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Abstract: This paper studies the relationship between residential property prices and macroeconom-
ic and demographic determinants in Malaysia. In the years following the Asian financial 
crisis, property prices in Malaysia rose substantially, resulting in an affordability crisis 
and ultimately policy responses to the problem. Using unit root, Johansen-Juselius cointe-
gration, VECM-based Granger causality tests and variance decomposition, and consider-
ing quarterly data that covers 2000-2015 period, we established that residential property 
price growth is principally driven by strong demographic performance and population 
growth and is backed by the low interest rate environment and rising consumer prices. 
Household income and level of GDP do not appear to contribute to property price growth. 
Certain distortions and asymmetries in the Malaysian real estate markets are documented: 
oversupply in the higher price segment of the market coupled with the lack of affordable 
housing in the lower price segment; household income growth lagging behind GDP and 
property price growth, thereby dampening housing demand; growing rental markets in 
major urban areas as a result of the affordability crisis; and a quality mismatch between 
buyers’ preferences and housing supply.
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Introduction

Economic and sociological literature documents the importance of home ownership 
and residential property for social reproduction and economic development and sta-
bility. Residential housing is a ‘big ticket’ item and a major component of household 


