
Resolve the property supply overhang in a positive way, not through a punitive tax 
BY FIABCI MALAYSIA 

On Aug 19,2020, Hous-
ing and Local Gov-
e r n m e n t Minis ter 
Zuraida Kamarud-
din announced the 
government's inten-

tion to implement a "vacancy 
tax" on developers who fail to 
sell their properties in an effort 
to reduce the huge overhang of 
residential units in the country. 

The rationale for this tax is 
supposedly to make developers 
more sensible and responsible 
and to carry out more in-depth 
and thorough feasibility stud-
ies to ensure project viability. 

But, is this an appropriate 
solution at this weak cycle of 
the property market? 

Despite challenges facing the 
industry currently, property de-
velopment is still one of the few 
of the pillars providing employ-
ment and creating downstream 
economic activities.Therefore, 
policymakers must take cogni-
sance of the implications before 
they take any measure such as 
a vacancy or overhang tax. 

The overseas experience 
There are five countries and one 
territory that have implement-
ed or attempted to implement a 
vacancy tax — France, Australia, 
Canada, Singapore, China and 
Hong Kong. Their experiences 
are elaborated below: 
(1) France implemented the tax 

in 2015, wi th a levy on the 
first year of vacancy at 10% 
of the loan amount , 12.5% 
in Year 2 and 15% in Year 
3. There was a lot of public 
commotion and no improve-
ment shown in the overall 
vacancy under the initiative. 

(2) Australia introduced it in 
2017, applicable only to for-
eigners owning residential 
un i t s in Australia and on 
units not rented out for more 
than 183 days (six months). 
Its intention is to force for-
eigners to make their units 
available for rent and in-
crease available housing in 
general. However, studies 
have shown that this poli-
cy was not efficient and dis-
couraged foreign investment 
in properties. 

(3) In Canada, a similar tax was 
introduced in Vancouver to 
get empty or underutilised 
properties to be used as long-
term rental homes for people 
who live and work in Van-
couver. As the general rental 
is high, the policy was ini-
tiated to motivate owners 
of empty homes to rent out 
their properties and increase 
available housing for rental. 

It was reasonably effective in 
Vancouver but not the other 
parts of British Columbia, 
because many of the hous-
ing units in Vancouver are 
owned by rich Hong Kong 
residents. 

(4) China introduced it in May 
2017 after the once-talked-
about "Ghost Town" devel-
oped in Heilongjiang prov-
ince w h e r e t h e mass ive 
number of vacant uni ts in 
the entire development pro-
ject prompted the provincial 
government to levy a heavy 
penalty on developers. 

(5) In Hong Kong, a policy had 
been planned for some time 
but was never implement-
ed due to various reasons. 
As Hong Kong is the world's 
most recognised "free mar-
ket", government interven-
tion is frowned upon. 

(6)Singapore in t roduced in 
2011 an additional buyer's 
stamp duty (ABSD) on unsold 
properties af ter five years 
from the date of acquisition. 
Again, it is a tax to discour-
age speculation during the 
boom periods. 
It must be noted that the ul-

timate intention of these gov-
ernments was to curb the ele-
ment of "speculation" rather 
than to effectively fill up va-
cant units. 

In Victoria, Austral ia , to 
take advantage of the exodus 
of high-net-worth individuals 
from China, the state in 2015 
introduced an immigration in-
centive for foreigners via the 
Significant Investor Visa (SIV 
188C), whereby an investment 
of A$5 million gets you an Aus-
tralia PR Residency. Later, an-
other class of Premium Investor 
Visa (PIV) was introduced for 
ultra-high-net-worth investors 
who were able to invest A$15 
million. With those kinds of 
investment amounts and in-
vestors wi th high net worth, 
the imposed Vacancy Tax was 
totally negligible and foreigners 
continued to buy properties in 
Melbourne, which is often voted 
one of the 10 most liveable cities 
in the world. However, the rest 
of the states in Australia have 
not been successful with such 
a policy, which goes to show 
that a Vacancy Tax is essential-
ly a levy geared towards curb-
ing "speculation" by investors 
and not meant to target devel-
opers. 

Impact on the economy 
Let us examine the fundamen-
tal issue of supply and demand. 

Supply and demand: If we 
examine the fundamental eco-
nomic model of the supply and 

demand curve by operation of 
market forces, the curve forms 
a pendulum pattern whereby 
when demand exceeds supply 
and with a favourable financing 
environment, supply will pick 
up and will eventually surpass 
demand. 

By operation of market forc-
es, supply and demand will 
eventually find its balance, in 
theory at least. During 2010 to 
2015, the property market was 
in the mode of demand exceed-
ing supply, hence prices were 
moving upwards and liquidity 
was abundant. The market be-
came naturally speculative as 
buyers were chasing after rela-
tively easy gains. At that point, 
policymakers took appropriate 
measures to cool speculative 
buying to avoid an overheated 
situation in the industry. Unfor-
tunately, that crucial measure 
was perhaps not adequately in 
place as, af ter all, everybody 
wanted to believe good times 
would last longer. The musical 
chair syndrome prevailed. 

What we have today is a sit-
uation whereby supply exceeds 
demand, hence property prices 
are slowly adjusting downwards 
towards the balance point. 

If we look at the National 
Property Information Centre 
(Napic) data 2020, the supply 
situation is trending down, too. 
In short , by the operation of 
market forces, the law of supply 
and demand is adjusting itself 
progressively. 

On hindsight, policymakers 
should perhaps have interfered 
earlier to avoid the oversupply 
situation we have today. On the 
contrary, some statutory bodies 
also jumped on the bandwagon 
by building homes, more often 
than not, at wrong locations. 
Therefore, it would not be fair 
to blame the overhang solely 
on private developers who are 
already saddled wi th unsold 
bumiputera units and having 
to cross-subsidise low-cost and 
affordable housing, high region-
al infrastructure costs and very 
high compliance costs imposed 
by the federal and state gov-
ernments, local councils, stat-
utory bodies and even utility 
companies. 

Any abrupt interference, es-
pecially a punitive measure like 
a vacancy or unsold property 
tax, at this t ime will harm the 
property market significantly. 
This in turn will put the nation-
al economy at risk, especially 
when we are on the verge of 
a recovery from the Covid-19 
pandemic. 

The alternatives 
Instead of thinking of introduc-

ing a punitive tax, the following 
options should be considered: 
(1) Deferment of supply: Some 

developers who bought land 
at the top of the cycle are 
now under intense pressure 
to launch their projects in or-
der to repay their bank loans. 
Imposition of any form of 
overhang tax at this stage 
will render the projects un-
bankable, thus increasing 
the high risk of non-perform-
ing loans. 

Therefore, instead of moot-
ing this punitive measure, 
Bank Negara Malaysia should 
perhaps consider assisting de-
velopers to restructure their 
loans for longer periods so 
that they can delay their sup-
ply to a later date. A repay-
ment deferment period or 
moratorium of three to five 
years will be sufficient to push 
the supply into the future. 

(2) Economic impact: Developers 
borrow large sums of money 
for development, wi th dis-
tribution of funds through 
a chain of downstream ac-
tivities such as consultan-
cy work, material supplies, 
manufacturing, construction 
and estate agencies. 

While we can blame the 
overhang of properties on 
developers, we should not 
ignore the vast contribution 
by developers to the national 
economy during the heydays. 
At this point of time, any pu-
nitive measure will be totally 
unjustified and will have a 
reverse effect on the overall 
larger economy. Instead of 
applying the blanket rule 
for the overall market, poli-
cymakers may want to look 
at the statistics and identi-
fy the problematic sectors 
and address the problem in 
a sectoral manner. 

(3) Value of p roper t i es and 
wealth: The imposition of 
overhang tax at this point 
of t ime will drive property 
prices down in a very abrupt 
manner, thus causing loss of 
property values and overall 
wealth reduction with banks 
recalling mortgage loans, 
which will further damage 
our economy. 

Property values should 
not be allowed to collapse 
as the impairment will have 
far-reaching consequences 
on the rakyat. 

(4) Forms of control: An over-
hang or vacancy tax in any 
form is only relevant when 
the market is behaving spec-
ulatively and should not be 
used as a punitive measure 
at the end of the proper-
ty boom. In fact, there are 

many forms of control that 
can be deployed by the au-
thorities during the upcy-
cle. Bank Negara had rolled 
out various policies in 2014 
that effectively curbed the 
speculative market. Based on 
Napic's 2020 statistics, the 
supply situation is already 
behaving predictably in a 
downward trend. Banks are 
currently very stringent in 
approving housing loans and 
this is already leading to a 
drop in property launches or 
smaller phases, curbing sup-
ply. Planning authorities are 
also strict in density zoning 
and development approvals, 
reducing future supply. 

(5) Positive economic measures: 
Instead of th inking about 
punitive actions, Malaysia 
should create a positive eco-
nomic environment to at-
tract new investments and 
businesses. At this point in 
t ime, the policy of wealth 
creation is far more impor-
tant than rolling out puni-
tive measures. For example, 
we s ta r ted the vis ionary 
higher education sector to 
attract foreign students to 
Malaysia to s t imulate the 
economy. However, the sec-
tor in general has not been 
able to move up in terms of 
qualitative standard. It has 
apparently been unable to 
sustain its growth. 

This is despite the reality 
that higher education will 
create a talent pool that will 
eventually attract MNCs and 
technology investments. By 
doing so, it will create a pos-
itive envi ronment for the 
property sector with spin-off 
effects for the downstream 
economy. Melbourne is a 
glaring example — without 
foreign students' spending, 
the city faces grave conse-
quences. 
We mus t immediate ly re-

start the Malaysia My Second 
Home (MM2H) programme with 
enhancements so that we can 
compete wi th neighbour ing 
countries favourably. We only 
have a population of 32 million, 
and with a huge overhang of 
high-end properties especially 
in Penang and Johor,we believe 
MM2H had been extremely at-
tractive to wealthy foreigners 
looking at Malaysia as a wonder-
ful, peaceful place to live and re-
tire. Let's roll out the enhanced 
programme immediately; there 
is no reason for the delay. 

In short, the problem of the 
overhang in supply of proper-
ties must be resolved creatively 
and in a positive way and not 
in a punitive way. 0 
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