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An Alternative House Financing Model

Mohamad Jais

ABSTRACT

This paper examines an alternative financing model to overcome housing affordabil-

ity in Malaysia. Housing affordability remains a primary concern for the Malaysian

government, although various affordable house financing options have been introduced

to assist those in the middle income (M40) and lower income (B40) groups buy a house.

Various factors, such as the slower growth of household income compared to the in-

crease in house prices, have contributed to the unaffordability for different population

segments. As the issues continue to persist, innovative ways of house financing need to

be considered to overcome the persistent problem of housing affordability in Malaysia.

The proposed housing financing model in this paper is based on the “bausparen system”

currently practiced in Germany, Austria, and many other countries, with the addi-

tional support of government funding. It is hoped this new financing model can over-

come the prolonged property overhangs in the residential market.

1 Introduction

Property markets have long been acknowledged as a crucial source of risk to financial

stability and economic growth in most countries. In the Malaysian context, the property

industry accounts for about 10％ of the national GDP. The property construction indus-

try alone contributed up to 9.8％ to the GDP in 2018 (Department of Statistics, 2019).

The issue of providing affordable housing has been the major concern for governments

in most countries (Rangel et al., 2017). Su Ling et al. (2017) reported that the mismatch

of house prices and housing affordability resulted in a decades-high number of unsold resi-

dential properties. One factor contributing to this mismatch is slower growth of house-

hold income relative to the growth in house prices. The problem is particularly critical

for those in the B40 group. Ismail et. al (2020) found that house prices and household af-

fordability gap force some households to rent poor-quality housing and neighbourhood

and resulting in housing stress and deteriorating household well-being. Suhaida et al.
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(2010) posited that housing affordability contributes to socioeconomic stability and the de-

velopment of the country.

Owning a home is a fundamental dream of all Malaysians, irrespective of their finan-

cial background. The Khazanah Research Institute (2015) showed that many blue collar

workers in Malaysia have difficulties buying a house. For them, the affordability of a

standard house is four times higher than their median income. This shows that the issue

is urgent and needs to be addressed. Cheah and Almeida (2016), in a report published in

the Bank Negara Malaysia Quarterly bulletin, highlighted that housing affordability re-

mains a major concern due to the escalating house prices. They proposed that

policymakers establish a single entity to focus on developing affordable housing initia-

tives.

In Malaysia, home financing has long been viewed with great concern. Lower and mid-

dle income groups find it difficult to access house financing as they do not meet the loan

eligibility requirements due to escalating house prices. Therefore, alternative home financ-

ing is highly recommended in order to bypass the ordinary route of bank financing.

2 Housing Affordability in Malaysia

Housing affordability is a matter of concern for the Malaysian government. Various ini-

tiatives have been introduced to overcome this problem. Ling, Almeida, and Wei (2017)

identified three factors that contribute to the housing affordability problem.

a. Growth in house prices is rising faster than income growth

The statistics from Bank Negara Malaysia (Malaysian Central Bank) reveal that,

from 2007 to 2016, house price growth was about 26.5％ while income growth was only

12.4％. However, the price growth slowed to 5.7％ from 2014 to 2016 due to governmental

intervention. The imbalances in growth between house prices and income resulted in

many houses becoming unaffordable to all segments of the population.

b. Mismatch between supply and demand

As of third quarter 2021 (DOSM, 2021), the Malaysian population was an estimated

32.67 million people, 16.63％ of whom were 15-24 years old and while 40.86％ were 25-54

years old. With the majority of the population consisting of younger people, the demand

for affordable homes will continue to grow. From 2014 to 2016 (Ling et al., 2017), there

was an average supply of 114,000 new houses, lower than the formation of 154,000 new
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households. Moreover, the price of houses that this group could afford did not meet the de-

mand. The latest statistics from third quarter 2021 show that 74.5％ of houses cost more

than RM300,000 (above the median price) in Malaysia (Napic, 2021).

c. New residential constructions skew more toward unaffordable range

In 2016-2017, only 35％ of Malaysian households could afford housing priced below

RM250,0000, yet only 24％ of new constructions were within the range. This suggests

that new constructions skewed more toward high-end residential properties. This is fur-

ther supported by the latest data (NAPIC, 2021) on the overhang supply of residential

properties, which shows that 74.5％ of overhang properties are priced above RM300,000

and valued at RM18.25 billion.

One way to measure housing affordability is by using the widely used median multiple

(Demographia, 2021). The formula is :

Median multiple =
price to income ratio of the median house

Gross median household income

This formula defines four categories of housing affordability, ranging from affordable

to severely affordable:

In Land and Housing Surveys, studying 200 cities around the world, Kallergis (2018) con-

cluded that housing affordability is a severe crisis in cities around the world, with an av-

erage median affordability of 6.2. The affordability deteriorates when the population of

cities increases and the density of the urban expands. Demographia’s most recent survey

of cities in nine nations showed a similar pattern.

The data in Table 2 reveal that, in most cities, housing affordability is in the severely un-

affordable categories. The OECD (n.d.) reported that housing affordability worsened due

to increasing house prices. Lower, middle, and upper income households spend close to

40％ of their household income on housing; this share has increased greatly over the
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years. The increase in the house price index over the years has contributed greatly to

the unaffordability of houses around the world.

The Ministry of Finance (2021) revealed that Malaysians also face seriously unafford-

able houses. Table 3 shows the median multiple data for housing affordability in Malay-

経営研究 第72巻 第 4号136

Source: Demographia (2021)

Table 2 : Major Market Housing Affordability Ratings By Nation

Source: Ministry of Finance, Malaysia (estimate)

Table 3: Housing Median Multiple Score by State, 2016 and 2019



sia.

Although the median multiple improved compared to year 2016, the ranking is still in

the range of seriously unaffordable. At the state level, Sabah and Sarawak fall in the se-

verely unaffordable category. In 2019, the median house price was RM289,646 while the

median income was only RM70,746. 00 (about RM5,895 per month). The data here clearly

show that housing affordability is the greatest concern for the government.

As of third quarter 2021, 30,290 units remain unsold, more than 60％ of which are high-

rise units. The average price for high-rise residentials is about RM332,333 (NAPIC, 2021)－

well above the average median house price. This price is beyond the affordability level of

the median household. If we go by residential overhang by price, more than 74％ cost

more than RM300,000. Thus, a clear mismatch exists between the supply of and demand

for houses. The supply of houses is skewed more to the unaffordable range for the major-

ity of households. The average price is RM408,753 for terraced houses, RM643,262 for

semi-detached houses, and RM621,124 for detached houses. Therefore, affordability has

moved further out of reach for most households.

An Alternative House Financing Model (Mohamad) 137

Source: NAPIC (2021)

Table 4: Residential Overhang

Table 5: Housing Affordability by Income Level



If we look at the housing affordability by income level, only about 20％ of households

can afford houses that cost RM500,000 or more, yet 56.1％ of property overhangs are

within this range. In other words, not many households can afford to buy houses in Ma-

laysia. Yap and Ng (2018) identified the major factors affecting housing affordability as

income level and house price. They further found imbalances in the supply of and de-

mand for housing in Malaysia. The supply of housing is skewed more toward the high-

end value, making most houses unaffordable to most households.

One factor that might contribute to the overhang of a property is difficulty securing

property financing from banking institutions. There are many loan applicants, but due

to stringent bank requirements, it can be difficult for people to get approved for loans.

In Malaysia, the difficulty in obtaining financing from private financial institutions has

denied buyers access to housing. Therefore, the government needs to better define the

regulatory framework and finance policies.

One solution to this scenario is for the government authority to lower financing require-

ments and to prolong loan tenures. However, banks are commercial entities, and they

only extend loans on a commercial basis. Lowering credit requirements would be risky

for financial institutions, as it may result in an increased default rate and foreclosure,

thereby endangering the financial system (The Edgeprop, 2018). Yusuf, Wahab, and

Hamzah (2017) examined house financing offered by conventional and Islamic banks and

found that applicants in the lower- and middle-income groups faced hardships in obtain-

ing financing. This could be due to their income level not meeting banks’ minimum eligibil-

ity requirements.

The Khazanah Research Institute (2021) concluded that government interventions in

the housing market have largely been on the demand side by making housing financing

cheaper or providing subsidies for home-buyers. Such interventions aim to provide more

affordable homes or subsidize housing costs. For example, the Malaysian government,

through its agency PRIMA, develops and provides affordable financing for lower- and

middle-income Malaysians. At the state level, the government of Sarawak provides a fi-

nancial grant of RM10,000 for first-time house buyers. Yet such measures are unsustain-

able in the long run as they can drive up prices, result in more household debt, and in-

cur opportunity costs on government finances that could potentially be used more produc-

tively.

Addressing the target group’s access to low-cost housing financing is equally as impor-

tant as matching the number of households in need and the number houses being
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provided. For the majority of house buyers, their access to financing from commercial

banks is limited, even when willing to pay the current interest rates, which is a result of

the escalating house prices and perceived inability of the borrower to repay the loan.

This has left many potential home buyers in a quandary, as conventional banking rules de-

mand sufficient loan eligibility requirements to enable banks to assess creditworthiness.

Although such housing problems absorb the impact of the nation’s development in hous-

ing activity, a state-based housing financing model has rarely been investigated. As a re-

sult, we argue the need for Malaysia to consider a state-based housing financing model

to serve as a good complement to conventional housing financing.

3 Proposed Model

One factor that might contribute to the overhang of a property is the difficulty in secur-

ing property financing from banking institutions. Stringent bank requirements make it

difficult for people to be approved for financing. According to Yusuf et al. (2017), in Malay-

sia, difficulty in obtaining financing has denied buyers access to housing financing.

Thus, we propose setting up a home mortgage institution with the primary aim of provid-

ing home buyers with alternative financing methods.

The model proposed in this study is based on the bausparen system, or contractual sav-

ing institution, which was developed in Germany in the 1920s (HFN, n.d.). The following

figure illustrates how contractual saving housing works.

a. In the saving phase, the loan applicant saves cash on a monthly basis for a number of

years, during which time the amount saved will earn interest. The savings plus
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cumulative interest will then be used as a down payment for the purchased unit. The

savers will be informed in advance on the long-term fixed rate loan, which should be

lower that the current mortgage loan from banking institutions.

b. At the same time, the proposed special purpose vehicle (SPV) will invest grants from

the government, along with contributions from the savers, in the capital market. The

savings from saver and the cumulative profit will be used to purchase a low cost

house unit. For example, on BIX (Bond＋Sukuk Exchange Information Exchange

https://www.bixmalaysia.com/), we can easily find perpetuity bonds that offer a cou-

pon interest up to 7％ per annum; alternatively, the SPV can invest in the equity mar-

ket, where higher returns are possible.

c. After the savings reach the agreed-upon threshold level, the applicant will notify the

SPV of his/her intention to purchase the unit. Based on a plan of cumulative savings to-

gether with the interest or profit earned, the savings can be used as deposit for the

home financing, thereby increasing borrowers’ equity in the home being financed.

How the SPV works

The proposed SPV will follow the bausparen system in Germany. Bausparen is basi-

cally a building society mortgage. It works on the concept of pooling deposits. A group

of people who plan to purchase houses in the future can save money in bausparen on a con-

tractual basis. When the savings reach a certain threshold, the savers can apply for a

loan from bausparen to buy a house. The saver now becomes a debtor, and the payment

will go back into bausparen and, together with the savings from other savers, will be

used to extend loans to others.

The following scenario illustrates this idea. Assume the cost of a house is RM100,000.

Without the SPV

One person saves RM10,000 per year for 10 years, meaning he must wait 10 years to

own the house.

With the SPV

Ten people pool their RM10,000 per year for 10 years. After year 1, the pooled fund

will be RM100,000. At this point, the first saver can apply for a housing loan, which will

start being repaid from year 2 onwards. The borrowed fund will go back into the pooled

funds. After year 2, the second borrower can borrow money to purchase a house. The
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lending continues until the 10th year. By using this method, the waiting period is drasti-

cally reduced from 10 years without the SPV to an average waiting period of 5.5 years

with the SPV.

Advantages of the proposed SPV

a. The proposed system is simple and has proven successful in countries such as Austria,

Croatia, the Czech Republic, Germany, Hungary, Luxemburg, Romania, and Slovakia.

A contract sum of more than 1 trillion euro has been disbursed under this arrange-

ment (EFBS, 2020).

b. In the SPV, savers can build up equity through their savings, which lowers the amount

needed for financing and, thus, loan repayments. Meanwhile, by making the monthly

deposit to savings, the saver can demonstrate creditworthiness for the servicing of the

loan.

c. As the SPV is freestanding and detached from interest rates, the saver can budget

monthly commitments without worrying about fluctuations in payments due to chang-

ing interest rates.

d. If the SPV can attract a lot of savers, the SPV can also negotiate with the developer

of the housing project on the pricing of the units offered. For example, for high-rise

residentials, if a number of savers are interested in the project, the SPV can negotiate

a lower price from the developer as it will be buying in quantity. A 10％ to 30％ dis-

counted price on a number of units will significantly reduce the price, benefitting the

savers. For developers, they are willing to dispose of their units at a lower price as un-

sold units put an unnecessary burden on their financial obligations.

e. The proposed model will greatly benefit young savers who can start saving early and ac-

cumulate more equity through their savings.

4 Conclusion

Overhang properties and housing affordability have become major concerns not only

in Malaysia, but also most countries in the world. The current requirements of conven-

tional and Islamic banking for people applying for housing are limiting for house buy-

ers due to lower incomes and higher housing costs. Reduced loan eligibility contributes

to the number of overhangs of residential properties, whose prices surpass the median

house price and are out of reach of homebuyers earning lower median income for Malay-

sians. It is hoped that the proposed framework will contribute to overcoming the
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housing affordability challenges in the long run. The current government interventions

are short-term measures that are not sustainable for the long run.
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