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ABSTRACT

This thesis illustrates how microeconomic theory can be applied

to the analysis of the benefits associaËed rvith a housing allowance

program. It examines in parËicular British Columbia's ShelËer Aid

For Elderly Renters Program (SAFEP,) and Nerv Brunsv¡ick's Rental Aíd

Ëo the Elderly Program (LATE). The thesis makes use of a line of

reasoning suggested by de Salvo. This was Ëhat Ëhe benefits associated

r.¡ith a housing program could be measured ín income Ëerrns, by determiníng

the amount of income required to reach the leve1 of utility available

to prospective housing program participants. The study suggests

that Ëhe disËribution of net benefits, measured in this way, is an

ÍmportanË consideration in determining the meriËs of a particular

housing allowance program.

the thesis examines previous European, American, and canadian

experience with housing allorvance programs. rt also describes, in

some detail, the policy conLext within which the current canadian

housing allor¿ance programs have evolved.

The benefiÈ incidence patterns associated rvíth the SAI'ER and

RATE programs are examined rigourously. NeE tenant benefits for

housing program partieipants are measured by specifyíng a uËi1iÈy

function for índividuals which is consistent wiËh the available

esËimates for price and income elasticities for Lhe demand for housins.

Tlaâ ôâ-^.'r.:.,.i +.. ^€ rL-'^ ^-^1'.-^-. .rne sensl-81-V]-E] wr L!¡rÞ d!ré!y>.r-s is tested by examining an alter-

naËive specÍfication for the utility funcËion.

Finally, the thesis examines Ëhe implications of the introduction

of a housing alloruance program for seníor cíËizens in l{anitoba, and

offers some policy recomnendations in this regard.
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CIIAPTER I

INTRODUCTION

canadian housÍng policy, as the end of the 1970ts approaches, is

undergoÍng fundarnental revísion. At the national leve1, the Federal

government ís pursuÍng policÍes of disentanglement and privagization,

in recognÍÈfon of the roles of the other levels of governmenË and the

private housing secËor. At Ëhe provincial leve1, the housíng policies

and programs of the pasË Ëen years are being reviewed and evaluated

in Èhe light of currenË housing conditÍons and presenË fiscal constraints.

simflar dÍscussions are taking place at the municípal leve1, as local

governments atËempt to determine appropriate houslng polícies, gÍven

the límit,ed resources generally available Ëo Local auÈhorities depend-

enË upon property tax reveriues, and, inereasingly, transfers from t.he

senÍor levels of governnent. WiEhín this more general poliey discussion,

a particular proposal has spark-ed considerable ínËeresË and fairly

widespread support " rt has been suggested Ëhat a sysËem of housing

a1lov¡ances would largely remedy Ëhe housing problems sÈill confronÈing

Canadars Low-income households" Such a scheme would allor*r these house-

holds t,o obËain adequate accommodation by enabling them Ëo select a

unít from among t,he existing sËoclc of housing, while assuríng the

financial ability of Ëhese househol-ds Eo pay for adequaËe housing. This

is 1n marked contrast to traditional housing pïograms, such as publíc

housing, which tie the financial assísËance received by program

participanLs to particular housing units.

Recent. evenËs in Canada demonstrate quíte clearly the ÍmporËanË

role r^¡hÍch housing allowance programs r¿il-l líkely play in Ëhe formulaÈíon

of housing policy at all three 1eve1s of governmenË. Several- Canadian
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municipalitÍes have already adopËed housing allowance programs Ëo com-

plement exÍsËing income Ëransfer programs. Two provinces, British

Columbia and New Brunswick, have introduced housing allowance pxograms

directed aÈ low-income senior citízeri renters. As well the Provincial

GoverrunenË of }fanitoba has recenËly sËaËed its inÈentíon Ëo introduce

a housing allowance scheme for Low-income senior ciËízen renteïs. IË

is possÍble that the ManiËoba government will soon ímplement a program

similar in appearance to the program already in effect in British

columbia, The shel-ter Aid for Elderly Renters (SAFE"R) program.l Mo"a

recently Ëhe Federal Governmept has indícated thaL Ít is examining a

system of housíng allowances in conjunction wíËh its proposed deduc-

tibiliÈy progran for the mortgage inËerest and properËy tax pa¡rmenËs of
,)

homeov¡ners.' A housing allowance program would apparently address at

leasË Èr^ro críÈicisms generally assocíated wiËh a deductibilÍty program,

namely the regressívíty of the benefits of such a program r^rith respecË

t,o household income, if housing allowances r¡/ere made available to low-

íncome homeorn¡ners, and secondly, the exclusion of renters from the benefits

of mortgage interesË and propert,y tax deductibility"

1. The Mínister responsible for the Manitoba Housing and Renewal
CorporaËion, Ëhe Honourable J. Frank Johnson, índieated in March 1979
the Provi.ncial intention to introduce such a housing allowance program;
moreover ' he indicated that the Provincial government \^ras examining Lhe
SAFER progran in part,icular, to determine íts applieabiliËy in }faniËoba.
Inlinnipeg Tribune, March L5, 1979.

2. A recent sËaËement rnade by an aide to Elmer MacKay, MinisÈer
responsible for Ëhe Canada MorÈgage and Housing CorporaÈion indicated
that the federal governmenL rÁras consídering the ínËroductÍon of sub-
sidies for low-income renters, as well as examining methods of in-
creasing t,he benefits for lor¿-income homeovmers under Ëhe proposed
morËgage interest and property tax deductibility pLan. winnipeg Free
Press, July 31, 1979



I^Ihile increasing Ínterest in Ëhe housing allorvance approach has

become apparenË over t.he l-ast few years, comparatively little attentíon

has been paid, in a systemnatic r"ray, to Ëhe analysís of the benefit

patterns for parti-cipant,s in such " ""h.*".3 The main ob.iective of

this studv is to present an ecorlomic analvsis of the benefits received

by partlcipants in a housing allowance program. The paper r,iill utilíze

an approach suggesËed by de Salvo Ëo analyse and evaluate housíng
t

programs.- This urethod is based on Ëhe specification of a utility

function consístent with available estimaËes of the price and income

elasticities of demand f.or housing. The benefits assocÍated wiËh a

housing program can be measured, Í-n Íncome terms, by deËermining the

amount of income required to reach the l-evel of utility avaílable to

prospective housing program participants" The dístributíon of neË

tenanE benefits, measured in Ëhis way, 1s an important consideration in

determining Ëhe merit,s of a particular housing alLowance program. The

analysis of program benefits Ín Èhis manner lends itself to Ëhe con-

sideration of several issues Ín addiÈion Ëo ÈhaÈ concerning the paÈtern

3. For example, a recent report by FORlfA Consulting Ltd. notes
that knowl-edge of the rri.mpacË of housíng allowance programs on afford-
ability and housing expenditure is generally good, buË littl-e is known
about the horízontal and vertical equity of the programs". A Brief
RevÍew of Ëhe Int,ernational Experience v¡íth Housing Allowances.
OËtaT¡ra: A reporË prepared for Ëhe CenÈral MorËgage and Housing
Corporation, November 1978, page 21.

4" Joseph S. DeSalvo. "A Methodology for Evaluation Ï{ousíng
?rograms". Journal of Regi-onal Science, August L97L, 173-185.
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benefÍts of housing allorvance program parEiciparra".5 The objectives

Ëhis paper are to:

Examine the benefit paËterns for participants Ín BrÍËish Columbiars

SAFER program, and New Brunswíckrs Rental Assistance Ëo the Elderly

(nntf) program.

Determine oËher issues pertinent to the equiËy of housing allowance

programs - in particular, the treatment of groups excluded from

program benefits

Examine the efficiency of housíng allowance programs relative to

cash transfer programs, and Ëo tradit.ional housing programs, such

as the Federal Non-Profit Housing Program"

Examine the compatibility of housing allowance programs with Ëradítional

housing programs, again using Lhe Non-ProfÍt Housing Program.

Determine the l-ikely impact of housÍng allowance programs on the

housing expendÍtures of lovr-íncome househol-ds, ín the light of the

effect on housing consumpËion such a program is likely Ëo have.

The effect, on program costs Ís also examined.

Deternine the ímplicatíons, in terms of Ëhe above factors, of the

introduction of a housing allowanee program, sirnilar to the SAFE'R

progrâm, in ManÍtoba, and to offer some recor¡snendations pertinenË

to the proposed Manitoba scheme"

5. Benefit patterns in Ëhis paper are considered to be defined in
túro !¡ays. The incidence of program benefiËs examines the importance of
neÈ tenant benefíts, measured as described above, in relation Eo house-
hold income. Benefit shares will relate Ëhe size of Ëhe neË ËenanË benefits
received by a household parËicipaËing in a housÍng program to the total
neÈ benefits received by all partícipaËing households. The disËribuÈíon
of t,hese benefíËs over househoLds \,ríth differeriË incomes and different
rent,-to-Íncome raËios r¿ill allovr the examinaËíon of both the horizontal
and vertieal equi.ty of a particular housing program"

,

3.

4"

6"



Outlíne of the Thesis

This first chapter has ouËlined the objecËíves of the thesís. The

l-ack of emphasis placed on the analysis of the benefít sLructure of

housíng al-lowance programs ín prevíous discussions in such programs

should be noted. An emphasís, instead, on Ëhe efficiency of a1-lo\¡rance

programs has dominated recent, discussion, and as will be described in

the next chapter, \^ras cenËraL to the development of both the SAFER and

RATE programs.

Chapter II will survey European and American experience with housíng

allowance programs; iË will also ptesent, ín some detail, a descriptÍon

of current CanadÍan programs, especially Ëhe SAFER and RATE programs, as

r,rell as a descrj.pEion of Ëhe policy environment which led to their ÍnËro-

duction"

Chapter III presents the simple model devel-oped by De Salvo to

anaLyze housing programs, and íllustrates how the model- can be applied

to the SAf'm., RATE, and Federal Non-Profit programs to yield some initial

conclusions about the benefit patËerns associated with these programs.

Chapter W tests Ëhe sensiËivíty of the simple model Ëo a change

in Ëhe postulated priee elasticity of demand for housíng, in the conÈext

of an alÈernative utilíty function specificaËion"

Chapter V summarizes the conclusíons of the thesis, and examines

the impl-ications for the proposed Manitoba Allowance program if, as

seems probable, it is símj-lar in nature Ëo either of the cuïrenÈ programs

in BriËish Coluurbia or New Brunswick. It also offers some recommendations

concernj.ng Ëhe proposed }fanitoba Housíng allowance program for senior

citizens.
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CHAPIER. IÏ

A SURVEY OF EXISTIITG H9USING A],LOI^IANCE PROGRAMS

IntroducÈion

Príor to the rígourous consideration of the benefit paLterns

assocÍated with housing allowance programs, ít is useful to discuss

some institutionaL and policy issues" Thís chapËer wÍ1l presenË a

general descriptíon of a housing allowance program, againsË which

experience in Europe and the United States can be examined. IË will

also provide a fairly detailed descríption of Ëhe policy environment

ín r,rhich Ëhe present Canadian Housing allowance programs have been

developed. Finally, it will provide a cursory descrÍption of Èhe

Federal Non-Profit llousing Program which wÍ11 be used as an example

of a t,raditional housing program; the benefit patterns associated with

Ëhe Non-Profit program v¡il1 be compared to those for housing allowance

programs in Chapter III.

General ChaiacËerísËic of Housíng Allowance Programs

Although the objectíves of housing allowance sehemes often dÍffer

from one program to another, ít is possible to offer a faírly general

descripËíon of the ÍmporËant feaËures of such programs" A useful

defÍnition has been suggested by de Leeuw. He descríbes a housing

allowance scheme as t'a general system of granËs t,o low-income households

intended to be spenË largely on housing".l The two key element,s of such

a proposal are:

1. Frank de Leeuw,
ReporË /É90-21-00-3 " The

The Housing Allowance Appro_ach"
Urban InstiÈuËe, L970, page 542"

WashingËon, D.C.:



1. The assistance is not Ëied Ëo particular housing uniËs,

but can be applied to a large portion of the existing

stock, and,

2" The assistance is inËended to be spent primarily on Ëhe

purchase of housing servíces.

This second element dÍfferenËíaËes housing al-lor¿ances from general income

assisÈance programs. This disLinctíon is imporËant" A housing allor¿ance

scheme ís somethÍng of a hybrÍd, combining elemenËs of more tradítional

housÍng programs, wiËh those of income transfer programs. The ear-

marking of the assistance provided Èhrough a housíng allowance program

is generally justified on the grounds Ëhat housÍng should be regarded as

,
a merit good-; the consumpÈíon of housing by low-income households ís

desj-rable from a social point of view" A furËher Ímplicit assumption

of housing allowance programs is that private consumpËíon of housing

under a general income transfer scheme v¡ould noË be opËímal-, in a social

sense, as prívate consumpËíon would not íncrease to the levels desired

by socieÈy in general, and some households would remain t'i11-housed".

The posítíon of housÍng allowances as a hybrid, combíning elemenËs

of both convenËionaL housing programs and income support, programs, is

ímporÈant in another sense" Often the Ímplementation of housing allowance

programs is justified prímarí1y on effÍciency grounds. Ilousing allowances,

it is suggesËed, result in lower subsidy cosËs, compared with conventional

progïams, whíeh d.epend. upon the creation of new (and hence, expensive)

units. However, this jusÈÍfÍcation must logically be extended to include

2. Such
example. See
Book Company,

a suggesËion has been made by
The Theory of Public Finance.
1959, Chapter I.

Richard llusgrave, f or
New York: McGraw-l1ill
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the comparison of the efficíency of housing allowances r,rith Ëhat of

general income t,ransfer programs. rË Ís likely, as the following

anarysis shov¡s, that general transfers wíll be more efficíent than

housíng allowances. The evaluat,ion of housing programs on effj.cíency

grounds alone may lead to some disËurbing results for proponents of

housing allowances.

In any case, de Leeuw suggests threå possible methods of implementing

a housing allowance scheme. These are described in Table rr.1. All

three plans seek Ëo offset excessive housing costs associated wÍth

adequaÈe housing by providing regular assistance ín Ëhe form of cash

or rent, certificates" The assi.stance varies wíËh household income

and household size, as well as r,rith housing costs.

Plan I woul-d make use of rent cerËi.f icates. The cosË of the

cerËificate would be some percentage of the householdts total íncome,

and would vary by the size of the household. The certificate would be

redeemablerat face value, only by a cert,ifíed landlord, thereby

ensuríng thaË only uniËs of an acceptable standard would be eligible.

Low-income homeowners would have t,o receive assístance under an al-

ternaÈive arrangement. .

PLan 2 would provide for cash granËs to low-íncome househords,

provided their units met certain minimum sËandards. The síze of the

grant would depend upon the size of the househol-d, the househol-d íncome,

and Ëhe cost of adecuate housing. A separate pïogram for homeovmers

would not be required"

Plan 3 r¡ould provj-de assistance in the form of a cash grant,, but

the assistance would be calculated as a percentage of Ëhe acËua1 renË

paid" The percent.age received would decrease as the household income
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increased. Like the first plan, this procedure would not work well

when applied to homeowners and a separate program for this group

would be required.

As de Leeuw notes, the program elemenËs, as described above, could

be combined; for example, Ëhe minimum conditlon requirement, could be

combined with the percentage of rent scheme. Further, a number of

adminisËraÈive requirements are implicit in the plans described above -
the det,erminat,ion of the elígibiliËy of the households, the accepE-

abílíty of particular units, and t,he verification of the rents charged

would require a substantial adminisËrative framework, and, possibly,

significant admínisËrative cosÈs. of partÍcular Í-mportance in all

three of the possible housing allowance plans is the definitÍon of

household income. This defínition is gene::ally fundamental to the

calcul-ation of Ëhe housing alloruance. One problem is Èo determine the

treaËment, of other transfer income. De Leeuw suggesËs thaË all such

income should be considered in the calculaËíon of the housing allowance.

This, of course, begs the question of the Ëreatnent, of housing allor.¡ances

in the caleulation of oÈher Ëransfer paymenÈs" Ilorn¡ever, other relaËed

problems include the rationale for Ëhe treaËment of a spousest income,

or the íncome of dependenL children, or the actual- or imputed asseL

íncome of senÍor citizens who may be capital-rich but income-poor.

It is Ímport,ant to note, ín de Leeuwts examples, the emphasis

placed on the dual objecËive of housing allowances to ensure, firstly,

the affordability, and, seeondly, the adequacy of the housing units

chosen by program participanËs" The einphasis of this latter obipcrirzc

may or may not be present in a particular housing allowance program.

ïn a Canadian conËexÈ, Streich and McClain have offered a
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somer¡ihat sirnílar general description of a housing allol¡ance progïam.

They suggesË ËhaË a housíng allowance be defined as:

"a direct cash transfer made regularly to families

or indj-viduals to enable them Ëo afford adequate

housing of their or.rn choice from exisËing uniËs;

the amount of the allor,¡ance is based on income and

housÍng cost.s, and ís used solely for meeting

these cosËs Ín their present uníË or in anoËher

unit if they move. t'3

This definíËion is very simil-ar t,o that suggested by de Leeuw, but does

differ in a number of inÈeresting Ì¡7a.vs" FÍrstly, the speeifíc

reference to a cash Ëransfer r.¡ould elÍminate Ehe renÈ certificaËe plan

described by de Leeur,¡. RecenË policy discussion would suggesË Ëhat

such a scheme would not be accepËable, prÍ.marily from an administrative

poinË of view, as Ít would require the issuing of rent cerËificates

as r^rell as the certifÍcation of the units Ëhemselves, some.Ëhing of a

duplication of effort" Further, the definiËion suggest,ed by sËreich

and McClain is sufficíently general t,o ínclude other forms of housing

allowances, such as the shelter componenÈs of t¡elfare assisÈance and

municipal shelter supplementse as well as Ëhe more general syst,em of

houslng allowances envisÍoned by de Leeuw. rn fact, they specífically

suggest Ëhe use of the term I'housíng a1lo\^/ancett in thís generic sense.

Their definíËion includes the minimum housing standard objeeÈive, buË

they also noÈe thaË not riecessarily all housing allowance programs

3" Patricia Streich and Janet
Answer? Ot,tawa: a paper prepared
DevelopmenË, November 1978, page 6.

McClain, Are Housing Allowances the
for Èhe CanadÍan Counci-l on Social
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r^'ill have ËhÍs goa1. Moreover, SÈreich and McClain note Èhat housing

allowance programs often have competÍng goals, and use, as an example,

a program with the stated objective of improving housing quaLity, but

which has maximum allowanee levels which may consËrain the ability
of the program to achieve a sÍgnificant ímprovement in the gualiÈy

of the housing of program partícipanËs.

To summaríze the above discussÍon, a housing allowance program

generally addresses both the housíng affordability and housing quality

problems often experienced by low-income households. A housing

allowance program is someÈhing of a hybrid, combíning elements of

more traditional housing programs, with el-ement.s of general income

support programs. rncreasingly, housing allowance programs have

become identifíed wiËh the provision of regular cash payments, rvÍth

some provisÍon for the earmarking of the assi_stance so thaË it is

applied maÍn1y to housing expendÍtures. program parËicipanËs are

able to sel-ect reasonably freely from the existing stock of housing.

the housíng aLlowance is porÈable; that ís, ít can be transferred

from one unlt to anoËher. De Leeuwts plans resulÈ in basicly ti^ro

mèÈhods by which the housíng allowance can be calculaËed, although

in either case Ëhe amounL of the allowance nay take ínto account Ëhe

household income, Ëhe household sLze, the acËual rent paíd, or Ëhe

cost of adequat,e accommodation. The tr¡o basic approaches generally

used for the calculation of the all-owance are Ehe housing gap formula

and the percent of rent formula. The housing gap formula compares

the acËual renË, or the average cosÈ of adequaÈe accommodation, with

a required conËribuËion by each household. EiÊher al-l or some

portÍ-on of the "gap" remaining is paid in the form of a housÍng
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allowance. Both the SAIER and RATE programs make use of this approach.

This rneËhod corresponds fairly c1osel-y with Ëhe mechanics of de Leeuwt s

rerit certiflcate scheme. The second general approaeh is similar to

de Leeuwt s percentage of rent plan. The housing allowance is de-

termined at. some percenËage of t,he rent paid; this percenÊage may

vary with household income or other factors. BriËain has recently

introduced a housing allowance progran which uses this rneËhod"

Two other features of housing allowance programs should be noËed.

IË has already been suggested that a housíng program will, ín general,

attempË to encourage lorv-income households to select units of at

least some minímum standard. IrnplÍcit in the above discussion has

been whaÈ couLd be termed the minimum standard approach" Tlouseholds

would be eJ-igÍble Ëo receive a housing all-owance only if they occupied

a unit which conformed to certain miújmum sÈandards; Ëhis implíes

the inspecÈion and certificaËion of all program units. An alÈernatíve

method to earmark housing allowances and to control for housíng quality

is the base renË approach. RehË leve1s for standard, adeguaËe housing

unÍts are deËermined; these rent level-s are used Ín the calculation of

the housing allowance, Ëhereby encouraging movement of progïam

parËicipants ínto housing uniËs of some minímum standard qual-ity"

Another area that has been considered on1-y ímplícitIy is that of

program targetËing" As already menÈioned, the two general housing

programs existing in Canada, the SAFER and RATE programse are directed

to low-income senior citizens. It is important to note thaË such

program t.argeËËing often occurs in the establishment of housíng allow-

ance-programs, usuaLly because of the expectêd costs and unknown

market-impact of an untargeEËed approach.
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European Experience with Hgusing Allowance programs4

IE is interesting to not,e the range of objectives of the various

European housíng allowance programs before considerÍng a somewhar

more detailed comparison of the programs themserves. perhaps the

mosË interesting objective applied to the early introduction of the

sr,¡edísh program some forÈy years ago. At the Ëime, concerns about

the potential Problems of a static population led to the introductÍon

of a system of housing allov¡ances for farnilíes !,riÈh chÍld.ren.5 ,hi=

program emphasis, at least at the naËíonal leveI, remained unehanged

until the rnid 1970's" Other objectives of European housing allowance

programs are somer¿hat more relevanË Èo the current, situaËion in

canada. For exampre, the programs aïe often designed Ëo improve Lhe

housing standards of program parÈicipants. Sweden aË one time limited

the allowance to occupants of units consErucLed after Lg4r. The

Netherlands sti1l limiËs the assistance to occupants of units built
af ter 1960" OÈher plans, such as LrIest Germanyrs, offer larger

4" useful surveys of the European programs have been done by
Irving H. Welfeld, European Housing Subsidy Syêtems, I.Iashington, D.C.,
U.S. Department of Housing and Urban Develoþment jn September L972,
and more recenËly by Forma Consulting Límited, A Brief Reviev¡ of the
rnternaÈ-ional Experience .with Housing Allowance@
prepared for CMHC, in November 1978.

5. Alva Myrdal describes Èhe relationship between population
polÍcy and housing allowances:

tt...Chi1dren, and, hence Ëhe populaËíon of the future are
subject to the mosË damaging effects of poor housing" chÍldren
increase farnÍly cosËs so much in ot.her directions than housing
as noË to leave a family, even r.¡hen enjoying aid, in a favoured
posiËíon compared rvith others of the same social straËa or
doing the same r¡ork...fina11-y the population is such thar if
the community does noË remove some of the costs for children
from the parenËs, the parents wí1l prefer a birth strike""

NaËionaL and Familv cambridge: The M.r.T. press, 196g z page 27!.
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allowances if Ëhe uniËs meet cerËain standards (such as having cenËral

heatíng). Often the housíng allowance programs aïe designed Ëo

improve the mainËenance of the existing stock. Thís is especially

true in countries where renË controls had apparently resulted in

reduced upkeep expendiÈures by landlords. Housing allowances, by

improvÍng the ability of tenants to pay market renEs, wÍ1l presum-

ably encourage landlords to adequately maintain Èheír rental properÈy.

Housing allowance programs ín Europe often have two further goals,

quite sírnílar to Ëhose discussed recenËly in Canada. The programs

are consístent with a reduction in the direcË intervenËion of the

governmenË in the housíng market. This was certainly an objective of

Ëhe ConservaËive government in Great Britain" An improvemenË in

program efficiency is a final objective often suggesÈed for European

housíng allowance schemes. As has been argued Ín Canada, iË is

suggest.ed that these programs relate the economic cosÈs of the uniEs

more closely to Ëhe contribuEion paid by program partÍcipancs" This

results in lower subsidy costs" Iforeover, as røi1l be discussed in the

nexÈ, chapter, the abíliÈy of program parËicipants Èo choose Ëheir

housing relatívely freely from the exÍst,ing sËock Límíts the amount of

overcorisumption which occurs; this is more lÍkely Lo be a problem when

households are confronËed with the all-or-noËhing choice presented

by more Ëraditional housing programs" This also tends Ëo reduce the

relative subsidy costs for housíng allowance pïograms.

Appendix B descríbes, in tabular form, the housing allowance

6" This result is encouraged in Sweden
lords must devote a portion of the íncreased
a rerit increase Ëo mainÈeriance exDenses.

and Denmark where land-
revenue resulËÍng from
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programs currently in place in France, Germany, Denmark, sweden, the
Netherlands, Finland, Norway, and Great BriÈain. rt also provides a

description of the formulas used in each case to calculate the housing

allowance payrnenË. The following d.iscussion will compare the programs

in Ëerms of:
a. Program Beneficiarj.es

'b. Housing SËandards

c. Subsidy provisions

d. Program penetration

e. Program CosËs

F. Program FundÍng Arrangements

(a) Program Beneficiaries

As a general ru1e, most European plans insist that the progïam

participanËs meeË certaín residency requirements, although there is
some inconsisËency Ín the Ëreatment, of certain households eg. students
living away from home, or the lengÈh of residency reguired for program

'7

elÍgi-bility.' There Ís also some varíaÈion in Lhe eligÍbiliËy of
fanilies without children. I'inland and, France insist that eligible
households have children. rn other counËries, this Ís not a requl.re-
ment. sweden recently removed ËhÍs condition. There is also some

varfation in the eligibiliËy of r¡elfare recipienËs. rn Great BriËain
and the Netherlands welfare recípienËs are noË eligible for housÍng

allowance benefÍts. There are also some program Ëargetting variations.
France, for example, has a separaËe housíng allowance program for

7 " For example a student in Denmark, living away from hispêrents' would qualífy for a housing allowance; this would not bethe case in InlesË Germany.
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senior citízens' and the infirn. Svredents nati.onal plan until recently
excluded seníor cÍËizens, who received. housing allowances dírectry
from Ëhe munícÍpaliËies. The plans in Denmark and Norway are l-jmited

to senior cíÈizen households. Ffnally, there is consÍderable variatíon
in the eligibiliËy of homeovmers. often the exclusion of homeoviners

is based on Éhe justification Ëhat homeowners receive assistance

from other sources, often Ín the form of morËgage interesË and

ProPerty tax deductions for Íncome Èax purposes, as in Great, Britain.S
rn France, Germany, sweden, and Norway, housÍng a1-lowance benefiËs

are available to both renters and oçnlers.

The incone límited ror eiigible households are often quiËe high.
rn the NeËherlands, the maximum Íncome is seÈ at the Tsth percentile
of household incomes; in T,^Iest Germany, it is'set at about the 50th
percenËi1e" MosË countries perrnít the parËicipation of the moderate

and niddle income group. There is somewhaË more variaËíon in Ëhe

Íncome defínítíons used for program purposes. Great BriËain, for
example, basíca11y used gross household income, but does disregard

certain types of income. Most oËher countries use some form of
adjusËed income. tr^Iest Germany uses a varíable deduction of 152,

22,5%" or 301l of gross income, d.epending upon household size and oËher

factors. sr¿eden uses the previous yeatt s Ëaxabre income; France uses

a proxy for taxable income, 727. of the gross íncorne. The NeËherlands

uses the prÍor yearr s taxable income, adjusted upwards by 5%" AsseË

8. rn GreaË Britain, homeov¡ners can opt for a direct ÍnteresËreducÈion palment of up to zh7" in lieu of tire interest deductionfor income Ëax purposes. some of the possÍble vertical inequitiesofËen associated wiÈh interest ded.uctiiility are thereby avoided.
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resËrictions exÍst in west Germany in the forrn of a ceiring lever-

which det,ernines household eligibility. rn sweden , zo"Å of the varue
of assets over $50,000 Kroner (about $12,500) are added Ëo a famílies
adjusted Íncome" Elderly parËíeipants of municÍpal plans in sweden

are treaËed similarly. MosË European plans provide for the paymenË

of housing allowances on a inonthLy, cash basis dÍrectly Ëo Ëhe re_
cipíent 

"

(b) Housing Srandards

There is a great deal of variaËion among the European plans as

far as the ÍncorporatÍon of housÍng standards is concerned. As was

suggested above a housing allor¡ance pïogram uray explicÍt1y atËempË

to improve the housing qualÍty of program participanËs. A number of
meËhods Ëo accomplÍsh this are used. As indicated above, the
Netherlands makes the assistance avaílable only to units construcËed

after 1960; presumably all such units meet certain mÍnimum sÊandards"

other countrÍes use the allowance leve1 iËself to influence program

participanËs to select standard unÍts. This ís the case in sweden

and France. The swedish plan pays a basic ar-lowance regardless of
the condiËion of the housing unit, buË pays a bonus for improvemenËs

Ín qualiËy. The French plan works in a simÍlar fashion" Another

method of conËro1líng for housing qualÍty Ís Ëhe miním'm stand.ards

approach" Dennark, France, and lnlesË Germany set minimr-m standard.s

for the housing uniËs oceupied by program partÍcipanÈs" rË is
interesËing to noËe thaË housing standards are not speeífically
consídered by Ëhe housing alr-owance progïam in GreaË BritaÍn (or
either of the two provincíal plans in Canada).
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(c) Subsidy provisions

ï^IíËh the exceptÍon of Great Britain, FÍnland, and. to a certain
extenË' Denmark, the presen' European plans have adopted, versions of
the housing gap meËhod of calculating housÍng arlowances. That is,
the allowance is based on the d.ifference between actual housing cos's,
usually up to some maximum, and a reguired household contribuËion.
The allowance may not equal the full amounÈ of the difference between
the two amounts.

Maximr:ur permissíble renÈs or oüTnershíp costs are established ín
most of Ëhe countríes. rn Great BrÍtain, maximum rehts for occupants
of publíc housing are established by the 1oca1 councils; maximum

renËs for occupants of privaËe rental uniËs are established by adrnin_
isËrators of the housing alrowance program" sweden sími1ar1y estab-
lishes maximum rents, but ensures that these wíll not consËrain the
movemenË of program participanËs inËo beÈter qualíËy housing. ïriest
Germany and France have the most complex methods of determining the
maximum peraissible rents, dependÍng upon the size, age, condíËÍon,
location, and so on of Ëhe units.

The rent conËrÍbu'ions paid by program participants generally
depend upon household income, and sometimes household size and oËher
factors' A minimum rent is payable Ín France. Dennark uses a seË

of rent scales which adjust Êhe contribuËion accord.ing to the income
and size of the household.. I^resË Germany uses a set of fracËions (of
household income) to accomplish the same end.

The only country r,øhich pays an allor¿ance equal Ëo the fu11 amount

of the housing gap (Íf the househordrs renË paymenÈ is less than the
maxjmum permitted) is [Iest Germany. France pays betw een 6s"/. and. g51o of
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the gap, depending upon the household size. Deruuark uses both

housíng gap and percentage of rent formulas, and pays Ëhe r_esser of
Ëhe Ëwo calculated housing allowances. rËs rent gap formula results
in a payment of 757. of. the housÍng gap. sweden Íncludes onLy B0'Z

of the actual rent in Ëhe calculation of the housing allowance;

Norway pays 70"/" of the gap. The portion of the gap paÍd through

the varj-ous European plans therefore varies between 651z and LOO7".

GreaÈ Britain, Finland, and Denmark have adopted. percentage of
renË housÍng allowance formulas" GreaË BrÍtaints scheme is parËicularly
Ínteresting. The percenËage of renË paid ís d.etermined by the rela-
tionship of household income to a needs allovrance used for famÍlies
receivíng welfare. If the household income equals the needs allowance,

the housing allowance is equal to 407" of che renË; the allowance is
reduced by L7% of any income above the needs allowance, and ís increased.

by 25i( of the amounË by which income Ís l-ess than the needs al1owance.9

The allowance can equal the renË paíd for very 1ow incomes, buË is
subject to maximum of L3 per week in London, and 10 elsev¡here" Finland.

uses a more straight-forward pereentage of rent scheme, varying the

allowance norm 20% to 70% of the approved renË, depending upon house-

hold income and síze. As described above, Denmarkrs plan includes

both types of allovrance formulas. rts percentage of rent formula is
adjusted by the number of chíldren in the household.

9. The rationale for t]ne 777" factor used, for income above Ëhe
needs allowance is also ÍnËeresting. Its use is based on the judgenentthat a fa:níLy should be entÍtled to keep at least half of ËhisaddÍtional income, afËer taxes. AË a glz marginal râte, this wouldleave L7"Å f,or additional housing cosËs.
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(d) Program PeneÈration

The importance of housing allowance programs varies widely frour

one country to another" The percentage of all households participating

in allowance schemes ranges f.tom 17" ín the Netherlands Ëo about L57.

in Sweden. The Swedish plan reaehes 50% of all fanily households, and

907" of. all single-pareriË househoLds. The programs have had differing

degrees of success at reaching the eligible households. Germany and

Brj-tain are reachíng about 757" of. all eligible households, roughly the

same proPorËion as that served by the SAFER program Ín British Columbia.

Program penetration for eligible households lÍving in private housing

Ín GreaÈ Britain was parËicular1-y slow, hov¡ever; only L0"Á to L5% ]nad

been reached by l{.ay L973 and this proportion sÈood aË only 40% ín
ln

January L976"'"

(e) Program Costs

The ímportance of the housing allowance program in Ëerms of the

allocaËion of naÉional funds for housing puïposes also varÍes widely.

HousÍng allowances account for about l/3 of. the Ëotal housing sub-

sidies paid ín France. Sweden spends over 2 billíon Kroner annually,

about $5oo nittion, wíth a population roughly one-third the size of

Canadars. By comparison, I^Iest Germanyts annual budget is DM 1.6

bilIion, or about, $1- billion, wiËh a populaËion roughly three Ëimes

as large as Canadars.

The costs of adminÍstering a housing allowance program appear to

10. This experience is not,ed in a m¡mber of reports. For example,
see J.B. cullingworth, Housing allowances: The BriËish Experience,
unpublished Research Paper ll95 (ToronËo: Depc. of urban anó Regional
Planníng, U" of Toronto, December 7977), page 20.
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vary tüíËh iËs complexity. Francets plan is among t,he most complex

of the European systems; iLs adminístrative costs amount to some

12% to L57. of the total program costs. Dennark and Sweden have

adminisËraËive cosËs of 3% and 5"/", respectively, of total program

costs. Other pl-ans have cost,s somewhat between these levels. Britaints

plan was iniËiaLly incurring admÍnistrative costs of about L7% of

the total program costs. This probably reflecËed Ëhe high costs

associated with Ëhe promoËion and enrollment of program parËieipants.ll

(f) Program Funding

Funding for all of the European housing allowance programs is

noür supporÈed Ëo some extenË by the national governments. Even Ëhe

municipal housÍng allowance programs for seníor citizens in Sweden,

formerly funded by the municipaliLies, notr{ receive some national

.supporË" The fanily allowances are funded enËÍrely by the national

government. SÍmilar1y, Ëhe national governments of France and the

NetherLands pay for the entíre cosË of Ëheír housíng allowance

programs. In I^lest Gerrnany, program costs are shared equally by the

federal and sËate governmenÈs. In Dennark, Ëhe naEional governnenË.

pays for 2/3 of. the cost; the balance is paíd by the municipaliËy.

The Brítish goverrment pays for 75i4 of the cosËs of allowances for

recipients f-iving in public housing and 8Oi4 of the costs of allowances

for recípienËs in private housing.

AlËhough Ëhere is a linited amounË of evaluatj-ve information

concerning the various European housing allowance programs, Ít is

useful Ëo descríbe some of the general observations which have been

1l-. Tbid, page 20"
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12made.-- The bulk of the benefits made as a result of the swedish

plan apparently accrue to lower-middle income households. This ís

a result which is tesËed in this analysis of both major canadian

housing allowance programs. As a class, senior ciËizen households

are also usually an important group receiving housing allowance

benefits. An increase in housíng consumption has apparentl-y occurred.

in both sweden and Denmark. There is some evidence that a similar

trend exists in I'IesË Germany. The result for Sweden and Denmark is

not surprising. A portion of any rent Íncrease a l-andlord ís permitted

must be used for mainËenance and upkeep. A housíng allowance pïogram,

if it aLlows markeË rents.to increase, would therefore result in
improved housing conditions even for households that did not move as

a result of the availabílity of housing allowances. MosË programs,

however, have apparently Ëended to result Ín a more marked. improvement

in housing for househol-ds vrho have moved as a result of the progïam.

rn some cases, Ëhis Ërend is enforced by Ëhe paymenÈ of moving grants

to lnduce movement ouË of deteriorated neighbourhoods. There is
Little evidence hor^¡ever, t,haË Ëhe qualíËy of the overall- sËock of

housing has been Ímproved as a resul-t of Ëhe various housing allowance

programs.

MosË programs have apparently resulËed in posr.-progïam renË-to-

L2" The suinmary included here describes some of Ëhe general
findings of the Forma ConsulËing Ltd. reporË. The Ímportance of senior
ciËizens as recÍpients of housing allowances in Europe is pertinenË
Ëo the íntroduction in Canada of al-lowance pïograms targetted solely
Ëo this group" The report by Forma consulËant,s suggests that the
European sehemes may be reaching recipients of transfer payments, such
as the elderly, somewhat to the exclusion of the vrorking poor, even
when programs are noË targetted to parËicular gïoups.
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income raËios Ëhat are lower than t,he pre-program rat.ios. An

exception is the program in the Netherlands whích insists on a post-

program ratio of at l-east L4%, despite pre-program raËios of as low

as 97,"

There is liËtle evidence thaË the programs are inflationary"

This is likè1y due to a number of causes. Firstly, the programs are

Limíted j-n size. Even Svredents program affects only L514 of. all house-

hol-ds. Secondly, rents have been generally subject Ëo an extensive

set of rent conËrols in most countries. And thírdly, ín some cases

(for example, in Great Britain), the size of Ëhe publícly controlled

stock, wiËh publicly adminisËered reriËs whích are noË affected by

housing a1l-owances, prevents anv sígnifícant increase in rents in

the private sËock.

American Experience with Housing Allowance Programs

American experimentaËion with housing allowance programs effect-

Ívely began in 1970,13 although sírnilar proposals had been considered
11,

as earl-y as 1937.-- As in Canada, housing progTams v¡ith some of the

characteristics of housÍng allowance plans had been developed previously.

13. An earlíer experíment r¡/as actually conducËed ín BosËon, between
L964 ar.Ld L967, when 40 low-income familíes displaced by public action
received rent subsidíes while 1ivíng in three new Non-Profít projects.
Ilor,¡ever, the assistance r^ras not portâble and was paid dírectly to the
project or¡rners, and so r^tas not really a housing allowance scheme. The
program was apparenËly reasonably successful boËh in terms of the per-
ception of the familÍes involved as r,rell as Ëhe relative subsidy costs
involved. See C. Tí11y and J" Feagín, I'BosËonts Experiment $7íth Rent
SubsidiesrI Journal of the American Institute of Planners 36 (September
1970)r pp. 323-29"

L4" For example, the conce-Pt T¡ras discussed prior Lo the passage of
the U.S" Federal housing Act in L937, as well as during the hearíngs on
postl¡rar housíng polÍcy before the Taft Subcomnittee in 7944"
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Most noËabIe were the RenË suppLement and the secti on 23 Leasing
programs" The Rent Supplement program subsid.ized. renËs in new

buildings only, and Ëhe assistance v/as paid. rJirectly to the landlord.
The secËion 23 Leasing program extend.ed Ëhe availabilíty of subsidies
to a restricted n'mber of exísËing uníts, but the assisËance ruas stÍlI
paid to the land.lord rather than Ëo the tenanË

rnitÍal housÍng allor¿ance experírnents were cond.ucËed. in Kansas

cÍty, Missouri and I.lillmington, Delaware between 1970 and Lg7z. BoËh

rùere very srnall scale experiments; housÍng al10wanee recipients
ÈoËa11ed only 180 families in Kansas city and g2 famÍlies in l^IillmingËon,
in 1972. However, some evaluaËive r¿ork_ is available for Ëhe Kansas
cíty experiment, and. thÍs will be discussed below. The initial con_
clusions of this experimenËatÍon suggested Ëhat a housíng allov¡ance
program night permÍË an irnprovemenË in Ëhe housing condítíons of a

reratively large number of farnilies. Further, it appeared Ëhat a

housing allov¡anc-e program could address a varieËy of problems, such
as a concenËratÍon of low-income households in the inner city and the
problem of overcrowding. such a program could. also serve as a vehi.cle
Ëo íncrease consum"r 

"*rr.rress and knowledge of the 1oca1 housi.ng
markeË.

The results of these fÍrst Ëwo expeïímenËs led to a more ambÍtious
program of experímenËatÍon wiËh.housíng al10wances, initiated in rg73"
Three groups of experÍmenËs hTere conducted., examÍnj-ng the Ímpaet of
housing allowances on: 1) the demand. for housing by program parËicÍ_
pants (demand experiment); 2) the effects of housing all0wances on
Ëhe housing markeË (supply experimenË); anrr 3) various admÍnisËrative
models for the delÍvery of housing allowances (adminisËraËive agency
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experiment). The suppl' experimenË is Ëhe only one sti11 ongoing.
unfortunately, the resuLts of these experiments aïe not yet avaÍlable.

rn 197-5, the uniÈed staËes Íntroduced the present section g

subsidy program, which is inËended Ëo assíst lower-income famílies in
payÍng for adequate housing ín Ëhe privaËe housing market. The progïam
was introcluced with a nr¡nber of object,ives in mind. Fírstry, ít was

designed to ensuïe that local housing condítions vTere reviewed to
deËermine 1oca1 requirements for housing assisËance. A sponsor of a

section 8 project is required Ëo prepare a 1ocal housing market
assistance p1-an, which develops ËargeËs for housing program acÈivíty"
secondly, the program deals directly with Ehe affordability problems

of low-income households; Ín fact, it is specifÍca11y targeËted to
this group. Moreover, Ëhe program seeks to inËegrate assisted, house-
holds with higher-Íncome households, in an attempt to reduce the stigma
attached to public housing. rt also attempts to arlocate a fixed level
of federal subsÍdy funds (91 billion in LgTS) to Ëhose households mosr

in need of assistance. The minirnum housing standards Íncluded in Ëhe

program also address problêms of housing adequacy encosnteïed by row_

income households. A Section g projecË must be sponsored by a

privaËe oü7ïLer, a non-profit group, a public housing authoriËy, or a

state fínance agency. An agreemenË between the sponsor and the Federal
Department of Housing and urban Development (TI[JD) is esËablished.

The beneficíaríes of the section B program are intended to be

lor'rer íncome households. The maxÍmum household Íncome is seË at go"Å

of the median íncome in the loca1 area. rn add.ition, aË least 30"/. of
the households assisted in a particular area musË have incomes less
th'an 501l of the 1ocal median íncome. These mæ<Írnums are considerablv
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l0wer than those used Ín Europe. rn add.ition t,o l0r.r-ineome famÍlies
senior cítizens and handicapped Índivíduals are eligible for section
8 assisËance. r,Iithin these eligíbility criteria, enrollment in the
Program is límited only by the availability of assistance funds. There
are also guidelines for the maximum number of assisted. units Ín a

secti-on I project. A maxÍmum of zo"Å of the uníts can be assisted
unless the projecË ís designed for Ehe elderly or the handicapped,
or unless the project has less Ëhan 40 units in ËoÈal. The program
allor"¡s fo. both nev¡ and. exÍsting projecËs. A1i_ uniÈs must mee. a

seÈ of minimum standards, are inspected at the tÍme of the agreemenË,

and annually after the occupancy of the projecË.

HIID enters into a contract wiËh Ëhe sponsor of a sectÍon g project
whích specÍfies the subsidy levels payable for assisËed households in
Ëhe project" Assisted households must contribute betr¿een LSî. and. 25,/.

of theír adjusted household income to their renË payment. The

difference between this conËribuËÍon and the conËract rent esËablíshed
in the section g agreemenË is paíd monthly to the sponsor. The

conËract rent equals the gross rent for the unit plus an allor¡ance
for tenant-paid urilÍties, up to a maxÍmum fair market rent for
sËandard accounnodatíon in the 1oca1 area. At Ëhe discretíon of HUD,

the contract rent o'ay exceed the 10ca1 market 
'eve1 

by up to 20.z.

rË is evident that the sectÍon g program d.Íffers from the
general descríption of a housing arlowance program Ín t\.zo important
vrays. section g assistance is not portable; to benefiË from Ëhe

program' a household must live in an approved projecË. secondry,
the assistance is paid to the sponsor, noË directly to the program
parËicipants.
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There is liníted evaluatÍve information concerning the Section g

program. rt is useful, however, Ëo briefly review the resulEs of the

earlier experimenËal housíng allowance project conducted ín Kansas

ciËy. A particularly useful analysis of the Kansas city experiment

has been done by solomon and FenLon. 15 rt ís important to note that
the ínËerpretation of the Kansas cíËy results must be done víËh

caution" The snall scale of the experÍment, the lack of a control
group, and the lack of a systematic sarnpling procedure limit the

extenË to r¡¡hich Ëhe results can be generarizeð.. Moreover, íË is
possible that households will have reacËed differently Ëo the Kansas

city progr:m because of its experimenLal (t,emporary) naËure.

The Kansas city program utÍlized a rent gap formula Ëo compute

Ëhe housíng allowance payable Ëo a recipienË. The allowance equalled

the full difference between 25|l oL the adjusted household income

(the requj-red conËrÍbution) and. the cost of adequate housj.ng in the

area. The fu1l allor¿ance was received, regardless of the acËual

renË paíd, as long as the acËual expendíture r4ras greaËer Ëhan Lhe

housing allowance. rn this case, the allowance was reduced to the

actual expendÍture. Program parLicipants had to occupy housing uni.ts

t¡¡hich met minímum sËandards, buË were free to move anywhere in Ëhe

Kansas city metropolitan area. The average housíng alrowance paid

over the Ëwo year life of the program r¡ras $t04 per monËh. The average

Ëotal- progrrm cost per uniË r^ras $120 per month includÍ-ng $16 in

15" Arthur P" solomon and chester G. FenÈon, "The Nation?s FirstExperience vrith ITòusíng Allowances: The Kansas City Demonstrationr',
Land Economics 50, August Ig74, 2L3_233.
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admÍnisËrative overhead, costs. AdrnínÍstration, therefore, accounted
for almost 13% of the total program cosÊ, about the same lever as
that experienced by the French program.

Table rr.2 describes some of the important results of the
experíment. 0f special interest Ís the income erasËiciËy of demand
revealed by prograrn participants. As sol0mon and Fenton note, it ís
considerably higher than the unítary elasËÍciËy normally suggested by
empirical estimates' Thís 1ikely indicates Èhe successful earmarking
of the housing allowance benefits. A cash Ëransfer would presumably
have resulted Ín a smaller Íncrease Ín housíng expendÍtures. The
earmarking raËio compares Ëhe increase Ín housing expend.iture wiËh
the síze of the housing all0vrance and suggests that, on average, 69"Á

of the allowance resulted in an increasè in housing expendiÈure, the
balance being devoted Eo oËher É¡ses. rË Ís arso inÊeresËing Ëo note
the increase in Ëhe overall rent-to-income ratio from . L7 to .26"
Hov¡ever, out-of-pocket expendiËures on housing gross expendiËures
minus the housíng allowances paid, declined, as a result of the housing
allowances.

some addítionar resulÊs of the Kansas cÍty experimenË are of
interest. rË r¿ould appear that Ëhe housing condiËions of Ëhe alr_or,¡_
ance recipÍents, Ëhe rnajorÍty of whom moved Ëo take advanËage of the
progrrm, improved. After the movesu 2/3 of. the reeipients lived in
single detached uníts with an average of 5.6 rooms per unit, compared
with less x'an L/2 of the household.s and. 4.6 rooms, respecËívery,
before the move. There r¡as also less overcror,nring after the move"
Hornrever, the general quality of the units occupied by prograin parti_
cipanËs was still be.10w the norm for the Kansas city area. There
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TABrg rr. 2

KANSAS CITY ffiPERTMENTAT, HOUSING A-LLOW4.NCE PROGRAM - CHANGES TN

HOUSING EXPENDITI]RES 
1

TOTA1 MONTI{LY INCOME

MONITTLY CONTRACT RENT3

REM-TO-INCOME RATIO

INCOME ELASTICITY oF DnvfAND

AT INTAKE AFTM. 15 MONTHS

ç2s8 ç4622

$ so 9121

"L7 "26

r"92

.ovEARMARKING RATIO

SOURCE: Solomon and Fenton, page 2I7 
"

1 For households parËicipating Ín the program for the ful1 15 months.
2 Includes the monËhly housing allowance.
3 Excludes tenant-paid utilÍties.

was also an apparenË ÍmprovemenË in the qualíty of Ëhe post-program

neighbourhoods, by boËh self-perceived and objective standard.s; 5g%

of the families moved out of census-defined poveïty areas. An espe-

cial1y inËeresting resulË is thaÈ the majority of Èhe households

moved inËo housing submarkeËs rsith relatively high vacancy rates;
presumably, t,his lessened any inflationary effect the program may

have had"

Canadian Policy EnvironmenÈ

This section briefly reviews the significanË evenËs in canada

during Ëhe pasË few years whích have led. Ëo the Þresent ManiËoba pro-

posal Ëo inËroduce a housing allowance program for low-íncome senior

cítízens. The po1Ícy discussion of housing allowances during the

early part of this decade often took pJ-ace in the larger context of
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Ëhe dÍscussion surroundíng the guaranteed, annual- income (GAI) concept"

The two proposals seemed at, odds with one another and the consid.erable

favourable reaction for a GAr measure in the early LgTots 1íkeIy
1inÍted Ëhe amounË of support for a comprehensÍve system of housing

allornrances. An early proposal f or a housing allowance program r'as

developed as parË of the Famil-y rncome security plan (Fïsp) in 1970,

whÍch revised family income security benefits. The proposal would

have provided a11ol¡rances to households in reeeipt of FISp benefits
who were paying rents gïeater than $100 per month. The proposed

scheme was similar in nature Èo the general system of housing allowances

described above, with monËhly cash payments mad.e joinË1y rríth Frsp

benefits. As a result of the proposal , 25"/" of all Canadían households

would have been e1-Ígib1e for some allowance benefits; of Ëhese, rg.77[

would have been eligible for assistance amountíng Ëo more than 25% of.

Ëheir renË payments. The financing for t,he program would. have been

arranged through Ëhe canada Assistance plan (car¡, Ëhrough which the
provincÍal and Federal governments share Ëhe cost of social assisËance

programs. The estimated cosË of the scheme üras $230 ni1lion, noË

íncluding Ëhe $115 nÍllion in shelter supplemenËs incruded in cAp

at the time. The consideraËion of this proposal ruas probably in-
dicative of some dissatisfacËion wiËh the system of shelËer com-

ponenËs stil1 generally part of income supplement plans. These

componenËs may or may not reflect, actual housing cosËs; as r.rill be

descríbed ín Ëhe next section, some munícipalitÍes have adopËed a

sysËen of additional shelter allovrances to correct for d.eficiencies

in the 1eve1 of shelËer couponents used. in the calculation of v¡elfare

benefits" However, iË was also argued that cash transfers via a
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sysÈem of housing allowances would. be more efficÍent Ëhan the
transfers-in-kind associated with Ëhe conventional housing programs

in effecÈ at the time. The proposed measure did not, however, receive
a great deal 0f supporË from the central Mortgage and HousÍng

Corporation (CI{HC), largely because it was based upon very crude cost
estÍmates and because Ëhe market effects of a general housj.ng al1owance
program T^Iere not known. CMHC also favoured. the continuation of dírect
publ-ic development of subsidized housÍng for lor^r_income households"
Moreover, the proposal conËradícËed two príncipres established for
FrsP, namely that new cost-shared programs should not be deveroped

and that the extension of federar involvemerrt in the provÍsÍon of
social services should not be encouraged.

Two years later iË seemed possible that Ëhe housíng arlowance
issue would again be consídered when t,he Federal/provincial seeurity
Review was ínÍtiaËed. The review clid not lead to major changes in
the syst,em of Íncome supporË programs. However, as a result of the
RevÍew" it did become somewhaË more evid.ent ËhaË the inËroducËion of
a GAr was unlíkely. As a result, iË began Ëo appear that addiËional
supplemenÈs, including housÍng arlowances, would. become necessarv íf
deficlencies in the exÍsting transfer prograns arose.

Also in L972" Ëhe Federal Lot¡ rncome Housing Task Force, directed
by DennÍs and FÍsh, argued that a housÍng allowance program should be

developed, essentially on the basis ËhaË, if a general GAI could noË

be esËablished, a systen of shelter alr-owances would serve as.an

Ínterim soluËion to Ëhe affordability problems experienced by low-income
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households.16 Depend.ing upon the scheme used. (rent rebate, rent

cerËificater or generalized ai-l-oi¡ance), the housing allowance program

costs were estimated at $600 million to $l_ biltion. rr was suggesËed

that this cost be borne enËirely by Lhe Federal government because its
Ëax base $¡as more progressive Ëhan that of provincíal (or municipal)

governmenËs.

A year later, amendmenËs Ëo the National llousing AcË (NI1A) exËended,

the Rent Supplement Program, making iË possible to provi.de subsidized

units in exisÈíng rental projecLs. The assistance was predícated on

establishing agreemenËs vrith privaËe landlords, who received the assisË-

ance di-rectly, and so differed signÍficantly from a housÍng 
"11or.rr".".17

The housing allowance issue was riot really reexamíned un¡il Lg7S,

r'¡hen a major study of housing po1Ícy optíons was prepared in British
Columbia, as part of an examinatÍon of the recently ínËroduced sysËem

or provÍncíal rent cont,rols.18 The study indícated a preference for a

system of housing alJ-owances over continued dírect publie developmenÈ

of subsídized units, suggestÍng t.hat the former would a11ov¡ a more

imrediate response Ëo the affordabÍlity problem, and would serve to

complement exisËÍng housing programs. The study further suggested that

16. Michael Dennis and susan Fish, Low-rncomê Ï{ousing: programs
in Search of a Poliev (ToronLo: Hakkert press, 1-gTZ)

17 " Jeffrey PatËerson provides a review of this early díscussion
of housing allowances in Some Issues Associat.d *.@
ShelËer Alloo¡anees in Can
Canadian Council on Social Development,, November 1973).

18" rnterdepartmenËal sËudy leam on Housing and R.ents, Housing
¿ind RêÈË ConËröl in BiiËish ColunbÍa (Victoria: MinísÈer of Housing,
L975), 276-9L"
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households v¡ith incomes less than $6000 per year should be considered
a prÍ:ne Ëarget group for a comprehensive system of shelter aLlovrances
and thaË for Ëhis group (at leasÈ) ttre allor.vances should reduce Ëhe
rent-Ëo-income raËio to 25%. The study suggesÈed that the program be
funded through CAp, Ímplying federal, provi.ncial, and perhaps
municÍpal sharing of the progïam cosËs.

The period since 1975 has seen the íntroducËion of severar housing
allowance schemes, notably the sAFR. program in BríËish colt¡nbia in
1977 and the RATE Program ín New Brunswick in 197g. several rnunicipal-
ities, primarÍly in ontarÍo, have arso inËroduced allowance schemes..
whÍle considerable discussíon had occurred prj-or to r_975, Ëhe ÍníËia1
lÍmiËed acceptance of the housing alr-owance approach can be lÍnked to
several factors' FÍrsÈlyrthere v¡as considerable Federal resisÈance to
Ëhe measure: Ëhe Federal government continued Ëo suppoïË pubríc devel_
opment of subsídízed units, although the introd.uction of the Rent
supplement Program in 1973 dÍd extend. a measure of assisËarice to house-
holds in existing rental accor¡rnodation. The lack of Federal policy
support lírnited the funding base available for any proposed. housi.ng
allowance program and. probably prevented the ínËroductÍon of a program
of any signifícant size. As wel1, a general reluctance to complicaËe
a sysËem of transfeï pïograms which was already fairly involved
probably also conËributed Ëo Ëhe slow impremenËaËion of housing
allornrance programs" supporË for housing allowances also did not begín
to grol¡r until 1975 rqhen the housing subsid.y eosËs associated r¿Íth
conventional housing programs began to increase significantly" Housing
alLolrances T{'ere increasingly viewed as an efficient alternative Ëo

the public producËion of subsidÍzed unÍts.
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The Íncreasing interest in Èhe housing al10wance concept, and,

especially, the devel0pment of unÍr-ateral, provÍncia11y fund.ed,

programs in British Coluglbia and New Brunsv¡ick 1ed to the formation
in 1-978 of the Interprovincial Task Force on Shelter Allowances and

RenÈ scales for seníor cítizens.l9 The Task Force report, examined

Ëhe rol-e of housing allowances ín dealing with. the housing problems

of low-income senior cít,ízen households. The report generarry

supported the use of housing alloruances, prirnarÍly on efficiency
grounds. rË suggested EhaË the najoríty of senior citizens (perhaps

as hígh a proportion as B5z) with housing problems cannot afford
suitable accommodati.on. A housing allowance progïam wourd deal

dÍreetly wiLh Ëhis problem. This approach would be more efficient
than traditional housing programs because it would more closely relate
the economi.c cost of a housing unít with the abíríty-to-pay of a

program participant. The subsidy cosËs assocíated. wiËh a housing

allowance would correspondíngly be less.
The Task Force recognized the income transfer aspecËs of a housing

allowance program. rn facË, its repoït suggest,ed that ultímately any

such program should be adrninistered Í.n conjunction wíth exisËing Ërans-

fer programs, rather than by a housi-ng agency. This adjusÈment has, in
fact, already occurred for Ëhe SAFER program in BriËish cohmrbia.

Further, the Task Force report argued againsË a GAr approach, maintain-

ing that housing costs vaïy Ëoo significanËly from one area Ëo another.

These varíaËÍons could not be capËured. by any símple GAr p1an.

_ 19. rnterprovincial Task Force on shelËer Allowances
scales for senior cÍtizens, Tásii Force ReÞort (victoria:
of Municipal Affairs and uouffi.-

and RenË
DeparËment
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Two additíonar observations included in Ëhe Task Force reporË

are of ínterest. FirstJ-y, the Task Force stressed the complemenËary

nature of a housÍng al10wance program wÍth ËradíËíonal housing

programs. Public production of subsidized uníËs vrill sËi11 be required
to resolve siËuations where senior citizens require specialízed housing

for healËh, social' or psychological reasoris. In ad.dition, in situatj.ons
v¡here the supply of adequate housÍng is a constrainË, for exampre in
sma11 rural communities, publíc producËion may sti11 be requíred Ëo

alleviaËe any upwards pressure on prices resulting from a system of
housing allor¿ance. secondly, the Task Force reporË suggests Ëhat a

system of housing allowances will provide benefíËs Ëo program paï-
tlcipants ín a more equitable manner than is Ëhe case for tradiËional
programs. Thís is one of the íssues examined. later in thÍs paDer.

This sectíon will briefly revÍew the exisËing canadian housing

allowance progïams currently in effect. The SAFER and RATE progïams

will be presented in some detail, along with some informaËion on the

experience of the SAFER program since its inËroduction.

(a) General kperÍ_ence

Three main types of housing allowances exist in canada.

These are: 1) the shelter componenÈ of welfare programs

2) municipal shelter supplements

3) provincial housing allowances

The first tT¡ro are dírectly associaËed wiËh Ehe existing system of
íncome Ëransfers" tr'ielfare paynenËs made by municipalitíes an¿ provinces

are normally determined r¿ith reference to a householdfs budgetary

requirements; usuarry a separate housing component Ís included. rn

Canadían Experience with Hous Allowance Programs
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some casese the housing component has been deemed inadequate and Ëhe

municípaliËies have provided an additional sherter supplement ín
conjunction with the welfare paynent. The cÍty of Toronto has, for
example, been paying an addítÍonal supplemenË since Lg74. The SAFR.

and RATE programs aïe examples of Ëhe thírd Èype of housing allowance
ptogr"à, and correspond more closety with Ëhe generar description
provided above' A description of some of the current housing allowance
programs in canada is presented in tabular forn in Appendíx c, arong
with a descrÍpEion of the formulas used to calculaËe the housing

allor,rance payment,s .

since L966t most social assístance programs have been funded

through cAP, r,ríth the provincial and Federal governments sharing the
costs of the Programs equa11y. AË the discreËion of the provincial
governments, municipalities may be requíred Ëo contribute Ëo the
provineial share of the costs. The calculatÍon of the shelteï component

of the welfare pa¡rnenËs provided through Èhese programs dÍffers between

provínces: Manitoba, for example, uses a flat raËe component, which
varies wÍÈh family size; ontario uses a slÍding scale which varies
with family size; and AlberËa includes the actual shelter cost. Recently,
two opposi-ng Ërends in the use of shelter componenËs have developed.

As adjusËmenËs in the size of the component often appeared. to lag Ëhe

rate at which housing. cosËs increase, some municipalíËÍes have adopted

additional supplernent payrnent.s" These additionar supplements are noT/,I

available in Toron'o, Kitchener-waËerloo, Guelph, Hamirton, and

windsor. ottawa-carlËon is currently d.eveloping a sherter supplemenË

scherne. The provincial government in Britísh columbia presently pays

an additional a1lor¡7ance equal to 75% of the amounË by which the actl,al
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shelter cosËs exceed Êhe shelteï componenË. other jurÍsdÍctions
have simply abandoned the shelter component concept and do not
ínclude íË in Ëhe car-culaËion of werfare benefits. This is presenËly
Èhe case in Nev¡ Brunswíck.

rË is perhaps not surprisíng that so many ontarÍo municipalities
are Presently paying shelter supplements. The onËarÍo General llelfare
AssisËance (GI^IA) plan does not have a separate shelËer component and,
wÍth housÍng costs rising perhaps more rapidly in onËario than el-se-
where in the country over Ëhe past few years, there vias likely sub_
stanËial pressure on the adequacy of the GI{A payments. rn any case,
ToronÈo introduced shelter supplements in .Lg74 and pays the difference
betr'¡een the acËual rent. and Ëhe shelter component, up Ëo a maximum of
$20 per couple, plus $5 for each addiËional household member.
KÍËchener-waterloo introduced a sinilar system in r976, and pays 75i^
of the gapr up to maximum of $so per family and $20 for single peïson
households' otËawa-carlton,after d,iscovering in 1978 that 502 of G!üA

recipÍ'ents had housing costs higher Ëhan their shelter component, is
also planníng Ëo introd,uce a shelter supplemenË scheme.
(b) British Col¡nbia's SAFER program

The sA-tr'ER program was inËroduced in L977 to address the afford_
abílity problems encounËered by Low-income seníor citízen households
in BritÍsh columbia, some of r,¡hom were devoting more Ëhan half of their
income Ëo rent. Alternative methods of ad.dressing this problem, such
as the direct constructÍon of subsidized senÍor cÍtizen uniËs, r.fere
considered inefficient and rejecËed because they wourd have resur_ted,
in very large subsidy expend,itures. oÈher opËÍons, suctr as tax
credits or a guaranËeed mj-nimum income v¡ere sjmilarJ-y consÍdered Ëoo
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expensive. To qualífy, SAFER recipienÈs musË have 1Íved Ín the
provinee for the last tr,¡o years or for a consecutive five year perioÇ
aË some time previously. The household head must be 65 years of age
or older" The housÍng units of arlorvanee recipients are not subject
to minímum sËandards. Homeoumers are noË elÍgíble for allowanee
benefiËs.

The sAFER program uses a housing gap formura Èo compute the
appropríate housi-ng arrowance paynenË. The allowance equal s 757"

of the amount by whÍch the rent paid exceeds 30% of the househor_d

íncome. Gross income is consídered, except for up to $so mon'hly
in either Inlorkers compensaËÍon or veterans pension paymenËs. The

maximum claimable renË, however, is $205 for single person house_
holds and $225 for Ëwo person households" Households paying more

Èhan Ëhese amounÈs can apply for arlowance benefits but can only
claim the appropríate maximum claimable rent lever. The maximum

claÍmab1e Ïent' combÍned wiËh the required 30lz of. income contribuËfon,
results in maxímum incomes for program eligibility. For example,
a single person household wiËh a monthry Íncome of $6g3.33 (or
about $8200 annually) would be expecËed Ëo contribute 9205, or the
maximum claínable rent, towards iËs housíng expenditure. sÍngle
person households at this income level 0r higher wourd not be

eligible for any allorvance benefits. sÍmilarly, rvüo person households
with Íncomes of $750 per month (or $9OOO annually) would not be

eligible for allowance benefiËs"

The allowance pa)men.s are made direcËly to the program partic-
pants" The assist,ance provided. through the sAFEp. program, subject to
the above críteria, is fu1ly portable. The program is entirelv funded
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by the provincial government.

The number of sAFER recipients at one point in 1978 reached a

total of over 16,000 households or about. 7o% of all e1ígible house-

holds. However, the number of recipients declined to under 141000

households duríng the mandatory annual reapplicaËion pïocess. The

províncial government had orÍginally budgetted for $10.7 million in

allowance payments in Ëhe firsË year of the operatÍon of the program"

Actual expendiÈures amounËed to some $7.86 míllion, because of Èhe

lower than expected enrollment,. This lower enrollmenL lras likely dire

to Ínitially low maximum claimable rent levels ($170 and $200 for

single and Ëwo person households, respectively). rt is also likely
that households eligible for very sma11 housing allowances opÈed ro

claim the renters Èax credit. Senior citizen households in BrÍËish

Columbia rnay claim one or the other buË not both.
No information concerning Ehe administraËive costs of the SAFER

Program is available but iË seems likely that these wíll be simílar

to Ëhose experienced by the less complicated European schemes, re-
presenting 57. to L0% of. the Ëota1 progïam costs. This would ímplv

annual adminÍstraËíve cosrs of $400,000 to $800,000.

Appendix D conÈains some recent Ínformation concerning current

SAFER recipíents.20 As of sepËember Lg7B" the typicat sAFffi. benefici-

ary !ìIas single (83% of all recipienËs)r âgê 70 to 79 (497"), had an

income of $391 per month (Lhe average income for all recipients),

lived in Great,er vancouver (5s%), had a rent of $181 per month (average

20.
Profile

Britísh Co}:mbia Ministrv of Municipal Affairs and l{ousíng,
October L978"of the SAFER Beneficiaries,
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for all reci-pienËs), and received a SAFER allowance of $48 per month

(average for all recipíents). A closer look at, some of these varíables

yields some inËeresËíng observaËions. For example, 76% of. the SAFER

beneficiaries live in either the GreaËer Vancouver or the Capital

Regional DÍstricts, although only 63% of the province's elderly live

in these areas. This probably reflecËs the relaËive1-y higher rental

cosËs (and cost of living, in general) in the tvro meËTopolitan areas.

Table D. 1, in Appendix D, descríbes the distribution, over age

groups, of currenË SAFER beneficiaries and compares it wiËh the dÍs-

tríbuËion for the enËire elderly populaËion and with the percentage of

beneficíarÍes over the ei-derly populaËion. SAI'ER recipienËs are under-

represented in Ëhe lowest age categories, 65 to 69 and 70 to 74, and in

the highest age cat,egory, 90 and over. Thís latter is noË surprising,

as iË is likely Lhat the number of independent senior citizen house-

holds for Ëhe group 90 and over is relatively small. Tf the elderly

are institutional-ízed, they cease to be eligible for SAFER benefiÈs.

The underrepresentaEion in the lowest age groups may reflect hígher

incomes and, hence, a decreased rate of eligibil-ity for this group.

It is not clear Èhat, any higher incomes which may exist for Èhis

group are pernanent; higher Íncomes uay reflect additional r¡ork income

r¡hich may not be available for more than a short period of time" If

the under represenËat,ion is instead due Ëo ineligibility because of

more adequate pension íncome for this group versusr sâY, Ëhe 75 to 79

age group, this income advantage will be Permanent only as long as

the pensíon income keeps pace wit,h íncreases in rental rates.

Table D. 2 indicates the percentage distribution of the current renË

Levels of.the SAFER beneficiaries. It is inËeresËing Ëo note Ëhat
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some 27"/. of Ëhe síng1e person househô1ds are paying over $21_0 in renË.

despíte a maximum elaimable rent of $205; some 38.7% of. Ëhe two

person households are paying rents of over $230, despiLe a maxÍmum

claimable renr of $Z:S"

RenËs for indÍviduals who are sharíng accommodaËion are concen-

trated in the $91 to $130 range; thís is not a surprÍsing resulr as

the naximum claimable rent for couples applies Ëo persons r,¡ho share.

There would appeaï to be concentraÈions of sAFER households paying

renÈs just beloç¡ the maxímum claímable amounts .. 29.L"Á oÍ. the síngle
person households pay renËs beËr¿een $171 and $200; 42.6"/. of the trno

person households (excludÍng sharers) pay rents beËween $171_ and $200.

TabLe D. 3 deseribes the income distrÍbutions for SAFER recip-
ients. of the síng1e person and sharer households participati_ng in
the SAFER Program, almosË 707" are at or just above the minímum income

guaranteed for single persons ($srg .74): simÍlarly, over g7T" of t]'e
coupres are aË or near the minimum Íncome guaranteed for couples

($6¡+.36). The sAFR progïam would appear to be reaching, almosË

exclusívely, the lowesË income groups among the senior citizen
populaËÍon"

Table D. 4 describes the level of sAFER benefirs paid as of

september L978" over 4Bi( of the singles and sharers are receiving

allowances of $51 to $85. rn facË, 24"1 of. them are receiving allowances

between $71 and $85. By contrasE, most of the couples are receiving

al-lowance" o¡ r."" than $40; Ëhis group accounts for about 93 of aLL

eouples receiving SAFER assistance.

One oËher piece of ínforma.t,ion concerning the current SAÏER

recipÍents ís available. Table rr. 3 shows the renË-to-íncome rgtios
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with whích the SAFER recipíenÈs would be confronted if they lived in
their present acconrnodation and did not receive SAFER allov¡ances.

Also shor^m are the relevent dístrÍbutíons for the capiËa1 cÍty RegÍon

and GreaËer Vancouver. These are compared wiËh t:ne L974 dísËríbutions
for households with heads over 65, wiËh rent-to-income ratios of .30

and over, for victoria and vancouver. The rent-Ëo-income raËios for
Ëhe sAFER recipients, in the absence of sAFER benefits, would exceed.

.45 for over 55il of the païÈicipants. rn vancouver, over 60'Z of t}.e

SAFER parËicipants would have rent-to-income ratios over .45, i_n the

absence of sAFER assístance. rn fact, some 73|Z of. the SAFER recipienËs

would have rent-to-Íncome ratios in excess of .6s. unfortunaËely, a

description of post-program ratíos ís noË available. The next chapter

will explore the 1íkely pattern of these benefics.

TABLE IT. 3

PRE-PROGP"AM RENT-TO-INCOME RATIO DISTRIRUTTONS FOR SAFER RECIPIENTS

(Seprember 1978)

RATIO TOTA], CAPITAI VICTORIA1 GREATER
REcroN (L974) VANCOUVER
DISTRTCT REGIONAL

DISTRICT
.30-. 35

.36-.40

"4L-"45

l-4"8 1-Lt ")

.46 & over 55"8 51. 3

15.3 13.3 16 .8

L6.7

t"t

58 "7

13.4

r_3.9

L2"5

60 "2

VANCOuVERl
(1e7 4)

l-9.7

13 "4
11" 6

s5.3

L4.L L7 "8

sOuRcE: Profíle of rhe SAFER Beneficiaries, p. g; GI{HC sHU survey

I The 1974 disËrÍbutions for Víctoria and, Vancouver show how the groupof senÍor ciËizen households with renË-to-income ratios over .30
were distributed: in vancouver 19.7"/" of this gïoup had renË-to-
income raËios of .30 to .35. They are derived from results of
CMHCTs SI{U Survev.
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IË is inËeresLing to compare the pre-program ratíos for Vancouver

and Victoria with t]ne L974 ratios. Some 58"7% of the households with

affordability problems in 1974 ir.ad renË-to-income ratios of over .46,
compared r,iith 51 .3"Á of. the SAFER recipients. This rnay índicate a slight
improvemenÈ in the affordabílity problems of senior citizens in
Victoria. Ilowever, in Vancouver the .corresponding Ëota1s r¡ere 55"3%

in 1974 and 60.2% for the presenË SAFEß. parËicipanËs. This indicaËes

eíther some deterioraËion in the affordabÍliËy situaËion or else an

inerease in consumption due to Ëhe availabílity of SAÌ'ER benefiËs. It
is also interesting Ëo note Èhe inc.reased importance of t,he group wiÈh

raËios of .41 to .45 in Victoria. Tn L974 this was 7.97" eompared with

the currenÈ pre-SAFER level of L7.B%" The likely increase ín housing

consumption due to the availabilíty of a housing allor,¡ance will be

exanined in the next chapter.

Two int,erestíng effects of the SAFER progïam can be noted here.

A survey of the waítíng list for senior ciËizen subsidized housing

was conducted Ín L977, shortly after Êhe introducËion of the SAFER

)1program"-- rË became apparent that Ëhe SAFER program would have an

irmedíate impact on Ëhe requirements for additional subsídized uníËs.

The resulËs of the survey suggesË thaË almost half (47"Á) of rhe

households on Ëhe public housing waiting lisË indicated Ëhey would

prefer to remain ín their present accommodaÈion, because of the

availabiliËy of SAFER benefits. An addítionaL LOi¿ of rhe households

on the waitíng list would prefer Lo move to more adequaÈe accommodation,

2L.. British
SAFER and Ëhe B.C.

Col-umbia Ministry of Municipal-
Ë Couunission

Affairs and llousing,

January L978.
Hous I^IaiËi l.f cl
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uËilizing the SAFER benefíts" llowever, 43"¿ of the households apparenËly

preferred to move to public housÍng. IË Ís possible that a signÍficant
porËíon of lor,¡-income seníor citizen households will sËÍ11 prefer to
seek accorunodation in a public housing project, despite the availabilíty
of a housing allowance program. This suggests that a housing allowance

program will not on íts own resolve all of the housing problems of

senior ciËj-zen households, especially if factors oËher than affordability
are considered" The analysis of the public housíng waiting líst
suggested that LZi[ of the households had health or social problems

which are riot direcËly addressed by the SAFER program. rË is also

suggested that a consÍderable porËíon of the households preferred .the

'public housing option t,o Ëhe SAFER program" rt is possible rhat Ëhe

needs of both groups will be effectively net only by the conËinued

construction of subsidized uniËs.

A similar resulË was determined by Ëhe City of Vancouver Planníng

Department, who examined the Ímplícatíons of the SAÏER program in re-
solving vancouverrs housing probl.*""22 rE would appear that housing

allowances would resolve some of Ëhe housíng problems experienced by

senÍor citizen households in vancouver, buË noË all of them" For

exnmple, there remained the problem of how to deal v¡ith low-income

senior citizen homeornmers, who are j.neligible for SAFER assistance.

There also remained the problems of family households who were excluded

from the SAFER program. rt is interesting to note Ëhat applicatíons

by couples for non-profit housing declined Ëo almost nÍl and applícatíons

22. City of Va
Shelter Allov¡ances?

ncouver Planning DepartmenË,
City' s Perspectj-ve, October

How Applicable are
T97B "
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by singles dropped, by one-half, after the introd.ucËion of the SAFER

program. The conclusÍon reached by the city of vancouver was Ëhat

a housing allowance program would resolve the problems of onry 5L%

of households in vancouver encounteïing housing problems. other

policy opËions must be consÍdered in ordeï to resolve the problems

of rthouse-poor" homeowners, the workÍng poor, and. young (new) house-

holds "

(c) New Brunswickrs RATE program

the RATE Program in New Brunsl¡íck r¿as íntroduced in two phases,

the fírst corunencing on oeÈober r, Lg7B, Ëhe second on Apr.í1 L, rg7g.

IËs Íntroductíon was based on much the same ïaËionale as thaÈ for Ëhe

SAFER Program" Concern about the mountíng subsidy costs associated

r'¡íth the publíc developmenË of subsidízed units suggested Ëhat such

consËrucËj-on was not a viable polícy opÈion in coping with Ëhe housíng

needs of the provincets senior ciËizens. A housing allowance program

was consídered a viable soluEion, offering both an efficienË and a

rapid response Ëo the existing problems.

RATE recípients must have 1Íved in Ner¿ Brunswick for eiËher Ëhe

last year prior Ëo application or for a consecutive five year perj_od

at some tÍme previously. The household head must, be 65 years of age

or older. Like Ëhe SAFER progïame the housing uniËs of recipients

are not subject Ëo minimum sËandards (exeept general safeÈy and

health codes). All the rental- uniËs are inspect,ed" Homeor,¡ners are

excluded from the program. Gross íncome is used to deÈermine the

amount. of allowance payable.

As in the sAFER program, the RATE program uses a housing gap

formula Èo calculale Ëhe available housing allowance. However, boÈh
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the householdrs contribution and t,he amounË of housÍng gap received

as an alloç¡ance varies wiËh Ëhe income of the househol-d. Tabl_e rr. 4

descríbes the adjustmenË made. A househol-d with an annual income of
beËween $3000 and $3495 would be requíred to contribut e 30"/" of its
income tor¿ards the rent payment 757. of the gap remaining would be

received as a housing allowance. However, a household v¡ith an income

between $3500 and $3999 would have Ëo conËribur e 3L"a of Íts income

and would receÍve onty 707" of the gap. lforeover, the maximr¡rn claim-

able renÈs are $L75 and $200 monthly for single and two person house-

ho1ds, respectÍvely. The maximum monthly allowance payabre, ín either
case' is $75" The a11or,¡ance payments are mad,e directly Ëo the program

parËicipant,s. The assÍstarice provided Ëhrough the RATE program,

subject to the above criteria, Ís fu1ly porËable. The program ís
entirely funded by the provincial government.

TABLE II. 4

CALCULA ION OF 49U€ING ALLOI^IANCE, RATE PROGRAM

INCOME RANGE

3000-3499

3500-3999

4000-4499

4500-4999

s000-5499

5500-5999

REQUIRED CONTRTBUTION RATIO

.30

"31

"32
.33

.34

"J)

PERCENTAGE OF

GAP PAID

T\

70

65

60

55

50

SOIIRCE: RATE, RenËjll Assístance to the Elderl
New Brunsrr¡ick, p. 5.

in the Province
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The RATE program has only recently been estabrished. For its
firsË sÍx monËhs, only households raÍth annual incomes less Ëhan

S4000 were eligible. As of April 1-, L979, síngle person elderry

households with incomes of up to $6000 and couples wiËh annual incomes

of up to $6800 became eligible" Because ít has only recently been

inÈroduced, detailed information concerning t.he current program

ParticiPanËs is not yeÈ available. Nor is there information concern-

ing the 1ike1y program costs or penetration leve1" The program is

of special interest, however, because of the fairly novel approach

taken to calculating the allowance benefit. The impact of a variable

contrÍbution raËio and proportion of gap payment is examined in the

next chapter. New Brunwickrs present. intenËion Ëo adopt this formula

in the calculaËion of public housing rents makes this discussion

especially pertinent.

Federal Non-ProfÍt Housing Program

The analysis in chapter rrr will compaïe the benefit patËerns

associaËed wíth the SAFER and RATE programs wÍth the benefits asso-

ciated with Ehe Federal Non-Profit Housing ?rogram. This comparíson

is useful- for two reasons. Firstly, the Non-profiË program is faírly

represenËative of the Ëraditional housing programs; that is, the

assistance provided through Èhe program is tied to particular uniÈs.

By comparing the Ëlio Ëypes of programs, iË is possíble to offer some

conclusions as to the compatibí1ity of the housíng allowance r¿ith

ËradiËional housing programs. rt also a11ows a eomparison of the

relative efficiency of both approaches. secondly, the Non-profit

progran is currently probably the most Ímportant meËhod for the

direct construction or acquísÍ.Ëion of subsidized units for senÍor
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citízens. 0ther Federar programs exist, most signifÍcantly Ëhe

Rent supplement and co-operative Housing programs, buË it seems

likery Ëhat most of the productíon of subsidized senior cítizen uniËs
over Ëhe next few years will be by private or public (municipal or
provincial) non-profit housing corporaËions. The comparison of the
housing allowance and Non-Profit programs Ëherefore becomes especially
pertinenl.

A brief description of the present Non-profit program is i_n

order. The program allows the provision of assistance to non-profit
corporations seeking Ëo develop housing uníts for households with lov¡
or modest incomes. The rnajor concern here, for purposes of comparison

with the SAÏER and RATE programs, is Ëhe development of projeets for
senior citizens. The non-profit corporation may be a ,,privaËert

otganization or a "pubric" corpoïation established by a municipality
or a provincial government. The Federal assístance provided Ëo a
Non-Profit project is deËermined by the agreed-upon costs of the
project and Ëhe markeË raËe of interest. The capÍtaI requíred. for the
consËrucËion or acquisitíon of the project is provided by a privaÈe
lender' The maximum assístance available from Ëhe Federal government

is equal Ëo Ëhe amounË requíred. to write dovm the financing costs
associated with the agreed-upon cosËs of the project from the prevairing
market rate of ínterest to a 2"Á rate" Any equity provided b¡r the non_
profit group will reduce Ëhe debt service cost of the project but will
not affect the maximum Federal assistance availabre" The Federal
assisËance serves Ëo reduce the monthry operating costs and., Ëherefore,
the project renËs by offseËting a portion of the debË service cosc.
other operaËing cosËs musË be covered by renË revenues. .The renES
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charged are relaÈed to the incomes of tenanËs and must equal at least
257" of' each tenantfs income. A hypoËhetical Non-profiË project is
descríbed in AppendÍx A. The example assumes construction costs of
$30'000 per uniË, whích is represenËative of currenÈ construction cosËs

ín winnipeg, and a markeÈ morËgage rate of LL%. The operatÍng costs
used in thís example are based on the budgetted amourits for a recen'ry
approved Winnipeg project.

The applicatÍon of the Federal assistance resurts i.n Ëhree dÍs_
Ëinct rental rates associated v¡ith the hypotheËicar example. These

are described in Table rr. 5. The markeË renËs are d.eËermined by a
comparison of the accournodation'in Ëhe Non-profit project r,ríth simíIar
accommodation in Ëhe privaËe market. These levels are deËerrnined by
CMHC appraÍsers. The full-recoveïy ïents represent the amounLs re_
quired Ëo cover the operaËing costs and Ëhe total debË service cosEs

associated with Ëhe project. The mínímum rents wiÈh maximum Federal
assistance reflect Ëhe impact of the assistance provid.ed through Ëhe

Non-Profit program on Èhe project renÈs. The analysÍ.s of the benefit
patterns r¿i1l show the importance of these three rent levels. The

financial benefit to a program parËícipant is measured by the differ_
enee between Èhe markeË renË and the projecÈ rent. rf, as is presenËIy
Ëhe case, the fu11 recovery rent is greater than the market rent, Ëhe

cosË of providing Ehe uniË will exceed Lhe financial benefit to Ëhe

program parti.cipanË.
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TABLE IT. 5

RET{I LEVELS FOR HYPOTHETIC4I NON-PROFIT SENIOR CITIZE}I

HOUSING PROJECT, i^tINNIpEc

IfarkeË Rent Fulr Recovery RenÈ Minimum RenË-Maximum
Assistance

One Bedroom
Apartmenr $280 $395 çZZO

SOïIRCE: Derivation Described in Appendix A.

Suurnary

The discussion in this chapter illustrates the diversity of
exisÈing housing allowance programs. some ímportant differences between

the sAFER and RATE programs and the programs operatíng in Europe should

be noted' Perhaps one of the most imporËant is Èhe lack of any expricit
control for housing quality in either Ëhe British Columbia or the New

Brunsvrick program (although an annual inspecËion is conducËed. as paït
of the RATE program). The maximum claimabre renËs arlov¡ed bv both
the SAFER and p.ATE programs aré set so as to ensure that a majority
of otherwise eligÍble households can receive housing allowance benefits.
That is, they reflect cu.rrenË rent level-s for participating households

but do not necessarÍ1y reflecË the cost of sËand.ard. accommodation. As

r¿il1 be seen in the next chapËer, neiÈher progrâm necessarily resulËs
in Ëhe movement of seníor citizen households to standard acconrnodation"

Both canadian programs aïe targetted specifÍ.carly Ëo senior
ci-tÍzens. Although senÍors aïe generally an imporËanË crass of re_
cipients of European housÍng allowances, such targeÈting is noË a

general feature of the European plans. The possible exclusion of
other grouPs, such as the working pooï, is a concern which should be

recognized' The linitaËions of the present housing allowance programs
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in canada, with respect to meeting the housing needs of excluded

households should be not,ed. The Canad,ían programs also exclude seníor

citÍzen homeowners, although this ís not generally Ërue of the

European Programs. ThÍs exclusíon may be questioned on eouj.ty ground,s,

if low-income homeor¡,rters aïe encountering affordability problerns

cornparable to those experienced by renters. IË seems likely tha¡ Ëhe

targetËing of both canadian programs, as well as the exclusion of

homeowners, reflect the concern of policy-makers with the costs

associaËed r.¡íth housÍng allowance programs.

The other chÍef difference in terms of eligibility criËeria ís
reflected in the relatively low income maximums r.¡hich have been adopted

by both the SAFER and RATE programs. The programs are directed. almosÈ

exclusively Ëo the lov¡est j-ncome groups. The European pïograms ofÈen

reach niddle income programs. The aspecE of the canadian programs

again likely reflecÈs a concern wiÈh conËrolling Ëhe cos¿s of housing

allowance'Programs. This may result from the provincíal funding base

supporting boËh the SA-I'ER and P"ATE programs. This is a final difference

betr,¡een Ëhe Canadiair and European programs which should be noted. Almost

all of the European plans aïe supporËed to some extenË by the naËional

governments involved. This ís not the case in canada.

There are simílarities between Lhe Canadian and European programs

as we1r" The housing gap approach Êo Èhe calcutratíon of housing

allowances is cornrnon Èo most progranns. There also seems to be faÍr1y
consisÈent penetraËíon experienee, as far as the enrollment of the

eligÍble households. rË also is likely Ëhat mosu programs experience

símilar experiences r.¡ith administraËive costs, røiEh these cosËs varying

according to the eomplexÍty of the programs.
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IÊ remains to be seen whether

will become more popular in Canada.

housing po1Ícy framer¿ork has stíIl

the housing allowance approach

ïts role within the naÈional

not been completely developed.
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CITAPTER III

PROGRA}ÍS

Introduction

For one reason or another, economists have in general paid onLy
limiËed attention to housing po1-icy i.ssues. Thís is noË Ëo suggesr
that ÍmporËant conËributíons have not been made by Muth, olsen,
sweeney, and others. However, most of these conËributions have
occurred only over the pasË decade and only after housíng policy
development had occurred in both the united staËes and canada Ëhrough
Èhe paÍnfu1 process of trial and error. A greaË dear of work is
currently underway.l Ho*.rr.r, our understanding of urban housing
markeÈs ís sti11 ineomplete.

This same state of affaírs exists for public finance writers.
As Bird suggesÈs' our understandíng of the properËy tå.x (and other
publÍc policies) depends on Ëhe avai.rabilÍty of a broad base of
informaËion concerning 1ocal housíng markeËs.2 Although oËher goods
and services provided by different levels of governmenÈ have been
exarnined, the public provision of subsidized housing reeeived com-
paratively limited consideration. This chapter r¡il1 examine the
benefit incÍdence patterns associated v¿ith the 

'AFER 
and RATE

programs as well as, for purposes of comparison, the Federal Non_profit
Program' rt uses a sÍmpIe model first described by De salvo in ,,A

1' Arnott' and-MaeKinnon, for example, have d.one a consíderableamounË of rnrork in the application.of_g.rr"rár equilibrium Eeehniquesto the analysis of urban issues, including housing.

2" see R.M. Bird, "The rncid,ence of the property Tax: old 
'^Iine

in Ner'r BotËles?rr, in canaaian p,ruric poticrrl-wlø, 323-334



Methodology for Evaluating ïlousing programs.il

Previous work has not rÍgorously examíned Ëhe benefít patterns
associaÈed with housing programs, and with the exception of some

work by Heinbergr3 h"" been concerned, almost exclusivery wíth publÍc
housing Programs. Nourse aËËempËed to d,escribe the income redistri-
buËion resulting from public housing nrogr"o'".4 Hor¡ever, he did not
aËtempË to measure the tenefits accruing to public housing tenancs
with any precÍsion. rnstead, he (implicitly) assrrmed thaË these
benefÍËs would equal the subsidy costs of the program. ïndeed, he
even included adminÍstrative cosËs Ín the a11ocaËÍon of these benefÍts
to Ëhe public housíng r.rrrrrt". Smolensky recognized that the direct
benefits aecruing to publÍ.c housÍng tenanËs would not necessariry
equal the actual subsidy costs íncurred; however, he was concerned
r'¡ith establishíng a cosË for the promoËÍon of rehabilitatÍon of
exisËÍng units, in combínation with a system of housing allowances,
and did not examine the resulÈing pattern of benefÍts in any detaÍl.5
Bishr as wel1, recognÍzed Ëhe difference between subsidy cosÈs and
direct Ëenant benefÍts in his analysis of public housÍng in the
united states.6 He defined the direct benefits accruing Ëo a public

3' John D. Heinberg, ttThe Transfer cost of a Housíng Allorvance:Conceptua1Issuesand¡enáfÍtPatter's,''@,,,Dona1dJ.
Reeb and James T. Kírk, eds., ¡r.r-iãrr., ffi, publ., L973,230_52.

4" Hugh o. Nourse, "Red,istribution of rncome from public Housing,,,National Tax Journal 19, t"tarch Lg66, 27_37

5. Eugene Smolensky, "public HousingEconomics for Housing thl poorr', .lo.rrrr"i-ãf
or ïncome Supplement-_The

Planners 34, March tg68, 94_101.
the Anerican InqtituËe of

6" R.L. Bish, "public Housing:Direct Benefits and Effect on HousingScience 9, September j.g6g, 425_38.

The MagnÍËude and DistrÍbution of
ConsumpËion", Journal of Regional
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housing tenant as the difference beËween the private market renÈal

value for the tenanËrs unÍt and the rent paid by the tenant. His

analysis assumed real income $ras held constant, d.espíËe the reduced

price for housing resul-ting from t,he availability of public houslng

uniËs- This assumpÈion is not made in the analysÍs considered later
in this chapËer; in fact, the impacË on housing consumption is an

important factor in the examinat.ion of the benefít patËerns associated

with housíng allowance programs. Moreover, DeSalvots measure of direct
tenanË benefÍt.s (or, as he terms Ëhem, net tenant benefits) is in
income Ëerms, although he uses the definition described by Bish to

deterrnine the cash value of the benefits associaËed. wiÈh any particular

housing program"

Some important conceptual work was completed by Heinberg ín I972,

with regards Ëo the subsidy cost,s and distríbuËion of benefíts

associaËed r^rith various possible Amerícan housing allowance programs.

Ìleinberg was primarÍly eoncerned wiËh estÍrnaËÍng the subsidy costs

associated with a housing allowance program, and did not examine in
any detaíl the equíty of the various program arrangements he discussed.

Moreover, Heinberg also neglecËed Ëo measure the net ËenanË benefits

i.n íncome terms, assuming these benefits to equal the allowance pay-

menËs; as wel1, he did not Ëake consumptíon effecËs into account.

Competitive Housing Market Assumptions

This paper rri11 assume, as has most previous work, that Lhe

housíng market is characterízed by Ëhe farniliar conditions confront-

ing a competitive market. These are, as identified by olsen:

1" There are numerous buyers and sellers of housing services.

2" Any parËicular índivídual is involved in only a sma1l
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porLion of the total housing ËransactÍons (sales or purchases)

which occur in a particular period.

3. No Collusion exists between market participants.

4. Free market enËry by buyers and sellers is possible.

5. PerfecË knowledge by market parËícipants exists.

6. No artifícial restrictions influence Ëhe demand and/or

suppl-y of housing services or the resources used Ëo produce

housíng services; similarly, no artificial restricËions

influence the price of housíng services or Ëhe factors of

production.

7. Housíng service is a homogeneous conmodity.T

Although this paper r,¡il1 not explore Ëhe validity of these

assumpËíons wíth respect to Ëhe housing markeÈ, it is important Lhat

they be explícit1y sËated" Objections Ëo each are frequentl-y

raised. Perhaps Ehe most criticlzed is the homogeneous product

assumption, given the diverse naËure of the housing stock in any

corununity. The translatÍon of an observable entity, a housing uniL,

Ëo a source for uniËs of (unobservable) housing servj.ces is necessary

for the application of conventi-onal mÍcroeconomic theory. This has

been Ëhe course followed by Olsen, Muth, and ot.hers. It is not'

however, the only means of conducËing the analysis of housing market

issues, as has been shor¿n by Sweeney. The development of a cornrnodity

híerarchy model for an urban area comes to grips quiÈe dírectly with

the heterogeneous nature of the housing stock, and more particularly

7. See E. O. 0Lsen, ttA Compet,iËive Theory of the Housing MarkeË",
September L969 " 6L2-22.Anerican Economic Revier^r 59,
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wiËh the problem of differenË levels of housíng qualÍt¡r. rr is this
latter problem of differen. rever-s of housing qualiÈy which tend.s
to be over-si'mplified by recourse to the homogeneouï prod,ucË assumptíon;
poor quality housing stock Ëhen becomes stock ruhich produces reratÍve1y
fewer uniËs of housing s.rrric.s"8 This topic ís also beyond the scope
of the presenË paper, howeveï.

A useful meËhod for examíning housing programs has been suggested.
by Desalvo' rlis general approach can be applied Ëo Ëhe programs
considered here. Housing al10wance programs, to the extenË that the
assistance can be earmarked to offset housing costs, provide program
particÍpanËs \,ziËh a transfer in kind, rather than an expricít income
Èransfer; the value of the tenant benefits can be measureci in income
terms' Desalvo develops the following concepts for Ëhe analysis of
a housing programts cost,s and benefits:

1' NeË tenant benefÍts: the amount of add.itional income

which would make a program part,icipant as well 0ff wiËh

the program as without it.
2" Gross tenant benefÍts: Ëhe total money varue of the

program fo a tenant; ËhaË is, neË benefits plus project renÈ.
3. Non-Ëenant benefits: the total money value of the consumption

and production externaliËies associated wíth the program.

4" ToËal benefits: non-tenanË benefits plus gross ËenanË

benefits 
"

8. Thj.s issue has been dealt lrÍth by Grigsby.
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Total resource cost: total money cost of Ëhe production

of the housing services from a program unit.

Non-tenant contribuËion: the differenee between total

resource cost and the project rent of the pïogram unit.
TenanE subsidy: Lhe difference between Èhe market rent

and Lhe project rent, of the program unit.

A housing allowance program can be represenËed as in Figure rrr.

Figure III. 1

Effect of a'Housing Allowance program

x

COMPOSITE
GOOD

SERVICES

The availability of the housing subsidy shífts Ehe budget con-

straint, confronted by the individual and influences the quantíËy of

housing services (h) and quantíty of other goods (x) purchased. The

budget const,rainË is given by y = p** * phh, where y is Ehe índivid-
ualls fixed income, and p* and pn are the prices of the composiËe

good and of housing services, respectively; as a result of the subsidy,

the individual changes his consumption from (x' hr) to (xy hr). HÍs

tenË expendiEure changes from r, = phhl to r, =o phh2, where a equals

5.

6.

7.

1.

*l
*2

HOUSING
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Ëhe subsidÍzed raËe avaÍlable under Ëhe housing program, oc*<r. The

new budget constraint ean be described as y = p*x t opnh. The individ_
ual, as a result of Ëhe program, experiences an increase ín utirity
(with Ëhe normal preference assumptíons), reaching a higher indíffer_
ence curve as a resulË of the housÍng program.

The situation is quite different for the Non-profit Housing pro-
gram' or similar programs. This is demonstraËed in Figure rrr. z.

FÍgure III. z

EffecE of the Non-profit Housing program

*1

*2

The Non-Profit program, assuming the unit rents Ín a new pïoject
are fixed, offers an Índividuar- an all or nothíng choice beËv¡een

accepting the rent subsídy available ín the projecË or conËinuins co

face Ëhe existíng market rent levels" The verticar line at h, repre_
sents the fixed 1eve1 of housing services available Ín a project unit,
at rent ophh2(that Ís, reduced from the market revel by o as in the
above example). An individual who decÍdes to accepË a unit in Ëhe

project experiences an utilíty 1eve1 gain. Hor,.¡ever, unless h" is
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chosen so that iË coincides wíËh \, the ind.ividual 
'¡ould prefer t,o

substitute some housing services for Èhe composiËe good; it i'2, \,
the individual would experience an overall gain in satisfaction
through such subsËitution.

DeSal-vo suggests Ëhat Ëenant benefits can be measured in income

Èerms in the following way, using Figure III. 3:

Figure III" 3

An Income }feasure of the Net TenanË

D?^----^¡ I vót 4rrrÞ

Benefíts of Housine

As a result of a housing pïogram an indívídual moves from the

consumption combínation at a on uo, to c on ul. The íncrease in
utÍlity can be measured in income terms by determiníng t,he income

required to reach this 1eve1 of satisfaction, given market prices

for x and h. Given this leve1 of income, aL market prices, the

indÍvidual would choose the consurnpËion combination represent,ed by

b.on ur. rf the Íncome associated wíth u., is y.' and the individualts
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acËual íncome 's y0, the net benefiËs to Ëhe individual resultíng from

the program are Bf when uT = t, - y0.

The gross tenanr benefits (n!) are ef

project rent paid by the individual. The

ç'ri11 be ophh"; the unit subsidy implied by

n

= B^' * R where R is theEPP
individualrs renË at. c

the housing program (S) is

S = p.h - ap.h = ft - R'n c 'n c m D

where R- and R are Ëhe market and subsidized rents for the unit.mp
Since the individual described in Figure III" 3 vrould be indiffererit

betr,¡een b and c, and since c would require a higher income if Ëhe

market price were being charged for h" uniËs of housing, the Ëenantts

valuation of the uniÈ musË be less Ëhan the marketts valuation. That

is, a cash transfer resuLting in Ëhe j-ncome associated with budget

consËraint B r+ould result in a similar 1evel of satisfaction, as Ëhe

individual vrould be able to substiÊute uniËs of x and h. An in-kind

transfer, in this case, resulËs in benefits measured in income terms

equivalenË to those available to the individual if he were able co

freely subsÈitute between the Ër,¡o coimnodities aL an income level

lower than Ëhat implied by the subsidized renË" The subsidy paid per

housing uniË would oversËate the neË tenant benefits. An ín-kind

subsidy, in this case, could be justified only if sufficient non-

tenant benefiËs exisËed.

The possible importance of non-t,enant benefiËs should be considered

here. As Desalvo notes, t,hese may Lake the forrn of consumption or

producËion externalities associated wíth the public provision of

housing. An in-kÍnd transfer may be preferable because íË enforces a

socially desirable leve1 of housing services; a cash Ëransfer may
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l-ead an índÍvidual to subsËitute x for h Ëo Ëoo great an extente

from socÍetyrs point of view. A subsËandard housíng uniË may be

selected, and the bulk of the cash transfer be devoËed to the purchase

of the composite conrnodity. Transfers of both types, in-kind or

cash, may generaËe non-tenant benefits similar Ëo those generated by

privaËe contributions to chariËy; Ëhat is, the uÈi1ity of contribuËors

may increase through the provision of subsidized housing. certainl_y,

Èhere Ëends to be very límited resistance to the proposition Ëhat Ëhis

form of assistance, and oËhers, should be made available especially

to parËicular groups, such as seníor citizens.
Other external benefits may be associated rvíth the public pro-

vision of housing, in one form or another" T¡rright, for example,

sugþests that sígníficanË socíal cosËs are incurred through the

typical low-densiËy suburban development which occurs in the absense

of any public inËervenËiorr.9 As a result of this developmenÈ, for

example, Ëhe infrastructure costs associaËed with new deveLopment

may be excessive. More ÍmporÈant1y, these cosLs may be fully borne

by the occupanËs of new housing" There may also be considerable

socíal costs assocíated with the concentration of 1or^r income house-

hoLds in particúlar areas, another pattern associated r¡íth the private

development of housing" !üríght suggests ËhaÈ as a result, considerable

class consciousness as well as antagonism may develop. Moreover, the

j-solaËion of this group would eliminate the benefiËs which may resulË

if low income households were exposed to more economícally productive

a

Journal
R.trrl. tr{ríght, rrHousing as an Instrument of Social Po1ícyrr,

N'l.ay L969, 19-30.of Canadian Studies 4,
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households (demonsÈration effecË). hlright suggesËs ËhaÈ housins

policÍes should recognize the desirability of íncome íntegration,
and thaÈ housing development should be encouraged Ëo achÍeve Ëhis

end' This would appear to be an ímporËant feature of housÍng allowance

programs' which by Ëheir nature encourage the íntegration of low

income households wÍthin the existing housing market.

rt should be added ËhaË economists, in general, have regarded

the di-rect public provision of housing uniÈs as inefficient, prefer-
ring either a cash subsÍdy or housing alrowance scheme, on the

grounds that it is likely that the case in Figure rrr. 3 wÍll appfy

to most recipient,s of housing subsidÍes, and Ëhat either a cash

transfer or cerËificate mechanism will be less expensive method of
ensuring a parËicular 1evel of satisfacËion. There still remains

consÍderable dísagreement on Ëhe preferred form Ëhe Ëransfer should

Ëake, ho*.',rur.10 rË is also generally true that the non-tenant

benefits associated with the direct provision by the public secËor

have generally not been explicitly consÍ.dered.

some of these general observations can be í11ustrated. with a

numerical example" The following utility expression is assumed for
an individual, where ß is Èhe individualrs rent-Ëo-income expenditure

raÈÍo,

R 1-R
u-IlÃ (1)

This expressíon wíll give rise Èo the unitary price and income eras-

10. This narter
and Tullock.

has been considered in some detail bv Olsen
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ticities of demand. esËimated by various empÍrÍcar investigatiorrs.ll
This will imply that Ëhe expenditure on Ëhe composíËe good Ís a

fixed share of total income. More Ímportant,ly, Ëhis implies that,

for a given level of income, the absolute level of expenditures on

the eomposite good will remain constant, as the price of housing is
varied. Then, gíven Èhe íncome constraint

Y=P*x*aPuh

Ëhe following demand curves can be derÍved, if Èhe individual

maxÍ¡nizes utility subject Lo the budget constrainË:

Qrrh=* (2)
tl

(3)

NeË Ëenant benefits, measuïed as described above, can be

determined by comparing the income 1evel required, at market prices,

Ëo attaín the utility level reached as a consequence of participati.on

in a housing program, wiËh the tenantts actual income.

For the Non-Profit program, net tenant benefíts are

1-R

J^ (4)

11 . See, for example, Frank De Leeuw, t'Demand for Housing: A
Revíew of Cross Section Evidence, ttAmerican Economíc Review Otl ßlt"806-L7. The utiliry funcËion is of 

" iorrn,
and therefore ímplies unitary priee and income elasticities" Moreover,
it r^ri11 also ímply Ëhe usual properties of homogeneity, a constanË
elasElcity of subsÈitution (equal to 1) and. constanË returns Ëo scale.rt also inplÍes a cïoss elasticiËy of demand equal Eo zero"

l'l-Rlrr
X = 

\- v/J
1l.X

Fn,nnil 
u

Lo 1

ryn Ìr*'h"1



r¡here h, is the fÍxed level of housing

Profit unit. Appendix E describes the

For the housing al-lowance program, net

66

services provided in a Non-

derivation of this expression.

Ëenant benefits are

Yo -v^
- "u (s)

as a result of a11owíng Lhe índividual Èo choose h., freely. (see

Appendix E).

Table rrr. L compares the two programs. pre-program particip-
ation values are subscripted t'o"; posË-program partÍcipation values

are subscripËed t'lt'. The market rent and tenant rent for a Non-

Profit housing program are assumed to be $2g0 and $220, respectively,

as d.escríbed in Table 1. z.L2 Therefore, it is assumed. Ín this
example that a ís approximately equal to 0.8;13 that is, the housing

prices available through either program are reduced to about g0"/. of.

Ëhe market level. rt ís assumed that this price red.uction will be

available for any uniË under a housing allowance program; it wÍll be

available only for a project uniÈ in the case of the Non-profiÈ pro-

gram. The individuals are assurTred to have monthly incomes of $500.

L2. strictly speaking, Non-profit LenanLs will pay rents equalto at least 25% oÍ theÍr gross income. The minimum rent with maximum
federal assisËance described in Table l. 2 therefore corresponds
to the average renË paid by tenants in a Non-profit pro¡ect. However,
deviatÍons from this rent level- wÍ1l likely be possiblel the numberof ËenanËs r¿ith incomes whích resulË Ín renËs above the mi-nimum wí11
lÍke1y be surall in number, wiËh the possibility of reduced rents for
lower Íncome tenants correspondingry reduced as wel1. rt is likely
that most Ëenants vri1l pay rents roughly equivalenÈ Ëo Ëhe minimum
leve1.

13. The acËual value for o would be 0.78s7, but rounding thís
value to 0.8 vrilL serve the purposes of this general discussíon.



ot

ÏABLE III. 1

GENERAL COI"ÍPARISON: HOUSING ALLOI.iANCE AND NON-PROFIT HOUSING PROGRA}4S

- EQUAL RATE OF SUBSIDY CASE

p

*o
h'-0

vo

to
p.h-n

*l
h

I
tl-1
subsidy

net benefiËs
(income
equivalent)

NON-PROFIT
(Frxm REMIS) 

I

.J

.8

350.00

150. 00

500. 00

27L

220.00

280. 00

280 " 00

280

60"00

L).tt

CASH TRANSFER
HOUSTNG NON-PROFTT

ALLOT^IANCE LEVE'L
LEVEL

.3 .3
1.0 1" 0

3s0.00 350.00
150.00 150.00

s00.00 s00.00
271 27L

37 6.25

]-61"25

292

37.50

37 .50

392.00

168. 00

304

60. 00

60"00

HOUSING
ALLOI^IANCE

.J

.8

350.00

150.00

500. 00

27L

150. 00

350.00

187.50

290

37.50

34.76

SOûRCE: Compiled by the aurhor.
SYMBOLS

I -- rent-Ëo-income ratio
q, -- market price reducËion factor (=.g)
*Or*1 -- inítial, fÍna1 quantity of composite good
hOrhl -- iniËial, final expenditure on housing servíces
rOr.l -- íniËial, final utiliËy index factor

1 The'Non-Profit rent paid by a tenant ís assumed to be $2203 a marketvalue for the unit of $2g0 results in the $60 subsidy ,""oái"t"d withËhe program. The housíng alrowance program reduce" tn" price ofhousing; an individual wiÈh Ëhe 
"p..itiãa demand cuîve would mainËainhis net housing expendiËures at $rso, but the allowance program wouldallor,r him to consume $rgz.50 worth of housing services. Thã subsidy1eve1 ín thís latter case would be $37.50. A cash transfer j.n eitheramount would encourage the indívÍdua1 to íncrease his consumption ofhousing by 307 of the cash transfer, and. to increase his consumptionof the composite good by 7or" of the transfer; eg. by gr1.25 andç26"25, respectively, wirh a cash rransfer of $37:50.
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and a rent-Ëo-income raËío of 0.3. Under the housing allowance program,

Ëhe Índividual would increase his housÍng expendíËure from $150 to

$187.50. The subsidy províded by the program would be g37"50 (post-

program rent, minus Ehe pre-program rent). rn income terms, however,

the net benefit to Ëhe tenanË would be only ç34.76. A cash transfer
equal to the subsidy would have resulted in a hígher level of satis-
faetion, as Ít would have allowed an increase in the quantity of boËh

goods consumed. The Non-profiË program is much less efficient. how-

ever. rt results in a net benefiË, ín Íncome Ëerms, of $15.77, com-

pared with a subsidy of $60. rË is interestíng Lo note though, given

the assumed utility function, Ëhat housing expenditures increase very

little as a result of a cash transfer. If t,he markeË renË of a "suiËable"
uniË were in excess of $168, eit,her cash transfer would leave Èhe

indÍvÍdual "poorlytt housed.

rt ís also useful Ëo compare the Ëwo progïams in the case where

the program subsidies are egua1, and a different for each program.

Table rrr- 2 considers the case where the subsidy paid under the

housing allowance opËion equars $60. rn this case, o, is equal to

0.7L4; ËhaË is, the market price of housing must be reduceð, by 2g.6%

Ëo encourage the Índividual to consume an additional $eo of housing

services" The net benefit to the program parËicipant would be $53"17.

It is al-so inË,eresting Ëo note ËhaÈ Ëhe individual (given the assumed

utility function) would sÈi11 be better off under a sysËem of general

cash transfers. The relative ineffíciency of the Non-profit progïam

should also be noted.

The implÍcations of Lhese examples are clear" Given a particular
seË of relatíve prices, a housihg allowance program would. seem more

efficÍent Ëhan a Non-ProfiË program, in terms of the proportion of the
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TABLE ITI. 2

GENERAL COMPARISON i-HOUSING ALLOI^IANCE AND NON-PROFTT

HOUSING PROGRAMS _ EQUAL SUBSTDY CASE

HOUSING NON-PROFIT CASH TRANSFER
ALLOI^IANCE (FIXED RENTS)

ß .3 "3 .3

d "774 .8

*0 350.00 350.00 350.00

h 150.00 150. OO 150.00--0

y0 500.00 500.00 500.00

rO 27I Z7I Z7I

*1 2i0.00 280.00 392. OO

ht 350.00 22O "OO 168.00

rt 300 '2BO 304

subsidy 60.00 60.00 60.00

net benefíËs
(income
equívalent) 53. 17 15 "77 60.00

SOIIRCE: Compiled by the aurhor.

SJN.ÍBOLS AS IN TABLE III. 1 "
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subsidy perceived as net benefits by an individual partícipaËing in

the program" The Índividual described in Table III. 1 and Table III. 2

r,¡ould prefer the housing allowance arrangemenË. However, it should be

noted thaL Ëhere may exist social or other advantages for the individual-

to selecË the Non-Profit unit, such as benefíËs from resÍdence with

hís peers. These benefits may not be capËured ín the markec renË level.

It should also be pointed ouË ËhaË although the values used for

the Non-Profit examplê above are fairly representative of the current

program, those used for the housing allowance program do not accurateLy

represenË the SAFER and RATE programs. A discussion of both these

programs follows"

The Benefit Patterns Assocíated with Britlsh Columbiars SAFER Program

The above comments are generally applicable to housíng allowance

schemes. The SATER program funplies a more complicated expression for

o. Allowances (A) paid under the scheme are calculated according t,o

the followin$ formula:

A = "75 (entr - .3yO)

where y^ is the individualts income. and p.h equals the market renË-u 'n
paid for Ëhe unit, as before" The allowance will Ëherefore be equal

to 75% of the amount by whíeh the market renË exceeds 302 of the

householdts gross income. The uraximum claÍmable rent is $205 for one

person households and $225 for couples" Thís will determíne a

maximum allowance A
m

of

Ao, = .75 (205 - .3yO)

A* = 153.75 - "225V0 for one person households,

and
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A* = 168 "75 _ .225y0 for couples

the tenant I s rent paynenË. rr¡ill be

oPhh phh - .75 (nnn - .3yO)

onhh=.25pnh*.225y0

êd, solving for o yields

.225v^
d = .25 + --"-O-9

-n
or' with the maximum allowance, Ëhe renÈ payment will be

ophh pnh - (153.75 - .225yOI

and

153.75 - .225v^
o, = 1_ ( -,J 

) ror one person

Pr,h households, and

168 "75 - .225y^
o,=1-( ") forcouples

pr,h

The proporËion by which the market renË is red,uced will decrease
(e will approach 1) as the householdrs income increases, and increase
(q will approach 0) as the markeË rent increases" No allowance will
be received if an indivíclualis monthly íncome Ís greater than $683.33
oï, in the case of a couple, greater than $750. If ß (the renË_Eo_

income ratio) equals 0"3, o wíll equal l and no arlowance r,¡ill be

received. This was the value for ß for Ëhe individual participaËing
Ín the allor,¡ance scheme described above. ïf we agaÍn assume the
utility expressíon described above, the demand funcËion for housÍng can
be described as

h=RrzvJ 
^F-n
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Again assuming a uniË príce for housing services and substiËuting
for the value of a available und.er Ëhe sAFER program, yields

n = 
Yo (ß-: . zzs)

. ¿)D.'rl
(6)

Then, a househord r.zhose monËhly income is $soo and r,¡hose initía1
renË payment is $150 will not be Índuced to increase íts consumption
of housj.ng services, as this is noË possible r.rithout an íncrease i_n

net housing expendíËures. This can be graphieally described as Ín
Figure III. 4"

Figure III" 4

Effects of the SAFER program
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The housing services at h, would have a market rent. equal Ëo

30% of. Ëhe household income; gíven the assumed demand function, t,he

program r.¡ill noË cause a household to increase j.ts consumpËion of

housing services as Èhis is noË possible without a red.ucËion in the

consumpËion of the composite good (an Íncrease in ß). The housing

services aË h_ wouLd have a market value equal Ëo the maximum claj-m-
m

able rent. At this poínË, Ëhe allowance available to Ëhe household

would be fíxed; the household would face the relative prices avail-

able in the market, but Ít would have access to a lump sum allowance

Ëo cover a portion of its housing expendiËure. IË should be poinËed

out that, gÍven Ehe assumed denand function, households wiËh a

consumption of housing servÍces greater than h, will receive the

maximr:m allowance. A household initially aË point o will incrèase iËs

consumption of housing to'lnr; the consumption of the composite

conmodiËy will not change. More importantly, given a uniËary price

elasËicity, the net rent-to-income ratio wí11- not change.

ï^Ie can consider a single person household whose income is $500

buÈ for r,.rhom g = .41-; this índÍvidual will confront the maxímum

claimable renË sítuationr 14 
rrrd

153.75 - .225yn
o=i_iW

-n

and the appropriate demand schedule will be

(ß -.225)y^ + 153.75, -u
[1 =- ñ-n

14. For couples the appropriate values for a, and the demand function
r,rill be: c= 1- (168"75- "225y0 / nnh; h= (ß - "225)tg +168.75 /ph

(7)
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such an individual would increase his rent expenditure from $205 to

$246.25; the expenditure on housing rises by the maxímum allor¿ance

available. The value of s for this individual is 0.8325; this is a

value somewhat þiohar rhen ¡hai- applicable to the Non-profit prograrn.

ThaË is, Lhe market assisted. renE of the housing services consumed.

by this individual has been reduced to about 837" of. its market value.

His net benefits, in income terms, can be measured as before. For a

housing allowance program, with q determíned as above, net tenânË

benefits will equal

v (.)\ + ??irz ) -B -.,J0 \.4J ' .LL¿Jot - l6

p,h-n

when less than the maxÍmum allowance is received.

allowance is receiv"d,l5 neÉ tenant benefits wilL

vo (I53.75 - "225v^-U
p'h-n

15. For

{y0

i'f'
t

(B)

I{hen the maximum

equal

JA

(e)

The indivídual just described will have net benefits of g39.03, an

amount which is less than the value of the a11or¡ance he actually received.

Table rrr. 3 compares values of o,, A, and net tenant benefits

for seven single person households (for illustrative purposes) with

monË.hly incomes of $400 but different renE-to-íneome ratios.

The following conunenËs can be made concerning Table rrr. 3. The

use of a maximum claimable renÈ verJ/ quickly results in the pa)¡nent

of maxímum allol¡ance. 0n1y individuals with inítial rents between

a couple,

1 - (168

neÈ tenant benefits will be:
-a75-.225y]'/nnhÌ-vo
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$120 and $i41.25 uLLL receive less Ëhan Lhe maximum a11ov¡ance. As a

result, net benefits do noE vary signÍficantly as the renË-to-income

Tatio increases for a particular income level" To the degree thaE

higher values for ß Índicate a more severe housíng problem, Ëhis may

require the use of a higher maximum rent level. símilar1y, net

benefits as a proportion of income increase wíth the rent-to-income

ratÍo, but leve1 off very quickly. The final coh¡mn illusÈrates the

distributíon of benefils over Ëhe seven individuals described in the

table. Benefit'shares rise with Ëhe rent-to-income ratio but level
off rapidly.

Ït is also interest.ing to examíne the subsidy costs associated

v¡ith Table rrr. 3. Because six of Ëhe indivíduals are induced ¡o

increase theír consumption of housing, the subsidy costs Ëotal $339.

rf thís change in consr:mption did not occur (ie., if iL was assumed.

Ëhat the priee elasticity of housing vras 0), the subsidy costs rvould

onl-y have Ëotal-led $153. rË seems plausible to expect that the

price elasticity for low income seniors will be something less than

1, since the unitary estimate is generally expected to be applicable

Lo all rent,ers. rt is probable that Lov¡ income seníors will take

advantage of the housing allowance program to lower theír renË-Eo-

income ratio and increase their consumpËíon of other goods " This

possibility will be expl0red in the nexË chapter. The appropríaËe

price elasticity may still be close to 1 if the current housing

expendiÈures represent equil-ibrí'n levels. High levels for g inay

overstate Ëhe exËenË of current affordability problems íf housing

expendiËures are based on permanent. and not current incomes. rn anv
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case' estimated subsidy costs should. noE assume that no change in
housing consumption r,¡ill occur, or the cosËs of a housíng allowance
program may be seriously underestimaËed.

rË is also int,eresting Ëo examine the effects of the SAFER

Program on single person households (again, for illustrative pur_

poses) with different income levels but wiÈh Ëhe same rent-to-income
ratios. Thís comparison is d.eseribed in Table rrï. 4" The follow-
ing commgnts can be made. AsÍd.e from t.he fÍrsË three income

categories " the neË benefiLs províd.ed with the program are strongry
regressive. Again, Ëhis is due Ëo the exisËence of a maxímum

allowance. rndividuals with incomes above $4t0, and wíth renË-Eo_

income ratios of 0.35, receive the maximum allowance, gÍven the

assumed demand curve. Net benefíÈs are proportional, however , tor
individuals receiving less than the maximum assistance. As TabIe

rrr. 4 shor¡s, this may resul' in a lower benefit share for the

l0wesË íncome groups Ëhan for those groups wíth slightly hígher
1^incomes.-- The proporËiona1 distributÍon of benefiEs again resulÈs

from the assumed. demand, functíon. Households receÍving less Ehan

Ëhe maximum allowance face the same shift in Ëhe relative price of
housing servi.ces.

The Benefit Patterns Associate4 with New Brunswickrs RATE pro

As noted in the

the SAFER program in

previous chapter, the RATE program d.iffers from

that boÈh the recipienE contribution raËes and.

1Â-- InËerestingly enough, Heínberg
Ëhe possible allowance schemes

reached a si¡nilar conclusíon for
he examíned f or American d,ata.
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the percentage of the housing gap paíd Ëhrough the program varies rviËh

the incomes of participatíng households. As a result, the RATE pro-

gram ín effecÈ uses six different housing allowance formulas, depen-

dent upon household income. These are described in Tabre rrr. 5"

TABLE TII. 5

RATE PROGRA],I - HOUSING ALLOT^iANCE FORMULAS

ANNUAL
HOUSEHOLD
INCOME

3000-3499

3500-3999

4000-4499

4500-4999

5000-54 99

5500-naximun,
.LLncoltre

FORMULA

NI]MBER

1

2

J

L+

5

6

ALLOI^IANCE
FORMIILA

ð

"75 (pnh-.3y0)

. 70 (pnh-.31y0)

. 65 (pnh-.32y0)

.60 (pnh-.33y0)

.55 (pnh-.34y0)

.50 (pnh-.3syO)

Ã
m

150.00-.225y0

140.00-.2L7yO

130. 00-. 20810

120.00-.198v0

I10.00-.787v0

100.00-. 175vO

MAXÏMÏIM ALLOT¡IANCE

SINGLE PERSON COUPLES
HOUSEHOLDS

A
m

131.25- "225y0

122.50-.217v 
O

113.75-.208y0

105.00-.198y0

96.25- "787v0

87"50-.175r0

The naxímum income permiËted is $6000 for single person households
and $6800 for couples.

The table also describes the maximum allowances available to single

person households and couples, for whom t.he maximum claímable renES

are $175 and $200e respectively. These are deríved as illustrated

for the SAFER program. Appropriate values for q, for the demand

equatÍons, and for the neË Èenant benefits for program parËicipants
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can also be derived as demonstrá.ted above. These values are illusËraËed

in Table D. 1, Table D. 2, and Table D. 3 ín Appendix D. The sínple

(Cobb-Douglas) utility funcÈion ís again assumed. The SAFER formula

applies only to RATE program recipients who have annual incomes between

S3000 and $3499 (or $250 to $291"58 nonthly). Hor,¡ever, alËhough the

parameters of the housing allowance formula used in Nev¡ Brunswick are

sensiÈive to income, in general Ëhe program is very similar to Ëhe

SAFER program. An elígible household will confront the situation

depicted in Figure III. 4.

The benefit patterns associated with the RATE program are des-

cribed in Table III. 6 and Table III. 7 " As r,¡as the case for the SAFER

program, for a given level of income, Ëhe leve1 of al-lowance paid is

fairly ínsensitive Ëo Ëhe rent,-to-income ratio because oi ttt. constrainË

r€lrêsênted by the maximr:m claimabl-e rent. This result is even more

apparent for the RATE program because of the compressing influence of

Ëhe variable required contribution raLe. In the example illustrated

Ín Table III. 6, households must devote 32% of their income to housing

expenditures. As a result, both neE benefits as i.¡ell as the benefit

shares do not vary significantly for eligible households.

Table IIT. 7 Íllustrates Ëhe effects of the RATE program ori single

person households with different income levels but r,rith the same renË-

to-income ratios" As was the case with the SAFER program, the net

benefÍts associat,ed with the RATE program are strongly regressive.

However, it should be pointed out thaÈ Ëhe benefits are regressive over

the entire range of elígible incomes and, unlike the SAFER program, are

not proporËional over the lowest income groups. This is a result of
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Ëhe variable housing allowance formulas used by the RATE progran. As

well, unlike Èhe SAFER program, the RATE program results in benefit

shares which decline, unambiguously, with income. IË v¡ou1d appear

that the benefit sEructure associated with Ëhe RATE program is some-

whaË more equítable than that associated r^rith Ehe SAFER program.

The Benefit PaÈterns Associated r^rith the Federal Non-Profit Housing

Proør¡m

Cì,tÍiCrs Non-Profit housing program is fairly accurately depicted

by the general descriptÍon provided above. The situation described

in Figure III" 2 is directly applicable, alt,hough ¿he particular level

of a will also be somewhat sensitive to Ëhe income of the individual

to the exterit that the Non-Profit Tent is adjusËed according to the

income of a project parËícipant.

The distinctíon DeSalvo draws betr¡een tenanL subsidv and non-

Ëenant cont.ribuËion has particular relevance for the Non-ProfiË pro-

gram. In Èhe exampLe used here, the LoËal cost of supplying a unit

is $395; Ëhe non-ËenanË contribuËion r¡ould therefore be $175 f.or a

unit !'riËh a tenant rent of ç220 " The subsídy perceived by the tenant

will- still be only $60. The following discussion will assr:me Non-

Profit project and market renËs as described above; Lhen o = .7857I42.

The utility and demand functions as described above wí1t apply in this

discussion; moreover, as e is fixed, Ëhe general expressions can be

used "

Table III. 8 and Table III. 9 describe the effects of the Non-

Profit housing program on indivíduals with the same incomes but diÍ.f.er-
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ent rent-to-income ratios, and on individuals with Ëhe same rent-to-
incoue ratios buË different incomes. Table III. 8 shor+s Ëhat benefiË

incidence is progressive; neE benefits rise as a porportion of income

as ß ríses. Moreover, benefit shares are also progressÍve. This is
in sharp contrasË to Èhe resulÈs for Lhe housing allowance program,

where both benefít incidence and benefit shares levelled off very
quickly, as $ increased. llowever, for lov¡ rent-to-income ratios, the

the Non-Profit program resul-ts in a negative gaÍn in satisfaction.
RequirÍng individuals with l-ow rent-to-income ratios 'to pay the Non-

Profit rent would force sufficient red.uced. consumption of t.he com-

posite good to offset the lower price charged for the unit. I^Ihen ß

is fixedu both benefit incidence and benefit shares are progressive,

as Table III. 9 shor^¡s. This is a somer¿hat dísturbing result as it is
1ike1y E,haL housing problems will be most prevalenË among the lowesË

íncome groups. Participatíon in a Non-profit project would result in
a negative gain in satisfaction for the individual with less than

$350 of monthly income. The benefiË progressivity of Ëhe Non-profir
program agaÍn conÈrast.s sharpl-y with the regressivity associated with
the housíng allowance program. conparing Table rrr. 4 and Table rrr. g

suggesËs that indivídua1s with incomes of $500 or less would prefer Ëhe

SAFER program arrangements, if given a choice; the net benefíts avail-
able through this program exceed those available through the Non-profit
program. rndividuals with incomes above $500 r¿ould select, the Non-

Profit program. Individuals with rent-t.o-income raËios greater Ehan

.35, with incomes somevrhat lower than $500, would likely prefer the

Non-ProfiË Program, as the net benefits increase v¡iÈh an íncrease in ß
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r,¡hile they remain relatively fixed under Ëhe SAFER program. Sirnilarly,

as the SAFER neË benefits decline more rapidly Ëhan Ëhose available

through Èhe Non-Profit prográm, individuals with incomes somewhat less

than $500 but I,üith rent-to-income ratios less than .35 would prefer the

Non-ProfiÈ program.

Price and fncome ElastÍcities of Demand

The particular form of the utíliÈy function specified in t,his

chapÈer ensures thaË the price el-asticity of denand is equal to.1.

Iühíle Ëhis value conforns to the avail-able empirical estimates, Ëhere

nay be some merit to suggesting that for low íncome seniors a value

less than 1 would be more appropriate. The sensitivíËy of the results

described above to different values for the price elasticity viill be

examined ín the next, chapter.

IË is inEeresting Ëo examine briefly the inpJ-ied income elastic-

ities associated with the sAFER program. rn partícular, the effect of

changes 'n yO (which excludes the housing allowance received) on the

amounÈ of housing consumed under the terms of the program should be

examíned" If the post-program rent ís less than the maximum all-owed,

Ëhe income elasticiÈy (n) will be described as

- _ âh Yo (s - .zzs) Yo
n=Ë =- = -l' ¡y0 h .25ph h

The particular form of the utility function specified ensures a unitary

income elasticiËy. I1ov¡ever, if the post-progïaú renË exceeds the max-

inum allowed, ¡ is described (for singl_e person households) as

âh v0
n=-='' ðv^ h

\J

ß - "225 vO
'p, h'n
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v¡hich can be rer,¡rítten as

^ _ i - L53.75
'r - -%il

As a result of the constraint ímposed by the maximum claimabre ren',
post-program housÍng expenditures will no longer d,emonstrate a uníÈary

income elastrate; in fact, the income erasticiLy will depend upon the
amount of the housing expenditure, and. will be less than l. A similar
result applies Èo the effects on post-program housing consumpËion wíth
changes in post-pïogram income (inclusive of the housing allowance).

rt is also possíbLe to connent on ühe observed income elasËic_
itÍes discussed by soromon and. Fenton 

'.rhich 
were descrÍbed in the

previous chapter. Because of the unitary price elasticiEy assumed

here, Ehe housing al-lowance programs descrÍbed above resulted, in an

íncrease in housing expenditures equal Lo the amount of the allowance.

Therefore, Ëhe earmarking raËio was equal to 1; net housÍng expendí-
tures were unchanged. However, the income elasticity measured by

solomon and Fenton Ì{as 1íkery not defined as above. That is, it is
lÍkely that solomon and FenËon compared the pre-program and post-

Program incomes and housing expenditures. The elasticity they d,iscussed

wourd therefore be another índÍcator of the extent to which earmarkÍng

i-s successful" A similar set of el-astícites associated wiËh the sAFER

program is described ín Table rrr. 10, for single person households

with rent.-to-income ratios of .35. The sAFER assistance, because of
the assumed denand function, resulËs Ín constant income elasticity ldËh
respect Ëo the allowance received by program participants. That is,
a Percentage increase in íncome due to the housíng allowance vrÍ1l result
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in an increase in housing expendítures of. 2.867,. This ís the definitíon

for income elasticity employed by Solomon and Fenton, r,rho calculated an

income elast,icj-ty for the Kansas City housing al-lowance program of. I"92"

This result is not necessarily inconsistent. wit,h an underlying unítary

price and income elasticity. The resulË obLained for a parËicular

program will also depend on Ëhe extent. to v¡hich earmarking is success-

fuI. The Kansas CiÈy results may suggest Lhat a price elasticity less

than I may be approprÍaÈe. It is interesting to note that the observed

income elasticities (as defined. by Solomon and. Fenton) decreased with

household income. Thís may also indicate that, a price elasticity lower

than I may be applicable Ëo low income seniors.

TABLE III" 10

SAFER PROGRAM - INCOME ELASTICITIES FOR SINGLE PERSON HOUSEHOLDS. ß=.35

MOMIILY I}ICOME EARMARKING RATTO ÏNCOME ELASTICITTES
SOLOMON & FE}ITON WITI{ RESPECT TO

DEFINITÏON CHANGES ÏN Yo

300

350

400

450

500

550

600

1.0

i.0

1.0

'| rì

1n

i.0

1.0

2.86

2.86

2"86

2 "86

2.86

2.86

2 "86

i .00

1 .00

I .00

.27

.29

?1

SOURCE: Compiled by the auËhor.
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Summary

The results of Ëhe applicaËion of a fairly simple moder to the

SAFER' RATE' and Non-Profit housing pïograms can norv be described. For

a fixed leve1 of íncome, the SAFER progïam results ín benefits which

j-ncrease, as a proportion of income, âs. the rent-to-income raÈío

increases. Hov¡ever, due to che use of a maxjmum claimabl_e rent the

benefits level off very quÍckly. Thís is even rnore apparenË for Èhe

RATE program, for which Ëhe net benefits are almosË a consÈant Dropor-

tion of income for all eligible households. The Non-profit prograu

results in benefits which are strictly progressive. rn fact, neË

benefits can be negative for low values of ß. It should be noted that.

of the three prograns, the SAFER program would result in the greatest

net benefits for households with nronthly incomes of $400, and the Non-

Profít in the lornrest neË benefíts. These resulËs are sunmarized in

Table III. 11.

tr{hen Lhe rent,-to-income ratio is fíxed, Ëhe SAFER program agai.n

results in benefiËs which level off very quickly but are generally

regressive" As incomes increase, net benefits decrease. Hovrever"

Ëhese benefits may be proportional for the lowest income groups. The

net benefits for the RATE program are unambiguously regressíve, as a

result of the fl,exibÍlity inherent in the housing allowance formulas

used. The net benefits of the Non-profit program are progressive

t,hroughout. As a resulË, it ís likely that'Índivíduals choosing

between the sAFER and the Non-profit programs, wíth incomes of $500

or less per month, would prefer the sAFER program, r,rhile índividuals

with monthly incornes above $500 would prefer the Non-profit program.
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These results are suruûarízed in Tabl-e III. L2"

On efficiency grounds, the net benefíts available t,hrough Ëhe Non-

Profit program tend to be a much smaller proportíon of the subsidy

normally considered accruing to the ËenanË, that is, Ëhe difference

between the market and program renËs. Table TII . 9 suggests' hol^lever'

that this may not be true for Non-Prof it teriants r,iith higher incomes.

For this group, the 1evel of net benefits approaches the subsidy level.

In general, iL would appear that the direct, public provision of housíng

r,¡il1 be ínefficient when compared wíth either a housing allowance

program or with a system of cash transfers.

One final conmenË should be emphasized here" The subsidy costs

estimated for a housing allowance program should take account of the

consumption ef f ect,s which r.¡ill likely result. As result of an increase

in housing consumption, progïam costs will likely escalate above Ëhose

estj-nated if only currenË housing expenditures are considered. The

ext,ent of the increase ín consumption will depend upon the underlying

price elasËicity of demand for housíng for the households particiPating

in the program. This maËter, as v¡e1l as Ëhe others raised above, will

be pursued in the next chapËer.



T
A

B
LE

 T
T

I. 
12

B
E

N
E

F
IT

 I
N

C
ID

E
N

C
E

 F
oR

 S
T

N
G

LE
 p

E
U

oN
_I

ro
U

S
E

H
ol

gå
, 

g=
.3

5

v0 30
0

35
0

40
0

4s
0

50
0

55
0

60
0

N
E

T
 B

B
N

E
F

IT
S

IN
C

O
M

E

S
A

F
E

R

.1
33

.1
33

" 
13

3

.1
06

"0
77

.0
52

" 
03

0

R
A

T
E

, 
A

N
p 

N
O

!!-
P

R
O

F
T

T
 P

R
O

G
R

Á
M

S

R
A

T
E

0.
08

6

0.
 0

53

0.
o2

9

0.
01

2

0.
00

0

0.
00

0

0.
00

0

0"
02

0

N
O

N
-P

R
O

F
IT

-0
 . 

21
0

-0
 "

07
 2

0.
00

3

0.
04

6

0.
07

0

0.
08

2

0.
08

7

0.
02

1
T

O
T

A
LS

: 
" 
08

2

S
O

U
R

C
E

: 
C

or
np

ile
d 

by
 r

he
 a

ur
ho

r.

B
E

N
E

F
IT

 S
H

A
R

E
o/ to

S
A

F
E

R
 R

A
T

E

L4
 .6

 
42

.0

17
 .t

 
30

.2

19
"s

 
19

.0

17
 "5

 
B

.B

r4
"I

 
0"

0

10
.s

 
0.

0

6 
"7

 
0.

0

10
0.

0 
10

0 
"0

N
O

N
_P

R
O

F
IT

-9
4.

4

-3
7 

.6

2.
2

31
.1

52
.4

67
 "

B

7B
 .5

10
0"

0

\o u)



CHAPTER IV

AN AITERNATIVE SPECIFTCATION FOR

THE UTILITY FI]NCTION
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CHAPTER IV

AN ALTERNATIVE SPECIFICATION FOR THE UTILITY FUNCTION

Introduction

The sensitivity of the resulÈs determined in the previous chapter

t,o alternative specificaËions for Ehe utility function, as well as

alternative price elasticíty assumpÈions, should be examíned. In

particular, it is of ínterest to deÈermine the ímpact of a price

elasticity of demand for housíng r,¡ith an absolute value less than

one. Both these issues can be examined by specifying a somewhat

more complex utility funetion. The example used in this chapter will

be a utility function of the constant-elasticity-of-substitution

(C.E.S.) type.

Housing Program Tenant Benefits - A General Description

The utility functíon is assumed to Ëake the following form:

lJ= (an-P+Bx-gr-(l/o)

where h and x are units of housing and the composi-te good, as before;

A and B are normalized iøeighting facEors for the tr¿o commodiËies

which are sensiÈive Ëo Ëhe rent,-Ëo-income ratio, and A*B = J-; and p

is relaËed to the elasticity of subsËiËution, o, as follor¿s:

o = L/(1+p)

Then, agaín given the income constraínE:

Y=P*x*ctPnh

The following dernand functions can be clerived if an indívidual

maximizes utility subj ect Ëo the budget constrainÈ:

h=ßy (1)
0PL
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vrhere

R

-p.-n

and

G:Ê.)
I-x

x = (r_ß)y
p'x

1/fl +^\
^ 

-t \¡'Pl

-n
1/ (1+p) a (Bp*prr/ (r+p)

t"t'r/ 
(1+P)

F (oprrl 1 
r/ (r+o ) a (BP*P, 1/ (r+P )

(t\

þc'rnrJ

In order to ensure price elasticities of demand with an absolute value

less than l- (ie. a price inelastic demand for housing), p will be

assuued equal to 1; then, the elasticity of substíÈution will equal .5,

and housing and the composite good will be considered poor substiËuËes.

This particular forrn for the utÍlity function still ensures a

unitary ineome elasticity of demand for both goods, in keeping with the

available empirical estimates. However, it a1lows the price elastícíty

Èo vary aecording to Ëhe value chosen for p. The price elasticiËy for

can be described as follows, if p = 1 '

âh
âo.'h

'l +R: -::å2

-n
-=h

r/- 3\
1'lo lp, ' p.' -n -n
:---t+ô
-'v

Thus, for the values of S considered here (.30 to "45), the price

elasticity associated with the specified utility function will vary

from -.65 to -.725, íncreasing ín absolut,e value as ß increases. It

should be pointed out that the neË rent-to-income ratio, S, wi1-1 also

l. This funcËional forrn is actually quite closely related
Cobb-Douglas specificatíon used j.n Chapter III. The particular
of the C.E.S. function specifies here suggests that housing and
composite good are poor substiËutes; Èhen, in Hicksian terms, a
decrease for housing will increase the demand for the composite
as the income effect associated with the price change wil-l more
offset, the substicuLion effect.

to Ëhe
form
the
nríno

good,
Ëhan
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hange due Èo a change in the price of housing.

Net tenant benefits for housíng program participants can again
oe determined by comparing Ëhe income lever required., at market prices,
:o aÈtain the utility 1eve1 reached as a consequence of participation
-n the program, wíth the householdrs actual income. The general
rxpression for these benefits can be descrÍbed as fo110ws; for Ëhe
'on-Profit program, or similar programs, net Ëenant benefits are

e(eolph)-l + ¡ ßr-ßo/pr] 
-t 

_ v
onr-t + Bx.,-l 

'o (3)

housing

, assumes the

with a

tere h, is Èhe fixed lever of housing services próvided in a Non_profit
'it, x, is the amount of the composite good which can be purchased by
Non-Profít tenânt, *1 =(yo onnhl)/e* , ßo is the initiar renr-to-
:ome ratío, and yois the initíal household Íncome. For a housing
Lowance program, neË tenant benefits are:

e(eolpr)-1 + ¡ f(r-oo)¡e! -1
Jo (4)

A(ßrrolaeh)' * n fcr-er)relnJ-1
re ß1, is the post-program net rent_to_income raËj.o. Although ß v¡ill
rge with a change in the price of housing, it will remain constanr
r a change in income. Both A and B are constanÈ for any particular
.vidual.

Table IV.I agaÍn presents a general comparison of the
wance and Non-profit programs; this comparÍson, however
rlying utility funcËion described above. An individual
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TABLE IV.I

General Comparison: Housing Allowance and Non-Profit Housing Programs -
Equal Rate of Subs_idy Case

Housing Allowance Non-Profit Cash Transfer at The
(Fixed Rents) Housing Allowance

Level

'o

Ã

tl
o

v

U
o

x1
I

h"1
KYl
TI-1

Subsidy net

benefits
(income
equívalent )

350.00

150.00

500.00

290

36r .50

173 " 13

"27 7

309

33.24

R

3s0.00

150.00

500.00

290

280. 00

280.00

.44

280

.J

R

350.00

150.00

500.00

290

37 4 .24

160. 39

.JU

310

34.63-L7 .24L

SOIIRCE: Complíed by the author.
1 net benefíts for t,he Non-Profit Program

are less than o for all incomes less Ehan

about $540 monthly, or about $6SOO annually,
if 3 =.3. For this level of ineome, B, = .407"

L

Syurbols

ß - rent-to-income ratio
r - market price reducËion facËor

xorxl - initial, final quantity of composite good

h^,h, - initíal, final expenditure on housingo- i
ß^,ß,, - initial, final net rent-to-income ratio'o'' L'
U^,U", - initial, final utility índex leve1o' L'
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nonthly income of $500, and ßo egual to .30, would increase his housíng

expenditures from $150 to $173.13, if o equalled .8 (approximately the

level available for the Non-Profít program). However, his net housing

expenditures would decline to $138.50, and his consumption of x would

increase to $361.50, froin $350.00. The housing allowance paid would be

spenË on additional housing; ß, woui-d equal .277. Therefore as a result

of the housing allowance program, net housing expenditures are reduced,

and the allowance can be considered as both a housing subsidy and a

cash Ëransfer. This is precisely the main goal of both the SAFER and

RATE programs. IË will not result unless the price elasticity of demand

has an absolute value ldss than 1 "

As before, the Non-Profit, program results in lower net benefiEs Ëhan

the housing allowance program. Indeed, in this case, the net benefits

of the program are negative. Given the assumed utility function, the

additional benefits of the Non-Profit unit are more then offset by the

negative benefits associated with the forced drop in consumption of the

composite good. The housing allowance program is more efficient than

the Non-Profit program, i-n Ëerms of the neË benefits received by a

program participant, comPared vrith the subsidy costs; but, a cash

transfer would stil-l be the most efficient approach. Such a transfer,

at the housing allowance level, would increase housing consumption to

$160.39 .

Some Ínteresting observations can be made concerning the results
:_of Table IV.I and Table III.1, which assumed the Cobb-Douglas utility

function described in the previous chapter. Firstly, housing expenditures

increase somewhat less, given a price elasticity less than 1; the

earlier table resulted in housing expenditures of $l-87.50 compared wiËh
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$173.13 in Table IV.1 This difference should be noËed for several

reasons. Any inf lationary pressure associated r'¡ith a housing

allowance program will be somer¡hat less of a problem if Èhe price

elasticity is less Ëhan l. However, íf ensuring some minímurn housing

sËandard ís a program goal, the allowances paid, if this lower

elasticity ís approPriate, would have Ëo be greaÈer. Moreover, at least

for the example considered here the allowances paid are fairly in-

sensiËive Eo the priee elasticÍty. Subsidy costs for the individual

described in Table IV.l- are $34.13' some 9L7. of. the $37.50 determined

in Table III.1. However, housing expenditures increase by only $23.13

in the second example, compaïed vrith the fu1l amount of the allowance

t-n raDre lrr. r .

licatíons of the AlËernative Utility Function for the SAFER RATE

and Non-Profít Programs

As in the previous chapter the particular value for x under the

SAFER or RATE programs can be substituted into the general demand

function to deterrnine the appropriaLe demand function for housing

under either program. A general expression for the demand for houslng

under eíther the SAFER or RATE programs, given Ëhe assumed utility
,

funcEion is -:

L-

ab * P.Y-n o
as;1

Ët

u-

I am ÍndebËed to Dr. K. Sharma, of the
of Manitoba, who suggesÈed this general
roots ôf the expression will result in
derivation is described in Appendix E.

(vo-u) 2

(loena-en'ab + BP*Pnb) t
2þr

where c¿ is writ.ten in the

rq\
Bpp. y'x'h 'o

A

Physics Department, Universit.y
solution. One of the two

a neqative value for h. ILs

f ,un*r'nn'o'
L2A

forn

atb
h
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Thus, for example, the value for cl under the SAFER program results in,

a=.25 andb -'225Y0
-n

if less than the maximum cLaímable rent is paíd by a participating

household and

a = 1 and b = - (153.75 - .225y]

%
if the maximum claimable rent., or more, is by a participating household.

The appropríate values for the RATE program will change according Ëo

the household income, as described in Chapter III. Given this general

expression for the demand for housíng, and the general expression for

the net benefíts of housing programs described above, Lhe SAFER, RATE,

and Non-Profit programs can be examined in the context of the C.E.S.

utílity function specified "borr".3 The following discussion compares

some of important results obtained using the C.E.S. utility function

with those of the previous chapter. In general, Ëhe conclusions reached

regarding the benefit patËerns assocíaËed with the SAFER and RATE are

not, al-tered.

As noted in the general example díscussed above the particular

utility function specified in this chapËer gj-ves rise Ëo a substantially

different patLern of induced housing consumption as a resulË of a housing

allowanee program. Tables IV.2 and IV.3 compare the resulËs of Chapter

III with those for the C"E.S. utility funct,ion, for síngle person

households with a constant income but with varying renE-to-income

expenditures, and for single person households vrith a fixed renË-to-

income rat.Íos, but a constarit income

I" The benefit incident
programs, given the
ín Appendjx E.

patterns associated with the SAFER and RATE
specific C.E.S. utility function, are described
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I^Ihereas, the RATE program results in a smaller increase in housing

consumption because of the lower allor¿ances it pays, regardless of

the specfied utility funeËion, the C.E.S. utility function results

in smaller increases in consumption because of the ímplied price-

inel-astÍc demand for housing. The reduction in consumption due to

the C.E.S. utÍlity function is relatívely less for households with

higher rent-to-incone raLios, or with higher íncomes, as these house-

holds are constrained bv the maximum allowable rents.

The differenÈ patterns of the consumpüion of boËh housing and

the composite good are further described in Tables IV.4' IV.5,

IV.6, and IV.7, which describe hovr the allowances paid under the

SAFER and RATE programs v¡ould be utilized under the alternative utílity

function specificaËions. A1l four tables illustrate the increase in

both the consumption of housing and the composit,e good resulting frout

a housing allowance program if the demand for housing by program

participanEs is price-inelastic. One result is a smaller increase

in the consumption of housing. However, the savings in the subsidy

cost.s associated with a housing allowance program will be offset in

ttro \^rays. Firstly, some of the allowance fesults in the increased

consumpt,ion of the composite good. Subsidy costs will exceed the actual

cost of the increased housing consumpEion. Secondly, households with

high rent-to-íncome ratios, or wit,h higher incomes will tend to claim

the maxinum al1owab1e renËs" The relative Ímportance of these groups

among the program partícipants may make the subsidy costs somewhat

insensitive Èo the price elasticity of demand for housing.
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Both the SAFER and RATE programs display elemenËs of a eash

transfer on1-y if the price elasticiEy of dernand has an absolute value

less than l. Apparently the designers of both programs felt that
the approPrÍate elasticity f.ot low-income senj.ors would be close to
zeroi then housing consumption would not increase as ä11 of the

allowance v¡ou1d be de.voted to an increase in consr:mption of the

composite good" To the extent that the currenË housíng expendiËures

of seníors are based upon permanent income, wiËh Ëhe households in
equilibrium as far as the allocatíon of their j.ncome to housíng

consumption, the appropriate elasËicity nay correspond to the

empirically estimated unitary 1evel. Then the resulËs of the previous

chapter would be appJ-ícable, and. housing consuuptíon would increase

by the full allornrance. The C.E,S. function specified. here would. result
ín an increase in consumptíon of both goods. The rent-Ëo-income

ratios would decline as described in Table IV.8. For households with
equal i.ncomes, the reduction in Ê increases v¡iËh Èhe pre-program

rent-to-income ratio, until the maximum claÍmable rent consËïains the

allowance level . Households r,¡ith different incomes, but the same

pre-Program rent-to-income ratio, experience a constafit posE-program

l-evel of 8, under the SAFER programe unË,il ühe maximum claimable renË

is applicable. The reduction in s under the RATE program d.eclínes

as household income increases, as a result. of RATErs variable housing

allowance formula.

rË is the impacË of the c.E.s. utility function in the benefíË

patterns of particÍpating households in the SAFER and RATE programs

t¡hich is of particular interest here, however. Apart for some mínor
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changes, the conclusions of the previous chapter remain unalÈered.

Tables IV.9 compares the benefit incidence patterns associaÈed wíth

both utility functíons. The c.E.s. utilÍty function srill resulÈs

in a benefit incidence pattern for the sAFER program r"¡hich is

progessíve, for households with equal income 1evels, over increasing

rent-to-income ratios. The range over which benefits are progessive

is extended somev¡hat as the constraint represented by Ëhe maximum

clairnable renË is not effective unLil a somewhat higher level for ß.

This results from the lower levels of housing consumption induced by a

price-inelastic demand for housing. A1so, the benefits received by

households wÍÈh lor"¡er l-evels of ß are somev¡hat lower, and, conversely,

t,he benefíts are somevrhat greaËer for households wÍth higher levels

of ß. The relative impact of the allowance on housing constrmption

increases with ß, as the absolute value of the price elasticíty

i-ncreases, reflecting a greater preference for housÍng. símilar

conclusions apply to Ehe RATE program. The benefit incidence pattern

for the SAFER program remains largely proportional Ëo household

income, for households with Ëhe same rent-to-income ratio. Agaín

the range over which this resuLË appl-íes is somer,rhat extended because

of the reduced amount of induced housing consumpËion associated with

the c.E"s. funcËion; and agaÍ-n the benefits enjoyed by the Lovrest

income grouPs would be somewhat less than indicaEed in the prevÍous

chapter, but remain essentially the same for the higher income groups.

The benefíË incidence pattern for the RATE program remains regressive

Ehroughout, alt,hough the benefits are geneïa1ly reduced. The maximum

claimable rent does not constrain any of the eligible househol-ds

descríbed in Table ff.9, r^¡ith renr-ro-incåme ratios of .35.
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Table IV.10 describes Ëhe pattern of benefit shares associated

with both utility funcËions f or the SAFER and RATE pïograms. The

c.E.s. function results, for the sAFER pïogram, in smaller benefit

shares for households v¡Íth l-ower initÍal rent-to-íncome ratios, buË

larger shares for households wíth higher rent-Ëo-income ratíos, for

a gÍven level of income. Benefit shares, however, remai.n progressÍve,

rising as the inítial renË-t,o-íncome ratío rises. An element of pro-

gressivity is also introduced for RATE program households, rat,her than

the aluost porportional distribution of benefit shares which resulted

from Èhe Cobb-Douglas utiliËy functíon. ThÍs is perhaps most significant

difference resulting from the C.E.S. specification. The distríbuÈion

of benefit shares for SAFER progïam households r¿ith the same initial
rent-to-income ratio, remains progressive with respect to household

income, over a slightly larger range, although the benefit shares for

the Lov¡est income groups decline, while those for the higher income

groups increase. Benefit shares for the RATE program remain unambigously

regressive, although the shares decline somewhaÈ for the lor,rest income

gïoup, and increaså somewhat for higher income groups of eligible
households.

Some final gsrÍmsnts should be made regarding Ëhe benefit patËerns

associat.ed r^¡ith the Non-Profit program as a result of the c.E.s.

utility function. These are described in Tables 8"5 and E.6 in

Appendix E. The general results of chapter rrr are not changed" The

Non-Profit program results ín negative benefits for households with

Ëhe lowest rent-Ë.o-income ratios, for households with equal incomes,

and for the Lor"¡est income groups, for households with the same inltial
rent-to¡income ratios. In fact this effect is more pronounced than thaL

determíned using the Cobb-Douglas specification, because the housing
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consumPtion associated htÍEh Ëhe C.E.S. utitity function would occur

at lower levels. The Non-ProfiË program would therefore be less

attractive, as it provides a fixed, high level of housing services.

Net benefits remain progressive with respect. to the inítial rent-to-

income ratio (income held constanË) and progressive T¡rith respect to

income (rent-to-income ratio held constant). Benefit shares are even

more stTongly progressive against boÈh rent-to-income raËios and

income. Net benefiËs for Èhe Non-Profit program begin Ëo exceed those

for the SAFER program at an income above $550 (for ß = .35). This

conclusÍon is therefore somewhaË insensitÍve to the utiliËy function

specified. It woul-d appear that households with incones above $500

Ëo $.5S0 would prefer the Non-Profit program to Ëhe SAFER program, regard-

less of which of two utility functions described here Ís chosen"

Income Elasticities of Deuand

rt is interesting Ëo examine the earmarking ratios, and income

elasÈicities of demand associated v¡íth the c.E.s" utility funcËíon.

These are described for the sAFER program in Table rv.11. rr is

particularly interesting to compare these resul-ts r¿íth the Kansas

cÍty experimenË results described in chapter rr. The earmarking

ratios are idenËical to Ëhose determíned in Kansas ciËy, at .692 f.or

SAFER households not consËrained by t,he maxi¡num claimable rent. The

income elast.icity measured by solomon and Fenton, which compares the

change in income due Ëo the housing allowance with the increase in

housing consumption is also almost identíeal, standing aË l.98 for

SAFER households not constrained by the maximum claimable rent e compared

lrith 1.92 f.or the Kansas City progran. The underlying income elasticity

Ís unÍËary' except where households confront the maximum rent constrainË.
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These result.s suggest that the particular price elasticities associated

wiËh the specified C.E.S. utility funcËion may have some empirical

sígnificance. rt r,¡í11 be particularly int,eresting to evaluate the

resul-ts of the SAFER program afcer some years of operation permit the

longer term consumption effects implicit in the analysis described

here.

Surnmary

The general conclusíon of the previous chapter with respect to

the benefit patterns associated with Ëhe SA-FER and RATE program remain

appropriate despite a change in specification of the utility function,

with ftnplied price elastÍcities of demand for housing, for eligíble

households, with absoluËe values less than one. The c.E.s. utility

function specified in this chapter does have Í-mport,ant implications

for the housing consumpËion paËterns of participating households.

specífieally, housíng eonsumption does not j.ncrease as greatly as that

estjmated in the previous chapter. Moreover, the housing allov¡ance

program results in an increase in the consumption of the composite good.

As a result, the net rent-Èo-income ratio of program participants

declines. The implieations for subsidy costs are not clear - benefits

tend to rise (wiËh the resÈated utility function) for some groups,

in parËicular for higher Íncome households and households with higher

rent,-to-income ratios, and fall for the remaining groups" The housing

consumpt.ion patterns predicted for the SAFER prograu are quite comparable

to the actual resulÈs achieved by the Kansas city experimenL. some

credence can therefore be attached to Ëhe price elasticities associated

with the C"E.S" utility funct,ion described in this chapter, whi.ch vary

from -.625 to -.725
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CHAPTER V

A Housing Allowance Program For Manítoba Senior Citizens:
Conclusions and Policy Recommendations

Introduction

This final ehapt,er applies the procedures described j-n the lasË

tlro chapters to analyse the benefit patterns, and other features,

associaËed i¿iËh a Manitoba housing allorvance program sjmilar to either

the sAFER or RATE programs. rE then offers some conclusions based

upon thís and earlier discussion in thís paper. Finally it offers

some recormendations pert,inent Lo the developmenË of a Manitoba housing

allowance program, as well as some suggestions as to the appropïiate

direct,ion for further research in this area.

A Housing Al-l-ov¡ance Program for Manitoba Senior Citizens

The implementat,Íon of a program simílar to the SAIER program in

British Columbia is presently being considered by Ëhe Manítoba government.

The conceptual framework developed in Èhe previous tr,ro chapteïs can

be applied to available Manitoba data to examine the likely benefít

pat,terns such a housing allowance program would have for ManiËoba senior

citizen households.

Although infornation concerning the distributíon of the incomes

and rent-to-income ratios of senior citizen households is not directly

available, reasonable estimaËes can be derived from available information

from Ehe Provinciai- DeparËuent of tr'inance. This information is provided

in Table V.1 which describes the income distributíon of Manitoba senior

ciÈizen househol-ds in 1977 ( households wíÈh heads r^¡ho are 65 years and

oJ-der), and Table V.2, which describes the rent paynents of senior citizen

households gaËhered for clai-mants of the ManiËoba Property Tax Credit.
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The information on lor,¡-income senior ciËizen renters is especiall-y

imPortant. In 1977 some L7 ,698 senior citízen households with annual

incomes less than $5000 v/ere reriters. The average íncome was only

ç2499 ($ZOa monthly); the average renr for Ëhis group was 9766 ($f11

monthly). This would suggesL an average renË-to-income ratio of

over 502. Thís result is dÍsturbÍng enough; however , a Large porÈíon

of this group would already be residing in public housing units )

paying abouË 20% of their íncome in rent (according Lo the existÍng

PublÍc Housing RenÈ Scale). The rent payments, and therefore the

renÈ-to-income ratios, of non-public housing tenants would Ëend to

be at a level somer,rhat greater Ëhan the average for the entire low-

income group. An esËÍmate for the number of househotds eligible for

an housing al1-owance program must Ëake into accounË the number of

currently subsidized households, Ëhís toËal. will influence the total

number of eligíble households; ít will also result in a distríbution

of rents aË a leve1 higher than the average level indicated in

Table V.2.

An adjustment also has Ëo be made to the informati-on in Table V.1.

The income levels described in Ëhis table reflecË only the income of

Ëhe indj-vídua1 c1aíming Ëhe Property Tax Credit" Married claimanËs

will likely have spouses receiving at least the Basic 01d Age

Securíty PaymenÈ. This income must be included in Ëhe calculation of

family income, which is generally used as the basis for the calculation

of a housing allowance. Thís adjusËment r¡í11 be done on ühe assumption

that the spousets income will equal at least the level of the claimanLts

income, r,rhere the claimants íncome is less than $5000 ($Z+S¡. ThÍs

would likely under estj-maËe the family income for higher income
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indivÍduals, buË should not do so for the lowest income group. Thís

latter grouP is likely dependent almost excLusively on O1d Age Security,

and íncomes wiLl likely not vary signifÍcantly frorn the basic amount.

rt is assumed that the maxímum c1aÍmab1e rents allowed by the

SAFER program ($205 for one person households and Ç225 f.or Ëwo person

households) are applicable. Then three groups of the senior citizen

households described ín Table v.l are of interesË. These are single

individuals r¿ith lncomes of under $5000, single individuals v¡ith incomes

of between $5000 and $7500, and married individuals wíth incomes under

$5000. Thís laËter group would have an adjusted (faurily) income of

$5834 (or $486 monthly), if it is assumed that the spouses income ís

equal to $243. These three groups r¿ouId therefore have average incomes

falling below the rnaximum allowed for SAFER partícipants, 98200 for

single person households and $9000 for two person households.

An estímaÈe for Ëhe number of households in public housing uníËs

ín L977 can be derived in the following way. At the end of March L978,

the Manitoba Housing and Renernral- corporaÈíon reporËed that it had

developed. 6786 senior citizen housing ,rrrits.l However, some 373 units

had been approved duríng tlne L977-78 fiscal year; these would not have

been available for occupancy during L977. Therefore, approximately

6413 uniËs r^Iere available in L977 " A further 1126 units in Non-ProfiË

projects r¡rere occupied by senior households receiving Rent Supplement

assisÈance. These households would have been paying rerit.s based on

Ëheir incomes, accordíng to the Public llousing Rent Sca1e. Therefore

a total of approxímately 7500 senior citizen households would have

been paying renËs at 257. or l-ess of their income. as Ëhis is the

I Annual Report l-977-78, ltanitoba Housing and Renernral Corporation.
!trinnípeg, L978, page 9.
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maxímum charged according Ëo the RenË Scale" These households can be

broken dor,rn by household size and income as follor.rs. About 80% of al1

seníor citizen households in public housing projects are one person
)households.- FurËher, publie housing tenanÈs are almost exclusívely

members of the group wiËh incomes less Lhan $5000, for síngle person

households, and $5000 - $7500 for Ëwo person households.3 rr will
be assumed here that 80"1. (or 6000) of the estimared 7500 public housing

units Ln L977 vTere occupied by one person households wiËh Íncomes less

than $5000. The remaínder (1500 units) are assumed to have been occupied

by two person households wÍrh fanily incomes of between $5000 and $7500

(with an average adjusred fanily income of $5834).

The distribution of rent paynents for the three eligible income

grouPs can be estimated in the foll-owing way" The distribution of the

current rent, paynents of SAFER parËicipants suggests that rents are

distributed approximately normally. rf ít is assumed that the renËs

of ManiËobars seníor cit,izens are disÈríbuted normally, the probabii-ity.

of rents at certain levels can be esËÍmated, if the mean renË and

standard deviation are knor,rn. IË is assumed that t.he rent dístribution

of the non-subsidized single seniors vrith incomes less than $5000, is
similar to that for the largely unsubsídized group with incomes of

betTíeen $5000 and $7500. Símilarly it is assumed that the renË distriburion

of the non-subsidized Ëwo person households wiËh (unadjusted) incomes

of under $5000 is simílar to Ëhat for Ëwo person households with incomes

2 A recent internal survey by CMHC suggested, for exarnple, that
79.Li| of the seníor households ín Non-profit projects were single
indivíduals.

3 A recent survey of ManiÈoba public housing Ëenants suggesËed that
82.Li¿ of the t,enanËs had incomes of less Ehan $5000; L4"Bi4 lnað,
incomes of between $5000-$7500. This disËribut,ion r.¡oui-d conform
wíËh Ëhe househoLd size disËribuËion.
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of between $5000 and $7500.4 Then the number of senior ciËizen house-

holds eligible for housing allowances in L977 ean be estimated as in

Table V.3. A total of. L3346 households would have eligible for SAFER-

lÍke assistance ín L977; 10 ,447 of. Èhe eligible households would

have an average income of $2499. some 7 
"3zB households would have

been paying 657. or more of their income for rent. Tt wil-l be assumed

thaË all of these households had rent-to-income ratios of .65, as the

actual renE distributíon is probably somewhat skewed Ëo Èhe right,

and the assumed normal disÈribution would líkely resul-Ë in an estimaËe

for the number of índividuals with high ïents which is biased upwards.

The estímated toËal eligible households compares with about 23000

ín British colunbia ín 1978. The analysis here r,¡il1 assuure l-002

ParticiPaÈion in a housing al-lorpance scheme; in British Colurnbia about

707. of. the eligible households are participating in the SAFER program.

Sone 10% of the estimated eligible households in Manitoba would be tr¿o

Person 'households. Two person households accounËed for abouÈ L37. of ti¡e

SAFER recipients ín September L978.

It is Ínteresting Ëo compare Ëhe results described in TabLe V.3

vrith Ëhe results of the survey of HousÍng uniËs (sHU) conducted in

trrlinnípeg' by CMIIC, ín L974" Some 8L.22 of all rental households" with

incomes less t,han $2500, had renË-to-íncome raËios of .46 and over;

29,2"/. of all senior households renters had rent-to-income raËios of "46

and over. Table V.3 suggests that 11rl-05 senior household renterse or

about 357. of. the Ë.oËal renLers had an expendíËure ratio of .46 or over:

4 Tt is interesting to note that if the subsidized seniors were paying
rents of about 207. of. Ëheir Íncome, or about $500 annually, the
average rent for non-subsídized single households with Íncomes less
than $5000 would have been $698, exactly Ëhe average renË for the
$5000 to $7500 group.
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senior households r¿ith farnily incomes under $5000 would have been

almost exclusívely single person households; 9738, or about 552

of these households would have had rent-to-income raËios of .46 or

over. This latter percentage would have been much higher (and more

1n line wiÈh the L974 total for all households), if not for the

6000 households occupying publíc housing ín L977. This ËoÈal re-

presenËs abouË 347" of. the single person households in this income

group. ïn any event the esËimated distrfbution of the renËs paid

by eligible households over the average income for'each group seems

reasonable, and will be used in the followÍng analysis.

Appendix G contains tables describing the results of the in-

Èroduction of various forms of the SAFER and RATE programs for

Manitoba senior citizens. specifically examined are Ëhe sArER and

RATE programs as they are presently strucLures, as well as the

SAFER Program assumes the maximum claímable renËs used for Èhe RATE

program'(thiê will correspond with Èhe SAFER program as ÍL was in-

troduced ín L977), and the RATE program assuming the current sAFER

maximum claimable rerits" Both specificaÈions for Èhe utility function

of program participatns are examined.

Before examíning the benefit patterns which euerge from Ëhe

various housi-ng allowance progran scenarios some ínËeresting results

should be noted. As suggested earlíer, it would appear that the

underlying assumpEion to the introduction of both Ehe SAFER and RATE

PTograms was Ëhat Ëhe priee elasticity of demand for housing for low-

income senior citizens would be close to zero. A housing allowance

program would therefore not effect housing consumption signíficanËly;



| /î

senior ciËizens r¡/ould be abl-e to reduce theír net. expenditure in

housing. Table V.4 describes the costs associated with the SAFER

or RATE programs, if they were introduced in Manitoba, if the

housing consumption of progran participants did not increase. The

SAFER program would have resulted in Eotal monthly allowance pay-

ment,s of $561,111, or about $6.7 nillion in L977 3 the RATE program,

because of its more sËringent eligibilÍty critería wouLd have resulËed

in total monthly allor¿ance payments of. Ç479,354, or about $5.8 million

Ln L977. These results, especíally Ëhat for the SAFER program, suggest

Manitoba program costs quite similar to actual experíence in Britísh

Columbia ín L977 (about $7.9 millíon). British Columbia's experience

horn¡ever suggesÈed a penetration ratio of only soure 70% of the eligible

households, although it is likely that eligible non-partieipating

households T¡rere enËitled only t.o very srnall al-lowances"

It is somer.¡hat more inLerestÍng Ëo consider cases in whích housing

consumption is affected by the availability of a housing allowance.

This assumption seems more plausible in the light of the European

and American experience Lo daËe, as well as Ëhe available esËimates

for t,he price el-asticity of demand for housing. Table V.5 compares

the cost estímates assocíated v¡iËh the various housing allowance

program formaËs. If the housíng consuupËion of senior citízen house-

holds ís affected by the allowance program, Ëhe program costs described

in Table V.4 will seriously underestimate the funds required for the

program. In fact, if the price elasticíty of demand is equal to one,

a housing allowance progran would have resulted in the paymenË of $10.3

nillion to S14.2 rqíllion Ëo senior cítízen households ln L977 " The
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some\^rhat lor,¡er price elasËicities associated wíth the C.E.S. utility

functíon would have resulted in allowance paynents of $9.7 nillion

to $13.4 rnillÍon, depending upon the allowance program adopted. The

initial form of the SAFER program (SAFER program rules, RATE maximum

claimable rents) would have resulted in allovrance payments of $10.5

million or $Ll.1 urilIíon depending upon which specification for an

individ.ualrs utility function is more appropriate.5

Table V.6 describes in somewhaË more deËai1 the consumption

effects associated wíth a ManíËoba housing allowance program. If the

Cobb-Douglas specificaËion is appropriaËe, the ful1 amounË of the

hóusíng all-ov¡ance paíd result in increased. housing consumpËÍon. However,

if Ëhe price elasticity has an absolute value less than one, some

portíon of the allowance paid will- result in the increased consumption

of other goods. The proportion of t,he allowance used for housing

consumption results ín Ëhe earmarking ratios described in Table V.7"

The ratios are sÍmilar to those observed in Kansas City for households

with initíal rent-t,o-income raËios of .35 or "45, but somewhat hÍgher

for households with higher levels of ßo (and hÍgher price elasËicities

of demand for housing). The effect of the varíous housíng allowance

Program formats on the net rent-to-income ratios is described in Table

V"8, for the C.E.S. specifieaËion for the uriliry function. (Rent-to-

income raËios r^rill not change if the Cobb-Douglas specífication is used) "

Single person households with a monthly income of $208 will- experience

the most significanË decreases in ß, especíal1y those households with

5 Not considered here is Ëhe Length of Ëime over r¡hich housÍng
consumption is adjusted as a result of Ëhe introduction of a
housing allor,rance program. The Kansas CiËy results suggest
thau Ëhis adjustment cari occur relatively quickly - wiËhin
a tr,7o year period. De'Leeuw has estimated that Ëhís adjustment
may take 8 to L0 years"
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the highest initial renË-to-ineome ratios. However, the drop in the

level of ß is much less than would occur if housing consumption ís
noÈ effected by the introducÈion of a housing allowance program. For

example, single person households with a uronËhly income of $208, and

ßo,egual to .65, would have a post-pïogram (SAFER rules) level for

? 
of .389, if ËheÍr consumptíon of housing did not increase; however,

if the c.E.s. utility function is appropriat,e, Ëhe post-program level
of ß would be .572. rf the príce elasticity is unitary, no reduction

in ß would occur.

Although a housing allowance progïam may result in an íncrease in
housing consumption' Program participants rnay sËill occupy substandard.

accomodation if Ëhe program does not expricitry control for housing

quality. For example, the SAFER program r¿ould resulÈ in the increased.

consumption of housing by single individuals with monthly íncomes of
$208, and initÍaL rent-Ëo-income ratios of .35. IIov¡ever, the gross

expenditure in housing would ríse from $73 to $104, under the cobb-

Douglas assumption, and to $84, under the c.E"s. assumption. These

households may continue to occupy inadequaËe accomodaËion, and other

housing programs would be necessaiy to ad.dress this problem, or t,he

housing allowance Program would have Ëo be rnodified. from those presentrv
in o€fo¡È iñ Pe.í¡r! ellsuL !!¿ D!.¡-Ëish Coh:mbia or New Brunswick"

rt is also interesting to eompare the efficiency of the various
housíng allowance program formats" Thís is examined in Table v.9 in
Èerms of the applicable efficiency ratíos. These ratios compare the

total net benefits generated by the program wiEh the total allor¡ance

PaymenËs mad.e. The measured efficíency of a program is sensiÈÍve Ëo
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Ëhe specified form of the utility function of program parËicipanËs.

The Cobb-Douglas utility fun^ction would result in program effíeiency

levels somewhat less than 901l; cash transfers with an aggregate level

of about, 907. of the housing allowance level could be dístribuËed so

as to make program parLicipanËs as well off as they would be under

Ëhe housing allowance scheme. The c.E.s. utilíLy function suggests

a level of program efficiency somewhat greateï than 902. Cash transfers

would sti1l remaÍn more efficienL, however.

It ís the pattern of benefíts resultíng from a housing allowance

program which Ís of partieular interest here, however. These are

described for the four program options in Tables V.10 and V.11.

Table v.10 describes the incidence of net housing allowance

benefits over different incoue levels. Benefits are distributed in

Ëhe manner described in Ëhe previous tr^io chapters. Net benef its are

progressive, for the lowest income groups, with respect to Ëhe ínitía1

rent-to-income ratio. The SAFER program resulËs in a more progressive

distríbution of benefits than does the RATE program, because of the

former programts higher maxímum claimable rents. This pattern is

unaltered by the alËernative (C.E.S.) utílity funcËíon specificaËion.

This progressivity in benefit incidence is not apparent for the higher-

income households, eÍther single or t\,ro-persone where benefits are

constrained by the maximum cl-aimable renË. Two-person households

would be relatively betËer off, than single-person households r¡ith

similar incomes, because of the higher maximum claimable rents they

are allov¡ed. the RATE program excludes the higher-income single-

person households.
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I'Iith the exception of Ëwo-person households, benefits are

regrëssíve rvith respect to household income, over fixed rent-to-income
raËios. This progressivity Ís most apparent for households with high
initial renË-to-income ratios. very Iow íncome households with lor^¡

initial rent-to-income ratÍos reeeive relatively Low net benefiÈs - thís
may be a problem for any of the program options as these households

are Ëhe group nost likely to be oceupying substandard accomodatíon. For

examplee net benefÍts amount to 0.072 of. households income for sÍng1e

person households with rnonthly íncomes of $208 and an initial ïenË-to-
income ratio of .35 (cES specification); single-person househords with
a monËhly income of $515 and a rent-to-income ratio of .35 en-iov a

similar benefit rate.

Table v'11 describes the pattern of benefit shares associated

wiÈh the four program options, by household class, Again the distribution
of benefit shares is simílar to that deseribed in the two previous

chapters. All four program optíons resur-t in a majoríty of the

Program benefits being dÍrected to the lowest income gïoups, and

in particular low income households with iniÈial renË-to-income ratios
of 0.65. this larter group accounts for 54.g7. of Ëhe erigíble house_

holds, buË receive fronr 66.57! to 73.s"Á of the total benefiÈs of the

Program, under the cobb-Douglas assumpti.on, and from 70 i2./. to 77.3"/.

of the total benefits under the c.E.s. ass'mption. However, Ëhe

anomoly discussed above remains present" Low-income households wiËh

relatívely 1ow initial renË-Ëo-income ratios receíve small benefit
shares. For example, síngre person households with íncomes of $20g"

and ini-tial rent-to-income ratíos of 0"35 account for 5.3% of aL1

erigible househoLds. They wourd. receive only r.9% to 2"6% of the total
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benefíts (cobb-oougras case) or 1.0% to L.4% ot the totar- benefÍËs
(c.E.s. case). The higher income singre-person households, and the
tr/¡o-person households sirnilarly receive relatively smal.l benefit
shares; however, the probrem of housing inadequacy is not as likely
Ëo be present for these groups, as it ís for Ëhe lowest income

síngle-person households presenËly paying faÍr1y low rents. ïn fact,
the RATE progra* would exclude the higher income single-person
households entirely, and pay veïy low allowances to the two_person

househoi-ds.

One final observation can be mad.e with respecÈ to the four
program options described for a Manitoba housing allowance program.

Table v'12 describes the predicËed Íncome elasticiËies assocíated

wíth each program option. The definítion implicitly used by solonon

and FenËon is used here; that is, Ehe change Ín income represented.

by the housing allowance. As noted earlier, Ëhis is really a ïestatement
of the earmarking ratio. The income elasticiËy measure sËated in
Ëhis way remains consistent with a underlying unítary income elasticity
( in its more usual form)" Again, it wourd appear thaË the c.E.s.
utility function gives rise to income elasticíties more ín keeping

t'riËh Ëhe level described by solomon and, FenËon for Kansas city (around

2"0). This is especially true for program parËieipanËs wirh initial
renË-to-income ratíos of 0"35. rt is possible therefore that the
lower (in absoluËe value) price elastícíties associated wÍth the c.E.s.
utÍ1iËy beËter reflect the demand function for housing allov¡ance

program participants, at least as far as short term adjustments in
constrmption in responce to a housing a110wance program is concerned..
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The results for the Manitoba example also support the lower income

elasticitíes, measured by solomon and Fenton, for Èhe lowesÈ income

program partícípanËs. These households rvould tend to have higher

ínítial rent-to-íncome ratíos, and subsequently lower measured income

elasticities than higher income househol-ds.

Conclusions

The main objective of this paper has been to illustrate how

fairly conventional economic theory eould be applied to the analysis

of the benefits associated with a housing allor,¡ance program. rt

foLlowed a l-ine of reasoning first suggested. in rigourous form by

de salve, although other r¡rriters had suggested a similar course of

analysis. This was that Ehe benefits assocíated with a housing program

could be measured, in income t.erms, by deternining the amounË of income

required to reach Ëhe 1evel of utility available to prospective housing

program participants" The distribution of net benefits, measured

in this way, is an ímportant consideration in determining the merits

of a partieular housing allowance program. chapters rrr and w

accomplished the major goal of this paper. chapter rrr illustrared

how consumption Ëheory could be applied to the analysis of the benefit

pâtËerns associated with the sAFER and RATE programs. rt used a

relatively simple Cobb-Douglas formulatíon to describe an individual-?s

utÍlity funcËion. Chapter IV illustraËed that the application of a more

complex utility function would not alter the funda¡renËal conclusions

of chapter rrr. These conclusions can be sur¡marj-zed as follor¿s:

1. A housing allowance program, such as the SAFER or the RATE program,

will result in patËern of benefit incidence r¿hich is progressive

with respect to the initial rent-to-income ratio (íncome fixed)

for the lornrest income group, but which is generally regressive



)

742

lríth respect to income (renË-to-income raËio fixed).

such a housÍng allowance program wíll result in a distributíon

of benefit shares which is strongly progressive with respecL

to the initial rent-to-income ratío (income fixed), for the

lowest income households. Benefit shares are generally re-

gressive with respect to income (renL-to-income ratio fíxed) 
"

one possible source for concern associated wíËh 
"rr"h . progrâm

is the relatively surall benefit shares received by very low

income households with relatively 1ow initial rent-Ëo-income

raËios.

The regressiviÈy of program benefits wiÈh respect to househol-d

lncome observed for such a housing allowance program is strongly

influenced by the l-evel of the maximum c1aímab1e rent. In

fact the regressivity of Ëhe benefits ís dependenË upon Ëhe

exist,ence of a ceiling on the housing al-lowance.

The RATE program compared with the SAFER program, achieves some-

iuhaË more progessivity, in the distribution of benefits, wÍth

TespecË to the rent-to-income ratio, by using lower maximum

clainable rent.s, and a more restrictive formula to calculaËe

the available housing allowance. As a result, only households

in the very Lowest íncome group are eligible for housing allowance

benefits.

A number of related objectives were also dealt with in this paper

in the course of the analysis described in chapters rrr and rv. The

following conclusions can be made"

1. The distríbution of the benefiËs associated with a housíng allor,,¡ance

program seems fairly equitable as far as program participanËs are

concerned. The chief criticism of such a program, on equity grounds

J.

4.
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would appear to be Ëhe exclusÍon of other groups r¿ho arso have
affordabí1íty problens. Aruong senior citizens thÍs may ínclude
10w-income homeovrners. Home operating costs are Íncreasingly
significant, while some ror029 single-person senior ciËízen
homeowners in ManÍËoba had incomes less than s5oo0 in L977. The
grounds for Ëhe exclusion of this group from housing a1l0wance
benefÍts should be cr-osely examÍned. similarry, certain oËher
(non-senior cÍËizen) households may be experiencing affordabíliËv
problens' The social planníng councíl 0f r,Iínnipeg recenËly
suggesËed that single-parenË familÍes, in parËÍcular, experience
this problem, wÍth some 552 of all sÍng1e parent fanilÍes unable
Ëo pay the market cosÈ of standard accommodation.6

A housing program is quÍte attractive on efficieney grounds, when
compared Ëo a Ëraditional housing program, such as cMHcrs Non_

Profit Housing program. A housing allowance program, however, is
inefficient vrhen compared to a cash transfer program. The various
program options examined for Manitoba suggested the same uËility
gains offered, in aggregaËe, to housing allowance program participanÉs
could be obtaíned by a system of cash transfers aË a fundÍng level
of some 9O"Á of the alLowances paÍd. This loss Ín eff.iciency must
be justÍfied by the exÍsËence of non-tenant benefits associaËed
wiÈh the provision of subsÍdÍzed housi.ng"

The Non-ProfÍt program is compatible with a housing all0wance
program such as the sAFER program in the sense thaË it will noÈ

be attractive to most households eligible for housing alJ_owance

benefits. The anaLysis in chapters rrr and rv suggested that

2"

J"

Co,rr,"|i. ,Socialplanning
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Ë.he benefits associated with Êhe Non-profiË program are progressive

$rith respect Ëo household income, but do not equal the housing

allowance benefits available through a sAFER-líke program for

households wirh nonthly incomes less t,han $500 to $550. The

Non-Profit program would therefore have, as iËs intended user

group, households with incoues above those benefitíns from a

housíng allor¡ance program. rt should be pointed òut thaE Ëhe

Public Housing program did foruerly address the housing probleurs

of the lowest income groups, and that Ëhe benefit pacterns associated

with this program may be signifieantly different from Ëhose

available through a housíng allowance progran. The existence of

different benefit patterns may represent a problem, on equítv

grounds, whích should be dealt with by pol-icy makers prior to the

introduction of a housing allowance program. This was certainly

a consíderaEion in Nev¡ Brunswíek prior to the introduction of the

RATE program.

One of the mosË importanÈ admínistraËive considerations associated

with a ner^r program is its cost. The various program forrnats

applÍed to the Manitoba situation suggested an ultimate annual

cost of between $9.2 nitrion and çL4.2 nillion depending upon

Ëhe program rules adopted, as well as the appropriate specífication

for the uËility functíon of progra. participants. Administration

cosËs will 1ike1y amounr tZ sz ø L)T. of the toÈal program costs,

if Ëhe European experience wiËh the less complícated housing

al1ov¡ance programs is used as a guideline. This would suggest

adminisËrative eosts of $.5 nillion ro $.7 nillion (at 5%) or gl.1

ní11-ion to $1.6 nillion (at L0%) "
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A housing all-ovrance program, which has as its sole goal the

reduction of the renË-to-income raËios of program participanËs,

may be only partially successful. rt will not be successful

at all if the price elasticity of demand for housing is unítary,

as seems to be the general case. There is some evÍd.ence Ëo

suggest that the demand for housing by low income househords

is somewhat price-inelastíc. rn t,his case a housing allowance

program will have some dov¡nwards effect on the rent-to-income

ratios of program partÍcipants, arthough not necessariry to the

fu11 extenL of the allowance paid. There r¿i1l rikery be an

increase ín the consumption of both housíng and. other goals.

A housing allowance progïam will not necessarily resurt ín a

housing leve1 for alr participants aË a standard (acceptable)

leve1. To a certain degree a housing quality goal conflicts
with the ímproved affordability goal cenrral to both the SAFER

and RATE programs, as it ímplies thaÈ partieipants increase their
consumptíon of housing. rË is likely Lhat other measures, such

as Lhe dírecË constructíon of subsídízed housing, will have to

be taken to ensure Ëhat a minimum sËandard of housing ís available
Ëo all households.

Reconmeqdations For A ManíËoba Hous Allor,rance Program

The followíng recormendatíons can be mad.e in

ManiËoba housing allowance progïam.

respect of the pro-
posed

1. The Manitoba housing allowance program should explicítly include

a housing qualÍty goal- which would guarantee that ar-l program

partÍcipants occupy an adequate housing unit. This may be

accomplished by adoptíng two variations from the present SAFER

6"
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(or RATE progran). Fírst1y all program unirs may be inspected

and certífied prior to the payurent of allowances Ëo otherwíse

eligible households. secondly bonuses could be paid to low-

income households vrho move to adequaËe accomodation. This

laËter sËep may eliminate the problem with rhe relatÍvely snall

benefit shares received by very lolq-j.ncome ratios. These house-

holds are the most likely group to be eurrently residing in in-
adequate housing uníËs.

The limitatíons of a Manitoba housing allowance program should

be explicitly recognízed. problems lÍke housing inadequacy

may only be parËial1y addressed by an allov¡ance program, especially

if the previous recommendation is noË accepted. Dírect public

consËruction of subsidized units may be necessary for this reason.

It rnay also be necessary to resolve social or psychological probleurs

experienced by senior citizens who desire or need servíces avail-

able only in non-ÍnËegrated senior citizen projects. Direct

construcËíon may also be necessary in areas where the supply of an

adequaËe amount of private accomodation is constrained for one

reason or another.

The rationale behind the choice of the maxímum claiurable rents

must be carefui-ly developed" The curïent SAFER maxjmums would

exceed the rents paid in L977 by some 967" of the eligible single-

person households, but only some 381^ of. the eligible two person

househol-ds. This inbalance may not. be desirable as it compresses

t.he benefits available to Ër,¡o-person households into a narror^7

range. Moreover, the increased housing consumption likely to

occur as a result of the program may further'linit the suiËabilítv
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of the current SAFER maximum craimable ïents. For exampre, if
Ëhe c-E.s. specification is used, only some 26z of the eligible
single-person househords wÍll pay rents ress than Ëhe sAFER

maxÍmum, based on the l4anitoba information for Lg77, once housing

consumption has been adjusted in response Ëo a housing allowance

Program.

4. other groups requiríng housing allowances should be idenËified.

The exclusÍon of groups such as single-parent famílies, as welr

as 1ow íncome senior citizen households, should be jusEified.
5. The benefit patterns of other programs available to senior

citizens, such as the public housing programe should be examined.

The benefiËs avaílable Ëo all senior ciËizen household.s, regardless

of the housing Pïogram' should be rationalized.. This may involve

some amendmenË to the present, public Housing RenË scale, or Ëo

the housing allowance calculat,ion, or both.

6" The effects of Ëhe Manitoba housing allowance program on Ëhe

housing consumpËion of pïogram parÈicipants, and on Ehe market

price of standard housing accoïmodatíon should be closely monitored.

The former will have a dírect, bearÍng on Ëhe success of the

program in guaranteeing a minimum level of housing for program

partieipants. The laÉËer will measure Ëhe extent Ëo which benefits
to progr¡m participants are eroded by Íncreases ín housÍng costs.

Directions for Further RssearcÞ

A number of areas perËaining to Ëhe examinaËion of the benefit
patterns assocÍated wiËh housing allowance programs should be pursued.

One involves Ëhe possibiliËy of Ëenure shifËs eïlcouraged. by a housing

allowance program targetted only to renËers. rt seems plausible to
suggest thaË some senior ciËizen househol-ds will shífË from or,rnership
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to rental units as a result of the availability of housíng alLowances.

The ímportance of such a shift should be determíned., although the

information in Table v.I suggesÈs Ëhat it may noË be too sígnificant.
some 362 of the single-person households wiËh incomes less than

$5000 are homeovrners; thís compares vüíLh 352 of the households with
incomes between $5000 and $7499. A 1-arge portion of the former group

occupies publÍc housing units; however, the raËe of homeovmership

is essentially the same as for a largely unsubsidized. group, This

suggests that very títtle Ëenure movement has been encouraged by the

public housing program. rt seems likely thaË a housing allowance

program r,rill also have only a limited impact on household Ëenure.

The infornation for married individuals reveals a similar situaËion"

wLt'h 707" and 737. homeov¡nership rates for the boËËom Ër¡ro income groups.

Another issue r,¡hich should be examined is the time frame over

r,rhich a household's consumption of housÍng is adjusted. as a result
of the availability of housing alrowances" De Leeuw has suggesËed

this may occur only over a relat.ively long period of time; rnuch

of the analysis in this papeï will therefore have long term in
character; additional work would have to be done to examine shorË

term benefÍt paËËerns associated vzith housíng allowance programs. rn
Ëhe short run consumption effects may be liníted in importanceo and

initial program costs may be lower than estimated in thls paper" ït
does not seem líkely that the benefiË patterns associated wÍth a

housing allowance would be materiarly changed, however.

A third issue v¡hich should receive attention concerns the líkely
inflationary pressures for the cosÈ of housíng which a housing allowance

Prográm may introduce. De Leeuw has suggested that as much as one-third.
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of Ëhe increase ín housing consumption, for a general housing all-or¿ance

program, DâY be offset by increases in the price of housing. The

analysis descríbed in Lhís paper may therefore significantly over-

eslimate the net benefiËs received by progran part.icipants. Any

infl-atíonary Pressure assocíated wiËh the Manítoba proposal rvi11 be

limited if the Program is targetËed specifically for seníor citizens;
however, if the demand for housinge as a result of the program, is
shifted to a particular form of housing, ín particular areas, some

short-run problems of this type may be experienced.

A fourth area r,¡hich should be investigated conceïns the available
esËj-mates for the priee elasticiEy of denand for 1ow-íncome households.

The Kansas city results suggest that thís elasËícity may be less than

one; the SAFER and RATE programs are both predicted on the assumption

that thÍs elasticity ís close to zero; available ernpirical estimares

suggesË that the price elasticity is, in general, unitary. A reliable
seË of estimates for Ëhis parameter, at least as far as housíng pïogram

parÈicipants are concerned, should be developed.

A final, and perhaps Ëhe mosË important, issue which req.uires

considerable aËtention ín the future ís the estimation of Ëhe non-

Ëenant benefits associated vrith a housíng allowance program. rnformaËíon

concerníng the disEribution of non-Ëenant benefits ís neeessary before

meaningful program evaluation can occur. It is useful to note recent

work done concerning benefits accruing to donors through the provision

of transfer payments. Dean, for exarnple, suggests that transfer paynents,

to Ëhe extent that they ïepresent voluntary conÊributions, will result
in benefits to contríbutors in a manner similar Ëo that which occuïs
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for privaLe contributors to charity" Transfers wouLd continue until
the rlßsrnyt = 1, that is, until the urarginal rate of substitution of
income beÈween the higher and 1ov¡er j.ncome persons is equal to unity.

Although altruism is a possible notive which induces income

transfers, other possíb1e motives exist. Brennan dÍscusses the iurpl-
cations of the ínsurance motive. This like1y has considerable rele-
vance for housing subsidies paid to seníor citizens. Brennan considers

an example in rshich the probability (measured ín lifetime Ëerms) of
the occurence of an undesirable event determines the likety ímportance

of the insurance moËíve for income redisËribution. rn hís example,

the probability of this event must be L/20 before income redÍstrj-butíon
r'¡ill occur. rt seems possible that many índividuals may assign a
probability greater than Ëhis to the possibiliLy that they will experience

housing problems when they retire. For exampre, recent esËimares

(social Planning council of i^Iinnipeg) have suggested Ëhar some 27,Z, of.

I'Iinnipegrs senior citizen households are currently experiencing an

affordability problem. i{hile thís may exaggerate the importance of
the problems these households are faming, ít may ínfluence the perceived

probabilíËy of similar problems occurríng for any individual. The

insurance motive r^rouId then lead to income transfers for senior ciLizens;
more signíficantly, it rnay lead Ëo a socíal preference for ín-kínd
transfers 

"

If the insurance moËive is ímportant, ít leads Ëo a furËher question

concerning the proper role for Ëhe government. rt is possible that
private organizations may be able to provide an effícient l_evel of
subsidíze<l housing. There ã.re at least two justifÍcatíons for pubtíc

intervention, aside from any consideraËion of the free-rider problem.

Firstly, Ehe scale of the subsid.ies invorved probably inplies
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organízational eonsËraints; it is unlikely that private contributions

will be a Large or sËable enough souïce of revenue. Further, divisions

between organizaEions in Ëerms of selected client groups ( on ethnic,

economic, religious, and other grounds) will fragment avail-able sources

for contríbutions; and some senior citizen groups may be ignored.

Secondly, market pressures on costs leads to contríbutorst costs vrhich

are much larger than tenant benefits, especiali-y in the case of new

constructíon. It ís likely that other benefits, besides those accuríng

to contributors, will have Eo be considered. To the extent, that other

benefits exist, the supply of subsidized housing, on a purely private

basis, wíll líke1y be less rhan oprímal.

The exisËence of donor benefits should not be ignored, however.

These woul-d result in benefits accruing to contributors equal (at

least) to the income equival-ent benefits received bv individuals

participating in a housíng allowance program. Donor benefits r¿ou1d

exceed net Lenant benefit" it so":.ety also derives benefits from en-

forcing a minimum housíng standard. AvaÍ1able esËímates for the price

and income elasticities for charitable conÉribuËors suggesË that

these donor beneflts will be dÍstributed proportionally over all Íncome

classes. A comprehensive treaËment. of the total benefits generated

by housing allowance programs would have to consider the incidence of

Ehese benefits.
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APPENDTX A

I{YPOTHETrCAÍ. NON-EROFIT SENIOR crTrzEN I{ouSrNc PROJECT

The followíng description of a hypothetical trnlinnipeg Non-profir

senior citizen project will serve as Ëhe basis for the comparison of

the proposed Manitoba housing allowance program wiLh the Non-profit

program in Ëerms of program compatibílity and relative efficiency.
consËruction costs of $301000 per unit are assumed; this reflects
curïent experience in l^linnipeg Ín Ëerns of recent, construction, as

well as requests for the approval of new Non-profiË projects. A morË-

gage rate of. ILY. is assumed; this also reflects recent market raËes.

A 35 year amortization period is used, this period beíng required by

Ëhe Non-Profi-t program. BoÈh the construction and operating cosÈs

will be generally representative of the current coBt,s associated with

the producËion and operaËion of a one-bedroom apartnent unit.

1. Calculation of Federal Assístance

a. Construction Cost (per unit)

b. MonËhly Debt Service

i. at market raÈe of interest (per unít)

ii. aË Non-Prof.ít raxe - 2% (per unít)

c. ToEal Federal Assistance (per uniË)

$30 ,000. 00

?7q ?o

99.25

L7 6 "L4

2. Operating CosËs

These cost.s are derived from the budgetÈed costs of a recently

approved Non-profit proiecÈ.
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MONTHLY COSTS
De^ñ^e*-. erroPerEy Eaxes 22.07

ïnsurance Z.5O

Maintenance 12"50

Replacement reservè LZ.7g

General operation (includíng careËaker

and uriliry cosrs) 47,20

Management 14.36

ConËÍngency 10.93

TOTAL OPERATING COSTS L22.34 (12O.OO)

Operating costs will be assumed to be $120 per unit per month.

3. The debt service and operating costs d.escribed above yíe1d. Ëhe fol-
lowing rent table for the hypothetical projeeË:

TABLE A" I

RENT LEVELS FoR ITYPoTHETTCAL NON-pROFrr SENToR C_MZEN HOUSTNG PROJECT,
I^ITNNIPEG

MARKET RENT FULL RECOVERY RE}ilI MAXIMI]M RENT/
(rounded) l¿¿xtMiIM SUBSIDy

'-BEDRO.M 
(rounded)

APARTMEM $280 $395 s22O

The market rent is determined by CMHC appraisers by examining compar-

able uníts in Ëhe privaËe rental merket,. The full-recovery renË is
the level required to cover both the unassist,ed debt service and the

operating costs. The minimum rent with maxÍmum assiscance is the level
required to cover Ëhe assisted debt service and the operating costs.
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APPENDL\ B

EIIROPEAN HOUSINc ALLOT¡IANCE PROcRAt'fS

Table B.l describes, in tabular form, the current housing

allov¡ance programs operating in France, I{esË Germany, Denmark, sweden,

the Netherlands, Great Britain, Finland, and Norway.

Table 8.2 describes the formulas utilized by the various European

plans to calculaËe housing allowance benefiÈs.
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TAbIC 8.2 HOUSING ALLOWA-}TCE PAN'ÍENT FORMULAE _ EUROPEAN PROGRAMS

1. France Housing Allowance - K (L + C _ Lo)

" v¡here - K ís weighÍng factor to red.uce cosËs:

betiseen 0 ,95 and 0. 65

- L is maximum renË; a function of locaËion

and household size

- C is conËracËual amounË housing charge;

about 2/3 of. actual costs based on

presence or absence of an elevator

- Lo is minimum rent payable; Íncreases as

a funcËion of net taxable income

2. Germany Housing Allowance = Actual rent _ recipient conEri_

butíon

. where the contribution is based on Ëotal household

income minus one of three deductible amounËs (15,

22.5 and 302) depending on socio-economic group and

household size.

3. Denmark Flousing Allowance = lesser of

i) "75 x (actual rent - tenant

contribution)

íi) percentage of rent plus an

additional percentage for each

child

. v¡here conËribution or percenÉage varies directly
with income and inversery wiËh number of children

4" Finland Housing Allowance = 20-70"/" of approved renË with

heating

. where percentage depends on income and famirv size
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5. Sv¡eden (Srare plan Only)

Housing Allowance = (.80 x actual rent up to maxÍmum)_

percenËage of taxable income

" r¿here - rent maximum is based on household size and

facilities - percentage of taxabre income is based on

a sliding scale where the more you eaïn the higher

Ëhe percentage

6" Norway HousÍng Allowance = .70 x ("Factual rent,' - ,,reasonable

renË " )

" where - factual rent is calcualËed. accord.Íng Ëo fÍxed

rules, buË checked against actual costs - reasonable

renË is a percentage varying dírectly with income

7 ' Netherlands Housing Allowance - Minímum to maximum grant based. on

prior year t s taxable income plus 52

8. BriËain i) Tenant Contribution = .60 x renr

. where income equals needs allowance

ii) Tenant conrriburíon - (.60 x rent) ("17 x income

needs allowance)

. where income exceeds needs allowance

iíÍ) TenanË conËriburion = (.60 x rent) - (.zs x needs

allowance - Íncome)

. where income is less than needs allowance

sOuRcE: Forma consulting Lírnited, A Brief Revíqw of the rnternational_

, TabJ-e 2
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APPEI$DIX C

CANADIAN HOUSI}IG ALLOI{ANCE PROGRAI,ÍS

Table c.1 descríbes, in tabular form, some of the current housíne

allowance programs operating in Canada.

Table c'2 describes the formulas utilized by the varíous canad.Ían

schemes t,o calculate housing allowance benefits"
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TABLE C.2

ffiISTING FORI.ÍULAE qQR HOUSING AILOWA}ICES - CANADIAN PROGRA},ÍS

Shelter Component of Social -A.ssistance - Basic RaÈe Set by provincial

Guidelines

. May be basecl on slíding scale according to family sÍze, a frat
rate or actual cost.

. Ceiling is maximum rate or actual shelter costs paid by recipienË.

íanf q in R I'ProvÍncial Shelte¡_$gppJ_ement for Social Assistance Reci

. Shelter Cost - Basic ShelËer Component x 757".

. Ceiling $40 for families and $50 for people 60-64 years of age.

MeËro Toronto Sllefter_lgpplqment to Social Assistance RecípienËs

" AcÈual Shelter CosË - Basíc Shelter Allowance

. CeilÍng is $20 a monËh for couples plus $5 per persorr.

Kit"h"t.t-trü"Ë..1oo Sh.lt.t S.tppl"*.rt to So"ir1 4""ístance Recipients

(a) original 1977 formul" - R"rË for *d.qr"Ë" .rr,it - basic sherter

componenË. Rent is derived from average rent for various sízed

uniËs needed by different. family sizes based on local rent survev.

(b) Revised 1978 formula = (Actual Rent - Basic shelter component)

x 757" or L977 formula

or maxímum of $20 per monËh for singles and. $50

" Ceiling is whichever of Lhese three is the least

" 501l x (Actual renË - basic shelter component)

. Ceiling are $20 for 1 person, $25 for 2 persons,

$40 for (4), 950 for (5)

. Automatic for G[trA recípienËs

. Available on requesË by FBA recípients

for ot.hers

amounË

$30 for (3),



168

TABLE C.2 Conrinued
Peel Supplement

. AcËual Rent - Basic Shelter Component

. Ceiling $40 per monrh

. Not automaÈic, on request only for FBA clients
Hamilton Supplement

. CeÍling $20 al1 clienrs

" FBA clients

Allowance = (Eligible RenË - 307! of income) x

Maxímum allowance is $50 for couples, $70 for

Maximum eligible renr in calculation is $225

for singles

RATE

cinol oq

for couples, $205

New Brunsr,¿íck

Allowance = (Eligible rent - required tenant conËríbuËíon

. 507. to 757"

Eligible rent is 9175 for singles, g200 for couples

Required tenant conËribut.ion varies fron: 30,Å for incomes under

93,500 ro

351l f.or íncomes under $5,500

Proportion of shortfall allowed varies from:

75i[ for incomes under $3,500 to

50Z for incomes under $5,500

" Also seniors with 0AS

SAFER Allowance for the Elder1 British Columbia

sollRcE: PaEricia streich and Janet Mcclaín, Are Housing Allowances
The Answer? Table II.
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APPENDTX D

CHARACTERISTICS OF CIIRRENT SAFER RECIPTENIS

The following

SAFER recipients as

tables descríbe some of

of SepËember 1978.

the characteristics of

TABLE D. 1

AGE GROqP REPRESENTATION FOR SAFER BENEFICIARIES SEPTEMBER 1978

AGE

65-69

70-74

75-79

80-84

85-89

90-94

95+

% OF SAFER
BENEFICTARTES

20 "L

6t¿L+.)

23.0

t7 .4

10. 5

3.6

0.9

100.0

Z OF ELDERLY
POPIILATION

35. 1

26.r

17 .6

11 .5

/Po.)

?c

^1V.I

100.0

SAFER BENEFICIAR]ES
AS Z OF POPULATTON

J.J

5.7

9.2

9.7

8.6

7.3

6.0

SOIIRCE: Profile of rhe SAFER Beneficiaríes, p.4.
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TABLE D" 2

Z DISTRIBUTION OF GROSq RENT PAYMEMTS FOR SAFER RECTPIENTS SEPTEMBER

r978

RENT LEVEL

$90
91 -1 00

101-110

1 I 1-120

12 I -130
i31-140

141-150

15 1 -i60
1 61-17 0

171-180

181-190

191-200

201-210

2LL-220

22L-230

23L-240

24L-250

25L-260

26I-270

27 L-280

28I-290
291-300

301 & Over

TOTAL
RECIPTENIS

SÏNGLES

0.s%

4.9

3.I
4.0

J.)

4.)

o.-)

6.r

r0. 1

9.0

10.0

7.8

6.3

4.)

3.0
2.4
1/,

0.9

0"7

0.5

0"4
no

t2234

SHARERS

L.7"Á

12.0

Ið "ö
1Â c

Ìq n

ö.r
9.3

J"t

{ tl

J"¿

2"1

1^

0"7

1.1

0"9

0.2

0"2

u.)

0"2

s68

COUPLES

(\ 1ç/

u"l_

0" 1

0.i
v.¿

0.6

U.J

2"0

6"7
1q

1t /,

ii.5
11 ILI . L

qn

8.6

+"J
21

2.1

¿"J

5.6

18 66

TOTAL

0 "5"¿

J"J

4"0

5.2

4"0

5"9

5.3

5.9

8.8

8"5

r0 "4
8.1

6.8

5.2

J"O

3.1

1"ö

1"4

1"0
ñ-7

0.6

1"5

T4668

SOURCE: Profíle of SAFER Benèficiaries, p. 6"
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TABLE D. 3

INCOME DISTRIBUTTONS FOR SAFER RECIPIENTS SEPTEMBER 1978

INCOME LEVEL

301-350

351-400

401-450

45 1-5 00

501-550

551-600

601-650

651-700

701-750

751 & Over

AVERAGE INCOME $3ss $639

SOIIRCE: Frofil-e of rhe SAFER Beneficiaries, p. 7.

SINGLES & SHARERSI

69.6it

11 .8
?F

J øa

3.6

. 2.L

0.8

0"2

)
COUPLES-

,;-.;
r0.4
i.9

TOTAL

60. 8

10.3

3.2
1e

11 .8

0"2

The ninirnum income for síngle
$3i9.743 . 6,502 or 512 of rhe
îrere at, this 1eve1 of income.

The minímr.m income for senior
$634.36; I,289 or 697. of the
Ëhís 1evel of income.

senior citizens
SAFER reeipients

eitizen couples
SAFER reeípients

(?o1

in September 1978 was
(singles and sharers)

ín September 1978 was
(couples) r"rere at

TABLE D" 4

SAFER PAYMEMS BY HOUSEHOLD TYPE SEPTEMBER 1978

Aì4OU}[I OF

ALLOT^TANCE

$ 0-10
1 1-20
2I-30
31-40
41-50
) 1-ö5

STNGLES & SHARERS
7. OT HOUSEHOLDS

7"8
10.8
L0 "7
10.1
11 .7
48 "7

COT]PLES

% OF HOUSEHOLDS

16.3
23 "B
22.0
30"8
2.6
4"4

TOTAL
HOUSEHOLDS

8"9
L2 "5
L2 "T
L2.7
10"5
43 "L

SOURCE: Profile of rhe SAFER Beneficiaries p. 10.

"/" oF
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APPENDIX E

DERIVATTON OF DEMAND FU!{CTIONS FOR HqUSTNG AND EXPRESSTONS FOR NET

TENANT BENEFITS

A) Cobb-Douglas Utiliry Funcrion

1. the generaL expression for the neÈ tenanË benefits avaílable

Ëhrough the Non-Profit program can be ohtained as follows, given

the utility function and assocíaËed demand funcEions described

ín Chapter III.I The utiliËy level reached through parricipatÍon

in the Non-profiÈ program is
R l-eu = h,- x.- P

II

where h, Ís the level of housing services avaílable in a Non-
'Profit tinit and Ëhe consumptíon of the composiËe good is

x1=y0-spnh,
px

The housing program reduces Ehe price of housing by the factor o,;

' = hl t [þ 
- "tt\] 1-ß

L 'X J
rf market prices for housi-ng and the composíte good are changed,

t.his same utility level can be reached aE income y. if

Rnro , 
Yo l-ïer,hr ,r-e = ,*,u [,t%l 

t t
rhL'xJ

- Pre-prograrn values for Ëhe parnmeters are denoÈed by the subscript 0;
posË-program values are denoted by the subscripË 1 

"
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Solving for yn yields
¿

, htPr, . ß yn - *pLhl 1-ß(-:3) I'ß-/ \-;¡---) -Y2

Net tenant benefíts will be y2 - y0'as shown in equatíon 4 in
ChapËer III.

2. The general expression for Ëhe net tenant benefits associated
with a housing allowance program is derived in the same fashion.
The utiLity level associated wíth the program is

ßy., " f-(l-e)- Iu=( -)'l '0 11-ß-aPh' 
L P* J

If market prices are paid., Ëhe same uËilíty l-evel can be reached.

at, income y2 Lf.

. ßyo . s f-ir-slrl R,r l-(r-e)yJ , ^( -u 
)Þ l--'o l1-ß = ( "2 )B | 'l'-p'dph' L p* J ,% , L-Çl

Solvíng for y, yietds

v('o'\ß - --\ ;- / = Y2

Net tenant benefits will be y2 _ ï0, as shor¡n in equation 5 in
Chapter III.

3" The sAFER program resulËs ín the following varues for o,. For

both one and Ëwo-peïson household.s paying less Ehan the maximum

cl-aímable rent 
,rq,,,

d = o zs *'""=o
Phn

If more than the maximum claimable rent is paid

^ _ 1 L53.75_.225., -.r - ( __ - __þ.,
p'.o
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for one-person households: and

168.75-.2Z5yn
o=1_(__=. J)

Pht

for couples. substituting Ëhese values for a into the demand.

functíon for housing yíe1-ds the expressions described in equa-

tíons 6 and 7, chapter rrr. símírarry, the expressions for net

tenant benefits, equat.ions 8 and 9, are obtained by substítut-
ing the values for c defíned above int,o the general expression

for neË tenant benefits.

4. The participant conEribution rate and. Ëhe percentage of the

housing gap paid under the RATE program vary r^rith household in-
come' but oËherwise the housing allowance is calculated in a

manner simílar to the SAFER pïogram. The followÍng Ëables d,e-

scr'fbe the appropriate values for s, for the d.emand equations

and for the neË tenant benefits for RATE program parËicipanËs,

which are sensiËive to the variable RATE alLowance formulae

described in Table TII. 5.
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RATE PROGRAI'Í - VATUES FOR d, COBB-DOUGLAS UTILITY FUNCTION

Posr-pRoc* *r* *Ëff#ä#* posr-pRociLiTiirABovE MAXTMUM

ïNCOME F0RMULA o srNcLE pERSoN HousEHoLD coupT,E aGROUP NIIMBER

3ooo-34ee 1 . ,, * '':þ ,-c 
t"''lr;t"to ) r-, '';p'o. ,Phn Ph.. ph.

3soo-3eee z .ro * '"tþ ,-r 
t"'tl-Ít"o 

) r- , 
too 

-_'l"to ,Phh ph.. ' phh /

4ooo-44gg 3 .r, * ''otlo ,-, 
113"75-'208v0 \ r-, t'o-'lotto 

.,

phn '-t --l¡- ) L- t nnn ,

45oo-4sss 4 .40 * 't:tlo ,-c 
tot'09-:tttto 

) 1-( 
tto;'lttto 

,Phn ph.. trh--

so.o-s4ee s .+s *'11110 ,-( 
tu'"-'lttto 

) i-, tto-',tttto,
Phh Ph" * nnn '

55ooro 6 .ro*ff r-,tt"to;:ltttg ) 1-('î{-'%.,
maximum t'h" Hh.. P¡tr

TABLE E. 1

SOIIRCE: Derived bv the author"
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TARTT'E 
'L

PROGRAM - DN4AND EQUAT]ONS cOBB-pOucLAS UITLTTY FUNCTION

ANNUAI
HOUSEHOLD

INCOME

3000-34 99

3s00-3999

4000-4499

4500-4999

5000-54 99

5500 ro
maxinum

FORMULA

NIIMBER
POST-PROGRA}Í
RElfT BELOT,T

MAXIMT]M
CLATMABLE

L-tr-

a- rrç,
f V .LLJ \

'0 t "25p. '/-n

POST-PROGRAM RE}ru ABOVE MAXIMI]M

\7 ( 3-.2I7
'0' " 30p,-n

, 8-.209\7

'0' .35p.-n

¿ ß-.198
'ot -JE

, ß-.r87
Yo ( .+s%

Yo(
ß- "17 5

.50p.'n

)

)

CLA]MABLE
SINGLE PERSON

HOUSEHOLDS

h-

(8-.22s)v 
^+L3L .2s-U

%
n'n

(ß- .217 )y ^+122 .50
v

p,-n

(ß-.208)v^+t 73 "7 5- - f I

n,th

(ß-. t 98)v^+105 .00-U

-

ñ'n

(ß-. i87)v ^+96.2s-U
p.-n

(ß-.175)v^+87.s0
- tl

p.

COUPLES

þ=

ß- .225)v^+150. 00-U

-

n
l¡

ß-.217 )v^+i40.00'-u
v.'n

(ß-. 208 ) v^+130. 00-U
ñ'rl

(e-. t98)v^+120. O0-U

Y.-n

(e-.rez)v^+11o.oo-U
p,-n

(g- . tt s) v^+1oo . oo.U
f't'n

SOIIRCE: Derived by rhe auËhor 
"
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B) C. E. S. Uríliry Funcrion

The derivation of the demand function assocíated wíth Ehe C.E.S.

utiliËy function specified in Chapter IV is straightforr^¡ard, alËhough

somewhat involved. This derivation has been described in numerous

textbooks. The general form of the demand function for housing asso-

ciated wit,h a housing program which reduces the prÍee of housing by the

proportíon a, ís given by equatíon I in Chapter IV.

General expressíons for the net tenant benefits associated r¿ith

the Non-Profit program and for a housing allornrance progran can be ob-

tained as follows:

1. The utílity level reached through paït,icipatíon in Ëhe Non-profít

program is
, -1 -1 -ru=(Ahr'+Bx,')¿

tl

âe cñê^içied in chapter rv. As before, h, is the level of hous-vr¡ey Lç! rv . ÃÞ ugltJl. c , , 
a

ing services provided by a Non-profít unit and

Ï6 - onnht
Y='-1 

Þ-x

if market prices are paid. Thís utílity level v¡i11 be reached ac

income yZ íf

. il -1. -l f ß^ " - 1-ß^ 
- -l -1(Ahr '+ Bxr-')-' = l^ C # v, )-'+ rf ,=" )vJ - y

Lrh-Lpx.J)
solving f.or y, yields

onr-t + nxr-l = yz 
{,*, 

t .'L'+:']
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and

R"0
;'n

[ ,#,

ê( -T)-

2"

Áh -1.-"1

Net tenant benefits

Chapter IV.

Similarly, the utílity

program will equal the

at incone y^. if-¿'

Ja
L

- YO as shovrn in equation 3 in

level associated with a housing allowance

utiliÊy level, if market prÍces are paíd,

-lyo)* + B ß'-u,) I _i\ -r
Lr"'oJ j
,r'+';-'l-'

L P* '1 
J

¿ c#,-r + '[?J '

^ 
, 

= y2

-n L 'x "J

Net tenant benefits v¡ill be y2 - Yo as shown ín equation 4 in
Chapter IV.

3" The general expression for Lhe denand for housing under either
the sAFER or RATE prograns (equation 5 in chaprer rv) can be

derived as fo110ws. The demand function(equati-on r in chapËer

IV) can be rewritten as

^1

=$,Prr,-'+
\ -n

Solving for y, yíelds

- t,/u'.t

t roz + a., kra + kru\
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substituting thÍs expression into Lhe d.emand function and ex-
panding the expression yields

^2o AY^
where k.,' = + , k^2 = Ap,. k^t Ph ¿ 'h' --3

gÍven the assumed value for the

buÊ o, can be rer.¡riËten for both

o = a +b/h

7) ,,
+ (kr'a'-kr'a) =

Thi.s can be re'¡¡ritten in the form

cr c,
"T_:Tc^=h'hJ

Then h can be shown egual to

= (en \1\Yrxl

elasËicity of subsrirurion (.5);

the SAFER and RATE programs as

"I, .2, and c, yields

has two. ïoots, one of

(k1-k2b)' !o, + pur^ (krb-kra) -urro] I
n

L-
2t!

-"2 =

SubsËiËuting for kl, k2, and k' and for

equation 5 in Chapter IV" The expressÍon

which results ín a negative value for h.
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APPEND]X F

BENEFTT TNCTDENCE PATTERNS - SAFER. RATE AND NON-PROFIT PROGRAMS -
C.E.S. UTILITY FUNCTION

Tables F" I to F. 6 describe the benefit

the SAFER, RATE, and Non-profit programs, as

C.E.S. utility function descríbed in ChapÈer

patterns associaÈed with

a resulË of specifyíng Ëhe

ïv"

BENEFIT INCTDENCE

TABLE F. 1

FOR STNGLE PERSON HOUSEHOIDS, y0=400

SAFER PROGRA]4 - C. E. S. UTIÌ,ITY FUNCTTON

"o P1 "1
I

TJ

.30 120.00

.32 128 .00

.35 140.00

.37 148.00

.40 160.00

"42 168.00

.45 180.00

.300 120.00

.310 136.03

.326 761.6L

"337 L79.66

"357 206.39

"378 214 "88

.410 227 "66

NET
BENEFITS

, 0.00

11.83

30.08

q¿.oJ

59 .98

60.28

60.66

NET
BENEF]TS
ÏNCOME

.0000

.0296

.07 52

.1066

.1500

.1507

. i517

.0948

BENEFIT
SHARE

o/

0.0

¿+.)

11 .3

16. 1

22.6

¿¿" I

22 "8

100. 0

1 .0000

. 9116

.8069

.7 509

.69L1

.7 033

.7 200

0.00

12.02

3L "21

q+.t)

oJ./)

oJ"t)

OJ./J

279.23TOTALS

SOIJRCE: Compiled by rhe aurhor.



ÏABLE F.2

ÞENEFIT INCIDENCE FOR SINGLE PERSON HOUSEHOLDS ß=.35

ho ß1

]-82

NET BENET'IT
BENEFITS SHARE

Monthly
Income

300

350

400

450

500

550

600

SOI]RCE:

105.00

L22.50

L40.00

r57.50

175 .00

L92.50

210.00

Conpiled

NET
BENEFTTS

22.56

26.32

30.08

33 .84

37 .60

29.25

L8.49

L98.L4

INCOME

.07 52

.07 52

.07 52

"07 52

.07 52

"0532
.0308

.0629

o/

LL.4

13 .3

L5.2

T7.I
19 .0
1/, a

Y.J

100. 0

I

.326 Lzr.2L
^^ /.J¿O I+L "4L

.326 161.61

.326 181.81

.326 202.01

.333 2r3.L2

.340 222 "7 9

TOTALS

by the author.

.8069 23.4L

.8069 27 .3L

.8069 3L"2L

.8069 35.11

.8069 39.01

.8592 30.00

.9158 L8 .7 5

204 "80

TABLE F.3

BENEFIT TNCIDENCE FOB SINGLE PERSON HOUSEHOLDS

RATE PROGzu}f - C. E. S. UTILTTY FUNCTION

1"0000 0.00

1.0000 0 "00
.9443 8.11

.8969 L6.44

.8553 25.80

"87 03 25 .80

.8703 25.80

101. 95

NET

BENEFTTS

0. 00

0.00

8"03

_ Ib..I5

25.L9

29 "23

25 .30

99.90

y0=4 00

NET
BENEFITS
INCOME

0. 0000

0.0000

0.0201

0. 0404

0.0631_

0.0631

0.0633

0.0357

BENEFIT
SHARE

o/

0.0
n^

8.0

L6 "2
25.2

25.3

100.0

R
"0

.30

"32
.35

.40

"42
.4)

tto

120 .00

128 .00

140.00

148.00

160.00

168 .00

180.00

Pt
I

h"1
I

.300 120.00

.320 128 .00

.344 L45 "sL

.357 t_59.50

.381 L78 .36

.402 186.60

" 433 198 . 95

TOTALS

IAFER pRocRAM - C.E.S. UTrLrTy FUNCTTON

SOIIRCE: Cornpiled by the aurhor.



TABLE F.4

ÞENEF]T INCIDENCE FOR STNGLE PERSON HOUSEHOLDS ß=.35
RATE PROGRA}{ - C.-8.S. UTILITY FUNCTION

ha"0 "1
n"1

l-05 .00

r22.50

140.00

157.50

175 .00

L92.50

210.00

.8607

.9063

.9443

.97 54

l_.0000

1.0000

1.0000

16 .18

L2 "27

I .11
Qo¿

0.00

0.00

0.00

40. 50

NET
BENEFITS

LJ"II

L2 "06
8.03

3.92

0 .00

0. 00

0.00

39 "78

INCOME

.0526

.0345

.0201

.0087

.0000

.0000

.0000

183

o/

0"0

0.0

0.0

0.0
. 0.0

1.1

98"9

100.0

Monthly
ïncome

300

3s0

400

450

500

5s0

600

.333 LL6 .L2

.339 130.88

"344 L45.5L

.347 160.10

.350 175.00

.350 L92 .50

.350 210.00

TOTALS

by the author.

NET BENEFTT
BENEFITS SHARE

ø/

JY.O

30. 3

20.2

9"9

0.0
n^

0.0

SOIIRCE: Conpiled

TABLE F.5

BENEFIT INCTDENCE FOR IIOUSEHOLDS, yo=400

NON-PROFTT HOUSTNG PROGRAM - C.E.S. UTILITY FUNCTION

Ro PREFERRED

h"
J-

(a= "7857L42)

140 " 15

L49.85

164 "48
17 4 "29
189.10

199.03

,1 /, 
^1¿!T . VI

NP

RENl

"0L26 100.0

NET BENEFIT
BENEFÏTS SHARE

.30 120.00

.32 128"00

.35 140.00

"37 l_48.00

.40 l_60.00

.42 168 "00

"45 180.00

220.00

220 "00
220 "00
220.00

220.00

220.00

220.00

TOTALS

TENANT
SUBSIDY

60"00

60.00

60.00

60.00

60.00

60. 00

60.00

420 "00

NET
BENEF]TS

-7r.44
-59 "24

-40.90

-28 .7 9

-11.11
. l_8

t_6 " 01

-L95 "29
(16.1e)

INCOME

- "L786
-.1481

-. 1023

- "07 20

-.0278

" 0005

.0400

-,0697

SOIIRCE : Cornp iled by the author.



TABTE F.6

ITY FUNCTÏON

Monthlv R--n
Incone

PREFERRED
h"1

(a=.7857L42)

L23.36

L43.92

L64.48

185 .04

205.60

226.L6

246 "7 2

220.00 60.00
220.00 60.00
220.00 60.00

220.00 60.00

220.00 60.00

220.00 60"00

220.00 60.00

TOTALS 42O.OO

L84

NET BENEFIT
BENEFITS SHARE
INCOME 7.

-.4138 0. o

-.2252 0.0

-.1023 0.0

-.0230 0.0
.027 6 15 .2
.0s84 3s.6
.074L 49.2

-"0523 100.0

300

350

400

4s0

500

550

600

105 .00

L22.50

140.00

157.50

175 .00

192 " 50

210. 00

NP

RENT
TEI\IA}rT

SUBSTDY
NET
BENEFTTS

-¡ 
/l lll

- 78.81

- 40.90

- 1_0.33

L3.7 6

32.L4

44 .44

-764.84
(90. 34 )

SOIIRCE: Conpíled by the author.
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r.85

APPENDTX G

BENEFIT INCIDENCE P{TTERNS FOR A-JAN]TqBA HOUSING ALLOI^/ANCE PROGRAM

FOR SENIOR CITTZENS

Tables G.l to G.8 describe the benefit patterns associated with
the four housing allowance program formats díscussed in chapter 5, for
ManiËoba Ln L977. Specifically these tables examine the irnplications

of the following four program options, under both the cobb-Douslas

and C.E.S. utílity function assumptíons.

L. SAFER program rules

2. RATE program rules

3. SAFER program rules;

RATE PROGRAM maximum claímable rents.

4. RATE program rules;

SAFER PROGRAM maximum claínable renEs
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