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Property NEUTRAL
The Spotlight Remains at Affordable Housing >

By Clement Chua | clement.chua@kenanga.com.my

We maintain our NEUTRAL stance. We remain cautious on the property sector due to
oversupply, high household debt, elevated interest rates and weakened consumer
sentiment, which could further be dampened by escalating living costs. There is optimism
in the Johor property market fuelled by the Special Economic Zone initiative and seamless
public transport connectivity upon the completion of the Johor Bahru-Singapore Rapid
Transit System in 2026. Although developers continue to tread cautiously, we see a bright
spot in the affordable housing segment and developers that have strong foothold in
matured townships. Our sector top pick is MKH (OP; TP: RM2.11) given their focus on
affordable units priced below RM500Kk.

Multiple challenges. We continue to hold a neutral stance on the sector's outlook, despite the ongoing challenges posed by
oversupply, high household debt, elevated interest rates, and diminished consumer sentiment resulting from high inflation
and escalating cost of living. Amidst these challenges, there are notable shifts and improvements within the sector,
particularly in the reduction of overhang units and the focus on affordability in residential developments.

According to BNM’s latest data as of Jan 2024, industry approval rates appear to have eroded notably to 40.0% (Dec 2023:
43.4%; Dec 2022: 43.5%). That said, we gathered the January readings are typically lower as banks may be more selective
with their early-year admissions. There has also been a gradual rise in overall applications possibly fuelled by the influx of
affordable home products which are more assessable to the wider market. We opine that subsequent approval readings may
only range bound between 40%-45% (being the recent years’ average) as the abovementioned inflationary pressures could
invite delinquencies should loan approvals become more lenient. On the other hand, household debt-to-GDP readings of
84.2% in 2HCY23 (81.0% in 2HCY?22) is lower than pre-pandemic levels of ¢.88%. While the rise could be attributed to
higher average interest rates, the rising inflow of mortgage books may also contribute to the increase.
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Overhang and Unsold Under Construction Household Debt-to-GDP
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A reduction in overhang units, with a trend towards affordable housing. NAPIC's latest data for CY23 reveals a
reduction in total overhang units, with the number standing at 121,568 (CY22: 142,475 units) and concentrated in Kuala
Lumpur, Johor, and Selangor. Notably, 61% of newly launched residential properties are priced below RM500k, signaling a
growing preference for affordable housing options. Meanwhile, developers are adapting to market dynamics, offering a mix
of products with a heightened emphasis on affordability to cater to first-time house buyers and align with shifting consumer
preferences which are partially inclined by ongoing economic uncertainties.

4QCY23 Property Market Overhang (Units)

Region Overhang Unsold Under Construction Total Overhang &
Unsold Under
Residential Service Total Residential Service Total Construction
Apartment Apartment
Johor 4,228 11,710 15,938 4,817 4,722 9,539 25,477
Kuala Lumpur 3,535 4,806 8,341 6,128 8,974 15,102 23,443
Selangor 3,405 2,065 5,470 6,068 6,774 12,842 18,312
Perak 4,598 0 4,598 6,841 234 7,075 11,673
Penang 3,001 311 3,312 5,093 453 5,546 8,858
Sabah 2,068 0 2,068 3,928 0 3,928 5,996
Negeri Sembilan 1,177 1,348 2,525 1,978 546 2,524 5,049
Sarawak 1,728 80 1,808 3,583 304 3,887 5,695
Pahang 492 80 572 1,845 1,448 3,293 3,865
Melaka 532 24 556 3,123 340 3,463 4,019
Kelantan 360 225 585 3,342 0 3,342 3,927
Kedah 199 0 199 3,090 0 3,090 3,289
Terengganu 308 92 400 445 0 445 845
Putrajaya 137 84 221 424 0 424 645
Perlis 6 0 6 338 0 338 344
Labuan 42 0 42 89 0 89 131
Total 25,816 20,825 46,641 51,132 23,795 79,927 121,568

Source: NAPIC, Kenanga Research

Over the last two years, there has been a gradual but consistent increase in sales, indicating a market that is growing
moderately rather than aggressively. The expanding demographic of young people also suggests a rise in first-time house
buyers, injecting momentum into the housing sector. Government initiatives specifically tailored to support house buyers
offer prospects for a more balanced market, fostering accessibility and stability, which provides confidence to buyers,
sellers, and investors, reducing uncertainty and the risk of significant financial losses associated with volatile price
movements. Nonetheless, amidst these positive trends, challenges persist as the cost of living continues its upward
trajectory while incomes remain stagnant.

Outlook. Looking ahead the sector is expected to maintain its focus on affordability, driven by factors such as population
growth, urbanization, and increasing demand for reasonably priced units. Transit-oriented developments are likely to gain
traction, particularly in the Klang Valley, as buyers seek convenient commuting options. Despite facing ongoing challenges,
like economic shifts and regulatory changes, the sector is showing resilience and adaptability.

Johor property market: Caution. There is optimism in the Johor property market fuelled by the Special Economic Zone
initiative and seamless public transport connectivity upon the completion of the Johor Bahru-Singapore Rapid Transit
System in 2026. We believe it will take a lot more than these to transform Johor Bahru into a thriving world-class metropolis
that could draw in large population both from other parts of Malaysia and across the Causeway. Our field checks show that
developers there continue to tread cautiously as it takes time for these developments to translate into actual sales for the
developers.

Top Pick. Our favorite within the sector is MKH as we maintain a favorable perspective because of their emphasis on
providing affordable homes priced below RM500k and their distinctive transit-oriented developments are expected to
continue drawing interest from potential buyers. Additionally, the group's nearly net-cash position offers robust flexibility
regarding its financing options, especially in the event of potential expansion in their primary business segments.
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Peer Table Comparison

PER (x) - Core Net. Div. Net Div

Dol Earnings FEY () (sen) Yid

Shariah  Current Core EPS (sen) Core EPS Growth

Rauny st (R(,:\;‘Fr’n) Compliant  FYE 1-Yr. 2-Yr. 1-Yr. 2-Yr., 1-Yr. 2-Yr. 1-Yr., 1-Yr. 1-Yr.
Fwd. Fwd. Fwd. Fwd. Fwd. Fwd. Fwd. Fwd.

PROPERTY DEVELOPERS

ECO WORLD DEVELOPMENT GROUP uUprP 1.51 1.20 -20.5% 4,446.0 Y 10/2024 9.7 10.0 5.2% 3.6% 15.6 15.0 0.9 5.9% 6.0 4.0%
101 PROPERTIES GROUP BHD UpP 2.16 1.75 -19.0% 11,893.3 N 06/2024 141 14.4 23.5% 2.0% 15.3 15.0 0.5 3.4% 4.5 2.1%
MAH SING GROUP BHD UP 1.28 111 -13.3% 3,192.2 Y 12/2024 9.4 10.1 5.7% 8.0% 13.7 12.6 0.8 6.0% 4.0 3.1%
MKH BHD OoP 1.40 211 50.7% 808.4 Y 09/2024 18.0 20.1 41.8% 11.2% 7.8 7.0 0.4 5.3% 6.0 4.3%
S P SETIA BHD MP 1.43 0.800 -44.1% 6,611.4 Y 12/2024 5.9 6.1 16.0% 2.7% 24.2 23.6 0.4 1.9% 515 3.8%
SIME DARBY PROPERTY BHD OoP 0.960 0.840 -12.5% 6,528.8 Y 12/2024 6.0 6.4 1.7% 7.5% 16.1 15.0 0.6 3.9% 3.0 3.1%
SUNWAY BHD UP 3.49 251 -28.1% 19,608.4 Y 12/2024 14.6 14.7 26.0% 1.2% 24.0 23.7 1.3 6.0% 6.0 1.7%
UOA DEVELOPMENT BHD MP 1.90 1.79 -5.8% 4,731.8 Y 12/2024 10.6 10.4 19.3% -2.1% 17.9 18.3 0.8 4.5% 6.5 3.4%
SECTOR AGGREGATE 57,820.2 17.3% 3.1% 18.3 17.7 0.7 4.6% 3.2%

Source: Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%

Sector Recommendations***

OVERWEIGHT : A particular sector’s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than -5%

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to
the specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies. Kenanga Investment
Bank Bhd being a full-serviced investment bank offers investment banking products and services and acts as issuer and liquidity provider
with respect to a security that may also fall under its research coverage.

Published by:

KENANGA INVESTMENT BANK BERHAD (15678-H)
Level 17, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my Email: research@kenanga.com.my
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