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L.
INTRODUCTION

In Western Europe the prospects for the Eighties are far from cheerful: wide-
spread unemployment, an increasing call on social benefit, incomes and trading
profits at a standstill, dissappointing tax yields, steadily increasing pressure on
the government to reconsider and restrict public expenditure, a large financial
deficit and a high interest rate. The combination of these factors is particularly
disadvantageous to housing. The high interest rate forces up housing costs.
Only very extensive subsidies could safeguard occupants against this rise in
housing costs, but the resources for such additional expenditure are absent
from the national budget. An increase in housing costs for the occupants is
being advocated with ever-growing vigour. However, in view of the unfavou-
rable development of purchasing power too sharp an increase in housing costs
could lead toa drop in the effective demand for new construction. A contraction
of the building volume - as may be observed in many countries of Western
Europe - does lighten the burden on the government, but also creates overcapa-
city on the building market. A large number of bankruptcies of construction
firms and their suppliers, together with rapidly growing unemployment in and
around the construction industry, is the result. A development of this kind can
hardly be regarded as economic recovery, towards which government policy
everywhere is claimed to be directed.

The IFHP Congress in Oslo has as its theme "’ Equal opportunities in urban
life’”. It therefore features something that does not exist. For there are differen-
ces in income and income expectations and differences in power, and as a result
there are unequal opportunities in the city, as we know. On the one hand there
are great differences between households in financial capacity, on the other
there are great qualitative differences in the housing stock. Some of the stock,
particulary the new part of it, is financially beyond the reach of households with
a low income. In relation to the differences in rent and purchase price we see
selection and allocation criteria that are used by different kinds of urban mana-
gers and which often augment the differences in accessibility of the housing
stock.

f Via housing costs policy the opportunities for home-seekers to acquire the
kind of dwelling they desire can be influenced. After all, the rent or the price of
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a dwelling is not a natural phenomenon. The government can influence or even

set rents and prices, give subsidies, levy taxes or grant fiscal facilities by which

the costs for the occupants differ from the level that would prevail on a free

market. The government can place such measures in the framework of a hous-

ing costs policy,that can be directed towards goals inside and outside housing

policy, such as:

— reducing the labour costs of industrial and other products in order to
strengthen the international competitive position;

— curbing inflation;

— promoting employment by maintaining a sufficiently large production of
new dwellings, or maintaining or improving the existing stock;

- reducing the housing shortage by attaining an adequate production of new
dwellings;

- encouraging mobility on the housing market by eliminating discontinuity
in the pattern of rents and prices;

~  futhering an effective use of the housing stock and combating vacancies;

— securing a minimum level of housing for the lowest-paid categories;

— increasing the choice on the housing market, also for the lower-paid
groups, inter alia between the alternatives buy” and “’rent”.

Depending on the goals pursued and the priorities adhered to in so doing, hous-
ing costs policy will be equipped with instruments in a certain way. The situa-
\tion on the housing market (is there a general shortage, a surplus or a broad
equilibrium?), the economic situation (is there a prospect of economic growth
or standstill?) and the demographic outlook are of great importance here.

During this workshop the central question is who will pay the housing
bill?”.

This question is elucidated by means of contribution from three countries;
the Netherlands, the USA and Switzerland. The Netherlands is a country
where the stagnating economy is now making itself felt but where the govern-
ment continues - as yet - to uphold the furtherance of housing via many subsi-
dies for rented and owner-occupied housing and numerous measures. In the
USA, where stress has fallen more on fiscal policy and the promotion of home
ownership, the economic depression has let to a considerable reduction of Fede-
ral concern with housing policy. It is the question whether one may speak of a
housing costs policy here. Finally, Switzerland has a relatively favourable eco-
nomy with low unemployment. True, the interest rate has risen here (to 6%),
but it is still considerable lower than in the Netherlands, where the interest rate
is broadly twice as high (12%) and the USA, where in 1982, an interest rate of
some 18% prevailed: three time as high.

The workshop - and also this publication - has the following set-up. In
chapter 2 Van Fulpen will go into the distributional aspects of financial aid
from the authorities in the Netherlands: who profits a lot and who profits little?
Van der Schaar will consider the development of housing costs of tenants and
owners in the Netherlands since 1950, both in the stock and in new construction
(chapter 3). In chapter 4 Van Fulpen will deal with some aspects of the housing
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costs concept, indicating the relation between macro-housing costs and the
thinning of families. Priemus will outline the prospects of a housing costs policy
in wich the relation to ability to pay is established more intensively than is usual
(chapter 5).

Next for discussion is a paper by Hetzel in which the current housing policy
of the Reagan Administration is analysed (chapter 6).

In chapter 7 Woolery will give a short survey of the significance of fiscal
policy in the USA to housing policy.

In chapter 8 Ischi will give us an impression of the current problems with
the financing of subsidized housebuilding in the Swiss canton of Geneva. Final-
ly in chapter 9 De Kam will establish links between the role of tenants and the
development of housing costs policy. A short overview of the discussion and
final conclusions is given in chapter 10.

The housing costs problem has many aspects:

— budgetary problems of the government: which costs can and must the
government bear?

— too high housing costs of many low incomes zenants: how can their pro-
blems be solved?

— too high housing costs of many owner-occupiers with low and medium
incomes: how can their problems be solved?

In addition the final position of the /andlords (both profit and non-profit) must
be borne in mind.

Housing costs may be connected with the quality of the residential situa-
tion (including the size of dwelling), the interest rate at the time of purchase or
completion of the dwelling, the scarcity on the housing market, fiscal policy and
the ability to pay of the occupants. During this workshop we consider above all
the question of which possibilities are seen for the realization of the ability-
to-pay principle for tenants and owner-occupiers in housing costs policy. What
does the ability-to-pay principle imply for management and distribution of the
stock and the financing in housing? What is the prospect before us and how can
the final goal be brought closer by? Precisely in a stagnating economy, in which
the government cannot subsidize all round and by no means everyone needs
financial aid, realignment to the ability-to-pay principle in housing seems more
pressing than ever.
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2.1. Introduction

In 1975 the Social and Cultural Planning Office (SCP) embarked on a study of
the distributive effects which can be related to the individual use of public
goods and services. In 1977 a pilot study appeared in this context, giving an
outline of government income and expenditure in the field of education and
housing. The results concerned the calendar year 1975. The study "’ Profijt van
de Overheid in 1977” (Benefit from government expenditure in 1977) is a
continuation and an amplification.1) The aim of the study is to give a complete
picture of the distribution of all government income and expenditure for the
calendar year 1977.

The study is based on the assumption that the prosperity of an individual or
a household does not depend solely on the amount of income from work or
capital (primary income, factor income), or the income which results after the
receipt of social security benefits and the payment of taxes and social security
contributions (secondary income), but is also determined by the extent to which
use is made of public goods and services (tertiary income). Table 1 shows the
relations between these income concepts.

Table 1:  Relation primary-tertiary income

(1) primary income: factor income, pre-fiscal income

social security benefits in cash
—  taxes paid on the sources-side of income (income taxes, etc.)
—  social security contributions

(2) secondary income

+  benefits tied to the use of publicly provided or (tertiary
subsidized goods or services (income
— taxes levied on the use-side of income (components)

(sales-tax, etc.)

(3) tertiary income

Public services are made available to the population by the government free of
charge or at (heavily) subsidized prices. The use of such a service implies a
transfer from the government to the user, not in freely disposable money-inco-
me, but in the form of a portion of tied income. The fact that the income trans-
fer is not freely disposable is characteristic of the tertiary sphere. The value
which is represented by the use of a public service is a problem in itself. As an
approximation this value is identified with the expenditure incurred by the
government for the service in question. Thus in concreto the government expen-
diture connected with public services is attributed to the users. In combination
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with secondary incomes it is then possible to draw a picture of the tertiary
distribution of income: the distribution of the freely disposable income, aug-
mented with the value of the use of the public services. Apart from government
expenditure there is also government income attached to the use of goods and
services, such as a number of taxes in the field of the housing and other taxes
such as value added tax and excise duties. These payments by the user to the
government may be considered as negative components of tertiary income.

The importance of the tertiary sphere can be indicated by pointing to the
share in the total government expenditure. More than 80% of the total govern-
ment expenditure (85 milliard guilders) can be considered to the tertiary inco-
me for households. Of the expenditure on social security (52 milliard guilders),
33%is to be accounted as tertiary income for households. The remaining expen-
diture results in primary income components (interest on the national debt),
secondary components (gratious income transfers) or income for enterprises.
Of the total of 85 milliard guilders on tertiary expenditure nearly half (39
milliard guilders) is studied in this project with regard to the distributive
effects. The remaining (tertiary) expenditure concerns above all purely public
goods and services of which the consumption is non-rival (civil service, defence,
public works) and investment outlays and cannot generally be attributed to
individual households. On the income side (total 131 milliard guilders) 41 mil-
liard guilders may be considered as tertiary, 31 milliard guilders of which were
attributed to individual users.

Table 2:  Attributed expenditure and income per sector, The Netherlands,

1977.

sector expenditure income balance
(milliard (milliard (milliard
guilders) guilders) guilders)

Expenditure schemes  38.1 8.3 29.9

— housing 3.9 - 3.9

— education 19.2 0.1 19.1

— public transport 1.5 — 1.5

— social services 1.2 S 12

— culture, recreation 2.4 0.6 1.9

— public health 9.5 1.6 1.9

— other expenditure 0.4 — 0.4

Income schemes = 22.2 22,2

— housing taxes - 1.9 1.9

— sales taxes, etc. — 10.3 20.3

Total 38.1 30.5




"Profijt van de overheid in 1977" is restricted to the first round impact
incidence of government expenditure and income, just like most other studies
on fiscal burden and benefit. Tax shifting or benefit snatching has been neglec-
ted.

Table 2 gives per sector all expenditure and income, the distribution of
which is described in the study.

In this paper we shall only go into the distribution of government income
and expenditure in the field of housing.

2.2. Theoretical background

2.2.1. Tertiary income

Tertiary income is (see also table 1) built up out of primary components (inco-
me from work or wealth), secondary components (untied transfers from and to
the government or social insurance) and tertiary components (tied transfers
from and to the government or social insurance). Whether a transfer is to be
qualified as tied or untied depends on the question as to whether the transfer is
tied to the use of particular goods and services. The demarcation between the
secondary and tertiary sphere of income is based on the difference in the econo-
mic effects caused by government measures. The government measures which
lead to tertiary income have not only income effects, but also substitution
effects on the spending of the income. The common factor in the tertiary inco-
me components is that goods and services are involved: these are either made
available or subsidized by the government (positive income components) or tax
is levied on them (negative income components). It is not always easy to deter-
mine what should be qualified as tertiary in this sense. For example: the
AWBZ-contribution (Exceptional Medical Expenses (compensation) Act)
had better be regarded as an untied tax. The contribution for compulsory
health insurance on the other hand had better be seen as a price (reimburse-
ment) for the insurance package.

The value of the income component which results from the use of a service
subsidized by the government is set at the cost price per unit of the service, less
the user’s own contribution. This cost price may be an overestimation or an
underestimation of the cost price which there would be without government
involvement in the production.

However, the value which is thus attributed to the individual user may
differ from the value which the user attaches to the subsidy, since the subsidy is
not freely disposable. The difference between these values is an expression of
the extent to which collective rating exceeds individual rating. The cost price
per use-unit could not always be determined exactly, so that in those cases
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rough indications had to suffice. Further no account has been taken of differen-
tiation in production nor with secondary effects of the use of services.

Expenditures on investment has been excluded from the distribution ana-
lysis because these lead to an increase in the stock of capital goods. The profit
resulting herefrom covers a period of years. The notion of investment has been
broadly interpreted: capital burdens, depreciation, interest, redemptions, but
also the purchases made by museums.

Moreover, it was not possible for all the services to determine the (correct)
investment element in the amount spent and eliminate it from the amount. As
well as ordinary government expenditure there is tax expenditure which leads
to positive tertiary income components: positive ’receipts’’for the households
as a result of a deviation from the ’normal’’ taxation structure. An example of
this is the underestimation of the imputed rent of owner-occupied dwellings for
taxation purposes.

Government income tied to goods and services results from indirect taxa-
tion and a limited number of direct taxes. Of the total government income some
40% can be qualified as tertiary; about 80% of this is attributed.

2.2.2. Distribution of secondary income

Tertiary income elements are attributed to households characteristic by their
secondary income. This income is calculated on the basis of data derived from
the Housing Needs Survey 1977 (WBO77). The average secondary income for
1977 has been calculated at 24.500 guilders. Of the total amount of secondary
incomes almost half is earned by the households in the three highest income
deciles. From tabel 3 it can be seen that the increase in the average secondary
income between the 2nd and the 8th decile is relatively constant. From the 8th
decile upwards the average income rises considerably.

In order to determine the income deciles under which those in receipt of a
minimum or modal income are classified, it is necessary to define a specific

Table 3: Secondary income, The Netherlands, 1977.

deciles

1 2 "3 4 5 6 7 8 9 10 total
sharein% 3,2 56 68 80 90 99 11,0 12,3 14,4 19,8 100%
average
(xf11000) 7,9 13,6 16,7 19,6 22,0 24,3 26,9 30,2 35,3 48,4 24,5
Lowestde- 0 11,3 15,2 18,2 20,9 23,1 25,5 28,4 32,3 39,1 —
cile unit (x
f1 1000)

Source: WBO77 (b): as processed by SCP




household. The household used here consists of a married couple with 2 child-
ren under 16, where the man of the woman receives income from wages. This
household with a minimum earned income (of a 23-year old or older) can be
placed in the 4th decile. Similar households with a modal earned income are to
be found in the 6th decile. If the modal income were to be doubled, a household
would just come under the 10th decile.

Figure 1 shows the position of a number of typical categories.

The average secondary income is shown in brackets; this is calculated on
the basis of the WBO77 (x f1.1000).2)

Fig. 1. Position of a number of typical income earners, The
Netherlands, 1977.

decile
g

elderly single persons (OAP) 1%3)__|

minimum wage married (16,1)

(14,8)
couple without children il

elderly married person (UAP)
(18,6)

+———minimum wage married
couple with 2 children

modal income 240

B89 2 x modal income
I

1
2
3
4
5
6
7
8
9
.il

2.3. dDisjtlribution of housing subsidies over secondary income
eciles

2.3.1. Introduction

In this chapter 10 financial schemes will be examined with regard to their
distributive aspects. Hardly any of the schemes are applicable in both the
rented and the owner-occupied sector. This means that the distribution of a
particular scheme is determined in the first instance by the rent/owner occupa-
tion ratio in each decile. This ratio can be expressed as follows:

Table4: Owner occupation and income decile, The Netherlands, 1977

decile no. 1 2 3 4 5 6 7 8 9 10 total

% owner-occupied 29 19 29 34 34 34 41 47 51 65 41
dwellings
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Thus the number of owner-occupied dwellings increases the higher the decile
number becomes.

Not all items of expenditure in the budget of the Ministry of Housing and
Physical Planning have been attributed to individual households. Expenditure
of an investment nature or in the collective sphere has not been included (see
also 2.2.1.). The most important items which are thus omitted are the loans for
public finance, so called Housing-Act-Dwellings and the expenditure on
infrastructure and urban renewal. A number of other items could not be attri-
buted since no data were available on their use. Moreover, there are some
measures concerning housing and houses which do not find financial expression
in the budget of the Ministry of Housing and Physical Planning. Property tax
and property transfer tax do not appear in the budget of the Ministry of Hous-
ing. The benefit enjoyed by owner-occupiers on account of the imputed rent
being set at too low a level does not appear in the budget either, nor does the loss
of interest incurred by the municipalities in financing the construction of Hous-
ing-Act-dwellings.

However, this is all expenditure/income which is connected with the dwell-
ing and comes under the notion tertiary income. Table 5 shows how govern-
ment expenditure/income is distributed over the income deciles. A brief
account will be given of some characteristics of each scheme (see page 12).

2.3.2. Rent allowances

Tenants, who pay too much rent related to their income, are entitled to receive
rent allowances from public funds. The norm for the housing costs is set at 11%
for those with a minimum income and 17% for those with a modal income. If the
tenants are paying more, then the difference, either wholy or partly, is made up
by the government. In 1981 17% of all tenants received this rent allowance and
for the tenants of newly built dwellings it even amounted to 50%. It is expected
that the number will rise rapidly in the near future.

Of the f1. 408 million, which could be attributed to individual households in
1977, nearly three quarters went to the households in the three lowest deciles.
Almost 50% of those concerned are elderly people over 65 years of age.

2.3.3. Rent acclimatisation grants

The object of this scheme differs from that of the rent allowances. Whereas the
rent allowance is intended to prevent too great a proportion of income spent on
housing, the rent acclimatisation grant stimulates the spending of a greater
part of the income on housing.

Tenants, who move from a cheap dwelling to an expensive one, are reim-
bursed over a period of some 4 years for part of the difference in rent; the sum
received decreasing each year. About 65.000 tenants receive this grant.

11
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Table 5: Distribution of government housing expenditure and secondary income deciles in the Netherlands, 1977
(million guilders)
deciles
Total 1 2 3 4 5 6 7 8 9 10
1. Rent allowances 408 112 110 73 39 30 12 13 5 < 6
2. Rent acclimatisation grant 39 3 4 8 2 5 6 6 B 1 0
3. Building and exploitation costs 1515 173 164 108 145 151 178 154 165 128 149
subsidies rented dwellings
4. Government aid to owner-occu- 222 B 7 9 17 23 32 26 34 44 26
piers
5. Insulation subsidy 21 - 1 0 2 2 2 3 3 4 4
6. Imputed rent 1468 14 38 62 69 92 126 161 203 272 431
7. ‘Excessive’ deduction of interest 148 1 11 32 10 11 12 10 24 14 23
for owner-occupiers
8. Property transfer tax -84 -29 -10 -29 -44 -46 —82 - 78 -116 -141 -248
9. Property tax -1113 94 -91 -88 -100 -106 -108 -116 -123 -133 -153
10. Loss of interest on Housing
-Act dwellings 136 19 16 21 21 15 15 11 10 6 2
Sum of all expenditure 3957 326 351 313 305 329 383 384 448 473 641
margin of uncertainty 27 27 24 24 27 39 29 33 35 40
distribution over deciles (%) 100 82 8,8 79 17 83 96 9,7 11,3 11,9 16,2
Sum of all receipts -1937 -123 -101 -117 -144 -152 -190 -194 -239 -274 -401
margin of uncertainty 2 11 18 42 23 32 33 39 44 63
distribution over deciles (%) 100 6,4 52 60 74 78 9,8 10,0 12,3 14,1 20,7
Balance of all income & expenditure 2020 203 250 196 161 177 193 190 209 199 240
margin of uncertainty 36 29 30 30-. 32 33 38 42 47 56
distribution over deciles (%) 100 100 ‘124 97 80 87 . 96 794 103 89 1L9




The social characteristics of the recipients of this subsidy are different
from those of the recipients of rent allowance. Whereas the source of income in
the case of the rent allowance recipients was only 23% wages or salary, for the
recipients of the rent acclimatisation grant it amountd to 61%. The number of
people over 65 was proportionately less: from 40% to 18%. The same phenome-
non is to be observed in the composition of the household: for the rent allowance
only 20% were married couples with children, for the rent acclimatisation grant
it amounted to nearly 60%. The fl. 39 million which could be attributed appea-
red to be distributed fairly evenly over the deciles. Only the two highest deciles
receive appreciably less than the average.

2.3.4 Building and exploitation costs subsidies for rented dwellings

The volume of this category of expenditure represents the biggest scheme in the
Ministry’s budget. The subsidy is allocated in order to stimulate the building of
cheap rented dwellings. According to the system there is an annually diminish-
ing subsidy for dwellings built before 1975. The annual rent increase ensures
that the proprietor’s receipts remain stable. Dwellings built after 1975 are
subsidised according to a system whereby the dynamic cost price is the deter-
mining factor. By taking future rent increases into account, it is possible to set
the inital cost price rent a lower level, so that the initial subsidy can also be less.
One of the consequenses of this system is, however, that the subsidy cannot be
gradually reduced, but has to be continued for the entire period during which
the dwelling is rented in order to bridge the gap between the rent asked and the
cost price rent. A building and exploitation costs subsidy is given for some 1.3
million rented dwellings. Due to the dynamic financing and other factors the
expenditure will increase sharply in the next few years.

Of the total amount of fl. 1515 million to be attributed, 2/3 goes to Hous-
ing-Act-dwellings and 1/3 to the private rented housing. The households in the
two lowest deciles receive a fairly large amount of subsidy; this applies especial-
ly to the elderly (probably those living in heavenly subsidised dwellings for the
elderly). The third decile receives considerably less. From the third decile
onwards the amount of subsidy increases again and reaches its peak in the sixth
decile. Thereafter the amount of subsidy decreases, partly because of the
growth in the number of owner-occupiers in the highest deciles.

2.3.5. Government aid to owner-occupiers

Since the Fifties there has been government aid for buyers of newly constructed
dwellings. In order to be eligible for a subsidy these owner-occupied dwellings
have to conform to a number of qualitative and price criteria. Since 1968 these
subsidies have been so arranged that especially in the first few years after the
purchase has been made financial burdens are reduced. The starting subsidy
decreases by 10% each year.
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About 400.000 owner-occupiers are subsidised in this way.

The premiums which the owner-occupiers receive annually if they are
living in a subsidised dwelling are subject to income tax. Thus only the net
premium is attributed. In 1977 this amounted to fl. 222 million. It appears that
the lowest incomes scarcely benefit from the scheme at all. The four lowest
deciles only receive 16% of the premiums. Thereafter the amount rises per
decile to fl. 44 million in the 9th decile. The last decile receives less as a result of
the fact that this group buys more houses in the unsubsidised sector and if they
buy indeed subsidised dwellings, then it is presumably a case of the more expen-
sive housing, which is less heavily subsidised.

2.3.6. Insulation grants

For some years the government has been subsidising the costs of carrying out
insulation work. In 1977 the subsidy amounted to 2/7 of the costs with a subsi-
disable maximum of fl. 3.000. The aim is to insulate 200.000 dwellings per
annum over a period of 12,5 years. However, in 1979 the number of subsidies
allocated already amounted to 380.000. The higher income deciles appear to
receive slightly more than the lower deciles.

2.3.7. Imputed rent benefit

The income of all owner-occupiers (1.8 million households) is determined in
such way that it is financially favourable to them. According to law the imputed
rent is fixed at a maximum of 1.3% of the value of the occupied dwelling; in all
probability this percentage is too low to indicate the actual value derived from
living in the dwelling. The difference between the tax (and social insurance
contributions), which would be paid in the event of a more realistically deter-
mined imputed rent, and the tax paid under the present system, is known as
imputed rent benefit.

In the context of the Budget Survey 1978, carried out by the Central Office
of Statistics, estate agents were asked to estimate the rental yield of owner-
occupied dwellings, the market value of which had been quoted by the owner-
occupier. The rental yield was to be calculated as though it applied to a rented
dwelling. It appeared from this survey that this rent came to 3.2% of the value
of the occupied dwelling. This sum would represent the gross rental yield for the
lessor, from which he would still have to pay maintenance, real charges and
depreciation. These items are calculated at 40% of the gross rent, which means
that the realistic net rentable value can be set at 1.9% (value of unoccupied
dwelling). Thus the percentage of the value for the occupied dwelling (60% of
the value unoccupied) comes to 3.2%. The imputed rent benefit can than be
calculated at 3.2 - 1.3 = 1.9% of the value of the unoccupied dwelling. This
calculation shows that the total government tax expenditure resulting from the
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imputed rent amounts to fl. 1468 million. Distribution over the deciles gives a
clear picture: the higher incomes receives the lion’s share.

2.3.8. ”Excessive” deduction of interest for owner-occupiers

The tax authorities view the dwelling as a source of wealth, which can at some
point be expected to produce a positive yield. The costs of financing this source,
i.e. the interest charges on a mortgage, may be seen as the acquisition costs of
the source of income. The positive yield only occurs if the interest charges do
not exceed the realistic rentable value. If they are in excess, then it is no longer a
question of acquisition costs, but the interest charges, which exceed the realistic
rentable value (here referred to as excessive’ deduction of interest), are vie-
wed as a normal tax expenditure resulting from entering into a personal obliga-
tion.

It is really only in the case of dwellings, for which there is never a positive
balance between rentable value and interest deduction, that there can be said to
be excessive deduction of interest. In order to take this long-term effect into
account in the principal variant in the report the definition of excessive interest
is made dependent on the number of years that a person has occupied a dwel-
ling. If someone has resisted in a dwelling for less than 4 years, then the interest
is only termed excessive if it is more than 3 times as great as the rentable value.
Between 4 and 10 years the factor is set at 2 and if a person has occupied the
dwelling for more than 10 years, then all interest which exceeds the rentable
value is regarded as excessive. The tax expenditure, which is involved in this
excessive interest rebate, is calculated at fl. 148 million, which benefits 137.000
households. There are two peaks in the distribution. One in the 3 highest deciles
and one in the third decile. The latter appears to be caused by a concentration of
self-employed persons in this decile. This group accounts for a fairly high ave-
rage amount of ”excess’’ interest.

2.3.9. Property transfer tax

The government imposes a tax on the sale of property (real estate) amounting
to 6% (in 1977: 5%) of the selling price. This item of income has risen conside-
rably for the government over the last few years as a result of the rising price of
property and the rising number of transactions. In 1975 the yield was 597
million, whereas in 1979 it had mounted to 1825 million. Those who have
recently bought second hand dwellings are the people who pay this tax (about
100,000 households per year). The distribution shows a very clear picture: it is
principally the higher income groups which pay this tax.
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2.3.10. Property tax

Occupiers and owners of real estate pay the local authority a certain sum in
property tax. The owner-occupier receives two tax demands: one for the owner
and one for the occupier. The tenant only receives a tax demand in his role as
occupier. The tax demand of the owner is also paid by the tenant, but this takes
place via the rent. The tariff is expressed as a percentage of the value of the
dwelling. The total amount produced in property tax by all occupiers is calcu-
lated at f 1113 million. The distribution by deciles shows that the yield increa-
ses the higher the decile number.

2.3.11.  Loss of interest on Housing Act dwellings 1948-1957.

During the period from 1948 up to and including 1957 the municipalities them-
selves acquired capital on the capital market and lent the mony to the housing
associations. The conditions on which the municipalities supplied the loans did
not always fit in with the possibilities of running housing act schemes. The
result was a financial burden for the municipalities. In 1977 the burden of
interest for the municipalities amounted f 136 million for some 270.000 dwell-
ings. The occupiers of these dwellings, which were "’too cheaply” financed, are
those who derive the benefit. They appear in particular to be those whose
incomes fall in the bottom half of the income distribution.

2.3.12. Cumulation of all schemes

Figure 2 gives a picture of the total government income and expenditure.
Government expenditure is split up into expenditure in the rented sector and
expenditure in the owner-occupied sector. Government income cannot be split
up in this way since the property tax comes from both sectors. The expenditure
for the tenant appears to be above average in the first two deciles. This is due to
the rent allowances and the building subsidy (housing for the elderly). The
amounts for the deciles 3 up to and including 8 are about average and for the
two highest deciles below average.

A quite different picture is to be seen in the owner-occupied sector. The
higher the decile number the greater the amount of government expenditure on
the occupants.

This distribution is mainly determined by the imputed rent benefit. The
distribution of government income shows that the occupant’s burden grows as
his income increases.

On balance the distribution even out. There are only two deciles which
receive relativily much: the second and the tenth decile.
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2.4. Normative distribution of housing subsidies over secondary
income deciles

2.4.1. Introduction®

It is absolutely unjust to allow a household to acquire a tertiary income element
via the housing sector. After all, a person who is in the position of having an
independent dwelling is already privileged; and he even receives a grant for it as
well. Those who have no independent dwelling, but have to be satisfied with
sharing someone else’s house or living in a boarding house or a caravan do not
receive anything for their deprivation. Can anything be more unjust? Yes! The
amount of the subsidy can be differentiated according to the degree of comfort
in which a person lives. People occupying new and luxurious dwellings could be
given higher grants than the occupants of slum dwellings This height of injus-
tice appears surprisingly enough to tally with the actual situation.

What conclusion should be drawn from this finding? Firstly: do away with
all the existing tied subsidies in the housing sector and instead subsidise people
renting rooms in other people’s houses, lodgers, caravan dwellings and tax tho-
se who are well housed. The result is a just distribution of subsidies in the
housing sector. The misery of not having an independent dwelling or being
badly housed is thus made good with the taxes levied on those who have the
benefit of an independent or luxurious dwelling.

The second conclusion is that ideas on distribution norms in the tertiary
sphere are only in their infancy. This second conclusion will be illustrated in this
chapter by means of the formulation of seven norms for the distribution of
subsidies in the tertiary sphere of the housing sector.

2.4.2. Norms dependent on views on the functioning of the housing market

The most important characteristic of the housing market is that almost all
housing services are offered in the existing housing stock. Newly constructed
dwellings add 2% to this per annum. Moreover, as far as this (housing) stock
market is concerned, the cost price of the most recently added units is much
higher than that of the units in the stock. If the government plans to promote
the consumption of housing services for one or another reason (merit?, external
effects?), then it will have to subsidise these latter units in particular.

This observation is not sufficient to lead to a distribution norm over house-
holds. As yet no answer has been given to the question of who should occupy the
newly constructed dwellings. This answer is to a great extend dependent on the
views held on the functioning of the housing market. If housing mobility is seen
as a phenomenon whereby filtering ultimately leads to an improvement in the
housing situation of those with the lowest incomes (these people are often also
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those with the worst housing conditions), then it is obvious that the higher
income groups should occupy the subsidized newly constructed dwellings. Only
those at the modal income level and above would be eligible for a subsidized
dwelling, whereby the subsidy would not have to be all that high on account of
the spending scope of the new occupants. The subsidy should, however, be
higher for more expensive housing. Based on this view of the housing market
the distribution norm could be expressed as follows:
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Fig. 3. Norm 1 from table 6.

However, if filtering is condemned as a phenomenon which stimulates housing
consumption amongst the higher income groups but which does not greatly
benefit the lowest incomes (the vacancy chains terminate sooner because new
groups with a strong position come into the housing market), then it should be
the people with the lowest incomes who occupy the subsidized newly built dwel-
lings. There should then be a higher subsidy per dwelling. The norm could be
shown as follows (see figure 4 on page 20).

In actual fact present housing policy subscribes to both views. According to the
government it is not a question of either/or, but of both/and. Efforts are made
to stimulate the construction of housing in the owner-occupied sector by means
of grants and tax facilities. The filtering argument plays an important role in
these subsidies. On the other hand the government considers that adhering too
closely to this policy does not adequately help the lowest income groups. Thus
subsidies are also given for dwellings in urban renewal areas and for housing for
the elderly. Furthermore, people from the lowest income brackets, who have
not been successfull in obtaining a cheap older dwelling and have to move into
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more expensive housing, receive a subsidy in the form of rent allowance. In this
way the government may transform the norms into a u-shaped norm.
Comparison with the actual distribution (see table 6) shows that this composite
norm of the government has too perfect a u-curve to coincide with the actual
distribution, which exhibits a much more flattered curve. The relative peak in
the second decile forms one side of the u, whilst the other side is formed by the
rise in the expenditure after the third decile up to the absolute peak in the 10th
decile.

It must, however, be remarked that in reality there is scarcely any dip in
the distribution: the two "’peaks’’ only jump out slightly above the mean.

Table 6: Norms for and the actual distribution of government subsidies in
the housing sector, by various views of the functioning of the
housing market.

decile
Norm Total 1 2 3 4 5 6 7 8 910
1. Filtering norm (%) 100 0 0 0 0 0O O 10 20 20 40
2. Building-for-poor norm 100 40 30 20 10 0 0 O O O O
(%)
3. Mean norm for 1 and 2 100 20 15 10 5 0 O 5 10 15 20
(%)

4, Actual distribution in 100 10 12 10 8 9 10 9 10 10 12
TheNetherlands

The basic idea in this description of norms and actual distributions is that above
all new housing construction must be stimulated by subsidies.

However, if housing is seen as a social service (though with a high contri-
bution from the receipient himself in the form of rent or the burden of owner-
ship), whereby the receipt of a subsidy depends principally on the extent to
which a person needs housing and the extent to which a person can bear the
costs himself, then other distribution norms are also possible.

2.4.3. Norms dependent on the need of housing and the financial capacity*

The first conclusion in section 2.4.1. suggested a just distribution norm: subsi-
dise the non-participants and tax those who are wellhoused. The distribution
norm would be shown as follows. In contrast to the first three norms the follow-
ing norms are derived from empirical data.

On the analogy of Priemus (1978) this norm could be called the perfect com-
pensatory norm. A person’s income position in the secondary sphere, and thus
the power he has on the housing market, is completely levelled out as far as

21



%
18 ..
s L
. ]
—]
-5 1
-1@ } + —+ + i + t } +
1 2 3 4 5 3 4 8 9 18
decile

Fig. 6. Norm 1 from table 7.

action in the housing field is concerned. Thus income is no longer a determining
factor in the housing situation. If you want better housing, then you receive less
subsidy, or you are more heavily taxed, in order to compensate for the extra
pleasure derived. Application of this norm in every sector of government policy
means that the distribution of secondary income becomes totally irrelevant for
the consumption of government services and that the "’ welfare distribution’ of
these services is entirely uniform.It is not at present clear what form of society
this norm would fit into. At any rate it may be imagined that this norm is not
everybody’s ideal. A rather more moderate form is the distribution norm whe-
reby every household receives an equal amount. This would seem to call for a
redistribution in the secondary sphere. After all, if every household is to receive
an equal amount of subsidy, then the link with the housing sector would only
represent a circuitous route. If the government’s objective of a certain mini-
mum number of dwellings of a minimum quality could then be realised is very
much open to question. In spite of this comment, this norm can of course be
defended. It can be represented as follows (figure 7).
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However, not every household is in need of housing. Not all young people want
to have an independent dwelling. If a correction is made for these factors, the
norm can be shown as follows:
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Fig. 8. Norm 3 from table 7.
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This latter norm introduces the need factor - whether or not a householdo has a
need. According to this norm you have need of independent living accommoda-
tion or you have not. In actual fact, however, a great part of the need depends on
the size of the household. A household consisting of 4 people needs more living
accommodation than a single person. The relation between the size of the hou-
sehold and the need of living accommodation is not straightforward in the sense
that a household consisting of 4 people would need 4 times as much living
accommodation as a single person. For example, both households need only one
kitchen and one bathroom/shower. The need norm is calculated on the basis
that the number of persons per household plus one equals the number of rooms
needed. If the distribution norm is corrected for the differentiated need, the
following picture emerges:
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Fig. 9. Norm 4 from table 7.

Is it possible for the government to adhere to this norm if its objective is that
every household, depending on its need, should consume or benefit equally
from the quasi-collective goods? This is only possible if there is a very strict
distribution policy for dwellings. In practice, however, a certain degree of regu-
lation occurs, but the chief characteristic of the market is still that people them-
selves look for the most desirable dwelling. The household income plays a major
role here in the final choice. Nevertheless, as a result of differences in income,
and thus of differences in the marginal use of money, the higher incomes are in
a position to consume more subsidized living services in real terms and thus
acquire a higher tertiary income. If the government considers this undesirable
and does not consider it possible to operate a strict distribution of living accom-
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Table 7:  Distribution norms for government subsidies in the housing sector
dependent on various need criteria.

decile
Norm Total 1 2 3 4 5 6 7 8 9 10

1 100 74 43 4,1 29 14 -0,7 -2,5 -38 -5,2 6,8
2 100 10 10 10 10 10 10 10 10 10 10

3 100 33 78 7,5 8,6 9,7 11,6 12,4 12,9 13,1 13,1
- 100 1,9 46 53 6,5 8,7 12,2 14,1 15,6 15,6 15,6

1) Perfect compensatory norm (%)
2) Equal amount for each household (%)
3) Equal amount for each household in need of a dwelling (%)

4) Equal amount for each household in need of a dwelling according to the
need ration (%)

Source: Housing Needs Survey ’77, processed by SCP
} min. gldr.

600 .
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Fig. 10.  Distribution norm; equal amount for each household in need of
a dwelling according to the need ratio and according to ability-
to-pay.
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modation, then the only remaining instrument with which to realise the desired
distribution is to introduce income prices. By obligating the higher incomes to
pay more per consumption unit it is possible to prevent these households from
benefitting from government services more than they should on the grounds of
their (objectively determined) needs.

A number of factors must be taken into account in working out the income
price in concrete: the decrease in the marginal use of money in the case of the
higher incomes, the extent of the subsidies with regard to the cost price and the
differences in needs per household already mentioned above. In a follow-up
study to "’ Profijt van de overheid in 1977 (Benefits from government expendi-
ture in 1977) such an income price has been quantified and thereafter coverted
into a distribution norm. The result is shown in fig. 10. This norm is very similar
to the compensatory norm mentioned at the beginning of the section. The only
difference is that a need element has been added.

Compared to the present distribution the higher incomes would have to pay
much more, even up to 138% of the cost price in the highest decile. For the first
decile 20% of the cost price would be charged. In actual fact this now averages
88% for eveybody, but with only slight variance. Only with this sharply calcu-
lated income price is it possible to ensure that the higher incomes do not make
more use of government services than the lower incomes.

2.5. Conclusion and summary

This paper gives an account of an enquiry into the distributive aspects of
government policy. The enquiry concentrated on the distribution of subsidies
and tax-expenditures, which are indirectly received by households when they
make use of all sorts of (subsidized) government services: tertiary income. The
study examined all sectors of government services, but this paper has dealt
exclusively with the housing sector.

The distribution of goverment subsidies over income groups in the housing
sector is lopsided. Taking only the main occupiers into consideration (people

living in part of someone else’s house are not included in the secondary distri-
bution of income), than a u-shaped distribution is seen to emerge. The highest

' incomes receive more than the average as result of tax relief for owner-occupied
dwellings and the lowest incomes receive more than the average on account of
rent allowance and heavenly subsidized housing for the elderly. The middle
incomes receive less than the average.

If we look at the total distribution of income, then the distribution is even
more lopsided. The lowest income earners, who have no independent dwelling,
cannot therefore acquire tertiary income. A minimum amount is received in the
first decile, whilst the highest decile receives more than in the previous distribu-
tion.

26



Lo Bl ol Ll Sol Aot

FEE I PR T R . A 4 i 4

HEREIS 04 |

L

Lk

The development of a norm for the receipt of government subsidies in the
housing sector is no unequivocal matter. One group of people considers that the
subsidies should go to the higher income brackets in order to stimulate filtering,
whilst others believe that housing should be built directly for the poor, in which
case the subsidies should go to the lower income brackets. It is also possible to
derive a norm from the need and the financial capacity on the occupants. The
idea behind this is that every household, taking its need into account, should
benefit equally from the government amenities. This is only possible if there is a
very strict distribution of living accommodation or by means of income prices.
Otherwise the higher incomes will consume more of the housing services and
thus acquire a higher tertiary income. However, the income price has to have a
very progressive course to attain this goal; from 20% of the cost price at the
lowest decile to 138% of the cost price at the highest decile. But this would only
appear to be possible if the government has the monopoly in providing housing
services. It must therefore be “’feared” that in the present social system the
distribution of subsidies in the housing fields will remain lopsided.

NOTES TO CHAPTER 2

1. Social and Cultural Planning Office (SCP), 1981.

2. Only households with an independent dwelling are included in this income distribution. Those
who rent a room, lodgers, etc. are not counted in the distribution of income. Were this to be
done, and were all children over 18 to be counted as separate households, even though they
will live with their parents, then the distribution of income would be as follows:

decile

. (m
no iIncome

(199 elderly single persons (OAP)

elderly married person (UAP) (!48) _

minimum wage married ____ (186
couple with 2 children 6 | (240

7 |=——— modal income
8
9
10

(16.)  minimum wage married

Ei
2
3
4
s couple without children

2 x modal income (38.9)

3. This chapter is almost entirely taken from G.J. van 't Eind, H. van Fulpen, E.Pommer and
L.W. Ruitenberg, Social and Cultural Planning Office, 1982.

4. The calculations in this section are based on the distribution of income as described in note 2
above.
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3.1. Introduction

This contribution presents a preponderantly quantitative survey of the changes
in the costs of housing in the Netherlands since 1950. In addition, it pays atten-
tion to the pattern of housing costs applicable to different groups of the popula-
tion in 1977. The distribution of subsidies by class of population and the hous-
ing cost policy desirable are not considered.

The following subjects are dealt with in four separate sections:

— changes in incomes, building costs, prices and rents for old and new dwel-
lings in relation to each other;

— the calculated "'rent-income ratio’s” to be paid by an average’’ employ-
ee’s family in the cases of an old and a new rented dwelling and of an
owner-occupied dwelling;

—  the consumptive outgoings for housing as part of the National Income, and
as part of family housekeeping costs;

— the distribution of housing costs in 1977.

Before presenting the figures it is worth considering some of the main charac-
teristics of the housing system in the Netherlands.

The rent for almost all dwellings is regulated by government. Moreover, an
extensive system of subsidies exists for the rental sector. In principle, no tenant
is excluded from rent allowances, albeit a certain maximum rent and income is
involved. Also, property subsidies are provided across a broad front. Within the
rental sector a distinction can be made between property owned by private
landlords and by non-profit organisations - housing corporations and municipa-
lities. In addition there are differences in the methods of financing: publicly
financed and subsidized dwellings (""Housing Act dwellings’), private finan-
ced and subsidized dwellings (’Premium dwellings’’) and unsubsidized (free
sector) dwellings.

The Housing Act dwellings are operated by non-profit organisations only.
As a rule such dwellings are financed by government loans. Premium dwellings
may be operated by both non-profit and private landlords. Finance is provided
by private investors.

In the cases of Housing Act and Premium Rental dwellings the govern-
ment offers property subsidies; for about the last ten years, in both sectors,
these subsidies have had the nature of offsets to operating losses, so far as the
latter could be estimated at the start of operating. However, operating risks are
taken by the landlords, even in the non-profit sector.

In the course of time, the difference between Housing Act and Premium
Rental dwellings has decreased in significance. This is the result of pursued
policy. Since about 1960 this policy has been directed towards creating equal
operating conditions for both private and no-profit organisations.

Regulation of the market has been very much less developed for the owner-

30




i s A L ke b ideiB il a o L A e Ll Y § didasiis Rhhak shidmaade Aol bb AR A LUl Rl Al B il Ll e bR L

ek

occupied sector. In general, there is no control of the selling price. A system of
property subsidy is even less in evidence. Only in the case of new dwellings a
subsidy can be granted to the purchaser, with the object of reducing his initial
housing costs. The number of subsidized owner-occupied dwellings and the
amount of the subsidy are dependent on the market situation. The government
has had a tendency to lower subsidies when demand for purchase houses is
high, in order to reduce the number of housing subsidies and to increase build-
ing activity in the free sector. When the owner-occupied sector stagnated - this
occurred after 1978 - the number of subsidized dwellings and the subsidy per
dwelling both increased.

3.2. Changes in incomes, building costs, cost of living, house
prices and rents since 1950

Table 8: Indexes of prices and incomes, The Netherlands 1950-1980 (1950

= 100)
year nego- price index, building controlled rent, rent,
tiated domestic costs rents new new
income consumption Housing Premium
Act Rental
dwellings dwellings
1950 100 100 100 100 100 100
1955 135 118 141 145 135 157
1960 180 137 157 217 228 252
1965 275 165 214 265 375 357
1970 400 205 300 375 639 640
1975 720 311 505 516 860 992
1980 965 420 776 710 1517 1339

Table 8 shows the changes in union-negotiated incomes, cost of living, building
costs and rents, based on values for 1950. The building costs index is based on
the costs for new dwellings built under the Housing Act. The cost of land is not
included. The effect of increase in the quality of dwellings has been eliminated
as far as possible. The total construction costs of new Housing Act Dwellings
rose faster then the building costs, by as much as appromoximately 50% in the
period 1950-1980.

In the case of rented dwellings a distinction has been made between con-
trolled rents for existing property and rents asked for new dwellings. The rents
asked for new property are determind by building costs, the increased quality,
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the price of land and the subsidy policy among others; a decrease in the object
subsidies, for example, is accompanied by an increase in rents. Controlled rents
presented here are related to pre-1939 property, taking into account legally-
permitted rent increases. It will be obvious that actual rents for existing dwel-
lings can differ from these controlled rents: landlords do not always respect the
rent regulations; changes in quality of a dwelling (obsolencense, improve-
ments) can occur and these affect the percentage increases in rents; the effects
of changes in the supply of dwellings, due to demolition, new construction and
quality changes to existing dwellings, have neither been considered.

As a result the factual increase in rents for existing properties quite clearly
exceeds the index of controlled rents. In the period 1969-1980 the average rent
for existing dwellings in reality increased 25% more than the controlled rent, or
about 2% per year extra. However, these data before 1969 are not available so
that this index of controlled rents must be accepted.

In the period between 1950 and 1980 union-negotiated incomes rose faster
than the cost of living; it can be said that there was a real increase in disposable
incomes. Moreover, incomes rose faster than building costs and rentals for
existing property. Older rented dwellings became therefore relatively cheaper.
On the other hand, new Housing Act dwellings were, in relation to negotiated
incomes, more expensive and less affordable for many people. The gap between
rents for existing and newly-built dwellings increased.

However, the following must be considered: since 1970 a system of rental
allowances has been in force. This system was considerably extended in 1975.
At the same time the object subsidies were reduced. The gross rents asked
increased sharply as a result, but the netto rents, for the lower income groups in
particular, increased to a lesser degree.

If 1938/39, and not 1950, is taken as the basis year for calculating the
indexes, a somewhat different picture is obtained. Rents for pre-1939 dwellings
remained frozen at the 1940 level until 1951. In contrast, the cost of living,
incomes and building costs doubled. If 1938 is taken as 100, controlled rents did
not even follow the cost of living.

The selling prices of owner occupied dwellings were not known up to 1965.
Figure 11 shows the changes in selling prices, rents, incomes and cost of living,
with the year 1965 as basis. The selling prices here are for family houses with
vacant possession. These are the most indicative of changes in the selling prices
in the owner-occupied sector in general.

From figure 11 the following can be deduced: in the period 1965-1980
rents for existing property rose slightly faster than the cost of living. The rents
of new Housing Act dwellings rose faster than incomes over the whole period,
with exception of the period 1971-1974.

Selling prices lagged behind incomes in the beginning. But particularly
after 1975, prices rose out of all proportion. The increase came to an abrupt halt
in 1979. This boom was due to the strong increase in the demand for home
ownership, corresponding to the large increases in incomes and an increased
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Fig. 11.  Indices of cost-of-living, incomes, rents for existing and new
Housing Act dwellings and purchase prices, The Netherlands,
1965-1980 (1965 = 100).

requirement for good quality housing, to (until 1978) a low real interest rate
and to a high rate of inflation. Moreover, it was relatively easy to obtain a
mortgage loan during the 1974-1978 period.

33




index
negotiated
income RN .
140 4 =100 o 5.
. “purchase
130 o prices

120

110

100

90

BO

70
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dwellings and purchase prices, The Netherlands, 1965-1980;
index negotiated income = 100.

The various indexes are presented again in figure 12, in which the index of
incomes is reset to 100 every year. This shows that after 1974 the prices over-
took the increases in income and that as a result the increase in prices during
the period under consideration exceeded the increase in incomes.

3.3. Some calculations concerning “rent-income ratio’s” in the
case of tenants and owner-occupiers

In themselves, the indices of incomes, rents and prices do not present a picture
of housing costs. However, since in addition to these indices, the absolute figu-
res for existing and new property rents, for disposable incomes and for house
prices are known, it is a simple matter to calculate the proportion of disposable
incomes which is devoted to housing.

So far as incomes are concerned, use has been made of statistics regarding
the disposable incomes of married employees with two children, engaged in
industry. Incomes in this group are at a relatively low level. Comparison with
statistics for the distribution of incomes in 1973 and 1977 shows that this group
falls into the third and fourth deciles of the income distribution. Rents for
existing properties have been calculated with the aid of the rent index, taking
into account from 1969 onwards the price increases due to supply changes.
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Rents for new Housing Act and Premium Rental dwellings have been taken
from the annual reports of the Central Directorate of the Ministry of Housing.
What are involved here are the rents, after deduction of property subsidies.

For these new rented property only rents in the first year are presented;
increases in rents in the years subsequent to the first, correspond to the rent
increases for existing property and not to the rents for new property completed
in those subsequent years.

For owner occupied dwellings, the gross initial costs have been calcula-
ted.The basis used was 80% financing by means of a 30-year mortgage loan
with equal annual repayments. The mortgage-interest was taken to be the ave-
rage for the year concerned. The building costs and the subsidies for owner
occupiers are known since 1960; since 1965, the selling prices for existing hou-
ses in the stock are also known. From 1960 until 1968 property subsidies are
given in the first year only and have been deducted from the construction costs.
The annual subsidies, provided since 1968, have been deducted from the gross
mortgage payments.

Gross mortgage payments can not be directly compared with rents. Rents
include elements for maintenance, local government rates, insurance, etc.,
which do not form part of gross mortgage payments. In addition, the effects of
taxation have not been taken into account. The interest of mortgage payments
is tax deductible, while the imputed rent of the property is added to income. The
nett initial costs in the case of property purchase therefore differ clearly from
the gross costs shown. Due to the progressive scale of income taxation, the nett
costs are lower for the higher income groups than for the lower.

The ’rent-ratio’s’ calculated for owner-occupation reveal only the gross
initial costs. If a person purchases a dwelling in a given year, his gross mortgage

Table 9:  Nett rents and gross mortgage costs as a percentage of disposable
income of first year occupancy, of a family with two children and
a median income, The Netherlands, 1950-1980.

Rent Index Gross Mortgage Index
year  rented new new new existing  existing
existing  Housing Premium premium family tenement-
property Act Rental purchase house house
1950 8,7 11,3 15,5 — - -
1955 9,7 11,5 18,1 — — —
1960 11,2 15,0 22.5 15,7 - —
1965 9,1 16,5 21,4 19,5 21,9 10,0
1970 9,0 19,3 26,4 12,4 27,0 9,2
1975 8,0 15,4 249 15,5 — —
1980 8,3 19,7 23,6 39,0 51,5 19,7

VT —— T T S ———— — e — T —
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payments will remain the same in the succeeding years, but the “’rent-ratio’s
often will decrease due to increases in income.

Table 9 gives the calculated rent-income-ratio’s and the gross-mortgage inco-
me-ratio’s. In comparison with disposable incomes, rents for existing property
have fallen since 1960; previously there has been a slight increase. The calcula-
ted rent ratio lies at a relatively low level: just over 8% of disposable income in
1980.

The ratio for new Housing Act and Premium Rental dwellings are on
significantly higher level; moreover they increased in the course of time, follow-
ing the increased quality of new dwellings in comparison to pre-1939 proper-
ty.

An interesting aspect is the relationship between the rental income ratio’s
for Premium Rental for Housing Act dwellings. In general Housing Act pro-
perty is of a lower quality and therefore cheaper; these dwellings are intended
mainly for occupiers with a low or modal income. The Premium Rental sector is
usually designed for the somewhat higher income groups. The fact that Premi-
um Rental property attracts a higher rental slice for a tenant with the same
income is scarcely surprising.

In addition, the type of subsidy system has a considerable effect. In the
1950’s a lump sum contribution was extended to the premium sector, produ-
cing only a slight reduction in rents in the first year, whereas Housing Act
dwellings attracted annual contributions, resulting in a considerable reduction
in rents. In order to improve the competitive position of Premium Rental dwel-
lings in comparison with Housing Act property, the annual contributions for
the latter were reduced in 1960 and onwards, and a change was made to a
system of annual contributions for Premium Rental property. As a result the
respective ratio’s in the two sectors approached each other, as can be seen from
figure 13.

rent
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1950 52 54 56 58 60 62 64 66 68 70 72 74 76 78 80 year

Fig. 13.  Rent-income ratio, The Netherlands, 1950-1980.
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However, the gap again increased after 1964, mainly due to an increase in
interest rates. A fixed interest rate of 4% was used for calculations regarding
Housing Act property while Premium Rental property had to bear the current
capital market rate of interest. When the interest ratio rose above 4%, Housing
Act dwellings enjoyed in fact an interest subsidy. However, a new subsidy
system was introduced in 1967 /1968, under which in both sectors the commer-
cial rate of interest was calculated, and the method and amount of subsidy for
both Premium Rental and Housing Act properties were equalized. As a result
the gap between ratio’s in both sectors again decreased.

After 1973 the domestic construction industry faced increasing problems;
there was a considerable decrease in building activity. Moreover, there was the
oil crisis of 1973 /1974, which led the Cabinet to undertake measures for mode-
rating increases in incomes. Within the scope of these, object subsidies for
Housing Act dwellings were considerable increased, In the case of Premium
Rental dwellings the property subsidies remained as before.

The system of rent subsidies was again amended in 1975. Property subsi-
dies were decreased and rent-allowances augmented. This, and a marked qua-
lity increase led to an increase in the rents for new Housing Act houses, and toa
decrease in the property subsidies granted by the government in the first

year.
% of
disposable
income existing
50 4 private dwelling
0 1 new Premium
rchase
incl. subsidy)
30 4
20 +
10 <
1950 60 62 64 66 68 70 72 74 76 78 8O year
loan interest 4.87 4,87 5.2% 6.37 6.6% 8,07 7.9%7 9.6% 9.27 9.87 11.8%

Fig. 14.  Gross mortgage costs first year as a percentage of disposable
income (married employee in industry, 2 children), The Nether-
lands, 1960-1980.
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Gross mortgage costs are at a considerable higher level than net costs in the
rental sector, as can be seen from table 9 and figure 14. In addition, these gross
mortgage costs rose much more rapidly than rents. This reflects the increase in
selling prices on the one hand, and the increase in the rates of interest for
mortgage loans on the other.

Until 1968 the initial costs of existing property were comparable to those of
new dwellings. Thereafter premium owner-occupied property became steadily
cheaper: this undoubtedly encouraged the construction of property for sale.

The difference in initial costs is closely connected with the method of sub-
sidy. Until 1968 new premium owner-occupier property attracted mainly a
lump sum subsidy, which resulted in only a slight reduction in the initial costs.
Thereafter only annual contributions were given, at their highest in the first
year and reduced in each subsequent year until they completely disappear wit-
hin a period of about 10 years. This change in the system of subsidies led to a
strong reduction in the gross mortgage costs of premium dwellings in the first
year.

The initial costs of premium owner-occupied housing was held at a reaso-
nable stable level up till 1975, in spite of the higher interest rates and construc-
tion costs. After 1975, however, the initial costs grew staggeringly. Selling
prices increased sharply due to the high demand for owner-occupied dwellings.
The government reduced the subsidies for new property for sale without any
risk of disrupting the building industry, mainly because subsidized houses
remained relatively cheap in comparison with the stock. But after 1978 the
owner-occupier market stagnated and subsidies for the purchase of new houses
had again to be increased.

The fall in selling prices, which occurred from 1978 onwards, was nonethe-
less insufficient to depress initial costs appreciably. The high rate of interest has
an important effect on initial costs. Moreover, income fell after 1978.

Costs remained extraordinarily high in comparison with incomes. This lea-

ded to a fall in the demand for owner occupied houses. Sales of existing proper-
ty stagnated. The proportion of property for sale in the housing production
falled considerably and that of Housing Act dwellings, with relatively low
rents, increased sharply.
The first year ratio’s for owner-occupiers and for tenants of new rented proper-
ty differ from those of persons who remained several years in the same dwel-
ling. As an example the ratio’s for the families of employees who began occu-
pancy in 1969 and who have not moved since, are presented in table 10. It is
assumed that the mortgage rate of interest has remained constant since 1969.
The gross annual repayment remains the same every year. Because the annual
subsidies decrease every year the calculated mortgage costs rises somewhat.

Rents for new property probably changed in conformity with government
regulations, and only annual rent increases after 1969 have been taken into
account. Table 10 makes clear that the rent ratio’s for new and existing dwel-
lings decreased. Mortgage costs for the purchase of an existing property were at
a high level in 1969. These decreased to an even lower level in 1980 than the net
rental costs for a Housing Act dwelling. It is true that the initial costs are high

38



Table 10: Changes in calculated rent and gross mortgage indexes. Family
with two children and a median income, taking up occupancy in
1969 (% of disposable income), The Netherlands, 1969-1980

year Rent-index Gross mortgage index
rented new new new existing
existing Housing Premium premium family
property  Act' Rental' purchase’®  house’
1969 9,3 17,6 25,7 14,7 24,3
1970 9,0 16,9 248 14,7 22,2
1971 8,5 15,9 233 14,1 19,5
1972 8,5 15,7 23,0 14,1 18,1
1973 8,7 15,5 22,6 14,0 16,8
1974 8,5 14,4 21,1 13,2 14,8
1975 8,0 13,9 20,4 12,5 13,2
1976 8,2 14,3 20,8 12,6 12,6
1977 8,2 14,0 20,5 12,3 11,6
1978 8,3 14,2 20,8 12,2 10,9
1979 8,2 13,9 20,4 12,0 10,2
1980 8,3 13,9 20,3 11,2 9,6

' excluding housing allowances
? including decreasing annual contributions
? excluding changes in interest rates

but the decrease in those costs is considerable. A different situation appears in
the case of premium owner occupation. The initial costs are relatively low, but
the decrease of the ratio’s is less, due to the decrease in property subsidies.

3.4 Consumptive outgoings for housing

Data regarding outgoings for housing at the macro level have been taken from
the National Accounts. The information required concerning outgoings at the
micro level were obtained from various surveys of domestic budgets.

The consumptive outgoings for housing, given in the National Accounts,
are the sum of rents and the rental values. The rental value is the estimated rent
which a privately-owned dwelling would attract if it were let.
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Table 11: Outgoings for rent, as percentage of National Income and of total
consumptive outgoings, The Netherlands, 1950-1980
(Source: CBS National Accounts).

Year Gross Rents Rents Subsidies as Rents
investment excluding  including % of rents  excluding
in dwellings subsidies subsidies subsidies as %
% NI % NI % NL of

consumptive
outgoings

1950 4,3 3,73 3,96 5,9 5,0

1955 4,1 3,52 4,32 22,7 5.5

1960 4,8 4,21 5,28 25,0 6,7

1965 5,5 4,00 4,35 8,7 6,3

1970 5,7 4,20 4,55 8,5 6,7

1971 6,3 4,32 4,76 10,1 7,0

1992 17,0 4,46 5,00 12,0 7,3

1973 6,9 4,58 5,17 12,8 7,6

1974 6,0 4,69 5,38 14,6 7,8

1975 5,6 4,93 5,86 18,8 i

1976 5,5 4,99 6,07 21,4 7,9

1977 6,4 5,22 6,41 22,1 8,1

1977') 6,4 5,59 6,77") 21,1%) 8,5

1978 6,6 5,79 7,05 21,7 8,7

1979 6,3 6,08 7,39 21,2 9,1

1980 6,6 6,41 7,70 20,1 9,5

") revision for 1977 and later

Table 11 gives the proportion of gross investments in housing (including depre-
ciation), the expenditure for housing (incl. and excl. subsidies), as a percentage
of the National Income and of the total consumptive outgoings. These data are
presented graphically in figure 15.

The consumptive outgoings for housing in proportion to the National Income
show an almost continuous increase, the investment in housing construction
having been at a high level for years. The sharp increase in 1977 is due to a
change in the definition of consumptive outgoings.

Subsidies as a percentage of rents were relatively high in the 1950s. Becau-
se increases in rents were used as a means to reduce property subsidies, this
percentage fell appreciable between 1960 and 1964. The increase after 1970 is
connected with the fact that rents no longer kept pace with the developments in
construction and operating costs and with the large numbers of new, subsidized
dwellings which were added every year to the stock of existing property.
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Fig. 15.  Consumptive outgoings on rent and gross investment in property
as a percentage of national income (market prices), The Nether-
lands, 1950-1980.

Table 12 (page 42) gives a number of key figures for the years 1956,1960,1971
and 1980: the number of occupants, dwellings, households. The average occu-
pancy fell from more than 4 persons per dwelling in 1956 to almost 3 in 1980.
The total consumption of dwellings rose between 1956 and 1980 by a factor of
5,4 in real terms. The dwelling consumption per inhabitant increased by a
factor of 4,16. The consumption per household increased less, by a factor of
only 3,3. The higher consumption of dwellings corresponded also to the increa-
se in the number of households.

The budget surveys of 1951, 1963/1965, 1974/1975 and 1978 reveal no
less of an increase in rents and rental values in relation to the total consumption.
In 1951 the proportion of outgoings for rent of employees’ families was 6,3%, in
1963/1965 8,1%, in 1974/1975 12,4% and in 1978 12,6%. The greatest
increase took place in the period between 63/65 and 74/75.
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™ Table 12: Consumptive outgoings for housing, total, per inhabitant and per household, The Netherlands, 1956-1980

1 2 3 4 5 6 7 8 9
Year No.of No. of No. of average total housing 6 as % of housing housing
inhabitants households existing occupancy consumption total cons. consumption consumption
x 1000 x 1000 properties of outgoings per habitant  per household
x 1000 dwellings
mln. 1956 1956  gld. 1956 gld. 1956
gld. = = = =
100 % 100 100 100
1956 10.367 2958 2.546 4.07 1.023 100 5,2 100 94—~ 100 346,— 100
1960 10.950 3.204 2.824 3.88 1.616 158 6,7 129 141,- 149 504, 146
1971 13.194 4.056 3.908 3.40 5.130 501 7,0 135 389~ 414 1265~ 366
1980 14.148 4.841 4.837 295 19.220 1879 9,5 183 1358,— 1447 3970, 1147
In discounted guilders (1956 = 100)
1956 100 94—~ 100 346, 100
1960 140 125~ 133  446,- 129
1971 274 213,- 227 691,- 200
1980 541 391,—- 416 1144,- 331
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Table 13: Real increase in consumption (in %) between 1963/1965 and
1974 /1975 for employees’ families, per income group, The
Netherlands. (Source: CBS employees budget survey

1974/1975).
Gross income
in 1974 (x f 1.000,-) Less than 28 28-40 More than 40
Total outgoings 31.8 15.8 17.3
food 21.0 15.5 18.3
clothing, etc -10.2 -20.8 -34.7
hygiene and medical care 19.3 - 6.7 - 74
education and recreation 77.1 35.8 16.6
total, living 45.6 39.4 85.2
rent, rental value and
maintenance 824 60.7 191.4

On the basis of the two budget surveys an analysis can be made of the changes
in the pattern of outgoings which took place in ten years, for each income group
(table 13). The outgoings for rent, rental value and maintenace increased more
than other types of outgoings. The increase is exceptionally high for income
groups with an income above £.40.000,- in 1974. This is probably closely con-
nected with the growth of owner-occupation within the higher income groups.

3.5. Distribution of housing costs in 1977.

We have shown some of the trends in the changes in housing costs in the
Netherlands. The picture presented in somewhat crude. On average the pro-
portion of housing costs in the disposable income is not particulary high, even
though a clear increase took place in the 1970’s. The distribution of housing
costs among the various groups of occupants is however at least as important
as the average housing cost. Relatively low housing costs are probably to be
seen in the case of older rental property and owner-occupiers who have been in
occupation for a long time. High housing costs are probably to be found where
occupiers of new rental property and recent buyers are involved.

Below some of the results of the Housing Needs Survey 1977, are given.
This survey gives insight into the housing costs of owner occupiers and tenants
as a percentage of disposable income. In this case, again, no direct comparison
of housing costs for owners and tenants is possible. In the case of tenants, the net
housing costs - rent less housing allowances - is taken, whereas for owners the
housing costs are expressed as the gross mortgage costs.
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Table 14: Gross mortgage costs per income group, as a percentage of the
disposable income of main occupant, The Netherlands, 1977
(Source: CBS, regional housing needs survey 1977).

gross mortgage costs (% disposable income)

disposable no tol2% 12-20% 20-28% 28%and un- abs
income mort known (=100%)
0 -gage
less than 12.000 72 6 3 2 10 7 84.600
12.000-15.000 74 10 3 2 5 6 54.500
15.000-18.000 63 14 6 4 6 7 94.100
18.000-21.000 42 21 13 7 7 10 104.000
21.000-24.000 27 30 16 11 9 8 131.000
24.000-30.000 21 29 20 11 9 10 240.000
30.000-36.000 18 28 23 15 10 7 161.600
36.000 and more 14 32 24 12 9 8 322.600
total in % 31 25 17 10 9 8
abs 364.900 303.500 207.200 117.800 102.800 97.900 1.194.100
%
occupants

% 04
bew

- unknown :

{ no mortgage

2

hyp quote < 12%

hyp. quote 12-20%
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Fig. 16.  Gross mortgage costs as a percentage of disposable income, The
Netherlands, 1977.




Table 15: Percentage of tenants with a nett rent-ratio of 15% and more per
income group according to construction period and time of occu-
pation, The Netherlands, 1977
(Source: CBS, Regional Housing Needs Survey 1977).

disposable

income x f 1.000 upto20 21-29 30 and more total
total 43 22 9 29
construction period

pre-1906 26 9 5 18
1906-1930 26 5 3 18
1931-1944 42 5 6 17
1945-1959 31 5 2 17
1960-1964 42 10 2 20
1965-1969 60 21 8 30
1970-1974 73 58 18 53
1975 and after 73 55 23 53
time of occupation

pre-1950 28 5 3 24
1950-1954 21 1 - 15
1955-1959 30 5 2 17
1960-1964 34 4 2 17
1965-1969 41 7 4 21
1970-1974 49 27 13 32
1975-1976 52 35 13 36
1977-1978 54 37 11 38

The gross mortgage ratio’s: table 14 and figure 16 show the distribution of the
gross mortgage costs in relation to disposable annual income. Table 15 shows in
addition the relationships between the mortgage ratio’s, the period of construc-
tion and the period in which the dwelling was occupied. The table reveals that in
the owner-occupied sector 31% of the occupants had no mortgage costs. In the
case of occupiers with a lower income (often elderly, long in possession of a
dwelling) this percentage is higher: more than 70%. With higher incomes the
proportion of occupiers without mortgage costs is less and the percentage witha
higher mortgage ratio is greater. The fiscal policy, which makes deduction of
the mortgage interest more attractive for the higher income groups, is probably
partly responsable for this. Also an important factor is that occupiers in the
higher and middle incomes groups often moved recently into their own dwel-
ling. These groups purchased, relatively often, new and expensive dwellings.
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Their high mortgage indexes reflect the rapid expansion of the owner-occupied
sector in the 1970s.

Table 16: Nett housing costs per income group in percentages of disposable
income of the main occupant, The Netherlands, 1977
(Source: CBS, Regional Housing Needs Survey 1977).

nett housing costs

disposable up 9-14% 15-20% 21and unknown total
income to 9% more (abs =
in guilders 100%)
per year
12.000 7 19 38 32 4 237.100
12.000-15.000 12 36 36 13 3 159.200
15.000-18.000 16 55 16 9 3 256.200
18.000-21.000 20 53 19 7 1 270.000
21.000-24.000 25 49 19 5 2 275.700
24.000-30.000 37 43 16 4 1 393.300
30.000-36.000 42 42 13 1 1 204.700
36.000 and more 63 30 3 — 4 258.100
— — — — 100 529.900
total in% 23 33 15 7 22
abs 592.700 853.500 892.500 172.900 572.800 2.584.300
% Bt —
occupants |

o
ratio -

ratio - 9 %

LJ ratio9- 14 %

_ ratio 14 -21 %

o

R R R R N N N N R R A

income x f 1000.-

Fig. 17.  Nett rent-income ratio for occupants acoording to disposable
income, The Netherlands, 1977.
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Table 17: Percentage of owner-occupiers with gross mortgage costs above
20% of disposable income, per income group, construction period
and time of occupation, The Netherlands, 1977
(Source: CBS, Regional Housing Needs Survey 1977).

income x f 1.000,— upto20 21-29 30 and more total
total 12 22 26 20
Construction period

pre-1906 7 19 19 11
1906-1930 8 12 17 12
1931-1944 10 14 17 14
1945-1959 11 11 11 11
1960-1964 16 15 14 14
1965-1969 15 22 16 18
1970-1974 31 38 29 31
1975 and after 55 74 57 61
Time of occupation

pre-1950 2 2 6 3
1950-1954 B 5 3 4
1955-1959 5 5 2 4
1960-1964 11 4 3 6
1965-1969 8 8 8 8
1970-1974 21 21 19 21
1975-1976 42 58 46 49
1977-1978 46 67 50 54

The rent income ratio’s: see table 16 and 17, and figure 17.

The relationship between income and housing costs in the rental sector has a
totally different character as in the case of owner-occupiers. Here the rent-
ratio’s are higher to the degree that the income is lower. The major proportion
of the tenants have relatively low rent-ratio’s. About 1,4 million of the more
than 2 million tenants pay less than 14% of the disposable income as rent. Those
who pay more than 14% belong mainly to the group earning the minimum
income or less. A division by age shows that the older and the younger often
have higher rent-ratio’s; higher ratio’s are also found among those who moved
after 1975. The highest percentage of rent indexes above 14% is to be found
where low income and a short period of occupation, or of a low income and a
recently built dwelling, are combined.
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Table 18: Rent-income ration per rented sector, The Netherlands, 1977
(Source: CBS, Regional Housing Needs Survey 1977).

Non-profit rented  Private Rental Total

b - - -

sector rental  dwellings
dwellings owner

Nett rent-in-  Housing Other unknown
come ratio Act and

dwellings unknown

in%  absolute
less than 9% 23,0 23,6 21,5 23,3 229 592.700
9-15% 28,8 34,3 29,9 271 33,0 853.600
15-21% 152 17,0 18,2 13,5 152 392.400
21% and more 42 5,7 10,1 8,5 6,7 173.000
unknown 18,8 19,4 20,4 27,6 22,2 574.800
% 100 100 100 100 100

total absolute 1.107.200 178.500 391.900 906.700 2.584.300

Table 18 shows that the number of occupants with a modest rent ratio is large
in the case of Housing Act dwellings (255.000) and dwellings for which the
owner is unknown (211.000). Almost 600.000 of the 2.580.000 tenants pay less
than 9% of their income on rents.

3.6. Conclusions

I The proportion of housing costs in relation to the consumptive outgoings and

| the National Income has risen. This is closely connected with population
growth, with higher housing quality, and with a decrease in the average occu-
pation per dwelling. The higheroutgoings are also connected with the relatively
large increase in the construction costs and interest rates.

Since 1979 incomes fall in real terms and this will continue the next years;
the prospects with regard to incomes are not rosy. This became manifest first
and most clearly in the owner-occupied sector. Demand fell sharply, as well as
purchase prices. In the rental sector the consequences were not felt so immedia-
tely since there was an extensive system of price control, property subsidy and
demand-stimulation. However as a result government subsidies rose conside-
rable. While the government budget is now under heavy pressure, less generous
price-reducing subsidies will probably be given in the near future, and the costs
of housing paid by households will increase.

If the level of investment in new property and improvements in the quality
of existing dwellings are maintained, even further increases in housing out-
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goings are unavoidable. It can be calculated that then average housing con-
sumption as a proportion of disposable income will rise from 9,3% in 1980 to
11,5% in 1985, which amounts to an annual increase in housing costs of about
12%

There is a great danger that all these factors will result in a decrease in the
effective demand for new dwellings, thus in a drop of building output, and
moreover in an unequal distribution of opportunities in the housing market:
those who are already reasonable housed will not quickly rehouse, those who
wish to occupy an independent dwelling or who, for any reason whatoever, must
rehouse, have less choice. They could been forced to accept either poor housing
or expensive new dwelling. The distribution of dwelling quality and housing
costs might then become much more skewed than it is now.

In that respect it is important to encourage mobility, so that cheaper exi-
sting dwellings are released for the lower-income groups. It also is important to
realise a target-group policy in the field of housing construction and distribu-
tion, to provide qualitatively reasonable and affordable dwellings for groups
with a modest income.

In order to avoid a large increase in the average housing costs and subsidies
it is desirable to restrict the investment per dwelling: to promote the construc-
tion of smaller dwellings, or dwellings with a lower quality than has been usual
in the last few years and improvement to a less higher degree. It might also be
necessary to reduce the profitability of property ownership and operation,
which would represent a loss of capital for private landlords and owner-occu-
piers and a reduction in the possibility of accumulating reserves in the case of
non-profit oriented owners. Finally, and most important, it is perhaps unavoi-
dable to increase the housing costs of sitting occupants to saveguard subsidies
required for investment in new and existing property and for subsidizing those
who must pay too high a proportion of their income for housing.

The moral is simple: a housing-costs policy is probably a condition of
increasing importance both for guaranteeing sufficient investment in housing
construction and for the distribution of housing in a manner which satisfies the
demands of justice. However, such would place very high demands on the
machinery of housing policy.
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4.1. Introduction

There is no doubt whatever that housing costs are rising. Everyone is in agree-
ment on this and the problem is perfectly clear: both the occupiers and the
authorities are finding it difficult to meet the mounting housing costs whilst
incomes are on the decrease. Not clear is what precisely is meant by housing
costs and how the rise in these costs is measured. This paper goes into various
aspects of housing costs in more depth.

The first step taken in the following section is to draw up definitions of the
various sorts of housing costs. Section 4.3 goes into the differences in housing
costs between the rented and the owner-occupied sector. Particular attention is
paid here to the method of financing and subsidizing in both sectors. The follo-
wing sections give an analysis of the rise in housing costs: at the micro-level in
section 4.4. and at the macro-level in section 4.5. Section 4.6. deals with the
position of housing costs in the context of the total expenditure of families. The
final section (4.7) presents an number of conclusions.

This paper is mainly of a qualitative nature and refers to the Dutch situa-
tion. Frequent reference is made to J. van der Schaar’s paper (chapter 3) to fill
in the figures for many of the developments in the field of housing costs.

4.2. Structure of housing costs in the rented and the
owner-occupied sector

The housing costs consist in principle of the same elements in both sectors:
1. financing costs

+ exploitation costs

7. building and exploitation costs subsidy

basic rent/basic costs of the owner-occupier /basic housing costs

=+ service costs

gross rent/ gross costs of the owner-occupier/gross housing costs

7. rent allowance/income tax facilities

net rent/ net costs of the owner-occupier/net housing costs

+ additional costs

integral rent/integral costs of the owner-occupier /integral housing costs.

SEguTERO I ke (D

ot

The following paragraphs specify what is meant by each of these elements.
Section 4.3 goes into the differences in the level of housing costs between
the rented and the owner occupied sector in greater depth.
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4.2.1. Financing costs

The financing costs are composed of two elements. In the first place the interest
on the capital invested in the dwelling and secondly the annual redemption. In
this context it does not matter in principle whether the dwelling is in part
financed with proprietors’ capital. In that case it is true that the interest to be
paid on the credit capital is less than where the finacing takes place for 100%
with credit capital, but on the other hand the opportunity costs of the capital
invested in the dwelling must also be counted as part of the normal financing
costs. In total the interest costs come to the same amount in both cases.

Apart from the interest costs the proprietor has to pay back part of the loan
every year. These periodical repayments are simply incorporated into the rent
and are also paid by the owner-occupier with a mortgage. If the financing is
done with proprietors’ capital, then of course there are no sums included in the
cost calculation for redemption. In this case a comparable sum for depreciation
must be included in the housing costs.

From the theoretical point of view the question of depreciation on real
estate is extremely interesting. The aim of depreciation is to reserve money
during the running of durable production goods for the necessary replacement
of these goods at the end of their life span”. An important question is how
large the depreciation fund should be made. As a minimum the nominal capital
should be recovered. This is very much a minimum since inflation erodes nomi-
nal capital. Many proprietors will therefore prefer to aim at maintaining the
purchaising power of the nominal capital. However, when there is a technical
and economic progress this capital does not suffice to acquire resources, which
meet the new demands of the enterprise’s ’normal” fulfilment of function. If
the enterprise is to maintain its place in the production process, then it will have
to allow a larger amount for depreciation. In the normal production process
depreciation belongs to the running costs and is incorporated as such in the cost
price of the product. The amount of the cost price is dependent on the deprecia-
tion policy, and thus on the long term vision of the enterprise. In principle it is
also possible to make this sort of price calculation based on various depreciation
methods for housing construction. These calculations are definitely of interest,
since they lead to considerable shifts in the housing costs and the subsidies over
time and, coupled with this, to changed demands on the capital market in the
coming years. To make a choice for a normative depreciation policy for the
housing sector is very difficult. By this choice one has to weight the interest of
occupiers against those of owners and government; at this moment and also for
the future. This goes beyond the scope of this paper. In this paper we don’t
compare the housing costs and the subsidies with a normative calculation of the
costs, but we will just compare the costs and subsidies in the rented sector with
those in the owner-occupied sector. This approach is usefull for a rough descrip-
tion of the situation today, but it is insufficient as a base for a judgement about
the financing and subsidy schemes itself. Nowhere in this paper therefore one
can find a sentence that say that system A is better than system B. Strictly
speaking the definitions of housing costs at the beginning of this chapter are
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wrong. They are no costs but expenditures. The costs are normative and in
principle they are in the rented and the owner-occupied sector the same. The
expenditures on the contrary can differ between the two sectors according to
differences in the financing and subsidy schemes. Because of referring to the
common parlance we shall use in this paper the word cost instead of expenditu-
Ie.

4.2.2. Exploitation costs

Apart from the financing costs a housing proprietor will incur other costs in
order to be able to let the dwelling for a long period. First of all there is the
maintenance, but there are also administration and manangement costs, insu-
rance, property tax and a sum reserved for loss of income owing to vacancy. All
these costs can be charged out to the tenant. Owner-occupiers pay also a great
deal of these expenditures, but a part will be less on account of work they
perform themselves. Just as was the case with the financing costs, account has
therefore to be taken of opportunity costs.

In this context the maintenance costs should be restricted to the expenditu-
re necessary to keep the quality of the dwelling at the same level. Improvement
of amenities does not belong to maintenance. If such improvements are carried
out, then a new rent calculation should be made, and the provision of extra
services as a result of a new investment is offset by a higher rent.

4.2.3. Building and exploitation costs subsidy

The sum of the two elements described above produces the cost price of the
dwelling. Where a new dwelling is concerned there will be very few households
capable of bearing the costs. In order to make newly built housing accessible to
a wider public, for certain dwellings the government give the proprietor a sub-
sidy for a number of years, whereby the sum to be paid by the tenant can be
reduced by that amount. Building and exploitation costs subsidies are paid out
to the propietor, lessor or owner-occupier, and their size is not dependent on the
tenant’s income.

The cost price minus the building and exploitation costs subsidy gives a
basic rent or basic costs of the owner-occupier, being the amount which the
owner should receive from the tenant, or the amount which the owner-occupier
has to produce, in order to be able to balance the running costs.

4.2.4. Service costs

The owner often goes further than simply letting the dwelling and also offers a
service package, which the tenant is obliged to accept since settlement is effec-
ted via the same tenancy agreement. Service costs occur mainly in flat building.
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The costs of cleaning communal space, keeping the refuse shoots in order and
removing the refuse containers, the wages of a possible porter and the mainte-
nance of a communal garden are examples of this. In buildings where heating is
provided on a communal basis the heating costs (the same amount per dwel-
ling) also often come under service costs. This applies mainly to rented dwel-
lings, but the phenomenon of service costs also occurs in owner-occupied flat
dwellings. The basic rent plus service costs produces the amount which the
occupier has to pay the owner in order to be able to inhabit the dwelling. We call
this the gross rent respectively the gross costs of the owner-occupier.

4.2.5. Rent allowances/income tax facilities

The above-mentioned gross rent (owner-occupier costs) is only paid by half the
occupiers. What the other occupiers pay varies according to subsidies at the
individual level or the influence of income tax. The provision of subsidies takes
place in various ways. In the budget of the Ministry of Housing and Physical
Planning we find the (gross) amounts for rent allowances for tenants who live in
a dwelling which is too expensive in proportion to their income; for rent accli-
matisation grants; and for subsidies for new owner-occupied housing especially
for the "’lower” income brackets. In all these cases the amount of the subsidy
depends on the income of the owner-occupier and on the price of the dwelling'.
These are gross amounts, since the occupier still has to pay income tax on these
income transfers. Thus the nett amount received by the households alltogether
is considerably less than that which appears in the Ministry’s budget.

Owner-occupiers, moreover, have to take two income tax regulations into
account when determining their nett owner-occupiers costs. In the first place
every owner-occupier has to add a sum for imputed rent to his income on
account of housing services enjoyed. Secondly owner-occupiers who have taken
up a mortgage are entitled to deduct the mortgage interest due from their
income, whereby a reduction occurs in the housing costs.

The gross rent minus this individually determined allowance/levy on the
housing costs results in the ultimate nett amount to be paid by the occupiers for
the right of disposal over the dwelling. The actual use of the dwelling involves
yet other costs.

4.2.6. Additional costs

As far as the occupier is concerned the costs accompanying the use of the
dwelling will also often be understood under the general term housing costs.
After all heating costs are inevitable incurred to make it possible to reside in the
dwelling in a reasonable manner. The same applies to expenditure on electricity
for lighting. Once we get into this field the demarcation problem becomes
increasingly complex. The dividing line between **housing costs” and “other
consumer expenditure” is somewhat vague.
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Tax levied on the use of property can be seen as an overhead housing cost,
but equipment and furnishing costs tend strongly in the direction of consumer
expenditure. The characteristic of most of these additional costs is that the
amount of the expenditure can to a considerable extent be influenced by the
households according to the intensity of use. More heating, more lights on,
more carpetting leads to greater expenditure. Partly on this account there are
strong arguments in favour of viewing this expenditure entirely as normal con-
sumption. On the other hand the relationship with the basic rent is also someti-
mes quite considerable. The carrying out of insulation measures leads to a
lower energy bill but is accompanied by a higher basic rent. In this sense the
heating costs and part of the basic rent complement one another. In some places
the water consumption is not measured individually, but is charged out to the
tenant via the lessor and thus via the (gross) rent. There are arguments in
favour of designating at least a part of the expenses attached to the use of the
dwelling as additional costs and as such including them in the notion of housing
costs. For the time being we shall restrict ourselves on this point to heating
costs, use of water and electricity and property tax.

4.3. Differences in level of nett housing costs between the
rented and the owner-occupied sector for newly built
dwellings.

The differences in housing costs in newly built dwelling are caused by:
1. Differences in construction costs
2. Differences in financing costs
3. Differences in exploitation costs
4. Differences in subsidy schemes

4.3.1. Differences in construction costs

The construction costs of dwellings are composed of building costs, land costs

and attendant expenses. The extent of these costs is dependent on numerous

factors. For instances:

—  of acquiring the land (thus also: scarcity of land);

—  of developing land for building and providing access;

— distribution of land costs to the plots;

—  of building material and raw materials;

—  wages and wage developments in the building industry;

—  mechanisation of construction; share of costs of capital goods to be attribu-
ted;

— development of labour productivity;

- efficiency of the organisation of the building project;
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~  the profits of the building company (thus also: the market position);

- the taxes which increase the cost price (income tax, company tax, VAT);

— the structural and residential norms respectively the town planning quali-
ty;

— therate of interest and the building time required, which together determi-
ne the loss of interest during the construction period.

In view of the multiplicity of factors which play a part in both sectors it is
difficult to make a pronouncement on differences in costs. Whether the project
will be cheap or expensive depends almost entirely on local conditions.Excessi-
ve costs for the land acquisition and /or development of the land for building
can be reimbursed by the government by means of capital transfers (site subsi-
dies, redevelopment and reconstruction grants). In the case of a development
plan whereby the municipality gives out the land plots and a building contrac-
tor builds both subsidized and unsubsidized dwellings, there are, however, two
factors which cause differences in costs between the sectors: the distribution of
the land costs to the plots and the profits of the building company.

By the selling of the land, the more heavily subsidized the dwellings are to
be built on a plot, the cheaper the plot is sold. If the price drops below the cost
price, then this is recovered on the plots in the unsubsidized sector. Even so, a
building contractor cannot and may not make as much profit on housing act
dwellings as on non-subsidized dwellings, other things being equal. These two
factors soon account for differences in price up to 15% for exactly the same
dwellings as between housing act dwellings on the one hand and cheap owner-
occupier housing on the other hand.

4.3.2. Differences in financing costs

The differences in financing costs between a Housing Act dwelling and a fully
mortgaged owner-occupier dwelling are as follows:

rent owner-occupier
term of the loan 50 years 30 years
redemption system accruing annual fixed annual
instalments instalments
residual value 0 0
interest on govmt. loan x%
on capital market x+0,7% x+0,7%
costs of concluding loan 0 2,5%

All these differences contribute towards high (initial) costs in the owner-occu-
pied sector. Since 1975 in the Netherlands the financing of the rented sector
runs via loans which the government makes available to the housing associa-
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tions, whereby account is taken of future rent increases (5% per annum) and
increased costs (7,5% per annum for the share of running costs). This makes it
possible to reduce the initial rent. It occurs more and more frequently that the
housing association cannot get any further loan from the government, but has
to borrow itself on the capital market. In this case the interest percentage
appears on average to be 0,7% higher. This results not in a higher rent but in a
higher building and exploitation subsidy. This higher percentage has also to be
paid by the owner-occupiers on the capital market. The owner-occupier can
mortgage his house in various ways. The most common way is a mortgage loan
which is paid back in fixed annual annuities in 30 years. The interest can be set
at a fixed level for 1, 5 (most common), 10 or 30 years (see also section
44.2.)

4.3.3. Differences in exploitation costs

In calculating the initial cost price rent of rented dwellings account is taken of
the expected rent increases. It is thus possible to set the initial rent at a lower
level than with the traditional rent calculation on the basis of a fixed annuity. If
one is working on the basis of an accruing rent, then it is also logical to include
future developments of exploitation costs. The following costs, which rise over
time, have been included in the costs price rent calculation (in percentage of the
construction costs).

0,8 % for maintenance costs and general management and administra-
tion costs

0,27% for taxes

0,03% for insurance premiums (for storm damage and fire)

0,10% for loss of rent in case of vacancy
Except for loss of rent these costs also exist in the owner-occupied sector.?)

If the owner-occupier spends a lot of time on maintenance work himself
instead of having it done for him, then the relevant opportunity costs must be
charged out to the housing costs.

4.3.4. Differences in subsidy schemes

A. Building and exploitation subsidies. As has been explained above, the cost
price rent is worked out with a dynamic calculation of costs and benefits.
Taking interest at 12%, and the growth rates as given, the initial cost price rent
comes out at 9,3% of the construction costs. On account of the dynamic calcu-
lation this cost price rent increases by 5% each year. The rent which the occu-
pier would have to pay, the gross rent, is determined at 4,5 to 5,5% of the total
investment, dependent on the size of the dwelling. The difference is made up in
the form of a building and exploitation subsidy. The level of this subsidy
depends with this method of calculation on the level of the interest. This interest
does after all influence the cost price rent, whilst the rent remains constant.
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In the owner-occupied sector there are building and exploitation subsidies
for owner-occupied dwellings, the construction costs of which are between fl.
142.000,- and fl. 177.000,-. The building subsidy amounts to (maximum) fl.
5.500,- with construction costs of fl. 142.000,- and (minimum) fl. 2.700,with
construction costs of fl. 177.000,-, thus on average 2,7% of the construction
costs.”) Thus the gross initial housing costs in the owner-occupied sector amou-
nt at 12% interest to: 12,4 (fixed annuity at 12% interest and a 30 year term)
+ 1.1 (exploitation costs) -2.7 building and exploitation subsidy) =10,8% of
the construction costs. In this sector a change in interest finds expression in a
change in housing costs and not, as in the rented sector, in a change in the
subsidy.

B. Rent allowances/ consequences for income tax. Tenants of dwellings with a
maximum rent of up to fl. 8.040,- a year are untitled to the receipt of rent
allowances if their costs are too high in relation to their income.

The percentages of table 20 (next page) represent the norm for the housing

costs:*)
If the construction costs are f1. 110.000,- (1982) and the rent is set at a percen-
tage at 5, then the rent amounts to fl. 5,.500,-. The taxable modal income in
1982 is fl. 29.534,- so that the gross rent is too high according to the norm
(18,62 instead of 15,76%). The net rent is reduced to fl. 4.96 7(16,7%), where-
by ultimately in the case of the modal income in the rented sector 4,5% of the
construction costs represents the nett rent.

In the owner-occupied sector we saw the housing costs amounting to 10.8%
of the construction costs. The subsidy (2,7%) is taxed via income tax, the inte-
rest element of the annuity (first year about 12,2%) is deducted and a sum is
added on again for imputed rent (60 x 1,3 = 0,8%). With a marginal tariff of
50% this means that the gross housing costs are reduced to 6,6% of the con-
struction costs.

To recapitulate: at 12% interest the following differences in housing costs
occur between the rented and the owner-occupied sector for newly constructed
dwellings given the modal income.

Table 19: Annual housing costs as a percentage of the construction costs for
newly constructed dwellings (12% interest), The Netherlands,

1982.
rent  owner-occupier
1. financing and exploitation costs 9,3 13,5
2. building and exploitation costs subsidy 4.3 27
3. Gross rent/owner-occupier costs 5 10,8
4. rent allowance/tax benefit 0,5 4,2
5. nett rent/owner-occupier costs 4,5 6,6
6. nett costs after influence of difference in con- 3,8 6,6

struction costs
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Table 20: Taxable income and norm for rent-income ratio, The Nether-
lands, 1982.

Taxable income Norm for rent as a
(guilders/year) proportion of income
(norm rent ratio)

to 21.500 11,13
21.500-22.000 11,29
22.000-22.500 11,64
22.500-23.000 11,99
23.000-23.500 12,35
23.500-24.000 12,70
24.000-24.500 13,05
24.500-25.000 13,40
25.000-25.500 13,75
25.500-26.000 14,10
26.000-26.500 14,45
26.500-27.000 14,80
27.000-27.500 15,15
27.500-28.000 15,46
28.000-29.000 15,59
29.000-30.000 15,76
30.000-31.000 15,93
31.000-32.000 16,09
32.000-33.000 16,26
33.000-34.000 16,43
34.000-35.000 16,60
35.000-36.000 16,77
36.000-37.000 16,94
37.000-38.000 17,10
38.000-39.000 17,27
39.000-40.000 17,44
40.000-41.000 17,61
41.000-42.000 17,78
42.000-43.000 17,95

If we assume that the additional costs in the rented and the owner-occupied
sector are the same, then a newly built owner-occupied dwelling is nearly 75%
more expensive than a comparable rented dwelling in the first year. This diffe-
rence applies where there is a modal income. Where the income is lower the
rent costs drop (more rent allowance) and the owner-occupier costs rise (less
tax benefit) and the difference thus becomes greater. On the other hand where
the income is higher, the gap becomes smaller and buying a house may even be
cheaper than renting one.
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4.4. Development of housing costs at the micro level

This section examines three different developments in housing costs:
1. development of the housing costs of new dwellings
2. development of the housing costs of dwellings in the housing stock
3. development of the initial costs of new vintages of dwellings

4.4.1 Development of housing costs of new dwellings

In the rented sector it is assumed in calculating the initial rent that the rents
increase each year by a certain percentage. This assumed percentage now
stands at 5%. In reality the trendwise rent increase percentage amounts now to
6%. This percentage must be applied for all dwellings built less than 10 years
ago, and for all other dwellings provided the rent and the quality are in reaso-
nable relation to one another. The net proportion of income absorbed by hous-
ing costs (nett rent/taxable income) increases over time as the rent increase is
greater than the rise in income, and vice versa (see section 4.4.2.). In the
owner-occupied sector the subsidy decreases each year by 10% of the initial
amount, with a maximum of fl. 500,-. Thus the housing costs are also rising in
this sector. In view of the extent to which subsidies are being cut back it occurs
comparatively frequently here that the percentage of income absorbed by hous-
ing costs increases (see chapter 3 for quantitative elaboration of this point).

4.4.2. Development of housing costs in the housing stock

Each year the government determines the so-called trendwise rent increase

percentage. In fixing this percentage the following factors are of importance:

a. Risein building costs. In order to have the rents of the various vintages of
dwellings on a par with each other it is desirable that the rents should
undergo the same development process at the rise in building costs (less a
deduction for obsolescence for which 1,5% is generally taken) :
r=>b-15*

b. Rise in exploitation costs. In the housing stock it is important that the
exploitation costs, which rise faster than the building costs on account of
labour intensity and the scanty possibilities of mechanisation, are compen-
sated by a rise in rent. If there is a share of 25% of the exploitation costs in
the total costs then: r = 0.25 e.

c. Development of income. In view of the fact that expenditure on housing
forms one of the largest spending categories of households, control of hous-
ing costs is of importance in order to avoid overtaxing the available spend-
ing scope in the event of a stagnation of income. This is also important since
an increase in housing costs makes itself felt in the wages via the price
index and thus also in the costs of trade and industry. If these costs are to be
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controlled in a period of recession, then it is desirable to have a limited rent
increase: r = i. However, from van der Schaar’s figures (chapter 3) it can
be concluded that during recent years it is more a question of r > i.

*

r = percentage change inrent

b = percentage change in building costs
e = percentage in exploitation costs

i = percentage change in income

The trendwise rent increase percentage applies to all dwellings where the rent
and the quality are in reasonable conformity. For dwellings which are relatively
cheap in view of their quality, a higher percentage is applicable, and in the rare
cases where the rent is already relatively high, a lower percentage applies. The
result is that on average the rent increase exceeds the trendwise percentage and
is thus in danger of outstripping the income rise.

In the owner-occupied sector the development of housing costs is depen-
dent on interest and the course taken by house prices. This latter factor in
particular causes a great difference in the costs of dwellings in the housing stock
in the rented and the owner-occupied sector. In the rented sector there are
annual adjustments to the historical cost price rent. The costs may rise conside-
rably on account of these increases, but since they are coupled to the historical
cost price rent, excesses are ruled out. In the owner-occupied sector, however,
the market value of the dwelling is taken as the basis for the housing costs. Each
transaction on the market produces a new price, which results in housing costs
for the owner-occupier. Based on the fact that the dwellings in the existing
housing stock are not in receipt of a subsidy, the net costs of the owner-occupied
dwelling amount to about 7,8% of the market value (see section 434)Ina
period when prices rise very rapidly (in the Netherlands the period 1975-1978)
and many people move, this means a rapid rise in the average expenditure of
households on housing. In a recession period these costs drop back very slowly,
since there is a decrease in particular the number of moves.

The question is, however, as to whether the rise in these housing costs with
rising property prices is felt as such by the owner-occupier. For owner-occu-
piers who move from one (self-owned) house to another (self-owned) house the
higher housing costs do not constitute a problem, since in moving they make an
untaxed capital gain on the old house. The new house can be partly financed by
means of this capital gain. In determining the housing costs in section 4.2. the
financing costs are defined as the interest due on invested capital. The price of
the new dwelling is higher and thus also the capital to be invested and the
housing costs. In this situation the capital gain should be viewed as an addition
to the income. For owner-occupiers who move house the rising property prices
lead to realised capital gains and thus higher incomes and at the same time
higher housing costs. Owner-occupiers who do not move house remain at the
same level of housing costs and with the same income.

The threshold of the owner-occupied market for those entering the housing
market for the first time and for tenants is becoming increasingly high on
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account of the mounting property prices. The amount which has to be invested
is constantly on the increase, whilst it is not yet possible to benefit from it in the
capital sphere.

A rise in the rate of interest is the second determining factor in the develop-
ment of housing costs for owner-occupied dwellings in the housing stock. For
owner-occupiers who do not move house, the mortgage adjustment period is of
importance for the question as to how quickly a change in interest makes itself
felt in the housing costs. Dependent on the year in which the mortgage was
raised the adjustment periods are as follows:

raised, or last conversion 10 YEARS 30 YEARS FIXED OTHER
before 1973 FIXED (71%) WISE (n=99)
(16%) (12%)

5 YEARS FIXED (1%)

raised, or last conversion
IN 1973, 1974, 1975 I ny en S (n=7%)
OTHERWISE (7%) __T
raised, or last conversion 5 YEARS FIXED 10 YEARS| 30 YEARS
1976, 1977, 1978 FIXED FIXED
e S % (16%) | (15%) (n=309)
1 _ LESS THAN 5 YEARS OTHERWISE (3%) —2*
FIXED (2%)
raised, or last conversion LESS THAN 10 YEARS
IN 1979, 1980, 1981 5 YEARS 5 YEARS FIXED | prxep (n=201)
(1981 up to and including FIXED (69%) (10%)
March) (17%)

30 YEARS FIXED (3%)

OTHERWISE (1%)
Fig. 18.  Mortgage adjustment periods, The Netherlands, before 197 3-
' march 1981.

4.4.3. Development of initial costs of new vintages of dwellings.

Since 1974 policy has been based on the so-called modal housing price (*volks-
huisvestingsprijs’). This modal housing price is the rent of newly built dwelling,
whereby a tenant with a modal income receives no rent allowance. If each
vintage of dwellings is to be attainable for the same income bracket whilst the
subsidy system remains the same, then the condition applies that ¢ = i.

From the figures of Van der Schaar (chapter 3) it appears that since 1974
¢ > i. On account of qualitative improvements in the dwellings their initial
costs have continually increased, but this increase has been more rapid than the
rise in incomes. In practice after 1974 it was even so that b > i, so that in total
the ratiowasc > b > i.

Now that the economic propects show that the rise of income lags behind
the building costs, the only way to achieve new housing construction, which is
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still payable, lies in reducing the quality, orc < b.

The story is quite different for the subsidized owner-occupied sector. In
this sector there was no modal housing price policy. If there would be such a
policy then this would have lead to very high subsidies on account of the rising
interest rate. By the absence of such a policy the increased interest rate, in
combination with the improvement in quality, has led to newly constructed
housing becoming accessible to an ever decreasing number of groups. Summa-
rising it may be said that in the past 5 years ¢ > b > r > i was valid and that
for the coming years the aim mustber <c <i<<b.

4.5. Development of housing costs at the macro-level

The previous section showed that the rise in quality leads to an increase in
housing costs per dwelling. This applies to the individual case, thus at the
micro-level. The greatest ”’improvement in the quality of the national housing™
is to be found in the expansion of the housing stock. The growth in the number
of housing services has been taking place ever since the introduction of statis-
tics, with the exception of short breaks during wartime and so on. Together with
the improved quality of the stock this leads to increased growth in the volume of
housing consumption.

growth of 1976 1977 1978 1979 1980
housing consumption 6 5,5 8.5 5.5 5.5
private consumption 5,1 4,9 3,7 2.5 0

Source: Centraal Planbureau, Centraal economisch plan 1980 (central eco-
nomic plan 1980)

From the table it can be seen that the growth in the volume of housing services
rises more rapidly than that of the total private consumption. This extra con-
sumption has of course to be paid for. Greater consumption also means a rise in
the percentage of income absorbed by housing costs at the macro level (rent
ratio Rm). The extent of the rise partly depends on the relative price increase in
housing and the growth of the disposable incomes.

C _ Nhsx Phs
If we define Rm as ﬁ = W
whereby: C = macro housing costs (N°hs=percentage
Nhs = number of housing services change in no. of housing

services)
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Phs = average housing costs per housing service
Nh = number of households

Ih = average disposable income per household
DI = total disposable income of all households

The number of housing services is in turn composed of the number of dwellings
and the average quality of the dwelling (Nd x Qd). The denominator of the
fraction consists of the total disposable income of all households. If this total
income remains the same and the number of households rises, then naturally
there is a decrease in the average income per household.

DI = Nhlh
DI = Nh+Th=0
Nh = —Ih

The percentage change in the housing costs/income ratio can now be formu-
lated as follows:

R°m = N°d + Q°d + P°hs — (N°h + I°h)
Where DI remains the same the formula is:
R°m = N + Q°d + P°hs

If the price per housing service also remains constant, then the percentage rise
in the amount of income absorbed by housing costs is equal to the increase in
the growth of volume in the consumption of housing services. In 1980 this rose
by 5,5%. However, the percentage of income absorbed by housing costs rises
faster, since the assumption that P°hs is nought is incorrect. In the rented sector
alone there has been a real increase of 1% in P°hs. This will amount to more in
the owner-occupier sector on account of the rise in interest. If we set P°hs at 1,
the housing costs/income ratio already rises by 6,5%. However, BI has not
remained constant either. In 1981 there was a real decrease of about 1% The
conclusion is that in 1981 the housing costs/income rose by 7,5%. In the Net-
herlands it amounted to about 17%, which had become 18,25 a year later. If
this trend continues for 5 years the amount will have risen to nearly 25%.
Was does this calculation teach us? In the first place that the housing
costs/income ratio at the macro-level give virtually no information as to whet-
her or not households in a particular country spend much or little of their
income on housing. This housing costs/income ratio is strongly influenced by
the volume of housing consumption. A high percentage of income absorbed by
housing costs indicates far more that there is heavy consumption of housing
services, or expressed in other units, that the average number of occupants per
dwelling is low. Coversely a low pecentage of income absorbed by housing costs
at the macro-level means that there can still be a great shortage of housing.
Statements, that the inhabitants of a certain country are prepared to spend a
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great deal on housing, which are supported by data on the housing costs/inco-
me ratio at the macro-level in various countries, will have to be critically consi-
dered.

One may certainly not conclude from such a proposition that the housing
costs should therefore be increased (P°hs). It could also be concluded that great
efforts must still be made to eliminate the housing shortages. The relationship
between the housing costs/income ratio and the average number of occupants
per dwelling can also be expressed somewhat more directly in a formula.

Where DI remains the same and there is an unchanged relative price level
for housing, then R°m = N°d + Q°d. If the quality also remains constant then
R°m = N°d (1).

The average number of occupants per dwelling is defined as AOD =
~—— or in percentage changes: AOD = N°% — N°d. If the population remains
&fstant (N% = o) then AOD® = — Ned.

If we put this in formula (1), then R°m = — AOD?° or in other words the rise in

the housing costs/income ratio is directly proportional to the decrease in the

average number of occupants per dwelling. So if we want to make an interna-

tional comparison of housing costs, it is insufficient only to look at the macro

housing costs/income ratio. A high ratio can be explained in numerous ways:

— It is possible that the occupiers has to pay much for housing as a result of
low subsidies;

— It is possible that the housing stock is relatively new and of a high quali-
ty;

— It is possible that the housing stock is very large in comparison of the
number of occupiers ( a low average number of occupiers per dwelling).

By an international comparison of housing costs a description of the housing
situation in each country is indispensable.

4.6. The position of housing costs in the family budget.

As was mentioned in section 4.2. it is not always easy to draw the demarcation
line for housing costs. The notion of housing costs can be limited to the costs
attached to simply acquiring the right of disposal over housing accommodation,
but it can also be more broadly defined, whereby the inevitable user costs (e.g.
property tax and cleaning charges) also come under housing costs. Using an
even broader definition the costs attached to the supply of gas, electricity and
water are included in the notion of housing costs. The latter costs can in prin-
ciple be influenced by the consumer according to the intensity of use. The
various costs are in part complementary to each other. For instance, higher rent
resulting from insulation measures in respect of higher heating costs. These are
demarcation problems which can still be dealt with by using strictly defined
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terms. It becomes more difficult when we start comparing the housing costs of
particular households with one another and draw conclusions as to "’too cheap”
or "'too expensive’’ housing. This is not really possible since expenditure on
transport and recreation, for instance, can also be complementary to the hous-
ing costs. Two examples can clarify this problem. The tenant of a single family
house in a big town probably spends more on housing than the tenant of a
similar dwelling in a cheap location in the country. If in both cases the place of
work is in the town, then the higher housing costs counterbalance the lower
transport costs. In this example housing and transport costs are complementa-
ry. This can apply equally to the costs of a house with a large garden in relation
to a house with a small garden and the possession of a caravan in a recreation
park. Sitting in ones own garden counts as residence, whilst sitting beside the
caravan counts as recreation according to current definitions.

A similar type of problem occurs with the spreading out of housing costs,
over time. With the present forms of financing the purchase of a house is
accompanied by heavy financial burdens, particulary in the first few years.

Asa result of having managed to meet these high initial costs people expect
in general to be able to live comparatively cheaply later on. Thus measuring the
housing costs at one particular point in time by means, for example, of the
amounts paid in interest /redemption, does not give a good picture of the priori-
ty accorded to housing by the household in question. The picture is determined
to a large extent by the question as to which stage of its housing career the
household is in and how that household prefers to spread out its housing costs.
Figure 19 gives a stylised picture of the level of housing costs of two households
measured in percentages of income. Household I rents a comparatively cheap
house for 5 years and saves up to buy a house which can after purchase be partly
financed with the household’s own money. The expenditure on housing in the

housing Fig. 19.  Stylised development of housing costs for
two households (see text).

costs in
% of income

5 30 years
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first few years is fairly low; the saving on housing amounts, however, toa fairly
large sum. Households II buys a house immediately and finances this for 100%
with credit capital, with the result that the starting costs are fairly high. Com-
pared to household I the mortgage will be paid off 5 years earlier, after wich the
annual costs drop back to consisting solely of maintenance and other variable
costs.

Thus measuring the housing costs via a cross section may produce incorrect
information per household on the priority accorded to housing (for example,
saving for a house is not taken into consideration), but need not necessarily
produce a seriously distorted picture of reality if we proceed on the assumption
that many of the differences in housing costs are averaged out.

For government measures, which are to a great extent directed towards
individuals, if a just housing costs policy is to be pursued, the demarcation
problems in measuring housing costs call for more information than simply the
present level of housing costs and income. Taxing households which at a given
moment have comparatively low housing costs may involve injustice, just as
well as simply subsidizing housholds with (temporarily) high housing costs. An
all too rigid housing costs policy could well overlook these charcteristics con-
nected with the spreading of the financial burden and the demarcation of
costs.

The same applies to the question as to which notion of housing costs should
be used for policy purposes. Just the basic rent or also the service costs? Since
the rise in the price of energy all the consumer organisations are in agreement
that heating costs also belong to housing costs and should therefore in principle
be eligible for subsidy. Indirectly that is already the case. On account of the
higher prices for energy, it pays to insulate the dwelling against loss of heat.
This leads to a drop in the gas bill, but there is in increase in the rent, which is,
however, partly discounted by means of the rent allowance. In this way the
Ministry of Housing and Physical Planning pays part of the higher price for
oil.

Which items really belong to the government’s notion of housing costs
forms a permanent subject of discussion. Up to now property tax has been
considered to be part of the housing costs. If the local authorities’ field of taxa-
tion is expanded, and at the same time national income tax is decreased, then
the higher property tax will no longer be considered as housing costs, but as an
ordinary tax with the dwelling as the “coincidental” basis of the charge.

However, the policy aspects of determining housing costs are easy compa-
red with the determination of a household’s income. On account of the hetero-
geneous nature of households it is impossible to determine the financial capaci-
ty of each household by means of a simple formula. A great deal depends on the
number of people with an independent income. The first factor refers to the
costs of children (including those living away from home!) or other persons (e.g.
parents) who are chareable to the family budget, whereby the costs involved
are again closely connected with age and activities (studying, working). The
second factor, the number of incomes, point to the problems of measuring the

67



financial capacity of households when there are several people contributing to
the income. Does the income earned by the partner count as heavily at that of
the principle wage earner? If the second income is only earned for the purpose
of being able to spend money on luxuries (e.g. expensive holidays) and is in
addition to an already high basic income, then this is to be viewed in a different
light from the work performed by a partner in a household where the principle
wage earner is disabled and only receives a minimum social benefit. Can the
income from two part-time jobs of two partners count as heavily as the fulltime
job of the head of another household where there is only one income? To what
extent does the income of early schoolleavers count in the family income?

What is meant by temporary cohabitation and when can cohabitation be
said to be of a permanent nature, so that it is relevant to talk about a joint
income? All questions which play a part in determining the financial capacities
of the household and thus in determining the housing cost policy. Raising ques-
tions which are impossible, or almost impossible to answer is not done with the
object of being able to label all housing costs policies as unjust in advance and
then make a plea for a general incomes policy. Assuming that the latter is
undoubtedly the most rational way of pursuing policy, but also realising that all
sorts of secondary objectives of a government cannot then be realised, people in
almost every country will be inclined to pursue a more or less stringent housing
costs policy. It is demanded of this policy that it should provide a certain
amount of room for specific situations. (that there should be no unjust charges,
as few unjust subsidies as possible) that it should be clear and consistent (deter-
mination of incomes and housing costs) and that it should be sufficiently flexib-
le to be quickly adaptable to changes in society.

Section 4.5. ended with the conclusion that by an international comparison
of housing costs a description of the housing situation in each country is indis-
pensable. In relation to this, the conclusion of this section is that not only a
description of the housing situation is indispensable, but also a description of
the spending pattern of consumers and government and a description of the
differences which influence the income distribution (social security, possibility
to work for women). In particular this last factor has a great influence on the
household formation and thus on the housing situation.

4.7. Conclusions and summary

Housing costs in the newly constructed rented dwellings sector are, especially

| with the present rate of interest, considerably lower than those in the owner-

occupied sector. The dynamic calculation of costs and benefits in the rented

" sector produces a low starting cost price, which is still further lowered by the

building and exploitation subsidies in particular. In the owner-occupied sector
subsidisation takes place much more at the individual level via the income tax
facilities. With interest at 12% the nett rent structure is given in table 19.
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Housing expenses in both the rented and the owner-occupied sector rise
over time. In the rented sector this is the result of rent increases and in the
owner-occupied sector the result of the diminution of the building and exploita-
tion subsidy.

The housing costs of newly constructed dwellings have increased every
year. This is mainly due to the continual increase in the quality of housing. This
rise in the initial construction costs was thus greater than that of the building
costs. Since the growth of income has lagged behind, there are fewer and fewer
people who can afford these dwellings. Thus the watchword for the future is:
economise. During the last five years it was a case of ¢ > b > i, in the next few
years the aim will be to alter this intoc <i <b.

At the macro-level housing costs are increasing as a proportion of income
mainly on account of the growth of the stock, whereby the total of housing
services rises much more rapidly than the total private consumption. This extra
consumption finds expression in an ever increasing proportion of income being
spent on housing costs at the macro-level. But this ration gives no information
on the level of housing costs in a particular country, though it does provide
information on price and number of dwellings related to the total income.

It is therefore very difficult to make a pronouncement on too high” or
»too low” simply by considering the level of housing costs. Not only at the
macro-level but also at the micro. High housing costs can, for example, be

' compensated by low transport expenses and vice-versa.

Demarcation of the notion of housing costs permanently encounters pro-
blems. Many consumer organisations nowadays count heating costs as part of
the housing costs. Naturally the next step is to be able to claim a subsidy. In
order to be able to make a normative pronouncement on the level of housing
costs the relationship with income is also of importance.c But which income
gives the best indication of the household’s financial capacity? Only that of the
principle wage earner or man and wife together; which is the influence of capi-
tal gains in the owner-occupied sector? If an international comparison of hous-
ing costs is to be made, then all these questions will first have to be answered.

NOTES TO CHAPTER 4.

1. For a short description of each scheme and its distributive effects see chapter 2.

2. The owner-occupier may not have the risk of vacancy, in stead of this he has the, much
greater, risk of capital gains/losses as the result of changing house prices.

3. For cheaper owner-occupied dwellings (fl. 142.000,-) an income dependent subsidy is appli-
cable: fl. 8.400,- with a taxable income of fl. 20.000,- decreasing to fl. 3.000,- with an income
of f1. 30.800,-.

4. These percentages apply to dwellings up to a certain level of rent. If a person lives in a more
expensive dwelling, then he is expected to pay a larger share of the rent himself. The actual
proportion of income absorbed by housing costs is higher in this case.
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5.1. Introduction

Housing problems tend to be concentrated among the lowest paid. On average
people are better housed according as their ability to pay is greater. According
to neo-classical views this is above all a matter of preferences. It is a fact that
people with high incomes have high aspirations, and it is likewise a fact that
people with low incomes are often prepared to settle for relatively little on the
housing market. The principle of consumer sovereignty is claimed to lead to the
phenomena observed. However, it is quite safe to assume that here the differen-
ces in budget are decisive; people with low incomes are often obliged to accept
relatively poor housing. If there are housing shortages all round, incentives in
the field of property subsidization are self-evident. Property subsidies can have
a supply-mobilizing effect, but when the aim of the authorities is to strenghten
the market position of people with low incomes, property subsidies are not
.. effective. They often prove to go to residents with a higher than average income
| (Social and Cultural Planning Office, 1981). The housing situation of people
|| with low incomes would be indirectly improved, via filtering, but in practice it
| appears that the hard-pressed groups can expect little relief from this incomple-
te filtering.

This text investigates what instruments of housing costs policy exist for
improving the residential situation of the lowest paid. The analysis is directed
towards instruments that are related to the residents’ ability-to-pay. Under the
motto "housing according to ability-to-pay” various implemented and propo-
sed systems can be placed which will be reviewed below. The pro’s and con’s of
these systems will be discussed. Considerable attention will be paid to a system
of ”income quality housing costs”. The whole will be concluded with some
conclusions and recommendations.

5.2. Free individual assistance highly ineffective as an
instrument of housing policy

American authors in particular (Muth, 1969; De Leeuw and Ekanem, 1971),
but also for instance Prud’homme (1981) advocate an income-dependent sub-
sidy which the - poor - residents involved are entirely free to spend, not being
tied for instance to the housing sector. Under the largescale Experimental Hou-
sing Allowance Program (EHAP) set up in the USA in 1972 a large percentage
of the residents could spend the subsidies as they wished. However, this was on
condition that they lived in a dwelling of a certain minimum quality. The size of
the allowance was fixed by the following formula (Lowry, 1976, p.25):
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(1) A,=R,—.25Y
(2) Y, (max) = 4R,
where:

A, = size of the allowance;

differentiated
according to
R, = standard costs of decent housing size of household
in the municipality
Y = corrected gross income

Both tenants and owner-occupiers qualified for this allowance. The following

are stated to be advantages of this instrument:

—  consumer sovereignty is respected; given the budget line, the highest indif-
ference curve is attained;

— the housing market can operate as a ’free’” market. Residents have to
make their own choice and establish contracts.') There need be no fear of
bureaucracy or of price distortions on the housing market.

However, experience with the EHAP was disappointing. When people were
free in their spending, only 10% of government assistance proved to be spent on
housing. If households moved, their housing costs rose by an amount equal on
average to 83% of the allowance, but only 40% of this increase could be ascribed
to the subsidization itself. For households that did not move this percentage was
29 (Bourne, 1981, p. 206-207). The dynamic effect proved to be limited. To a
significant extent people chose a different type of dwelling or a different type of
neighbourhood. There appeared to be no obvious price effect, nor could any
effect on new construction be seen. There was no sign of any furtherance of
racial integration (via greater accessibility of favourite neighbourhoods for
people with low incomes) or of an improvement of neighbourhoods. British
experience proved to be similar (Trukto et al., 1978).

A system of free allowances fits into the Wicksell-Lindahl tradition, accor-
ding to which distribution objectives should be directed towards primary and
secondary income (via incomes and taxation policy). In this view there is no
place for redistribution objectives within a policy sector. In the Netherlands
this attitude towards housing has been defended by R.M. de Haan (1970).

When individual assistance is introduced as an instrument of housing policy,
aimed at strenghtening the relative market position of people with incomes
(and we take this objective as our basis), American experience indicates that
free individual assistance is highly inefficient. Above all consumption in other
fields than housing is encouraged by it.

Garfinkel (1973) argues that the answer to the question of the extent to
which "'in-kind redistribution” is desirable depends on the preferences of tax-
payers and recipients of subsidies with regard to redistribution in money or in
goods and on the social welfare function of "’the community”’.

The argument that tied assistance is inefficient applies only if the taxpay-
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ers have no preference for redistribution in goods. This implicit assumption of
many welfare economists has never been verified, according to Garfinkel (see
also Scitovsky, 1964; Buchanan, 1968; Pauly, 1967; 1971; Lindsay, 1969).

The social welfare function of the community may differ from the sum of
the welfare functions of the individual citizens. Although the empirical mate-
rial collected is not convincing (Wilner et al., 1962; Duhl (ed.), 1963; Burns et
al., 1970), it may be assumed that bound up with poor housing area negative
external effects (health, productivity, scholastic performance etc.) which can
be warded off by specific strengthening of the effective demand. Muth (1969,
p. 333-335) finds no proof of any connection between poor housing and disease,
crime etc. but in that case he certainly interprets the literature in a very one-
sided way. Against Muth’s reference to Wilner et al. (1962) one can set the
survey by Wilner and Walkley (1963), who analysed forty studies of the link
between housing and health and found that 26 of these studies revealed a posi-
tive connection between housing and health, whereas only three studies repor-
ted negative findings. The remaining eleven demonstrated either no relation or
a doubtful one. When the government invokes the external effect motive to
justify a certain intervention on the housing market (Gruyters et al., 1974),
that is certainly not unfounded. A second motive for government intervention is
the underestimation motive, i.e. the government is of the opinion that the value
of a facility is underestimated by the - potential - users. The good in question is
regarded by the government as a merit good (Van ’t Eind et al., 1982). Muth
(1969) calls this motive a paternalistic argument, and so it is. Nevertheless,
that need not be a reason for rejecting it. There will often be differences betwe-
en results of a referendum or a national opinion survey (indication of the sum of
individual preferences) and the results of parliamentary decision-making (indi-
cation of collective preference). Because the decision-makers are (or think they
are) better informed (notably on the consquences of measures and the interre-
lation of phenomena), collective decision-making may lead to other results than
the sum of the individual decisions.

A third motive for justifying government intervention on the housing mar-
ket is the justice motive. This motive relates to amenities to which, according to
the government, everyone is entitled in a given situation but the costs of which
would make such a hole in the household budget that actual use to the desired
extent is out of the question (Van ’t Eind et al., 1982). Above all in housing,
where the amenity forms a relatively large part of the household budget and
where the government imposes a certain minimum quality via regulations in
the building by-laws, the latter motive is an important one.

All in all there are sufficient motives for the government to justify a certain
infringement of consumer sovereignty, which on a free housing market (with a
mainly historically determined supply) has to be taken with a pinch of salt in
any case. :

The income-equalizing effect of individual assistance should incidentally
not be overestimated. Property subsidies, which have been given on a large
scale above all since 1945, have chiefly an unequalizing effect. Not to mention
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the extremely unequalizing effect of the fiscal relief for owner-occupiers. If we
take property subsidies and individual assistance together, it can be established
that the equalizing effect of individual assistance compensates to some extent
for the unequalizing effect of property subsidies, as a result of which the Dutch
rent sector a set of instruments hardly affecting the income distribution may be
observed on balance (Social and Cultural Planning Office, 1981). A housing
allowance need not conflict with the Wicksell-Lindahl tradition, provided that
it is placed in the right context.

5.3. Tied individual assistance with free prices:the danger of
price reactions

When we postulate the function of individual assistance as an instrument of
housing policy, tied individual assistance is indicated. The government can
marshal sufficient motives for providing such assistance. In the first instance we
assume housing allowances combined with free rents and free purchase prices.
According to many, the advantage of this model is that the housing market can
be "’free’’: no detailed government intervention is necessary for the regulation
of rents or purchase prices. Housing allowances offer more scope for private
investors on the housing market than property subsidies do (Wynen, 1962, p.4).
Some will regard it as an advantage that the suppliers of housing services recei-
ve via rent increases and price increases additional returns which they will
convert into maintenance and improvement of the dwellings and their environ-
ment. However, it is on this same point that the criticism is concentrated too.
Various researchers (De Leeuw and Ekanem, 1971; Dasso, 1968; Howenstine,
1975; Rydell, 1976) have pointed to the danger of short-term rent increases
(even fanning inflation) which are not accompanied by more maintenance,
more improvement of dwellings or more new construction. In many cases there
is not the slightest guarantee that the operator’s profit is spent in housing. Some
query the conformity to market principles of this instrument (Dasso, 1968).
Owing to the fact that the individual rents (= rents minus housing allowances)
may come to serve as a criterion for the tenants, a certain “’disturbance of the
market” may occur. If a supply effect does occur (more improvement, more
new construction), it is the question whether this effect is intended, and further
whether property subsidization would not fulfil this function more efficiently.
Some (such as Dasso, 1968) call it an advantage of housing allowances that the
improvements are "’ubiquitous’ and not linked to a project, and that in addition
subsidized new construction does not have to be performed on a project basis
either (Lowry, 1976), but if it were a question of marshalling supply on the
housebuilding market, property subsidization is undubitably superior to indivi-
dual subsidization (Duwendag, 1967a; 1967b; Floor, 1971; Van den Doel,
1972; Van den Doel and Van den Doel-Grondsma, 1972) The danger of rent
and price increases is not only a problem for the short term; at some locations
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(attractive surburbs; central locations in the city) and in some submarkets the
shortage will be practically permanent. In these attractive submarkets lessors,
landowners and financiers threaten to pluck the fruits of a scheme which ulti-
mately reduces the housing costs of weak groups of residents to only a limited
extent. Tied individual assistance with free prices may be effective, measured
against the aim formulated above, but the instrument is certainly not effi-
cient.

5.4. Tied individual assistance with regulated property prices:
problems of implementation

Above all the danger of increases in housing costs argues against a system of
tied individual assistance with free prices. A solution can be found in a system
with tied individual assistance in which basic rents (= rents excluding housing
allowances or housing levies; (see chapter 4) are regulated.

This system has, in different variants, developed in Western Europe since
the end of the sixties. In an earlier stage an extensive system of property subsi-
dies had come into being here in combination with drastic rent control. When it
was assumed that the worst housing shortages had been eliminated, thought
began to be given to restoration of free market relations: gradually raising rents
to the assumed market level and leaving them free, and cutting back on proper-
ty subsidies, in short a ’return to normal’’. Meanwhile the housing market and
housebuilding market had been so conditioned by property subsidization and
rent control that rapid abolition of the property subsidies would have had
unsettling consequences, especially for residents in the low-income groups.
Thus the idea soon arose of a supplementary housing allowance, aimed directly
at these groups, which would alleviate the effects of the introduction of a policy
of decontrol. Around 1970 such supplementary schemes were introduced in
many Western European countries. According to Howenstine (1975) the pro-
portion of housing allowances in the total of housing subsidies in 11 Western
European countries in 1970 was already 21%. He rightly note that ... this
overall shift towards consumer subsidies basically reflects not a replacement of,
but rather a supplement to, production subsidies’.

In the Netherlands a supplementary housing allowance scheme was intro-
duced in 1970: since 1975 the scheme has been of a general nature. Today
about half a million households in rented dwellings receive allowance. A mixed
system of property subsidies and housing allowances has been advocated in the
Dutch literature by many authors (Floor, 1971, Van den Doel, 1972; Van den
Doel and Van den Doel-Grondsma, 1972; Zuidema, de Wolf and Sperling,
1976).

In this connection various formulas are conceivable, such as:

— relating assistance to the basic rent?): the difference between a standard
rent (determined in accordance with a standard rent ratio per income cate-
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gory) and the basic rent is bridged wholly or partially (via a percentage
reduction) °) via the housing allowance; this system is applied in the
Netherlands;

- relating assistance to the basic rent?) including heating costs, whereby a
large percentage of the heating costs is in fact subsidized by the housing
allowance (Schaefer, 1980);

— relating assistance only to household’s income, irrespective of the property
rent and irrespective of the quality of the dwelling (this undiluted principle
of "housing according to ability-to-pay” is discussed in section 5.7.);

- relating assistance to the quality of the dwelling: the better the dwelling,
the higher the housing costs to be borne by the occupant (a system of this
kind is discussed in section 5.8.).

The tied individual assistance can be directed towards the entire housing stock
(rented and owner-occupied dwellings), to the rent sector or to parts of the rent
and/or owner-occupied stock.

The advantage of this system is that the “’advantages” of individual assi-
stance are passed on 100% to the residents concerned. Measured against the
aim formulated above, this result is ideal. A disadvantage may be that two rent
concepts come into being for the residents: the basic rent and the rent less
housing allowance (= the net rent). Because the policy aimed at getting the
resident used to the individual rent and because the resident, who in the long
term is often not certain of a permanent flow of housing allowances, frequently
reckons with the basic rent, a certain form of money illusion occurs (Lucassen
and Priemus, 1977). The problems with regard to housing allowances are
strongly concentrated in the field of implementation (Page and Weinberger,
1975; Lucassen and Priemus, 1977; Schwertz, 1966, Frommes, 1970; IFHP
Committee on Rent and Family Income, 1970):

— applicants must undergo a means test every year; many are embarrassed
about providing periodical information on their income position (Howen-
stine, 1975; G. de Haan, 1969);

— the variables that play a part change often, so that an extensive organiza-
tion for administration and supervision is required and high costs of imple-
mentation occur (Howenstine, 1975);

— to be able to determine households income, it will have to be established
inter alia who forms a household with whom. Checking this information is
precarious, since the protection of privacy is involved here;

—  applicants are uncertain as to whether they will get a subsidy, especially in
the somewhat longer term. The scheme can change, mistakes may be
made, the "’small print” may be overlooked etc. (Arnoldussen and Van de
Ven, 1977);

- fixing the size of the subsidy is a complicated procedure which it is difficult
toclairfy for outsiders (Howenstine, 1975). Applicants often need aid from
others and become dependent on that aid;

—  the progression effect is a nuisance (Kertzman, 1974), a general problem
of income prices. When the income of the subsidy recipients in question
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increases, a very large part of this gain lost through the cumulation of
higher taxes and lower subsidies (G. de Haan, 1969).

Allin all, implementation of the subsidy scheme can be a problem. The red tape
- according to Dasso (1968) "a real threat” - can throw up considerable bar-
riers for the residents. Downs (1973, p. 29) points out that the objections to
housing allowances often lie in the emotional plane. It is for many a frightening
thought that occupants of dwelling of the same quality receive different subsi-
dies.

5.5. Tied individual assistance with regulated individual prices:
an unexamined variant

In the preceding section we pointed out that in the system described the resi-
dents are concerned with two rent concepts: the basic rent (= after property
subsidy) and the net rent (= after property subsidy and housing allowance).
Since 1976 the Netherlands has had the procedure of socalled rent restraint,
which entails that the tenant pays the landlord the net rent from the start. The
landlord receives an advance from the State equal to the housing allowance.
Any differences are settled afterwards between the landlord and the authori-
ties. Under this procedure, which now applies to most residents entitled to a
subsidy, the resident therefore never gets his hands on the housing allowance.
This procedure makes the resident increasingly accustomed to the net rent, but
when the annual discussions are held on the rent adjustments as on 1 july, all
concerned usually reckon in percentages of the basic rent. It would be logical
development if the system were to be consistently formulated in terms of net
rents, whereby the rent adjustments would also be expressed in percentages of
the net rent. At constant standard rent ratio’s the net rent would then rise (or
fall) at the same rate as incomes. If the development of building-plus-land costs
and the development of incomes should differ greatly, problems occur, but it
may be assumed that, taken over a somewhat longer period, the development of
incomes is about identical with that of building-plus-land costs minus an ageing
factor (Priemus, 1978, p.307). In section 5.8. we shall further elaborate this
interpretation of "’housing according to ability-to-pay” outlined there. For the
time being we shall confine ourselves to the remark that this system presuppo-
ses active government intervention and a monopoly of the non-profit rented
sector with landlords who are prepared to perform public tasks too and that
separate attention will have to be paid to the possible introduction of this sys-
tem in the owner-occupied sector.
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5.6. Tied individual assistance and individual levies with
regulated prices: debates in the Netherlands

In 1964 the ’Report on the introduction of individual rent determination’’ of
the Alozerij Committee was published, in which not only the basis was laid for
the housing allowances introduced six years later but also the idea of a tenants
contribution was put forward. This contribution would have to be demanded of
occupants of social housing who exceeded a certain income limit and evidently
enjoyed the benefit of property subsidies undeservedly. The tenants contribu-
tion would be connected with the level of income, but would never be higher
than the amount of the basic subsidy: thus on balance one would never pay
more than the cost price based rent.

On 27 february 1962 the Minister of Housing and Building, J. van Aart-
sen, had sought the advice of the Provisional Housing Advisory Committee on
the question whether or not measures had to be taken to prevent as far as
possible social housing being occupied by households with an income higher
than the average local workers’ income. On 26 november 1963 Bogaers, who
had succeeded Van Aartsen, extended the request for advice to the occupants of
subsidized dwellings in general. In its reccommendation of 8 April 1964 a majo-
rity of the Provisional Housing Advisory Committee advised the Minister not
to promote the introduction of a rent tax.

The Housing Needs Survey of 1964 revealed that the size of the problem of
occupants of social housing with "’too” high incomes was greater than has been
thought: 25-30% of the occupants of social housing were found to have an
income above the limit applicable to social insurance. On the strenght of this
Bogaers submitted a Bill (the Tenants Contribution Bill) on 7 november 1966
in which a lump-sum levy was imposed on occupants of social housing, which
served two purposes:

—  the furtherance of filtering through the stock of social housing;

— alleviating the government’s burden.

In the interim the Provisional Housing Advisory Committee had given in. On 5
October 1966 The Provisional Committee made a majority positive recommen-
dation. The Second Chamber of Parliament adopted the Tenants’ Contribution
Act, but it foundered in the First Chamber. The then Minister (Schut) had to
confine himself to a circular (7 November 1969) to local authorities and the
boards of housing associations in which those concerned were exhorted to
assign expensive dwellings as much as possible to the less well-to-do. In 1974
the matter came up again, now in a somewhat different form. In the *’Rent and
Subsidy Policy Memorandum” Minister Gruyters and his two junior Ministers
introduced the proposal of a filtering levy, applicable to a/l rented dwellings, to
be imposed on tenants with a relatively very low rent/income ratio. In the
discussion of the Memorandum in the Second Chamber, Parliament resolutely
rejected this idea.

Despite these political failures, the filtering levy was dusted off again in
1981, not primarily for reasons of housing policy but above all as part of the
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changes in government spending that were considered necessary. In the ’Re-
consideration of Collective Expenditure Memorandum” the filtering levy was
presented as a new source of income for the governement. In 1981 and 1982 it
was repeatedly affirmed that the Ministry of Housing and Physical Planning
was seriously examining the matter, although the enthousiasm among resi-
dents was extremely small (Consumentengids, 1981).

Advocates of a filtering levy argue that a levy according to ability-to-pay
contributes to a "’fair’” distribution of housing costs and, because it encourages
filtering, leads to an effective use of the stock. More affordable dwellings would
become available in the stock for people with low incomes. Moreover, such a
levy would take some of the strain off the budget of the Ministry of Housing, or
would render possible certain expenditure on behalf of that Ministry. A mem-
ber of Parliament for the Christian Democrats, Dijkman, spoke of a "’solidarity
levy”” that could contribute to making new subsidized dwelling affordable.

Opponents of the filtering levy use very different arguments. In progressive
circles the emphasis is placed above all on the unequal treatment of the rent and
the owner-occupied sector. Such circles would be prepared to consider a levy if
this were also to apply to the owner-occupied sector (which would encounter
great technical difficulties of implementation, and other problems). Moreover,
they often have an ambivalent attitude towards the automatic encouragement
of filtering. The increasingly one-sided nature of the composition of the popula-
tion of poor dwellings (low incomes) and of good dwellings (high incomes)
respectively condemns people with low incomes to poor housing on a permanent
basis and may breed segregation and ghetto phenomena.

Quite different counter-arguments are also adduced. For instance, many
wonder what the legal basis is for a filtering levy. Why is it wrong for someone
with a high income to live austerely? Thanks to the individual rent allowances
better dwellings are within financial reach of residents of limited means. Con-
sumer sovereignty would be needlessly thwarted by a filtering levy. The situa-
tion becomes even more dubious when the well to do resident in question is not
housed relatively badly of his own free will but more or less obligatorily on
account of the shortage on the housing market. He would then be punished
twice by a filtering levy: once for living relatively badly against his wishes
(often with the active cooperation of the authorities via a housing allocation
policy) and once for being taxed additionally for that, without being able to
move on to a ’more appropriate’” dwelling. It is moreover curious that an
instrument should be utilized to encourage filtering in a sector where filtering is
already much greater than in the owner-occupied sector, where introduction of
a filtering levy is usually not considered. Finally, there is the argument of the
problems and costs of implementation. In the Parliamentary debates on the
various proposals it emerged that residents are sharply opposed to a filtering
levy, rent tax or housing tax. The change of large-scale avoidance or evasion of
such a measure is a considerable one. Partly because of that, the costs of collec-
tion are in danger of becoming very high, according to some about as high as the
probable proceeds. Implementation is already problematic in the rent subsidy
sphere, which may be described as "’socially accepted’’ and where the relatively
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willing and easily verificable groups (old people, recipients of benefit) predomi-
nate. But if one were to introduce a filtering levy involving all tenants, including
better-paid, inventive categories of tenants with higher incomes, then an expo-
nential growth of the problems of implementation looms. The tax authorities in
particular react very sceptically to the possible introduction of a filtering

levy.

5.7. ”Pure” housing according to ability-to-pay: housing costs
as a fixed percentage of income, “free” housing an
large-scale distribution

The most rigorous elaboration of the priciple housing according to ability-
to-pay”” is that in which housing costs are linked to income. In this interpreta-
tion, which we shall call the pure principle of housing according to ability-
to-pay the quality of the dwelling is not considered at all. This implies that in
principle everyone pays a certain percentage of income*) for housing, irrespec-
tive of the quality of the dwelling occupied. In this way income is in fact com-
pletely dropped as a selection factor on the housing market. The pure principle
of "’housing according to ability-to-pay’’ is based on the assumption that hou-
sing costs have been entirely detached from the market value of the dwelling.
This means that income too is detached from his value.

Fig. 20. Detachment of the price-

quality relation in the pure prin-

ciple ""housing according to abil-
~ ity-to-pay.”

In this situation housing costs seem to acquire the same status as expenditure on
social benefits; for old-age pensions and the like one also pays a certain percen-
tage of income and receives a quid pro quo which per individual is detached
from the amount that has been paid.
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For the occupant of a dwelling this situation appears in fact to mean that
the dwelling becomes a free good, a benefit "’free of charge”: he deducts expen-
diture on housing from his gross income. Given the net income with which he
normally reckons, the dwelling costs him nothing. Needleman (1965, p.168)
shrinks from this step from housing according to ability-to-pay to ’housing as
the consumption of a free service’.

In the Netherlands the idea of “’free housing” has been defended only by
Buitelaar, Kling and Kraemer (1977). However, they admit that they came
forward with this idea "’unexpectedly and without giving it proper considera-
tion”, and in their publication they do not deal either with the gigantic pro-
blems to be expected.

The idea of the allocation of free goods (*’free sharing”: Russell) is an old
socialist hobby-horse. Lange (1964, p.140-141) found this principle, applied to
part of the goods, not at all so utopian. He had in mind goods for which the
demand is inelastic: ”’If the price of such a commodity is below, and the consu-
mer’s income is above, a certain minimum, the commodity is treated by the
consumer as if it were free good™.

In this case the want is saturated by the goods. Example: salt, bread, soap.
If the price is /ow®) and the income so high that the quantity consumed reaches
saturation level, ’free sharing” can be used as an allocation method. The price
system can then be confined to the other products.

However, costs have to be charged for "free goods”. The money income of
the consumers must be reduced by the cost equivalent of these goods. " Free
sharing” yields a socialized sector in consumption, financed via taxes. In the
free West too we have such sectors, for instance education, health care (in
part), public parks, street lighting etc.

The idea of housing as a "’free service” fits into the framework that Sher-
man(1970-1971) outlined of the economics of *’pure communism”. Housing as
a "free service” (free of charge or at a cost equal to a fixed percentage of
income irrespective of the quality of the dwelling) has an important consequen-
ce: the rationing function of the market price vanishes. According to the
assumptions that are made in traditional consumer theory, a price equal to 0
leads to an infinite demand, since man’s wants are considered to be infinite.
This assumption must be protested against. Sherman (1970-1971, p.27):
"Even the anti-communist Wiles admits that, given present attitudes towards
work and consumption, the rational consumer of Western economics a) has
physical limits on the food, clothing and shelter he can use and b) wants leisure
from consuming’’.

The demand for living accommodation is anything but infinite. It may,
however, be assumed that provision of free housing will inflate the demand for
accommodation to a level lying above what will be recognized socially as a
want. The great complicating factor is that dwellings form a highly heterogene-
ous good:

— the locations differ;
— there are very great differences in technical quality and state of mainte-
nance;
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— there are great differences in dwelling size;
— there are great differences in fittings.

In brief, there are pleasant bungalows and splendidly situated villas, but also
substandard dwellings in slums.

In a pure system of housing according to ability-to-pay these dwellings
would all have to be distributed, without it being possible to call on the assistan-
ce of the price mechanism.

That means large-scale distribution (IJmkers, 1973; Floor, 1971, p.149).

A distribution policy can be of great importance to the achievement of the
objectives of housing policy. However, the task has to be a feasible one. If every
household can acquire for the same price a good house and a poor one, then,
perhaps after a brief initial period, the demand will concentrate fully on the
best dwellings.

The introduction in full of the principle ’housing according to ability-
topay” therefore leads to a gigantic distribution problem, summoned up in part
by the heterogeneity of dwellings. For the time being it is hardly conceivable
that wants can be recorded and managed with sufficient objectivity to make a
distribution problem of this kind capable of solution. Nor is it certain that the
differentiation in needs matches the differentiation in the supply of dwellings.

Floor (1971, p.149) is apprehensive of the pure principle of housing accor-
ding to ability-to-pay:

’Rent according to income is reasonably accepted if the phenomenon is
confined to obviously weak groups. However, when it starts to occur on a large
scale and also extends to the stronger groups, matters change. In general the
latter categories will make the likewise not unreasonable demand of the system
that in priciple one pays for what one gets”. It is Floor’s opinion that the ability-
to-pay principle is acceptable in education and health care, but not in housing.
Moreover, vast numbers of people will want to filter to good dwellings if they do
not in fact have to pay more for them. The supply is not geared to that, and so
the authorities will then (p.149) ... have to concern themselves in an intolerab-
le fashion with everyone moving into a dwelling” or the normative rent/income
ratio would have to be raised drastically. The pure principle of housing accor-
ding to ability-to-pay considerably looses the connection between the benefits
and the burdens of housing. Since they can pass the burdens on to the authori-
ties, households will try to step up their benefits as far as possible. This will lead
to too much being asked of policy, to an extreme call on bureaucratic ingenuity,
resulting either in stifling government interference or in steadily growing
government impotence. Social acceptance of the system will be low. The chan-
ges of avoidance and evasion of the system are considerable. A state of affairs in
which the social status which one thinks one has attained cannot be appropria-
tely reflected in one’s home will meet protests over a broad front.

If one is seeking a satisfactory (and workable) housing costs policy, then at
least the relation between housing costs and quality will have to be introduced.
The relation between housing costs and income does not have to be abandoned
when so doing.
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5.8. Towards a system of income quality housing costs®)

5.8.1. Introduction

If we work towards a level of housing costs which is related to income and
quality, that endeavour accords with the wishes of many residents, as evidenced
by the answers of various groups of tenants to the question to what extent
certain aspects ought to influence the rent of a dwelling (Lucassen and Prie-
mus, 1977, p.127).

On the basis of the answers of various categories of tenants (both recipients
of individual rent allowances and tenants who receive no individual rent allo-
wances) Lucassen and Priemus find that, according to the residents, housing
costs should be determined on the one hand by the qualitative characteristics of
the dwelling and its environment and on the other by the occupant’s ability-
to-pay, whereby the housing market situation may not have too much influen-
ce.

5.8.2. Income quality rent

The most consistent elaboration of the above would amount to a system appli-
cable to all dwellings (both rented and owner-occupied) in which the housing
costs are directly dependent on income and quality. The quality should be ren-
dered operational by a points system and/or class system (which is already in
use in the Netherlands as part of the rent adjustment policy applicable to the
whole rent sector.”) This approach has been developed in Priemus, 1978. In
what follows this system is briefly described, chiefly in relation to the rent
sector. The introduction of this principle into the owner-occupied sector is not
eleborated; this matter is touched on in Section 5.10.

What does an income quality rent consist of?

To start with, one could express the housing costs for the occupants in a
percentage of taxable income*), the percentage being higher according as the
dwelling is in a higher quality class.

In equation form:
U =f1LK)+E
where:
U = total expenditure on housing
K = income
K = quality (according to points system/class system)
E = variable operating costs

The percentages could be set in such a way that everyone has a reasonably large
choice, the choice of a better dwelling making bigger demands on income and -
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austere - new construction being within the financial reach of residents with a
typical income (the principle of the "’volkshuisvestingsprijs = modal housing
price” applied in the Netherlands). We could then for instance create a table
looking like this:

Table 21: Quality class and housing costs-income-ratio (example 1)

Housing costs as %
of taxable income for a dwelling in quality class:

= 10% 1
11-12% 2
13-14% 3
15-16% 4
17-18% S
19-20% 6
21-22% 7
23-24% 8

9

25% and more (‘very good’)

In this way the influence of inequality of incomes is largely neutralized, while
the resident, in making his choice on the housing market, can allow the priority
that he attaches to housing to count. The table can be compiled and adapted in
such a way that, given the allocation criteria and given the qualitative distribu-
tion of the dwellings in the stock, effective occupancy of the stock is furthered
(cf. the technique of Lange and Taylor, 1964). If one shrinks from the approach
in principle in which the effect of income differentials is entirely eliminated,
one could still envisage - notably in a transitional period - a partial ability-
to-pay principle, according to which differences in income do have an effect on
the housing market, but then in a strongly moderated form. With respect to the
skew distribution of rent ratio’s then observed, one could in this way bring
about a less skew distribution step by step.

In that case use could be made of a table constructed as table 22 (next

page).

In the choice of the relation between quality class and housing costs-income-
ratio a link can be established with the decreasing marginal utility of money in
higher-income groups. In this context the progression of income tax can be
taken as a proxy: a specific, more or less socially accepted operationalization of
the principle “’costs according to ability-to-pay”’. One can keep on manipula-
ting such tables until the given supply of accommodation is precisely removed
from the market. In a complicated fashion the market may the be imitated. It is
more obvious deliberately to aim at an equalizing effect whereby shortages
occur in the one sector and surpluses in the other. The greater the equalization
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Table 22: Quality class and housing costs-income-ratio (example 2)

annual taxable housing costs as % of taxable income

income of
household in 10 11 12 13 14 1516 17 18 19 20 21 22 23 24 25
guilders

= 10,000 1 11 11 2 2 3 3 44556 67
10,000-15000 1 1 1 1 2 2 3 3 4 4 5 5 6 6 7 7
15000-20000 1 1 1 2 2 3 3 4 4 55 6 6 7 78
2000025000 1 1 2 2 3 3 4 45 56 6 7 7 88
25000-30000 1 2 2 3 3 4 4 5 5 6 6 7 7 88 9
30,000-40,000 1 2 3 3 4 4 5 5 6 6 7 7 8 89 9
40,000-50000 1 2 3 4 4 55 6 6 7 7 8 8 9 9 9
50,000-75000 1 2 3 4 5 56 6 7 7 8 8 9 9 99
> 75,000 1 2 3 456 6 778899999

pursued, the more extensive are the distribution problems.

The most satisfactory system seems one in which - given the qualitative
level - there are constant housing cost-income-ratio’s per income category,
whereby in the lower-income categories measures have to be taken to guaran-
tee the affordability of - austere - new construction. This may possibly lead to
declining standard housing cost-income-ratios among the lower-income cate-
gories, according as income is lower. Steps must be taken to avoid the incorpo-
ration of such a progression that the instrument misses its target as an instru-
ment of housing policy.

Technically, the system could be operationalized in simple fashion by char-
ging per income category a variable amount in guilders per quality point.”) The
quality of a dwelling (inclusive of its environment) is expressed in points. Per
point occupants with lower incomes pay for instance f 1,- in monthly charges,
occupants in the middle categories for instance f 2,- and those in the higher-
income categories for instance f 3,-. Various degress of detailing are concei-
veable.

5.8.3. Integrated property subsidies/housing allowances

How must we picture to ourselves the implementation of a housing costs system
in which the size of the regulated housing costs (W) depends on quality (K) and
income (I) plus the variable operating costs (E)?

First of all:

(1)U =W +E,

Where U = total expenditure on housing; and where:

(2) W = f (K,D).
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For the operator, however:

BL=Ff(NV)+E+0,

where

L = costs of the operator

N = costs of new construction incl. land costs (or purchase sum)

f (N) = capital charges on new construction costs incl. land costs

(or purchase sum)

V = any improvement costs

f (V) = capital charges in improvement costs

E = variable operating costs

O = other non-variable operating costs.

Equations (1) and (3) can be linked together if the aim is a financially balanced
operation.

In that case

4L=U+S

where

S = subsidy

Per dwelling an operating subsidy is therefore necessary if the housing costs
dependent on quality and income (= the net rent) are lower than the basic rent
required for a balanced operation. The subsidy referred to here is both an
individual one (dependent on I) and a property one (dependent on K). There
seems little point in making a distinction here between a property subsidy and a
housing allowance. It seems simpler to work with an integrated property subsi-
dy/housing allowance.

To the investor  To housing management

£(N,V) = c:lpi- ¢ » E+ 0= other variable
t and fixed
charges operating costs
out incl. fund
formation
operating

S = integrated W = "fixed"
property - housing costs
subsidy/ “= W+E
housing From the From the
allowance government  resident E = "variable"

housing costs

Fig. 21.  Housing operation with the use of an integrated property subsi-
dy/housing allowance.

In the above set-up the individual elements infiltrate the operating account.
The occupant pays W + E; the rent adjustments are formulated as a function
of W. The lessor receives from the State an integrated property subsidy / hou-
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sing allowance the size of which is therefore partly dependent on occupant
characteristics (shaded arrow).

Now:

income =W+ E+ S

expenditure = f (N,V) + E + O, so that the operating equation reads:
f(N,V) + E+ O =W + E + S, therefore:

f(NNV) +O=W+S

The advantage of the situation outlined here is that the occupant is concerned
with one concept of housing costs, the individual housing costs.

This simplification, which is of such importance to the housing market, is
made at the expense of a more complicated operating account.

The set-up outlined above could be coupled with annual adjustments of
housing costs of which the general trend should be set by the government.
Every year the amount per quality point can be adjusted by the government ata
rate equal to the structural development of wages, which is considered to be
about equal to the development of building-plus-land costs less an ageing factor
of 1to 1%% a year.

5.8.4. Some consequences

A housing costs system as outlined here only has any point to it if the lessors in
question are prepared to’’pass on’’ the subsidy to their tenants, are prepared to
operate in a framework in which rents and rent adjustments are regulated to a
large extent by the government, and are prepared to reserve from some funds
for ordinary and major maintenance. Experience in the past suggets that priva-
te landlords are not inclined to operate in such a framework (failure of the
"Wet Grootboek Woningverbetering”: Housing Improvement Ledger Act).
The framework referred to therefore requires a type of non-profit lessor pre-
pared also to pursue goals of housing policy.

His books will have to be arranged not only for payments by tenants but
also for the government’s subsidies and levies. A further consequence of the
system outlined here is that the whole stock has to be registered and that a
points system is used with the aid of which the dwelling can be placed in a
quality class on the basis of the registered characteristics. In the Netherlands
one can build on the experience gained with the points system used in the rent
policy applicable at present. It goes without saying that the system outlines
here requires a good data bank with up-to-date information on taxable income
(link with tax authorities) and with information on physical characteristics of
the dwelling (link with a real estate records system also on behalf of distribu-
tion policy, urban renewal policy etc.). These data can be used on a decentrali-
zed basis; one might advisage local or regional housing offices which can per-
form other housing tasks too (urban renewal, notification, distribution of
accommodation).

A third important consequence that can be attached to the introduction of
the equation W = f (K,I) is that relating housing costs to quality and income
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requires application not only in the stock but also in the new construction and

renovation sector. As a result the way in which rents are fixed would hold good

for the whole rent sector.

Introduction of the equation W = f (K,I) into the new construction and
renovation sector makes it possible , once a qualitative level has been formula-
ted, to determine the housing costs beforehand (i.e. before building or improve-
ment), whereby the link with the actual building-plus-land costs or improve-
ment costs recedes into the background (as is also the case in the rented dwel-
ling stock). The project level prices on the housebuilding market are detached
from the use on the housing market.

The philosophy which is already current according to which the subsidies
have a balancing function is further extended in this way.

Unpleasant surprises in performance of the work (work in excess and in
less, and so on), insofar as not accompanied by a change in quality, can there-
fore no longer lead to unpleasant surprises in housing costs for the residents.
This entails two consequences:

a. The need for close checking by the authorities of new construction and
renovation costs, because otherwise there is no restraint at all on these
costs;

b. a close connection between standard setting in the new construction and
renovation sector and the valuating system by which the concept ’quality”
is operationalized in the stock.

The detachment'®) of housing costs policy from cost price based rent means, as
remarked, that price determination on the housing market at micro-level is
detached from price determination on the housebuilding market. Decisions on
the housebuilding market therefore do not follow directly from impulses on the
housing market (which often lead to wrongly timed and wrongly proportioned
reactions) but from a deliberate programming of housebuilding activities in
which the bodies managing the housing stock can play an important part.

5.8.5. ”Built-in” housing allowances and "’built-in” housing levies

In the above it has been left an open question whether the income quality rents

are applied only insofar as this rent is lower than the property rent (i.e. in

relation to a ’built-in” housing allowance) or whether the system is applied in
full, i.e. also in relation to a "’built-in"’ housing levy. There seem to be three
reasons for also considering the introduction of *’built-in"* housing levies:

a. only working with subsidies makes such great demands on public funds
that within housing too "’sources of income’” must be tapped to lighten the
budgetary burden;

b. pursuit of a fair” distribution of housing costs means not only that the
weaker groups are assisted somewhat, but also that the stronger groups are
restrained some what;

c. once one switches to individual housing costs, it increases the simplicity
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and the transparency of the housing market if this principle is ultimately
introduced in full.

Above all account of the considerations voiced in b. and c. there seems to be
much to be said for also adhering to the same formula past the point where the
basic rent equals the net rent. For as a result the last remnant of basic rent loses
its practical significance. The people with higher income lose in the cheaper
part of the stock some of the additional chances that they have vis-a-vis the
people with lower incomes. Incidentally, the effects of such a levy on the hous-
ing market should not be overestimated. It is the question whether filtering is
furthered by it, for instance. That depends on the quantification of the relation
W = f (I,K).

The conclusions that one attaches to the above depend in fact on the con-
tent that one gives to the concept of "’fair”” distribution of housing costs. If one
finds an overall determination of housing costs on the basis of income and
quality the best operationalization of the concept of “’fair” distribution of hous-
ing costs, one will be in favour of built in levies. If one finds the formula W = f
(LK) relevant as an operationalization of the concept of "fair” distribution of
housing costs only insofar as W < f (N,V) + O, then one will be opposed to
such levies. Even if one is in favour of built-in levies, it is an obvious conclusion
that a gradual introduction of the housing costs policy outlined here will not
begin with levies but at most will regard the introduction of levies as the finis-
hing touch.

5.8.6. Concluding observations

Throughout the system outlined above housing costs are related to quality of
the dwelling and income. Thus someone with a given income pays more for a
better dwelling than for a poorer dwelling. And for a given dwelling someone
with a higher income pays more than someone with a lower income. The back-
ground to the latter is that the differences in chances on the housing market as a
result of differences in income are considerably reduced. A housing costs sys-
tem of this kind calls for:

—  a simple value system to be laid down by the authorities and accepted by
those concerned;

—  arange of standardized housing costs-income-ratios to be determined by
the authorities;

—  regulation to rents and also regulation of transaction prices. For without
such regulation market prices would put in an appearance again. For the
owner-occupied sector this means an additional problem in the introduc-
tion of the principle of income quality housing costs;

—  operation of rented dwellings and owner-occupied dwellings in which sub-
sidies form a balancing item and in which the size of the subsidies depends
on the occupants’ income, i.e.;
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— anintegration of property subsidies and housing allowances into one subsi-
dy (which in the situation outlined may also occasionally have a negative
value) in which both property elements (= characteristics of the dwelling)
and individual elements (= characteristics of the occupant) are discoun-
ted;

—  housing costs which at project level are detached from what remunerative
operation requires. The profit motive is banished from housing. Discrepan-
cies between housing costs and the requirements that efficient non-profit
operation makes are bridged by the integrated property subsidies /housing
allowances;

— housing costs that at project level are detached from the building-plus-land
costs. To put it another way, at micro-level the prices on the housing mar-
ket and those on the housebuilding market are detached from one another.
That calls for a major verifying role of the government in the appraisal of
land and building costs. It creates the possibility of guaranteeing rents as
soon as the sketch designs are ready, in both new construction and renova-
tion.

The outlined set-up introduces the need for an overall distribution policy, the
instrument par excellence which is needed to achieve one of the aims of housing
market policy: the pursuit of a just distribution of the available accommodation
consistent with differentiated wants in accordance with criteria and priorities
formulated via the democratic process.

Both a social housing costs policy and a social distribution policy presuppo-
se considerable changes in the present tenure and management of housing.

5.9. Problems in the operationalization of housing according to
ability-to-pay

The outlined method has a certain attraction from those who attach great
importance to a just distribution of housing costs and living accommodation.
The housing shortage is concentrated among the lowest paid categories, who
moreover have the highest rent ratios in respect of their income. Fixing prices in
accordance with income and quality seems to offer a solution to this problem.
However, in the operationalization of the method numerous problems and side-
effects occur. We shall try to give a survey of these below.

I. Need for intensive supervision, chance of large-scale sabotage
1. Implementation of the scheme requires that the composition of a house-
hold, and who belongs to it and who does not, is known unequivocally.
According as the stereotype picture of a family with children loses ground,
the chance of confusion grows. Permanent cohabitation and group-sharing
of accommodation can be both concealed and staged (depending on whet-
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her a given construction works out better). Judicial separation may occur,
but can also be feigned. Young people living on their own way may be a
reality, but can also be suggested. According as the individualization of
members of the household grows, the unequivocal demarcation of house-
holds becomes more of a problem. Because these are matters which direct-
ly concern one’s personal life, effective supervision is in general impossible
in our political and social system.

. The picture of households with one breadwinner employed full-time is
being increasingly replaced by pluriform patterns. Often there are several
breadwinners in one household, whether or not with a part-time job. The
number of recipients of benefit (old-age pensioners, jobless, disabled and
SO on) is increasing.

There is an unmistakable trend in the direction of an individualization of
incomes. It will become increasingly difficult to establish the income of
households.

. In general checking on incomes is in itself a precarious business. The tax
authorities have their hands full keeping untrue returns within limits. Fei-
ge (1981) estimates that already some 25% of national income is not
returned or returned at too low a figure. This percentage is rising quickly.
According as it becomes more remunerative to feign a low income, more
citizens will try to lead the tax people up the garden path. Housing accor-
ding to ability-to-pay supplies a strong additional reason for fraud.

. Income is a quantity strongly subject to change. As a result of alterations in
the composition of the household, the loss of a job, taking up unemploy-
ment, changing jobs, being promoted, changes in benefits and through
general wage developments, the household income changes constantly.
This calls for a constant adjustment of housing costs in accordance with the
development of income. The changes in the incomes of independent entre-
preneurs (liberal professions, tradespeople) form a problem in themselves,
in addition to the difficulties of checking these fluctuating incomes.

. The moment of determining the income is of great importance. If housing
costs are charged in accordance with ability-to-pay, current income should
be the criterion. In practice one is often obliged to refer to the income of the
previous year. Especially in the first and last phases of the family life cycle,
great changes in income may occur from year to year. For young people
that means a ready opportunity to receive financial assistance to which
they are not entitled; for older people it is a chance to receive too little
assistance. The check on income data via the tax authorities comes years
later and, partly as a result of this, has limited effectiveness. Should the
data of the tax authorities be used for determining the income to be taken
into account, there is the danger that the income of a few years back will be
used as a criterion, having regard to the delay with which tax data become
available. Effective checks on income data by the tax authorities means a
heavy burden on the latter.

. Owing to the changeable nature of the data an annual return of relevant
information, such as income, is unavoidable. This implies that in fact an
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annual means test, with all the attendant drawbacks, is also inevitable.

. The social acceptance of housing according to ability-to-pay is strongly

limited by the fact that with individual fixing of rents according to ability-
to-pay individual aspects infiltrate the lessor’s operation. The Dutch non-
profit rent sector already has as part of individual rent subsidization the
procedure of “’rent restraint’’, under wich the tenants pay the rent minus
individual subsidy and the State settles the individual subsidy with the
lessor.This procedure means that the tenant’s privacy in respect of the
landlord is no longer guaranteed. In the private rent sector in particular
(but also in the non-profit rent sector) this encounters fundamental pro-
blems. Moreover, it proves that the rent restraint is accompanied by high
costs of administration for the lessor. This will be even more strongly the
case if the principle of "’housing according to ability-to-pay”’ is applied.

. If the tenant and landlord conspire together (e.g. in the case of small priva-

te landlords) they can together agree on a high rent at the expense of the
Exchequer, which receives a claim for a high rent subsidy. The system
presuppose a monopoly of non-profit lessors who are prepared to cooperate
actively in accomplishing income quality rents.

. The status effect of the dwelling that one occupies is very great for many

people. If such a redistribution of housing costs and housing quality is
brought about that one can no longer express differences in income in one’s
residential situation, or cannot do so adequately, this will not be accepted
by many people, notably in the middle classes.

The dynamic effect of housing according to ability-to-pay may be that
households with more than one - potential - breadwinner are encouraged to
occupy more than one dwelling. They divide themselves up into several
households (with a lower income per household) and are more strongly
favoured by the housing costs system.

The encouragement of extensive use of space cannot be regarded as positi-
ve. It may be justifiable that for residents with a very low income financial
assistance is mobilized to guarantee a minimum of space. If the merit good
idea with regard to housing were to extend so far that increase in housing
consumption is blindly stimulated all round, one could speak of misuse of
the merit good idea.

Income quality rents are an example of income prices. There are general
drawbacks attached to the use of income prices, such as the increase in the
marginal pressure (progression effect) and the envy that may be aroused
amoung those groups that lose out compared with classic price determina-
tion.

The system presuppose the availability of a clear, simple valuation system
which is hardly controversial, if al all. Such a system is not available. The
valuation system now in use in the Netherlands still displays many short-
comings. The system further presuppose a gigantic data bank in which the
quality of the dwelling and the changes in that quality are stored. Such a
data bank does not exist and can be developed only at considerable expen-
se.



13.

14.

15.

16.

At dwelling and project level the costs are detached from the returns. That
entails the danger of overconsumption and overstraining of policy, with
regard to both housing operation and the development of new construction
and housing improvement. Owing to the fact that the checking of contract
prices and the determination of maintenance standards is a task for the
State, the system inevitably entails a centralistic approach. Through the
pressure of free riders a dynamism may well come into being which leads to
an ever-greater part of housing costs being for the account of the Exche-
quer. The national budget may collapse under this pressure.

The idea behind “housing according to ability-to-pay” is that income is
displaced as selecting factor in favour of other criteria in the sphere of
socially recognized wants. This idea can be put into effect only if housing
costs are regulated at not too high a level and an overall housing distribu-
tion policy can be followed. However, the latter possibility seems slight.
The wants that are involved (medical and social indication, urban renewal
urgency, economic ties etc.)are not unequivocal. They often call for the
opinion of experts and wide possibilities of differences in interpretation by
officials. The political decision-making that must form the basis for the
criteria to be applied is often unstable and usually yields vague guidelines
and/or guidelines whose consequences have not been foreseen. Lessors
have great scope for sabotage, especially in the attractive parts of the stock
(not reporting vacancies, informing prospective tenants incorrectly or sim-
ply refusing them, putting forward candidates of their own etc.) and will
often apply a form of tenant selection themselves. For local authorities, the
implementation of an overall distribution policy is probably too difficult a
task.

Housing according to ability-to-pay constantly implies a dominating role
by the government, not only with regard to allocation but also with respect
to the financing, the subsidizing, the fixing of housing costs and manage-
ment. Since redistribution is on a national scale, national funds are requi-
red and an account has also to be rendered at national level. The danger of
continuous centralization, with accompanying phenomena such as fossili-
zation and stifling interference, is great.

In a steadily growing economy a system of income prices means that on the
subsidy side residents usually need a temporary subsidy. According as
their purchasing power grows, they need less individual assistance. But
when the economy makes a downward turn, matters are different. Then
the subsidies threaten to become permanent and the national budget is in
danger of being overburdened through the automatic linking of housing
costs to income. In that case one must either economize on other items, or
tap new sources of income (taxes), or may not meet the claims for the time
being. In a persistent depression the change of the last possibility is consi-
derable.

11. Limitations of housing according to ability-to-pay

1.

Even if all the problems of implementation could be solved, countless limi-
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tations still remain. First of all, there is the problem of the large number of
households with an income lower than the minimum income (young peop-
le, students, part-timers, small self-employed and so on). For them the
problem is primarily an income problem. However, if the tables assume a
minimum income, a large group of households are not helped.

The occupancy of cheap dwellings by people with reasonable to high
incomes, in a system of housing according to ability-to-pay, is often wrong-
ly regarded as socially undesirable. First of all, it is pleasant that a somew-
hat differentiated population lives in the less good dwellings. If poor dwel-
lings, often concentrated together physically, are occupied by a population
of very one-sided composition, this may create extra problems. Moreover, a
low rent ratio may be accompanied by saving for a house of one’s own
and/or by high compensatory expenditure, e.g. costs of transport, of the
costs of a static caravan or an allotment. Furthermore, it is possible that
occupants have ended up in the cheap dwellings in question quite involun-
tary and /of with the aid of the authorities. The imposition of extra burdens
may encounter resistance in such a situation. Common, highly important
nuances of this kind may well be overlooked in a system of housing accor-
ding to ability-to-pay.

In practice ability-to-pay is expressed (in the absence of a better criterion)
in taxable income. And yet this is a poor yardstick. After all, also of impor-
tance is what income expectations there are. In this connection the phase in
the family life cycle and the size of the household are important. Moreover,
it is no more than reasonable that the wealth of households is taken into
account. In practice one will often be obliged to work with a rough-and-
ready criterion of ability-to-pay, which impairs the effectiveness of *’hou-
sing according to ability-to-pay”.

Ever- greater inroads are being made into the residents’ budget by the
costs of energy and other incidental” expenses. These costs, which are
largely inherent in housing, are rising quickly, now add a large amount to
the basic rent, and soon will be of the same order of magnitude as the latter.
If it is desired to involve energy costs in housing according to ability-to-pay
under the motto “heating and lighting according to ability-to-pay”’, the
result will be a highly futuristic operation, in which violence is done to the
rationing effect of prices on the use of energy. If the “’incidental” expenses
are not charged according to ability-to-pay and have risen strongly, hous-
ing according to ability-to-pay is no more than an only partial solution.
Introduction of the ability-to-pay principle into the owner-occupied sector
seems extremely difficult, and for the time being even impossible. For this
principle assumes that the prices of owner-occupied dwellings are regula-
ted and moreover either that the interest rate is controlled or that the
government comes to the aid of the whole owner-occupied sector in order to
absorb effects of higher interest rates on the housing costs of owner-occu-
piers. The wealth aspect of the owner-occupied sector creates extra diffi-
culties. In practice housing according to ability-to-pay threatens to be con-
fined for the time being to the rent sector.



If housing according to ability-to-pay is in fact confined to the rent sector, that
may play into the hands of builders, investors, mortgage banks and property
developers. For it is to their advantage that tenants with the ability-to-pay are
edged out of the cheaper parts of the housing stock in the direction of expensive
dwellings for rent (for instance new construction) or of a home of their own. It
should be borne in mind that then an equalizing instruments is built into the
rent sector, whereas at present in this sector government aid to housing on
balance benefits all income categories to about the same extent. However, in
the owner-occupied sector the aid is concentrated in the highest-income catego-
ries. The difference in distribution aspects between the rent and owner-occu-
pied sectors would be accentuated by the introduction of housing according to
ability-to-pay into the rent sector only.

5.10. A provisional stocktaking

Summarizing, we note that, even in the event of complete introduction of hous-
ing according to ability-to-pay, only some of the problems are solved. The pro-
blems of implementation are considerable, and in the owner-occupied sector
insurmountable for the time being. If housing according to ability-to-pay were
confined to the rent sector, the gap between the - equalized - rent sector and the
- unequalized owner-occupied sector would be increased. The problems of
implementation are aggravated by the expectation that many will not accept
the principle and will try to avoid, evade or in some other way sabotage the
system. An effective check on the system seems unaffordable and would meet
with opposition, since personal privacy would easily be breached. Those who
protest the loudest against the present injustice of housing policy and ignore the
rules on a large scale make to a certain extent a policy that could form an
answer to their objections and criticism impossible.

Most of the objections mentioned also apply to individual rent subsidiza-
tion, but in general in a less extreme degree. The greater part of the applicants
are elderly and receive benefit. Checking income data on behalf of housing
costs policy does not require much additional effort here. Moreover, usually no
spectacular changes will occur in the income situation of this category. The
number of residents involved in the scheme is somewhat limited (compared
with a system that would apply to all tenants or all residents). When large
numbers of citizens are assessed for sums of money of which they do not accept
the justification, there is a much greater danger of abuse then when a smaller
number of citizens can acquire subsidies. The housing goal of aid via individual
assistance to weaker categories is much clearer and more convincing then the
goal that is served by a housing levy, even if this is "’built into’’ an income price.
The former aims at guaranteeing certain minimum chances on the housing
market for the lower-paid. The second aims at restraining the demand of resi-
dents with high incomes for very good dwellings to some extent in favour on the

-~ 95



demand from the less well-to-do. It should be realized that the built-in-housing
levy has quite a different function from that on the filtering levy, rent or hou-
sing tax discussed in section 5.6, which latter aims only at having residents with
high incomes move from (additionally taxed) cheap dwellings to (untaxed)
expensive ones. In the outlined system of income quality housing costs the built-
in housing levy is higher according as the housing quality is higher. For the time
being an overall system of "’ housing according to ability-to-pay” is not feasible.
The problems that have been sketched are too great. But as a prospect such a
system can nevertheless guide the desired development of housing costs policy.
Point by point we shall indicate a number of steps and aspects:

1.
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In every change made to the instruments of housing costs policy, supported
by whatsoever motives, the redistributing effect should be estimated befo-
rehand. Changes that relatively weaken the position to the lowest-paid on
the housing market should be rejected. For the housing problems are con-
centrated in this group and the point of departure is a set of financial
instruments from which the residents with high incomes already profit to a
disproportionately high extent.

Consolidation of the individual rent subsidy, based on a statutory regula-
tion, the closest possible integration with property subsidies, the pursuit of
multiyear agreements and ultimately a switch from basic rents (property
rents) to (individual) net rents as the basis for an annual rent adjustment
deserve the highest priority in the rent sector.

Despite the criticism made of it, rent harmonization policy must be steadi-
ly continued. The valuation system should be evaluated and improved.
Data bases should be built up in which the scores of the dwellings in accor-
dance with the valuation system are stored. By trial and error an operatio-
nal application of the quality concept will be furthered in this way, first in
relation to rent adjustments in the stock, but as soon as possible also in
relation to the fixing of rents after improvement of dwellings and new
construction.

The greatest lack of equalization as a result of government intervention is
found not in the rent sector but in the owner-occupied sector. In the latter
adjustment will gradually have to be made to the tax system which will
result in people with lower incomes profiting more in relative terms (and
residents with high incomes less) from the imputed rent benefit and the
excessive possibilities of deducting interest on mortgage repayments for
income tax purposes.

The gulf between the rent and the owner-occupied sector is a great one.
Owner-occupiers run considerable wealth risks. Partly as a result of that,
the owner-occupied sector is poorly accessible to residents with a modest
income. The introduction of a new ’social owner-occupied sector’ - closely
linked to the non-profit rent sector - is to be recommended, with regulated
transaction prices and a very limited selling and wealth risk for the occu-
pants. In such a sector a good basis is available for the introduction of
housing allowances for owner-occupiers. If affordable housing costs can be
guaranteed in this sector, this new sector can grow not only from the tradi-



tional owner-occupied sector and new construction, but also from the sale
of rented dwellings.

In the rent sector the process of extinction of the private rent sector will
have to be guided by the authorities. The monopoly position of the non-
profit sector growing here forms a favourable point of departure for the
accomplishment of a social housing costs and housing distribution policy.
The introduction of a rent or housing tax or a filtering levy must be rejec-
ted. However, as the finishing touch to the development a built-in’* hou-
sing levy can be introduced, as a result of which quality-income prices
come about throughout housing.

Strong groups of residents, also operating nationally, will have to develop
and links will have to be established between these groups (both tenants
and owner-occupiers) and the unions. They will have to make the develop-
ment of income quality housing costs the subject of negotiations with both
the government and the lessors. The relation to the development of and
progression in primary and secondary incomes should be borne carefully in
mind here.

. Aboveall patience will called for. Overhasty introduction of housing accor-

ding to ability-to-pay will most probably have effect opposite to those
sought. The problems - see section 5.9 - are considerable. Only by a gra-
dual, well-thought-out development of policy can great social opposition be
obviated. As long as such opposition is summoned up, the system is
unworkable. For a long time housing according to ability-to-pay may per-
haps be little more than a distant prospect. If, however, links are establis-
hed with measures that are necessary in the short term and if one manages
to resist the temptation repeatedly to lapse into an ad hoc approach, that
prospect can fulfil an important political and social function.

NOTES TO CHAPTER 5

1

2.

Lowry, 1976, p.21: "...their choices and their conduct as tenants or home owners are subject
to the discipline of the market place”.

When determining the basic rent one can also make a distinction between cost price based
rents (without property subsidies) and rents actually paid that are made realizable via pro-
perty subsidies.

In Dutch practice two percentage reductions are used; see for instance also Zuidema et al.
(1976), who in their example apply a percentage reduction of no less than 67%.

For all kinds of reasons one can opt for a progressive or degressive link with income instead of
a fixed percentage of income. Having regard to the progression in income tax, a progressive
relation of housing costs to income is defensible.

With this condition Lange in fact excludes housing.

See Priemus, 1978, p.295-321.

Appendix 1 to the Living Accommodation Rents Order, order of 18 April 1979, Official
Journal 1979, no.216.

The point of departure is that the taxable household income is the best (least bad) criterion of
the ability of occupants to pay.

This idea has been put forward by H. van Fulpen.

Owing to the fact that the amount per point can be connected with the level of new construc-
tion costs (and the rent adjustment can be related to changes in building-plus-land costs), the
detachment is not absolute.

97



REFERENCES CHAPTER 5

Abrams, Ch.
1946, The subsidy and housing, Land Economics, 22, may.

Arnoldussen, E. and J. van de Ven
1977, Huurbeleid en individuele huursubsidie, Tijdschrift voor Politieke Eco-
nomie, nr.3, p.69-109.

Bourne, L.S.
1981. The geography of housing, London (Arnold).

Buchanan, J.
1968, What kind of redistribution do we want. Economica, 24, may, p.185-
190.

Buitelaar, N.E., E.E. Kling and P.E. Kraemer
1977, Gratis wonen beste oplossing vastgelopen stadsvernieuwing, Bouw, 16
april, p.200-201.

Burns, L.S., R.G. Healy, D.M. McAllister and B.Khing Tjioe
1970, Housing: symbol and shelter, International housing productivity study,
Los Angeles (Univ. of California).

Commissie-Alozerij

1964, Rapport commissie bijdragestelsel inzake invoering van een individuele
huurbepaling, Stedebouw en Volkshuisvesting, oktober, p.267-279 (for a dis-
cussion about this report see: Stedebouw en Volkshuisvesting, febr. 1965, p.52-
66).

Consumentengids
1974, Woonsubsidies, 22, sept., nr.9, p.417-420.

Consumentengids
1981, Dokken of doorstromen?, 29, dec., nr.12, p.614-617.

Cullingworth, J.B.

1978, Housing Allowances: the British experience. A brief review of the back-
ground to and provisions of the British Housing Allowances Program, Toron-
to (Research Paper nr. 95, Centre for Urban and Community Studies, Univ. of
Toronto).

Dasso, J.
1968 An evaluation of rent supplements, Land Economics, 44, nov., nr.4,
p.441-449.

98



Department of the Environment
1977, Housing Policy, technical volume, London (HMSO), 3 vol.

Doel, J. van den

1972, Het volkshuisvestingsbeleid, in: A.Hoogerwerf (ed.), Beleid belicht,
sociaal wetenschappelijke beleidsanalyse, Alphen aan den Rijn (Samsom),
p.13-39.

Doel, J. van den and T. van den Doel-Grondsma
1972, Mengen en roeren in het huursubsidiesysteem, Openbare Uitgaven, 4, nr.
3,p.97-111.

Downs, A.
1973, Federal Housing subsidies: how are they working? Lexington (Mass.).

Duhl, L.(ed.)
1963, The urban condition, New York/London (Basic Books).

Duwendag, D.

1967a, Die Methode der kunftigen Wohnungsbauférderung durch die 6ffentli-
che Hand: objekt - oder individual Subvention, Gemeinniitziges Wohnungswe-
sen, Heft 5, 20 may, p.137-142.

Duwendag, D.
1976b, Subventionen in der Wohnungswirtschaft, Wirtschaftsdienst, nr.6,
p.301-307.

Eind, G.J. van’t, H. van Fulpen, E. Pommer and L.W. Ruitenberg

1982, Profijtbeleid van de overheid, paper presented at the politocologen-
etmaal” at 6 and 7 may 1982, Rijswijk (ZH) (Sociaal en Cultureel Planbu-
reau).

Feige, E.L.
1981, Onzichtbare sector en macro-economie, ESB, 7 oktober, p. 980-984.

Floor, J.W.G.
1971, Beschouwingen over de bevordering van de volkshuisvesting, Leiden
(Stenfert Kroeze).

Friese, P.
1976, Socialistisch woonbeleid. Een bijdrage tot het beheer van de gebouwde
omgeving, Deventer (Kluwer) (Wiardi Beckman Stichting).

Frommes, R.
1970, Problems raised by the individual subsidization of accommodation,
The Hague (IFHP).

99



.

= TERERS TEEET WEEE TR TE TET 7 S = = s e - _— —— - -

Garfinkel, L.
1973, Is in-kind redistribution efficient? Quarterly Journal of Economics, 87,
p.320-330.

Gruyters, J.P.A., J.L.N. Schaefer and M.P.A. van Dam
1974, Nota huur-en subsidiebeleid, Den Haag (Staatsuitgeverij).

Haan, G. de

1969, Stenen voor brood? Enkele kanttekeningen en vragen bij een stelsel van
subjectieve huursubsidie. Stedebouw en Volkshuisvesting, 50, nr.9., p.373-
388; De woningbouwvereniging, 29, p.458-472.

Haan, R.M. de
1970, Van objectieve naar subjectieve huursubsidie Openbare Uitgaven, 2,
nr.l, p.21-33.

Heroverweging Collectieve Uitgaven
1981, Deelrapport 20, Huur-en subsidiebeleid en het beleid ten aanzien van de
eigen woning, Tweede Kamer, zitting 1980-1981, 16625, nr.25.

Howenstine, E.J.
1975, The changing roles of housing production subsidies and consumer hous-

ing subsidies in European national housing policy, Land Economics, 51, nr.1,
p.86-94.

International Federation of Housing and Planning (IFHP) Committee on Rent
and Family Income,
1970, Rent and family income, The Hague.

Kertzman, E.N.
1974, Inkomenshuren en marginale tarieven, ESB, 23 okt., p.932-934.

Lange, O.
in: O. Lange and F.M. Taylor, 1964, On the economic theory of socialism,
New York- Toronto - London.

Leeuw, F. de and N.F. Ekanem
1971, The supply of rental housing, American Economic Review, 61, p.806-
817.

Lindsay, C.M.

1969, Medical care and the economics of sharing, Economica, 25, nov.1969,
p.351-362.

100



4 s 4 2] Al i
st bl s bbbl b C VIR AR L LM i) he b ] b L A | ¥ | TR

Lowry, LS.,
1976 The housing assistance supply experiment: an overview, Papers of the
Regional Science Association, 37, p.21-30.

Lucassen, C.T.J. and H. Priemus
1977, Individuele huursubsidie; evaluatie van een instrument van volkshuis-
vestingsbeleid, Den Haag (Staatsuitgeverij).

Luder, O.
1970, Geen woningen maar mensen subsidiéren, Bouw, 28 March, p.514-
516.

Ministerie van Volkshuisvesting en Ruimtelijke Ordening,

Circulaire MG 69 - 11, d.d. 7-11-1969 aan de gemeentebesturen en besturen
van woningkorporaties inzake >’ Bestemming goedkope woningen voor minder
draagkrachtigen™.

Muth, R.F.
1969, Cities and housing, Chicago (Chicago Univ. Press).

Needleman, L.
1965, The economics of housing, London.

Olsen, E.O.
1969, A competitive theory of the housing market, American Economic
Review, 59, sept. p.612-622.

Page, D. and B. Weinberger,
1975, Birmingham rent debate and allowances study, Birmingham.

Pauly, M.V.
1967, Mixed public and private financing of education: efficiency and feasibili-
ty, American Economic Review, 57, March, p.120-130.

Priemus, H.
1975, Volkshuisvestingsbeleid in een gemengde economische orde, Delft
(Technische Hogeschool, Afdeling der Bouwkunde).

Priemus, H.

1978, Volkshuisvesting; begrippen, problemen, beleid, Alphen aan den Rijn
(Samsom).

101

N R T LIRS |} R A S



Prud’homme, R.

1981, Transfers en nature ou en argent: le cas du logement, in: K.Hzuser (ed.),
Subventions avantages fiscaux et prix/subsidies, tax reliefs and prices, Pro-
ceedings of the 33nd Congress of the International Institute of Public Finance,
Varna, 5-9-1977, Paris, p.287-306.

Rydell, C.P.
1976, Measuring the supply response to housing allowances, Papers of the
Regional Science Association, 37, p.31-53.

Schaefer, J.L.N.
1980, Naar een stelsel van inkomenshuren, Amsterdam (Gemeente Amster-
dam).

Schwertz, G.
1966, Systems and significance of individual subsidization of accommoda-
tion costs in European Countries, Bonn (Domus Verlag).

Scitovsky, T.
1964, Equity, Papers on Welfare and Growth, Stanford, p. 251-264.

Sherman, H.J.
1970-1971, The economics of pure communism, Soviet studies, 22, p.24-36.

Smolensky, E.
1968, Public housing or income supplements - The economics of housing for the
poor, Journal of the American Institute of Planners, 34, March, p.94-101

Social and Cultural Planning Office
1981, Profijt van de overheid in 1977, Den Haag (Staatsuitgeverij).

Straus, N.
1951, Two thirds of a nation, New York.

Trukto, J., O.Hetzel and D.Yates

1978, A comparison of the Experimental Housing Allowance Program and
Great Britain’s Rent Allowance Program, Washington DC (The Urban Insti-
tute).

Tullock, G.
1971, Subsidized housing in a competitive market: comment, American Econo-
mic Review, 61, March, p.218-219.

Udink, B.J. and K.W. Buck
1972, Nota volkshuisvesting, Den Haag (Staatsuitgeverij).

102




—_— e il L L TR R e MR R BTN N O

Wet huurdersbijdragen

1966, Tweede Kamer zitting 1966-1967, 8918, nr. 1 en 2, 7 november; nr. 9
Gewijzigd ontwerp van wet; nr. 16 Nader gewijzigd ontwerp van wet; nr. 17
Tweede nader gewijzigd ontwerp van wet.

Wilner, D.M. et al.
1962, The housing environment and family life, Baltimore (Johns Hopkins
Press).

Wilner, D.M. and R.P. Walkley
1963, in: L. Duhl (ed.), p.215-227.

Wynen, L. 1962.
Le financement du logement social, Brussels (International Union of Family
Organizations).

Ymkers, F.
1973, Wonen naar draagkracht, in: Stichting Postdoktoraal Onderwijs in het

Bouwen, Woningmarkt en overheid, Den Haag (Staatsuitgeverij).

Zuidema, R.P.,P. de Wolf and D. Sperling
1976, Woongerief, draagkracht en woonlasten, Beleid & Maatschappij, nr. 10,
p.238-247.

103




e e ———— RN

6.
THE REAGAN HOUSING
POLICIES

Prof. O. Hetzel

Wayne State University
Law School

Detroit, USA.

The Reagan Administration has essentially determined that no federal role
should be played in housing. Therefore, it has been busy dismantling programs
and repudiating policies developed over 50 years of bi-partisan support. The
contrast is stark. Instead of housing production, it will produce fiscal deficits,
preferential tax reductions and restrictive monetary policies. The housing
industry in the United States has been decimated by continued high interest
rates, supported by the Administration in its attempt to reduce inflation. High
interest has meant little or no housing production for any but the most wealthy;
it is producing conditions of the economic polarization similar to those of the
1920’s.

In place of policies that have allowed over 65 percent of Americans to enjoy
home-ownership and which have provided over 5,3 million government assisted
housing units, Reagan’s policies will make it almost impossible, except at pro-
hibitive costs, for most to move from new work opportunities or better suited
retirement units, or for their children to purchase housing in the future. His
policies will meant most Americans will be unable to buy, move, rent or sell
housing, without incurring prohibitive costs. These effects will be increasingly
apparent as present home-owners find it necessary to move-a right almost half
the population exercised during the last half-decade. For potential first-time
home buyers, the impact of the President’s policies on affordability of housing
is most obvious. Over 80% of those who desire to purchase average-priced hous-
ing do not have the $60,000 income to qualify for credit at current levels of
interest. Yet, this Administration has continued to back resolutely the restric-
tive monetary policies of the Federal Reserve System which have helped hold
interest levels at all-time highs. Only as the November 1982 Congressional
elections approach does one see signs of waivering in the Administrations eco-
nomic policies of support for high interest rates. Its fiscal policies are destined,
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by its own admission, to bring on a series of budget deficits, the highest yet
experienced in America’s history. The government’s borrowing to meet these
deficits will itself constitute additional pressures for higher interest rates.

The Administration’s preferential tax policies have largely benefitted both
the wealthiest 10 percent and corporate America. Cuts in income tax rates were
much more meaningful for the wealthy. Overly generous accelerated deduc-
tions have been given for corporate expenditures on plant and equipment, and
borrowing for these purposes will also contribute to maintaining high interest
levels. Leasing gimmicks have also been provided to allow successful corpora-
tions to deduct from taxes otherwise owed the government, losses transferred
from less profitable corporations.

At the same time, the President’s budget cuts, will mean more than half of
the 16 million families who live at or below the poverty line will lose income. In
contrast, Reagan has reduced tax rates by almost 30 percent on the wealthiest
while also allowing the rich to pass on $600,000 to their successors, free of
estate tax, raising the prior exemption by 400 percent.

In the name of Reaganomics, whole industries and small businesses are
being destroyed as are the jobs that would otherwise be available, while the
unemployed burden the government rather than contribute to its support.

The effects of the Administration’s continued support for the restrictive
monetary policies have been especially disasterous for the construction indus-
try. It has suffered unemployment levels almost twice national average (which
exceeded 10 percent in September 1982) with 800,000 unemployed at the end
of 1981, some 18.8% of that industry’s work force. Homebuilder and contractor
bankruptcies and failures are in numbers that will cripple the industry for a
long time to come. These credit policies have contributed to the lowest levels of
housing production in this country in over 30 years, at a time when we can
antipate adding about 1.8 million households to the housing market each year
during this current decade.

The effects of high interest rates have also been reflected in the escalating
numbers of mortgage foreclosures. California has reported foreclosure levels
of 1,000 to 1,200 percent over rates of foreclosure experienced four years ago.
Facing the need to refinance portions of their housing debt as balloon payments
became due, many homeowners have to default, unable to afford the payments
at higher interest rates for their houses. In the face of this human tragedy, the
Administration has seemed more concerned with expediting foreclosure pro-
ceedings so government may recover units more quickly on which it has lent
money, cutting off borrowers’ historic rights to have time to redeem their
homes.

The Administration has not only failed to stem the erosion of sources of
reasonable priced housing finance, it has a substantial 1.5 billion problem
facing it in the default posture of the savings and loan (S & L) industry. The
S & Ls have been caught between the need to pay high interest to obtain new
funds to loan and the low interest they receive on their outstanding fixed-
interest long term loans. In an effort to obtain greater interest on their invest-
ments, S & Ls would abandon their historical housing finance role and go
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instead to more lucrative consumer and commercial loans. The Administration
has not acted to find an alternative source of financing. Despite the urgings of
Democrats, the Administration has been slow to facilitate the use of pension
funds as an urgently needed source of housing credit.

In addition to supporting policies leading to high levels of interest which
will limit homeownership possibilities for most Americans, the Administration
also plans to phase out all federal support for development of new private or
public rental housing, housing that would not occur without government assi-
stance. Housing, available for rental, has been shrinking given the diminution
caused by condominium conversions and loss of deteriorated units.

The Reagan fiscal cutbacks in social programs have been decried by critics
as attemps by the President to reduce his budget deficits by imposing dispro-
portionate cuts and the greatest suffering on the poor. In conjunction with
ill-considered tax cuts and increases in defense expenditures, the brunt of its
fiscal policies has fallen on the housing programs despite the need by many
Americans for assistance to afford the high costs of housing, and where the
effects of the cuts especially impact the poor. The increasing number of the
homeless in urban areas have now been focused upon as a testimonial to the
effects of the Administration’s policies.

The Administration has been thwarted by Congress in attempts to imme-
diately kill off the federally assisted and public housing production programs.
Instead, it has embarked on a phased strategy by imposing “’the death of a
thousand cuts”. For instance, the whole range of Federal Housing Administra-
tion (FHA) programs are being substantially cut back and a concerted effort is
being made to eliminate a historic source for financing homeownership for
those with moderate incomes. Unsuccessful in attemps to eliminate the FHA
completely in the first Reagan budget, strategies have been concocted to achie-
ve the same ends by making the FHA ineffective. As the Department of Hou-
sing and Urban Development (HUD), itself started in 1981: 'Last year the
OMB (the President’s Office of Mangement and Budget) failed in its attept to
eliminate the FHA directly, so this year it has altered its approach slightly.
Instead of taking the issue on directly, it has chosen to propose changes to the
fee structure, the mortgage limits, the mutuality provisions, and the provisions
which protect home buyers. The net effect of all these changes would be to
make FHA insurance no longer attractive to those who traditionally rely on our
programs’.

FHA interest ceilings that moderated market forces would be eliminated
and the effectiveness of FHA would be restricted by limiting those persons who
can qualify for FHA insurance, by increasing insurance fees, and by elimina-
ting protections for home buyers. The Administration also plans to eliminate
future FHA funding to assist private developers in producing housing even in
areas where it is in short supply. Provision of housing in these areas is often
critical for groups with special needs such as the elderly and the handicapped.
At the same time, rentals in existing assisted housing units will be raised by
substituting comparative rents’’ on lower quality units when computing the
level of federal assistance payments.
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The treatment of the “’truly needy’”” minorities who largely are the occu-
pants of public housing in the United States has been at odds with the Admini-
stration’s professed desire to assure safety nets for their support. Not only is
any future public housing construction to be eliminated, the Administration
has also proposed to substantially increase the rents for tenants, many of whom
have already suffered severe cuts in income because of the 1981 reductions in
their government welfare benefits.

The Administration has imposed immediate rent increases of 20% on low
income tenants by increasing from 25% to 30% the proportion of their income
that is to go to rent, contrary the promises the Administration made to Con-
gress that such increases would be phased in over five years. Other Administra-
tion proposals were to charge for utility expenses separately from rents in order
to extract higher tenant contributions than the increased limits on rent would
permit.

Additional rent increases were to be imposed by ignoring deductions for
dependents previously used in computing tenants’ income, requiring the lar-
gest, poorest family to devote significantly higher the proportions of their inco-
me to rents. Finally, a further escalation of public housing rents would occur if
Administration proposals are implemented to count food stamps as income for
the first time. Resulting rent increases could be as much as 31% within two
years, again having the greatest impact on the poorest families who most need
food stamps to survive.

As part of its coordinated scheme to increase public housing rents, the
Administration has tried to drastically cut the funds it now provides to operate,
maintain and repair existing public housing units. If rents have to be increased
to offset these cuts, according to HUD’s preliminary calculations, starting
October 1982, *tenants would be faced with rent increases of over 60% in order
to meet the shortfall in Operating Subsidies’. Thus far Congress has refused to
allow the Administration to abandon these commitments to local housing aut-
horities.

These cash flow problems for public housing, according to HUD, would
mean ’a cut-off of utilities and other essential services for these tenants, massi-
ve layoffs of staff, rent strikes, the inability to maintain units in a livable condi-
tion, reduced rent rolls because units cannot be maintained and are boarded up
for lack of funds, riots, vandalism and irreparable damage to projects.... bank-
ruptcy and receivership of several major Public Housing Authorities’. The
Administration has also proposed that remaining modernization funds be utili-
zed to demolish rather than repair units. Where units are thus eliminated,
future federal responsibility for financially assisting tenants in the units
destroyed could be avoided once they are relocated.

In its essentially complete cutback of production programs, the Admini-
stration proposes to fund only 10.000 units of housing construction for the
elderly. But, this is a group that grows larger yearly, whose income is treatened
by cuts in social security, and who clearly deserve government help to afford
housing. Despite the deteriorating condition of much of the housing in older
urban areas, the Administration would cut off funding of low interest loans that
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provided homeowners with an affordable source of finance for necessary
repairs and improvements. This policy will accelerate deterioration of existing
stock, will lead to abandonment of housing, and will increase the potential for
extensive overcrowding in the remaining units.

Withdrawal of support for financing of rehabilitation along with continued
pressure to maintain high interest levels has also meant that landlords who
provide rental housing have not been able to maintain their units, resulting in
loss of rental housing either from abandonment or conversion to other forms of
ownership. The limited assistance of 30.000 rehabilitation grants of § 5.000
each the Administration proposes for coupled rehabilitation and housing vou-
chers will have little effect on the deterioration of whole neighbourhoods.

In place of bi-partisan policies that provided a balance of reproduction and
income support programs, this Administration’s federal housing policy center-
piece is a consumer housing certificate program that will provide funds to assist
renters to afford housing. Such a program has been an element of this country’s
housing plicy, in various forms, for over 15 years. As designed by the Reagan
Administration, however, vouchers constitute a retreat from support levels
required by many Americans who need help to afford their housing costs.

While professing to favor this form of housing related income support, the
President’s program is deliberately underfunded. Benefit levels would be redu-
ced to below those currently available in essentially equivalent programs.

Although introduced with great fanfare, only a small number of those with
the lowest incomes will have access to such vouchers. By refusing to make this
an “entitlement’’ program available to all who quality, few of the millions who
deserve such assistance will receive support. Over 73% of the poorest house-
holds are among the 5 million renters who pay more than 30% of their income
for rent. The proposed funding levels for vouchers indicate that only 30.000
additional families would benefit in this program’s first year. In its subsequent
years, moreover, persons slated to receive vouchers would be predominately
persons who at present receive support under other more generous benefit pro-
grams. These persons will be relegated to the less generous vouchers as conver-
sion takes place. Furthermore, the additional 30.000 new vouchers would be
tied to specific rehabilitation projects, basically inconsistent with the concept of
permitting consumer choice.

A further indication of this Administration’s miserly approach to this pro-
gram is its plan to fund vouchers at a constant level for a five year term without
adequate supplements for foreseeable inflationary rent increases. Thus, each
year, participants will have to devote increasing portions of their own restricted
incomes for rent, further eroding the limited funds available for other necessi-
ties.

Even if this Administration’s voucher program were properly funded, as
essentially the only element to its housing program, vouchers constitute only
half a housing policy. It is remarkable that an Administration that advocates
supply side economics seems to have failed to recognize the need to stimulate
the supply of housing through production subsidies. Its determination, in essen-
ce, to eliminate all federal support for housing production will substantially
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undercut its efforts to support the poor through housing related income pay-
ments.

Failure to augment the supply of housing and the Administration’s resis-
tance to supporting rehabilitation of the existing stock will in all likelihood
contribute to higher rental costs, making vouchers increasingly expensive. The
failure to assist housing production reflects the Administration’s placing of
higher priority on the cutting of inflation but ignores the plight of many Ame-
ricans especially those who live in rural areas, within the inner cities and on
Indian reservations, where the private sector will not construct housing. In
addition, the abandonment of production programs exacerbates the effects in
the construction industry of the current recession; assisted housing production
has helped in the past to provide some stability to the work force in periods of
severe economic downturn.

The Administration would try to supplement the meager voucher program
by what is almost literally a "’shell game” by permitting Community Develop-
ment Block Grants funds to be used for housing construction as well as repairs.
This simply allows more claiments to compete for funds that have already been
reduced. The Administration had adroitly required the cities and other local
units of government, rather than itself, to allocate these limited funds to an
increased number of competing applicants.

In all, the abandonment of federal housing support would be almost com-
plete if the Reagan programs are adapted by Congress. Political realities,
however, may intervene. Although President Reagan ultimately vetoed the bill,
Congress in 1982 passed a production subsidy of one billion dollars to be used to
reduce interest costs for first-time purchasers of housing. While Congress was
unstable to over-ride Reagan’s veto in that instance, his attempted cutbacks in
existing funds for production were effectively resisted by Congress. But, the
Administration has been successful in preventing new funding for housing pro-
duction programs. Therefore, except for funds as yet unspent, unless the Rea-
gan Administration is reserved, the federal government’s historic commitment
to support for housing will be eliminated.
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INCOME TAX POLICY AND
HOUSING, THE UNITED
STATES’ EXPERIENCE

A summary and outline

by Arlo Woolery

executive director

Lincoln Institute of Land Policy
Cambridge, Massachusetts/USA

Policy statements come in two forms, explicit and implicit. Explicit statements
are generally declarations of intention and the actions which follow them may
or may not bear upon the perceived problem. Implicit statements are really
secondary or even tertiary in nature. Since the statement is hidden behind some
other explicit formulation, it is necessary to measure its effectiveness in terms
of observed results. In the United States, housing policy is governed more by
the implicit statements within the income tax code than the explicit statements
emanating from the Department of Housing and Urban Development.

Since federal income tax policies and their effect on housing availability
are poorly understood, they receive only a fraction of the attention accorded to
direct housing outlays. The sheer magnitude of tax expenditures for favorable
treatment of the housing sector makes it imperative that the subject be studied
and understood. We need to know the effects of Federal income tax policies on
rental housing and on ownership. Rental housing and owner-occupied housing
are two sides of the same coin, and the mix of housing constructed and housing
stock maintained depends upon their relative attractiveness as investment to
owners and occupants.

In the United States, direct federal expenditures for housing assistance
programs represent less than 20% of the indirect tax expenditures brought
about by the favoured position of housing investment within the federal income
tax code. The United States Congressional Budget Office estimates in the fiscal
year 1982 deductibility of mortgage interest and property tax of owner-occu-
pied homes will generate tax savings of approximately $36 billion. If this $36
billion tax saving were capitalized at something near the current mortgage
interest rate, say 18%, the indicated value of the tax saving would be approxi-
mately $200 billion. If the income tax deduction for mortgage interest and
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property taxes were removed, the market value of the existing housing stock
should fall by about 10% or $200 billion. This does not mean that removing the
deduction for mortgage interest and property tax paid from the income tax
code would make it easier for people to buy houses since buyers would also be
foregoing the benefit of the tax preference for housing investment. However, it
would give us a look at the real costs of homeownership absent some of the
distortions introduced by tax laws.

During the 1960s it was generally more advantageous for households with
moderate incomes to be renters rather than homeowners. As inflation began to
gather momentum in the early 1970s, the situation changed dramatically to a
point where *no one could afford not to own housing’. As the inflation rate
declines, the attractiveness of owning housing diminishes. With economists
forecasting declining inflation rates during the 1980s, there is the prospect that
homeowners and renters will be on a more equal footing.

In the United States, there is already a movement toward smaller housing
units. Some economists attribute the perception of a housing shortage in the
United States to the fact that people are occupying substantially more space
per capita but still wish to pay historic rents rather than current rents. This
mismatch of desires and ability to pay contributes to our perceived housing
shortage.

We have barely scratched the surface of knowlegde and the behaviour of
housing producers and housing consumers. Here, many of our predictions are
largely guesswork. We must examine how tax policies modify investor beha-
viour. This may be the first step in learning more about *who will pay the
housing bill in the 80s’.
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PRESENT DAY PROBLEMS
WITH THE FINANCING OF
SUBSIDIZED HOUSING

IN GENEVA

by Pierre M. Ischi

Director of the Office financier du logement
Département des finances et contributions
République et canton de Genéve, Switzerland

I do not intend to develop a theoretical view of the problem but simply to
summarise the present situation in Geneva. To begin with, let me give you some
basic facts:

1.

7.
112

”Geneva” implies two things

a) Firstly, the city of Geneva which is certainly known to all of you;

b) Secondly, the state or canton” of Geneva (”’République et canton de
Genéve”’), one of the smallest cantons of Switzerland.

The canton of Geneva is almost entirely surrounded by France. Its territo-

rial boundary with the remainder of Switzerland is only five km. long.

Historically, the people of Geneva have always been tenants. In 1982, only

9 percent of the population own the houses in which they live.

Geneva (the canton) has 350.000 inhabitants; of these, about 150.000 live

in the city of Geneva itself.

There are two systems of subsidized housing, for the city and the canton

respectively.

Subsidized housing in the city of Geneva. Mr. Claude KETTERER, lord

mayor of the city of Genava and member of the IFHP Committee would be

able to give you a better explanation of this system than me.

In brief, however, the city is owner of a considerable number of rented

apartment blocks at an amount equivalent to 15 percent of the family

income.

What this sytem costs the community is not published but it is said to be a

very large sum of money.

There is no sign of a change in this policy and you may answer the question

of "Who will pay the housing bill...?" by the reply: 'Mainly the city, i.e. the

tax payers’.

Subsidized housing in the canton of Geneva. 1 direct the Office financier




du logement of the canton of Geneva (*’Housing Finance Office).

The canton does not own accommodation for rent but exists to exercise a
strict control over rents and help private or institutional owners to reduce
their rents by subsidizing them in various ways, as for example:

— Guarantees to banks on long term loans granted to home builders;

— Loans granted by the canton without interest;

— Tax exemptions and reductions;

—  Annual distribution of subsidies to the owners of housing for rent.

These cantonal concessions are granted for periods of 10, 20 or 25 years, depen-
ding on certain circumstances and on options agrees upon at the beginning by
the canton and home builders. The legal system obliges the canton to diminish
its subsidies every two years with as a direct consequence an equivalent increase
in the rent to be paid by the tenant. The same course is followed with tax
exemptions at five yearly intervals. In other words, after 10, 20 or 25 years the
tenants pay the entire rent for their lodging. Recently we have introduced hou-
sing allowances for tenants in addition to other subsidies, so we have individual
aid as well as general housing subsidies for owners.

It should be noted that when the income of tenants exceeds a certain figure,
they may be required to reimburse the canton by means of a so-called " housing
surtax”’. This might be regarded as another type of individual assistance. The
annual cost of the housing system of the canton of Geneva is shown in the
documentation distributed to the participants in this workshop: about 60 mil-
lion swiss francs for 1982, plus the value of the tax exemptions, i.e. a total of
about 100 million swiss francs a year for some 30.000 apartments. This enor-
mous effort on the part of the canton of Geneva has no equivalent elsewhere in
Switzerland. The subsidies are financed by a special tax called ’the additional
housing tax’’ which represents between 4 and S percent of the basic tax of the
canton of Geneva.

What are the present day problems in the building of new subsidized housing in
Geneva? Fortunately, the economic situation of Geneva is good and the public
finances are healthy. Yet there is a major problem. Up to now it has been
possible to reduce the rent for middle class tenants to a maximum of 60 percent
of the normal figure, the other 40 percent consisting of subsidies. At present,
the costs of construction and financing (interest rates on mortgage loans rising
to 6 percent per annum) have mounted so quickly and at a much higher rate
than the general cost of living so that it is no longer possible to keep to the rule of
60 percent rent and 40 percent subsidies. If we did so there would be the follo-
wing consequences:

a) the cost to the canton would be too high;

b) the reduction of subsidies every two years would lead to an increase in rents

which was too steep.

What are the solutions to these problems?
1. My personal solution was to attend the IFHP Congress in Oslo to try to

113

T — ——  BIE] § TEIEE > T =TT



find some good ideas.

2. In the meantime we are trying to accustom our people to pay higher rents,
i.e. up to 20 percent of their income.

3. Weshall encourage the financing of social housing by pension funds, which
is less expensive than bank loans.

Our real problem however is to build new housing, not how to go on paying
subsidies. It is becoming really difficult to build new housing for rent because of
the lack of land for construction.

Geneva is a small canton. Our people are in a logical dilemma: they want
more flats but they are against new building. They want to live in town, but they
do not want old buildings to be demolished. Wherever it is possible to build,
they want lower and smaller apartment blocks.

My conclusion is on the optimistic side: Geneva is a fortunate place where
you can afford to have a great shortgage of flats and at the same time to prevent
by means of legal oppositions the construction of more than 1000 social housing
units!
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0.

HOUSING COSTS AND THE
ROLE OF THE TENANTS

Theses by Sjors de Kam
The Netherlands

1.

The post-war policy of the Dutch government concerning rents and hous-
ing subsidies has created parallel interests between government and hous-
ing associations, pushing the tenants’ interest into the background.

In the mid-seventies politics declared housing to be a "’merit good”. Nowa-
days under the pressure of the financial problems of the government rents
are being raised at a higher rate than building costs, costs of living or
average wages. Therefore the promotion of the interests of tenants can no
longer be created. Although housing and energy costs amount to 25-30
percent of the available budget of households, there is no organization
comparable to - for example - trade unions to control housing costs.
Dutch tenants pay for the union” of housing corporations; an equal
amount should be available for an organization representing their own
interests. This in order to create a political discussion on rent and housing
policy in which the interests of tenants will be forwarded equal to those of
proprietors and government.

Housing corporations experience only a marginal control of their exploita-
tion, effected by government agencies. For instance the international orga-
nization and management of maintenance services, the calculations used
to cover investments, quality control in building and renewal activities, and
general investments are suitable for control by the above-mentioned orga-
nization of tenants.

Apart from the question to what amount a higher contribution of tenants in
real housing costs would be reasonable, in my opinion a substantially
increased influence and control of tenants on national and local level is a
necessary condition to make such a policy acceptable.
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10.
DISCUSSION AND FINAL

CONCLUSION

Priemus started the discussion by recalling the workshop’s theme: who is going
to pay for housing in the Eighties and what possibilities are there of applying
the ability-to-pay principle?

A speaker from Stockholm (Sweden) pointed out that in his country many
subsidies are given for building and housing by the government and also by
savers. However the possibilities of this are on the decline.In the years tocome a
greater proportion of the housing costs must therefore be borne by the private
sector. The distribution of housing costs becomes an urgent problem indeed as
well as the question to which extent investments in dwellings are desirable.
Speaker expected a fall in those investments. To safeguard the financing of
housebuilding as much as possible, it is desirable to create a separate financing
circuit for housing, for instance within a period of 8 years.

Woolery (USA) next presented a diagram in which the financial flows
between government and citizens are outlined:

R tax facilities —y

taxpayer tax government

‘_ subsidies _J

There are in fact two systems for distributing tax receipts: firstly via the tax
system itself by tax facilities, in which usually the higher-income brackets, who
also pay a relatively large amount of tax, derive considerable benefit, and
secondly via subsidies. Subsidies are often aimed more at lower-income catego-
ries. A greater emphasis on taxes means less stress on redistribution and a
greater trend towards privatization. However, the problem with subsidies is
that through friction in the machinery of government the measures may be less
efficient. If a greater emphasis on redistribution is desired, an important task is
to increase the efficiency of government action. A subject for study could be
what the relation is between the two distribution systems.

Woolery then noted that in the USA the stress is increasingly coming to
fall on tax facilities, with the major disadvantage that the benefits are increa-
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singly accruing to the higher- income brackets.

Woolery answered the question by Kwak (Netherlands) as to whether
there is still a need for a housing policy in the USA on the affirmative. He
pointed out that the consumption of housing services in on the increase, for
instance through divorce, in addition to an increase in energy consumption. It is
then in particular the lower-income categories that have difficulty in finding a
home; for these groups housing policy is most certainly desirable.

Seyp (Norway) pointed out that savers did not appear in Woolery’s dia-
gram. In times of inflation, with a low real interest rate, it is the savers who bear
part of the housing costs in the form of erosion of their capital.

Malcolm Levy (UK) also signalled the privatization trend as regards the
United Kingdom. The present government is obviously trying to reduce of
council houses is an illustration of this. One of the consequences of this selling-
off is that the importance of the subsidy system in respect of tax relief is-decli-
ning. The possibilities of a purposive government policy are then moreover
lessening. This is all the more regrettable because the demand for housing is
still very great and there are considerable shortages, while there is widespread
unemployment in building.

The discussion was directed above all to a comparison of tendencies in
housing costs policy in the various countries. Few solutions were brought for-
ward. Attention was drawn, notably by Woolery and Seyp, to the desirability of
limiting tax relief on mortgage interest: this forces down the selling prices of
" dwellings for sale and combats inflation. At the same time it brings relief to the

"capital market with as a possible consequence a fall in the interest rate.

Mention was also made of the desirability of a separate financing circuit
for housing.

Whether the ability-to-pay principle ought to play a more important part
in housing was still a matter of opinion for the participants in the discussion.
The future remained veiled in mist. The government is inclined to pass on the
higher housing costs to occupants, but these may decide to consume less in the
way of housmg services.

In the various contributions from the USA, Switzerland and the Nether-
lands the great effect of - large - differences in interest rate is immediately
apparent. The interest rate prevalent at the point in time when a mortgage is
concluded or changed, or when the financing of a dwelling for rent is arranged,
proves to determine the size of the ’cost-price housing costs™” to a very conside-
rable extent. Anyone who might think that on a free market a consistent rela-
tion comes into being automatically’’ between dwelling quality and housing
costs will be disappointed. On this point too the housing market proves to func-
tion most imperfectly. The high interest rate confronts the occupants and/or
the government severe problems of payability. Changes in interest rate bring
about an erratic pattern of housing costs that is difficult to accept.

In the USA home ownership prevails. The lowest-income categories have to fall
back on a subsidized rent sector of very limited size. The American reaction to
the high interest rates and the economic depression is drastic cuts in public

117




expenditure on housing. According to some, housing policy is being almost
completely done away with here. The bill is being presented in full to the occu-
pant, with the facilities for tax relief on mortgage interest bringing about a
strange relation to income. Housing costs in the USA are primarily dependent
on the high interest rates and the fiscal regime. On balance the system has a
degressive effect. Only for a small number of recipients of housing allowances is
there any question of a progressive relation between income and housing
costs.

The canton of Geneva in Switzerland is characterized by a very high pro-
portion of rented dwellings: some 90%. Until recently the interest rate there
was low. In such a situation affordable newly built dwellings were possible
without a large burden on the national budget. Now that interest rates are
rising, the government is having its problems. The economy in Switzerland is
favourable, as a result of which the difficulties do not seem fatal. But what does
the future look like? For the time being the bill is going both to the occupants
and to the government.

The Netherlands is in a sense in an intermediate position. On the owner-
occupied market, despite considerable subsidies related to income, the Ameri-
can model applies. The high interest rates have an all-prevailing effect. The
result: the construction of new dwellings for owner-occupancy has dropped
sharply. Only the most heavily subsidized part of the owner-occupied sector is
holding its ground to some extent. In the rent sector the government here (i.e.
the taxpayer) foots the bill for the high interest. Tenants are protected against
the problems on the capital market. The financial consequences of this policy
weigh very heavily on the authorities. The government’s financing deficit is
increasing, inter alia through the call made by housing subsidies and the loans
that have to be attracted for the construction of new dwellings. Not only are the
initial rents being subsidized to a considerable extent, but the subsidies during
operation of the dwelling are also very high. Annually the latter subsidies even
increase. Each new annual contingent of dwellings increases the burden of
building subsidies without there being any prospect of reduction. Half of the
newly built dwellings for rent are moreover individually subsidized. For this
category thereis a fairly clear relation between (net) housing costs and income.
Through the falling purchasing power the number of recipients of individual
rent subsidy (now over 500.000) is steadily growing. The pressure on the natio-
nal budget is reflected in a tendency to restrict the quality of new construction
and further gradually to reduce the volume of new construction to some extent.
The need to strengthen the relation between income and housing costs - as a
result of which the funds available are better utilized - is growing, above all in
the rent sector, but there is no clear picture of the instrumentation of such a
policy. Ideas for a kind of rent tax are occasionally put forward, but those
presenting the ideas have no reply to the many practical objections. As a result
of the high costs the norm for the housing assistance are being adjusted, which
somewhat inhibits the growth of the subsidy amount. However, in the stock of
rented dwellings intensive efforts are being devoted to increase rent (rent har-
monization). This may lead to a growth of the housing assistance burden.
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The introductions in this collection provide a snapshot of the housing costs
problems in a number of countries differing strongly from each other. Indica-
tions are given of the direction that could be taken when seeking solutions. The
strengthening of the ability-to-pay principle in housing presents problems, but
also prospects. Housing in accordance with ability to pay will not come about
by itself. De Kam points to the possible role that tenants’ organizations can
play. Organizations of owner-occupiers and the unions may also be envisaged
in this respect. We hope that the workshop and this collection will contribute to
discussion on the housing costs policy to be developed on the Eighties.
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Appendix 1
SOME PRELIMINARY

REMARKS

by dr. Heinz Umrath
Consultant Housing and Environment (Retired)
The Netherlands

1. Background of Housing (and rent) Policies after the Second Worldwar.

a. [Expectation 1945 - + 1950/52: repetition of post worldwar I experience,
i.a. Housing Boom with steeply rising costs followed by sharp recession,
decreasing prices and unemployment after 1921. Conclusion: Housing
costs will become "*normal” after a relatively short period. In the meanti-
me, higher housing costs do not need to be followed by wage increases if the
share of housing costs in household budgets is kept on the same level for the
same quality by subsidies.

b. Real development was different: Construction costs increased steadily and
(up till very recently) permanently, later joined by costs of financing.
Housing costs were not adapted for various socio-economic and admini-
strative reasons and because high housing costs would be followed by hig-
her wages, while governments tried in one way or another to keep labour
costs low in view of international competition. Therefore, in addition to
open subsidies, we subsidized (private and public, profit and non-profit)
enterprises and administrations by eating up our residential capital. (low
rent = low wages = low maintenance = deterioration of housing stock).

II Points for discussion.

a. By a coordinated increase of housing costs and wages, for instance in the
frame work of OECD, we might have avoided a detoriation of the mutual
terms of trade and - at least - mitigated (part of) our present problems of
housing finance (more payment by occupiers - less subsidies). This would
even have been more the case, if the various governments had balanced the
national housing exploitation budget by equalization of housing costs
(H.Umrath, Waarom huuregalisatie?, BOUW, 1952, no.45.).

b. Paying the Housing Bill in the 80s necessitates some coordinated adaption
of housing costs and wages though results will be less consequential than 20
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years ago, if not combined with similar action in socio-economics, especial-
ly monetary policy in general (see recent article by Tinbergen in ESB).
The ability-to-pay principle must be applied to those groups who are able
tospend (large) parts of income for nonsense-products thereby stimulating
investment of scarce capital in the production of non-essentials (see
W.A.A.M. de Roos, De ’nonsenseprodukten’’ - Waar het om gaat, ESB,
1973, p.891).
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Appendix 2

LIST OF PARTICIPANTS

BELGIUM.

L. Dochy
Notaire

Rue Albert 118
B - 7740 Peco
Belgique

M.R. van der Haeghe
Directeur Société

La Maison Liégeoise
Quai van Beneden 1
4020 Liege

Belgique

FINLAND

Mr. M. Koivumaki
The City of Helsinki
Katariinankatu 1
00170 Helsinki 17
Finland
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FEDERAL REPUBLIC GERMA-
NY

Mr. R. Emenlauder

Bauausstellung Berlin GmbH
Lindenstr. 21

1000 Berlin 37B.R. Deutschland

Dr. H. Kampffmeyer
Adolf Reichweinstrasse 34
D 6000 Frankfurt /M
B.R. Deutschland

Mr. H. Riese

Student

Freie Universitit Berlin
Innstrasse 27

1000 Berlin 44

B.R. Deutschland

IRELAND

Mr.N. Dempsey
Member of the

Meath County Council
48, Castle Abbey

Trim

County Meath

Ireland




Mr. J. McDaid
Dublin Co. Architekt
8 Cavendish Row
Dublin

Ireland

Mr. J. OBrein

County Manager
Health County Council
Navan

Ireland

Mr. M Taylor
Daily

Dublin
Ireland

Mr. P. Whelan

Assistant County Manager
Wexford County Council
County Hall

Wexford

Ireland

THE NETHERLANDS
Mr. P.A.C. Beelaerts van
Blokland

Burgomaster
Stadskantoor
Vosselmanstraat 2

7311 CL Apeldoorn

The Netherlands

Mr. A. Th. Duivesteyn
Wethouder Ruimtelijke Ordening
en Stadsontwikkeling

Gemeente Den Haag

Javastraat la
2588 AA The Hague

Mr. G. van Evert
Manager City Renewal
Cyclaamstraat 6

2565 PE The Hague
The Netherlands

Drs. H. van Fulpen

Sociaal en Cultureel Planbureau
J.C. van Markenlaan 3

2285 VL Rijswijk

The Netherlands

Mr. C. Hompe

Real Estate Department
Amsterdam
Kloppersingel 183

2021 CW Haarlem

The Netherlands

Mr. F. IJmkers
Researcher

TH Delft

Gravin Catharinalaan 18
2263 TN Leidschendam
The Netherlands

Mr. G. de Kam
Engineer

Nationale Woningraad
Mauritssingel 28a
9724 BL Groningen
The Netherlands

Mr. P. Dekker
Transp. Engineer
Bureau van Heeswijk
Kampdijklaan 50
5263 CK Vught

The Netherlands
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Mr. W. H. Lavooij
Designer

Dienst Stedebouw Arnhem
Westervoortsedijk 4a
6827 AS Arnhem

The Netherlands

Mr. A. Maaswinkel
Assistent of Alderman
Seinpoststraat 39
2586 HB The Hague
The Netherlands

Mr. B. J. Melles
Manager
Maatschappij voor
Projektontwikkeling
EMPEO B.V.
Godebaldkwartier 353
P.O. Bos 19050

3501 DB Utrecht

The Netherlands

Ir. R. J. van der Meulen
Ministerie van
Volkshuisvesting en
Ruimtelijke Ordening
Directie van de
Volkshuisvesting

in de provincie

Zeeland

Seissingel 4, Postbus 19
4330 AA Middelburg
The Netherlands

Ir. K. P. Post
Gemeente Leiden
Stadhuisplein 1
2311 EJ Leiden
The Netherlands

Mr. H. Koers

Real Estate Department Amsterdam

Sijlhof 44
1982 ER Amsterdam
The Netherlands
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Mr. J. Kwak
Lepelaarstraat 1a
1911 WT Uitgeest
The Netherlands

Mr. R. Samkalden

Lawyer

Partner Stibbe,

Blaisse & de Jong, Lawyers
Rokin 92-96

1012 KZ Amsterdam

The Netherlands

Mr. H. Umrath
Consultant
Ceresstraat 222
6291 XZ Vaals
The Netherlands

Mr. F. Vonk

Head of Town Planning
Research Division

Dutch Ministery of Housing
Boerhavelaan 5

2713 HA Zoetermeer

The Netherlands

NORWAY

Mr. G. Gurdersen
Berger Kommune
Bergen Radhus
5000 Bergen
Norway

Mr. J. Haldorsen
Director

Oslo Kommune
Storgt. 55

Oslo

Norway

Mr. F. Huitfelt
Sogu Stindenthy
Oslo

Norway
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Prof. H. Priemus
Technische Hogeschool
Delft

Afdeling der Bouwkunde
Berlageweg 1

2628 CR Delft

The Netherlands

Ir. J. van der Schaar
University of Technology
Delft

Berlageweg 1

2628 CR Delft

The Netherlands

Mr. F van der Veen
Alderman
Stadskantoor Lelystad
Maerlant 10

8224 AC Lelystad
The Netherlands

Mr. C.J.D. Waal
Alderman
Gemeente Leiden
Stadhuisplein 1
2311 EJ Leiden
The Netherlands

Mr. G. Mathisen
Krybbesmuget 1
5000 Bergen
Norway

Mr. S.W. Meinich

Head of Master Planning
Department
Byplankontoret,
Trondheimsveien 5

Oslo 1

Norway

Mr. E. Mollerstad
Information Manager
The Oslo Municiplity
Radhuset

Oslo 1

Norway

Mr. N.O. Karlgaard
Plansjef

Oslo

Kommuna
Finansradmannen
Oslo

Norway

Mr. S. Kile

Head of Department
Municipality of Oslo
Directorate of Housing
Amundsengst. 4

Oslo 1

Norway

Mr. K. Kristiansen
Akerhus County Council
Holbergsgt. 21

Oslo 1

Norway

Ms. 1. Skogseid

Sociolog

Oslo Bolig-og Sparelag (OBOS)
Hammersborg Torg 1

Oslo 1

Norway



Mr. A. Myklebust
Head of Section
Municipality of Oslo
Directorate of Housing
Akersgt. 55

Oslo 1

Norway

Mr. J.L. Seip

Director General
Ministry of Local Roald
Government and Labouw
P.O. Box 8112 Dep.

Oslo 1

Norway

Mr. G.A. Leganger

Head of Department

Oslo Kommune, Boligetaten
Akersgt. 55

Oslo 1

Norway

Mr. P. Sorensen
Adv. Ing.

Oslo Kommune
Byplankontoret
Trondheimsveien 5
Oslo 1

Norway

Mr. E. Wiggen
Geographer

oslo Byplankontoret
Trondheimsveien 5
Oslo 1

Norway

PORTUGAL

Mr. M.A. Celestino Da Costa
Lote 25, Quinta Da Marina
Cascais

Portugal
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Portugal

Mr. M.M. Ulisses da Costa Valente

Engenheiro Director Geral

Direccao Geral do Planeamento

Urbanistico
Rua Conde Redondo n°. 8

Lisboa
Portugal

Mr. Arthut Rocha
Camara de Oeiras
2780 Oeiras
Portugal

SWEDEN

Mr. A. Boalt

Head of Department
Stockholms Lins Landsting
Regionplanekontoret

P.O. Bos 7841

103 98 Stockholm

Sweden

Ms. G.B. Dahlberg
Stockholms Fastighetskontor
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S - 104 20 Stockholm
Sweden

Mr. L. Fojer

Real Estate and Housing
Manager

Haninge Kommun
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Mr. B. Lindstenz

Secretary

Stockholms foérortskummuners
samarbetsnamd

Riddargatan 19, 2 TR

S - 114 57 Stockholm

Sweden

Mr. P. Lundberg
Secretary
Stor-Stockholms
Planeringsnimnd
Riddargatan 19, 2 tr
S - 114 57 Stockholm
Sweden

Mr. O. Siksid

Senior Research Officer

National Swedisch Institute for Buil-
ding Research

P.O. Bos 785

S -80129 GAVLE

Sweden

Mr. O.B. Bengtzon
Journalist

Newspaper "’Expressen”
S - 115 16 Stockholm
Sweden

Mrs. C. Staffansson
City Planning Office
Skarvallsgatan 22
S-42179

Vistra Frolvnda
Sweden

D. Sternberg
Karlbergvergen 68 B
11325 Stockholm
Sweden

Mr. K. Treslow

Deputy Director

Swedisch Engineering Employers
Association

Box 551

7S - 114 85 Stockholm

Sweden

Mr. G. Tonnquist

Stockholms férortskommuners
samarbetsnamd

Riddergatan 19, 2 tr

S - 114 57 Stockholm

Sweden

Mr. H. Sj6berg

Member of County Council
Stockholms Lins Landsting
Regionplanekontoret

Bos 7841

103 98 Stockholm

Sweden

SWITZERLAND
Mr. M.P. Ischi
Directeur

Etat de Genéve

6, Rue du Nant
1207 Geneve
Switzerland

UNITED KINDOM

Mr. M. de Levi

Director of Finance

Representative of National
Federation of Housing Associations
30 - 32 Southampton Street
London, WC2E 7 HE

United Kindom
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USA

Mr. M. Henrickson
Director, School Planning
Detroit Public Schools
1350 Joliet Place

Detroit, Michigan

USA

Mr. O. Hetzel

Wayne State University
Detroit Michigan 48 202
USA

Mr. Ch. M. Judd
Housing Authority Chr.
2500 Salem Street
Cincinnati, Ohio 45208
USA

Mr. A. Woolery

Executive Director

Lincoln Institute of

Land Policy

26 Townbridge Street
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