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Abstract 

Housing has been a long-term focus in urban development and in social and 
economic policies. Addressing the housing needs of the nations is an important 
agenda for developed and developing countries. Each country has its own unique 
housing system, which consists of a method which ensures that housing of a 
sufficient quality is built, with a fair housing allocation system, and a properly 
maintained housing stock. Past research suggests that the government plays a 
central role in creating, sustaining, and improving the housing system. These 
actions are carried out through legislation, from banking and mortgage lending 
practices to tax and policy/regulatory measures affecting the building materials, 
professional practices, subsidy programs, and incentive patterns for average 
households. The current study presents a literature review on the experience of 
various countries in addressing housing affordability issues. Moreover, this study 
contributes to the body of knowledge related to housing price control, based on 
the experience of various countries. It aims to provide an alternative for Malaysia 
in handling the housing affordability issue. 
Keywords: housing affordability, role of government, price control mechanism. 

1 Introduction 

The housing industry is crucial for sustainable development in every country. The 
efficiency and effectiveness of the housing delivery system require a housing 
provision for all [1]. Housing is a basic need that can enhance quality of life; thus, 
owning a house is one of the major objectives for individuals. Numerous studies 
have proven that homeownership provides benefits, not only for individuals and 
families, but also for communities. Green and White [2] explain that children of 
homeowners stay in school longer than children of those who rent; daughters  
of homeowners are less likely to have children as teenagers than daughters of those 
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who rent. The findings of Green and White [2] are supported by Haurin et al. [3], 
in which they determined that homeownership improves the cognitive  
ability and reduces behavioral problems of children. Mulder [4] suggests that 
homeownership provides people a greater sense of security than renting. Glaeser 
and Sacerdote [5] and Tan [6] describe that higher rates of homeownership provide 
motivations for homeowners to improve the quality of their social communities.  
     Despite the benefits of homeownership and motivation for individuals to own 
a house, affordability has become a critical issue. Quigley and Raphael [7] 
determine that the concern of individuals over the affordability of housing occurs 
based on two main factors: (1) housing is the single largest expenditure component 
in the budget of most individuals and families; and (2) numerous metropolitan 
areas have experienced an increase in housing prices and rent. Quigley and 
Raphael [7] further argue that the concept of “affordability” has become 
significantly complex because it addresses many issues, such as housing price, 
housing quality, household income distribution, the ability of households to 
borrow, public policies affecting the housing market, and the choices that people 
make on how much they are willing to pay to own a house.  
     In Malaysia, the provision of affordable housing in both rural and urban areas 
has become the longstanding development objective of the government. From 
1990 to 2009, approximately 808,000 units of low-cost and affordable housing 
were provided to support Malaysians in need; 128,000 units were built during the 
Ninth Malaysia Plan period [8]. However, the government focus on the housing 
provision is targeted toward low-income groups. The provision of houses for other 
Malaysians has been left to the private sector [9]. In recent years, the private sector 
only built high-end, expensive houses. Although the government requires private 
housing developers to provide affordable houses in their residential development 
projects, the selling price of those houses is still relatively expensive. Based on the 
Central Bank of Malaysia [10], Malaysians households at the end of 2010 were 
valued at RM581 billion or 76% of the GDP; based on disposable income, 
household owners are spending approximately half of their income to pay off their 
debts. Based on the 2010 Bank Negara Annual Report, the biggest portion of the 
Malaysian household income goes to paying off housing loans. The report further 
adds that Malaysians take on the increasing amount of housing loans because of 
rising housing prices, low or negative interest rates, and speculative activities. The 
2010 Bank Negara Annual Report indicates that strong indicators suggest that 
housing prices and the ability to service housing loans have been overstretched in 
Malaysia. A ratio of house price to household income of three to four times is 
internationally acceptable; however, this ratio has risen to more than six times and 
more than eight times in Kuala Lumpur and Penang Island, respectively [10]. 
     With the increase in current living standards, the housing issue in Malaysia is 
not only focused on the provision of housing for low income group, but also on 
ensuring that affordable houses are safe, healthy, and comfortable for various 
segments of society. The current study analyzes the experiences of  
various countries in addressing housing affordability issues. Moreover, this study 
aims to provide an alternative for Malaysia in handling housing affordability 
issues. 
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2 Housing affordability issues 

Affordability is a fundamental component towards homeownership. In general, 
affordability can be defined as the sum of money that the homebuyers are able to 
pay to own a house. Aziz et al. [11] define affordability by the relationship 
between the housing expenditure and income of a household. Price income ratio 
(PIR) is one of the methods to measure affordability. PIR is similar as median 
home price to median households income, as utilized in numerous studies. Based 
on PIR, Gan and Hill [12] classify housing affordability as three distinct measures: 
(1) purchase affordability, (2) repayment affordability, and (3) income 
affordability. Kotkin [13] classifies affordability into four categories based on 
PIR: (1) affordable (≤ 3.0), (2) moderately unaffordable (between 3.1 and 4.0),  
(3) seriously unaffordable (between 4.1 and 5.0), and (4) severely unaffordable  
( ≥ 5.1). Table 1 shows the comparison of median PRI for selected countries. Based 
on the table, most of the countries are facing unaffordable issues toward housing, 
which range from seriously unaffordable to severely unaffordable.   

Table 1:  Median PIR for selected countries. 

Countries 2005 2006 2007 2008 2009 2010 [13] 
Australia 6.2 6.6 6.3 6.0 6.8 7.1 
Canada 3.8 3.2 3.1 3.5 3.7 4.6 
Ireland 6.0 5.7 4.7 5.4 3.7 4.8 
New Zealand 5.9 6.0 6.3 5.7 5.7 6.4 
United Kingdom 5.9 5.5 5.5 5.2 5.1 5.1 
United States 4.6 3.7 3.6 3.2 2.9 3.3 
China – Hong Kong – – – – 8.4 11.4 

Source: [14]. 
 
     Anderson et al. [15] explain that housing affordability is linked to the health 
and well-being of individuals and families. When a market lacks sufficient and 
affordable housing, families cannot that are unable to afford are forced to limit 
their expenditures on food, medical care, and other necessities to pay the rent [15]. 
Anderson et al. [15] further describe that the lack of affordable housing within a 
community can contribute to family residential instability as well; families are 
forced to move frequently and live with other families in overcrowded conditions 
that is not sustainable. Harkness and Newman [16] determine that the well-being 
of children is threatened by the lack of affordable housing; parents are compelled 
to focus on other necessities and are surrounded with emotional stress and 
depression. 
     The main problem of homeownership is the high housing price and difficulty 
for buyers to make monthly mortgage payments. Prices are unpredictable, 
fluctuating, and highly speculative, which do not synchronize with income, 
affordability, and availability [17]. Hashim [17] describes that a sharp rise in 
housing prices, without being supported by fundamental criteria, such as income 
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growth, population increase, accommodative monetary policy, and low 
unemployment rate, could lead to artificial housing price bubble. David [18] 
mentions that persistent rise in housing prices over a long period of time because 
of speculative buying without strong fundamental factors would certainly be 
overpriced and unsustainable. This condition will lead to a sudden drop in housing 
prices, which could lead in the collapse of the housing sector. A study by Case and 
Shiller [19] shows that the buyers in booming markets have a greater expected 
house price appreciation than those in a controlled market. Buyers in a booming 
market indicate that they treat a housing purchase more as an investment and 
discuss housing market changes more frequently. By contrast, buyers in a 
controlled market spend less time discussing the housing market and place more 
weight on the consumption value of a house, as opposed to its investment value. 
     A study by Quigley and Raphael [7] suggests a fixed-rate mortgage, in which 
payments are fixed in nominal terms over time to facilitate homeownership. 
Payments in an adjustable-rate mortgage will rise or fall over time based on the 
movements in interest rates. However, the more natural pattern for mortgage 
amortization is “graduated payments,” in which the contracted monthly payments 
increase over time, as do the expected incomes of younger households over the 
life cycle. With adjustable interest rates, these mortgages raise a possibility of 
“negative amortization,” where the amount to pay off the mortgage in full in the 
first few years may increase. However, modest increases in the nominal housing 
prices in the first few years make negative equity quite rare. 
     The objective of the government under the National Housing Policy in 
Malaysia is to provide adequate, comfortable, quality, and affordable houses to 
improve the well-being of the people. Based on the National Housing Policy, the 
low-income people are categorized as those earning a monthly household income 
of less than RM2500; and middle-income people are categorized as those with a 
monthly household income between RM2500 to RM3999. However, with 
economic growth, rapid urbanization, and increased cost of living, among others, 
the term “affordable housing” has become significantly subjective and the 
benchmark used to categorize the middle-income group may no longer be 
applicable. The housing market in Malaysia has experienced a tremendous 
increase in housing prices, particularly in the major cities. Based on the 2013 
Knight Frank Global House Price Index, the property market in Malaysia has 
grown 10.2%, ranking in the top 12 in the world in terms of price increase. This 
situation has caused inaccessibility to housing and the problem has become more 
critical to the middle-income earners, given that low-income housing needs are 
addressed by the government [11].       
     This situation has raised concerns among middle-income Malaysians, 
particularly the young generation, who have just started working and have 
families; affordability not only affects their ability to become homeowners, but the 
size, type, and location of potential houses. With the current situation and housing 
market in main cities, finding a new property with an affordable price between 
RM150,000 and RM350,000 is significantly rare. A mismatch exists between the 
earning ability of people and the current housing prices offered in the market. This 
situation raised several questions on how Malaysians handle the housing 
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affordability issue: What is the way forward for Malaysia? Is housing price control 
an alternative way? The next section analyzes the experiences of various countries 
in the manner by which they cope with housing affordability issues. 

3 Mechanisms of housing price control 

Housing price control is a highly subjective issue. Most economists are against 
this idea because they believe that the housing market should freely be set by 
supply and demand. Controlling the housing price may have an effect on its 
equilibrium. However, Laguerodie and Vergara [20] state that price control does 
not necessarily mean that the government is imposing a policy or regulation that a 
product must be bought and sold at a precise price. They suggest that the 
fundamental idea of price control is that if the free movement of certain prices 
produces “very bad consequences” or it makes it impossible or highly difficult to 
attain something, taking several actions that make the situation better is legitimate. 
Moreover, Laguerodie and Vergara [20] suggest that price control can be in the 
form of a wide variety of measures, in which the market prices causing the problem 
can be modified or influenced.  
     In relation to housing, literature reviews [7, 21, 22] indicate that the 
government plays a central role in creating, sustaining, and modifying the housing 
system through its legislation, from banking and mortgage lending practices to tax 
and policy/regulatory measures affecting the building materials, professional 
practices, subsidy programs, and incentive patterns for the average households. 
Those factors are the factors influencing the housing prices as well. This section 
presents the experiences of the Netherlands, South Korea, China, and Singapore 
in their approach to control the housing price. 

3.1 The Netherlands experience 

The housing market of the Netherlands is characterized by strong government 
intervention [23]. The government intervention in housing development correlates 
with the criteria of the national housing policy, which focuses on three major 
aspects: (1) promote ownership, (2) interlink with broad-based social rental sector, 
and (3) policy focus that covers urban renewal and addition to supply [24]. The 
government intervention involves the three levels of government, namely, central 
government, provinces, and municipalities. The central government acts as the 
primary policy maker, whereas the provincial and municipal governments act as 
the regional strategy developer and land developer, respectively [24]. 
     The Dutch government had also cooperated with housing associations to 
produce fruitful housing outcomes. The independent housing association is a 
strong partner in the local network and is obligated by the Government Housing 
Act since 2005 [25]. Nevertheless, the government and the housing association 
play their respective roles; government support to the housing association, and 
vice versa, will lead to longstanding housing affordability. The government assists 
the housing association in terms of production, management, and maintenance, 
while the latter facilitates the affordable acquisition of land and provides a fair 
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share of production in the new areas of development [26]. The government 
provides subsidies for social rental dwellings as part of its control of the housing 
association sector [25]. Both the government and the housing association play vital 
roles in enhancing the housing sector and providing ample amount of housing to 
the various income groups in the community. 

3.2 South Korea experience 

Housing in South Korea has become the main issue not only for the government, 
but also to the general public, media, and non-government organizations (NGOs) 
as well. These groups are highly involved in policy debate on housing issues. 
Housing shortages and high price of houses are the two major housing problems 
in South Korea [27]. Therefore, the government policy is designed to increase the 
supply of new houses at an affordable price.  
     From 1988 to 1997, the government has managed to increase the annual 
production of houses from 200,000 to 250,000 units to 500,000 to 600,000 units. 
As a result of the massive increase in the housing supply, the housing prices fell 
in the mid-1990s. Apart from the control of housing production (supply), the South 
Korean government controls all other major elements of its housing sector, 
including housing price, land supply, size distribution of housing units, housing 
loans with subsidized rates, and the customer of private developers, in which the 
developers are only allowed to sell the housing units to those selected based on 
government rules [27]. This high intervention of the government is seen to make 
the housing supply irresponsive to the changing demands [27]. Moreover, the 
policy and housing programs introduced by the government are mainly short-term 
measures to clamp down on speculation [27].  

3.3 China experience 

The housing price increases in China has led the Chinese government to adopt 
several policy packages, such as restricting trading, adopting new property taxes, 
and tighter lending conditions. In 2005, the State Council issued the “Opinions of 
the State Council Stabilizing House Price” that focuses on the supply of medium- 
and small‐sized or economical houses. Moreover, the People’s Bank of China has 
abolished the preferential policy for housing loans and raised the mortgage interest 
rates in commercial banks. The down payment percentage was increased from 
20% to 30% in several big cities as well.  
     Housing prices decreased in the second half of 2008. The government has 
raised its benchmark interest rates six times within one year in 2007. Furthermore, 
the Central Bank increased the required reserve ratios ten times, by either 1% or 
0.5%, to reach 14.5% at the end of 2007; it was only 9% at the end of 2006. 
Restricted ownership was implemented for a foreign resident who have worked, 
studied, or lived in China for at least a year. 
     A stimulus package of CNY4 trillion (US$585 billion) was announced in 
November 2008 to assist housing and infrastructure projects, manufacturing, 
education, and industry. Moreover, the property deed tax rate for first-time 
homebuyers was reduced to 1% from 1.5% for the period of January 2009 to 
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December 2009, provided that the purchased residential property covered less than 
90 square meters. In addition, the stamp duty and land value added taxes were 
waived for individuals purchasing residential properties from January 2009 to 
December 2009. The seller is exempted from the 5.5% business tax for a 
residential property held for more than two years. Furthermore, the government 
raised the down payment rate from 20% to 30% to restrict speculative purchases. 
For all first‐time homebuyers, the government reduced the mortgage rate discount 
from 30% to 15% of the benchmark interest rate with the condition that they are 
prohibited to purchase second or third properties within the same family. The 
government decided to suspend the provision of mortgage loans to non-residents 
of a city, unless they can prove that they have paid taxes in that city for at least 
one year.  
     Numerous scholars have investigated the nature and determinants of residential 
real estate values in China. The determinants come from both demand and supply 
factors. The demand factors include GDP or disposable income growth, user cost-
push, bank loan, rural-urban migration, urbanization, exports, and monetary 
policies [28, 29]. The supply side involves central–local fiscal relations and land 
development, land price, and inefficient economic housing [30, 31]. A study by 
Zhang et al. [29] indicates monetary variables as the most important explanatory 
factors for Chinese housing price, including mortgage rate, producer product price, 
broad money supply, and real effective exchange rate (REER). 

3.4 Singapore experience 

The Singaporean government regulated the housing units through the Housing 
Development Board (HDB) to empower and enhance government intervention in 
the housing stock market [32]. HDB is the sole public housing planner, designer, 
and builder in the city-state. Through these roles, HDB manages to control the 
housing development in Singapore, starting from the zoning and planning stages. 
HDB ensures that all the HDB flats are located in housing estates that are self-
contained satellite towns with public amenities, such as schools, supermarkets, 
clinics, and hawker centers, among others. In addition, the public housing 
developed by HDB is not only for low-income people but caters as well to various 
income groups (from middle- to upper middle-income) with a variety of flat types, 
layout (with different sizes), quality, and finishes to provide people with 
affordable housing. Moreover, the development considers a quota system of 
ethnicities through the Ethnic Integration Policy by ensuring that each block of 
units are sold to families from ethnicities roughly comparable to the national 
average to avoid physical segregation in multi-racial societies.    
     In relation to housing price, as the sole public housing planner, designer, and 
builder, HDB ensures that the housing price they are offering is lower than 
privately built homes in Singapore. HDB does not regulate the price for housing 
unit reselling. The existing housing owners are allowed to sell the property on the 
open market to any eligible buyer at the mutually agreed upon price. However,  
the seller and buyer must both declare the true resale price to HDB and the seller 
must ensure that they have met the minimum occupation period (MOP) 
requirement to avoid speculative activity.   
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4 Malaysia experience 

In Malaysia, the government has an important social responsibility toward housing 
provision for the people. This responsibility is distributed through the federal and 
state governments. Local authority falls under the state government jurisdiction. 
Based on federal law, land housing matters fall under the authority of the state 
government and local councils [9]. The implementation of housing policies, such 
as approval of land conversion, subdivision of a housing project, allocation of  
low-cost houses, and levy on foreign ownership, among others, is under the power 
of the state government [27]. In addition, the state government is involved in the 
housing provision through its state economic and development corporation 
(SEDC) to fulfil the housing objectives outlined by the state [33].   
     The Malaysian federal government is mainly involved in housing through the 
Ministry of Housing and Local Government Malaysia (MHLG), which is 
responsible for formulating policies and guidelines for housing provision. The 
National Housing Department (NHD), which is under MHLG, is directly 
responsible in providing housing for the low-income people throughout the 
country in cooperation with the state governments. Other federal government 
departments and agencies are involved in the housing provision, particularly 
quarters for its staff with no or minimum rental charges. Other government 
statutory bodies, such as the Urban Development Authority (UDA) or the Regional 
Development Agencies, are involved in providing housing but targeted to special 
groups or development in specific areas [33].  
     The housing price control mode in Malaysia focuses only on the low-cost and 
low-medium cost housing in which the ceiling price is set up to RM42,000  
and RM72,500, respectively. Under this low-cost housing, buyers who fulfil the 
requirements are required to register with the state government to purchase the 
house. The selection is often based on a balloting system.  
     In relation to other types of housing, that is, medium-cost and high-cost 
housing, the mechanism used to control the price can be seen through the 
application of advertising permit. To obtain the permit, developers are required to 
provide the minimum and maximum selling prices for all types of properties they 
are selling, together with the layout, design, and specifications of the houses. 
However, a flaw in the monitoring and enforcement exists, in which the price 
stated for the application of the permit is often the initial price when the project 
was launched/soft launched. After the construction starts or when the project has 
reached certain progress, the price of that property will often increase to 
unaffordable level. 
     Realizing the critical issues faced by the housing industry, as well as issues to 
improve transparency and to keep the price of houses stable, developers who sell 
more than four residential units to a single person or a company must register the 
purchaser with the housing controller within 14 days of the sale and purchase 
agreement being signed starting from mid-May 2014. To curb speculation, the 
government, under the 2014 budget, has increased the real property gain tax 
(RPGT) to 30% for property disposed within three years of acquisition; 20% 
within four years of acquisition; 15% within five years and 0% for the sixth and 
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subsequent years. In addition, the government has increased the stamp duty to 
discourage the property speculators from buying multiple properties and creating 
false demand; the government had increased the minimum price for properties that 
the non-resident (foreigner) are allowed to purchase from RM500,000 to RM1 
million. Raising the minimum foreign purchase price has reduced the affordability 
of foreigners looking for an alternative investment or a retirement home. The 
initiatives have limited their resale market as well, as other foreigners are not 
allowed to buy their units in the secondary market. 
     Despite all the efforts of the government to stabilize the housing price, no 
evidence of success is at hand. Such efforts do not solve the problem of a mismatch 
between the uncontrolled rise of housing prices and the earning ability of the 
people. A mechanism to control and monitor housing prices in the market is still 
lacking. 
 

5 Conclusion 

The reviews determined that housing is not a single concept; it involves numerous 
issues that are complex, uncertain, and related to one another. Affordability is one 
of the fundamental issues related to housing and homeownership, and it is still a 
vague issue. It is no longer an issue that only affects the low-income group but the 
middle-income group as well.  
     The experiences of various countries demonstrate strong government 
intervention on the housing sector through numerous mechanisms, including 
policies, tax systems, loans, regulations, and incentive programs, to stabilize the 
housing price and improve affordability for the people. Identifying the main 
factors that influence housing price is significantly crucial. The housing industry 
clearly has social and economic functions. From the point of view of an economist, 
controlling the housing price and not allowing it be determined by free market will 
affect economic development. By contrast, from the social point of view, 
providing affordable housing for all groups of people in the country and ensuring 
sustainable development are important. Therefore, finding a balance between the 
need to ensure affordable housing for all and sustainable economic development 
is highly crucial. The literature synthesis presented in this paper form the basis on 
how Malaysia can learn from the experiences of other countries and provide a way 
to face the affordability issue.   
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