
MALAYSIAN JOURNAL OF CONSUMER AND FAMILY ECONOMICS Vol 26, 2021 

251 

Unsecured Loan Household Debt in Malaysia 

Masturah Ma’in1, Nur Fadhilah Hussin1, Ruhaini Muda1, Siti Sarah 
Mat Isa2 

1Faculty of Business and Management, Universiti Teknologi MARA, 40450, 
Shah Alam, Selangor, Malaysia 

2Faculty of Business and Management, Melaka International College of 
Science and Technology, 75300, Melaka, Malaysia 

 

Abstract 
Recently, there are raising concerns on unsecured loan in Malaysia 
household debt due to its mounting growth for the last ten years.  This study 
investigated the determinants of unsecured household debt loans in 
Malaysia, whereby the autoregressive distributed lag model (ARDL) approach 
was implemented to examine six variables. They included: Gross Domestic 
Product (GDP), Housing Price Index (HPI), Consumer Price Index (CPI), 
interest rate, and unemployment rate. Here, quarterly data throughout 11 
years spanning from 2007Q1 to 2017Q4 were sourced for analysis purposes. 
The findings revealed that in the long run, a change in income level and 
interest rate posed significant impacts on unsecured household debts. In 
particular, income changes positively influenced the unsecured household 
debts, while interest rate shifts would negatively influence them. Thus, 
policymakers are recommended to raise the household subsidization for 
specific groups in the population in the bid to cater to high unsecured loans, 
which would reflect the income inequality among citizens of this nation. 

Keywords: ARDL, household debt, Malaysia, unsecured loan 
 

 Introduction 
The rise of household debt is seemingly worrying for its potential 

in generating a new financial crisis. The history behind the credit bubble 
and subprime crisis in 2007 was rooted in the risks of excessive 
mortgage loans undertaken by households and overvalued portfolios 
by financial institutions. Consequently, a global economic recession 
manifested, resulting in frequent foreclosures and the failure of several 
major financial institutes. Besides, the level of household debt that 
usually increases during economic downturns would eventually limit 
the actions of a government. 
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According to Bank Negara Malaysia (BNM, 2017), Malaysian 
household debt refers to loans made for the purchase of securities, 
passenger vehicles, residential properties, private use, credit cards, 
and other purposes. Conceptually, it can be categorized into 'secured 
debt' and 'unsecured debt'. For example, vehicle loans, mortgages, and 
gold pawnbroking as the most common types of secured loans in the 
Malaysian banking system. In contrast, the remaining household debt 
denotes unsecured loans, which consist of credit card usage, personal 
loans, education loans, and others typically used to finance the 
spending of goods and services. 

In theory, secured loans are those protected by guarantees or 
assets, whereby the term "secured" refers to the fact that a lender will 
require something as security in case of default in loan repayment. 
Meanwhile, unsecured loans are loans attached to a promissory note 
and agreement and made readily available to everyone without any 
form of security. This form of loan does not have any collateral and no 
assets are necessary to cover in the instance of default. Based on 
Khan, Abdullah, and Samsuddin (2016), elements such as housing 
price, income, and population pose a positive impact on unsecured 
loans, otherwise categorized as consumer debt. Contrarily, interest and 
inflation reflect a negative impact on the same loan category. 

Recently, rising concerns of unsecured debt in Malaysian 
household consumption have emerged. Despite the composition of 
Malaysian household debt in residential properties and car purchases 
being the most prominent components, the growth of personal debt 
within the past decade has been quite astonishing. The work of 
Yunchao, Yusuf, Amin, and Arshad (2020), for example, has proven 
the negative impact of a higher amount of unsecured household debt 
loans in Malaysia on vacation consumption as opposed to secured 
loans. 

Nevertheless, household debts are good for economic growth 
as they stimulate higher aggregate demands. According to Palley 
(1994), the expansion of household debt is better for auxiliary economic 
growth and improved social welfare through its smoothing of household 
consumption. Unlike the government debt that shows a substantial 
contribution to the stimulation of economic growth in Malaysia 
(Burhanuddin et al., 2017), the high levels of household debts may 
eventually impact an economy negatively and become a threat upon 
reaching an uncontainable stage. 
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To date, Malaysia's current household debt has ranked as one 
of Asia's highest household debt levels. In the first half of 2018, BNM 
reported that the national household debt compared to GDP remained 
at 83.8 percent, which has increased significantly over the past 10 
years. This trend is especially alarming to economists as it is related to 
the risk of financial insecurity.  

Furthermore, the cost of necessities over the last few years has 
extended a significant impact on the household debt due to increased 
food prices; in turn, they increase the domestic spending, specifically 
in the population of low and middle-income earners (DOSM, 2014). 
Such living cost increments have limited the household spending and 
driven the occupants to practice debts for need sustenance. Besides, 
the growth of income has yet to catch up with the rising cost of living, 
resulting in an increasing household debt level. Thus, housing price 
and GDP both wield a positive influence on the household debt, 
whereas unemployment and interest rates cause adverse effects on 
the rise of domestic debt.  

This study is motivated by the significant increase in unsecured 
household debt throughout recent years, whereby works detailing 
unsecured debt related to macroeconomic determinants, particularly 
those focused on Malaysia, are minimal. Hence, the current work 
investigates the relationship linking macroeconomic determinants such 
as unemployment rate, average lending rate, CPI, HPI, and GDP with 
unsecured debt in Malaysia. It attempts to fill the abovementioned gap 
by seeking to ascertain the extent to which such determinants affect 
unsecured debt in the country. 

 Literature Review 
In the context of the United States, Barnes and Young (2003) 

have previously explained household debt as a concept in line with 
spending-income and housing-finance incentives based on a 
standardized partial equilibrium overlapping generation model (OLG) 
specification. Their findings subsequently identified the removal of 
credit constraints, income growth expectations, real interest rate, and 
demographics changes as the reasons behind extensive domestic 
liability increment in the country back in the 1990s. Meanwhile, Kim 
(2011) has implemented the Vector Error Correction Model (VECM) to 
examine the influence of household debts on the aggregate output in 
the US, yielding outcomes depicting a negative long-run relationship 
between domestic debt and income. 
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Alternatively, Tudela and Young (2005) have assessed 
household debt in terms of the United Kingdom by using the OLG 
model, thereby revealing the effect of house prices, interest rates, 
retirement income, and preferences on household debt. Similarly, 
Jacobsen and Naug’s (2004) investigation on domestic debt 
determinants and their influence by using a flexible dynamic model was 
undertaken using Norwegian data spanning from 1994 to 2004. 
Consequently, factors such as the number of students, unemployment 
rate, housing stock, housing price, number of houses sold, wages, and 
interest were underlined to influence household debt. 

Next, Australia-based work by Philbrick and Gustafsson (2010) 
has utilized the co-integration analysis and error correction model 
(ECM) to analyze the household debt determinants to disposable 
income. The equation model then affirmed that any increments or 
decrements of consumer sentiment index and house price were 
positively related to the debt ratio, while they were negatively linked to 
inflation. Besides, the co-integration analysis results underlined the 
positive impact of liability ratio increments on housing prices, whereas 
a negative impact was seen for the interest rates. Meanwhile, Meng, 
Hoang, and Siriwardana (2013) have utilized the Co-integrated Vector 
Autoregression (CVAR) method to identify the possible grounds of 
Australian domestic debt, which implemented several key variables. 
They included: GDP, population, HPI, unemployment, CPI, interest 
rate, and number of new dwelling approvals. As a result, the most 
significant debt was linked to the number of new dwellings and house 
prices as their respective increments were found to increase the 
Australian household debt. Moreover, the scholars further highlighted 
that GDP and population contributed positively to high household debt, 
whereas CPI, unemployment, and interest rate negatively impacted the 
variable. 

In the context of Malaysia, Rahman and Masih (2014) have also 
implemented the CVAR method on the quarterly data gathered from 
1999 to 2014, thus revealing long-run relationships between domestic 
debt and house prices and between GDP and interest rate. Contrarily, 
Ma'in, Tajuddin, and Nathan (2016) have opted for the Ordinary Least 
Square (OLS) approach instead and depicted the significant impact of 
housing price and GDP and their positive relationship with household 
debt. Meanwhile, unemployment and interest indicators were 
established to provoke adverse effects on the rise of domestic debt. 
Alternatively, the study by Khan et al., (2016) has divided household 
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debt into two smaller subsets, namely mortgage debt and consumer 
debt. Their findings subsequently revealed that changes in housing 
price, total income, and total population could positively impact loans 
in the long-run estimation. In contrast, an increase in the interest and 
total living cost rendered a negative impact. 

It is important to note that previous studies on household debt 
and income have yielded a mixture of results. In general, most would 
depict a positive relationship between the two elements, whereby an 
increment in income level leads to an increased debt level. This is 
attributable to consumer’s confidence in borrowing, which is reflected 
in the works by Crook (2001), Calza et al., (2003), Hofmann (2004), 
Meng et al., (2013), and Mokhtar and Ismail (2013), among others. 
Moreover, Nizar (2015) has revealed that GDP significantly contributes 
to higher household debt. Here, GDP reflects positive economic growth 
in which the higher-income earnings directly motivate households to 
demand debt, following which lending institutions would issue more 
loans to the customers. 

However, other findings have underlined the negative impact 
between domestic debt and income, as mentioned by Livingstone and 
Lunt (1992), Turinetti and Zhuang (2011), and Meniago et al., (2013). 
According to Rahman and Masih (2014), despite the endogenous 
nature of GDP, it may affect household debt as a proxy of income 
regardless. Besides, Chien and Devaney (2001) have justified their 
findings in which the income indicator negatively impacts debt, thus 
referring to the structure of credit card debt. The nature of debt may 
result in different household debt findings in association with income 
levels. From another perspective in terms of financial stability, the more 
significant one’s income, the more minimal negative impact on 
increased debt can be expected (Tomas, 2014). 

Theoretically, demand for debt and interest rates share an 
inverse relationship as the latter is considered a borrowing cost and will 
cause a higher repayment amount on debt. In fact, Martins and 
Villanueva (2003) have stated that an increase in the interest rate 
results in a negative impact on elasticity and the probability of housing 
loans. This was delineated following the study utilizing a set of data that 
combined household survey data and administrative records of debts 
for the purpose of examining the sensitivity of long-term household debt 
to interest rate increments. Meanwhile, Debelle (2004) has analyzed 
the macroeconomic impacts of increasing domestic debt, claiming that 



MALAYSIAN JOURNAL OF CONSUMER AND FAMILY ECONOMICS Vol 26, 2021 

256 

the rise of household debt would reveal the nation’s response to lower 
interest rates and an enabling of liquidity restraints. 

Similarly, numerous studies can be found to relate with the 
interest rate as the cost of borrowing, thus positing that a decrease in 
interest rate would motivate households to increase debt. This notion 
has been supported by Pearce (1985), Hofmann (2004), Dynan and 
Kohn (2007), Turinetti and Zhuang (2011), Meng et al., (2013), 
Meniago et al., (2013), and Mokhtar and Ismail (2013), among others. 
However, other works have also contrarily revealed that domestic debt 
is not influenced by interest rates (Crook, 2001; Rahman & Masih, 
2014). According to Debelle (2004), the impact of interest rate may be 
uncertain due to the income and substitution effects. Moreover, a 
recent study by Khan et al., (2020) has suggested that the low-interest-
rate policy does not cause for the bulk of the household debt. It further 
implies that interest rate targeting is not an effective mechanism to 
suppress a high level of household debt. 

In a household’s portfolio, the mortgage is the main form of 
wealth, following which the rising housing prices justify the skyrocketing 
household debt amount (Beer and Schürz, 2007). Meanwhile, Dynan 
and Kohn (2007) have explained that property price increments would 
result in increased household debts. In particular, the work by 
Oikarinen (2009) has examined the two-way interaction between 
household debt and housing price, revealing the seemingly significant 
positive impact of housing price movements on loans. Besides, 
Rahman and Masih (2014) have pointed out a similar effect between 
household debt and house price, thus contributing to domestic liability 
in the context of the long-run effect. 

Alternatively, other studies have proven that housing wealth 
increments or decrements could exert a significant impact on domestic 
expenditure compared to other properties (Benjamin et al., 2004; Case 
et al., 2005; Carroll et al., 2011; Moroke, 2014). Similarly, some have 
presented the consensus in which an increase in housing prices could 
positively impact household debt due to the rise in mortgage payments 
(Debelle, 2004; Akerlof and Shiller, 2009; Turinetti and Zhuang, 2011; 
Meng et al., 2013; Meniago et al., 2013). However, the research by 
Mokhtar and Ismail (2013) in the context of Malaysia has revealed the 
lack of influence exerted by housing prices on household liability 
structure. Therefore, an exploration based on the structure of liability 
debt is undeniably reasonable as a rise in housing prices may positively 
impact loans. 
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Theoretically, a higher unemployment rate is related to lower 
household income, thus further driving the need for debts for the 
purpose of financing one’s expenditure. This will inevitably increase the 
household debt (Meng et al., 2013). However, Hamid, Sarmidi, and Nor 
(2015) have indicated that financial institutions reduce their debt supply 
to avoid the risk of non-performing loans. This is attributable to 
unemployment creating uncertainty in the market, henceforth 
preventing households from borrowing money. Such notion is 
supported by Ma'in et al., 2016), which has posited that unemployment 
is negatively related to household debt. This specifically underlines the 
household's ability to commit to financial liabilities, following which it 
discourages the occupants from any borrowing activities. 

Accordingly, Debelle (2004) has revealed that unemployment is 
the primary indicator capable of negatively influencing household 
income. Nevertheless, the rate of unemployment is less harsh than the 
rate of interest. In addition, unemployment generally affects only a 
relatively small section of the population, and the degree of overlap 
between those households with a higher risk of unemployment and 
those with high debt level has historically been low (Debelle, 2004). 
Mian and Sufi (2012) have opted to investigate the influence of 
cumulative household debt on unemployment was driven by a decline 
in consumer spending (consumption) during times of financial 
instability. The debate was rooted in the marginal cumulative 
household debt spanning from 2002 to 2006 and mixed with a decline 
in housing prices at the early stages of the crisis. Consequently, this 
supported the understanding of the beginning, difficulty, and length of 
the subsequent downfall in consumption. 

Alternatively, Debelle (2004) has suggested that lower inflation 
may result in increasing domestic liability as it may reduce the 
monetary restrictions subjected on households. Lesser inflation leads 
to lesser interest rates, rendering less revenue desired for reduced 
arranged payments and ultimately leading to lending. Here, a recent 
study on household debt in emerging economies has asserted that a 
negative association between inflation and household debt is 
attributable to the financial constraints of households (Khairunnisa, 
2020). 

In contrast, studies by Kim et al. (2014) and Dynan and Kohn 
(2007) are of the belief that domestic borrowing to finance expenditure 
is rising due to inflation. Meanwhile, Boushey and Weller (2008) and 
Weller (2007) have agreed that the consumer credit increase observed 
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can be attributed to the rise in consumption for necessities as opposed 
to spending on unnecessary consumption. In particular, Khan et al., 
(2016) have noted that debt is implemented by households to 
substitute income for financing their rising expenditure following the 
higher living costs. 

Theoretically, finance is an essential element in ensuring 
stability and satisfaction in marriage and other types of relationships. 
For example, Sawai et al. (2018) have conducted a study to investigate 
the relationship between financial strain and marital satisfaction and 
distributed questionnaires for this purpose. The scholars then proved 
the consistent and significant link between the two elements and 
revealed a correlation between financial management practices and 
household debt from a different angle. Thus, one may surmise that 
marital relationships can be bogged down by problems if the couple 
has debts. 

Meanwhile, the assessment by Cai et al., (2020) has focused on 
the relationship between household debt and marital satisfaction 
among Malaysian married couples. The study described household 
debt in the context of financial loans, such as education, personal, 
vehicle, and house loans. Consequently, its empirical findings 
underlined a negative relationship between household debt and 
marriage satisfaction, whereby a higher percentage of personal loans 
to income yielded lower marriage satisfaction. Contrarily, housing loans 
were found to pose an insignificant link with marriage satisfaction due 
to their categorization as secured loans, thus wielding less impact on 
these individuals. 

 Methodology  
The critical theory implemented in this study was related to 

domestic liability, namely the Life-Cycle Model (LCM) established by 
Franco Modigliani and Robert Brumberg in 1954. It assumes that 
households seek to smooth their consumption throughout a lifetime by 
borrowing during periods of low income and saving during high-income 
times, provided they are rational and forward-looking. The essence of 
the LCM hypothesis is rooted in the idea of consumption smoothing. 

However, the model is subject to several limitations; for 
example, the theory presumption that the household borrowing is 
rational and forward-looking may not necessarily hold. Moreover, one 
may rely on their present situation in determining their borrowing 
activities. Household debt-borrowing activities may thus be correlated 
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with elements such as the rising costs of living (Weller, 2007; Boushey 
and Weller, 2008; Dynan and Kohn, 2007; Kim et al., 2014), level of 
interest (Pierce, 1985; Hofmann, 2004; Dynan and Kohn, 2007; 
Turinetti and Zhuang, 2011; Meng et al., 2013; Meniago et al., 2013; 
Mokhtar and Ismail, 2013), changes in income level (Livingstone and 
Lunt, 1992; Crook, 2001; Calza et al., 2003; Rahman and Masih, 2014), 
housing prices (Benjamin et al., 2004; Case et al., 2005; Beer and 
Schurz, 2007; Carrol et al., 2011; Moroke, 2014; Khan et al., 2016), 
and employment (Dabelle, 2004; Hamid et al., 2015; Ma'in et al., 2016). 

Besides, housing price increments may reduce the unsecured 
household debt, which is supported by the study of Khan et al., (2016) 
on mortgage debts and consumer debt determinants. The scholars 
have further revealed that such increase would result in lower 
consumer debt while concurrently increasing the mortgage debts. 
Therefore, the matter of the issue is not about the housing prices 
themselves, but rather how households manage their consumption and 
preferences with their limited income. 

This study adopted the models from Nizar (2015) and Khan et 
al., (2016), yielding the following model specification: 

LHD = α + β1 LGDP + β2 LCP + β3 LHP + β4 LIR + β5 LUN + ε            (1) 

Where, 
LHD  = Log Unsecured Household Debt 
LGDP  = Log Gross Domestic Product indicator 
LCP   = Log Consumer Price Index indicator 
LHP   = Log House Price Index indicator 
LIR  = Log Interest Rate indicator 
LUN   = Log Unemployment indicator 

All indicators were transformed into their natural logarithm form 
to attain linearity and reduce the problem of heteroscedasticity 
(Gujarati and Porter, 2009). They were selected and tested in this study 
as the macroeconomic indicators affecting household debt in Malaysia.  

 Source of Data and Measurements 

The data collected were limited to Malaysia and encompassed 
the period from Q1:2007 to Q4:2017. Accordingly, this study employed 
44 observations as the sample size. Typically generated on a quarterly 
basis, the time-series data were extracted from various sources; in 
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particular, the quarterly household debt data were obtained from BNM. 
It refers to loans paid by financial institutions (i.e., Islamic and 
commercial banks alike) to borrowers from the household sector, which 
is then subtracted by the amount used for purchasing passenger cars 
and residential properties. These purchases were considered as 
secured debts as the underlying assets would become the collateral in 
the Malaysian banking system as security to the debts. 

Due to limitations in data availability, unsecured loans from other 
institutions were not captured in this study, such as educational loans 
from Perbadanan Tabung Pendidikan Tinggi Nasional (PTPTN), Majlis 
Amanah Rakyat (MARA), private institutions, and foundations in the 
banking system. Similarly, credit facilities from other private firms such 
as the motorcycle credit scheme, AEON Credit, and Court's Mammoth 
were not included. 

Table 1 : Operationalization of Indicators 

Indicator Description of Data Sources Unit Abb 
Household 
Debt 

Total of household sector loan 
disbursed. 

BNM, Monthly 
Highlights, 

and Statistics 

RM 
Million 

HD 

GDP Growth Real GDP annual change  
(y-o-y) 

ARIC % GDP 

CPI Consumer Price Index 
(2010=100) 

IMF Data, 
data.imf.org 

x CP 

HPI House Price Index (2000=100) NAPIC x HP 
Interest Rate Average Lending Rate BNM, 

Quarterly 
Bulletin 

% IR 

Unemployment 
rate 

Percentage of unemployed 
workers in the total labor force 

IMF Data, 
data.imf.org 

% UN 

Note: Abb is the implication of abbreviation 

In general, GDP growth is a measurement for national income 
and directly reflects the earning income of Malaysian households. 
Thus, it was utilized as a proxy for income data in this study, whereby 
the real GDP growth data was retrieved from the Asia Regional 
Integration Centre (ARIC) on a quarterly basis and measured in 
percentage units based on its year-on-year performance. Meanwhile, 
the data on house prices were sourced from the National Property 
Information Centre (NAPIC) by using 2000 as the base year. 
Alternatively, the interest rate applied in this study referred to the 
average lending rate obtained from BNM’s Quarterly Bulletin. 
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CPI typically measures the average rate of change in the prices 
of a fixed basket of goods and services, thereby representing the 
expenditure pattern of all households in Malaysia. It is a composite 
index as weighted by regional expenditure weights of three regional 
indices computed separately for Peninsular Malaysia, Sabah, and 
Sarawak (BNM, 2017). Used to assess prices associated with the cost 
of living, CPI is the most frequently used statistic for identifying periods 
of inflation or deflation. Here, the data were retrieved from the 
International Monetary Fund (IMF), whereby 2010 was utilized as the 
base year for CPI. Meanwhile, the unemployment rate as the other 
variable was also retrieved from IMF, whereby it was measured as the 
percentage of unemployed workers in the total labor force. Table 1 
shows a summary of the descriptions and sources of the collected data. 

 Empirical Methodology and Justification 

This study used the Autoregressive Distributed Lag (ARDL) 
technique, which was first made known by Pesaran and Shin (1999) 
and Pesaran et al., (2001). Pesaran and Pesaran (1997) have 
underlined the technique’s ability to eliminate a particular restriction, 
namely that all time-series data variables must have the same order of 
applicable integrations, whether the regressors are I(0) or I(1). 
According to Narayan and Narayan (2005), such restriction is 
attributable to estimations made by using ARDL that are not dependent 
on the pre-testing order of integration among variables. Thus, 
uncertainty regarding the pre-testing of variables would be eliminated. 
Furthermore, the technique allows the creation of accurate parameters 
in small sample sizes and cases as opposed to Johansen and Juselius’ 
co-integration technique (Pesaran and Shin, 1999). Similarly, the 
coefficients in ARDL estimators are better uniformed and the routine 
co-integration approach performs better in determining co-integration 
connections in small samples (Islam et al., 2013). Additionally, 
Laurenceson and Chai (2003) are of the opinion that the technique is 
capable of capturing the data generation process in a general-to-
specific modeling framework through the sufficient number of lags 
utilized. 

In this study, the estimation methods commenced with the unit 
root tests, long-run co-integration relationship assessment using the 
bound test, long-run coefficient, and the short-run ECM model. Then, 
the model robustness was checked using selected diagnostic tests, 
which included the test for serial correlation (i.e., Breusch-Godfrey 
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Serial Correlation Lagrange Multiplier (LM) test), heteroscedasticity 
(i.e., Breusch-Pagan-Godfrey test) and normality distribution (i.e., 
Jarque-Bera test). 

In assessing the long-run co-integration relationship, the ARDL 
bound test approach was implemented to regress the data after 
confirming the order of integration of the variables at the level either 
I(0) and I(1). The confirmation was done by applying the Augmented 
Dickey-Fuller (ADF) and Philips and Perron (PP) tests. The ARDL 
bound test estimated the standard log-log specification of the co-
integrating long-run relationship. Once the presence of the long-run co-
integration relationship between variables was proven, the long-run co-
integration model could be estimated. After the estimation of the long-
run coefficient, the ECM was regressed to find the short-run coefficient 
and speed of adjustment driving the variables back to the long-run 
equilibrium. The regression is as depicted below: 

𝐿𝐻𝐷-. = 	𝛼1 + 	𝜆	𝐸𝐶𝑀7897 	+	∑;97<97 𝜑7𝐿𝐻𝐷-.>? 	∑
;97
<@1 𝜑A𝐿𝐺𝐷𝑃89< +

	∑;97<@1 𝜑D𝐿𝐶𝑃89< +	∑;97<@1 𝜑E𝐿𝐻𝑃89< + ∑;97<@1 𝜑F𝐿𝐼𝑅89< +

	∑;97<@1 𝜑I𝐿𝑈𝑁89< +	𝜀78                  (2) 

Where k is the lag based on the selected lag length in the long-
run equation, 𝐸𝐶𝑀8	is the speed of adjustment driving the variables 
back to the long-run equilibrium, and λ is the short-run dynamic 
coefficients of the model's convergence to equilibrium. λ should be 
negative and significant. 

 Findings 
A unit root test was conducted to check the level of stationary 

for each variable by using the ADF and PP tests in the first step before 
proceeding with the ARDL co-integration bound test. From the results, 
both tests revealed that GDP, interest rate, and unemployment were at 
a stationary level integrated of order I(0). However, LHD, LCP, and LHP 
were at the non-stationary level and significant after the first difference, 
namely at integrated of order I(1). 

The ARDL technique would require all variables to be either I(0) 
and I(1), rendering them valid and utilizable for estimating the proposed 
model. This approach was proceeded after confirming that none of the 
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variables was I(2) as the method would only be applicable to a mixture 
of I(0) and I(1) data (Pesaran et al., 2001).  

 Long Run Co-integration 

The process started with co-integration in which the F-test was 
conducted to ascertain the results of the hypothesis. For no co-
integration, the hypothesis is H0: λ1 = λ2 = λ3 = λ4 = λ5 = λ6 = 0, while for 
the existence of co-integration, the hypothesis is Ha: λ1 ≠ λ2 ≠ λ3 ≠ λ4 ≠ 

λ5 ≠ λ6 ≠0.  

Table 2 : Bound Test 

Computed F- statistic 
4.733139** 
k=5, n=40 

Critical Value 
Lower Bound Upper Bound 

1% significance level 4.045 5.898 
5% significance level 2.962 4.338 
10% significance level 2.483 3.708 
Notes: The critical values for the bounds are obtained from Narayan (2005). 

Under the bound test, the null hypothesis of no co-integration is 
rejected if the F-statistic is higher than the critical value of the I(0) and 
I(1) regressors both and not rejected if otherwise (Belloumi, 2014). This 
test was guided by the short data span (i.e., 44 observations) in which 
the critical values given by Narayan (2005) were implemented. The 
results are shown in Table 2. 

The results of the co-integration bound test revealed the 
computed F-statistics value of 4.733139, which exceeded the upper 
bound critical value of 4.338 at a 5% significance level. The 
comparisons indicated that the null hypothesis of no co-integration was 
rejected. Thus, a long-run co-integration relationship existed between 
the variables in the model, namely the dependent variable of 
unsecured household debt and its independent determinants of GDP, 
CPI, HPI, interest rate, and unemployment. 

 Long Run Coefficient 

As a long-run relationship was established between the study 
variables, an estimation of the long-run co-integration model could be 
performed to identify the relationship between each variable and the 
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dependent variable, respectively. The results for the long-run co-
integration are presented in Table 3. 

Table 3 : Estimation of Long-Run Coefficients 

ARDL (4, 3, 1, 3, 4, 3) 
Dependent Variable: LHD 

Variable Coefficient Std. Error Probability 
LGDP 0.881084 0.415128 0.0498 
LHP -0.291661 0.416734 0.4941 
LCP 1.238041 1.479854 0.4151 
LIR -2.128099 0.591019 0.0024 
LUN 0.459802 0.814542 0.5802 

C 6.810719 5.204296 0.2091 

As shown in Table 3, only two variables impact the unsecured 
household debts, namely GDP and IR. This indicated that GDP growth 
would affect the growth of unsecured household debt in the long run. 
Meanwhile, interest rates would exert a negative influence on the 
unsecured household debt, wherein interest rate and GDP were 
statistically significant at 1% and 5% significance levels, respectively, 
influencing the unsecured household debt. 

Furthermore, the analysis indicates that the level of income is 
positive and significant in this model, which is consistent with previous 
studies. Here, GDP represented the income level in a country and 
would affect then the individual income, whereby the results obtained 
implied that a 10% increment in its level would yield an 8.8% increase 
in unsecured household debt. This outcome is similar to that of Nizar 
(2015), which has shown that GDP is associated with increased 
household debts in the long-run and short-run contexts. The scholar 
stated: "the higher GDP, which is reflected from positive economic 
growth and directly in the higher-earning, becomes a supported theory 
of two parties in taking and issuing more debt". This posits that positive 
economic growth will induce the demand for debt by consumers and 
the supply of more debts by financial institutions alike. 

Contrarily, interest rate yielded a significantly negative 
relationship; this was widely accepted as the element would be 
identified as the cost of borrowing. If the borrowing cost decreases, 
households tend to borrow more to obtain funds as the repayment 
amount would lower than previously. Therefore, the study findings 
suggested that a decrement of 1% in the cost of borrowing would 
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increase the unsecured household debt by 2.1%. Such outcome is also 
supported by Meng et al., (2013), following their study showing 
household intention to borrow is postponed or reduced following the 
rise of interest rates due to higher borrowing costs. Besides, Endut and 
Hua (2009) have stated that a low-interest rate scenario reduces the 
borrowing costs and increases the incentive for households to borrow 
and facilitate their path of consumption. In particular, many prior works 
have offered evidence in support of the notion that low levels of interest 
encourage the household debt levels to increase due to the low 
borrowing cost (Pierce, 1985; Hofmann, 2004; Dynan and Kohn, 2007; 
Turinetti and Zhuang, 2011; Meng et al. 2013; Meniago et al. 2013; 
Mokhtar and Ismail, 2013; Ma'in et al., 2016). 

 Short Run ECM Model 

Table 4 shows the estimation results of the short-run model 
generated by using ARDL (4, 3, 1, 3, 4, 3). The ECM is a theory-driven 
approach useful for estimating the short-term and long-term effects of 
one-time series on another alike. Here, the term error-correction relates 
to the fact that the last period's deviation from a long-run equilibrium, 
namely the error, influences its short-run dynamics. Thus, ECMs 
directly estimate the speed at which a dependent variable returns to 
equilibrium after a change occurs in other variables.  

Table 4 : Estimation of Short-Run ECM Model 

ARDL (4, 3, 1, 3, 4, 3) 
Regressor Coefficient Probability 
ECM -0.568016*** 0.0000 
ΔLHD 0.329441 0.0177 
ΔLGDP -0.348739 0.0000 
ΔLCP -3.192153 0.0029 
ΔLHP -1.179802 0.0123 
ΔLIR -0.886618 0.0100 
ΔLUN -0.753300 0.0000 
R-squared 
Durbin-Watson stat 
F-statistic 
Prob (F-statistic) 

0.823089 
2.482548 
4.733139 

0.01 

The findings showed that all coefficients for the independent 
variables in the short-run depicted negative relationships and were 
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significant. Furthermore, the ECM for this model was -0.568016 with a 
1% significance value; the negative sign and significance both 
confirmed the existence of a long-run relationship among the variables. 
Meanwhile, the coefficient of the equilibrium correction mechanism 
explicated the speed of adjustment for the unsecured household debt 
as the dependent variable, which was 0.568. This value suggested that 
any short-term deviation or disequilibrium in the short-run would be 
adjusted by 56% per quarter toward the long-run equilibrium. In other 
words, the converged speed for this model approximately converged in 
six months from short-run to long-run. Lastly, the R-squared value 
revealed that the independent variables explained 82% of the variation 
in the unsecured household debt. 

 Diagnostic Tests 

Based on the results of the diagnostic tests carried out, the 
analysis conducted was found to be robust and reliable for making 
inferences. Hence, the diagnostic tests for serial correlation, 
heteroscedasticity, and normality were performed accordingly.  

Table 5 : Results of the Diagnostic Tests 

Diagnostic Test Null Hypothesis Coefficient P-Value 
Breusch-Godfrey Serial 
Correlation LM Test 

Ho: There is no 
autocorrelation 

0.0200 0.2179 

Breusch-Pagan-Godfrey 
Test 

Ho: There is no 
heteroskedasticity 

0.6714 0.8211 

Jarque-Bera Test Ho: The error term has a 
normal distribution 

0.7132 0.7000 

The results of the diagnostic tests are presented in Table 5. In 
testing for the serial correlation, the Breusch-Godfrey Serial Correlation 
LM Test Model was employed in which the null hypothesis stated that 
no autocorrelation was present. The resulting test outcome then 
revealed a P-value of 0.2179, which was insignificant. Thus, the null 
hypothesis was accepted and indicative of no autocorrelation present 
between the tested variables. 

Next, the heteroscedasticity test was subjected to the time-
series data to test whether the variance was homogenous in nature 
and the error term was identically distributed. In this study, the Breusch-
Pagan-Godfrey test was implemented to ascertain the presence of a 
changing variance for the residual regression. The result obtained 
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revealed an insignificant P-value of 0.8211, rendering the null 
hypothesis accepted and specifically underlined that the model was 
homoscedastic. 

Meanwhile, the Jarque-Bera test depicted a high ρ value of 
0.7000, which was an insignificant result. Thus, the H null hypothesis 
was not rejected and indicated a normal distribution for the error term. 

 Conclusion and Discussion 
This study examined the macroeconomic determinants of 

Malaysian household debts from the perspective of unsecured loans, 
which was driven by the minimal amount of scholarly efforts detailing 
the unsecured type of household debts in the context of this country. 
Accordingly, various types of debts were implemented to offer different 
perspectives and explanations toward better policy enhancement. In 
particular, the determinants used to analyze the level of unsecured 
household debt were Gross Domestic Product (GDP), Consumer Price 
Index (CPI), House Price Index (HPI), interest rate, and unemployment 
rate in Malaysia. 

By applying quarterly data recorded over the past 11 years, this 
work successfully generated additional insights into the findings 
obtained. For example, the study results demonstrated the significant 
effect of GDP and interest rates on the level of unsecured household 
debt. GDP posed a significant positive relationship with unsecured 
household debt, whereas interest rate (cost of borrowing) wielded a 
negative influence. 

Due to income inequality, the benefits of economic growth are 
not well-distributed among households. The swift rise in living costs 
faster compared to income has led to the tendency for Malaysian 
households to fulfill their demands by using alternative incomes made 
available through credit facilities offering unsecured loans. These loans 
function as a substitute for their wage to finance rising household 
consumption. In terms of the interest rate, the decreasing cost of 
borrowing results in the household's tendency to borrow more for 
obtaining funds as the repayment amount is lower. Thus, it is highly 
recommended for policymakers to raise household subsidization to 
specific targets in the population in a bid to minimize the issue of 
income inequality among Malaysian citizens. 
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