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| ntroduction

The issue of affordable housing and
homelessness has become increasingly promi-
nent in recent years, highlighted by deaths
of homeless individuals on the streets of major
Canadian citiesand effortsby municipalitiesand
housing advocates for action by the federal and
provincial/territorial governments.

Earlier thisyear, the federal government
announced a proposal for a new Affordable
Housing Program. Sincethen, discussions have
been under way with provinces and territories
about program design and cost-sharing. Thepro-
posal involves a capital grant of up to $12,500
per unit, with the expectation that the provinces
and territories will match thislevel. The grants
would be provided to both private and nonprofit
corporationsto help cover the cost of new rental
development. This investment is expected to
stimulate construction of 12,000 to 15,000 new
unitsannually.

Following a meeting of housing minis-
ters on August 16, 2001, the federal Housing
Minister stated that the Canada Mortgage and
Housing Corporation (CMHC) is prepared to
increase the maximum federal grant level, but
within an overall budget cap of $680 million over
four years, and to allow the provinces and terri-
tories some flexibility in program design.

This Affordable Housing Program is
proposed as a short-term strategy, aimed at
increasing new rental construction to addressthe
problem of low vacancy rates. It is not asocial

housing program, but provides a platform for
provinces/territories to add funding in order to
assist households in need. The Minister stated
that he will continue to work with his provincia
and territorial counterparts toward longer-term
solutions.

The purpose of this paper is to present
an overview of theissues underlying the afford-
able housing problem and to set out a series of
options that should be considered as part of a
comprehensive national housing strategy.

Thispaper isstructured into four sections:

. In Section 1, the nature of housing need
and contributing causes are described.

. Section 2 describes one set of measures
intended to increase the supply of new
housing and related waysto ensurethat this
new supply creates units that are afford-
able.

. Section 3 presents a similar discussion of
‘demand-side’ approaches — measures
intended to help households that pay too
much relativeto their income better afford
housing in which they already live.

. Section 4 offers some concluding obser-
vations and emphasizesthe need for acom-
prehensive policy, drawing from both the
supply and demand options to create an
effective response to housing need and the
predominant problem of affordability.
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Defining the Problem —TheNatureof Housing
Need

The primary basis for social housing
policy isthe presence of circumstances (housing
need) in which individuals or families are not
ableto meet their shelter needsthrough their own
resources. The appropriate choice of policy
instruments depends on the nature of the hous-
ing problem being addressed.

Housing need in Canada has been defined
in terms of adequacy, suitability and afford-
ability. These three problems are the basis for
the definition of housing need established by the
federal housing agency, the Canada Mortgage
and Housing Corporation, and are used in defin-
ing and measuring need by all provincesand ter-
ritories. Thisneed measureis called core hous-
ing need.

Tablel

Core Housing Need 1996
Total 1,725,655
Renters 1,172,270 68%
Owners 553,385 32
Unattached
Individuals 878,415 51%
Single femae 245,950 28
Single male 149,330 17
Living with others 52,705 6
Families 847,235 49%
Irm%f)e?: entswith 144,030 17
Couples, no children 110,140 13
Female lone parent 144,030 17
Male lone parent 16,945 2
Multiple family 8,475 1

Source: CMHC; 1996 Census

‘Core housing need’ meansthat ahouse-
hold is experiencing at least one of three hous-
ing problems, based on established housing
standards. Furthermore, the household has
insufficient incometo resolve this problem with-
out assistance.

Thethree norm standards used in the core
need assessment are;

* Suitability: This standard uses national
occupancy standardsto determineif house-
holds have asufficient number of bedrooms
based on thefamily composition (effectively
acrowding measure).

* Adequacy: A standard that measures hous-
ing condition to determine if the dwelling
is safe, has basic plumbing and isin area
sonable habitable state of repair.

»  Affordability: A standard based on aratio
of housing expenditures to total household
income; a household paying more than 30
percent of its income for housing is consi-
dered in need.

If ahousehold is found to be below one
or more of these standards, a second test is
applied to determineif itsincomeissufficient to
afford a suitable and adequate dwelling in its
community within 30 percent of the household’'s
income. This measure uses the median rent of
an appropriately sized private rental unit and
converts the rent to an annual income required
to afford this unit based on spending 30 percent
of income for rent.2 A household with gross
income below this level, and living below any
of the three housing standards, is defined as
being in core housing need.

This formal housing need measure is
based on data collected by Statistics Canada
through the Census and during the intercensa
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period through another Statistics Canadasurvey.
Prior to 1996, the Household Income, Facilities
and Equipment database was used; since 1996,
the Survey of Household Spending has been used
to collect data, but CMHC has not published
updated housing need data since the 1996 Cen-
sus. Thus 1996 Census data remain the most
recent official basis for housing need statistics,
and are used here to indicate housing need.

CMHC reportsthat atotal of 1.7 million
households or 7.6 percent of the total were in
core housing need in 1996. This figure com-
pares to 1.2 million households or 12.2 percent
of the total in 1991.

These core need problems are divided
amost evenly between unattached individuals
(51 percent) and families (49 percent). Single
femal es make up more than one-quarter (28 per-
cent) of all householdsin need.

Seniors comprise just over one-fifth of
households in need, distributed between unat-
tached individuals and family couples. Among
families, lone parents are the largest category in
need.

More than two-thirds of households in
need arerenters (68 percent), even though renters
compriseonly 35 percent of the population. Most
often, renters experience an affordability pro-
blem; ownersin need tend more often to exper-
ience adequacy problems (e.g., poor condition
of dwelling).

Affordability is, by far, the most serious
problem: 95 percent of core need among renters
relates to affordability. Not surprisingly, low
income is a key determinant of core need: 85
percent of households with incomes below
$10,000 and 61 percent of those with incomes
below $20,000 are in core need.

Inthe 1990s, heightened awareness about
homelessness added a new dimension to these
housing need categories— absol ute homel essness
and households at risk. To date, there are no
officia statistics measuring the extent of these
problems.

Absolute homelessness means living
without four walls and aroof, and perhaps more
important, without a door that one can lock to
create private living space and security. The
number of chronically homeless persons is not
accurately known, as there is no easy way to
count this population. Proxy counts of shelter
and soup kitchen use as well as efforts by street
workers suggest, however, that this group is
growing and becoming more diverse. Home-
lessness is acknowledged as a complex social
issue—related to mental and physical illness, but
often exacerbated by alack of access to afford-
able housing and appropriate support services.

‘At risk’ has emerged as a term in the
1990s to identify families and individuals that
haveformal shelter, but whose circumstancesare
precarious. They are deemed at risk for one of a
range of reasons — the cost of shelter consumes
such a large part of their income that they are
vulnerable to rent arrears and eviction; they are
temporarily living with a friend or relative but
have no permanent place of residence; they are
personally at risk of physical or mental abuse;
or they have disabilities that may cause them to
lose their shelter.

One measure used to help determine the
number of householdsat risk isavery high shel-
ter cost burden — paying more than 50 percent of
income for shelter. Inthe United States, the 50
percent benchmark is used as an indicator of
‘worst case need,” aso labelled ‘severely bur-
dened households.” Theseterms have not tradi-
tionally been used in Canada, but recent efforts
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by advocates to highlight the severity of the
affordable housing issue have begun to cite the
number of households paying greater than 50
percent. In the 1996 Census, some 830,000
renters were identified above this benchmark —
22 percent of all renters.®

Understanding the affordability problem

Clearly, affordability problems are cre-
ated by a combination of two key factors — low
incomes and high relative rents. With a deep
and lingering recession and slow economic
recovery, the 1990s were characterized by stag-
nant income, especially among renters. Between
1991 and 1996, the averagereal income of renters
declined by 12.4 percent.*

Incomes have grown since 1996,
although most renters have not shared in the
gains. As higher-income renters exercise the
option of moving into ownership, the renter pro-
fileis dominated by the remaining lower-income
households.

Another important factor underlying
trends in income and core housing need is the
high incidence of households that receive social
assistance. In most provinces and territories,
socia assistance benefitsinclude an explicit shel-
ter component, which is always more than 30
percent (and often greater than 50 percent) of the
total benefit cheque. Thusthese households are
captured under the measure of core need, even if
they have been able to obtain housing within the
shelter component provided to them.®

Estimates suggest that more than half of
core need households are recipients of social
assistance (commonly known as‘welfare’). The
percentage varies by household type and region,
in part reflecting wide variations in the level of
welfare benefits.

Recently, analysts and advocates have
begun to use ashelter-cost-to-incomeratio of 50
percent as a more extreme indicator of afford-
ability problems. As the shelter component of
welfare often makes up as much as 50 percent of
the total welfare payments, social assistance

Table?2
Social Assistance Families as Per centage
of All Familiesin Core Housing Need

Family Lone Parent Non-family Total Non-senior

% % % %
Atlantic 65 87 55 68
Quebec 64 80 68 70
Ontario 46 75 42 52
Prairie 40 54 39 44
BC 37 65 27 38
Canada 49 74 49 56

Source; Statistics Canada, HIFE 1996 data file.
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casel oads affect the number of households with
serious affordability problems.

Between 1990 and 1995, the number of
households in core housing need increased by
47 percent and the number of households pay-
ing greater than 50 percent of income for rent
grew by 43 percent. During the same period,
therewasamarked increasein welfare casel oads,
associated in part with the 1990 recession and
slow recovery —especially in central Canada. In
March 1990, welfare cases totalled 1,056,000.
The caseload peaked at 1,675,900 in 1994 and
in 1995 stood at 1,659,200, arise of 57 percent
since 1990 — and a larger increase than the
number of households in core housing need.®
So the rising welfare caseload appears to have
an important impact on housing need statistics,
especialy in assessing households with a high
shelter cost burden.

Since 1995, welfare cases havefollowed
a steady decline, in part due to reduced benefits
(e.g., Ontario), more restrictive eligibility
(especially for single people and youth) and the
improving economy. Total cases have falen
back below their 1991 levels — from 1,659,200
in 1995 to 1,198,200 by March 2000, a reduc-
tion of 461,000 (28 percent).”

Reflecting the decline in welfare
casel oads, data from the Statistics Canada 1998
Survey of Household Spending indicate that the
number of renter households paying more than
50 percent of income for rent has fallen signifi-
cantly from 830,000 in 1995 to 464,000 house-
holdsin 1998. At the same time, the number of
renters paying between 30 and 50 percent of
income on shelter increased by 250,000 house-
holds— suggesting that whileincomes may have
improved marginally, possibly as households
moved into work, most are still paying well over
30 percent for shelter and continueto experience
affordability problems.?®

The broad measure of renter households
paying morethan 30 percent also appearsto have
declined by 1998, but only marginally compared
to the 50 percent benchmark. This suggests
that core housing need may too have declined,
although CMHC has not undertaken an analysis
of core need using the more current datafiles.

A more refined measure and data source
IS required to track these important trends —
ideally, one that separately tracks the circum-
stances of social assistance recipients and the
working poor (although these are not distinct
groups due to transitions back and forth). The
relatively high incidence of welfare households
in the core housing need population also sug-
gests that solutions should include an exami-
nation of ways to improve this component of
social assistance programs.

Shifting factors underlying affordability
problems

As noted in the first half of the 1990s,
the primary causes of rising core need were
growing welfare rolls and stagnant income
among lower-income Canadians. Between 1991
and 1995 real rents declined, although quite
marginaly (-2.5 percent), so the primary cause
of increased affordability problems was weak
income.

The cause of core housing need appears
to have shifted through the second half of the
1990s and into the new millennium. Since 1996,
increasi ng rents have become the moreimportant
factor —rising by asmuch as 25 percent between
1996 and 2000 in some centres. This percent-
age varies across the country, with the largest
increases evident in Alberta, Saskatchewan and
Ontario. Rentsin Albertajumped more than 20
percent inonly threeyears, whilethosein Ontario
grew by more than 10 percent.

Caledon Institute of Social Policy 5



While rising rents in Ontario have been
identified as a consequence of removing rent
controls, the more important factor in Ontario
and other provinces has been the persisting low
levels of new supply and the consequent decline
in rental vacancy rates. Asthe supply of avail-
able units declines (and fails to keep pace with
population and household growth), the natural
result is upward pressure on rents. This pro-
blem is especially apparent in the lower levels
of the rental sector, where low-income house-
holds seek accommodation.

Low levels of new construction

The vast mgjority of housing in Canada
has been produced and operated in the private
market. The socia housing stock — i.e., units
built and operated by public agencies, nonprofit
corporations and co-operatives under various
socia housing programs — accounts for roughly
700,000 dwelling units in a total stock of just
over 10 million dwelling units. Rental housing
accounts for just under four million units, so
social housing constitutes|essthan one-fifth (18
percent) of the rental housing stock.

Some of these social housing unitsarein
mixed-income projects and provided at market
rent, although most have subsidized rents. The
1996 Censusreported atotal of 1.6 million units
renting below $500 a month (affordable at 30
percent of income for households with income
of $20,000; this $500 rent/$20,000 income
benchmark is used here as a crude benchmark
of affordability to illustrate the relative size of
existing socia housing stock and to highlight
recent changes). So social housing comprises
roughly one-third of the existing affordabl e stock.
By comparison, two-thirds of affordableunitsare
in the private rental sector and include older
apartments (many smaller units) and apartment
suites in homes.

These statisticsreveal theimportant role
played by the private sector in contributing to a
stock of housing that, over time, has remained
or become affordable. But the stock in this sec-
tor is also susceptible to erosion. Asrentsrise
with inflation, the number of private units rent-
ing below affordable benchmarks declines. In
other cases, units are demolished or the property
is converted to ownership (condominiums) and
the units may no longer be available at moderate
rents.

Between 1991 and 1996, the total number
of renter households in Canada increased by
180,000. Thisfigurereflectsnet growthin rental
househol ds, since some moved to ownership, but
thisgrowth was not matched by new production.
During these five years, atotal of 111,000 new
rental units were constructed with just over half
of these (54 percent) built associal housing. The
other half, produced for the private sector, were
typically at higher rents, far above affordable
levels. Theshortfall in new production (roughly
70,000 units) was taken up by vacanciesin the
existing stock, which were relatively higher
(nationally almost 5 percent) through the early
1990s but declined substantially to a national
overall average of only 1.6 percent (much lower
In some centres).

Following a building boom in the late
1980s, the level of private rental development
aready had slowed by the early 1990s, and pri-
vately initiated devel opment has continued tofall.
New private rental housing construction fell from
an average of well over 30,000 unitsannually in
the 1980sto only 13,000 between 1990 and 1995
and subsequently to only 6,000 annually from
1995 to 1999.

The 1991 to 1996 period bracketstheera
in which new social housing programs were
almost entirely eliminated, although completion
of projectsapproved in 1994 and 1995 (Ontario,

Caledon Institute of Social Policy 6



Rental construction and vacancy rates declined through
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BC and Quebec) stretched into 1996.° As a
result, the decline in private rental construction
was exacerbated by the cessation of social hous-
ing construction (except alittle in BC and Que-
bec).

Lack of new rental construction worsens
problem of affordability

This decline in new supply — both pri-
vate and social — has been a critical factor
driving the affordable housing crisis. Asrental
construction has failed to keep up with new
household growth and demand, the rental
market has become increasingly constrained.
Although lower rental apartment vacancy rates
and increasing rents are a prerequisite to new
rental investment, recent analysis of rental
markets has found limited interest in new con-
struction from developers and investors. Risks
toinvestorsand developersremain high while

the rate of return on investment is poor and un-
competitive. Notwithstanding recent increases
in rent levels, new production of rental unitsis
not expected toincreasein any significant way.*°

Low supply and persisting demand
inevitably applied pressure to rents, directly
exacerbating the affordability problem. This
has become especially acute at the lower end of
the market where there are already far more
househol ds seeking lower priced unitsthan there
are units. As noted, the 1996 Census reported
atotal of 1.57 million units renting below $500.
In comparison, there were 1.68 million house-
holds with incomes below $20,000 that can
theoretically can afford no more than $500 at 30
percent of income —indicating an absol ute short-
fall of amost 110,000 lower rent units.

In addition, of the 1.57 million units
renting below $500 per month, just fewer than
600,000 of these are occupied by households

Caledon Institute of Social Policy 7



with incomes above $20,000. This means that
600,000 lower-income households in need of
affordable units do not have access to the lower
priced stock — and must occupy higher priced
unitsand pay alarger proportion of their limited
income for housing.

Constrained access to affordable units

The low availability of modest rent
units underpins one of the core problems in
the area of affordable housing. The problem is
not solely an issue of absolute shortage. A rela-
ted concern is limited access for lower-income
renters.

As a rational entrepreneur, a landlord
seeking to rent out a vacant unit typically will
try to minimize risk — he will prefer tenants
perceived to have greater probability of paying
the rent. Lower-income households, especially
those living beyond their means, have a greater
risk of not paying therent. Inevitably, they will
face a greater challenge in securing housing —
especialy if due to their inability to pay high
rents, they previously have been evicted or are
in arrears and do not have a sound reference.

Inatight rental market inwhichthereare
few units available and landlords can be selec-
tive, tenants with good jobs will tend to be pre-
ferred. While there is a fine line between pru-
dent landlord behaviour and discrimination, the
bottom lineis constrained accessfor low-income
tenants, especially those stereotyped as ‘poor
tenants' —which often includes social assistance
recipients and lone parents with children. One
way to address this issue is by facilitating non-
profit acquisition and increased ownership of this
existing stock, as nonprofit landlords will tend
to be more sympathetic to needy households.

Erosion of theexisting affordable housing stock

While the level of new production is not
keeping up with demand and need, and con-
strained access contributes to persisting afford-
ability problems, this situation isworsened by a
process of ongoing erosion of the existing pri-
vately owned affordabl e stock.

Between 1991 and 1996, the number of
rental units renting below $500 declined by
310,000 (roughly 10 percent of the total rental
stock). At atime when new rental construction
wasfalling toward an all-timelow level, the ero-
sion of lower priced stock is perhaps the most
serious issue facing the affordable housing sec-
tor. Policy options need to examinewaysto pre-
serve this asset.

Consolidation — The context for housing policy

The preceding section has provided an
overview of the key issues that underpin the
affordable housing problem and help to frame
the context for which solutions must be sought.
In summary:

. Low levels of new rental investment and
production (and limited investor interest).
CMHC projections of household growth
indicate a requirement of 45,000-50,000
new rental units annually through the next
decade to meet new demand. This com-
pares with current production of less than
9,000 annually.

. Erosion of the existing lower priced rental
stock. Between 1991 and 1996, in excess
of 300,000 units renting below $500 were
lost due to rent inflation, conversion and
demolition.

Caledon Institute of Social Policy 8



. A ‘crowding out’ effect in which house-
holdsthat are employed and otherwise per-
ceived by landlords as less risky tenants
are occupying modestly priced units, lead-
ing to constrained accessto the lower rent
part of the market for working poor and
welfare households.

. Very limited funding to support new
socia housing initiatives. Most provinces
followed the federal cut in 1993 and there
has been no funding for new devel opment
outside of small programsin BC and Que-
bec.

. Predominance of affordability problems
due to both low and stagnant income and
rising rents. Low income was the main
causeinfirst half of the 1990s; rising rents
have become the more significant factor
in the second half of the 1990s.

. A high proportion of welfare households
among core need households affects both
thetotal count of core need householdsand
possible solutions.

Responding to the need — Possible policy
options

The goal of socia housing policy is to
assist low- and moderate-income householdsto
obtain adequate and suitable housing at a price
they can reasonably afford. This goa can be
achieved through two general approaches:

1. By reducing or subsidizing the construction
cost of housing so that it is inherently more
affordable. Thisapproachtypically involves
actionsrelated to production and accordingly
are labelled as ‘supply measures’ (i.e., the
primary focus is on influencing the cost of
building so that the rent charged can be

lower). These measures include direct pub-
lic or nonprofit production, measuresto lower
the costs of production and stimulative meas-
ures to induce private production with con-
ditions on the level of rents.

2. By increasing a household’s ability to pay
(i.e., increasing or supplementing itsincome).
These arereferred to as ' demand-side meas-
ures asthey affect the household' s effective
demand. Such measures include rent sup-
plements or allowances and income assist-
ance.

3. A third approach involves measuresto influ-
ence the price of existing rental housing. It
includes controlling rent levels to protect
affordability, diverting demand (e.g., by help-
ing households buy a home) to reduce pres-
sure on alimited rental sector and capturing
the existing affordable stock by encouraging
atransfer in the ownership from private-for-
profit ownersto not-for-profit owners. These
approaches have a more limited scope and
are not discussed in any detail, except where
they relate to the two main categories.

The following potential approaches are
discussed in the next two sections. Each meas-
ureisfirst outlined and key terms are explained.
The advantages and disadvantages of each
measure are then reviewed. The concluding
section of the paper considers the potential
integration of these measures into a compre-
hensive strategy.

1. Supply measures

» Direct support for public/nonprofit pro-

duction

* Incentives for private rental unit devel-
opment

» Creating a level playing field for rental
development

Caledon Institute of Social Policy 9



* Reducing development costs

e Encouraging lower cost forms of devel-
opment — single-room occupancy, sec-
ondary suites

»  Shifting patterns of ownership (facilitat-
ing nonprofit ownership).

2. Demand measures

* Rent supplement
+ Shelter allowance
+ Reform of welfare shelter benefits.

Each general set of approaches, and the
individual measures in each set, are not mutu-
ally exclusive. There are many cases in which
supply and demand measures can effectively
complement each other. This complementarity
is examined within each approach.

Supply Measures
Supporting public/nonprofit production

Direct public supply of housing hasbeen
the predominant program response in Canada
through the postwar period. Although various
program designs have been employed, the essen-
tial elements of this approach include:

. A public or not-for-profit owner/operator
with a specific mandate to operate hous-
ing for low-income households.*?

. Some form of subsidy, either as a capital
grant, favourable mortgage rate or ongo-
ing subsidy, so that the rents charged to
tenants are affordable. Generally, the
project isgoverned by an operating agree-
ment that specifies the obligations of the
operator and requires the provider to con-
tinue serving lower-incomeeligible house-
holds.

. Typicaly, operating agreements and any
ongoing subsidy match the amortization
period of the mortgage. Once the mort-
gageisfully paid off, the project rents are
required only to cover operating costs and
it is assumed that even at low rents, the
operator will be able to continue serving
lower-income households (in very poor
100 percent targeted projects, thismay not
befeasible with somerenewal of subsidy).

. In most nonprofit approaches, ‘ affordable
rents are established on a rent-geared-
to-income (‘rgi’) basis. Although earlier
programsused a 25 percent ratio, most cur-
rently employ aratio of 30 percent against
gross income.

. Assisted projects may be fully targeted —
meaning that 100 percent of tenants have
lower incomes and pay rent on a rent-
geared-to-income basis— or mixed income
(where some portion of units are rented at
market rent levels, rather than at subsidized
rents based on apercentage of income). A
mixed income approach generally is pref-
erableasit avoidsthe concentration of very
poor households that was characteristic of
earlier public housing and contributed to
the stereotyping of projects.

advantages

Nonprofit production helps create a per-
manent stock of unitsspecifically to servelower-
income households — along-term investment in
apermanent asset. Thisform of ownership also
provides some assurance that rents will remain
affordable over the long term.

Even after operating agreements and sub-
sidies cease, the public investment remains in
place as the nonprofit charter restricts ongoing
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use to provide affordable housing and most
nonprofit providersretain thisinitial motive.

Nonprofit programs address both supply
issues and affordability within asingle program,
which is one reason why they appear to be quite
costly, compared to alternatives that seek to
address only one issue (either supply or afford-
ability).

It is possible, however, to separate the
supply and affordability objectives. One such
approach involves using a nonprofit organi-
zation to develop housing at market rent level,
then stacking rent supplement assistance
(described below) as a separate mechanism to
specifically address affordability.

Another variant is to assist nonprofit
housing corporations to purchase existing pri-
vately owned rental properties. This approach
does not add to new supply, but it does ensure
that long-term affordability is preserved and
helps stem the ongoing erosion of the relatively
more affordable existing private rental stock.

Supply programs respond directly to low
levels of production (as prevail currently) and,
in so doing, have a beneficial effect in moderat-
ing theinflationary impact of low supply (i.e., in
the absence of new construction, there is pres-
sure on rentsin the existing stock).

Through the development process, units
can be designed specifically to meet particular
needs — e.g., accessible or supportive housing.
New supply funding can be geographicaly tar-
geted to markets with acute supply problems.

weaknesses

New construction costs and the associated
subsidy costs tend to be quite high on a per unit
basis. Most recent versions of nonprofit hous-

ing involvelong-term (35-year) subsidy commit-
ments. As hew commitments are layered on in
each year, the subsidy cost mounts exponen-
tially. This problem raises the concerns of
finance officialsand makesthese programsavul-
nerable target in times of fiscal restraint.

The alternative is to ‘front-end’ the
cost with a capital grant. Again, however, this
option tendsto be expensive dueto the high cost
of new development compared with relatively
low revenues at rent-geared-to-incomerents (the
latter limit capacity to cover operating and mort-

gage payments).

Income mixing improves the viability of
the projects and lowersthe average capital grant
requirement. But it increases the grant cost per
rent-geared-to-income household assisted.

Relative to the volume of housing need —
more than one million renters in core need and
more than 450,000 paying more than 50 percent
of their income for housing — incremental new
supply programs can assist only a very small
number of households in need (at their peak,
nonprofit programs produced only 25,000 to
30,000 units annually).

Incentives for private rental development

In building new rental housing, a devel-
oper isfaced with arange of costsand, inreturn,
creates an asset that generates a cash flow inthe
form of rents. The value of the property to a
potential investor is determined not by its cost
but by the level of revenueit can generate. The
market value of the new property isbased onthe
value of future income flows.

In the same way that an investor in gov-
ernment bonds is prepared to pay a price for a
bond based on an expected rate of return, the
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rental investor converts future income to a cur-
rent price based on a similar expectation of an
annual return on his equity. The main differ-
ence is that a government bond is a secure
investment, easily traded for cash and the annual
interest payments are guaranteed. For the rental
investor, the asset is more difficult to trade for
cash; it must be listed for sale and await a will-
ing buyer. In addition, the annual cash flow is
not guaranteed. The property may experience
vacancies with no revenues produced or regu-
lations (such asrent controls) may beintroduced
or modified and thus constrain the ability to
increase rental income and achieve anticipated
cash flows.

Compared to aternatives, rental invest-
ment isrelatively high risk and, as such, demands
amuch higher expectation on rate of return. The
critical issuein therental market isthat the rates
of return remain far below those expected by
potential investors. Costs are too high relative
to potential rent revenue, mainly because the
costs of production are set outside of the rental
sector. Ownership housing and condominiums
establish land values while construction labour
costs and materials are established in the wider
market that includes commercial development.

In the past, stimulus programs have been
used to encourage private development. These
include programs that provide a grant or inter-
est-free loan to a developer in return for mod-
estly designed units (which should command
lower rents than luxury development) and tem-
porary tax measures that provide favourable tax
treatment to investors (namely, creating eligible
coststhat can be used to reduce taxableincome).

Effectively, these programs replace some
portion of the investor’s own equity with gov-
ernment funds without affecting the rental rev-
enue. So the investor’s rate of return increases
to a level that can make development more
attractive.

Currently, potential rates of return on
modest rental housing have been estimated to be
less than 5 percent, compared with a minimal
expectation of 12 to 15 percent. Increasing a pri-
vate investor’s rate of return to this level likely
will requireacapital grant or interest-freedeferred
loan in excess of $15,000 to $20,000 per unit;
this amount will vary significantly between cit-
ies and depend on the type of unit being devel-
oped.

advantages

Any type of new supply can have abene-
ficia effect in releasing the pressure of low sup-
ply. Even new development at the higher end of
the rental market will draw some households out
of lower priced stock (a so-called ‘filtering’ or
‘trickledown’ effect).

Household growth and new demand cover
aspectrum of incomes, including higher-income
households. Without new development, these
households occupy lower priced unitsand crowd
out lower-income households.

Depending on the development econom-
icsin aparticular city, stimulus measures lever-
age private investment and will cost less than
assisting nonprofit development (since, unlike
private developers, nonprofitstypically havelit-
tle, if any, equity to invest).

weaknesses

Stimulus measures have been controver-
sia. Even the housing industry has argued that
thistype of intervention createsan artificial stimu-
lusand disrupts market equilibrium, taking many
yearsto rebalance.

The expenditure does not create perm-
anent affordable housing, although it can be
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designed to do so through certain conditionsin
exchange for the assistance.

Once operating agreements enforcing
the conditions and targeting expire, the unitsare
no longer available as affordable housing (the
so-called ‘ expiring use problem’).

No long term public asset is created in
return for the government investment.

Creating a level playing field for rental
development

The poor economicsof rental investment
are attributable, in part, to the current tax treat-
ment of rental housing, which is seen as unfair
compared with other sectors and investments.

Current inequities in the tax system
include:

. GST on rental housing. Rental landlords
cannot charge GST on rents, yet unlike
other goods, rental housing is not zero-
rated. So landlords pay GST on supplies
and services but cannot claim input tax
creditsasthey do not collect GST and have
no GST remittance against which to claim
credits.

. Small rental investors are not currently
considered as‘ small businesses’ and there-
fore are not eligible for the lower small
business tax rate on the first $200,000 of
income.

. Elimination of ‘pooling’ provisions that
previously encouraged reinvestment in
new rental projects.

Explanation of pooling provisions

When arental project is sold, investors
must pay tax on the difference between the sale
price and the depreciated value of the project —
i.e., theoriginal cost of the project lessthe Capi-
tal Cost Allowance (CCA) deductions. ‘Recap-
tured depreciation’ (the difference between the
depreciated value — which applies only to the
building, not to the land — and the original cost)
is taxed at full income tax rates. Capital gains
taxes apply to the increase in value above the
original cost.

Prior to 1972, rental investors could
defer paying income taxes on recaptured depre-
ciation on buildings sold by ‘pooling’ therecap-
tured amount with CCA from other buildings.
For example, if they acquired another rental
project in the same year, they could avoid
recaptured depreciation by transferring the
excess CCA to reduce the depreciable value of
the newly acquired project.

The restoration of pooling (also called
‘roll-over’) does not eliminate tax liability. It
simply postpones the tax penalty on recaptured
depreciation and capital gains for owners of
rental properties who invest the proceeds in
another rental property. Thusrestoring thispro-
vision creates opportunity for existing investors/
owners of fully depreciated properties to lever-
age the existing assets without facing large tax
impacts.

Ironically, in some casesit ismore bene-
ficia from atax perspectiveto demolish the pro-
perty and thereby eliminate the recapture of
depreciation. Under this approach the existing
units, which may be relatively affordable, are
lost.
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advantages

Thesethree possible measures could cor-
rect inefficiencies in tax treatment and, while
imposing an expenditure on government, do not
constitute a temporary disruptive measure —
unlike short-term stimulus measures.

The measures may improve after-tax fea-
sibility of new production (at least for higher rent
properties) and can stimulate new construction
with a positive moderating impact on the mar-
ket, thus easing rent pressures.

Most tax measures would apply only to
private developers. However, any reduction in
GST also would benefit nonprofit providers.

weaknesses

Federal finance officials have strongly
resisted expanding tax expenditures and are
reluctant to implement tax changesunlessaclear
case can be made on equity grounds.

These measureshave adirect impact upon
the production of affordable housing but may
stimulate market rent devel opment at higher rent
ranges.

Reducing development costs

One of the most critical issues confront-
ing both private and not-for-profit development
istherelatively high cost of producing new hous-
ing, whichisafunction of land costs, |abour and
materia costs. Total development costsalso have
been increasing as aresult of layers of taxes and
fees on development.

While costs vary across the country and
depend on the type of development, new rental

housing in atypical urban center will cost in the
range of $65,000 to $105,000 for one-bedroom
apartments and from $90,000 to $160,000 for
three-bedroom family units.

Land costs generally will account for 15
to 30 percent of the cost. 1n most markets, land
values are established by the more dominant con-
dominium market (ownership apartment) and
rental developers typicaly are unable to com-
pete agai nst condominium devel opment for land.
Land iszoned based on use (e.g., residential) and
density (units per hectare or asaratio of thetotal
site area); land cannot be zoned for tenure. Pro-
vincia enabling legislation to empower munici-
palitiesto bonus densities specifically for rental
devel opment could help to addressthis situation.
Such aprovision could increase density for rental
(compared to condominium) use so that the net
residual value of theland, per unit, would equate
to the values created by lower density condo-
minium development.

L abour and material costsare established
in a competitive market place. Currently, a
booming construction industry in many parts of
the country has resulted in shortages of both
labour and materials with an inevitable upward
pressure on prices. An affordable housing stra-
tegy with along-term vision might seek to direct
assistance on acountercyclical basis, supporting
development in markets that are in a downturn
to take advantage of lower input costsand to help
offset the costs of an underutilized labour force
(e.g., lower income tax revenues and higher
Employment Insurance payments).

Finally, the trend over the past two
decades has been toward a pay-as-you-go
approach to funding the cost of municipal
infrastructure rel ated to new devel opment rather
than covering this expense from general pro-
perty tax revenues spread across all existing
development. This practice has resulted in the
imposition, by municipalities, of development
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cost levies on new construction. Concurrently,
the GST added another new cost to devel opment
and has carried provincial sales taxeswith it in
the Atlantic region where federal and provincial
consumption taxes are harmonized.

advantages

Measures to lower land costs for rental
housing and development charges can have a
critical impact in reducing the cost of new
development. A number of municipalitiesalready
have waived devel opment feesfor certain hous-
ing types and, in certain areas such as the inner
cities, as a mechanism to encourage residential
development in the core and minimize suburban
Sprawl.

Reduced fees and charges will help to
encourage private development and new supply
whilealso marginally narrowing the devel opment
cost gap faced by nonprofit organizations seek-
ing to build.

weaknesses

Without other complementary measures,
these cost-reducing approaches will not lower
costs sufficiently to enable development to be
viable at affordabl e rents without some subsidy.
Even with free municipal land, nonprofit devel-
opment for lower-income households is not
viable without additional subsidy.

Requiring municipalities to lower or
remove devel opment costs eliminates municipal
revenue and requires the municipalitiesaoneto
shoulder the burden of new development, while
the province and federal government gainincome
tax revenues from the construction labour and
ongoing operations (if for-profit).

Encouraging lower cost forms of development

Another way to address the relatively
high cost of new development is to encourage
alternate, lower cost building forms.

Two such options are secondary suites
in single detached homes (which are already
being created but often in contravention of local
building regulations) and small unit or ‘single
room occupancy’ (SRO) accommodation.

Theformal approval and explicit encour-
agement of secondary suites is a controversial
option in many municipalities. Such suiteshave
been created in basements or by subdividing the
upper floors of existing homes. Distinct from a
rooming house, secondary units typically are
created in a home in which an owner occupant
is also resident so there is close management of
tenants (unlike an absentee landlord). The most
bothersomeissuefrom neighbours’ perspectives
Is the absence of on-site parking and the result-
ing use of limited street parking space. The con-
cern from municipalities is one of heath and
safety. Often suites are self-built and have not
benefited from a permit process that requires
inspections to ensure that the units are safe
(especially regarding electrical wiring).

Some municipalities have sought to
legalize secondary suites, but few have expli-
citly promoted this use either through encourag-
ing statementsin official plan policiesor through
small grants to existing owners. A demonstra-
tion project under Homegrown Solutions (afed-
erally funded seed grant program administered
by the Canadian Housing and Renewal Associa-
tion) did provide funding to the town of Sidney,
BC, for a small homeowner grant of $5,000 to
help offset install ation costs of an adaptable suite
for a person with physical disabilities.
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The SRO approach involves devel opment
of very small bed-sitting rooms, which gener-
ally rangein size from 150 to 300 square feet (a
typical bachelor/studio suiteisusually 350 to 400
squarefeet). Well-designed small suitescan pro-
vide cost-effective optionsfor urban singlesand
have become popular in a number of US cities.
Given that ailmost half of core need households
are low-income single individuals, this building
form potentially could respond to significant
demand.

SRO type development can be cost-
effective since the total floor area per suite is
much less than that required in a typical bach-
elor or one-bedroom apartment. Few residents
can afford to own acar, so parking requirements
and costs can be reduced when located in areas
served by public transit if municipalities agree
to this regulatory relaxation. A study for the
Ontario Ministry of Housing in 1999 found that
suites could be developed in large urban centers
at a cost of 40 to 50 percent of the typical new
one-bedroom unit.

advantages

Alternate building forms such as second-
ary suites (apartments within homes) and SRO
units have significant cost advantages and can
effectively augment more traditional building
forms.

These approaches could stretch any lim-
ited subsidy funds further since per unit costs
arelower.

weaknesses

Regulatory barriers and neighbourhood
resistance (‘Not In My Backyard’” or NIMBY)
may limit opportunities.

There are few proponents pushing this
approach. Itisanew concept and, assuch, even
more risky than conventional rental, for which
there remains limited investor appetite.

Shifting patterns of ownership and facilitating
not-for-profit ownership

Much of the effort of the nonprofit hous-
ing sector is focussed on building new housing.
Without subsidies, the costs are prohibitively
high and, even with subsidies, the subsidy
requirements per unit remain significant.

In other sectors, where poverty similarly
limits accessto necessities, the solution isto seek
lower cost options. Food banks provide food at
no cost, and used clothing stores make available
clothing at affordable prices. If lower-income
households can afford a vehicle, or must have
one for transport to work, most lower-income
households also drive older used cars. While
many households seek housing in the older
existing rental stock, the practice of drawing upon
older depreciated assetsisnot frequently utilized
by nonprofit providers, even though alarge hous-
ing stock already exists and properties often are
provided for sale —typically at values far below
the cost of building new.

Thisdismissal of property acquisition as
anoptionis, in part, alegacy of former nonprofit
programs. A number of nonprofit housing pro-
viders did pursue acquisition/rehabilitation, and
typically expended more than the cost of build-
ing new because the properties were in serious
state of disrepair. Few providerswent out tofind
areasonably sound 20- to 30-year-old apartment
that needed merely minor repair and painting.
The second factor that acted to preclude this
option was that the social housing funding pro-
grams required all tenantsto bein core housing
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need, with incomes below specified thresholds.
It was problematic to acquire buildings that
already were occupied with some tenants not in
core need, as this would require evictions. So
providers avoided this option.

Far more multiple unit rental properties
are sold each year than the number of nonprofit
units that were constructed by the programs of
theearly 1990s. Although not all propertieswill
be appropriate, due to poor condition or high
price, a significant number of existing proper-
ties are regularly transacted (and this could be
increased if rollover provisions of the tax sys-
tem were revised as discussed under a separate
option above). Tax reform would encourage
existing ownersto sell to nonprofit buyers with-
out incurring significant incometax impactsand
would provide a source for selective acquisition
by nonprofits.

Currently, asthese properties are offered
for sale, new private investors (including insti-
tutional investors and Real Estate Investment
Trusts or REITS) are the purchasers. Typicaly,
new investors upgrade the property with the
intent of increasing the rental cash flow and
these acquired properties move beyond afford-
ablelevels. The aternative — purchase by non-
profit organizations — effectively can preserve
and potentially expand the remaining stock of
housing that is relatively affordable to lower-
income households. With nonprofit providers,
access to lower-income households would be
improved asthey no longer would be competing
against ‘better’ higher-income tenants.

Any such nonprofit acquisition will
require some subsidy, ideally a capital grant to
facilitate down payment. But because the total
cost per unit typically is much lower than build-
ing new (40 percent to 50 percent lower), the
grants can be more effectively used and stretched
to secure more units.

In lower cost markets — such as Prairie
cities—existing detached homes can be acquired
for as little as $20,000 to $30,000. Some com-
munities are exploring options for purchasing a
portfolio of existing homes as arental portfolio
instead of constructing new buildings.’®

This acquisition approach also can pro-
vide opportunitiesfor lower-income households
gradually to become homeowners. A critical
element of an assisted ownership program is
counselling and ongoing mentoring as well as
linkage to employment and human resourcetrain-
ing to enhance employability. Despitelow house
costs, these lower-income households generally
would be unable to qualify for amortgage, even
though the ongoing ownership carrying costs
may be less than paying rent on an apartment.
With modest assistance — such as nonprofit
mentoring, aloan guarantee and a modest down
payment grant of up to $7,500 — low-income
households can be assisted in obtaining a home
of their own with no ongoing subsidies.

advantages

The primary advantage of an acquisition
approach istherelative cost effectiveness of the
properties, compared with new construction.

Becausethe propertiesalready exist, pur-
chasersdo not haveto contend with NIMBY type
challenges.

Acquisition permits the retention of an
existing mix of market tenants while slowly
introducing lower-income tenants on unit turn-
over. Acquisition with existing tenants remain-
ing can effectively facilitate a mixing of income
without added cost (since market rents cover
breakeven rent).
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Homeownership and scattered rental port-
folios offer options to access existing rehabili-
tation programs to upgrade dwellings.

weaknesses

There appearsto bereluctance on the part
of many providersin the nonprofit sector to pur-
sue acquisition. Most prefer new construction,
asthey are concerned with adding to the supply.

The acquisition option is limited by the
availability of properties offered for sale on the
market and requires careful selection and assess-
ment of potential properties.

Theoptioniswell suited for market down-
turns. The best window for an acquisition
approachinmany citiesalready may have passed,
ascurrently the rental market isunder high pres-
sure from low vacancies and rising rents (which
tend to raise the value of existing properties for
sae).

Demand Measures

The brief overview of housing need
highlighted the predominance of affordability
problems. Low-income households cannot find
housing at low enough costs (rent) to match their
low income and 90 percent of core need problems
are related to affordability. In 1998, more than
1.5 million renter households paid more than 30
percent of their income for housing and roughly
500,000 paid more than 50 percent [Statistics
Canada Survey of Household Spending].

While supply approaches can play an
important rolein moderating the market pressures
that exacerbate affordability problems, supply
initiatives cannot beimplemented on asufficient

scale to tackle the large backlog of these pro-
blems. Some form of rental assistanceis neces-
sary to address the affordability gap.

This section describes two alternative
program approaches to assist households facing
affordability problems — rent supplements and
shelter allowances—aswell asavariant on shel-
ter allowances applied to existing welfare bene-
fits.

Rent supplement

A rent supplement approach involves an
agreement between apublic funding agency and
alandlord in which the landlord agrees to enter
into contracts to provide rental units for low-
income tenants on specified terms. Usually, the
tenant’s out-of-pocket rent will be based on a
rent-geared-to-income basis. The contract will
make up the difference between the tenant-paid
rgi rent and the actual market rent on the units.
During the term of the agreement, there may be
an inflationary index to allow the market rent to
increase annually, increasing thelandlord’ srental
income but leaving the tenant protected at the
rgi rent. As assisted tenants leave, during the
term of the agreement, the funding agency has
the right to place a new low-income tenant into
the unit.

Rent supplements are dependent on
securing the interest of private landlords. How-
ever, there is a poor history of rent supplement
successin most provinces, despite efforts adver-
tising for landlords to participate. Evenfor pro-
perties for which rent supplements have been
negotiated, many landlords have elected not to
renew these contractswhen termsexpire. Initial
terms for agreements in the 1970s were gener-
ally for 15 yearswith renewalsnow usualy ona
3- to 5-year term.
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In citieswith low vacancy levels, which
currently predominate in much of the country,
landlords generally can fill their buildings with
private market tenants, without the difficulties
related to having their tenants selected by athird
party. In addition, administrative requirements
associated with this approach generally are seen
by landlords as adeterrent. Thus, there may not
be significant opportunitiesto use and retain rent
supplements as a means of providing assistance
to low-income tenants living in privately oper-
ated rental housing.

Whilethere aredifficultiesin applying a
rent supplement program in the private market,
there has been a long tradition of stacking rent
supplements on nonprofit projects.

A number of existing older nonprofit
projects are not rgi based, but include units
with rents dlightly below market levels. This
approach facilitated either by a capital grant or
afavourable mortgage rate that helped to lower
the breakeven rent below market levels. Allo-
cating rent supplements to these units to allow
rgi assistance to tenants with very low incomes
could provide alow-cost rent supplement option;
over time, breakeven rents will not rise as
quickly as market rents.*

A further option isto utilize a rent sup-
plement program in conjunction with nonprofit
acquisition of existing properties. Thisoptionis
discussed in the next section on preserving and
expanding the affordable housing stock.

advantages

This option addresses affordability pro-
blems.

A rent supplement agreement is specific
to contracted units, so thier condition and qual-
ity can be verified.

It can be stacked on nonprofit supply but
focussed only on the affordability issue (sepa-
rate from supply).

Over the long run, it is more cost-effec-
tiveto stack rent supplements on nonprofit hous-
ing as the annual rate of increase in nonprofit
break-even costs has been found to inflate more
slowly than market rents.

weaknesses

A rent supplement does not address lack
of supply.

The options is dependent on a willing
|andlord and available units— but few landlords
areinterested.

Lack of renewal at term can result in dif-
ficulty for existing tenants.

Historically, there has been low landlord
take-up of rent supplements due to administra-
tive burden and to restricting use and rent on the
contracted units.

Shelter allowance

Unlike a rent supplement in which the
landlord isimplicated directly inaformal agree-
ment, shelter allowances are direct payments to
the tenant and, as such, overcome the necessity
to negotiate agreements with landlords.

A feature of shelter allowances, as
opposed to both rent supplements and social
housing supply programs (in which the number
of unitsislimited by the size of the existing stock
and any new production), isthat all tenants who
arein need and eligiblefor assistance potentially
can receive it. There would be no waiting lists
(and unmet need) with shelter allowances. This
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option also impliesapotentia expansion of bene-
ficiaries and higher levels of total expenditure.

With a shelter allowance, the assistance
is formula-based; it takes into account both
income and market rent for the unit.*> Maximum
levels of assistance (i.e., up to a maximum rent
level) can limit overconsumption (i.e., the risk
that a household will choose a unit that islarger
and more costly than necessary) but also are used
to constrain program benefits and manage the
overall budget.

The structure of the assistance formula
isthe primary means of public cost control. By
encouraging tenants to select units with low
market rents, costs are minimized for both the
government and the tenant. By contrast, rent
supplements and social housing provide a sub-
sidy to reduce the tenant’ s rent to 30 percent of
income, regardless of the quality or amenity of
the unit occupied or the associated market rent.
One very low-income household may livein a
40-year-old apartment whileasimilar household
may receive a new townhouse.

An immediate concern with respect to
adoption of a potentially major new program
(such as a universal shelter allowance) is the
scope and cost of the program: Potentially as
many as 1.5 million households might be eligi-
ble. A number of approaches are available to
manage this problem.

The earlier analysis highlighted the
significant number of renter households iden-
tified as being in core need that receive socia
assistance (including a shelter component).
Since social assistance already includes a shel-
ter allowance, it would be most practical to sepa-
rate welfare recipients in this analysis. The
options for welfare households are either to
reform the existing shelter benefits within wel-
fare (which are already conditionally linked to

actual shelter costs up to amaximum) or to limit
social assistance to income support and address
shelter needs under a separate but linked shelter
assistance program.

A review of the 1996 HIFE database
revealsthat, among 1,172,000 core need house-
holds, seniors account for about 240,000 house-
holds, welfare cases number 530,000 and the
working poor account for the remaining 400,000.
Excluding welfarerecipients, thetarget group for
a new shelter allowance program would be
roughly 640,000 households (55 percent of the
1996 core housing need population).

A recent costing analysis of a shelter
allowanceinitiative (undertaken for the Federa-
tion of Canadian MunicipalitiesNational Afford-
able Housing Strategy) estimated the cost of an
incremental shelter allowance program, assist-
ing 40,000 households annually. The first-year
cost for 40,000 households was determined to
be between $30 and $60 million. To addressthe
needs of 400,000 working poor households
would therefore cost in the region of $300 to $600
million annually. Adding the 240,000 seniorsto
this estimate would raise costs to between $500
and $950 million annually.

The wide range of the estimate reflects
two differenct benefit formulas. The lower cost
estimate reflects a program targeted only to
households in severe need, paying more than 50
percent of income on shelter with benefits geared
to lower this rent burden to roughly 37 percent
of income. The more expensive option reflects
a benefit formula that lowers household shelter
costs to 30 percent of income, equivaent to the
assistance levelsin social housing.

The actual costs of a shelter allowance
program could bereduced by avariety of means,
including restricting potential client groups
(e.g., welfarerecipients), phasing in the benefits
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or using lower levels of benefit. Initialy, eigi-
bility criteria could be relatively restrictive and
benefits could be established at minimum levels
to address very high shelter cost burdens (e.g.,
paying less than 50 percent). Gradualy, with
experiencein program takeup, the criteria could
be relaxed and benefits enhanced to levels that
allow tenantsto obtain adequate accommodation
at a maximum of 30 percent of income, while
still ensuring that public program costs are man-
aged and contained.

Although shelter allowancestypically are
seen as entitlement programs, with broad eli-
gibility, it is possible to limit enrollment. For
example, the approach used in the US involves
using certificates or vouchers, which arelimited
in number. Like nonprofit housing, there would
be a waiting list. Households are required to
reapply annually to ascertain continued eligibil-
ity. When households currently served by vouch-
ersare no longer eligible (due to improvements
inincome or successin finding lower cost hous-
ing), the voucher can be reallocated to a house-
hold on the waiting list.

advantages

The option directly addresses the afford-
ability issue and helps to ease very high shelter
burdens.

The allowance can be broad based or
rationed.

The benefit formula allows the mechan-
ism to be targeted and to provide varying levels
of assistanceto differing target groups and house-
holdsfacing more severe affordability problems.

Used in combination with nonprofit
supply, a stacked shelter alowance reduces the
challenge for new nonprofit supply, as it is
necessary only to get breakeven rents down to
market levels.

weaknesses

The option does not address low levels
of supply, and subsidy costs are impacted by
inflating rents (caused by low supply relative to
demand).

It does not create along-term asset.

The allowance may be perceived by
poverty advocates as a benefit to landlords by
subsidizing private sector rents, with no long-
term retention of units.

Reform of welfare shelter benefits — A trans-
itional shelter allowance

Almost half of core need households and
those facing high shelter-income ratios are
socia assistancerecipients. Variousdatasources
suggest that just under half of core need house-
holdsand over half of households spending more
than 50 percent of income for rent in 1996 were
in this category. This points to a need to exam-
ine the adequacy of welfare benefits — at least
the portion linked specifically to shelter assist-
ance.

The shelter component of welfare is not
objectively related to actual rental costs and is
not indexed to the cost of living. During thefirst
half of the 1990s, this practice was not a pro-
blem. But with very significant levels of rent
increaseinthelast few yearsin anumber of cen-
tres, the cal cul ation of the shelter component will
become an increasingly seriousissue.

Using the illustrative case of a single-
parent family, the accompanying chart showsthat
the maximum allowancefor shelter fallsfar short
of average market rents. This shortfall forces
recipients to seek units renting well below the
average level — a difficult challenge given the
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Table4
Welfare Shelter Maximum, Market Rents and Affordability Gap

Illustrative case of lone parent with one child less than 5 years old,
selected provinces, 1999

Max. Shelter Average Welfare Affordability
Component of Market Shelter Max. | Gap (rent
Welfare Rent as % Average | lessalow-
Market Rent ance)
BC $610 $778 78% $168
Manitoba $387 $521 74% $134
Ontario $511 $851 60% $340

1999 rents averaged for al- and 2-bedroom unit

Welfare maximums from provincial ministries, 1999 rates

Source: CMHC rent survey.

previously noted crowding-out effect wherein
higher-income working tenantstend to have bet-
ter access to these lower rent units.

Clearly, thereisaneed toreaignintended
shelter assistance benefit levelswith true shelter
costs, and ideally to index benefitsto actual mar-
ket rents (e.g., the median or 40th percentile).

In addition to addressing the inadequacy
of current welfare rental assistance levels, it
would be effective to link revised benefit levels
to ongoing welfare policies that seek to encour-
age and facilitate the transition from welfare to
work.

A shelter allowancefor the working poor
(as outlined in the previous section) could be
adapted to create a transitional benefit for wel-
fare households. While most provinces and ter-
ritories have implemented reforms intended to
help welfare recipients acquire skills and work
experience to make the transition back to work,
these approaches have not recognized the criti-
cal role that stable and affordable housing can

play in this process. Other than existing social
housing (where there is only a finite stock and
long waiting lists), there are currently no transi-
tional mechanisms that enable households to
move off welfare, accept low wagework and still
be able to afford to pay their rent.

Welfare households considering work are
discouraged because as soon as they |eave wel-
fare, they lose their shelter benefit. Because
shelter costs account for such a large part of
the household budget, welfare reforms without
ongoing housing assistance are less effective. A
shelter allowance, separate from welfare, can be
a valuable complement to other initiatives to
enable households to move back into the labour
force.

Providing ongoing support to assist with
therent providesgreater stability for low-income
parents with children, helping to avoid the
arrears and evictionsthat often cause familiesto
move continually and disrupt children’s devel-
opment and schooling.
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In the case of families with children, a
modest shelter allowance in combination with
minimum wage work and the new Canada Child
Tax Benefit can leave a household with more
incomethanit would receive on welfare, at acost
to government significantly lower than the cost
of full welfare benefits.

Typicaly, shelter dlowancesare designed
to provide relief against excessive rental costs
while leaving an incentive for the household to
economize, limiting program costs. Asdiscussed
in the previous section, thisisachieved by afor-
mulathat covers part of the gap between a speci-
fied percentage of income and actual rent, up to
arent maximum.

The precise formula can be adjusted to
ensure that the recipient does not pay more than
a specified percentage of income for rent. The
formula can be varied by household size and
composition, sincelarger househol ds have higher
food budgets and also must pay higher rent for
larger units. A shelter subsidy of roughly $150
to $250 per month, depending on the market,
effectively can reduce a rent burden of 55 per-
cent down to a more reasonable proportion of
income (30 to 35 percent).

In the case of aperson leaving welfareto
return to work, such an allowance, costing gov-
ernment |ess than $3,000 per year, would leave
households in a much better financial position
than welfare benefits that may cost government
in excess of $12,000 to $15,000 annually. The
level of the shelter assistance would phase out
as earned income improves. The phase-out can
be designed to be gradual and thus avoid the
inherent tax back disincentivesthat often under-
mine assi stance programs when parti cipants seek
to earn an income.

advantages

A transitional and separate shelter allow-
ancefor social assistancerecipientscould ensure
that they are less at risk of losing their housing
when moving off welfare into work.

Such a mechanism would support other
work incentive policies.

The costs of this transitional initiative
would be significantly lower than ongoing full
welfare benefits.

The shelter allowance formula is based
on actual rent and earned income and benefits
reduce as income increases. The slope of the
reduction can be controlled through the formula
design.

weaknesses

Over time, more households may remain
on assistance and costs could expand — unlike
welfare, which tendsto be moreintermittent and
transitional.

Implementing this approach requires
significant commitment to welfare reform.

Some Concluding Observations — Toward a
Comprehensive Housing Strategy

This overview has outlined the nature of
the affordable housing challenge and described
an array of policy/program options. While the
general advantages and disadvantages of each
approach are noted, this overview was not
undertaken within aformal comparative frame-
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work, which would eval uate each option against
common criteria. Such a formal evaluation
requires more precise details on the specific
design of the aternative programs and associ-
ated costs, which depend on geographic alloca-
tions and respective market conditions.

It isimportant to stress that, alone, none
of the identified options is sufficient to address
the full array of housing issues. The nature and
magnitude of housing problemsvary geographi-
cally and depend on prevailing local market con-
ditions.

That said, the vast mgjority of problems
relate to affordability —househol ds spending too
large a proportion of an already inadequate
incomefor shelter, leaving littlefor other neces-
sities.’® Even households not experiencing an
affordability problem face the indirect conse-
guences of an insufficient number of lower rent
units since some make atrade-off between price
and quality, sharing adwelling with another fam-
ily (overcrowding) or accepting poor conditions
(inadequate housing). Lowering the cost of pro-
ducing housing is not a realistic option; much
effort has been expended on this approach and
most feasible options have been tried — save
reducing the various taxes fees and levies
imposed by all levelsof government. The great-
est potential liesin approachesaimed at increas-
ing ability to pay.

Improving the ability to cover shelter
costs for most households would be the fastest
and most desirable way to reduce their shelter
cost burden. This can be addressed through a
conditional income transfer, linked to actual
housing costs — such as a rent supplement or a
shelter allowance or simply through additional
income. Increasing household income, either
through supplements or through increased
earning capacity (e.g., higher minimum wages,

employment training) also would serveto reduce
high shelter-to-income ratios and leave more
income for other necessities.

This conclusion suggests that income-
based options outside of the traditional housing
policy toolbox merit serious examination. Tax
creditsor other means of improving incomewith
some conditional link to housing consumption
must be explored. The most fertile option is
likely the reform of the shelter component of
welfare, since this subpopulation ishighly over-
represented among households in core housing
need.

Although affordability problems pre-
dominate, s mply tackling the demand side of the
equation would not be sufficient. It would not
address the lack of new supply that is the root
cause of rising rents and worsening affordability
and which cause cost inflation in ademand-side
subsidy. Nor would a demand measure alone
curb the ongoing erosion of the existing limited
affordable housing stock outside of social hous-
ing or improve access for those stereotyped as
‘less desirable tenants.’

To control for inflating rents in an
undersupplied market, some form of supply
response to support new construction is aneces-
sary complement to any demand-side initiative.
Any form of new construction will help ease
upward pressure on rents, so measures to stimu-
late private rental development can play an
important role.

By the sametoken, an exclusive nonprofit
supply option would be equally insufficient,
mainly asit costs much moreto addresstwo pro-
blems (supply and affordability) within the same
solution and because a very large scale produc-
tion program would be required to meet current
need.
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It would beimpractical to tacklethelevel
of outstanding housing need (in excess of one
million households) entirely through anew sup-
ply program. However, as population and the
number of households grows, some new supply
is required to meet new need — much of which
derivesfromlower-income householdswith lim-
ited effective demand.

If new supply were to be subsidized,
nonprofit supply likely would generate better
public investment in creating alasting asset and
addressing issues of access than stimulative
subsidies directed to private development. At
the same time, impediments to private rental
development, particularly the tax treatment of
rental investment income, need to be identified
and remedied if the necessary volume of new
rental production isto be achieved.

This overview has not provided any
detailed comparative cost assessment. The
issue of relative cost-effectiveness is a highly
contentious one and is not examined in detail
here. However, any assessment of policy
options should consider carefully this aspect.'’

Thegradual erosion of lower priced rela-
tively affordable existing rental stock is perhaps
the most serious issue contributing to afford-
ability problems. Measuresto mitigate thisphe-
nomenon arecritical. Combining thelonger-term
benefits of nonprofit ownership (less inflation-
ary pressure on rentsand long-term preservation
of affordable units) with the inherent lower cost
of buying existing rental properties—through an

active program to support nonprofit acquisition
of existing rental properties — may be the more
effectiveway to expand the affordabl e stock than
building new. Thekey advantage of the nonprofit
sector is not its ability to build new affordable
housing. The benefit of this sector comesin the
form of ongoing ownership and management of
assets. The long-term objective is to maximize
affordability rather than return on investment.

While an acquisition strategy can helpto
preserve the existing stock of affordable hous-
ing, other measures are required to enhance the
ability of rentersto meet their rental costsandto
broadly stimulate new supply.

The key point here is that demand and
supply measures are not substitutesfor each other
— although each is preferred and promoted by
particular interest groups for differing reasons.
They are complementary measures that, when
combined in a well considered comprehensive
strategy, can help tackle the persisting afford-
able housing problem.

In responding to the current crisis of low
rental vacancy rates, itiscritical that thefederal -
provincial/territorial housing ministersand their
officialslook beyond just ashort-term, relatively
small-scale new construction program. In par-
ticular, the prevailing nature of the affordability
problem — inadequate income and ineffective
income assi stance benefits — must be embraced
as part of the solution. Thisimpliesthe need for
a broader dialogue including ministries respon-
sible for income assi stance.
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Endnotes

1. Minister Gagliano meetswith P/T Ministers Responsible
for Housing. CMHC Press Release August 16th, 2001.
The Ministers plan to meet again in November to discuss
progress.

2. For example, a lone parent with two children of the
same gender aged 5 and 8 would require a two-bedroom
unit. If the median monthly rent of atwo-bedroom apart-
ment is$640, theincomerequired to afford thisappropriate
unitis$25,600 ($640* 12 months/.30). Similar households
with anincome abovethislevel would not bein core need.

3. By comparison, the number of renter households paying
more than 30 percent was counted in the Census at 1.67
million. This method does not exclude households with
incomes above the CMHC income thresholds. Because
the CMHC core need method is more specific in applying
an income filter, it generates a lower number. CMHC
reports asimilar 1.66 falling below their three standards,
but only 1.17 million of these were categorized as being
in core housing need.

4. Statistics Canada, The Daily, Cat. No. 11-001E,
Ottawa.

5. The key issue here is that someone who receives an
income assistance benefit specifically to help with shelter
(e.g., $615) may spend morethan 50 percent of total benefit
income on shelter, even though rent might be within the
$615 alowance. Under current CMHC definitions, this
household would be defined to be in core housing need.
However, if this household can secure housing within the
amount of the shelter allowance, it should be excluded
from a count of housing need (or at least included in a
separate group defined to encompass welfare recipients,
as opposed to the working poor).

6. Datafromthe Nationa Council of Welfare. Profilesof
Welfare: Mythsand Realities. Ottawa: Minister of Public
Works and Government Services, 1998.

7. Data from Quantitative and Information Analysis
Division, Social Policy, HRDC.

8. Another reason for the apparent decline is a shift in
Statistics Canada survey methodology. Both the Census
and former HIFE datafiles used current year rent compared
to previous year income. The SHS has improved on this
methodology by collecting data on income and rent for
the same period. So comparison across the two data
sources may be inappropriate.

9. Federal funding for new nonprofit housing commit-
ments ended effective December 31,1993 and since
programs were cost-shared with provinces and territories,
amost al new socia housing development ceased. Ontario
maintained a unilateral program until it, too, was cut in
1995. Only BC and Quebec have maintained modest social
housing programs (the Quebec programs are morefocussed
on acquisition and rehabilitation than on new construc-
tion).

10. One of the critical risks for potential investorsisthe
regulation of the rental sector. While rent regulation has
been relaxed in anumber of provinces, investors till fear
reintroduction. Itisnot rent controlsthemselvesthat scare
investors away, but the uncertainty about future regulatory
regimes that increases risk.

11. Mention should be made about the omission of rent
regulation/control from this discussions. Rent controls
impose specific limits on the level and frequency with
which rents can be increased. In the context of serious
affordability problems, causedin large part by rising rents,
some advocates have pointed to the removal of rent
controls as the cause of growing affordability problems.
A regime of tenant protection continues to exist in all
provinces, but focusses more specifically on consumer
protection — defining the rights and rel ationship between
existing tenantsand landlords. Many provisionsof former
regimesthat also sought to control rents have been revised
and largely eliminatedin favour of thismore specific level
of consumer protection. Proponentsof theformer controls
point to their impact in preserving affordability; opponents
(largely landlords) counter that controlsare discriminatory
and place undue burden of public policy on one specific
sector (rental landlords). Rent controls also have been
identified as a key deterrent to new rental investment —
although, arguably, it is the uncertainty associated with a
regulatory regime rather than the controls themselvesthat
underpin this deterrent. Overall, rent controls are a blunt
policy instrument with undesirable outcomes, as argued
by opponents. More specifically, while controls may limit
levels of rent and annual increases, they cannot ensure
that this controlled resource is made available to the
intended beneficiaries. In fact, controls benefit many
households that do not require assistance. The previous
review identified a substantial portion of the low rent
housing stock occupied by households with incomes
theoretically able to pay higher rent, while those most in
need continue to face severe affordability conditions.

12. The generic term ‘nonprofit housing’ is used in this
report. Thisterm can aso include co-operative housing —
a variant that seeks to assist lower-income households
and operates on a not-for-profit basis — although the
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management structure and philosophy are different
(encouraging active resident participation).

13. Such options are not necessarily restricted to lower
cost markets, although the viability is obviously greater.
An analysis of real estate listing for one monthin 1999 in
BC found more than 1,000 dwellings (including duplex
and townhome units) for sale outside of the two major
cities for under $90,000 — affordable to working poor
households at a payment of less than $600 a month.

14. Previous research has examined the cost trends of
private rent supplements over a 20-year period compared
with the comparable cost of stacked rent supplementsin
nonprofitsand found that, over time, nonprofit breakeven
rents increase at a slower rate than market rents —
suggesting a cost benefit to stacking rent supplements on
properties under nonprofit ownership.

15. For example, a shelter allowance may provide
assistance equal to 85 percent of the difference between
actual rent and 35 percent of income. So if income is
$1,500 and rent is $600/month (40 percent of income), a
shelter allowance may provide relief of [$600-($1500x35
percent)]*.85 percent = ($600-$525)*.85 = $64. This
lowers net rent to $536 or 36 percent of income. This

formulacan be adjusted so the net effect lowersthe shelter
toincomeratio to 30 percent, equivalent to social housing
rents. A maximum rent, say $600, might be imposed to
prevent households selecting expensive units — athough
there is aready an incentive to seek a reasonably priced
unit, as the household pays a share of the higher rent.

16. Notably, Statistics Canada has recently published a
research study on ‘food insecurity.” Thisis defined as a
situation where household members are forced to
compromise on the quality of their diet because they have
insufficient income to cover the cost of basic necessities.
High housing costs may be animportant factor contributing
to this phenomenon. See Statistics Canada, “Food
Insecurity in Canadian Households.” The Daily, August
15, 2001.

17. The key tradeoff is between paying a premium for
new supply with the benefit of nonprofit ownership, alower
rate of subsidy inflation and long-term availability of the
affordableunit, versuslow initial costsbut inflating subsidy
costsin ashelter allowance as market rentsinflateinto the
future. The comparable present valueisvery sensitive to
the initial cost gap and assumptions of rent inflation and
discount rates.
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Adequacy
Problem

Affordability

Affordability Gap

Bonusing

Breakeven Rent

CMHC

Condominium

Co-operative
Housing

Core Housing
Need

Debt Service

Demand Approach

Glossary of Terms

A measure of poor physical condition of adwelling unit. A household has an
adequacy problem when the dwelling occupied isin need of major repair and is
in an unsafe condition.

Not defined as a specific income or rent, affordability refersto arelative

situation in which income is deemed insufficient to pay for rent. Typically, the
affordability benchmark used in housing analysisis 30 percent of income spent on shel-
ter.

Difference between the amount a household can afford at a specified percentage of
income (e.g., 30 percent) and the actual rent paid or market rent.

Used by some municipalities as a devel opment incentive to encourage a specific
outcome, such asaffordable housing. Bonusing refersto the practice of allowing ahigher
density on adevel opment sitein exchangefor providing apublic or social benefit.  Instead
of athree-storey building, for example, adeveloper may obtain abonus of one additional
floor (or some percentage of allowable floor area) to four storeyswith the condition that
a specified amount of the floor area or units produced meet certain criteria.

The rent that would have to be charged to cover all operating costs and mortgage pay-
ments related to the cost of building.

Canada Mortgage and Housing Corporation is the federal housing agency that imple-
ments federal housing policy and programs.

A form of ownership tenure associated with a multiple unit building (apartment or
townhome). The occupant owns the individual unit and shares common space such as
foyer, halls and outdoor space.

A form of tenure, common in social housing, in which the residents are co-op members
and participate in the management and operation of the property. Much of the co-opera-
tive housing that has been built in Canada is owned on a not-for-profit basis — the occu-
pants have no or limited equity share. Some equity co-ops also have been built outside of
social housing programs.

A measure devel oped by the CMHC to determine housing need. See detailed discussion
in section 2 of report.

The monthly or annual payments of principal and interest associated with a mortgage
loan.

An approach that is focussed on the consumer/tenant with the objective of increasing
ability to pay rent and thus improving effective demand.
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Household

Leverage

Mixed Income

Nonprofit

Provider

Public Housing

Rent Supplement

Rgi

Shelter Allowance

Shelter Component/
Shelter Maximum

The primary unit of analysis in housing research. The term household is used
generically and can include unattached individuals, a group of unrelated people
occupying the same dwelling, a family or a combination of these groupings.

The use of asmall amount of capital to support or obtain the use of alarger
amount. For example, using the future rental incometo secure amortgageloanis
often referred to asleveraging the mortgage. Using the value of existing assetsto
secure a mortgage loan is referred to as leveraging the asset.

The practice of accommodating a range of households with different income
layers. Income mix is seen as away to avoid concentration of very low-income
households that can lead to stigmatization or ghettoization of certain projects and
residents.

An incorporated association with the objective of operating without gain or
profit for members or board members. Much social housing in Canada is oper-
ated by not-for-profit agencies or corporations. These may be a private corpora-
tion, such asasubsidiary of afaith group or service club, or they might beapublic
nonprofit corporation — an arms-length subsidiary to a municipality incorporated
specifically to own and operate housing for low- and moderate-income house-
holds.

A nonprofit corporation that owns and manages housing (a label for a nonprofit
landlord or co-operative).

Housing owned and operated by a provincial or municipal agency — formerly
used as a generic term for assisted housing, now largely replaced by the more
encompassing term ‘social housing.” See below.

A form of assistance paid to a landlord to provide units to low-income tenants
usually over a contracted term. Payment to landlord is based on the difference
between actual negotiated market rent and a rent geared to income (rgi) paid di-
rectly by tenant (typically 30 percent of income).

Rent-geared-to-income (usually based on 25-30 percent of grossincome, as veri-
fied by the administering agency).

A form of assistance paid directly to tenant, based on the difference between
actual negotiated market rent and an rgi rent paid by the tenant. Shelter allowance
payments are calculated by formula and often pay only a percentage of the gap
(e.g., 75 percent of the difference between full market rent less 30 percent of
income).

Portion of income assistance calculation that uses an explicit shelter variable.
Typically, thiscomponent represents one part of the income assistance and is paid
up to amaximum amount (varying by household size and composition) based on
actua verified rent.
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Social Assistance

Stacking

STIR

Suitability Problem

Supply Approach

Supply Gap

Targeting

Vacancy Rate

Welfare
Dependant

Working Poor

Popularly known as ‘welfare,” social assistance is the income support of last resort for
peoplewho do not qualify for or have exhausted other income programs and other sources
of income.

Combination of two different types of assistance or programs. For example, arent sup-
plement may be stacked with nonprofit supply assistance to ensure that rents are afford-
able at a specified percentage of income.

Shelter to Income Ratio.

Term used to define an overcrowded dwelling — CMHC used very specific criteria to
determine an appropriate unit size — based on national occupancy standards. Parents
and children have separate rooms and children over age 5 of opposite gender are
assigned separate rooms; those under 5 may share up to two per room.

A program response focussed on providing adwelling — usually involves new construc-
tion but may include acquisition and rehabilitation.

The difference between breakeven rent and market level rents. The supply gap reflects
the cost or subsidy amount necessary to stimulate or support new supply (sincetypically
breakeven rent on new construction exceeds potential market rent).

Specifying the maximum percentage of unitsthat must be made available to households
meeting certain income criteria. Public housing is 100 percent targeted — all tenants are
generally below income thresholds and receive subsidized rent. Some nonprofit devel-
opments cap the number of targeted households at 60 percent to encourage a degree of
income mix and avoid concentrations of very low-income households.

A measure of the availability of rental units. Distinct from aturnover rate (when one
tenant moves out and a new one is ready immediately to move in), the vacancy rate (as
measured and reported in the CMHC annual rental survey) measures the percentage of
unitsthat are vacant and availablefor rent as of aspecific date. Typically, avacancy rate
of three percent is accepted as abenchmark of ahealthy rental market (sufficient unitsto
meet demand without excess pressure on rents).

A household whose main source of income over acontinuing period is social assistance.

Households in which one or both adults are employed, but family income is below
Statistics Canada low income cut-offs.
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