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A B S T R A C T  
Goods and Services Tax (GST) is multi-stage tax or duty levied and charged on domestic consumption. GST is applicable to taxable 

supply of goods and services made in the conduct of business in Malaysia including importation of goods and services into 

Malaysia except those specifically exempted. The objectives of this paper are to make a comparison of house prices in Penang 

before and after the implementation of the Goods and Services Tax. The sample of this research comprises the double storey 

medium cost house in Penang. The convenience sampling technique is used for this research with based on house prices and 

number of transactions began in year 2012 to year 2014 as its analytical tool. The findings indicate that government play the most 

important roles in incentivizing the development of affordable homes for the people needs, while property developer, the party 

who are planning projects of housing development that adhere to those guidelines provided by the government. As house buyers 

increasing price of house is always seems to be burdening In conclusion, as every party facing the shock of economy due to the 

implementation of GST, they need to play their respective responsibility and roles in more sensitive, harmonious and responsible 

way.  
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INTRODUCTION 
 
 The notion of Goods and Services Tax (GST) was mooted by the Government of Malaysia in the 2005 
Budget Document. The GST was supposed to take effect on 1st January 2007 to replace the Sales and Services 
Tax (SST). However, GST became the subject of heated debates in the country as the concept was shrouded in 
public uncertainty and speculation on its effective implementation and ramifications.  Efforts were made to 
educate the public and the business community to appreciate the benefits of GST which offers a more 
comprehensive, transparent, effective and efficient tax structure. The GST application in Malaysia was deferred 
to allow the society at large and the business community to make necessary changes to their business processes. 
The GST policy was tabled in Parliament in December 2009; and GST was implemented effective on 1st April 
2015 under the GST Act 2014 (Act 762) [1]. The objectives of this paper is to make a comparison of house 
prices in Penang before and after the implementation of the Goods and Services Tax. 
 
2.0 Concept Of Goods And Services Tax (Gst): 
 GST is a multi-stage consumption tax based on the value-added concept.  GST is not a new idea as it is 
already effective in some 160 countries worldwide as the Value Added Tax (VAT).  The range of GST/VAT 
rates applicable in selected countries are China (17%),  Indonesia (10%), New Zealand (12.5%), United 
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Kingdom (17.5%), Singapore (5%), Thailand (7%), India (12.5%), Australia (10%) and the Philippines 
(10%)[1]. 
 GST is a comprehensive tax that is charged on the supply (typically sale) of goods and services at every 
stage of the supply chain. Since GST is based on people’s spending and consumption rather than on business 
income or profit, it offers a wider indirect tax base to generate revenues for the government and to reduce the 
government’s budget deficit. 
 GST in Malaysia is implemented via a 6% fixed rate applied on the value of supply of goods and services. 
This differs from the previous SST single-stage tax scheme of 5% levy on sales and 10% levy on services. The 
government has introduced GST mainly because GST could yield more revenues from non-direct taxes. With 
the introduction of GST, taxes are being collected at every stage of the production process [2].  
 In Standard-Rated Supply GST is applied equally at 6% at every stage of supply chain inclusive of the 
manufacturer, supplier, whole seller and retailer of the distribution channel (Figure 1). Under GST all materials 
or inputs are taxable unless they are designated zero-rated or exempted. The tax element is not included as part 
of the cost of goods and services as the 6% GST is claimable from the government. Hence, at the end of the 
supply chain, the consumers’ only need to pay 6% GST cost. Notably, the range of zero-rated and exemptions 
of taxable items are much wider under the GST system.  
 

 
 

Fig. 1: Standard-Rated Supply [3]. 
 
 All good and services that fall within Zero-Rated Supply are not charged with GST at all. Hence no GST is 
charged on the consumers. These goods and services include basic agricultural products, livestock’s and 
essential food items such as unprocessed meat, fish, eggs, rice, fresh or chilled vegetables, cooking oil, flour 
and condiments. Other zero-rated supply is the first 200 unit of electricity in domestic households; water for 
domestic use, and exported goods and services. In the zero-rated supply, the business could claim credits on 
their input tax. Figure 2 shows how Zero-Rated GST works. The assumption is that the end products are Zero-
Rated but the raw materials are charged with standard rate GST. 
 

 
 

Fig. 2: Zero-Rated Supply [3]. 
 

 The supply or sales of good and services which are categorized as Exempt or Exempt Supply are non-
taxable and are not subjected to GST at the output level. This also translates to no GST charge on the 
consumers. However, the business which is the final party in the supply chain before the final consumers could 
not claim the credits spent on their input tax. There is a possibility that the business might pass the cost to the 
consumers thus increasing the cost of goods and services. Examples of exempt supplies of goods and services 
supply are education, public transportation, residential property and health care services. Figure 3 shows how 
Exempt-Supply GST operates.  
 It is noteworthy that supply (or sale) of residential buildings such as link house, semi-detached house, 
apartment, serviced apartment and condominium as well as supply (or sale) of land for agricultural use or 
general uses such as playground and religious matters are under the category of Exempt Supply, which means 
they are exempted from GST charges [4]. 
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Fig. 3: Exempt Supply GST [3]. 
 
 Under the previous tax scheme (Sale Tax Act 1972) basic building materials such as bricks, cement and 
floor tiles are categorised as First Schedule Goods and are not taxable. On the contrary other construction 
materials are categorised as Second Schedule Goods and are subject to five per cent sales tax. With the new 
implementation of GST a higher rate of six per cent is imposed on all building materials and input services by 
building professionals, engineers and contractors. This situation may well incur a higher cost for housing since 
the developers would most likely pass the cost down to the consumers [5]. 
 
3.0 House Price Scenario In Penang: 
 In recent years, property market prices in Malaysia especially the housing sector have soared beyond the 
affordability of middle income inhabitants to own housing. The housing situation has worsened in major cities 
of George Town, Kuala Lumpur and Johor Bahru, the three most volatile property markets in Malaysia.  
 According to reports in 2012 that house prices in each of the such as Kuala Lumpur, Penang, Johor Bahru 
are higher if we  compared to income of the citizen, whether low-income or middle any They cannot afford this 
cost so treat this case buying a house in the suburbs, which is the cheapest price and bear the mobility costs, as 
well as the report also said that the house in Cannes price Property prices have been increased in recent years 
with many urban areas experiencing property price increases while newly launched homes are priced above the 
RM500,000 mark, according to the Property Market Report statistics of RM730,000 and another in suburban 
price was RM330,000 almost twice. 
 The sample of this research comprises the double storey medium cost house in Penang (Picture 1). The 
convenience sampling technique is used for this research with based on house prices and number of transactions 
began in year 2012 to year 2014 as its analytical tool. 
 

 
 

Picture 1: Double Storey Terrace House in Palmyra Residence, Balik Pulau, Penang. 
 
 The house price is recorded by [5] to be increased in most of the states in Malaysia during the recent years 
up to 2015. Table 1 show the price recorded for Terrace House type according to states which focusing on 
Penang. Terrace House price in Penang, the price shows a steady increase since Q4 2013 from a price amount 
of RM367,801 until Q4 2014 with price of RM407,547 until it shows a decreasing price down to RM397,560 in 
Q1 2015. As a conclusion, the terrace housing price started to doom in Q1 2015 which is pre GST durations, 
especially in Penang. 
 The property sector is expected to slow down further this year following cooling measures and tougher 
lending conditions implemented in 2014. However, the rate of the slowdown may be stabilized with the 
continuous fall in the price of oil. But, the falling oil prices are seen as a boon for the property sector. This is 
because the deflationary effect it is already having on economies. While oil price is a factor, CIMB said the 
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goods and services tax (GST) is another. In a report entitled “Property Development and Investment: Post GST 
Blues?” CIMB Research head Terence Wong predicts a pick-up in buying momentum in the first half of 2015. 
After forecasting property prices to go up, the people rushed to buy and developers rushed to complete their 
project pre-GST. They ended up paying a premium price for materials and services, which resulted in higher 
prices. Less transaction led to a price drop after six to nine months post-GST. Peoples’ expectation and rumours 
about many buyers are rushing to buy houses before the implementation of the Goods and Services Provider 
(GST) earlier this year is untrue because real estate transactions for the first quarter of this year declined 
compared to last year. According to statistic stated by [5], total transaction of property is decreased by 6.2% in 
the first quarter of 2015 compared to the fourth quarter of 2014. If it is compared to the transaction of the first 
quarter in year 2014, the total transaction of property of the first quarter this year decreased by 4.6% (Figure 4). 
 
Table 1: Terraced House Price and Price Index by State [3]. 

 
 

 
 
Fig. 4: Property transactions in Malaysia in year 2011-2014 [5]. 
 
 Recent anti-speculation measures are expected to continue to impact transactions volumes. But property 
prices in upcoming areas/hotspots are expected to continue rising, partly because the market overhangs has 
diminished. After the second quarter of 2015, the house buys and sale performance are slightly slow after GST 
was implemented. It is based on the statistic shown by National Property Information Centre in the table below 
(Table 2). The statistics shown below are for the state of Penang. These cities have the highest population in 
Malaysia and have become the most popular places for people to live. 
 
Table 2: Number of residential units and sales performances in Penang for Q4 2014, Q1 2015 & Q2 2015 [5]. 
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RESULTS AND DISCUSSION 
 

 The implementation of Goods and Service Tax (GST) was perhaps the hottest topic in Malaysia’s Budget 
2014 speech. Introduced in April 2015, it replaced Malaysia’s Sales tax (10%) and Service tax (6%). Under 
GST, most of the goods and services (except basic necessities) will be charged a tax rate of 6% at every stage of 
the supply chain. Over the last decade prices of residential properties have escalated beyond the affordability of 
the average wage earner and it seems there is nothing to stop the prices from rising further. And now there are 
concerns that the Goods and Services Tax (GST) that took effect on April 1, 2015 will further push up the 
prices of already costly high rise dwellings and landed properties. The ministry involved in implementation of 
GST stated that the residential property or housing prices will increase not more than three per cent, but it seems 
more than that especially in Penang (island). House prices could increase by two to three per cent post-GST, 
based on a study by the Real Estate Housing Developers Association of Malaysia.  
 As houses are GST exempt, the developer cannot claim the input tax as tax credits. Therefore, the GST 
borne by the developer will be embedded in the selling price. Thus, the cost incurred due to GST will be 
transferred to the buyer hence the increase in the prices of the residential properties. This will add further to the 
burden of rising living costs and a spike in inflation rates, singling out lower-income earners as the group most 
likely to get the short end of the stick once the GST was put in place. 
 Looking at the issue of rising house prices after the implementation of GST in Malaysia, undoubtedly true 
that more people, especially the middle and lower class could not able to own their desirable houses. They were 
only able to have a home of dubious quality and low-cost construction material. This is because, there is the 
possibility that developers will use the building materials of low quality and reduce the use of building materials 
as austerity measures to generate more profit. In such cases like this, the government through the Ministry of 
Housing and Local Government (KPKT) and Local Authorities (PBT) must ensure that each developer is able 
to comply with the standards that have been set. 
 
Conclusion: 
 No doubt, the ad valorem tax, could be continued as its function as one of the crucial source of government 
revenue in developing Malaysia into achieving 2020 Vision. GST lead into an increasement of housing price, 
undoubtedly diverse from the rate of affordability of the society, especially to the middle income group who are 
always left out from the government provisions or plan in helping them toward home ownership. When it comes 
to housing the people in Malaysian context, there are 4 main key players in the front line that should play their 
part effectively according to time, needs and economy of Malaysian.  
 The first key players for sure are the government. Government play the most important roles in 
incentivising the development of affordable homes for the people needs which one of them is via direct grants 
to developer. In the time of having implementation of GST, people are seeking for more attention from the 
government on their economy growth and crisis. The Prime Minister, Dato Sri Najib Abdul Razak said that, 
Malaysia will be a high-income nation by 2018 and turn out as developed country in 2020 achieving the vision 
of 2020 that has been initiated by our Former Prime Minister, Tun Dr Mahathir Mohamad. The vision will 
never vague as Malaysia had already had the talent and infrastructure. However, people doesn’t clearly realize 
that Malaysia will not be a high-income nation with low expenses. Now, it’s time for the Government to 
reconsider the people’s income level that should be raised parallel with the increase of household expenses. 
Government as the most powerful party in this circumstances, they should observe the growth house price by 
controlling them from the land price, building material cost, and the end product, house price. They also need to 
provide various housing scheme that also widen to the middle income group in order help them to achieve home 
ownership despite of only focusing on the low income group, since the term ‘urban poor’ is now popularly 
risen. This medium cost houses scheme should be more effectively applied in most of the main cities such as 
Penang. Since, different states have their own and different economy level, then the definitions of Middle 
Income Group and the price range of Medium Cost House should be carefully and clearly defined. 
 The second key player is property developer, the party who are planning projects of housing development 
that adhere to those guidelines provided by the government. However, nowadays, the developer giving more 
attention in developing high end house which in return giving them high profit margins compared to the profit 
return in developing medium and low cost housing which actually in the most high demand by the people. As 
the country is now giving attention on the issues of hike up of price of housing, society are aware on the fact 
that they need to pay more on the purchase. Thus, this can be seen to irresponsible developer as a chance to 
inject in some incensement on their profit margin taking the advantage of the GST implementation. However, 
recent research had come out with a statement that the increase in price, GST is the not the sole element to be 
blamed. Despite GST, there are factors of demand and supply, inflation, and also money currency rate that 
actually among the influential factors. The role of marketing and economist play a crucial role from the 
developer side. Thus, developer needs to revise on the economy environment, considering their potential 
buyers’ affordability level and be in the win-win situation. In this circle, the most effected party is the end user, 
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house buyers. As house buyers increasing price of house is always seems to be burdening. However, as an open 
minded house buyer, they are one way to avoid the crazily high price of housing. It is by avoiding ‘the hot-
spot’. 
 Every state has their own several hot spot which they act as the point or central of activities. For examples 
Penang is the main hot spot of the country where development and human activities are the main centrals of the 
country. To be précised, in Penang, Georgetown and Seberang Perai may be one of the best examples of hot 
spot. The main activities of administration, rapid development, industrial spot and etc are in that location. 
Looking for a house in this area might not be the best choice. Instead, people can choose to buy a house in 
Bertam, Bukit Minyak or Balik Pulau. Besides that, neglecting secondary market of residential property should 
not be done by housing buyers. They also need to reconsider them as one of their choice of potential house to be 
purchased. A brand new house is of course more preferable. However, if the price is more reasonable and 
parallel within the budget, then ones should just go for it. A first home might not be the new, but the secondary 
house which is more relevant with the financial status of a person during the time of purchase. They can also 
seek for the better or new one, once they are financially afforded. In conclusion, as every party facing the shock 
of economy due to the implementation of GST, they need to play their respective responsibility and roles in 
more sensitive, harmonious and responsible way. In this ‘economy ecosystem’, if one party being 
individualistic, this may ruined the other and the whole ecosystem. Thus, towards the vision 2020, may 
Malaysia be successfully achieving it on time and be one of the leading country in Asian and around the global. 
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