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ABSTRACT  

 

The Islamic economic perspective relates to house is described as daruriyyat (essential). In 
Maqasid Al Shari’ah, solving issues surrounding unaffordability in owning houses is part of 
masalahah of ummah since the necessity for houses falls under an essential or daruriyyat.  This 
study aims to identify the factors that determine house price index in Malaysia. Selected macro-
economic variables (i.e. the economic performance, household income, interest rates and 
government policies) were tested. Data were gathered from 2010 to 2018 on quarterly basis. The 
time series analysis was carried out using Vector Error Correction Model (VECM) and Forecast 
Variance Error Decomposition (FVED) to see the long-run and short-run dynamics among the 
selected macro-economic variables. Finding shows that all variables are co-integrated in long run 
however, the government policies were less likely to affects house price in short run. The 
strongest factor is interest rate, followed by economic performance and income.  Thus, in short 
run government policies were less effective in determining house price while for long run all 
these variables are important. Knowing that the interest rate and economic condition play 
important roles in determining house price, government should play their roles in sustaining the 
Malaysian economic performance at the same time ensuring affordable house are meeting the 
demand of Malaysian that are in needs. Besides, the financing institution particularly Islamic 
institution is suggested to actively participate as to look as this matter for masalahah of ummah 
since financing rate (conventional: interest rate) is an important determinants of house price.     

  

The time series analysis technique such as Both models are used in this study to unravel This study 
provides evidence that selected macro-economic variables are having significant long-run and 
short-run effects on the house price index. The finding shows that all variables are co-integrated 
in the long run however, the government policies were less likely to affects house price in the short 
run. The strongest factor is the interest rates, followed by economic performance and household 
income.  Thus, in short-run government policies were less effective in determining house price 
while for a long run all these variables are important and very significant. Knowing that the interest 
rates and economic condition are playing important roles in determining house price, the 
government should play their roles in sustaining the economy of one country besides their function 
as policymakers, especially the Bank Negara Malaysia is ensuring affordable house is meeting the 
demand of Malaysian that are in needs. However, it does not assess the micro-economic variables 
and behavior of housing industry in Malaysia. Future research can include participation from 
public opinion through a well-structured questionnaire on the household population towards house 
prices in Malaysia.  

  

In Malaysia itself, house price changes might be connected with economic condition either 
recession or inflation over period of time. Due to this situation, various solutions were introduced 
to help Malaysia’s housing systems sustained. This paper presents the study on Malaysia House 
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Price Index against macro-economic variables including economic performance, household 
income, interest rates and government policies.  The purpose is to measure each selected variable 
are either inter-related, correlated and having relationship in short-term and long run. The data 
are gathered and time series analysis  

  

Keywords: Housing Affordability, Affordable House, Economic Performance, House Price 
Index, Household Income, Interest Rates, Government Policies, Gross Domestic Product Per 
Capita, Overnight Policy Rate, Business Confidence Index.  
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ABSTRAK  

  

Perspektif ekonomi Islam berkaitan dengan kediaman adalah daruriyyat, dari konsep Maqasid 
Al Shari'ah. Isu permasalahan rumah mampu-milik yang terhad merupakan sebahagian dari 
masalahat penting umat Islam kerana keperluan itu adalah keperluan asas yang tergolong sebagai 
keperluan daruriyyat. Kajian ini bertujuan untuk mengenal pasti faktor-faktor yang menentukan 
indeks harga kediaman di Malaysia. Pembolehubah makroekonomi terpilih (iaitu prestasi 
ekonomi, pendapatan isi rumah, kadar faedah dan dasar kerajaan) diuji dalam kajian ini. Data 
terkumpul adalah dari suku tahun tahun 2010 sehingga 2018. Analisis siri masa dilakukan 
menggunakan ‘VECM’ dan ‘FVED’ bagi melihat dinamik jangka panjang dan jangka pendek 
antara pembolehubah makroekonomi tersebut. Dapatan kajian menunjukkan menunjukkan 
bahawa semua pembolehubah signifikan dalam jangka masa panjang dan jangka pendek, namun 
hanya dasar kerajaan yang kurang memberi kesan dalam mempengaruhi indeks harga manakala 
kadar faedah merupakan faktor yang paling utama diikuti oleh prestasi ekonomi dan pendapatan 
isi rumah. Dalam hal ini, jelaslah, kadar faedah dan keadaan ekonomi memainkan peranan 
penting dalam penentuan indeks harga. Pihak kerajaan perlu memainkan peranan mereka dalam 
mengekalkan prestasi ekonomi Malaysia pada masa yang sama memastikan rumah mampu milik 
memenuhi permintaan rakyat Malaysia yang memerlukan. Di samping itu, institusi  kewangan 
khususnya bank-bank Islam perlu pro-aktif dalam melihat permasalahn kedudukan rumah 
mampu milik untuk  maslahah ummah melihat kepada peranan kadar pembiayaan bank (bagi 
bank konvensional: kadar faedah) adalah penentu penting harga rumah. 

 

Teknik analisis siri masa seperti kedua-dua model digunakan dalam kajian ini untuk 
membongkar Kajian ini membuktikan bahawa pembolehubah makro-ekonomi terpilih 
mempunyai kesan jangka panjang dan jangka pendek yang ketara pada indeks harga rumah. 
Temuan menunjukkan bahawa semua pembolehubah dikintegrasikan bersama dalam jangka 
masa panjang, namun dasar kerajaan kurang berkemungkinan mempengaruhi harga rumah 
dalam jangka pendek. Faktor terkuat adalah kadar faedah, diikuti oleh prestasi ekonomi dan 
pendapatan isi rumah. Oleh itu, dalam dasar-dasar kerajaan jangka pendek kurang berkesan 
dalam menentukan harga rumah sementara untuk jangka panjang semua pembolehubah ini 
penting dan sangat penting. Mengetahui bahawa kadar faedah dan keadaan ekonomi memainkan 
peranan penting dalam menentukan harga rumah, kerajaan perlu memainkan peranan mereka 
dalam mengekalkan ekonomi satu negara selain fungsi mereka sebagai penggubal dasar, 
terutama Bank Negara Malaysia memastikan rumah mampu milik memenuhi permintaan Rakyat 
Malaysia yang memerlukan. Walau bagaimanapun, ia tidak menilai pembolehubah dan tingkah 
laku mikro perindustrian industri perumahan di Malaysia. Kajian masa depan boleh termasuk 
penyertaan dari pendapat umum melalui soal selidik yang berstruktur dengan baik kepada 
penduduk isi rumah terhadap harga rumah di Malaysia. 

 

Di Malaysia sendiri, perubahan harga rumah mungkin berkaitan dengan keadaan ekonomi sama 
ada kemelesetan atau inflasi dalam tempoh masa. Disebabkan keadaan ini, pelbagai penyelesaian 
telah diperkenalkan untuk membantu sistem perumahan di Malaysia. Makalah ini 
membentangkan kajian Indeks Harga Rumah Malaysia terhadap pembolehubah makroekonomi 
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termasuk prestasi ekonomi, pendapatan isi rumah, kadar faedah dan dasar kerajaan. Tujuannya 
adalah untuk mengukur setiap pemboleh ubah terpilih sama ada yang berkaitan, berkaitan dan 
mempunyai hubungan jangka pendek dan panjang. Data dikumpulkan dan analisis siri masa. 

 

Kata kunci: Ketahanan Perumahan, Rumah yang Terjangkau, Prestasi Ekonomi, Indeks Harga 
Rumah, Pendapatan Isi Rumah, Kadar Faedah, Dasar Kerajaan, Perumahan Produk Domestik 
Kasar, Kadar Dasar Semalaman, Indeks Keyakinan Perniagaan. 
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CHAPTER ONE  

   

INTRODUCTION   

   

1.1 Background of the Study  
   

In Islam, there are five fundamentals that lay out the core belief of muslims. Along with these 

fundamentals, understanding the principals of Maqasid al Shari’ah helps in attaining those 

fundamentals which aims is to create harmony and stability of life. Avoiding interest or riba is 

part of that.  

Based on the Al Quran (Al Baqarah 2: 275), "But Allah has permitted trade (buy and sell) and 

has forbidden usury (interest)", it is stated that trading is lawful and usury is an unlawful act in 

Islamic Law. The principals explain in Islamic law under the Maqasid al Shari’ah concept of 

necessities is includes having houses. These necessities known as Daruriyyat concept partly is 

to avoid harm and, protection and preservation for freedom, happiness, and conformity the way 

of life. Those are part of the dimensions to be preserved along with faith, life, intelligence, 

property and lineage (ancestry).   

A house should act as a shelter or place to rest and it also serves as a place to develop and nurture 

a family unit. The necessity of house for life explained under daruriyyat concept above is that, 

buying a house is considered necessary. The process of purchasing a house that involves riba 

would promote harms and it is prohibited in Islamic Law. Thus, to avoid that happens which 

create injustice or unfair transaction, any transaction involves buying or selling a property shall 

forbid from riba. This study focuses on the determinants factor which affect changes in house 
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prices, as when price high is a constraint to the buyer. Besides, with riba elements, it would affect 

harmony and stability on the society as a whole.    

Various recent studies have highlighted the increasing trend of house prices in Malaysia such as 

report published by Khazanah Research Institute (KRI) in 2015. The findings indicate that quite 

a number of Malaysian populations cannot afford to buy a house in urban areas due to high prices. 

The densely- populated prime locations are in Kuala Lumpur, Selangor, Penang, and Johor where 

the house prices have been increasing substantially for the past decade (KRI, 2015).  

According to KRI report in 2018, the nature of housing demand can be formed into two categories 

including effective demand and core housing need. Individuals who can afford to buy a house 

from a private housing market are considered as effective demand under the market sector. 

Meanwhile, individuals who need assistance in purchasing a house from special housing projects 

such as Projek Perumahan Rakyat (PPR) and Perumahan Rakyat 1Malaysia - My First Home 

Scheme (PR1MA) are considered core housing need under the social sector.  

Affordable housing should be available to every level of households to fulfil the housing needs 

of the overall population in Malaysia, thus helping to improve the population’s standard of living.  

Therefore, providing affordable housing will contribute to the well-being and maintain the 

welfare of the population. To prevent increasing house prices problems from becoming more 

serious, all related parties including the government, housing developers, financial institutions 

and policymakers should concentrate on finding the right solutions to these problems.  
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1.2 The Islamic Economic Perspective of Housing Needs  

From Islamic economic perspective, the macro-economy is not limited to one issue but it is 

related to wider issues such as masalahah of ummah as the main priority. The government must 

play dominant roles in serving the basic needs of the ummah. The affordable houses should be 

the main objective to solve masalahah of ummah by providing houses as necessities which is in 

line with the daruriyyat concept of providing affordable houses.  

The main objectives of economic and banking principles are economic development, social 

wellbeing, individual independence freedom and equality, elimination of injustice and poverty, 

and others. The Islamic economic and banking principles that meet objectives in the Maqasid al  

Shari’ah aims to promote the well-being of ummah as a whole and to prevent harms. Thus, the 

Maqasid al Shari’ah concept that applies to current issues of non-affordable houses is to achieve 

those aims.  

  
  
1.3 Problem Statement     
   

Based on the latest report by the United Nations, the current population of Malaysia has increased 

from 21.3 million in 2000 to 32.4 million people in 2019, while house prices have also keep 

increasing substantially over the last decade. In general, the growing number of populations has 

created a growing number of housing demands and this has affected the housing prices in the 

property market as a whole.   

The main factors that affect the housing price includes supply and demand interaction, interest 

rates, economic growth, demographics, location, and amenities surrounding the housing areas. 

According to Lum (2014), the house price index focuses on the level of changes in house prices 
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regardless of the quality or quantity of the houses in the index. In addition, the fluctuations of the 

prices can also be attributed to certain macro-economic factors.  

Based on the Department of Statistic (DOSM), the Household Income and Basic Amenities 

(HIS/BA) survey is conducted twice every five years and currently, DOSM is in the midst of 

conducting the 2019 survey nationwide. In each group, the income level is adjusted upward or 

downward depending on the economic growth using gross domestic product per capita (GDP) as 

an economic indicator. The median monthly household income in Malaysia has increased from 

RM 4,585 in 2014 to RM 5,228 in 2016 which grew at 4.4 percent. The median monthly 

household income in the urban area (Kuala Lumpur and Selangor) has increased at 6.4 percent 

from RM 5,156 in 2014 to RM 5,860 in 2016 (Department of Statistic (DOSM,2016).  

In general, a monthly salary of more than RM 5,000 is enough to meet normal lifestyle. However, 

an issue arises when the increase house prices is higher than the increase in population income, 

resulting in an income squeeze that makes housing becomes non-affordable to many people. In 

this case, there is a need to establish a relationship between house prices and median monthly 

income to evaluate the overall affordability level of the population.   

The affordability is measured using the median multiple approaches (house price-to-income 

ratio). For example, if the average income of the population is RM 5,228 per month, the annual 

income is RM 62,736. The affordable house price value is below 3 times the annual household 

income; in this case it is RM 188,208. The Khazanah Research Institute (2015) reported that 

average house price is at RM 242,000, therefore the house price in Malaysia is considered 

unaffordable by large number of the population.  
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The government initially is committed in supplying affordable houses. In early 2019, up to 

100,000 units at selling price capped at RM 300,000 every year under National Housing Policy 

as to overcome the housing problem (October 08, 2018 The Star Online). Additionally, the 

overnight policy set up by government plays an important role in this context. For example, the 

reduction of 0.25 basis* points are to stimulate the population to buy a house especially the first-

time buyers and to attract house buyers investing on the property. The main reason for the 

shortage of affordable houses is due to the fact that property developers increase the house prices 

which do not meet the demand from the population. As a result, there is mismatch between 

housing demand and supply and is exerting “upward pressure on house prices” (Bank Negara’s 

The Financial Stability Review, 2018).  

This study seeks to identify factors contributing to the changes in house price index as reflected 

in Khazanah Research Institute report (KRI, 2015). In part, the influence of selected factors to 

the house price index would be beneficial for determining house price that distresses affordability 

of Malaysian population. Consequently, results in this study are particularly crucial in finding 

the gap and recommendation for this research.   

  

 

 

 

 

 

Note:  *BNM announcement made on 5th March 2019.     
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1.4 Research Questions   

   
1. What is the long-run relationship between economic performance, household income, 

interest rates, and government policies with the Housing Price Index in Malaysia?  

  

2. What is the short-run relationship between economic performance, household income, 

interest rates, and government policies with the Housing Price Index in Malaysia?  

  

3. Does house price reflect affordability within Islamic economic perspective?  

     
1.5 Research Objectives   

   

1. To examine the long-run relationship between house price index with selected 

macroeconomic factors.  

   

2. To examine the short-run relationship between house price index with selected 

macroeconomic factors.  

   

3. To discuss the importance of house price from Islamic economic perspective.  
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1.6 Scope and Limitations of Study  

   

As this study involves secondary data collected from the National Property Information Centre 

(NAPIC) and Thomson Reuters on the DataStream database, no interviews were conducted with 

public or selected target group on this research paper.  The researcher uses published journals 

and articles to support the evidence gathered from secondary data.  

  
1.7 Organization of Study   

   

This research has been divided into five chapters. Chapter one contains the background of the 

study and discussion on the Islamic economic perspective of housing needs. The research 

questions and research objectives also included. Chapter two deals with reviewing of literature 

which includes the dependent and independent variables based on previous studies. In addition 

to that, the Maqasid al Shari’ah in Islamic economic perspective and the related economic data 

on house price in Islamic Finance are also discussed. Chapter three elaborates on the 

methodology to conduct this research. The techniques of the data analysis are also explained. As 

for chapter four discusses the results of the study and finally chapter five provides the conclusion.   
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CHAPTER TWO    

   

LITERATURE REVIEW   

   

2.1 Introduction   
   
  

This chapter provides the reviews of literature using on the macro-economic variables that 

influence house price index in Malaysia. The index serves as an indicator for Malaysians to buy 

houses. There are various studies that examine the relationship between house prices with other 

macro-economic variables. This study focuses on the determining factors of house price in 

Malaysia. This chapter starts with the underpinning theory to explain house price function.  

  

2.2 Underpinning Theory   

In general, personal consumption can be influenced by the creation of wealth abundance, the 

changes in house prices, as well as the changes in household's income.  Due to economic growth, 

house price intends to increase and lead to a high number of wealth creation for house owners. 

This results in increase in personal consumption whereby potential house buyers have increased 

the chance to borrow more money in the banks to purchase property assets. They can use the 

assets as security for repayment and collateral to the banks. This creates wealth creation in a way 

of capital accumulation by household’s residential property during economic growth by taking 

advantage on lower monthly repayment to generate savings, rental income and an increase in 

equity value through house price value increase.   
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The growth in economic performance does not directly affect the growth in house price if supply 

and demand does not match at any stage. Introduction of government policies such as strict 

regulations to curb mismatch of housing demand and supply that result in growing house prices 

are constantly required. Housing demand and supply has a strong relationship which is also 

directly related to the country’s population. The more the demand for housing, the more supply 

of houses made. Effort towards a better understanding of having sustainable housing supply leads 

to the increase in affordable houses which will create property wealth from homeownership 

(Zainal, 2010). Flavin & Yamashita (2012) on the other hand stated that people's demand for 

ownership of housing is determined by various factors. Among the factors are number of 

populations, household income and income growth together with house price.  As also 

highlighted by Pettinger (2012), five main elements of housing markets were – supply for 

housing, demand for housing, house prices, rental on residential properties and government 

intervention on national housing policies.  

  

2.3 House Price Index   

House price index is a tool to identify the changes in housing price on a certain period. According 

to Afiqah, Lizam and Omar (2012), the house price index is an important indicator of property 

development in Malaysia and is an important element in the national economic policy. According 

to the National Property Information Centre (NAPIC) in 2014, house price index consists of all 

types of housing indices including high-rise unit price index, terrace house price index, detached 

house price index and semi-detached house price index to determine Malaysia house price index.   
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Paul Anthony et al. (2016) emphasizes that Malaysia housing price in Klang Valley is associated 

with changes in the population, construction cost, housing speculation, and inflation rate. The 

efforts to control housing price is required by the government together with policy controllers to 

ensure house are affordable to be owned in Malaysia. Besides, Olanwareju et. al (2016) added, 

supply-demand scenario in the housing market are due to buyer-supply interactions. It makes 

housing market price and market regulation to be adopted for further efficiency and effectiveness. 

Parkin (2013) also mentioned that the market may also be imperfect due to variables such as 

house price, income supply, quantity guideline, levies, grants, social concerns, common 

resources, monopoly and elevated operation costs that may cause inefficiency.   

  

2.4 Economic Performance   

Various studies have examined the relationship between house prices with the country’s 

performance, which comprises of total sum of consumption, housing construction and investment. 

Husain, Rahman & Ibrahim (2011) stated that one of the significant factors contributing to the 

housing industry in Malaysia is the gross domestic product (GDP). When the economy is growing, 

more houses will be built as a result of higher purchasing power and higher demand by the 

population, the GDP keep increasing. According to Sellin and Walentin (2008), besides the 

availability of capital investments for housing developments leads to an increase in demand for 

housing which contribute to will lead to more housing construction. The property industry 

generally becoming more active. The industry thus, has significant influence on the development 

of the country's economy. In addition, the macro-economic variables such as interest rate, 
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household income, and economic growth have a major impact on the relationship with house prices 

Ting Xu (2016).  

    

2.5 Household Income   

Household income generally consists of four categories of income – paid employment, self-

employed, property income such as rental income and, finally other income such as pension.   

Nwuba, Kalu and Umeh (2015) revealed that there is a significant positive correlation between 

the household income and homeownership affordability in Nigeria.      

  

The income earned by the household is an important element for the potential house buyer as 

highlighted by Stone (2016). Bramley (2012) reported that income is significant in determining 

house price. Consistent to that, Bujang et al. (2015) study on Gen Y in Malaysia found that 

income is positively and significantly related to housing affordability. Meanwhile, Md Sani et al. 

(2012) also found that household income, household expenditure, type of occupation, level of 

education, working household and monthly instalment paid for a house are significant variables 

related to the house price in terms of affordability.  

  

2.6 Interest Rates   

Findings from Cavallo (2010) indicated that the interest rates regulated by the central bank to 

represent government on the monetary policies have a higher effect on regulating demand and 

supply for the housing industry. Bank Negara Malaysia (BNM) used the Base Rate (BR) to 
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substitute the Base Lending Rate (BLR) as the primary reference rate for retail floating loan rates 

beginning 2nd  of January 2015.    

The primary reason for such action by Bank Negara Malaysia (BNM) is due to the fact that the 

reference rate on credit pricing lacks the level integrity from financial institutions, therefore, it is 

difficult for the consumers or public to make major decisions related to credit financing. 

Sometimes financial institutions offer the last retail financing at huge discounts on the BLR. For 

any adjustment made to the Base Rate (BR), the financial institutions are required to display both 

BR and BLR at all branches including the websites.    

Interest rate is one of the variables expected in influencing affordable level of house buyer. Study 

by Trimbath and Montoya (2002) on home financing, other variables such as house price and 

household income together with interest rate significantly influence home financing. The similar 

variables can also be found in the studies by Baqutaya, Ariffin and Raji (2016), Md Sani (2013), 

and Md Sani et al. (2012).      

Below are the indicative effective lending rates issued by Bank Negara Malaysia (BNM) on 14th 

June 2019. The details in the table for 20 participating banks in Malaysia to compare the 

financing rates offered by each bank in Malaysia. This are used partly for the home financing 

given by the participating banks.  The attractive consumer financing facilities offered by Alliance 

Malaysia Berhad (Conventional Bank) and Alliance Islamic Bank Berhad (Islamic Bank) are 

4.36 percent on the Indicative Effective Lending Rate. All banks are required to provide good 

financial products and services by providing greater transparency for the customers to use the 

information given to make better financial choices. With the introduction of the new system, 

customers are unable to borrow below the Base Rate (BR).  
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2.1: Indicative effective lending rate based on an annual basis for a period of 30-year housing 
loans with a minimum loan amount of RM350,000 without lock period. Source from Bank 
Negara Malaysia updated on 14th June 2019.   

   

    
2.7 Government Policies   

The current housing situation requires government intervention because the economic growth 

and urbanization have caused land prices in the urban area to increase significantly. The scarcity 

of affordable land couple with improper infrastructure planning from the government has 

affected the supply of affordable houses in the country.  

Tan (2012) stated that the economic conditions and government policies the key factors to 

determine the household or house buyer behaviour and attitudes for future house buyers. 

Initiatives from the government are needed to formulate the right housing policy towards 
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affordable houses from time to time to combat the root of the issues and to handle these issues 

wisely.  

According to the research conducted by Husain, Rahman & Ibrahim (2011) the lack of 

comprehensive housing policy and lack of support from the government are allowing the 

speculation on the property market and uncertainty in the housing industry in Malaysia. Tsai & 

Peng (2011) has identified a lack of government involvement in the housing industry that 

contributes to the social problem and economic problem for that will have a long-run impact on 

the social economy of the population at large.   

All the housing schemes in Malaysia are targeting different class income groups according to 

their target population based on the income categories, namely low-income earners and middle-

income earners, and the eligibility criteria are set by the government. There are several types of 

affordable housing projects in Malaysia including Skim Perumahan Rakyat 1Malaysia 

(PR1MA), Skim Perumahan Mampu Milik Swasta (MyHome), Perumahan Penjawat Awam 

1Malaysia (PPA1M), Program Perumahan Rakyat (PPR), Rumah Mesra Rakyat 1Malaysia 

(RMR1M), Rumah Mampu Milik Wilayah Persekutuan (RUMAWIP) and Rumah Selangorku.   

  
2.8   Maqasid Al Shari’ah in Islamic Economic Perspective   

   

In Islamic Banking and Finance (IBF) financial transaction, there is the prohibition of Riba, 

Gharar, and Maysir. It has been specified based on Al Quran and Al Sunnah perspective that 

these three elements have to be eliminated because they can cause harm and chaos to the society 

as a whole. Nonetheless, these three elements – riba, gharar and maysir, appear in traditional 

conventional banking system.   
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In Islamic Banking and Finance (IBF) riba is defined as ‘excess interest' charge on any financing 

or borrowing from the bank.  The lender (bank) is charging interest as profit on the borrowing 

facility made by the individual, corporation or cooperative on monthly basis as when is due for 

payment and payment has to be made with principal and interest charges (riba) on it. In Islamic 

law, using money as a commodity to create more money is prohibited. The bank should provide 

some service to earn its profits. As a comparison, traditional accounts of conventional banks 

charge interests while Islamic banks’ accounts offer profit or loss.  

Chapra (2006) defined the meaning of riba as increase, addition, expansion or growth. Modus 

operandi of riba theoretically refers to the ‘premium’ to be paid by the borrower to the lender 

(bank) along with the principal amount as a condition for the loan borrowing or an extension in 

its maturity. The prohibition of riba has been used in the Quran in verse 2:275 which states "God 

has allowed trade and forbidden Riba (interest)". This implies that fixing of profit on a loan 

borrowing in advance as a reward for waiting is not in accordance with the Shari’ah Law.   

The Quran has clearly drawn the line between trade and interest. In trading activities, the 

entrepreneur will make some profit and also face some losses. As for interest, any borrowing for 

payment made or underpayment on loan, the lender (bank) still makes a profit and additional 

profit for extra charges on late payment. This is considered as unlawful act in IBF and 

unacceptable according to of Islamic law. There is no doubt that the payment of something 

definite in return for something uncertain inflicts harm which might cause socioeconomic 

injustice and prejudice. In this context, The IBF provides the rules and framework on the financial 

system which are in-line with Al_Quran and also practices of Prophet Muhamad (PBUH). The 

main reason to avoid those activities that creates socio-economic justice such as practicing riba, 
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gharar and maysir, is to promote real economic activity, equitable distribution of wealth and 

financial stability.  

2.9 Maqasid Al Shari’ah and the Macro-Economic Variables related to House Prices in 
Islamic Finance   

   

Affordable housing highlighted in Islamic Finance is an important element for social justice. 

Price besides the other macro-economic factors on the issue of how affordable the society is, not 

only influenced by conventional macro-economic factors, but also by others such as 

transportation, environmental sustainability, urbanization, and social-economic wellbeing. The 

issues related to affordable home for middle income and lower-income groups are a main concern 

to the Malaysian government. The issues impacted on the legislation, planning for housing 

development, economic development as well as finding the right framework for reasonable social 

justice and wealth distribution among the society.  

To produce more affordable houses in Malaysia to meet the huge demand on this type of property, 

important information is required from macro-economic data available in Bank Negara Malaysia  

(BNM) as Central Bank, Department of Statistic Malaysia (DOSM), National Property 

Information Centre (NAPIC) and Khazanah Research Institute (KRI).    

In Islamic perspective, the macro-economy is not limited to focus on one issue in meeting the 

demand on affordable houses but it does relate to broadening issues such as masalahah of the 

ummah, which is one of the main priorities. By focusing on affordable houses to meet low- 

income and the middle-income groups it hoped that it can provide some solutions to the 

masalahah of the ummah, to promote benefits of the ummah as a whole and to prevent harms. 

Thus, the development of Maqasid al Shari'ah which offers solutions to the masalahah in other 

words is to achieve conformity or norms that implies to current issues of affordable housing.  
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There are three comprehensive categories on Maqasid al Shari'ah, concept of including 

daruriyyat (essentials), the hajiyyat (supporting) and the tahseeniyaat (embellishments). 

Daruriyyat focuses on safeguarding those that need to be protected and eliminate those that can 

be harmful to the community. The affordable housing issues, it does falls into daruriyyat 

(essentials) category because it involves the welfare of the society at large. The absence of this 

welfare may create chaos, hardship and struggle. Falling into the categories of daruriyyat 

(essentials) is crucial as it is a basic requirement of each individual and family unit to exist and 

function as normal human beings.    

  
  
  
  
  
2.10 Summary  

   

This chapter has covered a review of relevant literature regarding the topic determinants of house 

price. Meanwhile issues of providing affordable houses is discussed due to house price affect 

affordable houses. Discussion on the Maqasid Al Shari’ah in Islamic Economic Perspective and 

the macro-economic variables is necessary to highlight due to housing needs is the necessities 

falls under the daruriyyat (essentials).  The method being used for this study will be discussed in 

the next chapter.   
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CHAPTER THREE    

   

RESEARCH METHODOLOGY  

   

3.1 Introduction   

   

The methods and techniques to be used in this research are explained in this section. It is to fulfil 

the purpose of this study in finding the determinants of house price index to achieve the objectives 

of this study. Further, to achieve the objectives of this study this section discusses the type of 

data analysis that has been carried out.   

  

3.2 Conceptual Framework   

   

The conceptual framework is used to assist the researcher in identifying and constructing an 

overall view on the phenomenon to be investigated. It is arranged in a logical structure to provide 

a picture or visual display on how ideas in a study relate to one another (Grant and Osanloo, 

2014). Dickson and Emad (2018) added that the conceptual framework can be more specific and 

confine the ideas to utilize the findings and the outcomes of the research. Besides, it can be used 

as a logical process on the research inquiry.     

There are four variables identified which are the economic performance, household income, 

interest rates, and government policies. All of these variables are predicted to affect the house 

price index.  
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The conceptual framework is shown in Figure 1 as below:  

  

  

  

Figure 1: Conceptual Framework of the House Price Index.   

   

3.3 Hypotheses Development   

   

Based on research questions and research objectives, this study developed four hypotheses on the 

following macro-economic variables relationship with house price index.  
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3.3.1 Economic Performance and House Price Index    

Ting Xu (2016) examined the economic performance of the real estate industry in China and the 

findings show that economic performance and house prices are inter-related are significantly 

related with each other. Buying one or more houses represents individual wealth as a result of 

economic growth. According to Ting Xu (2016), the rapid growth of the country's wealth plays 

an important role in the growth of house prices of the real estate industry, especially the 

residential property. Shiau, Normaz and Chin, (2018) added that the effect of gross domestic 

product (GDP) on house prices in Malaysia can be higher and longer regardless of the short-term 

or long-term economic condition.  It is suggested that economic indicators measured by gross 

domestic product (GDP) is directly related to business growth in the building and property sectors 

together with labour force, population and income level (Copper et al. 1995). Husain, Rahman 

& Ibrahim (2011) also mentioned that the housing sectors in Malaysia is considered one of the 

determinants contributing to an increase in gross domestic product (GDP). In general, the 

movements in house prices are affected by the economic performance of a country.    

  

H0: There is no significant relationship between the economic performance and house price 
index in Malaysia   

   
H1:  There is a significant relationship between the economic performance and house price 
index in Malaysia  
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3.3.2 Household Income and House Price Index   

According to Tsatsaronis and Zhu (2004), GDP performance reflects directly in measuring 

household income such as unemployment rate instead of employment rate and wages. Evidence 

gathered showed that house price and household income are related to each other.  Ahmad Ariffin 

et al. (2010) analysed the relationship between demographic factors and affordable homes in 

Johor Bahru as a case study. The findings of the study show that marital status, education level, 

monthly income and number of households have a significant relationship with affordable 

housing price among the respondents. Using bivariate correlation analysis, the demographic 

factors have a strong correlation with affordable housing price.     

Henmen and Jones (2012) also mentioned   that affordable homes are concerned on household 

income together with housing costs. In another study, Yates (2008) provides an example that the 

housing affordability issue occurs because house prices increase much faster than the household 

income. In short, the cost of living squeezes the household income and to deter the households 

to purchase an affordable house.  

  

H0: There is no significant relationship between the household income and house price index 
in Malaysia   

   
H1: There is a significant relationship between the household income and house price index in 
Malaysia  
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3.3.3 Interest Rates and House Price Index   

A few studies have been conducted on Malaysia's housing market (Tan, 2010; Tan, 2008; Doling 

and Omar, 2012; Hui, 2013; Lean and Smyth, 2013; Hui, 2009; Ng, 2006). In his study, Tan 

(2010) empirically examined whether the growing trend in residential estate building is linked to 

the changes in the base lending rate and house price. Using annual information measured in real 

terms from the first quarter of 1991 through the second quarter of 2006, Hui (2013) discovered 

that housing prices in Malaysia are pro-cyclical with regards to actual and economic industries 

but counter-cyclical with regards to actual exchanges rates.    

Mansor et al. (2014) have indicated the existence of the strong long-term relationship between 

aggregated house prices in Malaysia and bank interest rates. According to his research, bank 

credit, especially the interest rate, was found to have low significant impact on short-run 

fluctuation in house prices. Bank credit has a positive long-run relationship with house price.    

H0: There is no significant relationship between the interest rates and house price index in  
Malaysia   
   
H1: There is a significant relationship between the interest rates and house price index in  
Malaysia   

   
   
  
3.3.4 Government Policies and House Price Index   

Shanmuga (2015) in his findings between house price and business confidence index (BCI) 

showed no strong relationship between those variables due to the fact that the property market is 

dominated by genuine house buyers. In other situation the speculation made by buyers or sellers 

in the market is more sensitive to Business Confidence Index (BCI).    
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Zafirah et al (2016) emphasized that the government should respond to the housing policy and 

subsidized housing scheme to cope with the housing affordability problem. The main variables 

– house price, house choice, and household income need to be taken into consideration in order 

to find the solutions of housing affordability problem.    

Abdul Rahman (2013) stated that affordable housing is not being fulfilled by the housing market. 

Housing policies are required from the government sector to ensure affordable housing in the 

housing market. According to Phang (2009) the housing regulation has a big implication on the 

housing market. The opportunists such as the housing speculators or housing investors will 

influence the house prices and adverse prevention on the property market can be deterred if the 

government sector formulate effective housing policies.     

   

H0: There is no significant relationship between the government policies and house price 
index in Malaysia   

   
H1: There is a significant relationship between the government policies and house price index 
in Malaysia   

   

   

3.4 Research Design    

   

This study is uses time series data for the period from Quarter 1 of 2010 up to Quarter 2 of 2018 

with a total of 34 observations. Four macro-economic variables to represent economic 

performance, household income, interest rates, and government policies are used in the study and 

are defined in the next subsection.  
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 The quantitative research method selected to analyze factors in determining house price index 

are thoroughly and derived after several steps. This is necessary for finding the best specification 

model for house price index.    

3.5 Operational Definitions of Variables   

Below is the operational definition of each variable used in the study.   

  
Variables  Definitions  

House Price Index   House price index (HPI) measures the price changes of residential 
housing, measured as a percentage change from some specific start date.   

Economic 
Performance   

Gross domestic product (GDP) reflects the market value of all final 
goods and services produced by a particular country at a specific period. 
Increasing GDP figure indicates economic growth while decreasing 
downward of the GDP figure shows an economic slowdown.  
 

Household Income   Employment rates (EMP) in Malaysia is a benchmark for measuring 
household income. Household income represents the combined earnings 
of all the individuals who share a particular household or place of 
residence. A household can be described as all individuals living in one 
unit of the house.   

Definition of all forms of income includes salaries and wages, rental 
income, pensions of retirement, government subsidies such as food 
stamps, zakat income, and other incomes.  

Interest Rates  Using the overnight policy rate (OPR) is the most appropriate factors as 
a useful pre-indicator for short-term rate motion. The interest rates are 
determined by Bank Negara Malaysia (BNM).  
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Government 
Policies 

The Bank Negara Malaysia (BNM) will increase or decrease the 
overnight policy rates interest rates as to balance the inflation and 
consumer debt over a while. This will relate to interest rates of 
consumers loans offered by various banks in Malaysia. Changes in 
Overnight Policy Rate (OPR) will be influencing the other interest rates 
including consumer rates and mortgages rates as well as deposit rate for 
the banks too.  
 
Government Policies refers to the policymakers on the current issues 
relating to the current scenario in Malaysia. Policymakers include central 
bank and government as the centralized regulators are giving the real 
mandate to determine the interest rates, regulating the economic policies, 
monetary liquidity, exchange rates, housing policy that giving a strong 
impact on the housing demand indirectly or directly to overcome serious 
issues that might prolong the negative impact on the economy condition. 
 

  
Table 3.1: Operational Definition of Variables.   

   

Based on the operational definition above, the Gross Domestic Product (GDP), Employment 

Rate (EMP), Overnight Policy Rate (OPR) and Business Confidence Index (BCI) are used as 

independent variables to be tested in this study.  

3.5.1 Housing Price Index (House Price Index)    

   
The House Price Index from 2010 to 2018 published by National Property Information Centre 

(NAPIC) which is calculated as the median house price over the median household income is 

used to measure the house price level in Malaysia.   

  
3.5.2 Economic Performance (Gross Domestic Product)    

   

The gross domestic product (GDP) is an indicator to determine the productivity of country's 

economic condition at the national level. According to Maclenna and Pryce (1996) the gross 
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domestic product (GDP) is the primary measure to represent financial circumstances. In a study 

by Landefeld, Seski and Fraumeni, (2008) it was stated that in the United State economy the 

gross domestic product (GDP) is used as a tool for accessing the economy productivity capacity, 

household spending on final goods and services used by government.    

To obtain the aggregate figure for the gross domestic product (GDP), the total market value of 

final goods and services made and produced and delivered in a particular country are calculated. 

The easy formula to calculate gross domestic product (GDP) is using total consumer, investment 

and government spending including the value of exports excluding the value of imports as 

referred by Hii, Latif and Nasir (1999).    

High GDP figure indicates a higher total amount of production and more labour power is required 

resulting in increased economic performance, purchasing power and household savings.   

   

3.5.3 Household Income (Employment Rate)    

   
The employment rate is crucial to identify the potential house buyers' ability to engage with home 

financing to purchase houses. Before a buyer purchases a house for own occupancy, the evidence 

of income received every month and employment status are required by any financial institutions 

for housing loan application. The eligibility of housing financing depends on the monthly income 

level and also long-term job security so that the buyers can serve the monthly payments to the 

financial institutions.  
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3.5.4 Interest Rates (Overnight Policy Index)    

   

The official interest rate as the benchmark in Malaysia is known as the Overnight Policy Rate  

(OPR) which is set every quarter by Bank Negara Malaysia (BNM). Usually, the changes in the  

OPR would have a direct or significant impact on the BR (Base Rate) over certain period of time.  

In this study, OPR is used as one of the variables that is expected to determine the house price in 

Malaysia.  

 

3.5.5 Government Policies (Business Confidence Index)   

 

To accurately examine the behaviour of the property market, it is imperative to compare the 

dynamic business confidence (as a measure of profit expectations) with several indicators from 

the industry itself. Since we cannot calculate a specific indicator for government policies, close 

indicator is chosen to reflect the overall performance of the market as well as the property 

behaviour or property movement that is dependent on government policies. The indicator 

selected is the Business Confidence Index, which is an economic indicator that measures the 

level of optimism or pessimism that business decision makers feel about the overall business 

prospects of their companies or organizations in Malaysia.  
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3.6 Measurement of Variables     

   

All the variables are collected from two different sources; the house price index is obtained from 

the National Property Information Centre (NAPIC) and the macro-economic variables are 

gathered from Thomson Reuters DataStream.  Even though the secondary data was extracted 

from two reliable sources, the available data does not involve further calculation manually.  

 The measurement of variables is summarized as follows:    

 

 
 

 Table 3.2: Measurement of Variables for House Price Index.   
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3.7 Data Collection Procedure   

   

 The data for this study is the secondary data collected from the DataStream provided by 

Thomson Reuters and also from the National Property Information Centre (NAPIC).   Quarterly 

data from National Property Information Centre (NAPIC) is used in this study for the dependent 

variable while quarterly data from Thomson Reuters DataStream database is used for the 

independent variables (macro-economic indicators).  

 To evaluate and analyse the data for accurate output the best method is using time series analysis 

for the quarterly data from 2010 until 2018, resulting in a total number of 34 observations. We 

are unable to gather more data earlier than 2010 because is it not available in the format required 

for this research so this is part of the limitation of study.   

  

3.8 Techniques of Data Analysis   

   

3.8.1 Model Specification   

   
The main focus of this research is to identify the factors that influence the house price index in 

Malaysia.   

The following is the equation to be used to analyse the relationship between the house price index 

and macro-economic factors:  

   

HPI = α+ β1 GDP + β2 EMP + β3 OPR - β4 BCI    
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HPI: Housing Price Index   

GDP: Gross Domestic Product   

EMP: Employment Rate   

OPR: Overnight Policy Rate   

BCI: Business Confidence Index   

   

The dependent variable is the house price index and it is regressed against the independent 

variables, namely economic performance, household income, interest rates, and government 

policies, each of which is proxied by corresponding variable in the equation shown above.  

  

3.8.2 Method of Data Analysis    

   

The data collected in this study is analysed using EViews Software Version 10. The methods 

used unit root test, correlation analysis, co-integration analysis, and variance decomposition 

analysis. Unit root analysis in this study is to test whether all the variables are stationary and do 

not possess a unit root. The result would be inaccurate if the series tested were non- stationary 

series. To test the presence of unit root, Augmented Dickey-Fuller (ADF) unit root test and 

Phillips Perron (PP) unit root test are used.   

Augmented Dickey- Fuller (ADF) and Philips Perron (PP) considered an advance test to correct 

the series that contains a unit root. Furthermore, Augmented Dickey- Fuller (ADF) is known to 

be the test that can sort the autocorrelation problem.  Correlation analysis can assess whether the 

variables are correlated with each other. The method used in this analysis is the Pearson 

Correlation. It is to measure the level of correlation to avoid a multi-collinearity problem that 
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might lead to inaccurate results. The range is from perfect positive correlation to perfect negative 

correlation as below:   

   

Table 3.3: Pearson Correlation Coefficient Relationship   

The strongest linear relationship is indicated by a correlation coefficient of -1 or 1 as for weakest 

linear relationship is indicated by a correlation coefficient equal to 0.   

Co-integration analysis is used to determine the significance of independent variables in the long 

run. The purpose of Co-integration analysis is to understand the significance level of internal 

factors and external factors towards house price index with other macro-economic variables.  

According to the Johansen procedure, there can be various co-integrating relationship however 

all the variables are endogenous and long-term parameter testing is feasible.   

The Vector Error Correlation Model (VECM) is used to estimate the short-term effect on the time 

series data. It also estimates the speed at which the dependent variable returns to the equilibrium 

and the impact of the independent variables on the dependent variable. That explains the co-

integrated relationship in short-run, and for the long run relationship, Johansen Co-integration 

analysis is employed  
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3.9 Conclusion    

 

For easy reference, the summary and purpose for each of the analysis are shown in the table 
below.   

 

Analysis  Method Used  Purpose  

Unit Root Analysis  Augmented Dickey Fuller   
(ADF) and Phillip Perron 
(PP) Method.  

To investigate if the selected 
data is stationary at the level 
of a difference.  
 

Correlation Analysis  Pearson Correlation Method  To distinguish if there is any 
multi-collinearity issue.  
 

Co- Integration 
Analysis  

Johansen Co-Integration 
Method   

To establish the possibility 
of a long-term relationship 
on each independent 
variable.  
 

Variance  
Decomposition  
Analysis  

Forecast Error Variance 
Decomposition Analysis  
(FEVD). Trace Test and 
Maximum Eigen Value Test 
is involved.  

To determine the short-term 
relationship between 
independent variables 
towards the dependent 
variable.  

Source: Baskaran a/l Meyappan (2017)   

  

Table 3.4: Summary of the Analysis  

 

  



34  
  

CHAPTER FOUR    

   

RESULT AND DISCUSSION   

   

4.1 Introduction  

   

This chapter discusses the results of the analysis conducted on the quarterly data of the dependent 

variable (house price index) and the independent variable discussed in the previous chapter. The 

first section provides the unit root analysis to see the stationarity of the sample in the quarterly 

data. The second section discusses the correlation analysis between dependent variables against 

independent variables. The third section presents the co-integration analysis results to discover 

the factors that contribute to the house price index in the long run. Finally, this chapter reports 

the variance decomposition analysis to determine macro-economic factors that significantly 

determine the house price index in the short run.  

  

4.2 Unit Root Analysis  

   

The time series variable is non-stationary in our unit root test and may possess a unit root. The 

null hypothesis is that a unit root is present in an autoregressive model through the use of the 

Dickey-Fuller test. Depending on which version of the test is used and generally stationary or 

trend-stationary, the alternative hypothesis is distinct.   

An analysis without testing the set of data especially on macro-economic for their stationary test 

may not give accurate result because the raw data might be influencing from various factors. 

Normally the stationary time series do not follow random walk process or movements can be 
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classified as predictable in the stationary time series. According to Stock and Watson (2011), the 

data series analysis showed the macro-economic time series contains unit root and these 

nonstationary series might not be giving accurate empirical results.  

The most common of economic time series data is not stationary but differencing and yields a 

stationary result. Using the right estimation and correct model, the test of stationery is crucial to 

meet the particular expectation. In this study, we might be testing the unit root before we proceed 

with the econometric analysis. As for the unit root test on all the variables involved, each of the 

variables will be established for unit root for discretely.  

The analysis shall be focusing on the two parts which are the Stat column and the Critical Value 

column to make the comparison on the null hypothesis and alternative hypothesis under 

Augmented Dickey-Fuller (ADF) and Phillips Perron (PP) for unit root test.   

To conduct testing for unit root and the general rule applies as below:  

General Rule for Stationary Test: -   
   

1. H0 is the null hypothesis which has a unit-root.   
   

2. H1 is the alternate hypothesis whereby it does not have a unit-root.   
   

   
The comparison of the value of the statistics (T-Stat) is compared to the relevant critical value 

(C.V) for the Dickey–Fuller Test as well as Phillips Perron (PP). The statistics value (Stat) less 

than the critical value (C.V), we reject the null hypothesis and conclude that no unit-root is 

present.  But if the value of the statistics (T-Stat) more than the critical value (C.V), we might 

not reject or failed to reject the alternative hypothesis and conclude that there is unit root is 

present. The ADF test does not directly test for stationarity but indirectly through the existence 
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(or absence) of a unit-root. Furthermore, ADF incorporates a deterministic trend (and trend 

squared), so it allows a trend-stationary process to occur.   

   

The summary of the output for unit root test under Augmented Dickey-Fuller (ADF) and Phillips 

Perron (PP) is as follows: -   

 

Variables ADF   ADF   PP   PP   ADF   ADF   PP   PP   

  Level       
 

First 
Difference               

  Intercept 
Intercept 
with 
trend 

  Intercept   
Intercept 
with 
trend 

  Intercept   
Intercept 
with 
trend 

  Intercept   
Intercept 
with 
trend 

  

HPI -0.79 *** -2.27 *** -1.34 *** -2.5 *** -4.05 * -5.04 * -6.34 * -7.17 * 

GDP -2.39 *** -2.47 *** -2.54 *** -2.5 *** -3.23 * -3.08 * -5.09 * -5.04 * 

EMP -1.88 *** -1.8 *** -1.84 *** -1.79 *** -5.01 * -4.95 * -5.33 * -5.26 * 

OPR -3.04 *** -3.1 *** -4.21 *** -3.81 *** -4.47 * -4.05 * -4.56 * -4.29 * 

BCI -4.87 *** -5.53 *** -4.19 *** -3.81 *** -9.01 * -8.96 * -8.48 * -8.61 * 

  
Note:  
*** 1% significance level  
** 5% significance level  
* 10% significance level  
  
 Table 4.1: The Summary Output for Unit Root Tests.   
   

Based on table 4.1, the results of the unit root for the five variables, namely HPI, GDP, EMP, 

OPR, and BCI are reported and the null hypothesis (H0) which has a unit root is not rejected at 

the level I (0).  

For the first difference, we can reject the null hypothesis (H0) that concludes unit root is removed 

thus, the series is stationary. Both test using ADF and PP critical value are compared with the T 

Statistic value. (Refer to the appendix). All variables are stationary in the first difference and it 
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is integrated of order one I (1). In conclusion, the series can proceed for Johansen Co-integration 

test to examine for long-run relationship.    

  

4.3 Correlation Analysis   

   

The main objective of correlation analysis is to examine if there is any perfect or exact linear 

correlation between each of the variables.    

  
Variable   HPI   GDP   EMP   BCI   OPR   

HPI   1.00000   0.56658   0.31035   0.03798   0.05816   

GDP   0.56658   1.00000   0.28551   -0.20909   0.39276   

EMP   0.31035   0.28551   1.00000   0.17627   -0.17916   

BCI   0.03798   -0.20909   0.17627   1.00000   -0.57765   

OPR   0.05816   0.39276   -0.17916   -0.57765   1.00000   
   

Table 4.2: Pearson Correlation Matric.  

  

From the above Table 4.2, is it shown that there is a positive and strong correlation between 

house price index (HPI) against all the macro-economic variables (GDP, EMP, BCI, and OPR). 

HPI shows a strong correlation of 0.56 with GDP. The correlation between HPI and EMP is 

moderate at 0.31. A weak correlation of 0.03 is reported between BCI and HPI. There are no 

perfect positive or negative correlation between the variables with the result showed that the 

correlation is between 0.56 and 0.03.   

In summary, the fact that HPI is positively correlated with GDP explains that when the better the 

economic performance improves, there will be an increase in house prices. There will be more 
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house supply due to the increase of GDP that will result in the household income to increase their 

savings to invest more in residential property.   

 

4.4 Co-Integration Analysis   

   

The co-integration test refers to the time series which the variances and the mean might vary over 

a while for non-stationary series.  Using the Johansen Co-Integration Test, the variables in our 

model can be tested on their long-run relationship. This is suggested by Enders (1996) on the 

possibility of the variable may not be moving together in short-run but moves along in the long 

run. As discussed in chapter 3, performing unit root test by differencing them in order one, 

satisfies stationarity of the series thus, we proceed with co-integration to see whether the series 

moving together in the long run.   

  Normalized Co-Integrating Coefficients   
   

  

HPI   GDP   EMP   OPR   BCI   
   

Trend    

1.00000   
   

- 0.02177   
   

(0.002666)   
   

-0.281584   
   

(0.73475)   

29.23008   
   

(36.7408)   

1.158581   
   

(1.29686)   

-11.3233   

   

Table 4.3: Johansen Test for Co-integration result.  

   
Table 4.3 reports that all variables (GDP, EMP, OPR, and BCI) co-integrates in long run thus, 

concludes the economic performance, household income, interest rates, and government policies 

move together in long run with house price index.  
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Regarding the above results, Thai-Ha Le (2015) examined on the behaviour of macro-economic 

shocks including labour force, consumer price index (CPI) and lending rate, that may influence the 

interactive long-run relationship between oil price and housing price. The findings of his study 

show can be concluded that the house price index in Malaysia has significant growth for the last 

decade due to the movement of oil price and the growth in the labour market in Malaysia.   

  

4.5 Forecast Error Variance Decomposition Analysis    

   

In this section, all the variables affecting the house price index in Malaysia using the 

macroeconomic indicators are shown as below.  

  
 Variance Decomposition of DHPI:           

 Period   S.E.  DHPI  DGDP  DEMP  DBCI  DOPR  

1  0.719  100  0  0  0  0  
2  0.832  76.455  7.432  12.233  2.239  1.642  
3  0.964  56.962  6.155  11.569  2.107  23.206  
4  1.133  64.418  6.355  10.850  1.563  16.813  
5  1.213  56.842  12.889  12.107  1.420  16.742  
6  1.298  54.282  11.664  14.758  2.037  17.259  
7  1.343  53.570  11.880  15.329  1.905  17.316  
8  1.385  50.327  11.356  16.563  3.299  18.455  
9  1.473  52.042  10.057  15.518  5.611  16.773  
10  1.497  50.555  10.785  15.056  5.571  18.032  

   

Table 4.4: Forecast Error of Variance Decomposition    
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Table 4.4 above shows the result of the short-run relationship between HPI and other 

macroeconomic variables. The results show that the OPR, DGP, and EMP report high 

significance level compared to BCI.  

In the short run, the OPR, EMP, and GDP are significant in determining the HPI. Whereas BCI 

contributes less which is at 5.571% to the HPI. The highest contributor is OPR at 18.032%. 

Another two variables, EMP is 15.056% and GDP is 10.785% respectively. This implies that the 

most important factor in determining house price index is interest rates (OPR) followed by 

household income (EMP) and economic performance (GDP).  

Shanmuga (2015) has conducted the variance error composition method (VECM) to analyse the 

relationship between house price index with other macroeconomic factors such as gross domestic 

products, business conditions, money supply, stock exchange (KLSE), bank lending rate and 

inflation for the period of 1999 to 2013.   

Ng (2015) used Dickey Fuller for unit root test, Johansen for co-integration test, VECM for 

variance decomposition test to study the gross domestic product per capita, total population and 

lending rates as selected factors affecting house price in Johor as a case study. The results showed 

that house price in Johor state is significant towards all the three independent variables chosen.   

Hanissah (2016) uses variance error composition method (VECM) to determine whether the 

housing affordability has a relationship with Islamic home financing in a short period in the 

analysis. Hanissah (2016) explained in her findings that interest rate (OPR) is suitable to study 

the real movement in economic activity using macro-economic data only.  
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4.6 Conclusion        

   

OPR is most significant independent variable for a short-run relationship due to the changes in 

interest rates giving real impact on the house price (HPI). When interest rate (OPR) is increasing, 

deposit will also increase and financial institutions will be focusing on the borrowing and lending 

activities. However, if the interest rates (OPR) decreases, the financial institutions will have less 

supply of money to lend out to the potential borrowers. The deposit rate is less attractive and 

there will be less supply of money preserved in the financial institution. This study is using the 

gross domestic product (GDP) as the yardstick for measuring economic growth and assessing the 

economic performance of Malaysia's economy. Therefore, there will be more job opportunities 

available in the marketplace and this will give an impact on the employment rates (EMP) on 

household income. It will increase the ability of households to buy a house and put aside a certain 

amount of money before purchasing a house.  
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CHAPTER FIVE  

   

CONCLUSION   

     

  

5.1 Introduction  

 

 This chapter will summarize the findings of the study followed by limitations and 

recommendations. Last but not least, this chapter ends with the conclusions. 

 

5.2 Discussion on Findings  

 

From this study, there is a strong relationship which inter-related house price index with interest 

rates. In general, the mortgage rates intend to increase when the economy is growing alongside 

chances the labour market where more job opportunities are available in the market. As noted 

throughout the study period, economic performance and household income are also considered 

as the primary macro-economic factors that influence house price index. However, government 

policies have less significant impact on the house price values in Malaysia.   

Recently, the changes in house prices have shown some deviation compared to previous studies 

possibly due to new housing development overbuilt, the investment risk and speculation risk in 

primary locations in Klang Valley especially Selangor and Kuala Lumpur. The reason why 

Malaysians are unable to afford a house due to rigid credit or strict lending rules from financial 

institutions. Nonetheless, the houses themselves are not affordable and buyers find it difficult to 
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get housing loan approval. The situation arises because of an expectation that the buyers financial 

condition is beyond their capacity to pay the monthly instalment.  

However, the best option is to rent a house could be short term alternative for the solution but in 

the long-term planning to buy houses for own occupancy could be the best solution to cope with 

house demand from population. The federal government is self-aware of the issue of house 

ownership. To make house prices within an affordable range, a committee has been established 

for monitoring the cost of construction and housing development. That proves that affordable 

housing remains the government's top priority for every state in Malaysia.  

  
5.3 Limitations of the Study   

The collection of data derives from National Property Information Centre (NAPIC) and Thomson 

Reuters on the DataStream are limited from Quarter 1, 2010 until Quarter 2, 2018 for the period 

of this study. The National Property Information Centre (NAPIC) shall be able to produce House 

Price Index from 2010 and much earlier year than that, the researcher is unable to gather the 

information because the data is not available in the system.  

The researcher is unable to get all the relevant data other macro-economic variables from Quarter 

3 and Quarter 4 for 2018 to be included in this study for further data analysis. The issue on the 

lagged house prices situation whereby the huge increases in house prices over a short period from 

previous house prices have a positive impact on changes in the house price index. This compares 

with the information before Quarter 1, 2010 when empirically irrelevant was revealed to be 

included in this study.  

  



44  
  

5.4 Recommendations  

   

Few recommendations can be considered to overcome the current issues on the housing 

affordability in Malaysia. Several alternatives by various agencies can be undertaken 

immediately before the housing market become serious issues to solve in the near future. 

Initiatives to ensure sufficient affordable housing need to be put on high priority, consistent with 

serving masalahah of ummah. The daruriyyat (essentials) concept where welfare needed for the 

betterment of society need to be upheld. Consistent with Jeffery and Xin (2017), they have 

proposed several initiatives to enhance government initiatives from various solutions.   

Government is currently has put major efforts to overcome problems on affordable housing by 

setting up a certain achievable target for affordable houses. Several agencies at the national level 

have been set up. However, too many institutions make the effort less efficient. The consolidation 

into a single entity shall enhance the effectiveness of affordable housing planning, 

implementation, and execution process into better management and prioritization.  

The first step should begin at higher-level management, where the single entity can leverage the 

embedded database to schedule affordable housing supplies throughout Malaysia. Once the 

planning is fruitful to cater to the needs of affordable houses then the state level shall be 

partnering with the higher-level management for the future. Singapore is the best example to 

describe affordable housing concept for example, from the Housing and Development Board 

(HDB) where they can build and supply affordable houses for Singaporean for a long period to 

cater total population.  
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5.5 Recommendations for Future Research   

 

For future research, it should be more focused on the implications of the number of affordable 

houses in Malaysia. If the data is available from private developers in Malaysia on the initiatives 

taken to provide affordable houses in the prime location especially in Selangor or Kuala Lumpur, 

it will be possible to gauge the performance of private developers in providing affordable houses 

in Malaysia.  

Focus area for the research shall be in terms of affordable houses in term of pricing, special home 

financing packages between developers and the local banks to help first-time house buyers in 

Selangor and Kuala Lumpur.  

The primary data collection from a survey or interview from a well-structured questionnaire is 

suggested produced for future study. Researchers can also focus on the economic factors that are 

influencing the effectiveness of the house price especially reviewing the current policies in 

incapacitating government national housing policy. The study should also include the regulation 

on the national housing policy towards future housing construction and housing development. 

Issues on the unsold houses, abandoned and delayed housing projects can also be used as case 

studies on residential property regulation in Malaysia.  

  
5.6 Conclusion  

   

This study provides evidence that selected macro-economic variables are having significant long 

run and short-run effects on the house price index. In term of the Islamic economic perspective 

relates to house is describes as daruriyyat (essential), promoting to solve masalahah of ummah 
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is essentials in this context of study.   The finding shows that all variables are co-integrated in 

the long run however, the government policies were less likely to affects house price in the short 

run. The strongest factor is the interest rates, followed by economic performance and household 

income.  Thus, in short-run government policies were less effective in determining house price 

while for a long run all these variables are important and very significant. Knowing that the 

interest rates and economic condition are playing important roles in determining house price, the 

government should play their roles in sustaining the economy of one country.  The needs to 

improve the supply of affordable housing has been recognized in last 10-15 years but still, some 

struggles to improvise the affordable housing market must start from the beginning in both state 

and federal governments.  The government must also take serious action or proactive measures 

to avoid recent issues on ‘Homeless Generation' due to issues highlighted in this study. If not, 

the lower and middle-income group including the younger generation in the future are unable to 

afford to buy their dream houses. Thus, it will lead to various social problems for Malaysia as a 

developing country.  
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APPENDIX A   

(Summary at Level – Unit Root Test)  

   

ADF PP

Intercept

HPI ADF Test Statistic -0.79     1%   Critical Value* -3.6576 HPI PP Test Statistic -1.34     1%   Critical Value* -3.6496

    5%   Critical Value -2.9591     5%   Critical Value -2.9558

    10% Critical Value -2.6181     10% Critical Value -2.6164

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept with Trend Intercept with Trend

ADF Test Statistic -2.27     1%   Critical Value* -4.2826 PP Test Statistic -2.50     1%   Critical Value* -4.2712

    5%   Critical Value -3.5614     5%   Critical Value -3.5562

    10% Critical Value -3.2138     10% Critical Value -3.2109

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

GDP ADF Test Statistic -2.39     1%   Critical Value* -3.6576 GDP PP Test Statistic -2.54     1%   Critical Value* -3.6496

    5%   Critical Value -2.9591     5%   Critical Value -2.9558

    10% Critical Value -2.6181     10% Critical Value -2.6164

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept with Trend Intercept with Trend

ADF Test Statistic -2.47     1%   Critical Value* -4.2826 PP Test Statistic -2.50     1%   Critical Value* -4.2712

    5%   Critical Value -3.5614     5%   Critical Value -3.5562

    10% Critical Value -3.2138     10% Critical Value -3.2109

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

EMP ADF Test Statistic -1.88     1%   Critical Value* -3.6576 EMP PP Test Statistic -1.84     1%   Critical Value* -3.6496

    5%   Critical Value -2.9591     5%   Critical Value -2.9558

    10% Critical Value -2.6181     10% Critical Value -2.6164

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept with Trend Intercept with Trend

ADF Test Statistic -1.80     1%   Critical Value* -4.2826 PP Test Statistic -1.79     1%   Critical Value* -4.2712

    5%   Critical Value -3.5614     5%   Critical Value -3.5562

    10% Critical Value -3.2138     10% Critical Value -3.2109

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

OPR ADF Test Statistic -3.04     1%   Critical Value* -3.6576 OPR PP Test Statistic -4.21     1%   Critical Value* -3.6496

    5%   Critical Value -2.9591     5%   Critical Value -2.9558

    10% Critical Value -2.6181     10% Critical Value -2.6164

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

intercept with Trend

 ADF Test Statistic -3.10     1%   Critical Value* -4.2826 PP Test Statistic -3.81     1%   Critical Value* -4.2712

    5%   Critical Value -3.5614     5%   Critical Value -3.5562

    10% Critical Value -3.2138     10% Critical Value -3.2109

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

BCI ADF Test Statistic -4.87     1%   Critical Value* -3.6576 BCI PP Test Statistic -4.19     1%   Critical Value* -3.6496

    5%   Critical Value -2.9591     5%   Critical Value -2.9558

    10% Critical Value -2.6181     10% Critical Value -2.6164

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

intercept with Trend

ADF Test Statistic -5.53     1%   Critical Value* -4.2826 PP Test Statistic -3.81     1%   Critical Value* -4.2712

    5%   Critical Value -3.5614     5%   Critical Value -3.5562

    10% Critical Value -3.2138     10% Critical Value -3.2109

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.
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(Summary at First Difference – Unit Root Test)    

 

    

ADF PP

HPI ADF Test Statistic -4.05     1%   Critical Value* -3.6661 HPI PP Test Statistic -6.34     1%   Critical Value* -3.6576

    5%   Critical Value -2.9627     5%   Critical Value -2.9591

    10% Critical Value -2.62     10% Critical Value -2.6181

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept n trend Intercept n trend

HPI ADF Test Statistic -5.04     1%   Critical Value* -4.2949 HPI PP Test Statistic -7.17     1%   Critical Value* -4.2826

    5%   Critical Value -3.567     5%   Critical Value -3.5614

    10% Critical Value -3.2169     10% Critical Value -3.2138

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

GDP ADF Test Statistic -3.23     1%   Critical Value* -3.6661 GDP PP Test Statistic -5.09     1%   Critical Value* -3.6576

    5%   Critical Value -2.9627     5%   Critical Value -2.9591

    10% Critical Value -2.62     10% Critical Value -2.6181

Intercept n trend

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept n trend

GDP ADF Test Statistic -3.08     1%   Critical Value* -4.2949 GDP PP Test Statistic -5.04     1%   Critical Value* -4.2826

    5%   Critical Value -3.567     5%   Critical Value -3.5614

    10% Critical Value -3.2169     10% Critical Value -3.2138

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

 

EMP ADF Test Statistic -5.01     1%   Critical Value* -3.6661 EMP PP Test Statistic -5.33     1%   Critical Value* -3.6576

    5%   Critical Value -2.9627      5%   Critical Value -2.9591

    10% Critical Value -2.62     10% Critical Value -2.6181

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept n trend

EMP ADF Test Statistic -4.95     1%   Critical Value* -4.2949 Intercept n trend

    5%   Critical Value -3.567 EMP PP Test Statistic -5.26     1%   Critical Value* -4.2826

    10% Critical Value -3.2169     5%   Critical Value -3.5614

    10% Critical Value -3.2138

*MacKinnon critical values for rejection of hypothesis of a unit root.

OPR ADF Test Statistic -4.47     1%   Critical Value* -3.6661 OPR PP Test Statistic -4.56     1%   Critical Value* -3.6576

    5%   Critical Value -2.9627     5%   Critical Value -2.9591

    10% Critical Value -2.62     10% Critical Value -2.6181

*MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept n trend Intercept n trend

OPR ADF Test Statistic -4.05     1%   Critical Value* -4.2949 OPR PP Test Statistic -4.29     1%   Critical Value* -4.2826

    5%   Critical Value -3.567     5%   Critical Value -3.5614

    10% Critical Value -3.2169     10% Critical Value -3.2138

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

BCI ADF Test Statistic -9.01     1%   Critical Value* -3.6661 BCI PP Test Statistic -8.48     1%   Critical Value* -3.6576

    5%   Critical Value -2.9627     5%   Critical Value -2.9591

    10% Critical Value -2.62     10% Critical Value -2.6181

*MacKinnon critical values for rejection of hypothesis of a unit root. *MacKinnon critical values for rejection of hypothesis of a unit root.

Intercept n trend Intercept n trend

BCI ADF Test Statistic -8.96     1%   Critical Value* -4.2949 BCI

    5%   Critical Value -3.567 PP Test Statistic -8.61     1%   Critical Value* -4.2826

    10% Critical Value -3.2169     5%   Critical Value -3.5614

    10% Critical Value -3.2138

*MacKinnon critical values for rejection of hypothesis of a unit root.

*MacKinnon critical values for rejection of hypothesis of a unit root.
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APPENDIX B   

(Correlation Analysis)   

   
Variable   HPI   GDP   EMP   BCI   OPR   

HPI   1.00000   0.56658   0.31035   0.03798   0.05816   

GDP   0.56658   1.00000   0.28551   -0.20909   0.39276   

EMP   0.31035   0.28551   1.00000   0.17627   -0.17916   

BCI   0.03798   
-  

0.20909   0.17627   1.00000   -0.57765   

OPR   0.05816   0.39276   -0.17916   -0.57765   1.00000   

 

  

APPENDIX C   

(Co-Integration Analysis)   
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Date: 07/09/19   Time: 16:05

Sample: 2010:1 2018:2

Included observations: 30

Test assumption: Linear deterministic trend in the data

Series: DHPI DGDP EMP DBCI DOPR 

Lags interval: 1 to 1

Likelihood5 Percent 1 Percent Hypothesized

EigenvalueRatio Critical ValueCritical ValueNo. of CE(s)

0.834161 110.9435 68.52 76.07       None **

0.585401 57.04125 47.21 54.46    At most 1 **

0.447332 30.62797 29.68 35.65    At most 2 *

0.305618 12.83805 15.41 20.04    At most 3

0.061246 1.896059 3.76 6.65    At most 4

 *(**) denotes rejection of the hypothesis at 5%(1%) significance level

 L.R. test indicates 3 cointegrating equation(s) at 5% significance level

 Unnormalized Cointegrating Coefficients:

DHPI DGDP EMP DBCI DOPR

0.019098 -0.00042 0.005378 0.022126 0.55823

0.247716 -0.00045 -0.01324 -0.00623 -0.76699

0.035858 -0.00088 -0.00389 -0.00548 2.534968

-0.04419 -0.00282 0.086618 -0.01434 0.354248

-0.04695 0.00041 0.099989 0.000504 0.918785

 Normalized Cointegrating Coefficients: 1 Cointegrating Equation(s)

DHPI DGDP EMP DBCI DOPR C

1 -0.02177 0.281584 1.158581 29.23008 -11.3233

-0.02666 -0.73475 -1.29686 -36.7408

 Log likelihood-354.353

 Normalized Cointegrating Coefficients: 2 Cointegrating Equation(s)

DHPI DGDP EMP DBCI DOPR C

1 0 -0.08382 -0.13246 -6.02746 3.579648

-0.08575 -0.15233 -3.77321

0 1 -16.7837 -59.3004 -1619.46 684.5245

-23.7486 -42.1899 -1045.05

 Log likelihood-341.146

 Normalized Cointegrating Coefficients: 3 Cointegrating Equation(s)

DHPI DGDP EMP DBCI DOPR C

1 0 0 0.150972 -13.0795 0.32241

-0.62258 -13.9043

0 1 0 -2.54555 -3031.55 32.29399

-99.3309 -2218.39

0 0 1 3.381541 -84.1347 -38.8609

-7.68991 -171.741

 Log likelihood-332.252

 Normalized Cointegrating Coefficients: 4 Cointegrating Equation(s)

DHPI DGDP EMP DBCI DOPR C

1 0 0 0 -13.8037 0.243395

-13.0316

0 1 0 0 -3019.34 33.62628

-2574.87

0 0 1 0 -100.357 -40.6307

-98.167

0 0 0 1 4.797332 0.523378

-43.3132

 Log likelihood-326.781
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APPENDIX D   

(Vector Error Correction Model Analysis)   

 
Variance Decomposition of DHPI:    

 Period S.E. DHPI DGDP DEMP DBCI DOPR 

1 0.718896 100 0 0 0 0 
2 0.832 76.455 7.432 12.233 2.239 1.642 
3 0.964 56.962 6.155 11.569 2.107 23.206 
4 1.133 64.418 6.355 10.850 1.563 16.813 
5 1.213 56.842 12.889 12.107 1.420 16.742 
6 1.298 54.282 11.664 14.758 2.037 17.259 
7 1.343 53.570 11.880 15.329 1.905 17.316 
8 1.385 50.327 11.356 16.563 3.299 18.455 
9 1.473 52.042 10.057 15.518 5.611 16.773 

10 1.497 50.555 10.785 15.056 5.571 18.032 
Ordering: DHPI DGDP DEMP DBCI DOPR  

       

Variance Decomposition of DHPI: 
 Period S.E. DHPI DGDP DEMP DBCI DOPR 

1 0.719 100 0 0 0 0 
2 0.832 76.455 7.432 12.233 2.239 1.642 
3 0.964 56.962 6.155 11.569 2.107 23.206 
4 1.133 64.418 6.355 10.850 1.563 16.813 
5 1.213 56.842 12.889 12.107 1.420 16.742 
6 1.298 54.282 11.664 14.758 2.037 17.259 
7 1.343 53.570 11.880 15.329 1.905 17.316 
8 1.385 50.327 11.356 16.563 3.299 18.455 
9 1.473 52.042 10.057 15.518 5.611 16.773 

10 1.497 50.555 10.785 15.056 5.571 18.032 

Ordering: DHPI DGDP DEMP DBCI DOPR    
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