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Chapter 1

Introduction

Review of Domestic Rent Policy

1.1

1.2

In January 2001, the Housing Authority (the Authority) decided to set up an ad hoc committee
to review the domestic rent policy for public rental housing (PRH). The objective of the
review is to map out a rent policy that is affordable, more flexible, provides greater choice

to tenants, and contributes to the long-term sustainability of the public housing programme.

This is the third major review of the Authority’s domestic rent policy. The last two reviews

were conducted in 1986 and 1991 respectively.

The Committee

1.3

The terms of reference and membership of the Ad Hoc Committee on Review of Domestic
Rent Policy (the Committee) are set out at Appendix A. The Committee held 18 meetings
between April 2001 and February 2006. Its work was intervened by the judicial review
cases concerning the Authority’s decisions to defer reviewing the rents of its PRH estates,
the legal proceedings of which straddled three years from end 2002 to end 2005.

Structure of this Consultation Paper

1.4

This consultation paper sets out the initial findings of the Committee for improving the way
that domestic rents are set and reviewed. Chapter 2 provides a brief account of the existing
domestic rent policy and the background leading to the review. Chapter 3 sets out some
important guiding principles underpinning the Authority’s domestic rent policy. Chapters4-13
outline the main issues central to the domestic rent policy and suggest options for

improvement. The key consultation questions are summed up in Chapter 14.

Sustainability Considerations

1.5

The Committee aims at putting forward options for improving the Authority’s domestic
rent policy that helps to promote the long-term sustainability of the public housing
programme. This is consistent with the principle of sustainable development for our
community. The Committee will be guided by public responses to the consultation

before making its recommendations to the Authority.
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Sending Us Your Views

1.6

1.7

1.8

1.9

This consultation paper seeks your views on the proposed options for improving the
Authority’s policy on domestic rents. We invite responses by 9 June 2006. All responses
should be addressed to —

The Committees’ Section

Housing Department

10/F, Block 2, Housing Authority Headquarters
33 Fat Kwong Street

Kowloon

(Fax no. : 2761 5770)

or e-mailed to: cdrp@housingauthority.gov.hk

Copies of this consultation paper are available at District Offices and the Authority’s Estate Offices.

It may also be accessed on the Authority website (http://www.housingauthority.gov.hk).

For enquiries, please contact the Housing Department at 2761 7763.

Views received may be made public together with the identity of the author. If you prefer

to have your views reflected anonymously, please tell us when you send in your comments.



Chapter 2

2.1

Existing Domestic Rent Policy

This Chapter provides an overview of the existing domestic rent policy, the background
leading to the current review, and the implications of the recent ruling by the Court of Final
Appeal on the judicial review cases concerning PRH rents. It goes on to identify broad

areas where improvements are warranted.

General Framework of the Existing Domestic Rent Policy

Overview

2.2

The mission of the Authority is to provide affordable housing to those in genuine need. To this
end, we have been embarking on a major public housing development programme providing
a wide range of rental accommodation to low-income households at affordable rents. As of
end September 2005, the Authority had a stock of 681 700 PRH units in 189 estates, offering a
broad variety of flat types with different rent levels in meeting the needs of tenants. Some 29%
of Hong Kong's population are living in PRH. PRH units are let on a month-to-month term until
termination by either the Authority or the tenants with one month’s notice. Rents charged by

the Authority are inclusive of rates, management and maintenance costs.

Rent Levels

2.3

The Authority is committed to keeping rents for public housing at affordable levels. Rents for
public housing range between $250 and $3,810 per month. They average at $1,470 per month.
Some 61% of public housing tenants are paying less than $1,500 monthly for rent. These
levels of rents should also be viewed from the broader perspective of the marked
improvements in the living conditions of PRH in recent years. The average living space per
person increased by 28% from 9.3 m’ of internal floor area (IFA)" in the third quarter of 1996 to
11.9 m’ IFA in the third quarter of 2005. For newly let units, it further reached 12.3 m’ IFA, well
above the upper tier of the allocation standard of 7 m” IFA per person. Within the same
period, 109 200 old rental units were demolished and replaced by 218 300 new ones which
are more spacious and with better design and amenities. The percentage of overcrowded
families” also came down substantially from 6.5% to 0.9%.

Rent Setting for New Estates

2.4

Two rent fixing exercises are conducted annually to determine rents for newly completed PRH
estates. For rent setting purposes, the Authority divides the territory into six broad districts.
Rents of newly completed estates are fixed according to the so-called “best rent”, expressed in
terms of per m” of IFA, for each district. The “best rent” is determined having regard to the
location and comparable estate values of the districts concerned. In general, rents per m’ IFA
are uniform across all the units in the same block irrespective of floor levels and orientation.

Chapter 8 gives a more thorough analysis on the operation of the “best rent”.

" For Harmony blocks, 1 m? of IFA is broadly equivalent to 1.57 m? of gross floor area.

2 Overcrowded families refer to those occupying units with less than 5.5 m? IFA per person.
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2.5 To ensure affordability, rents are set with reference to the median rent-to-income ratio (MRIR)3
of the prospective tenants. Following a comprehensive review of domestic rent policy in
1986, the Authority agreed that rents should not exceed a MRIR of 15% at the then prevailing
space allocation standard of 5 m’ IFA per person. While the space allocation standard
was increased by 10% to 5.5 m’ IFA per person in 1987, the MRIR benchmark of 15% was
kept unchanged.

2.6 In anticipation of the improvements in space allocation standards made possible by the new
Harmony blocks coming on stream, the Authority conducted another review of the domestic
rent policy and allocation standards in 1991. The review noted that any upward adjustment in
the space allocation standards would bring about an increase in rents and hence the MRIR. It
concluded that it would be neither desirable nor appropriate to increase rents with no regard to

tenants' affordability.

2.7 The Authority therefore made another conscious decision to restrain the possible rent increase
that may be brought about by a relaxation in allocation standards by another MRIR benchmark.
Two MRIR benchmarks would be adopted for guiding the rent setting for newly completed
estates according to the space allocation standards. Should the space allocation be based on
the old standard of 5.5 m” IFA per person, the rents so set should not exceed a MRIR of 15%
which has been in place since 1986. If it is based on a more generous standard of 7 m’ IFA per
person (which is the planning standard adopted for Harmony blocks), then the MRIR should
not exceed 18.5%. The purpose of this two-tier structure is to provide more choice to tenants
who may wish to be accommodated in smaller flats either out of personal preference or due
to inability to pay higher rents. It also ensures that rents remain affordable while taking

account of the substantial improvements in space allocation.

2.8 One important consideration we should stress here is that the two MRIR benchmarks have
been set to ensure that the overall rental levels are affordable. However, it has not been the
Authority’s intention to solely determine rents for PRH on the basis of these two MRIR
benchmarks. Other factors such as location, flat size, consumer price movement, wage
movement, estate operating costs, rates charged by Government, the Authority’s financial
position, etc. are also taken into account.

3 Rent-to-income ratio is the expression of rent as a percentage of household income. The MRIR gives the median value of the rent-to-
income ratios of all the PRH households. By definition, 50% of the relevant households' rent-to-income ratios will be below the MRIR and
the other 50% above it. Chapter 4 provides a more detailed elaboration of the concept of MRIR.



Rent Adjustments and Constraints under the
Housing Ordinance (Cap. 283)

2.9 As noted in para. 2.8 above, the Authority takes account of a range of considerations,
including tenants’ affordability (which in general is reflected by the two MRIR benchmarks
of 156% and 18.5%), consumer price movement, Government rates, wage movement,
comparative estate values, running costs of the estates under review, the Authority’s financial
conditions, etc. in determining whether and, if so, the extent to which rents should be
adjusted. It has also been the Authority’s policy to review the rents of its estates in batches.

Each review may comprise a mix of estates completed at different points in time.

2.10 Section 16(1A)" of the Housing Ordinance, which was introduced to the then Legislative
Council by way of a Private Members’ Bill in 1997 and came into effect in March 1998,
imposes tight restrictions on the level and frequency that the Authority may adjust its
domestic rents. It provides that any determination of variation of rent, which means rent
increase according to the judgment of the Court of Final Appeal delivered in November
2005° by the Authority for any particular estate shall only take effect at least three years
after the preceding determination for that estate, and that the overall MRIR of all rental

estates shall not exceed 10% after a rent determination in any estate.

2.1 Onthe other hand, section 4(1)° of the Housing Ordinance calls upon the Authority to “secure the
provision of housing” to those in need. Section a(4y goes further to direct the Authority to ensure
that the revenue from its estates “shall be sufficient to meet the recurrent expenditure on its
estates”. The Authority's rental operating account accumulated a deficit of $11.4 billion over
the period between 1993/94 and 2004/05. While a moderate surplus of about $0.4 billion is
expected for 2005/06, we forecast a total deficit of $0.8 billion for the four-year period between
2006/07 and 2009/10.

2.12 The legislative constraints on rent adjustments have made it very difficult for the Authority
to secure the provision of housing to the needy while balancing its estates’ accounts. The

law, as it currently stands, contains provisions which may not be easily reconciled.

IN

o o

~N

Section 16(1A) of the Housing Ordinance provides that —

(a) Any determination of variation of rent after the commencement of the Housing (Amendment) Ordinance 1997 (108 of 1997) by the
Authority under subsection (1)(a) in respect of any class (whether determined by the nature of the land or status of the lessee) of land
in an estate for residential purposes shall only take effect at least three years from the date on which any immediately preceding
determination in respect of the same such class of land came into effect.

(b) The rent determined under paragraph (a) in respect of any such class of land shall be of such amount that the MRIR in respect of all
classes of land in all estates let for residential purposes, as determined by the Authority, shall not exceed 10%.

Details of the Court of Final Appeal’s ruling are set out in paras. 2.21 to 2.23.
Section 4(1) of the Housing Ordinance provides that -

The Authority shall exercise its powers and discharge its duties under this Ordinance so as to secure the provision of housing and such
amenities ancillary thereto as the Authority thinks fit for such kinds or classes of persons as the Authority may, subject to the approval of
the Chief Executive, determine.

Section 4(4) of the Housing Ordinance provides that -

The policy of the Authority shall be directed to ensuring that the revenue accruing to it from its estates shall be sufficient to meet its
recurrent expenditure on its estates.
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Rational Allocation of Housing Resources

2.13 The Authority has to ensure that public housing subsidies are available only to those in genuine
need, and that the continuing needs of those living in PRH are regularly reviewed and properly
assessed. This objective is achieved through two important policies - the Housing Subsidy
Policy introduced by the Authority in 1987 and the Policy on Safeguarding Rational Allocation
of Public Housing Resources in 1996.

2.14 Under the Housing Subsidy Policy, better-off tenants are required to pay higher rents. To do this,
tenants who have resided in PRH for 10 years or more are required to declare household income
at a biennial cycle. Households with income exceeding two times the Waiting List Income Limits
have to pay 1.5 times net rents plus rates. Those with income exceeding three times the Waiting

List Income Limits, or who choose not to declare income, have to pay double net rents plus rates.

2.15 The Policy on Safeguarding Rational Allocation of Public Housing Resources forms another
strand of our strategy to ensure that public housing subsidies are only available to those in
genuine need. Tenants paying double net rents plus rates under the Housing Subsidy Policy
are required to declare their assets at the next cycle of declaration if they wish to continue
to live in PRH. Households with income exceeding three times the Waiting List Income
Limits and net asset value exceeding the prescribed asset limits (currently set at 84 times of
the Waiting List Income Limits), or those households who choose not to declare their assets,
are required to vacate their flats. These households may apply for a licence to remain in
their PRH units for a period of not more than one year, during which a licence fee equivalent

to market rent will be levied.

Additional Help for the Needy

2.16 The Housing Subsidy Policy and the Policy on Safeguarding Rational Allocation of Public Housing
Resources seek to address the problem of potential misuse of housing resources by those who
are no longer in need of any rental housing subsidies. However, at the other end of the spectrum
is a group of people who cannot afford paying normal rents due to temporary financial difficulties.
To address this problem, the Authority introduced the Rent Assistance Scheme in 1992. The
Scheme provides for 25% to 50% rent reduction to households with rent-to-income ratios
exceeding 20% or with income below 60% of the Waiting List Income Limits’. It offers one of
the most effective safeguards to ensure rents are affordable to individual households. For
those households facing long-term financial problems, they can apply for Comprehensive Social
Security Assistance (CSSA) under which a rent allowance, adequate to cover the full amount of
rent payable in most cases, is provided by Government. Further details on the operation of the
Rent Assistance Scheme are considered in Chapter 13. Recipients of CSSA and rent assistance

together account for some 23% of the total number of PRH households.

8 Details of the eligibility criteria for the Rent Assistance Scheme are set out in Chapter 13.



Background to the Review

2.17

2.18

2.19

2.20

The Asian financial turmoil brought an unprecedented impact on the economy of Hong Kong.
Downward adjustments in wages and rising unemployment caused hardship to some of the
Authority’s tenants. To help our tenants overcome this difficult period of time, the Authority
waived the rent increases approved in 1998 and 1999. As a result, the rents of the majority of the
public housing estates still remain at the 1995 and 1996 levels. The Authority has also deferred all

rent reviews since 1999.

In December 2001, in view of the continuing difficult economic conditions, the Authority
further decided to grant one-month rent holiday for all PRH tenants, except for those who

were paying additional rents.

Despite the above rent relief measures, the MRIR has been increasing gradually and exceeded
10% in the second quarter of 2000. It peaked in the third quarter of 2004 at 14.7%. As at the
third quarter of 2005, the MRIR dropped slightly to 14.6%. The continuing surge of the
MRIR has aroused public concern and raised important questions about the long-term

sustainability of the Authority’s existing domestic rent policy and finances.

It was against this background that the Committee was commissioned to advise the Authority
on how its domestic rent policy should be shaped within a framework which balances the
need to ensure rents are within the affordability of our tenants and the sustainability of the

public housing programme.

Implications of the Court of Final Appeal’s Ruling

2.21

2.22

In October and November 2002, two PRH tenants applied for judicial review of the Authority’s
decisions to defer rent reviews. Atthe heart of the judicial review lies the important question
as to whether under the Housing Ordinance the Authority has a statutory duty to review

rents every three years and to ensure that the MRIR does not exceed 10%.

The Court of First Instance and Court of Appeal respectively ruled in favour of the appellants
and the Authority. The case eventually went to the Court of Final Appeal. In November
2005, the Court of Final Appeal handed down its judgment in favour of the Authority. In
brief, it ruled that —

(a) the Authority’s decisions to defer rent reviews did not amount to determinations of

variation of rent;

(b) the Authority is not under a statutory duty to review rents and revise them so as to
ensure that the 10% MRIR is not exceeded;
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(c) the Appellant did not have a legitimate expectation that rents would be revised at three-year

intervals or at all so as to ensure that the 10% MRIR is not exceeded;

(d) the words “any determination of variation of rent” in section 16(1A) of the Housing Ordinance

mean any decision to increase rent and do not extend to a decision to reduce rent;
(e) 10% MRIR is not a statutory definition of affordability; and

(f) the Authority is under a statutory duty to ensure that the revenue accruing from its

estates shall be sufficient to meet its recurring expenditure.

2.23 In his judgment, Mr Justice Chan PJ also comments that the problems discussed in the
appeal illustrate the desirability of having a long-term and comprehensive review of the
whole public housing policy, including the MRIR methodology and its ceiling now fixed at

10% which has been criticized by some as arbitrary.

2.24 The relevant judgment of the Court of Final Appeal on this judicial review case (Ho
ChoiWan v. Hong Kong Housing Authority) can be accessed on the Judiciary website

(http://legalref.judiciary.gov.hk/Irs/common/ju/judgment.jsp).

Problems with the Current Rent Policy

2.25 Taking account of the Court of Final Appeal’s ruling, the Committee has identified a number

of key problem areas in the current rent policy framework. These include —

(a) the statutory 10% MRIR provision following any rent increase has imposed an
unprecedented constraint upon the Authority’s power to adjust its domestic rents to

meet its policy and financial objectives;

(b) the recent increase in the MRIR has been brought about by a combination of many
extraneous factors other than changes in rents and household income. It calls into
question whether the MRIR as a measure of tenants' affordability still meet the modern
day requirement. Even if so, there is a clear case to examine whether the current

methodology for its assessment has scope for improvement;

(c) the MRIR has been contrived as a general measure of tenants’ affordability rather than a
mechanism for rent adjustments. The requirement under the existing Housing Ordinance
that following any rent increase the MRIR should not exceed 10% has confused the role of
MRIR. The current system imposes tight restriction on rent increases, but provides no
objective basis for the Authority to consider when and, if so, to what extent a rent reduction
is warranted. Another fundamental question to be addressed is whether a more well-

defined alternative mechanism should be put in place to guide rent adjustments; and

(d) the rigidity of the existing rent structure has limited the Authority’s flexibility to fix
rents in a more rational and fairer manner. More important, it has severely reduced the

choice available to tenants to select flats that suit their needs and affordability.



Chapter 3

3.1

Guiding Principles for Rent Setting
and Adjustments

Before identifying options for improving the existing framework, the Committee considers
it important that the principles underpinning its proposals are properly understood by the
public. It has thoroughly examined and reaffirmed a number of guiding principles upon
which the Authority’s domestic rent policy is built. These broad principles are set out in this
Chapter.

Tenants’ Affordability

3.2

The Authority’s PRH programme plays a central role in providing accommodation to those
who find private housing beyond reach. Insofar as it is only provided to those in genuine
need and with financial means below the prescribed income and asset limits, tenants’
affordability should continue to sit at the very heart of the Authority’s whole approach to

domestic rent policy.

Long-term Sustainability of the PRH Programme

3.3

The provision of suitable and adequate subsidized rental accommodations to maintain the
average waiting time at around three years is a long-term commitment of the Authority. Its
delivery requires substantial and continuous investment by the Authority in the PRH
programme. In addition, pursuant to sections 4(1) and 4(4) of the Housing Ordinance, the
Authority has a statutory duty to secure the provision of housing to those in need and to
ensure that the revenue accruing from its estates shall be sufficient to meet the recurrent
expenditure of its estates. The long-term sustainability of the PRH programme must therefore

be an important consideration in framing our domestic rent policy.

Rational Allocation of Resources

3.4 The Committee maintains the principle that housing resources should be allocated to those in

genuine need. The level of housing subsidies should generally correspond with the households’
financial means. PRH tenants who can afford private housing should cease to enjoy PRH
subsidies. On the other hand, special assistance should be made available to those who cannot

even afford the subsidized rents.

Respect for Tenants’ Choice

3.5

The Committee recognizes that many of the PRH applicants would like to have a wider
choice of flats with different rental levels that match their individual preferences and
affordability. The Committee is convinced that we should give due respect for tenants’
choice. The Authority’s rent policy should therefore work towards, where possible, widening
the choice available to tenants by setting rents more closely according to the type, size and
location of the flats.
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Comparable Estate Values

3.6 The rental values of individual estates and housing units vary according to factors such as
location, size, age, design of the properties, estate facilities, surrounding environment,
transportation and other amenities. The Committee believes that it is appropriate to continue

to set rents to reflect the comparable values of the estates.

Market Rents

3.7 The Committee has considered the appropriateness for the Authority to make reference to
the rent levels in the private sector in the determination and adjustment of its domestic
rents. However, market rents are driven not so much by tenants’ affordability as other
external factors such as supply of stock and economic conditions. They could not provide a
fair and consistent basis for setting the Authority’s domestic rents. The Committee therefore
believes that it is not appropriate to set or adjust the Authority’s domestic rents according
to the movements of the market rents. Nonetheless, reference to market rents is still relevant

in measuring the extent of subsidies for providing PRH.

Objectives of the Current Review

3.8 The Committee is putting the above principles into practice by aiming to —
(a) keep rents at affordable levels;

(b) identify a viable rent adjustment mechanism that reflects closely tenants’ affordability

and promotes the long-term sustainability of the PRH programme;
(c) improve the current method for measuring affordability;
(d) provide greater choice of flats with different rental levels to tenants;

(e) enhance the flexibility of the rent structure to provide a closer link between rents and
value of the flats; and

(f) explore scope and options for enhancing the provision of rent assistance to those in
financial hardship.

1



Chapter 4

4.1

Measuring Tenants’ Affordability

Insofar as rents are set with reference to tenants’ affordability, there is a need to put in place some
form of affordability indicator. In this respect, the Authority has been using the MRIR as a general
indicator of affordability for years. This Chapter covers the operation of the MRIR as a measure of

tenants’ affordability and analyses the factors accounting for the recent rising trend of the ratio.

Data Source

4.2

The MRIR is compiled based on the most up-to-date rent and household income data
collected from the General Household Survey, which is a sample survey conducted by the
Census and Statistics Department on a continuous basis. The survey covers a sample size
of around 24 000 households in a three-month period. Of these, some 7 000 households
reside in the Authority’s PRH estates. The MRIR is derived primarily based on the data

collected from these sampled households with suitable statistical procedures.

Methodology for Calculating the MRIR

4.3

4.4

For the purpose of calculating the MRIR, household income refers to the total cash income
of a household, including earnings from all jobs and other cash incomes received by
members of the household. The General Household Survey also covers households receiving
CSSA, and the social security receipts are counted as “income” of these households.
Likewise, rates are counted as part of the rental payment notwithstanding the fact the

Authority does not pocket the money so collected.

On the basis of the findings of the General Household Survey, the rent-to-income ratio,
which is the amount of rent (inclusive of rates and management cost) expressed as a
percentage of household income, is worked out for each and every individual household.
The rent-to-income ratios for all households are then placed in an ordered sequence (i.e.
either in ascending order or descending order), and the middle rent-to-income ratio is the
MRIR. By definition, therefore, half of the households have rent-to-income ratios above the
MRIR and the other half below it. To elaborate the calculation of the MRIR, a simple illustrative

example is given at Appendix B.

MRIR Benchmarks Adopted by the Authority

4.5

As noted in para. 2.7, since 1991, the Authority has adopted two MRIR benchmarks for
measuring tenants’ affordability according to the space allocation standards. For newly
completed estates, a MRIR of 15% is adopted for an allocation standard of 5.5 m’ IFA per
person whereas a MRIR of 18.5% is adopted for an allocation standard of 7 m” IFA per person.
The objective of introducing a higher MRIR benchmark of 18.5% is to ensure that the rents for
the newly completed Harmony blocks, which were rolled out by 1992, remained affordable.
This upper tier of MRIR is considered a reasonable benchmark for measuring tenants’
affordability taking account of the considerable improvement in space allocation standard,
building design, amenities and overall living conditions brought about by the Harmony blocks.
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Legal Restriction on the Overall MRIR

4.6 In 1997 the then Legislative Council introduced amendments to the Housing Ordinance to
impose restrictions on the Authority’s power to vary domestic rents. One of the restrictions
provided for under section 16(1A)(b) of the Ordinance is that the overall MRIR of all PRH
estates shall not exceed 10% after any determination of variation of rent. The amendments
came into effect in March 1998. It is important to note that the legal requirement for the
overall MRIR not exceeding 10% does not apply to the rent fixing exercises for newly
completed estates, which continue to follow the 15% and 18.5% affordability benchmarks.
The Court of Final Appeal further ruled in November 2005 that the 10% MRIR cap applies
only when a decision is made to increase rents. It also ruled that the 10% MRIR is not a

statutory definition of affordability.

4.7 Animportant consequence of this legal restriction is that the Authority is prohibited from
increasing rents once the MRIR exceeds 10%. The MRIR becomes the overriding
consideration in determining whether rents could be increased. It confuses the role of the
MRIR, which is essentially a broad brush indicator to measure affordability, and inadvertently
translates it into a rent adjustment mechanism. Chapter 7 analyses in greater detail the

drawbacks of using MRIR as a mechanism for rent adjustments.

Merits and Demerits of MRIR as an Affordability Measure

4.8 Adopting the MRIR as a measure of affordability has the following advantages —
(a) the calculation method is relatively straight forward;
(b) the figure is simple and easy to understand;
(c) it is not affected by extremely high or low rent-to-income ratios of certain households; and

(d) the data is readily available from the General Household Survey.

4.9 The MRIR, particularly taking account of the way that it is being calculated, does have its

limitations as a measure of affordability. These include -

(a) the MRIR only relates rent to household income. The figure itself does not tell the interplay
of a host of extraneous factors that have pushed it up. For instance, improvements to the

living conditions (such as allocation of newer or larger flats) are not reflected in the figure;

(b) itonly provides the “middle figure” in a set of rent-to-income data. It does not provide any indication

on the overall distribution of the rent-to-income ratios of the households;

(c) the data on monthly household income are based on the results of the General Household
Survey. As with other household surveys, it may be possible that some respondents in the
General Household Survey are reluctant to disclose their genuine household income. The
accuracy of the MRIR so calculated therefore hinges on the reliability of the reported household

income in the survey; and 13



14

(d) the current calculation of MRIR includes tenants receiving CSSA, which may affect the objectivity

of MRIR as a measure of affordability among tenants. This is because the issue of affordability
is not directly relevant to the majority of the households receiving CSSA as their rents are

fully paid by the Social Welfare Department.

Latest Trend of the MRIR

4.10 The Authority has not implemented any rent increase since 1998°. However, the overall MRIR

has been generally moving along an upward path over the last few years. Since the second
quarter of 2000, the MRIR has exceeded 10%. It stood at 14.6% as at the third quarter of 2005.

4.11 The soaring MRIR in the absence of any rent increase has a string of systematic causes.

MRIR (%)

These are set out below.

Median Rent-to-Income Ratio for PRH Households
from 1996 to 2005
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Notes: 1. “3Q” stands for the third quarter of the corresponding year.
2. Sudden slide of MRIR in 4Q 2001 was due to the one-month rent waiver for all PRH households in December 2001.
Rates rebate by Government accounted for the drop in 4Q 1998 and 3Q 2003.

g Except for additional rent payers in PRH.
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Increase in CSSA Cases

4.12 ltis estimated that the number of recipients of CSSA among PRH tenants leap-frogged from 53 400
households in the fourth quarter of 1996 to 133 200" households in the third quarter of 2005 -

Estimated Number of CSSA Households in PRH
from 1996 to 2005
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Year

Notes: 1. “3Q” and “4Q” stand for the third quarter and the fourth quarter of the corresponding year respectively.
2. The CSSA statistics for the third quarter prior to 2000 are not available.

4.13 Although CSSA recipients do not have any “affordability” problems as their rents are fully
covered by the Social Welfare Department in great majority of the cases, they tend to have
higher rent-to-income ratios. Their inclusion in the calculation of the MRIR contributes to
the upward trend of the MRIR.

' This estimate is based on the General Household Survey. According to the administrative records of the Social Welfare Department, there
are some 160 100 CSSA cases in PRH as at the third quarter of 2005. This discrepancy may be due to under-reporting in the General
Household Survey and the fact that a CSSA household may involve more than one CSSA case.
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Improvement in Living Space

4.14 The average living space per person of PRH households increased substantially from 9.3 m’ IFA
per person in the third quarter of 1996 to 11.9 m” IFA in the third quarter of 2005, thereby lifting up

the average amount of rents payable per household even without any increase in the unit rents —

Average Living Space per Person (IFA sq.m. / person) in PRH

from 1996 to 2005
IFA sg.m./person
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Note: “3Q” stands for the third quarter of the corresponding year.

Supply of New Flats

4.15 As a result of the substantial increase in the Authority’s investment in building new rental
units over the past few years, the supply of new PRH units in the period from 1996/97 to
2005/06 (up to September 2005) reached 218 300 units —

Number of New PRH Flats Constructed from 1996 / 97 to 2005 / 06

Year Number of new PRH flats
1996 / 97 14 900
1997 / 98 17 900
1998 / 99 9 600
1999 /00 27 700
2000/ 01 46 800
2001 /02 29 800
2002 /03 20 400
2003 /04 15 100
2004 / 05 24 700

2005/ 06 (up to September 2005) 11 400

4.16 The rental values of these new units are usually higher than the old ones, reflecting major

improvements in space allocation, facilities and living environment.



Review of Domestic Rent Policy

Consultation Paper

Comprehensive Redevelopment Programme

4.17 Atthe same time, tenants from old estates where rents are cheaper have been progressively
relocated to new estates with relatively higher rents under the Comprehensive Redevelopment
Programme. In the period from 1996/97 to 2005/06 (up to September 2005), a total of 109 200
old PRH units were demolished with most of the affected tenants relocated to new estates —

Number of Old Rental Flats Demolished from 1996 / 97 to 2005 / 06

Year Number of demolished flats under CRP
1996 / 97 14 800
1997 / 98 14 800
1998 / 99 15 500
1999 /00 5900
2000/ 01 13 600
2001/ 02 32 400
2002 /03 6 500
2003/ 04 5200
2004 /05 500

2005/ 06 (up to September 2005) 0

Exit of High Income Tenants

4.18 In the past 10 years, about 186 500 PRH tenants joined various subsidized home ownership
programmes and left PRH. These tenants turned home owners usually have higher income
and hence lower rent-to-income ratios. The exit of these high income tenants has contributed
to the upward trend of the MRIR. For instance, the proportion of PRH tenants with
rent-to-income ratio below 5% dropped from 18.8% in the third quarter of 1996 to 4.4% in the
third quarter of 2005 -

Proportion of Households with Rent-to-Income Ratios
Proportion (%) Less than 5% in PRH (1996-2005)
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Note: “3Q” stands for the third quarter of the corresponding year.
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Elderly Households

4.19 The proportion of elderly households (i.e., those comprise all household members aged 60

or above) among the PRH tenants increased from 9.7% in the third quarter of 1996 to 14.3% in
the third quarter of 2005. As the income of elderly households is in general lower than that of

the average households, the cluster of elderly households in PRH tends to raise the MRIR -

Proportion of elderly households living in PRH and
their median household income

Year Quarter Proportion of elderly Median household income of
households in PRH (%) elderly households in PRH (HK$)
1996 3Q 9.7 2,800
1997 3Q 10.3 3,100
1998 30 11.3 4,000
1999 30 12.4 3,600
2000 30 13.2 3,700
2001 3Q 13.5 4,000
2002 3Q 14.0 3,700
2003 3Q 14.1 3,700
2004 30 14.2 3,900
2005 30 14.3 3,700
Small Households

4.20 The proportion of small households with one to two persons in PRH swelled from 20.9% of

all households in the third quarter of 1996 to 34.0% in the third quarter of 2005. As the
income of small households is usually lower than that of large households, their rent-to-
income ratios tend to be higher —

Proportion of Small Households (one-person and

Proportion (%) two-person Households) in PRH (1996-2005)
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Note: “3Q” stands for the third quarter of the corresponding year.
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Drop in Median Household Income

4.21
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The median income of PRH households peaked in the first quarter of 1998 at $14,000. It
dropped to $10,500 in the third quarter of 2005. Apart from the general downward
adjustments in wages, this drop in median household income of PRH households has been
the result of the sharp rise in the number of CSSA households, exit of higher income tenants

from PRH, and increase in the proportion of elderly households and small households -

Median Monthly Household Income of PRH Households
(1996 to 2005)

3Q 3Q 3Q 3Q 3Q 3Q 3Q 3Q 3Q 3Q
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Year

Note: “3Q” stands for the third quarter of the corresponding year.
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Chapter 5

5.1

Alternative Options for
Measuring Affordability

The Committee has examined a number of other possible methods for assessing tenants’ affordability.

A brief description of these alternative methods and their pros and cons are outlined in this Chapter.

(a) MRIR Variants

5.2

5.3

One alternative is to build on the framework of the existing MRIR model and develop different

variants to cater for different requirements —

(i) Different MRIRs for households with different incomes: This variant is premised on the idea
that different rents should be set for households with different incomes. Low income
households can only spend a smaller proportion of their income on housing after paying
non-housing expenses, whereas high income households can afford to use a greater
proportion of their income on housing. Under this approach, a lower MRIR should be

accorded to low income households and a higher MRIR to high income households.

(ii) Different MRIRs for different types of rental blocks: Compared with old estates, rents for the
PRH units in new estates are higher, reflecting better facilities, improved living environment
and a more generous allocation space standards. Many households prefer to live in new
estates notwithstanding the fact that these estates have higher rents. Consideration can be

given to adopting a higher MRIR for new estates and lower MRIR for old estates.

(iii

=

Different MRIRs for households of different sizes: Household income often relates to household
size as a bigger household usually has more income earners, hence higher household income

than a smaller one. Different MRIRs could be used for households of different sizes.

A major advantage of the above proposed MRIR modules is that they provide for a more
sophisticated system to address some of the shortcomings of a uniform MRIR. However,
many of the existing policies of the Authority have already incorporated the main features
of the above proposals. For instance, the Rent Assistance Scheme seeks to reduce the rent-
to-income ratios of those households with affordability problems; the Housing Subsidies
Policy requires households with high income to pay additional rents; and different MRIR

benchmarks are used for setting rents for new estates according to the allocation standards.

(b) Setting Rents Based on a Fixed Rent-to-Income Ratio

5.4

5.6

A major area of deficiency in using a uniform MRIR for assessing affordability is that it is
unable to address the concern about having high rent-to-income ratios for low income
tenants and low rent-to-income ratios for well-off ones. An egalitarian approach is to adopt
a fixed rent-to-income ratio across-the-board so that all tenants should pay a fixed proportion

of their income as rents.

The merit of this method is that the overall MRIR will be fixed at the prescribed rent-to-
income ratio. No tenants will have their rent-to-income ratios above or below the

prescribed level. The principal drawback of this approach is that household income will
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become the only factor determining rents. Flat size, space allocation standard, location,
facilities and living environment will no longer feature in the rent setting mechanism.
Adopting such a system would give rise to anomalies in which households with relatively
high income but live in small flats in older estates in remote areas will have to pay
significantly higher rents than other households living in large flats in new estates in the
urban areas. The resulting rent structure would be extremely confusing to tenants. This
would also create enormous difficulties for the Authority to let those flats which are less
popular because of their location, age, etc. Assessing and verifying the income of all the

tenants are also a formidable task involving intensive financial and manpower resources.

(c) Residual Income Approach

5.6 Another alternative option for measuring affordability is the so-called “residual income
approach”. The idea of this approach is to ascertain the income required for purchasing a
basket of non-housing goods and services to maintain a certain standard of living. The
residual portion of the household’s income, after deducting the non-housing expenditure,

should then be charged as rents according to the following formula -

Rent Income — N($)

or 0, if Income is less than N($)

N($) reflects the cost for purchasing a basket of non-housing goods sufficient to meet the
socially acceptable minimum standards of consumption. In assessing N($), household size
should be taken into account as it has a bearing on both housing and non-housing
consumption. Since different households may have different incomes, the rents so

determined under this approach will also be different for different households.

5.7 The main advantage of this option is that it ensures that households could maintain an
acceptable living standard after deducting the rental expenditure. How to determine the
socially acceptable minimum standards of non-housing consumption, however, is a
controversi