
Malaysia's property overhang 
— the frenzy, glut and cost 

 , 

The glut is unlikely to be 
resolved in the next 1-2 
years as biz and consumer 
sentiments remain below 
desirable thresholds 
by MARK RAO 

MALAYSIA r e m a i n s s add l ed w i t h 
a mass ive p r o p e r t y o v e r h a n g f o u r 
years af ter the marke t nosed ived as 

b i l l ions of u n i t s r e m a i n idle in the 
marke t today. 

It is es t imated that 43,219 res iden-
t i a l u n i t s w o r t h RM29.7 b i l l i o n 
r e m a i n u n s o l d n a t i o n w i d e for t he 
th i rd quar te r of 2018 (3Q18). 

T h e s i t u a t i o n in t he n e a r t e r m 
r e m a i n s b l eak as t h e r e a r e m o r e 
t h a n 500,000 u n i t s i n i n c o m i n g 
hous ing supply, a n d that wou ld take 
years for the marke t to absorb. 

H o u s i n g p r i c e s in t h e c o u n t r y 
have consequent ly b e e n on a m o d e -

r a t i n g t r e n d , r e g i s t e r i n g at a n 
average of RM401,900 in 2Q18 — a 
c o m p a r a t i v e l y l o w 1.7% y e a r - o n -
year (YoY) increase. 

T h e c o m m e r c i a l s p a c e is a l s o 
b rac ing for s o m e 18 mi l l ion sq f t to 
20 mi l l ion sq f t in i n c o m i n g supply 
w h i c h w i l l p u t p r e s s u r e o n occu-
pancy a n d ren ta l rates in an a l ready 
sof t m a r k e t segment . 

D e v e l o p e r s eage r to g a i n p ro f i t 
f r o m the pos i t ive buye r sen t imen t , 
e a s i n g l e n d i n g r a t e s a n d r i s i n g 

househo ld deb t w o u l d cu lmina te in 
t h e o v e r s u p p l y s i t u a t i o n t o d a y 
w h e r e t he b u l k of p roper t i e s in the 
m a r k e t e i the r exceed b u y e r s ' p u r -
chas ing p o w e r or d e m a n d s . 

T h e g l u t i s u n l i k e l y t o b e 
r e s o l v e d in t h e n e x t o n e to t w o 
y e a r s as b u s i n e s s a n d c o n s u m e r 
s e n t i m e n t s , w h i l e i m p r o v i n g , 
r e m a i n be low the des i rable th resh-
o lds a n d as t h e m a r k e t g r a d u a l l y 
readjus ts . 
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RTO schemes are a sound option 
for readjustment, says expert 
FROM PI Property overhang 

Here, The Malaysian Reserve 
(TMR) revisits marke t condi-
tions that have led to the over-
supply situation today: 

A Boom Dating Back to 
the Asian Financial 
Crisis 
M a l a y s i a ' s p r o p e r t y b o o m 
b e g a n shor t ly a f t e r t he 1998 
As ian f inancia l crisis a n d its 
p a c e b e c o m e s t r o n g e r a n d 
m o r e o r i e n t e d t o w a r d s t he 
h igh-end segment at the cusp 
of the 2008 Great Recession, 
according to an economist. 

Institute for Democracy and 
Economic Affairs senior fellow 
Dr Carmelo Ferlito said posi-
tive prof i t expec ta t ions sup-
por ted and subsequently pro-
longed by m o n e t a r y e a s i n g 
f r o m the centra l b a n k d rove 
deve lopers ' accelerat ion into 
high-end properties. 

" W h e n e x p e r i e n c i n g 
pos i t ive p ro f i t expec ta t ibns , 
en t repreneurs become fu tu re -
or iented and ready to invest 
in long-term inves tment pro-
jects," he told TMR. 

"Such a situation encourages 
the onset of major investments 
in production assets, or capital 
goods , whereby the economy 
b e c o m e s , in g e n e r a l , m o r e 
capital-intensive and the pro-
duction period is extended." 

Ferlito, w h o is also ad junc t 
faculty member at INTI Inter-
n a t i o n a l Co l l ege , S u b a n g , 
described this as the first phase 
of the boom which saw strong 
demand for high-end or luxury 
properties at the time. 

He said the second phase of 
the boom saw a second wave of 
developers latching onto these 
same profi t expecta t ions that 
caused a saturated market. 

"The impe tus becomes par-
ticularly violent when the wave 
of the first innovative entrepre-
neurs is joined by the pressure 
of imitators, w h o g rasp profi t 
opportuni t ies only in a second 
stage and attempt to benefit by 
following the fashion." 

He said the b o o m w a s sus-
t a i n e d b y c r ed i t e x p a n s i o n 
w h i c h w o u l d b r i n g abou t a 
cumulative increase in prices. 

"Whi le prof i t expecta t ions 
are the p r imary element at the 
root of the boom, credit sup-
por t is crucial in s u p p o r t i n g 
a n d e x p a n d i n g it even tua l ly 
beyond its natural extent. 

"A dec l in ing l end ing rate, 

even if it cannot be considered 
as an e lement to genera te a 
b o o m by itself, h a s p l ayed a 
role in suppor t ing it and even-
tually prolonging it." 

B a n k N e g a r a M a l a y s i a 
(BNM) slashed its Overn igh t 
Policy Rate f rom 3.25% to 2.5% 
on Jan 21,2009, before lowering 
the rate again to 2% on Feb 24, 
2009. 

The central bank cited dete-
riorating global economic and 
f inanc ia l condi t ions b r o u g h t 
on by the recession as reasons 
b e h i n d its decis ion. In te res t 
rates r ema ined be low the 3% 
mark until May 5,2011. 

T h e l o w e r l e n d i n g r a t e s 
e n c o u r a g e d m a n y b u y e r s to 
app ly for h o u s i n g loans and 
c o n t r i b u t e d t o M a l a y s i a ' s 
h o u s e h o l d d e b t - t o - G D P ri-
sing above" 80% in 2012 before 
p e a k i n g at 88.95% at the start 
of 2015. 

Housing-related debt is the 
largest contr ibutor to house -
hold debt in Malaysia. 

The rise of housing debt can 
be seen clearly. Based on the 
central bank ' s da ta , the total 
bor rowing for house purchase 
was RM69.2 billion at the end 
of 2002. T h e f i g u r e rose to 
RM333.4 bil l ion at the end of 
2013 and RM523.6 billion at the 
end of last year. 

To curb the rising consumer 
loans , t he cen t r a l b a n k h a d 
int roduced the debt-to-income 
level or debt service ratio (DSR) 
w h i c h l ende r s m u s t comply 
with. The move had pul led the 
rugs u n d e r the b o o m i n g pro-
per ty sector. 

Fer l i to sa id t he e c o n o m i c 
downtu rn , coupled wi th lower 
l end ing ra tes h a d s t imula ted 
bus iness sent iment and facili-
tated the emergence of positive 
p ro f i t expec ta t ions . This , in 
tu rn , favoured the appearance 
of the p r o p e r t y m a r k e t u p -
swing, he said. 

"We are now experience the 
t u r n i n g of t he t ide a n d the 
proper ty market is suffering. 

"Such a d i f f icul t s i tuation, 
which takes the shape of a cri-
sis, needs to be considered as 
the na tura l read jus tment pro-
cess which will help the market 
become more consistent w i t h 
real consumer preferences." 

Numbers Behind 
the Crisis 
Developers should also shoul-
der some of the blame for over-

bu i ld ing . D u r i n g the m a r k e t 
f r enzy , p r o p e r t y d e v e l o p e r s 
went to the marke t in a s t rong 
m a n n e r , i r r e spec t ive of w a r -
n i n g s b y the c e n t r a l b a n k 
a b o u t t h e a v e r a g e b u y i n g 
p r i c e t h a t M a l a y s i a n s c a n 
afford. 

Pr ices j u m p e d , f u e l l e d b y 
specu la t ive d e m a n d s , h y p e d 
u p i n t e r e s t a n d m a r k e t i n g 
s t rategies l ike the r e b r a n d i n g 
of a n old t o w n s h i p to a more 
expens ive ne ighbourhood . 

O u t of t he 43,219 u n s o l d 
homes in 3Q18, R a h i m & Co 
International Sdn Bhd said Johor 
recorded the highest count of 
overhang un i t s at 13,767, fol-
lowed by Selangor and Kuala 
Lumpur at 7,233 units and 5,114 
units respectively. 

H i g h - r i s e p r o p e r t y a v e r -
aged at RM329,987 in 2Q18 — 
d o w n 2.9% YoY — w h i l e 
d e t a c h e d a n d s e m i - d e t a c h e d 
h o m e s a v e r a g e d RM646,108 
( d o w n 3 . 3 % YoY) a n d 
RM644,633 (down 0.02% YoY) 
respec t ive ly . Terrace h o m e s 
w a s t h e o n l y s e g m e n t t h a t 
r e g i s t e r e d h i g h e r a v e r a g e 
p r i c e s at RM371,805 — u p 
5.5% YoY. 

For c o m m e r c i a l p r o p e r t y , 
R a h i m & Co sa id t he r e w a s 
136 mi l l ion sq f t of p u r p o s e -
b u i l t o f f i c e s u p p l y i n t h e 
K l a n g Valley a lone in 3Q18, 
c o m p a r a b l e to H o n g K o n g 
w h i c h h a s b e t w e e n 150 mi l -
lion sq f t and 170 mil l ion sq ft . 

It a d d e d t h a t t h e r e a r e 
b e t w e e n 18 mi l l ion sq f t a n d 
20 mi l l ion sq f t of i n c o m i n g 
commercia l supp ly at va r ious 
s tages of p l a n n i n g a n d con-
s t r u c t i o n w h i c h h i s t o r i ca l l y 
w o u l d t a k e t h e m a r k e t six 
years to absorb. 

Oversupp ly in the commer -
cial space is e x p e c t e d to p u t 
p r e s s u r e o n o c c u p a n c y a n d 
r e n t a l ra tes , w i t h t he l a t t e r 
a l r eady on a d e c l i n i n g t r end 
in b o t h a s k i n g a n d ef fec t ive 
rental rates. 

Af fo rdab i l i ty is a m o n g the 
fac to r s b e h i n d t h e p r o p e r t y 
glut t o d a y as 70% of u n s o l d 
r e s i d e n t i a l u n i t s in K u a l a 
L u m p u r a r e p r i c e d a b o v e 
R M 5 0 0 , 0 0 0 , a c c o r d i n g t o 
Rah im & Co. 

Howeve r , t he r e a r e a l so a 
n u m b e r of o v e r h a n g u n i t s 
tha t fal l u n d e r the a f fordab le 
ca tegory in Malaysia , indica-
t i ng tha t the p r o p e r t y d o w n -
t u r n reflects a r ead jus tment to 

no t o n l y pr ices , bu t locat ion 
and p roduc t as well. 

Market Readjustment 
B u d g e t 2019 p r o v i d e d a 
n u m b e r of g o v e r n m e n t - l e d 
in i t ia t ives to assist f i rs t - t ime 
h o m e b u y e r s in p u r c h a s i n g 
p r o p e r t y a n d they are geared 
at a d d r e s s i n g the o v e r h a n g 
situation. 

This included a RM1 billion 
f u n d by BNM to assist first-
t ime buyers ea rn ing RM2,300 
or below a m o n t h and s tamp 
du ty exemptions for first-time 
b u y e r s p u r c h a s i n g p r o p e r t y 

' p r i c e d b e t w e e n RM300,001 
and RM1 million. 

The federal government also 
allocated RM1.5 billion for the 
b u i l d i n g of affordable h o m e s 
nationwide. 

Meanwhi le , developers are 
explor ing rent- to-own (RTO) 
schemes to convert unso ld or 
i n a c t i v e u n i t s to y i e l d i n g 
as se t s . RTO a l l o w s b u y e r s 
to pay rent for the f i rs t f ive 
years on the proper ty and then 
can use the amoun t paid as a 
d o w n p a y m e n t towards pur -
chasing it. 

Ferlito said RTO schemes are 
a " sound opt ion" to help the 
proper ty market re-adjust, but 
he has doubts over the viability 
of the government-led push for 
more affordable homes. 

" I s e e t h e g o v e r n m e n t 
mostly focused on the attempt 
to bui ld one million affordable 
houses and strongly believing 
t h a t t he m a r k e t is ready to 
accept such additional supply. 
I have ser ious doubts regar-
d ing this," he said, adding that 
the g o v e r n m e n t shou ld no t 
in tervene in the readjus tment 
process. 

Going forward , Ferlito said 
the read jus tment process will 
t ake longer t h a n one to two 
years, a n d will depend on the 
ac t ions t aken by the relevant 
part ies. 

"The evolution of the situa-
t ion wi l l d e p e n d u p o n h o w 
d e v e l o p e r s wi l l react to the 
s ta tus of the market, what the 
government will do and what 
the central b a n k will do," Fer-
lito said. 

T h e p r o p e r t y o v e r h a n g 
came about f rom the f renzy of 
bu i l d ing , fue l led by specula-
t ions and greed to reap profits, 
l e a v i n g the c o u n t r y w i t h a 
cha l leng ing task to br ing ba-
lance to the sector. 
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