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Introductory Note

This section presents a record of the panel discussions on the benefits and limitations of
housing allowances based on a tape recording made at the Conference. The report is
not an exact transcript, as the way people talk does not read well. CFAA has edited the
transcript. In addition each of the speakers has kindly reviewed and edited their
section(s) to ensure that the record is accurate, and that it says what the speaker
intended to say. As much as possible the oral flavour of the discussions has been
retained.

CFAA has added section titles and a table of contents so that the discussion on
particular points can be found more easily.

The speaker bibliographies are found at Tab 2. CFAA and EOLO thank all the speakers
for their participation in the panel discussion, and for their assistance in preparing this
record of the panel discussions.

We hope that the Conference and the panel discussions have increased understanding
of the various points of view on housing policy.
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PANEL DISCUSSION 1:
THE ECONOMIC BENEFITS AND LIMITATIONS OF HOUSING ALLOWANCES

Chair: Dr. Marion Steele

Speakers addressing Benefits Speakers addressing Limitations
Vince Brescia Steve Pomeroy
David Lyman Martha Lewis

VINCE BRESCIA:

| didn’t have a lot of time, but | threw a few slides together so that we can have some
visuals to frame the discussions. The slides are not in any particular order, so | am just
going to run through them quickly to frame a few thoughts | had about the issues and
the benefits of housing allowances, particularly on the economic side.

Rental Supply

One of the discussions that frequently comes up is whether shelter allowances are
appropriate from a economic perspective, as they don’t address the whole issue of
rental supply. There are a lot of concerns about rental supply, but my perspective of
rental supply has started to change.

Let’s start to look at additions to the supply of rental housing in the market in
comparison to new rental households in Ontario since 1976. Traditional rental housing
supply measured by CMHC is normally used for public policy purposes around this
issue. Rental supply often doesn’t correlate particularly well with rental growth for the
last 20 years.

Net Additions to Rental Stock,
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Rental supply doesn’'t have a lot to do with traditional rental supply as measured by
CMHC, so | wanted to contrast this between census years where you measure actual
additions to the market in terms of total rental supply versus traditional rental housing
starts.



We get a lot of rental supply but it is not really being measured. | am not sure that rental
supply is an issue at all, and certainly it is not as big an issue as it is made out to be. In
the modern era, most of the supply comes from non-conventional sources.

Average Annual Private Rental
Housing Supply by Type
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Besides condominiums and converted buildings, there is considerable rental supply in
single family homes.

Percent of Single Detached Stock
That is Rented, Ontario
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So | am not sure that rental supply is necessarily a big issue. Why is that, and why does
supply come from non-traditional sources? There are various reasons and | don’t want
to get into discussion about that.

There are massive conversions within the ownership stock to rental that you never hear
discussed. There are municipalities that want to consider stopping conversions from
rental to ownership, but there is a gigantic wave going the other way which you never
hear discussed. There is actually a lot of rental supply out there.

When you look at the percentage of renters in some of the major markets, there is
generally a downward trend in renting. There is a move to home ownership as we
become wealthier in society, but the major urban centres are certainly not having any
difficulty keeping a large percentage of the population as renters.



Percent of Households Renters
Toronto, Ottawa and Ontario
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| am not sure that there is a particularly big problem in the rental supply that we need to
address.

The Key Issue is Affordability

When | talk about economic efficiency I like to think about what is the issue that we are
trying to address with the whole issue of social housing or housing allowances. When
you look at the CMHC data you see that the problem is primarily an affordability
problem, and that the adequacy and suitability parts are quite small.

Core Need Problem in Canada
by Type of Problem, 2001
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Besides that, it is not clear to me that you can’t solve most of the problems of adequacy
and suitability by addressing the renters’ income problems, so they can go and find
housing that is suitable and adequate. | have prepared some slides so there is a visual
for everyone to see what | am talking about and why there are cost differences.

What are the Comparative Costs?

At the start, you need to compare these things over a long term. People have done this,
and we will talk about this in a second. From my perspective the real source of
efficiency in addressing people’s housing needs through housing allowances is the low
cost of the housing where they already live.



Compare either the census average rent, or the average rent of someone who is in core
need, with the average monthly rent that was incurred in the non-profit housing program.

Average Monthly Housing Costs by
Type of Housing, Ontario, 1996
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| like to use 1996 because we had the census data for the year, and the non-profit
housing program had produced 50,000 new units, so the costs represent average
program costs, not a limited sample of projects. You see that it is almost half the cost to
house someone where they live rather than to move someone into a brand new project.

Here is another visual illustration: the distribution of rents from the 1996 census in
Ontario versus the average rent of the non-profit housing program, which was roughly
around $1,100 at that time (as a provincial average).
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In another way to look at it, think of it from a builder’s or a developer’s perspective. If
you want to get into the business of housing people in the existing rental stock you could
buy an average existing rental unit in London in 2003 for roughly $60,000, compared to
building a new one which would cost approximately $130,000 per unit. You have that
huge initial cost differential. The way we break it down is there is a new construction
premium when you want to build brand new, when you compare it to existing rents for
those in core need.



Average Monthly Non-Profit Housing Cost
vs. Average Shelter Cost of Core Need
Household, 1996
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There is also an income mixing premium because if you want to build new social
housing you have to create some income mixing or you have public housing. So income
mixing is another cost that accrues to social housing, and that is why you end up with a
huge cost differential between the two programs.

Long Term Comparative Costs

This is where you get into the long term analysis. There are lots of people who have
done this analysis. It is actually relatively simple to do. | actually did the analysis on the
both sides when | was working in the government. | had to do the NDP response to
Clayton Research Associates shelter allowance research. You set up a model to debate
both sides of it. You take a 100 core need households and set up a model to look at
what it would cost to house them where they live now based on the core need data
versus the cost of building new housing for them. Then you have to monitor how those
costs change over time. Because the mortgages tend to stay flat, what tends to happen
is that you have a slight decline over time in the cost of social housing and a continual
rise with inflation in the cost of helping the same people with the shelter allowance.

New Construction Subsidy Versus
Housing Allowance
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But for a very long period, which is exactly the life of the mortgage, the social housing is
much more expensive on a per unit basis. When comparing the programs, the
government has to accrue interest on the differential cost between the two programs.



Once the mortgage is paid off, social housing becomes instantaneously more cost
effective, and so, it is more cost effective in each year after the mortgage is paid off.
However, when you accrue the cost differences and use net present value techniques,
then it turns out to be much more expensive in the long run to use the social housing
route. This is where the cost effectiveness of shelter allowances come in.

Cumulative Costs of New
Construction Vs. Housing Allowance
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The one assumption that helps the social housing argument is that you have an asset,
but it is hard to assume that you have an asset value in terms of a building after 50 or
100 years because the building would require significant capital replacements at that
point. The best you can say is that you have the land, and you don’t ever really gain
back the cost effectiveness that housing allowances have at the beginning. | also have
an issue as to whether the ownership of the land is a public benefit because it really is a
benefit to whoever has title at that point. It is not clear in those programs that you can
really define the land ownership as a public benefit at that point.

Strictly in economic term that is why many of us like shelter allowances.
STEVE POMEROY:

| will respond to some of the points that Vince has made, but I'll do it in the second
round of comments. There are some points that | disagree with.

Are Housing Allowances a Housing Program?

First of all | would like to make one clarification, we spent all day talking about shelter
allowances. | would argue that they are not a housing program. Basically they are a
form of income assistance that is conditionally linked to what you pay for housing. As
Marion Steele pointed out in her analysis the objective is not to increase the housing
consumption. In fact, in Manitoba the program has not increased housing consumption.
In a housing allowance program one says, in effect, “you shouldn’t pay more than 30%
of your income on housing, you need 70% for something else.” Let's give people more
money so they can actually spend it on things other than housing. In my mind that is not
a housing program; it is income assistance program that is conditionally linked to
housing. We already have one of those. It is called the shelter component of welfare.
We spend 5 billion dollars a year on it across the country. It is a massive program and it



works pitifully. It has huge design problems, and | think we should fix the problems there
instead of creating a new program to hide them.

Now let me focus on the issues here. There are three that | want to focus on to discuss
the pros and cons: the issue of cost effectiveness, the issue of equity and the issue of
consumer choice.

Cost Effectiveness

Vince has indicated that the cost effectiveness is simple math: if you have a certain
budget it is cheaper per person per year to provide shelter allowances. Therefore, you
help more people. That is fairly easy. However, | think the point that Vince was getting
into about the long run actually happens. Certainly if you look at the numbers in David’s
presentation earlier this afternoon, we take an average of $150.00 a month for shelter
allowance, $1800/year, and the rest is capital program at $50,000/unit. It is about 28
people, so you can help 28 people for a year under a shelter allowance, or you can build
social housing for the same amount of money and help a different family every year for
28 years. After 28 years, the social housing asset continues to help more and more
people for 30, 40, 50, or 60 years. Therefore, you have built an on-going utility that you
can use downstream and continue to recycle that utility to other families.

In terms of the long term cost effectiveness, | think it does come down to who owns the
assets. Certainly there is a market cycle, but in the long run market rents rise. If you
have any kind of program design that's pegged in some way to the median rent that rent
IS going up over time and your program costs are going to go up as a consequence.
That applies whether one uses the 40th percentile as in the U.S., or the median rent as
in Canada.

Over the last 25 years, in the analysis that | did a few years ago, we found that the
average market rent had increased at twice the rate of the break even cost of non-profit
housing. So in the graph that Vince showed you [at the top of page 6] the curve for the
housing allowance would be a lot steeper than the illustration that Vince showed you.
Depending what is happening in the marketplace in terms of rents and what is
happening in terms of interest rates and the discount rates that Marion talked about
earlier, | believe there is a point in time that social housing does become cost effective in
pure subsidy terms.

With respect to the asset growth | would fundamentally disagree with Vince that there is
no value of those buildings. You landlords know how to capitalize the value to a
building, you take the current rental stream and you use a cap rate to calculate the
value. There is tremendous value in those assets that have been built in the non-profit
sector.

Impact on Market Rents

| agree there is a supply premium you pay up front to build the asset in the first place.
The value of that depends on when you catch up and what is going on in the market
place. In periods of low supply, the vacancy rate is very low, rents go up faster and then
that period becomes shorter.

10



