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Abstract: Housing is a basic need for society to improve their 

quality of life and as important assets for the country’s economic. 

Malaysian Housing Policy has focused and concentrated to 

provide adequate housing supply for the targeted group, especially 

for the bottom 40% income earner. The urbanisation process 

creates the socio-economic changes has led to the increases in 

demand for housing. The previous study stated that there was a 

discrepancy between demand and supply in housing market 

resulted from rising trend in house price compared to the 

household income, thus leading to market imperfection. Thus, 

this paper attempted to explore the government intervention in the 

housing market. In a nutshell, government intervention is 

necessary to correct the market imperfection through policies 

and project implementations. There is a need to improve market 

efficiency and review the delivery of both supply and demand in 

the housing market. 

 
Keywords : government intervention, housing market, market 
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I. INTRODUCTION 

According to Maslow’s Hierarchy Pyramid, housing is a 

basic need for society [1,2]. Owning homes is a dream for 

everyone to improve their quality of life. Housing is the 

biggest component of most household’s wealth, therefore, it 

has a big impact on the economy. The affordability in 

purchasing a house is measured on their ability to repay the 

housing loan. Affordability primarily depends on housing 

expenditure and income distribution [3]. The affordability 

simply refers to ability to buy, to pay and household income 

distribution [1,4,5,6,7,8]. This shows that household income 

distribution influences their ability to purchase even a house 

[9,10]. 

Under the Fifth Malaysian Plan, allocation and provision of 

the low-cost house have become a government priority. 

Malaysian Housing Policy has focused to provide adequate 

housing supply for the low-income group. The Malaysian 

government has been actively intervened the housing market 

by undertaking various housing programme [11]. 

Government agencies have encouraged the private sector to 

develop affordable housing during the Tenth Malaysian Plan 

period, and the Malaysian government has continuing the 

efforts and underlined several affordable housing 

programmes. Affordable housing for target groups is 

supported by several government initiatives, such as Rumah 
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Mesra Rakyat 1Malaysia (RMR1M), Perumahan Rakyat 

1Malaysia (PR1MA), Program Perumahan Rakyat (PPR), 

Rumah Wilayah Persekutuan (RUMAWIP), Program 

Bantuan Rumah (PBR), Rumah Selangorku and 1Malaysia 

Civil Servants Housing (PPA1M). Nevertheless, the 

development of affordable housing seems inadequate to cater 

to community needs.  

In Johor Bahru, the urbanisation process creates the 

socio-economic changes has lead to the increases in demand 

for housing. A rising trend in house prices affected the 

household chances to buy a house [9,10]. According to 

Quigley & Raphael (2004), the ability concept became 

complicated in the metropolitan area as it involves issues like 

price and quality of the house, household income distribution, 

the ability of the household to repay housing loan, policies 

that affect the housing sector, and willingness to pay for a 

house. The house prices that increased exceeding the income 

distribution has limited the ability of households to purchase a 

house [12]. 

Tan & David (2013) stressed that there is a mismatch 

between demand and supply in Johor Bahru housing market 

[13]. On top of that, the property market report also stated that 

the residential property transaction has become weak since 

the year 2015. However, a housing development in the area is 

increasingly progressive over the period and has led to 

housing market imperfection. Bloch (1997) agreed that 

government intervention is mainly needed in tackling this 

critical issue. Hence, the purpose of this paper is to 

understand the housing market function and explore the 

government intervention in the housing market [14]. 

II.  HOUSING MARKET FUNCTION 

According to Miller & Geltner (2005), Maclennan (2012) 

and Harvey & Jowsey (2004), the market is the mechanism 

that involves the exchange of product and services between a 

willing buyer and a willing seller. Meanwhile, the housing 

market is a place where the transaction of ownership which 

include vacant land, agriculture, building, offices, 

commercial and residential land, between buyer and seller 

[15,16,17]. Besides that, AHURI (2015) argue that the 

housing market is different if compared to other markets. The 

differences are based on the location, type of houses and 

tenure, age of the building, quality and financing [18].
 

The role of the housing market is to provide a complete 

information about the latest condition of the property market 

which relates to demand and supply that influenced by house 

rent and price. Usually, people refer to the housing market to 

get the information regarding the current market situation.  
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Besides that, the balance between demand and supply also 

can determine the market. Prospective buyers often looking 

for affordable houses in the market and the transaction 

activity in the market is one of the key information they need 

from property market report [17,19]. 

III. MARKET EQUILIBRIUM 

The housing market is mainly said in perfect condition if it 

contains information, price, competition and access model in 

the market [20]. According to Barlowe (1978), the demand 

and supply curve has to be at the equilibrium point for the 

market to be efficient. The interaction between demand and 

supply is the key to market efficiency [21].  

 

 

Figure 1. Price Equilibrium Point
21

 

 

Figure 1 shows the relationship between demand and 

supply in the housing market. Price is an important 

mechanism that determines the balance between demand and 

supply
22

. It could be the movement of the curves that 

determine the house price. The figure also shows that, if the 

point going upward from P0 to P1, the price will increase and 

the surplus will happen. It is when there is a lot of housing 

stock in the market but unsold due to the high price. When the 

price is high, people cannot decide to buy a house because of 

the limit from their income distribution. Thus, when surplus 

happens, price tends to fall to enable people to buy for a 

house.  When that happens, the fallen price will ensure the 

point to reach its equilibrium point again
21

.  

Oppositely, if the point going downward from P0 to P2, the 

price will fall and caused a shortage. Meaning that there is less 

housing supply in the market. At the same time, people 

eagerly looking for a house because of the low price. Demand 

increased more than supply and it cannot be covered by the 

total of housing stock in the market. To solve the problem, 

prices tend to rise to reduce the demand and to ensure the 

point can reach the equilibrium point (Q0P0). The surplus and 

shortage matter shows that the housing market is exposed to 

externalities which will affect the market efficiency. This also 

brings the meaning that surplus and shortage in the market are 

signs of housing market imperfection. In simple words, 

demand and supply play the biggest role in housing market 

condition
21

. 

IV. GAP BETWEEN DEMAND AND SUPPLY 

The imperfection of the housing market is due to the 

existence of the gap between demand and supply. House price 

is strongly related to demand and supply. This paper will 

discuss two aspects that influence the gap which is house price 

and income distribution. According to Harvey (1981), the 

house price in the market was determined by demand. House 

price is not constant at a certain time. It depends on the current 

price in the market. The developer used the highest current 

house price in the market as a benchmark for new housing 

development. At the same time, the current price also 

influences the developer’s decision in choosing a land 

resource. They will need the highest and best use land 

resources to make new development [23]. However, other 

than a profitable project, developers often think about the 

costs that will be involved. Largest costs needed for the 

development caused by higher house price. That is because 

the costs involved will be absorbed to house price and 

incurred by prospective buyers [17]. 

Housing is the largest expenses for every household as they 

need to spend a lot of money every month. Most of the 

household income used to pay for housing loan [9,10]. 

Davenport (2003) stated that housing loan expenditure is the 

biggest expenses ever whereas household also need to spend 

their income for other necessities [24]. According to 

Khazanah Research Institute report, the household spends 

48.6% of their income for housing. Meanwhile, the Central 

Bank of Malaysia (BNM) also stated that the bottom 40% 

income group have the most obligations to pay for a housing 

loan. This shows that the bottom 40% of income groups are 

vulnerable to the price and income changes.  

In Malaysia, there are only 20% of people with the highest 

income group compared with the rest of 80% is a middle and 

low-income group. The ability of households to own a home 

is measured based on their ability to pay the housing loans. In 

the circumstances where home prices continue to rise, the 

distribution of household income becomes a barrier to 

qualifying for house purchasing. In Johor, housing 

construction is increasing, and the developer's target is 

foreign buyers such as Singaporean, but few are interested. 

The highest-income 20 per cent are not able to buy more units 

on the market as they only need a unit for the family. The 

unsold housing stock in the market indicates the market 

inefficiency especially if the stocks stay in the market for a 

long time. The level of housing affordability ratio has 

increased from 3.65 to 4.17 in the year 2014 primarily due to 

the increases in house price growth of 39.42 per cent in 2014.  

V. GOVERNMENT INTERVENTION IN HOUSING 

MARKET 

Government intervention is necessary to correct market 

failure. Bloch (1997) stated that the volatility of house price 

need government intervention involvement [14]. According 

to Belsky & Wachter, (2010), Quigley & Raphael (2004), 

Hulchanski (2003) and Atterhog (2005), government 

intervention could be 

implemented through policies,  
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regulations, or programs [12,25,26,27]. Musgrave & 

Musgrave (1980) stated that there are three types of policies. 

First is the stabilization policy where the government uses 

monetary and fiscal policy to control the unemployment rate 

and inflation, second is the income distribution policy, and 

lastly is resource allocation to developers per development 

needs. 

The government may correct the inefficient market by 

providing more affordable housing [29]. This is to ensure that 

people are able to own a house, especially for the bottom 40% 

income group. Subsidizing house price also one of the 

initiatives that can promote affordable houses [30]. In short, 

the subsidy is an incentive given by the government to attract 

developers and buyers attention so that they can build and buy 

a house with a low price. The government in Ireland are 

renewing the stamp duty policy to control speculation 

activities in the housing market [31]. In Singapore, the 

government provides affordable houses at a low price and low 

loan of interest rates. Other than that, buyers also allowed to 

use their saving from the Central Provident Fund scheme for 

the down payment and monthly mortgage [32]. The housing 

system in Singapore is a good example of controlling the 

house price in the market [33]. 

Bertaud (2012) clarified that the government sector in India 

and Thailand has responsibilities in giving housing allowance 

to the needed and demolished squatters [34]. In the Malaysia 

context, market dips when higher RPGT rates are imposed as 

can be seen by softening of the market activities between 

2011 and 2013. Simultaneously, accommodative financial 

environment facilitates the market to sustain the house prices 

even when the RPGT rates peak at 30 per cent. Average 

House Price from MHPI moves positively annually in the past 

10 years [35].  Hence, the housing sector needs certain levels 

of government intervention to ensure healthy economic 

growth and for the community well-being. 

VI. CONCLUSION 

The boom and burst of the real estate market are believed to 

have been caused by speculative bubbles that have led to the 

increases in house price and further create instability in the 

financial system and inconsistency in capital accumulation. 

The literature identifies the geographical location, 

macroeconomic factors, demography factor, and land and 

zoning as the factors that influence the housing prices. As the 

literature identifies, government policy plays a strong role in 

housing supply responsiveness to meet the underlying 

demand. Government policy interventions are necessary to 

tackle the market imperfection. There is a need for improved 

efficiency, collaboration and mechanisms to improve housing 

delivery to reducing the gap between supply and demand. The 

local housing strategy model is an effective vehicle for the 

governments to address defined housing needs and 

objectives. The study showed local governments need tools 

and a range of mechanisms and policy responses that could be 

adapted to assist them to achieve their housing strategies. 

Developing and enabling these tools would be a valuable for 

governments, in particular planning or housing departments. 

The most critical need is for legal mechanisms for retaining, 

promoting, financing, or providing affordable housing or 

homes for vulnerable groups. Further investigation for the 

factor influencing the imperfect housing market dimensions is 

needed to provide adequate exploration for legislative bodies 

as well as academic institutions, to design a better policy or 

blueprint that can enhance the development of the housing 

sector in Malaysia. 
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