
         
 
 
 

PROPERTY MARKET REPORT 2012  

1.1 The Global Financial Crisis 

The Global Financial Crisis of 2007/2008 is still playing out and while the United 

States economy has seen some recovery, albeit slow, the Eurozone is still mired in 

crisis mode. Emerging markets such as China and India are also slowing.  Malaysia 

has not seen any drastic slowdown in economic growth except at the height of the 

crisis, in 2009.  The latest growth rate, for the third quarter of 2012 was 5.2% as 

compared with the first and second quarters of 2012 at 4.9% and 5.4% respectively.  

The forecast for 2012 is between 4% and 5%.  

 

For the property market, during the Global Financial Crisis of 2008/9 there was a 

correction of 10 to 20 per cent in the high-end condominium market in the Kuala 

Lumpur City Centre and in the Mont Kiara area, and a similar correction in the Class 

“A” office market, also in Kuala Lumpur.  Significantly, it identifies the areas of 

greatest weakness arising from external shocks such as the Global Financial Crisis, 

and today, the global volatility of economies and markets are a major threat. 

 

1.2  The Property Market in General 

The economy is the framework within which the property market functions and in 

Malaysia they are closely correlated.  GDP growth after the Asian Crisis did not 

rebound to the levels prior to the crisis. In order for Malaysia to realise Vision 2020 

the economy has to grow by 6 to 7 per cent for this decade.  Inflation which surged 

in 2008 and caused some concern, started to trend downwards, in sympathy with 

most economies around the world.  To the extent that inflation stays low it gives 

the Malaysian Central Bank more manoeuvrability in keeping interest rates low and 

push growth.



         
 
 
 

 



         
 
 
 

In November 2009, Bank Negara cut its overnight policy rate by 25 basis points to 

3.25 per cent for the first time post the Global Financial Crisis, and since 2003, and 

signalled it was ready to cut rates further to avoid a severe economic downturn. It 

also cut the statutory reserve requirement for commercial banks to 3.5 per cent 

from 4 per cent, effective from 1 December 2008, so as to boost liquidity.  The 

current overnight policy rate, after the many ups and downs on the rates to adjust 

to the changing economic landscape, is 3% and the SRR, 2%.   
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Property transactions matched against GDP (at market prices) is an indicator of the 

place of property in Malaysia.  It peaked just before the Asian Financial Crisis and 

has been trending downwards since, but is rising again.  

 

 

           



         
 
 
 

Another indicator of the importance of property to the Malaysia economy is loans to the property sector and for 

residential property as against total outstanding loans.



         
 
 
 

Outstanding loans for residential property has been persistently high and particular 

note should be had as to its substantial growth, from about RM41 billion in 

December 1996 to more than RM268 billion as at the end of 2011.  Banks, 

influenced by Basel II leanings, find that residential loans are safer areas for 

lending.  However this ought to be matched by a recognition of the state of the 

residential market, i.e. whether risk increases when the market is biased on the 

side of over-supply. Basel III promises to solve some of the disproportionate 

weightings on a global basis for residential property. 

 

1.3 The Economic Transformation Plan 

There has been a realisation in recent years that the country is, for various reasons, 

caught in a “middle-income trap” and to continue at the current pace of socio-

economic development, it would not be able to realise Malaysia’s Vision 2020 of 

becoming a developed nation by the year 2020.  The Malaysian economy which 

grew between 8% and 9% annually prior to the Asian Financial Crisis, has since 

1997, grown annually at only between 4 and 5%.   

 

With this in view, the present government has begun to chart an ambitious and new 

economic direction and framework for Malaysia, and whist it still includes Vision 

2020 as the target for reaching developed nation status by the year 2020, the new 

elements in the proposed acceleration of socio-economic development includes the 

New Economic Model or NEM, the 10th Malaysia Plan or 10MP (2011-2015), the 

1Malaysia Government Transformation Plan or GTP, and the 1Malaysia Economic 

Transformation Programme or ETP (A Roadmap for Malaysia). 



         
 
 
 

The NEM was a result of the establishment of an independent National Economic 

Advisory Council (NEAC) to develop recommendation on the design of a new 

economic model.  The Council’s report, released in April 2010, provided a diagnosis 

of the challenges and opportunities facing the Malaysian economy and recommends 

eight strategic reform initiatives.  Much of this thinking has been built into the 10th 

Malaysia Plan and the Economic Transformation Programme. 

 

The 10MP outlines the Government’s development plan for the next five years.  It 

focuses on unleashing economic growth, promoting socio-economic development, 

developing and retaining talent, building an environment that enhances the quality 

of life and transforming government.  It identifies 12 National Key Economic Areas 

(NKEAs). 

 

The GTP is a commitment by the Government to better delivery of goods and 

services to the Malaysian public.  It involves National Key Results Areas (NKRA’s) 

such as reducing crime, fighting corruption, improving student outcomes, raising 

living standards of low income households, improving rural basic infrastructure, 

improving urban public transport and addressing cost of living. 

 

The ETP is a comprehensive effort that will transform Malaysia into a high-income 

nation by 2020.  It will lift Malaysia’s gross national income (GNI) per capita from 

USD6,700 or RM23,700 in 2009 to more than USD15,000 or RM48,000 in 2020, 

propelling the nation to the level of other high-income nations.  This GNI growth of 

6 per cent per annum will allow Malaysia to achieve the targets set under Vision 

2020. 

            



         
 
 
 

The starting point of the ETP will be the implementation of concrete changes in 

specific sectors and areas of the economy.  Labs were established for each of the 12 

NKEAs to determine specific initiatives and projects that would drive economic 

transformation.  The 12 labs consisted of the private sector and the civil service and 

were facilitated by PEMANDU. An NKEA is defined as a driver of economic activity 

that has the potential to directly and materially contribute a quantifiable amount of 

economic growth to the Malaysian economy. 

 

Of the 12 NKEAs, namely Oil, Gas and Energy, Financial Services, Tourism, 

Business Services, Electronics and Electrical, Wholesale and Retail, Education, 

Healthcare, Communications Content and Infrastructure, Agriculture and Greater 

Kuala Lumpur/Klang Valley, three of these, as highlighted, are more directly related 

to property investment and development.  It would be obvious from this that there 

is a heavy reliance on the property market for the ultimate success of Vision 2020, 

New Economic Model, the 10th Malaysia Plan (2011-2015) and the Economic 

Transformation Programme. 

 

 

1.4 The Residential Sector Of The Property Market 

The residential sector of the market when viewed from the perspective of the country 

as a whole is still fundamentally sound as shown in the accompanying chart which is 

the House Price index for all houses, covering the whole country.  The compounded 

annual growth rate (CAGR) from the 12.25 years that the chart covers is 4.68%.  

From the year 2000 to 2005 it is a more benign 4.18%, but accelerates to 5.03% for 

the period 2005 to 2012.   

            



         
 
 
 

 

From 2008 to the first quarter of 2012 the House Price Index it recorded 4.44% and 

this was a dip in the index in the first quarter of 2012 at a CAGR of -7.82%. The 

country wide All House Price according to the report from NAPIC was RM212,085 in 

the third quarter of 2011.  If we match that against the average household income 

for the country as a whole at about RM4,000 a month, the number of times the price 

is, as compared with the annual household income, it is an acceptable 4.42 times. 

           

           

           

           

 



         
 
 
 

               



         
 
 
 

In the Klang Valley where generally the 4 to 5 times ratio has held for long periods in 

the past, the residential “hot spots” have always been somewhat elevated as 

compared with the general level, but in recent years the gap has enlarged.  See the 

accompanying table which shows movements of the ubiquitous and standard 2-

storey terrace house price in selected areas in the Klang Valley and the prices are 

matched against the average household income in the Klang Valley, which now 

stands at about RM6,000 a month.  The table also traces the relationship of price 

with rental income and the trend has been towards lower returns, slipping below the 

critical 3% benchmark.  Below 3% is a cause for concern as houses should return 

between 3 and 6% (all risks net return) depending on house type and whether 

landed or strata.  

 

 

Over the past six months, with the onset of greater volatility in global markets 

stemming mainly from the European sovereign debt crisis, sentiment has filtered 

down to the residential market in Kuala Lumpur, and coupled with the tightening 

measures by Bank Negara for loans, the market has slowed and demand has become 

subdued. It is hoped that this has taken some heat out of the speculative end of the 

market. Speculation is an accepted and needed element in any market, excessive 

speculation is not. 

        

 

 



         
 
 
 

 

Household 

income/ 

times

Rent/ 

Yield

(X) (X) (X) (X) (X) (X) (X)

Bangsar Baru 12.73 3.48 11.01 3.86 12.69 3.51 12.49 3.43 18.21 2.49 17.50 2.49 21.54 2.36

Bandar Utama

(1650 sft) 9.24 3.60            9.43 2.88 8.87 3.17 8.82 3.06 10.50 2.88 11.85 2.70 13.46 3.78

Subang Jaya

(1650 sft) 6.57 3.71 5.97 3.98 5.50 4.50 5.29 5.40 6.30 4.80 7.40 3.93 9.42 3.86

Bandar Mahkota 

Cheras 3.49 2.54            3.14 2.70 3.06 2.97 3.38 2.58 3.50 3.89 3.77 3.66 4.98 3.50

Kajang Mewah

(1300 sft) 3.69 3.60            2.20 6.17 2.60 5.08 2.94 4.32 3.50 3.67 3.77 3.86 4.31 3.38

Island Glades 14.97 2.19 10.10 2.16 12.08 1.84 12.49 1.96 13.71 1.83 14.92 1.87 18.89 1.82

Taman Sentosa 7.93 2.14 5.01 3.24 4.50 3.76 4.37 3.91 4.38 3.89 4.67 4.24 5.00 4.32

CURRENT 

(November 2012)

An assumed, 

typical - 2ST

AUGUST 2000 AUGUST 2005 AUGUST 2007 AUGUST 2008 AUGUST 2010 DECEMBER 2011

Household 

income/ 

times

Rent/ 

Yield

Household 

income/ 

times

Rent/ 

Yield

Household 

income/ 

times

Rent/ 

Yield

ANALYSIS OF HOUSE PRICES (2 STOREY TERRACE - 2ST) AND KEY FUNDAMENTALS (HOUSEHOLD INCOME AND RENTAL INCOME)
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Source: Khong & Jaafar Research



         
 
 
 
1.5 The Commercial Sectors Of The Property Market 

1.5.1 The Office Market 

 The table following this page shows the office market for the whole of Malaysia and it 

includes both government buildings and private buildings.  The figures are from the 

latest release in September 2012 by the National Property Information Centre 

(NAPIC).  This table shows that the occupancy rate for the Klang Valley (Government 

and Private Buildings) is 80.89% whilst for Johor and Penang it is 76.51% and 

80.47% respectively.   

 

 

 

 

 

 

 

 

 

 

  



         
 
 
 

  



         
 
 
 

The fundamentals that bear watching for the office market are rents, but rents are a 

function of business profitability.  Ultimately the profitability of businesses in any city 

sets the sustainable level of rents for that city and it also explains the different levels 

of rents that prevail in different cities.  In Kuala Lumpur the long term yield for 

Grade A office space has been about 7 per cent net.  From time to time this yield has 

compressed to lower numbers, as low as 5 per cent, but over the long term the 

market seems to return to the equilibrium level of 7 when the exuberance dies. 

 

We next present two tables which show the existing supply, the occupied space and 

the future supply ("incoming" generally meaning under construction and "planned" 

meaning approved but not commenced as yet) for the office market in Klang Valley, 

as at December 2004 and June 2012.  The figures exclude government buildings.  



         
 
 
 

OFFICE MARKET SIZE IN KLANG VALLEY AS AT DECEMBER 2004 (EXCLUDING GVT. BLDGS) 

Location 

Existing 

Supply 

(Mil. 

sq.ft.)  
%  

Total Space 

Occupied 

(Mil. sq.ft.)  

Vacant 

Space       

(Mil. 

sq.ft.)  

Occupancy 

Rate (%) 

Future Supply (Mil.sq.ft.) 

(Approved)    

Total 

Supply 

(Mil. 

sq.ft.)  

% 

Increase  

[A] [B]  [A+B]  [B/A] 

KUALA LUMPUR    
Incoming 

Supply 
Planned 

Supply Total   
KLCC/Golden 

Triangle 17.83 23.3% 14.26 3.57 79.98% 0.72 0.03 0.76 18.58 4,25% 
Central Business 

District 11.83 15.49% 9.54 2.29 80.65% 2.52 0.03 2.55 14.38 21.58% 
Within City Centre 14.22 18.6 10.26 3.95 72.19% 2.76 0.16 2.91 17.13 20.50% 
Suburban KL 14.51 19.0% 11.53 2.99 79.42% 6.29 0.75 7.04 21.55 48.49% 

TOTAL  58.39 76.45% 46.59 12.80 78.08% 12.29 0.98 13.26 71.65 22.71% 

OUTSIDE KUALA LUMPUR 
Petaling Jaya 8.46 11.1% 6.77 1.68 80.07% 0.07 - 0.07 8.52 0.80% 

Subang Jaya 1.03 1.3% 0.86 0.17 83.90% 0.43 - 0.43 1.45 41.43% 
Sunway City 0.26 0% 0.24 0.01 95.00% - - - 0.26 0.00% 
Shah Alam 2.87 3.8% 2.54 0.33 88.36% 0.03 - 0.03 2.90 0.96% 
Kelana Jaya 1.80 2% 1.58 0.22 87.55% - - - 1.80 0.00% 
Klang 0.77 1.0% 0.52 0.25 68.03% - - - 0.77 0.00% 
Putrajaya 0.35 0.5% 0.35 - 100.0% - - - 0.35 0.00% 
Other Areas 2.45 3.2% 1.82 0.63 74.33% - - - 2.45 0.00% 
TOTAL  17.08 23.55% 14.69 3.30 81.66% 0.52 - 0.52 18.51 2.89% 

 Source: Commercial Property Stock Report (Q42004) 



         
 
 
 



         
 
 
 
 The "existing" office space grew from 76.37 million square feet in December 2004 to 

99.62 million square feet by September 2012, i.e. adding on 23.25 million square 

feet or 2.91 million square feet a year on average between the intervening eight-

year period.  The compounded annual growth rate was 5.46% per annum.  Occupied 

space on the other hand increased from 75.86 million square feet to 75.38 million 

square feet, i.e. adding on 15.59 million square feet or 1.95 million square feet a 

year on average. The compounded annual growth rate was 6.48% per annum. 

 

 The office submarket for dedicated office space in the Klang Valley may be heading 

towards a state of oversupply.  This contention stems from an overall view of the 

market, as seen in the table above.  The total existing supply of office space in the 

Klang Valley is 99.62 million square feet.  Out of this, 75.86 million square feet were 

occupied as at 3Q2012 leaving 23.76 million square feet (23.85%) of the total space, 

within the various office buildings, vacant. A 5 to 10% vacancy is normal for most 

buildings, and viewed in this light, the aggregate of 23.85% across the office market 

is high.   

 

 Apart from this, there are 16.86 million square feet of incoming space (under various 

stages of construction) and a further 5.21 million square feet of planned supply, 

which are space that has been approved for development but for which construction 

has not commenced as yet, coming onto to market, as tallied by the National 

Property Information Centre (NAPIC).  The 5.21 million square feet could balloon to a 

substantially higher figure if all the office space in the contemplation (now or in the 

near future) from all the new, major commercial projects, especially Economic 

Transformation Plan or ETP related projects, are taken into account. 

 



         
 
 
 
 In the years to come the challenge for developers of office space is to make 

extraordinary efforts to adjust their supply to conditions in the market when their 

projects are due to come on-stream and to do as much of pre-letting as possible. For 

owners of existing buildings, hang onto to your tenants!  For regulators and lenders, 

watch this with greater interest. Much hope hinges on the roll out of the ETP and how 

it will create new office space demand and of the order required to balance demand 

and supply. 

 

 Having said all that, it must be remembered that the office market cannot be looked 

at, solely, through the lens of total numbers.  The market exists in various 

submarkets, depending on location and product type and each segment has demand 

and supply dynamics of its own.  Rents drive the market and post the Global 

Financial Crisis (GFC) rental levels have come down to about RM7 to RM8 per square 

foot per month for average prime space.  At this level the office market for average 

prime space can sustain at RM700 to RM900 per square foot based on its historical 

yield expectation of about 7 to 7.5% per annum.  The RM700 to RM900 holds in 

general, unless a particular office building has some extraordinary features or market 

acknowledged factor(s) or vice versa.  At RM700 to RM900 per square foot it also 

approximates the replacement cost level (including for land) and for the market to 

slip below this level it will take a severe economic or market downturn.  In other 

words, office values are bouncing along around the bottom. Post the Asian Financial 

Crisis, values did dip below the replacement cost (as it was then), for a number of 

years. 

 

 The Klang Valley office market is by far the predominant office market.  Penang by 

comparison has only 9.03 million square feet of existing space and Johor Bahru, 6.21 

million square feet (excluding government buildings).



         
 
 
 

 



         
 
 
 
 

1.5.2 The Retail Submarket 

 The fundamentals that drive the retail sector are also rents but rents for this sector 

are driven in turn by retail turnovers and it is this that bears closer monitoring. 

Turnovers depend on the multitude of shoppers including tourists.  In Kuala Lumpur 

the long term rental return on average for the Grade A, downtown shopping centres 

used to be about 8 per cent but this is, I believe, on a structural transit towards 7 as 

shopping centres become a more mainstream asset. Real Estate Investment Trusts 

or REITS have helped and are continuing to help in this re-rating of this sector. 

 

The retail submarket (modern shopping centres) in the Klang Valley is relatively 

stronger than the office market and this is mainly because consumer spending has 

continued unabated despite the past few years of global volatility. But this 

submarket also has shadows of looming oversupply, and questions on the further 

continuation of support from shoppers if inflation accelerates and erodes purchasing 

power, or if the regulator crimps household spending to control the increase in 

household debt. But a well-managed retail centre by its inherent higher 

sophistication (than an office building), has better strength to tide over temporary 

downturns because once a shopping centre captures the loyalty of a target segment 

of clientele, usually through a prolonged period of astute mall management, it is 

extremely difficult for new comers to dislodge it.   

 

 

 

 



         
 
 
 

 



         
 
 
 

             
Source : JPPH Commercial Property Stock Report (Q3 2012)  



         
 
 
 
1.6 Demographic Composition 

 The Klang Valley currently has a population of about 6.75 million and the following 

chart shows the population of the main districts in the Klang Valley:-  

 

 

 

 

 

 

 

 

 

 

 

Generally, the age composition of the population in Klang Valley and Malaysia in  

2010 is as follows:- 

 

 

 

Source: Department of Statistics Malaysia, 2010. 

 

Source: Department of Statistics, Malaysia  



         
 
 
 

Household formation is high as the majority of the population is young and in the 

working class group. 

 

Kuala Lumpur, within which the Project is located, is the main contributor of the 

population in the Klang Valley i.e. 1,703,100 persons (about 27%).  

 

Generally, there ought to be continuous demand for housing due to high household 

formation and the income per capita of the population generated by the large 

percentage of working group. 

 

Malaysia has a young population, said to be the third youngest in Asia and this 

together with the fact that our stage of economic development is relatively 

advanced.  The high household formation is more easily translated to effective 

demand in housing as well as purchasing power in the retail industry.  Household 

formation ensures a steady demand of about 80,000 units of new units of new 

houses of various types and for the country as a whole.  

1.7 Income Distribution 

Malaysia In General 

In accordance with the ‘Tenth Malaysia Plan’, 2011 - 2015, all ethnic groups 

registered an increase in household income between 2004 to 2009.  The mean 

monthly gross household income increased from RM3,249 in 2004 to RM4,025 in 

2009 registering an average growth rate of 4.4% per annum. The increase was due 

to the greater employment opportunities generated during the period that enabled 

more Malaysians to be gainfully employed.  The Bumiputera mean household 

income grew at an average rate of 6.0% per annum to RM3,624 in 



         
 
 
 
 2009 while that of Chinese increased by 2.5% per annum to RM5,011. 

 

 Chart 4-3 of the ‘Tenth Malaysia Plan’, 2011 - 2015, on the distribution of 

households by income class, 1990 and 2009 is re-produced, as follows:- 

(Source: Prime Minister’s Department Malaysia, 2011) 

 

All of the above figures (13.1 and 13.2) are however average statistics.  As valuers 

and property consultants who deal with the property market on a day-to-day basis 

we are aware of households (selected groups) with income levels much higher than 

the above and they exert their purchasing power in the property market all the time. 

 

Prepared by 

Sr Elvin Fernandez 
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