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market to remain cool over

next 12 to 24 months

BY LAM JIAN WYN

he outlook for the proper-
ty market for the next 12
to 24 months is likely to
be negative, underpinned
by increasing supply, af-
fordability issues and less
liquidity due to constrained bank
financing, The Edge Media Group
executive chairman Datuk Tong Kooi
Ong said during his presentation
titled “Democratising Property In

vestment” at The Edge Investment
TForum on Real Estate 2015 on April 25.

He noted that housing supply
growth from 2002 to 2007 was over
6% per year, outpacing annual pop-
ulation growth of around 2%.

“The large supply was absorbed
by purchasers buying on cheap cred-
it as banks redirected more loans
to houscholds from corporates fol-
lowing the Asian financial crisis.
However, it also depressed prices
and led to the build-up of household
debt,” he said.

Nevertheless, developers began
to hold back their launches after the
US subprime mortgage debacle in
2008/09, effectively halving supply
for several years, said Tong.

“The supply cuts,combined with
the earlier lagging price growth,low
interest rates,ample credit and high-
er wages, then caused prices to rise
sharply. Moving forward, incoming
supply is growing strongly again af-
ter the recent boom,and this will put
pressure on prices.”

He noted that the country already
has a high level of homeownership,
with some people owning several
houses. “Future supply will, there-
fore, have to grow more in line with
the population or urban migration
trends.”

According to Tong, there are now
4.83 million homes in Malaysia, of
which 1.82 million are in Kuala Lum-
pur and Sclangor. “This works out to
about one home for six people in the
country and one for four people in
Kuala Lumpur and Selangor, a ratio
that is almost comparable with the
average household size.”

He said home prices have moved
ahead of wage growth in the last
few years. “There is little doubt that
prices have risen sharply in the last
five years.

“rhis is especially true in urban
areas,where growth has been strong-
est,while the middle class is seeing its
disposable income curbed by higher
inflation, rising costs and, now, the
Goods and Services Tax.

“r'he other factor is that Malay-

sians are already very highly geared,

especially on property.Our household
debt-to-GDP {gross domestic product)
ratio of over 87% is the second highest
in Asia. Moving forward, this means
less ability to borrow or spend.”

Meanwhile,affordability of hous-
ing is at about 8.4 years, the highest
since mid-2005, but below the 10 years
in 2000 to 2002, as Malaysia emerged
from a recession.

(The affordability of a home is
measured by the number of years
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“The ratio since 2000 has been be-
tween 10.6 years in 2001 and 6.3 years
in 2008, However, the urban-rural di-
vide is very wide. The average house

Malaysia home affordab
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ably end up with a home half the
size,” Tong said.

Despite these factors, he pointed
out that there is no bubble in the
property market and, therefore, it
will not crash.

price in the country was RM295,345
but the average for Kuala Lumpurwas
RM676,620 and Selangor, RM441,383.
To buy a home in Kuala Lumpur,one
has to earn 2.3 times more than the
national average, and you will prob-
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He said between end-2009 and
end-2014, the average home price
has risen 57% in Malaysia, with pric-
¢s doubling in many prime areas in
the Klang Valley, Penang and Johor.
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“This outpaced total income growth
of 31% in the same period, as meas-
ured by nominal gross national prod-
uct per capita.”

However,when compared against
longer-term trends, he said prices
had lagged until the recent rally.
“While the property market has been
frothy since 2009, the period before
that actually wasn’t.

“It isworth noting that between
2000 and 2009, the average home
price had risen just 39%.This was be-
low ‘real inflation’ and wage growth
rates. Al the same time, the average
Malaysian's income actually dou-
bled.”

He said since 2000, the average
home price has increased 118%, from
RM135,293 to RM295,345, while in-
come per capita rose 160%, from
RM13,265 to RM35,002.

“This means the price gain over
the past five years was not ‘bubbly’,
but more of a ‘catch-up’ process.And
over the longer term, prices still
slightly lag income growth but are
close to an ‘equilibrium’ level. Con-
versely, it also means a crash is un-
likely,” he said.

“Of course, these are national
averages. RM300,000 won't get you
a home in the Klang valley, except
perhaps a shoebox apartment, and
RM35,000 [per annum] would be
the starting salary for most gradu-
ates [in KL]."

When the tide rises,
everyone gets
lifted. Bul

resto
Lile ones wilo are
capable of finding
the apportunities
even as Lhe tide
recedes.— Tong

A major wild card to the
negative prognosis

However, there is a potential “wild
card” that could reverse the mar-
ket's dampened sentiment, said
Tong.

“The one reason where we could
be wrong and where we could in
stead see a faster reversal for a more
positive property outlook is inter
est rates. Instead of rising domestic
interest rates, it is now more likely
that they will fall before the end of
2015," he said.

“Why? Falling interest rates world-
wide with an ongoing currency waris
the prevalent global strategy.”

He said most countries are de-
valuing their currencies to boost
economic growth through exports,
which will lead to Malaysia reducing
domestic interest rates to boost cx-
ports without a very negative effect
on the ringgit.

“If this happens,a lower mortgage
rate, higher export earnings, more
employment and higher wages will
all be very positive for the property
sector.To further promote economic
growth, curbs on domestic borrow-
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Price shot up sharply

last 5 years

ings and foreign purchasers will have
to be relaxed,” he added.

Teaching the public to ‘fish’

Despite a recovery on the horizon,Tong
noted that it is more important to know
how to look for opportunities. “The
more important question is whether

there are pockets of opportunities even
as the outlook for the industry and the
economy as a whole is negative,

“when the tide rises, everyone
gets lifted. But smart investors are
the ones who are capable of finding
the opportunities even as the tide
recedes.

“Give a man a fish and you feed
him for a day.Teach a man to fish and
you feed him for a lifetime. theedge-
property.com aims to [teach inves
tors to fish).”

Tong then unveiled theedgeprop
erty.com, which features the latest
property news, property listings and
free analytics that enable users to see
popular locations with many trans-
actions and assess Lhe fairvaluc of a
property,among others.

“theedgeproperty.com aims to
teach you, to help you see the risks
and find the gems. 1t makes prices
and transactions more transparent
and levels the playing field between
the public and the professionals. It
will help you analyse trends and
market predictions. You will have a
clear understanding of what is hot
and what is not. And what’s selling
in hot areas. At a glance, you should
be able to see the environment, what
facilities it has and so forth,” he said.

‘Tong said property investment
— while highly profitable over the
longer term with potentially huge
capital returns as investors use
leverage or mortgages - requires
longer-term forecasting because
the market is less liquid compared
with stocks and unit trusts.

“If you buy on plan, construction
will take years and you generally
cannot sell until you have taken

possession. The absolute amount
is larger, the transaction costs are
higher, more expensive and compli-
cated. Mortgages take a long time to
complete, repay or unwind. And you
cannot easily sell when you want to.

“Unlike stocks and unit trusts,
the property market is also far less
liquid. Finding buyers can often take
weeks or months.

“property investment, therefore,
requires longer-term forecasting. It
means you need to have more and
useful information, do more research
and be certain that you can make the
longer-term commitment.”

Tong, citing an analysis by
theedgeproperty.com of data from the
National Property Information Cen
tre, said the original owners of some
7,500 properties had lost out on addi-
tional profits of RM216 million — or
RM29,000 per property — in 2013 by
cashing out at prices that were lower.

“s0,do not be shortechanged.sim-
ilarly, what is the right price to offer
fora property youare interested in?
What was the price this seller bought
for previously? This information will
help you negotiate better,” he said.

Intoits ninth year, The Edge Invest-
ment Forum on Real Estate themed
“Investing in uncertain times: Make
better decisions” drew over 750 par-
ticipants,comprising first-timers and
seasoned investors.



