
COVER STORY
FRIDAY 5 JUNE 2020 0504

COVER 
STORY

FRIDAY
5 JUNE 2020

Changing 
the mindset

By VIKTOR CHONG 
viktorchong@thestar.com.my
And JOSEPH WONG 
josephwong@thestar.com.my 

THIS has been a sore topic for property 
developers, buyers and investors for 
decades since its enactment in the 
1970s under Malaysia’s New Economic 

Policy (NEP).
 To compound matters further, state 

authorities are given full control over land 
matters except for federal territories. Hence, 
Bumiputera quota regulations fall under the 
state government’s jurisdiction, which differs 
from state to state.

 In some states, the discounts are at 15%, 
and the allocation can be at 60%. For example, 
Selangor has one of the highest allocations 
with 60% for low-cost commercial units, 50% 
for other commercial units, 50% for low-cost 
industrial units and 40% for other industrial 
units. For residential property, there is no 
fixed allocation as it depends on the state’s 
discretion.

 The discount is 7% for residential property 
and 10% for commercial and industrial 
properties except for low-cost units.

 In contrast, the discount is pegged at 
5% for Kuala Lumpur and developers are to 
allocate 30% of residential or commercial 
property to Bumiputeras.

 Given that most of Malaysia’s population 
comprise of Malays and Bumiputeras, why has 
this become an issue? Home buyers want to 
buy a place to live in while investors want to 
make money off their investments.

 A chunk of the negative perception of 
Bumi units is due to the exit strategy, in that 
the market generally is of the contention that 
non-Bumi units fetch a higher price. 

 

A matter of perception
Given that the Bumiputera buyer is already 
given a sizable discount, this helps offset the 
difference in appreciation between non-
Bumi lot and a Bumi one. A Bumi lot will also 
appreciate in value albeit not as high as the 
non-Bumi one but buyers and sellers must 
remember the discount given. 

 For example, a RM500,000 non-Bumi 
unit has seen an increased value of 20% 
sold at RM600,000 after five years, giving the 
owner a gross profit of RM100,000. Assuming 
a Bumi unit was sold at RM550,000 (15% 
appreciation), at the initial discount of 7%, 
the property was bought at RM465,000 still 

Should the units be released for sales in the open 
market, it will also assist in creating cash flow for 
developers, said Soam.

“When developers are free to sell in the open 
market from day one, it moves the cash flow 
faster and the market becomes efficient,” said Loh

“To reduce the national overhang figures, Bumi 
units in places where there is little demand from 
Bumi buyers should be released,” said Geh.

If there are no restrictions 
within the title of the property, 
the owner should have little 
difficulty selling the property to 
a non-Bumiputera purchaser, 
said Tan.

gives the Bumiputera buyer a gross profit of 
RM85,000.

 Given that the Bumiputera buyer would 
have paid less interest, lower monthly 
instalments and a lower 10% deposit, the 
amount would have added up over five 
year, further narrowing the difference 
between the gross profit made by the 
non-Bumiputera buyer (see page 2 for 
more details).

 Moreover, in an area where the 
population is dominated by Bumiputeras, 

finding a buyer is easier. 
 Some of the reasons why Bumi units 

are less saleable relate back to the interplay 
between demographic factors and the 
Bumi quota. For areas such as Shah Alam, 
Ampang, Datuk Keramat and Gombak, Bumi 
units enjoy good performance due to the 

predominant Malay population. 
 On the other hand, areas with a 

Chinese majority like Kepong, Puchong, 
Cheras and Semenyih, developers have 
a harder time to clear off their Bumi 

stocks. Hence, the minimum 30% Bumi 
quota may be insufficient in a Bumiputera 
majority area, while this policy can create 
an overhang situation in places where there 
is little demand from Bumiputera buyers. 
Matching the Bumi quota with the availability 
of Bumiputera buyers is a tricky balance.

 All this is intensified by a series of 
unfortunate events that worsen the image of 
Bumi lots, especially with the overhang issue.

 

Hiccups in the 
economy
The economic downturn exacerbated the 
current overhang situation in the property 
market. And the ongoing Covid-19 pandemic 
threat has not helped matters. Hopes 
of having foreign buyers to alleviate the 
oversupply may also be dashed, now that the 
world is moving into a recessionary stage.

 On the local field, the overhang and 
unsold situation took an upturn in 2019, 
with a total of 30,664 overhang units worth 
RM18.82bil, decreasing by 5.1% in volume 
and 5.2% in value against 2018 figures 
(32,313 units worth RM19.86bil). These prior 
gains are encouraging, but the foreseeable 
year may see a slowdown that will build up 
the overhang stocks.

 According to Real Estate and Housing 
Developers Association Malaysia (Rehda) 
president Datuk Soam Heng Choon said 
Bumi units contribute to an estimated 40% of 
the total residential property overhang units 
in Malaysia.

 He explained that the unsold Bumi units 

are an additional cost upon the developer 
and it will eventually be passed down to 
the property purchasers. Developers need 
to maintain the overhang stocks and these 
capitals are also being locked down.

 On the other hand, the overhang 
dilemma has always been around for years. 
The only difference is that the numbers grew 
to a big amount in 2018, and reduced slightly 
last year. Many property stakeholders are 
confident that it all boils down to demand 
and supply. As long as property developers 
do not overbuild, the issue of the overhang 
will eventually balance out. 

 “If the developments are situated in 
locations where the demand is largely 
formed by non-Bumiputeras, the opening 
up of the Bumi lots will help to prevent the 
spike of property prices as more supplies 
are available to the market,” said Malaysian 
Institute of Professional Estate Agents and 
Consultants (MIPEAC) president Francis 
Loh Soon Park. Product-wise, Loh said 
studios and one-bedroom units experience 
resistance from Bumiputera buyers as a 
Bumiputera family size is often bigger than 
other ethnic groups.

 But there is a silver lining as there 
is a trend for couples to marry at a later 
stage of their lives, particularly among the 
Generation Y (Gen Y). Millennials, as they are 
often referred to, will find the smaller units 
preferable and this demand should help 
reduce the overhang.

 FIABCI Malaysian Chapter president 
Michael Geh said Bumiputera buyers also 
have a preference towards non-Bumi units as 

they may want to resell to Non-Bumiputeras. 
Without the influence of red tapes, non-
Bumi units usually enjoy a higher demand 
compared to their Bumiputera counterparts, 
and hence, register a better rate of capital 
appreciation. But for Bumiputera buyers 
intending to purchase a home for their own 
stay,  the lower price of a Bumi unit can be 
attractive.

 

Higher rental yields
Similarly, Bumiputera investors can also make 
use of the lower price to their benefit. There is 
a strong advantage for Bumi units when used 
to generate income through the rental market, 
as they have a higher rental yield due to the 
discounted price. 

 There is no rental price difference between a 
Bumi unit and a non-Bumi unit. It all depends on 
how the unit is packaged. A fully furnished unit 
will naturally command a higher rental than one 
that is unfurnished.

 With regards to the unsold Bumi units, states 
like Penang, Perak and Selangor have a clear cut 
automatic mechanism allowing their release to 
Non-Bumiputera buyers. One way to reduce the 
property overhang in the country is to have an 
automatic Bumi units release mechanism in each 
state, Soam said.

 In Perak, for example, the first 50% of the 
Bumi quota can be released when the physical 
construction of the project has achieved 30%, and 
that 60% of the non-Bumi lots have been sold. 
The balance 50% of the quota can be released 
after physical construction has reached 80%, and 
90% of the non-Bumi lots have been sold.

Lots of bureaucratic 
hoop jumping
In other states, developers have to apply for 
the release of the units, and approval from 
local authorities can be a tedious process. 
For example, developers have to prove to 
the authorities that they had performed 
every reasonable means to get the Bumi 
lots for sales, such as advertisements, 
promotions, special discounts and the usage 
of Bumiputera specialised agencies. If the 
Bumi lot is still unsold after a certain period, 
then they can be released. Regardless of 
whether it is an automatic or manual release, 
developers will need to pay a levy fee which 
varies accordingly. 

 Loh said that the opening of overhang 
Bumi lots for sale would further benefit the 
government and public while stimulating the 
economy as a whole. “More job opportunities 
will be created to facilitate the sale 
transactions. For example, legal firms and 
lawyers will be able to earn fees by providing 
legal services for such transactions,” he 
explained. 

 Similarly, valuation firms and valuers will 
be able to generate fee revenues by providing 
valuation services. Local authorities can also 
collect the stamp duties earlier to put the 
government in a better cash flow position. 
Loh pointed out that developers would also 
have healthier cash flows to pay off their 
contractors in a timely fashion. 

 If there are no restrictions within the 
title of the property, the owner should have 
little difficulty selling the property to a non-
Bumiputera purchaser, said Tan.)

 For the secondary market, Chur 
Associates managing partner Chris Tan said in 
theory, a Bumiputera owner intending to sell 
his property to a Non-Bumiputera purchaser 
should not be of concern. In reality, it will 
be prudent to check the title of the property 
for any restrictions. If there are restrictions 
specifically mentioning that the property can 
only be transferred to another Bumiputera 
individual, then the owner has to apply for 
consent to transfer to the relevant authority.

 “This is a policy consideration, rather than 
a matter of law. The discretion is most often 
with the approving authority, and no reason 
needs to be provided for the decision,” 
said Chris Tan. In the event a proper title 
to the property has yet to be issued, it 
would be prudent for both the buyer and 
seller to consult the developer in charge 
for any potential hindrance in facilitating a 
transaction. 

“More job opportunities will be created to 
facilitate the sale transactions. For example, 
legal firms and lawyers will be able to earn 
fees by providing legal services for such 
transactions.  
– Loh Soon Park

What will it take to switch the negative view of Bumi lots to positive ones?


