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Abstract 
Housing affordability is continuously a major concern, particularly among 
individuals residing in the major cities. Housing affordability is measured by 
two (2) indicators, namely the Median Multiple and Down-Market Penetration. 
Through the Median Multiple method, the cost of housing median is found to 
be lower than three (3) times the median household yearly income. 
Meanwhile, Down-Market Penetration suggests that the minimum cost of the 
new house, which is set by the private sector without subsidies, is affordable. 
This article attempts to explore and review the meaning of housing 
affordability in Malaysia. Reducing the house price, which is the sole method 
of solving the problem related to the housing affordability issue, is overly 
emphasised. Instead, more focus should be placed on the addition of supplies 
and the provision of commodities based on market demand. It should be 
noted that a more common approach, which includes the method 
incorporated by the ministries of the government, is crucial to achieving 
housing affordability. 

Keywords: affordable housing, affordability, median multiple, down-market 
penetration 
 

 Introduction 
Housing affordability is continuously a crucial issue in Malaysia, 

particularly for the individuals residing in major cities, including Penang, 
Johor Baharu, and the Klang Valley. According to the Financial 
Surveillance Department of the New Straits Times (2019), 73 per cent 
of unsold properties in Malaysia were not affordable, with Johor 
recording the highest number of unsold houses, followed by Selangor, 
Kuala Lumpur, Perak, and Pulau Pinang in 2019. Housing affordability 
is one of the primary elements describing the growth and 
socioeconomic balance of a nation. Furthermore, housing affordability 
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aims to guarantee the affordability of housing for every category of 
salary earner, including the low-income, middle-income, and high-
income individuals. 

Housing affordability also indicates a stabilising act in the 
subjective decision of household expenditure as it includes a choice 
between housing and non-housing product expenditures. It is stated by 
Hong and Yew (2012) that home ownership affordability has been 
influenced by higher cost of houses and living in Malaysia, particularly 
for middle-income earners (Mariadas et al., 2019). An unstable income 
degree leads to failure in covering the living costs. Li and Chiang (2014) 
highlight that affordability is the main consideration in the decision of 
buying property. Moreover, Carolina (2013) states that the level of 
salary would impact the buyers’ decision for property purchase due to 
the absence of willingness for the households to face financial risks 
upon the reduction in the number of salary earners in the house 
(Mariadas et al., 2019). 

Housing supply is influenced by land costs and use, planning 
policy, and construction costs. High housing prices are often attributed 
to land costs, and this phenomenon results in rising land prices as the 
price, which a developer is willing to pay for new land, increases when 
the market price for housing increases. The construction costs in 
Malaysia have been decreasing with no attendant drop in house prices 
(Khazanah Research Institute, 2015). Besides, the supply of low cost 
and affordable houses is unable to meet the demand of the urban 
population. Therefore, house affordability problems are manifested 
through various sources, such as income, house price, and financing 
availability. Due to Malaysians’ inability to buy a house, this situation 
has led to their preference for renting instead of buying a house and 
staying with their parents after marriage (Ong, 2013). However, 
whether the Malaysian house price rise is too high or Malaysians’ 
relatively low salary leads to their inability to purchase a house 
becomes a question. 

This study aims to explore various financial elements affecting 
the affordability of housing property in Malaysia. This article begins with 
a review of housing affordability definitions, Malaysians’ median 
income, living expenses in Malaysia, housing property in Malaysia, 
housing loan in Malaysia, and the initiative of the Malaysian 
government. 
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 Housing Affordability 
According to the World Bank Group in The Malaysian Reserve 

(2019) and Khazanah Research Institute (2015; 2019), housing 
affordability in Malaysia has been declining over the years to a 
“severely unaffordable” level in several states (Dashveenjit, 2019; 
Vigneswar, 2020). Housing affordability is a function of price and 
income. Although the latter leads to demand, the former depends on 
the interaction of both demand and supply (Khazanah Research 
Institute, 2015). Furthermore, interventions to improve housing 
affordability are primarily focused on the demand either by the direct 
provision of low-cost houses, subsidy of housing costs, or reducing 
housing financing. These measures are unsustainable as they could 
increase in price and require opportunity costs on government 
finances, which have a potential for productive uses. Conversely, when 
prices are deemed to escalate too rapidly, government measures are 
introduced to temper property speculation (Khazanah Research 
Institute, 2015). 

Affordability issues could be perceived as varying degrees of 
processes, which go from a specific direct occurrence of crucial poverty 
and homelessness issues through an intermediate harmful degree to a 
more general issue of market accessibility. There is an argument that 
housing affordability is affected by the degrees and administration of 
house cost, household salaries, and the form of financing prices. A 
house could be personally owned, hired in the form of rent, leased for 
a pre-established duration, or incur a high deposit amount among 
others. Therefore, not all houses are occupied for residential purpose 
as many houses hired in the form or high deposit, lease, or rent. 
Accordingly, many people are not able to purchase housing property 
using their finance and have shifted to various methods of residing in a 
house. 

Housing affordability is a concept that defines the 
socioeconomic and development environments. It is perceived as the 
decisive factor for selecting household function between the expenses 
for housing and non-housing product (Suhaida et al., 2010). This 
affordability is identified as a rent-to-income ratio or house price-to-
income ratio, which is specified as income affordability. Notably, 
purchase, repayment (Gan & Hill, 2009), and lifetime income 
affordability consist of more refined methods (Abeysinghe & Gu, 2011). 
Identified as the house-price-to-income ratio, the Median Multiple is 
identified as the ratio of the median cost for the housing market to the 
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median gross annual household income. The Median Multiple 
indicators were developed by the United Nations Centre for Human 
Settlement (UNCHS) and the World Bank under the Housing Indicators 
Program in 1988 and are largely implemented for the evaluation of the 
urban market. Notably, it is a dependable, comprehensible, and 
important structural indicator to measure the health of residential 
markets, which contributes to significant and transparent differentiation 
between housing affordability. It also considers the affordability level 
within a nation at all levels. Besides, there is an advantage in using the 
Median Multiple as it could be used to make a comparison between 
international countries (Cox & Pavletic, 2014, as cited in Johan, 2014). 
However, the measurement focuses on one of the affordable housing 
elements, such as the homebuyers without involving the renters either 
in public or private sectors. The index is interpreted in Table 1. 

Table 1 : Classification of Affordability Ratings 

Rating Median multiple 
Severely unaffordable 5.1 and over 
Seriously unaffordable 4.1 to 5.0 
Moderately unaffordable 3.1 to 4.0 
Affordable 3.0 and under 

 
 Malaysian Median Income 

Houses in Malaysia have been severely costly according to 
international standards with a median multiple of 5.0. The affordability 
of housing is perceived when the median cost of a house is less costly 
compared to three times the yearly household salary. Most Malaysians 
could not afford to buy newly-launched houses with an average price 
of RM417,260; Bank Negara Malaysia reported the highest reasonable 
house cost in Malaysia was approximately RM282,000 (Kathy, 2019). 
According to the Housing Cost Burden (HCB) method, a house cost is 
reasonable if the housing price is lower than the monthly household 
salary by 30% when the function of credit is taken into account in a 
house purchase. However, the actual median house cost, which 
amounted to RM313,000, exceeded the means of many households as 
the median national household salary only amounted to RM5,228. 
Furthermore, the Financial Stability Review by Bank Negara in the first 
half of 2019 recorded that the remaining unpurchased residential units 
in the nation were unsold due to the discrepancy between the costs 
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and product offerings, including lack of appeal in the locations. The 
availability of financing is constant for eligible borrowers, with over 70% 
of housing loans granted to first-time purchasers. This was followed by 
the inclusion of almost two-thirds of new housing loans to house 
purchases of under RM500,000. 

Malaysians are divided into three income categories, namely i) 
Top 20% (T20), ii) Middle 40% (M40), and iii) Bottom 40% (B40). 
Generally, the terms B40, M40, and T20 indicate the percentages of 
the countries’ population of the top (20%), middle (40%), and bottom 
(40%) income levels, respectively. The actual values possibly fluctuate 
yearly based on the national GDP. Based on the Report of Household 
Income and Basic Amenities Survey 2019 results from the Department 
of Statistics Malaysia (DOSM), the T20 group refers to the group with 
a minimum median household salary of RM15,301, while the bar for 
minimum median household salaries for the M40 and B40 groups has 
been increased up to RM7,093 and RM3,166, respectively. Throughout 
the years, the bar of every degree of income has been rising, indicating 
the economic growth in Malaysia. 

 
Table 2 : The median household salary for the Malaysians in the T20, M40, 
and B40 groups according to the Report of Household Income and Basic 
Amenities Survey (2019) 
Household 

group 
Median 
income 

2019 (RM) 

Median 
income 

2016 (RM) 

Compound 
annual 

growth rate 
(AGR) (%) 

Median 
income 

2016 (RM) 

Median 
income 

2014 (RM) 

Compound 
annual 

growth rate 
(AGR) (%) 

T20 15,301 13,148 4.5 13, 148 11,610 6.2 
M40 7,093 6,275 4.1 6, 275 5,465 6.9 
B40 3,166 3,000 1.8 3, 000 2,629 6.6 

Source: Department of Statistics Malaysia (DOSM) 

A median household salary refers to the middle-income number 
ranging from low to high. The use of the median is due to the higher 
indication of the area compared to the mean number (the average). An 
instance could be seen from the “X” area, which consists of seven 
household incomes of RM2,500, RM3,000, RM4,000, RM4,500, 
RM10,000, RM15,000, and RM25,000. Meanwhile, the median 
household income would amount to RM4,500. 
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Table 3 : Median household salary in various provinces in Malaysia (2019) 

State Median 
income 2019 

(RM) 

Median 
income 2016 

(RM) 

Median 
income 2014 

(RM) 
W.P. Kuala Lumpur 10,549 9,073 7,620 
Selangor 8,210 7,225 6,214 
W.P. Labuan 6,726 5,928 5,684 
Johor 6,427 5,652 5,197 
Melaka 6,054 5,588 5,029 
Pulau Pinang 6,169 5,409 4,702 
Terengganu 5,545 4,694 3,777 
Negeri Sembilan 5,055 4,579 4,128 
Perlis 4,594 4,204 3,500 
Sarawak 4,544 4,163 3,778 
Sabah 4,235 4,110 3,745 
Perak 4,273 4,006 3,451 
Pahang 4,440 3,979 3,389 
Kedah 4,325 3,811 3,451 
Kelantan 3,563 3,079 2,716 
MALAYSIA 5,873 5,228 4,585 
Source: Department of Statistics Malaysia (DOSM) 

Table 3 shows that at the state level, W.P. Kuala Lumpur 
recorded the highest median income with RM10,549 followed by W.P. 
Putrajaya (RM9,983), Selangor (RM8,210), W.P. Labuan (RM6,726), 
Johor (RM6,427), Pulau Pinang (RM6,169), and Melaka (RM6,054). 
W.P. Putrajaya showed the highest compounded annual growth rate of 
median income at 6.3 per cent throughout 2016 to 2019, which was 1.6 
times higher compared to the national median growth rate of 3.9 per 
cent. Eight other states also exceeded the national median growth rate 
including Terengganu (5.6%), W.P. Kuala Lumpur (5.0%), Kelantan 
(4.9%), Pulau Pinang (4.4%), Johor (4.3%), Selangor (4.3%), W.P. 
Labuan (4.2%), and Kedah (4.2%). Based on the table above, Kuala 
Lumpur, Selangor, and Putrajaya presented the median salary degrees 
for the T20 group, while the median salary degrees for the M40 groups 
in the other 13 provinces were beyond the median salary degree.  

 Living Expenses in Malaysia 
Following the continuous increase in living costs and the 

stagnation of income for a long duration, the status of the Malaysian 
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middle class would be reduced into urban poverty. The budget for 
essentials of a family is identified as the capability to fulfil the essential 
needs of the family with the present salary degree (Allegretto 2006), 
which is in line with the concept of minimum expenditure. Furthermore, 
Nicholson and Snyder (2008) highlight that the minimum expense is 
the amount of expense required to be granted with a utility, which 
includes restricted salary for the security and good standard of living 
(Chien & Mistry 2013; Diamond 1990; Flanagan & Flanagan 2011; 
Rosewater 1921, as cited in Latimaha et al., 2018). 

The amount to be earned by working families to fulfil their 
essential needs is a continuous topic of debate, which could be 
explained through the budget for essential needs (Fisher & French, 
2014). The Joint Fiscal Office or JFO (2015) in the State of Vermont, 
USA, states that the budget for the essentials consists of the price for 
essential items, including savings, life insurance, health and dental 
care, expenditures for utilities, clothing, childcare, housing, 
transportation, and food. Following the increase in the price of access 
to services and products in major cities, a catastrophic expenditure 
occurs when the households experience an increase in the costs of 
necessities. In this sense, inadequate income does not lead to budget 
deficiency to cover the living cost since it occurs as a result of the rising 
retail costs and other elements. 

According to Household Expenditure Survey Report 2019 in 
Malay Mail (2020), the Department of Statistics Malaysia (DOSM) 
noted that the increase in average or mean monthly household 
spending in Malaysia from 2016 to 2019 was at a rate of 3.9 per cent 
per annum. Households in Malaysia spent RM4,534 on average per 
month in 2019, an increase from RM4,033 in 2016, according to the 
latest statistics from the DOSM. However, the median monthly 
household expenditure increased from RM3,314 in 2016 to RM3,654 
in 2019, indicating that half of the households in Malaysia spent up to 
RM3,654 in 2019. The median monthly household income in 2019 is 
RM5,873, implying that half of the Malaysian households earned up to 
that amount per month in 2019. The average monthly household 
spending varies according to the location, whether urban or rural, of the 
household. The average household spending per month in urban areas 
increased from RM4,402 in 2016 to RM4,916 in 2019, while rural areas 
recorded an increase from RM2,725 (2016) to RM3,038 (2019). 
Therefore, the rising cost of living in this country has become 
increasingly worrisome. To maintain an assured standard of living, 
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Malaysians should have a stable income with the ability to sustain 
themselves with enough money to cover their essential expenses, such 
as accommodation, health services, and public transportation. 
However, house prices are yet to be of the amount that the Malaysians 
can afford. 

 Housing Property in Malaysia 
Reasonable housing prices are an essential factor for the 

reduction of the effect and living expenses or inadequate salary. 
Despite the availability and demand for these prices, there is a 
continuous increase in the issue of housing costs faced by the majority 
of families. There was a significant house cost associated with salary, 
particularly among the middle-income groups. As a result, the 
proportion of individuals who are capable of house purchase, including 
a medium-cost house in big cities, decreased. 

Based on previous data, the issue of a house purchase is not 
uncommon. Besides, there have been improvements on the issue 
compared to 16 years ago. Acquiring the data from Khazanah’s the 
State of Households (2018) report, the average household salary in 
1993 amounted to RM1,703. Furthermore, statistics obtained from the 
CEIC Data (an economic database) illustrates that the average house 
cost amounted to RM100,000 during this period. Provided that a 30-
year mortgage was obtained by an average buyer with a significant 
interest degree of approximately 8%, the monthly instalment would 
amount to RM660 with the assumption of a 90% margin of financing. 
Notably, this percentage was nearly 40% of the average household 
income. 

Comparatively, the average household income amounted to 
RM6,950 in 2016, with interest rates of approximately 4.5%, and the 
average house cost of RM426,000. In this case, a buyer who obtained 
a similar mortgage would pay RM1,942 for instalments every month, 
which was almost 30% of the average household income. However, it 
could be seen that there was no deterioration in the income-to-price 
ratio for properties, implying the changing perspective regarding the 
issue. 

Malaysians are battling with minor salary increases and 
significant living costs, which discourage individuals from property 
purchase. According to the Real Estate and Housing Developers’ 
Association (REHDA) patron and former president, Datuk Ng Seing 
Liong (2006 – 2010), the primary issue faced by the local property 
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market is the incompatibility between the types of property required by 
individuals. "We are still short of the right type of houses. Some 
developers continue to build wrong properties at the wrong places” 
(Kathy, 2020). Ng also highlights the incompatibility between financing 
availability and affordability. 

Meanwhile, PropertyGuru’s country manager of Malaysia, 
Sheldon Fernandez, states that the unpurchased units for developers 
could be reduced through feasibility research (Kathy, 2020). To 
illustrate, an investigation could be performed on the demand for 
pricing elements, and types of areas and property. For example, it was 
found in the PropertyGuru Consumer Sentiment Survey that the 
property price range of RM300,000 to RM400,000 was perceived as 
reasonable by most Malaysians (61%) in the first half of 2019. 

Table 4 : Cost range for all houses and median house price according to the 
State in Malaysia First Quarter 2019 in Malaysian House Price Index 

State Cost range (RM) Median House Price 
(RM) 

Kuala Lumpur 779,488 480,000 
Selangor  477,816 380,000 
Johor 348,200 350,000 
Pulau Pinang 440,145 285,000 
Negeri Sembilan 252,874 206,750 
Perak 209,502 216,600 
Melaka 183,762 200,000 
Kedah 221,216 199,100 
Pahang 225,073 218,000 
Terengganu 263,878 255,000 
Kelantan 181,860 210,000 
Perlis 189,580 220,000 
Sabah  440,486 300,000 
Sarawak 433,306 313,000 
MALAYSIA 417,670 289,646 
Source:  Valuation and Property Services Department (JPPH) 

An increase is also present in housing cost in the cities. Several 
previous years have illustrated a major cost increase faced by the 
market of residential house in Malaysia, particularly in major cities and 
states. Notably, the increase in housing cost continues although it is 
not on par with the average household salary in Malaysia. Based on 
the record of the Valuation and Property Services Department (JPPH, 
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2015), an increase in housing cost by approximately 45% took place in 
the previous 10 years. Additionally, housing cost would be regarded as 
reasonable when the median cost of the house was lower than three 
times the annual household salary. 

With these prices, it is no surprise that Malaysians, especially 
millennials, often make complaints and push the government to provide 
fair housing prices. With the majority of new home prices falling within 
the limit or above the range of affordability, an excessive supply of 
properties in the market is available. According to the National Property 
Information Center (NAPIC) statistics, 32,810 units of properties are 
overhang units, new and completed properties not sold after six 
months, 43% of which are condominiums and apartments (Vigneswar, 
2020). From the overhang amount, Johor shows the highest number of 
overhang units (18.8%), followed by Kuala Lumpur (14.9%), Perak 
(17.6%), and Selangor (12.9%). A bulk of overhang units is priced at 
RM201,000 to RM300,000 (22.3%), followed by houses costing from 
RM300,001 to RM400,000 (17.5%), and homes above RM1 mil 
(12.8%). 

Affordability is subjective and varies from one person to another 
based on one’s income and the value derived from the product. Critics 
argue that to term Malaysian properties are “severely unaffordable” as 
a whole would be to paint with a broad brush since the levels of 
household income and property prices vary from state to 
state(Dashveenjit, 2019; Vigneswar, 2020). 

Nevertheless, the median multiple approaches demonstrate that 
Malaysian homes are unaffordable as shown in Table 5. However, the 
severity of the unaffordability differs in each state due to variations in 
household incomes and house prices. While it could be seen from the 
assessment of median multiples and down-market penetration ratios 
that the problem of unaffordable housing markets is restricted to 
selected states in Malaysia, the warning signs of housing affordability 
particularly for lower-income households deteriorate when left 
unchecked. These signs include the dramatic reduction in housing 
supplied at prices three times below the median multiple, especially in 
states with relatively high population densities.  
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Table 5 : Housing Affordability: Median Multiple Approach vs Median Price 
2019 
States Variables 2019 Median Multiple Approach 

Median 
Monthly 

Household 
Income 

(RM) 

Median 
Annually 

Household 
Income 

(RM) 

Median 
House 
Price 
(RM) 

Median 
Multiple 
3 Price 
(RM) 

Median 
Multiple 

Index 

Affordability 
Index based 
on Median 
Multiple 3 
Approach 

W.P. Kuala 
Lumpur 

10,549 126,588 480,000 379,764 3.79 Moderately 
unaffordable 

Selangor 8,210 98,520 380,000 295,560 3.86 Moderately 
unaffordable 

Johor 6,427 77,124 350,000 231,372 4.54 Seriously 
unaffordable 

Melaka 6,054 72,648 200,000 217,944 2.75 Affordable 
Pulau Pinang 6,169 74,028 285,000 222,084 3.85 Moderately 

unaffordable 
Terengganu 5,545 66,540 255,000 199,620 3.83 Moderately 

unaffordable 
Negeri Sembilan 5,055 60,660 206,750 181,980 3.41 Moderately 

unaffordable 
Perlis 4,594 55,128 220,000 165,384 3.99 Moderately 

unaffordable 
Sarawak 4,544 54,528 313,000 163,584 5.74 Severely 

unaffordable 
Sabah 4,235 50,820 300,000 152,460 5.90 Severely 

unaffordable 
Perak 4,273 51,276 216,600 153,828 4.22 Seriously 

unaffordable 
Pahang 4,440 53,280 218,000 159,840 4.09 Moderately 

unaffordable 
Kedah 4,325 51,900 199,100 155,700 3.84 Moderately 

unaffordable 
Kelantan 3,563 42,756 210,000 128,268 4.91 Seriously 

unaffordable 
Malaysia 5,873 70,476 289,646 211,428 4.11 Seriously 

unaffordable 
 

 Housing Loan in Malaysia 
An increase was present in the overall housing loan 

implementations in terms of volume by 3.4% in 2019, indicating a 
further emphasis on purchasing houses during the Home Ownership 
Campaign, which featured the exemption on stamp duty and discounts 
among others. At a similar point in time, approval was given to house 
financing of RM158.1 billion to approximately 366,000 borrowers. In 
that group, first-time home buyers were provided with 53% of currently 
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approved housing loans, which was a higher percentage compared to 
the 41% average share from 2013 to 2018. While the approval rate for 
a housing loan from 2013 to 2018 amounted to 75.8%, it remained at 
73.5% by the end of 2019. Furthermore, 61% of housing loans were 
approved to pay for houses costing below RM500,000 (< RM300,000: 
31%; RM300,000 – RM500,000: 30%). 75% of housing loans were 
currently approved to pay for residential properties in Selangor, 
Penang, Johor, and Kuala Lumpur. 

Housing loan is used to obtain financial support for house 
buying, particularly among the medium and low-income groups. 
Unsurprisingly, this loan is important in the housing market. In 
Malaysia, loans are primarily administered by commercial bank and 
financial institutions, which dominate the housing loan market. 
Generally, the two financial institutions providing housing loan are the 
government and banks in Lembaga Pembiayaan Perumahan Sektor 
Awam (LPPSA). 

Some remarkable factors of circumventing housing loan 
applications include i) high debt carried by borrowers, ii) inadequate 
amount of salary left after being used for monthly living cost and 
financial obligations, iii) poor credit history among borrowers, and iv) 
inadequate documents used to indicate the capability to pay for loans. 
The general rule of thumb is the Debt-to-Service (DSR) ratio should not 
exceed 65% to 70% or that individual monthly instalments should not 
exceed one-third of the individual or household income. The DSR 
percentage demonstrates the amount of individual income being used 
to clear debts. This formula is used by banks to assess a borrower’s 
ability to repay his/her monthly instalments, where DSR = Debt/Net 
Income x 100. Table 6 shows the estimated property price, monthly 
instalment, and income level. 

Table 6 : Estimated property price, monthly instalment, and income level 
House Price 

(RM) 
Loan 
(90%) 

Tenure 
(Years) 

Monthly 
Instalment (RM) 

Minimum 
Income (RM) 

100,000 90,000 30 490 2,000 
200,000 180,000 30 935 3,000 
300,000 270,000 30 1,368 3,500 
400,000 360,000 30 1,824 5,000 
500,000 450,000 30 2,280 6,000 
600,000 540,000 30 2,736 7,500 
700,000 630,000 30 3,192 8,500 

* Based on interest rates between 4.5% to 5.1% Source: CompareHero (2017).  



MALAYSIAN JOURNAL OF CONSUMER AND FAMILY ECONOMICS Vol 26, 2021 

193 

 Bank Loan 

The main lenders of bank loan are Malayan Banking Berhad 
(Maybank), CIMB Bank Berhad, and RHB Bank Berhad, among others. 
For a housing loan, each bank provides an interest rate ranging from 
4.20% to 4.60% per annum. 

Table 7 : Base Rate (BR), Base Lending/ Financing Rate (BLR), and 
Indicative Effective Lending Rates (ELR) by financial institutions 

Financial institution BR 
% 

BLR 
% 

ELR 
% 

Affin Bank Berhad 3.95 6.81 4.76 
Alliance Bank Malaysia Berhad 3.82 6.67 4.36 
AmBank (M) Berhad 3.85 6.70 4.50 
Bangkok Bank Berhad 4.47 7.14 5.67 
Bank of China (Malaysia) Berhad 3.80 6.60 4.80 
CIMB Bank Berhad 4.00 6.85 4.75 
Citibank Berhad 3.65 6.80 4.45 
Hong Leong Bank Malaysia Berhad 3.88 6.89 4.75 
HSBC Bank Malaysia Berhad 3.64 6.74 4.75 
Industrial and Commercial Bank of China (Malaysia) 
Berhad 

3.77 6.70 4.60 

Malayan Banking Berhad OCBC Bank (Malaysia) Berhad 3.00 6.65 4.35 
OCBC Bank (Malaysia) Berhad 3.83 6.76 4.70 
Public Bank Berhad 3.52 6.72 4.35 
RHB Bank Berhad 3.75 6.70 4.75 
Standard Chartered Bank Malaysia Berhad 3.52 6.70 4.52 
United Overseas Bank (Malaysia) Berhad 3.86 6.82 4.61 
Source: Bank Negara Malaysia, 14 June 2019  

Table 8 : Base Rate (BR), Base Lending/ Financing Rate (BLR), and 
Indicative Effective Lending Rates (ELR) by Islamic financial institutions 

Financial institution BR 
% 

BLR 
% 

ELR 
% 

Affin Islamic Bank Berhad 3.95 6.81 4.76 
Al Rajhi Banking & Investment Corporation (Malaysia) 
Berhad 

4.10 7.00 5.45 

Alliance Islamic Bank Berhad 3.82 6.67 4.36 
AmBank Islamic Berhad 3.85 6.70 4.50 
Bank Islam Malaysia Berhad 3.77 6.72 4.57 
Bank Muamalat Malaysia Berhad 3.81 6.81 4.81 
CIMB Islamic Bank Berhad 4.00 6.85 4.75 
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Financial institution BR 
% 

BLR 
% 

ELR 
% 

Hong Leong Islamic Bank Berhad 3.88 6.89 4.60 
HSBC Amanah Malaysia Berhad 3.64 6.74 4.75 
Kuwait Finance House (Malaysia) Berhad 3.50 7.39 4.45 
Maybank Islamic Berhad 3.00 6.65 4.35 
MBSB Bank Berhad 3.90 6.75 4.45 
OCBC Al-Amin Bank Berhad 3.83 6.76 4.70 
Public Islamic Bank Berhad 3.52 6.72 4.35 
RHB Islamic Bank Berhad 3.75 6.70 4.75 
Standard Chartered Saadiq Berhad 3.52 6.70 4.52 
Source: Bank Negara Malaysia, 14 June 2019  

Lock-in time refers to the duration in which a homebuyer would 
sustain bank fees upon the decision of the homebuyer for a home loan 
settlement. An example could be seen from a lock-in time in home loan 
contract of five years. If a homebuyer decides to make a full payment 
within the aforementioned period, 2% to 3% of the total loan fee could 
be charged by the bank. 

Table 9 : Base Rate (BR), Base Lending/ Financing Rate (BLR) and Indicative 
Effective Lending Rates (ELR) by the establishment of financial institutions 

Financial institution BR 
% 

BLR 
% 

ELR 
% 

Bank Kerjasama Rakyat Malaysia Berhad 3.85 6.83 4.65 
Bank Pertanian Malaysia Berhad (Agrobank) 3.60 6.75 - 
Bank Simpanan Nasional 3.85 6.60 4.45 
*Indicative effective lending rate is the indicative annual effective lending rate for a 
standard 30-year housing loan/home financing product with RM350k financing price 
without any lock-in time. 
Source: Bank Negara Malaysia, 14 June 2019  

The standard eligibility criteria implemented for home loan 
require individuals to be Malaysian citizens or foreigners with a correct 
working permit and visa. Furthermore, the individuals should be 18 to 
75 years old during loan maturity, while direct relatives, including 
children, siblings, parents, or spouse should be joint applicants. 
However, the standards for several banks might differ from the 
aforementioned standard. The minimum annual income required 
depends on the bank and the financing scheme applied by the 
homebuyer. 
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There are a few financing schemes in Malaysia at present, 
including i) Basic Term Loan, ii) Semi-Flexi Loan, iii) Full-Flexi Loan, iv) 
Islamic Loan, and v) Fixed Rate Loan. Specifically, Basic Term Loan is 
the most general and traditional category of home loan, which is also 
the one most applied for due to its simplicity. In general, a basic term 
loan indicates a constant amount of instalment paid throughout the loan 
term without any flexibility of decreasing the loan interest. For instance, 
if the monthly loan instalment is RM1,000 for a 30-year loan tenure, the 
actual amount paid by an individual for the upcoming 30 years will be 
RM1,000 each month. Any extra payment or attempt for further 
payment would count towards prepayment of the upcoming months’ 
instalment instead of an advanced payment that would reduce interest. 
Overall, there is no flexibility in this category of home loan. 

A Semi-Flexi Loan has higher flexibility in comparison to a basic 
term loan in terms of allowing decreases in loan interest. A borrower’s 
attempts to place additional funds in the down payment portion of home 
loan may lead to a reduction of loan interest, making it possible to save 
money in the long term. Compared to the basic term loan, the borrower 
is not required to notify the bank of any extra payment. However, the 
advanced fund paid could not be withdrawn for emergency purposes 
without any risks or penalty charges may apply. 

Although a full-flexi loan is similar to a semi-flexi loan, individuals 
would be able to withdraw advanced payments without any fee or 
penalty. Furthermore, they will be furnished with a cheque book linked 
to an existing account to enable the withdrawal of money at any 
moment, especially in emergencies. Provided is the loan amounts to 
RM500,000, the individual would perform some savings and attempt 
for payment of RM300,000 into home loan account in the future. 
However, if a semi-flexi or full-flexi loan is applied, it would lead to a 
loan reduction in terms of the amount of advanced payment. The 
calculation would be performed on the new loan interest, in which 
RM500,000 is subtracted by RM300,000. The outcome would be 
RM200,000 instead of RM500,000. 

Islamic Loans functions are based on interest-free transactions, 
where the Murabahah concept under Sharia principles is implemented. 
In this case, the ban on charging interest or riba is a popular regulation. 
Therefore, Islamic loans do not impose compounding interests when 
the loan payment is delayed, in comparison to a conventional loan. 
Furthermore, the Islamic loans entails the Buy and Sell or Joint 
Partnership agreement, in which the house buying is performed by the 
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bank, followed by the leasing of the house to a person during a certain 
period of instalment. 

Notably, the ‘resale’ cost is more significant compared to the 
initial market value of the property. To illustrate this joint partnership, 
the bank would possess 90% of holding over the property. However, 
with the progress of time and the increase in payment, the shareholding 
would be reduced to 80% until the loan payment is made. This method 
of Islamic loan is known as Musyarakah Mutanaqisah, while another 
primary option is Bai Bithamin Ajil financing, where the property is 
purchased and sold by the bank to the individual at a determined price 
and additional cost. 

Fixed-Rate Loan adjustment is performed on the loan interest 
rate for the overall tenure. In this case, this package is normally 
provided by a bank under Islamic loans, with an interest rate 
remarkably higher compared to conventional loans. Furthermore, 
several insurance organisations provide a similar package at a lower 
interest rate although there is no Islamic loan involved. Individuals 
concerned with unstable interest rates would choose this product. 

The approval of the implementation and expenditure of the loan 
would normally require up to seven working days. This process 
depends on the loan amount and tenure, as well as individual eligibility. 
Availability of relevant documents with accurate information about 
employment status would accelerate the implementation. The 
aforementioned documents typically consist of a photocopy of a new 
registration identity card (NRIC), property booking receipt, Vendor 
Sales & Purchase Agreement, Title (copy), New Sales & Purchase 
Agreement, payslips and bank statements for the latest three months 
for basic salary or the latest six months for basic and commission 
earners. The documents also cover salary-credited accounts according 
to the payslip, which comprises the latest employment letter or EA form, 
and EPF statement. An income tax filing comprising of the most current 
form B or BE should also be attached, as well as payment receipt and 
deposit statement of fixed deposit, ASB, and any available bonds. In 
the case of the self-employed individuals, the required documents are 
a photocopy of an NRIC, property booking receipt; Vendor Sales & 
Purchase Agreement, Title (copy), or New Sales & Purchase 
Agreement. The documents should also include the most recent six 
months of bank statement of the organisation, the most current six 
months of personal bank statement, business registration, and deposit 
statements, such as Fixed Deposit, ASB, or any available Bonds. 
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 Government Loan 

Every government worker is allowed to apply for a government 
housing loan with “Lembaga Pembiayaan Perumahan Sektor Awam 
(LPPSA)”. Known in English as the Public Sector Home Financing 
Board, this housing loan programme aims to facilitate the provision of 
housing loans for public sector employees and reduce the gap between 
property costs and authorised loan amount. It is noteworthy that not all 
constructions are purchasable under LPPSA. Generally, this loan 
programme caters to residential-titled and government-owned 
constructions. Therefore, properties with commercial titles would not 
be applicable for LPPSA loans. Examination of the property with the 
developer should be made to determine if the selected home is covered 
under the LPPSA scheme. The authorisation of the loan value may be 
influenced by the low-priced home, requirements for a loan, unsettled 
bank loan, or the market worth. 

Table 10 : LPPSA range of net monthly salary and eligibility for the highest 
loan amount for government workers 

Range of net month salary (RM) Highest loan amount (RM) 
6,500 & above 750,000 

6,000 720,000 
5,700 680,000 
5,500 650,000 
5,000 600,000 
4,700 560,000 
4,500 540,000 
4,300 510,000 
4,000 470,000 
3,800 450,000 
3,500 420,000 
2,900 340,000 
2,300 270,000 

Up to 1,700 200,000 

For the first LPPSA Loan Financing, the monthly instalment 
should not be higher than 60% of the basic income and constant 
allowance, while the total debt should not exceed 80% of net income. 
The net income for all borrowers are at a minimum of 20% of the gross 
income. For a second LPPSA Loan Financing, the monthly instalments 
should not be higher than 50% of basic income and constant 
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allowance, while the overall debt should not exceed 80% of net income. 
The net income for all borrowers are at a minimum of 20% of the gross 
income. There are seven categories of housing loan in LPPSA, namely 
(LPPSA; JPPH; NuProp, n. d.): 

Type 1: Buying a fully built house or residential parcel 
Type 2: Developing a house on land owned by the individual who 

applies for the loan 
Type 3: Buying a house or residential parcel in the middle of its 

development 
Type 4: Buying land to construct a house 
Type 5: Redeeming a current loan from a bank/financial institution 
Type 6: Developing of a house on the loan owner’s land, which is 

bought through the government housing loan 
Type 7: Renovating a house 

The two (2) sets of application forms for Housing Loan Division 
(HLD) and JPPH Malaysia should be completed by the loan buyer. In 
the case of the valuation implementation in JPPH Malaysia, particular 
documents are submitted in a complete form consisting of a letter from 
the head of the department, photocopies of the title, sale and purchase 
agreement, and floor plan or building plan. The submission of the 
application is made to a JPPH Malaysia branch, which would conduct 
the value estimation and email the related report to HLD. The 
estimation of housing loans would be performed within eight working 
days after the email was received by the office. Interestingly, a 
government worker would not be charged for application, but the 
charge would be applicable to the workers of Statutory Bodies and 
Local Authorities who apply for housing loans other than the 
government housing loans. The amount of instalment commitment 
between Bank Loan and Government Loan (LPPSA) every month are 
as follows: 

Purchase amount: RM550, 000.00 
Loan value: RM495, 000.00 
Down payment 10%: RM55, 000.00 
Loan tenure: 30 years 
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Notably, the process of applying for a house loan is more 
convenient for government workers compared to private 
workers/employees under a contract. The table below shows the 
comparison of advantages between LPPSA loan and bank loan. 

Table 11 : Summary of the instalment for bank and government loan every 
month 

 Bank loan LPPSA% 
BLR% BR% 

Reference rate 6.85 3.20 Constant interest rate 
4.00 Interest rate -2.40 +1.35 

Effective lending rate 4.45 4.55 
Overall interest (RM) 402,627.60 413,215.20 355,755.60 
Overall payment (RM) 897,627.60 908,215.20 850,755.60 
Monthly instalment 
(RM) 

2,493.41 2,522.82 2,363.21 

Financing margin Up to 90% Up to 100% (full loan) 
Interest calculation Based on the yearly balance Based on the monthly 

outstanding balance 
Loan tenure Over 30 years and up to 70 

years old 
Over 30 years (first loan), 
25 years (second loan), 
and up to 90 years old 

Target Customer Government & private sector 
employees 

Permanent government 
employees 

Civil servants are allowed up until their 90th birthday to complete 
the repayment of their full loan and long-term borrowing under LPPSA.. 
In comparison to bank loans with floating interest rates based on BLR, 
a fixed interest rate of 4% would be granted. Although extending the 
loan tenure period would increase the interest rate over the years, low 
repayment cost is granted by LPPSA until the user’s 90th birthday, and 
the interest rate will remain constant throughout the loan period. 

During the boom years, many banks had a high tendency of 
issuing mortgages. The ease of getting a mortgage increased the 
demand for properties, which led to an increase in property prices. 
However, there were cases when the banks give an adverse response 
by limiting the lending criteria, which reduced the availability of 
mortgages. Individuals without a strong financial track record would be 
faced with some issues in obtaining loans from banks. 

Many Malaysians are not aware of the amount of home loan 
financing they are eligible for, with some individuals applying for loans 
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they cannot afford. Subsequently, their rejected applications leave a 
black mark for future applications. This black mark is tracked by Bank 
Negara Malaysia’s Central Credit Reference Information System, 
which could be accessed months after a rejected application. At this 
point, other loan applications by the buyer are less likely to succeed. 

 The Initiative of the Malaysian Government  
Housing policy has developed in Malaysia throughout the years 

as part of the national development plans. Several reasonable housing 
establishments by the government and private developers are 
available as solutions to the issue of housing affordability, such as 
Rumah Selangorku, Federal Territory Affordable Housing Policy 
(RUMAWIP), MyHome, People’s Housing Project (PPR), Ramah 
Mesra Rakyat 1Malaysia (RMR1M), 1Malaysia People’s Housing 
Programme (PR1MA), and 1Malaysia Civil Servant Housing 
Programme (PPA1M). 

Specifically, PR1MA is an initiative established in 2011 to 
provide the chance of owning the first home for middle-income groups 
in cities nationwide. This initiative also facilitates the low and medium-
income groups, including youth, in buying their first house. The PPA1M 
was developed to assist civil servants in owning a house, especially in 
major cities, while RMR1M was developed under Syarikat Perumahan 
Negara Berhad (SPNB) to assist low-income groups who reside in 
dilapidated houses or do not own a home by providing a home ground 
to create comfort. Along the same lines, PPR, established by the 
government, and MyHome are low-cost housing programmes aimed at 
low-income households. MyHome is a government initiative to increase 
the number of houses offered by the private sector with reasonable 
prices. On the other hand, RUMAWIP targets the provision of houses 
at reasonable prices for middle-income groups that reside and work in 
Wilayah Persekutuan, while Rumah Selangorku offers houses at 
reasonable prices for the low and middle-income groups in the 
Selangor region. 

The 11th National Plan in Malaysia consists of Six Strategic 
Thrust, and among them is the improvement in the welfare of everyone 
(Strategic Thrust 2). Under this initiative, the government implements a 
stable development method which focuses on the economic 
development and welfare of the “rakyat” (lit. the people, citizens). 
Accordingly, welfare encompasses quality of life, which entails an 
individual’s physical, psychological, and socio-economic requirements. 
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In this case, the government plans to offer sufficient and standard, 
reasonably priced houses for low- and middle-income households by 
enhancing the accessibility of the houses, including the improvement 
in the strategy and application of public housing management, and 
encouraging the environment for enhanced quality of life. This objective 
is in an agreement with “Rakyat Home Ownership Agenda 2013”, 
where the government targets the development of one million 
reasonably priced houses for the rakyat. From the targeted number of 
houses, the full completion of 182 thousand units was predicted to be 
made by the end of 2015 (Khazanah Research Institute, 2015). 

Over 23 thousand units have been offered by the state 
governments and The Federal Land Development Authority (FELDA). 
The development of reasonably priced houses for the rakyat through 
the cooperation between state governments and the private sector and 
projects, including RMR1M, PR1MA, PPR, and PPA1M. Additionally, 
47,000 units are made for low-income groups, while 606,000 units are 
established for middle and low-income groups. 

The Malaysian government has developed some financial 
projects to solve problems related to reasonable house prices, 
including SPNB Dana, Youth Housing Scheme (YHS), the Employment 
Provident Fund (EPF), Special PR1MA End Financing Scheme 
(SPEF), Rent-to-Own Scheme, First House Deposit Financing Scheme 
(MyDeposit), and My First Home Scheme.SPNB Dana has been 
developed to fund the homebuyers of RMR1M Scheme and individuals 
who face challenges in acquiring bank loans. Notably, the SPEF is 
limited to the PR1MA homebuyers.  The rent-to-own scheme assists 
individuals with an interest to own their first home, particularly young 
households. Meanwhile, My Deposit Scheme targets to assist middle-
income groups in securing a house. It also aims to offer a stimulus for 
providers of reasonably priced houses. Specifically, the My First Home 
Scheme and the YHS assist individuals who are otherwise incapable 
of owning their first house. 

However, the JPPH revealed earlier that affordable homes 
priced between RM200,000 and RM300,000 made up 43% of the 
property overhang in the country in the first half of 2019. This indicates 
that an excess of affordable homes did not solve concerns related to 
housing among the B40 and M40 groups due to their inability to afford 
a home. Property consultant REI Group CEO, Dr Daniele Gambero, 
stated that “affordable” is a wide-open term which is not adequately 
defined (Sharina, 2020). Despite the good intention of the government, 
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an average Malaysian from the B40 and M40 group is unable to afford 
a half-million (ringgit) house (Property Advisor, 2020). Therefore, 
defining the exact term for affordable homes is very important. 
Affordability versus affordable homes is an issue in Malaysia and 
worldwide, with different reasons for the lack of affordability in every 
state. However, the common reasons include the unbalanced increase 
in housing cost compared to incomes, the mismatch between property 
prices and affordability, scarcity of land, and demographic changes, 
such as population growth, ageing, and changes in household 
composition. 

PropertyGuru Malaysia country manager, Sheldon Fernandez in 
New Straits Times (2019: A), suggests that these initiatives are not 
enough to address the financing issues faced by the “Generation Rent” 
in purchasing properties. Generation Rent consists of millennials who 
rent houses for long periods mainly due to their inability to buy a house 
as a result of their income and lifestyle. Millennials also tend to spend 
more on cars, smartphones, food, and travel, all of which increase the 
difficulty for them to buy their own homes. 

 Conclusion and Recommendations 
Purchases of residential property mostly involve the aid of a 

housing loan for a typical household in Malaysia, which leads to a 
commitment from the household to the monthly instalments. Using the 
Median Multiple approach and debt service ratio, it can be seen that 
Malaysia hosts a severely unaffordable residential property market, 
with most households being burdened by housing cost. 

Excessive focus is placed on the reduction of house cost, which 
is only one of the solutions to the housing affordability issue. 
Furthermore, reasonably priced houses should be located near the city 
or public transit points, while significant improvement could be made 
on the last mile link between rail stations and destinations of reasonably 
priced houses. The empirical findings reveal that housing affordability 
is a grave concern among average Malaysians, as housing price rises 
faster compared to incomes. Hence, these concerns will likely affect 
the current and future young generations in terms of house ownership 
and renting issues, especially among the low- and middle-income 
groups. This is because the income level determines the ability to repay 
loan instalments and the value of residential property affordable for the 
loan applicants. The focus on the reduction of house cost could only 
serve as the contrast of reasonable-priced housing. Moreover, capital 
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appreciation brings a positive impact on the economy. However, the 
inflexible resource supply chain in Malaysia leads to an increase in the 
cost, which accompanies increasing demand. The resource issue 
should be approached by adding more resources and offering the 
products demanded by the market. It is noteworthy that a more wide 
method is required to ensure reasonably priced housing, including an 
integrated method between the ministries in the government. However, 
this aspect should not be the only purview of the Ministry of Housing 
and Local Government (KPKT). 

Despite the interesting findings, several limitations were also 
present, which might disrupt the contribution of this study. Specifically, 
this article used existing data as relevant to the study from various 
sources, such as newspapers, public libraries, and government and 
non-government agencies, among others. The research findings have 
provided insight instead of definitive information, as this study only 
used secondary data to generalise the findings. Future research could 
get the participants involved as respondents and should place more 
focus on policy options. This article emphasised the issues of the 
inadequate supply of affordable housing and the mismatch between 
property price and income. It also highlighted the key reasons behind 
the low housing affordability index. Accordingly, it was hoped that this 
article will encourage positive debate and receive some attention from 
policymakers, practitioners, and researchers in Malaysia and beyond. 
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