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Part | : 15 related issues

To facilitate useful and constructive discussion on the proposals of the Hong Kong
Housing Authority’s Review of Domestic Rent Policy Consultation Paper (March 2006),
I think it is necessary to have a good understanding of the 15 issues listed below:

1. Public housing rent setting and revision is not linked to costs / expenditure of public
rental housing programme. (Annex 1)

2. Target recipients of public rental housing programme include low-income
households meeting the requirements set under the Waiting List Income Limits and
Asset Limits (that is, to pass means tests) and those already admitted to the public
rental housing estates. For the latter group, some have become better-off and their
household income have exceeded the prevailing Waiting List Income Limits. (Annex
2)

3. Whether households (of the same household size / same household income, all
meeting PRH entry eligibility [passed income and asset tests) are able to afford
public rent is dependent on their choice of being accommodated in urban, sub-urban
or New Territories public rental housing (PRH) unit which may be built in different
years and of different space standards / facilities. (Annex 3)

4. Recipients of the Social Welfare Department Comprehensive Social Security
Assistance (CSSA) are low-income households. CSSA provides its recipients with
rent allowance that in most cases is sufficient to cover the PRH rents in full. CSSA
recipients in PRH should not have any affordability problem. (Annex 4)

5. Housing Authority Rent Assistance Scheme (RAS) is a supplementary safety net
offering tenants rent reduction to tenants facing temporary financial hardship.
(Annex 5)

6. The Rent-to-Income Ratios set as the eligibility criteria for RAS rent reduction could
be regarded as an indirect indicator of housing affordability. (Annex 6)

7. If there are tenants faced with affordability problem in housing, we should not reach
a simple conclusion saying that “public rent policy is unreasonable”. (Annex 7)



10.

11.

12.

13.

14.

There is no universally agreed housing affordability index. (Annex 8)

Section 16(1A) of the Housing Ordinance imposes that the overall Median
Rent-to-Income Ratio (MRIR) of all rental estates shall not exceed 10% after any
determination of variation of rent. MRIR not exceeding 10% has become a
legislative cap. However such legislative cap does not provide sufficient protection
to the small households and low-income households. Statistics show that while
MRIR was still below 10%, MRIRs of small households and low-income
households had exceeded 10%.(Annex 9)

The legislative cap of MRIR at 10% is often misunderstood as public rent not to
exceed 10% of monthly median household income or public rent not to exceed 10%
of household’s monthly income. Both are not the correct understanding of the
legislative cap stipulated in Section 16(1A) of the Housing Ordinance. (Annex 10)
MRIR at 10% is used by the Legislative Council to limit the extent of rent increase
and work as an expediency to curb the Housing Authority’s power to increase rents.
If this legislative cap is not to be deleted, Housing Authority would not be able to
implement any rent adjustment though it has accepted a good rent adjustment
reference index.

The use of a single legislative cap to limit the extent of rent increase has in effect
neglected the fact that PRH units are varied (in terms of location, age, facilities,
design, and space standards) and that PRH households are varied in terms of their
financial positions. (Annex 11)

PRH estates should not be seen as the only place to house the poor people. If there
are some positive changes in PRH households financial position, these better-off
tenant households should be allowed to pay additional rents (1.5 times net rent plus
rates or 2 times net rents plus rates) and then to stay in PRH units. This should be
part of governmental strategy to prevent labeling PRH estates as ghettos. Such
strategy is expected to minimize social cost (externality) to the community and to
maximize social benefits (externality) to the overall community. The relaxed
eligibility criteria (income and asset tests) suggests that the Housing Authority has
actually made allowance for these better-off tenants who normally undergo a family
life cycle — they have a higher income with adult children living with them and yet,
when adult children have moved out, they would resume a low-income position
again.

There is a need for more public debate over the question of public rent’s contribution
to the sustainability of public housing programme in Hong Kong. (Annex 12)



15. As rent policy for PRH estates will affect one-third of Hong Kong’s population
(already housed in Housing Authority public rental housing estates) and many other
low-income households on the public housing waiting list, any proposed changes
have to take into account of the objective factor(s) and subjective factor(s) [such as
tenants’ emotive response]. Appropriate changes of the rent policy would need to
strike a balance between public tenants’ interests and interests of the non-public
housing residents.

Part I1: Four Issues to be dealt with when fine-tuning public rent policy

1.  Housing Ordinance amendments are to be introduced:

(a) To delete the legislative cap (the MRIR10% limitation)

(b) To exclude rent-to-income ratios of CSSA recipients when calculating MRIR

(c) To delegate Housing Authority’s data collection authority (according to the legal
provision of the Housing Ordinance) to the Census and Statistics Department in
collecting reliable rent and income data of PRH households. It is important for the
Housing Authority to obtain reliable rent and income data to establish the housing
affordability position of PRH tenants. (Note: the existing practice of relying on
Census & Statistics Department’s General Household Survey (GHS) is not
appropriate as respondents are not legally liable for mis-reporting their income data.
The delegation of authority may involve the change of Housing Ordinance.)

2. Average Monthly Income Index tracking the movement of income in PRH normal
rent paying households is to be constructed. This index will only take account of the
“pure income changes” and discount the impact of changes in the distribution of
household size. [Note: public rent of CSSA recipients will be covered with the Social
Welfare Department’s CSSA payment, it is therefore not appropriate to include CSSA
recipients’ income when constructing the average monthly income index.] Public
rent revision will then be linked to the changes in the index. It is considered not
necessary to give statutory effect to such reference index as there will be greater
flexibility for the Housing Authority to make appropriate changes over time to ensure
its suitability as a rent revision reference indicator.

3. Rent review cycle should be shortened to two years: If the average monthly income
index is adopted as a reference index in rent revision, it is appropriate to shorten the
existing rent review cycle from three years to two years. Assuming that the rent
review will be conducted at the end of 2006 (on the basis of a two-year rent review
cycle), a reference index of 100 is set for the period July 2003 to June 2004, the

accumulated changes in the average monthly income index between July 2004 and
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June 2006 will be worked out. Such accumulated changes will be used as a reference
index for rent revision of PRH estates for the period January 2007 to December 2008.
The rent adjustments (either rent increase or rent reduction) in a two-year rent review
cycle are likely to be at a much more moderate rate than those made for a longer (say,
three-year) rent review cycle. It is also more likely to be accepted by the PRH tenants.
Should a two-year rent review cycle be adopted, there is also a need to make
necessary legislative amendment within the existing Housing Ordinance.

4. Further enhancement of Rent Assistance Scheme (RAS): Housing Authority
estimated that in April 2005 114,000 households were eligible for rent reduction
under the RAS. In fact, there were only 16,300 PRH households receiving RAS rent
reduction. Another estimate shows that in March 2006, there were 148,000 PRH
households eligible for rent reduction under RAS and in reality, as at end of March
2006, there were 17,206 RAS recipients. There is a need for the Housing Authority to
find out why eligible RAS recipients do not apply for RAS rent reduction assistance.
A proper understanding of these reasons will facilitate Housing Authority’s
deliberation of the enhancement package for the RAS recipients. It is hoped that RAS,
as a supplementary safety net, is able to meet the need of tenants faced with
temporary financial hardship.

Part I11: Controversial proposals are worthy of further study

Some of the proposals contained in the Housing Authority’s Review of Domestic Rent
Consultation Paper (March 2006) are controversial. There is a need for the Housing
Authority to listen to the views of the public and then conduct further study on these.

The controversial proposals include:

1. Differential rent: While considering the issue in terms of “Choice”, “Equity” or
“Stigmatisation”, it is also necessary for the Housing Authority to consider the likely
implication of the low-income households choosing to live in PRH units with a
higher rental charge. This may end up having many more households with high
rent-to-income ratios and the overall MRIR will also be pushed up. Modification
should be made to the differential rent system: a lower rental charge could be
applied to unpopular PRH units. These public rental housing units may have been
allocated many times to potential tenant households within a-12 month period but
still have not been taken up. These units are of less desirable floor level or
orientation and a few involve unpleasant incidents. Rents of these unpopular flats

should be reduced so as to speed up housing allocation and to save scarce PRH
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resources.

2. Exclusive Rents (rents exclusive of rates and management expenses): such proposal
of charging net rents (i.e. exclusive of rates and management expenses) is
significantly different from the existing inclusive rents arrangement (rents are
inclusive of rates, management and maintenance expenses). Tenants are suspicious
of Housing Authority’s exclusive rents proposal because it will pave a way to
increase rent. Pointing out that there is no case for immediate switch from an
inclusive rental charge system to an exclusive rental charge system, the Housing
Authority proposes to continue the existing practice of collecting inclusive rents but
separately listing the amount of rates, management fees, net rents, etc. by way of an
annual statement to individual tenants. This appears more feasible and will enhance
transparency (that is to enhance tenants’ understanding of the separate expenditure
items). The Housing Authority is also expected to prepare a detailed breakdown of
the operational expenses of the PRH units. After showing the details, public tenant
households may demand the government to subsidize PRH for its community
building and public housing policy enforcement expenses. (Annex 13)
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