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Abstract

Shelter is primarily characterized as a housing necessity, which is an essential component of Maslow's Hierarchy of Human Needs. Housing development
levels have been suggested as a metric for a country's socioeconomic stability. Despite its significance for human well-being, there appears to be a problem
with home affordability. This scenario is convinced to derive from the mismatch between market affordability and housing selling prices, especially in
Malaysia. Residential Transaction Data reported by NAPIC in Q1 2024, 53.1% of consumers demand residential prices ranging below RM300,000.
However, the average house prices recorded in Sarawak for Q4 2024 are RM415,936, with Sibu recording the highest house prices, followed by Miri and
Kuching, respectively. Consequently, houses sold in Sarawak are categorized as severely unaffordable. Hence, this calls for research to debunk the total
development costs for housing development in Sarawak, namely the land, hard, and soft costs. By doing so, it will reveal the composition of the cost
components of housing development costs in Sarawak as well as the corresponding transaction costs. This will determine which housing development cost
components with the highest costs within the three main components (land, hard and soft cost). The findings will be correlated with the costs of housing
development in Peninsular Malaysia. By assessing the similarities and differences between Sarawak's and Peninsular Malaysia’s cost components
distribution, it will lead to producing evidence-based insights that are both diagnostic and prescriptive, derived from all the data gathered. Such information
is crucial for assisting policymakers and regulatory bodies in assessing the impacts of the regulatory framework monetarily.
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H1.0 INTRODUCTION

Shelter is still primarily characterized as a housing necessity, although identified by Maslow's Hierarchy of Human Needs in 1934
(Maslow, 1934) but still relevant until today. In addition to the basic human needs, a country’s socioeconomic stability was measured
according to the level of housing development within a country (Nasir et al., 2023; Zainuddin et al., 2022). Hence this reflects the
importance of housing’s ownership in all countries. Sadly, despite its significance to the human well-being, there appears to be a problem
with home ownership. This scenario is convinced to derived from the mismatch between market affordability and housing selling prices,
especially in Malaysia (Musaddad et al., 2023; Tobi et al., 2020; Ministry of Local Government Development, 2019). This is evident from
the Residential Transaction Data reported by NAPIC in Q1 2024, where 53.1% of consumers demand residential prices ranging below RM
300,000 when houses are sold more than the RM 300,000.00 threshold. This is again supported by the report prepared by NAPIC, where
the average house prices recorded in Sarawak for Q4 2024 are RM415,936, with Sibu recording the highest house prices, followed by Miri
and Kuching, respectively. Due to this, Sarawak’s housing market are categorized as severely unaffordable according to the median
multiple formula which compares median house price to median household income (NAPIC, 2024; Ministry of Finance Malaysia, 2020).

Hence, this paper aims to debunk the unaffordable housing crisis in Sarawak by demystifying the total development cost components
of housing developments in Sarawak by analyzing its three main cost components: hard costs, soft costs, and land costs, as well as the
corresponding transaction costs. This research will itemize the cost components and compare the components with the Peninsula’s
perspective. By referring to the itemized cost components and distribution produced by the proposed cost model, the industry parties,
legislators, and valuation authorities, such as the Land, Planning and Valuation Branch of Jabatan Tanah dan Survei Sarawak, Jabatan
Penilaian dan Perkhidmatan Harta (JPPH) Negeri Sarawak and Ministry of Public Health, Housing and Local Government, will be able to
assess the cost distributions in conventional housing developments with regards to its main components (land, hard, soft) and transaction
costs, as well as assessing the monetary implications derived from the housing development regulation and economic activities.
Consequently, a more efficient and coherent housing policies can be formed to successfully address the crisis of unaffordable housing in
Sarawak.
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H2.0 LITERATURE REVIEW
2.1 Housing Development Economics in Malaysia

Development economics is a critical aspect of the housing development process, encompassing various elements that contribute to the
overall financial framework of a project (Hassan et al., 2021; Jetta et al., 2018; Osmadi, Kamal, Hassan, et al., 2015; Osmadi, Kamal,
Kamal, et al., 2015). It provides a comprehensive overview of the expenses involved in bringing a residential project from conception to
completion in order to assess project’s viability. Hence, understanding these costs and the corresponding risks are essential for stakeholders
as each category of cost contributes to the overall Gross Development Cost (GDC) and plays a crucial role in determining the project's
profit and to facilitate informed decision-making throughout the development phases.

Previous research attempted to itemize and quantify the Malaysian housing development costs, but the results have varied because of
demographic in sample size and methodology. According to Foo (2018; 2020) which analyzed the composition of the development costs
for a single case study of a residential unit has found that the cost composition accounted for 45% hard costs, 15% soft costs, and 20% land
costs, with 20% investor profits. This finding is crucial to reflect the monetary implications from the whole housing development process
and activities.

First, Hard Costs which usually contribute the highest cost distribution represent the tangible expenses directly associated with the
construction of the building. These costs typically include expenses related to materials, labor, and equipment necessary for the physical
construction of the residential units. Examples of hard costs are the costs of concrete, steel, roofing, plumbing, electrical installations, and
site preparation. Given that hard costs usually account for the largest share of GDC, effective management and control of these costs are
vital to ensuring the project's overall budget is adhered to (Keup, 2022; Neenu, 2022; Construction Industry Development Board Malaysia,
2021; Ahmad, 2011).

Secondly is the Soft Costs, where in contrast, encompass indirect expenses that are not directly tied to the physical construction of the
building but are nonetheless essential for the project’s completion. These costs include fees for professional services such as architecture,
engineering, legal consultations, and permits, as well as costs for insurance and project management. While soft costs typically represent a
smaller portion of the GDC compared to hard costs, their cumulative effect can still be substantial and should not be disregard (Keup,
2022; Thompson, 2022; Ahmad, 2011).

Next, Land Costs refer to the expenses associated with acquiring the land on which the residential project will be developed. This
category includes not only the purchase price of the land but also any costs related to site preparation, zoning, and environmental
assessments. Given the fluctuations in real estate markets, land costs can vary significantly based on location as well as market demand
and supply, often constituting a considerable share of the overall development costs (Saltler, 2020; Boon et al., 2018; Ahmad, 2011).

Lastly, the Profit Margin is an important metric that reflects the financial gain anticipated from the project once all costs are
accounted for. While the specifics of profit margins can sometimes be classified as private and confidential, they are crucial for
stakeholders to understand the financial viability of the project. The profit margin is influenced by the interplay between hard, soft, and
land costs, as well as market conditions and demand for the completed residential units. Accurately estimating the profit margin is essential
for attracting investment and ensuring the long-term success of the housing development (Ahmad, 2011).

The three main cost elements with their respective development cost components are further outlined comprehensively in Figure 1,
showing its distribution with its yardstick, cost classification, and cost distribution:
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Figure 1 Typical Property Development Cost Components
(Source: Mustapa et al., 2023; Foo, 2018; 2020; Ahmad, 2011)
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Yet, according to a more thorough analysis by a research grant that successfully examined 58 case studies, hard costs accounted for
67.24% of the total development costs, while soft costs and land costs made up 14.53% and 18.23% respectively (Mustapa et al., 2023).
These findings imply that the primary component of housing development costs continues to be the hard costs, which comprise of labor,
materials, and building expenditures (Construction Industry Development Board Malaysia, 2021).

The findings from the two different research studies managed to highlight that hard costs account for the most significant portion of
the GDC in residential housing projects. Hence, detailing out the items from carefully analyzing the actual activities and the associated
costs is very important to reduce risks of cost overrun. Following hard costs, land costs also represent a considerable share, while soft costs
tend to comprise the smallest segment of the overall development expenditure. However, soft cost constitutes of many intangible activities
and costs which exposes project’s risk and viability. Hence, it is important to note that specifics regarding profit margins are somewhat
ambiguous, as they have been designated as private and confidential information in the studies reviewed.

Despite this uncertainty surrounding profit margins, focusing on hard costs, soft costs, and land costs is both a practical and
manageable approach in understanding development costs (Torp et al., 2016; Torp & Klakegg, 2016). This is particularly pertinent for
stakeholders and stakeholders, as it allows for a comprehensive assessment of the financial aspects of housing projects. Given that profit
margins can be estimated based on individual business profiles and historical data, stakeholders can derive meaningful insights into the
potential profitability of their developments. This structured focus on the main cost components not only facilitates effective financial
planning but also ensures that stakeholders are well-informed when making strategic decisions throughout the development process.

2.2 Housing Development Economics in Sarawak

Sarawak housing development process and procedure although relatively similar with Peninsular Malaysia, however it has several unique
differences in terms of land law, development regulations and affordable housing management (Hassan et.al, 2021). While Peninsular
Malaysia has standardized approval timelines under OSC 3.0 Plus system as outlined in Figure 2, a fully digital platform that allows for
parallel reviews and statutory approval timelines of 21-42 days (Bernama, 2023; Marzukhi et al., 2019). In contrast, Sarawak operates
under a distinct legislative framework governed by the Sarawak Land Code (Cap.81) and the Local Authorities Ordinance 1996, which
falls outside the national OSC framework (Junaidi et al., 2018). Currently, Sarawak employs a hybrid “e-SPA” system where the initial
submissions are digital, the subsequent workflow involves sequential and often manual processing across multiple agencies (Land and
Survey Department, 2025) as illustrated in Figure 3, which lacks statutory timeframes, often resulting in uncertain approval periods and
reduced accountability.
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Figure 2 Peninsular’s One-Stop-Centre (OSC) Flowchart for Planning Permission Process
(Source: Ministry of Local Government Development, 2019)
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Figure 3 Sarawak’s Flowchart for Planning Permission Process
(Source: Junaidi and Salleh, 2014)

Hence it is important to undertake a preliminary review on the composition of housing development in Sarawak especially to study
the monetary implications from the differences in terms of law and regulations. The attempt to provide insight into the full development
costs of housing projects in Sarawak is achieved by examining its three primary components: hard costs, soft costs, and land costs, along
with transaction costs. This analysis will reveal the interrelationship among the components of housing development costs, as the sum of
land costs, hard costs, and soft costs constitutes the total Gross Development Cost (GDC). This relationship demonstrates the influence of
each cost component on the overall influence of the house selling price (Gross Development Value).

The findings will be further correlated with the costs of housing development in Peninsular Malaysia. By assessing the similarities
and differences between Sarawak's and Peninsular Malaysia’s cost components distribution, it will lead to producing evidence-based
insights that are both diagnostic and prescriptive, derived from all the data gathered. Such information is crucial for assisting policymakers
and regulatory bodies in assessing the impacts of the regulatory framework monetarily.

H3.0 RESEARCH METHODOLOGY

This research was achieved through a combination of a single preliminary case study with several interviews with Sarawak’s housing
development parties. It aimed to debunk the cost components based on the case study and identifying the laws and regulations governing
the Sarawak housing development. The data was analyzed and categorized according to a standard cost component with the corresponding
yardsticks, to ensure data accuracy and consistency. The outcome from the interviews with several officers from the regulatory body such
as Jabatan Tanah and Survei Sarawak and Sarawak’s Ministry of Public Health, Housing and Local Government (MPHLG) further
confirms the regulations set by Sarawak government and translated into the transaction cost economics components.

4.0 FINDINGS

A high-rise housing case study in Kuching, Sarawak managed to be attained as the preliminary review for this paper. The cost data from
this case study is utilised to analyse the comparison with the distribution of cost components from the GDC for mid-high-rise housing
projects in Peninsular (Johor, Melaka, Kuala Lumpur & Selangor, and Penang), which was recorded in the research “Property
Development Costs: A Cost-Effectiveness Study to Apprehend Unaffordable Housing Crisis: under the grant funded by National Property
Research Coordinator (NAPREC), Valuation and Property Services Department, Ministry of Finance, Malaysia in 2022. This comparison
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and expanded dataset allow for a more comprehensive understanding of regional differences in cost distribution, planning requirements,
and the impact of regulatory frameworks on project feasibility.

The analysis of preliminary case study revealed that the main cost drivers in housing development projects in Sarawak can be also
categorised into three major components: hard costs, soft costs and land costs, similar with Peninsular. Each component reflects a
combination of market-driven, regulatory, and site-specific factors that influence the overall cost structure. The findings follow the cost
categorisation framework used in the case study cost template, which was adapted to standardise data comparison across various project
scales and localities. The findings were further outlined through the chart of comparison of average cost components distribution for mid-
high-rise housing in Kuching, Johor, Melaka, Kuala Lumpur and Selangor, and Penang in the following Figure 4.
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Figure 4 Comparison of Average Cost Components Distribution Between States
(Source: Author’s own work)

Among these states, Kuala Lumpur and Selangor have the highest average land costs percentage, whereby Melaka has the lowest
average land costs percentage. These findings reflect the scarcity of land in Kuala Lumpur and Selangor which drives the land cost most.
Next, the state with the highest average hard cost’s percentage is Melaka, whereby the state with the lowest average hard cost’s percentage
is Kuala Lumpur and Selangor. This reflects the concentration of the demand which further push the competitive pricing among the
building materials suppliers, plants and machineries suppliers as well as the labor suppliers. On the other hand, the state with the highest
soft costs percentage is Penang, whereby Melaka has the lowest soft costs percentage. This translated into the heavily regulations set by the
local authorities in Penang with the challenging topography.

The collected data indicated that the cost component distribution for the high-rise housing case study in Kuching, Sarawak is 14.86%
for land costs, 74.26% for hard costs, and 10.88% for soft costs. In comparison to the mid high-rise housing developments in Peninsular,
the land costs percentage distribution is moderate, the hard costs percentage distribution is one of the highest among all the states being
studied, and the soft costs percentage distribution is close to the value of soft cost percentage distribution of Kuala Lumpur and Selangor
mid-high-rise housing case studies

These finding highlights that the hard cost components are the primary cost drivers in Sarawak housing development since it has the
highest weightage for cost distribution, followed by land costs, and soft costs.

l5.0 DISCUSSION

The hard costs make up the highest percentage of the Sarawak housing development cost distribution. Hard cost components include
materials, machinery, equipment and labor cost, wherein high material prices may lead to high housing prices. Mansur et al. (2016) noted
that material prices are affected by production costs, import costs, loan interest, and supplier management. This is mainly driven from the
cabotage policy enforced by the Ministry of International Trade and Industry, which push the costs higher (Ruslan et al., 2019). From the
case study, it was found that in addition to the cabotage policy, the topography of Sarawak is one of the challenging factors that restrain the
cost savings for hard cost items. Interestingly in Sarawak, whenever there is a requirement to supply material and equipment from another
state, that will increase the hard costs. Notably, some specifications require contractors in Kuching to purchase materials or equipment
from Peninsular Malaysia, which increase the logistics costs as high as additional 30% and contribute to the project delay. Moreover,
certain Sarawak government regulations require the construction of certain infrastructure for development, like a substation and a
stormwater detention pond, further adding up the construction works and costs.
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Next, the expenses associated with land housing development are significantly affected by the regulations imposed by local
authorities, especially regarding the native customary land rights. Development charges increase the market value of land (Azalina et al.,
2021). In other circumstances, some developers acquired the land but waited for years to use it for development. Over the years, the land
costs will escalate, and when it is finally ready for development, the value of the land will appreciate, especially when the infrastructure is
constructed near the developing area (Ariff et al., 2022). This appreciating land value affects the housing prices since the authorities pass
the fees to developers directly (Azalina et al., 2021). Hence, the land costs can greatly impact the housing development costs, depending on
the location of the housing projects. For example, Kuala Lumpur and Selangor have higher weightage for land costs due to their premium
location, which was established for their economic activities. This further support the land cost distribution finding, as the location for the
case study in Kuching is also premium, considering it is located near one of the stations of the Kuching Urban Transport System (KUTS).

Furthermore, the soft costs are greatly affected by regulations, and these soft cost components are often overlooked on how they
impact the overall housing development costs. For instance, Penang’s authorities’ contribution includes 5% selling price of unsold units to
Akaun Amanah Perumahan Bumiputera Pulau Pinang. Similarly, Sarawak Government, through the State Planning Authority (SPA)
recently released the SPA Circular No.1/2025 Sarawak Affordable Housing Policy and opted that, housing developers were not required to
build the affordable housing but to contribute financially to the Sarawak Contribution Housing Trust Fund managed by the Ministry of
Public Health, Housing and Local Government (MPHLG) to support government’s initiatives in developing affordable housing (Ministry
of Natural Resources and Urban Development Sarawak, 2025). This additional requirement equal to higher compliance costs which
consequently contribute to higher soft costs, which affect the financial responsibilities of housing developers.

H6.0 CONCLUSION

In the context of Sarawak's housing development where challenges such as logistical limitations, native customary land rights and
regulatory requirements significantly impact project costs, the proposed preliminary review on the housing development economics in
Sarawak proves invaluable. In addition, by assessing the similarities and differences between Sarawak's and Peninsular Malaysia’s cost
components distribution, it will lead to producing evidence-based insights that are both diagnostic and prescriptive. It assists stakeholders
in anticipating cost implications during the planning process, mitigating risks, and ensuring efficient resource utilization. By integrating
transaction cost activities, such as approvals and negotiations related to native customary land rights into the calculation, stakeholders can
better manage the costs arising from these regulatory and socio-political factors, thereby supporting more strategic decision-making. Thus,
the research outcome will be useful to reflect the monetary implications of Sarawak’s housing development regulatory policies as well as
the supply chain.
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