive 
analysis on the housing market would need to locate the affordable housing 
conundrum within the overall efficacy of cities supporting good quality habitats.

This section will introduce the concept of “functional boundaries” based on 
households’ mobility patterns within the three places as a superior tool in 
determining the boundaries of housing markets. This is different from the 
conventional practice of analysing and planning the housing market within 
administrative boundaries only.

99 This is an inferred outcome and was not part of primary data collection, but the literature provides a backdrop on the 
strong relationship between the built environment and social fabric. The idea is encapsulated in the term "habitat".

100 Oldenburg (1989)
101 This model assumes schools/eateries and grocers are present at the neighbourhood level, and therefore intrinsic in first 

place’s environment.
102 The emergence of the gig economy will be captured in the model since the analysis uses real-time mobility data.
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Figure 4.1 Housing as a habitat within an ecosystem

Home and its Environment
Shelter

Office & Workplace
Where people earn income

Public/Social Places
Where community

interaction takes place

Third place
Second placeFirst place

Angel et al. (2011) assert that cities have been expanding in both population 
size and built-up area, representing the phenomenon where increasingly more 
individuals demand access to the benefits that come with living in cities. The 
ensuing spatial patterns are depended on the structural nature of the city (for 
example industrial-based or service orientated) and the way household behave 
(economically or culturally). Therefore, the associated financial costs to 
households due to city-specific mobility patterns should also be part of 
measuring housing affordability.

Therefore, this section sets out to present the following:

1) To identify the functional boundary of cities based on inferred mobility 
patterns;

2) To outline the implications for Malaysian households; and
3) To propose pragmatic steps for better housing planning in the future.
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4.2 The Importance of Public Spaces

More individuals venture into cities due to the perceived benefits accrued to 
cities, namely, having better access to economic opportunities, enjoying the 
social networks and modern infrastructure. In fact, it is estimated that 68% of 
the world’s population will live in cities by 2050103. Due to this rapid rate of 
in-migration, cities expand in both population and physical built-up area, 
sometimes to the detriment of third places.

Third places share certain common characteristics. They mainly serve as places 
where people gather and interact with one another as part of a community. 
Oldenburg (1989) identifies third places as levellers or neutral grounds where 
people from all walks of life are welcomed. Inclusive places enable social 
interaction to materialise, and are thus identified to be at the core of generating 
social capital and social cohesion104. Third places, or public spaces relieves the 
burden of cities from private property claims and are critical for social and 
communal activities.

One example of a third place in Malaysia is open public spaces. The Guidelines 
for Planning Open Spaces and Recreational Areas by Jabatan Perancangan 
Bandar Dan Desa (JPBD) specifies different types of public spaces and parks 
based on the respective catchment areas. Specifically, open public spaces fall 
into different hierarchical levels depending on the catchment of its geographical 
area, size, level of use and significance. For example, neighbourhood-level third 
places would include football fields, community libraries and religious centres. 
Each third place has its own “created” primary use (sports and recreational 
spaces) or some are “natural” (preserved natural parks and resources) by 
definition. Due to their function and hierarchy, third places catalyse the 
formation of communal activities, and will induce the creation of better social 
capital and social cohesion105. Third places have also played a pivotal role in 
raising quality of life and improving the general liveability of first places106.

103 UNDESA (2018)
104 Putnam (2000)
105 Ibid.
106 Villanueva et al. (2015)
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Nevertheless, third places are susceptible to competing claims for private 
physical development, even for more housing. With the increased threats of 
supplanting public spaces with private development, the maintenance of existing 
third places and the creation of new places has to be properly planned and 
negotiated at the neighbourhood level. In short, the assessment of good quality 
housing standards must be considered within a wider neighbourhood context 
that considers the provision and maintenance of good quality amenities and 
services (third places) as well.

4.3 Establishing the Ecosystem of Housing and Identifying the 
Extent of Conurbations

The National Physical Plan (NPP) 2 and NPP3 have defined conurbation areas 
according to their growth potentials and respective competitive advantages of 
cities and towns. A study on households’ mobility: travel patterns for households 
from home to work, would enhance the demarcation of boundaries for 
conurbation areas. 

This objective could ideally be met with a fine-grained origin-destination matrix. 
The matrix is a robust representation of the mobility patterns between 
individuals’ housing and employment locations. However, as this matrix did not 
exist at the time of the study, data on employment and population densities can 
be used as a proxy for the co-location of places of residences and jobs in a 
region. Furthermore, the demand for housing and the extent of travel/mobility 
will be inferred. This highlights potential complementary parameters for future 
housing-mobility trends and the choices individuals make (voluntarily or 
otherwise).
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4.3.1 The co-location of home and work places

This section seeks to identify the housing-mobility trends surrounding the three 
major city-states of Malaysia, namely Kuala Lumpur, Pulau Pinang and Johor. 

Figure 4.2 and Figure 4.3 depict the concentrations of home and work places 
by mukim in the northern region and the central-southern region. The following 
figures demonstrate how Pulau Pinang differs from Kuala Lumpur and Johor, 
where Penang demonstrates a polycentric city that is relatively more fragmented 
in terms of its urban spatial structure, where jobs are concentrated between two 
centres—George Town and Butterworth—perhaps naturally due to the ocean 
divide. This contrasts with Kuala Lumpur where most jobs are concentrated in 
the Kuala Lumpur City Centre and areas surrounding it, similarly to Johor. 
Additionally, at a rough glance, the density of home and work places are quite 
consistent in the regions demonstrated in both Figure 4.2 and Figure 4.3. This 
suggests that households may not need to travel far from their homes to reach 
job opportunities, though this could not be conclusively stated without granular 
data on travel patterns as the jobs within a particular area might not serve the 
residents of that area. 
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Figure 4.2 Population and second place density per square km in northern region, by mukim
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concentration of population/jobs. Refer to Appendix F for detailed methodology. 
Source: DOS (2011) and JPBD (various years)
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Figure 4.3 Population and second place density per square km in southern and central region, by mukim
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To verify these findings, existing and future development plans of each state as 
outlined in the Rancangan Struktur Negeri (State Structure Plans) and the 
Laporan Tinjauan provide projections of near to mid-term of the state’s future 
growth areas. It can be assumed that areas which are the centre of development 
thriving with economic activities will create more job opportunities. In each of 
the development plans, some economic centres are categorised as Kawasan 
Tumpuan Pembangunan Utama (Target Growth Areas). 

Identifying economic centres based on these criteria has two key shortcomings. 
Firstly, without quantitative data (e.g. GDP and number of jobs), there is a lack 
of robust evidence to prove that currently these areas are in fact more prominent 
as economic centres compared to others. Secondly, it should be noted that 
states prepare their respective Structure Plans in different years, according to 
their own planning strategy. For example, the latest Pelan Struktur Kuala 
Lumpur was published in 2003, whilst Laporan Tinjauan Negeri Pulau Pinang 
in 2016. It follows that information from all these reports may not be perfectly 
comparable, and thus should be interpreted with caution. 

In spite of the limitations of this methodology, mapping and overlaying these 
economic centres over second place densities, as in Figure 4.4 and Figure 4.5, 
suggest that they indeed correspond well with the existing concentration of jobs 
while giving an idea of the relative economic importance of each identified 
economic centre. 
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Figure 4.4 Identified economic centres, over population and second place density per square 
km in central and southern region, by mukim
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Figure 4.5 Identified economic centres, over population and second place density per square 
km in northern region, by mukim
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4.3.2 The extent of conurbations based on tolerable travel time

Conceptually, this sub-section aims to establish the links between homes (first 
place) and jobs (second place) to identify the functional boundary of the 
conurbation. Given the absence of household data on residential and employment 
locations as well as travel pattern data, the analysis employs a more macro 
perspective compared to the “ideal” case, in the attempt to provide a reasonable 
estimate of the conurbation size. 

Following the conceptual framework developed in Central Place Theory107, the 
economic centres identified in Figure 4.4 and Figure 4.5 are deemed as central 
places that attract labour force from the surrounding areas for job opportunities. 
Based on the varying standards of people’s tolerable commute time between job 
and home, the labour market within reach of each economic centre is 
consequently demarcated on the map. The extent to which these labour markets 
overlap and expand determines the size and extent of the conurbation.

All analysis in this section are executed at the mukim level. Figure 4.6, Figure 
4.7 and Figure 4.8 describe the relevant mukims that can be reached by a pre-
selected economic centre by varying one’s tolerable commute time by 30 
minutes, 45 minutes and 60 minutes.
 
Figure 4.6 demonstrates the reach of George Town—a major economic centre 
in the northern region—in attracting residents from surrounding mukims based 
on the tolerable commute time. When the tolerable commute time is set to 30 
minutes, one’s choice of housing is confined to only the east of Pulau Pinang. 
From 45 minutes onwards, more mukims in Pulau Pinang can access George 
Town, with some mukims in the mainland. At 60 minutes, travel distances start 
to go beyond the state borders of Pulau Pinang, with some mukims in Kedah 
and Perak being able to access George Town. 

107 Christaller (1933) and Losch (1944)
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Figure 4.6 Conurbation extent based on 30, 45 and 60 minutes tolerable commute time to 
George Town
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Source: Google Distance Matrix Application Program Interface (API), extracted Sep 2017

Within 60 minutes, the furthest mukims reachable to George Town (Sungai 
Pasir, Bagan Semak and Padang China) require residents to travel for no more 
than around 65km to George Town. Based on whichever tolerable commute 
time is deemed acceptable, the findings from this simulation illustrate the 
potential distances that residents find acceptable to traverse the geography, and 
thus reflect the possible ecosystems of housing. Refer to Appendix G for 
methodology of this simulation. 
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As described previously in Figure 4.5, the Pulau Pinang conurbation is one that 
has two dominant economic centres, namely George Town and Butterworth, 
with the concentration of jobs distributed between these two areas. Therefore, 
Figure 4.7 simulates the same exercise to illustrate the reach of both George 
Town and Butterworth.

Figure 4.7 Conurbation extent based on 30, 45 and 60 minutes tolerable commute time to 
George Town and Butterworth
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Source: Google Distance Matrix API, extracted Sep 2017
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When compared with Figure 4.6, the extent of the Pulau Pinang conurbation 
seems to favour northern Pulau Pinang to the southern Kedah region. At a 
45-minute tolerable commute time, the Pulau Pinang conurbation stretches out 
to Sungai Petani and Kulim. At a 60-minute tolerable commute time it reaches 
Gurun or Parit Buntar, which is observed to have a high population density as 
represented in Figure 4.2. This is an indication that it is viable to locate oneself 
along the borders of Pulau Pinang on the mainland while enjoying relative 
accessibility to job opportunities in Butterworth or George Town.

Based on the earlier analysis on second place densities, the KL conurbation is 
arguably unlike the Pulau Pinang conurbation, as it has a more distinct core-
periphery urban structure that is less fragmented. Kuala Lumpur is the capital 
city of Malaysia and thus it is the dominant core in which most economic 
activities take place. The KL conurbation seems to be described by a high 
concentration of jobs in Kuala Lumpur City Centre (KLCC) and by extension 
the mukims surrounding it, albeit to a lesser degree. Also, the location of jobs 
tends to be placed along the KL – Shah Alam – Klang area as opposed to how 
residential areas are also concentrated along the KL – Petaling – Seremban area 
(Figure 4.3).

Figure 4.8 demonstrates the reach of KLCC. At 30 minutes, KLCC is reachable 
from the Bandar Petaling Jaya or Damansara mukims. At 45 minutes, Petaling 
and Cheras are now able to access KLCC. At 60 minutes, even residents from 
Putrajaya can access KLCC. However, only at 75 minutes can residents from 
mukims in Negeri Sembilan (Setul, Labu and Rasah) find KLCC accessible. 
Given how housing areas tend to be distributed along the KL – Petaling – 
Seremban area, this means a number of residents commute every day from 
areas as far as 70km from the city centre. 
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Figure 4.8 Conurbation extent based on 30, 45 and 60 minutes tolerable commute time to  
Kuala Lumpur City Centre
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Source: Google Distance Matrix API, extracted Sep 2017  

Figure 4.9 illustrates the extent of the Johor conurbation based on tolerable 
commute times, with Johor Bahru selected as the key economic centre. Being 
located in the southern-most area of the region, the travel distances shown are 
expectedly confined to the state of Johor, even at 60 minutes tolerable commute 
time. It is, however, reasonable to assume that distances may actually extend 
further south towards Singapore, but that is beyond of the scope of  
this analysis. 
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Figure 4.9 Conurbation extent based on 30, 45 and 60 minutes tolerable commute time to Johor Bahru
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Overall, the finding that the extent of tolerable travel to economic centres goes 
beyond state borders in both the KL conurbation and Pulau Pinang conurbation 
alludes to the possibility of inhabitants living further away from urban centres—
and thus the emergence of sprawl. This in turn signals the need for inter-state 
coordination for both housing and transportation development.

This argument is built upon research by Marchetti (1994), who expanded the 
works of Zahavi et al. (1981). Marchetti’s findings suggest that while 
improvements in transport technology may lead to a reduction in travel time, 
its effects are more pronounced in allowing people to traverse geography at a 
greater pace. Consequently, this increases access of economic centres to and 
from peripheral regions, opening economic opportunities that were previously 
inaccessible for people living further away. 

The manifestation of households living further away from job opportunities 
thus raises potential complications as far as inter-state coordination is concerned. 
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In short, the location of housing matters considerably for households’ housing 
cost burden and quality of life. 

4.4 The Implications of Sprawl

4.4.1 What do these mean for housing planning and more?

The jobs-housing relationship analysis above points towards the likelihood that 
a sprawl is underway in a few regions in Malaysia, and that, in most cases, it 
has extended beyond state boundaries. The emergence of such a phenomenon 
brings implications for housing planning. 

The proponents of low-density urban periphery development often argue that 
urban sprawl is but the outcome of consumers’ preferences and a means of 
urban development conducive to housing affordability108. The latter argument 
relies on the economic logic that a higher supply of land at the urban periphery 
lowers property prices109. This theory, however, has been increasingly contested 
as flawed, given its failure to recognise that housing affordability is an interplay 
of diverse factors110. A longer distance from urban or employment centres is, 
apart from lower house prices, also associated with lower accessibility, higher 
dependency on automobiles, longer commute time and therefore a higher 
overall transportation cost burden. Though the case is made more complex for 
polycentric cities, the message remains that the benefits derived from lower 
house prices may not be as straightforward after all. 

While households may not employ a cost optimisation analysis when deciding 
where to live and work, the cost implications of their housing decisions should 
be of concern to both planners and policymakers alike as it affects a household’s 
quality of life. In fact, a proliferation of literature has acknowledged the 
prominence of both housing and transportation costs borne by households111, 
and has begun to investigate whether and why the housing-transport trade-off 
exists in different cities112. As such, the conventional measurement of households’ 
housing costs burden, which often accounts only for housing expenditure 

108 Mattingly and Morrissey (2014)
109 Ibid.
110 See, for example, Mattingley and Morrissey (2014), Haas et al. (2006) and CHP (2006).
111 See, for example, Bajic (1983), Gibbons and Machin (2005), and CHP (2006).
112 See, for example, CHP (2006), CBC (2014a) and CBC (2014b).
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relative to household income, may not be an appropriate indicator of the real 
financial burden facing households. 

Instead, a developed housing affordability indicator should be employed to 
account also for transportation expenditure, which is inextricably linked with 
housing decision. For example, a study by Mattingly and Morrissey (2014) of 
Auckland, New Zealand shows that the comparison between the conventional 
and developed affordability measure reveals a starkly different spatial pattern of 
affordability, with the outer ring of the city exhibiting higher unaffordability 
with the developed measure. The US’ Center for Neighbourhood Technology 
(2011), too, found consistent results in their study of Washington, D.C.

The key message implied by these arguments is simple: the spatial context of 
housing matters. This brings to light two important insights regarding housing 
planning. Firstly, addressing housing affordability issues and enhancing 
households’ quality of life requires greater understanding of the complex 
interplay between various sectors, including housing, transportation, land-use 
and more. Not only does proximity to and availability of jobs affect house 
prices and transportation cost, these factors also affect the amount of income 
households can earn—especially for low-income households who often have to 
rely on government-subsidised housing113. To view housing in isolation from the 
greater habitat is to rob households of a healthy functioning of life. Secondly, 
because labour markets are regional in nature, the problem of connecting 
labours to those jobs is regional as well114. The close relationship between 
employment and housing highlighted throughout the argument above, in concert 
with the inference from the preceding section about cross-state sprawl, might 
signal that housing (and transportation) planning should indeed be viewed 
through a regional lens. 

In light of the above, the following sub-sections seek to provide a careful 
analysis of the housing-transportation costs trade-off in Malaysia’s context and 
identify existing gaps. From there, pragmatic policy recommendations can be 
derived that may steer the nation in the right direction towards creating an 
affordable and liveable housing ecosystem.  

113 Haas et al. (2006)
114 Meck et al. (2003)
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4.4.2 Understanding the case of Malaysia

To understand the cost implications of sprawl in Malaysia, information on 
Malaysian household income, housing-related expenditure and transportation 
expenditure is needed. These data can be obtained from the Household Income 
and Basic Amenities Survey (HIS) and Household Expenditure Survey (HES) 
reports published by DOS twice in five years115. A detailed explanation of the 
data used can be found in Appendix H. 

Housing and transportation expenditures, along with food expenditure116, are 
among the largest items in household budgets across the nation (Figure 4.10). 
On average, in 2016, Malaysian households spent RM969 monthly on housing-
related expenditures, and RM535 on transportation117. Housing expenditure 
alone made up 13.9% of the mean monthly household income of RM6,958. 
Combined with transportation expenditure, the costs burden increased to 
21.6% of the mean monthly household income118. As a percentage of mean 
monthly total household consumption expenditure (RM4,033), the combined 
expenditures constitute 37.3% of the overall budget.

115 Prior to 2016, the HES was conducted only once every five years.
116 Food expenditure is not relevant in this context, as it is not among the key dimensions of “place”.
117 DOS (2017b). Transportation expenditures used in this study exclude two sub-components from the category, i.e. 

passenger transport by air and other transport charges (which mainly include fees for transporting, moving, and storage 
of items), due to their irrelevance in the study of expenditures associated with daily travels.

118 Median figures are better indicators of the true picture of the cost burden faced by most households in Malaysia, but 
unfortunately, they were not reported in the HES. These average figures should therefore be interpreted with caution as 
they may be distorted by the income and expenditures of the very rich. For the same reason, the mean expenditures-to-
mean household income ratio should not be compared against the housing cost burden benchmark of 30% (and 
combined cost burden benchmark of 45%) to distinguish between what is affordable and what is not, because the 
benchmark employs calculation of median figures, and include components of housing expenditures that are different 
from those reported by DOS (e.g. imputed rent, instead of mortgage, is used as part of housing-related expenditures. 
See Appendix H for details).
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Figure 4.11 and Figure 4.12 present an overview of housing and transportation 
expenditures relative to household income across states in 2016, in both 
absolute and relative terms. Among all states, Putrajaya had the highest housing 
(RM2,138) and transportation (RM820) expenditures. Although it also has the 
highest household income among all (RM11,555), Putrajaya still recorded the 
highest combined cost burden at 25.6% of its household income. Labuan, on 
the other hand, whilst having one of the highest total combined costs (RM1,626), 
its combined cost burden stood at only 19.9%—the lowest among all states—
due to its relatively high household income. Overall, the combined cost burdens 
remain remarkably similar from one state to another, despite the varying split 
in the share of housing versus transportation expenditure (Figure 4.12).

Figure 4.10 Percentage monthly spending on goods and services, by state, 2016
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Figure 4.11 Housing and transportation 
expenditures, and remaining household 
income, by state, 2016 (RM)

Figure 4.12 Housing and transportation 
expenditures as a percentage of mean 
household income, by state, 2016
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Over the years, mean household monthly income and both expenditures grew 
significantly at different rates (Figure 4.13). Between 2004 and 2016, mean 
household income more than doubled, growing from RM3,249 to RM6,958. 
On its own, this figure is acceptable until it is compared with the growth of 
expenditures. Within the same decade, mean monthly expenditure on housing-
related items outgrew income, with the amount spent in 2016 increasing by 
125.3%. Growth in transportation expenditure, whilst being the lowest among 
the three, still recorded a 76.1% high. Jointly, both expenditures experienced a 
104.6% growth, almost catching up with the growth in mean household 
income. This, in a way, not only justifies the concern over the exorbitant 
housing cost burden faced by households, but also implies that by neglecting 
transportation costs in the analysis, there is a risk of overlooking a considerable 
and growing proportion of household burden that is intimately associated with 
housing decisions. 

Figure 4.13 Index of mean monthly household income, housing-related and transportation 
expenditures, 2004 – 2016
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 2004(/05) 2009(/10) 2014 2016

Mean monthly household income 100.0 123.9 189.0 214.2

Housing, water, electricity, gas, 
and other fuels expenditures 100.0 115.1 198.4 225.3

Transportation expenditure 100.0 104.1 166.6 176.1

Housing + Transportation 
expenditures 100.0 110.5 184.9 204.6

Note: The years featured are the years with both household income and expenditure data, although expenditure data for the first 
two years are for 2004/05 and 2009/10 ending May each year, whilst income data are for the 2004 and 2009 calendar years. 
Source: DOS (n.d.)
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In fact, according to the World Bank’s Malaysia Economic Monitor: Transforming 
Urban Transport (2015), relative transportation costs in Malaysian cities are 
considerably higher than in other East Asian cities, with the share of 
transportation expenditure in Kuala Lumpur, Johor Bahru and George Town 
being at least 59.0% higher than that in Hong Kong and Tokyo (Figure 4.14). 
This may not come as a surprise. Malaysia not only has one of the highest 
levels of private vehicle ownership in the world but has also reported a drastic 
increase in vehicle use over the years. Between 1997 and 2012, the number of 
vehicle-km driven in Malaysia grew at an average rate of 7.0% annually, faster 
than the rate of growth in vehicle registrations over the same period (6.7%)119. 
Given these rates, it is perhaps no surprise, too, that fuels and other repair and 
maintenance expenses make up the bulk of household transportation 
expenditures—a proportion that is significantly higher than expenses on other 
transport services such as rail and road public transports (Figure 4.15).

Figure 4.14 Percentage of transportation costs in household expenditure, by city, 2012
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Figure 4.15 Composition of household transportation expenditures, by state, 2016 (%)
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The World Bank report highlighted that high housing costs near urban centres 
and land use policies that cultivate sprawl push families away from the urban 
centres. These factors thus contribute to the increased reliance on private 
vehicles and the ballooning of households’ transportation expenditure. 

Examining the extent of the tension between housing and transportation costs 
is crucial, but this would require more than just the national and state average 
data cited above. Whilst these data are useful in shedding light on potential 
areas of concern in the country, without more detailed geographic information 
tied to these costs, the data are not enough to assess the specific problems or 
causes in neighbourhoods and/or regions that are associated with the household 
financial burden120. For example, it is not entirely clear how much these costs 
vary spatially within a region, and to what extent the variation can be attributed 

120 Haas et al. (2006)
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to the location of housing relative to employment centres. Are there states or 
regions with more or less pronounced housing-transportation trade-offs than the 
others, and if yes, why? Where do working families of each income group 
eventually live within each region, and how does the availability of housing that 
is affordable influence their choices121? Are there any differential cost effects on 
owners and renters? These are important questions to answer before targeted 
measures to address affordability and liveability issues could be formulated. 

Therefore, addressing the huge data gap is clearly one of the priorities moving 
forward. The sub-sections that follow first provide a few examples of relevant 
studies done in the US for reference. They then conclude with some 
recommendations for data collection and institutional arrangements in Malaysia. 

4.4.3 What has been done internationally?

The interrelationship between housing and transportation is generally well 
recognised and studied in the US. There are two major studies conducted 
separately by the Center for Housing Policy (CHP), as well as the US Department 
of Housing and Urban Development and Department of Transportation that are 
of great reference value to Malaysia.

1) CHP: Something’s Gotta Give (CHP, 2005) and A Heavy Load (CHP, 2006)

The CHP is a non-profit research body affiliated to the National Housing 
Conference, which works towards broadening the understanding of America’s 
affordable housing challenges. In 2005 and 2006, the CHP published two 
related studies, namely Something’s Gotta Give: Working Families and the Cost 
of Housing and A Heavy Load: The Combined Housing and Transportation 
Burdens of Working Families, both of which looked into the combined housing 
and transportation cost burdens of working families122 in 28 metropolitan areas 
at the neighbourhood level123. 

121 CHP (2006)
122 Working families are defined as households with incomes between USD20,000 and USD50,000.
123 CHP (2006)
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The summary below draws from the discussion in both CHP (2005) and CHP 
(2006), and highlights some key takeaways that could be derived from these 
studies, e.g. the multiple ways existing data was put together to present a 
complete, meaningful picture of the housing and transportation costs burden 
facing households. The robustness of the database allows the studies to not only 
identify the basic trade-off many working families face between paying a higher 
price for housing or enduring long commutes and high transportation 
expenditures (Figure 4.16), but also to deconstruct the national figures in 
several dimensions to better understand the contributing factors of the observed 
pattern in costs burden.

Summary

Both studies presented the patterns of costs along selected key dimensions of 
“place” and triangulated the findings with information of families’ transport 
choices and other demographic characteristics to explain who lives where under 
what implications. These in-depth analyses relied heavily on the robust dataset 
which the research team could access. Specifically, detailed data and measures 
of household income, rental and ownership housing costs, household 
transportation costs, jobs and employment location, and other socioeconomic 
measures at census tracts level (a total of 29,607 census tracts across 28 
metropolitan areas) formed the basis of the research124.

Consistent with conventional wisdom, the studies found that proximity to 
employment centres plays a prominent role in determining the costs. As shown 
in Figure 4.17, total combined housing and transportation costs increase with 
commute distance despite falling house prices, implying that this is because 
transportation costs are high125. In fact, in America, an increasing number of 
working families commute to distant job centres from their homes, causing 
congested roads to also become the norm in surrounding communities126.

124 Ibid.
125 Haas et al. (2006)
126 CHP (2006)

KHAZANAH RESEARCH INSTITUTE 146

SPATIAL ANALYSIS
SECTION 4



Figure 4.16 Percentage of total expenditures 
spent on transportation, by percentage of 
total expenditures spent on housing, 2005
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Figure 4.17 Expenditures as a percentage of 
income, by average commuting distance 
(miles)
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One of the presentations from the publications provided a summary of income 
and expenditure profiles of various neighbourhood types across the 28 
metropolitan areas. At one extreme, wealthy families often cluster in suburban 
communities, with low housing and transportation cost burdens partly attributed 
to their high incomes. At the other extreme, lowest-income families tend to 
reside in inner-suburbs or satellite cities that are a distance away from jobs and 
services. Their housing expenditures share is high due to their low incomes, 
while frequent, long commutes contribute to their exorbitant transportation 
costs (Figure 4.18). A closer inspection of the type of neighbourhoods that 
working families of each income level end up in serves as a valuable piece of 
information for policymakers to effectively identify targeted needs of each 
neighbourhood and/or household.

Overall, the improved understanding of the housing-transportation trade-
offs faced by households from several dimensions plays an instrumental 
role in crafting sound policy recommendations for the better livelihood of 
the population. 
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Figure 4.18 Neighbourhood types, by share of housing and transportation expenditures in 
typical household incomes in each neighbourhood

Mixed Income Urban Community: 
Neighbourhoods with high housing prices, 
but low transportation costs, and a mix of 
incomes with a slightly higher percentage of 
higher incomes. These places tend to be urban, 
near jobs and near alternative transportation 
options and are the most diverse. 

41% earn $50,000 or more
Average Income: $52,184
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Inner-Suburban Community: 
Neighbourhoods with low incomes and therefore 
above average expenditures on both housing and 
transportation relative to incomes. These places 
tend to be urban areas segregated by race and 
income, inner-suburbs with fewer jobs and, in 
some regions, outer suburbs or satellite cities 
away from jobs and services and close to rural 
areas.  

30% earn $50,000 or more
Average Income: $41,387
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Wealthy Suburban Community: 
Neighbourhoods with higher incomes and 
therefore below average expenditures on both 
housing and transportation. These places tend 
to be suburban. 

67% earn $50,000 or more
Average Income: $76,444 
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Moderate Income Exurb: 
Neighbourhoods with moderate incomes and 
moderate housing prices but exceptionally high 
transportation costs due to long distances to 
services and employment. These places are 
primarily in exurban areas. 

52% earn $50,000 or more
Average Income: $58,529
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Source: Reproduced from CHP (2006)
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2) US Department of Housing and Urban Development (HUD) and Department 
of Transportation (DOT): Location Affordability Index

In 2009, the US HUD and DOT, in recognition of the existence of a trade-off 
between housing and transportation costs, collaborated under the federal 
Partnership for Sustainable Communities127 to introduce a Location Affordability 
Index (LAI) that measures an area’s affordability based on housing and 
transportation costs relative to income128. The collaboration between the two 
departments provides a good example for Malaysia in terms of improving 
housing and transportation coordination at the analytical level, which serves to 
provide robust inputs into the formulation of policies, as well as to better 
inform various stakeholders in all forms of decision making. 

Summary

The LAI Model (LAIM) is a combination of statistical modelling and data 
analysis that provides robust, standardised household housing and transportation 
cost estimates at the Census block-group level for almost the entire US129. These 
estimates are presented on the Location Affordability Portal130 in the form of 
two data tools: first is the visual representation of the LAI outputs for eight 
different household profiles on a national map; second is the My Transportation 
Cost Calculator, on which users can enter information on household income, 
size, and number of workers in their families, and based on the LAIM 
calculation, receive customised transportation cost estimates using the household’s 
tenure, cars, employment locations, and travel patterns131. More than just the 
general public, planners, policymakers and developers, too, stand to benefit 
from these data as they make decisions about land use, housing, transportation 
and economic development132. 

127 The Partnership for Sustainable Communities, which includes the HUD, DOT and the Environmental Protection Agency 
works to coordinate federal housing, transportation, water and other infrastructure investments to make neighbourhoods 
more prosperous, allow people to live closer to jobs, save households time and money, and reduce pollution. One objective 
of this collaboration is to increase public access to data on housing, transportation and land use. Source: HUD (n.d.)

128 CBC (2014b)
129 HUD (2016)
130 The Location Affordability Portal can be accessed at http://www.locationaffordability.info/lai.aspx.
131 HUD (2016)
132 HUD (n.d.)
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According to HUD (2016), there are three primary datasets (with data at the 
Census block-group level) that feed into the construction of the LAIM:

1) US Census American Community Survey, an ongoing survey that collects 
data on community demographics, income, employment, transportation 
use, and housing characteristics;

2) US Census Topologically Integrated Geographic Encoding and Referencing 
files, which provides data on geographical features, for instance roads, 
railroads and rivers as well as legal and statistical geographic areas; and

3) US Census Longitudinal Employment-Household Dynamics Origin-
Destination Employment Statistics, which is a detailed spatial distribution 
of workers’ employment and residential locations, as well as the relation 
between the two at the Census block level. This includes details on age, 
earnings, industry distributions and local workforce indicators. 

Using this concept of “location affordability”, the New York Citizens Budget 
Commission (CBC) published a series of policy briefs to examine housing 
affordability for a typical household133 in New York City (NYC) relative to 21 
other large US cities. The findings suggest that, although NYC is the seventh 
costliest housing market (annual rent: USD14,700), it has the lowest annual 
transportation costs (USD5,752) and one of the highest regional incomes 
(USD63,915)134. These make NYC the third most affordable city, with a 
combined cost of 32% of income for the typical household—well below the 
45% benchmark set by HUD (Figure 4.19). 

133 CBC uses HUD’s definition of the “typical regional household”. This household is a statistical creation based on average 
values for selected characteristics. In New York City, a typical household has 2.69 people, 1.2 commuters and annual 
income of USD63,915. Source: CBC (2014)

134 CBC (2014b)
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Figure 4.19 Housing and transportation costs as a percentage of income for a typical 
household, by selected city, 2010
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NYC’s low transportation costs are highly attributed to the robust regional 
mass transit system in the area, which supports low automobile ownership and 
a higher share of public transit users135. In fact, unlike other cities, more than 
half (56.5%) of the households in NYC do not own a car, and the same 
proportion commute by public transit136. In other words, the well-designed 
public transportation network plays a decisive role in keeping NYC’s location 
costs affordable, so much so that it overshadows the considerably high housing 
costs in the region. This speaks tremendously to the importance of an efficient 
mass transit system as a practical tool to alleviate households financial burden 
associated with housing.
 

135 CBC (2014b)
136 CBC (2014a)
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4.5 Identifying Gaps: What Can Be Done Moving Forward?

To solve housing market issues is to create an affordable and liveable habitat 
for all. Given the analysis above, there are some gaps that Malaysia should fill 
in the near future to achieve this objective.

1. Data
Understanding the plight facing households in the country is the very first step 
towards formulating targeted and effective policies. Therefore, filling in the gap 
of information about households’ journey from home to work and the accrued 
costs would be of great benefit to planners and policymakers. 

Specific to this section’s analysis, two major data limitations were observed:

1) Data are available, but not at the right spatial scale
 As mentioned in the earlier sub-section, most income and expenditure data 

available in Malaysia are at the national or state level, which do not help 
to understand how people and jobs are located and linked within a region 
or state. To enable meaningful analysis for this purpose, data at a more 
granular spatial level, for example, mukim or even census block level, is 
necessary. 

2) Data are not available
 This applies especially to travel and transportation data. Among others, the 

daily job-home movements of people are hardly known in the country, 
including their origins and destinations, as well as their choice of transport. 
Absent also is the information about job locations in each state, e.g. the 
number of jobs in each mukim, which helps to identify employment centres 
and households’ accessibility to those centres. Without this information, it 
is challenging to evaluate how well housing is facilitating households’ 
healthy functioning, which in turn determines their quality of life. 

Overcoming these data limitations should be one of the priorities moving 
forward, without which the crafting of well-informed policies is not possible. 
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2. To embed housing planning within a greater habitat planning
The measure of housing cost burden used throughout this section is itself a 
function of three variables—household income, housing expenditure and 
transportation expenditure—that span three sectors, i.e. the economic/
employment sector, housing sector and transportation sectors. The case of NYC 
provides an ideal example of how affordability can be achieved through 
managing the interrelationship among these three sectors. The policy implication 
of this understanding should be clear: housing planning should be integrated 
with transportation and other land-use planning, and not be seen in isolation 
from other sectoral forces at play. 

To a certain degree, sectoral coordination, e.g. between transportation and 
land-use planning, is believed to be happening at the planning level in Malaysia, 
as evidenced by various national and state spatial plans. However, certain gaps 
between planning and effective implementation may still exist. The gaps are 
summarised into two main points as follows:

(a) The complexity of planning process may have impeded effective 
communication of vision and plans

 Figure 4.20 illustrates the development planning framework in 
Peninsular Malaysia137, which consists of planning at three levels: 
national, regional/state and local. Specific to the spatial context, whilst 
the NPP is by far the only planning document at the national level, it 
is accompanied by a few other guiding policies for the nation’s spatial 
planning alone, such as the National Urbanisation Policy, National 
Rural Physical Planning Policy. These plans and policies are then 
meant to resonate with various sectoral policies and strategies, such as 
the Land Public Transport Authority’s Master Plan, as well as be 
aligned with the overall five-year Malaysia Plan. 

137 Sabah and Sarawak adopt planning systems that are different from Peninsular Malaysia due to their differing legal 
systems. Whilst planning matters in Peninsular Malaysia are subject to the Town and Country Planning Act 1976 (Act 
172), in Sabah, Town and Country Planning Ordinance 1950 (Sabah Cap 141) applies, and, in Sarawak, planning 
matters are subject to several other ordinances such as The Land Code of Sarawak 1958 (Sarawak Cap 81), The Land 
(Control of Subdivision) Ordinance, 1954 etc. Besides, although Sabah and Labuan are included under the scope of 
NPP3, only cross-border matters in Sarawak are considered. Nonetheless, at the state and local levels, Sabah and 
Sarawak, similar to their counterparts in Peninsular Malaysia, are consistent in using structure and local plans as their 
guiding documents for planning.
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 It is crucial to assess the need for multiple planning and policy 
documents to guide spatial planning at the national level. Not only 
does the implementation and monitoring of a wide range of plans 
accrue high costs, the effectiveness of communication of the overall 
national visions and action plans to all stakeholders, including the state 
and local authorities, developers and the general public, could potentially 
be jeopardised as well. Therefore, at the regional, state and local levels, 
where policies are turned into actions, it might prove challenging to 
translate various physical planning guidelines and policies, along with 
transport plans into a single structure or local plan. 

 A study published in the Journal of the Malaysian Institute of Planners 
highlights the difficulties in translating higher national plans to state 
structure plans and local plans138. The issue of the public being unable 
to express their needs and values in developments is one that is highly 
acknowledged and agreed upon across all levels of development plans, 
according to the local authorities that were surveyed. The study also 
acknowledged the technical capacity limitations in the local planning 
authority, especially towards incorporating local needs and values in 
development plan proposals. 

 These issues persist despite the provisions of Act 172, though the 
study concluded that amendments to it would not be sufficient to 
ensure that plans are efficiently implemented on the ground. Rather, 
the lack of coordination should be given further attention. In contrast, 
Singapore, for example, attributed the success of their transport 
planning partly to the government’s ability to gain the populace’s 
trust in and acceptance of the transport policies formulated139. To 
achieve that, effective communication of plans to the stakeholders has 
to come first to build trust and enable all to take ownership of the 
nation’s vision. A simplified planning process at the top-most level 
could support this end. 

138 Faizah et al. (2013)
139 SIP (1998)
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Figure 4.20 National development planning framework (Peninsular Malaysia)
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(b) Empowerment of the state and local authorities is key to enabling 
effective translation of national level plans and policies into the state and 
local context

On the other hand, at the state and local levels, the authorities’ capacity 
to collect and manage data, conduct research, and craft aspirations and 
directions that are aligned with that of the nations for their respective cities 
leaves much to be desired. Because every state is different, in the effort to 
create a healthy living habitat at each locality, the authorities need to be 
empowered to do the above, and answer some of these questions for 
themselves:

• What model of habitat does the state aspire to cultivate, e.g. green city, 
competitive city, tourism city?

• What are the current barriers facing the state in achieving the aspiration?
• How well does the housing sector serve the city? What about the 

transportation or employment sector?
• In line with the state’s vision, should jobs be dispersed and located 

around neighbourhoods, or should families be better connected to 
employment centres by public transit? 

In short, clarity of vision and policies from the top, along with enhanced 
capacity to translate those visions into actions at the state and local levels, 
are necessary to fill the gap between planning and implementation. 
Increased awareness and understanding of the intimate relationship between 
the housing sector and the rest should always guide the entire thinking of 
the habitat planning moving forward.
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“Development depends not so much on finding optimal combinations for 
given resources and factors of production as on calling forth and  
enlisting for development purposes resources and abilities that are  

hidden, scattered, or badly utilized”.
  

Albert O. Hirschman (1958), The Strategy of Economic Development

The proposed objectives and policies have been recommended based on the 
specific problems that have emerged based on the housing market environment 
in Malaysia. For example, rectifying the problems of abandoned housing 
projects would have been specific to the project owners (firms) in other parts 
of the world but in Malaysia (due to the STB system) it is also a problem for 
the “mini-society” that has purchased the abandoned homes. Therefore, the 
policies and action plans are designed to strengthen the sectors that contribute 
to the overall successful attainment of the proposed objectives. 

This section will evaluate the state of preparedness and the existing gaps 
inherent from the perspectives of fiscal spending and the associated impact. 
Fiscal expenditure is assessed as a reflection of government’s strategies and 
priorities. However, lack of housing expenditure data at the state government 
level has inhibited a more thorough assessment on the impact of fiscal spending 
on housing from being conducted. 

The problems of data gaps are also identified and detailed problematic data 
points are provided to serve as key input to the setting up of an integrated 
housing database. The mechanism and processes of monitoring and evaluation 
are also important but this will not be covered here due to data limitations.  

5.1 Fiscal Analysis

Prior to 2013, the government’s expenditure on housing was mainly utilised for 
the development of social housing sector and government quarters through the 
allocation of development expenditure (devex). The allocation for the social 
housing sector increased by 86.9% between 2009 and 2016 whereas the 
allocation for government quarters decreased by 73.1% during the same 
period140. The allocation for government quarters could be slightly underestimated 

140 Calculations exclude budget items on maintenance.
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as the budget items that combines offices and residential allocation are excluded, 
although the decreasing trend is likely to remain similar (see Figure 5.1 below).

Since 2013, the government has spent an inordinate amount of funds on 
government-assisted housing. Affordable housing schemes were announced since 
the start of the 10th Malaysia Plan period, which include projects from PR1MA, 
SPNB, Kementerian Wilayah Persekutuan (KWP), as well as projects under 
states’ affordable housing schemes. Total devex on PR1MA and Perumahan 
Penjawat Awam 1 Malaysia (PPA1M) alone increased by 315.8% from 
RM390m in 2013 to RM1.6b in 2016. PR1MA also received an average of 
RM16.3m operating expenditure (opex) allocation from 2014 to 2016. The 
total expenditure for government-assisted projects could be significantly higher 
as there were expenditure items parked under facilitation funds, opex or other 
budget items in which the breakdown was not made available. 

In proportional terms, government-assisted housing made up 44.7% of housing 
devex in 2013 compared to 28.3% for social housing and 27.1% for government 
quarters. The proportion of devex for government-assisted housing increased 
significantly to 75.3% in 2016 while the proportion for social housing decreased 
to 19.7% and for government quarters dropped drastically to 5.0%.

State governments also fund their own affordable housing schemes which 
include financing the project development and the associated land acquisition 
costs through their own budget processes. The expenditure on the affordable 
housing segment is often larger than the expenditure on the social housing 
segment and the government quarters. On top of devex allocations, states also 
allocate funding for various trust accounts, primarily for the purposes of 
maintenance. This amount is not reported as part of the state budget and hence 
is not reflected in their financial statements. 

Even though Figure 5.1 shows that there is no fiscal expenditure on the private 
sector, there are certain opportunity costs incurred by the government in the 
form of loss revenue when exemptions are given. These opportunity costs are 
usually not estimated or not systematically captured as part of the accounting 
process, although it is important for impact analysis and strategic formulation 
moving forward. 
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Figure 5.1 Federal government’s expenditure on housing development and maintenance,  
2009 – 2016 (RM m)
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Fiscal expenditure reflects the government’s strategy to address issues of housing 
supply and affordability. Table 5.1 and Table 5.2 below illustrate the fact that 
public rental programmes have been the government’s conventional area of 
focus i.e. through the provision of rental social housing and government 
quarters. However, since the 10th Malaysia Plan, the government has shifted its 
priority towards home ownership programmes, primarily through direct 
provision of housing that are affordable through PR1MA, SPNB, PPA1M, KWP 
and others as well as an increase in the ownership of social housing. 

Prior to 2013, fiscal expenditure on public ownership programmes totalled a 
meagre RM155m for the four-year period between 2009 and 2012; this has 
increased to a total of RM4.4b between 2013 and 2016. This is more than four 
times the amount spent on public rental programmes in the post-2013 period. 
Fiscal expenditure on public rental programmes has decreased by more than 
half during the four-year period after 2013 i.e. from a total spending of 
RM2.8b between 2009 and 2012 to RM1.1b between 2013 and 2016.
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There is also the imposition of quotas to compel the private sector to provide 
housing that are affordable, but as pointed out above, the true costs to the 
government are not captured in a systematic manner. 

One area that is currently not the focus of policy action, and with no recorded 
expenditure, is the private rental market. However, 19.6% of households in 
Malaysia rent in 2016 and 46.9% of them are from B40 households and 
43.9% are from M40 households. The proportion of the B40 and M40 renting 
is highly likely to be higher in urban areas although the data are not available. 
It is reasonable to assume that a large proportion of these tenants are renting 
dwelling from the private market as social housing only constitutes about 1.5% 
of total stock in Malaysia in 2016141.  

Table 5.1 Fiscal allocation reflecting federal government’s housing strategies, 2009 – 2012

 Housing Tenure: Rental Housing Tenure: Ownership

Public
Social Housing
(RM1.1b)

Government Quarters
(RM1.7b)

Social Housing
(RM155m)

Government-Assisted 
(the programmes are 
not launched yet)

Private No policy measures and expenditure 
recorded 

Private Housing Quota
(true costs are not systematically captured)

Source: JANM (various years) and author calculations

Table 5.2 Fiscal allocation reflecting federal government’s housing strategies, 2013 – 2016

Housing Tenure: Rental Housing Tenure: Ownership

Public Social Housing
(RM613m)

Government Quarters
(RM528m)

Social Housing 
(RM827m)

Government-Assisted 
(RM3.6b)

Private No policy measures and expenditure 
recorded 

Private Housing Quota
(true costs are not systematically captured)

Source: JANM (various years) and author calculations

141 Based on Buku Perangkaan KPKT 2015, total number of PPR rental units completed is 72,479.
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Another pertinent question relevant to policy decision is whether increasing the 
expenditure for government-assisted housing could have been better allocated 
for the maintenance of social housing instead. There are a few reasons to 
suggest further deliberations are necessary before invoking this policy. One, the 
direct provision of government-assisted housing is disproportionately more 
expensive but does not necessarily bring the intended results in terms of 
sufficiency and pricing. 

Second, this policy can crowd out the private sector from supplying housing for 
this segment of the population. It can also buffer the creation of a more 
innovative private sector supply-chain that could produce housing at competitive 
costs. Instead, the government can continue its focus on refining the use of 
quotas, incentives and other tools at its disposal to compel the private sector 
to supply housing that is generally affordable. 

Figure 5.2 below illustrates the demarcation between the social sector and the 
market sector. The government will be able to confine its fiscal commitments 
to the social sector and ensure good quality housing with proper neighbourhood 
amenities are present at deprived areas. For the market sector, the government 
should create a healthy competitive environment through enacting regulations 
for the private sector players to provide housing that meets the effective demand 
of the local populace.  

This framework is also important as a monitoring and evaluation tool, where 
the impact of the strategies and funding can be captured in key indicators 
such as rent-to-income ratio and house-price-to-income ratio for households. 
For example, for a household to migrate from social renting to the private 
renting sector, the rent-to-income ratio is a good indicator on whether the 
households can afford the “jump”. If the ratio is too high in the private 
sector, then households will continuously need social housing funded by the 
government. The key here is for each city or conurbation area to identify the 
appropriate level of household income that take into account the household 
size and composition (i.e. based on equivalence scales) that will be under the 
welfare state.
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Figure 5.2 The different roles of government for the social and market sector

Government provides
funding

Served by the market sector

Government provides regulation for a competitive operating 
environment for both consumers and producers of housing

Served by the
social sector

 

  

 

 

 

 

Social
renting

Private
renting

Affordable
ownership

To block the impact of 
speculative activities

House price-to-
income ratio

House Price
Index

Rent-to-
income ratio

House price-to-
income ratio

Rent-to-income ratio

Asset
accumulation

Social
ownership

Third, a well-maintained, high quality social housing stock helps to ensure 
circulation of welfare housing and slows down the depreciation rate of the 
existing housing stock (see Figure 5.3). Having a sustainable social housing 
stock in circulation is crucial given the scarcity of suitable land for the 
development of social housing projects.
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Figure 5.3 Percentage of households in deteriorating/dilapidated houses in Malaysia, by state, 2016
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5.2 Gaps

Various data gaps that could constrain in-depth, disaggregated and comparative 
analysis at the state level have been identified. Generally, a number of cross-
cutting issues were found to be common during the data collection phase of 
this research:
• Data are not available at all;
• Data are available but not at the right spatial scale;
• Data are available but are only in physical format;
• Data are available but are sparsely located and are not kept under a single entity; and
• Data are available but could not be shared due to confidentiality reasons.

The following subsections explain in detail the data gaps according to their 
intended use and importance. These data gaps will have to be addressed to 
allow for a better and complete understanding on the issues present in the 
Malaysian housing market, as well as to allow for the effective planning and 
monitoring of the sectors relevant to housing market moving forward.
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5.2.1 Spatial

To identify the ecosystem of housing and how various places within the 
ecosystem are interrelated, the ideal case would be to have a fine-grained origin-
destination matrix of households’ travel patterns. Estimation at the city and 
district level, rather than at the state level, will capture the spatial variation in 
characteristics across a conurbation more precisely, and determine how 
individuals move between residential and employment districts. As no such data 
exist, the ability in identifying the extent of housing ecosystems in these 
conurbations is rather limited. 

To better plan for long-term objectives such as transport connectivity, housing 
land availability and so on, the concept of “Housing Market Areas” have been 
incorporated in housing planning abroad for example in the UK. To this end, 
an area is defined by the area encompassing commuting. The theoretical basis 
for demarcation is as follows:
• Housing Market Areas (77.5% self-containment)
• Local Housing Market (50.0% self-containment)

Through this method of categorising areas, local authorities may generate 
different hierarchies of housing market areas in their housing plans. However, 
demarcating housing market areas in such way require comprehensive origin-
destination data to come up with proper estimates.

In order to identify and establish the ecosystem of housing and the extent of 
conurbations in this report, inferences have been made about travel demands 
and patterns, as shown in Sections 4.3.1 and 4.3.2. In Section 4.3.1, the co-
location of home and work places is examined by studying the density of 
population and jobs. However, even in this respect, the analysis is limited as 
the latest population figures were confined to no later than 2010, while job 
densities were calculated based on proxies142. The availability of updated 
population and job density figures at a granular spatial scale is necessary to 
better understand how jobs within an area affect and shape residential locations.   

142 Refer to Appendix F for a detailed description on the methodology.
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Lastly, determining the trade-off between housing and transport costs requires 
expenditure data on housing and transportation at the right spatial scale. 
Currently, such data are only available at the state level, but this is not granular 
enough to show the variation in housing and transportation expenditures 
throughout a region. Thus, this report is unable to conclusively determine 
whether currently there is a trade-off between housing and transport costs in 
Malaysia amidst the existing sprawling nature of the major conurbations. 
Moving forward, such data will have to be monitored in order to ensure that 
such a trade-off does not materialise for households in Malaysia. 

5.2.2 Demand

Analysis of past, current and future trends in household demographics for this 
report was limited by the lack of publicly available data on household 
characteristics apart from the 2010 census. More critically, the lack of temporal 
and granular data on household characteristics in general makes it difficult to 
determine how changes in household formation rates and household compositions 
affect the overall demand for housing in the country. While DOS or the state 
governments may have undertaken their own census or surveys to collect data 
that is relevant to the housing sector, the results of these studies were not 
publicly available at the point of time of this research.

In general, state government agencies for housing do not collect or utilise on a 
frequent basis data on households (if they are available to these agencies) to 
monitor the demand for housing in their localities. As currently practiced, 
housing projections (using projected household data) are only estimated when 
local and state governments prepare their local or state structure plans. The 
long time periods in between the development of new plans mean that available 
data on housing requirements at the disposal of local governments are mostly 
outdated and inaccurate. 

Furthermore, the lack of granular data on the household demographic profile 
in these prepared plans (for example, the composition of households by the age 
group or income group of the head of households by local authority area) limits 
the ability of local governments to properly estimate the types of housing 
required by the local population, hindering the overall planning process. 
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Additionally, very limited data on the rental housing market have resulted in a 
total exclusion of this housing segment from this report. This includes critical 
information such as rental and vacancy rates. The current dynamics of rental 
housing cannot be determined, and therefore gaps or strengths within the 
segment cannot be identified. The lack of data on the rental market ultimately 
affects the ability of households who demand housing to make informed 
decisions on their tenure choice and housing options.

In terms of data from home financing, more analysis could be done if the 
following were made available: the number of mortgages owned by individuals 
due to owner-occupier or rental purposes, the proportion of completed 
mortgages at the city-scale with demographics, and the holding period of houses 
by individuals after the completion of mortgage repayments. In more developed 
countries, these data would have served as input to policymaking.

5.2.3 Supply

The research framework sought to identify the determinants that can affect the 
shape and responsiveness of the supply curve by looking at the housing 
production costs and how they vary depending on the types of housing projects. 
Housing production cost data includes the data of GDV, GDC, actual 
construction costs and costs components as per the types of housing projects 
i.e. private, government-assisted, social housing or government quarters.

Notwithstanding developers’ claims on rising contribution and compliance costs 
for housing projects, these data points could reveal the actual amounts and thus 
justify or nullify these claims. Additionally, a time series data would allow us 
to further analyse how the proportion of these costs have changed over time. 
However, there is limited access to data on private housing projects. 

While some of the states which were involved directly with housing projects—
through joint-ventures with private developers or through their development 
arms—were able to share the relevant data points, not all were able to do so. 

To complement the analysis of housing production costs, the research framework 
also sought to investigate how effective the regulatory environment is as one of 
the determinants of housing supply. It is claimed that the long approval process 
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can contribute to the higher holding cost for developers and reduce their 
productivity. In turn, it can lead to an increase in house prices thus making 
housing more unaffordable. Notably, there has been a continuous improvement 
on the regulators’ side to improve the development approval process, with the 
introduction of the OSC and its improved version, i.e. OSC 3.0. 

The data on duration of approvals would allow verification of the effectiveness 
of the OSC as an initiative of the government to improve the approval process. 
In addition, a comparative analysis of the data would tell us how the duration 
would differ according to the different types of housing projects, such as private 
housing projects without assistance and joint venture housing projects. However, 
the data are not readily compiled nor easily extractable as the OSC portal was 
not established and designed to do so. Furthermore, obtaining data from pihak 
berkuasa tempatan (PBT, or local authority) also takes time depending on the 
data management at the PBT level.

Additionally, there is a need to better understand the price determination 
mechanism for developers along with the current practice of valuation, based 
on a proper research framework to identify the determinants of supply shift. 
To complement that, a Herfindahl-Hirschman Index needs to be constructed 
from the data of incoming housing projects with the details e.g. project names, 
name of developers, number of units and lot number to observe market 
concentration by industry players. The comparison sales approach in valuation 
practise is exposed to price speculation which could benefit the players that 
have a bigger market share in an area. The analysis of the data would identify 
the linking between the value of existing stocks and incoming stocks. 

However, similar to the points related to housing production costs, the specified 
data points are not easily extractable from the OSC portal. Furthermore, it 
takes time to obtain the data from PBTs, depending on the management of this 
data at the PBT level. 

Besides the incoming stock, the research framework sought to study the quality 
of the existing stock available in the market as well. The lack of availability on 
the maintenance costs data forbids the assessment of the quality of the existing 
stock to be undertaken. The analysis can further differentiate the cost components 
required to maintain existing private and social housing projects. In addition, 
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the maintenance costs can be triangulated with the method of construction of 
the housing projects. Therefore, the difference between the quality as well as 
the costs to maintain the housing units depending on the construction technology 
adopted e.g. conventional vs modernised construction methods can be examined. 

Furthermore, vacancy rates would enable us to establish indicators that would 
identify the optimality of distribution and utilisation of the existing housing 
stock. While it is clear that social housing, government-assisted housing project 
and Bumiputera units are monitored by certain state housing authorities, there 
is an apparent lack of information regarding the occupancy of existing housing 
units under private housing projects. Local and state authorities currently are 
not required to monitor and manage the vacant units except for housing 
programmes that are within their administrations.

The amount of government assistance ideally should be categorised further to 
better understand the government’s strategies to address housing issues. Data on 
fiscal allocation specific to their intended purpose, e.g. allocation to assist 
rental, ownership (building or by making social housing provisions) or for 
housing maintenance, would provide a better analysis of governments’ strategies 
to address housing issues. Whilst some states have published the data points 
under Laporan Kewangan and Penyata Kewangan publicly, not all states do so. 
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6.1 Malaysia’s Housing at the Centre of the New Urban Agenda

It is imperative that the research and policy formulation process adheres closely 
to the NUA as a guiding framework. The NUA was adopted by heads of state 
and government, ministers and high representatives at the United Nations 
Conference on Housing and Sustainable Urban Development (Habitat III), with 
the participation of subnational and local governments, parliamentarians, civil 
society, indigenous peoples and local communities, the private sector, 
professionals and practitioners, the scientific and academic community, and 
other relevant stakeholders. 

One of the main links between DRN 2018 – 2025 and the NUA is the shared 
commitment to achieve SDG 11 “Make cities and human settlements inclusive, 
safe, resilient and sustainable”, hence the importance of making housing within 
its larger urban/habitat context a core analytical approach. Beyond SDG 11, the 
NUA also recognised broader Sustainable Development Goals (SDGs 2 – 8, 12, 
13 and 15) in its aspirations, just as the development of DRN 2018 – 2025 
takes into account our national development planning document i.e. the 11th 
Malaysia Plan in which the broader SDGs have been mainstreamed and 
incorporated. Therefore, the three principles of the NUA—inclusion, innovation 
and integration—are used as the normative guidelines when assessing policy 
trade-offs and translating research into policy priorities and directions.

The action framework of the NUA is a non-exhaustive list of the foundational 
elements required for urbanisation. These 35 elements are grouped into five 
categories, namely: (1) national urban policies; (2) urban legislation, rules and 
regulations; (3) urban planning and design; (4) urban economy and municipal 
finance; and (5) local implementation. Principles of participation and governance 
are considered cross-cutting. 

Given the important link between urbanisation and housing, the processes of 
research and policy formulation are aligned to each of these categories and 
built on the elements proposed wherever relevant. Refer to Table 6.1 below 
to see the links between the NUA elements and DRN 2018 – 2025 research 
and policies. 
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Table 6.1 The Alignment of DRN 2018 – 2025 with the New Urban Agenda 

UN Habitat’s New 
Urban Agenda Malaysia’s National Housing Policy 2018 – 2025

National urban 
policies

DRN 2018 – 2025 thrusts and policy statements are consistent with the 
country’s National Urbanisation Policy (NUP). In fact, DRN 2018 – 2025 will 
form a key building block of the NUP (Thrust 5, policy 21).

Urban legislation, 
rules and regulations

Section 2.0 of the research highlights the need to put in place a “Good 
Quality Housing Standard” in Malaysia, which requires corresponding 
legislation, guidelines and regulations.  

Urban planning and 
design

Section 4.0 of the research studies the wider spatial context of housing 
(urban, conurbation, regional) and its implications for urban planning and 
coordination across different levels of government.  

Urban economy and 
municipal finance

Sections 1.0, 2.0 and 3.0 of the research looks at the economics of housing 
using a demand-supply analysis to offer potential explanations for rising 
unaffordability in the housing market. House financing is also a major feature 
of the analysis.

Local implementation DRN 2018 – 2025 Action Plan is developed based on the policy thrusts and 
statements to provide specific, measurable and implementable actions not 
only at the federal level, but especially at the state and local levels.  

Participation and 
governance 

Section 5.0 of the research highlights institutional issues on fiscal strategies 
and data gaps, supported by findings on other implementation constraints 
raised in stakeholder consultations conducted as part of DRN 2018 – 2025 
research methodology. This leads to a policy thrust that is dedicated to 
governance issues. 
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6.2 Policy Thrust 1: Ensuring Good Quality Housing for All

Key findings from Section 2: Housing Need and Demand

No current definition of what “good quality housing” means in 
Malaysian society. 
While there are many references to the provision of good, adequate and/or 
quality housing for the population, there is currently no standard definition 
for these terms and what they mean for the country. Existing regulations on 
the minimum standards of housing only regulate the construction of new 
housing units and do not attempt to regulate the quality of the existing 
housing stock. 

It is vital to distinguish between housing need and housing demand as policy 
solutions to meet them can be vastly different. 
Households with the ability to pay for their housing demand should go to 
the private housing market for their homes. Those without means to attain 
housing via the private market can only fulfil their housing needs with 
assistance from the government, which is inherently limited by public funds. 
It is vital for states to evaluate the number of households that can qualify 
for its social housing sector based on their local conditions. While the 
country has an established assessment method to estimate total housing 
requirements, no specific assessment has been undertaken to identify 
incidences of core housing need within the population. 

The policy recommendations are as follows:
1) Developing a Good Quality Housing Standard to elevate the overall quality 

of housing in the country; 
2) Establishing redevelopment programmes to facilitate the rejuvenation of 

buildings to meet the Good Quality Housing Standard;
3) Improving building maintenance practices to ensure adherence to the Good 

Quality Housing Standard;
4) Refining the role of government and establishing appropriate institutional 

frameworks in the provision of good quality housing; and
5) Demarcating housing needs and wants in improving the provision and 

targeting of government housing assistance programmes.
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In order to elevate the overall quality of housing in the country, the government 
must define what “good”, “adequate” and “suitable” mean in the context of 
Malaysian society, taking into account the societal and cultural norms of the 
people. This entails developing a Good Quality Housing Standard that can then 
be used as a minimum threshold for housing quality for the entire country. The 
appropriate regulatory framework must also be set up to support and advance 
the targets and objectives of its implementation. Guidelines for the rejuvenation 
of buildings as well as building maintenance practices must also accordingly 
subscribe to the standard.

Additionally, the development and implementation of the Good Quality 
Housing Standard can better refine the targeting of government housing 
assistance programmes. Households without access to good quality housing may 
experience a form of core housing need. It is necessary to define and evaluate 
these instances of need to appropriately estimate the size of the social housing 
sector so that local governments can be more informed when planning solutions 
for this sector. The development of an appropriate housing needs framework at 
the local authority or state government level is crucial for this purpose. 

KHAZANAH RESEARCH INSTITUTE 174

FROM RESEARCH TO POLICY
SECTION 6



Housing affordability for Malaysia has not improved significantly, partly 
from the unresponsiveness of housing supply to effective demand. 
The median multiple for Malaysia hovered between 4.0 and 5.0 from 2002 
to 2016, exceeding the 3.0 threshold for housing affordability. More 
critically, in general, state government agencies for housing do not collect or 
utilise on a frequent basis data on households to monitor the demand for 
housing in their localities. This limitation may lead to an oversupply of 
housing units that are not in line with the needs of the population or 
conversely, an inadequate supply of housing units that are in demand, 
resulting in a demand-supply mismatch. There is a need to institutionalise a 
framework to monitor trends in housing (especially housing affordability) to 
enable state and local governments to better plan for the supply of housing 
in their localities. 
Efforts to improve housing affordability have largely focused on unsustainable 
intervention on the demand-side i.e. either by subsidising the housing costs, 
easing house financing, or increasing direct provision of houses, while 
transformation on the supply-side has been slower. By contrast, interventions 
to make supply of housing more elastic and responsive in meeting its 
demand are arguably more important to ensure an effective and well-
functioning housing market.

Productivity must be anchored in technological upgrading and its 
supporting ecosystem.
Measures to induce structural change in the industry towards higher 
technological platform have not been effective. The source and quality of 
productivity matters more when it comes to shifting the supply curve to the 
right and increasing its elasticity. Therefore, policies must be oriented 
towards the creation of a supporting business ecosystem and housing delivery 
system that incentivises the push for technological upgrading e.g. IBS and 
other modern construction methods. More specifically, our research highlights 
the need for the housing delivery ecosystem to support technological 

6.3 Policy Thrust 2: Improving Accessibility and Affordability  
of Housing

Key findings from Section 1: Housing Affordability and Section 3: A Supply-
Side Analysis of the Housing Market
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upgrading through a shift from STB which disincentivises modernisation in 
residential construction to the BTS system which is key for modernising 
construction, as well as a transition from a fragmented procurement method 
to one that consolidates the supply chain, integrating design and construction 
on site to expedite time, reduce cost and improve quality.

With the current housing supply strategy heavily skewed towards home 
ownership, renting should be promoted alongside, not in competition with, 
home ownership with the former not being viewed as an inferior choice.
Some of the house financing schemes reached the T20 income group when 
the original intention was to target the middle-income group. Coupled with 
the existing housing schemes being skewed towards home ownership, this 
has conflated, and to some extent convoluted, two housing policy objectives 
i.e. help those in need to access housing as shelter versus help non-
homeowners buy and own housing. These two policy objectives address very 
different constituents, require different strategies and demand different 
amounts of funding and resources. Achieving universal home ownership may 
neither be feasible nor desirable. Renting should be provided as a viable 
option to suit people’s lifestyle at different stages of their life cycle. The aim 
of the policy should be to create a dynamic housing market that is flexible 
enough for people to switch between owning and renting depending on  
their circumstances.

Financing plays an important role in ensuring sustainable demand for housing, 
but it should not be the means to make owning a dwelling affordable.
Finance plays an important role in ensuring sustainable demand for housing. 
Buying a house requires a large amount of cash which very few can afford 
without access to finance. However, it should not be the means to make 
owning a dwelling affordable. The access to house financing from private 
credit market remains ample for eligible borrowers. Nevertheless, households 
with income of less than RM5,000 per month in urban centres, or less than 
RM3,000 per month in other areas are among the groups who face the 
biggest challenge in obtaining bank financing. 
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The policy recommendations are as follows:
1) Leveraging on technology and its supporting ecosystem to improve the 

supply and productivity of housing
2) Developing localised housing affordability measures to enhance the M&E 

framework of states and local authorities;
3) Broadening housing tenure choices through the formalisation of the rental 

market to cater for the diverse needs of society; and
4) Improving the existing house financing schemes to provide inclusive and 

sustainable solutions for low- and medium-income groups to access homes 
that are affordable.

State governments and local authorities need to monitor trends in housing 
affordability in their local areas to better plan for the supply of housing in their 
localities. A guideline must be developed to define and monitor a housing 
affordability threshold for local authority areas, both for renters and homeowners. 
To allow for comparison across different local authority areas and states, the 
methodology for this threshold must be standardised. This information must 
then be made available to housing developers as well as residents of the local 
area, both more generally and at the point of sale or rent. Most importantly, 
this benchmark should be used by state and local governments to assess and 
plan their housing development needs.
In improving the supply and productivity of the housing sector, a new 
designated procurement route that allows for the consolidation of firms’ 
resources within the supply chain should be established, supported by a shift 
towards an improved design-and-build governance structure. This will be 
complemented with a BTS housing delivery system to be the anchor in realising 
the adoption of construction technology in housing sector. Life-cycle costing can 
further support a more informed decision-making process on technological 
choices, as well as enhance monitoring, reporting and incentives to drive the 
achievement of productivity targets.
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The prevailing condition indicates that home ownership continues to be the 
primary tenure choice of Malaysian households despite more people finding 
that owning a house is beyond their reach. While achieving universal home 
ownership may neither be feasible nor appealing for all, what is more important 
in addressing the well-being of the people is to ensure that everyone is able to 
have a roof over their heads. As such, for households who are not financially 
ready to buy a house, renting can be a viable option in the interim. Renting 
also enhances people’s mobility by enabling them to be freer to explore job 
opportunities in other cities especially in the case of recent migrants, catering 
to the diverse needs of society. Shifting paradigm in housing tenure choice 
requires renting to be promoted alongside, not in competition with, home 
ownership with the former not being viewed as an inferior choice. This needs 
to be complemented with improvements in the regulation of the rental market 
to protect the interests of landlords and tenants.

In terms of financing, measures should be targeted at low-income households 
who have the financial capacity to pay but due to circumstances, are not able 
to access the commercial credit market. Efforts to assist the M40 should be 
done by ensuring adequate supply of affordable houses, and not by credit 
easing or by creating a reliance on government for financing assistance. This 
requires a long-term strategy on the phasing-out of existing financing schemes 
for the M40 especially as the housing market gradually corrects and achieves 
steady state, where it is able to independently clear itself without any 
government assistance.

KHAZANAH RESEARCH INSTITUTE 178

FROM RESEARCH TO POLICY
SECTION 6



6.4 Policy Thrust 3: Ensuring Quality and Cohesive Neighbourhoods

Key findings from Section 3: A Supply-Side Analysis of the Housing Market 
and Section 4: Spatial Analysis 

Achieving good quality housing standards must be assessed within its wider 
neighbourhood context.
Third places e.g. football fields, community libraries or religious centres and 
other common spaces are key to liveability. However, there are different 
hierarchies of third places depending on their physical scale and uses. 
Community libraries and football fields are examples of third places that go 
down to neighbourhood level. Third places have played a pivotal role in 
raising quality of life and improving the general liveability of first places. 
However, there is a need to define third places within the neighbourhood’s 
context and to outline the responsibilities to maintain these spaces.

Housing valuation method can be improved to drive quality neighbourhoods. 
The normal practice of valuation is the sales comparison approach, which is 
largely based on historical pricing, where the last transacted price of a 
similar housing unit determines the value of new comparable housing in an 
area. However, valuation can be a mechanism to drive improvements in the 
quality of neighbourhoods when it incorporates quality of amenities and 
services as well as physical condition of buildings in its methodology, which 
gives an objective value to the housing unit.

There is a need to complement the physical aspects of residential buildings 
with community elements.
People’s well-being is not only determined by the physical aspects of 
residential complexes; the quality of community elements in the neighbourhood, 
such as the culture, economic freedom and privacy can also affect well-being. 
Hence, the sense of ownership and roles of communities towards 
neighbourhoods’ condition should be empowered.
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The policy recommendations are as follows:
1) Providing and maintaining quality amenities and services in residential 

neighbourhoods to support community life; and
2) Revitalising the role and vibrancy of communities in strengthening 

neighbourhood quality.

Good quality neighbourhoods are often the function of good quality amenities 
and services. The amenities and services provided must be functional and able 
to sustain the life of the community as first and third places in the sociology 
of place. On the other hand, third places differ in terms of their impact on the 
communities, depending on their own primary uses. Therefore, there is need to 
define common spaces within neighbourhoods and outline responsibilities of 
relevant parties to maintain the spaces as well as to build quality neighbourhoods. 
This policy recommendation builds on efforts and initiatives under Thrust 6 of 
DRN 2013 – 2017 i.e. “Enhancing the Level of Social Amenities, Basic Services 
and Liveable Environment” to make sure that residential buildings are well 
maintained and to ensure good quality amenities and services are provided in 
neighbourhoods to support community life.

One of the findings in Section 3 shows that one way to strengthen the thrust 
is to improve the property valuation method by incorporating neighbourhood 
conditions into valuation methodologies. Accordingly, existing guidelines and 
standards of quality neighbourhoods can be used to evaluate neighbourhood 
conditions. In addition, more comprehensive guidelines incorporating an 
assessment of neighbourhood conditions can be developed to complement 
existing guidelines and to determine quality scores of neighbourhoods in 
valuation reports. 

Besides the physical conditions of neighbourhoods, quality services and amenities 
are largely sustained and maintained by the communities that use them. Hence, 
it is of utmost importance to strengthen the sense of belonging of the communities 
towards their neighbourhoods. The empowerment of community ownership also 
includes strengthening the legal and financial capacity of communities, which 
will contribute to the effective management of neighbourhoods. This is because 
communities are the direct beneficiaries of quality services and amenities in any 
residential areas (or housing habitats); they know what they need and what can 
give value to their neighbourhoods. 
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6.5 Policy Thrust 4: Improving Housing and Transportation 
Coordination for Better Quality of Life

Key findings from Section 4: Spatial Analysis

The location of housing matters considerably for households’ housing cost 
burden and quality of life.
However, the lack of data impedes meaningful analysis on whether and why 
housing-transportation costs trade-off exists due to sprawl. National aggregate 
data show that housing and transportation expenditures are among the 
largest items in household budgets, and jointly these expenditures have been 
growing almost as fast as household income over time. However, without 
more detailed geographic information tied to these costs, it is unclear how 
much these costs vary spatially within a state or a region. Furthermore, 
while the simulation conducted in this report based on tolerable commute 
times suggests an emergence of sprawl, it is also unclear to what extent these 
variations can be attributed to the location of housing relative to urban/
employment centres without data on commute patterns or on residents’ 
actual work locations. 

It is crucial to address institutional gaps to enhance the integration of 
housing and transportation considerations at the analytical, planning and 
implementation level. 
The complexity of the current development planning framework requires  
skillful and strong institutional capacities to effectively communicate the 
national urban planning visions and action plans to all stakeholders, 
especially at the subnational planning level and the general public. This is 
important to enable a more decentralised planning approach and for all to 
take ownership of the plans within their territories. Furthermore, state and 
local authorities’ capacity to collect and manage data, craft aspirations for 
their cities and translate national vision in the structure and local plans 
leaves much to be desired. 
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The policy recommendations are as follows:
1) Streamlining housing and sectoral planning processes in regional, structure 

and local plans to enhance clarity and consistency of visions and increase 
the effectiveness of public participation; and

2) Strengthening the capacity of state and local authorities to monitor and 
integrate housing and transportation considerations at the analytical, 
planning and implementation levels.

These two policy recommendations seek to promote housing and transportation 
coordination, such that housing locations are viewed in a wider context in 
connection to other places, with emphasis on connectivity and mobility. The 
first entails a need to streamline the housing and sectoral planning process in 
regional, structure and local plans. This report argues that the complexity of 
the current development planning framework, without corresponding skillful 
human resources and institutional capacities, hinders the effective communication 
of the overall national urban planning visions to all stakeholders, especially the 
general public. This therefore has to be addressed by ensuring that structure 
and local plans are given the upmost consideration throughout housing and 
other sectoral planning processes, especially transport, as this is the level where 
coordination aspirations are translated into actual practice.

Additionally, authorities involved in housing and transport related matters 
should be firstly empowered before effective planning and coordination between 
the two functions could be enhanced. As housing and transportation 
considerations are rather segmented and limited, there is a need to strengthen 
the capacity of state and local authorities, such that they are equipped with the 
necessary skills to monitor and integrate housing-transportation considerations 
at the analytical, planning and implementation level. Accordingly, this entails 
the development of an appropriate level of human capital, institutional 
frameworks and funding in all related sectors and agencies.
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6.6 Policy Thrust 5: Strengthening Institutional Capabilities to 
Deliver DRN 2018 – 2025

Key findings from Section 5: Monitoring and Evaluation 

Current data gaps point to a need for a systematic data collection process 
for housing and housing related measures. 
Various data gaps impede the effective analysis, planning and monitoring of 
the housing sector. Some cross-cutting issues were found to be common 
among state and federal agencies:
• Data are not available at all
• Data are available but not at the right spatial scale
• Data are available but only in physical format
• Data are available but sparsely located or not kept under a single entity
• Data are available but could not be shared due to confidentiality reasons

Integrated housing data can advance national housing research to substantiate 
the formulation of housing programmes.
Largely due to the unavailability and fragmentation of data, research in 
pivotal areas could not be carried out. This has hindered an in-depth and 
up-to-date formulation of issues and solutions for the housing sector, 
whereby reactive policymaking, as opposed to forward-thinking policymaking, 
is evident. Establishing a national housing research agenda creates the 
demand-side pull for data collection and can guide and determine the 
appropriate targets and programmes related to housing.  

The enforcement and implementation process of housing policy needs to  
be improved.
The DRN 2013 – 2017 review that tracked the progress of action plan items 
revealed a monitoring and evaluation procedure that could benefit from 
further verification. Moreover, notes from the colloquium revealed that 
several housing agencies face difficulties in enforcing and implementing their 
programmes, due to issues related to technical know-how, human resources 
and funding.
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The policy recommendations are as follows:
1) Consolidating data and addressing data gaps to advance national housing 

research;
2) Building internal research capacities to formulate, monitor and evaluate 

housing policies and action plans; and
3) Increasing resources as well as strengthening legislations and technical 

capacities to enhance the effectiveness of implementation and enforcement.

Addressing data gaps in the housing sector allows for a planning and formulation 
process that is evidence based in accordance with NUA action item 3.1. As 
such, the gaps in data as discussed above will have to be addressed systematically 
in order to enhance policy formulation and monitoring. The fiscal analysis 
pointed to a lack of fiscal expenditure on housing data at the state level which 
has constrained a more thorough impact assessment from being conducted. Key 
issue on data fragmentation will have to be addressed via a consolidation 
process through the setting-up of an integrated database, while missing data 
will require new forms of primary data collection i.e. the commissioning of a 
National Housing Survey. 

Complementing the data consolidation process, strengthening institutional 
capabilities for an effective housing policy requires the strengthening of internal 
research capabilities for housing policy formulation, monitoring and evaluation. 
This will set the appropriate research agenda within housing agencies and allow 
for policymaking that is not just reflective of historical trends, but also forward 
looking. This forward-looking behaviour will be able to cater for future 
demographic projections as well as economic, social and environmental trends, 
that is in line with the NUA action item 1.1. Moreover, this enables policy 
formulation to be driven largely internally, which will be key in setting vision 
and enhancing the process of monitoring and evaluating. 

The process of policy implementation and enforcement also has to be 
strengthened. This entails an increase in resources and technical capacities, 
depending on the needs and limitations of the respective agencies that may 
face either a lack of skilled human resources or funding. This policy item 
also necessitates that action plan items and their achievements are 
realistically measured via appropriate cost allocation estimations that are 
continually tracked.
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QUESTIONS FOR THE CONSULTATION SESSION WITH THE 
FEDERAL GOVERNMENT

PART A: HOUSING SECTOR IN GENERAL
Questions in this part are for all categories of housing projects in general, 
including public and private housing.  

1) What is the administrative structure of housing at the federal level?

2) How is the estimation of housing needs made? What are the factors that are considered? Does 
the estimation:

1. Consider the information on vacant and unsold housing units in the decision to increase the 
number of houses to be built/approved?

2. Sub-categorise according to different household sizes? (e.g. family households, single 
individuals, single parent, etc.)?

3. Consider household income level, changes in household composition, and local population?
4. Consider migration factors that will increase/decrease the number of households and 

housing needs (at all geographical levels)?
5. Account for backlog estimation (including families who share homes)?

What is the smallest geographical unit that can be derived from the housing need estimation? 
How long is the housing need estimation made for? (e.g. until 2030?)
How frequently is the estimation being updated?

3) How do the federal agencies assess the level of household affordability in terms of housing-
related expenditures by household (e.g. by looking at the expenses for rentals or monthly 
payments for mortgages)?

4) Is there any definition of a minimum standard house (e.g. minimum size and etc.)?
If yes, what is the definition and which level of authority sets the minimum standard?

5) What is the take-up rate for build-then-sell scheme initiatives by housing developers?
What are the challenges faced in implementing the build-then-sell system from the perspective 
of legal and development processes?

6) Does the government monitor and control speculation/manipulation in the housing market? How 
are the control mechanisms implemented? Are there any forms of penalties? If so, how would 
the penalty be enforced?

7) When approving a development of a residential area in a location:
1. Are the links to job locations taken into account?
2. How do you evaluate and reduce the stress caused by housing/population density on 

transport systems?

8) When approving a development of a business/commercial area in a location:
1. Are the links residential locations considered?
2. How do you assess and reduce the stress caused by the density of a business/commercial 

area on transport systems?
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9) If job density or population density is monitored, to what extent do changes to these two 
indicators justify a new development policy (e.g. a new LRT railway or bus transit route)?

10) How is the use of public transport measured?
How is the monitoring and forecast of the needs/ridership of public transport within and 
between state borders conducted?
How is the fares structure for public transport determined (e.g. by zone, distance etc.)?

11) Is there any policy to reduce automobile dependency? If yes, how far is the existing policy 
working towards reducing automobile dependency?

12) How do the federal agencies coordinate transport policy between states if the daily mobility 
pattern of the population goes beyond state borders?
What are the challenges faced in inter-state coordination for developments related to housing 
and transportation?

13) What role does the Regional Planning Committee play in designing public transport? 
Is the federal government currently considering expanding the role played by the Regional 
Planning Committee? If not, are there plans to do so in the future?

14) How is the National Physical Plan coordinated with state structure plans and local plans?
What is the mechanism used to assess the effectiveness of such coordination?
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PART B: HOUSING SECTOR ACCORDING TO RESIDENTIAL PROJECT TYPE

Questions in this part must be answered according to the following types of 
residential projects:
1) Housing projects that are wholly developed by private developers without 

any government assistance
2) Social housing projects (Projek Perumahan Rakyat/Perumahan Kos Rendah 

(PPR/PAKR)) or any other projects that are wholly developed by the 
federal or state governments

3) Housing projects that receive any form of government assistance such as 
funding, land concessions, house price subsidies, exemptions of development 
charges, etc.

4) Public servant housing quarters projects

TYPES OF RESIDENTIAL PROJECTS
(1)

Private 
Housing

(2) 
Social 

Housing

(3)
Government 

-Assisted

(4)
Government 

Quarters

1) List all housing programmes since year 2000 for 
category (2) – (4)

2) How is the housing planning and monitoring 
process being done?
(e.g. How are housing needs calculated?)
How frequently is the assesment reviewed?

3) How is the suitability of land for housing 
development determined?

4) In addition to the income level of the people that 
determines the eligibility for housing developed/
assisted by the government, are the following 
factors considered?
i. Overcrowding
ii. Substandard housing conditions
iii. Special needs/support
iv. Burden of housing cost
v. Homelessness
vi. Concealed households (household members 

who are supposedly able to form their own 
separate households different from their 
existing household)

If so, what is the definition for each of these 
criteria? What other actions are currently taken for 
the matter (i) – (vi) above?
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TYPES OF RESIDENTIAL PROJECTS
(1)

Private 
Housing

(2) 
Social 

Housing

(3)
Government 

-Assisted

(4)
Government 

Quarters

5) What is the development duration for a housing 
project in accordance to certain processes (from 
obtaining Planning Permission to CCC certification)?

6) What are the development policies that housing 
developers must obey to ensure that a housing 
project is approved (e.g. pricing policy, number of 
units, area density and infrastructure 
development)?

Are these policies being enforced strictly or is 
there any flexibility? 

7) Is there a price range for high, medium and 
low-cost housing? What is the price range?
How is the price range determined?

8) What are the standard designs and specifications 
applicable to each type of housing project?

9) What are the common construction technologies 
used in the development of housing projects? For 
example, is there any use of IBS in the planning of 
projects?
What are the major obstacles to technological 
adoption from the perspective of development 
process compliance?

10) State the actual amount of expenditure and the 
amount of federal government allocation for 
housing projects provided/assisted by the 
government.
How was the allocation determined?

11) How does the government monitor the supply of 
existing housing units, especially the vacant and 
unsold units?
How is the monitoring done?

12) What are the maintenance costs involved in a 
housing project?

13) What mechanisms are used to ensure that all 
housing areas and buildings are properly 
maintained?
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TYPES OF RESIDENTIAL PROJECTS
(1)

Private 
Housing

(2) 
Social 

Housing

(3)
Government 

-Assisted

(4)
Government 

Quarters

14) What is the rental rate for social public housing 
and how is the rate determined?
What is the rental collection rate by authorities?
What is the rental collection mechanism used?

15) Is there a difference in rental rate according to the 
different types of households?
If so, what are the criteria that are taken into 
account? For example, total income and size of 
households.

16) How is the valuation of residential property price 
made? Particularly:
1. New offers (newly launched)
2. Secondary (subsales)
(e.g. Sale-comparison, Costing or Cash-flow 
method)

17) For the valuation of residential properties that are:
1. Newly launched
2. Subsale

Are the following factors considered?
1. Age of properties/buildings
2. Condition of properties and facilities
3. Maintenance quality
4. Environmental conditions (e.g. infrastructure 

level, public transport, traffic stress and road 
quality)

5. Population demographics and socio-economic 
factors of an area (e.g. income, crime rate, 
population distribution by age)

6. Factors related to financing (e.g. amount of 
loan that can be approved)

18) Are there any construction financing schemes 
provided by the government for housing 
developers?

19) Are there any house purchase financing schemes 
provided by the government for home buyers?
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QUESTIONS FOR THE CONSULTATION SESSIONS WITH  
STATE GOVERNMENTS

PART A: OVERALL HOUSING SECTOR
The questions in this section cover all categories of housing, including public 
and private housing projects.

1) What is the structure of housing administration at the state level?

2) How is the estimation of housing needs made? What are the factors that are considered? Does 
the estimation:
1. Consider the information on vacant and unsold housing units in the decision to increase the 

number of houses to be built/approved? 
2. Sub-categorise according to different household sizes (e.g. family households, single 

individuals, single parent, etc.)?
3. Consider household income level, changes in household composition, and local population?
4. Consider migration factors that will increase/decrease the number of households and 

housing needs (at all geographical levels)?
5. Account for backlog estimation (including families who share homes)?

What is the smallest geographical unit that can be derived from the housing need estimation?
How long is the housing need estimation made for (e.g. until 2030)?
How frequently is the estimation being updated?

3) Is there a price range for high, medium and low-cost housing? What is the range?
How is the price range determined?

4) How does the state government assess the level of household affordability in terms of housing-
related expenditures by household (e.g. by looking at the expenses for rentals or monthly 
payments for mortgages)?
How often is this assessment revised (e.g. every year)?

5) Is there any definition of a minimum standard house (e.g. minimum size and etc)?
If yes, what is the definition and which level of authority sets the minimum standard?

6) What is the take-up rate for build-then-sell scheme initiatives by housing developers?
What are the challenges faced in implementing the build-then-sell system from the perspective 
of legal and development processes?

7) Does the state government monitor and control speculation/manipulation in the housing market? 
How are the control mechanisms implemented? Are there any forms of penalties? If so, how 
would the penalty be enforced?

8) When approving a development of a residential area in a location:
1. Are the links to job locations taken into account?
2. How do you evaluate and reduce the stress caused by housing/population density on 

transport systems?

KHAZANAH RESEARCH INSTITUTE191

QUESTIONNAIRE
APPENDIX A



9) When approving a development of business/commercial area in a location:
1. Are the links to residential locations considered?
2. How do you assess and reduce the stress caused by the density of a business/commercial 

area on transport systems?

10) How is the use of public transport measured?
How is the monitoring and forecast of the needs/ridership of public transport within and 
between state borders conducted?
How is the fares structure for public transport determined (e.g. by zone, distance etc)?

11) How is the need for parking lots estimated during the approval process of the construction of 
business sites?

12) To what extent is coordination between state governments needed in the development of 
housing and transportation?
For public transport networks across state borders, how is inter-state coordination done, in 
terms of routes and transport/building infrastructure (e.g. KL and Selangor)?
What are the challenges faced in inter-state coordination for developments related to housing 
and transportation?

13) What role does the Regional Planning Committee play in designing public transport in this 
state? 

14) To what extent is the National Physical Plan considered in the State Structure Plan? What are 
the challenges faced in meeting the requirements set out in the National Physical Plan?
How often is the State Structure Plan reviewed or revised?

KHAZANAH RESEARCH INSTITUTE 192

QUESTIONNAIRE
APPENDIX A



PART B: HOUSING SECTOR ACCORDING TO RESIDENTIAL PROJECT TYPE
Questions in this part must be answered according to the following types of 
residential projects:
1) Housing projects that are wholly developed by private developers without 

any government assistance
2) Social housing projects (Projek Perumahan Rakyat/Perumahan Kos Rendah 

(PPR/PAKR)) or any other projects that are wholly developed by the 
federal or state governments

3) Housing projects that receive any form of government assistance such as 
funding, land concession, house price subsidies, exemption of development 
charges, etc.

4) Public servant housing quarter projects

TYPES OF RESIDENTIAL PROJECTS
(1)

Private 
Housing

(2) 
Social 

Housing

(3)
Government 

-Assisted

(4)
Government 

Quarters

1) List all housing programmes since year 2000 for 
category (2) – (4)

2) How is the housing planning and monitoring 
process being done?
(e.g. How are housing needs calculated?)
How frequently is the assessment reviewed?

3) What are the main motivations and objectives of 
the state government in approving a housing 
project (e.g. to meet the housing needs of the 
locals, as a source of the state government's 
income, etc.)?

4) How is the suitability of land for housing 
development determined?

5) How long does a housing project take to obtain 
planning permission from a local authority?

6) Does the state government monitor the supply of 
existing housing units, especially the vacant and 
unsold units?
How is the monitoring done?
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TYPES OF RESIDENTIAL PROJECTS
(1)

Private 
Housing

(2) 
Social 

Housing

(3)
Government 

-Assisted

(4)
Government 

Quarters

7) In addition to the income level of the people that 
determines the eligibility for housing developed/
assisted by the government, are the following 
factors considered?
i. Overcrowding
ii. Substandard housing condition
iii. Special needs/support
iv. Burden of housing cost
v. Homelessness
vi. Concealed households (household members 

who are supposedly able to form their own 
separate households different to their existing 
household)

If so, what is the definition for each of these 
criteria? What other actions are currently taken 
for the matters (i) – (vi) above?

8) What is the development duration for a housing 
project in accordance with required processes 
(from obtaining Planning Permission to CCC 
certification)?

9) What are the development policies that housing 
developers must obey to ensure that a housing 
project is approved (e.g. pricing policy, number of 
units, area density and infrastructure 
development)?
Are these policies being enforced strictly or is 
there any flexibility? 

10) What is the standard of designs and 
specifications applicable to each type of housing 
project?

11) What are the common construction technologies 
used in the development of housing projects? For 
example, is there any use of IBS in the planning of 
the projects?
What are the major obstacles to technological 
adoption from the perspective of development 
process compliance?
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TYPES OF RESIDENTIAL PROJECTS
(1)

Private 
Housing

(2) 
Social 

Housing

(3)
Government 

-Assisted

(4)
Government 

Quarters

12) How is income derived from development of 
housing projects used?
How much is the income used to finance the new 
infrastructure around a housing project?

13) State the actual amount of expenditure and the 
amount of federal government allocation for 
housing projects provided or assisted by the 
government.
How was the allocation determined?

14) Are there any construction financing schemes 
provided by the government for housing 
developers?
What are the eligibility criteria?

15) Are there any house purchase financing schemes 
provided by the government for home buyers?
What are the eligibility criteria?

16) How does the state government monitor the 
supply of existing housing units, especially for 
vacant and unsold units?

17) What regulation/compliance costs are imposed on 
housing projects?

18) What are the maintenance costs involved in 
housing projects?

19) What mechanism is used to ensure all housing 
areas and buildings are properly maintained?

20) What is the rental rate for social public housing 
and how is the rate determined?
What is the rental collection rate by the 
authorities?
What is the rental collection mechanism?

21) Is there a difference in rental rate determination 
according to different types of households?
If so, what are the criteria that are taken into 
account (e.g. total income and size of 
households)?
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A decent home is one which is wind and weather tight, warm and has modern 
facilities. It reflects what social landlords spend their money on. To set a 
national target, a common definition of decent is needed so all social landlords 
can work towards the same goal.

A decent home meets the following four criteria:

1) It meets the current statutory minimum standard for housing
 Dwellings which fail to meet this criterion are those containing one or 

more hazards assessed as serious (“Category 1”) under the HHSRS.

2) It is in a reasonable state of repair
 Dwellings which fail to meet this criterion are those where either:

• One or more of the key building components are old and, because of 
their condition, need replacing or major repair; or

• Two or more of the other building components are old and, because of 
their condition, need replacing or major repair.

3) It has reasonably modern facilities and services
 Dwellings which fail to meet this criterion are those which lack three or 

more of the following:
• A reasonably modern kitchen (20 years old or less);
• A kitchen with adequate space and layout;
• A reasonably modern bathroom (30 years old or less);
• An appropriately located bathroom and water closet;
• Adequate insulation against external noise (where external noise is a 

problem);
• Adequate size and layout of common areas for blocks of flats.

 A home lacking two or less of the above is still classed as decent therefore 
it is not necessary to modernise kitchens and bathrooms if a home passes 
the remaining criteria.

4) It provides a reasonable degree of thermal comfort
 This criterion requires dwellings to have both effective insulation and 

efficient heating.

143 Direct excerpt from A Decent Home – The Definition and Guidance for Implementation, ODPM (2006)
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Table C.1 Core housing needs assessment criteria in selected countries 
Component of 

need Sub-component United States Canada United Kingdom

Worst Case Housing 
Needs

Core housing needs Housing need

Adequacy

Households 
living in housing 
that is 
considered to 
be inadequate

Poor housing 
condition

Units having one or 
more serious 
physical problems 
related to heating, 
plumbing, and 
electrical systems or 
maintenance.

An adequate dwelling should only 
require regular maintenance or 
minor repairs in addition to 
possessing all basic plumbing 
facilities.

Follows the Decent Home 
standard (2001), as below:
(1) Meets statutory 

minimum standards
(2) Reasonable state of 

repair
(3) Reasonably modern 

facilities
(4) Reasonable thermal 

comfort

Suitability

Households 
living in housing 
that is 
considered to 
be unsuitable

Overcrowding Follows the Canadian National 
Occupancy Standard as below:
(1) No more than two persons 

per bedroom
(2) Children under 5 years of 

age of different sexes may 
reasonably share a room

(3) Children of 5 years and older 
of different sexes should not 
share a bedroom 

(4) Children aged under 18 years 
of the same sex may 
reasonably share a bedroom

(5) Single household members 
aged 18 years and older 
should have separate 
bedrooms

Follows the Bedroom 
standard, as below:
(1) One bedroom for each 

couple/lone parent
(2) One bedroom to each 

pair of children under 10
(3) One bedroom to each 

pair of children of the 
same sex over 10

(4) One bedroom for 
individual children over 
10 of different sex

(5) One bedroom for 
individual adult 
household members

Special/Support 
needs

(1) Families with children 
living in high floors

(2) Elderly or disabled 
people with mobility 
problems living in 
housing that is 
unsuitable
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Component of 
need Sub-component United States Canada United Kingdom

Worst Case Housing 
Needs

Core housing needs Housing need

Affordability

Lack of own 
housing or 
households 
facing insecure 
tenure

Housing cost 
burden

A renting household 
is paying more than 
one-half of its 
income for gross rent 
(rent and utilities). 
Eligibility criteria: 
Renters who have 
very low incomes; 
that is, incomes of 
no more than 50% of 
the Area Median 
Income (as adjusted 
for family size) & are 
not on housing 
assistance.

Housing cost burden exceeds 30% 
of gross household income (costs 
are defined broadly to include 
mortgage payments, rents, 
property taxes and utility 
payments)

For owners, being more than 
six months in arrears on 
mortgage payments.

For renters, rent to income 
ratio exceeds 50% of net 
income or if residual income 
is below the “Applicable 
Amount” for housing benefit.

Homelessness Persons who do not have 
accommodation that they can 
occupy legally.
Persons who cannot gain 
access to their 
accommodations.
Persons with mobile homes 
but cannot legally site or live 
in it.
Persons with accommodation 
which puts them at risk.

Concealed 
households

Family units or single adults 
living within other households

Source: Cooper and Skelton (2015), Bramley et al. (2010) and HUD (2015)
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Table D.1 Renter affordability measures

Measure Definition Data used

Ability to afford private renting Affordable if rent payable is up 
to 25% of their gross household 
income

Rent payable
Gross household income

Affordability of social housing To compare average cost of 
social housing rent for local 
authorities & 10th percentile 
gross salary

Cost of social housing rent
10th percentile gross salary

Residual incomes Measures income a household 
has left over after they have 
paid housing costs
Residual income = income - rent 
- income support applicable 
amount + housing benefit

Household income
Rental payment
Income support
Housing benefit

Rent Ratio (compare both 
renting and buying)

Purchase price of a house 
divided by annual rent of a 
similar home

House price
Annual rental payment

Housing wage approach The rent of a standard, modest 
quality rental with either one or 
two bedrooms in an area is 
compared to the multiples of 
full-time minimum wage work it 
would take to afford (at 30% of 
income) that apartment

Rental payment
Full time minimum wage work

Source: Various (n.d.d.)
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Table D.2 Home buyer affordability measures

Measure Definition Data used

House Price Index A ratio that shows how much the cost of housing 
has changed between two periods, by pricing a 
basket of house characteristics of the “average” 
house transacted in the current period and 
comparing this price with the price of the same 
basket of house characteristics in the base year

House price based on 
transactions

National Association 
of Home Builders 
Housing Market Index

It is based on a monthly survey of home builders. 
They are asked to rate current sales of single-
family homes and sales expectations for the next 
six months and to rate traffic of prospective 
buyers. Scores for responses to each component 
are used to calculate a seasonally adjusted 
overall index. This concept tracks sentiment 
among participants in the housing industry. A 
reading above 50 indicates more builders view 
conditions as good than poor.

Rating of current sales 
of home and 
expectations for next six 
months

Rating of traffic of 
prospective buyers

Conventional 
Mortgage Home Price 
Index/Repeat Sales 
Method

Measure price appreciation while holding 
constant property type and location, by 
comparing the price of the same property over 
two or more transactions

Exclude outlier properties, i.e. transactions that 
suggest substantial physical change through 
renovation or deterioration, and properties that 
have appreciated at exceptionally large or small 
rates (perhaps due to data entry errors), relative 
to a normal range of appreciation rates

Repeat mortgage 
transactions for 
single-family properties

Actual sales prices & 
appraised values for the 
same homes over time

House prices to 
income ratios

A ratio of average or median house prices to 
average or median gross or disposable income in 
a given geographical area

Mean & median house 
price

Mean & median gross & 
disposable income
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Measure Definition Data used

Ability to afford home 
ownership

Affordable if a house costs 3.5x the annual gross 
household income (single earner) or 2.9x the 
gross household income (dual-income)

House price (mean & 
lower quartile)

Gross household income

Other relevant info:
• Deposit required
• Lender multiple
• Interest rate
• Period of loan
• Mortgage payment 

protection insurance
• Building insurance
• Saving or capital 

available

Annual income 
necessary to purchase 
a house

It is commonly used by housing associations in 
setting the affordable price and rent levels for 
shared ownership products and assessing 
eligibility

Can be used to calculate for purchasing of 
shared ownership flat

House price

Rental payment
Monthly mortgage 
payment

Access to finance Indicators of access-to-finance related 
affordability constraints, including changes in the 
loan to value ratio, the size of deposit paid by 
first time buyers and the deposit as a proportion 
of annual income

LTV ratio
Deposit paid by first time 
buyer
Deposit as % of annual 
income
Loan approval rate

Duration to save for 
min. down payment

How long (in months) is required for people 
earning the median income to afford a median-
priced home in the county

% of down payment
House price
% of saving
Household income

Source: Various (n.d.b.)
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Table D.3 Other housing sector measures

Measure Definition Data used

Repossessions The fall in the number of mortgage 
possession actions.
May be due to (1) low interest rates, 
which decreased the average cost of 
mortgages for those who can afford 
them; or (2) more difficult for first-time 
buyers to purchase a house.

Number of mortgage and 
landlord possession actions

Supply-demand 
mismatch approach

Number of households with incomes at 
or below a particular level is compared 
with the number of rentals with rents 
that are affordable at 30% of the 
threshold income

Household income
Rental payment

House building Housing construction statistics consider 
the impact of new housing developments 
on prices

Number of completed dwellings

Housing market activity Refers to number of residential property 
sales (as % of the total privately owned 
housing stock)

Number of residential property 
sales as a percentage of private 
sector dwellings

Social housing stock Compares % of social housing stock and 
10th percentile salary

Social Housing prevalence
10th percentile gross weekly 
salary

Vacant social housing Measures vacant social housing out of 
the total social housing stock

Vacant social housing as a 
percentage of all social housing 
and housing affordability ratio

Social housing shortfall Measures number of households on a 
local authority’s social housing waiting 
list minus vacant social housing. It is 
expressed as a percentage of the total 
social housing stock

Indices of social housing 
shortfall, waiting lists and 
vacant dwellings

Number of property sales under 
the Right to Buy scheme and 
number of additional social 
rented properties provided

% of ownership with/
without mortgage

Measures the proportion of owner-
occupied homes that did not have a 
mortgage

Rate of home ownership

Number of owner-occupied 
homes that did not have a 
mortgage

Source: Various (n.d.c.)
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The median multiple affordability in Figure 1.2 and Table 1.3 were calculated 
by dividing the median all-house price by the annual median household income, 
as illustrated in the formula below:

Median multiple affordability = Median All-House Price
Annual Median Household Income 

The data on median all-house price is sourced from NAPIC (via data request) 
while data on median household income is extracted from DOS’ HIS 2016. 

Table E.1 Comparison of housing affordability based on annual median household income and 
median all-house price across states in Malaysia, 2016

 Area Monthly
median
income

Annual
median 
income

Market
Median-3

Price

Median All-
House Price

Multiple 
Median 

Affordability

Affordability Accounted living 
quaters by 

NAPIC, 2010

Kelantan 3,079 36,948 110,844 205,000 5.5

5.1 & Over 
Severely 

unafforadable

16% 

Sabah 4,110 49,320 147,960 272,500 5.5 24% 

P. Pinang 5,409 64,908 194,724 355,000 5.5 74% 

N. Sembilan 4,579 54,948 164,844 280,000 5.1 74% 

Pahang 3,979 47,748 143,244 240,000 5.0

4.1 to 5.0 
Seriously 

unaffordable

58% 

Johor 5,652 67,824 203,472 339,750 5.0 73% 

MALAYSIA 5,228 62,736 188,208 313,000 5.0 60% 

Terengganu 4,694 56,328 168,984 280,000 5.0 22% 

K. Lumpur 9,073 108,879 326,628 530,000 4.9 88% 

Selangor 7,225 86,700 260,100 405,000 4.7 81% 

Perak 4,006 48,072 144,216 220,800 4.6 57% 

Kedah 3,811 45,732 137,196 195,000 4.3 50% 

Sarawak 4,163 49,956 149,868 200,000 4.0
3.1 to 4.0 

Moderately 
unaffordable

32% 

Perlis 4,204 50,448 151,344 200,000 4.0 34% 

Melaka 5,588 67,056 201,168 209,000 3.1 64% 

Source: DOS (2017), NAPIC (2017a) and author calculations
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A series of processes was undertaken to generate the densities for Figure 4.2 to 
Figure 4.5. With regards to job density, as there is a lack of official numbers, 
“second place” density was used as a proxy for employment density. A 
reference table was generated to coarse-grain detailed land-use data for the 
categorisation of second places. Each building in the land use plan was 
categorised into “first”, “second”, “third” or “other” places based on their 
land use. “First places” are those designated to be residential homes where 
people inhabit as a shelter. “Second places” are the places whose role is to 
facilitate “work”. “Third places” refer to parks, museums, playgrounds, 
amongst others where people interact with one another as a community. For 
each mukim, a sum of second places was calculated based on the count of 
places detailed in the land-use data that meet our categorisation of a second 
place, from which the density was calculated by dividing its area (given in km 
square). 

In line with Gabaix (2009), the next step is to test if the distribution of places 
across mukim(s) are well described by power laws. Given that they are (see 
Figure F.1), Figure 4.2 Population and second place density per square km in 
northern region, by mukim to Figure 4.5 colour-code mukim(s) according to 
where they are situated in the scale of mukim densities. 

Figure F.1 Population density & second place density
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Source: DOS (2011), JPBD (various years) and author calculations
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The steps provide a rough gauge as to where people stay and work. Following 
these, the area estimates were triangulated with each states’ Laporan Tinjauan, 
which is a document that summarises their projections and estimates as to 
where current and future development occurs. 

Caveats:
• Land use plans are sourced various years ranging from 2008 to 2016.
• Population density estimates are based on DOS’s 2010 census given that it 

is the latest source for population figures at the mukim level
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Figures 4.6 to 4.9 show the mukims that are accessible within the tolerable 
commute time to selected economic centres. In other words, an origin-
destination matrix of commute times for every possible set of trips is constructed, 
with mukims as the origin (specifically the centroids of a mukim) and selected 
economic centres as the destinations.

The commute times are queried from Google Distance Matrix API during peak 
hour time (7:30 to 8:00am) on three weekdays in September 2017. The data 
are averaged to account for the effects of accidents or other exogeneous factors. 
The data only considers travel time for private transport by driving and 
excludes other modes of transport which may encompass waiting times that 
comes with the switching of modes.

Once this matrix of commute times is acquired, mukims are categorised as 
being accessible or non-accessible within a specified tolerable commute time, 
based on the commute time it takes to go from its centroid to the selected 
economic centres. 
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(A) Household income
Household income reported in Malaysia’s HIS report comprises income from 
four main sources: paid employment, self-employment, property and investment, 
and current transfers received. 

Among them, income sourced from “property and investment” is worth 
highlighting, particularly because it includes also “imputed rent” for homes 
occupied by their owners, apart from other components such as property 
income, dividends from investments, and rents. Imputed rent, by definition, is 
not based on actual valuations, but are the estimated value of housing services 
provided by owner-occupied homes (estimated based on the on-going actual 
rent of similar houses in the neighbourhood), less the associated costs such as 
assessment rate and quit rent144. In other words, whilst owner-occupied homes 
do not actually provide income to the households living in them, their value to 
the household is imputed and considered as part of the household’s income145. 
Arguably, this may overstate a household’s income since no actual income was 
received by the households from imputed rent. 

However, interestingly imputed rent is also considered as part of household 
expenditure by the HES report. The implications of which will be discussed 
further in the next part. 

(B) Housing-related expenditures
To measure housing expenditure in the context of affordability study, different 
indicators have been used by different studies. Mattingley and Morrissey 
(2014), for example, used rental, instead of mortgage payments, as a proxy for 
housing expenditure, arguing that long-term house prices and rents are closely 
related, and that rental price of home also naturally accounts for the cost of 
maintenance and payments to local authorities. On the other hand, the Location 
Affordability Index developed by the US HUD and DOT considers both median 
monthly owner costs (e.g. mortgage payments and other utilities and fuel 
expenses) as well as median gross rent (e.g. contract rent and other utilities and 
fuel expenses if paid by the renter), to distinguish between housing expenditures 
for owners and renters. 

144 KRI (2016)
145 Ibid.
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For this report’s analysis, expenditures data are mainly derived from DOS’ 
HES report. Housing-related expenditures are categorised as “Housing, water, 
electricity, gas, and other fuels” in the HES report, according to the United 
Nations’ Classification of Individual Consumption According to Purpose. The 
detailed breakdown of components under this category is summarised in 
Table H.1. 

Table H.1 Expenditure items under the “Housing, water, electricity, gas, and other fuels” category

Categories Expenditure items

041 Actual Rental for Housing

0411 Actual rental paid by tenants

042 Imputed Rental for Housing

0421 Imputed rent

043 Maintenance Repair of the Dwelling

0431 Materials for the maintenance and repair of the dwelling

0432 Services for the maintenance and repair of the dwelling 
(including materials)

044 Water Supply and Miscellaneous Services Relating to the Dwelling

0441 Water supply

0442 Refuse collection

0443 Sewage collection

0444 Other services relating to the dwelling 

045 Electricity, Gas and Other Fuels

0451 Electricity

0452 Gas

0453 Liquid fuels

0454 Other fuels

Source: DOS (2017b)

KHAZANAH RESEARCH INSTITUTE 208

HOUSEHOLD INCOME, HOUSING-RELATED EXPENDITURE AND TRANSPORTATION EXPENDITURE
APPENDIX H



As expected, rental paid and imputed rent are the predominant components 
among all, constituting the bulk of households’ housing-related expenditures 
(Figure H.1). Rental paid is the actual rent paid for rented homes, whilst 
imputed rent, as aforementioned, is the estimated net rental value of an owner-
occupied house146. This may seem to overstate households’ actual expenditure, 
but it should be noted that the household expenditure reported in HES does 
not include the monthly payments of capital and/or interest instalments of 
housing loans, and hence imputed rent may serve as a proxy for these 
payments147. However, for households which have already paid off their 
mortgages for the house they are staying in, or otherwise own the house 
outright, the imputed rent component could lead to the overstatement of the 
household’s actual expenditure148. Box H.1 explains the joint implications of 
including imputed rent in both household income and expenditure measures on 
household’s expenditure burden. 

Figure H.1 Composition of housing-related expenditures, by state, 2016
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146 DOS (2017b)
147 KRI (2016)
148 Ibid.
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Box H.1 How does imputed rent affect household’s expenditure burden?

KRI (2016) provides an analysis of the effects of imputed rent on the 
household balance sheet. This box article draws heavily from the analysis 
and applies it in the context of household’s expenditure burden.

At the household level, the effect of imputed rent on expenditure burden 
may differ across households, depending on the state of ownership of the 
home they are living in. It is summarised below:

State of Ownership Implications on household’s expenditure burden
If the household lives in 
an owner-occupied home 
and is currently paying its 
housing loan instalment.

The inclusion of imputed rent as part of household income may 
overstate the household’s actual income received. While the inclusion 
of imputed rent (but not housing loan payments) as part of household 
expenditure may serve as a proxy for housing loan payments, in 
reality these payments are made out of the household’s actual 
income, rather than income augmented by imputed rent. As such, 
housing expenditure burden based on HIS and HES tend to 
understate the actual burden of this type of households.
• Actual housing expenditure burden

Housing loan + Other utilities and maintenance expenditures

Income
• Housing expenditure burden as recorded in HIS & HES

Imputed rent as expenditure (proxy for housing loan) +
Other utilities and maintenance expenditures

Income + Imputed rent as income

If the household lives in 
an owner-occupied home 
and has paid off its 
housing loan in full.

The inclusion of imputed rent as part of household income may 
overstate the household’s actual income received, as well as 
actual expenditure spent. As such, housing expenditure burden 
implied by HIS and HES would overstate the actual burden of this 
type of households.

• Actual housing expenditure burden

Housing loan + Other utilities and maintenance expenditures

Income
• Housing expenditure burden as recorded in HIS & HES

Imputed rent as expenditure + Other utilities and 
maintenance expenditures

Income + Imputed rent as income
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State of Ownership Implications on household’s expenditure burden

If the household lives in 
rented accommodation

Imputed rent is not included as either household income and 
household expenditure and therefore has no effect on the 
household’s housing expenditure burden.

(C) Transportation expenditure 
According the HES report, transportation expenditure includes components 
such as:

Table H.2 Expenditure items under the “Transport” category

Categories Expenditure Items

071 Purchase of Vehicles

0711 Motor cars

0712 Motor cycles

0713 Bicycles

072 Operation of Personal Transport Equipment

0721 Spare parts and accessories for personal transport equipment

0722 Fuels and lubricants for personal transport equipment

0723 Repair and maintenance of personal transport (including parts)

0724 Other services in respect of personal transport equipment

073 Transport Services

0731 Passenger transport by railway

0732 Passenger transport by road

0733 Passenger transport by air

0734 Passenger transport by waterway

0735 Other transport charges

Note: Items highlighted in yellow are those that are excluded from the figures used in the analysis for Section 4, as they are 
irrelevant to the transportation expenditure study, which is more concerned with daily travel.
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